The Truth Behind

Rising Electric Rates and Deregulation

Dear D.C. Electric Utility Consumer,

     Many of you are aghast at increasing electric rates. Now you can fully appreciate how you are affected by the new legal limits on the ability of local regulators and the consumer advocate to control and curtail electric rate increases. OPC calls this phenomenon “Divestiture, Deregulation, Electric Restructuring and Retail Competition Gone Very Wrong!”

     PEPCO is spending ratepayer money on air time, “explaining” why it is not “to blame” and why D.C. consumers should pay for a “failed idea.”

You are asking “who is to blame?”  Truth be told, OPC could join this pity party, saying “We told you so!” But as People’s Counsel, I tell you this gets D.C. consumers nowhere.

     You, as consumers and ratepayers, deserve to know the ugly, unvarnished truth: how we got here and what we do now.

How did we get here?

     Prior to1999, the electric rate for an average D.C. residential consumer was 7.87¢ per kwh.  Of that rate, roughly 60% went toward generation costs and roughly one-third for delivery costs. The D.C.

Public Service Commission regulated costs under a legal standard of rates being “just and reasonable.”  Then, against the protests of D.C.

consumers, it all changed!

What happened?

      In December 1999, the District followed a national trend, enacting “electric restructuring\retail competition\consumer protection legislation” deregulating the sale of electric power. In response, PEPCO “preserved shareholder value” by convincing the Commission to permit the company to sell its generating facilities. The sale netted ratepayers approximately $50 million or $72.00 per D.C. ratepayer. PEPCO’s shareholders received $210 million.

     “Retail competition/deregulation, “combined with the sale of PEPCO’s generating plants, meant instead of buying electricity from PEPCO at regulated rates, consumers were given the “choice” to purchase from any seller licensed to sell in the District at so-called “market rates.” Instead of paying one regulated rate based upon PEPCO’s costs, District consumers were given the right to pay two rates: a regulated distribution or delivery rate based on PEPCO’s actual cost and an unregulated, market-based rate for the energy supply.

What went wrong?

     The truth is, the unregulated energy supply cost (60% of the electric rate) is not based on PEPCO’s costs, not regulated by the PSC, and not subject to legal challenge by the People’s Counsel. In fact, this unregulated cost is driving consumers’ bills through the roof!

      More truth?  “Retail competition” has not worked because there is no economic incentive to energy suppliers to enter D.C.’s retail marketplace.  The rationale for electric restructuring or “deregulation,” as nationally advanced by “large commercial interests,”

was new, alternative competitive suppliers would compete to sell power to District residents.  So, where is Enron now?

     Today, deregulation supporters are insisting residential consumers are benefitted merely by the existence of choice in electricity suppliers. As People’s Counsel, I can truthfully say I have not heard one consumer who has attended OPC’s educational forums ask for “choice”

merely to pay higher energy bills!

     To date, while 21 suppliers have been licensed, the only “alternative competitive suppliers” sometimes selling to District residential consumers are the unregulated subsidiaries\affiliates of PEPCO and Washington Gas. These subsidiaries are PEPCO Energy Services and Washington Gas Energy Services. I am certain this is not what the D.C. framers of deregulation legislation had in mind – not by a long shot.

Today, the average District resident choosing to purchase Standard Offer Service (a service for customers who choose not to choose) (“SOS”) from PEPCO pays approximately 10.0¢ per kwh. (This is a combined unregulated rate of 7.7¢ per kwh for electric power alone plus a rate of 2.3¢ per kwh for delivery of the electricity.)  When the five-year rate caps are lifted on February 8, 2005, the rate for residential SOS service will go up to 12.0¢ per kwh. This is a whopping 25 percent increase, and because of the SOS provisions, the local regulatory commission cannot do one thing to stop the increase.

Worse yet, D.C. electric rates also carry fees and charges mandated by law or authorized by the PSC allowing PEPCO to collect additional monies for the Reliable Energy Trust Fund, a Delivery Tax, and a Public Occupancy Surcharge.  Collectively, these surcharges further increase the average residential rate by approximately 1.0¢ per kwh.

