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IPPNY’s Energy Solutions Program
FAQ

Q. What is IPPNY and what is its stake in making the New York energy market work?

A. The Independent Power Producers of New York (IPPNY) is a trade organization representing more than 100 companies involved in the development of generation, and the marketing and sale of electric power and natural gas in New York State. Utilizing cutting-edge technologies and diverse fuel types, such as cogeneration, hydro, natural gas, nuclear, coal, resource recovery, biomass and wind, IPPNY members produce approximately 70 percent of New York State’s electric power. 

IPPNY members believe that New York is at a crossroads.  The state can either go down the same road as California, leading to excessive energy prices and electricity shortages, or New York can structure retail and wholesale electricity markets that work. IPPNY believes that competitive markets are a prescription for success. IPPNY’s five-point Energy Solutions Program calls for—
· Increasing energy conservation,
· Encouraging utilities to enter into contracts to protect against short-term price volatility,
· Accelerating the siting process for new, cleaner, diverse power sources,
· Fostering an efficient, multi-state energy marketplace, and
· Upgrading the state’s power transmission system. 

Q. Why did New York restructure its electricity system?

A. New York restructured its electric system to provide all consumers with the improved services and reduced prices that are traditionally associated with competitive markets. Experience, not theory, shows that consumers are better off with choice and competition. Dismantling monopolies in other industries, such as telecommunications, has led to lower prices and new products and services. The same will be true for electricity, if competitive energy markets are allowed to develop and mature.

Historically, New York electricity prices have been among the highest in the nation. Electric restructuring is an opportunity for New York to address its energy needs by allowing new investors to rebuild and improve the existing electric system efficiently and competitively. A competitive electric market in New York will attract billions of dollars of new private investment, new jobs and increased tax revenues for the state. 

Q. When did New York restructure its electricity market?

A.  New York was one of the earliest states to embrace electric retail competition. Using its administrative powers under existing law, the New York Public Service Commission (NYPSC) issued a landmark order in 1996 directing investor-owned utilities to come forward with both retail and wholesale restructuring plans.

Q. What has happened in New York since the PSC’s restructuring order was issued in 1996?

Retail Competition
Despite more than three years of retail access in New York, relatively few customers have switched energy suppliers. Retail markets have developed more slowly than expected, and as a result, the majority of energy consumers in New York continue to be served by their incumbent local utility.   The New York PSC should accelerate its timetable for meaningful competition and commit to the development of an electric market where programs work and electricity rates are designed in a manner that promotes competition among suppliers. This willould ensure that all New Yorkers share the benefits of competition.  that the true benefits of competition are shared by all New Yorkers.   


During the transition to a fully competitive market, utilities can do more to insulate their customers from high electric prices by relying less on daily spot markets to meet their energy requirements and instead enter into contracts with power suppliers that yield stable, predictable prices.

Wholesale Competition
As a result of the PSC’s 1996 deregulation order, utilities were directed to implement a competitive wholesale market. This along with federal initiatives led to the creation of the New York Independent System Operator (NYISO), which began operations in November 1999.  The NYISO is charged with providing open access to the transmission grid on a non-discriminatory open basis while coordinating the daily operation and ensuring the reliability of New York’s bulk power system.  

The NYISO has made laudable progress in maintaining the reliability of New York’s electric system and promoting open markets. However, further progress can and should be made. Of particular importance is the development and enhancement of procedures that will improve the efficiency of the Northeast regional market. The existence of differing regulations and procedures among the three independent system operators located in the Northeast impedes the free flow of energy throughout the region and results in increased prices. Addressing these inefficiencies must be a high priority. 

Q. Why is a competitive energy market good for New York? 

A. The benefits from restructuring the electric industry are greater customer choice, enhanced reliability, improved services and reduced prices. However, true competition does not yet exist in New York. Every state in which deregulation has been successful started with a recognition that barriers to new energy supply must be removed. Reform of siting and transmission interconnection policies for new generation is necessary in order to bring supply and demand into balance in New York.  Market-based price signals and alternative energy options will encourage New Yorkers to conserve. And forward contracts allow energy suppliers to lock in stable prices and protect against market uncertainty.

The “Energy Super Highway” must be improved and opened up to allow power to be efficiently and reliably moved from where it is available to where it is needed.

Q. Didn’t deregulation in California cause more problems than it solved?

A. The explosion of California’s electricity-intensive high technology industry combined with growth in the state’s population has resulted in record energy demand. While California’s demand for electricity has increased, supply has remained constant. In the period from 1996 to 1999, peak demand increased by 5,222 megawatts, while only 672 megawatts of new generation was added.

California’s complicated siting rules and lengthy permitting process have stymied the construction of new generation facilities. It has taken 5-7 years for new power plants to come on-line in California. Furthermore, investors who were interested in building new generation were discouraged from entering California’s market due to price caps.  

Among California’s most serious mistakes was the requirement that the utilities purchase all of their electricity from the volatile spot market rather than allowing them to enter into contracts at prices substantially lower than those prevailing in the mandated spot market. Only after California’s utilities were facing bankruptcy did the state negotiate competitive contracts.

