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Some National Price TrendsSome National Price Trends

 Generally all regions of the country are seeing Generally, all regions of the country are seeing 
higher prices since early 2000s

 Wholesale prices have fallen since 2008, and p ,
been roughly steady since

 Restructured state prices increased rapidly from 
2002 until 2008, and have since leveled off 
(small decrease)
F t t th t till l t i ti t For states that still regulate, prices continue to 
increase, but are still below states that 
restructuredrestructured
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Figure 1.  Weighted annual averages for all states, regulated states and 
states that ended price caps for residential customers

(1990 through October 2012)(1990 through October 2012) 

"Retail Access States":
CT, DC, DE, IL, MA, MD, ME, 
NH, NJ, NY, OH, PA, RI & TX

"Regulated States":
AL, AR, CO, FL, GA, IA, ID, 
IN, KS, KY, LA, MN, MO, MS, 
NC, ND, NE, NM, NV, OK, 
OR, SC, SD, TN, UT, VT, 
WA WI WV & WYWA, WI, WV, & WY.

Data source: DOE/EIA.
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Figure 2.  Weighted annual averages for all states, non-RTO states and 
states that ended price caps for residential customers

(1990 through October 2012)(1990 through October 2012) 

"Retail Access States":
CT, DC, DE, IL, MA, MD, ME, 
NH, NJ, NY, OH, PA, RI & TXDoes RTO versus non-RTO 

state make a difference?

Western non-RTO states:
AZ, CO, ID, MT, NM, NV, OR, 
UT, WA, & WY

Southwestern non-RTO states:
AL, FL, GA, KY, LA, MS, NC, SC, & TN

Data source: DOE/EIA.
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Figure 3.  Weighted annual averages for Michigan and neighboring states
(1990 through October 2012) 

Data source: DOE/EIA.
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Figure 4.  Weighted annual averages for Michigan, neighboring states, and 
regional weighted average.

(1990 through October 2012)(1990 through October 2012) 

Data source: DOE/EIA.
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Figure 5.  Michigan average prices by sector
(1990 through October 2012) 

Data source: DOE/EIA.
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Figure 6.  Weighted annual averages for Michigan, neighboring states, and 
regional weighted average.

(1990 through October 2012)(1990 through October 2012) 

Adding New Jersey makes the 
graph look a little better

Data source: DOE/EIA.
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Why is Michigan and other states seeing higher 
i  (  th h f l i  h  b  f lli )prices (even though fuel prices have been falling)

 First . . . 
 Wholesale market prices?
 Declining sales (MWh sold)?
 EPA compliance costs?
 Fuel costs?
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Source: FERC November 2012 Derived from Bloomberg dataSource: FERC, November 2012, Derived from Bloomberg data.
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Midwest Annual Average Bilateral PricesMidwest Annual Average Bilateral Prices

Source: FERC, November 2012, Derived from the Platts data.
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. .Peak prices on May 29th 2012 . . .
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Source: U.S. Energy Information Administration, From EIA Beta, State Energy Profiles, March 2013.
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Figure 7.  Weighted annual averages for Michigan, neighboring states, regional 
weighted average, and MISO annual average bilateral price.

(1990 through October 2012)(1990 through October 2012) 

Michigan hub price

Data source: DOE/EIA.
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Figure 8.  All sector sales for Michigan, neighboring states, and regional 
weighted average.