The PSC recently authorized a four-part administrative charge. OPC estimates when this charge is added to the rate for each kwh of SOS service, PEPCO may collect as much as $14 million annually to merely compensate it for the “perceived risk” of being the SOS provider. This is ironic since PEPCO originally testified it did not want to be the SOS provider.

Moreover, in a proceeding now before the Public Service Commission, large customers (WMATA, the General Services Administration, and even the District Government) have asked the PSC to reduce the distribution rates they pay and to shift those additional costs to D.C. residential customers.  Somebody please-- just say no!

The greatest loss is PEPCO no longer owns generation plants. The firm to which it sold the plants, Mirant, is now bankrupt. By contrast, those pesky Western states managed to retain control over their “cheap” power”

and their plants. Other states, having witnessed these early failures, have since abandoned the “electric restructuring movement.”  So, today, D.C. is now a “have not” state subject to the whim of the wholesale market. Ouch!  There it is – the ugly, unvarnished truth!

In the interest of telling the whole truth, as People’s Counsel, I admit I understand your ire and determination to find “someone to blame.” Each day I pray for strength to avoid saying “I told you so,” but sometimes, I succumb. Yet, I plead with you not to fall into the trap of “blame games” which are “feel good” approaches not resolving consumers’ issues.

  The truth is, unless or until the D.C. “competitive marketplace”

emerges, then every opportunity to provide benefits and options to consumers must be explored and adopted. The competitive marketplace will take care of itself.  It is you, D.C. consumers, who need continued protection because you are stuck having your fate and rates controlled by two unregulated utility affiliate-subsidiaries and a whimsical wholesale market. Again, I submit this is not what the legislative framers had in mind.

So, you ask: What can D.C. consumers do now?

First, realize and accept the world has changed. Regulators can no longer “balance” the public’s interests in reasonable rates because more than 60% of the electric rate is no longer subject to local regulatory scrutiny or review.

Second, you must become selfish and exploit every means to save money.

You must become informed about pricing and costs of electricity and what consumers can do to keep those costs down. If you are lucky enough to “find” an energy supplier that can save you money, or otherwise provide a tangible benefit, then do your research, and choose that supplier.

Loyalty to brand names, or the traditional utility, is no longer the name of the game.

Third, you must appreciate efficient energy consumption is even more critical. Aggressively pursue ways to efficiently use energy. Increase home insulation, and replace old, energy-inefficient appliances.  Beware of  “demand-side management” programs which do not save you money.

Attend OPC’s “8th Energy Expo” on March 31. You are never too sophisticated to learn how to make your home more energy-efficient.

Fourth, opt-out municipal aggregation was a great idea that would have provided a reasonable opportunity for competition from at least one entity not affiliated with the D.C. utilities.

You should push for clarifying legislation to enable an opt-out municipal aggregation program that would automatically include all residential consumers and allow any large customers wanting to join.

While residential consumers could opt-out, remaining residential consumers would be reassured their electric rate was the lowest under the current circumstances. This is a win-win for consumers and the city.

Fifth, you should push for legislation requiring the Public Service Commission to establish a system of economic rewards and incentives for the reduction in electrical demand. Consumers should share in savings, as well.

Sixth, you should push for comprehensive reevaluation of deregulation.

Seventh, join OPC and the growing ranks of lay consumer advocates working to resuscitate the public’s interest in safe, adequate and reliable energy service at rates that are reasonable and affordable. You must make your views known to your elected officials and regulators.

Find every way to make sure you are heard because I believe they need to know how all this affects you.

Eighth, remember: OPC is here to assist you, to represent you, and to educate you about the issues and how these affect your pocketbook and quality of life. Call upon us. Use us. We are here to serve you and to help you make informed and economic choices. www.opc-dc.gov.

Ninth, call me Pollyanna. At the first opportunity to purchase its former generating plants from the now bankrupted Mirant, I  urge PEPCO to buy them fast.  For certain, I would gladly return my $72.00 “profit”

to jump start the reacquisition.

Join me? Write me at ccceo@opc-dc.gov.

Elizabeth A. Noël

People’s Counsel

