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In December of 1996, the Pennsylvania General Assembly sent a bold message for the world to hear.  In the words of the statute, Pennsylvania declared “competitive market forces are more effective than economic regulation in controlling the costs of generating electricity.”  

While perhaps unappreciated at the time, those words in that bill clearly sent a message that Pennsylvania believes the free market can perform better than government regulators, consumers and not regulators should be the ones to drive the marketplace and that Pennsylvania will ultimately be a better place to live, work and raise a family if the power of competitive electricity markets is unleashed to bring value to consumers.

Ten years later, despite the challenges presented by expiring rate caps, Pennsylvania has a lot to be proud of. While in many respects Pennsylvania has yet to realize the complete promise of competition (in fact, we have not completed the transition to full competition), we can easily say that Pennsylvania is better today as a result of efforts to restructure on electricity.  

Prior to the 1996, consumers did not have any choices.  They were told by regulators the terms by which they were going to receive service and the only option was to take that service on those terms or not take it at all.  Our electricity industry was plagued by inefficient plants and cost over runs that resulted in billions of dollars of stranded costs. Renewable energy had yet to really find a niche and conservation was a civic virtue, not an economic opportunity.  Consumers and utility companies agreed that Pennsylvania could do better.
Today, Pennsylvania’s nuclear plants are churning out 1.7 million more megawatt hours of power a year than they did a decade ago as operators now have real economic motivation to run plants more efficiently.  Ten years ago Pennsylvania did not have a single wind farm while today the American Wind Association boasts that Pennsylvania has 179 megawatts of wind with another 300 megawatts in the queue.  Although new baseload power plants are still need to meet growing demand, consumer driven demand response has reduced the amount of additional plants that are needed and consumers are recognizing real economic benefits from conservation.
Moving forward, the General Assembly needs to be sure that Pennsylvania remains committed to the original vision – that Pennsylvania will be a better place if the market sets the price of electric generation rather than the state regulator.  While there is significant and critical work that still needs to be done by the Public Utility Commission, the General Assembly and the Governor; Pennsylvania is well positioned to realize the promise of a robust competitive electricity market if the transition to competition can be completed.  It is important that Pennsylvania remain on the road to success and not take a detour that will likely lead to a less than optimal market structure which could ultimately deliver fewer choices and higher prices to consumers.  Below is a list of three straight forward steps that this General Assembly can take to ensure that Pennsylvania remains on this path:
Step 1:  Allow existing market mechanisms to work as intended.
P3 believes that properly designed and well-functioning competitive wholesale markets will lead to investments in renewable energy, new generation and consumer-driven demand response.  Fortunately Pennsylvania is part of the PJM market that has proven to be competitive and reliable.  Indeed, last Tuesday, the PJM Market Monitor issued its 2007 State of the Market Report which found yet again that both energy and capacity market results in PJM were competitive.
Wholesale markets are regulated by the Federal Energy Regulatory Commission (FERC) and FERC is currently evaluating ways to improve the competitiveness of wholesale markets even further.  Early this month, FERC released a notice of proposed rulemaking to address issues such as market oversight, demand response and RTO governance that will further enhance competition in wholesale markets such as PJM.  FERC is currently accepting comments on this rulemaking and will likely finalize later this year. 
In addition to the rulemaking, FERC recently approved changes to PJM’s capacity market rules that are producing responses that demonstrate that market based mechanisms lead to new investments in infrastructure.  Since the changes took effect last year, over 10,000 megawatts of new resources have been added to the PJM grid.  Demand response or the willingness of consumers to reduce their usage during periods of peak demand has increased dramatically as a result of these new rules.  While additional investments in our energy infrastructure will be necessary to meet Pennsylvania’s needs into the future, existing market mechanisms are capable of addressing these needs and are certainly superior to other alternatives.
