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Many comments have been filed in response to the PUC’s proposed regulations at Docket Numbers L-00040169 and M-00041792.   My own comments focused on the need to allow default service providers to use the spot market as their supply source to avoid the huge risk premiums associated with forward purchases while creating a volatility protection fund for consumers.  Part of the default portfolio would still need to be resources that meet the Alternative Energy Portfolio requirements.  The comments of others contain many reasons why my suggested proposal should be adopted by the Commission, some of which are discussed briefly below. 

In short, based upon the comments supplied, it is even more apparent that my proposal to allow spot market purchases with a volatility protection mechanism to supply default providers is a superior way of ensuring default customers protections from the idiosyncrasies of the competitive market while still enjoying the benefits.  This is achieved in a relatively administratively simple manner and at a reasonable price rather than the huge risk premiums associated with forward market auctions.  

Comments Focused on Auction Rules:  Some comments focused on making sure that the auctions for future markets worked better.  These comments emphasize the many pitfalls of the auction approach and the extraordinary measures that must be taken to assure that abuse does not occur and that the customer gets the energy needed at the agreed price.  Many of these safeguards come with additional administrative costs or insurance premiums.  My proposed approach avoids all these issues as the purchases are made on the robust PJM spot market.  Conducting these off-market auctions becomes an unnecessary administrative burden in markets where de facto auctions are used to clear the market continuously.

Comments on Reduced Rates: Some of the comments focus on reducing the rates charged for default service.  As discussed in my comments, the auction approach contains an enormous risk premium that can be avoided through spot purchases.  The additional cost of establishing a volatility protection fund should be much less than the huge risk premium associated with forward contracts.  In short, the proposed spot-market approach with price volatility protection should produce lower rates than the proposed auction/forward-market approach.

Comments on Flexibility: Even though my comments indicate that my spot-market based approach should provider default customers with cheaper energy, it is proposed as an additional procurement methodology.  Flexibility is increased as proposed in many of the comments.

Comments on Portfolio Approaches: My comments recommend that the default service provider be allowed and even encouraged to meet its mandated Alternative Energy Portfolio (AEP) requirements through long-term contracts.  This creates a portfolio of at least AEP resources and spot resources.  At this time, I would be reluctant to embrace the long-term commitment by the default service provider to resources outside the AEP that may be at the margin during any point of the year or day.  This could lead to a new class of stranded resources and should be undertaken by competitive providers willing to take the long-term chance through market-vetted bilateral contracts.  It may be appropriate to allow long-term portfolio commitments by default service providers after several years of experience with default supply and only if it can be demonstrated that there is a significant reward to consumers of assuming this additional risk.

Conclusion: My proposal to allow and even encourage the use of spot market purchases with appropriate volatility safeguards as the major way of providing default service is further supported by the comments submitted by others.  My proposed enhancements to the Commission’s proposed regulations create a system that is administratively simpler and cheaper than auctions, provides for market-based portfolios and prices that includes AEP, provides default service providers with additional flexibility, and should provide customers with significant savings by eliminating the huge risk premiums associated with forward contracts while providing for protection from price volatility.
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