Unusually hot and dry weather throughout the West exacerbated California’s situation. As a result, hydroelectric facilities in other states generated and exported less of their electricity to California than in past years.

Q. What about the experience with restructured power markets in other states?

A. California was the first state in the nation to restructure its power market and was quickly followed by Pennsylvania, New Jersey and Maryland (collectively PJM), New York and then the New England States. Each of these regions has different market structures. 

While its transition to a fully deregulated market is still years away, and some potential bumps may lie along the way, Pennsylvania’s early numbers are compelling.  According to its Department of Revenue, retail competition has already saved consumers and businesses $3 billion on prices that are 4.5 percent below the national average. That savings, the department adds, has reduced the cost of doing business in the state and will ultimately result in the creation of 36,000 new jobs by 2004.  

In addition, more than 10 percent — or 570,000 — of Pennsylvania’s electricity consumers are buying their electricity from competitive suppliers.

Q. Why are energy prices so high?

A. Natural gas is the primary fuel source for powering natural gas-fired power plants. Since last year, the cost of natural gas has tripled tripled resulting in in dramatic increased electric pricess in the price of electricity.
.

In addition, to increased natural gas prices, New York’s population has grown by almost one million people during the last decade. Increased demand resulting from the use of energy consuming technology in the home and workplace has simply outpaced the growth in available supplies of electricity in New York. 

Absent Without new adequate supplies of electricity, less-efficient, higher-cost generation is dispatched more frequently in order to meet the states demand for electricity.  existing generation is therefore required to run for longer hours as New York’s demand for power increases.

IFinally, increased energy prices are also the result of transmission constraints on the electricity grid or “super-highway.” For example, moving power from where it is generated ( in upstate New York and in New England) to where it is needed — (in New York City and Long Island)  — iis an increasing problem. These transmission “bottlenecks” drive up negatively electricityimpact energy prices because of the inability to access lower cost supplies elsewhere in the region.   .

Lastly, utilities in New York who choose to rely on the volatile spot market to determine the price for their customers’ energy needs are exposing their customers to higher electric prices.  All utilities in New York can and should be purchasing power through contracts that insulate New York consumers from volatile electric prices.  In the absence of a truly competitive market, price stability during times of uncertainty is best achieved through both short-term and long-term competitive contracts. 

Q. What is being done to protect New Yorkers from high-energy prices this summer?

A.  Increases in electricity prices are the direct result of the increased fuel prices, demand outpacing supply, transmission constraints and overeliance on the spot market for energy purchases.   and increased fuel prices. In recognition of the tight supply situation anticipated this summer, a number of actions have been taken by the NYISO and New York State to address high electricity prices. Last fall the New York Power Authority announced that it would be installing 11 small (40+MW) gas turbines at various sites throughout New York City and Long Island. At the end of June, seven of these generators were available for use.

Also, a number of demand response programs have been developed that encourage large electricity users to reduce their consumption during peak demand periods, when power prices are high. The NYISO estimates that these demand reduction programs should result in at least 200 to 300 MW of decreased demand in New York City during peak periods. 

In addition, New York City businesses that control nearly three million square feet of office space have initiated a voluntary conservation program to reduce power usage.  The New York City Partnership estimates this alone will save 20 to 30 megawatts of electricity.

However, the best protection against increases in electric prices is for utilities to enter into competitive contracts that shield consumers from the volatility of the short-term electricity spot markets. Such contracts yield stable, predictable electricity prices during times of volatility. These contracts are available to New York utilities today, and they are the most immediate and best protection against rising electricity prices.

Q. What can New York do during the current transition to a competitive electric market to lower electricity bills?

A. A number of utilities in New York are protecting their customers from price volatility by securing electricity supply at stable, reasonable rates by entering into contracts with power suppliers. All utilities should be taking similar steps to protect consumers through contracts rather than relying on the volatile spot market for their energy needs. 

New York should also continue to support the innovative new programs being developed by the NYISO and state agencies that encourage customers to reduce their energy usage when electricity supplies become strained.

New York is at a crossroads today. In order to realize the true benefits of competition, the state must aggressively pursue functioning, competitive markets at both the wholesale and retail levels. It is important that in reaction to market volatility New York avoid policies that discourage new companies from entering New York and competing in the Northeast.

Q. Isn’t energy conservation the answer to New York’s need for new power plants?

A. Energy conservation and demand response measures can make a meaningful contribution to New York State’s growing need for power supplies, and they can help hold down prices during peak demand periods. In addition, the NYISO estimates that individual conservation efforts to change electricity usage patterns on the hottest summer days can save enough electricity to power 138,000 homes across the state. The New York Energy Research and Development Authority says its energy conservation efforts should have the same effect as building a 156-megawatt power plant.

However, conservation cannot provide the quantities of electricity necessary to maintain future electrical system reliability and enhance competition in New York’s electricity markets. The NYISO estimates that an additional 8,600 MW of electric capacity must be added to the system by 2005. While conservation can help to satisfy this need, the key to enhancing competition and reducing rates for consumers lies in expediting the construction of new generation facilities.

