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Introduction


Reliant Energy, Inc., (“Reliant”) is pleased to have the opportunity to offer comments in the Pennsylvania Public Utility Commission’s (“Commission”) proposed rulemaking (“Rule”) for default service in the Commonwealth.  Reliant applauds the Commission’s desire to meet the requirements of the Customer Choice and Competition Act (“Choice Act”).  The scope of default service following the end of each Electric Distribution Company’s (“EDC”) transition plans will be the key to the success of direct access.  Effectively addressing the transition from regulation to retail competition will benefit all customers in the Commonwealth.  

To be consistent with the Choice Act, the design adopted in the Rule must ensure that customers have direct access to a competitive retail electric market.  Beyond the mandate to provide direct access to all customer classes, direct access is desired by all customers in the Commonwealth.  In the summer of 2004, Reliant conducted a consumer awareness survey for residential customers in Pennsylvania and in the Duquesne Service Territory for Large Commercial and Industrial (“C&I”) customers.   The survey found that 7 out of 10 Large C&I customers would rather have prices set by competition than set by Commission purchasing decisions and 6 out of 10 residential customers would prefer prices set by competition.   In addition to the desire for prices to be set by competition, direct access also gives businesses within the Commonwealth the ability to compete in the national and international marketplace.  Without regulatory guidelines for default service that are known, fair, uniformly applicable across all EDC service territories, and true to the fundamental principles of competition, a competitive retail electric market in the Commonwealth will not develop.  While Reliant believes that our proposed market design, which we call the Market Responsive Pricing Model (“MRPM”) will achieve all of the necessary attributes for all customer classes in the Commonwealth, Reliant will offer the Commission two additional alternatives that may help the Commission bridge the gap between where the marketplace is currently and where it ultimately should be in order to fully comply with the Choice Act at some later date. We believe the most relevant policy directives listed in the Choice Act, Section 2802, for crafting a default service model are:

(3) Because of advances in electric generation technology and federal initiatives to encourage greater competition in the wholesale electric market, it is now in the public interest to permit retail customers to obtain direct access to a competitive generation market as long as safe and affordable transmission and distribution service is available at levels of reliability that are currently enjoyed by the citizens and businesses of this Commonwealth;

*         *         *

(5) Competitive market forces are more effective than economic regulation in controlling the cost of generating electricity;

(6) The cost of electricity is an important factor in decisions made by businesses concerning locating, expanding and retaining facilities in the Commonwealth;

(7) This Commonwealth must begin to transition from regulation to greater competition in the electricity generation market to benefit all classes of customers and to protect this Commonwealth’s ability to compete in the national and international marketplace for industry and jobs;

*         *         *

(9) Electric service is essential to the health and well-being of residents, to public safety and to orderly economic development and electric service should be available to all customers on reasonable terms and conditions;

*         *         *

(12) The purpose of this chapter is to modify existing legislation and regulations and to establish standards and procedures in order to create direct access by retail customers to the competitive market for the generation of electricity, while maintaining the safety and reliability of the electric system for all parties;

(13) The procedures established under this chapter provide for a fair and orderly transition from current regulated structure to a structure under which retail customers will have direct access to a competitive market for the generation and sale or purchase of electricity.

The policy directives (3), (7), (12) and (13) clearly support creating a market design that allows for robust, sustainable retail competition for all customer classes as long as system reliability is maintained.  Policy directive (5) codifies the importance of allowing competitive markets to work.  Policy directive (6) recognizes that the prices customers pay for electricity must be considered in any market design and policy directive (9) also places importance on customers’ access to reasonable terms and conditions when crafting a market design.   The MRPM, to be discussed in depth below, meets all of these criteria.

Reliant also believes that, in order to fully implement a workable direct access program, the Commission should also consider the following policy questions when crafting a default service model:

(1) Will the default service model provide the electric service attributes (e.g., price level, price certainty, term) appropriate for different customers? 

(2) Will the default service model establish prices that facilitate efficient consumption decisions by consumers?

(3) Will the default service model ensure that customers have a real choice of providers and are not switched to a retail provider without their consent?

(4) Will the default service retail price be linked to changes in wholesale prices?
Reliant believes that the MRPM best meets not only the specific requirements of the Choice Act, but also the policy objectives outlined above. The details and associated Rule redlines for the MRPM will be discussed further below and with the associated Rule redlines contained in Appendix A.  

Should the Commission determine that more time is needed to address a direct access design for residential and small business customers, Reliant is offering a second proposal (with associated Rule redlines contained in Appendix B) that would implement rules to achieve direct access for large customers now and delay a decision on the design and implementation of rules to achieve direct access for residential and small business customers.  This would allow for further evidence to be obtained through observation of other states’ direct access market models for residential and small business customers (e.g., Texas, and even states that do not have workable direct access programs for residential and small business customers like Maryland and New Jersey).  However, there is clear evidence in other markets (e.g., Texas, Maryland and New Jersey’s CIEP class)  that large customers are able, and market designs exist, for an effective direct access program.  

As of February 2005 in Texas

· All Large Commercial and Industrial customers
 received electric service without the option of a price-regulated default offer
  As of February 2005 in Maryland

· 64% of Hourly Priced Large C&I customers were served by Competitive Suppliers

As of February 2005 in New Jersey

· 1.6% of Fixed Price Non-Residential customers were served by Competitive Suppliers
· 63.9% of Hourly Priced customers were served by Competitive Suppliers
As of April 2005 Duquesne Light Company’s Service Territory

· 51.3% of Commercial Customer load was served by Competitive Suppliers

· 52.3% of Industrial Customer load was served by Competitive Suppliers

Therefore, at a minimum, the Rule can incorporate a developed, workable retail market design at this time.  This alternative would enable the Commission to comply with the Choice Act and once again meet the policy objectives outlined above for large customers now, but extend the rulemaking for residential and small business customers.  

Should the Commission decide not to accept either of these proposals, Reliant offers a final proposal (with associated Rule redlines contained in Appendix C) that would amend the Commission’s existing auction-based default service Rule to restrict fixed-price auctions to a one-year term for residential and small business customers.  Reliant further suggests that the Commission re-evaluate the market structure following two years of experience with the fixed-price model.  Reliant would also amend the proposed Rule to restrict the default price for large customers to an hourly-only priced default product.  While Reliant believes that either of the first two proposals better comport with both the Choice Act and its policy objectives, this third proposal would enable the Commission’s auction approach to allow the default price to better reflect changes in wholesale prices.  In addition, it would call for the Commission to reevaluate its Rule at a later date to incorporate a default structure that would allow for direct access for residential and small business customers.   To summarize, Reliant will offer the following three proposals and associated Rule redlines:

1) Reliant’s MRPM for both large customers and residential/small business customers (Appendix A);

2) Reliant’s MRPM for large customers and delay implementation of default service rules for residential and small business customers (Appendix B); or

3) Reliant’s MRPM for large customers, (i.e. restrict the default product to an hourly-only priced product), and amend the proposed auction-based Rule to restrict the fixed-price auctions to a one-year term and reassess the market design two years post-implementation  (Appendix C).

Market Responsive Pricing Model Overview

Reliant’s first proposal (comprehensive Rule redline contained in Appendix A) is the Market Responsive Pricing Model for default service for both large and residential/small business customers.  Prior to discussing the individual components of the MRPM and offering detailed recommended changes to the Rule language, Reliant would first like to offer a high-level overview of the MRPM.   Based on experience in other competitive markets throughout the U.S., Reliant believes this market model would best foster robust, sustainable retail competition for all customer classes in the Commonwealth, meet the requirements of the Choice Act, and the policy goals for selecting a default service model detailed above.

Default Service Design Principles

· Competitive market forces are more effective than economic regulation in arriving at efficient prices

· Customer choice through direct access will lead to products and services that match customer desires and should be priced by the market, not administratively.

· POLR service should be fairly priced including consideration of the risks associated with providing the service, and should be adjustable to reflect changes in market prices (i.e. changes in power prices).  

· The POLR services should be established in a manner that fosters competition.   
· POLR prices will establish the ceiling against which other competitors must compete to enter the market.
· POLR prices must be adjustable to changes in market conditions (i.e., market prices).   

· Customers should be free to switch off of POLR service at any time without incurring penalties or fees.

Large Customer Design

· Large customers have a great deal of market sophistication and have the ability to shop for products and services that meet their specific needs.  
· The technology exists for these customers to monitor usage on an hourly basis and the financial benefits of saving even a few mils per kilowatt-hour can be significant due to the volume these customers consume, thus their incentive to navigate the market for the best deal is high.  
· Likewise, due to these customers’ high volume usage, retail suppliers have an incentive to design products to address individual customer desires.  
· As such, these customers need little to no safety net and have been the first to take advantage of hourly-priced products in markets outside of Pennsylvania, and in the Duquesne Light service territory within Pennsylvania.  
· Once market-limiting factors such as fixed, transitional rate caps expire, there is no need for the default provider to offer an array of default services to these customers and indeed such a design will stifle the competitive market.  
· The only default service for large customers should be an hourly-priced product offered by a competitive affiliate of the Electric Delivery Company, (“EDC”).  This design will result in the largest number of retail suppliers offering competitive products to customers. 
· There should be no switching restrictions or fees for large customers.  
· Customers not selecting a provider should receive hourly default service.  

Administrative Services Fee

· The large customer default price should include an administrative services fee to appropriately cover all costs associated with such service. 

· The administrative service fee should only be applied to those customers taking default service.  

Residential/Small Business Customer Market Design

· Residential and small business customers may face slower transition to robust competitive offers than the large customers due to lower consumption patterns, less financial incentive due to lower consumption, and the technological inability to respond to usage hourly. 