(1990 through October 2012)(1990 through October 2012) 

Data source: DOE/EIA.
15 March 2013 Ken Rose

Source: U.S. Energy Information Administration, Form EIA-860, "Annual Electric Generator Report."
Note: Data for 2009 through 2011 represent actual retirements. Data for 2012 through 2015 represent planned 
retirements, as reported to EIA. Data for 2011 through 2015 are early-release data and not fully vetted. Capacity 
values represent net summer capacity. 16 March 2013 Ken Rose



Figure 9.  Michigan’s electric power sector natural gas and coal prices.
(1997 through 2012) 
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Michigan Net Generation by Energy Source 2011Michigan Net Generation by Energy Source, 2011
(percent of MWh)

National Net Generation by Energy SourceNational Net Generation by Energy Source
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Why is Michigan and other states seeing 
higher priceshigher prices

 These factors contribute to higher prices, but don’t seem g p ,
to explain all the variation
 Wholesale market prices
 Declining sales (MWh sold) Declining sales (MWh sold)
 EPA compliance costs

 Even though natural gas prices have been falling, coal is g g p g
going in the opposite direction

 What about new capacity costs?
 Not by itself EIA is showing about 365 MW in the pipeline for Not by itself, EIA is showing about 365 MW in the pipeline for 

Michigan (probably more being considered, but not far along 
in planning)

Oth RTO k t d k t t ? ( t lid ) Other RTO market and non-market costs? (next slide)
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Energy

Capacity

Congestion charges or FTR costs, 
other risk management costs

Costs for "full

Capacity

Ancillary Services The sum of the 
parts may beCosts for "full 

requirements" 
service to retail

Transmission/RTO Administrative 
Costs

Load change or "load following" risk 
(e g weather economy etc )

parts may be 
greater than the 
whole (due to new 

t d i k )service to retail
customers*

(e.g., weather, economy, etc.)

Customer migration risk (+ or -)

costs and risks)
Some of these 

costs did not exist 

Regulatory or legislative change risk

Utility (or "counterparty") credit risk with regulation

Fuel price change risk

Administrative and legal costs to 
participate or serve retail customers

Fuel price change risk
*Not all costs may apply in all cases.
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McDonald's Big Mac® Unbundled
two all beef patties

McDonald s Big Mac® Unbundled
Beef, salt, black pepper.

special sauce
Soybean oil, pickle relish [diced pickles, high 
fructose corn syrup, sugar, vinegar, corn syrup, 
salt, calcium chloride, xanthan gum, potassium 
sorbate (preservative), spice extractives, 
polysorbate 80], distilled vinegar, water, egg 
yolks, high fructose corn syrup, onion powder, 
mustard seed, salt, spices, propylene glycol 

lettuce
alginate, sodium benzoate (preservative), mustard 
bran, sugar, garlic powder, vegetable protein 
(hydrolyzed corn, soy and wheat), caramel color, 
extractives of paprika, soy lecithin, turmeric 
(color), calcium disodium EDTA (protect flavor).

Milk t ilkf t h lt di it t lt it i idcheese

pickles Cucumbers, water, distilled vinegar, salt, calcium chloride, alum, potassium 
sorbate (preservative), natural flavors (plant source), polysorbate 80, extractives

Milk, water, milkfat, cheese culture, sodium citrate, salt, citric acid, 
sorbic acid (preservative), sodium phosphate, artificial color, lactic acid, 
acetic acid, enzymes, soy lecithin (added for slice separation).

• One bundled pickles

onions

sorbate (preservative), natural flavors (plant source), polysorbate 80, extractives 
of turmeric (color).

Enriched flour (bleached wheat flour, malted barley flour, niacin, reduced iron, 
thiamin mononitrate, riboflavin, folic acid, enzymes), water, high fructose corn 

One bundled 
Big Mac cost 
about $3.50*

What would it
on a sesame seed bun

, , , y ), , g
syrup, sugar, soybean oil and/or partially hydrogenated soybean oil, contains 2% 
or less of the following: salt, calcium sulfate, calcium carbonate, wheat gluten, 
ammonium sulfate, ammonium chloride, dough conditioners (sodium stearoyl 
lactylate, datem, ascorbic acid, azodicarbonamide, mono- and diglycerides, 
ethoxylated monoglycerides, monocalcium phosphate, enzymes, guar gum, 
calcium peroxide, soy flour), calcium propionate and sodium propionate 
(preservatives), soy lecithin, sesame seed.

