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Electricity Is the Lifeblood of the
U.S. Economy
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Key Drivers of
Electricity Costs

Today and Tomorrow



TODAY

Rising Fuel Costs

m Fuel prices Drivers of Electric Operations and Maintenance Expenses

greatly affect the
price of electricity

= On an industry-
wide basis, fuel
and purchased
power costs
account for
roughly 95
percent of the 22- =

percent increase .
.=
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$ Billions

In operations and
maintenance 20
(O&M) expenses
experienced by :
utilities in the last s rercram:
five years




Rising Fuel Costs:
Regulated vs. Restructured States

m Reqgulated States: Fuel expenses for utility-
owned generation are the core component of

O&M Iincrease

m Restructured States: Utilities face higher
ourchased power expenses

m Key Issue Is the timing of when each state
will experience increased fuel costs (rate
caps, long-term contracts, etc.)
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TOMORROW

Infrastructure Investment Costs:
GGeneration

m Over the next 10-20
years, net generating
additions are
expected to shift to
more expensive g
baseload capacity
(mostly coal)

m More expensive
renewable capacity
will arise from state-
level mandates over
the next 10 years °

Projected Capacity Additions
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additions not yet fully
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TOMORROW

Infrastructure Investment Costs:

Transmission
= Significant increase In —

investment coinciding with e
surge in generating capacity
m 116-percent increase since 1999

= $18.5 billion planned through 2008
on transmission infrastructure—a
25-percent increase over the
previous three years

= Benefits include newer
technologies, bigger
markets, lower prices,
reliability




TOMORROW

Infrastructure Investment Costs:
Distribution

- geo r?ltlar;]udeg r g\(l)v?l.l{l Iac'%?]rg)lgr&d Construction Expenditures’rﬁlrl_Distzigulfion’\tlJy S_hallgegol?er-Owned Electric Utilities
with the need to replace an R
aging distribution
infrastructure, will require
continued distribution
system investments

m |f recent investment trends
persist, distribution
Investment will average
$14 billion per year over
the next 10 years

m Likely to exceed :
generation and
environmental capital
spending in the next
decade
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TOMORROW

Environmental Compliance Costs

m From 2002-2005, the electric utility industry spent
$24 billion on compliance with federal environmental
laws; state and local rules drive that total even
higher

m Two recent federal rulemakings—the Clean Air
Interstate Rule and the Clean Air Mercury Rule—uwill
cost the electric utility industry $47.8 billion in
compliance costs between the years 2007 to 2025,
according to EPA

m The costs of potential carbon mandates would fall
heavily on electric utilities—and their customers

nEx



TODAY

Electricity Price Trends

m The national

average price for
eleCtriCity tOd ay | S Increase in cost of selected consumer goods

less than what it 1985 — 2005 (nominal dollars)
was In 1980’ When Percent
adjusted for
Inflation

= Even with recent
price increases, the
growth rate for
electricity prices
remains
compar able to ~an d Egg:;f/sm U.S. Department o ;?::r(,E I?:)reau of Labor Statistics, and U.S. Department of Energy,
even lower than,
other important OERE
consumer goods
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TOMORROW

The Bottom Line

m If utilities are able to make investments In
Infrastructure improvements, benefits will
Include:

= Increased diversity in fuel for generating
electricity

= Improvements in competitive power markets
= Cleaner generation

m Increased customer choice and control over
energy use
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Electricity Use In the Typical U.S. Home

Past — 1978 Present — 2003 Future — 2030
(1,755 sq. feet) (2,330 sq. feet) Average Total Use:
Average Total Use: Average Total Use: 1.45 kW/Hour/Household
1.07 kW/Hour/Household 1.30 kW/Hour/Household

Sources: The Brattle Group,
. National Association of Home I:pE
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Rising Electricity Use In Typical Home

= Average U.S. homes are larger and use more
appliances, electronic equipment than ever
before

= According to National Association of Home
Builders, in 2005:

= Average size of new homes reached record level of
2,434 square feet, vs. 1,645 sq. feet in 1975 — an
Increase of nearly 50 percent

= From 1975-2005, number of new homes built with
central AC increased from 46 percent to 89 percent

nEx
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What Are Utilities Doing?