· Therefore, compared to large customers, a less frequently adjustable default price should be designed and offered by a competitive affiliate of the EDC.  Such a default product provides a safe harbor price for customers. 

· The Commission should establish an initial commodity price that recognizes the inherent risks of providing default service.  In order to have a direct access program that provides customers the benefits of a fully competitive marketplace, the initial price must be compared to then current market prices and a one-time adjustment made if necessary, to ensure that direct access for customers is provided by competitive EGSs.  An further adjustment to the default price should be in accordance with the following:

· In order to allow alternative retail providers to enter the market and remain in the market, the default provider should have the opportunity to adjust the default price a limited number of times per year (for example 2-3 times).

· To allow for adjustment to prevailing market price changes, a transparent adjustment mechanism should be established based on a known market index.  

· The initial commodity price, adjustable to changes in prevailing market prices, can be established through a number of different methodologies, including but not limited to, discounting the utility rate at the end of the transition period by a fixed amount; conducting a one-time competitive solicitation in each service territory allowing competitive EGSs to offer a one-time standard retail electric product which would then form the basis for the default product initial price; allowing the utility to propose a price that its competitive affiliate will use in its default service implementation plan with the Commission ascertaining the appropriateness of the price and the ability for EGSs to compete; or allowing the Commission to establish a price and/or methodology for one or all default service providers through a rulemaking proceeding. 

· Of prime importance in establishing the initial price, regardless of the methodology through which it is chosen, is that for each service territory, the default price is fully reflective of the retail market price.  This will provide an opportunity for competitive retailers to enter the market by offering products different than the default service product.

· Allowing retail prices to change with prevailing market price changes will ensure all parties that the default price will not become below market, thus allowing needed confidence for new market entrants, which will lead to robust, sustainable retail competition.   
· If the default provider retains most of the customers upon implementation of the MRPM, the default provider must not be allowed to prohibit EGSs to enter the market by offering competing products.  Therefore, the default provider cannot offer anything other than the default product (i.e. a competitive offering) until three (3) years after implementation of this default product design or the date on which 30% of the power consumed by the relevant class is served by other EGSs.      

· If the default provider remains a regulated entity (i.e. a utility), rather than being an affiliate of the utility as Reliant recommends, then the default provider cannot make offers that compete with the default product.
Market Responsive Pricing Model


Reliant believes that acceptance and implementation of the MRPM for default service in the Commonwealth will ensure that the default price appropriately reflects changes in wholesale prices.   The MRPM allows the default product to meet the needs of competing EGSs and the desire for a safety backstop service for customers.  By allowing retail prices to reflect changes in wholesale prices, competitors are assured that the default price will not become below market and as a result, will be in a position to enter and remain in the market.  The default product also provides customers assurance that during a transitional period (e.g. the first three years of the competitive retail market for residential/small business customers) between a regulated environment and a competitive environment, customers on default service have a safe harbor price.  By restricting the default provider from offering anything other than the default product during the first three years of MRPM implementation or the date that 30% of the power consumed by the relevant class is served by other EGSs, both customers and EGSs can be assured that default service will be fairly priced and will lead to robust, sustainable competitive markets.  The restriction on the default provider’s service offerings is necessary if most customers remain with the default provider upon implementation of the MRPM.  Allowing the default provider, with essentially a 100% market share, to price below the incumbent’s default price, will effectively prohibit EGSs with basically 0% market share, from entering the market.  Once the default provider has effectively eliminated competition through offerings lower than the default price, it can then simply turn around and price only at the higher default price, reaping predatory-like profits once all competitors are driven from the market.  Therefore, the restriction on the default provider’s service offerings is necessary at the beginning of the MRPM implementation period.

Reliant is encouraged that the Commission has already incorporated many aspects of such a model into the proposed Rule for large customers (hourly default product; inclusion of appropriate retail service costs in the customer charge; no switching restrictions; and allowing the default provider to procure supply for the large customer default load without regulatory oversight).  However, Reliant feels that the small business/residential customer proposal contained in the Rule relies too heavily on an administrative determination and could result in the default price becoming below market for too long a period of time.  Even allowing the possibility that default prices can become below market for a significant amount of time will create a barrier to entry that will keep EGSs away from the Commonwealth.  Pennsylvania has already experienced the negative impact on a market that long-term fixed-prices can cause.  Such conditions are not conducive to a robust, sustainable competitive market and lead to little or no customer choice and are contrary to the Legislative directive of providing direct access to benefit all customers.  Therefore, the Commission should avoid such determination going forward.

Alternative Proposal to Implement MRPM for Large Customers and Delay Implementation of Residential/Small Business Customer Default Service Rules

An alternative proposal offered by Reliant is to implement the MRPM for large customers and delay development of market rules for residential/small business customers until 2006.  The Large Customer market is clearly ready and able to move ahead with a competitive electric retail market at this time and Electric Generating Suppliers (“EGS”) are eager to enter this market.  As evidenced by the Commission’s decision in the Duquesne Light POLR case, Docket No. P-00032071, hourly-only default pricing for this customer class is a desirable market-design feature for both customers and competitive EGSs.  Reliant commends the Commission for incorporating hourly priced default service into the proposed Rule for Large Customers.  However, one limiting factor to promoting competition is that the Rule as proposed allows the default provider to propose a fixed price option for these customers.  In order to enter the market, EGSs must be assured that the default price for this customer class will be reflective of the market price for electric service, as is the case with hourly priced electric service.  Even a fixed price that is set using a market-based process offers minimal or no opportunities for the price to reflect changes in market conditions.  If a fixed price offer is going to be allowed, it must at a minimum, be clear that the fixed price product is only transitional and will expire at a date certain as was done in the Duquesne Light service territory.  However, Reliant recommends that the fixed price product be no longer than 12 months in duration.  

There are several approaches to retail competition that could result in direct access for the residential/small business market, including the MRPM approach offered by Reliant.   A MRPM has been adopted in Texas and has been successful in advancing direct access.
  A fixed price auction approach has been adopted in Maryland and New Jersey, but it has not been successful in advancing direct access for residential and small business customers. 
   Both of these models have been in existence for some time and based on the lack of direct access in these states will not lead to direct access in the Commonwealth as called for in the Choice Act.  

As of December 2004 in Texas:

· 24.7% of Residential Load was served by Competitive Providers not affiliated with the incumbent utility

· 64.0% of Small Non-Residential Load was served by Competitive Providers not affiliated with the incumbent utility

As of February 2005 in Maryland
:

· 2.5% of Residential Peak Load was served by Competitive Suppliers

· 4.1% of Small C&I Customer
 Peak Load was served by Competitive Suppliers

· 25.5% of Mid C&I Customer
 Peak Load was served by Competitive Suppliers

As of February 2005 in New Jersey
:

· 0.5% of Residential Customer Accounts were served by Competitive Suppliers

Thus, before adopting a model that is a barrier to new market entry, the Commission, if it chooses not to adopt a MRPM now, clearly has time to monitor further developments in other states’ markets prior to implementing rules regarding default service for this class if it so chooses.  The generation rate caps for Penn Power Company expire at the end of 2006; Allegheny Power expires at the end of 2008; PPL Electric Utilities Corp. expires at the end of 2009; and at the end of 2010 the rate caps expire for PECO Energy Company, Metropolitan Edison and Pennsylvania Electric Company.  These dates (with the exception of Penn Power) will allow the Commission to delay implementation of specific rules for residential/small business default service until at least December of 2006.  Reliant is supportive of the Commission’s approach to allow approved default service plans to continue through the rate cap expiration dates and agrees with the Commission that the timing of final default service regulations may not coincide with the expiration of an EDC’s generation rate cap or POLR plan.
   However, the Rule recommends that interim service plans may be necessary until the final default service rules are approved.  While uniformity of default service amongst the various EDC service territories is desirable, it is even more important to ensure that the default service rules allow for robust, sustainable competition among all customer classes.  Any interim default service plans that may be necessary should: 1) comply with the Large Customers’ default service Rules resulting from this proceeding; 2) allow for individual default service plans for residential/small business customers; and 3) be approved for no longer than necessary to bridge the gap between the expiration of the EDC’s particular plan or generation rate cap and the approval of default service rules for residential/small business customers expected no later than the end of 2007.  

Alternative Proposal to Implement MRPM for Large Customers and Modify the Residential/Small Business Default Service Rules to Require the Default Provider to Annually Reset the Fixed Price based on a Commission Approved Procurement Process

Another proposal offered by Reliant accepts the Commission’s proposed auction-based fixed price structure for residential/small business customers, but restricts the resulting fixed-price to a one-year period.  Restricting the fixed-price period to a one-year term would not only reduce the time period over which the fixed-price could become out of market, but it will also give the Commission the ability to effectively implement timely policy changes should the Commission subsequently decide to incorporate a market design that allows for the direct access envisioned by the Choice Act.  

Since longer-term fixed default prices exacerbate the risk of the default price becoming out of market, this compounds the unattractiveness to competing retail providers.  As noted above, New Jersey and Maryland
 have adopted this market structure and it has resulted in retail choice where a variety of products and services provided from multiple retail providers.  As a result, residential and small business customers in those states have been denied the benefits of direct access.

