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Energy Price Relief Likely

Last May, we wrote to highlight the pending increases in electricity and natural gas utility
prices that Americans would soon be facing. For 2022, the average residential cost of electricity
to consumers rose 12.7%. Natural gas customers saw 20.7% higher prices from their utilities as a
national average. In 2022, a combination of more restrictive Federal permitting on drilling for
hydrocarbons, the curbing of capital budgets by oil companies, more confining lending policies
toward the energy industry and embargoing Russian energy created spikes in feedstock prices for
utilities that were transmitted to consumers.

However, 2023 has marked a change as year-to-date natural gas commodity prices have
declined 33% and are down almost 50% from where they peaked last year. A warmer winter in
North America and Europe causing demand destruction coupled with a shutdown of a natural gas
export facility has raised American reserves of natural gas in storage to 5-year high levels. Natu-
ral gas produces 38% of electricity generation in the United States.

This has led utilities to begin the process of reducing rates for households. For instance
First Energy Corporation enacted a 2.9% reduction in electricity rates starting March 1* for resi-
dential service in Pennsylvania. The U.S. Energy Information Administration estimates that fall-
ing feedstock prices will translate into 0.5% declines for the national average residential consumer
of electricity. Natural gas residential rates are expected to decline by 9% nationally.

If you notice, electricity rates are not expected to fall quickly. This is due to utilities be-
ing allowed to recoup some of the higher feedstock costs from last year. For some electric utili-
ties, return on equity (ROE) declined due to higher feedstock costs in 2022, but since states typi-
cally allow utilities to earn a ROE within a tight range some of that payback will retard rate cuts to
consumers.

Either way, utility rates appear to have hit an inflection point for 2023, this time in favor
of the consumer.
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