
New Jersey Senate Environment Committee

Climate Change Hearing

April 17, 2007

Richard T. Thigpen

Vice President – State Government Affairs

Public Service Enterprise Group
Donald M. McCloskey, Jr.

Director – Environmental Strategy and Policy

Public Service Enterprise Group
Good afternoon, Mr. Chairman and members of the Senate Environment Committee, I am Rick Thigpen, Vice President of State Government Affairs with Public Service Enterprise Group (PSEG), parent company of New Jersey’s largest electric and natural gas utility.  I am here today with my colleague, Don McCloskey, Director of Environmental Strategy and Policy.  We appreciate the opportunity to provide comment on this important issue.

On March 29, 2007, Ralph Izzo, PSEG’s Chairman and Chief Executive Officer, testified before the United States Congress calling on our federal government to take immediate and aggressive action to address the threat of climate change, including enactment of a mandatory program to regulate electric sector global warming emissions.  Back in 2002, when we aggressively started our effort to promote a federal climate change bill, we were one of only a handful of companies pressing our case, knocking on doors in Washington.  There are now dozens of leading companies and elected officials calling for federal action, and we firmly believe that it will only be a matter of time before the federal government acts on this issue. 

We are proud to be a major industry in the great state of New Jersey who has taken a leadership role to emphasize the importance of climate change for a state that has over 130 miles of Atlantic coastline and 1,792 miles of shoreline at risk to climate change.  In New Jersey, PSEG has been an active participant in the development of the state’s Energy Master Plan (EMP).  Governor Corzine’s directive establishing the goals of reducing energy consumption 20% and supplying 20% of the state’s electricity needs with renewable resources by the year 2020 presents an enormous challenge.  At the same time, however, the imperative for pursuing these goals could not be greater, as we seek to respond to the threat of climate change, concerns about increasing energy costs, and the security and reliability of energy supplies.

The plan’s energy efficiency and renewable goals will require a fundamental change in how we think about energy and how we invest in electric infrastructure.  It will also require that we redefine the role of the state’s utilities and energy companies. 

To put it in context: The state’s energy efficiency and renewable energy goals are equivalent to the total amount of electric energy consumption in the states of Connecticut and Rhode Island combined.
Clearly this is a big challenge.  But I am convinced that this is a challenge that we can meet and we can achieve the goal without undue economic hardship to the state, industry or job loss.   We have to be careful in crafting our plan forward and the key is a robust dialog such as this hearing and we thank you for the opportunity.

Again, the Energy Master Plan requires a fundamental shift in the way we think about energy, how we invest in our infrastructure and it will require that we redefine the role of the state’s utilities and energy companies.

New Jersey’s electric and gas utilities have responded to the challenge by submitting

more than 20 innovative strategies that actively involve these utilities in developing and investing in energy efficiency, demand side management, advanced metering infrastructure, renewable resources, distributed generation and innovative ratemaking options.  A number of these strategies have broad support within our community, some do not, but they represent a good start toward providing policymakers with new ideas about how we might meet this challenge.

I would like to highlight five key points before turning the discussion over to Don.

First, PSEG has been a leader in climate change policy for the past decade by:

· Being the first utility in the country to sign onto a pre-Kyoto voluntary Greenhouse Gas (GHG) emission reduction accord with the Clinton Administration to stabilize its GHG emissions at 1990 levels by 2000.  We accomplished this. 

·  Building on the progress of our earlier commitments, we volunteered to reduce our GHG emission rate by 18% by 2008 from 2000 levels.  We are on track to meet this target as well.

· Being a leading industry advocate for mandatory and meaningful GHG emission reductions on a national basis.  We have supported national legislation that would reduce electric power sector emissions to 1990 levels by 2030.

Second, we support New Jersey’s efforts to stabilize its greenhouse gas emissions at historic 1990 levels, but we must be careful to moderate the impacts on the economy.