Recommendations and Rule Redlines Common to all Three Scenarios

Reliant believes incorporation of the following changes to the Rule is necessary under all three scenarios:  

1) Remove the EDC, the regulated utility, from the role of the default provider and have a competitive, affiliate EGS of the EDC provide default service; 

2) Require the same licensing requirements for the affiliate EGS as any other EGS participating in the market; 

3) Eliminate the ability of the default provider to propose a fixed price default service product for large customers; 

4) Require hourly default pricing for customers 100 kW and above; 

5) Change the manner in which a default service provider meets and demonstrates compliance with the Alternative Energy Portfolio Standards; 

6) Change the manner in which the default service provider utilizes and incorporates demand side response and demand side management programs into the default product; and

7)  Properly place reliability responsibilities with the RTO/ISO

1) Remove the EDC, the regulated utility, from the role of the default provider and have a competitive, affiliate EGS of the EDC provide default service

Reliant believes that for the competitive market to move forward, it is imperative that the EDC be removed from providing competitive services.  The competitive market is best served by allowing competitive entities (i.e. EGSs) to provide competitive services (e.g. retail product offerings, default service, capacity, energy, ancillary services, etc.) and regulated entities (i.e. EDCs) to provide regulated services (e.g. distribution services).   Functional unbundling of the costs of providing regulated services (transmission and distribution) and the unregulated services (generation and retail services, including billing and customer service) must be accomplished so that cross-subsidization does not occur and that competition can flourish on a level playing field.  The Commission and General Assembly recognize the importance of appropriately allocating costs between the retail and T&D functions, “[t]he public interest is served by both the appropriate allocation of costs among customers and recovery of those costs through the correct rates.  66 Pa. C.S. §§1301, 1304”.  If the EDC remains in the role of default provider, the possibility exists that not all competitive services performed by the default service provider have been properly included and allocated in the default price and excluded from the regulated, non-bypassable charges.    Should the Commission reject Reliant’s recommendation to 

remove the EDC from the role of default provider, the Commission must limit the ability of the regulated utility from offering products that compete with the default product in order to create a level playing field.  
  The Choice Act gives the Commission the ability in 66 Pa. C.S. §2802(16) to select an entity other than the EDC to perform the default provider role and Reliant suggests that entity should be a competitive affiliate (EGS) of the incumbent EDC.  Since the default service provider must meet the licensing requirements in the Rule, which calls for the default provider to be certified as a public utility under 66 Pa. C.S. §102, the affiliate EGS will be subject to the same regulatory oversight as would the EDC.  By removing the EDC from the role of default supplier, competitive EGSs can be assured that the appropriate costs are captured in the default service price and that they can compete on a level playing field.   An added benefit to customers is that they are not moved to an unknown retail provider, i.e. slammed, since those that do not choose are served by the competitive affiliate of the EDC.

Reliant would like to make it clear to the Commission that while removing the EDC from the role of default provider is believed to be very important for moving the market further towards robust, sustainable competition, the remainder of Reliant’s recommended changes to the default service Rule are applicable even if the Commission chooses not to make this change at this time.

Therefore, Reliant recommends the following Rule changes:  

Existing Rule Language

Subchapter B.  ELECTRIC GENERATION SUPPLIER LICENSING

§54.31.  Definitions.


Default service provider – [A supplier approved by the Commission under section 2807(e)(3) of the code (relating to duties of electric distribution companies) to provide generation service to customers who contracted for electricity that was not delivered, or who did not select an alternative electric generation supplier, or who are not eligible to obtain competitive energy supply, or who return to the provider of last resort after having obtained competitive energy supply]  The incumbent EDC within a certificated service territory or a Commission approved alternative default service provider.
Reliant Proposed Rule Language: Amend the definition of default service provider to be the affiliate EGS of the incumbent EDC.
Subchapter B.  ELECTRIC GENERATION SUPPLIER LICENSING

§54.31.  Definitions.


Default service provider – [A supplier approved by the Commission under section 2807(e)(3) of the code (relating to duties of electric distribution companies) to provide generation service to customers who contracted for electricity that was not delivered, or who did not select an alternative electric generation supplier, or who are not eligible to obtain competitive energy supply, or who return to the provider of last resort after having obtained competitive energy supply] The affiliated EGS of the incumbent EDC within a certificated service territory or a Commission approved alternative default service provider.

Existing Rule Language:

Subchapter G.  DEFAULT SERVICE

§54.182.  Definitions. 
Default service provider – The incumbent EDC within a certificated service territory or a Commission approved alternative default service provider.

Reliant Proposed Rule Language:  

Subchapter G.  DEFAULT SERVICE

§54.182.  Definitions. 
Default service provider – An affiliate of tThe incumbent EDC within a certificated service territory or a Commission approved alternative default service provider.

Existing Rule Language:

§54.181. Purpose.  


This subchapter implements §2807(e) of the Electricity Generation Customer Choice and Competition Act, 66 Pa. C.S. §§2801-2812, pertaining to an EDC’s obligation to serve retail customers at the conclusion of the restructuring transition period.  These regulations ensure that all retail customers who do not choose an alternative EGS, or who contract for electric energy that is not delivered, have access to generation supply at prevailing market prices.  The EDC shall fully recover all reasonable costs for acting as a default service provider of electricity to all retail customers in its certificated distribution territory.   

Reliant Proposed Rule Language:  Allow the affiliate EGS of the incumbent EDC to fully recover all reasonable costs for acting as a default service provider.

§54.181. Purpose.  


This subchapter implements §2807(e) of the Electricity Generation Customer Choice and Competition Act, 66 Pa. C.S. §§2801-2812, pertaining to an EDC’s obligation to serve retail customers at the conclusion of the restructuring transition period.  These regulations ensure that all retail customers who do not choose an alternative EGS, or who contract for electric energy that is not delivered, have access to generation supply at prevailing market prices.  The affiliated EGS of the EDC shall fully recover all reasonable costs for acting as a default service provider of electricity to all retail customers in its certificated distribution territory.   

Existing Rule Language:

§54.183.   Default service provider. 


(a)
The default service provider shall be the incumbent EDC in each certificated service territory, except as provided for pursuant to §54.183(b).


(b)
An EDC may petition the Commission to be relieved from the default service obligation.  In the alternative, the Commission may propose through its own motion that an EDC be relieved from the default service obligation.  The Commission may approve such a request if it is in the public interest.  In such circumstances, the Commission will announce through an order a competitive process to determine the alternative default service provider, which may be either an EDC or a licensed EGS.  

(c)
When the Commission finds that an EDC should be relieved of the default service obligation, the competitive process for the replacement of the default service provider shall be as follows:



1.
Any EDC or EGS that wishes to be considered for the role of the 
alternative default service provider shall apply for a certificate of public 
convenience, consistent with 66 Pa. C.S. §§1101-1103 (relating to certificates of 
public convenience).  

3.  
If no applicant can meet this standard, the incumbent EDC shall be required to continue the provision of default service.

Reliant Proposed Rule Language:  Identify the default service provider as the affiliate EGS of the incumbent EDC.

§54.183.   Default service provider. 


(a)
The default service provider shall be the affiliate EGS of the incumbent EDC in each certificated service territory, except as provided for pursuant to §54.183(b).


(b)
An EDC may petition the Commission to be have the EDC’s affiliate EGS relieved from the default service obligation.  In the alternative, the Commission may propose through its own motion that an affiliate of the EDC be relieved from the default service obligation.  The Commission may approve such a request if it is in the public interest.  In such circumstances, the Commission will announce through an order a competitive process to determine the alternative default service provider, which may be either an EDC or any licensed EGS, including affiliate EGSs of other EDCs. 

(c)
When the Commission finds that an EDC should be relieved of the default service obligation, the competitive process for the replacement of the default service provider shall be as follows:



1.
Any EDC or EGS that wishes to be considered for the role of the 
alternative default service provider shall apply for a certificate of public 
convenience, consistent with 66 Pa. C.S. §§1101-1103 (relating to certificates of 
public convenience).  

3.  
If no applicant can meet this standard, the affiliate EGS of the incumbent EDC shall be required to continue the provision of default service.

Existing Rule Language:

§54.189.  Default service customers.


(a) 
At the conclusion of an EDC’s Commission approved generation rate cap, all retail customers who are not receiving generation service from an EGS shall be assigned to the Commission approved default service implementation plan.

Reliant Proposed Rule Language:  Clarify that customers will be assigned to the default service provider named in the Commission approved default service implementation plan.  This change is necessary should the Commission accept Reliant’s recommendation to appoint some entity other than the EDC, preferably a competitive affiliate, as the default provider.

§54.189.  Default service customers.


(a) 
At the conclusion of an EDC’s Commission approved generation rate cap, all retail customers who are not receiving generation service from an EGS shall be assigned to the default service provider named in the Commission approved default service implementation plan.

2) Require the same licensing requirements for the affiliate EGS as any other EGS participating in the market


The affiliate EGS should be required to meet the same licensing requirements as any other EGS operating in the competitive market.  The requirements (e.g. operational, technical, financial, etc.) placed upon a licensed EGS should be applicable to the affiliate EGS providing default service.  The licensing process should be fair, non-discriminatory and applicable to any EGS operating in the Commonwealth.  In order to create a robust, sustainable market a level-playing field must be created.  If the Commission chooses to leave the EDC in the role of default provider at this time, then the Rule changes in this section would not be necessary because the EDC is already certified as a public utility under 66 Pa. C.S. §102.
Therefore, Reliant recommends the following change to the Rule:

Existing Rule Language:

§54.32. Application process.


(h)
An EDC acting within its certificated service territory as a [provider of last resort] default service provider is not required to obtain a license.

Reliant Proposed Rule Language:  Require any EGS acting as a default service provider to meet the same licensing requirements.

§54.32. Application process.


(h)
An EDC EGS acting within its certificated service territory as a [provider of last resort] default service provider is not required to obtain a license.

