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Introduction:  Infrastructure Development Gridlock

New England’s economic health, future growth and the well-being of its citizens are directly linked to the availability of reliable, reasonably priced electricity.  Indeed, electricity is the fuel of choice for the region’s growing digital economy as electricity demand is projected to increase by 15% over the next decade
.

To meet this growing demand, electric infrastructure – the network of power plants, electric transmission lines and natural gas pipelines – must be expanded.  Given the long lead-time required for infrastructure development, the actions or inactions of today will determine whether the region will have a reliable electricity supply with stable prices, or a system that is increasingly vulnerable to sharp price fluctuations, congested delivery capacity and lack of fuel diversity. 

Moreover, the breadth and magnitude of needed projects will require regional coordination – not the ad-hoc, piecemeal planning approach of the past. There must be a common recognition within the region that the electric grid is interconnected, and actions or lack thereof anywhere ultimately impacts the entire New England grid.

This paper describes the ever-tightening infrastructure gridlock in New England. Much-needed projects are being deferred, cancelled or rejected by regulators and the public.  In totality, this is putting both the region’s electricity grid and economy at increasing risk – and the window of opportunity for breaking the gridlock is closing. First, selected cases representing the breadth of the situation and up-front risk incurred by project developers are outlined.  Second, public policy barriers whose resolution could serve as a catalyst to break the gridlock are discussed.  

Clearly, the lens through which important infrastructure projects are viewed needs adjusting.  The case for the region’s growing need for electric infrastructure investment must be articulated, so that decisions regarding individual proposed projects are made in a broader context, with full appreciation of the impacts on our region’s electric grid and economic requirements. Accordingly, this paper calls for a mechanism to present a credible, sustained  case to decisionmakers, media outlets and the general public for coordinated electric infrastructure development and supporting policies. The formation of a proactive private sector advocacy coalition to serve as a credible voice on regional infrastructure issues is proposed and its potential role is described. 

Infrastructure Development:  Action is Required to Maintain Reliability

ISO New England, the Northeast Gas Association, the Federal Energy Regulatory Commission and the Massachusetts Governor’s Task Force on Electric Reliability have all concluded that broad infrastructure development is needed to maintain the region’s electric grid reliability in three key areas: transmission, generating capacity and natural gas delivery capacity. 

Transmission System: Costly Congestion and Design Deficiencies

“New England has seen considerable construction of gas-fired electric generation without a corresponding addition of electric transmission capacity to get this energy to markets”.

The Federal Energy Regulatory Commission, Notice 5-14-04

Insufficient investment in upgrades and expansions has caused the region’s electric transmission system to reach and even surpass its design capacity
.  In fact, the 8,000 miles of transmission capacity that comprise the New England electricity grid were designed for operation in regulated, well-defined utility service territories.  With the restructuring of electricity markets, the region’s transmission system now resembles a patchwork quilt rather than a seamless fabric.  

The region’s transmission needs are immediate and involve significant investment.  This situation has been exacerbated by a lack of regional planning and coordination over the past decade.  In fact, in the immediate aftermath of restructuring, transmission congestion cost New Englanders $120 million.
  Today, several geographic areas, particularly southwestern Connecticut and northern Vermont, are experiencing chronic transmission congestion that is posing significant economic and reliability issues.
ISO New England identified nearly 250 local and regional transmission projects throughout New England needed to maintain reliability – expected to cost $1.5 - $3.0 billion.  Of these 250 projects, only 20% have been completed or are under active construction.  Since the average transmission project in New England requires at least 4 years for completion – from planning, design and permitting through construction – timing is crucial.  As has been seen, particularly in southwestern Connecticut, protracted local and interest group opposition can lead to extended delays of this timeline.  

Even after a project is completed, uncertainties can remain.  Litigation and state governments can hinder transmission operation and service to New England consumers.  The Cross Sound Cable is a prime example – a 24-mile cable buried under Long Island Sound to interconnect the New England and New York grids, capable of transmitting 300 MW
 of electricity.  

FERC approved the project’s go-ahead in 2000 and operation was expected by 2002.  But controversy (and associated legal action by the Connecticut Attorney General) over the cable’s buried depth kept it from operating
.  Finally, in mid-2004, six years and $135 million later, a settlement was reached allowing the cable to enter full-time operation.

An additional barrier to interstate transmission infrastructure development should be noted - the lack of a financial model to allow private companies an adequate profit opportunity.  A case in point is the need for a transmission line from southern Maine through New Hampshire to the Boston area.  The lack of such a line increases the potential for available electricity supplies in Maine to become bottled up – meaning available capacity cannot be delivered outside of the immediate area of the generating plant.  While private companies have expressed interest in building and operating a transmission line to alleviate this congestion, no project has yet been proposed due to uncertainties concerning cost recovery issues involving three state regulatory jurisdictions.

