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April 25, 2007
Honorable Philip Bartlett, Senate Chair

Honorable Lawrence Bliss, House Chair

Joint Standing Committee on Utilities and Energy

Augusta, Maine 04333

Re:
LD 413, An Act to Amend Maine’s Electric Utility Restructuring Laws
Dear Senator Bartlett and Representative Bliss:

The Public Utilities Commission (Commission) takes a position neither for nor against LD 413, An Act to Amend Maine’s Electric Utility Restructuring Laws. LD 413 is a concept draft that would remove the prohibition against transmission and distribution (T&D) utilities from owning and operating generation service and providing energy and energy services to their customers subject to Commission regulation.  This bill would change fundamental aspects of industry restructuring in Maine and thus requires a careful examination of basic policy.


One of the primary drivers of industry restructuring was the desire to shield ratepayers from the creation of new stranded costs.  This is the reason the Restructuring Act prohibited utilities from being involved in the generation business.  Utility participation in the ownership of generation assets or in contracting for generation supply necessarily involves a risk of “stranded costs.”  This occurs if the market price of electricity is lower than the cost to utilities of its generation assets.  It was precisely this cost relationship (utility generation costs higher than market costs) throughout the 1990s that resulted in industry restructuring and the prohibition on utility ownership of generation assets.


However, utility ownership of generation assets or involvement in long-term contracts can be beneficial if the cost relationship turns out to be reversed (utility generation costs are lower than market costs).  A reliance on the market (which occurs under restructuring) can subject customers to great price volatility and high prices primarily as a result of changes in the cost of natural gas.  This has been the experience in Maine and the region over the last several years.  Utility ownership of generation assets and involvement in long-term contracts can moderate volatility but not necessarily at lower prices over time as compared to complete reliance on the market.  
There is no way to know with any level of certainty whether utility involvement in the generation business will result in lower rates or higher rates.  When market prices were low in the 1990s, the decision was made to keep utilities out of the generation business.  Currently, market prices are high and there is a consideration of whether utilities should be allowed back in the generation business.  The decision is one of basic policy for the Legislature.  However, the Commission is concerned that the Legislature has not had the benefit of a thorough study of alternatives to restructuring before making such a fundamental decision.
The Committee will be hearing another bill today, LD 743, that would also allow T&D utilities to get back into the generation business.  Because of the overlap of the two bills, we have attached a copy of our testimony on LD 743 to this testimony.

 

I am happy to try answer to any questions the Committee may have about LD 413.  The Commission will also be present at the work session to assist the Committee in its consideration of the bill.






Sincerely,







Chris Simpson







Legislative Liaison
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