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L INTRODUCTION

On January 13, 2012, PECO Energy Company (“PECO” or the “Company”) filed
the Petition of PECO Energy Company for Approval of Its Default Service Program
(“Petition™) with the Pennsylvania Public Utility Commission (“Commission™) pursuant
to Section 2807(e) of the Public Utility Code, 66 Pa. C.S. §2807(e), and 52 Pa. Code
§§54.181 — 54,189 and 69.1801 — 1817. The Petition seeks approval of PECO’s
proposed second Default Service Program (“DSP II”) to secure default service supply for
the Company’s customers for the period from June 1, 2013 through May 31, 2015.

The OSBA filed an Answer to the Petition as well as a Notice of Intervention and
Public Statement on February 2, 2012.

An Answer and Notice of Intervention were also filed by the Office of Consumer
Advocate (“OCA”™) on February 2, 2012. A Notice of Appearance was filed by the
Commission’s Bureau of Investigation and Enforcement (“I&E”) on February 7, 2012.

Interventions were also filed by: UGI Energy Services, Inc. d/b/a UGI
EnergyLink (“UGIES™); Dominion Retail, Inc. d/b/a Dominion Energy Solution
(“Dominion”) and Interstate Gas Supply, Inc. d/b/a IGS Energy (“1GS”); NextEra Energy
Services, Pennsylvania, LLC and NextEra Power Marketing, LLC (“NextEra Entities”);
Metropolitan Edison Company (“Met-Ed’), Pennsylvania Electric Company (“Penelec”),
Pennsylvania Power Company (“Penn Power”), and West Penn Power Company (“West
Penn”) (collectively, “FirstEnergy Utilities™); Tenant Union Representative Network &
Action Alliance of Senior Citizens of Greater Philadelphia (collectively, “TURN”);
Retail Energy Supply Association (“RESA™); Philadelphia Area Industrial Energy Users

Group (“PAIEUG™); Green Mountain Energy Company (“GMEC”); Direct Energy



Services, LLC (“Direct Energy”); ChoosePA Wind.com (“ChoosePA Wind™); Coalition
for Affordable Utility Services and Energy Efficiency in Pennsylvania (“CAUSE-PA™);
FirstEnergy Solutions Corp. (“FES”); Exelon Generation Company, LLC and Exelon
Energy Company (“ExGen”); Noble Americas Energy Solutions LLC (*Noble™); PPL
EnergyPlus, LLC (“PPL EnergyPlus”); Washington Gas Energy Services, Inc.
(“WGES™); and Constellation NewEnergy, Inc. and Constellation Energy Commodities
Group, Inc. (collectively “Constellation”).

A Prehearing Conference took place on March 13, 2012, before Administrative
Law Judge (“ALJ") Dennis J. Buckley, where the parties agreed to a procedural schedule
and discovery modifications.

The OSBA submitted the Direct Testimony, Rebuttal Testimony, and Surrebuttal
Testimony of its witness, Brian Kalcic.

Evidentiary hearings were held in Hafr'isburg on May 22, 2012, Witnesses for the
parties were cross-examined, and the testimony of the parties was entered into the record.

The OSBA submitted a Main Brief and Reply Brief in this proceeding on June 18,
2012 and July 3, 2012, respectively.

ALJ Buckley issued a Recommended Decision (“RD”) on August 29, 2012.

The OSBA submits these exceptions in response to the RD.



I, EXCEPTIONS

Exception No. 1: The ALJ erred by not recommending modification of
PECQO’s proposed procurement plan for the Medium Commercial Class te
ensure reasonable price stability for customers remaining on default service.

(RD, at 24-25)

The ALJ recommended that the Commission approve PECO’s proposed
procurement plan for the Medium Commercial Class. That plan replaces the current
acquisition of Medium Commercial default service supply through a mix of one-year
fixed price full requirements contracts (85%) and spot-priced full requirements contracts
(15%) with solely six-month fixed price full requirements contracts. These six-month
contracts would run back-to-back with no laddering, resulting in 100% turnover of
default service supply every six months. Such turnover creates a significant risk of
unreasonable price volatility.

The RD determined that because a majority of Medium Commercial customers
are now shopping, they “appear to have a diminished need for the same level of price
stability” offered under PECO’s previous default service pian.] However, the OSBA
objects to PECO’s Medium Commercial Class procurement plan because it wrongly
deemphasizes price stability for those Medium Commercial customers that choose to
remain on default service, in favor of making default service rates more market
reflective.”

