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The Good, Bad (and Ugly) of Electricity Deregulation


For most people, electric power is a simple matter.  You flip a switch, the light goes on, and you pay the bill.  These simple days may soon be over.  The electric power industry is being turned upside down by the same economic forces of deregulation and competition that transformed the telephone and airline industries.  


The driving force behind it all is giant industries who have electricity bills in the millions of dollars.  They want to be able to buy electricity from new cheaper (and, fortuitously, cleaner) technology energy suppliers rather than be held captive to the monopoly utilities which currently serve them.  While the Northwest still has fairly low electricity rates, new natural gas-fired combustion turbines can generate even more cheaply--especially because the new suppliers aren't burdened by debt from nuclear mistakes and old boiler technology, or the legal obligation to serve higher cost residential customers.  So joining customers are huge energy supply and brokering conglomerates such as Enron which want to bust open the comfortable regulated monopoly system which now serves us.


There is therefore a huge momentum being created to deregulate the industry.  The stakes are enormous.  Already, even before actual deregulation legislation is passed, de facto deregulation is taking place.  Regulators have granted special rate discounts to big industries that threaten to self-generate or move to another utility district.  Utilities have been forced to cut special deals to stop neighboring utilities from stealing their customers.  Competition is here now. 


As the region's utilities try and fight off the competition, they are forced to cut costs regardless of the social or environmental consequences.  Utility investments in conservation and renewable energy resources have been slashed during the rush to be competitive.  Help for low-income customers has also been reduced.  The economic benefits of these programs, such as maintaining local jobs and reducing energy costs to end-users, as well as the environmental benefits of reducing pollution and global warming gas emissions, are being tossed aside.


So whether we like it or not, deregulation in some form or another, is happening now with or without actual legislative action.  The conclusion many consumer and environmental advocates have gradually come to is that it would be better to proactively sponsor good legislative rules for deregulation than continue to tolerate the de facto environmental degradation and cost-shifting which is now going on.


These same advocates are also beginning to realize that there could be an "up-side" to restructuring, if it's done right.  After all, it was regulators who gave us our nuclear adventures, and the utilities who fought every inch of the way against making meaningful investments in conservation and renewables.  


Perhaps giving folks the choice of suppliers would stimulate investments in wind and solar power?  Perhaps putting shareholders on the hook for stupid investments, instead of automatically passing such costs through to ratepayers, would have avoided our huge nuclear mistakes such as Trojan and WPPSS (which still cost us billions and generate little or no power)?  Perhaps competition from newer and cleaner technology would quicken the phase-out of old, dirty coal and boiler generation which utilities were reluctant to abandon?  And finally, could taking the responsibility for conservation spending away from utilities--who have the obvious conflict of interest in not really wanting anyone to use less power--result in much more intensive and cost-effective programs?


In Oregon, during the recent legislative session, a remarkable and unusual coalition of consumers formed to try and pass a restructuring bill.  The group included representatives of senior groups, consumer advocates, low-income advocates, environmentalists, etc.  The usual suspects.  What was notable, however, was that they were eventually joined by big and small business.  The Intels and Hewlett-Packards, pulp mills and steel mills also joined up!   Legislators were met in their offices by delegations of lobbyists they had never before seen together:  The Sierra Club with the NW Pulp and Paper Association; Citizens' Utility Board with the Association of Oregon Industries;  AARP with the Oregon Retail Council.


What their bill offered was a unique weaving together of consumer and environmental solutions.  The proposed legislation (HB2821) set up funds for conservation, renewables and low-income services to be assessed on all users, regardless of their choice of suppliers.  It provided excellent consumer protection from market abuse and rate certainty for residential and low-usage commercial customers.  It allowed low-cost (and much less polluting) new-technology suppliers, including those with renewable resources, access to customers while providing customers unbiased information about their emissions and environmental practices.  Finally it protected customers' rights to low-cost NW hydro resources including those of the Bonneville Power Administration.


The bill seemed to have captured the benefits of open access and market competition without sacrificing the environment or disadvantaging small customers.  Who could oppose it?  Lined up on the other side of the field? . . . the utilities.


Clearly, what was good for consumers and good for the environment was seen as a threat to the utilities.  They poured their lobbying strength into killing the bill and succeeded despite the overwhelming support of consumers, big and small.


And this brings us to the final major issue involved with electricity restructuring:  stranded costs.  Stranded costs are costs utilities claim will be "stranded" or unrecoverable if they aren't guaranteed a captive customer base.  If their customers can choose alternate suppliers, they argue, they won't be able to pay the debts on previous investments which have become obsolete due to technological improvements, or regulatorily mandated programs such as conservation.  The investor-owned utilities (PGE, PacifiCorp.) opposed the bill because they demanded !00% recovery for stranded costs.  The bill stated only that the Public Utility Commission would make that determination, but held out no guarantee.


Consumers argue that opening up the electricity industry to competition may create some stranded costs, but it will also create new opportunities which may compensate for some or all of the stranded costs.  They cite the Enron/PGE merger where Enron paid over $500 million above book value for PGE, including the huge Trojan albatross.  They believe that offer meant that regulated utilities actually have more value when deregulated than they have currently, so ratepayers should receive a payment from shareholders and not the opposite.


This unique coalition of consumers, industry and environmentalists will try again in the 1999 session.  They see the danger of defacto deregulation and the promise of restructuring done right.  It will be interesting to see if they can overcome the utility opposition and create a fair and clean energy future for Oregon.     
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