= Many utilities try to “hedge” or enter into long-

term, fixed contracts for fuel at set prices
= Not all companies have this option, and such forward contracts
cannot cover all fuel needs

m Ultilities have increased the productivity (capacity
factors) of their power plants while at the same
time decreasing their operations and
maintenance costs
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What Are Utilities Doing?

Energy-Efficiency Programs

Electric utilities have taken a leading role in developing
energy efficiency and demand-response programs for
residential, commercial, and industrial customers:

= Between 1989 and 2004, electric utility efficiency programs
saved about 736 billion kilowatt-hours of electricity—enough
electricity to power nearly 68 million average U.S. homes for
one year

= Between 2001 and 2004, the electric utility industry invested
more than $6 billion in energy-efficiency programs and services

= Spending on DSM in 2004 by electric utilities increased by 20
percent over 2003

nEx



What Are Utilities Doing?

Examples of Electric Utility Programs

Smart-metering

n-home or online energy audits

Rebates for energy-efficient appliances

_ow-Interest loans to purchase high-efficiency
equipment

m Direct load control programs
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National Action Plan for
Energy Efficiency

=

National Action Plan

= New initiative to save
electricity and natural gas,
Includes blueprint of options
to encourage greater
energy efficiency

-

= In coordination with DOE

S _ for Energy Efficiency
and EPA, participating T
groups include: utilities,

public utility commissions,
energy consumers, and
non-governmental groups D



National Action Plan for
Energy Efficiency

m EEI outlined five key action areas the
iIndustry will emphasize to help implement

National Action Plan:

= create “smart” and energy-efficient buildings

= promote “smart” and energy-efficient appliances and
electric technologies

= accelerate development of advanced “smart” meters and
Infrastructure systems

= support development of electric ratemaking and innovative
rate design to give customers more control over electricity
bills

= commercialize plug-in hybrid vehicles P EX



What Can Customers Do?

m Tax Credits and Incentives
= EPAct 2005 contains several federal tax credits for improving the
energy efficiency of your home in 2006 and 2007

= Many utilities offer incentives to buy energy-efficient appliances,
such as Energy Star® refrigerators, dishwashers, and clothes

washers

= Bill Payment Assistance

= Utilities have created programs to help low-income customers

with billing assistance and weatherization help
m Utility fuel funds total more than $1 billion annually

= Federal programs, such as LIHEAP and the Weatherization
Assistance Program, provide assistance to low-income families

nEx



Electric Utility Resources

For a complete list of
EEI member
company programs
and incentives for
residential,
commercial and
Industrial

customers, visit our
Web site:

WWW.eel.org.
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about EEI | industry issues | products and services | meetings | magazine | newsroom
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The Role of Renewables

State Programs to Encourage Renewables

m “Green pricing”: customers choose to pay extra for
electricity generated from renewable sources

= Utilities in 44 states and District of Columbia offer option

m 2004: More than 928,000 customers participated in green pricing
programs (93 percent residential)

= Net metering: customers can generate renewable energy
and sell excess back to utility at end of month

= Utilities in 44 states offer net metering option, with more than
15,000 customers in 2004 (89 percent residential)

= 85 percent of net-metering customers nationwide are in CA

nEx



The Role of Renewables
State Programs to Encourage Renewables

m Renewable Mandates

m 2005: 23 states and the District of Columbia had
minimum requirements or goals for using renewable
energy

m Tax incentives, rebates for renewables

= Encourage consumers to implement renewable
energy systems at home and business
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Limitations of Renewables

High capital costs to capture and concentrate water, wind, and sun,
compared to fossil fuel production

Hydroelectric:

K ]L\Iew c)apacity IS limited (pumped storage may offer opportunities in
uture

= Dams raise environmental concerns (disruptive to ecosystems)

= Developing technology for wave energy and ocean thermal energy not
yet commercialized

Solar:
= Intermittent
= Large up-front investment
m Solar cells create chemical waste concerns

wind:
= Intermittent
= New transmission lines needed
= Turbines may endanger birds/bats
m Siting problems: “Not In My Backyard”
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How State Energy Officers Can Help

Build consensus among stakeholders

Develop coherent energy policies to promote
adequate supply and wise energy use

Promote energy efficiency programs by utilities

Support development of electrlc ratemaklng rate
design, and technologies (e.g., “smart” meters) to
give customers more control over electricity bills

Encourage policies that promote energy efficiency
as an investment for utilities
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