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[bookmark: _Toc340669979]I.	HISTORY OF THE PROCEEDING	


		The purpose of this Recommended Decision is to recommend approval/approval with modifications of the second default service program filed by PPL Electric Utilities Corporation (PPL Electric or Company).

		On May 1, 2012, PPL Electric filed its Petition for approval of a default service program and procurement plan (DSP II) for the period of June 1, 2013 through May 31, 2015.  The Company served the Petition on the public advocates and the electric generation suppliers doing business in its territory.  The Company asks that the Commission approve its program no later than February 1, 2013, in order to have sufficient time to implement the program and to comply with the statutory deadline.  The Commission's statutory deadline is February 1, 2013.  66 Pa. C.S. § 2807(e)(3.6).  

		On May 19, 2012, notice of the Petition was published in the Pennsylvania Bulletin, 42 Pa.B. 2871, along with notice of the prehearing conference scheduled for June 6, 2012.  The deadline for filing interventions and protests was set for June 4, 2012.

		Notice of appearance was filed by the Commission's Bureau of Investigation and Enforcement (I&E) on May 14, 2012.  Notice of Intervention and Answer was filed by the Office of Consumer Advocate (OCA) on May 21, 2012, and by the Office of Small Business Advocate (OSBA) on June 4, 2012.  

		Timely petitions to intervene were filed by:  Sustainable Energy Fund (SEF), Eric Joseph Epstein, UGI Energy Services d/b/a UGI EnergyLink (UGIES), Direct Energy Services (Direct Energy), Retail Energy Supply Association (RESA), PP&L Industrial Customer Alliance (PPLICA), FirstEnergy Solutions Corporation (FES), the Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (CAUSE or CAUSE-PA), Dominion Retail, Inc. d/b/a Dominion Energy Solutions (DR), and Interstate Gas Supply (IGS)(filing jointly and referred to as DR/IGS), Constellation NewEnergy, Inc. (CNE) and Exelon Generation Company, LLC (collectively Constellation or Joint Suppliers), Nextera Energy Resources, LLC, and Noble Americas Energy Solutions.  

		By prehearing order served on the same list used by the Company to serve the Petition, those entities intending to participate in the litigation were directed to file and serve a prehearing memo on or before June 4, 2012.  Each of the parties and intervenors filed a prehearing memo.  

		The Company filed a motion for admission pro hac vice for Matthew Agen, Esq.  

		The prehearing conference was held as scheduled.  In attendance were the following:  on behalf of PPL Electric, Paul E. Russell, Esq., David B. MacGregor, Esq., and Michael W. Hassell, Esq.; on behalf of I&E, Regina L. Matz, Esq.; on behalf of the OCA, James A. Mullins, Esq.; on behalf of the OSBA, Steven C. Gray, Esq.; on behalf of UGI EnergyLink,  Melanie J. Elatieh, Esq.; on behalf of Direct Energy Services and RESA, Daniel Clearfield, Esq.; 
on behalf of PPLICA, Adeolu Bakare, Esq.; on behalf of FirstEnergy Services, Brian J. Knipe, Esq.; on behalf of the Coalition for Affordable Utility Services and Energy Efficiency, Patrick M. Cicero, Esq.; Eric Joseph Epstein appeared pro se; on behalf of DR, William Lehman, Esq.; on behalf of Constellation, Divesh Gupta, Esq.; Norman J. Kennard, Esq., on behalf of Noble Americas; and on behalf of SEF, Kenneth L. Mickens, Esq.

		The OCA and I&E proposed modifications to the Commission's rules regarding discovery, which were unopposed.  The modifications and the litigation schedule, also agreed upon, were adopted in the scheduling order (second prehearing order) issued June 7, 2012.

		On July 11, 2012, the Company filed a Motion for Protective Order, alleging that it is warranted because certain information requested, or which may be requested, in discovery, relates to confidential information.  This includes market-sensitive, operationally sensitive, or competitive information.  Following expiration of the response time, and no objection having been filed, it was granted by Order dated August 15, 2012 (Third Prehearing Order).  

		On July 20, 2012, the following parties served their prepared direct testimony:  CAUSE – PA, Constellation, Dominion Retail, FirstEnergy Solutions, OCA, PPLICA, RESA, and SEF.  Rebuttal testimony was served by August 17, 2012.

		The hearings convened as scheduled on September 7, 10 and 11, 2012.  A transcript of 322 pages was developed.  Initial briefs were filed on October 5, 2012, and reply briefs on October 22, 2012.  The record closed upon receipt of the reply briefs.  

		The matter is ripe for disposition.

[bookmark: _Toc340669980]II.	FINDINGS OF FACT	

		1.	PPL Electric Utilities Corporation is an electric distribution company providing service to approximately 1.4 million customers in its certificated service territory over about 10,000 square miles in 29 counties of the Commonwealth.  

		2.	OCA is a statutorily created public advocate empowered to represent the interests of consumers before the Public Utility Commission pursuant to Act 161 of the General Assembly, as amended, 71 P.S. §§ 309-1 et seq.  

		3.	I&E is an office within the Commission charged with representing the public interest in matters involving utility rates.  

		4.	OSBA is authorized to represent the interests of small business customers of utility services before the Commission pursuant to the provisions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. §§ 399.41-399.50.  

		5.	SEF is a Pennsylvania corporation established at the conclusion of PPL Electric’s restructuring proceeding and pursuant to the terms of the joint settlement filed in that proceeding.  Its mission is to promote and invest in energy efficiency, renewable energy and energy conservation in order to provide opportunities and benefits for PPL Electric’s ratepayers.  Petition to Intervene of SEF.

		6.	RESA is a trade association of power marketers, independent power producers, and a broad range of companies within the Mid-Atlantic marketplace, whose members at the time of filing included Champion Energy Services, LLE; ConEdison Solutions;  Constellation NewEnergy, Inc.; Direct Energy Services, LLC; Energetix, Inc.; Energy Plus Holdings LLC; Exelon Energy Company; GDF SUEZ Energy Resources NA, Inc.; Green Mountain Energy Company; Hess Corporation; Integrys Energy Services, Inc.; Just Energy; Liberty Power; PPL EnergyPlus; Reliant; Stream Energy; TransCanada Power Marketing Ltd. And TriEagle Energy, L.P.  The positions taken by RESA may not reflect those of the individual members.  RESA Petition to Intervene at 1.  

		7.	PPLICA is a an organization of industrial and commercial users which included the following at the time of filing:  Air Products and Chemicals, Inc.; Armstrong World Industries, Inc.; General Dynamics-OTS Scranton; Hercules Cement Company; Linde LLC; SAPA Extrusions, Inc.; The Hershey Company; TIMET North America; and Wegmans Food Markets, Inc.  PPLICA Petition to Intervene.

		8.	Dominion Retail, Inc., and Interstate Gas Supply, Inc., d/b/a IGS Energy (DR/IGS) are licensed electric generation suppliers (EGSs) in PPL Electric’s service territory.  Joint Petition to Intervene of DR/IGS.
  
		9.	UGI Energy Services, Inc., d/b/a UGI EnergyLink is an indirect, wholly-owned subsidiary of UGI Corporation licensed to provide electricity supply to retail customers in Pennsylvania, New Jersey, Delaware, Maryland, and District of Columbia and New York.  Petition of Intervene of UGIES.

		10.	Direct Energy Services, LLC, is an EGS licensed in Pennsylvania, with approximately 5.1 million customers in 20 states, the District of Columbia, and Canada.  Direct Energy Petition to Intervene.  

		11.	FirstEnergy Solutions Corporation (FES) is a subsidiary of FirstEnergy Corporation, and is a licensed EGS in Pennsylvania.  Petition to Intervene of FES.

		12.	Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (CAUSE) is an unincorporated association of low-income individuals that advocates on behalf of its members to enable consumers of limited economic means to connect to and maintain affordable water, electric, heating and telecommunication services.  Petition to Intervene of CAUSE

		13.	Constellation NewEnergy, Inc. and Exelon Generation Company, LLC, filed jointly as indirect, wholly-owned subsidiaries of Exelon Corporation, and EGSs licensed in Pennsylvania.  Petition to Intervene of CNE/Exelon.

		14.	Nextera Energy Services Pennsylvania, LLC and NextEra Energy Power Marketing, LLC, (Nextera) are active retail and wholesale suppliers of electricity products in the Commonwealth, and are part of NextEra Energy Resources, LLC, the largest generator of wind and solar energy in the country, owning and operating nearly 130 MW of wind generation and approximately 800 MW of natural gas generation.  Petition to Intervene of NextEra. 

		15.	Noble Americas Energy Solutions is a California LLC authorized to provide EGS services in Pennsylvania.  Petition to Intervene of Noble Americas.

		16.	Eric Joseph Epstein is a residential customer of PPL Electric with a history of intervention in PPL Electric’s cases before the Commission.  Petition to Intervene of Eric Joseph Epstein.

		

17.	PPL Electric’s proposed DSP II Program contains the following major default service components:

Residential and Small Commercial and Industrial (“Small C&I”) Customer Class default service supplies will be separately acquired through a series of fixed-price, full-requirements, load-following contracts;

The fixed-price, full-requirements, load-following supply will be obtained through semi-annual solicitations beginning in April 2013 and continuing through October of 2014;

PPL Electric will obtain fixed percentages of default service load through 12 and 9 month contracts replacing expiring contracts under the DSP I Program, in order to position itself for procurements to be made under laddered yearly contracts procured every six months;

The October 2014 procurement will procure 6 and 3 month contracts, so that no fixed-price load-following, full-requirements contracts extend beyond May 31, 2015, consistent with the Commission’s December 16 RMI Order;

The Company will cease procuring spot supply for the Residential and Small C&I Customer Classes;

The Company will not procure additional block supplies and will allow block supplies procured for the Residential Customer Class under the DSP I Program to expire as scheduled, with the result that the Company will have only 150 MW of block supply under contract at May 31, 2015, pursuant to existing 5 and 10 year contracts procured under DSP I Program;

The Company proposes that certain winning suppliers under the default service procurements for the Residential and Small C&I Customer Classes also would be responsible to provide supply to serve default service time-of-use (TOU) load under separately established payment terms.

Regarding the Large C&I Customer Class, the Company proposes to continue to procure default service supply with energy priced to the PJM real-time spot market, through annual solicitations to obtain competitive offers from wholesale suppliers.
PPL Electric Stmt. 1 at 8, 13; PPL Electric Stmt. 2 at 14-23.

		18.	PPL Electric’s proposed DSP II Program also includes proposals to establish new retail market enhancement initiatives.  These initiatives include:

A Customer Referral Mailing prior to undertaking the Opt-In Auction Program;

An Opt-In Auction Program with a minimum 5% discount off the price to compare (PTC), a $50 bonus, and a 6-month contract term; and

A Standard Offer Referral Program with a 7% discount off the PTC and a 6-month contract term.
PPL Electric Stmt. 4 at 19-29. 

		19.	The DSP II Plan proposes to eliminate 24-month fixed-price, full-requirements, load-following contracts for Residential and Small C&I customers that are currently acquired under the Company’s DSP I Program.  As these contracts expire, they will be replaced with fixed-price, full-requirements, load-following products with contract terms that are no greater than 12 months.  PPL Electric Stmt. 2 at 5; PPL Electric Stmt. 1-R at 6.  

		20.	The DSP II Plan proposes to eliminate the purchase of spot market full-requirements load-following supplies for the Residential and Small C&I classes and replace these products with fixed-price, full-requirements, load-following products with terms no greater than 12 months.  PPL Electric Stmt. 2 at 5; PPL Electric Stmt. 1-R at 6.  

		21.	The DSP II Plan proposes to eliminate the procurement of additional block supply for the Residential Customer class and allow a gradual phase down in the amount of block supply procured for the Residential Class as block supply contracts executed during the DSP I Program expire during the DSP II Program.  PPL Electric Stmt. 2 at 5; PPL Electric Stmt. 1-R at 6.

		22.	As of July 1, 2012, over 46% of residential customer load was being served by an alternative supplier in the PPL Electric territory.  OSBA Ex. IEc-S1; PPL Electric Stmt. 2 at 17-20.

		23.	There is less supplier interest in bidding on a 24-month product as compared to the 12-month product.  PPL Electric Stmt. 2-R at 25; PPL Electric Ex. JC-1-R.

		24.	The use of spot market priced products has contributed to the need for reconciliation adjustments, as spot market projections included in the price to compare vary from actual spot market prices.  PPL Electric Stmt. 2 at 19.  

		25.	Increased shopping has increased the proportion of default service load that is being provided by block supply.  PPL Electric’s current reliance on block supply has risen to almost 40% of total annual residential default service load.  PPL Electric Stmt. 2 at 12.

		26.	Allowing existing block purchases to expire without replacement will reduce PPL Electric’s reliance on block products to approximately 15-20% of its residential default service supply during the term of the DSP II Program.  PPL Electric Stmt. 2 at 20.

		27.	The DSP II Plan proposes to reduce the frequency of procurements from a quarterly basis to a semi-annual basis.  PPL Electric Stmt. 2 at 16; PPL Electric Stmt. 1-R at 6.  The Company proposes to purchase 12- and 9-month products semi-annually.  PPL Electric Stmt. 2 at 16; PPL Electric Exhibit JC‑4A.  The one exception to this procurement schedule is that the October 2014 procurement will obtain supplies under 6- and 3-month fixed-price, full-requirements, load-following contracts, so that no fixed-price load-following contracts would extend beyond May 31, 2015.  PPL Electric Stmt. 1-R at 6-7.

		28.	The semi-annual procurements will procure a relatively larger percentage of supply for shorter durations than under the DSP I Program.  PPL Electric Stmt. 1 at 8.  

		29.	PPL Electric’s goal is to move to a procurement schedule where half of default service supplies turn over every six months.  PPL Electric Stmt. 2 at 17

		30.	Multiple procurements create instances where actual default supplier load obligations can be very small, due to shopping and block supplies.  Less frequent laddered procurements can allow for increased product size.  PPL Electric Stmt. 2 at 13.  

		31.	Quarterly laddered solicitations obtain a smaller share of supplies needed for default service than semi-annual solicitations, with the result that default service prices will tend to change more slowly.  PPL Electric Stmt. 2 at 13-14.

		32.	By eliminating two-year contracts in the DSP II Program, PPL Electric is shortening the time between procurement and the final month of delivery under its contracts.  PPL Electric St. 1-R at 10-11.  

		33.	The cost to undertake quarterly default service solicitations is approximately $225,000-$275,000.  By changing from quarterly to semi-annual procurements, the Company can reduce procurement costs by roughly $500,000 per year.  PPL Electric Ex. 1 at 36; PPL Electric Stmt. 1-RJ at 2; FES Stmt. 1-R at 14.

		34.	PPL Electric’s current DSP I Program currently has two load caps that limit the amount of supply that may be won by any wholesale supplier.  PPL Electric St. 1, p. 22; PPL Electric Stmt. 1-R at 19.  There is a Solicitation Load Cap of 85% that is applicable to each of the three customer solicitation groups (Residential, Small C&I and Large C&I).  In addition, there is an aggregate load cap of 70% applied to wholesale suppliers providing supply to the Residential customer class and 65% applied to wholesale suppliers providing supply to the Small C&I class.  PPL Electric Stmt. 1-R at 19.  

		35.	There are currently 22 different suppliers providing products to meet PPL Electric’s default service requirements.  PPL Electric Stmt. 1-R at 20.

		36.	As of August 8, 2012, nearly 50% of Small C&I customers representing over 88% of load were shopping.  PPL Electric Stmt. 1-R at 4.

		37.	PPL Electric proposes to continue the strategy used in the DSP I Program to satisfy its Large C&I Customer Class Default Service obligation, i.e., it will acquire supply via the spot market.  PPL Electric Stmt. 2 at 15, 22-23.  

		38.	Each winning supplier is paid the hourly real-time spot market energy price for the PPL Zone, PJM’s capacity charge for the PPL Zone, and the price it bid to cover all other components of the full-requirements, load-following service.  PPL Electric Ex. 1, Appendix B, p. 8.

		39.	The vast majority of PPL Electric’s large commercial and industrial customers are purchasing power supplies from competitive retail suppliers and can be expected to continue to seek supplies from competitive retail suppliers. PPL Electric Stmt. 2 at 24.  

		40.	The Company proposes to procure certain alternative energy credits (AECs) to meet its obligation under the AEPS Act as a component of its fixed-price and spot-market Default Service supply contracts.  This process is unchanged from that used in the DSP I Program.  PPL Electric Stmt. 1 at 15-16.

		41.	The Company separately has entered into contracts to procure AECs for certain of its residential block contracts.  However, PPL Electric must still acquire Tier I non-solar and Tier II AECs to cover the period from June 1, 2013 through May 31, 2015 for the 10-year long-term product obligation during the DSP II Program Period.  PPL Electric Stmt. 1 at 15.

		42.	Because PPL Electric only needs to acquire additional AECs to cover a 50 MW obligation, PPL Electric proposes to solicit at least 3 pricing offers from AEC brokers in both June of 2013 and June of 2014 for Tier I non-solar and Tier II credits required to cover this long-term contract obligation.  PPL Electric Stmt. 1 at 15.

		43.	There is no need to address PPL's Cash Working Capital issue in this proceeding.  OSBA Stmt. 3 at 7.

		44.	Semi-annual changes in default service prices align with the Company’s proposals for six month contract terms for the Opt-In and Standard Offer Referral Programs.  PPL Electric Stmt. 4 at 22-23, 25-27.

		45.	The Company currently provides real time hourly default service pricing to its Large C&I customer class.  PPL Electric Ex. JMK-2.

		46.	PPL Electric estimated that it would cost over $360,000 to implement real-time default service pricing for all default service customers larger than 100 kW.  PPL Electric Stmt. 1-R at 31.

		47.	A rolling 12-month average reconciliation methodology will smooth E-Factor rate adjustments and allow C-factor rate adjustments, which reflect the changes in market prices resulting from default service procurements, to more accurately reflect default service rates over time.  PPL Electric Exs. JMK-5 and JMK-6; OCA Stmt. 1 at 14; Exhibit OCA-RSH-5.  

		48.	The overall impact on customer bills from interest is negligible and will not have a substantial effect on the E-Factor calculations or on customer shopping decisions.  PPL Electric Stmt. 5-R at 9.

		49.	A 12-month rolling average will incorporate periods of overcollection and undercollection, with the net effect that interest calculated and due to the Company on monthly undercollection balances may be offset by interest owed to customers on monthly overcollection balances.  PPL Electric Ex. JMK-5.

		50.	The DSP II GSC-1 reconciliation calculations will include the remaining over/under collection balances for both the fixed price and TOU price rate options as of May 31, 2013 under the DSP I Program for the separate Residential and Small C&I customer classes.  PPL Electric Stmt. 5-RJ at 2.  

		51.	PPL Electric is proposing in this proceeding not to extend the PPL Electric Green Power Program, which became effective on August 11, 2009, and is scheduled to terminate on May 31, 2013.  PPL Electric Stmt. 4 at 34.  

		52.	Customer participation in the Green Power Program varies from month to month, but has never exceeded a few hundred customers.  PPL Electric Stmt. 4 at 34.

		53.	The contract between Community Energy, Inc., the supplier of the AECs in this program, and PPL Electric, will terminate on May 31, 2013.  PPL Electric Stmt. 4 at 34.

		54.	There are now many green options available to customers and they are easily found on PaPowerSwitch.com.  PPL Electric Stmt. 4-R at 50.  

		55.	The Company proposes in this proceeding to eliminate procurements for the Optional Monthly Pricing Service (OMPS) and to eliminate this rate option for the Large C&I Customer Class.  PPL Electric Stmt. 1 at 10.  

		56.	The provision of OMPS was contingent upon PPL Electric receiving bids from wholesale suppliers to provide the service.  In every procurement to date under the DSP I Program, no supplier has bid to provide OMPS service, and the service has never been available.  PPL Electric Stmt. 1 at 10.	

		57.	PPL Electric publishes a final PTC rate about 10-15 days prior to the rate effective date.  PPL Electric Stmt. 1-R at 14.

		58.	PPL Electric also provides a preliminary PTC rate approximately 90 days in advance of the final PTC rate.  Tr. 157.

		59.	The Company’s regulatory accounting department does not finalize its calculation of the E-factor component of the PTC until about 15 days prior to the effective date of new GSC rates.  PPL Electric Stmt. 1-R at 14.

		60.	PPL Electric's TOU default service supply load should be bid separately from PPL Electric's fixed price load.  FES Stmt. 1 at 12.

		61.	Combining TOU and fixed-price products in one bid for wholesale supply complicates the bid design and may result in higher bids than would be obtained on just the fixed-price full requirements portion.  FES Stmt. 1 at 12.

		62.	TOU and fixed-price loads are two different wholesale products, with different risk profiles.  FES Stmt. 1 at 12.

		63.	The Company imposes a Transmission Service Charge (TSC) on all default service customers to recover the cost of acquiring transmission service for such customers.  PPL Electric Stmt. 5 at 10.  

		64.	Pursuant to PPL Electric’s tariff, the TSC is separately computed and applied to four customer classes:  Residential, Small C&I, Large C&I Primary and Large C&I Transmission.  For TSC purposes, the Large C&I – Primary customers take service at 12 kV primary voltage level and are served under Rate Schedules LP-4 and IS-P(R).  Large C&I – Transmission customers take service at the 69 kV or higher transmission voltage level.  Residential and Small C&I customers are served at a secondary voltage level.  PPL Electric Stmt. 5-R at 10.  

		65.	A change in the class assignment of certain customers will result in adverse effects on such customers and cost shifting among the different customer classes.  PPL Electric St. 5-R at 12; PPL Electric Stmt. 5-RJ at 1-2. 

		66.	To revise the TSC to apply to all distribution customers, shopping and non-shopping, on a non-bypassable basis would require that transmission-related costs currently billed by PJM to EGSs be reassigned to PPL Electric, which would then need to develop new class cost allocators.  Constellation Stmt. 1-SR at 2.  This process would need to account for all customers’ load, peak load and costs.  PPL Electric Stmt. 5-R at 13.

		67.	A change to a non-bypassable charge applied to all distribution customers would deprive customers of the opportunity to seek alternative arrangements for payment of transmission-related costs.  Constellation Stmt. 1-SR at 6.  

		68.	Current contracts with wholesale suppliers under the DSP I Program do not provide for suppliers to be responsible for these transmission-related charges, and several of these will not expire until March of 2015.  PPL Electric Stmt. 1-R at 30; PPL Electric Ex. JC-4A; PPL Electric Ex. JC-4B.  As such, it is not possible to require these suppliers to bear such transmission-related costs.  PPL Electric Stmt. 1-R at 30; OSBA Stmt. 3 at 2. 

		69.	PPL Electric’s current TSC cost allocation and reconciliation procedure among the customer classes is based on each transmission customer class’s percentage contribution to the five highest coincident peaks used by PJM to bill PPL Electric for default service transmission costs.  PPL Electric Stmt. 5-R at 13-14.

		70.	Maintaining the same customer class allocation factors can distort the class’s responsibility for demand related costs due to customers moving to and from default service.  Therefore, the customer class allocation factors for the demand related transmission costs should be adjusted on a monthly basis.  PPL Electric Stmt. 5-R at 15. 

		71.	The proposed monthly adjustment to the customer class allocation factors would be reflected in the annual reconciliation of TSC demand-related costs.  PPL Electric Stmt. 5-R at 15.

		72.	There is little interest in a time-of-use program from the Company's Small C&I customer class.  OSBA Stmt. 1 at 11.

		73.	Small C&I customer shopping rates in PPL's service territory are the highest in the Commonwealth.  OSBA Stmt. 3 at 5-6.

		74.	PPL Electric currently pays suppliers on a monthly basis, and proposes to continue that payment process in the DSP II Program.  PPL Electric Stmt. 1-R at 25.

		75.	PPL Electric has held twelve successful DSP I Program solicitations, which included monthly settlement provisions.  Throughout that period of time, PJM has invoiced suppliers on a weekly basis.  There is no evidence that implementation of a monthly settlement process in the SMA has negatively impacted participation or the success of any solicitation.  PPL Electric Stmt. 1-R at 25.

		76.	A change to a weekly settlement process will shift the Cash Working Capital responsibility from being borne by suppliers and included in their bid prices to being borne by PPL Electric and being charged to customers as an additional cost in Default Service rates.  PPL Electric Stmt. 5-R at 15-16. 

		77.	A Letter of Credit is a form of Performance Assurance given as security against default.  PPL Electric Ex. 1, Appendix A, page 15 – definition of Performance Assurance.  

		78.	PPL Electric's highest Unsecured Credit threshold is lower than three of the EDCs that the Company reviewed.  PPL Electric Stmt. 1-R at Ex. RGY-1R.

		79.	The fourth EDC reviewed is NSTAR, which is not located within the PJM territory.  PPL Electric Stmt. 1-R at Ex. RGY-1R.

		80.	PPL Electric has retained NERA as the independent third-party to administer each procurement, analyze the results of the solicitations for each customer class, select the supplier(s) that will provide services at the lowest cost and submit all necessary reports to the Commission.  PPL Electric Stmt. 1 at 23. 

		81.	PPL Electric developed the following timeline for the five foregoing retail market enhancement initiatives:

1.	Undertake the customer education mailing in late 2012-early 2013, as directed by the Commission.

2.	Implement the New/Moving Customer program scripts and New Customer Welcome Package in late 2012, as directed by the Commission.

3.	Undertake the added Customer Referral Mailing in the second or third quarter of 2013.

4.	Undertake the Opt-In Auction in late November/early December 2013.

5.	Initiate the ongoing Standard Offer Referral Program in mid-2014.
PPL Electric Stmt. 4 at 12-13.  

		82.	The Commission’s New/Moving Customer program working group has developed strict objectives, and the Company anticipates that it would start the New/Moving Customer referral program by the end of September 2012.  Tr. 86.

		83.	System modifications are needed to include a “day-one switch” capability envisioned by RESA, that would allow the customer to initiate service with an EGS directly through the Company’s Customer Service Representative (CSR), without a transfer to an EGS representative.  Tr. 92.  These modifications are anticipated in support of the Company’s Standard Offer Referral Program.  Tr. 92.  

		84.	As part of the New/Moving Customer Program, the Company will transfer a requesting customer to an EGS’s customer service center to initiate service from the EGS.  Tr. 90.  

		85.	Because the New/Moving Customer Program does not involve standarized EGS offers, the Company’s CSR could not place a new/moving customer on EGS service, but must instead refer customers to an EGS or to the Commission’s PowerSwitch website, as the terms of service would be unknown.  Tr. 92.

		86.	Customer confusion and negative views of customer choice can be created by presenting multiple different offers to customers in overlapping contexts.  PPL Electric Stmt. 4-R at 21. 

		87.	With small modifications, the Company’s basic structure of the Retail Opt-In Auction Program could be modified to a retail Opt-In Aggregation Program as adopted by the Commission in the FirstEnergy Order.  PPL Electric Stmt. 4-SR at 6-11.

		88.	The Company’s proposal for a 6-month term, coupled with its proposed schedule for implementing the auction and changing the PTC on a semi-annual basis, would effectively assure that participants would achieve five months of certain savings off the PTC.  PPL Electric Stmt. 4-R at 25.  

		89.	An opt-in program that does not have standardized price terms among all participating EGSs for the length of the contract may result in customer confusion and dissatisfaction and, ultimately, be harmful to shopping.  PPL Electric Stmt. 4-SR at 11.

		90.	An aggregation approach that establishes a 6-month term with a stated discount of 5% would produce a more positive shopping experience than a 5% discount for 4 months followed by a non-standard price among EGSs for a remaining 8-month period.  PPL Electric St. 4-SR at 11.  

		91.	Guaranteeing savings for the entire Opt-In Program term will avoid the situation where customers learn about price changes long after the differential has been in effect and have a negative opinion about the competitive market as a result.  OCA Stmt. 2-S at 5.

		92.	Customers participating in the Retail Opt-In Program should have the same information as customers in the retail competitive market, i.e., price, material terms and conditions, and identity of the EGS that will provide service.  OCA Stmt. 2-R at 8-9.

		93.	Adding additional notice requirements, or adding a requirement that the Company separately track low-income customers under the program and determine whether such customers have made an affirmative election to continue to shop, will add costs to the program.  PPL Electric Stmt. 4-R at 29-30. 

		94.	There is much more robust shopping by small business customers in PPL Electric’s service territory than in FirstEnergy’s service territory.  OSBA Ex. 1Ec-S1; RESA Ex. CHK-4; Tr. 320.

		95.	Adding a requirement of a minimum of four winning bidders complicates the process of selecting winning bidders through an auction process and may result in a lesser percentage discount being provided to customers.  PPL Electric Stmt. 4-R at 31; PPL Electric Ex. DAK-1R.  

		96.	A sealed bid approach is less complex, less costly and more consistent with the processes that the Company routinely uses to acquire full requirements default service than a declining clock auction.  PPL Electric Stmt. 4-R at 31-32.  

		97.	A separate process for tracking and changing low income customers back to default service at the end of a standard offer contract term would add costs.  PPL Electric Stmt. 4-R at 41-42.  

		98.	PPL Electric has entered into several contracts under its DSP I Program that would be affected by a June 1, 2013 start date for the Opt In Program and the Standard Offer Program.  PPL Electric Stmt. 4-R at 14; PPL Electric Stmt. 1-R at 30; PPL Electric Stmt. 2-R at 8.

		99.	Bidding for the Opt-In Program should be held after PPL Electric's default service supply procurement but before customer enrollment.  FES Stmt. 1 at 3.

		100.	Absent affirmative action by the customer, at the end of the Opt-In Program and Standard Offer Referral Program, the participating customer should remain with the EGS on a month-to-month contract.  FES Stmt. 1 at 3.

		101.	The Company proposes to begin the Standard Offer Referral Program in mid-2014 in order to provide sufficient time to make appropriate enhancements to its customer information and billing systems.  PPL Electric Stmt. 4 at 31; PPL Electric Stmt. 4-R at 18; Tr. 91-92.  

		102.	Any proposal to limit recovery of market enhancement program costs to default service customers could result in difficulties in PPL Electric fully recovering the costs of the Program.  PPL Electric Stmt. 4-R at 47.  

		103.	An aggregation approach would eliminate the need for a pre-auction mailing and the auction itself, and thus, would substantially reduce the cost of the Program.  (PPL Electric St. 4-SR, p. 9).  

		104.	Recovering costs only from winning EGSs in the Opt In Auction Program could increase the risk that PPL Electric could bill no EGSs for the costs of an auction and result in the need for substantial cost recovery from the Company’s customers in the event of a failed auction.  PPL Electric Stmt. 4-R at 48.  

		105.	By requiring EGSs to pay for pre-auction costs up front, the Company can determine whether EGSs are committed to participate in an auction, and avoid unwanted costs.  PPL Electric Stmt. 4-R at 48.  

		106.	Without a true up process that charges remaining pre-auction costs to winning EGSs, PPL Electric could be left with unrecovered program costs that it would have to charge to customers.  PPL Electric Stmt. 4-R at 48.  

		107.	PPL Electric identified two categories of costs that could be viewed as associated with the Standard Offer Referral Program that would not be recovered from participating EGSs.  The first of these would be service representative call time, which costs PPL Electric cannot separately identify and, therefore, would be reflected as part of operating expenses in a future rate case.  PPL Electric Stmt. 4 at 29; PPL Electric Stmt. 4-R at 44.  The second category of costs that would not be billed to EGSs are capital costs associated with the modifications to the Company’s customer information and billing systems, and that can provide other customer relationship functions.  These costs are estimated at $3 million, and would be recovered in a future base rate case.  PPL Electric Stmt. 4 at 29.  

		108.	PPL Electric's low-income customers are economically vulnerable.  CAUSE-PA Stmt. 1 at 3, 8.

		109.	As many as 73% of OnTrack, the Company's customer assistance program (CAP) customers being served by an EGS are being charged a higher price than the PTC.  CAUSE-PA Stmt. 1 at 16; Appendix B, PPL Response to CAUSE-PA Interrogatory, Set I, Nos. 5 & 6.

		110.	Approximately 12% of PPL's residential customers have been confirmed by PPL as low-income.  CAUSE-PA Stmt. 1 at 5.

		111.	Non-CAP residential customers pay the CAP shortfall, which is the difference between the full bill and the CAP customer’s unique required payment.  If OnTrack customers’ full bill responsibility increases, the CAP shortfall increases.  PPL Electric Stmt. 4-SR at 11-15; CAUSE Stmt. 1 at 13.  

		112.	If CAP customers receive benefits that are not reflected in the determination of their required payment, non-CAP customer cost responsibility would be higher than necessary to provide an affordable bill payment for CAP customers.  Tr. 106.  

		113.	If OnTrack customers’ required payments are unaffordable, they will default and likely face service termination.  PPL Electric Stmt. 4-SR at 13-14.  

		114.	OnTrack customers have been eligible to shop since the beginning of customer choice in the PPL Electric service territory.  PPL Electric Stmt. 4-R at 7.

		115.	The Company has put in place billing protocols that provide for a sharing of the costs and benefits of shopping by OnTrack participants.  These protocols are designed to encourage efficient shopping by OnTrack customers by increasing their required payment if they take more expensive service from an EGS while allowing them to receive a share of savings from shopping, while providing a share of shopping savings to the non-CAP residential customers that pay the CAP shortfall.  PPL Electric Stmt. 4-R at 8.  

		116.	A CAP customer participating in the Standard Offer Referral program would see only 50% of the 7% savings in the program.  CAUSE-PA Stmt. 1 at 15.

		117.	A CAP customer participating in the auction would see only 40% of the 5% savings within the program.  CAUSE-PA Stmt. 1 at 15.

		118.	The savings to CAP customers within the auction will occur only if their total consumption bill for any given month were to exceed $100 for non-electric heating or $200 for electric heating customers.  CAUSE-PA Stmt. 1 at 15.

		119.	If a CAP customer selects a supplier whose price results in a bill that is more than $5 higher per month for non-electric heating customers and more than $10 per month for electric heating customers then the CAP customer must pay all of the difference as a part of his or her CAP bill.  CAUSE-PA Stmt. 1 at 17; Appendix B, PPL Response to CAUSA-PA Interrogatory, Set I, No. 10, Attachment 1.

		120.	A CAP customer must bear the entire cost of a rate increase if it exceeds the monthly thresholds.  CAUSE-PA Stmt 1 at 17.

		121.	All of PPL Electric’s costs of providing default service have been unbundled.  PPL Electric Stmt. 1-R at 14.  

		122.	If an affiliate supplier is the successful bidder for one or more tranches of Default Service supply, PPL Electric would enter into a SMA with that affiliate.  It would not be practical or efficient, in light of the procurement schedule, for the Commission to review the SMA under 66 Pa. C.S. § 2102 at that time.  

		123.	The rate schedule designations in PPL Electric’s tariff are primarily based upon the nature of the service (e.g., residential or commercial) and the voltage at which that service is provided.  The Company’s tariffs, with limited exceptions, are not based on registered peak demand.

		124.	A requirement to divide all customers by maximum registered peak demand for Default Service purposes would create several problems for the Company and potentially its customers.  First, such an approach would create a situation where two customers served under the same rate schedule would be classified differently for purposes of purchasing Default Service supply.  Second, as a customer’s peak load changes, that customer may have to be re-assigned to a different customer class for Default Service purposes.  Both circumstances could create customer confusion and dissatisfaction, particularly because a customer assigned to the Large C&I Customer Class could only purchase Default Service supply on an hourly basis.  

		125.	PPL Electric proposes to use its current rate schedule designations as a basis for identifying customer classes in the DSP II Program.  The Company currently is using that approach in the DSP I Program, and it is working well.  PPL Electric Stmt. 1 at 6-7; PPL Electric Ex. 1, p. 47.  

		126.	RESA's proposal for a 5 mils/kWh adder to default service rates is not needed to recover any identifiable default service costs.  OSBA Stmt. 2 at 13.

		127.	RESA has not quantified any costs that would be recovered by its proposed $0.005/kWh surcharge that would be imposed on Residential, Small C&I and Large C&I default service customers.  PPL Stmt. 1-R at 14-15.

		128.	RESA's proposed surcharge is not related to any cost for implementing default service or the retail market enhancement.  OCA Stmt. 2-R at 8.

[bookmark: _Toc340669981]III.	DISCUSSION	

[bookmark: _Toc340669982]A.	LEGAL STANDARDS	

[bookmark: _Toc340669983]1.	Burden of Proof	

		Section 332(a) of the Code, 66 Pa. C.S. §332(a), provides that the party seeking a rule or order from the Commission has the burden of proof in that proceeding.  It is well-established that “[a] litigant’s burden of proof before administrative tribunals as well as before most civil proceedings is satisfied by establishing a preponderance of evidence which is substantial and legally credible.”  Samuel J. Lansberry, Inc. v. Pa. PUC, 578 A.2d 600, 602 (Pa. Cmwlth. 1990).  