Q. How much power generating capacity does New York need?

A. The NYISO, the non-profit corporation that which runs the state’s energy grid, has reported that New York needs to build power plants capable of producing 8,600 megawatts of electricity by 2005.  .  

Half of the 8,600 megawatts of needed power must be built in New York City.  

In order to meet New York’s demand for electricity, new plants capable of producing . 

In the short-term (when insufficient supplies can lead to higher electric prices), the NYISO has reported that new plants capable of producing 4,000 to 5,000 megawatts need to be approved by 2001.

In the short-term (when insufficient supplies can lead to higher electric prices) new generation is critical. Accelerating the siting and process for new, cleaner, diverse power sources will help New York meet the NYISO’s goal of approving 5,000 megawatts by 2001.  
In the long-term, new supply is needed to accommodate the heightened use of electricity by New York’s businesses and residences. Such new supplies can bring significant environmental benefits, as aging plants and equipment need to be replaced.  

Q. Who provides power to New York?

A. Dozens of different companies produce electricity for New York. These include New York’s independent power producers and investor-owned utilities, including Consolidated Edison, Central Hudson, Niagara Mohawk, New York State Electric and Gas, Rochester Gas & Electric, Orange and Rockland, and the Long Island Power Authority.

Q. Who is adding new generation to the New York market to help solve the supply problem?

A. A large number of companies are working to meet New York’s energy needs. Twenty-two projects, representing nearly 14,000 megawatts of new supply, have been proposed for New York under the Article X siting process. However, due to complicated siting requirements, issues of financing and limited supplies of available gas turbines, many of these proposed projects mightwill never be built. It is, therefore, imperative that New York regulators and legislators support a market structure that attracts new investment. Otherwise, scarce energy resources will flow away from New York to those areas of the country that better support competitive marketplaces. Thus, in order for these much needed New York siting projects to reach fruition, the state must avoid short-sightedshortsighted policies that discourage investment and render New York a less attractive market in which to do business. 

Q. If the siting process is accelerated will environmental standards suffer?

A.  No. New York’s Department of Environmental Conservation will ensure that new power plants comply with New York State environmental regulations, which are among the most stringent in the nation.  In addition to the state requirements, Federal regulations . require In fact, all new power plants to must meet the best available pollution control technologies in order to obtain their construction and operating permits. Furthermore, Nnew plant developers are using new technologies that reduce emissions, use fuel more efficiently and reduce water intake. 

Q. Has restructuring helped or hurt the development of renewable resources and clean-energy technologies?

A.  Renewable resources and clean-energy technologies have become increasingly competitive as a result of restructured electric markets.  Today, two percent of electricity produced in the United States comes from renewable resources such as wind, solar, geothermal, small hydro and biomass.  

New York recently adopted a policy whereby state-run facilities will obtain an increasing percentage of their electricity supply from renewable resources.  And in June, thirty of the nation’s top renewable energy professionals gathered to discuss future markets for Tradable Renewable Energy Credits (TRCs), a new means for facilitating the development of environmentally friendly renewable energy.  

The California energy crisis has also perpetuated the need for cutting-edge technologies such as fuel cells and micro turbines - just two examples of the competitive market driving the advancement and implementation of clean-energy technologies.  

For consumers at the retail level, the Green-e Program sets consumer protection and environmental standards for electricity products, and verifies that consumers’ dollars are supporting a specific amount and type of renewable power.  Today, there are no Green-e certified products in New York, but as the retail market in New York develops renewable resources and clean-energy technologies are expected to make up a greater portion of New York’s diverse power mix.  Just as the deregulation of the telecommunications industry led to new products and services, restructuring can open the door to new forms of energy production and promote the use of renewable resources. The advent of fuel cell technology and its use in distributed generation applications is one example of the competitive market driving the advancement and implementation of new technologies.

In addition, New York recently adopted a policy whereby state-run facilities will obtain an increasing percentage of their electricity supply from renewable resources. The creation of an open marketplace enables consumers seeking “green power” to select these types of products, thereby creating a market for their development. In this regard, thirty of the nation’s top renewable energy professionals gathered recently in New York to address the development of Tradable Renewable Energy Credits (TRCs).  TRCs allow customers anywhere to support the development of renewables such as wind, solar, biomass, hydro and geothermal power.  

Also spurred on by restructured markets is the “Green-e” program — the nation’s first voluntary certification and verification program for renewable electricity products. This program sets consumer protection and environmental standards for electricity products and verifies that Green-e certified products meet these standards. 

[JANEL: I CLEANED UP THE ENTIRE DOCUMENT, BUT I THINK THE LAST ANSWER (BELOW) STILL NEEDS WORK.]

Q. What sort of innovative services could the electric industry provide to consumers?

A. Restructured markets allow more than one company to compete for customers’ electric supply business. And when companies have to compete to win customers, innovative new products follow.

For example, thermostats have already been developed that can be controlled over the Internet. This means that customers can turn on heat or air conditioners just before leaving work — so they arrive home to a comfortable home without paying to run their appliances all day long. Customers can also form cooperatives and purchase electricity at a bulk discount. One of the most important innovations to come out of restructuring is the growth of companies offering complex risk management products so utilities can better protect their customers from fluctuations in the price and supply of electricity.
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