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l. Introduction

Good morning, Chair Fiedler, Chairman Causer and members of the House Energy
Committee. My name is Andrew Tubbs, and | am the President and CEO of the Energy
Association of Pennsylvania (“EAP”). | appreciate the opportunity to testify before you

today on this critically important and solvable problem.

Let me state at the outset, Pennsylvania’s current net metering rules contain a
loophole that allows large commercial developers, also known as merchant generators —
not customer generators, as the statute intended - to sell large amounts of electricity back
to the grid while collecting above-market payments funded by other customers — mainly
homeowners and small businesses. These excess payments — upwards of $33 million
annually — are reflected on the monthly bills of families and businesses served by EAP’s
member companies. We are here today to ask the Committee to work with us to close this

loophole and to also consider broader net metering reform.

EAP represents Pennsylvania’s investor-owned electric and natural gas distribution
utilities. Our member companies are committed to providing safe, reliable, and affordable
energy to nearly 9 million Pennsylvania families and businesses. EAP supports alternative
energy. The reforms we are recommending today are not about limiting alternative energy

but are to ensure that the costs and benefits of net metering are appropriate.

| want to commend the Committee for its focus on this issue. As | testified last
month at the joint affordability hearing, rising utility costs are real, they are felt by real

people, and they deserve real solutions. Net metering reform is one of those solutions.



1. Background
Before turning to the specifics of net metering, | want to address how we got here to

help frame the problem.

In 1996, Pennsylvania enacted the Electricity Generation Customer Choice and
Competition Act, which established a competitive generation market to create conditions
that would allow market forces to determine what types of electric generation are built. The
overarching goal was to lower electricity prices; at that time, Pennsylvania’s rates were

about 15% above the national average.

In 2004, the General Assembly built on that foundation with the Alternative Energy
Portfolio Standards (“AEPS”) Act, which required that 18% of electricity consumed in the
Commonwealth come from renewable and other alternative energy sources by 2021. The
AEPS Act also established a policy known as “net metering,” which governs how customer -
generators are credited on their electric bills when they use an alternative energy
generating system to offset part or all of the customer-generator’s requirements for

electricity.

Net metering was a deliberate intervention in the competitive market, intended to
give individuals and small businesses a financial incentive to invest in on-site renewable
generation to offset some of their energy usage. It was a good idea. The problem is that the
method of valuing monthly credits and annual cashouts, exacerbated by court decisions
extending the policy well beyond what the General Assembly intended, has resulted in a

cost shift to non-generating customers that is growing every year.

i, Net Metering: How It Works and Where It Has Gone Wrong

Net metering is a straightforward concept. When a customer, like a homeowner or
small business, installs an alternative energy system, like solar panels, and generates more
energy than they use at a given moment, that excess energy flows back onto the grid. The
customer receives credit from their electric distribution company on their electric bill for
that energy. One kilowatt hour produced cancels out one kilowatt hour used, which means
the customer’s generation credit is pegged to the full retail rate, inclusive of variable
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distribution charges. The customer is allowed to bank any excess power for later use
during the year. At the end of the year, if they have generated more than they have
consumed, they are compensated based on the price to compare (“PTC”) for that rate

class, of the net energy sent back to the grid through the year.

Under Pennsylvania’s current rules, on a month-to-month basis, this credit to the
customer is not based on the commodity price for the electricity the customer is
generating but is equal to the full retail rate for the energy produced. The full retail rate
includes several layers of cost that vary by utility and rate class and includes not only the
price of the energy itself, but may include charges for transmission, and distribution
charges for the poles, wires, substations, and other infrastructure that physically delivers
energy to homes and businesses. Additionally, the credit may include the cost of universal
service programs that help low-income households keep their lights on, energy efficiency
programs, and other state-mandated initiatives. When a customer-generator receives a
credit at the full retail rate, they are effectively credited for all those components, even
though the customer is not contributing these non-commodity components to the grid. At
the end of the year, customer-generators are entitled to “cash out” any excess energy at the

PTC, which includes not only the value of the commodity, but also transmission.

By contrast, when wholesale generators sell into the market, they only receive the
applicable market price for the actual energy they produce. In 2024, on average, the full
retail price paid to customer-generators under these net metering rules was seven cents
per kilowatt-hour higher than the price paid to wholesale generators for electricity. This gap

is more problematic because of the volume of electricity involved.

As an example, a large solar installation can export millions of kilowatt-hours of
electricity per year while consuming little to no power at the service site. At a seven-cent
premium above wholesale, that adds up quickly. A single large merchant generator can
receive $350,000 or more per year in excess compensation above what it would earn at fair
market prices (i.e. the cost of generation in the PJIM Market), and that difference is absorbed

by every other customer in their monthly bills.