		The burden of proof is comprised of two distinct burdens:  the burden of production and the burden of persuasion.  The burden of production tells the adjudicator which party must come forward with evidence to support a particular proposition.  See In re Loudenslager’s Estate, 430 Pa. 33, 240 A.2d 477, 482 (1968).  The burden of persuasion determines which party must produce sufficient evidence to convince a judge that a fact has been established, and it never leaves the party on whom it is originally cast.  Reidel v. County of Allegheny, 633 A.2d 1325, 1329 n. 11 (Pa. Cmwlth. Ct. 1993).  

		Therefore, the Company has the burden of proving that its proposed default service provider program is just and reasonable, and any party contesting it has the burden of persuading the Commission that the filing is not just and reasonable.

[bookmark: _Toc340669984]2.	Standards for Default Service	

		The requirements of a default service plan appear in Section 2807(e) of the Public Utility Code,[footnoteRef:1] 66 Pa. C.S. § 2807(e).  The requirements include that the default service provider follow a Commission-approved competitive procurement plan, that the competitive procurement plan include auctions, requests for proposal, and/or bilateral agreements, that the plan include a prudent mix of spot market purchases, short-term contracts, and long-term purchase contracts designed to ensure adequate and reliable service at the least cost to customers over time, and shall offer a time-of-use program for customers who have smart meter technology.  66 Pa. Code §§ 2707(e), 2708.  [1:  	Electricity Generation Customer Choice and Competition Act, Act 138 of 1996, as amended by Act 129 of 2008, codified at 66 Pa. C.S. § 2801 et seq.] 


	The Competition Act also mandates that customers have direct access to a competitive retail generation market.  66 Pa. C.S. § 2801(3).  This mandate is based on the legislative finding that "competitive market forces are more effective than economic regulation in controlling the cost of generating electricity."  66 Pa. C.S. § 2801(5).  See, Green Mountain Energy Company v. Pa. PUC, 812 A.2d 740, 742 (Pa. Cmwlth. 2002).  Thus, a fundamental policy underlying the Competition Act is that competition is more effective than economic regulation in controlling the costs of generating electricity.
Joint Petition of Metropolitan Edison Company, Pennsylvania Electric Company, Pennsylvania Power Company and West Penn Power Company For Approval of Their Default Service Programs, Docket Nos. P-2011-2273650, P-2011-2273668, P-2011-2273669, and P-2011-2273670, at 7-8 (Opinion and Order entered August 16, 2012)(FirstEnergy Order).

		Also applicable are the Commission's default service regulations, 52 Pa. Code 
§§ 54.181-54-189, and policy statement, 52 Pa. Code §§ 69.1802-69-1816.  The Commission has directed that EDCs consider the incorporation of certain market enhancement programs into their DSPs in order to foster a more robust retail competitive market.  Investigation of Pennsylvania's Retail Electricity Market:  Recommendations Regarding Upcoming Default Service Plans, Docket No. I-2011-2237952 (Order entered December 16, 2011), and Intermediate Work Plan (Final Order entered March 2, 2012)(IWP Order).  	 

		Finally, a default service provider shall file its service program with the Commission no later than 12 months prior to the conclusion of the currently effective program.  52 Pa. Code § 54.185(a).  The Company's current plan expires on May 31, 2013, and the filing date for the DSP II was May 1, 2012, more than 12 months prior to the expiration.  This requirement has been met.

[bookmark: _Toc340669985]B.	Description of the Default Service Plan II	

		In developing the default service components of the DSP II Program, PPL Electric retained the basic structure of the successful laddered procurement process that is being used in the current Default Service I (DSP I) Program and in the predecessor Competitive Bridge Plan (CBP).  PPL Electric Stmt. 1 at 7.  The Company incorporated certain modifications in the DSP II Program to address lessons learned from the DSP I Program and to align the program with provisions of the Commission’s order in the Investigation of Pennsylvania's Retail Electricity Market: Intermediate Work Plan, Docket No. I-2011-2237952, 2011 Pa. PUC LEXIS 617 (Dec. 16, 2011) (“December 16 RMI Order”).  The DSP II Program contains the following major default service components:

Residential and Small Commercial and Industrial (“Small C&I”) Customer Class default service supplies will be separately acquired through a series of fixed-price, full-requirements, load-following contracts;

The fixed-price, full-requirements, load-following supply will be obtained through semi-annual solicitations beginning in April 2013 and continuing through October of 2014;

PPL Electric will obtain fixed percentages of default service load through 12- and 9-month contracts replacing expiring contracts under the DSP I Program, in order to position itself for procurements to be made under laddered yearly contracts procured every six months;

The October 2014 procurement will procure 6- and 3-month contracts, so that no fixed-price load-following, full-requirements contracts extend beyond May 31, 2015, consistent with the Commission’s December 16 RMI Order;

The Company will cease procuring spot supply for the Residential and Small C&I Customer Classes;

The Company will not procure additional block supplies and will allow block supplies procured for the Residential Customer Class under the DSP I Program to expire as scheduled, with the result that the Company will have only 150 MW of block supply under contract at May 31, 2015, pursuant to existing 5- and 10- year contracts procured under DSP I Program;

The Company proposes that certain winning suppliers under the default service procurements for the Residential and Small C&I Customer Classes also would be responsible to provide supply to serve default service time-of-use (“TOU”) load under separately established payment terms.

Regarding the Large C&I Customer Class, the Company proposes to continue to procure default service supply with energy priced to the PJM real-time spot market, through annual solicitations to obtain competitive offers from wholesale suppliers.
(PPL Electric St. 1, pp. 8, 13; PPL Electric St. 2, pp. 14-23).
PPL Electric MB at 9-10.

[bookmark: _Toc337196636][bookmark: _Toc340669986]1.	Class Procurements	

[bookmark: _Toc337196637][bookmark: _Toc340669987]Residential - Fixed Rate

[bookmark: _Toc340669988]i.	Product Mixture	

		PPL Electric has proposed certain modifications to the DSP I Program procurements in its DSP II Program filing based upon lessons learned from its DSP I Plan.  PPL Electric Stmt. 2 at 8-14; PPL Electric Stmt. 1 at 7-10; PPL Electric Stmt. 1-R at 5-7.  

PPL Electric’s DSP I Program obtains a portfolio of laddered fixed-price full-requirements[footnoteRef:2] load following supplies, real-time wholesale electricity spot market full-requirement, load-following supplies, and longer-term fixed price block supplies for residential customers.  (PPL Electric St. No. 2, p. 8).  As shown on PPL Electric Ex. JC-1, PPL Electric currently purchases 350 MW of block supplies under 24 x 7 contracts.  These block supplies include four layered 50 MW block products that are scheduled to expire in 50 MW increments on a quarterly basis beginning May 31, 2013.  The Company has two 50 MW five-year term block products that will expire on December 31, 2015.[footnoteRef:3]  The ten-year 50 MW block unit entitlement product has a contract term extending to May 31, 2021.  (PPL Electric St. 1, p. 10).  PPL Electric purchases full-requirements, load-following products to supply 100% of residential default service requirements that remain after the purchase of the long term block products.  (PPL Electric Ex. JC-1).  Of these load-following products, 90% are purchased under fixed-price, full-requirements contracts.  The remaining 10% of these full-requirements, load-following supplies are purchased under contracts priced at the real time spot market.  The purchase of the fixed-price, full-requirements, load-following supplies are  [2:  	PPL Electric MB fn 24:  The term “full requirements” means that the wholesale supplier is responsible to provide energy, capacity, transmission (other than Non-market-based Transmission Services), ancillary services, transmission and distribution losses, congestion management costs, and such other services or products that are required to supply Default Service to PPL Electric’s default customers, including AEPS credits.  (PPL Electric St. 1, p. 6).]  [3:  	PPL Electric MB fn 25:  See PPL Electric Ex. JC-4A.] 

laddered, with a mixture of 12-month and 24-month products.  (PPL Electric Ex. JC-1).[footnoteRef:4]  Under the DSP I Program, the product mixture is structured around quarterly procurements with one or more block, spot full-requirements, or fixed-price full-requirements products being procured every three months.  (PPL Electric St. 2, p. 9; PPL Electric Ex. JC-1).   [4:  	PPL Electric MB fn 26:  In order to achieve the laddering effect following PPL Electric’s one-year CBP, and to coincide with the PJM year, the 12- and 24-month fixed price full requirements contracts were preceded by contracts with terms varying from 5 months to 26 months.  (PPL Electric Ex. JC-1).  The spot market full-requirements, load-following contracts are purchased once per year, effective June 1.  (PPL Electric Ex. JC-1).] 

PPL Electric MB at 12-13.

		PPL Electric’s DSP II Program proposes several changes to the product mixture and schedule of procurements of default service supplies for residential customers:

1.	Elimination of 24-month contracts.  As these contracts expire, they will be replaced with fixed-price, full-requirements, load-following products with contract terms that are no greater than 12 months.  

2.	Elimination of the purchase of spot market full-requirements load-following supplies. These will be replaced with fixed-price, full-requirements, load-following products with terms no greater than 12 months.  

3.	Elimination of the procurement of additional block supply.  The Plan allows a gradual phase down in the amount of block supply procured for the Residential Class as block supply contracts executed during the DSP I Program expire during the DSP II Program.  (PPL Electric St. 2, p. 5; PPL Electric St. 1-R, p. 6).  At the conclusion of the DSP II Program term, the Company would have 150 MW of block supplies remaining under contract.  (PPL Electric St. 2, p. 10)
PPL Electric MB at 13-14.

	In addition, PPL Electric proposes to reduce the frequency of procurements from a quarterly basis to a semi-annual basis.  (PPL Electric St. 2, p. 16).  The goal is to move to a product mixture in which half of the Company’s procurements turn over every six months.  (PPL Electric St. 1-R, p. 6).  To achieve this goal, the Company proposes to purchase 12- and 9-month products semi-annually.  Through these semi-annual procurements, the 12-month product will be solicited approximately one month prior to delivery while the 9-month product will be procured approximately four months prior to delivery.  (PPL Electric St. 2, p. 16; PPL Electric Exhibit JC‑4A).  The one exception to this procurement schedule is that the October 2014 procurement will obtain supplies under 6- and 3-month fixed-price, full-requirements, load-following contracts, so that no fixed-price load-following contracts would extend beyond May 31, 2015.  (PPL Electric St. 1-R, pp. 6-7).  This is designed to comply with the Commission’s recommendation in its December 16 RMI Order that default service suppliers minimize the amount of supply under contract after May 31, 2015.  (December 16 RMI Order at p. 19).  PPL Electric has included a provision that would allow it to extend the term of these final DSP II procurements by an additional six months depending upon what the Commission decides with respect to the end state of default service.  (PPL Electric St. 2, p. 16).
PPL Electric MB at 13-14.

		PPL Electric cites the fact that it has the highest current percentage of customer shopping of all major EDCs in Pennsylvania, and as of July 1, 2012, over 46% of residential customer load was being served by an alternative supplier, as support for its recommendations.  OSBA Ex. IEc-S1; PPL Electric Stmt. 2 at 17-20.  The Company claims that this level of shopping, when combined with further increases in residential shopping, supported a decision to move to a more simplified product mix, with shorter term fixed-price, full-requirements, load-following contracts.  PPL Electric MB at 15-16.

		The Company also argues that the significant reduction in default service supply obligation increases the volumetric risk to wholesale suppliers associated with longer-term (24 month) products, thus supporting their elimination.  PPL Electric Stmt. 2 at 17.  The Company cites less supplier interest in supplying a 24-month product as compared to the 12-month product.  PPL Electric Stmt. 2-R at 25; PPL Electric Ex. JC-1-R.  This observation supports elimination of 24-month contracts from the DSP II Program product mix.  PPL Electric MB at 16.

		The Company’s proposal to eliminate spot market products also is associated with the increased level of residential shopping in PPL Electric’s service area.  The Company explained that spot market products have been included in PPL Electric’s DSP I procurement to balance the less frequent price changes that occur with 24-month products.  With the elimination of the 24-month products, and shifting to shorter term laddered one-year products, the need for spot supply to balance the longer term products is eliminated.  PPL Electric Stmt. 2 at 18.  The use of spot market priced products has contributed to the need for reconciliation adjustments, as spot market projections included in the price to compare vary from actual spot market prices.  PPL Electric Stmt. 2 at 19.  The result has been that default service prices, and the resulting Price to Compare (PTC), have not accurately tracked market conditions.  By eliminating contracts with spot market pricing, this contributing factor to reconciliation adjustments is removed.  PPL Electric MB at 16.

		The Company seeks to reduce reliance on block products for residential customers because block supply under the DSP I Program is a fixed level of 350 MW of 24 x 7 product, and increased shopping has increased the proportion of default service load that is being provided by block supply to its current level of almost 40% of total annual residential default service load.  PPL Electric Stmt. 2 at 12.  Under minimum load conditions, the current level of block supplies is providing nearly all residential default service load.  PPL Electric Stmt. 2-R at 8.  With the anticipated success of the programs aimed to increase shopping, PPL Electric expects to be forced to sell a portion of its block supplies, potentially at a loss, if it continues to purchase the current level of block supplies.  PPL Electric Stmt. 1 at 10.  By allowing existing block purchases to expire without replacement, PPL Electric estimates that it will be able to reduce its reliance on block products to approximately 15-20% of its residential default service supply during the term of the DSP II Program.  PPL Electric Stmt. 2 at 20; PPL Electric MB at 16-17.



		The Company cites the use of block products as a contributing factor for the need for reconciliation:

Changes in the percentage of customer load that is shopping changes the percentage of customer load that is being served by the block supplies.  As a result, PTC price projections, which project the amount of residential load and the proportion that is served by block supply, will vary from actual residential load served by default supplies and thereby change the proportion of default service supply actually served from the block supplies.  This increases the likelihood of a divergence between amounts collected from default service customers and actual payments to the Company’s various wholesale suppliers.  (PPL Electric St. 2, p. 20).  PPL Electric’s proposal to reduce reliance on block supply will therefore reduce reconciliation adjustments arising from forecasting, thereby more closely align default service prices with actual market prices established by fixed-price, full-requirements, load-following contracts.
PPL Electric MB at 17.

		This plan faces opposition from OCA, RESA and FES.

		OCA recommends that the spot and block purchases not be phased out but continued under a slightly altered structure:

Block and spot purchases should be part of PPL's DSP II, and should target a fixed % of default service load.  These instruments are an important part of a least cost portfolio.  They have been demonstrated to work effectively, and no adequate reasons have been offered to discontinue them.  PPL should use block purchases that have differing amounts during summer peak hours, winter peak hours, and other hours.
OCA Stmt. 1 at 12; OCA MB at 13.

		OCA avers that elimination of these products will not eliminate necessary reconciliations, and forecasting need not be done to use them.  OCA's next recommendation is aimed at avoiding the problem of the block becoming a greater percentage of the load when customers switched to EGS supply.  

. . . shaped blocks with a base amount during all hours (i.e., 320 MW) plus additional blocks during winter peak hours (i.e., 120 MSW) and summer peak hours (i.e., 40 MW) will better follow the actual hourly loads and reduce on-peak purchases.  The OCA submits that the benefits of block purchases procured in the manner recommended by OCA witness Hahn are clear.
OCA MB at 15.

		OCA argues that this is not a managed portfolio approach but rather "a regularly scheduled procurement of standard products from competitive markets."  OCA Stmt. 1-S at 4; OCA MB at 15; OCA RB at 5.  The product mix is 75% full requirements contracts and 25% block and spot, adjusted to reflect the latest actual shopping statistics at the time of each solicitation.  This approach was used by PECO Energy, Metropolitan Edison Company, Pennsylvania Electric Company and Pennsylvania Power Company.  OCA MB at 16; OCA RB at 5.

		The Company responds that it does not have the capability to perform a full range of portfolio management functions, and that the method promoted by OCA requires it if the Company is to achieve the least cost over time, and that the PPL Electric method is designed to do just that.  PPL Electric MB at 24; PPL Electric RB at 13-14.  The Company believes that its reliance on fixed-rate, full-requirements, load-following contracts will avoid over and under collections caused by inaccurate spot market projections.  PPL Electric RB at 14-15.  

		OCA responds that its proposal was not intended to require the Company to engage in any additional procedures beyond what is commonly used, and that reconciliations will continue to occur even if block and spot purchase are eliminated.  OCA RB at 5.  

		The Company explains that it does not have the capabilities to perform a full range of portfolio management functions, and there is no evidence to support a finding that it would achieve the least cost over time standard required.  PPL Electric RB at 13-14.

		The OCA recommendations are denied for the reasons given by the Company.

		FES concentrates on the timing of the contracts, criticizing the Company's proposed elimination of the 24 month product as inconsistent with Act 129's least cost standard and price stability objectives and recommending its own portfolio.  FES MB at 13-14.  FES claims that its mix of 12, 15, 18 and 24 month contracts will keep the PTC relatively stable during a time period when:

Default service customers will be receiving voluminous information to educate them about shopping and how to evaluate competitive offers, including offers resulting from the proposed Opt-In Program and Referral program.  Significant changes to the default service PTC would add unnecessary complexity for customers during the transitional period. 
FES MB at 14.

		FES argues that contracts of this variety of duration can promote competition, as shown by the success of shopping within the PPL Electric service territory during the DSP I, which utilizes contracts of this length.  Without them, FES states that the Company fails to reach the required "long-term" contract required under Act 129.  FES MB at 14-15.  

		The Company agrees that FES’s proposal would result in a product portfolio that is largely similar to that used in the DSP I Program.  As such, PPL Electric believes that FES’s proposal cannot be expected to encourage further develop of retail markets beyond the levels of shopping achieved under the DSP I Program because it will continue to include less market-responsive 24-month contracts.  (PPL Electric St. 2-R, p. 24).  

The result would be a PTC that responds to market conditions more slowly.  To the extent that future market conditions experience an uptick in prices, the slower responsiveness of a portfolio with two-year contracts will tend to result in a PTC that is lower than market prices for some time period, which may not be conducive to encouraging increased shopping.  (PPL Electric St. 2-R, p. 24).  It is PPL Electric’s position that FES’s proposal is not sufficiently market-responsive, is not consistent with high level of supply in PPL Electric’s service territory, and therefore should not be adopted.
PPL Electric MB at 20-21.

		The Company's argument that a product portfolio so similar to the DSP I would be unlikely to spur additional shopping is persuasive, and the FES recommendation to maintain the 24-month product should be denied.

		RESA recommends modifying the Company's plan to include 12-month and quarterly fixed price, full requirements contracts where the percentage of quarterly priced contracts increases over the course of the DSP II, and modifying the Company's proposed semi-annual PTC price changes to maintain the current quarterly changing PTC.  RESA MB at 14. 
RESA states:

For the 58.7% of customers who remain on default service, implementing a more market-reflective default service rate (supplemented with the RMI initiatives as discussed below) will maximize the transition to a more robust and sustainable competitive retail electricity market.  To that end, the Commission must require PPL to do more to make default service rates more reflective of market prices of energy over time in order to fulfill the statutory requirements of the Competition Act.  Moreover, and as noted, now that the Commission has announced its long term market reforms in its RMI, it should adopt a plan that facilitates a reasonable transition to the quarterly procured three-month contracts that it has announced it intends to utilize starting in 2015.
RESA MB at 18.

		Under RESA’s proposal, the Company would be purchasing all of the power required for supplying default service customers once every three months which, PPL Electric argues, would immediately expose residential customers to substantial rate swings and rate instability.  

PPL Electric considers this to be contrary to the Commission’s recently revised default service regulations in which the Commission considered relative price stability to be an important consideration in implementing default service standards.  (PPL Electric St. 1-R, p. 8).  Part of the risk is that, as a greater and greater portion of default service load is served by an unladdered product procured at a single point in time, there is an increased possibility that a solicitation will occur at a time of unusual market conditions.  (PPL Electric St. 2-R, p. 20).  See Petition of Direct Energy Services, LLC for Emergency Order Approving a Retail Aggregation Bidding Program for Customers of Pike County Light & Power Company, Docket No. P-00062205, 2006 Pa. PUC LEXIS 3; 249 P.U.R.4th 327 (Apr. 20, 2006).  
PPL Electric MB at 21-22.  

		RESA has failed to sustain its burden of proving entitlement to its recommendation.  For the reasons presented by the Company, RESA’s proposal to move to 3-month full-requirements products for residential customers is denied.  

		As an alternative to its proposal to move to 3-month full-requirements products, RESA argues that the Company should continue to purchase spot market products in its default service portfolio.  RESA MB at 21.  

		PPL Electric argues that including spot market products in the default service product portfolio requires that the Company make projections of spot prices and load for the upcoming PTC period.  PPL Electric Stmt. 2-R at 15-16.  As future spot market prices cannot be known when determining the PTC, see Tr. 208-209, then actual spot market prices will be different than the price forecast for spot market products, the result will be to create additional E‑factor adjustments in subsequent PTCs, which can distance the PTC from relevant market prices as the PTC varies, either up or down, from underlying default service contract prices.  PPL Electric Stmt. 2-R, at 15-16; OSBA Stmt. 1 at 5; PPL Electric MB at 21-22.

		For the reasons expressed by the Company, the RESA recommendations should be denied.

		PPL Electric avers that its procurement plan satisfies Act 129’s requirements to obtain a prudent mix of supplies that insures the least cost over time:

	PPL Electric's reliance on shorter term, fixed-price, full-requirements, load-following products, with block supplies providing about 15-20% of customer requirements, will provide the benefit of reasonable price stability while tracking ongoing changes in wholesale electricity market prices.  (PPL Electric St. 1-R, pp. 7-10).  The proposed product mix will continue to promote development of retail competition while protecting against extreme price volatility.  The products being purchased are well known throughout the industry, and past experience demonstrates that one-year fixed-price, full-requirements, load-following products can be competitively procured by PPL Electric.  (PPL Electric St. 2, p. 29).  

	The use of fixed-price, full-requirements, load-following products also has resulted in reasonable prices for customers while encouraging retail competition.  PPL Electric witness Cavicchi presented calculations to demonstrate that the prices obtained for the various fixed-price, full-requirements, load-following products serving the residential class were consistent with, and likely less expensive than, a cost buildup that totaled the estimated costs of each of the major components of the full requirement product obtained separately.[footnoteRef:5]  On average, across the auction solicitations, the fixed-price, full-requirements, load-following product prices, which include all costs plus margin, were only slightly higher than the cost buildup, by roughly $1.10 per megawatt hour for the residential customer group.  This demonstrates that default service pricing based on the auction procurement of fixed-price, full-requirements, load-following products has been competitive and consistent with market conditions.  (PPL Electric St. 2, p. 31).  Moreover, if overhead, risk management and profit margins were included in the cost buildup, Mr. Cavicchi estimates that this would increase the cost buildup in the range $3 to $10 per megawatt hour, providing further demonstration that the fixed-price, full-requirements, load-following contracts are a prudent product supply.  (PPL Electric St. 2, p. 32). [5:  	The components of the cost buildup included the cost of energy based upon block products plus a load-shaping adjustment, the cost of capacity, the cost of ancillary services and the cost of Alternative Energy Credits.  PPL Electric Stmt. 2 at 30-31.] 

PPL Electric MB at 18.

		To support the conclusion that PPL Electric’s proposed DSP II procurement plan meets the least cost over time standard, the Company argues that a policy objective under Act 129 is to:  (1) protect default service customers, over time, from the potentially costly risk that could arise from the absence of laddered supplies and from contracts with too short a term, PPL Electric Stmt. 2 at 37; PPL Electric Stmt. 2-R at 22; and (2) support retail competition through default service rates that reasonably track changes in wholesale electric prices. PPL Electric Stmt. 2 at 37.  The expectation is that procurement of 9-month and 12-month laddered contracts will encourage non-shopping customers to consider offers from EGSs, as default service prices move with market changes.  PPL Electric Stmt. 2 at 34.  Further, by obtaining default service supplies through competitive solicitations, undertaken in the form of an auction, PPL Electric is always able to obtain default supplies at the lowest possible cost for the product being procured at that time.  PPL Electric Stmt. at p. 38.  PPL Electric MB at 16.

		OCA also has offered an alternative default service procurement proposal that stems from its concerns that wholesale suppliers participating in default service solicitations will recognize additional uncertainty associated with default service customers electing to take supply from EGSs under the Retail Opt‑In Program.  OCA Stmt. 1 at 20-22; OCA RB at 7.  In the alternative proposal, the DSP II should include (1) quarterly procurements of 12-month assignable contracts that extend beyond May 31, 2015; (2) an aggregate supplier load cap of 50%; and (3) semi-annual PTC changes and rolling average reconciliations.  The objective is to transition to quarterly procurements for 12 month contracts for approximately 25% of default service obligations.  OCA RB at 7.

		The Company does not agree:

	OCA’s alternatives would “set aside” the procurement of a portion of the full-requirements, load-following products until after the results of the Retail Opt-In Program are known.  Depending upon the results of the Opt-In Program, some portion of the “set aside” load would be procured with spot supplies.  There are several flaws with these proposals.  First, they may increase the amount of supplies procured at spot prices, thereby adding to reconciliation adjustments that cause the PTC to vary from market price.  (PPL Electric St. 2-R, p. 29).  Second, OCA’s proposal fails to take into account the nature of the full-requirements, load-following contracts that PPL Electric has with wholesale suppliers.  Full-requirements, load-following contract suppliers are committed to serve a set percentage of load (not otherwise met by block supplies).  OCA’s proposals would change that construct, with the result that the contracted percentage of load provided by a supplier would need to change to meet a target amount of load, rather than a percentage of load.  (OCA Ex. RSH-7).  OCA has offered no 


explanation of how a supplier’s contract should be modified to accomplish this post-solicitation modification of transaction confirmations.  (PPL Electric St. 2-R, p. 30).  OCA’s alternative proposals also should be rejected.[footnoteRef:6] [6:  	The Commission rejected a similar OCA proposal to hold back a portion of default service procurements in the FirstEnergy Companies’ default procurement case.  See Joint Petition of Metropolitan Edison Company, et al., For Approval of Their Default Service Plans, Docket No. P-2011-2273650 at pp. 27-29, 2012 Pa. PUC LEXIS 1348 at *43-47 (August 16, 2012) (“FirstEnergy Order”).] 

PPL Electric MB at 23-24; PPL Electric RB at 12-15.

		The Company proposes a simplified product mix that supports an appropriate balance between market reflective prices and price stability.  PPL Electric’s proposed product mix will “allow the influence of changing market prices to be reflected in the rates while still providing fairly stable rates over the default service period.”  Dominion Stmt. 1 at 3-4.  The Company points out support in the Commission's own words in adopting revised default service regulations:

In implementing default service standards, the Commission must be concerned about rate stability as well as other considerations such as insuring a “prudent mix” of supply and insuring safe and reliable service.  In our view a default service plan that meets the “least cost over time” standard should not have, as its singular focus, the achievement of the absolute lowest cost over the default service plan timeframe, but rather a cost for power that is both relatively stable and also economical relative to other options.  In this regard we agree with those points raised by both PECO and PPL.  To reiterate our prior point, the “least cost over time” standard should not be viewed as synonymous with maximizing market time and benefits at the expense of price stability and economy.[footnoteRef:7] [7:  	Default Service Final Rulemaking Order, pp. 40-41.] 


		PPL Electric’s proposed product procurement for the residential class is superior to the other proposals set forth in this proceeding as it strikes an appropriate balance between being market reflective and providing a level of price stability for default service customers.  PPL Electric’s proposed residential product mix should be adopted.  PPL Electric MB at 25-26.

[bookmark: _Toc337196639][bookmark: _Toc340669989]ii.	Procurement Schedule	

		PPL Electric’s proposes to change from a quarterly procurement process to a semi-annual procurement process, as part of its plan to simplify its process through the purchase of a series of laddered 9-month and 12-month fixed-price, full-requirements, load-following contracts while eliminating 24-month contracts.  Semi-annual procurements will procure a relatively larger percentage of supply for shorter durations than under the DSP I Program.  PPL Electric Stmt. 1 at 8.  Eventually, the goal is to move to a procurement schedule where half of default service supplies turn over every six months.  PPL Electric Stmt. 2 at 17.  The change will facilitate the Company's proposal to move to semi-annual price changes.  PPL Electric Stmt. 1-R at 5.  PPL Electric explained that this proposal would produce savings in procurement costs.  PPL Electric Stmt. 1-R at 10; PPL Electric MB at 26; PPL Electric RB at 16.

		RESA and OCA oppose the Company’s proposal to move to semi-annual procurements.  OCA contends that quarterly solicitations will provide more appropriate laddering of procurements, a quarterly solicitations result in staggered procurements of approximately 25% of load at any one time, thus allowing the price to better track current market trends while maintaining a reasonable level of price stability.  OCA Stmt. 1 at 12; OCA RB at 10.  

	Although the Company does support laddered procurements, too much laddering can create problems.  Multiple procurements create instances where actual default supplier load obligations can be very small, due to shopping and block supplies.  Less frequent laddered procurements can allow for increased product size.  (PPL Electric St. 2, p. 13).  In addition, quarterly laddered solicitations obtain a smaller share of supplies needed for default service than semi-annual solicitations, with the result that default service prices will tend to change more slowly.  (PPL Electric St. 2, pp. 13-14).
PPL Electric MB at 26.

		RESA promotes quarterly procurements for default service rates that more accurately reflect the underlying wholesale cost of electricity, RESA MB at 24, expressing concern that a switch to semi-annual procurements could result in procurements that are too far in advance of the delivery date, with the result that pricing would not reflect market prices at the time of delivery.  RESA Stmt. 1 at 14.  

		The Company responds that RESA’s concerns are unfounded.  

By eliminating two-year contracts in the DSP II Program, PPL Electric is actually shortening the time between procurement and the final month of delivery under its contracts.  (PPL Electric St. 1-R, pp. 10-11).  In addition, under PPL Electric’s proposed procurement schedule, contracts will be entered into approximately one month from the start date of delivery for the 12-month full requirements product and approximately four months from the start date of delivery for the 9-month full requirements product.[footnoteRef:8]  In PPL Electric’s opinion, these time periods should not be viewed as “too far in advance” of the delivery date.[footnoteRef:9] [8:  	RESA has proposed that procurements be undertaken two months in advance of the start date of delivery, which is longer than PPL Electric’s proposal for 12-month term contracts.  RESA Stmt. 1 at 14.]  [9:  	In the FirstEnergy Order, the Commission authorized procurements for one year and two year full requirements load following contracts up to five months prior to the time the FirstEnergy Companies were scheduled to first receive supply under those contracts.  FirstEnergy Order at 26.] 

PPL Electric MB at 27.

		RESA argues that a review of Maryland's experience shows that customer shopping had improved after moving from annual to semi-annual pricing, and remained at the high level after the institution of quarterly pricing.  The chart relied on can be used to support semi-annual pricing as well.  RESA RB at 25.

		However, the price of each solicitation by necessity causes quarterly solicitations to be more costly than semi-annual solicitations, thus raising the price unnecessarily.
PPL Electric demonstrated that: 

. . . the cost to undertake quarterly default service solicitations is approximately $225,000-$275,000.  This cost is almost entirely due to the use of an independent third-party manager, NERA Economic Consulting (“NERA”), to oversee all aspects of the solicitation process.[footnoteRef:10]  The Commission’s Default Service Policy Statement provides that procurements should be monitored by an independent manager.  52 Pa. Code § 69.1807(8).[footnoteRef:11]  By changing from quarterly to semi-annual procurements, the Company can reduce procurement costs by roughly $500,000 per year.  This is a worthwhile savings that should be adopted. [10:  	NERA is the administrator for various other EDCs’ default service procurements in Pennsylvania.  (PPL Electric Ex. 1, p. 36).]  [11:  	NERA is responsible for initial bidder qualifications, running the bidder information session, overseeing responses to bidder information questions, preparing a pre-bid evaluation report for the Commission, running the procurement, identifying winning bidders, and preparing a post-bid report to the Commission.  PPL Electric Stmt. 1-RJ at 2.  By having the solicitation run by an independent procurement manager, the Commission is provided assurance that the bid process is run fairly and objectively, without the concern of any favoritism in the selection of winning bidders.  Moreover, the Commission receives expert pre- and post-bid evaluations, again prepared by an independent party, that facilitate the Commission’s one-day review of bid results.  ] 

PPL Electric MB at 27-28.

		Semi-annual procurements will simplify and lessen the cost of default service procurements.  The proposal is reasonable and should be adopted.

[bookmark: _Toc337196640][bookmark: _Toc340669990]iii.	Wholesale Supplier Load Cap	

PPL Electric’s current DSP I Program currently has two load caps that limit the amount of supply that may be won by any wholesale supplier.  First, there is in place a Solicitation Load Cap of 85% that is applicable to each of the three customer solicitation groups (Residential, Small C&I and Large C&I).  (PPL Electric St. 1, p. 22).  Thus, an individual bidder cannot win more than 85% of a customer class’s default service load offered in each solicitation.  In addition, under the settlement of the DSP I Program, an aggregate load cap of 70% was applied to wholesale suppliers providing supply to the Residential customer class.  (PPL Electric St. 1-R, p. 19).  Under this separate load cap, PPL Electric (through its independent procurement manager NERA) must monitor and disallow bids if a single supplier provides more than 70% of the aggregate load of the class.  (OCA St. 1, p. 16).
PPL Electric MB at 28.

		In its experience with the DSP I, the Company has learned that supplier diversity has not been a problem.  There are currently 22 different suppliers providing products to meet PPL Electric’s default service requirements.  PPL Electric Stmt. 1-R at 20.  As a result, PPL Electric proposes to remove this separate aggregate load cap.  PPL Electric MB at 28.

		RESA and OCA recommend that the aggregate supplier load cap for residential customers be retained but be reduced to 50% from the current 70% level.  RESA Stmt. 1 at 21; OCA Stmt. 1 at 16.[footnoteRef:12]  Both contend that a reduced load cap of 50% is necessary to provide protection in the event of supplier default.  OCA MB at 20; RESA MB at 29. [12:  	FES indicated in rebuttal that it supports a complete elimination of any wholesale supplier load cap, but acknowledged it did not oppose PPL Electric’s proposal to retain the 85% Solicitation Load Cap.  FES Stmt. 1-R at 16.] 


		PPL Electric counters that it requires suppliers to provide security under the terms of the SMA.  

PPL Electric has in place strong performance assurance requirements, and as explained later in Section III.B.4.a. of this Brief, seeks to further strengthen those provisions under DSP II by reducing the unsecured credit for even the most creditworthy of wholesale suppliers down to $50 million.  The SMA contains a detailed formula for calculating mark to market exposure for each transaction.  (PPL Electric Ex. 1, Appendix A (SMA), Article 14.6 and Ex. F, pp. 40 and 59).  If at any time PPL Electric’s credit exposure to a wholesale supplier, as calculated pursuant to the mark to market formula, exceeds that supplier’s unsecured credit on any business day, then PPL Electric can require that the supplier post additional performance insurance to cover the additional risk of projected future prices exceeding the contract price.  (PPL Electric Ex. 1, Appendix A, Article 14.1, p. 37).  
PPL Electric Stmt. 2-R at 20; PPL Electric MB at 29.

		FES supports the Company position, pointing out that a load cap is not an appropriate means of avoiding the adverse consequences of a supplier default, and that the Company's plan already includes numerous protections against supplier default.  Further, FES points out that neither OCA nor RESA can point to an instance in which a default service supplier that met the requirements like those imposed by PPL Electric actually defaulted on a supply obligation.  See FES Cross Ex. 5.  They simply do not provide any support for their concerns.  FES MB at 29-30.

		The Company states that implementing the RESA/OCA recommendation here would be to increase default service rates if an otherwise successful low bid would be disallowed because a supplier otherwise would exceed the applicable load cap.  Tr. 247; PPL Electric MB at 29.  In light of the strong security provisions in effect, OCA’s and RESA’s proposal to reduce the load cap should be rejected.

[bookmark: _Toc337196641][bookmark: _Toc340669991]Small C&I - Fixed Rate

[bookmark: _Toc337196642][bookmark: _Toc340669992]Product Mixture and Procurement

		PPL Electric’s current procurement for the Small C&I class is a mixture of 90% fixed-price, full-requirements, load-following supply procured under one-year and two-year contracts, and 10% spot market priced, full-requirements, load-following supply.  The Company seeks to eliminate the spot market and two-year term full requirements contracts for the Small C&I class.  PPL Electric Stmt. 2 at 21; PPL Electric MB at 30.