3) Eliminate the ability of the default service provider to propose a fixed price default product for large customers


Reliant wholeheartedly agrees with the Commission that “an appropriately crafted regulatory framework for POLR service will serve the public interest by fostering a robust retail market for electricity”.
  As noted above, Reliant believes that the Large Customer market in Pennsylvania is ready and able to move forward with a default service design that fosters competition at this time.  Evidence in Maryland and New Jersey has shown that hourly only default service is effective in creating a market wherein these customers can choose a service other than the default product as evidenced by the level of switching.  In the state of Maryland, 64% of Type III Non-Residential load was served by competitive suppliers and in New Jersey, competitive suppliers served 63.9% of hourly priced customers.  Alternative suppliers are offering three primary products in the New Jersey market:  fixed-price, index or LMP, and a hybrid or block-index price.  Another successful market design for large customers is the default product approach taken in Texas, wherein customers that did not choose a provider were served by an affiliate of the utility at unregulated prices.  As of December 2004, all large commercial and industrial customers received electric service without the option of a price-regulated default offer.


To foster a competitive market, any default service model must be carefully designed to avoid distortions to the market and Reliant believes that hourly only default service for large customers does just that.  The Commission has recognized that the hourly-only default service will best foster competition in the Large Customer class, but has failed to provide assurance to the market that hourly only default service will be the only default product available to this class.  This is because the Commission’s Rule allows the default service provider to propose a fixed rate option for these customers in its default service implementation plan.  Having a fixed price option unnecessarily substitutes what should be competitive service offerings with regulated offerings.  The default product, one that is meant to transition the regulated environment to a fully competitive environment, should allow for competition, not hinder it.   Reliant agrees with the Commission that if default service is appropriately designed, “the market will provide the products and services that meet the needs of consumers”.
 As experience in New Jersey and Maryland has shown, where an hourly only default service option was available, competitors have offered a variety of alternative products for those customers who do not desire hourly service.  In markets with hourly only default service for this class, customers have actively sought alternative offers from competing suppliers, thus seeking and finding the electric service attributes they desire - lower prices, fixed terms, risk management, etc.  

Therefore, Reliant recommends the following Rule changes:

Existing Rule Language:

§54.187. Default service rates and the recovery of reasonable costs.

(d)
The default service provider shall include only an hourly rate in its implementation plan for all default service customers whose load test indicates a registered peak demand of greater than 500 kilowatts.  The default service provider may propose a fixed rate for these customers in its default service implementation plan.
Reliant Proposed Rule Language: Do not allow the default service provider to offer a fixed rate option for large customers. 

§54.187. Default service rates and the recovery of reasonable costs.

(d)
The default service provider shall include an hourly rate in its implementation plan for all default service customers whose load test indicates a registered peak demand of greater than 500 kilowatts.  The default service provider may propose a fixed rate for these customers in its default service implementation plan.
4)  Require hourly default pricing for customers 100 kW and above


Reliant believes that large customers (100 kW peak demand and above) that chose to remain on default service should receive an hourly only default service.  Large customers have the market sophistication and financial incentives that allow them to shop for products and services to meet their specific needs.  Likewise, retail providers have an incentive to design products for these customers due to their high volume usage.  Customers that do not have hourly metering capability in a particular utility’s service area can receive hourly prices based on a deemed load shape.

Existing Rule Language:

§54.187. Default service rates and the recovery of reasonable costs.

(c)
The default service implementation plan shall include a fixed rate option for non-residential default service customers whose load test indicates a registered peak demand of 500 or less kilowatts.
(d)
The default service provider shall include an hourly rate in its implementation plan for all default service customers whose load test indicates a registered peak demand of greater than 500 kilowatts.  The default service provider may propose a fixed rate for these customers in its default service implementation plan.
Reliant Proposed Rule Language:  Require hourly pricing for customers 100 kW and above.

§54.187. Default service rates and the recovery of reasonable costs.

(c)
The default service implementation plan shall include a fixed rate option for non-residential default service customers whose load test indicates a registered peak demand of less than 5100 or less kilowatts.
(d)
The default service provider shall include an hourly rate in its implementation plan for all default service customers whose load test indicates a registered peak demand of greater than or equal to 5100 kilowatts.  The default service provider may propose a fixed rate for these customers in its default service implementation plan.
5) Change the manner in which a default service provider meets and demonstrates compliance with the Alternative Energy Portfolio Standards

Reliant believes that meeting the AEPS is an important part of supply procurement for any EGS and thus should be done through market-based mechanisms that create an obligation on all retail providers for AEPS so that a level playing field is ensured.  The EGSs, including the affiliate EGS providing default service, should be free to comply with the AEPS in the manner that best fits their individual procurement strategy, creditworthiness and risk profile.  As AEPS are incorporated into the default product, as with any component of default service, they should be done at prevailing market prices in compliance with the Choice Act’s directive, 66 Pa. C.S. Section 2807(3)(3).  The Commission should require all EGSs in the Commonwealth to make a filing demonstrating compliance with the AEPS for the amount of load they are serving.  Reliant recognizes that the Commission does not currently have rules in place regarding such compliance filings, but to the extent that AEPS rules are adopted prior to this Rule, Reliant believes that the Rules herein should be the controlling authority so that direct access is achieved.  Therefore, Reliant recommends the following changes to the Rule:

Reliant Proposed Rule Language:  add the following definition for Alternative energy portfolio standard compliance filing:

§54.182.  Definitions. 
Alternative energy portfolio standard compliance filing – a filing made by all licensed EGSs operating in the Commonwealth of Pennsylvania, including an EDC if acting in the role of default service provider, demonstrating compliance with the Alternative Energy Portfolio Standards Act, No. 213 of 2004.   Filing requirements to be developed by the Commission at a later date.

Reliant Proposed Rule Language:  add the following clause to obligate the default service provider to meet the requirements of the AEPS compliance filing:

§54.184.  Default service provider obligations:

(d) A default service provider shall comply with the requirements set forth in the Alternative energy portfolio standard compliance filing requirements.

Reliant Proposed Rule Language:  add the following clause to require the default service provider to meet the requirements of the AEPS during default service supply procurement and to do so at prevailing market prices:

§54.186.  Default service supply procurement

(b) A default service provider shall comply with the requirements of the AEPS during supply procurement for the default service load and do so at prevailing market prices.

Existing Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.

(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-reconcilable charge that  is designed to cover all reasonable costs associated with the acquisition of generation supply to meet default service demand.  The associated costs with this charge will be designed to cover:
(i) The prevailing market price of energy.




(ii) The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii) FERC approved ancillary services and transmission charges. 




(iv) Required RTO or ISO charges.




(v) Applicable taxes.




(vi) Other reasonable, identifiable generation supply acquisition 



costs.  

Reliant Proposed Rule Language:  Include the prevailing market price of the AEPS requirements in the generation supply charge:

§54.187.  Default service rates and the recovery of reasonable costs.

(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-reconcilable charge that  is designed to cover all reasonable costs associated with the acquisition of generation supply to meet default service demand.  The associated costs with this charge will be designed to cover:
(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii)  The prevailing market price of AEPS requirements.




(iiiv) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(vi)  Applicable taxes.




(vii)  Other reasonable, identifiable generation supply acquisition 



costs.
Existing Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.

(e)
The rate for hourly priced service shall include:


 
(1)  The RTO’s or ISO’s LMP or the equivalent pricing mechanism.



(2)  The prevailing market price of RTO or ISO capacity or any similar 


obligation.



(3)  FERC approved ancillary services and transmission charges. 



(4)  Required RTO or ISO charges. 



(5)  Applicable taxes.



(6)  Other FERC approved or reasonable, identifiable RTO or ISO charges 


and costs directly related to the hourly priced service.


(7)  Other reasonable and identifiable administrative or regulatory 



expenses.  
Reliant Proposed Rule Language:  Include the prevailing price of AEPS requirements in the hourly rate.

(e)
The rate for hourly priced service shall include:


 
(1)  The RTO’s or ISO’s LMP or the equivalent pricing mechanism.



(2)  The prevailing market price of RTO or ISO capacity or any similar 


obligation.



(3)  The prevailing market price of AEPS requirements.



(34)  FERC approved ancillary services and transmission charges. 



(45)  Required RTO or ISO charges. 



(56)  Applicable taxes.



(67)  Other FERC approved or reasonable, identifiable RTO or ISO charges 


and costs directly related to the hourly priced service.


(78)  Other reasonable and identifiable administrative or regulatory 



expenses.  

6) Change the manner in which the default service provider utilizes and incorporates demand side response and demand side management programs into the default product

Demand side response and demand side management programs are competitive services and should be left to competitive EGSs, not incorporated into the default service structure.  Competitive markets provide the products and services that customers seek, and as such, these products will be provided by competitive entities to the degree that customers are willing to pay for them.  Therefore, Reliant recommends the following changes to the Rule:

Existing Rule Language:

  §54.187.  Default service rates and the recovery of reasonable costs.
(f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  

Reliant Recommend Rule Language:  Remove the requirement that the default service implementation plan include specific rates for DSM.

§54.187.  Default service rates and the recovery of reasonable costs.
(f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  

7) Properly place reliability responsibilities with the RTO/ISO

The Commission, in discussion regarding the default provider’s term of service, made the following statement “[w]e recognize that allowing for a longer length of term may allow a default service provider to attract needed capital investment necessary for the reliable provision of service”.
  Reliant believes that requiring a subset of the market (i.e., an individual utility on behalf of an entire customer class) to contract long term does not create a resource adequate market that ensures reliable service.  Maintaining system reliability is important to the State, electric service customers, and all market participants.  However, attempting to address resource adequacy on a State basis does not recognize the interconnected nature of the transmission system, the benefits of PJM’s integrated markets, and the necessity for a regional-based reliability model.  Given the regional-nature of requirements and commitments to achieve resource adequacy and ensure reliable service, it is best handled through a PJM-based capacity market.  


