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Good morning Mr. Chairman and Members of the Subcommittee: My name is Paul Champagne, and I am president of the development subsidiary of PPL Corporation.  I appreciate the opportunity to provide a broad overview of the energy business and energy markets from PPL’s perspective. 
PPL is a Fortune 500 energy holding company headquartered in Allentown, Pa., and ranks among the 10 largest electricity companies in the country. We are engaged in the generation, marketing and trading, and distribution of electricity.  All of the approximately 12,000 megawatts of generation capacity we own are in deregulated, competitive wholesale electricity markets, primarily in the mid-Atlantic region and secondarily in the northwestern United States.

On the regulated transmission and distribution side of our business, we serve more than 4 million customers through subsidiaries in Pennsylvania and the United Kingdom, and own and operate 52,000 miles of electricity transmission lines in Pennsylvania.


Our competitive generation portfolio consists mainly of nuclear, coal, hydro and natural-gas power plants, although we also own and operate a growing portfolio of biogas and solar generation assets. Our energy marketing and trading arm, PPL EnergyPlus, buys and sells energy in key U.S. competitive wholesale and deregulated retail markets, and provides energy solutions to business, industry, government and institutions. We have a long track record of providing reliable electricity in regions where we do business. 
 In the U.S. electric market, PPL and other companies are able to buy and sell electricity widely because of the infrastructure that is in place: an electricity transmission and delivery system interconnected in a grid. Electric grids connect major regions, and are themselves interconnected, making it possible – when economically feasible – to move power back and forth across long distances, creating greater reliability of service and economies of scale.

Here’s a brief example. Say PPL generates a quantity of electricity at its Susquehanna nuclear plant near Berwick, Pa., and wants to sell that electricity to a wholesale buyer in Delaware. With price and other terms set, the plant generates the electricity, and the buyer in Delaware then takes an equal amount off the grid for use. 
 In 13 Eastern and Midwestern states and the District of Columbia, the electric grid is operated by the PJM Interconnection, an independent, nonprofit entity whose main roles are to operate the grid reliably, plan for its expansion when necessary, help establish the correct price signals for new generation and transmission where needed, and oversee the electricity markets enabled by the grid.
PJM, as an independent, regional transmission organization, can be seen as a very astute traffic cop who possesses an in-depth understanding of how a complex system of roadways, with many on and off ramps – in this case, the electric grid – works. PJM looks at the demand requirements of customers and communicates with generators and transmission owners regarding the amount of power needed, and where and when that power is needed; and PJM plans for future needs. PJM is the largest and most liquid electricity market in the United States, and it is in this market that most of PPL’s generation assets are located.
PJM plays a key role in enabling the new infrastructure needed for energy companies to meet steadily increasing demand for electricity. This infrastructure includes new generating plants and new transmission lines to move the power from where it is generated to where customers need it.

If someone wants to build a generating plant in the PJM region, that plant may require an upgrade to the grid to handle its output and balance the overall system. PJM, working with the transmission owners and local electric delivery companies like PPL Electric Utilities, conducts interconnection studies for new sources of generation, and has a queue process through which generators get a place in line, pay for the costs of interconnection, and become interconnected in an orderly and controlled manner. PJM ensures that the system is not disrupted by additional generation sources and that the costs of interconnection and any required system upgrades are borne by the appropriate parties or customers.
Owners of transmission lines on the grid earn a regulated rate of return on their assets. The return is set by the Federal Energy Regulatory Commission (FERC). Generators, who are no longer regulated in deregulated markets such as Pennsylvania, rely on the competitive market to recover their investment and earn a return over time. And they rely on adequate signals from the market when making a decision whether to build a new plant – a major commitment because of the risks involved, including the high cost of construction and the long lead time required to site, permit and build a new generating facility.

Generators make their money in three ways – by selling energy, by selling capacity (which is the right to have generating units available to operate and provide power, if and when needed) and by selling ancillary services (which include needed voltage support services that are required to balance and operate the grid reliably and avoid disruptions).
Recently, PJM has identified the need for additional infrastructure in the region – both transmission and generation, including several new transmission lines that are critical to maintaining reliability.  Those lines are currently undergoing siting and related approvals. PJM conducts Regional Transmission Expansion Planning every year. Through this process, PJM can call for additional power lines to be built in the grid to handle increased demand for electricity or the need for more electricity capacity to serve markets in the grid.
One example of this is a new 500,000-volt power line called for by PJM to run between Berwick, Pa., and Roseland, N.J., to prevent overloads on other power lines due to increasing demand for electricity. PPL Electric Utilities, in its role as an owner and operator of transmission, has been assigned by PJM to build the Pennsylvania portion of the line and is now in the process of choosing a preferred route and preparing to submit it the Pennsylvania Public Utility Commission for approval. 

