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Abstract

Recent legislation proposed in the Pennsylvania House of Representa-
tives (H.B. 11) would exempt over a third of Pennsylvania’s electricity

resources from normal market rules by including nuclear energy in the

state’s mandatory renewable energy standard. The Kleinman Center for

Energy Policy estimates that costs for an earlier but similar version of
H.B. 11 would be around $500 million in the first year. However, there

are costs beyond the immediate impact that Pennsylvania customers will

see in their utility bills. A nuclear energy mandate and credit program

is principally the adoption of a government-centric approach and rejec-
tion of the competitive electricity market that has served Pennsylvania

families and businesses well. Market competition has been critical to a

healthy, dynamic electricity sector in Pennsylvania. State governments

must see beyond the economic plight of specific nuclear power plants and

consider the ramifications that subsidies have on the broader framework

of electricity choice and competition.

P ennsylvania is considering becoming the fifth state to implement
government subsidies for nuclear power plants. State legislators
introduced abill on March 11, 2019—the Keep Powering Pennsylvania
Act—that would expand the state’s renewable energy standards to
mandate the purchase of electricity from Pennsylvania’s five nucle-
ar power plants, as well as create a stream of financial subsidies to
those same plants regardless of their economic viability. Proponents
of the Keep Powering Pennsylvania Act and similar policies argue
that keeping nuclear power plants from closing is necessary to reduce
carbon-dioxide emissions and preserve jobs, and that government
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KEY POINTS

m Pennsylvania’s proposed Keep
Powering Pennsylvania Act (H.B.
11) would block market effi-
ciencies and reward inefficient
power producers.

m |tis precisely because Pennsylva-
nia has a competitive market that
it has been able to enjoy the ben-
efits of the shale gas revolution.
A mandate and subsidy program
muddles these market signals.

m The Kleinman Center for Energy
Policy estimates that costs for a
similar proposal would be $500
million in the first year. There
are long-term costs beyond the
immediate impact Pennsylva-
nians will see in their utility bills.

m Rather than expand the Alterna-
tive Energy Portfolio Standard
Program, Pennsylvania should
eliminate all energy subsidies
and trust customers to choose
their electricity services.

m A bailout of nuclear power
plants is not pro-consumer, not
pro-jobs, and not pro-nuclear.
Maintaining a system of genu-
ine market competition is more
beneficial to Pennsylvania
families and businesses than
saving a few politically preferred
power plants.
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CHART 1

The Dynamic Terrain of Pennsylvania’s Electricity Sector
One-third of Pennsylvania’s coal plants have closed since 2010,

and natural gas has expanded to fill the gap.
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subsidies are less costly than the lost economic activ-
ity from allowing uncompetitive plants to close.!
Such thinking is short-sighted. Yes, nuclear power
emits no air pollutants or carbon-dioxide emissions
and is areliable, energy-dense source of power that pro-
duces hundreds of megawatts for decades with very little
physical footprint. However, state governments must
see beyond the immediate economic plight of specific
nuclear power plants and consider the ramifications
that taxpayer subsidies have on the broader framework
of electricity choice and competition, which has greatly
benefitted Pennsylvania’s residents and businesses.

The State of Pennsylvania’s
Electricity Sector

Pennsylvania’s electricity sector has changed
considerably over the past several decades, espe-
cially given the commonwealth’s decision to move
from state-sanctioned monopolies to competitive
electricity markets in 1996. Like in the rest of the
country, electricity consumption in Pennsylvania has
remained flat or decreased after years of growth and
is expected to continue decreasing over the next five
years.? Carbon-dioxide emissions have fallen 23 per-
cent since 1980.% Since 2010, one-third of Pennsylva-

1. Thomas L. Mehaffie Ill, “House Co-Sponsorship Memoranda: Updating the Pennsylvania Alternative Energy Portfolio Standards (AEPS) Act,”
Pennsylvania House of Representatives, February 4, 2019, https://www.legis.state.pa.us//cfdocs/Legis/CSM/showMemoPublic.cfm?chamber
=H&SPick=20190&cosponld=28184 (accessed March 19, 2019).

2. Consumption fell 1.6 percent in 2017 and is expected to decrease 0.41 percent annually. David Washko, Electric Power Outlook for Pennsylvania
2017-2022, Pennsylvania Public Utility Commission, August 2018, pp. 20 and 21, http://www.puc.state.pa.us/General/publications_reports/
pdf/EPO_2018.pdf (accessed March 19, 2019).