The OSBA recommends that PECO instead utilize one-year (non-laddered) fixed

price full requirements contracts to acquire Medium Commercial default service supply.”

"RD at 25.
2 OSBA Statement No. T at 5-6.

" OSBA Statement No. | at 6.



The result would be that Medium Commercial default service supply would turnover
every twelve months as opposed to every six months. This approach is similar to the
procurement plan used in PECO’s last default service plan and would maintain a
reasonable degree of price stability.

ALJ Buckley’s decision rejected.the OSBA’s recommendation, alleging that the
OSBA “provides no justification for its objection” and “fails to address™ the fact that a
majority of Medium Commercial customers are now shopping.® In actuality, the OSBA
has acknowledged that the level of customer shopping is a factor to consider when-
determining the appropriate level of price stability. As ALJ Buckley correctly points out,
the OSBA submitted testimony as such when discussing Small Commercial Class
procur@melrzt.5

The OSBA does not, however, believe that higher shopping levels should obviate
the need for price stability.® Not all customers choose to shop. Not all customers who
attempt to shop receive attractive offers. For whatever reason customers remain on
default service, they should not be saddled with an unnecessarily and unreasonably
volatile rate. Price stability should remain an important consideration when acquiring
default service supply, regardless of how many customers choose to shop.7

For example, PECO’s Small Commercial procurement plan replaces two-year
contracts with one-year contracts. Similar to its attempted justification for the Medium

Commercial procurement plan, PECO argues that competitive retail markets serving

4 RD at 25.
* OSBA Statement No. 1 at 5-6.
S1d ats.

T 1d



Small Commercial customers have developed substantially since the start of its current
default service plan and that therefore these customers do not require as much price
stability in their default service rates.® The OSBA did not object to PECO’s Small
Commercial procurement plan because unlike the Medium Commercial plan, it is
counterbalanced by the fact that the one-year contracts would now be laddered.’
Laddering the contracts will limit turnover in Small Commercial default service supply to
50% every 6 months. The OSBA determined that this approach should provide
reasonable price stability for Small Commercial default service customers in light of the
percentage of customers shopping.

In contrast, PECO’s Medium Commercial procurement plan would result in a
100% turnover in default service supply every 6 months. Even considering the level of
Medium Commercial customers shopping, this approach could lead to unreasonable
default service price volatility for those customers remaining on default service.

At the expense of reasonable price siability, PECO has instead emphasized market
reflective rates in crafting its Medium Commercial procurement plan. PECO argues that
its plan does not reflect a current market price standard, but simply the consideration of
the appropriate level of price stability in light of developing retail opportunities.“
However, market reflective rates have clearly trﬁmpcd price stability in PECO’s
proposal. PECQ’s plan is thus inconsistent with the Commission’s Act 129 Final

Rulemaking Order, which states that “Act 129 explicitly repealed the ‘prevailing market

8 PECO Statement No. 3 at 27.
? OSBA Statement No. | at 5.
¥ 1d at 5-6.

" PECO Initial Brief at 17.



prices” standard and declared instead that the utilities’ generation purchases must be

designed to ensure ‘adequate and reliable service” at the ‘least cost to customers over

time ?'}312

The Act 129 Final Rulemaking Order affirmed the importance of price stability
versus market price in default service procurement, stating in relevant part:

We disagree with RESA’s overall recommendations as to
the proper interpretation of the “least cost” standard as
mandating that default service rates approximate, on a
prospective basis, the market price of energy. Such an
interpretation would signal retention of the “prevailing
market price” standard that has been expressly replaced
under Act 129. Moreover, this interpretation conflicts with
the Act 129 objective of achieving price stability which
dictates consideration of a range of energy products, not
just those that necessarily reflect the market price of
electricity at a given point in time. Price stability benefits
are very important to some customer groups in that
exposing them to significant price volatility through
general reliance on short term pricing would be inconsistent
with Act 129 objectives.”

Although the existence of competitive retail opportunities may be a factor to
consider when evaluating default service procurement proposals, reasonable price

stability should not be sacrificed in favor of making rates more market reflective.

12 Implementation of Act 129 of October 15, 2008; Default Service And Retail Electric Markets, Docket
No. L-2009-2095604 (Order entered October 4, 2011) at 4.

1* 1d at 39-40.



II1. CONCLUSION

Wherefore, the OSBA respectfully requests that the Commission modify PECO’s
proposed procurement plan for the Medium Commercial Class in accordance with the

OSBA’s recommendations.

Respectfully submitted,
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