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The committee held a public hearing on House Bill 1580. 
HB 1580 Ross - (PN 2593) Amends the Alternative Energy Portfolio Standards Act increasing minimum solar alternative energy portfolio standards for the years 2012 through 2015, and stipulating all solar photovoltaic technology registered after January 1, 2012, shall directly deliver the electricity it generates to the distribution system operated by an electric distribution company operating within the Commonwealth and currently obligated to meet the compliance requirements contained in the act. 

Chairman Godshall stated House Bill 1580 amends the Alternative Energy Portfolio Standards Act (AEPS) of 2004 to increase the percentage of energy derived from solar resources that must be sold to retail customers during the period 2013 to 2015. He added the bill also requires the electricity generated by solar projects to be directly delivered to the distribution system of a utility operating within the Commonwealth. 

Rep. Chris Ross (R-Chester), Prime Sponsor of HB 1580, updated the committee on the legislation and indicated that he will be crafting an amendment that will do the following: 

  Offset all the increases with decreases later; 
  Further limit the potential impact on ratepayers by establishing a cap on the solar renewable energy credit (SREC) prices through an Alternative Compliance Payment of $325 per SREC in 2013, followed by a subsequent decline of two percent per year; 
  Allow for solar thermal technology to qualify for SRECs as well as solar photovoltaic systems; 
  Make it plain that solar technology must merely connect to the distribution grid, reconfirming that homes and businesses that use their own solar power some of the time still qualify for SRECs. 
Colin Murchie, Director of Government Affairs for SolarCity Corporation, gave an overview of the company and explained why the legislation is necessary. "If the AEPS existed in a vacuum, we wouldn't be here; but there was a significant shock to this market - in 2007, just about $160 million of bond and stimulus money were also directed into the Pennsylvania solar market," he stated. "The design and apace of these programs meant that they resulted in building out more solar more quickly than the AEPS would have. Clearly, the AEPS operates in a competitive supply/demand market. The demand ramps up over time. This additional funding meant there was extra supply. The result has been that REC prices have stopped drifting downwards due to technological progress and competition, and instead been sent to near-zero." 

Murchie argued that the state should move forward with the AEPS requirements "as a targeted response to today's oversupply problem, and to use the surging installations and plummeting costs of solar energy in the Commonwealth as a springboard to further success - not as an excuse to take a breather from years of progress." 

Keith Masser, Chief Executive Officer for Sterman Masser Inc. and speaking on behalf of the Pennsylvania Farm Bureau, described his experience shifting his business to a solar energy system. "At the time we decided to go through with the project, there was a meaningful opportunity to secure much of the additional financing needed to manage the debt through marketing of "The price for the SREC credit at that time would allow us to finance this project in seven years - a loan term that would allow us to reasonably manage the costs incurred for such a debt level. My system was commissioned in May of 2011 and has produced 64 percent of the anticipated power generation in the first five months of operation. However, the selling price for SRECs by Pennsylvania generators of electricity has sharply dropped to the point where we are falling $300,000 below the annual revenues we reasonably projected would be returned through SREC credits, breaking bank covenants and placing serious strains on cash flow and profitability of our businesses." 

Masser spoke in favor of the legislation and emphasized that it will "help to bring the SREC market in line with surrounding states by requiring solar production to take place in the state to qualify for SRECs" and "provide those who have already committed the significant debt risk for solar electrical generation the necessary revenue to keep the systems already developed in Pennsylvania viable while insuring there will be very minimal costs to consumers." 

Barry Miller, President and CEO of Meadow Valley Electric Inc., spoke in favor of the bill. "HB 1850 requires systems to be installed with the state in order for our state ratepayers to have any obligation to help fund their cost; this only makes sense and in our view fixes a very large oversight in the original bill," he stated. "The legislation increases the near term amount of Solar PV Kilowatt hours that the owners of the electrical grid will be required to incentivize. This, in our opinion is also necessary, as recently Solar PV installations have been inadequately compensated due to oversupply based on the current requirement. This has led to an unforeseen and unjust financial burden on the owners of Solar PVS systems in the state of Pennsylvania." 

Miller argued "establishing an equitable rate for energy created by Solar PV will not be an easy thing and will be open to much debate; however, it is our view that in the cases where Solar PV provides clean, distributed generation, located at the point of use, it should always get the benefit of the doubt when its value is being assessed." 