A PJM-wide capacity market can provide the assurance of resource adequacy and an appropriate reserve margin for all customers, regardless of customer class or location.  Having a portion, or even all, residential and small business load, served under long-term state-administered contracts cannot provide this assurance.  Locking consumers into long-term supply arrangements will needlessly burden customers with potentially higher market costs with no retail alternatives to switch to should these contracts become “out-of -market” and not provide for increased system reliability.  

Additional Rule Changes Necessary to Implement the MRPM for Residential/Small Business Customers (Appendix A)


In addition to the seven (7) recommended rule changes common to all three scenarios discussed above, the following four (4) items are required to implement the MRPM for residential/small business customers:

8) Allow the default provider to procure generation supply in a manner that best fits its own risk profile; 

9)  Set an administratively determined fixed price option for residential/small business customers and allow the fixed price to be adjusted no more than twice per year by the affiliate EGS based on a known market index; 

10)  Do not allow the default provider to offer anything other than the default product for the first three years following implementation of the MRPM or until the date on which the power consumed by the relevant class reaches 30% is served by other EGSs;

11)   Implement a financial integrity test for the affiliate EGS.

8) Allow the default provider to procure generation supply in a manner that best fits its own risk profile

Reliant agrees with the Commission that one of the key policy declarations of the Act is that markets are superior to economic regulation in determining the cost of electric generation and applauds the Commission for desiring to craft a default service rule that endorses this economic tenet.  However, Reliant would like to point out that continued regulatory oversight of wholesale procurement by the default provider, such as mandated request for proposals (“RFP”) or auctions is a form of economic regulation, not a competitively-oriented market construct.  Such a design does not allow for robust retail competition for several reasons.  First, an auction structure does not support EGS entry because over time the fixed retail price can become decoupled from prevailing wholesale market prices.  EGSs may not be willing to make an investment in a market wherein the default price falls below market prices for any substantial period of time.  
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In addition, a significant benefit that competitive suppliers offer customers is risk management and product innovation.  A long-term fixed price default product substitutes a regulated product for competitive products.  Since a market design that is not responsive to changing market conditions is not sustainable, the resulting market structure will be one of economic regulation.  This is counter to the Choice Act that calls for competitive market forces.  

Reliant agrees with the Commission that if default service is appropriately designed, “the market will provide the products and services that meet the needs of consumers”.
  However, the auction procurement models utilized in New Jersey and Maryland for small customers have not been and, by design, cannot be successful.  An auction structure that allows for competitive pricing of administratively mandated purchasing practices is inconsistent with the goals of competitive procurement practices.  Such an auction structure may be market responsive at a single point in time, within days/weeks/months the going-forward market prices will either create or, more significantly and just as likely, destroy a viable market.  However, if the default product is initially priced to allow for a competitive retail market and subsequently adjusted according to a known market index, the need for such an overly prescriptive procurement process is unnecessary.  The lack of success with this structure puts it in the same category as fixed-price models that have also been unsuccessful in allowing for the existence of competitive retail markets.  They result in non-competitive, monopolistic buyers that do not allow for robust, sustainable competition.  Thus, Reliant recommends the following changes to the Rule:

Existing Rule Language:

§54.182.  Definitions. 

Competitive procurement process – A fair, transparent, and non-discriminatory process by which a default service provider acquires electric generation supply to serve its default service customers through a bid solicitation process.
Reliant Proposed Rule Language:

§54.182.  Definitions.   Change the definition of competitive procurement process to allow the default provider to procure supply at its own discretion.

Competitive procurement process – A fair, transparent, and non-discriminatory process by which a default service provider acquires electric generation supply at its discretion  to serve its default service customers. through a bid solicitation process. 
Existing Rule Language:

§54.182.  Definitions. 
Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default service, and all other necessary terms and conditions of service.
Reliant Proposed Rule Language: Remove Commission approval of the default provider’s supply procurement process.

§54.182.  Definitions.  
Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the determination of initial default service price and the fixed rate adjustment factor to which the price will be adjusted to reflect changes in prevailing market prices during the term of the plan, means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default service, and all other necessary terms and conditions of default service.

Existing Rule Language:

Prevailing market price –


 (i)The price of electric generation supply for a term of service realized through a default service provider’s implementation of and compliance with a Commission approved default service implementation plan.


(ii) The price of electric generation supply in the RTO or ISO administered energy markets in whose control area default service is being provided, acquired pursuant to the conditions specified in §§54.186(g), 54.187(i) or 54.188(e).


Replacement procurement process – A Commission approved process, submitted as part of the default service implementation plan, which provides for the acquisition of generation supply in the event that a supplier fails to deliver generation contracted for under the terms of a competitive procurement process.

Reliant Proposed Rule Language:  Change the definition of “prevailing market price” to be the price that results from the default provider’s procurement process.

Prevailing market price – The price of electric generation supply in the control area of the default service provider.

 (i)The price of electric generation supply for a term of service realized through a default service provider’s implementation of and compliance with a Commission approved default service implementation plan.


(ii) The price of electric generation supply in the RTO or ISO administered energy markets in whose control area default service is being provided, acquired pursuant to the conditions specified in §§54.186(g), 54.187(i) or 54.188(e).


Replacement procurement process – A Commission approved process, submitted as part of the default service implementation plan, which provides for the acquisition of generation supply in the event that a supplier fails to deliver generation contracted for under the terms of a competitive procurement process.  

Existing Rule Language:
§54.185.  Default service implementation plans and terms of service.

(e)
The Commission may direct that some or all default service providers file joint default service implementation plans that propose a competitive procurement process to procure electric generation supply for all of their default service customers.  In the absence of such a directive, some or all default service providers may jointly file default service plans that propose a competitive procurement process to procure electric generation for all of their default service customers. A multi-service territory competitive procurement process shall comply with §54.186.

(f)
A default service provider shall document that its proposal is consistent with the legal and technical requirements pertaining to the generation, sale and transmission of electricity of the RTO or ISO in whose control area it is providing service.  The default service plan’s term of service and generation supply acquisition processes shall align with the planning period of that RTO or ISO.

(i)
The default service implementation plan shall include reasonable credit requirements, or other reasonable assurances of any supplier of electric generation services’ ability to perform, as approved by the Commission.


(j)
The default service implementation plan shall identify the load size and end date of all existing long-term generation contracts that are in effect between the EDC and a retail customer within its service territory.


(k)
The default service implementation plan should include copies of any proposed confidentiality agreements for the protection of proprietary information of the default service provider and generation suppliers.  The Commission will approve reasonable confidentiality agreements, including expiration provisions, that will be binding on the default service provider, generation suppliers and any third party involved in the administration, review or monitoring of a default service supply procurement process.


(l)
The default service provider shall include in its implementation plan a replacement procurement process to ensure the reliable provision of default service in the event a supplier fails to deliver electric generation supply it has agreed to provide pursuant to the terms of a Commission approved competitive procurement process.  
Reliant Proposed Rule Language:  Remove the competitive procurement process requirements from the default service implementation plan (clause (e)); allow the default service provider to procure supply at its own discretion (clause (f)) and remove specifics of a Commission-approved default service implementation plan (clauses (i) – (l)). 

§54.185.  Default service implementation plans and terms of service.

(e)
The Commission may direct that some or all default service providers file joint default service implementation plans. that propose a competitive procurement process to procure electric generation supply for all of their default service customers.  In the absence of such a directive, some or all default service providers may jointly file default service plans that propose a competitive procurement process to procure electric generation for all of their default service customers. A multi-service territory competitive procurement process shall comply with §54.186.

 (f)
A default service provider shall document that its proposal is consistent with the legal and technical requirements pertaining to the generation, sale and transmission of electricity of the RTO or ISO in whose control area it is providing service.  The default service plan’s term of service and generation supply acquisition processes shall align with the planning period of that RTO or ISO be responsible for procuring the generation supply needed to serve retail customers taking default service.

(i)
The default service implementation plan shall include reasonable credit requirements, or other reasonable assurances of any supplier of electric generation services’ ability to perform, as approved by the Commission.


(j)
The default service implementation plan shall identify the load size and end date of all existing long-term generation contracts that are in effect between the EDC and a retail customer within its service territory.


(k)
The default service implementation plan should include copies of any proposed confidentiality agreements for the protection of proprietary information of the default service provider and generation suppliers.  The Commission will approve reasonable confidentiality agreements, including expiration provisions, that will be binding on the default service provider, generation suppliers and any third party involved in the administration, review or monitoring of a default service supply procurement process.


(l)
The default service provider shall include in its implementation plan a replacement procurement process to ensure the reliable provision of default service in the event a supplier fails to deliver electric generation supply it has agreed to provide pursuant to the terms of a Commission approved competitive procurement process.  
Existing Rule Language:

§54.186. Default service supply procurement.
(a)
A default service provider shall procure the electricity needed to provide default service only through a competitive procurement process or replacement procurement process approved by the Commission, with the following exceptions:



(1) Hourly priced service provided pursuant to §54.187(e).



(2) Supply procured through RTO or ISO administered energy markets 


consistent with §§54.186(g), 54.187(i) or 54.188(e).


(b)
A default service provider’s competitive procurement process shall adhere to the following standards:



(1)  A default service provider’s supplier 
affiliate may participate in any 
competitive procurement process.  The default service provider shall propose and 
implement protocols to ensure that its supplier affiliate does not receive an 
advantage in either the solicitation and evaluation of competitive bids, or any 
other aspect of the competitive procurement process.  The process shall 
comply with the codes of conduct promulgated by the Commission at §54.122 
(relating to code of conduct).