For the reasons explained previously with respect to the residential procurement product mix, PPL Electric considers the proposed procurement for Small C&I customers to be a prudent mix of supplies for this class to be acquired consistent with the least cost over time requirements of Act 129.  In the case of the Small C&I class, the Company considers the procurement of a laddered full-requirements product with a one-year term to be an appropriate approach for this class, as a transition from the current mix of spot, one year and two year contracts.[footnoteRef:13]  One of the reasons for this reliance on one-year fixed-price, full-requirements, load-following contracts is that the remaining Small C&I customers taking default service tend to be smaller customers.  This is demonstrated by the fact that as of August 8, 2012, nearly 50% of Small C&I customers representing over 88% of load were shopping.  (PPL Electric St. 1-R, p. 4).  Therefore, the reasons supporting the elimination of spot and 2-year term contracts to provide default service supplies for residential customers are applicable to the Small C&I class.  (PPL Electric St. 2, p. 22).  Thus, the Company concluded that laddered one-year, fixed-price, full-requirements, load-following contracts would best serve the remaining default service Small C&I customers and provide further support for increased shopping.   [13:  	The Commission has previously approved the use of a single product to provide default service to a single customer class (see the default service procurement for the Large C&I class under the DSP I Program).] 

PPL Electric MB at 30-31.

		Two parties disagree with this proposal, as well as with each other.

		FES proposes that the Company continue to procure one and two year fixed-price, full requirements, load-following contracts.  FES contends that a portfolio of 12, 15, 18, 21 and 24 month contracts will result in greater price stability than the Company's proposed mix.  In addition, wholesale bidders are familiar with contracts of this length.  FES MB at 31.  

		The Company disagrees with the FES proposal because it reflects essentially no change from the current procurement mix under PPL Electric’s DSP I Program.  FES has offered no evidence to support a conclusion that continuation of the same procurement plan will provide any further support or encouragement for additional shopping.  PPL Electric MB at 31.

		RESA proposes a gradual progression toward quarterly procurements of full-requirements, load-following products with a three-month term.  RESA MB at 31-32.  RESA’s proposal with respect to Small C&I customers differs from its Residential customer proposal only to the extent that it would transition the Small C&I class even more quickly to three-month price products.  

RESA’s arguments in favor of its proposal to move all procurements for Small C&I default service customers to three-month full-requirements contracts are likewise similar to its arguments with respect to its proposed residential class procurement, with one additional argument.  RESA contends that its proposal to move this class’s product mix quickly to three-month contracts will serve as a good transition to moving customers with load over 100 kW to real time (hourly) pricing.  (RESA St. 1-SR, p. 9).  However, the record demonstrates that a potential conversion of these larger Small C&I customers to hourly price service is not a basis for moving the entire Small C&I class to three-month term contracts.  Only 4,007 Small C&I customers are currently larger than 100 kW, and of these customers, 3,709 or 93% are already shopping.  (PPL Electric St. 1-R, p. 32).  Thus, only about 300 default service Small C&I customers may transition, in the future, to real time hourly price service.  In contrast, there are 85,000 Small C&I customers under 25 kW receiving default service.  (RESA Ex. CHK-3).  This is not a basis for moving all default service Small C&I customers to a product mix that would cause their rates to change, potentially quite substantially, every three months.  RESA’s proposal does not reflect a reasoned balance between market reflective pricing and rate stability anticipated by the Commission’s recent amendments to its default service regulations.

	In addition, RESA has offered no reason for eliminating contract laddering at this time, which is a natural byproduct of its procurement proposal.  As more and more, and eventually all, Small C&I default service supplies move to quarterly procurements under RESA’s proposal, laddering is eliminated.  The Commission is well aware that there are risks inherent in any procurement plan that does not ladder procurement.  See Petition of Direct Energy Services, LLC for Emergency Order Approving a Retail Aggregation Bidding Program for Customers of Pike County Light & Power Company, Docket No. P-00062205, 2006 Pa. PUC LEXIS 3; 249 P.U.R.4th 327 (Apr. 20, 2006).  These risks include the possibility of an unusual event causing extreme price spikes, and the potential of substantial uncovered load in the event of a procurement failure.  (PPL Electric St. 2-R, pp. 20-22).  For these reasons, and those explained previously with respect to RESA’s Residential procurement proposal, RESA’s proposed transition of the Small C&I class to complete three month term full requirements contract should be rejected.
PPL Electric MB at 32-33 (footnote omitted).

		OSBA agrees with the Company's proposed product mixture for the Small C&I customers, including elimination of spot market purchases from the mix.  OSBA cites the Commission's policy statement, which states, "Fixed term contracts may be laddered to minimize rise, with a minimum of two competitive bid solicitations a year to further reduce the risk of acquisition at a time of peak prices."  52 Pa. Code § 69.1805(2); OSBA MB at 6-7.  However, OSBA recommends eliminating the final two, three and six month proposed procurements by extending them to nine and twelve month procurements, citing the particularly high shopping levels in the Small C&I class.  OSBA MB at 7, 10-16.

		The Company responds to this argument:

In rebuttal testimony, OSBA witness Knecht opposes RESA’s procurement proposal, but expresses the view that the rate volatility that would be experienced might not be much worse than that experienced by Small C&I customers under PPL Electric’s DSP I Program.  (OSBA St. 2, p. 3).  However, upon review of that testimony, it is apparent that Mr. Knecht is most concerned with PTC changes under the DSP I Program that have resulted from swings in the reconciliation E-factor.  PPL Electric has made a proposal to moderate these E-factor swings, i.e., rolling 12-month reconciliation, which is supported by both OCA and OSBA.  (See Section III.B.2.b. of this Brief).  Moreover, Mr. Knecht does not offer any evidence to suggest that RESA’s proposal for three-month term contracts would resolve his concerns with reconciliation.  PPL Electric respectfully submits that correcting the reconciliation issue is achievable, and should not serve as the basis for adopting what may be even more volatile price swings (and non-solution to E-Factor swings) through quarterly term contracts.
PPL Electric MB at 32-33.

		The Company's proposal is reasonable and should be approved for the reasons given.

[bookmark: _Toc337196644][bookmark: _Toc340669993]Wholesale Supplier Load Cap

		As is the case with respect to the Residential class procurement, the Company under the DSP I Program currently has a procurement load cap of 85% for Small C&I procurements.  In addition, the Company has an aggregate supplier load cap of 65% for Small C&I customers.  PPL Electric proposes to eliminate the aggregate supplier load cap for Small C&I customers, but retain the procurement load cap of 85%.  PPL Electric MB at 34.  No party appears to object to the elimination of the aggregate supplier load cap for this class, although RESA cautions that the Commission may wish to consider imposing a cap to ensure supplier diversity if the current migration statistics reverse at some future point in time. RESA MB at 34.[footnoteRef:14]   [14:  	OCA introduced the concept of a lower load cap in evidence but did not pursue it in its Brief, OCA MB at 21; therefore, its recommendation had been dropped.] 


		The Company’s proposal to eliminate the aggregate load cap for the Small C&I class should be adopted.

[bookmark: _Toc337196645][bookmark: _Toc340669994]Large C&I - Real-Time Hourly Rate

[bookmark: _Toc337196646][bookmark: _Toc340669995]Product Mixture 

For the DSP II:

. . .  PPL Electric proposes to continue the strategy used in the DSP I Program to satisfy its Large C&I Customer Class Default Service obligation, i.e., it will acquire supply via the spot market.  (PPL Electric St. 2, p. 15, 22-23).  Specifically, the Company will provide Default Service through one-year term products procured from wholesale suppliers through competitive procurements.  (PPL Electric St. 1, p. 7, PPL Electric St. 2, p. 9).  Each winning supplier is paid the hourly real-time spot market energy price for the PPL Zone, PJM’s capacity charge for the PPL Zone, and the price it bid to cover all other components of the full-requirements, load-following service.  (PPL Electric Ex. 1, Appendix B, p. 8).  PPL Electric’s witness Cavicchi explained that the vast majority of PPL Electric’s large commercial and industrial customers are purchasing power supplies from competitive retail suppliers and can be expected to continue to seek supplies from competitive retail suppliers. (PPL Electric St. 2, p. 24).[footnoteRef:15]  Continuing the default service spot market offering for these larger customers provides a flexible default service that is reasonably priced and available whenever a customer must rely on default service supply.  Id.  Moreover, the spot market product has been an appropriate default service product for supporting the development of a retail competitive market in Pennsylvania for these large customers.  Id.  No party has objected to the continuation of this product mix for the Large C&I customer class, and it should be approved. [15:   	See Constellation Stmt. 1 at 14 (providing examples of the various types of products and services available to large customers in the competitive retail market). ] 


PPL Electric MB at 35.

		The Company's proposal is unopposed and approval is recommended here.

[bookmark: _Toc337196647][bookmark: _Toc340669996]Procurement Schedule

	For the Large C&I class, PPL Electric proposes to issue a single annual solicitation, wherein the Company will request competitive offers from suppliers to provide Default Service spot market supply.  PPL Electric Stmt. 1 at 7, PPL Electric Stmt. 2 at 22; PPL Electric MB at 35.  The first solicitation is proposed to take place in April 2013 and the second in April 2014 for the subsequent PJM planning period beginning June 1, 2013 and June 1, 2014, respectively.  PPL Electric MB at 35.

	As no party has objected to this procurement schedule, it is recommended for approval. 

[bookmark: _Toc337196648][bookmark: _Toc340669997]Wholesale Supplier Load Cap

	The DSP II Program maintains the Solicitation Load Cap of 85% for Large C&I customers.  There is no separate aggregate load cap for this Class, as all procurements for the year are undertaken at the same time.  FES actively supports this proposal, FES MB at 35, and no party has opposed the continuation of the current Solicitation Load Cap.  

[bookmark: _Toc337196649]	The Company’s proposal is recommended for approval.

[bookmark: _Toc340669998]e.	Contract Terms Beyond May 31, 2015	

		Proposed short-term contracts with terms of six and three months in length for the final procurements under the DSP II Program for the Residential and Small C&I rate classes, which replace the last of the expiring DSP I Program contracts and expiring one-year term contracts under the DSP II Program, will permit all contracts for supply, other than the 150 MW of long term five and ten year block supplies for residential customers, to expire as of May 31, 2015.[footnoteRef:16]  The Commission’s December 16 RMI Order encouraged companies to minimize supplies procured under contracts with terms that extend beyond May 31, 2015, and PPL Electric sought to comply with this recommendation.   [16:  	The Large C&I real time hourly rate contracts are one-year term contracts which would expire on May 31, 2015, and therefore there is no issue regarding extension of these terms beyond May 31, 2015.  PPL Electric Ex. 1, Appendix B, Article 1.1.10.] 


		OCA, OSBA and to a lesser extent FES argue that these final procurements should extend an additional six months beyond May 31, 2015 to avoid a “cliff period” that would be created if all supplies had to be procured within a short period of time to provide default service after June 1, 2015.  OCA, OSBA and FES contend that the Commission’s end-state determination can manage contracts extending beyond May 31, 2015, through assignment of the contracts if another entity is named the default service supplier after that date.  

PPL Electric believes that the Commission’s end-state decision is not just an issue about whether PPL Electric or another entity would be the default service provider.  The Commission also may be considering a different concept of how default service requirements will be met.  (PPL Electric St. 1-R, p. 16).  If substantial amounts of default service load are tied up in contracts that extend beyond May 31, 2015, this will delay the Commission’s implementation of its end-state structure.  For these reasons, PPL Electric has not proposed that these final contracts be extended beyond May 31, 2015.

	PPL Electric, however, is concerned about the possibility of a “cliff period.”  (PPL Electric St. 1-R, p. 15).  PPL Electric therefore has proposed an option that would allow it to extend the term of these contracts if it continues as the default service provider and if the Commission’s end-state structure supports contracts layered for a term beyond May 31, 2015.  PPL Electric notes that it would anticipate the Commission’s end-state decision will be made well in advance of the renewal date of these contracts.[footnoteRef:17]  Moreover, if such a decision has not been made, it will be necessary for PPL Electric to submit a new default service plan well in advance of May 31, 2015.  Thus, there will be sufficient time to extend these contracts if appropriate. [17:  	At Public Meeting held September 27, 2012, the Commission released a proposal for end-state default service.] 


	As noted previously, PPL Electric has two block contracts of 50 MW each with five-year terms ending December 31, 2015, and one 50 MW unit specific product with a ten-year term ending May 31, 2021.  If PPL Electric does not continue in the role of default service provider after May 31, 2015, appropriate provision must be made for PPL Electric to recover costs associated with these contracts extending beyond May 31, 2015, along with the costs of any associated Alternative Energy Credit (“AEC”) contracts.  PPL Electric requests that the Commission, in its final order in this proceeding, confirm that if these contracts do not continue to be used to provide default service supplies for residential customers, that PPL Electric will be made whole for the cost of supplies that it must purchase under these contracts.  (PPL Electric St. 1, p. 12).
[bookmark: _Toc337196650]PPL Electric MB at 37-38.

		OCA sees a more benign Commission attitude in its statement that "The Commission reiterates that it will not mandate a prescriptive portfolio of contract lengths and will allow EDCs to retain flexibility in developing plans that meet Act 129 requirements."  December 16 Final Order at 19.  Accordingly, OCA recommends allowing some contracts to go past the May 31, 2015, date in order to protect residential customers from possible price spikes.  OCA MB at 23.

		OSBA also seeks an exception for Small C&I customers to avoid "substantial rate discontinuity."  OSBA Stmt. 1 at 9-10.  After all, the high shopping rate makes it unlikely that additional retail market enhancements will be needed three years from now.  OSBA MB at 10.

		RESA does not support the use of any default service contracts that extend beyond the expiration date of the default service plan term.  RESA MB at 36.  RESA notes that the Commission rejected a similar recommendation in the FirstEnergy DSP case.  At 27-28.  

		The Company's proposal provides a modicum of protection for default service customers against possible price spikes.  As proposed, this will not pose any threat to the existence or development of a competitive market, and should be approved as proposed.

[bookmark: _Toc340669999]f.	AEPS Procurement	

		The Alternative Energy Portfolio Standards Act (“AEPS Act”) requires that EDCs and EGSs obtain AECs in an amount equal to certain percentages of electric energy sold to retail customers in this Commonwealth.  See 52 Pa. § Code 54.182.  The key points of the Company's proposal are as follows:

1.	The Company proposes to procure certain AEC credits to meet its obligation under the AEPS Act as a component of its fixed-price and spot-market Default Service supply contracts.  (PPL Electric St. 1, p. 15).  

2.	This process is unchanged from that used in the DSP I Program.  (PPL Electric St. 1, p. 16). 

3.	Each wholesale supplier must provide its proportional share of actual AEC credits to fulfill PPL Electric’s AEPS obligation, in accordance with the terms of the SMA.  (PPL Electric St. 1, p. 15).  

4.	Additionally, the SMA requires the seller to complete its transfer of AEPS credits into PPL Electric’s Generation Attribute Tracking System (“GATS”) account(s) in the amount necessary to fulfill the seller’s AEPS obligation, with the delivery of AECs monthly pursuant to the schedule set forth in the SMA.  (PPL Electric Ex. 1, Appendix A, Article 4.4(c)).
PPL Electric MB at 36-37.

	Because the Company has entered into contracts to procure AECs for certain of its residential block contracts, it needs to acquire AECs to over a 50 MW obligation for Tier I non-solar and Tier II AECs to cover the period from June 1, 2013 through May 31, 2015 for the 10-year long-term product obligation during the DSP II Program Period.  PPL Electric Stmt. 1 at 15.[footnoteRef:18]   [18: 	Under the separate solar procurement process adopted as a modification to the DSP I Program, the Company already has contracted for Tier I solar AECs to cover the 10-year block product for the term of DSP II Program.  PPL Electric Stmt. 1 at 15.] 


PPL Electric proposes to solicit at least 3 pricing offers from AEC brokers in both June of 2013 and June of 2014 for Tier I non-solar and Tier II credits required to cover this long-term contract obligation.  (PPL Electric St. 1, p. 15).  The Company will accept the least cost offer and will document the entire process, including the brokers contacted and price offerings by AEC vintage.  (PPL Electric St. 1, p. 15).  PPL Electric proposes to recover the costs of these AECs using the same mechanism currently used for AEC costs, i.e., through the GSC-1.  (See Ex. No. JMK-1).  Based on current market conditions, the Company estimates the total costs for Tier I Non-Solar and Tier II AECs to be procured through the separate solicitation to be approximately $79,000. (PPL Electric St. 1, p. 16).  

The Company is proposing to use the broker market for AECs mentioned above because the quantity of additional credits required is very small (covering only 50 MW of load, and including only Tier I Non-Solar and Tier II AECs). (PPL Electric St. 1, p. 16).  The Company believes that a competitive RFP solicitation would be unnecessarily expensive given the small number of credits required and could result in poor participation.  Furthermore, by obtaining multiple pricing offers from AEC brokers, a competitive offer is still obtained and AEPS obligations are met in a less complicated and more cost-effective manner.  (PPL Electric St. 1, p. 16).

No party has opposed this process for procuring these additional AECs, and it should be approved.

PPL Electric MB at 38-39.

		Accordingly, this is recommended for approval.

[bookmark: _Toc337196651]

[bookmark: _Toc340670000]i.	Transfer of AECs	

	The Company's present plan and proposal for the DSP II calls for transfers of AECs on a monthly basis:

There are various reasons for requiring transfers of AECs on a monthly basis.  (PPL Electric St. 1-R, p. 26).  First, by implementing monthly transfers, PPL Electric reduces the risk of its non-compliance with the AEPS Act if a supplier defaults on its obligation to transfer AECs.  If during a reporting year a supplier defaults on its transfer obligation, PPL Electric can take actions to acquire necessary AECs prior to the end of the year when the Company must transfer its credit obligations to the state.  This ensures the Company is able to comply with state AEPS requirements and can respond to a contract default in a timely fashion.  (PPL Electric St. 1-R, p. 26).  Second, due to the significant number of suppliers with obligations to supply AECs across all of PPL Electric’s contracts, by implementing a monthly transfer requirement, all suppliers understand their obligations in conjunction with when monthly invoices are issued, reducing confusion and enabling suppliers to procure credits closer to the time of delivery than would otherwise be possible with an annual transfer obligation.  (PPL Electric St. 1-R, p. 27).  Finally, by implementing monthly transfers, the Company is more appropriately matching its payment of the cost associated with AECs , which are part of the overall price paid to wholesale suppliers each month under the full-requirements contracts, with its actual receipt of credits.
PPL Electric MB at 40.

	Constellation proposes that wholesale suppliers be permitted to transfer AECs to PPL Electric on a yearly rather than monthly basis to better reflect the nature of the AEC trading market.  Constellation Stmt. 1 at 35; Jt. Suppliers MB at 9.  

	As the Company is in the best position to judge its needs in this area and its reasons are adequate to support its own proposal, the Joint Suppliers' proposal should be denied. 

[bookmark: _Toc337196652]

[bookmark: _Toc340670001]ii.	Alternative Compliance Payment	

The Joint Suppliers originally proposed that PPL Electric revise the SMA to permit a supplier to remedy any failure to provide the full amount of its required AEC obligation by paying to the Company the Alternative Compliance Payment (“ACP”) set forth in the AEPS Act for the full amount of such shortfall.  Constellation Stmt. 1 at 36.  "In short, Constellation seeks to permit a supplier to avoid its AEPS obligation by making an ACP."  PPL Electric MB at 41.

Constellation’s proposal should be rejected.  Wholesale suppliers should not avoid their obligation to provide AECs by “buying out” of their responsibility through payment of an ACP whenever it is convenient (or less costly).  In the Commission’s Implementation of the Alternative Energy Portfolio Standards Act of 2004, at Docket No. M-00051865, 2005 Pa. PUC LEXIS 45 (July 18, 2005) (“Implementation Order II”), the Commission explained that any EDC or EGS who fails “to meet the Tier I and Tier II obligations for a given reporting year shall be assessed an alternative compliance payment.”  (Implementation Order II, p. 12, 73 P.S. §1648.3(f)(2)).  The Commission further stated in interpreting the Alternative Energy Portfolio Standards Act of 2004, 73 P.S. §1648.3, that, “[t]he alternative compliance payment appears to be intended to serve as a penalty provision that will encourage compliance with the Act.” (Implementation Order II, p. 13).  Based upon these statements, the Company views the ACP as a penalty for non-compliance, and thus the ACP should not be viewed as a second option in lieu of transferring AECs.  (PPL Electric St. 1-R, p. 27).  PPL Electric believes it is the clear intent of the statute and of the Commission for EDCs (and by extension, default service wholesale suppliers) to acquire credits.

There is a further issue with respect to paying an ACP in lieu of delivering AECs.  The Commission goes on to state, in the Implementation Order II, that “the force majeure mechanism will serve to provide adequate financial protection to EDCs and that alternative compliance payments are therefore not recoverable from ratepayers.”  (Implementation Order II, p. 14).  As such, PPL Electric  is concerned that issues could be raised concerning recovery of payments to wholesale suppliers who elect to pay an ACP.  In an event where a supplier is actually unable to acquire AECs in the market to meet its obligations (as opposed to choosing not to acquire AECs), the supplier should contend for force majeure, and not simply pay the ACP.  PPL Electric would then ask the Commission to review the circumstance and determine if an instance of force majeure exists.  If force majeure does not exist, supplier payment of an ACP should not be sufficient to meet the SMA requirements and therefore a default should occur.  (PPL Electric St. 1-R, p. 28).  
PPL Electric MB at 42.

	In their Main Brief, the Joint Suppliers dropped this request based on the Commission's language referenced above, and this is no longer an issue.

[bookmark: _Toc337196653][bookmark: _Toc340670002]g.	Administrative Costs and Cash Working Capital	

		PPL Electric has proposed that the administrative costs related to this proceeding and other costs incurred prior to June 1, 2013 related to procurement of supply be included in the rates for default service as applicable with the costs amortized ratably over the 24 month term of the DSP II Program.  No party has objected to this proposal, and it is recommended for approval.  

		The Company explains that its provisional claim for cash working capital is based primarily upon the outcome of a Commission investigation into reconciliation methods and their effect on rate volatility and improper price signals.  The result could require revision of the current method and could deprive the Company of any CWC compensation presently received.
Default Service Reconciliation Interim Guidelines, Docket No. M-2012-2314313 (Order entered August 14, 2012).  

		In other words, the Company is seeking an insurance policy against regulatory uncertainty in the form of a binding decision from the regulator on an event that might end in a result that may or may not require the utility to change its behavior in some undetermined way.  This request should be unequivocally denied.  

[bookmark: _Toc337196654]

[bookmark: _Toc340670003]2.	Rate Design	

[bookmark: _Toc337196655][bookmark: _Toc340670004]Residential and Small C&I Customer Classes - Fixed Rate Option

		The DSP II proposal is to continue to charge flat default service rates, i.e., a single charge per kWh, to the Residential and Small C&I customer classes under the GSC-1 fixed rate option:

As a flat rate, there is no demand charge or declining energy block rate design.  (PPL Electric Ex. 1, p. 25).  All costs incurred under various wholesale supplier contracts for default service, costs incurred to procure and administer the DSP II Program contracts for the Residential and Small C&I customer classes and costs incurred for separately acquired AECs will be recovered through the GSC-1.  As there are separate procurements for the Residential and Small C&I customer classes, so also will there be separately calculated GSC-1 rates for the two customer classes.  PPL Electric proposes that the GSC-1 be recalculated every six months, beginning June 1, 2013.  PPL Electric further proposes that the GSC-1 be adjusted every six months thereafter to reflect the prices under the default service supply contracts for the upcoming six-month period.  (PPL Electric Ex. 1, p. 25).[footnoteRef:19]   [19:  	The generation supply charges under rate schedule GSC-1 and transmission charges borne by PPL Electric and billed on a flat rate per kWh basis to the Residential and Small C&I customer classes under Rate Schedule Transmission Service Charge (“TSC”) are both included in the PTC.  OSBA Stmt. 1 at 1.  ] 

PPL Electric MB at 49.

[bookmark: _Toc337196656][bookmark: _Toc340670005]Frequency of Rate Changes

		The proposed semi-annual PTC price change represents a change from the DSP I Program in which the PTC changes on a quarterly basis.  PPL Electric Stmt. 1-R at 5.  RESA and DES/IGS object to the change to semi-annual PTC changes.  Both parties have expressed concerns that twice yearly PTC changes would potentially reduce the “market responsiveness” of the PTC.  RESA Stmt. 1 at 18; DR/IGS St. 1, p. 5).[footnoteRef:20]   [20:  	OCA witness Hahn also expressed a preference for quarterly price changes but testified that he could accept PPL Electric’s proposal to change the PTC semi-annually.  OCA Stmt. 1 at 15-16.] 


		RESA's argument goes hand-in-hand with its recommendation that procurements occur quarterly instead of semi-annually, as the Company proposes.  If procurements are quarterly, as RESA advocates, then quarterly rate changes, including the update of the PTC, should occur.  RESA MB at 39.  

		However, if the Company's proposal is adopted, as is recommended in this decision, then the rate changes should also be semi-annual.  The Company proposal to move to semi-annual procurements in order to reflect a balance between market reflective pricing, through laddered 9-month and 12-month fixed-price, full-requirements, load-following contracts, and default service price stability, consistent with the Commission’s default service regulations, is reasonable.  PPL Electric Stmt. 1 at 13.  

		In addition, as more and more Residential and Small C&I customers move to EGSs, a semi-annual procurement and price change mechanism will simplify the default service process, giving further encouragement to shopping.  As will be seen in the discussion to follow, semi-annual changes in default service prices align with the Company’s proposals for six month contract terms for the Opt-In and Standard Offer Referral Programs.  Limiting the frequency of PTC changes to twice per year will give Residential default service customers greater assurance that the offers that they consider under these Opt-In and Standard Offer Referral Programs will result in real savings off of the PTC rates.  This should encourage more of the remaining default service customers to try shopping and provide them with a positive experience to continue shopping after their initial contract terms end.  In other words, the proposal is suited to the needs of all parties – the Company's, the customers', and the EGSs'.  RESA’s and DR/IGS’s proposals to continue with quarterly PTC price changes under these circumstances should be denied.

[bookmark: _Toc337196657]

[bookmark: _Toc340670006]Hourly Priced Default Service for Small C&I Customers with Load Over 100 kW

	The Company currently provides real time hourly default service pricing to its large C&I customer class.[footnoteRef:21]  This class includes customers with demands greater than 500 kW.   [21:  	PPL Electric MB fn 52:  The customers who are subject to real time hourly pricing under the Company’s generation supply charge‑2 (“GSC-2”) are those customers served under Rate Schedules LP-4, IS-P(R), LP-5, LP-6, LPET, IS-P(R) and standby service for those Rate Schedules.  Schedule LP-4 customers who have a peak demand of less than 500 kW are served under the GSC-1 rate and Rate Schedule GS-3 customers who have a peak demand of 500 kW or greater are subject to the GSC-2 hourly default service rate.  PPL Electric Ex. JMK-2.] 

In the December 16 RMI Order, the Commission noted that PPL Electric has interval metering capability and directed the Company to file testimony in this default service case setting forth the cost to convert its billing system to allow hourly price service to all default service customers larger than 100 kW.  In compliance with this directive, PPL Electric estimated that it would cost over $360,000 to implement real-time default service pricing for all default service customers larger than 100 kW.  (PPL Electric St. 1-R, p. 31).

	The Company also provided additional information relevant to implementing real time pricing for default service customers larger than 100 kW.  As of August 2012, there were 4,007 Small C&I customers larger than 100 kW who are eligible for fixed-price default service.  Of this number, 3,709, or 93%, of the customers are currently shopping.  (PPL Electric St. 1-R, p. 32).  The Company further explained that the procurement contracts currently in effect and scheduled under the DSP I Program for Small C&I customers specifically established that supplies for the Small C&I class were being acquired for customers smaller than 500 kW.  The last of these DSP I contracts will not expire until March 2015.  (PPL Electric St. 4, p. 33).  

	Based upon the terms of existing contracts with wholesale suppliers under DSP I for service to Small C&I customers, the small number of customers over 100 kW actually taking default service and the cost of making necessary billing system modifications, the Company proposed in a Petition for Approval to Modify Its Smart Meter Technology Procurement and Installation Plan and to Extend Its Grace Period, at Docket No. P-2012-2303075, 2012 Pa. PUC LEXIS 1232 (August 2, 2012) (“Smart Meter Order”), to undertake the modifications necessary to provide hourly priced service for all default service customers larger than 100 kW on a schedule intended to permit the introduction of this capability by June of 2015, which would be the start of the next procurement plan period for PPL Electric default service customers.[footnoteRef:22]  The Commission denied PPL Electric’s request to implement real-time default service pricing for Small C&I customers over 100 kW as part of its Smart Meter Technology Procurement and Installation Plan.  The Commission’s Order encouraged PPL Electric to propose a mechanism for implementing such real-time pricing in a future default service filing.  (Smart Meter Order at pp. 9-10).  Consistent with this directive, PPL Electric will address the implementation of a 100 kW split for Small C&I customers in a future default service filing.  PPL Electric is aware of no opposition to this proposal. [22:  	It is noted that PPL Electric’s proposed default service procurement plan has no procurements for Small C&I customers continuing beyond May 31, 2015, and therefore there would be no issue regarding the definition of Small C&I customers for default service contracts beginning June 1, 2015.] 

[bookmark: _Toc337196658]PPL Electric MB at 51-52.

		Accordingly, the Company's proposal to address this further in a future DSP case is recommended for approval.

[bookmark: _Toc340670007][bookmark: _Toc340670008]Residential and Small C&I – Reconciliation

		The Company explains its proposal:

PPL Electric currently reconciles its GSC-1 revenues and expenses on a quarterly basis.  As the Commission is well aware, and as demonstrated on PPL Electric Ex. No. JMK-5, quarterly reconciliation has produced substantial variances and swings in the E-Factor rate of the GSC-1.  For the Residential class, the Company has experienced swings from a .68 cent/kWh recoupment to a .36 cent/kWh refund in the E-factor by quarter.  (PPL Electric Ex. JMK-5).  These variances have been even more pronounced for the Small C&I customer class, where the E-factor has varied from a 4.15 cent/kWh charge to a 1.53 cent/kWh refund.  (PPL Electric Ex. JMK-5).  In response to these large swings in the E-Factor, PPL Electric has proposed to revise its method of computing the GSC-1 reconciliation in order to calculate the reconciliation amount every six months based upon a rolling 12-month average of projected GSC-1 sales, rather than a reconciliation of a three-month period of revenues and costs divided by a projection of the next three months’ sales.  (PPL Electric St. 5-R, pp. 4-5).  
PPL Electric MB at 52-53.

		RESA and DR/IGS oppose the use of a rolling 12-month average reconciliation and support the continuation of quarterly reconciliation periods.  RESA Stmt. 1 at 23; DR/IGS Stmt. 1 at 5.  

		DR/IGS explains:

This position is contrary to what appears now to be the standard, endorsed in both the FE Order and in Commissioner Witmer’s Motion in PECO.[footnoteRef:23]  Importantly, in PECO, the Commission adopted Dominion and IGS’s position that quarterly reconciliation is appropriate (PECO had proposed annual reconciliation) and that the goal of smoother default service rates should not trump market reflectiveness.  That view is consistent with Mr. Barkas’ testimony in this case where he states:  [23:  	FirstEnergy Order, slip op., p. 98.] 


Under the circumstances, I still believe that the quarterly reconciliation process is superior and should continue to be used.  The purpose of the quarterly reconciliation is to pass on market price influences to customers through a changing PTC.  While it is likely that PPL’s new procurement plan may reduce some volatility due to the elimination of block and spot purchases, the wholesale prices for the full requirements products will continue to move up or down in step with the market prices at the time of the solicitations.  By switching to a six (6) month reconciliation using a twelve (12) month rolling average, any of these market price influences will almost totally be eliminated.  That is, the market tracking effect of having nine (9) and twelve (12) month procurements spread over four procurements during the default service period will largely be absorbed by the twelve (12) month rolling average reconciliation coupled with only two (2) price changes per year, thus eliminating the potential market responsiveness of the PTC.  Under PPL’s proposal there could be entire six (6) month periods where actual market prices increase significantly but the PTC changes so slowly, if at all, so that some suppliers may be unable to make competitive offers to customers.  We find this possible result to be unacceptable.  We would prefer to continue the quarterly reconciliation.
  
(Dominion/IGS St. No. 1, p. 4:17-5:13).  What is clear is that the longer the time period over which rates are reconciled, the smoother those rates are likely to become.  While this smoothing may seem important in response to PPL’s historic inability to reconcile, from an accounting perspective, in a manner that did not inject artificial volatility into the E-Factor, the Commission has initiated a separate process that appears poised to address those issues.[footnoteRef:24]  There is little room to dispute the idea that absent accounting volatility, shorter term reconciliation produces more market reflective rates, better price signals to customers, and a better basis for rate comparisons with competitive offers.  The Commission appears to have recognized these facts.  PPL’s reconciliation proposal should be rejected in favor of its current quarterly methodology.  [24:  	Default Service Reconciliation Interim Guidelines, Docket No. M-2012-2314313 (Order entered August 14, 2012).] 

DR/IGS MB at 13.

	DR/IGS explains in its Reply Brief that, at the end of each quarter, PPL Electric calculates the over or under collection amount and then calculates the per kWh rate (the e-factor) that will recover that over or under collection balance over the succeeding quarter, with a one quarter lag.  This recovers default service costs within a fairly close time period to when they were incurred.  DR/IGS points out that the proposal would push recovery of costs out to well over a year in most cases.  This lag is simply too long to allow prices to be even close to market reflective, even with one (1) year products.  The Commission has required quarterly reconciliation[footnoteRef:25] in both the FE Order and PECO Order.  In the PECO Order, the Commission adopted Dominion/IGS’s position in rejecting attempts to elongate or smooth out reconciliation, stating: [25:  	FE Order at p. 98; PECO Order at pp. 52-56] 


On this issue we shall adopt the position of Dominion and RESA, and direct that PECO continue its DSP I quarterly reconciliation methodology for its default service rates during the term of DSP II.  We agree with Dominion that it is not clear how a smoothed out PTC will create clear price signals, and that customers do not benefit when they are sheltered from the market forces that are the basis of the prices they will eventually pay.  In addition, we agree with RESA on this issue that an annual reconciliation will separate the PTC from underlying wholesale costs thus masking the current cost of retail energy.[footnoteRef:26]   [26:  	PECO Order, at p. 56.] 

DR/IGS RB at 5-6.

		RESA argues that administrative mechanisms like reconciliations that are done after the fact, regardless of frequency, have the potential to impair development of a retail market that will deliver the best products and services to customers:

In addition, by making the reconciliation adjustment period longer than the initial price application period where the over/under recovery occurred, PPL will be further divorcing the actual default service rates form actual underlying wholesale costs.  Default service rates need to reflect costs on a current basis to ensure that a functioning competitive retail market can develop and customers can benefit.  RESA respectfully submits that a semi-annual reconciliation will create a distorted pricing structure that will stymie continued competitive market development because competitive suppliers will be forced to compete against prices that do not accurately reflect market prices and costs.
RESA MB at 41-42.

		It appears that the shortened reconciliation time has actually created a PTC that is more volatile and higher than it needs to be, and that the EGSs would prefer that this situation remain rather than attempt a method which could result in accurate and fair prices for default customers.  The Company has experienced this volatility and is proposing a new method in an attempt to address the problem:

	E-Factors in general, and quarterly recomputed E-factors in particular, by definition do not insure that default service rates reflect current market prices.  The Section 1307(e) reconciliation process is a comparison of actual prior period billed revenue under the GSC-1 to actual prior period default service costs incurred to provide service under the GSC-1.  Thus, the resulting recoupment charge or refund credit has nothing to do with, and is therefore not reflective of, prospective market prices.  (PPL Electric St. 5-R, p. 6).  

	PPL Electric believes that large swings in over/under collections can distort, and have distorted, the PTC.  As RESA’s own witness, Ms. Williams, acknowledged, to the extent a customer considers default service prices to be a relevant factor in deciding whether to shop, a large refund or a large recoupment factor in the E-factor could influence that customer’s decision to shop.  (Tr. 211).  Evidence of this effect can be seen from the table presented on page 4 of OSBA Statement No. 1, where shopping load moves in relation to whether there is a positive E-factor that increase the GSC rate or a negative E-factor that reduces the GSC rate.  As explained by PPL Electric’s witness Kleha, use of a short-term quarterly reconciliation process contributes to these E-factor variances because, due to the limited period of time for refund or recoupment of over or under collections, the quarterly reconciliation process exacerbates any misforecast of revenues and costs.  Such misforecasts occur because of reduced revenues resulting from customer migration, misprojection of the cost of spot market purchases, misprojections of the portion of default service load being provided by block and full requirements contracts due to changes in customer load, and any deviation of customer monthly usage caused by periods of extreme weather conditions.  (PPL Electric St. 5-R, p. 7).  

