
October 12, 2000

DorothyGunn,clerk
Illinois Pollution Control Board
100West Randolph’St.
Suite 11-503
Chicago,IL

Dear Ms. Gwm:

RECEIVED

CLERK’S OFF!CE

OCT19 2000

STATE OF IWNOIS
Pollution Control Board

At last week’s “peaker” plant inquiry hearings in Springfield, I wasaskedto. provide the
dateofthearticle that includedthemap“The StatusofU.S.Electricity Deregulation.” It
originally appeared in the Wall Street Journalon August 14, 2000. A copy is enclosed.

Sincerely,

7~1ff1(~
SusanZingle
ExecutiveDirector

LCCA
LAKE COUNTY CO~SEKVA1iONALLIANCE
P~O.Box 405, Gr4yslake,IL 6003()
(847) 223.7178 Fa,c(847)223.7482
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Volatile Electricity Market ForcesFirms
To Find Ways to Cut Energy Expenses

By JONATHAN FRIEDLAIlI)
StaffReporterof THE WALL STREETJOURNAL

SouthernCalifornia’selectricitywoesaresendingajolt ofanxiety
throughcorporatesuitesnationwide,underscoringhowimportant
smartenergymanagementis becomingin aneraof deregulation.

Overthepastfewweeks,severalofthe24 statesthat beganopening
theirelectricitymarketsto competitionin 1996havebeenstruckby
extremepricevolatility and, in somecases,powershortages.At work
is acombinationoffactors:higher-than-expecteddemand,fewernew
generatingplantsthannecessaryto keepup with it andaninterstate
transmissionnetworkthatwasn’tbuilt for aderegulatedworld.
Complicatingmattersis thechaoticjigsawofrulesandregulations
governingthetransitionfrom fixed to freepricingacrossthenation.

Nowherehasthesituationbeenmore HeatingBills Could
critical thanin theSanDiego region,the Swell asMuch as
first areaofthecountrywhereretail 50%ThtsWinter
electricitypriceshavebeendictatedsolely
by marketforces.Consumerstherehave (~]PecoEner~iAgreesI_Jo Purchase Assetsseentheirbills double,settingoff apohtical From SitheEnergies
firestormandcausinglegislatorsand for $682Million
regulatorsto scramblefor waysto mediate
thepain.Lastweek,ahalf dozenplans * * *

werefloatedfor rolling backrates,though
noneof themseriouslyconfrontedthekey ~~]CaliforniaSenate
questionofwho wouldendup footingthe L!~.JClearSBill ThatWill
bill forthedifferencebetweenwholesale Curb PowerCosts
marketpricesandthosepaidby thenewly ~9. 11)
protecteduser. 1~T1Califomia’sGovernor

E!JOrdersRegulatorsto
Working Out the Kinks SlashElectric Rates

in Southern Areas(Aug.

http://interactive.wsj.com/articles/SB966205435831256200.htm 8/14/00
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~anuiegos woes-- as weu asiessacute
problemsin theNorthwestandNortheastof the country -- havedriven
hometo corporateAmericathat it is goingto takeawhile -- perhaps
threeto five years-- to work the kinks out ofthe nation’s new
electricityregime.‘Word hasspreadaroundthecountry,”saysDennis

threeto five years-- to work the kinks out ofthe nation~snew
electricityregime,“Word hasspreadaroundthe country,”saysDennis
Moran,energycommodityteamleaderfor hotel management
companyMarriott International Inc. “It’s beensucha shock.”

It is a shockthat is causingmanyto questiontheirmain assumption
aboutderegulation-- that competitionamongpowerproviderswould
leadto cheaperpricesand greaterefficiencies.And, assuch,it is
intensil~jingtheirsearchfor solutionsthat will protectand, in the best
ofworlds, evenenhancetheir bottom-lineperformance.

US OF U .S. EL. CTRIC ITV DE REGUL~J

Thosesolutionsrangefrom the simple-- like turningdownthe air
conditioningin officesand conveniencestores-- to thehighly
sophisticated-- suchaslong-termcontractswith energywholesalers
that includeperformanceincentivesand a complexarray~f hedging
options. Althoughmanycompaniesgive energyplanninga higher
priority nowadays,lots ofthem -- includingsomevery big ones-- are
still verymuch in the midst offiguring out the optimalcombinationfor
theirneeds.

“We’ve been in a robust economywherethe primaryfocushasbeenon
growingthe top line, not on controlling expenses,”saysCraig Sieben,
president ofChicago-basedenergyconsultantsSiebenEnergy
AssociatesLLC, which counts amongits clientsStarwood Hotels&
Resorts,Lucent TechnologiesandAimco, a real-estateinvestment

http://interactive.wsj.com/articles/SB966205435831256200.htm 8/14/00
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rlIvds.y ruj~~y trustthat ownsthousandsofapartmentunits. “We’re prettyamazedat
howfew firms haveacomprehensiveenergystrategy,”he adds.

Thatis changingfast -- particularly for big energyusers,which run the
gamutfrom classicOld Economycompanieslike KaiserAluminum
Ltd. to suchNewEconomystalwartsaschipmakerIi~iCorp. They
arethrowingmoreexecutivesinto the taskofstrategy designor are
hiring outsideconsultants.They areall trying -- in manycasesthrough
trial anderror -- to selectfrom a smorgasbordofmeasuresto limit
disruptionsanddampthe impactofhigherprices.

