Electric Utility Industry Restructuring Negotiations

General Instructions
Late last year, the state's largest commercial and industrial customers filed a petition with the public utilities commission (PUC) (copied to the Governor and the newspapers) seeking lower rates.  In response, the PUC opened up a rulemaking on electric utility industry restructuring issues.  The proceeding was extremely contentious right from the start.  The large customers are seeking rate relief through immediate access to other suppliers of electricity besides their local utilities.  Utilities, who have already been cutting costs and negotiating some rate discounts for select customers, are very concerned about being stuck with unrecoverable stranded costs.  Residential and small commercial consumer groups fear that their rates would increase rather than decrease as a result of restructuring.  Meanwhile, environmental groups argue that restructuring might ring the death-knell for the pursuit of relatively clean resources such as demand-side management (DSM) and renewables.

The Commissioners were surprised (and a bit overwhelmed) by the acrimonious debate that this issue has engendered among all the stakeholders.  No solution that a majority of Commissioners can support has surfaced yet.  Although the PUC initially hoped that the rulemaking would take less than a year, it will probably take at least another year.  Even then, whatever rule they come up with will probably be appealed to the courts by one or more parties, resulting in additional delays.

Meanwhile, the large customers, frustrated by the lack of progress at the PUC have begun to pressure the Governor and the legislature to pass new laws to allow them to bypass their local utilities.  Several municipal governments have joined the other large customers -- threatening to municipalize the electricity system if they do not see rate relief soon.  The Governor, who is about to throw her hat into the ring of Presidential contenders, wants to avoid having this issue escalate into a national embarrassment.  Sensing that both the PUC process and the legislative process will be both too slow and contentious, the Governor's office has been actively encouraging parties to try and reach a negotiated settlement outside the formal processes by the end of the month.

All of the major stakeholder groups have agreed to give negotiations a try.  They have also agreed to focus on attempting to develop a plan to address rate and other related issues for the next three years only -- recognizing that the PUC's rulemaking on restructuring will continue but that any rule will probably take at least that long to be passed, (probably appealed), and then implemented.  They have also decided to hold separate negotiations with each of the state's utilities.  

Today's negotiations involve the state's largest utility, WATTCo, which receives $2 billion per year in revenue from its customers.  The other negotiating parties are:

CLEAN, a coalition of environmental groups.

RATE BUSTERS, a group of the 100 largest commercial and industrial energy users in WATTCo's service territory accounting for 40% of its sales ($800 million per year).

The Public Advocate's Office (ADVOCATE), the state agency that represents all ratepayers, but particularly residential and small commercial customers, in cases before the PUC.

POWER INC.,  an affiliation of independent power producers.

The stakeholder groups have been meeting with WATTCo for several weeks.  There is time for one last 90 minute negotiating session today before the Governor's deadline expires.  Each party's anxiety is fairly high given their fears about what the unpredictable politicians and bureaucrats might do if settlement is not reached.

The parties have narrowed the negotiations to three major issues.  Under each issue are the options that were under discussion at the previous meeting. 

ISSUE #1:  Overall Approach To Rate Relief
A.
Rate Discounts for RATE BUSTERS Only -- WATTCo would provide a 20% blanket rate discount to all of WATTCo's 100 largest customers for 3 years (equalling $160 million per year)
, but there would be no direct access to electricity supplied by other entities besides WATTCo during this period for any customers. 

B. Direct Access for RATE BUSTERS Only -- WATTCo's 100 largest customers would be permitted to access other suppliers of electricity besides WATTCo, but there would be no blanket rate discounts (as described in option A) available for them or any other customers.
  Customers choosing direct access to other suppliers can return to WATTCo with six months notice. 

C. .
Direct Access for All Customers -- All of WATTCo's customers would be permitted to access other suppliers of electricity besides WATTCo, but there would be no blanket rate discounts (as described in option A) available.  Customers choosing direct access to other suppliers can return to WATTCo with six months notice. 

D.
Status Quo -- Neither direct access nor blanket rate discounts (as described in option A) would be available to any of WATTCo's customers.  Instead, customers could attempt to use existing options to reduce their bills such as self-generating, moving, municipalizing (for local governments), or conserving.  (NOTE: All these options, which are already available, would also still be available in options A-C as well). 

Issue #2:  Allocating Stranded Costs
Stranded cost is the amount of money that WATTCo would no longer collect for covering its remaining costs if a customer or customers either reduced their load through bypass, DSM, or self-generation or through negotiated rate reductions.  Specifically, it is equal to the amount of unrecovered fixed costs needed to cover WATTCo's investments in power plants; above-market, power purchase contracts; and other regulatory assets. 