3. U.S.Energy Information Administration, State Carbon Dioxide Emissions Data, October 31, 2018, https://www.eia.gov/environment/
emissions/state/ (accessed March 19, 2019).
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TABLE 1

Three Mile Island an Outlier in Pennsylvania Nuclear Power

Unit Forward Annual Surplus in

Unit Costs per MWh, 2017  Unit Surplus per MWh, 2017 Millions of Dollars, 2021
Beaver Valley $30.89 $2.10 $53.40
Limerick $30.89 $1.10 $85.20
Peach Bottom $30.89 $0.80 $40.80
Susquehanna $30.89 $1.20 $36.00
Three Mile Island $42.66 -$10.60 -$73.20

SOURCE: Monitoring Analytics, “PJM State of the Market-2017" November 8, 2018, pp. 329-332, http:/www.monitoringanalytics.com/reports/
PJM_State_of the Market/2018/2018ag3-som-pjm.pdf (accessed March 19, 2019).
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nia’s coal plants have closed, and natural gas has gone
from an irrelevant source of electricity to meeting
over 34 percent of Pennsylvania’s electricity needs.*
Even with announced closures, Pennsylvanians
will have sufficient access to reliable electricity in the
future. In its Electric Power Outlook for Pennsylvania
2017-2022, the Public Utility Commission concluded
“that sufficient generation, transmission and distri-
bution capacity exists to reasonably meet the needs
of Pennsylvania’s electricity consumers for the fore-
seeable future.”” The same study reports that over
2,000 megawatts (MW) of generating capacity were
retired in 2017, but that over 9,600 MW were being
built—more than in any of the past four years.® PJM,
the regional electricity transmission and reliability
organization in which Pennsylvania participates, has
14,000 MW of excess reserves, and the North Ameri-

can Electric Reliability Corporation states that the
PJM region has sufficient reserves through 2027, even
with announced closures.’

Pennsylvania’s Nuclear Bailout Proposal
The Keep Powering Pennsylvania Act, H.B. 11,
expands Pennsylvania’s Alternative Energy Portfolio
Standard Program to include nuclear energy.® Adopt-
ed in 2004, the existing program requires that 18 per-
cent of electricity come from renewable energy tech-
nologies by 2021. Of that, 8 percent must come from
Tier I resources,’ and 10 percent from Tier I1.'° Leg-
islation would create a Tier III principally focused on
anuclear energy credit program. Distribution com-
panies must purchase credits for half the electricity
sold in their region by Tier III qualifying companies,
or be penalized with compliance payments, which

4, U.S. Energy Information Administration, “Pennsylvania State Profile and Energy Estimates-Supply and Distribution,” February 21, 2019, https./
www.eia.gov/state/data.php?sid=PA#SupplyDistribution (accessed March 19, 2019).

Washko, Electric Power Outlook, p. iii.
6. Ibid. p.51.

7. Monitoring Analytics, “PJM State of the Market-2017," November 8, 2018, pp. 41 and 42, http://www.monitoringanalytics.com/reports/
PJM_State_of_the_Market/2018/2018q3-som-pjm.pdf (accessed March 19, 2019). See also Washko, Electric Power Outlook, p. iii.

8. House Bill No. 11, General Assembly of Pennsylvania, Session of 2019, https:/www.legis.state.pa.us/cfdocs/billinfo/billInfo.cfm?sYear=2019&

sInd=0&body=H&type=B&bn=0011 (accessed March 19, 2019).

9. Tier 1resources include photovoltaic energy, solar-thermal energy, wind, low-impact hydro, geothermal, biomass, wood pulping and
manufacturing byproducts from energy facilities within the state, biologically derived methane gas, coal-mine methane, and fuel cells.
Pennsylvania Alternative Energy Credit Program, “About AEPS,” Pennsylvania Public Utility Commission, https://www.pennaeps.com/

aboutaeps/ (accessed March 19, 2019).

10. Tier ll resources include waste coal, distributed generation (DG) systems less than 5 MW in capacity, demand-side management, large-scale
hydro, municipal solid waste, wood pulping and manufacturing byproducts from energy facilities located outside the state, useful thermal
energy, and integrated gasification combined cycle (IGCC) coal technology. Ibid.
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will be split between the existing sustainable energy
fund and Tier III qualifying companies. The program
would end with implementation of a carbon-dioxide
tax of at least $15 per ton.

The legislation intends to prevent the closure of the
five nuclear power plants operating in Pennsylvania. Of
these, Exelon has announced plans to close Three Mile
Island in October 2019, and FirstEnergy has announced
plans to close Beaver Valley in 2021 as part of a 2016
decision to divest its power-generating assets."

The Varied Costs of a Subsidy Program

There are obvious and immediate costs of mandat-
ing purchases of electricity from certain power plants.
The Kleinman Center for Energy Policy at the Univer-
sity of Pennsylvania estimates that costs for an earlier
but similar version of H.B. 11 would be around $500
million in the first year.'?

