MAMEC

June 13, 2011
Chairman Benjamin Downing, Room 413F
Chairman John Keenan, Room 473B
Joint Committee on Telecommunications, Utilities and Energy
State House

Boston MA 02133

Re: Bill H869, An Act relative to the Establishment of Municipal Lighting Authorities

Dear Chairmen Downing and Keenan:

Following my testimony in support of Bill H869 on June 8 with Mayor Lisa Wong of Fitchburg and Tom Philbin of the MMA, I write with additional information and answers to questions the Committee asked at the public hearing.

Representative Kaufman, joined by several legislators, filed H869 in this 2011-12 session after the Joint Committee on Telecommunications, Utilities and Energy reported bills H3087 and S1527 favorably in June 2010 as bill H4792. The September 2009 written testimony by Paul Chernick, Chairman of the Lexington Electric Utility Committee, regarding H3087 and S1527, fully pertinent to H869, is attached.

H869 amends an obsolete, century-old statute (G.L. c. 164, § 43) to make the formation of municipal electric utilities (or “munis”) once again possible, if a municipality wishes to replace an underperforming investor-owned utility (or “IOU”).

Massachusetts’ 41 munis (including Ipswich, Concord, Wellesley, Peabody, and Chicopee) charge less than IOUs for the same electricity; provide better service, with fewer and shorter outages; and are more responsive to local needs. In January 2010, pursuant to section 107 of the Green Communities Act, DOER issued a report (mass.gov/Eoeea/docs/doer/publications/doer-municipal-utility-rpt.pdf) which documents the excellent performance of existing munis, their low rates, and the current obstacles to the formation of new munis (which H869 address). Our annotated summary of the report (massmunichoice.org/Documents/Annotated summary of DOER muni report.pdf and attached) is the best summary of issues related to H869.

H4792 improved H3087’s and S1527’s language, requiring new munis to comply with the Green Communities Act and to bear their fair share of certain IOU legacy costs (e.g. long-term supply, retirees). H869 further improves the language of H4792 in three areas:

  (1) H869 sets the value of the IOU’s assets as the “original cost of the property less accumulated depreciation” while H4792 set it as “50 percent of the net book value, plus 50 percent of the reproduction cost new less depreciation”.

For a $1,000 transformer that the IOU installed 24 years ago, with a 30-year book life, the ratepayers have already repaid $800 in accumulated depreciation through their utility bills. Under H869, the transformer is worth $200, the remaining investment that the IOU has not yet recovered from ratepayers. But under H4792’s language, the transformer’s “reproduction cost new” would be $2,563 if inflation averaged 4% annually over the past 24 years. Even after an 80% reduction for depreciation, this reproduction cost would be $513. Averaging the $200 original cost and the $513 replacement cost (both after depreciation) would give the utility $356 for the transformer, a gain of $156, 78% of its remaining investment.

In addition, if a newly formed muni buys an IOU asset that will soon require physical replacement (like the 24-year old transformer above), H4792’s language would make the muni pay twice, first the IOU as part of the “50 percent of the reproduction cost new less depreciation”, and again a supplier when the muni buys new equipment to replace the old one that has reached the end of its life.

  (2) H869 adds language (which H4792 lacked) to ensure that delays by the DPU in evaluating a municipality’s proposed new muni, or by an IOU in providing a deed for its assets do not effectively defeat the intent of this legislation by forcing the municipality to initiate costly litigation to get the process moving again.
  (3) H869 requires the DPU to approve a least-cost separation plan from the IOU, as the public interest requires, while H4702 arbitrarily assumed that reconfiguration and construction of new equipment will always be the preferred means of separating the utilities, which could add unnecessary costs.
Here are answers to questions the Joint Committee asked on June 8:

  - Has any city or town started the process to form a muni? Not to the best of our knowledge. Given the IOU’s “veto” power (under G.L. c. 164, § 43’s obsolete language), starting this process would waste a municipality’s time and money since the IOU would refuse to sell its assets at the end of the process. Asking an IOU to do far more limited things than to sell its townwide infrastructure has proven hopeless: in Lexington, we are still waiting for NStar’s answer to a request made several years ago regarding plans to retire an obsolete substation that occupies a full block in our historic Town Center.

  - What explains lower rates at munis than at IOUs? We do not have a full answer, but contributing factors include Federal income taxes, high returns paid to shareholders, high distribution losses at IOUs, lower management compensation at munis (massmunichoice.org/tdg_051111.aspx) than at IOUs (reuters.com/finance/stocks/companyOfficers?symbol=NST.N&viewId=comp), and sometimes inadequate preventive maintenance of IOU infrastructure (which saves money in the long run).

  - Do munis employ more workers than IOUs? Yes, as shown in the attached 2007 comparison of linemen employed per 1,000 residents served for IOUs and munis. For example, extrapolating from staffing levels at the nearby Groton and Hudson munis, a muni replacing Unitil would employ 31 linemen, while Unitil has only 18 to serve the same area.

  - Would separation of a muni territory from the surrounding IOU service area create risks for workers? The separation plan by DPU would ensure that no risks are created; 41 existing munis operate with no problems at connection points with nearby IOUs.

  - How do other States regulate formation of new munis?

Each State has a different framework. In some states (e.g., Florida and New York), the IOUs’ franchise agreements periodically come up for review and renegotiation; a dissatisfied municipality may decide at that time to form a muni. In other states (e.g., Oregon), the voters of the area to be served must vote for formation of the muni. H869 aims at adapting the framework that has been established in Massachusetts, with the most minimal feasible changes.

Once this legislation is enacted, very few new munis are likely to be formed. But all IOU customers will benefit, because underperforming IOUs will experience competitive pressure for the first time, from the possibility that a new muni could be formed, leading IOUs to work harder to improve their standing with customers and with communities.

Over 140 cities and towns, the MMA, Environment Massachusetts, MASSPIRG, the Governor, several Boston Globe editorials and over 2,600 people across the State who signed a petition (tinyurl.com/munipetition) support passage of this legislation.

We urge you to work with Representative Kaufman to advance this legislation as quickly as possible, since it has received extensive attention from the Joint Committee in the past session. Should adjustments in the language of H869 be proposed, we ask that Representative Kaufman’s office be immediately informed so that the bill sponsors can weigh in.

We strongly urge you to support passage of this important bill. I would be pleased to address any concern or question you or your staff may have. Thank you.

Best regards,

[image: image1.jpg]



Patrick Mehr

Massachusetts Alliance for Municipal Electric Choice

Attachments: Paul Chernick 2009 testimony re H3087 & S1527; MAMEC annotated summary of DOER muni report; NStar 2007 staffing; linemen staffing munis vs. IOUs; preliminary model of a muni to replace Unitil (results and explanatory notes).
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