Bills H3087 or S1527 – new municipal electric utilities: questions and answers

In these Q&As “muni” is short for a municipal electric utility, of which 41 exist in Massachusetts; “IOU” denotes an investor-owned utility, NStar, National Grid, Unitil or Western Mass Electric; “legislation” means Bills H3087 or S1527, respectively filed by 47 legislators for the 2009-2010 session; “DPU” is the Massachusetts Department of Public Utilities, the IOUs’ State regulator.

Why is this legislation needed?

Massachusetts General Laws (MGL) Chapter 164, Section 43 sets the process a municipality must follow to form a muni, by acquiring the IOU’s assets at a fair price to be determined by DPU.

The law, written about a hundred years ago, states towards the end of the process “[…] Should the owner not file such acceptance and tender within the time so limited, the town may proceed to construct or otherwise acquire a municipal plant without further attempt to acquire the plant of such owner […]” where “owner” refers to the IOU serving the municipality.

A municipality can start the process of forming a muni, and pursue it through DPU’s determination of the sale price, but the incumbent IOU can refuse to sell its assets at the end of the process (i.e. “not file such acceptance and tender within the time so limited”). In today's environment (as opposed to a century ago when an “owner” operated perhaps a half-dozen poles in the center of town for streetlights), the remedy now in MGL Chapter 164, Section 43 (“the town may proceed to construct [its own electricity distribution network, separate from the IOU’s]”) is no longer economically practical, effectively allowing the IOU to block any new muni. Except for the Devens muni formed by special legislation in 1996, no muni has been formed in Massachusetts since 1926.

This legislation removes the IOU’s ability to block a new muni, achieving the Legislature’s goal when MGL Chapter 164, Section 43 was enacted, that a municipality can operate its own muni. The legislation replaces the now obsolete remedy – if the IOU refuses to sell its assets, the municipality can start a second electric network – with a clear requirement that the transaction must go through once DPU has determined the fair price the municipality must pay for the IOU’s assets.
What else does the legislation do?

Besides removing the IOUs’ ability to block any new muni, the legislation keeps the statute essentially unchanged. It updates time lines that are not clear or appropriate today, adds a review by DPU of the economics of proposed new munis (to prevent a municipality from engaging in this complex process without having done its homework), limits to 3 per year the number of new munis DPU must review (to limit DPU’s workload and ensure a deliberate process), states that customers of new munis can choose their competitive power supplier – like IOU customers – and transfers the IOU’s franchise to the new muni after the IOU’s assets are purchased.
Will this legislation promote economic development in Massachusetts?

Yes, because it will put downward pressure on the IOUs’ electric rates for residents, businesses and municipalities across the State, lowering the cost of doing business in Massachusetts as IOUs will want to avoid “losing” parts of their service territory to new munis. Bristol Myers Squibb’s large investment in Devens was in part because Devens offers attractive electricity rates.

Each year, NStar charges residents about $400 million more, and businesses and public facilities (schools, hospitals, etc) about $300 million more than munis for the same electricity. NStar’s high rates effectively impose a $700 million “drag” on the Massachusetts economy, which would diminish once this legislation is enacted, because IOUs would work harder to reduce their rates.

2007 electricity costs at several dozen Massachusetts stores of a major supermarket retailer served by IOUs and munis – each store using about 2,500,000 kWh of electricity per year (as much as 400 homes) – were 11.3 cents per kWh from munis, 13.0 cents per kWh from National Grid (14.7% more than munis) and 14.5 cents per kWh from NStar (28.8% more than munis). If all stores paid the lower muni rates, this retailer’s electricity costs would have been cut by $5 million.
2006-07 electricity costs for Boston area high schools were 9.2 cents per kWh from munis and 18 cents per kWh from NStar. A school system would save $500-600,000 annually if NStar charged as little as munis, enough to hire 6-8 additional teachers at no cost to taxpayers or the State budget.
Why do munis charge so much less than IOUs for the same electricity?

It is difficult to explain the large differences in recent residential rates for 500 kWh/month:
Electric bill ($/month)  2003    2004    2005    2006    2007    2008    2009 (Jan-June)
NStar                                    $66       $66       $79     $103      $95     $100    $106
Unitil                                    $67       $69      $77      $101    $101     $105    $108  
National Grid                     $55       $60       $66       $80       $83      $87       $88
Munis (average)               $52       $52      $56        $62       $62      $69       $70
In 2009, NStar and Unitil charged $36-$38 more per month than the average muni. Less than $1.50 of that is because existing munis do not charge for energy conservation and renewables, as IOUs do (0.3 cent/kWh, or $1.50 for 500 kWh). New munis formed under this legislation would spend at least as much as the IOUs on clean energy.

A similar amount of the IOUs’ regular residential rates may be due to the discount offered to low-income customers. Munis typically pay more to their local government in PILOTs than IOUs pay in property tax. These payments actually raise muni rates, compared to IOUs.
After accounting for these differences, NStar and Unitil still charge $30–$35/month more than munis. The remaining rate difference is the result of various factors, which we cannot quantify:

  - IOUs pay dividends to their shareholders, but munis only have to balance their budget

  - the cost of borrowing is higher for IOUs than for munis, which use low-cost municipal bonding

  - IOUs have highly paid executives and several levels of management; munis are small and lean
  - munis have consistently maintained their infrastructure better than IOUs

  - some munis combine billing for electricity with their municipality’s water and sewer billing

  - munis are generally more efficient, with linemen who know the local network very well, while IOUs experience higher personnel turnover, and have fewer employees.

How large is a typical muni?

