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Fact Sheet

When California restructured its electricity markets in 1996, it neglected to address the development of healthy, competitive retail markets. What follows are a number of facts that support AReM’s objective to promote competition in California’s retail electricity market.  This kind of competition can directly benefit consumers. 

· The fundamental problem with the current California energy market is that wholesale supply is not aligned with demand. Until this basic issue is resolved, the electricity shortfall in the state will remain. Without a balance between supply and demand, the wholesale and retail markets cannot work for the consumer, utilities, or energy service providers (ESPs).

· Deregulation per se is not the culprit in this crisis. California’s unique implementation of partial deregulation is the culprit.  The poor design of California’s wholesale market structure, the state’s over-reliance on purchases in the spot market and its hostility to retail competition all exacerbated the underlying problem into the current crisis. In order for the consumer to enjoy stable or lower prices, the entire system by which electricity is produced, delivered and used must be improved and better managed.

· The current market design does not promote competition in retail markets. Because of poor market design and regulations approved by the Public Utilities Commission, it has been difficult for ESPs to enter into and compete in the California retail market. Today’s retail market rules provide great advantages to incumbent utilities and create significant barriers to entry for any additional providers, thereby stunting retail competition. For example:

· One competitor (the utility) controls bottleneck facilities through which all other competitors must pass - the distribution system and customer enrollment process.

· One competitor (the utility) cross-subsidizes its retail activities through non-bypassable charges on its monopoly distribution service.  Comparable subsidies are not available to other competitors.

· One competitor (the utility) starts out with 100% of the customers.

· One competitor (the utility) is automatically assigned all new customers that move into the state.

· In order for large customers to switch to an alternative supplier, the customer must buy and pay for an expensive meter upgrade.  No such upgrade is required to stay with the utility.

· California’s energy market is only partially deregulated. To date, California’s restructuring has largely been on the wholesale level.  California has not yet put in place the kinds of protections and regulations needed to encourage competition or competitive entry at the retail level.

· Though still a small market, retail competition is already working. Approximately 187,000 California consumers have already benefited from competition in retail energy markets and millions more deserve the opportunity to do the same. Last summer in San Diego, many consumers who chose an alternative ESP – rather than their local utility – saw their rates remain stabile as their neighbor’s utility rates skyrocketed. However, California regulations governing the retail markets must be substantially revamped if we are to see meaningful retail competition in other parts of this state.  

· Retail competition benefits the consumer. The US Department of Energy has projected that full retail competition will save American consumers about $20 billion a year. This means an average of $232 from the average annual electric utility bill for a family of four, which is the equivalent of a 5 percent tax cut. 
 Competitive retail markets will put electricity choice in the hands of the consumer and will give them the opportunity to make their own decisions about the best way to spend their energy dollars. Competition will also stabilize rates by minimizing price volatility.

· Competitive retail markets will benefit the statewide economy. Competition within retail electricity markets supports a strong economy by stabilizing energy costs and giving large and small consumers the ability to choose the power supplier and usage options that best suits their preferences and unique needs. Open markets help attract power-generation investment and retain businesses. These, in turn, build the local tax base and enhance economic growth.

· Consumer education is key. Consumers must become educated about their power to choose an alternative service provider and the benefits that can result. Consumers must also be encouraged to become active participants in reducing and moving their consumption from peak demand times to off-peak demand. As we prepare for new generation to come online, both large and small consumers must be constantly alerted to the need for conservation of energy resources.

· Retail energy markets are working in other states.  A recent newsletter from a non-profit energy and environmental group in Pennsylvania reported that since a competitive retail electric market was instituted in 1997, 568,000 customers had chosen an alternative supplier and had saved $2.84 billion cumulatively.  They also note that licensed competitors now supply about 25% of the electricity used in Pennsylvania at prices that are typically 0.9 to 3.15 cents per kWh less than what residential consumers were paying utilities for generation prior to deregulation.

· Default service does not necessarily have to be provided by the incumbent utility. It is time for policy makers to support alternate default service providers stepping in to provide fixed price security to California consumers.  Competitive default service has been successful in other states, most notably in the retail electricity markets of Pennsylvania and Georgia’s natural gas market. Pennsylvania Electric Company (PECO) recently bid out 300,000 default customers in a competitive process overseen by the Pennsylvania Public Utilities Commission. The New Power Company, an AReM coalition member, won that bid. These programs protect customers through known, fixed prices arranged with default service providers who have registered and qualified as fully creditworthy entities subject to state consumer protection requirements.

� “Retail Electric Competition: Getting it Right,,” by the Electric Power Supply Association,  2001 Edition.


� Pennfuture’s E-cubed, Vol.3, No.2, January 18, 2001
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