· Reducing New Jersey’s GHG emissions to 1990 levels by 2020 equates to about a 10% reduction from today’s level and a 25% reduction from Business as usual.
 

· A recent CO2 global abatement study by McKinsey and Associates indicate to make a 25% reduction will result in cost of between $15 and $30 per ton of CO2 reduced.  If one assumes that to achieve this change in a manner that ramps up gradually to the 2020 target, then over the next 13 years this calculus suggests that the legislation contemplated has an overall price tag of around $3 to $6 billion to New Jersey’s citizens over that time period.  

· If New Jersey’s citizens are required to spend this amount without surrounding states implementing similar programs, it goes without saying this could have a significant impact on this state’s economy.  Again, we have to be careful.

Third, we believe there are things that New Jersey and the electric and gas utility community can do to address the issue, that do not put New Jersey at an economic disadvantage.  I am referring to the twenty or so ideas that the electric and gas utilities submitted in the EMP process; ideas like:

· Installing an advanced metering infrastructure so customers see prices in real-time, reduce demand based on price and better control their energy usage and costs;

· Providing incentives for the use of energy efficient devices;

· Providing incentives for the use of renewable resources; and  

· Since the transportation sector is responsible for more than half of CO2 emissions, hybrid and especially, plug-in hybrid vehicles, should be considered for incentives also.

· But also, providing incentives for new nuclear electric generation, which does not emit any CO2.

Fourth, GHG emissions need to be regulated at a national level.  Global warming, as the name suggests, is a “Global” issue.  Any New Jersey or regional program, including the Regional Greenhouse Gas initiative (RGGI), which places more stringent State or regional emission limits on CO2:

·  Will result in increased utilization of out-of-state power plants, which in turn will increase GHG emissions.

· Will put New Jersey’s energy companies and our workforces at a competitive disadvantage with energy companies from other states, thereby hurting New Jersey’s economy. 

· New Jersey power plants generate approximately 23 million metric tons of carbon dioxide each year.  This represents only 15% of the state’s total GHG emissions.
  Nationally, power plants account for nearly 40% of total CO2 emissions and around 30% of total greenhouse gases.  Our in-state sources are considerably cleaner than the national average, but New Jersey imports a significant amount of electric power from out of state generators, about 25% – upwind generators --mostly fossil fueled, many not as clean as New Jersey’s electric generating fleet. 

Fifth, energy and the environment are inextricably linked.  New Jersey needs an integrated approach and PSEG stands ready to work with NJ policymakers to develop the infrastructure that enables energy efficiency as the first choice for consumers and businesses, that implements renewable supplies for customers who will benefit the most, and that ensures a long-term foundation of reliable, carbon-friendly, central station power. There are a number of options at your disposal to shape an integrated approach and develop programs that will provide environmental benefits by reducing greenhouse gases.  We have concerns with efforts to cap power plant emissions at the regional level, and believe strongly that a national program must be the priority.

With that overview, I will now hand it over to Don McCloskey to provide more detail on our company’s response to climate change.

As Rick mentioned in his introduction, energy and the environment are inextricably linked.  In our view, the state’s utilities are uniquely positioned to invest in technologies that would enable and empower consumers to achieve efficiency gains on a large scale.  As part of the energy master plan process, PSEG has made several specific proposals.  In total, our concepts represent nearly half of the EMP electricity goal and two-thirds of the heating goal.
The electric power sector contributes a significant share of the air emissions associated with local, regional and global environmental concerns, and PSEG has taken a leadership role in educating the public and policymakers about this contribution, supporting policies to address electric sector emissions and reducing our carbon intensity.  PSEG has implemented a significant number of voluntary reductions beginning as far back as 1990, including repowering, converting from coal to natural gas combined cycle operations, improved nuclear plant performance and technological upgrades, investing more than $3 billion in our fossil fleet in New Jersey and elsewhere.