Massachusetts’ 4 IOUs serve 85% of the State’s population. The remaining 15% of our population is served by 41 munis created between 1889 and 1926 (plus Devens, in 1996). In 2007, the largest muni was Taunton (718.2 million kWh to 35,900 customers; $93.6 million in revenues) and the smallest Chester (5.5 million kWh to 650 customers; $670,000 in revenues). Concord (181.7 million kWh to 7,700 customers; $19.4 million in revenues), a typical size muni, has 32 employees, 42,000 square feet of offices, garage and warehouse and 37 vehicles or trailers.
Are munis good for employees and unions?

Yes. Like most IOU employees, most muni employees are unionized, and their compensation and benefits are set by contracts negotiated by the union. Muni cost advantages are not the result of lower union wages: unionized Braintree linemen earn more than unionized NStar linemen.

IOUs are likely to hire more (unionized) employees as a result of the legislation because it will create pressure on IOUs to improve service, which requires additional staff. Moreover, munis have more linemen than NStar, so new munis will add jobs in their municipalities. But the new jobs may be in different unions. NStar’s linemen are in the Utility Workers Union of America (UWUA), but munis also have other unions besides UWUA, the International Brotherhood of Electrical Workers (IBEW), the American Federation of State, County and Municipal Employees (AFSCME), etc.
Under this legislation, would the municipality compensate the IOU fairly for its equipment?

Yes. The municipality will pay what DPU determines the IOU’s assets (poles, wires, substations, transformers, sectionalizers, capacitor banks, etc, necessary to distribute electricity within the municipality) to be worth under the utility rate-setting rules DPU already uses to determine in each rate case the return the IOU is allowed to earn on its equipment.
DPU would set the price as the unrecovered investment of the IOU, typically in the tens of millions of dollars, depending on the amount of equipment installed in the municipality and its age. The IOU would receive a one-time payment equivalent to what the IOU would earn from customers in the municipality if it continued to serve them, plus other “reasonable compensation”. DPU already conducted this type of analysis in the 1990s, to resolve a dispute between the Hudson muni and the Town of Stow, which is also served by the Hudson muni.
If a new muni is formed, there is still only one utility, so where is the competition?

The competition is between the IOU and the option for a community to form a muni, which this legislation provides. If and when the IOU loses the battle for the hearts and minds of its customers in a community, and the municipality forms a muni, the muni must prove itself to the public, or face the prospect that the municipality will decide to return to corporate management. The voting public always has the choice of maintaining the muni, hiring an IOU to run the municipality-owned infrastructure, or selling the infrastructure to an IOU. Those are choices in distribution suppliers that IOU customers do not have, absent this legislation.
Would a municipality lose the local taxes paid by the IOU if it replaces the IOU with a muni?
No. Munis do not pay local taxes, but most instead pay a PILOT (Payment In Lieu Of Taxes) to their municipality, comparable to, or higher than, the taxes an IOU would pay on the same equipment. For example, in 2003 munis made these PILOT payments: Braintree $930,275, Concord $340,000, Holyoke $808,320, Hudson $268,163, Peabody $1,613,344, Reading $983,294 (Source: EIA Form 412, Schedule 5, line 9). Any municipality that establishes a new muni under this legislation would ensure that a PILOT is set at an appropriate level so the municipality does not lose any revenues.
How can munis match the IOUs’ resources in disasters, like access to more crews?

Munis do the same thing as large IOUs, via mutual-assistance agreements with other munis. Munis are better than IOUs at maintaining service and at restoring power after outages, as we saw during the December 2008 ice storm (munis restored power faster than Unitil) or the sweltering summer of 2001 (munis fared better than NStar). This is the result of the munis’ higher staffing (munis have more linemen on staff than NStar), extensive preventive maintenance and network upgrades.
What if a muni fails?

None of the 40 munis formed in Massachusetts between 1889 and 1926 (plus Devens in 1996) has ever failed. If a muni – or an IOU – was in trouble, it would have to raise its rates. Since muni rates are lower than IOUs’, that gives munis more “room” than IOUs in case of operational difficulties.
Isn’t it overwhelming for a municipality to form a muni?

Yes, forming a muni is a challenging, complex, expensive and lengthy process. But that does not make the legislation unimportant, or unworthy of support: without it, no new muni is possible.

The legislation makes the option to form a muni practical, it doesn’t impose that option on any municipality. Because the process is so complex, very few new munis are likely after the legislation is enacted, perhaps 3-5 over 20-30 years. But with the option to form a muni once again real, all Massachusetts electricity users will benefit because IOUs will have an incentive to improve service, lower rates and become more responsive to the needs of local communities. As a Boston Globe editorial put it, this legislation “would restore some power to the consumer.”
Would the formation of new munis harm the remaining customers of the IOU?

No. Electric customers in the remaining communities served by the IOU will be responsible for supporting the remaining distribution system of the IOU, after the muni has acquired the assets it needs to operate. The remaining communities would not pick up any additional costs. The new muni would pay for distribution within its own territory while the IOU would charge the remaining communities the costs of serving them.

Could we end up with 351 systems, harming worker safety and service?
No. Most communities will not choose to form a muni because the process is so complex, lengthy and expensive. The legislation requires DPU to approve a severance plan to ensure the coordination and efficiency of the electric distribution system, including as it is connected to the IOU-run system. Nebraska, with 155 publicly owned systems, has no particular problems with safety or service. Similarly, Tennessee has 87 public utilities, serving about 3 million customers. 
How does the legislation impact low-income customers?

New munis are likely to take at least as good care of low-income customers as the IOU does. Muni rates are lower than rates from IOUs, which helps low-income customers. DPU could be given the authority to require a muni to adopt low-income discounts, and to approve them. If the Legislature determines that new munis may cause inequities in support for low-income customers, it could create a mechanism to spread such costs across all munis and IOUs.
Additional questions about this legislation are answered in further details here.
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