• What would it 
cost unbundled?
*Prices vary by location.
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Benefits & Costs of an RTO Structure

Benefits
 C it l ffi i i (

Costs
 De-integration costs, from loss of 

 Capital efficiencies (no over-
capitalization from ROR 
regulation)

vertical economies (when one 
decentralized entity supplied all 
products and services, i.e., Big Mac 
example)

 Operational efficiencies (lower 
operating costs)

 Savings from scale economies

example)
 Market power (made worse from any 

increase in market concentration)
 cannot assume bidders will bid their cost Savings from scale economies 

from operating a large RTO
 Less regulatory compliance cost 

( i b hi h !)

 cannot assume bidders will bid their cost
 cannot assume mkt monitoring will fix it

 RTO operation (or administrative) costs
B i t f k t ti i t(warning: may be higher!)

 Can facilitate variable resource 
integration  (however, can be 

 Business costs of market participants 
incurred to deal with ISO/RTO 
complexity

 Possible underinvestment ing ( ,
accomplished by other means)

 Possible underinvestment in 
infrastructure (e.g., transmission)

 Higher transmission congestion 
associated with trading over a largerassociated with trading over a larger 
footprint 
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Wrapping up   Wrapping up . . .
 Not saying that one option is clearly worse or better than the 

other retail access v regulation butother – retail access v regulation, but
 . . . there appears to be no clear benefit for retail customers, unless you 

look at just the last couple years, with retail choice – and that could 
quickly change if natural gas prices increase again (as they have in the 

t t di t t t)not too distant past)
 cost-based regulation was no simple matter, but if the “restructured” 

model can’t beat it, then something’s wrong
 Not always sure what “competition” has to do with what we have Not always sure what competition  has to do with what we have 

been doing the past 20 years
 replaced a complex, cumbersome, and expensive regulatory system 

with a complex, cumbersome, and expensive “deregulatory” system
 the current RTO (wholesale) and retail access-based model is a 

composite of different markets, that are highly regulated and frequently 
adjusted by FERC and the states

 Most of the country is facing the same cost pressures Most of the country is facing the same cost pressures 
(environmental, capacity, flat demand, renewable costs)
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Figure 10.  From another perspective . . .

• Just looking 
from 2004

g p p

y = 0.3641x + 10.71

12

14
from 2004 
through 2012, 
the average rate 
f h i t

y = 0.3367x + 7.7296
10

of change is not 
that different 
between the two 

8

Regulated states

R t il t t

groups of states
• So, . . . it’s fair 
to ask where’s

4

6
Retail access states

Linear (Regulated 
states)

to ask, where s 
the savings?

4
2004 2005 2006 2007 2008 2009 2010 2011 2012
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Figure 11.  

14

Even Texas (yes, 
Texas) follows the 

y = 0.2106x + 8.2149
12

)
same trend line over 
the entire time period

y

y = 0.2536x + 6.3521

10Maybe it doesn’t matter 
what we do because y = 0.1728x + 5.9466

8 Regulated states

Retail access states

what we do . . . because 
of the under lying 
economics of the 

6

Texas

Linear (Regulated 
states)
Linear (Retail 
access states)
Linear (Texas)

industry

4

Linear (Texas)
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Figure 12.  Average retail price of electricity, 
all sectors, 1960-2011,

MC > AC

MC  < AC
AC

- economies of

MC > AC
AC

- increasing

MC > AC
AC

- increasing
fuel costs

- increasing

MC </= AC
AC

- stable fuel  
prices
new smallerscale

- stable fuel costs

increasing
fuel
costs

- higher capital
costs
l l

environmental
compliance
costs

- new capacity
& EE

- new, smaller-
scale
technology
being added

- lower marginal
- large-scale

plants added
to ratebase

& EE
generation costs

Data source: DOE/EIA.
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