Over the years, PSEG has worked in collaboration with a number of environmental organizations to bring attention to the contributions of the electric power sector to air pollution and U.S. GHG emissions.  Working with CERES—the Coalition for Environmentally Responsible Economies—and the Natural Resources Defense Council, PSEG has developed a comprehensive report on power plant air emissions.  The 2006 edition was the fifth such report, highlighting the environmental performance of power companies throughout the U.S.  The latest report highlights that the electric power sector contributes 40% of total U.S. CO2 emissions, that CO2 emissions from this sector are growing, and that 7 utility companies account for nearly 25% of the overall emissions.   PSEG’s U.S. generating fleet makes PSEG the 19th largest producer of electric power in the U.S., but 84th in terms of the quantity of emissions generated per unit of energy produced.  Copies of the report are available at the Natural Resources Defense Council’s website – nrdc.org – and I have brought a copy for members of the committee.

PSEG has long advocated the adoption of regional and national programs to address power plant air emissions. PSEG continues to support national legislation to address NOx, SO2, and mercury emissions from power plants, including near-term significant reductions in power plant CO2 emissions to address global climate change.

But recognizing that state policy is moving ahead in advance of federal action, what does PSEG advocate for New Jersey?

PSEG believes New Jersey’s utilities are uniquely positioned to invest in technologies, such as advanced metering infrastructure, that would enable and empower customers to achieve efficiency gains on a large scale, which, in turn, would help improve air quality. This technology would enable customers to interact with energy suppliers in real time and take advantage of new pricing and energy management services. This kind of technology investment would be a logical extension of a pilot program we now have under way called “MyPower Connection.”   MyPower automatically adjusts central air conditioning units in response to electricity price changes and provides customers access to time-of-use pricing plans and additional information on how to manage energy consumption.   

We also think utilities should be involved in financing efficient equipment on the customer side of the meter. Utilities have the brand recognition and relationships with customers to successfully implement energy saving programs and technologies. And perhaps more important, utilities have the ability to deploy “patient capital.” By this I mean the ability to make long-term investments that serve the public interest, as long as there are assurances of earning reasonable returns on these investments. This will require implementing innovative ratemaking policies that would support our ability to commit capital to these kinds of initiatives. This will maximize the penetration of efficiency and conservation measures across all customer classes.

We think this formula applies to investments in renewable resources, such as large scale solar installations as well.

We’ve developed a strategy that will facilitate large-scale solar photovoltaic installations. We continue to vet this idea with various constituencies and we believe this program has the potential to develop significant amounts of solar power by 2020.  Rate treatment of large scale renewables benefits all customer segments not just upper and upper middle class homeowners who can afford it.  However, I must be candid in that these technologies will cost considerably more than other supply options for the foreseeable future.

On the transportation side, hybrid electric vehicles and plug-in hybrids offer the ability decrease fuel use and air emissions associated with publicly and privately owned fleets.  PSEG is currently participating with the Electric Power Research Institute on a project evaluating the potential for plug-in hybrid vehicles in our electric and gas delivery business.  Current hybrids can reduce fuel consumption by 30%.  Plug-ins have the potential to achieve a 50% reduction.

An integrated approach should favor efficiency and renewables but these resources will not be enough.  There is no silver bullet when it comes to addressing climate change.  It will take many diverse actions from increased investment in energy efficiency and energy saving technologies, as well as increased investments in renewable energy, distributed energy, zero- and low- carbon emitting conventional generation technologies including nuclear power and Integrated Gasification Combined Cycle (IGCC) technologies with carbon capture and storage, to cars that are able to get many more miles per gallon than current designs such as plug-in electric hybrids, to preventing deforestation, to planting new forests, to decarbonized fuels, to new building and appliance standards, and the list goes on.   

We urge policymakers to carefully consider the areas where they can have the greatest impact.  Clearly, as it relates to energy markets, New Jersey policymakers can influence retail energy consumers through education, conservation and energy efficiency initiatives that will reduce consumption and thereby reduce greenhouse gas emissions.  

