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My assignment today is to describe two wishes for the Restructuring Genie. I must warn you: I am a lawyer, so my two wishes have subparts. And, unlike the presentations this morning, I will not talk about theory or religion – rather, strictly empirical reality.

As shown below, residential nominal generation prices are up more than four times since restructuring, more than 17% a year -- that's even faster than housing prices and has made energy unaffordable for increasing numbers of families. Certainly wages are not increasing at this rate -- they are falling at the bottom and, under the President’s current budget, Federal LIHEAP fuel assistance funding has been cut more than 50% over the past two years. A UNH study just released shows that inflation-adjusted incomes for the bottom 20% in New England FELL 5% over the past 15 years. 
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Massachusetts Residential Electricity Prices, 1998-2007 vs. Natural Gas Prices to Utilities
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A large part of this price increase is due to the single price auction. Another part is increased risk to investors. Still another large part is the increased pressure of natural gas prices from the unplanned dash to gas. But gas prices explain just so much, as this chart shows (short line). First, not all New England electricity is fueled by costly natural gas. Some, for example, is powered by hydro.  Second, natural gas prices to utilities have risen, but not as fast as electricity – they have tripled from 1997 (not shown here), but not quadrupled. Third, the two prices do not track – for example, electricity prices have risen in 2006-07 when gas prices dropped sharply.
I point all this out with great disappointment. I did not oppose restructuring in 1997 and fondly remember that our greatest concern then was how to equitably distribute the consumer savings that were sure to come. We argued for, and obtained, some protections just in case things did not turn out as expected. But even these protections have turned out to be inadequate.

So my first wish is to return to cost of service pricing with restored low-income rates, and planned maintenance of adequate reserves. This will also contribute to bulk system reliability. This could be accomplished by a return to regulated utility construction, or by a new public power authority, or by a consortium of munis. Then I would challenge the marketplace to reduce consumer prices, as promised, and meet cost of service prices. 
My second wish is to increase mandated budgets for efficiency -- especially low-income efficiency -- to help people manage their high bills. Efficiency funding has been nearly flat for a decade – not keeping up with inflation, let alone with total bills that have about doubled. Efficiency funding should double just to keep up with bills. 

And – one more subpart – an essential piece of this is to retain professional utility administration of efficiency programs, for a lot of reasons: 
*First, Mass. utility administration has been efficient in comparison with other states; 
* Second, Administration through utilities has made it easier to allocate programs equitably both geographically and across customer sectors.

* Third, Utilities provide world class technical and managerial expertise, as efficiently as anyone, plus professional coordination with the Department of Housing and Community Development (DHCD) in the case of low-income programs, and participation with the low-income program providers in a best practices program. So there is a constant search across the Commonwealth for program improvements. 

* Over the past 25 years or so, Mass. has developed programs that are comprehensive -- avoiding cream-skimming that is costly in the long run. They are also mature, well past the low-cost low-hanging fruit stage of states that started only recently, often by copying Mass. programs that have won ten EPA awards in the last seven years. 
* A shift would be extremely disruptive to existing programs and set the programs back as long as two years. The California PUC also thought abandoning utility administration would be a good idea, but concluded in 2005 – “Our unsuccessful attempts to shift to independent administration during the electric industry restructuring created over two years of uncertainty.”
* Utility administration is also part of aUnique five-layer oversight that assures accountability: 
· Starts with a Consensus stakeholder process which assures that every voice is heard – residential consumers (including by the AG) and low-income consumers, but also large institutional and corporate customers, as well as environmental interests. DOER is included.

· DOER then performs its own independent analysis and review. 
· Next, programs are reviewed for a third time by the DTE to assure cost-effectiveness.
· Once a program-year is completed, programs are reviewed for a fourth time in a tracking report to the stakeholders and regulators and (where appropriate) a fifth time by a formal, independent impact evaluation. 
· Only after the last review do utilities receive incentives or lost margins – which serve as a disciplined incentive for utilities to achieve the most savings as efficiently as possible.
This is consistent with the way utilities have evolved in the past 100 years as unique economic institutions with a social and political purpose to provide an essential service at just and reasonable prices. Over the years, we have asked utilities to build power plants for us, purchase power with care, and perform other services to control bills – consumers have paid dearly for our abandonment of these functions.
Low-income families now have to devote 20% or more of their income to home energy. We just completed a survey of a group of our clients who are working especially hard to pay their utility bills. In order to do so, more than 40% of them skip a meal, needed medicine, or rent. Electric efficiency savings can be 10%, heating 20% and more.  That makes a big difference.

Efficiency can also help control those price increases by reducing demand that creates capacity constraints and by reducing demand for natural gas.

Imagine adding a dozen compact fluorescent lamps, on average, to every building in the Commonwealth – that’s a monumental program, but I figure on the back of an envelope that it would avoid about 12 100-mW power plants.
1. So my two wishes are for 

(1) cost of service pricing with restored low-income rates, and a public planning process for maintenance of adequate reserves. And

(2) at least a doubling of mandated efficiency programs -- especially low-income efficiency, retaining utility administration.
Thank you.
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