Chairman Godshall asked if Masser was aware of the potential impact on rates and SRECs. Masser replied they were aware that a decrease might happen but were unaware it would happen so quickly. He said they were expecting a seven year payout at best. Chairman Godshall stated a problem in government did not cause the rates to decrease, adding that the legislature's action put a certain amount of alternative energy into Pennsylvania and invested close to $200 million to do that but the state never promised to subsidize the industry. He added Pennsylvanians will have to bear the cost of any additional money being invested in the future when they are not receiving the benefits from solar power. Murchie stated solar panels on a neighboring building do offset costs in some capacity and while there is a cost to this bill there are also many benefits. 

Rep. Barbin asked if they were aware when they took out the loan that they could only use in-state credits and out-of-state credits would not be allowed. Masser replied they were not aware of that when starting this project. Rep. Barbin asked how many years the loan is and if they have tried to refinance with any state agency. Masser answered the loan is for seven years and they have not yet tried to refinance. 

Rep. Stephens asked why this bill is a better approach than asking the industry to pass the rewards gained to the people that are doing solar panel installations now thereby lowering the cost and lowering the necessity for the increased SREC requirements. Murchie replied that is what is currently happening but it does not create any new business. Rep. Stephens said if the industry uses profits to reduce profits that would increase the demand for the product and they have the ability to increase demand for solar projects. Murchie countered they are already at the point where marginal cost is equal to marginal revenue so they do not have the profits that can be reinvested in the industry. Rep. Stephens asked if closing the borders of Pennsylvania to other solar energy companies would be unfair. Masser replied there is a need to "even the playing field" first. 

Rep. Toepel asked how the scorecard works, who developed it, and how it is affecting business. Masser replied the specific companies create their own scorecard and it is a tool to evaluate their profile as far as resource conservation and usage of renewable energy sources to determine whether to buy a product. Rep. Toepel asked if they would lose customers if they did not comply with these scorecards. Masser replied they would lose customers due to the fact they are competing with a lot of companies out of state and if they do not look at renewable energy they will lose their customers. 

Terrance Fitzpatrick, President and CEO of the Energy Association of Pennsylvania (EAP), spoke against the legislation and said the bill would be harmful to consumers. "While the precise amount is not certain, EAP estimates that if HB 1580 is passed, the solar mandate could cost Pennsylvania ratepayers between $2.3 and $3.4 billion through 2021, and the increased costs will continue for as long as the mandates remain in place," he stated. "The amount of increase attributable to HB 1580 over the nine-year period is estimated to be between $1.3 and $2.3 billion." Fitzpatrick argued that the bill "favors the interests of in-state solar developers over the interest of consumers" and said "on its face it appears designed to restrict the flow of interstate commerce, which is regulated by the federal government under the US Constitution." 

Romulo Diaz, Vice President of Governmental and External Affairs for PECO Energy Company, explained PECO was the first electric distribution company in Pennsylvania to file a plan with the PUC for a long-term contract to purchase solar alternative energy credits. He spoke against the bill and highlighted the following reasons: 

  HB 1580 will significantly increase the cost to consumers to comply with the Solar AEPS mandate without any environmental benefit; 
  HB 1580 will have a negative net economic impact on the Commonwealth, including the potential loss of jobs; and 
  HB 1580 will revert to a pre-competitive market design where consumers assumed market risk for generation project development. 
"PECO has serious concerns about the likely impacts of HB 1580 on our consumers, the Commonwealth's economic competitiveness and on Pennsylvania's competitive market structure, and we cannot support this bill," Diaz concluded. 

Charles Fullem, Director of Rates and Regulatory Affairs for FirstEnergy, spoke on behalf of Metropolitan Edison Company, Pennsylvania Electric Company, Pennsylvania Power Company and West Penn Power Company in opposition to the legislation. He argued that it would raise costs for ratepayers and place undue burdens on utilities because it "increases the number of SRECs that our four utilities would be required to buy over the next three years by 132 million kilowatt-hours; at a price of $199 per SREC, that provision alone would cost customers about $26.3 million." 

Fullem said the utilities "recognize the public policy tension that exists between those supportive of the use of solar energy to generate electricity versus customers who may be less willing to pay higher electric bills to cover the increased costs of using solar resources in this difficult economy; at a time when customers are looking for every opportunity to stretch their limited resources, it may not be in the public interest to impose additional regulatory mandates that would lead to higher prices for electricity in the future." 