As the committee is aware, New Jersey is a full participant in the Regional Greenhouse Gas Initiative (RGGI).  PSEG has been supportive of RGGI in concept as we understood its original intent: to encourage federal action.  

The total carbon dioxide (CO2) allowance budget for all RGGI states will be approximately 184 million tons.  New Jersey’s share is about 23 million tons.  Within that context, please consider the following illustrations:

Illustration #1



[image: image6.wmf]
As of January 2006, 132 new coal-fired power plants had been planned in the United States.  Forty-seven of these plants are located in states that are wholly or partly within the PJM area.  One was planned for the RGGI region.  The Energy Information Administration (EIA) estimates that by the year 2030, electricity produced from coal in the United States will increase by two-thirds over 2004 levels – 1.3 billion MWh – more than 16 times New Jersey’s current annual electric consumption.  EIA projects that CO2 emissions will increase by 1.1 billion tons annually as a result of this increase in coal-based electricity production.  That’s 6 times larger than the 2009 RGGI states’ budget.  Put another way, it would require shutting down every affected carbon source in the RGGI region for six years to offset one year’s carbon impact from these planned coal units.  New Jersey can’t do it alone.  RGGI can’t do it alone.  We need a national program.

There are over 5,000 power plants in the Unites States.  

Illustration #2

                 
[image: image2]
Seventy percent of the electric power produced in the United States in 2004 was produced by fossil fuels.  Coal accounted for half of the total power production – nuclear 20%, natural gas 18% and oil 3%, hydro nearly 7% and renewables and other almost 3%.

Between 1990 and 2005, New Jersey imported between 17% and 36% of its electric power needs.  For comparison purposes, in 2005, New Jersey’s energy production was 38% nuclear, 14% coal, 19% natural gas, about 1% oil, approximately 2% renewables (Class II) and other.  Twenty six percent of our needs were imported and that is a combination or sources, but mostly from fossil fuels from states’ upwind of New Jersey.

Illustration #3
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Modeling done by RGGI staff indicate that the level of imports will rise and under certain assumptions could result in significant decline in New Jersey generation with a commensurate increase in generation to our west.  The result is leakage, increased emissions outside of our borders because of the increased operating costs imposed by RGGI on New Jersey power plants.  New Jersey, along with Delaware and Maryland (also RGGI States) are on the eastern edge of PJM.  None of the other nine PJM states plus Washington, D.C. is in the RGGI region.  The balance of the RGGI states are all within the same power pools; New York in one and all the New England states in another.
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It should be clear to New Jersey policymakers that a resolution to leakage must be  defined before going forward with RGGI and a commitment should be made to harmonize and sunset RGGI requirements into a mandatory national program.
In addition to leakage another issue at the center of the RGGI dialog is consideration of a 100% open auction of allowances.  We strongly recommend that allowances should only be made available to regulated sources and any consideration of moving toward a 100% auction should be done very slowly.  
PSEG has been involved in the development and implementation of national and regional cap and trade programs for NOx, SO2 and CO2.  An important lesson that I would offer from our experience with existing cap-and-trade programs and an issue that policymakers should understand is: who bears the costs under a cap-and-trade system? Power plant operators will seek to recover their CO2 compliance costs when they bid into the wholesale electric energy markets. Depending upon the structure of the electricity markets and the fuel mix of generation serving those markets, some portion of these costs will be recovered by generators in the form of higher wholesale electricity prices that ultimately impact electricity consumers. 

Because electricity consumers ultimately bear these costs, you can argue that consumers should be entitled to a portion of the emission allowances – really the value inherent in the allowances. Auctioning the allowances and returning the proceeds to consumers in the form of rebates, energy efficiency credits, or reduced taxes can accomplish this. Economists also generally agree that the auction approach is the most efficient and transparent method for distributing allowances. 
However, while economic theory may suggest this course, PSEG believes that as a matter of public policy, existing coal-fired power plants must continue to be an important energy resource in the U.S.  Therefore, we think it makes sense to limit the auction of allowances in the early years of the program and certainly in the RGGI experiment. 