(2)  A default service provider’s proposed competitive procurement process 
shall include:




(i)  A bidding schedule.




(ii)  A definition and description of the power supply products on 



which potential suppliers shall bid.



(iii)  Bid price formats.




(iv)  The time period during which the power will need to be 




supplied for each power supply product.



(v)  Bid submission instructions and format.




(vi)  Bid evaluation criteria.




(vii) Relevant load data, including the following:





(A) Aggregated customer hourly usage data for all retail 




customers.




(B) Number of retail customers.





(C) Capacity peak load contribution figures by rate schedule.





(D) Historical monthly retention figures by rate schedule. 




(E) Estimated loss factors by rate schedule.




(F) Customer size distribution by rate schedule.

(c)
A default service provider may employ a third-party to design and implement the competitive procurement process.


(d)
The competitive procurement process may be subject to direct oversight by the Commission or an independent third party.  Any third party shall report to the Commission.  Commission staff and any third party involved in oversight of the procurement process shall have full access to all information pertaining to the competitive procurement process, and may monitor the process either remotely or where the process is administered.  Any third party retained for purposes of monitoring the competitive procurement process shall be subject to confidentiality agreements identified in §54.185(k).


(e)
The default service provider shall evaluate and select winning bids in a non-discriminatory manner based on bid evaluation criteria set forth consistent with §54.186(b)(2)(vi).

 
(f)
The Commission shall review the acquisition of generation supply and verify compliance with the approved competitive procurement process as follows:  



(1) The Commission’s review shall occur within a time period as specified 
in the approved competitive procurement process. 



(2)  The review period may not be less than 3 business days.  



(3)  The Commission’s verification of compliance with an approved 
competitive procurement process shall constitute its certification of the default 
service provider’s compliance with the approved default service implementation 
plan. 


(g)
If the implementation of a competitive procurement process under this section does not result in sufficient electric supply to meet the default service provider’s full load requirements, the default service provider shall repeat the competitive procurement process.  The default service provider may petition for necessary changes to the previously approved competitive procurement process to ensure the acquisition of sufficient supply.  When necessary to procure electric generation supply before the completion of another competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price shall be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(h)
The bids submitted by a supplier under the competitive procurement process shall be treated as confidential through the expiration date identified in the confidentiality agreement approved by Commission pursuant to §54.185(k). The default service provider, the Commission, and any third party involved in the administration, review or monitoring of the procurement process, shall be subject to this confidentiality provision. 
Reliant Proposed Rule Language:  Allow the default provider to procure supply at its own discretion. 

§54.186. Default service supply procurement.
(a)
A default service provider shall procure the electricity needed to provide default service.  only through a competitive procurement process or replacement procurement process approved by the Commission, with the following exceptions:



(1) Hourly priced service provided pursuant to §54.187(e).



(2) Supply procured through RTO or ISO administered energy markets 


consistent with §§54.186(g), 54.187(i) or 54.188(e).


(b)
A default service provider’s competitive procurement process shall adhere to the following standards:



(1)  A default service provider’s supplier 
affiliate may participate in any 
competitive procurement process.  The default service provider shall propose and 
implement protocols to ensure that its supplier affiliate does not receive an 
advantage in either the solicitation and evaluation of competitive bids, or any 
other aspect of the competitive procurement process.  The process shall 
comply with the codes of conduct promulgated by the Commission at §54.122 
(relating to code of conduct).



(2)  A default service provider’s proposed competitive procurement process 
shall include:




(i)  A bidding schedule.




(ii)  A definition and description of the power supply products on 



which potential suppliers shall bid.



(iii)  Bid price formats.




(iv)  The time period during which the power will need to be 




supplied for each power supply product.



(v)  Bid submission instructions and format.




(vi)  Bid evaluation criteria.




(vii) Relevant load data, including the following:





(A) Aggregated customer hourly usage data for all retail 




customers.




(B) Number of retail customers.





(C) Capacity peak load contribution figures by rate schedule.





(D) Historical monthly retention figures by rate schedule. 




(E) Estimated loss factors by rate schedule.




(F) Customer size distribution by rate schedule.

(c)
A default service provider may employ a third-party to design and implement the competitive procurement process.


(d)
The competitive procurement process may be subject to direct oversight by the Commission or an independent third party.  Any third party shall report to the Commission.  Commission staff and any third party involved in oversight of the procurement process shall have full access to all information pertaining to the competitive procurement process, and may monitor the process either remotely or where the process is administered.  Any third party retained for purposes of monitoring the competitive procurement process shall be subject to confidentiality agreements identified in §54.185(k).


(e)
The default service provider shall evaluate and select winning bids in a non-discriminatory manner based on bid evaluation criteria set forth consistent with §54.186(b)(2)(vi).

 
(f)
The Commission shall review the acquisition of generation supply and verify compliance with the approved competitive procurement process as follows:  



(1) The Commission’s review shall occur within a time period as specified 
in the approved competitive procurement process. 



(2)  The review period may not be less than 3 business days.  



(3)  The Commission’s verification of compliance with an approved 
competitive procurement process shall constitute its certification of the default 
service provider’s compliance with the approved default service implementation 
plan. 


(g)
If the implementation of a competitive procurement process under this section does not result in sufficient electric supply to meet the default service provider’s full load requirements, the default service provider shall repeat the competitive procurement process.  The default service provider may petition for necessary changes to the previously approved competitive procurement process to ensure the acquisition of sufficient supply.  When necessary to procure electric generation supply before the completion of another competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price shall be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(h)
The bids submitted by a supplier under the competitive procurement process shall be treated as confidential through the expiration date identified in the confidentiality agreement approved by Commission pursuant to §54.185(k). The default service provider, the Commission, and any third party involved in the administration, review or monitoring of the procurement process, shall be subject to this confidentiality provision. 

Existing Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3), to meet default service demand.  The associated costs with this charge include: 



(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(v)  Applicable taxes.




(vi)  Other reasonable, identifiable generation supply acquisition 



costs.

 (f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  


(g)
The default service implementation plan may include mechanisms that allow default service providers to adjust their prices during the term of service to recover reasonable, incremental costs of significant changes in the number of default service customers or reasonable, incremental costs of other events that would materially prejudice the reliable provision of default service and the full recovery of reasonable costs.

(h) 
The default service provider’s projected and actual incurred costs for providing service may not be subject to Commission review and reconciliation except in extraordinary circumstances, or as provided in  §54.187(a)(3).

(i) 
When a generation supplier fails to deliver generation supply to a default service provider, the default service provider shall be responsible for acquiring replacement generation supply consistent with its Commission approved replacement procurement process.  When necessary to procure electric generation supply before the completion of the replacement procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area the default service is being provided. The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.
Reliant Proposed Rule Language:  Allow the generation cost for default supply to be managed by the default provider.  

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes is designed to cover all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3), to meet default service demand.  The associated costs with this charge include  will be designed to cover, either through the initial fixed rate or through the fixed rate adjustment factor: 



(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii)  The prevailing market price of AEPS requirements.




(iiiiv) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(vi)  Applicable taxes.




(vii)  Other reasonable, identifiable generation supply acquisition 



costs..  
 (f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  

(g)
The default service implementation plan may include mechanisms that allow default service providers to adjust their prices during the term of service to recover reasonable, incremental costs of significant changes in the number of default service customers or reasonable, incremental costs of other events that would materially prejudice the reliable provision of default service and the full recovery of reasonable costs reflect prevailing market prices.


(h) 
The default service provider’s projected and actual incurred costs for providing service may not be subject to Commission review and reconciliation except in extraordinary circumstances to maintain the financial integrity of the default provider, or as provided in  §54.187(a)(3).

(i) 
When a generation supplier fails to deliver generation supply to a default service provider, the default service provider shall be responsible for acquiring replacement generation supply consistent with its Commission approved replacement procurement process.  When necessary to procure electric generation supply before the completion of the replacement procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area the default service is being provided. The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.

Existing Rule Language:

§54.188.  Commission review of default service implementation plans.


(d)
Upon entry of the Commission’s final order, the default service provider shall acquire generation supply for the term of service in a manner consistent with the terms of the approved competitive procurement process provided under §54.186, and report the bids submitted by EGSs in writing to the Commission.


(e)  
The Commission will certify the results of a competitive procurement process in their entirety or reject them due to non-compliance with the approved procurement process.  If the Commission rejects the results due to non-compliance, the default service provider shall repeat the approved competitive procurement process.  When necessary to procure electric generation supply before the completion of the subsequent competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(f)
Upon completion of the competitive procurement process, the default service provider shall provide written notice to all default service customers and the named parties identified in §54.185(b) of the Commission certified default service prices and terms and conditions of service no later than 60 days before their effective date, unless another time period is approved by the Commission.  The default service provider shall also provide written notice to the named parties identified in §54.185(b) containing an explanation of the methodology used to calculate the price for electric service.
Reliant Proposed Rule Language:  Since the default service provider should be able to procure supply for default service at its own discretion, the default service implementation plan will not contain specifics on supply and therefore the Commission does not need to review the supply procurement activities.

§54.188.  Commission review of default service implementation plans.


(d)
Upon entry of the Commission’s final order, the default service provider shall acquire generation supply for the term of service in a manner consistent with the terms of the approved competitive procurement process provided under §54.186, and report the bids submitted by EGSs in writing to the Commission.


