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The Economic Development Agreement involving IBM and its electric company, Green Mountain Power, is a complicated issue that has brought utility issues into the spotlight of the 2004 Vermont state legislative agenda. IBM, Vermont’s largest private employer currently employs approximately 6000 people. The debate rages as to whether the IBM- Green Mountain Power agreement allowing IBM to pay a lower rate, is justified. Many fear that the public ratepayers would have to pick up the tab for the IBM rate cuts. And others are concerned as to why the benefits aren’t open to other local businesses. Still, many are adamant about the need to create a business- friendly environment here in Vermont.


IBM uses enough power to make it the state’s third-largest utility. IBM claims that electricity costs more in Vermont than other states, estimating that the company pays 40 to 50 percent higher electric rates than what competitors pay in other states. IBM has been pushing the state to find a way to make it cheaper.


It is essential for Vermont to review its energy policies and come up with a more suitable plan for businesses, as well as residents. In 1990, residential electric rates were approximately 15 percent higher than the national average. Commercial rates were about 20 percent higher, and industrial rates were 35 percent higher than the average rate paid by customers in the United States. In the past 14 years, the difference has grown. Currently, all three sectors pay approximately 50 percent higher rates than the U.S. average. This translates into over $2 billion dollars in premiums that Vermonters have paid since 1990 in relation to the national average. This breaks down to approximately $200 million in premiums annually. (www.state.vt.us).

IBM and Green Mountain Power:


Green Mountain Power is Vermont’s twelfth largest business, selling electricity and energy services and products to half of Vermont’s 14 counties, and to about a quarter of Vermont’s retail customers. It is estimated that GMP supplies 88,000 customers in Vermont. Green Mountain Power’s rates are consistently lower than the average of all major electric utilities in New England. (www.gmpvt.com).

Green Mountain Power sells 26 percent of its power and derives 17 percent of its revenue from IBM, who is Green Mountain Power’s largest customer. IBM uses more power than the city of Burlington. IBM pays a lower basic rate than other customers because IBM maintains its own electrical distribution system, making it cheaper and more simple to serve. (www.gmpvt.com). 

The Economic Development Agreement:


On December 22, 2003 the Vermont Public Service Board issued a final order approving an Economic Development Agreement (EDA) between Green Mountain Power and IBM. The order was approved with conditions concerning IBM’s level of employment. A similar deal has been in place since 1994, but the new plan contains slightly different provisions. The Economic Development Agreement states that IBM qualifies for the discount only if the company retains the majority of their employees: if their current employment level drops by more than 5 percent, the company becomes ineligible for the discounted rate. Thus, with their current 6000 employees, no more than 300 could lose their jobs. 

The Economic Development Agreement provides a discount of approximately 15 percent on 15 percent of IBM’s total electrical use. It is estimated that the deal will save IBM approximately $500,000 (or less than two percent) of its $35 million annual electricity bill. (www.state.vt.us).

The Controversy: 


This agreement has become extremely controversial. In the past, the “economic development” provision allowed companies to take advantage of the discount on new power purchases only with the promise of creating new jobs. The new deal was agreed upon despite IBM’s denial to create new jobs. This more lenient standard has contributed to the increase in criticism and controversy over the new agreement. IBM officials contend that if the company reduces employment, it will be directly related to its costs in Vermont becoming less competitive, and the electricity discount is not big enough to be tied in with layoffs. 

The controversy over the new Economic Development Agreement brings us to the question: Should Vermont rewrite its policy to enable more businesses to participate in these deals? Would the proposed purchase of hydro dams allow Vermont to follow New York’s lead and offer businesses lower electricity rates?  

The argument is made that this is a case of price discrimination. Some feel that the offer for some GMP customers to pay a lower price than others is unjust. Many Vermonters are also discouraged by the notion that IBM’s rate discounts will be reflected in their residential rate increases. However, the 1.9 percent price increase in 2005 and the 0.9 percent price increase slated for 2006 were negotiated before the IBM deal came to the table. According to officials at IBM, GMP customers will not subsidize IBM’s electricity bill. The Economic Development Agreement rate covers all of the costs of serving IBM, plus a contribution to GMP’s fixed costs. According to the IBM officials, IBM’s size and energy use helps keep GMP’s overall rates low. So in fact, IBM is subsidizing other GMP ratepayers, (Couture). But, according to the Vermont Public Service Board, Green Mountain Power customers will make up any extra cost, but will do so for “the greater public good,” (Netzel).