Rep. Perry asked Fitzpatrick if it hurts the Pennsylvania-based installers and suppliers to keep Pennsylvania borders open. Fitzpatrick stated the best thing would be to have open markets where states do not try to restrict all the benefits from an economic activity. He added all of the state restrictions are hurting the development of solar power in the country as a whole and solar power companies knew from the time the law was passed that Pennsylvania was not closing the borders. Rep. Perry asked if they advocate any solution. Fitzpatrick replied he does not know if there is any good solution and solar power companies knew what they were getting themselves into, but perhaps the restrictions need to be challenged in court. 

Rep. Perry asked if they know the incremental cost or the efficiencies of solar as it helps reduce the pressure on the grid as opposed to other methods and which methods are the most cost effective. Fullem replied they have found that solar energy was not as cost effective as other energy efficiencies they have implemented that shows greater benefit to customers. Rep. Perry asked what the most cost efficient demand reduction is. Fullem replied Act 129 requires them to reduce demand in the most cost effective way, noting that currently more than 100 different programs to help achieve that goal. Diaz added they have incorporated solar energy as a part of Act 129 compliance, but it was not approved by the Public Utility Commission. 

Rep. Barbin commented that as the SRECs go up someone has to pay for it and asked if the best way to proceed is to leave the standards alone until 2015 but try to find individual developers help. Diaz replied that would be the best way because currently they have been committed to purchasing SRECs for the next ten years at a substantially higher cost to the ratepayers. 

Rep. Toepel asked how much the current compliance is costing the ratepayer. Fullem stated the current cost is three to four cents per month for each residential customer but as requirements increase so will the cost, which he suggested will probably double each year. 

Rep. Stephens asked Diaz what the average residential customer will experience in terms of increased costs if House Bill 1580 is enacted. Diaz replied PECO customers are estimated to pay a total of $70 for solar costs through 2021 and House Bill 1580 would add an additional $135 to $225 to that calculation. 

Gene Barr, President and CEO of the Pennsylvania Chamber of Business and Industry, argued HB 1580 it would negatively impact consumers and energy intensive businesses. "The PA Chamber recognizes that alternative energy sources are an important part of the energy portfolio," he stated. "However the inclination to again provide cover to an industry that to this point has not been able to offer meaningful return to investors and that consistently requires additional support to maintain is not wise energy policies. The PA Chamber opposes additional mandates on the industry that will prove costly to consumers. We also oppose insulating the solar industry from the market by providing price support to improve the declining energy credit market." 

Rep. Delozier stated the government put out the grants and used state tax dollars to generate these jobs and some people perceive that as money wasted, and as businesses close it will cost more tax dollars in the future to recreate the jobs. She asked Barr to comment on the cost of creating, losing, and recreating jobs. Barr replied the cost of recreating jobs is why the PA Chamber opposed SRECs from the start. He asked how much more Pennsylvania is willing to put into the solar power industry knowing the consumers are going to be paying more in the end. 

Jake Smeltz, Vice President of Electric Power Generation Association, urged the committee not to pass the legislation and highlighted the following points: 

  Markets must be left to work out supply and demand Issues; HB 1580 is an attempt to directly intervene in the laws of supply and demand in order to increase current value of SRECs. 
  HB 1580 artificially inflates value of SRECs by restricting marketplace to "Pennsylvania only," resulting in higher costs to consumers; 
  Jobs argument is overstated because HB 1580 fails to account for economic impact of higher electricity prices and displacement of other more cost-effective generation. 
Bob Barkanic, Senior Director of Energy Policy for PPL EnergyPlus, spoke against the legislation. "HB 1580 would eliminate the savings that consumers and businesses are enjoying by increasing the costs of solar renewable energy credits in the Commonwealth," he stated. "The bill would increase requirements for solar energy generation under AEPS three-fold, from 0.05 percent to 0.15 percent in 2013 and limit eligible sources of solar energy under AEPS to those within Pennsylvania only. For the next three years - the period from June 1, 2012, to May 31, 2015 - the impact on consumers could be in excess of $200 million statewide due to higher SREC prices resulting from the requirements of HB 1580." 

Barkanic added "we are being naïve if we think HB 1580 is a one-time fix for declining SREC prices" and concluded the bill "would set the precedent for an expectation of administrative fixes whenever returns are no longer guaranteed or 'risk free.'" 