Generating Capacity: Premature Retirements and Lack of New Facilities Will Lower Reliability Below Accepted Standards

“Additional generating or demand response will be needed by 2012 even if internal transmission constraints do not exist.  If (they remain), additional generation will be required by 2008 to meet reliability requirements”,

ISO New England, RTEP03 

Regional electric generating capacity is expected to increase by only 4% between 2004 and 2007.  Thereafter, no additional capacity is currently planned through 2013
.  This will cause reserve supply margins to fall below the 20% industry reliability standard beginning in 2010 (only slightly more than five years away) – and will further decrease to 14% in 2013 if no new generation is added.  There are several unplanned events that may cause reliability standards to decrease even further:

· Decrease in Canadian imports – Canadian imports, which New England relies on for 10% of electric supply on a typical day – have declined by over 9% since 2000 due to lower Canadian gas production and higher domestic electricity demand. These imports to the region could further decline in the future.

· Premature retirement of coal-fired plants – Applications to prematurely retire nearly 1,500 MW of coal-fired generation located at critical points on the region’s grid have been received by ISO New England.  These retirements were announced after significant investment was made in plant upgrades and emission controls prompted by stringent environmental regulations imposed by the State of Massachusetts – including first-of-a-kind CO2 emission standards.  The state’s actions targeted at these coal-fired facilities over a period of several years demonstrate the regulatory uncertainty facing investors in merchant plants.

· Premature retirement of nuclear plants – About 25% of the region’s nuclear generating capacity – Vermont Yankee and Pilgrim – could be prematurely shut down within six years because of public and political opposition to spent fuel storage and license renewal.  The closure of these two power plants would result in the loss of 1,170 MW of generation. This would require not only the construction of new, replacement generating facilities, but potentially extensive transmission infrastructure development as well due to the plants’ current role in maintaining grid stability.

The premature retirement of this coal and nuclear generating capacity would result in the loss of more than 10% of the region’s total electricity supply and greatly increase the need for new infrastructure to satisfy increasing customer electricity demand. These plants meet an even larger percentage of the region’s base load capacity and help minimize the effects of volatility in fuel supply markets on electricity prices.  Assuming no further decline in Canadian imports and the retirement of the coal and nuclear fired plants cited above, about three new generating plants
 will be needed in New England
 every year after 2007.  Given the 4-5 year time horizon for planning, permitting and constructing plants, the region is at risk of squandering its current reliable supply of electricity.  

Finally, there are growing concerns about the region’s increasing lack of fuel diversity in generating electricity.  Natural gas is likely to remain the dominant fuel for generating electricity given its environmental and combustion efficiency advantages over other fossil fuels. This underscores the need for the region to take coordinated action to assure that fuel diversity is a consideration in regulatory actions and future planning. 

Certainly, renewable projects – especially wind farms – can help maintain a diverse fuel mix.  However, promising renewable energy projects have proven to be surprisingly difficult to permit and site.  For instance, the Cape Wind Project is a divisive issue on Cape Cod with public opinion split over the environmental effects of the proposed 430 MW offshore wind farm.  Costly studies and debate have been ongoing for several years.

Natural Gas: Deliverability Constraints and Development Barriers Decrease Electric Grid Reliability    

“There is adequate natural gas infrastructure to meet demand through 2005.  Additional infrastructure will be needed to meet the region’s demand for gas through 2010”.

The Federal Energy Regulatory Commission, Notice 5-14-04

In recent years, the region’s energy mix has been shifting increasingly toward natural gas in both the electric generating sector and in the traditional residential, commercial and industrial end-use sectors.  By 2010, natural gas will be used to generate about 50% of the region’s electricity – inextricably linking the reliability of the region’s electricity supply to the fuel.

Today, the overwhelming majority of natural gas-fired plants draws their supply from just two pipelines.  Studies conducted by ISO New England and others have repeatedly shown that New England’s projected reliance upon natural gas units has potentially negative system-wide impacts should pipeline interruptions or extremely cold weather occur
.  Significant upgrades to the region’s natural gas transmission infrastructure are necessary and must be made in concert with future generating plant construction.  
To help assure reliability, ISO New England has been requiring generating plants to be dual- fueled with an “on the fly” capability to switch to oil in times of high natural gas demand.  However, there are permitting issues within the New England states that prevent a consistent approach and compromise the degree of reliability achievable.  For instance, the State of Connecticut has a cumbersome policy that prevents “on the fly” switching – requiring state agency approval for every fuel switch. 