There are now nearly 88,000 customer-generators in Pennsylvania.’ In most cases,
the net metering credit has provided the originally-intended incentive for distributed
generation: a homeowner or small business generates some of their own energy, reducing
their electric bill through both lower consumption of energy from the grid, and a credit for
any energy generation exports to the grid. EAP members agree that there is value to
distributed, alternative energy and that customer-generators should be fairly compensated
for the energy they contribute to the grid. As customer generation increases, there will be a
need to review full retail rate net metering credits for true customer-generators, as this
structure is resulting in increasing cost-shifting to non-generating customers. Today,
however, we are highlighting the large-scale cost shifts to non-generating customers when
merchant generators are treated as though they are a residential customer with rooftop

solar.

Merchant generators are completely different participants, because allowing them
to avoid paying for their use of the electric grid shifts costs to other customers and is
unsustainable over the long term. These merchant generators are not “off the grid”; they
continue to rely upon the electric system to export energy they produce more than they
use. In practice, there are few occasions when a solar energy system produces exactly the
amount of energy needed by that customer; at all other times, the customer is using the

grid to either import or export energy.

The grid is an essential component of a merchant generator’s business model, but
under the current net-metering rules, they are not paying to use or maintain the grid, and
they are not contributing to other programs funded through electric utility tariffs. Given the
way net metering shifts distribution costs to non-generating customers, we support

amending the AEPS Act to phase-out the current net metering policy and establish a

" This is 90% more than the roughly 46,000 reported in 2022.

https://www.puc.pa.gov/media/2174/net_metering_interconnection_report_2020-2022.pdf and

https://www.puc.pa.gov/media/3770/net-metering-interconnection-report-2023-2025_final.pdf



https://www.puc.pa.gov/media/2174/net_metering_interconnection_report_2020-2022.pdf
https://www.puc.pa.gov/media/3770/net-metering-interconnection-report-2023-2025_final.pdf

methodology for large merchant generators that requires them to pay for their use of the

grid and for other related costs.

V. Court Decisions Extending Net Metering to Pure Generators

Pennsylvania’s appellate courts have interpreted the AEPS Act to allow “pure
generators,” entities whose only energy usage is related to operating a generation facility, to
qualify for net metering. These merchant generators do not “net” anything in their net
metering scenario. These decisions struck down the Public Utility Commission’s
regulations that required a customer to have meaningful energy consumption independent

of running a generation facility to participate in the program.?

In practice, this results in large merchant generators, whose purpose is to generate
and export energy rather than serve an on-site customer, to connect to the distribution grid,
and collect net metering credits at the full retail rate. Merchant generators are not
homeowners. They are not small businesses. They are, in every meaningful sense,
commercial power plants using a customer billing structure to capture a subsidy that was

designed for a very different purpose, at the expense of other, generally smaller, ratepayers.

As explained above, net metering was designed for homeowners and small
businesses who elect to install alternative energy systems, typically rooftop solar, power
their house or business during the day, and maybe send a little energy back to the grid. It
was desighed to incent customers to consider these options and benefit from reasonable
bill credits at a time when this market was nascent in Pennsylvania. What Pennsylvania’s
courts have permitted over time is fundamentally different. Currently, merchant generators
build large facilities at a site, draw little or no energy from the grid, and connect solely
because the net metering rate provides above-market compensation for every kilowatt-
hour the merchant generator exports. These merchant generators are running what is
functionally a small power plant while being compensated as a customer-generator. That is

a substantial loophole. These entities are functionally no different from any power

2 Hommrich v. Pa PUC, 231 A.3d 1027 (Pa. Cmwilth 2020), affirmed, 245 A.3d 637 (Pa. 2021).
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generator operating within PJM, and yet through the current approach to net metering, they
get paid significantly more per unit of energy. Which means that utility customers pay

significantly more for those units of energy.

The financial incentive this creates is significant and growing. Within FirstEnergy PA,
interconnection applications from merchant generators grew from 52 in 2022, to 510 in
2023,1t0972in 2024. As more of these projects come online, the burden of the costs
shifted to non-generating customers grows with them, increasing customer bills and

exacerbating affordability concerns.

V. Customer Affordability and the Duty to Balance Competing Obligations

As addressed last month in the joint affordability hearing, Pennsylvania families and
businesses are acutely focused on energy costs, and it is essential that all stakeholders
consider what the current net metering policy is doing to electric bills for everyone who is

not a merchant generator.

EAP and its member utilities are focused on customer affordability and have a
strong interest in ensuring that utility rates are just and reasonable. The net metering

credits currently being extended to merchant generators work directly against that goal.