Inte”s Strategy

Intel is a goodcasein point. It usesa hugeamountofjuice to keep its
highlyautomated,temperatureandhumidity-sensitivesemiconductor-
fabricationoperationsticking alongsmoothly.So,it can’tafford to
enter in so-calledinterruptiblesupply contractswith generatorsin
exchangefor lowerprices,anincreasinglyfrequentarrangementin
Cali!brniathat is usedby more flexible userslike thecity government
ofSanFrancisco.For Intel, thecostofelectricity palesin comparison
to thebenefitsofoperating around the clock to meetdemand.

Instead,Intel hasenteredinto adealwith its power suppliers to
voluntarilyscalebackconsumptionwhenthey requestit, mainly by
reducinglighting andair-conditioning levelsat the onemillion square
feet ofoffice spaceit occupiesat its SantaClara,Calif. headquarters.
It alsoworks closelywith equipment suppliersto designfactory
equipmentthatconsumeslessenergy.Sincesuchchip-makinggear
becomesoutdatedeverythreeto five years,“the opportunityto build
more efficient systemsis significant,” saysspokesmanTom Beermann.

HoneywellInternationalInc. is anothercompanythat is adoptinga
variedapproach. The big aerospaceand automotive-systemsmaker,
basedin Morristown,N.J., generally modifies its production processes
to limit exposureto hours whendemandandpricesare generally the
highest,askingpower companiesfor discountsin return.It has signed
long-term fixed-pricecontractsin someareasand interruptiblesupply
agreementsin others.Overall,saysBill Ramsey,Honeywell’s vice
president, supply chain,the companyhasn’tseenanysignificant
increasesin electricity costs.

Ford Motor Co. hasbeenable to do better thanthat, though not
without someharrowingmoments.The company,which spends
around$300million a year onpower in North America,is entering
into more expensivefixed-pricecontractswith suppliers to avoid
having to rely on the spotmarket. But at the sametime, it also
reckonsthat continuingconservationmeasures-- plus somesmart
fixed-rate dealsearly on in the deregulationera -- meansit will pay
lessfor electricity thanit did back in the daysbeforethere was

http://interactive.wsj.com/articles/SB966205435831256200.htm 8/14/00
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competition.

PeteMehra,Ford’s energychief, saidthe auto maker has learnedsome
hardlessons.Lastsummer,it wasforced to briefly pay oneofits
suppliers ratesofasmuch as$9,000per megawatthour to keepthe
lights onat its Kentucky truck plant, whichmakesthecompany’s
hugely profitable big pickups and sports-utilityvehicles.Accustomed
to paying around $40 per megawatthour to powerthe plant, “that one
weekkilled us,” Mr. Mehra says.

Enron’s BusinessBooms

While companieslike Ford enter into long-term contractsonly
reluctantly -- a baddecisioncould put it at costdisadvantageto its
competitors-- servicecompaniesgenerallyhave lessqualms. Energy
trading companyEnron Corp., which signedcontracts to supply $3.8
billion in energyand energyservicesto customerslast quarter alone, is
doingabustling businessoffering securityin timesofuncertainty.

Dependingon the client’s appetite for risk, it offers packagesthat mix
fixed and indexedrates much as a mortgagedoes.And it provides
incentivesto thosefirms that allow it to replace their energy
infrastructureover time -- which, in turn, givesEnron a better senseof
what the client will be spending.Among thecompaniesthat have
signedup with the Houston-basedcompanyarePrudential Insurance
Co. of America,ChaseManhattanCorp. and ~jrn~i~Pro e~Qr~p,
one ofthe largest U.S. REITs.

Companiesfor whomelectricity is a make-or-break operating cost
have lessflexibility -- andaretheonesthat have beenhit worst by
current market conditions.Copper company~~p~j~!od e Corp.,
Phoenix, hasboostedin-housegenerationto reduceits relianceon
commercialsuppliersand is juggling its production schedulesto shut
down equipmentat times when the costofpoweroutstrips thevalue
of the ore beingminedandsmelted.

Rod Prokop, investor-relations director, sayshigher energycosts
coupled with interruptions at its operationsin ArizonaandNew
Mexico, both deregulatedmarkets, shavedaround $5 million off
Phelps’ssecond-quarterearnings, leading to a $37.5 million lossin the
period. Mr. Prokop adds thatPhelps will likely feel the impact of
volatile markets for the foreseeablefuture-- no matterwhat it does.

While thechangedenergyscenariohasspookedexecutives,it hasn’t
generally turned themagainstderegulation. If anything,they see
current problems resulting from the factthat legislatorshave beentoo
timid in unleashingmarket forces.

-- Staffwriters KarenJacobsin NewYork, DavidHamilton in San

http://interactive.wsj.com/articles/SB96620543583l256200.htm 8/14/00



SJFLflfl~A*AJ TV S.F.’ saa...aa~n.s V W

Francisco, SusanWarren in Dallas, GregoryL. White in Detroitand
AndyFasztorin Los Angelescontributedto this article.

Write to JonathanFriedlandatjonathan.ffiedland(ä~wsj.com
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