	A rolling 12-month average reconciliation methodology will smooth E-Factor rate adjustments and allow C-factor rate adjustments, which reflect the changes in market prices resulting from default service procurements, to more accurately reflect default service rates over time.  The smoothing effects of PPL Electric’s proposal are demonstrated on PPL Electric Exs. JMK-5 and JMK-6.  On these exhibits, the Company has shown the actual effects of E-Factor swings, and re-cast the E-factor changes from June 2011 through August 2012 using its proposed 12-month rolling average reconciliation process.  The differences are shown in the tables below:

	Residential Customer Class – Actual Rates

	Quarterly Periods
	June 1, 2011 – 
August 31, 2011
	Sept. 1, 2011 – Nov. 30, 2011
	Dec. 1, 2011 –
Feb. 29, 2012
	March 1, 2012 – May 31, 2012
	June 1, 2012 –
Aug. 31, 2012

	E-Factor Rate
	0.141
	0.683
	(0.363)
	(0.077)
	(0.096)

	Total Rate
	8.047
	7.683
	7.039
	6.203
	7.329





	Residential Customer Class – Recast Rates

	Quarterly Periods
	June 1, 2011 – 
August 31, 2011
	Sept. 1, 2011 – Nov. 30, 2011
	Dec. 1, 2011 –
Feb. 29, 2012
	March 1, 2012 – May 31, 2012
	June 1, 2012 –
Aug. 31, 2012

	E-Factor Rate
	0.035
	0.196
	0.072
	0.139
	0.061

	Total Rate
	7.949
	7.237
	7.452
	6.414
	7.481



	Small C&I Customer Class – Actual Rates

	Quarterly Periods
	June 1, 2011 – 
August 31, 2011
	Sept. 1, 2011 – Nov. 30, 2011
	Dec. 1, 2011 –
Feb. 29, 2012
	March 1, 2012 – May 31, 2012
	June 1, 2012 –
Aug. 31, 2012

	E-Factor Rate
	4.154
	2.107
	(1.533)
	(1.214)
	.269

	Total Rate
	12.171
	9.319
	5.900
	5.511
	7.886



	Small C&I Customer Class – Recast Rates

	Quarterly Periods
	June 1, 2011 – 
August 31, 2011
	Sept. 1, 2011 – Nov. 30, 2011
	Dec. 1, 2011 –
Feb. 29, 2012
	March 1, 2012 – May 31, 2012
	June 1, 2012 –
Aug. 31, 2012

	E-Factor Rate
	1.039
	1.289
	0.902
	0.742
	(0.229)

	Total Rate
	9.056
	8.501
	8.335
	7.396
	7.404



As demonstrated in the foregoing tables, the E-Factor portion of rates has created substantial savings in the PTC, and these swings can be greatly mitigated by adoption of a 12-month rolling average reconciliation.  The foregoing is compelling evidence to demonstrate the merit in revising the E-Factor calculation to moderate default rate swings that are unrelated to market price changes, which alternately can encourage and discourage customer shopping.  
PPL Electric MB at 53-55.

		RESA expressed concern regarding the use of a rolling 12-month reconciliation period on the basis that greater over/under collection interest will be accrued.  RESA MB at 42-43.  The Company argues that the overall impact on customer bills from interest is negligible and will not have a substantial effect on the E-Factor calculations or on customer shopping decisions.  PPL Electric Stmt. 5-R at 9. As it would apply equally to overcollection and undercollection, as can be seen on PPL Electric Ex. JMK-5, the net effect that interest calculated and due to the Company on monthly undercollection balances may be offset by interest owed to customers on monthly overcollection balances.  PPL Electric MB at 56.

		OSBA agrees that the PTC has been "wildly unstable," caused substantially by the reconciliation component "bouncing up and down from a huge charge to a huge credit," and "has distorted price signals to customers to switch in and out of default service in order to take advantage of the reconciliation mechanism."  OSBA Stmt. 1 at 5; OSBA MB at 15.  

		OSBA points out that DSP plans including purchases of a substantial amount of short term and spot market supplies require prompt reconciliation more so than plans including medium term fixed price contracts.  Further, the Company plan serves as a workable compromise between RESA and the Company's position in the recent case involving a proposed reconciliation rider for default service.  Petition of PPL Electric Utilities Corporation for Approval to Implement a Reconciliation Rider for Default Service Supply, P-2011-2256365 (Order entered July 19, 2012); OSBA MB at 16.

		As it stands, OSBA argues, the Company's reconciliation of the TSC does not reflect actual costs incurred by class anyway, as it relies on forecasted class contributions to peak demands rather than actual, which have not been accurate.  OSBA Stmt. 1 at 6-7; OSBA MB at 17.  As the overall issue of reconciliation methodology is referred to a generic investigation, OSBA recommends adopting the Company's proposal:

Even RESA cannot really be contending that the 4.15 cent per kWh reconciliation charge, a 51.8 percent markup on estimated current period costs, imposed on Small C&I customers in the summer 2011 reflected market conditions that summer.  Or that the 1.53 cent per kWh credit (a more than 20 percent discount off the current period costs) in the winter of 2011/2012 reflected market conditions.  Or that the current 2.28 cent per kWh markup reflects current market conditions.  RESA offers no credible explanation as to how or why these huge fluctuations in reconciliation charges or credits are in any way consistent with matching default service rates with market prices.  Again, the OSBA is forced to conclude that RESA has no interest in actually setting market-based rates, but is interested only in preserving a methodology that produces volatile and ugly default service rates.

	The OSBA is the first to recognize that the approach proposed by PPL in this proceeding will not address the underlying problems with its reconciliation methodology.  Nevertheless, the Company's proposal will at least smooth out the fluctuations and thereby reduce the distortion associated with the previous mechanism.  As demonstrated by Mr. Kleha, had a 12-month rolling mechanism for recovery of prior period variances been in place for the past two years, the distortions associated with the reconciliation charges/credits would have been substantially smaller.  See PPL Initial Brief at 54-55.  No party has presented any evidence which contradicts that analysis.  Consequently, for purposes of this proceeding, the OSBA supports the Company's proposal.
OSBA RB at 10.

		The Company's charts show that Small C&I customers would have benefitted significantly, thus justifying the adoption of the rolling reconciliation methodology.  For the residential customers, the benefit was less clear.  However, there would be no harm, and for consistency, both customer classes should be treated the same.  Because of the Company's well-documented difficulty with reconciliations, the recommendation here is to allow PPL Electric to try the proposed method.  The results will be available for reporting in the generic investigation. 

Finally, PPL Electric notes that the DSP II GSC-1 reconciliation calculations will include the remaining over/under collection balances for both the fixed price and TOU price rate options as of May 31, 2013 under the DSP I Program for the separate Residential and Small C&I customer classes.  In this regard, the Company intends to follow the order issued by the Commission on August 30, 2012 at Docket No. R-2011-2264771, wherein the Commission held that PPL Electric may recover the net undercollection of its prior period TOU program from all default service customers, by customer class, following certification by the Commission’s Bureau of Audits that the amount of the net undercollection claimed is correct and has been accounted for consistent with Commission directives.  (PPL Electric St. 5-RJ, p. 2).  PPL Electric is aware of no opposition to this proposal.
[bookmark: _Toc337196659]PPL Electric MB at 56-57.



[bookmark: _Toc340670009]c.	Large C&I Customer Class – Rates	

		No changes are proposed from the DSP I Program regarding the calculation of charges for default service to customers in the Large C&I Customer class under the GSC-2.  The Company proposes to continue to collect:  

(1)	An energy charge per kWh based on the real time hourly spot-market price and the customer’s actual hourly energy usage;

(2)	A capacity charge per kW based on the PJM reliability pricing model (“RPM”) price for capacity and the customer’s peak load contribution; and 

(3)	An energy charge per kWh to recover all supplier charges and PPL Electric’s costs of administration, including an amortization of the costs of procurement.  
(PPL Electric Ex. 1, p. 32). 

		The energy charge per kWh to cover supplier charges and administrative costs is revised annually, consistent with the annual procurement process for default service supplies for the Large C&I customer class.  PPL Electric Ex. 1 at p. 32.  The energy charge for real-time hourly spot market prices and capacity charge are derived from PJM markets.  PPL Electric MB at 57.

		No party has challenged the structure of rates for the Large C&I customer class, and PPL Electric’s proposal should be approved.  

[bookmark: _Toc337196660][bookmark: _Toc340670010]d.	Large C&I Customer Class – Reconciliation	

PPL Electric currently reconciles the GSC-2 revenues and costs on an annual basis.  (PPL Electric St. 5-R, p. 8).  This is consistent with the fact that the bulk of the charges are pass-throughs of PJM real-time spot and capacity charges, and the annual non-laddered procurement of contracts from suppliers.  PPL Electric has proposed no change to this reconciliation methodology in DSP II.  PPL Electric proposes that any remaining over or under collection from the DSP I Program be included in the ongoing GSC-2 charge reconciliation.  PPL Electric is not aware of any challenge to the proposed continuation of annual reconciliation of the GSC-2 charge.  It is noted that over 98% of Large C&I customer load is currently shopping and thus there is no reason, from a shopping perspective, to change the existing process of reconciliation.
PPL Electric MB at 57-58.

		There is no opposition to this proposal, and it is recommended for approval.

[bookmark: _Toc337196661][bookmark: _Toc340670011]e.	The Green Power Program	

	The Green Power Program was implemented August 11, 2009, to provide Residential and Small C&I default service customers with an option to pay a fee, in addition to their monthly bill, with the fees of all participating customers used to purchase AECs. PPL Electric Stmt. 4 at. 34.  Customer participation has never exceeded a few hundred customers.  PPL Electric Stmt. 4 at 34; PPL Electric MB at 58.  

	PPL Electric is proposing to terminate this program on May 31, 2013 for several reasons.  The contract between PPL Electric and the supplier of the AECs, Community Energy, Inc., will terminate on May 31, 2013, coinciding with the implementation of the DSP II.  

	More importantly, the Company believes that this type of optional service should be offered by competitive market participants, not by a Default Service provider. PPL Electric Stmt. 4 at 34.  The Company proposes to send a letter  to each participant prior to the contract termination date informing each customer that the Green Power Program will be ending.  PPL Electric Stmt. 4 at 34; PPL Electric MB at 58.

	SEF and RESA raised concerns about the Company’s proposal to allow the Green Power Program to expire. 

	SEF contends that the Green Power Program should not be eliminated because it provides “significant benefits” to ratepayers.  (SEF St. 1, pp. 4-5).  In the alternative to continuing the program, SEF recommends that the utility send a letter to each Green Power customer advising them that it will be ending and that green power rate options may be available from EGSs.  Then,

At the election of EGSs and at the sole expense of electing EGSs, the Company will send a second letter to participating Green Power customers containing offers of EGSs for green products.  SEF believes that this offer of compromise will ensure that Green Power program participants are given timely notice of the end of the program and are apprised of available options, provided that EGSs are sufficiently interested in their business.
SEF MB at 8.

	RESA agrees that the program should be permitted to expire and agrees with the Company that this type of optional service should be provided by the competitive market.  RESA MB at 45.

Notably, in August of this year, the PaPowerSwitch website listed two credit purchase programs similar to the Green Power Program and thirteen (13) green energy programs offered by EGSs.  (PPL Electric St. 4-R, p. 50).  Furthermore, the Company’s Green Power Program has a disadvantage in that participating customers cannot shop for electricity and, thereby, lose the opportunity to achieve additional savings. Id.
PPL Electric MB at 58.

However, RESA has several recommendations to insure that PPL's Green Power customers will have the opportunity to obtain similar "green" products from the competitive market.  RESA recommends that PPL send two notices to each of the customers subscribing to this product, rather than just one.  At least one, if not both of the notices should contain offers (prepared at the EGS's expense) describing alternative green products offered in the competitive market.  Any Pennsylvania EGS should be eligible to participate and they should be able to discuss in their marketing material any alternative energy product that satisfies Pennsylvania's Alternative Energy Portfolio Standards Act (AEPS Act).  RESA MB at 45-46.

As the Company states in its Reply Brief, the parties are now in agreement that the Green Power Program should be permitted to expire.  PPL Electric will notify each customer of the end of the program and advise them that green power rate options may be available from EGSs.  At the election of the EGSs, the Company will send a second letter containing offers from EGSs.  PPL Electric RB at 27.  

	The discontinuance of the Green Power Program is recommended for approval.

[bookmark: _Toc337196662][bookmark: _Toc340670012]f.	Optional Monthly Pricing Service	

	The Company proposes in this proceeding to eliminate procurements for the Optional Monthly Pricing Service (OMPS) and to eliminate this rate option for the Large C&I Customer Class and explains:

The OMPS was established in the settlement of the DSP I Program, and was designed to provide a monthly fixed price service option for Large C&I customers.  (PPL Electric St. 1, p. 10).  The provision of OMPS was contingent upon PPL Electric receiving bids from wholesale suppliers to provide the service.  In every procurement to date under the DSP I Program, no supplier has bid to provide OMPS service, and the service has never been available.  (PPL Electric St. 1, p. 10).  Based on this evidence, it is clear that no supplier is willing to undertake the risk of providing OMPS.  Therefore, the Company is proposing to discontinue offering this product.  No party has objected to this proposal, and therefore it should be adopted.
PPL Electric MB at 61.

		This proposal is recommended for approval.

[bookmark: _Toc337196663][bookmark: _Toc340670013]g.	Price to Compare Calculation Date	

		The Company explains that it currently provides a preliminary PTC approximately 90 days in advance of when the final PTC is provided.  Tr. 157. A final PTC rate is published about 10-15 days prior to the rate effective date.  PPL Electric Stmt. 1-R at 14; PPL Electric MB at 61.  

		RESA contends that moving default service procurements to take place approximately 60 days in advance of the applicable effective period, compared to the Company’s proposal to undertake procurements of 12-month full requirements contracts approximately 30 days in advance of the applicable effective period, will permit PPL Electric to calculate the new PTC 45 days in advance of the effective date.  RESA argues that advancing the date for calculating a new PTC will provide customers with “accurate information needed to make informed shopping decisions.”  RESA MB at 46-47.  

		PPL Electric disagrees with RESA’s proposal.

. . . RESA’s contention that PPL Electric should undertake the default service RFP approximately 60 days in advance of the effective period and that the Company should then provide a final PTC rate 45 days prior to the effective date will result in a less accurate PTC rate and greater E-Factor distortions.  The Company’s regulatory accounting department does not finalize its calculation of the E-factor component of the PTC until about 15 days prior to the effective date of new GSC rates.  (PPL Electric St. 1-R, p. 14).  The Company seeks to have the most recent available over/under collection data, calculated through the end of the month prior to the new PTC date, in order to minimize the potential distortion, and resulting increased reconciliation, that would result from having less current actual data.  (Tr. 157).  In addition, the Company receives updated forecasts of default service load on a monthly basis.  By waiting for the beginning of the month in which the PTC is calculated, the Company is able to use a more current forecast of projected sales to calculate the PTC.  Current forecasts of projected default service sales also reduce reconciliation distortions.  (PPL Electric St. 1-R, p. 14).
PPL Electric MB at 61-62.

		There is no dispute that reduction of reconciliation distortions is an important factor to consider.

		RESA argues that publishing the PTC with more advance notice would better allow EGSs to educate customers about upcoming changes in the PTC and would allow customers to make better informed shopping decisions.  RESA MB at 47.  While this is true, it does not change the Company's ability to forecast more accurately than the shorter time period does.  Accordingly, RESA’s proposal to accelerate procurements and require an earlier publication of the final PTC should be rejected.

[bookmark: _Toc337196664][bookmark: _Toc340670014]h.	Recovery of Transmission and Other Related Charges	

		The Company also imposes a Transmission Service Charge (TSC) on all default service customers to recover the cost of acquiring transmission service for such customers.  PPL Electric Stmt. 5 at 10.  In its filing, the Company proposed to modify the language of the TSC to clarify what FERC-approved costs are to be recovered through the TSC.  The TSC includes those charges that, under the default service Supply Master Agreement (SMA), are billed to the Company and not to default service wholesale suppliers.  (PPL Electric Stmt. 5 at 10; PPL Electric Ex. JMK-3).  Under the SMA, PPL Electric is responsible for payment of all “non-market based transmission services” costs, which the SMA defines as network integration transmission services (NITS), transmission enhancement costs, expansion cost recovery costs, non-firm point-to-point transmission service credits, regional transmission expansion plan (RTEP) and generation deactivation charges.  (PPL Electric Ex. 1, Appendix A, Article 2.3 and Article 1, Definition of “non-market-based transmission services”).  It is these transmission charges that PPL Electric recovers through the TSC.

Pursuant to PPL Electric’s tariff, the TSC is separately computed and applied to four customer classes:  Residential, Small C&I, Large C&I Primary and Large C&I Transmission.  For TSC purposes, the Large C&I – Primary customers take service at 12 kV primary voltage level and are served under Rate Schedules LP-4 and IS-P(R).  Large C&I – Transmission customers take service at the 69 kV or higher transmission voltage level.  Residential and 

Small C&I customers are served at a secondary voltage level.  (PPL Electric St. 5-R, p. 10).[footnoteRef:27]   [27: 	These four TSC customer classes were developed as part of a unanimous settlement of the remand of PPL Electric’s 2004 base rate proceeding at Docket No. R-00049255.  (PPL Electric St. 5, p. 10).  Pursuant to settlement of that proceeding and provisions contained in the TSC tariff, different TSC charges are imposed on the four separate TSC default service customer classes.  PPL Electric Stmt. 5-R at 13-14; PPL Electric Ex. JMK-3.] 

PPL Electric MB at 63.

		The differing eligibility rules for Small C&I customers between the GSC-1 and the TSC involve complexity and confusion. Modification of the DSP II to create a consistent definition for Small C&I rather than the two present now would aid in this endeavor.  OSBA MB at 20.  The Company explains:

	OSBA initially raised an issue concerning whether Small C&I customers under Rate Schedule GSC-3 with a peak demand of 500 kW or greater should be switched to the Large C&I Primary class for TSC purposes, and whether Large C&I Primary customers under Rate Schedule LP-4 with a peak demand of less than 500 kW should be switched to the Small C&I class for TSC purposes.  This proposal was based upon the fact that these customers were in the Large C&I and Small C&I customer classes, respectively, for generation procurement (GSC-1 and GSC-2) purposes.  (OSBA St. 1, p. 9).  PPL Electric opposed OSBA’s proposed change to the assignment of customers for transmission cost purposes.  PPL Electric argued that it was more appropriate to continue the assignment of customers for TSC purposes based upon their service voltage level, rather than based upon a previously-agreed upon assignment of the customers for procurement purposes.  (PPL Electric St. 5-R, pp. 11-12).  PPL Electric further explained that a change in the class assignment of certain customers could result in adverse effects on such customers and cost shifting among the different customer classes.  (PPL Electric St. 5-R, p. 12).  In surrebuttal, OSBA witness Knecht testified that it was not his intent to create a cost shifting problem, and that if PPL Electric presented credible evidence of a material amount of cost shifting, he would recommend that OSBA no longer support this adjustment.  In response, PPL Electric witness Kleha testified that the 104 Rate Schedule LP-4 customers who would be moved from the Large C&I – Primary class to the Small C&I class under OSBA’s proposal would collectively pay about $226,000 more (averaging over $2,000 more per customer).  In addition, the six Rate Schedule GS-3 customers who would be moved from the Small C&I class to the Large C&I – Primary class would collectively pay about $121,000 less.  (PPL Electric St. 5-RJ, pp. 1-2).  Mr. Kleha further explained that the switch would not only substantially affect the individual customers who would be moved between the two TSC rate classes, but would also affect existing customers on those two classes.  Specifically, the remaining Small C&I customers would receive a decrease in costs of about $152,000 while existing Large C&I – Primary customers would experience an increase in costs of $47,000.  (PPL Electric St. 5-RJ, pp. 1-2).  PPL Electric believes these class shifts are material and provide further substantial evidence that these GSC-3 and LP-4 customers should not be moved out of their existing TSC customer classes.
PPL Electric MB at 64.

[bookmark: _Toc337196665][bookmark: _Toc340670015]Costs to be Included in the TSC or GSC

		Constellation and OSBA have withdrawn their proposal that new economic load response (ELR) charges be recovered through the TSC rider, and not be the responsibility of wholesale default service suppliers.  

[bookmark: _Toc337196666][bookmark: _Toc340670016]Non-Bypassable Structure

		OSBA and Constellation have proposed that the TSC be revised to apply to all distribution customers, shopping and non-shopping, on a non-bypassable basis.  OSBA Stmt. 1 at 8; Constellation Stmt. 1 at 23.  In rebuttal, RESA supported these proposals.  RESA Stmt. 1-R at 13.  These parties propose that instead of limiting the TSC to default service customers, the charge would be imposed upon all customers.  PPL Electric does not support this proposal.  

		This proposal involves numerous complexities, and could result in substantial cost shifting among customers that has not been examined by the proponents of this proposal.  To accomplish this proposal, transmission-related costs currently billed by PJM to EGSs would need to be reassigned to PPL Electric, which would then need to develop new class cost allocators.  Constellation Stmt. 1-SR at 2.  This process would need to account for all customers’ load, peak load and costs.  See PPL Electric Stmt. 5-R at 13.  In addition, a change to a non-bypassable charge applied to all distribution customers would deprive customers of the opportunity to seek alternative arrangements for payment of transmission-related costs.  Constellation witness Bennett acknowledged that Large C&I customers currently may have contracts with pass through or fixed price arrangements related to recovery of transmission charges.  Among these arrangements are EGS offerings to collect costs through a collection method that reflects a customer’s individual PJM transmission obligation.  Constellation Stmt. 1-SR at 6.  As the Commission examines potential end state default service structures and EGSs argue that shopping provides opportunities to tailor new products for customers, it would appear to be a step backward to make a substantial change to the structure of the TSC rider to create a non-bypassable charge to be imposed by the default service provider upon all customers.  PPL Electric further notes that, as acknowledged by witnesses for OSBA and RESA, the Commission rejected a proposal to establish a non-bypassable transmission charge in the FirstEnergy Order.  (OSBA St. 3, p. 3; RESA St. 1-R, p. 14; FirstEnergy Order at pp. 77-78).  For these reasons, the proposal to create a non-bypassable TSC should be rejected.

		Alternatively, OSBA’s witness Knecht proposes to eliminate the TSC as a charge to default service customers, and require wholesale suppliers to bear those costs and price them into their default service supply bids.  OSBA Stmt. 1 at 8.  Constellation does not support the alternative proposal.  Constellation Stmt. 1-R at p. 7.  

		The Company also does not agree with the alternative proposal:

There are difficulties with this alternative proposal that have not been examined by OSBA.  Current contracts with wholesale suppliers under the DSP I Program do not provide for suppliers to be responsible for these transmission-related charges.  These DSP I Program contracts extend for various terms into the DSP II Program period, with the last of the fixed-price, full-requirements, load-following contracts for the Residential and Small C&I customer classes not expiring until March of 2015.  (PPL Electric St. 1-R, p. 30; PPL Electric Ex. JC-4A; PPL Electric Ex. JC-4B).  As such, it is not possible to require these suppliers to bear such transmission-related costs.  Thus, as Mr. Knecht concedes, there would need to be a process to phase out the TSC charge.  (PPL Electric St. 1-R, p. 30; OSBA St. 3, p. 2).  Mr. Knecht has offered no explanation of how the process of phasing out the TSC charge would be accomplished.  He also has not offered any analysis of whether such a phase out process could affect shopping decisions by customers or affect the willingness of wholesale suppliers to continue to participate in future default service procurements.  (PPL Electric St. 1-R, p. 30).[footnoteRef:28]  OSBA’s alternative proposal to phase out the TSC should be rejected. [28: 	Although OSBA witness Knecht asserts that the current structure of the TSC is inequitable and anti-competitive, such claims are not borne out by the high levels of shopping among all customer classes on the PPL Electric system as compared to that experienced on other EDC systems.  OSBA Stmt. 1 at 6; OSBA Ex. IEc-S1.] 

PPL Electric MB at 67-68.

		While these difficulties constrain the Company's ability to implement the recommendation in DSP II, it does not prevent their consideration for the next DSP case.  The Company should be directed to consider them for the reasons given by OSBA.

[bookmark: _Toc337196667][bookmark: _Toc340670017]Reconciliation

PPL Electric’s current TSC cost allocation and reconciliation procedure among the customer classes is based on each transmission customer class’s percentage contribution to the five highest coincident peaks used by PJM to bill PPL Electric for default service transmission costs.  The percentages for these five days are averaged to develop a customer class contribution.  The resulting calculated class peak load responsibility is adjusted for the forecast amount of default service load for the upcoming annual TSC application period.  The adjusted peak load responsibility values then are used to determine the annual percentage of the demand related components of the PJM transmission-related charges assigned to each customer class for the term of the annual TSC application period.  Currently PPL Electric uses the same calculated percentages for the after-the-fact reconciliation of the actual demand related costs that are incurred.  (PPL Electric St. 5-R, pp. 13-14).  

OSBA has challenged the foregoing procedure used to reconcile demand-related costs in the TSC.  OSBA contends that PPL Electric’s allocation of such demand-related costs to the four TSC customer classes should be revised in the reconciliation process to use experienced class contributions to peak demand during the reconciliation period, rather than the initial forecasted demands that were used to develop the TSC charges.  (OSBA St. 1, p. 6).
PPL Electric explained in rebuttal that it concurs with Mr. Knecht that a modification of the TSC allocation procedure to reflect actual monthly TSC demand per customer class is appropriate.  (PPL Electric St. 5-R, p. 13).  PPL Electric witness Kleha explained the process that PPL Electric has recommended to allocate demand costs for purposes of TSC reconciliation in the Commission’s Docket No. M-2011-2239714.[footnoteRef:29]  PPL Electric recognizes that maintaining the same customer class allocation factors can distort the class’s responsibility for demand related costs due to customers moving to and from default service.  Therefore, PPL Electric proposes that the customer class allocation factors for the demand related transmission costs should be adjusted on a monthly basis.  (PPL Electric St. 5-R, p. 15).  Under this approach, the percentage of demand-related costs assigned to each customer class would change monthly to account for increases and decreases in the customer classes’ assigned peak load responsibility, based on a customer class’s share of default service load in a given month.  This monthly adjustment to the customer class allocation factors would then be reflected in the annual reconciliation of TSC demand-related costs.  (PPL Electric St. 5-R, p. 15). [29:   	In May 2011, in response to concerns related to PPL Electric’s final 2010 TSC reconciliation report, the Commission opened a generic investigation at Docket No. M-2011-2239714 to request comments to address the appropriate method to allocate demand costs for purposes of TSC reconciliation.  Comments and/or reply comments have been submitted by various parties including PPL Electric, OCA and OSBA.  No order has been entered in that proceeding.] 


No party has opposed this modification.  Therefore, PPL Electric respectfully recommends that this modification be adopted for the current annual TSC application/reconciliation period, for the twelve months ending May 31, 2013.
PPL Electric MB at 68-69.

		As this is unopposed, it is recommended for approval.

[bookmark: _Toc337196668][bookmark: _Toc340670018]Time of Use Rate Option

[bookmark: _Toc337196669][bookmark: _Toc340670019]Introduction

		As the default service provider, PPL Electric is required to file a time-of-use program:

	(5)	By January 1, 2010, or at the end of the applicable generation rate cap period, whichever is later, a default service provider shall submit to the commission one or more proposed time-of-use rates and real-time price plans.  The commission shall approve or modify the time-of-use rates and real-time price plan within six months of submittal.  The default service provider shall offer the time-of-use rates and real-time price plan to all customers that have been provided with smart meter technology under paragraph (2)(iii).  Residential or commercial customers may elect to participate in time-of-use rates or real-time pricing.  The default service provider shall submit an annual report to the price programs and the efficacy of the programs in affecting energy demand and consumption and the effect on the wholesale market prices.
* * *
66 Pa. C.S. § 28-7(f)(5)(emphasis added).

		As PPL Electric has the appropriate meters in place, the Company developed and implemented a TOU program.  The Commission has explained the history of PPL Electric TOU as follows:

	PPL’s initial TOU program (Supplement No. 71) was filed on July 31, 2009, and approved by the Commission on March 9, 2010.  Pa. PUC v. PPL Electric Utilities Corporation, Docket No. R-2009-2122718 (Order entered March 9, 2010)(2010 TOU Order).  The TOU rate was based upon the price to compare (PTC).  It exceeded the PTC during on-peak hours and was lower than the PTC during off-peak hours.  TOU power supplies were procured through the Default Service Plan (DSP) and were reconciled with other DSP costs and recoveries via PPL’s Generation Supply Charge (GSC).  PPL St. 1 at 4; PPL M.B. at 13; R.D. at 9-10.

	PPL’s second TOU program (Supplement No. 94) implemented changes to the initial TOU program by, inter alia, using spot market purchases under the DSP for TOU supply; establishing TOU rates based upon quotes on forward contracts for on-peak and off-peak wholesale energy within the PPL zone and the historical variation in PJM prices, adjusted to reflect capacity costs, ancillary services, administrative costs, alternative energy credits, gross receipts, taxes and losses.  PPL did not change the on-peak and off-peak hours and continued to operate the program within its DSP.  PPL Electric Utilities Corporation Supplement No. 94 to Tariff Electric – Pa. P.U.C. No. 201-Time of Use Rates, Docket No. R-2010-2201138 (Order entered December 2, 2010); R.D. at 10-11.

	The first Application Period for Supplement No. 94 ran from January 1, 2011 through May 31, 2011.  During this period both the on-peak and off-peak TOU rates were lower than the fixed price default service rate, meaning that customers could switch to TOU rates and save money without adjusting their usage.  As of May 2011, approximately 21,000 customers had switched to the TOU program.  PPL St. 1-R at 7; PPL M.B. at 15; R.D. at 11.

	The second Application Period for Supplement No. 94 ran from June 1, 2011 through August 31, 2011.  During this period, both the on-peak and off-peak TOU rates were higher than the fixed price default service rate.  PPL Exh. 1 at 2; PPL M.B. at 15.  With no advantage to customers, most dropped the TOU rate option and returned to fixed rate default service.  At the time of the hearing, the number of customers being served on the TOU schedule was approximately 3,200.  N.T. at 27; PPL M.B. at 14; R.D. at 11.

	PPL realized a substantial undercollection[footnoteRef:30] for its TOU program for the January 1, 2011 through May 31, 2011 application period.  PPL reported that the size of the undercollection and the reduced size of the customer base would have resulted in rates of approximately four times the fixed price default service rate.  As such, the Commission granted the Company’s request to: suspend the TOU rates that would have become effective on September 1, 2011; maintain the TOU rates in effect at that time; and allow the Company to submit a revised TOU program within thirty days.  See Docket No. M-2011-2258733 (Order entered August 25, 2011).  R.D. at 11.   [30: 		Commission Order fn:  The residential class undercollection is approximately $1.9 million while the small C&I undercollection is approximately $8,000.  PPL St. No 1 at 8. ] 


	Pursuant to that Order, PPL filed its third TOU program (Supplement No. 110) proposing the following changes to the second TOU program: on-peak and off-peak hours were changed to be consistent throughout the year rather than seasonal; TOU rates were based upon the PTC with an added premium for on-peak hours and a discount for off-peak hours.  PPL St. 2 at 10; R.D. at 12.

	The advantage to the Company under Supplement No. 110 is that the under and over collection of default service costs will not vary with the enrollment in the TOU program because the TOU rates are tied to the default service rate.  OCA St. 1 at 4; R.D. at 12.  In addition, for reconciliation purposes, the Company will treat all TOU services as though they were billed at straight default service rates.  PPL St. 1 at 7; R.D. at 12.
Pa. Publ. Util. Comm'n, et al. v. PPL Electric Utilities Corporation, Docket Nos. R-2011-2264771, C-2011-2267808, C-2011-2268983 (Opinion and Order entered 
August 30, 2012)(TOU Order). 

		This third TOU program was disapproved in the Opinion and Order, which directed that the existing TOU program remain in effect until June 1, 2013.  The Commission stated:

	An Electric Distribution Company (EDC) may not implement a program that would introduce costs where they are absent and customer should not be required to pay more for generation based on non-cost based considerations.  Such a program would be inconsistent with basic ratemaking principles.  We also support the SEF's rational for not approving the instant proposal, and instead addressing the TOU program within PPL's ongoing DSP proceeding.  With regard to PPL's position that any reasonable TOU plan must be designed around the applicable fixed price default service rate, we are not persuaded by the record in this proceeding that PPL's TOU rates should be a derivation of the DSP rate.  
TOU Order at 18.

		The Company declares its support for the concept:

PPL Electric has been a long-time supporter of TOU rates.  Prior to restructuring, PPL Electric implemented interruptible rates for large customers in the early 1980s, and thereafter implemented several other TOU-type programs, including demand free days, 

time of day billing options, reduced off-peak billing demand components and interruptible rate options.[footnoteRef:31]  And, after restructuring and prior to the adoption of Act 129, PPL Electric offered several pilot TOU programs for Residential customers.[footnoteRef:32]     [31:  	PPL Electric MB fn 59:  See Pa. P.U.C. v. PPL Electric Utilities Corporation, Docket Number R-00027175, Order Entered April 11, 2002. (discussing the DSR Rider and Residential Service Rate Schedule, which adjusted for seasonal and time-of-day usage). See Application of Pennsylvania Power & Light Company for Approval of its Restructuring Plan under Section 2806 of the Public Utility Code, Docket No. R 00973954 at Para. 327, 1998 Pa. P.U.C. LEXIS 129 (Recommended Decision April 1, 1998) (summarizing the Company’s historical TOU-type programs).]  [32:  	Id.] 

PPL Electric MB at 72.

		In the TOU case, the Company indicated that it would provide a "new" program as part of the DSP II plan:

The proposed TOU program is a transition program that will last until May 31, 2013.  PPL Electric intends to propose a new TOU program to begin on June 1, 2013 under the Company’s next default service plan.
PPL Electric MB in the TOU case, at 1-2; see also PPL Electric Stmt. 1 at 13, lines 15-22.  

		However, the Company explains in the present case:

The proposed 2012 TOU plan was pending before the Commission at the time of the DSP II Program filing (May 1, 2012).  Given the lack of a final Commission decision, the transitional nature of the default service filing and the uncertainty regarding PPL Electric’s default service provider status after June 1, 2015, the Company decided to “stick with” its 2012 TOU proposal in its default service filing, and to reflect any changes that might later be required as a result of the pending 2012 TOU rate proceeding.
PPL Electric MB at 73-74.

		In the meantime, with the promise of a "new" program to be filed with this DSP II plan, on June 20, 2012, I issued my Recommended Decision (“R.D.”) in the 2012 TOU proceeding, which characterized the Company’s 2012 TOU plan as a stop-gap program designed only to meet the minimum standards required by Act 129, noted that  the proposed program would have been effective for less than a calendar year and that the parties were already litigating TOU issues in the current default service proceeding, and rejected the Company’s TOU proposal and encouraged the parties to negotiate a TOU program in the current DSP II proceeding.[footnoteRef:33]   [33:  	Pa. P.U.C., v. PPL Electric Utilities Corporation, Docket No. R-2011-2264771 at pp. 20, 25, 2012 Pa. P.U.C. LEXIS 1007 (Recommended Decision June 20, 2012).] 


		The Commission’s Opinion and Order in the TOU case contains three important holdings: (1) that TOU service is a default service;  (2) that the Commission was not persuaded that TOU default service rates should be derived from or based on fixed-price default service rates; and (3) that the Company could recover prior period and ongoing undercollections from all Residential and Small C&I customers, respectively, following certification by the Commission’s Bureau of Audits that the amount of the net undercollection claimed is correct, the accounting method used is consistent with Commission directives and the allocation among rate classes is appropriate, PPL may begin recovery of its TOU undercollection.  The Company states:

Because the Commission’s Order was only entered shortly after testimony was filed and shortly before hearings began in this proceeding, PPL Electric and other interested parties did not have the opportunity to fully react and respond to the Commission’s Order.  For the reasons set forth below, and given all of the above facts and circumstances, PPL Electric believes that the most prudent course of action would be to approve PPL Electric’s as-filed TOU plan as an interim, transitional measure.  If the Commission does not adopt PPL Electric’s plan as filed, PPL Electric presents in this Brief an alternative proposal that seeks to address the major concerns raised by the ALJ, the Commission and other parties to this proceeding.  While the basic elements of the alternative proposal, explained below, are supported by the record in this proceeding, the Company requests that a collaborative be implemented so that details of the alternative proposal can be worked out and to ensure that all implementation issues are fully addressed.  
PPL Electric MB at 74-75.