Those who criticize Pennsylvania's current market construct generally fail to mention that non-restructured states are not immune from the significant increases in the cost of electricity.  Last week, the West Virginia Public Service Commission, a non-restructured state, approved a new $2.23 billion, 629 Megawatt generation project.  Also last week, Progress Energy asked Florida regulators for permission to build a $17 billion nuclear power facility.  While these and other non-restructured states struggle with decisions on whether to ask ratepayers to pay for these costly new power plants, Pennsylvania, by virtue of its competitive market, stands to benefit as the risks associated with new generation in the Commonwealth are shouldered by the developers and the marketplace - not the ratepayers.
Step Two:  Keep consumers in the driver seat.
The 1996 Act, properly gave consumers greater control of their destiny regarding electricity service.  Given the reality of today’s world, it is important that consumers be given the tools that they need to make informed decisions.  Ultimately, consumers can and will be the drivers of the competitive market – Pennsylvania policymakers should make sure that they have the tools they need to do so. 
Consumer education is critical and the PUC should be applauded for their leadership in this area.  The PUC is currently working with Pennsylvania’s electric distribution companies to insure that consumers understand their options when rate caps expire.   Consumers must understand how energy efficient investments, smart meters, conservation and peak demand reductions can help mitigate price increases following rate cap expiration.  Moreover, as rate caps expire, competitive alternatives may emerge and consumers need to understand how to evaluate those opportunities and respond appropriately.
Beyond the Commission’s education initiative, incentives to reduce demand during peak usage as contained in several of the bills that have been introduced this session are important tools that consumers can employ.  Again, public policies that provide consumers with additional capabilities to manage their usage and respond intelligently are all sound approaches that should be considered.
Finally, the recent settlement between PPL, the Office of Consumer Advocates and other parties gives consumers a viable means of smoothing out any impacts from rate cap expiration.  As part of the settlement, PPL has agreed to allow customers to make payments over time, effectively creating a savings plan for their electricity service.  This tool might be a very viable option for many consumers looking to manage their expenses.
Step Three:  Be responsible public officials.
The increased cost of energy is a reality in today’s world and it is creating significant hardship for many consumers.  While we all wished we lived in a world where prices were decreasing, the simple fact is that energy costs have risen and are unlikely to decline significantly in the near future.   As fuel costs have escalated, similar increases in the costs of labor and materials have made construction of new plants a more expensive proposition.  Within the region, the balance between supply and demand has tightened as consumers continue to use more power.  A global war on terrorism, natural disasters and intense demand from China and India have all contributed to this current state of energy prices – factors that are all outside of the control of the Pennsylvania General Assembly. 
Consumers need to understand these new dynamics, prepare for them and determine how best to meet their needs in this new environment.  Discussions about rate cap extensions give consumers the mistaken impression that they, without consequences, can continue to receive their service at prices that were set in 1996.  Most members of the General Assembly understand that nothing could be further from the truth.  Instead of trumpeting politically-tempting notions of rate cap extensions, policymakers need to communicate with constituents about managing this new reality – not avoiding it.

As a former public official, I do not make these comments lightly.  I know how difficult it can be to explain these issues to frustrated constituents.  However, over the long term Pennsylvania consumers will be better served if they understand the reality of their current situation and take immediate steps necessary to address it. 
Thank you for the opportunity to testify today and I appreciate the invitation to provide my perspective.  While the challenges ahead are significant, I am confident that a focused effort to empower consumers with the knowledge and tools they need to succeed in a competitive market while allowing existing market mechanisms to serve their intended purpose will ultimately produce a stable, reliable and cost-effective long term market structure in Pennsylvania.  At the end of the day, your constituents will be the ultimate beneficiaries of this approach.
� P3 is a nonprofit corporation dedicated to promoting policies that will allow Pennsylvania and the entire PJM region to fulfill the promise of its competitive wholesale electricity markets. Combined, P3 members own nearly 74,000 megawatts of power and over 51,000 miles of transmission lines in the PJM region, serve nearly 12.2 million customers and employ over 55,000 people in the 14-state PJM region.  The views expressed in this testimony are not necessarily those of any individual P3 members.