Chairman Godshall asked what the ratepayers are paying now because of regulations from government. Smeltz replied that when Act 129 was established the cost was around $1 billion, although it was intended to return more to ratepayers. He said AEPS has a deeper impact because ratepayers pay for the initial grant, the recovery for the cost of renewable energy credits, and also pay more in state taxes. He added unnecessarily increasing the cost of electricity has far reaching impact beyond the renewable energy credit. 

Andrew Kleeman, Senior Vice President, Mercury Solar Systems, stated House Bill 1580 is a market-based, inexpensive and highly cost-efficient mechanism to stop the collapse of an important and viable new industry. He said Pennsylvania solar jobs number in the thousands and this bill will prevent massive job layoffs. He indicated the actual cost to ratepayers will be approximately $113 million and, while that is a substantial sum, it will be spread over more than four million ratepayers which may be a smaller sum than the alternative cost of not passing House Bill 1580. He added state and federal programs have given solar power the chance to be successful and the gross cost of solar power has plummeted as a direct result of short term market access allowed by a myriad of programs. He emphasized "give us a reasonable set of corrected market rules to play by and we will continue to drive down the cost of energy for the Commonwealth." 

Dean Musser, President and CEO, Tangent Energy Solutions, Inc., stated the long-term SREC price is highly unstable due to the ongoing oversupply of reduce pressure on the grid and this improves reliability and avoids utility spending on grid upgrades. He added "solar electricity generated at a customer's site reduces that customer's energy costs but also benefits other customers. He stated Tangent supports a balanced approach and will use natural gas generating equipment where the customer's needs and the site requirements allow them to do so but for these projects where solar is the right choice there needs to be stable SREC prices. He emphasized this bill provides the necessary adjustments for the SREC market to keep solar as an option in the Commonwealth to ensure customers have maximum flexibility to manage their energy in a way that benefits all Pennsylvanians. 

Josh Goldberg, Vice President, Astrum Solar, stated House Bill 1580 will not increase the overall solar requirement in Pennsylvania, but instead shifts the requirement forward so that the solar energy industry can be sustained and continue to grow. He said this bill will preserve thousands of highly-skilled, high paying jobs and will close Pennsylvania's borders, just as neighboring states have done, ensuring that solar money and jobs will remain in the state. 

Chairman Godshall questioned who manufactures the bulk of the panels that are used in Pennsylvania. Musser said Tangent only uses panels that are produced in Newark, Delaware. Goldberg said "a lot of what we use is made in America, a lot of what we use is not made in America" and emphasized "the jobs we create, the sales and installation, those are jobs that have to be in Pennsylvania and can never go anywhere else." 

Rep. Stephens asked if the SRECs are devalued every time there is a new solar installation. Kleeman stated "conceptually yes, but the AEPS increases the number of SRECs required each year." He added "what has created the urgent situation is not the SREC pricing alone" and indicated that a number of federal and state "support mechanisms" ended at the same time. "Should a similar overbuild occur four years from now we won't have a perfect storm of everything ending at the same time and we won't be back here," he concluded. 

Rep. Barbin stated "the bottom line you are asking as public policy for us to provide subsidies to your industry and it is a fact that at the same time we are providing this subsidy, China has a tariff on all environmental pollution control equipment from the United States." He added "I don't know how you support additional subsidy until you rectify that problem and it is a problem." Musser stated "most of the components, aside from the silicon wafers, are made in the US." and added "you have to look at the industry as a whole and look at the jobs created in the US by supporting the industry." 

Chairman Godshall said David Fein, Pennsylvania Chairman of the Retail Energy Supply Association, was unable to testify but provided testimony to the committee. Chairman Godshall invited Fullem to critique Fein's testimony and make closing remarks. Fullem stated "we all have to recognize the public policy tension that exists between those supportive of solar energy to generate electricity versus customers who may be unwilling to pay higher electric bills in this difficult economy." He added "we're at a time when customers are trying to stretch their energy dollars as far as possible and I think you've got an important decision to make in weighing that balance between further stimulation of an industry versus higher prices." 

Written testimony was submitted by the following: 

  Public Utility Commission 
  Governor Corbett 
  PA State Grange 
  Star Rock Dairy Inc. 
  PennFuture Energy Center 
  Energy Systems and Installations 
  SunLion Energy Systems
 