However, there are costs beyond the immediate
impact that Pennsylvania customers will see in their
utility bills. A nuclear energy mandate and credit pro-
gram is principally the adoption of a government-cen-
tric approach and rejection of the competitive elec-
tricity market that has served Pennsylvania families
and businesses well. Subsidy and mandate programs:

1. Are patently unfair to past investors and
chill future investment. Companies have made
investments in the past decade anticipating Pennsyl-
vania customer needs with the confidence that they
and their competitors would both abide by market
rules.”® Legislators engage in “bait and switch” by pro-
posing new rules that socialize certain costs across
customers and exempt 44 percent of Pennsylvania’s
market (representing renewables and nuclear) from
having to compete for customers. Political interven-

tions also destroy future investment confidence in the

face of ever-changing and arbitrary political winds.
While mandating the purchase of nuclear energy will

save those jobs for a time, it will also prevent the cre-
ation of others.

2. Create a barrier to entry that discourages
organic innovation. Technology and energy-source-
neutral competition in electricity markets allows the
endless creativity of people to meet customer energy
needs and preferences while protecting customers
from unwise investments. In contrast, a government-
centric electricity sector is a “fundamentally permis-
sion-based system” where investments require highly
political negotiations and approval from commission-
ers, or legislatures subsidize investment in the hopes of
forcing adoption of politically preferred technologies.™*
New entry is challenging enough, especially for smaller,
innovative companies with new technologies and prod-
ucts. Companies would face an additional barrier to
entry if government insulates uneconomic competitors.

3. Stifle healthy competitive pressure. Com-
petitive markets force power suppliers and investors
to consider the costs and benefits to their customers
and incentivize discipline to be more efficient—in
operations, investments, and regulatory compliance—
than competitors. Government-centric approaches
use policy to guarantee that some, if not all, costs of
service are covered, thus reducing incentives to cut
costs beyond what is politically necessary.'®

Market pressure has been good even for the nucle-
arindustry. For example, in direct response to tough
economic competition, the Nuclear Energy Institute
organized nuclear power plants nationally to find
operating efficiencies that ultimately reduced costs by
19 percent, resulting in $1.6 billion in savings.' Nucle-

11.  Exelon is a Fortune 100 company, made $33.5 billion in revenues for 2017, operates in 48 states, the District of Columbia, and Canada, and
has six subsidiary power companies. Exelon, “About Exelon,” http://www.exeloncorp.com/company/about-exelon (accessed March 19, 2019).
FirstEnergy is a Fortune 500 company with 2017 total revenues at $14 billion. FirstEnergy, “2017 Annual Report,” https://www.firstenergycorp.
com/content/dam/investor/files/annual-reports/2017/FirstEnergy-2017-annual-report-final.pdf (accessed March 19, 2019). See also Paul
Gough, “FirstEnergy Could Sell or Close Pennsylvania Coal, Nuclear Plants,” Pittsburgh Business Times, November 11, 2016, https:/www.
bizjournals.com/pittsburgh/news/2016,/11/11/firstenergy-could-sell-or-close-pennsylvania-coal.html (accessed March 19, 2019).

12. Christina Simeone, “Pennsylvania’s ZEC Bill Reveal,” Kleinman Center for Energy Policy, February 27, 2019, https://kleinmanenergy.upenn.edu/
blog/2019/02/27/pennsylvanias-zec-bill-reveal (accessed March 19, 2019).

13. Monitoring Analytics, “PJM State of the Market,” pp. 41 and 42.

14. Michael Giberson and Lynne Kiesling, “The Need for Electricity Retail Market Reforms,” Regulation (Fall 2017), pp. 34-70, https://object.cato.
org/sites/cato.org/files/serials/files/regulation/2017/9/regulation-v40n3-4.pdf (accessed March 19, 2019).

15.  Travis Kavulla, “There Is No Free Market for Electricity: Can There Ever Be?" American Affairs, Vol. 1, No. 2 (Summer 2017), pp. 126-150,
https://americanaffairsjournal.org/2017/05/no-free-market-electricity-can-ever/ (accessed March 19, 2019).

16. Nuclear Energy Institute, “Delivering the Nuclear Promise Forward Strategy,” March 2018, https://www.nei.org/resources/delivering-the-

nuclear-promise/forward-strategy (accessed March 19, 2019).
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ar power plants in competitive markets aggressively
reduced the amount of time spent offline for refuel-
ing and adopted efficiencies to increase production,”

while Pennsylvania’s nuclear power plants have oper-
ating costs well below the industry average of $33.50

per MW-hour.'® Subsidizing plants only calcifies

existing industry and technology.

Undoubtedly, some companies have not been able
to endure market pressure, creating room for others
to fill the void. For example, it is precisely because
Pennsylvania has a competitive market that it has
been able to enjoy the benefits of the shale gas revolu-
tion. A mandate and subsidy program muddles these
market signals.