[bookmark: _Toc337196670]

[bookmark: _Toc340670020]b.	PPL Electric’s As Filed Proposal	 

		The Company explains that it designed its proposed TOU program with four goals in mind:  (1) to provide a basic TOU rate option for default service customers that would allow them the opportunity to save money if they shifted usage; (2) to provide a program that did not unduly inhibit the development of or compete with TOU rate options in the competitive retail market; and (3) to avoid a design that would encourage customers to switch back and forth between the TOU and fixed default service rates based on structural differences in the two programs; and (4) to enable the Company to recover all costs associated with providing TOU default service on a full and current basis.  PPL Electric MB at 76.

		The TOU plan proposes for Residential customers an on-peak period from 12:00 p.m. to 7:00 p.m. year-round, excluding weekends and PJM holidays.  This consistent year-round time period is intended to:  (1) be easier for customers to remember, (2) not require them to reset timers on appliances or other devices, and (3) not require them to change usage patterns on a seasonal basis.  PPL Electric Stmt. 3 at 6.  The actual load shape for the Residential class was used to determine the hourly percentage variance from the annual average for all possible combinations of on-peak and off-peak periods.  PPL Electric Stmt. 3 at 6.  The on-peak period was evaluated based on several criteria including: a premium/discount that would encourage shifting of load and/or conservation; a reasonable time frame to encourage participation; and periods that included the typical summer and winter peak load times.  PPL Electric Stmt. 3 at 6-7; PPL Electric MB at 76-77.  For Small C&I customers:

	The on-peak period for Small C&I customers is from 7:00 a.m. to 7:00 p.m., also on a year-round basis, excluding week-ends and PJM holidays.  All other hours would be considered off-peak.  (PPL Electric St. 3, p. 7).  The same criteria set forth above for the Residential Class were used to select the on-peak period for the Small C&I class including in particular that customers taking optional off-peak space heating and water heating service under Rate Schedules GH-1 and GH-2 already have equipment that is controlled to minimize use during the 7:00 a.m. to 7:00 p.m. period.  Id.

	The rates for Residential and Small C&I TOU customers will be fixed for a 6-month period, corresponding with each proposed fixed-price default service PTC period, i.e., June -November and December - May supply periods.  The rates will reflect the generation cost component of the respective Customer Class GSC-1 rates adjusted by an adder for the on-peak period and a discount for the off-peak period, plus the Customer Classes’ respective portions of Company administrative costs and the E-Factor.  (PPL Electric St. 3, p. 7).  

	As described in detail by PPL Electric witness Woodruff, the on-peak adder and off-peak discount will be determined based on an analysis of the prior three calendar years of energy prices and load.  (PPL Electric St. 3, pp. 8-9).  This analysis will include a review of the Customer Class hourly load, the hourly PJM LMP, the hourly spot market energy dollars, the on-peak and off-peak $/MWh averages, and the generation cost factor of the GSC-1 rate for the respective Customer Class.  Id.  

	TOU over/under collections will be reconciled across all default service customers by rate class, i.e., Residential TOU over/undercollections will be reconciled over all Residential default service load and Small C&I over/undercollections will be reconciled over all Small C&I default service load.[footnoteRef:34] [34:  	This proposal was accepted by the Commission in its August 30, 2012 Order in the 2012 TOU proceeding at Docket No. R-2011-2264771.] 


	Customers will be provided with advance notice and must affirmatively elect to participate in the TOU program, i.e., there will be no carryover of customers from the former program.  (PPL Electric St. 3, p. 10).  There is no cap on the number of customers who can participate in the proposed TOU program.  All existing TOU customers would be removed from the then-existing TOU rates as of their meter reading in May 2013, and would be eligible for the new TOU rates as of their meter reading in June 2013.  The TOU program end date will be based on a customer’s final billing cycle on or before May 31, 2015.  Id.
PPL Electric MB at 77-78.



		The Company states:

	Fourth, the Company's proposal to maintain the status quo is consistent with the transitional nature of this filing and the uncertainty surrounding EDCs future as the default service provider.  It does not make sense to expend limited Commission resources to develop a new TOU rate program that may only be in effect for a short period of time.
PPL MB at 79.

		Apparently the Company believes that it should not bother to develop a program that complies with existing legislation because the law just might change.  This position has no support in the law and should be given no weight.  The requirement in the existing statute is for PPL Electric, as an EDC providing default service, to propose and implement a valid TOU plan for use during the two-year period covered by the DSP II plan.  

		SEF charges that the Company has failed to satisfy the minimum requirements of Act 129.  In fact, SEF charges that the Company has failed to make a good faith effort to design and administer TOU programs to effectuate the intent of Act 129 to provide the least cost of electricity over time for an EDC's captive customers.  SEF points out:

	In this filing, as in previous TOU filings, PPL Electric has:  (1) failed to analyze the cost effectiveness of the TOU program; (2) failed to analyze energy demand reductions, if any; (3) failed to analyze energy consumption reductions, if any; and, (4) committed a critical error in the design of "on-peak" periods.

	After first committing to providing an assessment of the 2009 through 2012 TOU programs during the February 22, 2012 TOU hearing, PPL Electric finally did file a Time of Use Annual Report (required under Act 129) with the Commission on or about July 18, 2012.  However, SEF witness Mr. Costlow has testified that the Report indicates that for the years 2009, 2010 and 2011, the average residential customer experienced only a $0.18 reduction in their monthly energy cost.  Also, "when comparing the "on-peak" portion from 2010 to 2011, the "on-peak" portion increased 2.94%.  In addition, when compared to all RS customers, TOU customers only decreased "on-peak" consumption by 0.35%.  Moreover, PPL Electric admits that "one area not analyzed in this study was the impact on overall consumption."  However, consumption is one of the key areas the Annual Report was supposed to analyze under the requirements of 66 Pa. C.S. § 2807(f)(5).

	In fact, this is not the first time that PPL Electric has proposed a TOU program that is inconsistent with the requirements of Act 129.  The Commission's Order in PPL Electric's 2009 Time of Use filing clearly states that PPL Electric should have analyzed net usage, demand reduction and reductions to Peak Load Contribution.  In addition, the Commission instructed PPL Electric to include (in future filings) the reduction in energy use, actual TRC benefits versus projected TRC benefits and total reduction in peak demand by rate schedule among other items  This data is critical to determining whether the requirements of Act 129 concerning the reductions in peak demand and consumption, have been met.  SEF witness Mr. Costlow has testified that, with the exception of the limited data supplied in the Annual Report (previously discussed), PPL Electric has failed to provide the same information in this proceeding.  

	Consequently, SEF witness Mr. Costlow has testified that PPL Electric's proposed TOU program should not be approved.  In this regard, Mr. Costlow states "[w]ith "on-peak" and "off-peak" prices fixed by PPL Electric, suppliers being compensated based on the amount PPL Electric bills TOU customers and default service providers being required to provide TOU service as part of its default service obligation, the proposed rate is neither transparent nor reflective of current market conditions.  In addition, by not separating the TOU rate from the standard default service rate, the potential exists for the risk of providing TOU's share to be borne by non-TOU customers.  Further, the Commission has recently questioned whether PPL Electric's TOU should be designed based upon the fixed price default service rate.  In fact, SEF witness Mr. Costlow has testified that basing TOU pricing on the Default Service rate defeats the purpose of TOU rates.
SEF MB at 10-13 (footnotes omitted).

		The Company counters that, as TOU rates are default service, they are "established and designed on a consistent basis."  PPL Electric MB at 78.  It cautions that there could be significant confusion otherwise.  The Company also offers a warning, reminding the Commission that "history has provided a clear lesson as to the dangers of detaching TOU rates from fixed default service rates," citing its ill-fated TOU price for the first 5 months of 2011.  PPL Electric MB at 77.  

		This argument attempts to convince the Commission that any plan other than the one proposed here will fail.  There is no evidence to support this, only evidence to support that one other plan failed.

		RESA agrees that the Company's proposal should be rejected and instead, states that the Commission should rely on the competitive market to have companies comply with their TOU rate obligations, quoting the RMI Default Service Order:

. . . the Commission will maintain its recommendation that EDCs contemplate contracting with an EGS in order to satisfy their TOU requirement.  The Commission does wish to clarify that this recommendation is not, in and of itself, a rejection of the other raised, such as instituting peak time rebate offers or creating a separate wholesale auction for TOU rates.  Such ideas may indeed have merit, and we will allow the EDCs to evaluate these proposals for possible inclusion in their next default service filings.
RMI Default Service Order at 47-48; RESA MB at 49-50.

		RESA continues:

	Specifically, RESA's primary recommendation is that PPL be required to certify that one or more EGSs have agreed to offer a TOU rate to residential customers in its service territories.  To comply with the Act 129 requirement that the "default service provider shall submit to the Commission one or more proposed time-of-use rates and real-time price plans," each year, PPL would survey EGSs and determine whether they are or intend to offer a time-differentiated rate and whether the EGS intends to offer the product for at least 12-months.  If PPL finds one or more EGSs offering such rates, it would post that information on a clearinghouse website (and refer customers to the information upon inquiry) and certify this information to the Commission.  After the end of the year, PPL would submit a report on the number of EGSs actually providing the service.  Act 129 also provides that the default service supplier should prepare a report [presumably to the Commission] detailing "the efficacy of the programs in affecting energy demand and consumption and the effect on wholesale market prices.  Rather than have PPL compile these data and provide these opinions (which could require PPL to review competitively sensitive information), this data could be compiled and analyzed by either the Commission's Bureau of Conservation, Economics and Energy Planning ("CEEP"), or by a consultant hired by PPL.
RESA MB at 50-51.

		The above RESA plan is complicated, confusing, and requires actions on the part of the Company which are clearly outside the scope of a distribution company's normal activities.  Accordingly, this plan should be denied.

		What the plan does is provide a clear illustration of why a time-of-use program, meant to give the customer a discount or penalty on the commodity itself, depending upon the time of its use, should be offered by the generator or generation supplier, not the distributor, of the power.  However, under the law, the EDC is required to: (1) offer the TOU program as default service; (2) purchase the power; and (3) pass through the cost and not profit from the sale of the power itself.

		RESA's second proposal is to have the Company bid the program, which is consistent with the need to have the price vary according to the time of the power's use.  However, RESA recommends that the customers who use the program become customers of the EGS, who would remain with the EGS at the end of the contract term unless the customer had affirmatively elected otherwise.  

This approach, which has recently been proposed by PECO and accepted by the Commission, has the advantage of utilizing the competitive market to secure the TOU rate required by Act 129.  Thus, the TOU bid-out approach is a "win-win-win," in that it: 1) satisfies PPL's Act 129 obligation; 2) will likely result in a more innovative and attractive rate that will provide value to customers; and 3) further enhances the competitive market.  
 RESA MB at 51.
 


		The Company responds

. . . as the default service provider, PPL Electric is required by Act 129 to offer a TOU rate option to its default service customers and the Commission has explicitly stated that the TOU program is a form of default service.  If PPL Electric were to bid out the TOU service to an EGS then the EGS, by definition, would be providing this service and the Company would not be meeting its statutory obligation.  Such a result would clearly violate section 2807(f)(5) because PPL Electric, the statutory default service provider, would not be “offering” a TOU rate to its customers.  Moreover, the TOU service would be offered by an EGS, which again, by definition, is not a default service provider.  This also violates the plain language of the statute.  The statute is clear.  The obligation to offer TOU rates lies with the default service provider.  PPL Electric is the default service provider and, therefore, must offer TOU default service.  If PPL Electric “bids out” this service, it is no longer offering the service.  Unless and until PPL Electric is replaced as the default service provider, it and it alone must offer TOU default service. 
PPL Electric MB at 86-87.

		There is no doubt that the arguments in RESA's Reply Brief touting the preferable aspects of the time-of-use programs are persuasive as an ideal market-based alternative to having the EDC offer a TOU plan, RESA RB at 20-21, and the existence of these time-of-use plans to be offered by EGSs would be a wonderful way for the industry to support the goals of the legislature by shifting peak load at critical times.  However, as the Company argues, this approach does not satisfy the statutory requirement that the TOU program be administered by the default service provider as default service.  Ironically, it is this statutory requirement that stands in the way of the ideal solution, which is to simply allow the EGSs to offer a time-of-use program with terms specific to each EGS, instead of requiring the EDC to administer it.  Of course, the EGSs may offer these programs now, but that does not relieve the default service provider from the statutory requirement that it offer one or more time-of-use programs itself.  

		The OCA supports adoption of the plan as proposed with minor modifications and with the understanding that if the as-filed plan is not approved, the development of the alternative requires a collaborative to iron out the details.  OCA RB at 16.  

		OCA believes that the plan as proposed will achieve the objectives of reducing peak loads, lowering the cost to supply and lowering customers' bills.  However, OCA believes that there should be a different definition of peak period for summer and non-summer months, as well as different on-peak premium and off-peak discount factors. OCA Stmt. 1 at 24-25; OCA MB at 30.  

		OCA argues against the alternative SEF plan as unnecessarily complex to have TOU rate customers switch back and forth between TOU rates and regular default service rates several times per year, but this argument misinterprets the plan.  Under the alternative plan, TOU customers never leave TOU service unless they elect to do so.  They are automatically charged default service rates during non-TOU months with no action necessary on the part of the customer.  SEF RB at 2.  

		OSBA does not object to the proposal to incorporate TOU service into the default service procurement for Small C&I customers, but it notes that there is no economic basis for setting different on-peak and off-peak periods for the different customer classes. OSBA does warn that integrating the TOU service with fixed-rate default service will increase the risk faced by wholesale suppliers and may result in higher bid prices for default supplies than if the two supplies were bid separately. 

		FES echoes the OSBA belief that combining the fixed price default service load with the TOU load will unnecessarily complicate the bid design and will likely result in higher bids than would be obtained on just the fixed-price full requirements portion of the product:

FES, as an experienced wholesale supplier, believes that it is reasonable to expect the potential TOU obligation to reduce the overall level of supplier interest in PPL Electric's fixed-price products and/or increase bids on fixed-price default supply.  PPL Electric already expresses concerns that there are other barriers that may cause DSP II not to attract enough wholesale suppliers to the solicitations, such as current shopping and RMI initiatives.  See PPL Electric St. No. 1 at 22.  The addition of the potential TOU obligation could only exacerbate this perceived problem (or, in FES's opinion, create an actual problem).  FES St. No. 1 at 12.
FES MB at 39.

		The Company's proposal here was evaluated in detail in the August 30, 2012 TOU Order and was rejected.  The Commission stated:

An Electric Distribution Company (EDC) may not implement a program that would introduce costs where they are absent and customers should not be required to pay more for generation based on non-cost based considerations.  Such a program would be inconsistent with basic ratemaking principles.
TOU Order at 18.

		The Company's proposed plan has not changed, and neither have the reasons for rejecting it.  See TOU Order of August 30, 2012.  Therefore, the Company's proposed TOU program should be denied again.

[bookmark: _Toc340670021]c.	The SEF Alternative		

		The SEF offers an alternative (the Easy TOU) that has not been analyzed by the Commission, and the Company is agreeable to it as an alternative with the following characteristics:

An on-peak period of June, July and August from 3:00 p.m. to 6:00 p.m., excluding weekends and PJM holidays. 

During the remainder of the year, Summer TOU customers would receive the same rates as the standard default service customers, and would be included in load to be met by fixed rate default service suppliers.  

The same on-peak and off-peak periods would apply to Residential and Small C&I customers.  

The default service Summer TOU load would be bid out separately from fixed-price supply, but at the same time as the fixed-price default service load. 

The Company would issue an RFP[footnoteRef:35] requesting bidders to provide both an on-peak price and off-peak price at the same time in seeks bids for the fixed-price load-following contracts.  The TOU RFP would seek to procure products to meet the default service load of TOU customers for the summer period only.  [35:  	The Company notes that if this alternative proposal is accepted the Company will need to revise the SMA and RFP filed on May 1, 2011 to account for this new Summer TOU program which will be separately procured.  Furthermore, the Company will need to formulate an SMA and RFP applicable to the Summer TOU program.   ] 


The Company would evaluate the bids based on the prices that would result in the greatest economic benefit, i.e., the least overall cost to the TOU customer using the existing rate class profiles.  The Company and the supplier will enter into a supply agreement with the winning bidders. 

The rates for the on-peak and off-peak periods would be those directly resulting from the winning suppliers bids, plus the Customer Classes’ respective portions of Company administrative costs and the E-Factor.  Winning suppliers for the Summer TOU period would be paid their bid price.

Any over/under collections will be recovered as per the Company’s as filed proposal. 

A collaborative should be implemented so that details of the Summer TOU could be worked out and to ensure that implementation issues are addressed.

This alternative proposal is modeled after the Easy TOU rate proposal presented by SEF in this proceeding with two changes.  (SEF St. 1, p. 14-15).  First, the on-peak period of June, July and August from 3:00 p.m. to 6:00 p.m., excluding week-ends and PJM holidays, is intended to target the highest peak periods during the summer months.  (See SEF St. 1, p. 15; SEF St. 1-R, p. 9).[footnoteRef:36]  Second, TOU customers will be billed on their normal billing cycles and not on a calendar month basis.  [36:  	PPL Electric MB fn 72:  Although SEF’s Easy TOU proposal provided for a 3:30 p.m. to 6:30 a.m. on-peak period, PPL Electric witness Woodruff explained the difficulty of operating a TOU program in half-hour increments on PJM.  (PPL Electric St. 1-R, pp.).  Furthermore, SEF explained that “the Easy TOU “on-peak” period could be modified to start at 3:00 PM and at 6:00 PM or as suggested by Mr. Woodruff.”  (SEF St. 1-SR, p. 9).] 

PPL Electric MB at 88-90.

		The Company states that certain details would need to be worked out in order to finalize this alternative proposal.  Therefore, if the Commission decides to adopt this alternative proposal, rather than PPL Electric’s filed TOU Program, a collaborative should be implemented so that details of the Summer TOU can be worked out to ensure that all implementation issues are fully addressed:  

This alternative generally satisfies the goals that PPL Electric has set for in [sic] the TOU rate option.  It is a simple and easy to understand program that would provide a basic TOU rate option for default service customers and allow them the opportunity to save money if they shifted usage.  It also avoids seasonal differences in on-peak and off-peak periods and, therefore, will not require seasonal adjustments or changes in customer behavior.  The alternative design will provide customers the opportunity to shift load and save money, but at the same time should not unduly inhibit the development of other TOU rate options in the competitive retail market.  Finally, the Company will recover all costs associated with providing TOU default service on a full and current basis. 

This alternative also addresses, at least in part, many of the concerns and criticisms raised by other parties to this proceeding.  OSBA and FES assert that TOU supply should be bid out separately from fixed-price default service load.  PPL Electric’s alternative proposal adopts this approach.  The Commission and others do not believe that TOU prices should be developed from fixed-price default service rates.  PPL Electric’s alternative proposal separates the determination of TOU rates from fixed-price default service rates.  SEF contends that TOU prices should be market based.  (SEF St. 1-SR, p. 6).  PPL Electric’s alternative proposal adopts this approach.  SEF contends that the same on peak and off peak periods should be used for Residential and Small C&I  customers.[footnoteRef:37]  PPL Electric’s alternative proposal adopts this approach.. [37:  	PPL Electric MB fn 73:  See also, OSBA St. 1, pp. 10-11 (while OSBA supports the Company’s TOU it does note that it makes little sense to have different on-peak periods for the Residential and Small C&I classes). ] 


The Summer TOU program, however, is not perfect.  It is not clear that wholesale suppliers will bid on a separate TOU product where the amount of load is likely to be small, at least initially, and where customers can freely join or leave the rate at any time.[footnoteRef:38]  Also, the prices for TOU service, while market based, would be detached from fixed-price default service rates and could lead to customers joining or leaving the TOU rates based on the different designs of the rates as opposed to the merits of the TOU program.  However, given the unique facts and circumstances of this case and the transitional nature of this proceeding, the Company would support the adoption of a Summer TOU program as an interim measure to transition to a yet undefined default service end state if its as-filed proposal is not adopted.   [38:  	PPL Electric MB fn 74:  In the event that the Company is not able to procure supply for the Summer TOU load, it will not offer the Summer TOU rate option to customers and will return to the Commission with a new proposal.] 

PPL Electric MB at 90.

		SEF agrees that this alternative appears to provide the best opportunity for PPL Electric customers to enjoy true time of use rates in accordance with the requirements of Act 129, and recommends its adoption.  SEF views this as an opportunity for the Commission to observe the results and make determinations in the future regarding potential programs including winters.  SEF also agrees that a collaborative needs to be convened as soon as possible to identify and address implementation issues.  SEF RB at 1.

		FES recommends that PPL Electric continue to procure its TOU default supply from wholesale suppliers that currently supply its spot market energy needs, as the Company insists that it cannot bid out the TOU rate option directly to an EGS.  FES MB at 39.  In the alternative, FES recommends that PPL Electric conduct a separate solicitation for TOU service for suppliers who might specialize in TOU products, in order to meet the TOU obligations.  FES MB at 40.

		FES does not object to the SEF recommendation that PPL bid out its TOU program to an EGS and that customers could enroll through PPL Electric, nor does it object to the RESA recommendation that PPL rely on the competitive market by having one or more EGS offer a TOU rate.  FES MB at 40.  FES object to the Constellation recommendation that the Company allocate a pro-rata percentage share of TOU customer load to each tranche, rather than revising the price paid to default suppliers under their contracts, although FES does recommend that the PPL Electric SMA reflect the bidding recommendations.  FES MB at 41.

		FES notes that it does not object to the "Summer TOU" plan proposed by the Company, because the TOU load will be bid out separately from fixed-price supply.  FES RB at 23.
 
		The Company notes that the Easy TOU rate option proposes an on-peak period of 3:30 p.m. to 6:30 p.m., but this is not currently feasible because (1) the majority of PPL Electric’s meters record full clock hour interval data because the PJM market is an hourly market, and  PPL Electric currently has no way to record 30-minute data with the existing meters (with the exception of larger customers with MV90 meters that record 15-minute intervals); and (2) PPL Electric’ s existing billing system cannot bill on 30-minute intervals without extensive re-programming.  PPL Electric MB at 82.  In addition, PPL Electric cannot bill on a calendar month schedule.  SEF accepts these changes.  SEF RB at 1.  
 
		Constellation recommends that the Company allocate a pro rata percentage share of TOU customer load to each tranche.  Constellation Stmt. 1 at 39-40.  Additionally, Constellation also recommends the Company include in this pro rata allocation those suppliers awarded in prior default service program’s RFPs and not revise the price paid to suppliers under their contracts.  Id.  Given the Commission’s recent decision on reconciliation of TOU under/over collections, While the Company would not oppose this proposal, PPL Electric MB at 84, it is moot under the recommendation for the Easy TOU. 

		In the wake of a failed TOU program and several inadequate proposals for replacement, the Company should be directed to implement the Easy TOU program in time for the 2013 summer season.  As it seeks a collaborative to aid in this implementation, the Company should be directed to convene the collaborative within a week of the Commission's final order in this matter, and to provide a complete plan for staff review under the present docket no later than one month prior to the first effective date of the program.  	
[bookmark: _Toc337196677]

[bookmark: _Toc340670022]4.	Other Default Service Program Issues	

[bookmark: _Toc337196678][bookmark: _Toc340670023]Supply Master Agreement and RFP Process and Rules

	PPL Electric proposes to implement its DSP II Program procurement process generally using the same approach used in the DSP I Program and the CBP.  (PPL Electric St. 1, p. 16).  The terms include:

(1)	Holding solicitations pursuant to a Request for Proposal (“RFP”) process to obtain the Default Service products from competitive wholesale power suppliers;

(2)	All winning suppliers will be required to execute a standard Supply Master Agreement (“SMA”).  

(3)	The RFP and the SMA are based upon documents previously used in the DSP I Program, and the prior CBP Program, and incorporate considerable experience obtained in these other procurement proceedings.  These documents detail a transparent, well-defined and objective procurement process for PPL Electric’s DSP II Program.  (PPL Electric Ex. 1, pp. 33-35).

The RFP provides that the results for each solicitation will be presented to the Commission within one business day of the bid proposal due date for that solicitation.  (PPL Electric St. 1, p. 17).  After receiving Commission approval of the solicitation results, PPL Electric will then execute transaction confirmations with the winning suppliers.  The prices in the resulting wholesale supply agreements will form the basis of the rates charged to each of the customer classes.  This is the same process used in the DSP I Program.

Each solicitation will be designed to procure a pro rata portion of the estimated Default Service load for each customer class.  The portion of total Default Service supply included in each solicitation has been established so that, over the course of the DSP II Program, each solicitation will procure a specific number of tranches of supply based on product quantity percentage.  (PPL Electric St. 1, p. 18; PPL Electric Exs. JC-4A, JC-4B; PPL Electric Ex. 1, Appendix B, p. 10).

For both the Residential and Small C&I Customer Classes, each tranche will be a fixed percentage of the customer class’ Default Service load.  The RFP tranche percentages are estimated to produce approximately 100 MW of peak load per tranche based on current PPL Electric forecasts and the customer class’ 2012-2013 projected peak load contribution with PJM, including both default and shopping load.  The actual MW size of each tranche will depend on the Company’s actual Default Service load at the time of delivery.  Supply must be load following.  (PPL Electric Ex. 1, Appendix B, p. 9; PPL Electric St. 1, p. 18).

As has been required under the CBP and DSP I Program, PPL Electric proposes that suppliers selected to serve any portion of PPL Electric’s Default Service load be required to post performance assurance.  Such assurance is required to enable PPL Electric to recover costs arising from a supplier default.  Depending upon its credit rating, a supplier will be extended an unsecured credit amount, and the required performance assurance will be a calculated amount in excess of any unsecured credit.  The Company proposes that the performance assurance will be recalculated every business day based upon forward prices for energy and capacity to be delivered under the contract.  (PPL Electric St. 1, p. 20).

Included with the Company’s Petition was the proposed SMA and proposed RFP Process and Rules (“RFP Rules”).  (PPL Electric Ex. 1, Appendices A and B).  The SMA is based upon the supply master agreements approved by the Commission in the DSP I Program proceeding.  (PPL Electric St. 1, p. 21).  The Company has updated the SMA and the revisions are both ministerial and substantive.  Because the Company will be procuring fewer product types, the Company has eliminated the multiple SMAs used in the DSP I Program, and will undertake all procurements pursuant to a single form of SMA.  Other substantive changes include, inter alia, including TOU load, updating the credit sections, adding a TOU exhibit, removing the “Sample PJM Invoice” Exhibit, and updating the “Transaction Confirmation Example” Exhibit.  The RFP Rules are also similar to the rules approved by the Commission in the DSP I Program proceeding.  The RFP also has been updated to reflect changes between the DSP I Program and the DSP II Program.  (PPL Electric St. 1, pp. 21-22).
PPL Electric MB at 92-94.

	The majority of the provision of the SMA and the RFP rules are uncontested but Constellation and FES recommend a few changes.  Constellation argues for these changes in order to encourage the most robust participation in the DSP's RFPs:

(1)	inclusion of other EDCs' more appropriate unsecured credit thresholds or, at a minimum, the thresholds used in the SMA previously approved for use by PPL Electric in its 2011-2013 Default Service Plan; 

(2)	provision for weekly settlements in order to reflect and operate in concert with PJM Interconnection, LLC's weekly settlement process; 

(3)	change from one month to two weeks as the settlement period in the SMA; and 

(4)	allowance of three business days rather than two for a DS supplier to replace a letter of credit.  
JT. Suppliers MB at 13.  

	The Company agreed to the third issue listed above, and it is no longer an issue.  Jt. Suppliers RB at 11.  

[bookmark: _Toc340670024]i.	Unrecovered Credit.	  

		As part of the DSP II Program, PPL Electric revised its unsecured credit amounts.  The revisions are shown at page 29 of Constellation Statement No. 1.  The largest change was to reduce the unsecured credit for suppliers rated A- or above from $75 million to $50 million.  Smaller reductions were also included for suppliers with lower credit ratings.  Constellation proposes that the SMA be revised to include higher unsecured credit thresholds than the Company has proposed.  Constellation Smt. 1, at 28-29.  Constellation supports substantially increasing the unsecured credit limits above those contained in the DSP I Program, up to $125 million for the highest rated suppliers.  Constellation Smt. 1, at 29.  Constellation contends that potential wholesale suppliers might choose not to participate in PPL Electric’s procurements because other utilities have higher unsecured credit limits.  Constellation Smt. 1, at. 30.

	The Joint Suppliers argue that the unsecured credit thresholds used by PPL Electric are too restrictive to encourage maximum competition, thus impairing the acquisition of generation supply at the least cost.  They recommend that the Commission require the Company to revise its SMAs to include the credit thresholds used by West Penn Power Company in its current default service procurements, or at least the levels used in the DSP I SMAs.  Jt. Suppliers MB at 15.  

	FES supports Constellation's recommendation that PPL Electric's performance assurance requirements should be in line with West Penn Power, or at a minimum, maintain the levels of PPL Electric's 2011-2013 SMA.  FES RB at 24.  

		PPL Electric states that it has reviewed various agreements issued by EDCs to determine what their credit thresholds are compared to those proposed by PPL Electric.  See Ex. RGY-1R.  As seen in that Exhibit, the Company’s unsecured credit amounts are reasonably aligned with all of the companies reviewed (including Constellation’s affiliate PECO).  It does not explain what "reasonably aligned" means, however, and the Joint Suppliers point out that, of the companies PPL Electric lists, only one – the only one not in PJM or in Pennsylvania – is lower.  Contrary to the Company's claims, this evidence does not demonstrates that the unsecured credit limits set forth in the DSP II SMA are consistent with similar agreements and should not result in a reduction in bidder interest.  The Company argues:

 Furthermore, unsecured credit represents a risk to default service customers in the event of supplier default, because in the event the supplier refuses or is unable to pay in the event of default, any additional cost to obtain supply would be charged in the default service price to customers.  (PPL Electric St. 1-R, p. 21).  Therefore, it is in the interest of default service customers to moderate that risk by holding the unsecured credit amount to a lower level.  Constellation’s proposed modification to the unsecured credit levels should be rejected.
PPL Electric MB at 95.

		As a higher credit limit does not equal "unsecured credit," this argument is difficult to follow.  The Company did not provide any evidence to support a finding that its existing DSP I credit limits were a problem, and therefore, the Company has not upheld its burden of proving that the new limits should be imposed.  Accordingly, the limits used in the DSP I should be maintained.

[bookmark: _Toc340670025]ii.	Monthly vs. Weekly Payment.	  

		PPL Electric currently pays suppliers on a monthly basis, and proposes to continue that payment process in the DSP II Program.  PPL Electric Stmt. 1-R at 25.  Constellation requests the Company provide weekly settlements as opposed to monthly settlements.  Constellation Stmt. 1 at 32; Jt. Suppliers MB at 17:

	The Joint Suppliers note that wholesale suppliers are required to make weekly settlements with PJM.  (Constellation St. 1, p. 33), and therefore, moving to weekly settlements creates a higher likelihood for more competitive bids in the PPL Electric RFPs because the credit need incurred by suppliers will be reduced. 
Jt. Suppliers MB at 17.

		PPL Electric argues that it has held twelve successful DSP I Program solicitations which included monthly settlement provisions while PJM has invoiced suppliers on a weekly basis.  PPL Electric Stmt. 1-R at 25.  There is no evidence that implementation of a monthly settlement process in the SMA has negatively impacted participation or the success of any solicitation.  Therefore, there is no reason to change from a monthly to a weekly settlement process.  PPL Electric MB at 98.

		Constellation further asserts that suppliers’ weekly settlements with PJM, and PPL Electric’s monthly payments to suppliers, creates a “credit need” that could be reduced by requiring PPL Electric to make weekly payments.  The Company responds:

However, as PPL Electric witness Kleha explains, a change to a weekly settlement process will simply shift the Cash Working Capital responsibility from being borne by suppliers and included in their bid prices to being borne by PPL Electric and being charged to customers as an additional cost in Default Service rates.  (PPL Electric 5-R, p. 15-16).  Thus, contrary to Constellation’s contention, there will be no net benefit to default service customers from a change to the payment terms.  Constellation’s proposal should be rejected.
PPL Electric MB at 98-99.

		This cost-shifting move is not consistent with the requirements of the statute regarding the DSP plan and should be denied.

[bookmark: _Toc340670026]iii.	Letter of Credit.	

		Constellation has proposed two changes to Section 14.2(b) of the SMA, which concerns the provision of a Letter of Credit.  A Letter of Credit is a form of Performance Assurance given as security against default.  PPL Electric Ex. 1, Appendix A, page 15 – definition of Performance Assurance.  Constellation contends that it would be more reasonable to allow a supplier three Business Days rather than only two Business Days to replace a Letter of Credit.  The Company has reviewed the proposed change to Section 14.2(b) with regards to the number of days a supplier has to replace a Letter of Credit.  The current language in the SMA allows for two (2) business days, whereas Constellation has proposed three (3) business days.  This change is minor in nature and is not opposed by the Company.  PPL Electric Stmt. 1-R at 24; PPL Electric MB at 99.

		Accordingly, this change is recommended.

[bookmark: _Toc337196680][bookmark: _Toc340670027]Third-Party Manager

		The Company states that the Default Service Policy Statement provides that the competitive bid solicitation process should be monitored by an independent evaluator to achieve a fair and transparent process for each solicitation.  52 Pa. Code § 69.1807(8).  Consistent with these requirements, PPL Electric has retained NERA as the independent third-party to administer each procurement, analyze the results of the solicitations for each customer class, select the supplier(s) that will provide services at the lowest cost and submit all necessary reports to the Commission.  PPL Electric Stmt. 1 at 23.  NERA has successfully administered the DSP I Program procurements to date, and based on this track record, the Company proposes to continue to retain NERA to administer the DSP II Program.  

		No party has objected to the use of NERA as the third-party manager, and this proposal is recommended for approval.

[bookmark: _Toc337196681][bookmark: _Toc340670028]RTO Compliance and Consistency

52 Pa. Code § 54.185(d)(4) requires Default Service plans to include documentation that the program is consistent with the requirements regarding the generation, sale and transmission of electricity of the RTO in the control area where the Default Service provider is providing service.  PPL Electric’s DSP II Program fully meets this requirement.  In addition to proposing a plan that is in alignment with PJM’s planning period, the SMA and the RFP Rules require that both PPL Electric and any bidder in the procurement process must be in compliance with PJM requirements. (PPL Electric Ex. 1, Appendix A, p. 33; PPL Electric Ex. 1, Appendix B, p. 44).  For example, the SMA recognizes PJM authority and assures that each party is in compliance with PJM’s tariff, operating agreement, reliability agreement and business practices.  Additionally, Article 4 of the RFP Rules document requires that an applicant must certify that it is a member of PJM and qualified as a market buyer and market seller in good standing that is able to secure generation or otherwise obtain and deliver electricity in PJM through compliance with all applicable requirements of PJM to fulfill a full requirements obligation.  (PPL Electric Ex. 1, Appendix B, p. 21).  Moreover, an applicant must certify that it has been authorized by Federal Energy Regulatory Commission (“FERC”) to make sales of energy, capacity and ancillary services at market-based rates.  (PPL Electric Ex. 1, appendix B, p. 44).  No party has challenged the DSP II Program’s RTO compliance.  Therefore, the Company submits that the DSP II Program satisfies the requirements of 52 Pa. Code § 54.185(d)(4).
[bookmark: _Toc337196682]PPL Electric MB at 101-102.

		This is recommended for approval.

[bookmark: _Toc340670029]Contingency Planning

52 Pa. Code § 54.185(d)(5) requires that Default Service plans include contingency plans to ensure the reliable provision of Default Service if a wholesale generation supplier fails to meet its contractual obligations.  The DSP II Program meets these requirements.  If the Commission rejects all bids for a given product, in any solicitation, or if some tranches of a given product, in a particular solicitation do not receive bids, the Company will expeditiously seek guidance and approval from the Commission to address this short fall in procurement of Default Service supply.  (PPL Electric Ex. 1, p. 38).  However, to the extent that unfilled tranches remain at the commencement of delivery for a given product, the Company will obtain Default Service supply through the spot market administered by PJM.  (PPL Electric St. 1, p. 25).  Specifically, PPL Electric will supply the unserved load by purchasing energy and all other necessary services through the PJM-administered markets, including, but not limited to, the PJM energy, capacity, and ancillary services markets, any other service required by PJM to serve such unserved load, and any AEPS requirements.  (PPL Electric Ex. 1, p. 38).  PPL Electric proposes to recover all of the costs of such purchases from Default Service customers in the retail rates charged for the service for which the purchases are made.  (PPL Electric Ex. 1, p. 38).