Each of the options selected under Issue # 1 can create stranded costs.  The parties need to decide who should foot the bill.  The options are as follows:

A.
WATTCo's Shareholders (applicable to all options in issue #1)

B.
Non-Participating Customers.  These are customers who do not get rate discounts or bypass the utility through direct access, self-generation, municipalization or some other means (applicable to all options in issue #1)

C.
Bypassing Customers.  These are customers who bypass the utility through direct access, self-generation, municipalization or some other means (applicable for all options in issue #1 except Option A (Rate Discounts Only).  (In Option A there is no bypassing and it is not realistic to have the customers receiving a rate discount directly pay for some or all of that discount).

D.
Some Combination of Shareholders, Non-Participating Customers, and Bypassing Customers.  Splitting the cost between shareholders and non-participating customers is applicable to all options in Issue #1.  Including bypassing customers in the allocation is relevant for all options except for Option A (Rate Discounts Only).  (NOTE: If this option (D) is selected for this issue (#2), parties must specify an allocation.)

Issue #3: Demand-Side Management
WATTCo currently spends 2% of its revenue (approximately $40 million per year) on a fairly comprehensive set of DSM programs that cover both retrofit and market-driven/time-dependent  (i.e., new construction, and equipment replacement) programs for all customer classes.  Approximately 2/3 of the budget currently goes to retrofit programs and 1/3 to market-driven, time dependent programs (e.g., new construction, remodeling, and equipment replacement).  Also, approximately 1/3 of the program dollars go to the 100 largest customers, 1/3 go to the remaining commercial and industrial customers, and 1/3 go to the residential customers.  WATTCo's DSM expenditures are allocated as a uniform adder on all electricity sales on a kwh basis.  

The utility earns an incentive on its DSM investment of approximately $10 million per year (10% of the difference between its costs and the societal benefits), and is compensated approximately $15 million per year for any lost revenue associated with pursuing DSM.  

There are several options the parties are considering regarding WATTCo's DSM program for the next three years.

A.
Status Quo (Same Budget With Incentives and Lost Revenue)

B.
Cut Budget in Half, Continue With Incentives and Lost Revenue  

C.
Cut Budget in Half, Eliminate Incentives and Lost Revenue

D.
Leave Budget to WATTCo's Sole Discretion, But Eliminate Incentives and Lost Revenue

E.
Zero Out the DSM Budget 

The Final Negotiation
The parties are planning to meet soon to try one last time to negotiate a settlement.  They all agreed to this meeting and hope that they can settle.  It's their last chance before the Governor's deadline.  None of the parties cherish coming away empty handed from this closely watched negotiation.  Yet, if they don't get certain concessions, each party would rather walk than settle.

The meeting will last for 75 minutes.  Three formal votes are scheduled during the meeting at 25 minutes, 50 minutes, and 75 minutes.  At these times, the utility will propose a settlement which addresses each condition.  Voting is done simultaneously (e.g., all in favor raise your hand).  Additional votes may obviously be taken at any time, and all members are encouraged to suggest alternative proposals.  

A proposal requires at least four votes, including the utility's, to pass.  Once a proposal is adopted by at least four members (including the utility), it is binding.  Parties are encouraged to continue negotiating to try and enhance their four-way agreement, to try and reach a five-way agreement, or both.  Improvements must be approved by all parties to the original settlement.  If no agreement is reached at the end of 75 minutes, the parties will suspend negotiations and resume lobbying and litigating.

NOTE: You are being provided with confidential instructions explaining how the constituency you represent views each condition.  Your goal is to do the best job you can for your own constituency.  Side agreements which further refine or interpret the options or add additional conditions are allowable if absolutely necessary to settle, but do not change the discreet options provided under each issue.

     � This game was created by Dr. Jonathan Raab (Raab Associates, Ltd. (617) 261-7111, 280 Summer Street, Boston, MA 02210) and Joseph Eto (Lawrence Berkeley Laboratory) with funding from the U.S. Department of Energy.


     � The rest of WATTCo's revenue is split evenly between all the other smaller commercial and industrial customers (30%) and residential customers (30%).


     � To date, WATTCo has only negotiated some limited rate discounts with a few large customers on a case-by-case basis.


     � If all RATE BUSTERS choose to bypass WATTCo for other electricity suppliers, WATTCo could lose 40% of its load.  This loss of load would translate into approximately $250 million in stranded costs per year representing the unrecovered fixed costs associated with its generating plants; above-market, power purchase contracts; and other regulatory assets.
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