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Chairman Wendell F. Holland
Pennsylvania Public Utility Commission
Harrisburg, PA 17105-3265

Re:
Policies to Mitigate Electric Price Increases

Docket No. M-00061957

Dear Chairman Holland:

Thank you for accepting comments on the important issue of electricity price increases.  In response to the Commission’s solicitation of May 19, 2006, (Docket No. M-00061957), we herein submit our comments with particular attention to the use of multiyear contracts for default energy service supplies, and to the impact of hourly service rates, both referenced by Commissioner Shane in his accompanying statement.

The Allegheny Conference on Community Development works to stimulate growth in the southwestern Pennsylvania region’s economy and improve its quality of life.  The Allegheny Conference has been researching the effects of deregulation on the region’s competitiveness since 2005, as industrial users in Duquesne Light territory were affected by deregulation much earlier than the rest of the state.  The experience in Duquesne Light territory to date demonstrates what will happen in Pennsylvania if no action is taken to mitigate the effects of deregulation on electricity prices.  However, it also presents an opportunity to explore options to address the problem and to find solutions that can be applied across the commonwealth in the future.  The uncompetitive situation is already putting jobs at risk in southwestern Pennsylvania, so swift action is needed.
Industrial customers in southwestern Pennsylvania face significantly higher electricity prices today

Although energy costs are rising for companies across the United States, southwestern Pennsylvania faces a particularly serious threat to its ability to expand and retain jobs because of the competitive disadvantage created by deregulation of the electricity market.  Firms located in the region are suffering because the higher electricity prices that have followed deregulation are absent from our western neighboring states, while companies located just 100 miles away face a dramatically less prohibitive cost structure.  Given that electricity represents 30 percent of production costs for some manufacturers, many simply cannot afford to continue operations if prices continue to rise.  

We haven’t the luxury of time to be complacent.  More than 57,000 southwestern Pennsylvania residents are directly employed in energy intensive industries in the region, and high electricity prices are putting their jobs at risk now.  If we take no action, market forces may, in time, bring about an organic correction of these conditions.  Indeed, in 10 years, we may have the best energy environment in the nation. But businesses make decisions about where to invest every day, and if manufacturing employers locate elsewhere in the meantime, we will have to work against the inertia that is currently working in our favor.  Southwestern Pennsylvania must act to capitalize on its assets and mitigate the disadvantages facing local firms if the region is to grow jobs and attract investment.  

The Competitive Disadvantage

Deregulation has not brought lower prices in the short term
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Deregulation of the electricity industry has not yet brought the benefits to manufacturers witnessed in the deregulation of other industries.  Research by the Carnegie Mellon Electricity Industry Center shows that “of all deregulated states, only in Maine […] was there any benefit to the industrial consumer.”
  Industrial users in southwestern Pennsylvania face a double burden of increased price for electricity in Duquesne Light territory, where rate caps were lifted earlier than elsewhere in the commonwealth, and fluctuating price for electricity, which forces them to now buy in the spot market in the absence of competitive long-term contracts.  This makes their electricity cost higher than in regulated states to the west and places southwestern Pennsylvania outside the competitive range for electricity prices.

Electricity prices have jumped dramatically in some deregulated markets

The unintended, negative effects of deregulation have also been felt in other regions.  In Maryland, the bulk of consumers face an increase in rates of 35 percent to 72 percent this July.  Concern over this large increase in price has led the Maryland legislature to extreme measures: to try to negotiate deals to lessen the impact on the four utilities serving Maryland; to pass bills to fire all the members of the Public Service Commission; and to call for the return of stranded costs collected from customers.  The legislature was unable to craft a solution by the end of the spring session, but the Governor has negotiated a deferment of costs, spreading the increase over three years.  None of these efforts helped the employees of Alcoa’s Eastalco smelter in Frederick, Maryland, which was shuttered last November as a result of high electricity costs at a loss of nearly 600 jobs.
  The Alcoa experience underscores the real and immediate threat to tens of thousands of jobs in southwestern Pennsylvania.

In Pike County, Pennsylvania, when rate caps for PCP&L expired at the end of 2005 prices leaped by 129 percent, and overall bills increased by 75 percent.  To address the high prices, the Pennsylvania Utility Commission (PUC) permitted a new auction for consumers in the PCP&L territory and passed a provision requiring that all PCP&L customers be automatically enrolled with the winning bidder.  This retail aggregation program pools the consumers in this small service area to make bidding for their demand more attractive.  The new rate will only provide average savings of 8.2 percent for residential customers, and 28 percent for small commercial customers, meaning that their bills have still increased between 26 percent and 60 percent from last year.  The experience in Pike County demonstrates that the market is not yet functioning well and that intervention from the PUC is needed to make it more competitive.

Pennsylvania Should Institute a Solution Now
We must act now to save thousands of jobs in Pennsylvania

The deregulation of the electricity industry clearly has had unanticipated effects, and has contributed to dramatic jumps in price for industrial customers in at least the short term.  Industrial users do not have access to the predictable, competitive electricity prices they need to plan for growth in Pennsylvania.  The current experience in Duquesne Light territory will eventually affect the entire state, severely limiting our competitiveness if no action is taken.  However, because of the phased elimination of rate caps across Pennsylvania, there is the opportunity to implement a variety of potential solutions in the areas where deregulation is already in effect, to understand what works and avoid a situation like the one that unfolded in Maryland this spring.  The more than 57,000 workers directly employed in energy intensive industries in the region, and their families, need action now.

The PUC has recognized the danger, and invited comments on options to mitigate potential significant increases in electricity prices.  Commissioner Shane identified the use of multiyear contracts for default energy service supplies as a solution to explore.

The solution requires the application of long-term contracts

The PUC must permit default energy service suppliers to enter long-term contracts with industrial users, and allow the market the flexibility to craft creative competitive solutions for these economically important users.

Deregulation introduced a new set of constraints on the market, and the market is still adjusting to the new structure.  By allowing more flexibility for the market to experiment with solutions in Duquesne Light territory, the PUC would enable the creation of a public good for all residents and businesses in Pennsylvania.  Proposals from the market to provide for long-term contracts – with lower rates, that do not endanger the safe, reliable provision of electricity, and that do not artificially raise the price of electricity – should be not only permitted, but encouraged.

Carnegie Mellon’s Electricity Industry Center points out “Pennsylvania’s PUC, like that of Maryland, has chosen to forbid long-term contracts by load-serving entities.”
  In Maryland, Alcoa shuttered their plant because they could not find a contract with competitive terms. The narrowly defined market has failed to create viable long-term options for industrial users.  The experience in Maryland underscores our need for flexibility.  Allowing experts such as utilities to hedge their electricity generation portfolio and then sell a multi-year product to classes of customers who desire stable, long-term prices is an enhancement, not an inhibitor to market forces.  If the offer that a utility can make is less competitive than that of a private supplier, customers will choose the alternative product, but if the utility contract proves a good match of interests, the Commonwealth will have a useful, scalable model and industrial users will be permitted to operate on a level playing field.

Conclusion

In summary, we ask that the PUC permit default energy service suppliers to enter long-term contracts with industrial users, and that the Commission allow the market the flexibility needed to generate competitive options for these users.

Thank you for your deliberation on this important issue.  Passing a solution for high electricity prices will result in a more competitive climate for southwestern Pennsylvania, and eventually the entire Commonwealth.
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� Costs force Alcoa to idle Maryland smelter Pittsburgh Post-Gazette, November 24, 2005
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