In the event a supplier defaults, PPL Electric will offer full requirements supply assignment to other winning bidders for the same product consistent with the step-up process described in the Default Service SMA.  (PPL Electric Ex. 1, Appendix A, pp. 24-25).  If this assignment is not successful, PPL Electric will offer full requirements supply assignment to all Default Service suppliers consistent with the Default Service SMA, even if a Default Service supplier does not serve tranches for that product.  These assignments will be offered at the original bid price in the event of default(s), or at the average price from the last successful bid for that product in the event of insufficient bids.  Id.

No party has challenged the sufficiency of the DSP II Program’s contingency planning.  PPL Electric submits that its contingency plans be approved.
PPL Electric MB at 103.  

		The proposed contingency plan is recommended for approval.

[bookmark: _Toc337196683][bookmark: _Toc340670030]Additional Information to Wholesale Suppliers Regarding Shopping and Procurements

		Constellation requests that the Company provide additional information to wholesale suppliers regarding shopping and procurements.  Constellation Stmt. 1 at 38-39.  Specifically, Constellation requests that PPL Electric provide the following data: 

Hourly shopping and non-shopping data by rate class; 

Aggregate historical hourly data specifically for those customers that choose PPL Electric’s TOU offering; 

Daily eligible and non-shopping data for peak load contribution (“PLCs”) and network service peak load (“NSPL”) by rate class;

Daily shopping and non-shopping customer counts by rate class; 

Hourly data prior to 2011 for customers classes that were reclassified as part of the 500 kW peak demand reclassification of Small and Large C&I customers; 
PPL Electric should provide to RFP bidders and DS Suppliers all of the same data that it provides to EGSs bidding in its Retail Opt-In Auction.

		The Company argues that it can only provide some of this data, specifically daily shopping and non-shopping customer counts by rate class, to be issued in conjunction with already provided rate category and load data through PPL Electric’s Default Service Procurement website. PPL Electric can also supply aggregate historical hourly data specifically for those customers that choose PPL Electric’s TOU default service rate option.  Any additional data and information provided to bidders in the Retail Opt-in Auction will be issued through the PPL Electric Default Service Procurement website, and as such, will be made universally available to all external parties, regardless of participation in the auction.  PPL Electric MB at 103-104. 

		However, the Company states that it does not currently compile hourly shopping and non-shopping data by rate class, and daily eligible and non-shopping data for PLC and NSPL by rate class.  PPL Electric Stmt. 1-Rat 33; PPL Electric MB at 104.  The data request is in addition to aggregate data already provided to all wholesale suppliers. 

	PPL Electric has committed to provide some of the additional data requested by Constellation in this proceeding, and the Joint Suppliers are satisfied with this.  Jt. Suppliers MB at 19.  Therefore, the Company should be directed to make the agreed-upon data available.

[bookmark: _Toc340670031]C.	Retail Market Enhancements	

		The Commission's IWP Order directs PPL Electric to address the following:

1.	Three separate consumer education mailings in late 2012 and early 2013;

2.	A new/Moving Customer program to encourage shopping, to be implemented in late 2012 under the auspices of the Commission's Office of Competitive markets Oversight (OCMO);

3.	A Retail/Opt-in Auction Program; and 

4.	A Standard Offer Referral Program.

		The timing is designed to prevent confusion among customers.  OCA supports the overall proposed timing of these initiatives. The Company's explanation of the proposed timing, which will minimize any confusion between the programs, is a reasonable approach, especially with the knowledge that the Company needs to upgrade its customer information and billing system.  OCA MB at 57-58.  



		Timing is important, as OCA witness Alexander states:

[T]he Referral Program [should] be implemented after the Opt-In Auction to avoid customer confusion about the differences in the price discounts, length of contract, the overlapping customer education campaigns, and the nature of the customer commitment associated with both programs.
OCA Stmt. 2-R at 11-12; OCA MB at 59. 

		OCA notes that the positions it espouses are limited to the effects on residential customers and that it takes no position on commercial customers.  It supports the programs in general as a means of providing opportunities for ratepayers to engage in the competitive retail market for electricity but recommends several modifications.

OCA recommends the following modifications to the Retail Opt-In Auction:

No more than 20% of the total, default residential customers should be allowed to enroll in the program;

PPL's proposal for a 6-month contract terms may be adopted if PPL's proposal for biannual changes in its Price to Compare (PTC) is also adopted and assuming that more robust savings for participating customers can be realized; if not, then a 12-month term should be adopted;

Customers should be offered a price that is guaranteed to be lower than the PTC for the entire contract term;

Contrary to proposals by RESA, all terms and conditions, including price, should be provided to customers prior to their opting into the program;

Enrolled customers who do not affirmatively select an option for continued service at the end of the program, should remain with their EGS on a fixed price month-to-month contract;  

EGSs that agree to participate in the auction should pay for all of the costs of implementing the Opt-In Program.
OCA MB at 34.

		OCA recommends adopting the Company's proposal to include all customers in the auction.  While the program is targeted at non-shopping customers, shopping customers who inquire should be allowed to participate as well.  OCA does not believe that PPL Electric should have a duty to withhold information from customers who inquire, whether or not the inquiring customer is already shopping.  OCA MB at 38-39.

		RESA disagrees and recommends a quicker approach.  These are discussed below, in the context of the programs.

[bookmark: _Toc340670032]1.	Separate consumer education mailings	 

		The Company proposes to undertake a customer referral mailing to all residential default service customers in mid-2013.  PPL Electric Stmt. 4 at 19; PPL Electric MB at 108.  The timing is contingent upon approval of the timing of the Opt-In Program and the Standard Offer Program. 

		Under the proposal, any EGS wishing to participate would submit a standard 5" x 8" sized offering to residential customers.  The Company would include a cover letter describing the contents of the mailing, and the total cost of that mailing would be divided evenly among participating EGSs.  The estimated minimum cost is $500,000.  PPL Electric Stmt.4 at 20; PPL Electric MB at 109.  

		RESA recommends merging the Customer Referral Mailing with the last of the consumer education letters required by the RMI Order on Consumer Education Mailings entered June 21, 2012, and a mailing date of no later than March 1, 2013 regardless of the timing of the other programs.  This has the advantage of reducing the cost to the EGSs, who would only have to pay the cost of their inserts and any incremental postage.  RESA Stmt. 2 at 16-17; RESA MB at 58-59.  OCA does not object to this if the incremental costs are paid for by the participating EGSs.  OCA Stmt. 2-R at 7; OCA MB at 59-60.  PPL Electric does not object to this if its schedule for implementing the Opt-In Auction and Standard Referral Program is approved.  PPL Electric MB at 110.

		RESA also recommends that the Company perform a separate referral mailing for small commercial and industrial customers (Small C&I).  RESA MB at 59.  The Company does not object so long as the Small C&I mailing is separate from the residential mailing.  

		PPL Electric does not object to the cost-sharing concept provided that the merged mailing concept is also approved.  PPL Electric MB at 110.  If the Customer Referral Mailing is a stand-alone mailing, the Company does not agree that the costs should be recovered as "consumer education," and it does not agree to share any portion of the costs.  PPL Electric MB at 111.  

		OCA proposes that PPL Electric provide further “education” to customers participating in the Opt-In Program by providing a third notice, in addition to the two notices required from EGSs, prior to the end of the Opt-In contract term.  OCA MB at 49.  The Company emphasizes that in no event should PPL Electric bear this cost.  "PPL Electric is concerned that the more “education,” “notices,” mailings, promotions and other requirements layered upon the market enhancement programs, the more expensive they become.  (PPL Electric St. 4-R, pp. 29-30).  PPL Electric does not support additional program requirements not envisioned by the RMI-IWP Final Order." PPL Electric RB at 64.

[bookmark: _Toc340670033]2.	New/Moving Customer program	

		This customer referral program is meant to present consumers with information about competitive alternatives every time they contact the EDC.  The program is to be restricted to those customers calling to initiate service or calling to move service within an EDC's service territory.  The Commission states that it does not intend to place the EDCs in the position of providing information about various EGS product offerings to customers through their call centers, but they should be able to provide general information about Pennsylvania's electric retail market and direct the customer to PAPowerswitch.com.  This should not have a significant impact on EDC call center activities and therefore, whatever incremental costs are associated with the program should be recovered via the normal EDC call center cost recovery mechanism.  

		The expectation in the IWP Order was that this program will be merged with the Standard Offer Customer Referral Program.  IWP Order at 20.

		The Company has not included details of its implementation of the New and Moving Customer Program in this filing because the Commission's timeline for implementation preceded the expected date of a final Commission Order in this proceeding.  The Company anticipated starting the program by the end of September 2012.  PPL Electric MB at 107.  As this occurred after the hearings, there is no evidence to indicate whether this goal was met. 

		RESA contends that this plan to rely on call center scripts which were developed in the RMI Working Group, is not consistent with the Commission's proposal in the IWP Order, which directs that the program elements be incorporated in the New and Moving Customer Referral, which will ultimately be incorporated into the Standard Offer Referral Program.  RESA criticizes the Company's inability to immediately implement a "day-one switch" capability that allows the customer to initiate service with an EGS directly through the Company's Customer Service Representative (CSR), with a transfer to an EGS representative.  RESA MB at 55-56.  The Company intends to complete the system modifications necessary to do this in support of the Standard Offer Referral Program, but the present capability is limited to transferring the call to the EGS' customer service center.  PPL Electric MB at 107-108.

		RESA states: 

In order to be on an equal footing with bundled utility service, EGS service must be available immediately for new and moving customers who identify the EGS from which they would like to take service.  Forcing customers who know they want service from a specific EGS to take commodity service from the monopoly delivery company – even for a single billing cycle – should be anathema to any entity that claims to support competition.

	Accordingly, RESA recommends that the Commission include within this default service plan a provision that requires PPL to design this "day-one switch" capability for implementation as soon as practicable after the proposed retail enhancements are in place.  Building this functionality now (which based on the experience of ConEdison's new and moving customer referral program should be relatively straightforward) will set the stage for a more complete new and moving customer program later, which would be available even to customers who may not yet know which EGS with which they would like to begin service.  If PPL can implement the Commission's envisioned "new/move" interim program without interfering with any of the steps discussed above, then RESA, of course, supports taking that step.
RESA MB at 56-57.  

		The Company points out that the Commission has addressed the RESA position in the DSP plan the FirstEnergy Order, and that the Commission supports the approach taken by the Company here.  PPL Electric RB at 59.

		PPL Electric cites two reasons to refrain from implementing the "day-one switch" in its New and Moving Customer program.  First, the Company does not want to sign a customer for service absent a standard offer.  The Company does not serve as a clearinghouse or advisor to customers regarding multiple EGS pricing options, and only in the context of a Standard Offer Referral Program can the Company include the "day-one switch."  PPL Electric RB at 60.

		Second, the Company explains:

From an enrollment perspective, the Company must develop and be able to process an outbound 814 enrollment transaction which will allow the Company to enroll participating customers with an EGS and inform the EGS of this new customer relationship.  The Company will also have to create service representative, web, and IVR functionality to enroll customers, assign EGS (if none is chosen), and create the outbound 814.  
PPL Electric Stmt. 4 at 31.  

		The Company needs time to make the necessary technological changes to its systems to implement this process.  PPL Electric RB at 61.



[bookmark: _Toc340670034]3.	Retail Opt-In Auction	

[bookmark: _Toc340670035]a.	Description	

		The Commission has stated that "properly-structured Retail Opt-in Auctions may provide benefits to customers and enhance the competitive retail environment."  IWP Order at 36.  PPL Electric's proposal is for participating EGSs to offer residential customers a 6-month, fixed-price product at a minimum 5% discount off PPL Electric's December 1, 2013 PTC.  Customers participating in the auction would receive a $50 cash payment from the EGS who acquires the customer's account, after participating for three consecutive billing cycles. The Company proposes limiting participation by non-shopping customers to 50% of the total number of default customers as of October 31, 2013.  Shopping customers will not be targeted but will be permitted to participate.  

		Implementation will be preceded by two mailings.  The first is set for November 2013, to inform customers about the auction.  The second would follow the auction and would include the resulting price and instructions to customers on how to participate during a 30-day window.  Customers will be assigned to participating EGSs randomly, first-come, first-served, until the 50% cap is reached or the enrollment period ends.  

		EGSs would be required to acknowledge responsibility to make the $50 payment, and the rate charged by each EGS is set for six months.  Customers may leave at any time without penalty, but those still taking service from the EGS at the end of the 6-month period would stay with the EGS and not return to default service.  The auction itself would be held as soon as the December 1, 2013 PTC is known, and will be conducted using a sealed-bid auction format, consistent with the IWP Order.  

		Winning bidders will be selected in order from the highest discount to the PTC followed by the next highest discount and continuing until all ten tranches are filled.  The auction price offered to customers would be set by the last selected qualifying bid, subject to the minimum 5% discount off the PTC.  If there are insufficient qualifying bids to take the ten tranches (10% of the customers each), with the maximum of 50% to any supplier, any remaining tranches will be offered to the qualifying bidders.  If only two bidders are winning, they would be given the option of not participating further, and if either backs out, the auction would be canceled.  PPL Electric MB at 113-114.

		Following the service of the Company's direct testimony, the Commission issued its decision in the FirstEnergy default service provider case, which indicates a preference for an aggregation program.  The Company explains its flexibility:

Subsequent to the submission of the Company’s direct testimony describing its Opt-In Auction Program proposal, the Commission issued the FirstEnergy Order.  In that order, the Commission eliminated the use of an auction process and instead adopted what PPL Electric witness Krall described in surrebuttal as an aggregation program.  Mr. Krall explained how, with small modifications, the Company’s basic structure of a retail Opt-In Auction Program could be modified to a retail Opt-In Aggregation Program.  (PPL Electric St. 4-SR, pp. 6-11).  

From the perspective of a customer participating in the program, there would only need to be two modifications.  First, the price that customers would pay would be a 5% discount from the Company’s December 1, 2013 PTC, instead of a minimum 5% discount with the actual price determined by auction results.  (PPL Electric St. 4-SR, p. 9).  The second modification is that customers would only be sent a single letter advising them of the terms of the program and providing instructions on how they may elect to participate.  (PPL Electric St. 4-SR, pp. 9-10).  

From the EGS perspective, with elimination of an auction, the Company would propose to solicit participation from all licensed EGSs authorized to serve residential customers.  A minimum of two participating EGSs would have to agree to participate in order to comply with the 50% participation cap established by the RMI-IWP Final Order.  (PPL Electric St. 4-SR, p. 8).  Based upon the number of customers electing to participate, tranches of load would be divided evenly among participating EGSs with customers randomly assigned.  (PPL Electric St. 4-SR, p. 8).  EGSs would compensate the Company on a pro rata basis for the cost the Company incurs in marketing and conducting the aggregation.  However, because no auction would be conducted and only a single mailing would be sent to customers, the cost of the program would be substantially reduced.  (See Section III.C.6 for further explanation of the issue of cost recovery of an Opt-In Aggregation Program).  
PPL Electric MB at 114-115.

		The elements of the program include (1) length of time, (2) limitation on number of participants, (a) residential customers, (b) whether to include small C&I customers, (3) price, (4) terms and conditions disclosure, (5) supplier participation load cap, (6) customer options upon expiration of program and notice requirements, (7) the structure of the opt-in program, and (8) low-income customer participation.

[bookmark: _Toc340670036]b.	Length of time of program	

		PPL Electric's proposal is for participating EGSs to offer residential customers a 6-month, fixed-price product at a minimum 5% discount off PPL Electric's December 1, 2013 PTC.  Customers participating in the auction would receive a $50 cash payment from the EGS who acquires the customer's account, after participating for three consecutive billing cycles. The Company proposes limiting participation by non-shopping customers to 50% of the total number of default customers as of October 31, 2013.  Shopping customers will not be targeted but will be permitted to participate.  

		OCA states that it normally recommends 12 months for a program such as this, but that the six month program would be acceptable if the Company's proposal for biannual changes in its PTC is also adopted.  OCA MB at 41.  OCA further recommends that regardless of term length the savings to participating customers must be guaranteed, that is, if the PTC changes during the term of the contract, the supplier rate also must change to preserve the percentage discount.  OCA St. 2 at 11-12.  However, EGS parties have indicated unwillingness to offer a 12-month term if they must guarantee savings.  PPL Electric Ex. DAK-1R; PPL Electric Stmt. 4-R at 26.  

		FES and DR/IGS have recommended that the Retail Opt-In Program term be for 12 months rather than 6 months.

		FES asserts that a 12-month contract term for the Opt-In Program will extend “the availability of a favorable program price to 12 months.”  FES MB at 46.  FES states that if the Commission Orders in the FirstEnergy and PECO DSP cases apply to this proceeding, then the question of contract length has been settled.  In those two cases, the product approved was for 12 months, with a $50 bonus, a 4-month guaranteed 5% off the PTC at the time of enrollment, and an EGS provided fixed-price product for the remaining 8 months.  FES recommends two refinements:  (1) that the 8-month fixed price be uniform among all participating EGSs, and (2) that the fixed priced product be established and made known to customers before they decide whether to participate in the Opt-In Program.  These two additions will ensure that customers cannot blame the EDC, the Commission, or the competitive retail market for what can be perceived as an injustice if some customers do not fare as well as others.  The second improvement will serve to avoid "bait and switch" offers.  FES MB at 44-45.

		If the IWP Order is the operative authority, then FES objects to the 6-month proposed time period for the program.  FES argues that the longer time period will offer a longer opportunity for price stability and therefore, maximum customer participation in the program.  In response to the Company's concern that the PTC might change during the program, FES responds that the customers are free to leave at any time.  FES MB at 45.  

		The Company responds:

The difficulty with FES’ contention is in defining a “favorable program price.”  PPL Electric’s proposal, with a 5% discount off the PTC for a 6-month term that overlaps PPL Electric’s  semi-annual PTC changes, definitely provides participating customers with a favorable price vs. the PTC.  However, a 5% discount off the current PTC is not necessarily a favorable price if market prices or the PTC falls after 6 months.  PPL Electric believes its shorter term contract, as originally envisioned by the RMI-IWP Final Order, provides better assurance of favorable pricing.  For this reasons, PPL Electric encourages adoption of its proposed Opt In Program term.
PPL Electric RB at 64-65.

		DR/IGS asserts that a 6-month contract term is too short, as it gives suppliers little time to recover their $50 bonus payment:

	The EGS Parties view appears to have the support of the Commission, at least in terms of the total length of the product.  As discussed above, the Commission modified the product in both recently decided DSP cases, to a one year product with two fixed price components:  1) a four (4) month component at a five percent (5%) discount off the PTC at the time of the offer, and an eight (8) month component without a specified price.  The Commission retained the fifty dollar ($50) bonus payment but required that a customer remain on the service for the entire four (4) month segment in order to receive it.  Perhaps the most dramatic change is the elimination of the auction process.  Customers will be assigned to suppliers that are qualified, i.e., licensed in the service territory, and willing to participate.  (Dominion/IGS St. No. 1-R, pp. 2: 1-3:10).  While this process will certainly allow for broader supplier participation and more supplier diversity, it comes with some additional concerns as well.  Those concerns related to the financial ability of suppliers to meet their obligation to pay each customer the fifty dollar ($50) bonus payment, and the need for transparency in the pricing, particularly for the eight (8) month period, since it appears that there will be no regulation of the price of that offering.  The market discipline that transparency brings should aid greatly in making sure that the prices are not out of the range of the market.  

	As discussed above, with the inclusion of some additional safeguards, the EGS Parties are happy to accept the Commission's modifications.  The Commission should require suppliers to post additional security up to the total amount of the fifty dollar ($50) bonus payments, and should require the posting of an EGS's eight (8) month price on the PaPowerSwitch.com website and should require that customers be provided with the price at the time they are enrolled.  (Dominion/IGS St. No. 1-R, p. 4:4-20).  With these modifications, the product and program design should be approved as modified in the FE Order.
DR/IGS MB at 17-18.

		The Company points out that many EGSs currently offer discounts in excess of 5% off the PTC (see FES Ex. TCB-4), and must obtain customers through their own advertising efforts.  The Opt-In Program will provide an opportunity for EGSs to sign up large numbers of customers without advertising.  DR/IGS has provided no evidence that a 5% discount and $50 bonus payment, even for a 6-month term, would result in financial loss.  PPL Electric MB at 64.  The stated "concern" is insufficient  to support this asserted reason for longer contract terms.

		In response to the DR/IGS proposal that EGSs participating in the Opt In Program should post a cash deposit or bond to secure the $50 bonus payment, the Company points out that the RMI-IWP Final Order did not mandate any security for the bonus payment.  PPL Electric opposes any such requirement if the Company is to hold the security.  The Company believes that its involvement in the relationship between an EGS and its customers should be kept to a minimum.  Tr. 77-78; PPL Electric RB at 64-65.

		The idea that any participating EGS would be either unable to perform its duties under the program terms or should be subjected to filing security because of a doubt is somewhat alarming.  Common sense should prevent any financially struggling EGS from agreeing to terms that it is not capable of performing.  

		Accordingly, the Company continues to support a 6-month contract term.  The Company’s proposal of a 6-month term is consistent with the guideline established by the Commission’s RMI-IWP Final Order.  As described in the Commission’s order, the Commission indicated, among other things, that a 6-month term would likely get consumers into the market sooner and that the use of fixed price product across a longer term would increase the risk that intervening PTC changes during the term of the product would lead to a loss of savings.  (RMI-IWP Order at p. 50).  

		The Company's 6-month term recommendation, combined with its proposed schedule for implementing the auction and changing the PTC on a semi-annual basis, would effectively assure that participants would achieve five months of certain savings off the PTC.  (PPL Electric St. 4-R, p. 25).  While this is not the 12-month guarantee that OCA proposes, it does provide a level of certainty for a reasonable period of time. 

		In addition the Company expresses concern that a requirement that customers enter into a one-year term contract is too long for what is intended to be an introduction to shopping:  

Thus, the Company’s 6-month term, combined with its proposed implementation date and semi-annual PTC changes, can be viewed as effecting a compromise between the OCA and the EGS positions; customers effectively receive a savings guarantee for at least five months, but EGSs are not required to change their prices under the program to match PTC changes.  

	The Company notes that under the Opt-In Aggregation Program adopted in the FirstEnergy Order, customers would receive a 5% discount off of the PTC for a period of 4 months, and then would receive an unspecified fixed price for an additional 8-month term.  (FirstEnergy Order, p. 108).  The Company respectfully is concerned that an opt-in program that does not have standardized price terms among all participating EGS for the length of the contract may result in customer confusion and dissatisfaction and, ultimately, be harmful to shopping.  As explained by PPL Electric witness Krall in surrebuttal, if, for example, a customer becomes aware that EGS “A” offered a 4% discount after the initial 4-month term, but they were randomly assigned to EGS “B”, which offered only a 2% discount after the 4-month term, then PPL Electric, EGSs and the Commission likely will deal with criticisms, possibly complaints about assignments and negative impressions of the shopping experience.  (PPL Electric St. 4-SR, p. 11).  Similar to the explanation above with respect to price guarantees, PPL Electric believes that an aggregation approach that establishes a 6-month term with a stated discount of 5% would produce a more positive shopping experience than a 5% discount for 4 months followed by a non-standard price among EGSs for a remaining 8-month period.  (PPL Electric St. 4-SR, p. 11).  
PPL Electric MB at 116-117.

		There is no requirement in the law that all programs offered by the Commonwealth's EDCs be identical.  The program proposed by the Company is a reasonable one.  The six-month length in this EDC's 29-county territory provides the entire market the opportunity to compare the results of a six-month program to the results of the 12-month program to be offered by the FirstEnergy companies and PECO for what could be invaluable guidance in future initiatives.  Accordingly, I recommend approval of the six-month plan.

[bookmark: _Toc340670037]c.	Limitation of participants	

		PPL Electric proposes to offer participation to all residential customers, with a limit on participation by non-shopping customers capped at 50% of the number of default service customers as of October 31, 2013, which is estimated to be approximately 360,000 residential customers. The program will be marketed to default service customers, but shopping customers who "make an affirmative request" will be permitted to participate without first moving to default service.  PPL Electric MB at 111-112.  The Company has not included small C&I customers in its plan.

[bookmark: _Toc340670038]i.	Residential customers	

		OCA recommends limiting the Opt-In Program to 20% of non-shopping customers.  OCA MB at 39.  OCA agrees that all default service customers should be informed about the program, but recommends that the maximum number of customers authorized to enroll in the program be limited to no more than 20% of the total number of eligible customers.  The intent is to mitigate the increased volumetric risk and therefore higher prices for providing default service.  OCA Stmt. 1 at 20; OCA MB at 44.  

		OCA witness Hahn recommends another measure to reduce volumetric risk is to set aside a portion of the initial default service solicitations but leave them unfilled at the beginning of the DSP.  The size of the default service tranches can be adjusted based upon the number of retail opt-in auction trances are filled.  This is to maintain the megawatts expected to be supplied by each default service supplier at the level in the original default service solicitation but each supplier's percentage of load served changes.  Tranches not filled would be supplied by additional spot purchases or by additional default service solicitations.  OCA Stmt. 1 at 20; OCA MB at 46.	

		OCA expresses concerns about possible effects upon default supplier bids, and argues that the relatively high level of residential shopping in PPL Electric service territory did not justify a program that could involve 50% of remaining default service customers.  OCA Stmt. 1 at 20; OCA Stmt. 2 at 11.  The Company points out that the Commission has already dispensed with this argument in the RMI-IWP Final Order, and has maintained the 50% participant cap.  Furthermore, it is unfair to place the Company in the position of having to tell customers who wish to participate in the program that their choice was made too late and that the program is closed.  This is more likely to occur where the participation cap is set too low.  PPL Electric Stmt. 4-R at 28-29.  The Company supports having no participation cap, because the Company believes that complicated rules may actually reinforce reasons underlying customers’ reluctance to shop.  PPL Electric Stmt. 4-R at 29; PPL Electric MB at 118.  

		RESA states that it is willing to accept a 50% customer participation cap.  RESA RB at 32-33.

		The 50% participation cap is reasonable and is recommended here.

		The proposed plan markets to default service customers but would permit participation by customers already shopping if they make an affirmative inquiry.

		RESA argues that customers who are receiving service from an EGS should be prohibited from participating in the Opt-In Program.  RESA Stmt. 2 at 28; RESA MB at 64.  RESA states:

The primary intent of the retail opt-in auction/aggregation and other RMEs is to introduce default service customers to competitive alternatives.  Accordingly, only default service customers should be eligible for the retail opt-in auction/aggregation.  Many EGSs that are already service mass market customers have invested significant financial resources in attracting these customers.  These EGSs should not face the risk of losing that investment as a result of an [sic] retail opt-in auction/aggregation program whose stated intent is to encourage default service customers to shop.  It is not enough to simply limit education and marketing about the program to default service customers.  The EDCs, in developing messaging about the program, call center scripts and other materials and protocols, should inform customers that they are not eligible for the opt-in auction/aggregation if they are already being served by an EGS.  This limitation is also important from a customer perspective.  Some EGSs impose early termination fees on customers who cancel their contract early.  Limiting eligibility to non-shopping customers will eliminate the risk that existing shopping customers will be subject to such penalties from their existing supplier should they chose [sic] to enroll in the opt-in auction/aggregation.
RESA MB at 65 (footnotes omitted).

		PPL Electric protests that RESA would let PPL Electric bear the brunt of customer criticisms, and possibly even complaints to the Commission, when shopping customers call to ask about the Opt-In Program and are told that they are ineligible.  PPL Electric Stmt. 4-R at 27.  This is not a fair approach to the Company, which responds by pointing out that the Commission has already considered this issue in the RMI-IWP Final Order, and concluded that while an Opt-In Program should not be marketed to shopping customers, those customers should be permitted to participate if they affirmatively make a request to the utility.  RMI-IWP Final Order at 41-42.  PPL Electric MB at 117-118.

		In addition, PPL Electric points out that the program specifically provides for a cap of 50% on non-shopping customers only.  If any shopping customers make an affirmative request to be included in the Opt-In Program, they will not impact the non-shopping customer cap.  PPL Electric Stmt. 4 at 21; PPL Electric RB at 66.

		RESA's reasoning is not consistent with its stated belief that a robust competitive market is in everyone's best interest.  After all, the competition in the market is not just between the default service provider and the EGSs, it is among the EGSs as well.  If the shopping customer has an EGS who has already provided a better deal than the opt-in auction/aggregation can provide, then it stands to reason that that customer will not participate in the auction/aggregation.  There is no bar to any EGS providing an even better deal to its customers independent of the Commission-driven programs.  

[bookmark: _Toc340670039]ii.	Small C&I Customers	

		The proposed plan does not include making Small C&I customers eligible for the Opt-In Program.

	The Commission concluded in the RMI-IWP Final Order that Small C&I customers should not participate in the Opt-In Auction, and the Company notes that no new arguments have been presented here to justify a change in that recommendation.  In contrast, PPL Electric notes that in the Opt-In Aggregation Program adopted by the Commission in the FirstEnergy Order, Small C&I customers were permitted to participate in the program.  However, in making this modification to the RMI-IWP Final Order, the Commission emphasized the relatively low level of current shopping by small commercial customers in the FirstEnergy Companies’ service areas.  (FirstEnergy Order at pp. 103-04).  However, data in this case demonstrates that there is much more robust shopping by small business customers in PPL Electric’s service territory.  For example, OSBA Ex. 1Ec-S1 shows that over 51% of PPL Electric’s commercial customers and 89.6% of their load is shopping as compared to around 30% of customers and 60% of load shopping in the FirstEnergy Companies’ service areas.  Even among PPL Electric’s very small (under 25 kW) business customers, over 43% of customers and over 64% of load is shopping.  (RESA Ex. CHK-4; Tr. 320).  Therefore, the reasons relied upon by the Commission to allow Small C&I customers to participate in the Opt-In Program in the FirstEnergy Order are not present in PPL Electric’s service territory.[footnoteRef:39]  For the foregoing reasons, the Opt-In Program should not be expanded to include Small C&I customers.  [39:  	PPL Electric further notes that if an Opt-In Auction process is used, a separate auction process would be necessary to solicit Small C&I customers because of customer class differences.  PPL Electric Stmt. 4-R at 27-28.  A separate auction process would add further costs.] 

PPL Electric MB at 119-120.

		RESA asserts that small business customers are not shopping on the PPL Electric system.  RESA speculates that there are very small business customers who are not shopping and that PPL Electric’s statistics on small business customer shopping is distorted by larger small business customers who are shopping.  RESA MB at 68.  However, the record shows that over 64% of the peak load capacity of non-residential customers under 25 kW is served by EGSs.  Tr. 320-21.  Small business customers are shopping on the PPL Electric system.

		The Company distinguishes the FirstEnergy case:

PPL Electric is aware that in the FirstEnergy Order and the PECO DSP II Order, the Commission included small business customers in the Opt-In Program.  This decision appears to have been based substantially upon the relatively low amount of shopping by the small business customers in those service areas.  For PPL Electric, nearly 90% of all commercial load is shopping, whereas only about 60%-65% of commercial load is shopping on the FirstEnergy and PECO systems.  (OSBA Ex. IEc-S1).  PPL Electric’s small business customers are much more active shoppers.  Therefore, PPL Electric continues to believe that the additional cost of expanding the Opt-In Program to include small business customers is not necessary.

In conclusion, PPL Electric recommends that the Commission adopt the program design of either its Opt-In Auction Program or its Opt-In Aggregation Program.  
PPL Electric RB at 66-67.

		As it appears that the small C&I market is already robust, the cost of extending this program to Small C&I customers would be unjustified.

[bookmark: _Toc340670040]d.	Price	

		The Company is recommending that the EGSs offer a 6-month, fixed-price product at a minimum 5% discount off the PTC on December 1, 2013, and that participating customers receive a $50 cash bonus after receiving generation service from the EGS who acquires the customer in the auction after three billing cycles.  PPL Stmt. 4 at 20-21.

		OCA proposes continuing the guaranteed savings off the PTC for the entire term of the contract.  OCA Stmt. 2-R at 5; OCA MB at 41.  OCA witness Alexander defends this by expressing her concern that customers may learn about the pricing impact after the differential has been in effect and that this may leave those customers with a negative opinion about the competitive market.  OCA Stmt. 2-SR at 5; OCA MB at 42.  The proposal is to ensure that customers have a positive experience and that actual savings that appear to be promised to engage the customer to enroll in the program are, in fact, delivered for the entire contract term.  OCA MB at 42.

		The recommendation is to approve the Company proposal.

[bookmark: _Toc340670041]e.	Terms and Conditions disclosure	

		Finally, RESA proposes that the structure of the auction process set forth in the RMI-IWP Final Order be revised substantially.[footnoteRef:40]  RESA proposes that customers be enrolled prior to the auction being undertaken.  RESA further proposes additional mailings, information gathering and “aggressive promotion by the Commission and PPL Electric” prior to the auction.  RESA Stmt. 2 at 22-24.  Alternatively, RESA proposes that the Company’s initial mailing include an opportunity for customers to indicate an expression of interest.  RESA Stmt. 2 at 23.  RESA’s proposals were already addressed and rejected by the Commission.  RMI-IWP Final Order at 9-13, 51-56.  The Company further observes that RESA’s proposals for additional promotion and mailings add complexity and cost that directly benefit EGSs’ interests, but which RESA proposes be recovered from customers.  The Company opposes these recommendations. PPL Electric Stmt. 4-R at 33; PPL Electric MB at 121. [40:  	This recommendation is irrelevant if an aggregation program is adopted.] 


		OCA recommends disclosing the key terms and conditions of service, including price, prior to enrolling the customer in the program.  It opposes RESA's suggestion that customers be asked to enroll before knowing the price, material terms and conditions, or identity of the EGS that will become their generation supplier.  OCA Stmt. 2-R at 8-9; OCA MB at 43.

		It is not reasonable to expect customers to enter a contract without first knowing the terms.  All material terms and conditions should be given to the customer prior to asking the customer to accept them.

[bookmark: _Toc340670042]f.	Supplier Participation Load Cap	

		The IWP Order at 63 provides that an EGS participation in the Opt-In Auction Program may not serve more than 50% of the customer class default service accounts for each EDC territory.  PPL Electric's program complies with this requirement, and the OCA does not object.  OCA MB at 48.

		RESA recommends that there be at least four successful EGS bidders in any auction or aggregation in order "to ensure participation by a diverse number of suppliers each bringing their won individual strengths and business models to the auction/aggregation for the benefit of retail end users."  RESA MB at 70-71.  RESA explains:

	PPL concerns about having a minimum number of winning bidders/participants are not justified.  PPL expressed concern that:  (a) it might not find four EGSs interested in participating in the auction; and (b) adding a requirement of a minimum of four winning bidders/participants complicates the process of selecting the winning bidders.  While RESA believes that it is much less likely that there will be less than four participants in any aggregation program, as the Commission has ordered it in FE and PECO, RESA nonetheless believes that it would be reasonable to set a minimum participation requirement of four EGSs. 

	The goal of RESA's recommendation is to enhance supplier diversity, and thus enhance the long term competitiveness of the market.  Specifically, if implemented, this recommendation has the potential to increase the number of suppliers achieving sustainable scale, and increase their ability to offer more diverse products and services to their customers.
RESA MB at 71 (footnotes omitted).  

		FES recommends that there be no limit on the number of winning bidders.  FES Stmt. 1 at 17.  The Company points out that the requirement that no bidder can win all tranches will encourage EGS participation, as there is assurance that a single entity cannot dominate.  Neither RESA’s nor FES’s recommendations on bidder participation limits was adopted by the Commission in the RMI-IWP Final Order.  PPL Electric MB at 120.

		The Company opposes the RESA proposal that if the Opt-In process generates less than a 10% response rate, then PPL Electric should undertake a second enrollment process.  RESA MB at 64.  The Company cautions that the cost of mailings is substantial, and repeating the process is an inefficient use of financial resources, whether it is EGSs or customers who must bear that cost.[footnoteRef:41]  PPL Electric further notes that the Commission will be provided a report following the conclusion of the Opt-In process.  RMI-IWP Final Order at 83.  At that time, the Commission can decide, based upon a review of results from PPL Electric’s program and similar programs throughout the state, whether the program has been successful or whether something else should be done.[footnoteRef:42]  PPL Electric RB at 65-66. [41:  	PPL Electric estimates $1 per mailing piece.  PPL Electric MB at 132-33.]  [42:  	PPL Electric’s high level of shopping to date also should be considered in measuring the success of the Opt In Program.] 