(e)  
The Commission will certify the results of a competitive procurement process in their entirety or reject them due to non-compliance with the approved procurement process.  If the Commission rejects the results due to non-compliance, the default service provider shall repeat the approved competitive procurement process.  When necessary to procure electric generation supply before the completion of the subsequent competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(f)
Upon completion of the competitive procurement process default service implementation plan, the default service provider shall provide written notice to all default service customers and the named parties identified in §54.185(b) of the Commission certified default service prices and terms and conditions of service no later than 60 days before their effective date, unless another time period is approved by the Commission.  The default service provider shall also provide written notice to the named parties identified in §54.185(b) containing an explanation of the methodology used to calculate the price for electric service.

9)  Set an administratively determined fixed price option for residential/small business customers and allow the fixed price to be adjusted no more than twice per year by the affiliate EGS based on a known market index 

    Reliant believes that residential/small customers are best served by the Commission establishing an initial default service price based on market conditions at the time of the affiliate EGS default service implementation plan filing.  The default service price would only be adjusted based on changes in actual market prices based on a known, market-based adjustment mechanism no more than twice per year at the discretion of the default provider.  Price stability is provided to the residential/small business customers in two ways under the MRPM:  1) prices can only be adjusted a limited number of times by the default provider, and 2) the price adjustment is based on a forward price of electricity over the next 12 months, not on current spot prices.  Competitors are provided assurance under this market design that the default price will not drive competitors from the market and consumers will know that there is a safe harbor price.  This market design has worked well in Texas for residential and small business customers, as shown in the statistics provided above and for retail providers as well.  Therefore, Reliant recommends the following Rule changes:

Existing Rule Language:

§54.182.  Definitions. 

Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default, and all other necessary terms and conditions of service. 
Fixed rate option – A default service price that is set in advance for the entire term of the default service implementation plan that may include seasonal differences. 

Reliant Proposed Rule Language:  Change the definition of Default Service Implementation Plan to require it to include the determination of the initial default service price and the proposed market-based adjustment mechanism; allow Fixed Rate Option to be adjusted based on changing market conditions; and add a definition for Fixed Rate Adjustment Factor.

§54.182.  Definitions. 
Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default service determination of initial default service price, the fixed price adjustment factor to which the price will be adjusted to reflect changes in prevailing market prices during the term of the plan, and all other necessary terms and conditions of service. 
Fixed rate price option – A default service price that is set in advance for the entire term, subject to the fixed price adjustment factor, of the default service implementation plan that may include seasonal differences. 

Fixed price adjustment factor – The adjustment mechanism by which the fixed default service price is changed no more than twice per year at the discretion of the default service provider to reflect changes in prevailing market prices based on a known market index.  
Existing Rule Language:

§54.185.  Default service implementation plans and terms of service

(h)  
The default service implementation plan shall identify the costs, consistent with §54.187, that will be recovered through a schedule of rates for the provision of default service.  
Reliant Proposed Rule Language:  Require the default service implementation plan to identify the transparent adjustment mechanism to be used to adjust the fixed price option no more than twice per year.

§54.185.  Default service implementation plans and terms of service
(h)  
The default service implementation plan shall identify the costs, consistent with §54.187, that will be recovered through a schedule of rates for the provision of default service the fixed price adjustment factor to be used at the discretion of the default service provider to adjust the fixed price option no more than twice per year to reflect changes in the prevailing market price.  

Existing Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3), to meet default service demand.  The associated costs with this charge include: 

(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(v)  Applicable taxes.




(vi)  Other reasonable, identifiable generation supply acquisition 



costs.  
Reliant Proposed Rule Language:  Amend the generation charge to include the costs associated with the acquisition of generation supply through the initial fixed default price or through subsequent adjustments made by the default provider via the fixed rate adjustment factor.

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes is designed to cover all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3), to meet default service demand.  The associated costs with this charge include  will be designed to cover, either through the initial fixed price or through the fixed price adjustment factor: 

(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii)  The prevailing market price of AEPS requirements.




(iiiiv) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(vi)  Applicable taxes.




(vii)  Other reasonable, identifiable generation supply acquisition 



costs.  

Existing Rule Language:

(b)
A default service plan shall include a fixed rate option for all residential customers.


(c)
The default service implementation plan shall include a fixed rate option for non-residential default service customers whose load test indicates a registered peak demand of 500 or less kilowatts.
Reliant Proposed Rule Language:  Change the fixed rate option terminology to fixed price option terminology.

(b)
A default service plan shall include a fixed rate price option for all residential customers.

(c)
The default service implementation plan shall include a fixed rate price option for non-residential default service customers whose load test indicates a registered peak demand of less than 5100 or less kilowatts.
10) Do not allow the default provider to offer anything other than the default product for either the first three years following implementation of the MRPM or the date on which competitive EGSs serve 30% of the power consumed by the relevant class


In order to create a level playing field for competing EGSs and to assure customers that the default provider is charging a reasonable market-based price, the MRPM restricts the default provider from offering anything other than the default product (i.e. a competitive product) for the first three years following implementation of this market design to residential/small business customers or the date on which competitive EGSs serve 30% of the power consumed by the relevant class.  This aspect of the MRPM will ensure that the default provider cannot thwart competition by temporarily making a lower competitive offer such that other EGSs cannot compete, only to retract that offer after successfully driving new entrants from the market.  Therefore, Reliant recommends adding the following to the Rule:

Reliant’s Proposed Rule Language:  

§54.184.   Default service provider obligations.


(e) The default service provider may not charge residential or small business customers a price different than the fixed default price until the earlier of three years after implementation of the service or the date on which 30% of the power consumed by the relevant class is served by other EGSs.

11) Implement a financial integrity test for the default service provider


Reliant suggests that as each default service provider files its default service implementation plan, which includes the initial default pricing mechanism, the Commission must ensure that the initial default price enables the default provider to maintain financial integrity.  While it is hoped that a default provider will never have to raise the default price for financial integrity reasons, it must be allowed to do so as a necessary protection against significant divergence in wholesale and retail prices not otherwise captured in the fixed price adjustment factor.  Thus, Reliant recommends the following addition to the Rule:

Reliant Proposed Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.

(5) Upon a finding that the default service provider cannot maintain its financial integrity based upon compliance with the terms of this section, the Commission shall set the minimum generation and customer charges that are adequate to maintain the financial integrity of the default service provider.  

Conclusion


Reliant has set forth a proposal for default service that it believes will best meet the requirements of the Choice Act and the policy objectives discussed earlier.  While evidence in other states and in Duquesne Light Company’s service territory has shown that large customers typically take action to switch competitive suppliers, small business and residential customers should not be prohibited from having the advantages of a competitive marketplace.  For all customer classes, the Commission must keep in mind that in order to have successful competition the default product should not be designed to be a substitute for competitive products.  The large customer modifications, along with the MRPM recommended by Reliant for this class, will result in a robust, sustainable market wherein customers will have a wide range of products and services to choose from that best meets their needs.

The MRPM will also result in a market design wherein smaller customers can be afforded some protection through a fixed priced product with a known adjustment mechanism and retail providers can be assured that by entering this market, the default product will not fall below market for a significant amount of time, which would force them out of the market.  As a result, the MRPM design allows all customers, including residential and small business customers, the ability to reap the benefits of multiple providers offering varied products and services.  For these reasons, Reliant believes the MRPM should be adopted by the Commission.  

However, should the Commission believe that the MRPM does not currently meet the needs of this sector, Reliant has offered in Appendix B, a Rule redline that would delay implementation of default service rules for residential/small business customers and provide the Commission additional time to assess evidence of not only the MPRM, but other default service models that are in operation in different areas of the country for residential and small business customers.  Should the Commission reject both of these proposals, Reliant offers a modification to the Commission’s Rule in Appendix C that would allow a Commission-approved procurement process to set the default service price for no more than a one-year period at a time with an automatic relook at this design two years following implementation in each EDC service territory in the Commonwealth.  Appendix A contains the complete MRPM redlined Rule that incorporates all of the Rule language changes recommended by Reliant above. 
Rule Redlines Necessary to Implement MRPM for Large Customers and Delay Implementation of Residential/Small Business Customer Default Service Rules

(Appendix B)


Reliant strongly believes that implementing the Market Responsive Pricing Model “MRPM” for both large and residential/small business customers at this time is the best course of action as discussed in the main body of Reliant’s comments and culminating with the comprehensive Rule redline contained in Appendix A.  However, should the Commission reject Reliant’s MRPM for residential/small business customers, Reliant recommends that the Commission delay the implementation of default service rules for residential/small business customers until 2006.  

  The discussion in the remainder of Appendix B will focus on a more generic rule for residential/small business default service that would allow the Commission to implement either the MRPM, a modified auction model, or even some other, as yet to be determined market structure at a later date.  It is Reliant’s opinion that, if the Commission rejects Reliant’s MRPM for residential/small business customers, allowing time to gather evidence from the various default service models in operation for these customers for another year or two could greatly assist the Commission in selecting the appropriate default service model for the Commonwealth.  However, should the Commission determine that it is in the best interest of the market to put rules into place at this time for the residential/small business default service and chooses not to create a MRPM, Reliant will also offer discussion and comprehensive Rule language in Appendix C for a one-year fixed price auction model that Reliant believes will reduce the time period that the fixed price default product resulting from an auction can become out of market by keeping that risk for no longer than one year.  The significant advantage by reducing the auction term to one year is that the Commission would be leaving room for subsequent rule changes should the Commission want to proceed with a market responsive default pricing mechanism that is capable of providing for direct access at a later date.  To implement the large customer MRPM and delay the residential/small business service rulemaking, the following changes to the Rule are necessary:

1) Remove the EDC, the regulated utility, from the role of the default provider and have a competitive, affiliate EGS of the EDC provide default service; 

2) Require the same licensing requirements for the affiliate EGS as any other EGS participating in the market; 

3) Eliminate the ability of the default provider to propose a fixed price default service product for large customers; 

4) Require hourly default pricing for customers 100 kW and above; 

5) Change the manner in which Alternative Energy Portfolio Standards are adopted by the default service provider;

6) Change the manner in which the default service provider utilizes and incorporates demand side response and demand side management programs into the default product; 

7) Properly place reliability responsibilities with the RTO/ISO; 

8) Change the definition of “prevailing market prices”; 

9) Broaden the procurement language to allow the Commission to implement default service rules for residential/small business customers at a later date; and

10)   Remove references to a fixed rate option since the market design for residential/small business customers will be determined at a later date.