Energy Conservation:

IBM has had energy management programs in place since the 1974 issuance of a formal policy calling for the “conservation of energy and materials in both design and manufacture of IBM products.” The objectives of the IBM energy program consisted of achieving and sustaining progress in “improving the environment in which we live by maintaining a position of leadership in energy conservation; and reducing costs and increasing competitiveness and shareholder value through gains in energy efficiency,” (www.ibm.com). Conservation efforts and policies have been put into action by changes in manufacturing processes, facility infrastructure, peak demand changes, the purchase of higher voltage electricity, and the consolidation of operations and space. These conservation efforts have effectively reduced the cost and use of energy by IBM worldwide. (www.ibm.com). 


IBM’s corporate conservation goal is to achieve annual energy conservation savings of 4 percent of the company’s annual electricity and fuel use. Over the past ten years, IBM has conserved an estimated 8.6 billion kilowatt hours of electricity, while avoiding 5.67 million tons of Carbon emissions, and saving approximately $529 million. (www.ibm.com). 

Differences in New York:


IBM claims that the Vermont plant is at a distinct competitive disadvantage with their competitors in New York, in regards to utility costs. By some estimates, electricity rates in Vermont are 40 to 50 percent higher than what competitors pay in other states. 

IBM’s base cost per kilowatt-hour at the Essex Junction plant is 7.2 cents. Compare this rate to the 5.3 cents per kilowatt-hour that IBM pays at its East Fishkill, New York plant. 


In New York the state government has created policies that make economic development one of their core values. This includes lower rates for industrial power, and considerably higher for residential. By some estimates, IBM’s Essex Junction plant pays $10 million more annually than they would if they were located in some areas of New York. (Remsen).


Economic development seems to be a top priority in New York. The restructuring of New York’s monopolistic electric industry has created approximately $4.4 billion in rate reductions since 1996, and the savings continue to grow. There are many energy cost saving programs for businesses in New York from the state, and the gas and electric utilities that serve the state. This allows the state to help preserve and create jobs, as well as increase economic growth in the state. (www.nylovesbiz.com).


Governor Pataki’s Power for Jobs Program, approved by the state legislature in 1997 has been extended a number of times and the range of benefits continues to grow. The Power for Jobs Program provides low-cost electricity for businesses that expand or remain in New York. After a company fulfills the requirement to retain or create a certain number of jobs, it receives energy cost savings of up to 25 percent. Energy cost savings depends on usage and local utility delivery charges. 


The Power for Jobs Program has helped more than 700 companies make a smooth transition to the relatively new deregulated electric policy in New York. Since its inception, the program has helped to retain or create more than 300,000 jobs. A similar program called Economic Development Power, has had similar success on a smaller scale. This program has helped more than 90 businesses create or retain 75,000 jobs. (www.nylovesbiz.com).

Conclusion:


While Vermonters debate the miniscule break that Green Mountain Power has negotiated with IBM, New York offers incentives and huge reductions in electric bills to attract business and strengthen its economy.  New York has implemented many successful programs to stimulate the economy and attract and encourage businesses to stay in New York as well as relocate to New York.


It is important for Vermonters and the state legislature to look carefully at nationwide energy and utility policy examples. We must learn from these examples and attempt to implement a system that will work in Vermont. Vermonters must also consider the costs if IBM were to leave the state completely. By most accounts, electricity costs would undoubtedly increase to a large portion of electricity users. Regardless of the reason for the increase, is it worth a couple cents extra on each electric bill for residents to keep Vermont’s largest private employer in Vermont?  Perhaps. But a better solution may be a state-funded program that would ensure transparency, instead of selected ratepayers paying hidden costs.

Vermont should take a look at the case of New York. A portion of their lower utility bills are made possible by diverting power generated by the efficient hydro dams near Niagara Falls to eligible companies. Perhaps this is a possibility in Vermont with the purchase of hydro dams along the Connecticut and Deerfield rivers.

The energy issue is an issue that concerns most Vermonters and it is essential to come up with a plan that offers businesses the opportunity to operate competitively, while also making residential electric costs fair and affordable. In the current global marketplace, businesses are being squeezed from every direction and in order to stay alive, they must keep costs as low as possible. It is important to have a state energy and utility policy that works with businesses that will ensure our economic stability, instead of driving them out of the state. 
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