		RESA's goals are consistent with the goals of the Retail Markets Enhancement programs.  It is recommended that there be a minimum of four bidders in order for the auction or aggregation to occur.  However, RESA’s proposal to trigger a second Opt-In Program mailing based upon an arbitrary participation rate should be rejected as cost prohibitive.

[bookmark: _Toc340670043]g.	Customer Options on Product Expiration and Notice Requirements	

		The proposed program provides that a customer remain with the EGS at the end of the program period.  PPL Stmt. 4 at 23; 4-R at 23.  

		OCA does not object but believes that there should be adequate notice to the customer of this fact, and that if the customer has not made an affirmative choice by the end of the program period, that the customer will be placed on a month-to-month contract at a fixed price.  OCA Stmt. 2 at 13-14; OCA MB at 48.  

		The notice should be in the form of a preliminary notice to customers about the end of the auction term, including a summary of the customer's options at the end of that time.  OCA witness Alexander recommends that the notice inform customers of the following:

The Retail Opt-in Auction contract is about to come to an end;

The customer has several options, alerting the customer to forthcoming notices from the EGS about the offers for continuing with the EGS at the end of the auction term;

The customer has the right to select another EGS and referring the customer to the PaPowerSwitch and OCA websites for information on marketer offers and prices; 

The customer has the right to return to default service and how to compare offers to the PTC in effect at the end of the auction term; and

If the customer takes no action, they will remain with their current EGS under a month-to-month contract that, at least under PPL's proposed terms and conditions, could result in a variable rate EGS contract that changes every month.
OCA Stmt. 2 at 12-13; OCA MB at 49.	 

		OCA avers that this is a unique program because customers will have entered it based on PPL's notices and endorsement, thereby justifying additional safeguards.  These notices are an important aspect of consumer education and they will ensure that these consumers are fully informed of their options.  OCA MB at 50.

OCA proposes that PPL Electric be required to provide notice, in addition to the two notices EGSs are required by Commission regulation, to advise customers participating in the Opt-In Program of their rights and responsibilities at the end of the contract term.  OCA further argues that, absent an election by the customer, the EGS should be required to provide service under a fixed month-to-month contract.  (OCA St. 2, p. 13-14).  CAUSE witness Krone argues further that confirmed low-income customers should be automatically returned to default service absent an affirmative election to shop at the end of the Opt-In Program term.  (CAUSE St. 1, p. 21).  These are additional requirements that were not accepted in the RMI-IWP Final Order (Order pp. 71-72) and they are not requirements that should be adopted here.  Adding additional notice requirements, or adding a requirement that the Company separately track low-income customers under the program and determine whether such customers have made an affirmative election to continue to shop, will only add costs to the program and should be rejected.  Furthermore, PPL Electric does not support treating customers participating in the Opt-In Program differently from other shopping customers just because this program might be their first experience with shopping.  Other first-time shoppers do not receive such added protections of additional notice or limitations on contract renewals, and PPL Electric does not believe it should be involved in the shopping relationship between a customers and an EGS.  (PPL Electric St. 4-R, pp. 29-30).  OCA’s and CAUSE’s proposals should not be adopted.  
PPL Electric MB at 118-119.

		FES avers that, absent any affirmative action, the customer, at the end of the Opt-In Program, should not be returned to default service.  FES Stmt. 1 at 3; FES MB at 54; FES RB at 31.

		The participating customers actively chose to participate in the auction/aggregation with full knowledge of the terms of the program.  They should remain with the EGS unless and until they affirmatively choose to move to another EGS or back to default service, consistent with the goals of the Retail Market Enhancements programs.

[bookmark: _Toc340670044]h.	Structure of Opt-In Auction – sealed bid format vs. descending price clock auction	

		The Company proposes a sealed bid format because it is less complex, less costly, and consistent with the type of process that the Company routinely uses to acquire full requirements default service.  PPL Electric Stmt. 4-R at 32.

FES recommends the use of a declining clock auction instead of a sealed bid process for an Opt-In Auction program.  (FES St. 1, p. 18).[footnoteRef:43]  FES contends that a declining clock structure would be more conducive to “head-to-head” competition and therefore more likely to lead to a price below the 5% discount threshold.  (FES St. 1, p. 19).  The Company disagrees with FES’s recommendation.  Moreover, FES has produced no analysis to support a claim that a declining clock approach would significantly alter the resulting discount in an auction process.  (PPL Electric St. 4-R, pp. 31-32).  FES’s proposal to adopt a declining clock option is not supported and should be rejected.   [43:  	This recommendation is irrelevant if an aggregation program is adopted.] 

PPL MB at 121.

		While the OCA does not express a preference for one over the other, it does emphasize that regardless of the choice, the cost should be the responsibility of the EGSs participating in it.  

		The Company's method of carrying out either the Opt-In Auction or Aggregation is recommended for approval as reasonable.

[bookmark: _Toc340670045]i.	Low Income Participation in Retail Market Enhancements	

 		The Company characterizes its own position on CAP customer participation as one that has evolved during the course of the litigation.  It is "complicated."  PPL Electric MB at 137.  This is because there are policy considerations not related to shopping that are built into the OnTrack program, including ensuring that the program is cost-effective, as the non-CAP residential customers pay the difference between the CAP bill and the CAP customers' full bill.  When an OnTrack customer's full bill responsibility increases, the shortfall does as well.  And, if the CAP customer receive benefits not reflected in the determination of their payment, the amount paid by the non-CAP customers is unnecessarily higher.  Providing a program that is as fair as possible while providing bills that the CAP customers can pay is a challenging balancing act.  PPL Electric MB at 137.  The Company explains:

Under these billing protocols, if an OnTrack customer's choice to shop results in either a $10 savings or a $10 increased costs compared to the PTC, there is no change to the customer's required OnTrack bill payment.  The resulting savings or costs are passed through to or recovered from other residential customers that pay the universal service charge. (CAUSE Ex. SRK-2, Attachment 1, p. 2). If an OnTrack customer selects a supplier that has a price significantly above the PTC, then the OnTrack customer must pay that extra amount (above the $10 per month threshold) as part of their OnTrack bill.  If an OnTrack customer selects a supplier that has a price that produces a significant savings over the PTC, then OnTrack participants and residential customers paying the cost of the CAP Program through PPL Electric's universal service surcharge share the shopping savings by a ratio of 60% to the OnTrack participant and 40% to non-cap customers who pay the program's cost.  (CAUSE Ex. SRK-2, Attachment 1, p. 2).  These protocols are designed to encourage efficient shopping by OnTrack customers by increasing their required payment if they take more expensive service from an EGS while allowing them to receive a share of savings from shopping, while providing a share of shopping savings to the non-CAP residential customers that pay the CAP shortfall.
PPL Electric MB at 138.

		Because of the structure of the On-Track program and the discount already in place, a CAP customer would get a different experience from a non-CAP customer.  A description of the OnTrack program according to CAUSE witness Krone follows:

Generally, PPL's OnTrack program provides for a discounted bill for payment troubled, low-income ratepayers whose household incomes are at or below 150% of the federal poverty income guidelines and also provides the benefit of allowing these households to have their CAP program arrearages frozen and forgiven over time through payment of on-time, in-full CAP payments over a period of years.  PPL administers its OnTrack program through community based organizations which utilize PPL's computer system to set one of four different payment options or an "Agency Selected" payment amount.  The goal of this process is for the payment amount selected to most closely reflect the annualized average payment made by the customer within the prior 12 months.  
CAUSE-PA Stmt. 1 at 9.

Thus, at best, a CAP customer participating in the auction would see only 40% of the 5% savings within the program – or approximately 2% off the price to compare – and then only if their total consumption bill for any given month were to exceed $100 

(non-electric heating) or $200 (electric heating).  This process creates only the illusion of 5% savings for the most vulnerable and least sophisticated customer.
CAUSE Stmt. 1 at 15; CAUSE MB at 

		Even if the CAP customer's bill exceeds this amount, a CAP customer does not reap the entire amount of the savings from shopping.  As non-CAP customers pay the difference in the CAP customer's usage and the actual amount due, where there is a benefit from shopping, the savings are also shared with the non-CAP customers.  CAUSE Stmt. 1 at 15.  

		Although the computers can certainly carry out these calculations easily, it is not as easy to explain the system to the customers.  

. . . I do not believe that PPL (or any other entity) would be able to succinctly and accurately explain this to PPL's CAP customers.  PPL has proposed to send a mailing following the auction that will include the applicable "percent off" after it is determined by the auction.  PPL has not indicated that they will send a separate letter to its CAP customers explaining how their discount will be determined.  If the auction results in a discount of 5% less than the price to compare and PPL sends a letter to all of its CAP customers who are not being served by an EGS saying that they can opt-in and receive 5% less than the price to compare they will be affirmatively misleading these customers because under no circumstances will that be the case.  The CAP customer will either receive no benefit in a given month because the savings do not cross the threshold established by PPL or they will receive only 40% of the benefit (i.e., in my example 40% of the 5% off which is 2%) in those months where they do cross the applicable threshold.

	The second reason that CAP customers should be excluded from the Opt-in Auction is what happens to these customers at the end of the auction period.  At the end of the auction term, CAP customers who do not affirmatively elect to switch back to default service would remain customers of the wining EGS to which they were assigned at a variable rate month-to-month contract or another contract agreed to by the CAP customer and the EGS.  It is very likely that the cost of service will increase significantly for these customers.  In fact, according to the information provided by PPL in discovery, more than 73% of its CAP customers who are currently being served by an EGS are being charged a higher price than PPL's price to compare.  Given that the Commission has already endorsed CAP participation in the Opt-in Auction only if CAP customers can participate without being subjected to harm, I see no reason why, given the very real possibility of harm, that CAP customers should be among the customers eligible to participate.  
CAUSE-PA Stmt. 1 at 16 (emphasis in original)(footnotes omitted).

		Because of these circumstances, CAUSE-PA has recommended that CAP customers not be allowed to participate in the Retail Opt-In Auction or Standard Referral Programs.  CAUSE Stmt. 1 at 14-19. 

		CAUSE-PA witness Krone warned that OnTrack customers lured onto programs with promises of savings that are not realized, may face higher costs for service than they might otherwise pay while on default service.  This prediction is already a reality, as more than 73% of PPL Electric's CAP customers who are currently being served by an EGS are being charged a higher price than PPL's price to compare.  CAUSE Stmt. 1-SR at 6.  

The Commission recognizes the input provided thus far regarding the inclusion of CAP customers in the Retail Opt-in Auctions and has reviewed and discussed all information provided by the parties at great length.  Because CAP customer participation in electric competition currently varies from EDC to EDC, the Commission finds it difficult to make a statewide pronouncement regarding these customers' inclusion or exclusion in the auctions at this time.  The Commission notes that a Universal Service subgroup has been formed under the auspices of the Investigation and it is expected that those subgroup participants will discuss the issues surrounding CAP customer shopping at length and provide recommendations for future RMI initiatives, such as the long-term work plan anticipated to be released in the spring of 2012.  However, the Commission believes it cannot make a determination, at this time, regarding the eligibility of such customers to participate in the Retail Opt-in Auctions.  As such, the Commission believes the ability of CAP customer participation should be determined within each EDC's default service proceeding, through which the EDCs are presenting proposed Retail Opt-in Auction models.  We also note that we do see significant merit and agree with the comments 

provided by [numerous parties] that CAP customers should not be subject to harm, i.e., loss of benefits, if they are deemed eligible to participate in the auctions.
IWP Order at 31-32.

		CAUSE witness Krone testified that as of May 1, 2012, PPL Electric had 165,484 confirmed low-income customer but only 35,121 were OnTrack participants, or 21.2%.  Only 17% had received a LIHEAP grant.  He stated that it is crucial that market enhancements must be designed to protect all low-income customers who have little to no room in their monthly budgets for volatile energy prices.  CAUSE-PA Stmt. 1 at 11.

		Addressing the needs of confirmed low-income who are not presently participating in the CAP programs is problematic.  However, CAUSE-PA avers that the Commission can address the needs of those who are participating in the EDC's CAP program and rule that they are ineligible to participate in the Retail Markets Enhancements programs.  

		According to CAUSE witness Krone, the issue is whether the participation of OnTrack participants in either of the proposed retail market enhancements subject them to harm, i.e., loss of benefits?  The answer is an unequivocal yes.  

		CAUSE witness Krone recommends transitioning all CAP customers back to default service, CAUSE-PA Stmt. 1 at 20, but that issue is not in front of the Commission at this time.  He recommends further that, in order to provide protection for the 130,000 low-income customers who are not on the CAP programs, customers be returned to default service at the end of the Opt-in Auction program.  CAUSE-PA Stmt. 1 at 20-21.  

		The Company notes that this is not one of the issues presented with the Petition, and therefore, CAUSE-PA, as the proponent, bears the burden of proof.  The Company points out that the statistic that 73% of shopping OnTrack customers are paying more than the PTC is based on a single point in time and is not, in and of itself, conclusive that these customers were paying more for service for the full term of their contracts, or that they will not have any savings from their shopping experience.  This issue is not ripe for review.  PPL Electric MB at 141-142.
  
		For the same reasons, CAUSE-PA recommends making CAP customers ineligible for the Standard Offer Referral Program, specifically pointing out that CAP customers would not receive the 7% discount.  

		OCA recommends the following modifications to the proposed plan:

Customer calls regarding the Standard Offer Program should be limited to new or moving customers and customers who specifically request information about Choice:

An "introductory period" of four months should be adopted;

Whatever term is adopted, the program should guarantee the 7% discount off the PTC during the entire term;

The default service customer should be returned to default service after the introductory offer period expires unless the customer affirmatively chooses otherwise; 

EGSs should pay the implementation and ongoing costs of PPL's referral program pursuant to the IWP Order.
OCA MB at 34.

		RESA suggested that the Company's OnTrack program be replaced by a standard state-wide program designed to give a "portable" benefit to be applied equally whether the CAP customer is shopping or not shopping.  RESA Stmt. 2-R at 15-16.  As RESA has not carried its burden of proving that the present CAP program of this and the other EDCs should be replaced with a uniform CAP program throughout the state, this issue is denied.  As the Company has said, the issue of CAP customers shopping should be raised in the context of its Universal Service Plan filing.  

		CAUSE-PA and OCA caused the Company to take a second look at its position, and at the time of briefing, PPL Electric expressed concern that OnTrack customers' shopping choices may be increasing costs to non-CAP residential customers who pay the cost of the program, or that those choices may be making it harder for the OnTrack customers to remain on the program.  However, the Company recommends examining these issues in the next Universal Service Plan filing or in the Commission's RMI Working Group on CAP customer shopping.  PPL Electric RB at 76.  In the meantime, it recommends allowing OnTrack customers to participate in the market enhancements but will not market the programs to them (will not mail material, will not offer the Standard Offer Referral program over the telephone).  PPL Electric MB at 140, RB at 78.  

		The Company does point out that the alternatives offered by CAUSE-PA and OCA by having the Company return only OnTrack customers to default service after the conclusion of the contracts under the Opt-In Auction and Standard Referral Program requires systems and processes to be modified to distinguish these customers from others, thereby incurring costs and time not already provided for in these programs.  Accordingly, the Company opposes these alternatives.  PPL Electric MB at 141.

		Pennsylvania utility customers are privileged to have strong, determined and vigilant advocates to protect their rights, especially the rights of the low-income citizens.  Through their diligence, the issues which impact the at-risk members of society have been brought to light for examination.  To this end, the Commission has established a subcommittee of the RMI group to thoroughly investigate whether additional protections should be implemented for this group of consumers.  Until the result of that investigation is known, the low-income customers of this utility should be treated like other customers and be permitted to participate in the program.

[bookmark: _Toc340670046]4.	Standard Offer Program Design	

[bookmark: _Toc340670047]a.	Description	

		The Company proposed to implement a Standard Offer Program which follows the specifications contained in the RMI-IWP Final Order.  The Company proposes to initiate the Standard Offer Referral Program on an ongoing basis in mid-2014 after necessary programming changes have been made to the Company’s customer information and billing systems to implement the program.  PPL Electric proposes that the program target residential customers on default service, but non-default customers who affirmatively request the program will be eligible to participate.  PPL Electric Smt. 4, at 25-26.  PPL Electric MB at 122.

	The Program proposes to provide participants with a standard 7% discount off the then-current PTC for a term of six billing cycles.  In the event the PTC changes, any new offers by an EGS must change to reflect a 7% discount off the new PTC.  However, contracts entered into previously under the Standard Offer Referral Program would not be subject to a pricing change when the PTC changes.  (PPL Electric St. 4, pp. 26-27).  A customer who elects the standard offer price may choose to receive service from a particular EGS that is then participating in the program, and customers who do not chose a specific EGS will be randomly assigned to an EGS.  (PPL Electric St. 4, p. 27).  Customers may exit a standard offer contract at any time without penalty, either to select another EGS or to return to default service.  At the end of the term of the standard offer contract, customers will be notified of their options to renew consistent with their disclosure statement and the regulations an EGS must follow to provide notice.  (PPL Electric St. 4, p. 27).  Absent an affirmative action by the customer to switch at the end of the contract term, the customer will remain with the chosen/assigned EGS on a month to month basis with no termination penalty or fee.  (PPL Electric St. 4, pp. 26-28).  The program will be presented to shopping customers during contacts to the PPL Electric call center, other than in the event that the call concerns emergencies, terminations, or similar circumstances where it might be deemed inappropriate.  The Company also anticipates engaging customers through IVR functionality and website enrollment capability (PPL Electric St. 4, p. 27).  

	PPL Electric also proposes a simple process for EGSs to participate.  The Company will solicit all EGSs serving residential customers in its service territory for their interest in serving customers under the program.  (PPL Electric St. 4, p. 27).  Each participating EGS will be required to sign a one time Binding Program Agreement Form, which spells out the EGS’s basic responsibilities (Ex. DAK-2).  After executing the Binding Program Agreement Form, EGSs will have the opportunity to choose to participate or not on a month to month basis through a simple notification to PPL Electric.  (PPL Electric St. 4, pp. 26-27).  When electing to participate in a month, EGSs will be indicating their willingness to provide a price for six billing cycles that is equal to a 7% discount from the then-current PTC (PPL Electric St. 4, p. 29).  EGSs will be permitted to continue the enrollment of customers up to June 1, 2015, which is the end of the DSP II Program.[footnoteRef:44] [44: 	The Company is not proposing at this time to continue the program beyond June 1, 2015, pending a final determination of the Commission with regard to end-state default service.  ] 

PPL Electric MB at 122-123.

[bookmark: _Toc340670048]b.	Composition of product offer	

		The Standard Offer Program is proposed to be a six-month contract with a fixed 7% off the PTC at the time of customer enrollment.  PPL Stmt. 4 at 26.  

		OCA points out that this creates the potential for customers to pay a higher price than the PTC during the program if the PTC is adjusted semi-annually.  To eliminate this possibility, OCA recommends that the Standard Offer Program contract guarantee the discount off the PTC during the entire term to guarantee savings during the program term for a risk-free shopping experience.  OCA MB at 53.

	The OCA submits that proposals that do not ensure that savings that appear to be promised to customers are, in fact, delivered are not consistent with PPL's assessment of the overarching purpose of the retail market enhancements – to introduce default service customers to shopping in a positive way.  See PPL Stmt. 4-R at 15.
OCA MB at 54.	

		Dominion/IGS and FES recommend that the program term for the Standard Offer Referral Program be 12 months, Dominion/IGS MB at 9; FES MB at 54, while OCA recommends a term of four months with a requirement that the 7% savings be guaranteed with relation to any PTC price changes occurring during the term of the contract DES/IGS Smt. 1, at 12; FES MB at 54; OCA Smt. 2, at 17.  

		The Company notes that in the RMI-IWP Final Order, the Commission established that the standard offer should be provided for a minimum of four months but no longer than one year.  IWP Order at 31.  However, various EGS parties would not support a guarantee of a 7% savings the term of the contract, as recommended by OCA witness Alexander PPL Stmt. 4-R at 36.  

		RESA explains:

	RESA has consistently taken the position that the standard offer referral program should be a true introductory program, with a discount provided for a four-month period, followed either by the EGS moving to a month-to-month variable rate or, as suggested by others, a fixed price for the remaining eight month of the initial term.  So, RESA advocates a 7% discount from the then-existing PTC for a four-month term – with a fixed rate for the remaining eight months.  This balances consumer value with a program in which EGSs will be willing to participate.  It is also a reasonable approach, especially considering that customers are not "locked in."  In response to market conditions – or for any reason – they can leave at any time without penalty.
RESA MB at 74 (footnotes omitted).

		FES argues against the OCA position by pointing out that four months of the program, followed by a return to default service, will not create a positive experience with shopping to provide sufficient incentive for a customer to remain with the EGS.  FES MB at 55.

		DR/IGS points out that, under the PPL Electric plan, EGSs would have to begin sending the required end of term notices only a few months after the term began, which would be the best scenario for newly switched customers.  "Fortunately, the Commission appears to have adopted this logic and now supports the twelve (12) month product."  Dominion/IGS MB at 9.

		The Company believes that its proposal represents a compromise of the concerns of EGSs and OCA, as explained by Company witness Krall:  

The Company believes that it is significant that its proposal falls between the proposal of the party most focused on consumer protections and the parties most focused on promoting the market.  The Company shares Ms. Alexander’s concern for customer confusion at the time of PTC changes and that is one of the reasons it has proposed a shorter term.  However, Ms. Alexander’s proposed 4 month term does not guarantee that this won’t happen.  It is her proposal of guaranteed savings, which was not adopted by the Order and which is not supported by EGSs, which achieves that end.  Furthermore, the Company observes that consumers are exposed in a number of settings to “buyer’s remorse” resulting from market movement after a purchase decision is made (for example, locking in rates on certificates of deposit, entering into a loan or mortgage, and purchasing any item that subsequently goes on sale) and sees no reason why extraordinary steps should be taken in regard to this program to shield what they already accept as reality in regard to other purchase decisions.  

The Company believes that the objective of the Standard Offer Referral Program is to introduce customers to shopping.  Customers should not be sheltered from the realities of the market (such as PTC changes), but should also not be locked into the possibility of several such changes during the term of what is intended to be an introductory program.  The Company believes that a six-month term accomplishes that objective in the following ways: (1) it is short enough so that, consistent with the Company’s proposal for 6-month PTC price changes, participants will experience only one such change; (2) it is a term that is consistent with non-introductory products the customer will find in the marketplace; (3) the customer is free to exit at any time, and; (4) it allows the customer to become familiar with seeing supplier charges on his bill, receiving communications from an EGS, and considering alternative options at the end of the term within a reasonable time frame.

PPL Electric Smt. 4-R, at 37-38.  For the reasons explained by Mr. Krall, the Company believes its proposed term is reasonable and should be adopted.  PPL Electric MB at 125.

		The Commission was clear in its IWP Order that the 7% reduction from the EDC's PTC should be for the term of the offer, whatever the offer is.  Therefore, the DR/IGA 7% for four months and a fixed term for the rest is not contemplated in the IWP Order and should not be approved here.  IWP Order at 31.  Rather, the Company's six-month term is just the right length to provide a compromise among the parties while complying with the IWP Order and satisfying the concerns of the Commission expressed therein.  The Company's proposal is recommended for adoption.

		Although RESA prefers that shopping customers not be eligible for the standard offer referral program, RESA MB at 76, RESA does accept the position expressed in the IWP Order:

The standard offer will target/market residential default service customers; however, residential shopping customers will not be excluded if they specifically request to participate  At this time, CAP customers should be excluded from the Standard Offer Customer Referral Program and have deferred the details of addressing the provision of universal service within default service to the RMI's Universal Service subgroup.
IWP Order at 31.

		PPL Electric supports allowing current shopping customers to participate in the Standard Offer Referral Program if they so request.  A shopping customer who goes through the effort to learn about the availability of the program should not be told that they are ineligible for a program that gives them a 7% discount off the current PTC, and that may be less than the price they are currently paying to an EGS.[footnoteRef:45] [45: 	This potentially could lead to the perverse consequence that customers may seek to leave their current EDC to go on default service for a period of time and then be eligible for the Standard Offer Referral Program.  ] 


CAUSE recommends that confirmed low-income customers be returned to default service at the end of the term of the Standard Offer contract, absent an affirmative choice to remain with their EGS.  (CAUSE St. 1, p. 23).  OCA recommends that any participating customer who does not affirmatively select an EGS at the end of the Standard Offer contract be returned to default service.  (OCA St. 2, p. 18).  As explained previously with respect to the Opt-In Program, these recommendations are contrary to the Commission’s recommendations in the RMI-IWP Final Order (Order, page 32).  For the reasons explained in Section III.C.3. above, the Company does not support special rules for customers participating in the Standard Offer Referral Program.  The Commission’s established rules related to shopping, including the notification of customer rights that are required to be provided by EGSs at the end of the contract term are sufficient.  Furthermore, with respect to CAUSE’s recommendation, the Company does not support establishing a separate process for tracking and changing low income customers back to default service at the end of a standard offer contract term.  (PPL Electric St. 4-R, pp. 41-42).
As noted in the introduction to this section of the Brief, PPL Electric proposes that the Standard Offer Referral Program be presented to customers during any contacts to its call center, other than emergencies, terminations, and other circumstances where it might be deemed inappropriate.  This language closely follows the direction articulated in the RMI-IWP Final Order (Order, p. 32).  OCA and CAUSE recommend that the program not be offered during calls regarding high bill concerns, and other service-related issues.  (OCA St. 2, p. 17; CAUSE St. 1, p. 23).  The Company notes that the Commission’s RMI-IWP Final Order specifically addressed the issue of contacts for high bill issues and directed that the standard offer program be presented “only and explicitly after the customer’s concerns were satisfied.”  (Order, p. 32.)  Consistent with the foregoing, it is the Company’s intent to first identify the source of the customer’s high bill concern and then attempt to satisfy that concern before presenting the program.  Furthermore, the Company would only present the program in those circumstances that are relevant to the caller’s concerns, for example, if the caller seeks alternatives to reduce their bill or complains generally about the price of electricity (PPL Electric St. 4-R, p. 40).  The Company believes that its plans with respect to the types of calls that may be presented with the Standard Offer Referral Program are consistent with the Commission’s directives and should be adopted. 
PPL Electric MB at 126-127.

[bookmark: _Toc340670049]c.	Customer Options Upon Expiration	

		As proposed, at the end of the Standard Offer Referral Program contract term, absent affirmative customer action, the customer will remain with the EGS on a month-to-month basis and shall not be subject to any termination fee or penalty.  PPL Stmt. 4-R at 41.  

		OCA recommends returning any customer who does not affirmatively choose an EGS to default service.  OCA reasons that the purpose of the program is to expose the customer to the shopping experience with a guaranteed price reduction for the contract term:

Customers who are satisfied with the Referral experience will select an offer that best meets their needs, whether from their own EGS or another EGS.  There is little purpose to be served by allowing the EGS to retain the customer without some indication that the customer who agreed to the experiment has demonstrated a familiarity with the concept of "choice" and made an affirmative choice.
OCA Stmt. 2 at 18; OCA MB at 54-55.  

		OCA emphasizes that this is particularly important because the customers who are calling PPL Electric are contacting a regulated utility service that is unrelated to learning about customer choice, and the offer presented was by telephone, without the opportunity to review printed materials or consideration of all options.  OCA Stmt. 2 at 18; OCA MB at 55.

		The IWP Order is clear that, "absent affirmative customer action to enter into a new contract with the EGS, the customer's enrollment with a different EGS or the customer's return to default service, the customer will remain with the EGS on a month-to-month basis, and shall not be subject to any termination penalty or fee."  IWP Order at 32.  The Company's proposal is consistent with this provision and is recommended for adoption here. 

[bookmark: _Toc340670050]d.	Types of Customer Calls Eligible for Referral	 

		As proposed, the program will be promoted during all customer calls other than those regarding emergencies or terminations.  PPL Stmt. 4-R at 39-40.

		OCA witness Alexander recommends offering the program only during calls that involve establishing service, transferring service to a new location, and calls specifically seeking to discuss customer choice.  OCA Stmt. 2 at 17; OCA MB at 56.  The concern is that a requirement that the Company market this program to callers seeking information or resolution of issues concerning bills, credit and collection, or reliability of service may jeopardize quality of service in contravention of Section 2807(d).  66 Pa. C.S. § 2807(d); OCA MB at 56.

		The difficulty is in knowing when a customer's stated concerns have been addressed and they can be introduced to the referral program.  The Company recognizes the dilemma and states that the customer's concerns must be satisfied before the program will be raised.  PPL Electric Stmt. 4-R at 40.  OCA points out that this is not a standard which is easy to identify, and it is complicated by the fact that a concern may require multiple contacts before it is satisfied.  OCA Stmt. 2-S at 7; OCA MB at 56.  

		To eliminate the confusion at this point, OCA recommends that the customers being offered this program be limited to new or moving customer and customer who request information about shopping.  OCA MB at 57.

		CAUSE-PA agrees that the program should not include customers calling about high bill complaints:

The calls may come in the form of a complaint about the cost of electricity per kWh or they make [sic] take the form of a foreign load complaint, a fast meter, a broken meter, or a host of other factual permutations that must be sorted through.  It would be inappropriate to refer high bill complaint customers to an EGS for service while these high bill inquiries/disputes are on-going because the rates the customer is paying for electricity may not be the cause of the high bill.  Utilities should conduct a thorough examination all of the possible reasons for a high bill and work with the customer to lower their usage instead of offering the hope of lower bills in the future based on service from an EGS.  Customers should be assessed for whether they are eligible for weatherization assistance.  If they are low-income, the customers should be referred to the utility's hardship fund or LIHEAP for assistance and should be referred to the CAP program for enrollment, if eligible.  Quite simply, I do not see a role for a customer referral program for customers who call PPL concerning a high bill complaint. 
CAUSE-PA Stmt. 1 at 23-24. 

		These concerns are real, and the low-income issues will be addressed by the Commission's RMI Universal Service subgroup.  In the meantime, the IWP Order provides:

The Standard Offer Customer Referral Program should be presented during customer contacts to the EDC call centers, other than calls for emergencies, terminations and the like.  We would, however, permit that a customer be presented the standard offer during customer contacts to the EDC call center for high bill issues, only and explicitly after the customer's concerns were satisfied.
IWP Order at 32.

[bookmark: _Toc340670051]5.	Timing of the Retail Market Enhancements	 

		PPL Electric proposes the following schedule:

Third quarter of 2012:  implementation of the new/moving customer program scripts and a new customer welcome package.

Second or third quarter of 2013:  customer referral mailing

Late November/early December 2013:  Opt-In Auction

Mid-2014:  Initiation of Standard Offer Referral Program
PPL Electric Stmt. 4-R at 12.

		The Company states that this schedule will:

· Avoid affecting several fixed-price full-requirements load-following contracts, which expire in November 2013, that were executed under the DSP I Program prior to the initiation of the Commission’s Retail Markets Investigation;

· Allow a group of block contracts executed under the DSP I Program to expire to avoid having to sell excess power at a loss;

· Minimize potential customer confusion by not overlapping the two programs; and

· Enable the Company to make programming changes that would enhance customer information and billing systems to allow “day-one” switching and avoid customer confusion about the Standard Offer Program.

		To offset the delayed start of the two Programs, PPL Electric offered to undertake a Customer Referral Mailing in June 2013 to continue to advance the high level of shopping already occurring in the Company’s service area.  PPL Electric MB at 108.

		FES, RESA and DR/IGS object to various aspects of the Company’s proposed timing.  

	FES recommends that the Referral Program begin in June 2013, and not await the conclusion of PPL Electric's Opt-In Program a year later.  In fact, implementing the Referral Program ahead of the Opt-In Program may yield information concerning potential customer participation in the Opt-In Program which EGSs participating in the Opt-In Program may find valuable.  FES St. No. 1 at 23.  FES disagrees with the OCA's explanation of the need to defer the Referral Program.  While each program is sponsored by the Commission and offers customers a discount, the similarities end there.  Each offer will be marketed and solicited through different methods.  There is no difference between asking a customer to compare the offers available through these two programs and asking a customer to compare any two retail offers in the competitive retail market.  FES's position is consistent with the ME/PN/PP/WP DSP Order and PECO Binding Poll, as well as the position advocated by RESA.  RESA St. NO. 2 at 13, 36.
FES MB at 56.

		DR/IGA opines that without any substantiation for the delay in its schedule, PPL Electric should be required to move the timetable up to more closely mirror the other EDC DSP plans.  "Getting programs out of synch as between EDCs may cause confusion and hamper program effectiveness insofar as any mass advertising and other coordinated activities would be concerned."  DR/IGA RB at 9.

		DR/IGS and RESA do not believe the Company has offered a sufficient basis to delay the Opt-In Program to December 2013.  DES/IGS MB at 20; RESA MB at 80-82.  



		PPL Electric disagrees.

	RESA contends that the amount of contracted load that could be affected is small, and that in any event, all suppliers will continue to have load to supply.  (RESA MB, p. 81).  However, RESA’s contention fails to take into account the substantial reduction to load that has already occurred due to shopping on PPL Electric’s system.  The unrefuted evidence of record in this case demonstrates that, even without the further movement of default service customers to EGSs anticipated by the market enhancement programs, minimum default service load exceeded the current 350 MW of block supply by only 41 MW.  (PPL Electric St. 2-R, p. 8).  In addition, default service load was less than double the 350 MW of block supplies for nearly 2500 hours in a recent 15-month period.  (PPL Electric St. 2-R, pp. 7-8, n. 17). Thus, if, as desired, substantial numbers of customers do take advantage of the discounts under the Opt-In and Customer Referral Programs, it is a certainty that during many hours, default load would drop below 350 MW.  During these hours, suppliers with full-requirements load-following contracts will have no load to supply, and block supplies will need to be sold.  Because such sales would be made under low load conditions, the potential for such sales to be made at a loss is high.  Such losses will be passed through to a substantially smaller default service customer base.  This is a potentially large effect, contrary to RESA’s contention.

	RESA contends that PPL Electric’s proposal to delay implementing its Opt In Program enhancement programs is intended to keep customers on a default service, and that this reflects an improper notion that PPL Electric “owns” its default service customers.  (RESA MB, p. 82).  Such contentions are flat-out wrong, and devoid of any evidentiary support.  Reasonable parties can disagree as to the proper elements of a DSP plan, but it is highly inappropriate, in PPL Electric’s view, for a party such as RESA to engage in completely unsupported and totally erroneous speculation as to PPL Electric’s motives.  No major EDC has been more successful in getting customers to shop than PPL Electric, and PPL Electric was diligent in following the Commission’s RMI-IWP Final Order in designing its market enhancements in this case.  PPL Electric has not proposed to delay the start of its Opt-In Program out of any intention to “own” default service customers, but only with the intent to not disrupt existing contracts entered into prior to the RMI.[footnoteRef:46]  RESA’s unsupported distortion of PPL Electric’s effort to avoid disrupting certain wholesale supplier contracts into an objection against customer migration should be summarily rejected, and the Commission should advise RESA to limit its arguments to the facts and to refrain from unsupported speculation.[footnoteRef:47] [46:  	PPL Electric MB fn 46:  As further evidence of PPL Electric’s good faith efforts in this regard, PPL Electric affirmatively advised bidders in late 2011 about the possibility of market enhancements being adopted in the RMI, in order that such bidders were fully informed about this risk before bidding.  (PPL Electric St. 4-R, p. 14).]  [47:  	PPL Electric MB fn 47:  In response to RESA’s assertion that PPL Electric has implemented other programs to encourage shopping that have not disrupted existing contracts, PPL Electric simply notes that such programs are distinguishable from an active program to directly encourage large numbers of customers to shop.  RESA MB, p. 82.] 

PPL Electric RB at 72.

		While the "sooner is better" approach is appealing, as RESA and FES recommend that the Standard Offer Referral Program begin in mid-2013, work is needed to implement a Standard Offer Program that avoids marketing to shopping customers, allows “day one switching” and otherwise allows Customer Service Representatives to properly present the Program to customers that call in.  Tr. 84, 91-92; PPL Electric RB at 73-74. 

Proper system modifications are needed to implement a Standard Offer Referral Program, and the Company does not favor the implementation of a program before there is sufficient system support in place.  Without such support, there can be confusion and errors, which would detract from shopping, not advance it.  
PPL Electric MB at 130; PPL Electric RB at 74.

		The Company is best able to evaluate and predict the current capabilities of its systems and predict the amount of work and time necessary to create the support system needed to implement these enhancement programs.  