As a case in point, PSEG is currently evaluating whether to make an investment of approximately $600 million on a 600 MW coal plant in New Jersey for selective catalytic reduction (SCR) for NOx control, and a scrubber and baghouse for SO2, particulate, and mercury control. The Northeast as you know is moving forward with implementation of a regional greenhouse gas cap-and-trade program. A number of states in the Northeast have been considering adopting a 100% auction system when the program is implemented in 2009. For this particular investment, given our assumptions about forward prices associated with natural gas, energy markets, and CO2 allowances, for every 10% auction of allowances, this plant loses about $15 million of Net Present Value (NPV). Therefore, a 100% auction makes this investment a very questionable decision and one that will have a direct bearing on whether we continue to operate this facility.   The closure of this station would not improve air quality in NJ nor will it help in our effort to address global warming.

This potentially impacts reliability and prices and without a viable mechanism to address leakage, replacement power will likely come from fossil generation at upwind PJM and Midwest plants.  Many of those plants burn coal.  To us that doesn’t make sense.  We need to be assured that the price paid for leadership on climate issues does not translate into an economic incentive for upwind states that penalizes New Jersey’s economy by increasing the cost on energy thereby deterring businesses from locating in New Jersey, negatively impacting operating jobs at New Jersey power facilities and negating construction jobs associated with upgrades at New Jersey power stations.  

Moving too quickly to a full auction system may also create problems for facilities with contract obligations that would prevent them from recouping auction costs until their contracts could be renegotiated. 

These economic realities suggest that we are best served by transitioning to a full auction process over a long period of time.  PSEG supports auctioning some part of the 25% of the allowances set aside in the Memorandum of Understanding that New Jersey was signatory to and making them available to regulated sources in the auction or at some defined cost necessary to meet the commitment expectations of the energy efficiency fund.

As I explained earlier, there are a number of ways utilities can help with the first two components of an integrated strategy.  But there are no silver bullets.

PSEG strongly believes an essential task for our company, the energy industry, and state policymakers is to maintain the reliability of our electric system. This will require developing new baseload electric generating capacity in New Jersey. There are, however, some major issues to be considered.

While there are a number of pilot projects under way and the U.S. Department of Energy is evaluating carbon capture and storage technologies, there currently is no commercially available technology to control carbon emissions from conventional fossil-fueled power plants. 

New clean coal technologies such as integrated gasification-combined cycle (IGCC) are still on the cusp of commercial and technical viability. And developing this technology in the context of the current structure of wholesale markets presents very significant risks for merchant energy suppliers.

Nuclear power is a proven, emissions-free electric generation technology that is available.  But nuclear power has its own set of risks: siting issues, the unresolved issue of spent fuel storage, and an exceptionally long licensing and construction timeframe.  Despite these risks, nuclear power is the most realistic option for electricity production without adverse CO2 effects and we need to address these uncertainties.

Any plan for a carbon-constrained future must include the benefits of nuclear power.  

PSEG stands ready to work with New Jersey policymakers to develop the infrastructure that enables energy efficiency as the first choice for consumers and businesses, that implements renewable supplies for customers who will benefit the most, and that ensures a long-term foundation of reliable, efficient, central station power. 

Thank you for your time and for the opportunity to provide these remarks.







� The current New Jersey greenhouse gas emissions across the entire economy expressed in terms of their CO2 equivalent are about 150 million metric tons per year.  By 2020, assuming a business as usual growth rate consistent to the rest of the country, the NJ economy’s greenhouse gas emissions are expected to be about 180 million tons.  In 1990, according to NJDEP’s Division of Research, Science and Technology NJ greenhouse gas emission levels were 135 million metric tons per year.  


� Assuming New Jersey’s total greenhouse gas emissions are approximately 150 million tons/year.
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