As you know, the Energy Policy Act of 2005 granted “backstop” siting authority to the FERC for certain transmission lines. To date, FERC has not had to exercise this authority. It would be needed only if the traditional state siting process breaks down, and it is determined that a transmission line in a designated National Interest Electric Transmission Corridor (NIETC) must be built for grid reliability purposes. In the case of the Susquehanna-Roseland transmission line, PPL does not believe the NIETC process will be required because of the success the company has had with the state approval process in the past.

Also, PJM identified that generators were not being sufficiently compensated for the electricity they were generating. Consequently, since generators were not earning sufficient revenues, the result was that some generating units were retired or were not being infused with adequate capital investment. Also, additional generation needed to meet growing and future demand was not being built. 
Because there is no practical way to store electricity after it has been generated, power grid operators constantly must match electricity production with electricity use. When electricity use increases, grid operators call on power plant owners to generate more electricity. To maintain the highly reliable supply of electricity we have come to expect, grid operators always have some generating capacity in reserve to meet increasing use or make up for plants that unexpectedly shut down.

That “reserve margin” has been declining in recent years as the growth in electricity use has outpaced the addition of new generating sources. These tighter reserve margins are affecting the balance between supply and demand, and are contributing to higher electricity costs.
In response to these various factors, PJM changed the structure of its competitive markets. These changes, which instituted a reliability pricing mechanism (RPM) and revised the price that PJM believes is appropriate to send the right signals for new generation to be built called the cost of new entry (CONE), appear to be working. These mechanisms seem to be helping to provide the correct incentives companies require to make decisions to build the new power plants that are needed – and to build them in the right locations – to meet current and future demand.
That is a basic overview of the energy business and energy markets in the PJM region. What does the future look like?

Energy prices are increasing everywhere – in deregulated states and in states where the electricity business remains regulated. Prices are going up for a few main reasons. On the supply side, the prices of fuel used to generate electricity – primarily uranium, natural gas and coal – have increased dramatically. The price of coal has increased 56 percent and natural gas has gone up 200 percent since 2000. Uranium prices on the spot market have gone from about $10 a pound in 2000 to $65 a pound today – an increase of 550 percent.
Costs of other key components of generation and transmission, such as steel, labor and other factors, have also risen significantly. On the demand side, the country continues to use more electricity. PJM has seen a 1.6 percent annual increase in electricity demand.


In many states, including Pennsylvania, where policymakers recognized the benefits that competitive electricity markets can bring, transition periods with capped rates are coming to an end, and customers are seeing or will be seeing increases in prices of electricity. However, these price increases are not the result of competition. They are the result of significant and sustained increases in fuel prices and costs of materials needed to generate and distribute power. And these price increases are occurring in regulated jurisdictions as well as non-regulated jurisdictions.
PPL firmly believes that competition will bring lower prices to consumers in the long run, and that competition has a number of other benefits as well. Competitive wholesale electricity markets have shifted the risk of building and operating generation from consumers to generators, and it is competitive wholesale electricity markets that will ensure reliable and lower cost energy supplies for consumers while promoting development of renewable energy and conservation.

What can be done to address higher energy prices? PPL is taking steps on a number of fronts. We are working to increase generation infrastructure, we are working to increase electricity transmission infrastructure, and we are working aggressively with customers to help them use energy more efficiently.