Finally, RESA contends that the Opt-In Program and Standard Offer Referral Program can operate simultaneously because the programs “are directed at different subsets of default customers, with the former focused on existing default customers and the latter directed at new and moving customers.”  (RESA MB, p. 85).  PPL Electric disagrees.  The Commission has not said that the Standard Offer Referral Program is to be limited to only new and moving customers; it is to be open to all customers who call in, and is to be directed at non-shopping customers.  (RMI-IWP Final Order at p. 31).  RESA’s contention that there is no risk of confusion because the two programs target different customers is incorrect and should not be considered as a reason to operate the two programs simultaneously.  
PPL Electric RB at 71-75

		It is difficult to imagine requiring an EDC to implement these two programs simultaneously, or to think of a more confusing telephone call than the one made to the EDC during this time when the customer service representative would need to educate the caller in two separate yet similar programs, and then help the customer evaluate which would be better without being accused of improper implementation.  This would be both unfair and unwise.  The Company's proposal is both reasonable and consistent with the IWP Order and should be approved as proposed.

[bookmark: _Toc340670052]6.	Cost Recovery for the Retail Market Enhancements and Customer Referral Programs	

		The Company characterizes the issue of cost recovery as a dispute between parties representing customer interests:  OCA, OSBA, PPLICA and CAUSE versus parties representing EGS interests:  RESA, FES, and DR/IGS.  PPL Electric RB at 75.

		For the Opt-in Auction/Aggregation, the Company proposal is for the participating EGSs to share the pre-auction costs and that post-auction costs will be shared on a pro rata basis among those EGSs who secure load through the auction.  PPL Electric Stmt. 4-R at 19.  Should there be no EGS participation, the cost will be spread across all customers through the Competitive Transition Rider, approval of which is currently pending before the Commission at Docket No. R-2012-2290597. (Recommended Decision issued October 19, 2012).

It is PPL Electric’s position that, consistent with the RMI-IWP Final Order, the identifiable costs associated with the Retail Opt-In Program and the Standard Offer Referral Program should be paid by EGSs that participate in the Programs.  The specifics of PPL Electric’s cost recovery proposals for the two programs are explained next.[footnoteRef:48] [48:  	PPL Electric MB fn 48:  The question of cost recovery with respect to the Company’s additional Customer Referral Mailing is interrelated with issues concerning whether the Mailing would be merged with the customer education mailings.  ] 


	With respect to the retail Opt In Program, the Company set forth a two-stage process for payment of the costs of the auction.  The stages were split into pre-auction costs and post-auction costs.  Pre-auction costs are defined as those costs that PPL Electric would incur prior to and through the auction request for proposal process, including, but not limited to, costs associated with a pre-auction mailing to non-shopping Residential Customers notifying them of the Program, preparing for the auction RFP and conducting the auction RFP.  Post-auction costs will include all costs incurred after the auction, including, but not limited to, costs associated with a post-auction mailing to non-shopping customers, notifying them of the auction RFP results, any call-center costs, and any remaining program costs not otherwise recovered.  (PPL Electric St. 4, pp. 23-24, Ex. DAK-1, p. 5, § 1.13).  PPL Electric proposes to issue an estimate for both pre-auction and post-auction Program costs prior to the auction.  EGSs that choose to participate in the auction must sign a binding bid agreement prior to the auction, agreeing to pay pre-auction costs upfront, based upon the number of EGSs that sign the binding bid agreement.  These pre-auction costs would not be refunded to EGSs.  If no EGSs chose to participate in the auction process, PPL Electric will seek to minimize the amount of costs pre-auction that it incurs.  However, in such event, any pre-auction costs that were incurred would be recovered from customers, which PPL proposes to accomplish through the Competitive Enhancement Rider proposed in the Company’s pending base rate case. (PPL Electric St. 4, pp. 23-24).  Post-auction costs, and any true up of pre-auction costs, would be spread to winning EGSs based upon the respective number of tranches won by each EGS.  (PPL Electric St. 4, p. 24; PPL Electric St. 4-R, p. 49).  PPL Electric estimates that the Opt In Auction pre-auction costs would be approximately $1 million and that the post-auction costs would be approximately $1 million.  (RESA Ex. CHK-1).  Most of these costs relate to pre-auction and post-auction mailings to all non-shopping Residential customers.  Based upon the Company’s experience, it would anticipate incurring mailing costs of about $1.00 per customer.  (Ex. CHK-1).  

	The EGS parties to this proceeding offer as their primary position that the costs of the retail Opt In Auction Program should be recovered from customers rather than from EGSs.  (DES/IGS St. 1, p. 9; FES St. 1, pp. 19-20; RESA St. 2, p. 27).  These parties primarily support recovering the cost from default service customers only, but in the alternative, would propose recovery from all customers through a non-by-passable charge.  It is the Company’s position that such proposals are contrary to the directives contained in the RMI-IWP Final Order.  The Commission there concluded that the Opt In Auction Program benefits EGSs and, therefore, the cost of the Program should be charged to the EGSs.  (RMI-IWP Final Order, p. 43).  If the Commission were to conclude that all or a portion of the Opt-In Program cost should be recovered from customers, the Company would recommend that the cost be charged to all customers in eligible customer classes.  Any proposal to limit recovery to default service customers could result in difficulties in PPL Electric fully recovering the costs of the Program.  As customers leave default service to shop under the Opt-In Program, the pool of remaining default service customers will shrink, thereby increasing the amount of the charge needed to fully recover PPL Electric’s costs.  (PPL Electric St. 4-R, p. 47).  

	As explained above, PPL Electric has presented an alternative proposal to operate an Opt In Aggregation Program that would not involve an auction process.  See Section III.C.3.  An aggregation approach would eliminate the need for a pre-auction mailing and the auction itself, and thus, would substantially reduce the cost of the Program.  (PPL Electric St. 4-SR, p. 9).  Under this alternative, participating EGSs would be required to compensate the Company on a pro rata basis for the costs it incurs but there would not be a split of pre-auction and post-auction responsibility.  (PPL Electric St. 4-SR, p. 9).  Although no EGS party directly addressed this alternative, PPL Electric anticipates that at least some of the EGSs will continue to contend that customers should pay the costs of this alternative.  For the reasons explained above, PPL Electric would disagree.
PPL Electric MB at 131-134.

		OCA recommends rejection of the Company's plan as inconsistent with the IWP Order, which requires that all costs be borne by EGSs.  IWP Order at 78, 84-85; OCA MB at 61.  OCA witness Alexander explains why the costs should not be assessed against all customers:

The costs that PPL and the other EDCs will incur to implement the Opt-In Auction and Referral Programs are not necessary to implement retail choice.  The Competition Act does not mandate these programs.  The costs associated with these programs are significantly different from the costs that Pennsylvania electric customers have already paid to support the EDC's implementation of billing changes, customer education programs, and electronic data exchange protocols so that customers can switch to an EGS and receive bills from the EDC or the EGS that include EGS charges.  Rather, the Opt-in Auction and Customer Referral Programs are "enhancements" that are intended to expand the current level of retail competition that already exists.  Therefore, it would not be reasonable to view the costs associated with these "enhancements" as similar to those incurred and paid for by all customers to implement the basic requirements for a retail competitive market.

	Furthermore, it would be particularly unfair and unreasonable for default service customers to pay for these costs in the manner suggested by RESA.  These costs are incurred by PPL to implement programs that will result in a transfer of default service customers to the EGSs who win the Opt-In Auction or offer Referral Programs that customers select.  PPL's role in these programs is a substitute for the individual marketing efforts that would otherwise be incurred by the EGSs and that are incurred by sellers in any competitive market.  Therefore, it is only reasonable for the EGSs that directly benefit from these programs by gaining market share to pay for the incremental costs, which are likely to be far less than the incremental costs that each EGS would have to bear to acquire these customers on an individual basis.
OCA Stmt. 2-R at 14-15; OCA MB at 62.  

		The Company proposes that all non-capital costs of implementing and administering the Standard Offer Program be recovered from the participating EGSs on a pro rata basis, including training and customer communications costs.  Service representative call time and capital costs to modify the Company's customer information and billing system would be recovered from customers through a future base rate proceedings.  PPL Electric Stmt. 4-R at 35, 44. 

		OCA recommends that the Company not be permitted to recover these capital costs in a future base rate case.  Costs should be recovered only from participating EGSs.  OCA Stmt. 2 at 18-19; OCA MB at 63.  This is consistent with the IWP Order at 32, as well as with the recognition that the costs are incurred in place of the EGSs' own marketing, which gives them a value that should not be granted at the expense of the regulated customers. 

	The EGS Parties contend that if suppliers were to be required to pay any portion of the costs, the costs should be borne entirely by the winning suppliers on a pro-rata basis.  The EGS Parties' rationale is simple, it is only the winning suppliers who actually obtain customers through the ROA process that obtain the customer base necessary to recoup the investment in obtaining those customers in the first instance, so they should be the ones to pay the costs.
DR/IGS MB at 20; RB at 10.  

		From this Company's perspective, this is problematic, as it believes that recovering costs only from winning EGSs could increase the risk that PPL Electric could bill no EGSs for the costs of an auction and result in the need for substantial cost recovery from the Company’s customers in the event of a failed auction:

Under the auction process, by the time the auction takes place, the Company will have incurred approximately $1 million in costs.  If no EGSs actually participate in the auction, and costs are billed only to winning EGSs, no EGS would pay these pre-auction costs.  (PPL Electric St. 4-R, p. 48).  By requiring EGSs to pay for pre-auction costs up front, the Company can determine whether EGSs are committed to participate in an auction, and avoid unwanted costs.  
PPL Electric MB at 134.

		FES advocates that all customers in all classes eligible to participate bear the costs of the programs, relying on the premise that all customers will realize a substantial ongoing benefit due to the result of increased retail competition.  FES MB at 57.  FES fears that the required $50 bonus will discourage EGS participation in the program, and recommends that costs be spread across default service customers or all distribution customers.  FES MB at 57-58.



		FES cautions the Commission:

	FES recognizes the Commission's preference for EGSs to bear these costs, whether or not the ME/PM/PP/WP Order controls this proceeding.  If costs are to be recovered from EGSs, it is critical that an EGS's cost per customer be a known, capped amount.  Otherwise, it is unreasonable to expect significant EGS participation.  FES recommends that the costs of the Opt-In Program be allocated based on the number of customers actually enrolled by each EGS.  Also, there should be a cap on the amount charged to EGSs for each customer enrolled, and any under-collection of program costs as a result of the supplier cost cap should be recovered from all customers in the classes of customers eligible to participate in the program.  All costs should be made known to allow qualified bidders prior to the bid proposal due date.  
FES MB at 58.

		FES also questions why any true up of pre-auction costs would be billed only to winning EGSs.  The Company explains that its payment proposal was developed to ensure that costs were covered.  If an EGS signed up to participate in the auction but was not selected, it would have no motivation to pay additional costs after the fact.  Without a true up process that charges remaining pre-auction costs to winning EGSs, PPL Electric could potentially be left with unrecovered program costs that it would have to charge to customers.  PPL Electric Smt. 4-R, at 48.  PPL Electric MB at 134.

		PPL Electric’s proposals for split payment of auction costs are reasonable and should be adopted.

	With respect to recovery of costs for the Standard Offer Referral Program, the Company proposes to require all EGSs electing to participate in the Program to sign a Binding Program Agreement Form, which requires them to be responsible to pay a pro rata share of Program costs, based upon the number of participating EGSs and the months they participate.  Thus, if one EGS participates for 12 months, while another EGS only participates for six months, the first EGS would pay a higher share of the costs of the Program.  Final Program costs would be calculated at the end of the Program year and costs would be divided among the EGSs.  In the event there are unrecovered costs, the Company would recover such costs from its customers. (PPL Electric St. 4, pp. 29-30).

	PPL Electric identified two categories of costs that could be viewed as associated with the Standard Offer Referral Program that would not be recovered from participating EGSs.  The first of these would be service representative call time.  As a practical matter, the Company cannot determine the amount of incremental time that would be incurred by service representatives to inform customers about the Standard Offer Referral Program.  Thus, these costs would simply be reflected as part of operating expenses in a future rate case.  (PPL Electric St. 4, p. 29; PPL Electric St. 4-R, p. 44).  

The second category of costs that would not be billed to EGSs are capital costs associated with the modifications to the Company’s customer information and billing systems, that are identified previously.  (See Section III.C.4).  These costs are estimated at $3 million, and would be recovered in a future base rate case.  (PPL Electric St. 4, p. 29).  
PPL Electric MB at 135.

		FES contends that the costs PPL Electric proposes to recover from EGSs for the Standard Offer Program should be recovered from customers. FES MB at 60.  The Company states that such proposal is contrary to the Commission’s RMI/IWP Final Order.  

		The Company proposal to recover costs of consumer education mailings, new and moving customer program scripts, CSR call time and costs to modify the customer information and billing system for the standard offer program in a future base rate case is supported by RESA and the EGSs, but not the other parties.  RESA MB at 86; Dominion/IGS MB at 21; FES MB at 60.  

	OCA and CAUSE assert that in no instance should costs associated with either the retail Opt In Program or the Standard Offer Referral Program be charged to customers.  (OCA St. 2, p. 19; CAUSE St. 1, p. 22).  This includes the capital costs identified above, as well as any proposal to recover unrecovered costs of either Program from Residential customers.  (OCA St. 2, p. 19).

With respect to the customer information and billing system modifications, Company witness Krall explained that the Company cannot separate and account for that portion of the customer information billing system modifications that relate only to implementing a Standard Offer Referral Program from other portions of the modifications that are likely to be useful in managing other aspects of the Company’s relationship with its customers.  (PPL Electric St. 4-R, pp. 44-45).  Accordingly, the Company’s proposal represents a fair and practical balancing of interests by seeking recovery from EGSs of those costs that are clearly assignable to them, and obtaining recovery from customers for those costs that have broader application.  
PPL Electric MB at 136.

		The Company provides the following assurance:

	Finally, with respect to OCA’s and CAUSE’s objection to recovery of any unrecovered costs of the two Programs from customers, PPL Electric will undertake all reasonable efforts to recover costs assigned to EGSs from EGSs.  However, the Company cannot be directed to undertake these Programs and bear the risk of non-recovery either because it incurred costs in anticipation of EGS participation that did not occur or because EGSs failed, for whatever reason, to pay their full share of costs.  See Columbia Gas of Pennsylvania v. Pa. PUC, 613 A.2d 74 (Pa. Cmwlth. 1992) (holding that a utility could not be directed to undertake a program and then be denied recovery of the costs of such program).  
PPL Electric MB at 136-137.

		PPLICA agrees with PPL's proposal to recover RME program costs from EGSs and opposes any proposal to recover RME program costs from customers, including PPL's proposal to recover approximately $3 million in capital costs associated with its proposed Standard Offer Referral Program. Should costs be directed to be recovered from customers, PPLICA asks that they be recovered only form those customers who are eligible to benefit from the programs.  PPLICA MB at 18-21.  

		The Commission has been clear that the costs of these programs should be borne by the EGSs, and the recommendation here is that unrecovered costs be assessed accordingly to the EGSs.  

[bookmark: _Toc340670053]D.	Additional Issues	

[bookmark: _Toc340670054]1.	RESA's proposed 5 mils/kWh charge added to default service rates	

		RESA proposes that the Company impose a 5 mil/kWh charge on default service rates to be used to pay an verifiable costs related to providing default service that have not previously been unbundled, and to pay costs related to implementing and maintaining the competitive market enhancements, with any balance remaining returned to distribution customers.  

		The Company opposes this proposal for several reasons.  First, there are no unbundles costs.  PPL Electric Stmt. 1-R at 14; PPL Electric MB at 144.  In addition, the costs of the competitive market enhancements are to be paid by the EGSs under the IWP Order, thus eliminating any costs to be covered by this charge.  

		PPLICA opposes this proposal as it would recover excess costs from default service customers, artificially inflate the PTC, inappropriately refund costs recovered from default service customers to all customers, and violate numerous statutes and regulations.  PPLICA MB at 22.  PPLICA agrees with OCA that the $49 million projected to be recovered through the adder is arbitrary and not related to any cost for implementing default service or the retail market enhancements.  OCA Stmt. 2-R at 8; PPLICA MB at 23.  As PPLICA states:

	RESA's proposed adder is directly contrary to the Public Utility Code.  It is unjust, unreasonable, and completely detached from cost causation principles.  There is no implicit approval of such a device hidden in the Commission's Regulations.  The Adder inappropriately encourages competition through market distortion at the expense of all customers.  As appropriately done in the FirstEnergy Order, RESA's proposed adder must be rejected by the Commission in this proceeding.
PPLICA MB at 24.

		CAUSE-PA lends its support to the arguments set forth by OCA and OSBA that this proposal is arbitrary, unreasonable and impermissible under applicable sections of the Public Utility Code.  CAUSE-PA MB at 25.  OCA argues:

The OCA submits that such profits [estimated to be $48 million annually] are not justified by any costs or risks.  Further, as Mr. Hahn explained, including an arbitrary adder in the cost of default service will result in higher default service rates, and the Company's DSP would no longer be consistent with a least-cost standard.  OCA St. No. 1-R at 8.  Furthermore, RESA's ;proposal, if adopted, would increase the Price to Compare, which would, in turn, allow EGSs offering a percentage discount off the PTC to achieve the minimum savings level at a higher price.  Id.  This would likely increase the costs to customers, including those who participate in the Retail Opt-In Auction or Customer Referral Programs.  As a result, the real effect of the RESA proposal would be to increase the power supply costs for both default service customers and customers who take advantage of the retail market. 
OCA MB at 69-70. 

		This program would increase the cost of default service where there is no need to do so, and then return those charges to all distribution customers.  This proposal simply defies logic and is unequivocally denied.  

[bookmark: _Toc340670055]2.	Requested Ruling Pursuant to 66 Pa. C.S. § 2102	

	In its Petition, the Company requested that the Commission approve the SMA as an affiliated interest agreement under 66 Pa. C.S. § 2102 and include such approval in its final order.[footnoteRef:49]  Under 52 Pa. Code § 54.186(b)(5), an affiliated supplier may participate in a Default Service provider’s competitive bid solicitations for generation service.  Therefore, PPL Electric’s unregulated affiliates will be permitted to participate in the Company’s Default Service supply solicitations.  If one of those affiliates is the successful bidder for one or more tranches of Default Service supply, PPL Electric would enter into a SMA with that affiliate.  It would not be practical or efficient, in light of the procurement schedule, for the Commission to review the SMA under 66 Pa. C.S. § 2102 at that time.  Moreover, rejection or significant modification of the agreement after a solicitation has concluded, and winning suppliers have been selected, could significantly disrupt the Company’s Default Service procurement process.  The CBP and DSP I Program Default Service SMAs were approved by the Commission under 66 Pa. C.S. § 2102(b) in advance of execution of contracts with PPL Electric’s affiliate, and, therefore the Commission should approve the DSP II Program SMA as an affiliated interest agreement.  No party has objected to this requested ruling. [49: 	PPL Electric Ex. 1, p. 46.] 

PPL Electric MB at 145.

		This is recommended for approval as unopposed.

[bookmark: _Toc340670056]3.	Requested Waivers	

	In its Petition, pursuant to 52 Pa. Code § 54.185(f), PPL Electric requested a waiver of a limited number of the Commission’s regulations.[footnoteRef:50]  Specifically, regarding the customer class divisions, the Commission’s regulations and policy statement provide that Default Service providers should divide customers into three groups based upon peak loads from 0-25 kW, 25-500 kW or above 500 kW.[footnoteRef:51]  However, the regulations and policy statement also provide that Default Service providers may propose alternative divisions of customers by maximum registered peak load to preserve existing customer classes.[footnoteRef:52]  The rate schedule designations in PPL Electric’s tariff are primarily based upon the nature of the service (e.g., residential or commercial) and the voltage at which that service is provided.  The Company’s tariffs, with limited exceptions, are not based on registered peak demand.[footnoteRef:53]  Thus, a requirement to divide all customers by maximum registered peak demand for Default Service purposes would create several problems for the Company and potentially its customers.  First, such an approach would create a situation where two customers served under the same rate schedule would be classified differently for purposes of purchasing Default Service supply.[footnoteRef:54]  Second, as a customer’s peak load changes, that customer may have to be re-assigned to a different customer class for Default Service purposes.  Both circumstances could create customer confusion and dissatisfaction, particularly because a customer assigned to the Large C&I Customer Class could only purchase Default Service supply on an hourly basis.  For that reason, PPL Electric proposes to use its current rate schedule designations as a basis for identifying customer classes in the DSP II Program.  The Company currently is using that approach in the DSP I Program, and it is working well.  Accordingly, PPL Electric requested a waiver of this provision of the Commission’s regulations.  Notably, no party in this proceeding challenged this request.  [50: 	PPL Electric Ex. 1, p. 47.]  [51: 	52 Pa. Code §§ 54.187, 69.1805.]  [52: 	Id.  ]  [53: 	The Company notes that certain customers that have a peak demand of 500 kW or greater, receive service under Rate Schedule LP-4 and certain customers who have a peak demand of less than 500 kW also receive service under Rate Schedule LP-4.  With this filing the Company is not seeking to revise the 500 kW customer split in Rate Schedule LP-4. Furthermore, as discussed in Section III.C.5, above, PPL Electric anticipates proposing an hourly priced service for Small and Large C&I customers with load over 100 kW, in a future default service filing.]  [54: 	While such a situation exists for certain customers with a peak demand over 500 kW, such a situation may not be appropriate at this time for customers with less peak demand.] 

PPL Electric MB at 145-147.

[bookmark: 54.185.]		As the Company has not filed a joint plan with another default service provider referred to in the cited subsection, it is likely that it meant the next section: 

(g)	DSPs shall include requests for waivers from the provisions of this subchapter in their default service program filings. For DSPs with less than 50,000 retail customers, the Commission will grant waivers to the extent necessary to reduce the regulatory, financial or technical burden on the DSP or to the extent otherwise in the public interest.
52 Pa. Code § 185(g).  

		The Company apparently seeks waivers of the following regulations:

[bookmark: 54.187.]§ 54.187. Default service rate design and the recovery of reasonable costs.
* * *

(i)	Default service rates may not be adjusted more frequently than on a quarterly basis for all customer classes with a maximum registered peak load up to 25 kW, to ensure the recovery of costs reasonably incurred in acquiring electricity at the least cost to customers over time. DSPs may propose alternative divisions of customers by maximum registered peak load to preserve existing customer classes. 
(j)	Default service rates shall be adjusted on a quarterly basis, or more frequently, for all customer classes with a maximum registered peak load of 25 kW to 500 kW, to ensure the recovery of costs reasonably incurred in acquiring electricity at the least cost to customers over time. DSPs may propose alternative divisions of customers by maximum registered peak load to preserve existing customer classes. 

(k)	Default service rates shall be adjusted on a monthly basis, or more frequently, for all customer classes with a registered peak load of equal to or greater than 500 kW to ensure the recovery of costs reasonably incurred in acquiring electricity at the least cost to customers over time. DSPs may propose alternative divisions of customers by registered peak load to preserve existing customer classes. 
* * *
52 Pa. Code § 54.187(i), (j) and (k).

		As it makes sense for the Company to acquire default load according to its rate classifications, the waiver of these three subsections is recommended for approval.  I note that the Company includes a policy statement as well.  The policy statement should be considered to have been superseded by the regulations, but insofar as is necessary, the waiver of it should be considered to be granted.

[bookmark: _Toc340670057]IV.	CONCLUSIONS OF LAW	

1.	The Commission has jurisdiction over the subject matter and the parties to this proceeding.  66 Pa. C.S. §§ 501, et seq.

2.	PPL Electric, as the Petitioner, has the burden of proof with respect to its proposals in this proceeding.  66 Pa. C.S. § 332(a).

3.	The burden of proof means a duty to establish a fact by a preponderance of the evidence.  Se-Ling Hosiery v. Margulies, 364 Pa. 45, 70 A.2d 854 (1950); Morrissey v. Commonwealth of Pennsylvania, 424 Pa. 87, 225 A.2d 895 (1986); Burleson v. Pa. P.U.C., 501 Pa. 433, 436, 641 A.2d 1234, 1236 (1983); V.J.R. Bar Corp. v. P.L.C.B., 480 Pa. 322, 390 A.2d 163 (1978); Milkie v. Pa. P.U.C., 768 A.2d 1217, 1220 (Pa. Cmwlth. 2001)..  

4.	A party that makes a proposal that is not included in a public utility’s case bears the burden of proof as to its proposal.  See, e.g., Pa.P.U.C. v. Philadelphia Gas Works, Docket No. R-00061931, 2007 Pa. P.U.C. LEXIS 45 at *165-68 (Sept. 28, 2007); Pa. P.U.C. v. Metropolitan Edison Company, Docket No. R-00061366, 2007 Pa. P.U.C. LEXIS 5 at *111-12 (Jan. 11, 2007).  

5.	As a Default Service Provider (“DSP”), PPL Electric’s default service obligations are set forth in Act 129 of 2008, Oct. 15, P.L. 1592, No. 129 (“Act 129”), codified in Chapter 28 of the Public Utility Code, 66 Pa.C.S. Ch. 28.  Sections 2807(e)(3.1), (3.2), (3.4) and 2807(f) of the Public Utility Code provide among other things, that:

The Default Service provider shall provide electric generation supply service to customers pursuant to a Commission-approved competitive procurement plan.

The electric power acquired shall be procured through competitive procurement processes and shall include one or more of the following: (i) auctions; (ii) requests for proposal; and (iii) bilateral agreements.  

The electric power procured shall include a prudent mix of the following: (i) spot market purchases; (ii) short-term contracts; and (iii) long-term purchase contracts, entered into as a result of an auction, request for proposal or bilateral contract.  

The prudent mix of contracts shall be designed to ensure: (i) adequate and reliable service; (ii) the least cost to customers over time; and (iii) compliance with the requirements of Section 2807(e)(3.1).

The Default Service service provider shall offer a time-of-use rate plan to all customers that have been provided smart meter technology.

6.	The “least cost over time” standard should not have, as its singular focus, the achievement of the absolute lowest cost over the default service plan timeframe, but rather a cost for power that is both relatively stable and also economical relative to other options.  The “least cost over time” standard should not be viewed as synonymous with maximizing market time and benefits at the expense of price stability and economy.  Final Rulemaking Order, Implementation of Act 129 of 2008, Docket No. L-2009-2095604, 2011 Pa. PUC LEXIS 114 (Oct. 4, 2011) (“Default Service Final Rulemaking Order”).

7.	PPL Electric’s DSP II Program, SMA, and RFP Process and Rules (“RFP Rules”) meet all of the requirements of Act 129.

8.	PPL Electric’s DSP II Program as approved will procure all default supplies through competitive procurement processes.  

9.	PPL Electric has proposed a prudent mix of contracts for customers that will provide least cost to customers over time, while taking into account the benefits of price stability for customers.

10.	Pursuant to 52 Pa. Code §§ 54.185(d)(1)-(6), a Default Service program must include, among other things, the following elements: 

(1)	A procurement plan identifying the default service provider’s electric generation supply acquisition strategy for the period of service.  The procurement plan should identify the means of satisfying the minimum portfolio requirements of the Alternative Energy Portfolio Standards Act (73 P.S. §§ 1648.1 – 1648.8) for the period of service. 

(2)	An implementation plan identifying the schedules and technical requirements of competitive bid solicitations and spot market energy purchases, consistent with § 54.186 (relating to default service procurement and implementation plans). 

(3)	A rate design plan recovering all reasonable costs of default service, including a schedule of rates, rules and conditions of default service in the form of proposed revisions to its tariff. 

(4)	Documentation that the program is consistent with the legal and technical requirements pertaining to the generation, sale and transmission of electricity of the RTO or other entity in whose control area the default service provider is providing service.  The default service procurement plan’s period of service must align with the planning period of that RTO or other entity. 

(5)	Contingency plans to ensure the reliable provision of default service when a wholesale generation supplier fails to meet its contractual obligations. 

(6)	Copies of agreements or forms to be used in the procurement of electric generation supply for default service customers.  This includes all documents used as part of the implementation plan, including supply master agreements, request for proposals documents, credit documents and confidentiality agreements.  When applicable, the default service provider shall use standardized forms and agreements that have been approved by the Commission.

11.	PPL Electric’s DSP II Program, SMA, and RFP Process and Rules (“RFP Rules”) meet all of the requirements of the Commission’s default service regulations.  

12.	PPL Electric’s DSP II Program fully meets the requirement of 52 Pa. Code § 54.185(d)(4) that Default Service plans include documentation that the program is consistent with the requirements regarding the generation, sale and transmission of electricity of the RTO in the control area where the Default Service provider is providing service.  

13.	The DSP II Program meets the requirements of 52 Pa. Code § 54.185(d)(5) that Default Service plans include contingency plans to ensure the reliable provision of Default Service if a wholesale generation supplier fails to meet its contractual obligations.  

14.	PPL Electric’s DSP II Program filing complies with the Commission’s final orders in its Retail Markets Investigation.  See Investigation of Pennsylvania's Retail Electricity Market: Intermediate Work Plan, Docket No. I-2011-2237952, 2011 Pa. PUC LEXIS 617 (Dec. 16, 2011) (“December 16 RMI Order”) and the Commission’s Investigation of Pennsylvania’s Retail Electricity Market: Intermediate Work Plan, Docket No. I-2011-2237952, 2012 Pa. PUC LEXIS 324 (March 2, 2012) (“RMI-IWP Final Order”).  

15.	The Alternative Energy Portfolio Standards Act (“AEPS Act”) requires that EDCs and EGSs obtain AECs in an amount equal to certain percentages of electric energy sold to retail customers in this Commonwealth.  See 52 Pa. § Code 54.182.  

16.	PPL Electric’s proposal to procure certain alternative energy credits as a component of its fixed-price and spot-market Default Service supply contracts satisfies the Company’s obligation under the AEPS Act.

17.	The alternative compliance payment under the AEPS Act is a penalty for non-compliance.  Implementation of the Alternative Energy Portfolio Standards Act of 2004, at Docket No. M-00051865, 2005 Pa. PUC LEXIS 45 (July 18, 2005) (“Implementation Order II”); 73 P.S. §1648.3(f)(2).  

18.	PPL Electric, as the EDC for its customers in its certified service territory, is the default service provider and must remain the default supplier unless and until it is replaced by a new entity after Commission approval.  66 Pa.C.S. § 2803.  No alternate supplier has been approved by the Commission to provide default service to retail electric customers in PPL Electric’s certified service territory.  

19.	Pursuant to 66 Pa. C.S. § 2807(f)(5), as the default service provider, PPL Electric is required by Act 129 to offer a time of use rate option to its default service customers.

20.	A TOU program is a form of default service.  Pa. P.U.C. v. PPL Electric Utilities Corporation, Docket No. R-2011-2264771 at 23, 2012 Pa. P.U.C. LEXIS 1383 (August 30, 2012).

21.	Increasing default service charges to provide decreases to distribution charges would be contrary to ratemaking principles that charges be aligned with the cost to serve.  Lloyd v. Pa. PUC, 904 A.2d 1010 (Pa. Cmwlth. 2006), appeal denied, 591 Pa. 676, 916 A.2d 1104 (2007).

22.	Under 52 Pa. Code § 54.186(b)(5), an affiliated supplier may participate in a Default Service provider’s competitive bid solicitations for generation service.  

23.	Pursuant to 52 Pa. Code § 54.185(f), PPL Electric’s request for a waiver of a limited number of the Commission’s regulations should be approved.

24.	PPL Electric has met its burden of proof in this matter with respect to its proposed DSP II Program, TOU proposal, SMA, RFP Process and Rules, retail market initiatives, affiliate interest agreement, and request for a limited waiver.

		25.	Policies, protections and services for low-income customers in place at the time of enactment of the Competition Act must remain in place.  66 Pa. C.S. § 2801(10).

		26.	The collection of PJM Transmission Charges through non-bypassable structures would re-bundle transmission and distribution, and eliminate options for the pricing of transmission service, in contravention of the Competition Act.  66 Pa. C.S. §§ 2802(13), 1804(3).
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		THEREFORE,

		IT IS ORDERED:

		1.	That the Petition of PPL Electric Utilities Corporation for approval of a Default Service Program and Procurement Plan for the Period June 1, 2013 through May 31, 2015, at Docket No. P-2012-2302074, is approved as modified.

		2.	That, as this Recommended Decision and the ordering paragraphs concentrate on the disputed sections of the Default Service Program and Procurement Plan II, any portion of the Plan not discussed is deemed to be approved.

		3.	That the following sections of the Default Service Program and Procurement Plan II's proposal are approved consistent with the discussion in this Recommended Decision:

a.	 product procurement for the residential class;

b.	70% wholesale supplier load cap for residential service;

c.	Small C&I fixed rate product mixture and procurement proposal;

d.	Small C&I fixed rate wholesale aggregate supplier load cap of 65% is eliminated;

e.	Large C&I real time hourly rate product mixture and schedule;

f.	Large C&I wholesale supplier solicitation load cap is approved at 85%;

g.	the plan's proposal regarding contracts extending beyond May 31, 2015;

h.	the plan for obtaining alternative energy credits;

i.	implementation of a semi-annual procurement and price change mechanism;

j.	hourly priced default service for Small C&I customer with load over 100 kW;

k.	Residential and Small C&I reconciliation;

l.	Large C&I Customer Class rate structure and reconciliation is approved.

m.	the Green Power Program expiration on May 31, 2013;

n.	elimination of procurements for the Optional Monthly Pricing Service;

o.	Price to Compare Calculation Date proposal; and

p.	recovery of transmission and other related charges.

		4.	That PPL Electric Utilities Corporation shall present an analysis of the OSBA recommendation to eliminate the transmission service charge in the next Default Service Program and Procurement Plan filing.

		5.	That the Default Service Program and Procurement Plan II plan's proposed time-of-use rate option is denied.

		6.	That regarding the development of a viable time-of-use program, PPL Electric Utilities Corporation shall:

a.	 Initiate a collaborative including the interested parties from this docket within one week of the final Order in this matter;

b.	Convene the collaborative within one month of the final Order in this matter;  

c.	Notify the Commission's Bureau of Technical Utility Services of the compliance with subparagraphs (a) and (b);

d.	File a proposed time-of-use program consistent with the Easy TOU plan discussed in the body of this Recommended Decision on or before April 1, 2013, in order to allow Commission review and approval of the proposed time-of-use plan and implementation before the 2013 summer season.

		7.	That PPL Electric Utilities Corporation shall use the unsecured credit thresholds established in the Default Service Program and Procurement Plan II plan and shall not use the thresholds proposed in the Default Service Plan II plan.

		8.	That the Default Service Plan II shall be modified to provide that a supplier has three business days rather than two to replace a letter of credit. 

		9.	That PPL Electric Utilities Corporation shall make available to DS suppliers the data agreed to in PPL Electric Statement 1-R at p. 33, lines 14-21, in addition to the data already provided.

		10.	That the New and Moving Customer Program is approved as filed.

		11.	That the Retail Opt-In Auction or Aggregation shall:

a.	be six months in length;

b.	be open to residential customers;

c.	be limited to 50% of default service customers:

d.	be available to but not advertised to customers already shopping;

e.	be offered at a minimum 5% discount off the Price To Compare on December 1, 2013;

f.	include a $50 cash bonus to customers remaining with the electric generation supplier for three billing cycles;

g.	include disclosure of all terms of service, including the identity of the electric generation supplier, to the customers prior to the beginning of the service;

h.	that the auction or aggregation will be canceled unless four or more electric generation supplier bidders participate;

i.	include a provision that each participating customer will remain with the electric generation supplier under a month-to-month contract absent affirmative action on the part of the customer;

j.	be conducted in sealed bid format; and

k.	be open to low-income customer participation.

		12.	That the Standard Offer Program proposal is approved as filed.

[bookmark: _GoBack]		13.	That PPL Electric Utilities Corporation shall, as part of the Standard Offer Program, send education mailings with offers from electric generation suppliers to residential customers, and send a separate mailing with offers from electric generation suppliers to small commercial and industrial customers, and charge the incremental costs of including the electric generation supplier offers to those electric generation suppliers participating in the Customer Referral Program. 

		14.	That the Default Service Program and Procurement Plan II proposal for cost assessment and recovery for the Retail Enhancement Programs is approved as filed.

		15.	That the RESA proposal to implement a 5 mils/kWh charge to default service is denied.

		16.	That the Supply Master Agreement is approved as an affiliated interest agreement under 66 Pa. C.S. § 2102.

		17.	That the request of PPL Electric Utilities Corporation for a waiver of 52 Pa. Code §§ 54.187(i), (j) and (k) is granted.


Dated:	November 9, 2012				_________________________________
							Susan D. Colwell
							Administrative Law Judge

