BEFORE THE PENNSYLVANIA PUBLIC UTILITY COMMISSION

Comments Submitted in Docket No. M-00061957

POLICIES TO MITIGATE POTENTIAL ELECTRICITY PRICE INCREASES

COMMENTS OF CUSTOMIZED ENERGY SOLUTIONS

The following are the comments of Stephen Fernands; President of Customized Energy Solutions, in response to the Pennsylvania Public Utility Commission’s Investigation Order entered May 24th, 2006.
Educate Consumers
Customer Education is a critical component of the transition from frozen rates to market based rates.  Much of what customers learned in the education campaigns of 1997 has been lost here in 2006.  Many customers do not appreciate the savings that they have realized from the rate freezes they have enjoyed over the past several years at a time when fuel prices have skyrocketed.  Customer education requires significant repetition of key facts, multiple sources of information, and clear ramifications of the removal of the price caps on their electric bill.  The Commission specifically states:
A component of this education program could be to inform customers on a regular basis of the level of wholesale energy prices, and how their electricity bills would be affected if these prices prevailed at the time the generation rate cap expired.
This would be quite valuable for customers.  Specifically the Commission could include the price for the Western Hub for utilities in the western part of Pennsylvania and the Eastern Hub for utilities in the eastern part of the state in 1998 through today and forward published prices.  It is important no matter what information is distributed that the customers understand the potential impact on their rates when price caps are removed.  Customers should also be made aware that unlike previous generation development that has been paid stranded cost payments future generation investment will not be born by retail customers.  Specifically the Commission should make clear that the stranded cost on the customer’s bill will be eliminated at the same time as the rate caps are removed reducing the total increase.

Encourage Conservation

One of the areas that the wholesale market could improve is with the proper measurement of reductions associated with energy conservation.  In the past number of years PJM has attempted to allow greater access for loads to participate in the wholesale market and reduce consumption in response to prices.  However, the measure of the reduction is based on a very short term usage pattern that does not take into account more fundamental conservation.  Such conservation should be measured and allowed to receive credit in the PJM market.  The methodology of this is two fold the first is through a credit towards the capacity portion and the other is towards a credit towards their energy charges.  Funding for this has typically been allocated to the zone as the zone benefits to the greatest degree through overall lower prices and less price volatility.  

Reduce Peak Demand for Electricity
We fully agree that this is a critical area that needs to be addressed not only by the Pennsylvania Commission but by the industry in general.  The clearest way to provide this for larger customers is through real time or day ahead indexed pricing that allows the customers to see the wholesale cost of power and respond to those prices.  Since few customers are able to respond in real time, and since the real time prices are quite volatile, it reasons that some customers will choose to bid their load into the day-ahead market or bilaterally contract for a fixed price of power.  PJM already has some programs in place to pay demand side response for price response in the day ahead and real time markets.  While these incentives are relatively low compared to the overall cost of the market, last year amounting to a few million dollars those incentives are important in that they allow customers to react to the visible market price published by PJM and know that they will be compensated the full LMP.  However, the incentives for those programs are set to expire well before the rate caps are removed – providing limited or no incentives for Pennsylvania customers who have in general not participated in those programs.  In fact Pennsylvania customers, which have enjoyed relatively low prices over the last several years will go into a market where it is expected that they would have had the opportunity to participate for the past few years in the PJM Demand Side Response Programs and will not have any of the incentives that the current customers going through the phase out of frozen rates enjoy.

Demand response has the greatest value in the 5-10% of the hours where prices are particularly high.  This is the part of the generation supply curve where there is little competition and even a small increase in consumption can increase the costs of the entire system significantly.  This fact is even truer starting in 2006 with the initiation of scarcity pricing that will administratively set the price at a high level during periods when the supplies of electricity are low.  Traditional methodologies such as seasonal rates and time of use rates are blunt tools to address this relatively small number of hours.  (Although they will help in limiting the need to have minimum stay requirements and allow customers to switch throughout the year.)  Peak period reduction will most likely come from advanced metering or other technologies that allow third party providers to reduce consumption during those periods when prices are the highest in exchange for a fixed and\or variable payment to retail customers.  For residential customers this can include thermostat, air conditioner cycling, water heater, and\or swimming pool programs.  For commercial and industrial customers it may simply mean allowing third party access to existing metering technology data feeds in order to get better data to alter customer usage during peak periods.