In addition, in New England, which is far from sources of natural gas, LNG is vital to system reliability and has become increasingly important to fueling gas-fired generating plants.  LNG currently provides about 15% of the region’s annual consumption of natural gas (for all uses) and up to 30% during peak demand periods.  Yet, only one LNG receiving terminal has been added to the region’s infrastructure in the last 25 years.

Recently, several proposals for LNG facilities throughout New England have faced significant opposition.  First, the Weaver’s Cove Energy Project in Fall River, Massachusetts was rejected by the local city council after the project’s owners invested at least $10 million and worked for two years researching the technical and commercial feasibility of the LNG facility before submitting a formal request to FERC. 

Second, the Fairwinds Project offered $8 million annually to the Town of Harpswell, Maine in combined lease fees and property tax revenues in return for development of a $350 million LNG terminal.  The project was subject to a local referendum and was subsequently defeated. In the period leading up to the vote, a well-funded opposition group was formed, consisting of a coalition of property owners, environmentalists and local fishermen. During the "campaign" period, the overwhelming majority of media coverage of the project was highly negative, with virtually no credible third party proponents. 

Policy Barriers: Lack of Planning Coordination and Process Certainty 

Clearly, a consistent and coordinated public policy voice on energy policies is necessary if the region is to maintain a reliable electricity supply at reasonable cost.  

There appear to be four broad policy areas within the region that require more consistency and coordination to better support infrastructure development:

· Project permitting/siting – A more efficient process for siting approval is needed, especially if decisions in one state affect the operation of the entire regional electric grid.  Solutions that have been proposed involve federal “backstop authority” – allowing federal authorities jurisdiction if state regulators cannot conclude siting in a timely manner, and the establishment of strict time limitations on project permitting milestones.

· Investment cost recovery – A financial model needs to be established to provide increased regulatory certainty regarding return on investment, both on the part of the region’s regulated utilities as well as independent development entities.  And state regulators will need to allow regulated companies adequate returns as they seek increases following the expiration of rate freezes and settlements that marked the transition to a restructured industry. 

· Environmental regulation – Individual state actions, intended to address environmental concerns, can inadvertently raise significant issues relative to the entire region’s electricity supply as well as to the environmental benefit actually received.   Environmental regulators will need to work closely with those responsible for energy supply to protect against unintended consequences.  

· State and regional policy coordination – Policies should be coordinated regionally to assure that actions in one state do not produce unintended consequences in others.   

A Regional Advocacy Coalition:  A Credible and Independent Voice

In the face of this closing window of opportunity to address the region’s need for electricity grid infrastructure expansion, the challenge to the electric industry is clear:  present a credible, sustained case, to decisionmakers, media outlets and the general public for infrastructure development, supportive public policies and enhanced policy coordination throughout New England. 

Timing is essential, as 2005 will prove to be a pivotal year in terms of decisionmaking concerning proposed project approvals, expiration of retail transitional rates, and legislative initiatives proposed following national and state elections.       

To meet this clear and present challenge, a new private sector coalition established to present information credibly and consistently would:

· elevate and inform discussion in the region on the need for electric supply infrastructure development;

· serve as a primary source for factual, credible, expert information on electric supply infrastructure development needs;  

· promote and influence regional and state public policies and actions that encourage electric supply infrastructure development; and

· encourage balanced media coverage and public debate regarding specific proposed projects.

The coalition’s mission would be to help ensure that public decisionmaking and policy development regarding electric supply occur with a full and balanced understanding of the region’s energy and economic needs.  The coalition would be sponsored by a wide range of interested New England parties – business and industry leaders, academic experts, former policymakers and energy industry leaders. It would be managed by a team of strategic communications and public affairs experts with deep experience in energy issues.

� NEPOOL 2004-2013 Forecast Report of Capacity, Energy, Loads and Transmission, April 2004


� Regional Transmission Expansion Plan (RTEP03), ISO New England, November 13, 2003.


�ISO New England  


� Northeast Power Coordinating Council


� Except for six months under a DOE emergency order in the wake of the 2003 Blackout.


� NEPOOL 2004-2013 Forecast Report of Capacity, Energy, Loads and Transmission, April 2004





� Assumes a standard 500 MW natural gas fired power plant.


� Or an equivalent amount of electricity imported from outside the region, which would require new regional infrastructure.


� Studies conducted for ISO New England include “Natural Gas and Fuel Diversity Concerns in New England and the Boston Metropolitan Electric Load Pocket”, prepared by Levitan and Associates, and the ISO New England-sponsored “Gas Study Phase I & II.





PAGE  