4. Ignore customer preferences and put lobby-
ists first. H.B. 11 would override customer choice by
forcing customers to fund the mandated use of nucle-
ar power plants. Far from being consumer-focused,
the proposal rewards political connections and cro-
nyism. In contrast, competition in electricity services
allows greater customer choice through the power of
the consumers’ own dollars. Choice comes not only
in the form of resources (renewables, conventional
fuels, or a mix) but also in financial products (such as
fixed rates, risk preferences, indexed rates, or short-
or long-term contracts). In the end, because electric-
ity providers have to work for their customers, prices
are competitive and quality improves. PJM’s competi-
tive markets have saved customers roughly $3 billion
ayear since 1997.”

5. Will not prevent eventual closure. Not all of
Pennsylvania’s reactors are in economic hardship. It
makes no sense to subsidize profitable companies, as
H.B. 11 would do. However, even subsidizing failing
ones will not solve the challenges facing surround-
ing communities when nuclear power plants eventu-
ally close, either by the healthy creative destruction

of competitive markets or by plants reaching the end
of operating licenses. Each nuclear power plant in
Pennsylvania is a part in a larger, dynamic economy.
The way to a thriving economy is by creating a com-
petitive tax and regulatory environment where com-
panies want to do business. Fossilizing communities
by subsidizing current employers will not lead to a
healthy economy or a strong tax base in the long term.

Even so, closing and decommissioning a nuclear
power plant is a long, multimillion-dollar process
that does not completely turn off the tap of employ-
ment and local tax revenues. Though staff has been
downsized, hundreds of employees in Wisconsin,
California, Florida, and New Jersey are still work-
ing on closed reactor sites to prepare them for final
decommissioning as far as 60 years out.?° Rather than
subsidizing nuclear power plants, Dauphin County
(Three Mile Island) and Beaver County (Beaver Val-
ley) would benefit from studying the experiences of
these communities.

Hold Firm to Electricity Choice

Legislators should defend competitive markets
and eliminate policies that created market unfairness
in the first place. Rather than expand the Alternative
Energy Portfolio Standard Program, Pennsylvania
should eliminate all energy subsidies and trust cus-
tomers to choose their electricity services. In 2015,
Congress moved closer to a competitive national
energy sector when it put wind and solar federal tax
credits on a schedule to sunsetin 2022. Pennsylvania
should do likewise.

A system designed with the central premise that
market competition yields better results for custom-
ers in the immediate and long term is fundamentally
incompatible with top-down measures to protect
certain players from competition. Pennsylvania’s

17.  Devin Hartman, “Environmental Benefits of Electricity Policy Reform,” R Street, January 25, 2017, pp. 3 and 4, https://www.rstreet.
org/2017/01/25/environmental-benefits-of-electricity-policy-reform/ (accessed March 19, 2019), and Devin Hartman, “The Market

20.

Advantage: A Q&A with Joe Bowring,” R Street, June 28, 2017, https.//www.rstreet.org/2017/06,/28/the-market-advantage-a-qa-with-joe-
bowring/ (accessed March 19, 2019).

Nuclear Energy Institute, “Nuclear Costs in Context,” October 2018, https://www.nei.org/resources/reports-briefs/nuclear-costs-in-context
(accessed March 19, 2019).

News release, “PJM Marks 20 Years of the Competitive Electricity Market,” PJM, March 27, 2017, http://www.pjm.com/-/media/about-pjm/
newsroom/2017-releases/20170327-pjm-marks-20th-anniversary-of-competitive-electricty-market.ashx (accessed March 19, 2019).

Aaron Larson, “Nuclear Plant Closings: What About the Workers?" POWER Magazine, April 1, 2014, https.//www.powermag.com/nuclear-
plant-closings-what-about-the-workers/?pagenum=3 (accessed March 21, 2019); Bill Gallo Jr., “’Somber Day' as Nation's Oldest Nuclear
Plant Closes. What Next?" NJ.com, September 2018, https://www.nj.com/news/2018/09/oyster_creek_nuclear_plant_closing_what_are_the_
im.html (accessed March 21, 2019); and Exelon, “Holtec International to Purchase Oyster Creek Generating Station,” http://www.exeloncorp.
com/locations/oyster-creek-set-to-be-acquired-by-holtec (accessed March 21, 2019).
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H.B. 11 proposal would block market efficiencies
from occurring and reward inefficient power pro-
ducers. A bailout is not pro-consumer, pro-jobs, or
pro-nuclear. Maintaining a system of genuine mar-
ket competition is more beneficial to Pennsylvania
families and businesses than saving a few politically
preferred power plants.

—Katie Tubb is Policy Analyst in the Thomas A. Roe
Institute for Economic Policy Studies, of the Institute for
Economic Freedom, at The Heritage Foundation.