The importance of having a wholesale market that is set to accommodate Demand Side Response is critical.  While we remain skeptical that the benefits of the Reliability Pricing Model (RPM), if any, will outweigh the costs, it is important that IF RPM is approved some of the elements in the filed RPM model, such as the ability for load to opt out of paying the costs of RPM, be kept as a critical part of the program.  Likewise, those customers under default service should be able to reduce their rates by opting out of the capacity market through load reduction.  Like today, this should be able to be performed by third party providers of Active Load Management and not only the customers Load Serving Entity as that entity does not always have an incentive to offer these programs (the LSE may not have sufficient scale to justify the back office cost, may not have interest due to the programs complexity, or may have competing generation interests.)

Consider Alternatives for Avoiding Abrupt, Large Price Increases
For commercial and residential customers a staggered approach is valuable to customers and suppliers alike.  However, while there may be some value in staggering in the increase for customer moving to real time LMP based default supply it is not as necessary to have a phase in approach.  Although certainly running an auction and giving a fixed price will provide the customer with an option in other markets, the competition for industrial and large commercial customers has been relatively high with several suppliers competing for the business of these customers.  This can be shown in the switch rates or large customers in NJ and NY markets where in many areas over 50% of industrial and large commercial customers have switched suppliers.

For smaller commercial and residential customers offering some type of phase in BEFORE rate caps come off can be both beneficial and if done right not detrimental to retail competition.  There are two types of phase in strategies one could involve purchasing 1/3 of the power for 2011 in years 2008, 2009 and then the final third in 2010.  This would allow customers a number of years to adjust to the increased prices. The other option is to run competitive markets for the earlier years for a portion of the load and charge customers these higher rates and then use this over-charge to offset the customer’s future rate increases.  All customers that are with the utility during the initial overcharges should be entitled to receive a credit on subsequent bills whether or not they take service from the incumbent utility.  There will be some switch risk premium that suppliers will likely put into their price as customers are likely to switch if the cost of power falls.  This is true in any of the forward procurements and if seasonal differentiated prices are used should not impact the ability of customers to choose lower cost power in the future years.

I agree with the Commission, that if rate caps are put into place after the auctions take place, they will ultimately result in negative consequences for customers, utilities, and competitive suppliers, as suppliers will need to increase their risk premiums associated with this additional risk and these additional costs will be borne by customers.  

In addition to increases in the price of fuel there are several other factors that may result in abrupt increases in prices among these changes are the introduction of RPM and Marginal Losses as well as the elimination of incentives for DSR. Certainly one of the largest rate increases would result from a capacity market that is geared to make sure that no generator loses money.  Such is the goal of RPM.  We would strongly encourage the Commission to continue to take an active role in this proceeding.

Review Interplay with the Wholesale Energy Markets

Although there is not enough time to address all of the elements in detail some of the elements that interplay with the wholesale market are outlined below.  There are several wholesale elements that should be evaluated in this review.  These include:
· RPM, as discussed before, for the locational aspect, forward procurement, and the variable resource requirement, will raise costs for consumers.

· Marginal Losses – in particular the recovery of over-collected funds will need to be worked out in order for the customers to benefit from the improvements in generation dispatch.

· ARRs and FTRs – timing to align with auctions is critical with the need for multi-year ARR and FTR certainty in order to increase the number of competitive suppliers participating in these auctions.

· Siting of Transmission – LMP has come under harsh criticism for its role in magnifying years of transmission under-funding.  Pennsylvania is in a particularly critical location to foster interstate transmission development.

· Siting of Generation – There has been a lack of base load generation construction over the last number of years.  This is in large part due to the $2.50 - $3.50 mmbtu cost for natural gas during the last generation building boom in the mid-Atlantic.  New nuclear, cleaner coal, and renewable generation should all be evaluated by the Commission and siting facilitated to the degree possible.

· Long term transmission planning – backbone project are sorely needed and PJM is just starting to get this aspect of their market functioning properly.

· Long term fuel diversity – that markets should not favor one type of fuel and have their economics based on a pre-determined conclusion that natural gas will continue to be where new generation comes from.  This assumption is built into the RPM model and other market assumptions.

· Renewable Portfolio Standards – Accounting for what generation qualifies as meeting the standards and the physical location of renewable resources across the system will be important as more markets put into place these standards.
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