Pennsylvania law requires electric distribution companies to procure default service
supply through competitive processes designed to deliver the lowest cost over time. That
obligation exists alongside the AEPS Act’s goal of encouraging renewable energy. These two
goals are not in conflict. But the extension of net metering to large merchant generators

puts them at odds in a way that harms customers.

When a net metering credit paid to a merchant generator exceeds the wholesale
market price for that energy, every other customer in that rate class absorbs the difference.
That is a subsidy. And it falls hardest on the residential and small commercial customers

who have limited ability to generate their own energy and no practical alternative.

The impact on default service procurement compounds the problem. When large

merchant generators are treated as members of the same rate class as a restaurant, a
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laundromat, or a fire station, their energy exports make it harder for utilities to accurately
forecast how much electricity that class will need. Suppliers bidding into the default
service procurement process cannot price their bids with confidence, which means they
build in a premium to account for the uncertainty. That premium is paid by every customer

in the class.

This is not a theoretical concern. UGI Utilities, Inc.-Electric Division recently
pursued a solution through its default service proceeding, where the utility proposed a
revised customer classification methodology specifically designed to address the market-
distorting impact of large merchant generators on its procurement process and the likely
increase in costs for residential and small commercial customers that would follow. The
Pennsylvania Public Utility Commission approved that methodology unanimously, as the
Commission recognized the problem and agreed the solution would treat all customers
fairly. That unanimous approval is a meaningful signal: this is not a partisan or ideological
dispute. Itis a straightforward consumer protection issue that the Commonwealth’s own

utility regulator has already validated on the merits.

That decision is now on appeal before Pennsylvania’s appellate courts. The
Commission tried to fix the merchant generator problem through regulation, and the courts
struck it down. A utility tried to fix it through its default service proceeding, won unanimous
Commission approval, and now faces appellate litigation that could unwind the result. A
case-by-case, utility-by-utility approach does not produce expedient and durable relief for
ratepayers. Only a legislative solution provides the finality and statewide clarity that this

problem requires.

EAP submits that both statutory goals of least-cost procurement under the Public
Utility Code and the encouragement of renewable energy under the AEPS Act should be
read together. Encouraging renewable energy does not mean, and was never intended to
mean, guaranteeing maximum economic benefit to merchant generators at the expense of

other customers. “Encourage” does not mean “subsidize without limit.” A policy that uses



the electric bills of Pennsylvania families to pad the returns of large merchant generators

has lost sight of the public interest it was designed to serve.

VI. Recommendations
EAP respectfully urges the Committee to consider the following three legislative
actions. Each is designed to protect customer affordability while preserving a meaningful

net metering benefit for the genuine customer-generators the policy was intended to serve:

1. Reform the compensation structure. Pay customer generators for generation
based on the wholesale market price for energy rather than the full retail rate.
Only customer generators should be eligible for net metering.

2. Clarify the PUC’s rate classification authority. Direct the Public Utility
Commission to establish rate classification rules that account for the actual grid
impact of customer-generators, with clear statutory authority to classify
customers for default service procurement purposes based on their netimpact
on the distribution system, including the export of large amounts of excess
generation. The Commission should not have to pursue these classifications
utility by utility when the underlying policy question applies statewide.

3. Establish a minimum independent load requirement. Require thata
customer uses electricity at a site in reasonable proportion to the size of their
alternative energy system to qualify for net metering. A facility that exists only to
generate and export energy should not qualify.

VII. Conclusion

Pennsylvania faces real energy affordability challenges, and this Committee is right
to take them seriously. Many of the cost drivers we discussed at last month’s joint hearing -
including capacity costs, transmission, and commodity prices - involve regional and
federal market forces that merit our action, but will take time to evaluate and to resolve.
The merchant generator loophole is different. It is a Pennsylvania-specific policy problem
with a Pennsylvania-specific legislative solution.

Closing this loophole will not solve every affordability challenge our customers face.
But it will stop a growing and unnecessary cost shift that takes money from the bills of
Pennsylvania families and channels it to commercial solar developers who were never the
intended beneficiaries of the policy. The data shows just three of Pennsylvania’s major



EDCs were forced to shift approximately $33 million annually in cost to non-generating
customers, with the trend line moving sharply upward.

EAP and its member companies support renewable energy. We also serve nearly 9
million customers who depend on us to keep energy affordable and to advocate on their
behalf. These two goals are not in conflict, but only if we ensure that the policies designed
to advance them are working as intended.

We appreciate the Committee’s attention to this issue and welcome the opportunity
to discuss it further. | am happy to answer any questions.