Increasing generation capacity is important for our nation’s energy security, and to be able to meet growing customer demand for electricity. There is no single solution to this issue, and the answer lies in a portfolio approach to new sources of generation coupled with demand-side management and conservation programs.
Regarding generation sources, non-carbon sources should be promoted – including renewable sources, clean coal technologies and nuclear power. PPL already generates about 40 percent of its electricity using non-carbon sources, and as a major generator, we recognize the need to address climate change in a reasoned way. Reducing greenhouse gas emissions requires the development of new technologies and regulations that support capture and storage of carbon dioxide emissions so that we can continue to use coal – our most abundant domestic energy source – as part of our future energy mix. 
In the meantime, we face important decisions on how to meet increasing demand for electricity to power our economy and support our quality of life. Renewable energy is an important, but intermittent, source of electricity, and its cost is still high. It should be developed wherever possible, but renewable energy alone will not fulfill the country’s future energy needs. Continuing uncertainties about climate change legislation make coal an unlikely choice. Natural gas has significant cost concerns as the rate of use grows faster than increases in production. Nuclear energy does not emit carbon and has a strong safety record, but questions remain about the cost, and the political and regulatory climate. 
At PPL, we are considering whether to build a new nuclear power plant adjacent to our existing power plant in Berwick, Pa.; we are implementing plans to increase the output of our existing nuclear units by 9 percent; we are expanding renewable hydroelectric generating capacity in Pennsylvania, Montana and Maine; we are investigating opportunities to build new, efficient natural-gas-fired generating plants; we have supported research into carbon capture and storage technologies that would enable continued use of our abundant coal resources; and we are expanding our growing renewable energy business, which invests in wind, solar and landfill methane generation projects. 


We are preparing a Combined Operating License application for a new nuclear unit, which we expect to submit to the U.S. Nuclear Regulatory Commission before the end of this year. Expanding nuclear power is essential for the nation’s energy policy. With reserve margins declining, and carbon regulation on the horizon, nuclear power is an increasingly attractive option to provide the nation with reliable, affordable, base-load electricity.
At PPL, we are optimistic about the ability of nuclear energy to significantly increase our generating capacity in the United States. But with the significant cost of nuclear generation, the financial backing of the federal government, in the form of loan guarantees, will be essential if new projects are to move forward. We encourage legislators to build on the foundation of the Energy Policy Act by supporting a workable, effective and stable loan guarantee program – a key element for a successful renaissance of nuclear energy in the United States. 
We also have made significant gains in improving the operating efficiency of existing power plants, largely due to incentives created by the competitive wholesale energy markets where PPL does business. Plants that in a regulated environment operated about 75 percent of the time currently operate more than 90 percent of the time in a competitive market. Getting the most out of existing resources has enabled PPL and other generators to defer new power plant construction for several years.
PPL produces about 8 percent of its energy from renewable sources, including hydroelectric generation. We currently own, operate or are developing about 950 megawatts of hydroelectric generating capacity and a total of 30 megawatts of capacity of renewable energy projects, including two projects that have been honored by the U.S. Environmental Protection Agency.

In addition, PPL has made a 20-year commitment to buy the electricity generated at two wind farms in Pennsylvania and has agreed to buy half of the renewable energy credits produced by a new wind farm in West Virginia. The three projects total 132 megawatts of renewable energy. PPL has 10 megawatts of solar generation, either in place or under construction or contract, in New Jersey; and we continue to look for new opportunities to develop solar generation as part of our larger renewable energy portfolio. We plan to invest more than $100 million in new renewable energy projects and another $500 million in hydroelectric projects through 2011.

Regarding helping our customers use energy more wisely, we now have in place a Web-based tool that allows our regulated delivery customers in Pennsylvania to view their daily electricity use, and, in the very near future, their hourly electricity use. This tool gives customers a better understanding of how their homes use electricity and provides personalized tips to save. This fall, we distributed more than 150,000 compact fluorescent light bulbs to customers in our service territory to help them reduce energy use, raise awareness about energy efficiency and encourage them to use the Energy Analyzer online.

We have arranged with an independent, nonprofit company to bring our customers an online store that sells a wide variety of energy-efficient products. PPL Electric Utilities customers can receive a 20 percent discount on all items they buy.
We are also supporting rebates for small businesses that upgrade their lighting and providing grants for companies that “go green” when renovating or building new commercial or industrial facilities. Grants are available for companies that seek a “green” certification from the U.S. Green Building Council’s Leadership in Energy and Environmental Design program.

Last but not least, we are reaching out to customers through community presentations, home shows, energy fairs, advertisements and a newsletter inserted with customer bills to promote energy efficiency.


In summary, our view is that the essential elements of a national energy policy include a commitment to domestic resources, a program to encourage “clean coal” technologies, nuclear power initiatives, new electricity transmission infrastructure, research and development of renewable power, and effective demand management and conservation measures.
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