The recommended changes, Items (1) to (7), are discussed in the main body of comments, under the section entitled “Recommendations and Rule Redlines Common to all Three Scenarios” and will not be repeated here.  Items (8)-(10) will be discussed in detail further below, however, the Rule redline contained in Appendix B will incorporate all of the above recommended changes (Items (1)-(10)) for completeness.

8)  Change the definition of “prevailing market prices”

In crafting the default service Rule the Commission has developed the definition of “prevailing market prices” at which generation supply for default service is to be acquired.  Reliant submits that by giving the default service provider, preferably an affiliate of the incumbent EDC, the obligation to serve default customers and not specifying how to price, then by definition when the default provider buys power on its own accord, it will be at “prevailing market prices”.  Default providers would have no incentive to buy at prices above “prevailing market prices” as that will only cut into their gross margin and will be contrary to the fiduciary responsibility to their shareholders.  Likewise, the default provider will not be able to buy below “prevailing market prices” as to do so would presume that a generator would be willing to sell “below market” in a competitive environment thus harming their shareholders.  Therefore, Reliant agrees with the conclusion arrived at by the Commission that “the prevailing market price will only be realized through a competitive procurement process”
, but does not agree that supply acquisition must be done through a Commission administered competitive procurement process that prevents the default provider from procuring in the manner deemed necessary to carry out their default provider responsibilities.  An administrative, Commission-approved process will not result in a robust, sustainable competitive market.  For Large customers, the Commission has not required such a construct for the hourly default product and for residential/small business customers, Reliant recommends broadening the definition of “prevailing market prices” and “competitive procurement process” to be consistent with a competitive market where both the buyer and seller are free to negotiate on mutually agreeable terms. 

Existing Rule Language:

Prevailing market price –


 (i)The price of electric generation supply for a term of service realized through a default service provider’s implementation of and compliance with a Commission approved default service implementation plan.


(ii) The price of electric generation supply in the RTO or ISO administered energy markets in whose control area default service is being provided, acquired pursuant to the conditions specified in §§54.186(g), 54.187(i) or 54.188(e).


Replacement procurement process – A Commission approved process, submitted as part of the default service implementation plan, which provides for the acquisition of generation supply in the event that a supplier fails to deliver generation contracted for under the terms of a competitive procurement process.

Reliant Proposed Rule Language:  Change the definition of “prevailing market price” to be the price that results from the default provider’s procurement process.

Prevailing market price – The price of electric generation supply in the control area of the default service provider.

 (i)The price of electric generation supply for a term of service realized through a default service provider’s implementation of and compliance with a Commission approved default service implementation plan.


(ii) The price of electric generation supply in the RTO or ISO administered energy markets in whose control area default service is being provided, acquired pursuant to the conditions specified in §§54.186(g), 54.187(i) or 54.188(e).


Replacement procurement process – A Commission approved process, submitted as part of the default service implementation plan, which provides for the acquisition of generation supply in the event that a supplier fails to deliver generation contracted for under the terms of a competitive procurement process.  

9)  Broaden the procurement language to allow the Commission to implement default service rules for residential/small business customers at a later date.

By removing the portions of the Rule that clearly support an administrative procurement process, the Commission can gather further evidence from the functional retail markets across the United States and later choose a design that will best meet the requirements of the Choice Act and the policy goals stated in the main body of Reliant’s Comments to further competition in the Commonwealth.  To effectuate these changes, Reliant recommends the changes to the Rule shown below:

Existing Rule Language:

§54.182.  Definitions. 

Competitive procurement process – A fair, transparent, and non-discriminatory process by which a default service provider acquires electric generation supply to serve its default service customers through a bid solicitation process.

Reliant Proposed Rule Language:  Broaden definition of competitive procurement process to allow default provider to procure supply at its own discretion.

§54.182.  Definitions. 


Competitive procurement process – A fair, transparent, and non-discriminatory process by which a default service provider acquires electric generation supply to serve its default service customers through a bid solicitation process.

Existing Rule Language:

Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default service, and all other necessary terms and conditions of service. 
Reliant Proposed Rule Language:  Remove administrative reporting requirements placed on default provider for supply procurement.

Default service implementation plan – A filing submitted by a default service provider to the Commission that identifies the means for procuring generation supply for default service customers at prevailing market rates, the reasonable costs associated with default service, and all other necessary terms and conditions of default service. 
Existing Rule Language:
§54.185.  Default service implementation plans and terms of service.

(e)
The Commission may direct that some or all default service providers file joint default service implementation plans that propose a competitive procurement process to procure electric generation supply for all of their default service customers.  In the absence of such a directive, some or all default service providers may jointly file default service plans that propose a competitive procurement process to procure electric generation for all of their default service customers. A multi-service territory competitive procurement process shall comply with §54.186.

(f)
A default service provider shall document that its proposal is consistent with the legal and technical requirements pertaining to the generation, sale and transmission of electricity of the RTO or ISO in whose control area it is providing service.  The default service plan’s term of service and generation supply acquisition processes shall align with the planning period of that RTO or.

(i)
The default service implementation plan shall include reasonable credit requirements, or other reasonable assurances of any supplier of electric generation services’ ability to perform, as approved by the Commission.


(j)
The default service implementation plan shall identify the load size and end date of all existing long-term generation contracts that are in effect between the EDC and a retail customer within its service territory.


(k)
The default service implementation plan should include copies of any proposed confidentiality agreements for the protection of proprietary information of the default service provider and generation suppliers.  The Commission will approve reasonable confidentiality agreements, including expiration provisions, that will be binding on the default service provider, generation suppliers and any third party involved in the administration, review or monitoring of a default service supply procurement process.


(l)
The default service provider shall include in its implementation plan a replacement procurement process to ensure the reliable provision of default service in the event a supplier fails to deliver electric generation supply it has agreed to provide pursuant to the terms of a Commission approved competitive procurement process.  
Reliant Proposed Rule Language:  Remove the Commission-mandated procurement process requirements from the default service implementation plan (clause (e)); allow the default service provider to procure supply at its own discretion (clause (f)); and remove specifics of a Commission-approved default service implementation plan (clauses (i) – (l)). 

§54.185.  Default service implementation plans and terms of service.

(e)
The Commission may direct that some or all default service providers file joint default service implementation plans that propose a competitive procurement process to procure electric generation supply for all of their default service customers.  In the absence of such a directive, some or all default service providers may jointly file default service plans that propose a competitive procurement process to procure electric generation for all of their default service customers. A multi-service territory default service implementation plancompetitive procurement process shall comply with the provisions in this section.§54.186.

(f)
A default service provider shall document that its proposal is consistent with the legal and technical requirements pertaining to the generation, sale and transmission of electricity of the RTO or ISO in whose control area it is providing service.  The default service plan’s term of service and generation supply acquisition processes shall align with the planning period of that RTO or ISO be responsible for procuring the generation supply needed to serve retail customers taking default service.

(i)
The default service implementation plan shall include reasonable credit requirements, or other reasonable assurances of any supplier of electric generation services’ ability to perform, as approved by the Commission.


(j)
The default service implementation plan shall identify the load size and end date of all existing long-term generation contracts that are in effect between the EDC and a retail customer within its service territory.


(k)
The default service implementation plan should include copies of any proposed confidentiality agreements for the protection of proprietary information of the default service provider and generation suppliers.  The Commission will approve reasonable confidentiality agreements, including expiration provisions, that will be binding on the default service provider, generation suppliers and any third party involved in the administration, review or monitoring of a default service supply procurement process.


(l)
The default service provider shall include in its implementation plan a replacement procurement process to ensure the reliable provision of default service in the event a supplier fails to deliver electric generation supply it has agreed to provide pursuant to the terms of a Commission approved competitive procurement process.  

Existing Rule Language:

§54.186. Default service supply procurement.
(a)
A default service provider shall procure the electricity needed to provide default service only through a competitive procurement process or replacement procurement process approved by the Commission, with the following exceptions:



(1) Hourly priced service provided pursuant to §54.187(e).



(2) Supply procured through RTO or ISO administered energy markets 


consistent with §§54.186(g), 54.187(i) or 54.188(e).

(b)
A default service provider’s competitive procurement process shall adhere to the following standards:



(1)  A default service provider’s supplier 
affiliate may participate in any 
competitive procurement process.  The default service provider shall propose and 
implement protocols to ensure that its supplier affiliate does not receive an 
advantage in either the solicitation and evaluation of competitive bids, or any 
other aspect of the competitive procurement process.  The process shall 
comply with the codes of conduct promulgated by the Commission at §54.122 
(relating to code of conduct).



(2)  A default service provider’s proposed competitive procurement process 
shall include:




(i)  A bidding schedule.




(ii)  A definition and description of the power supply products on 



which potential suppliers shall bid.



(iii)  Bid price formats.




(iv)  The time period during which the power will need to be 




supplied for each power supply product.



(v)  Bid submission instructions and format.




(vi)  Bid evaluation criteria.




(vii) Relevant load data, including the following:





(A) Aggregated customer hourly usage data for all retail 




customers.




(B) Number of retail customers.





(C) Capacity peak load contribution figures by rate schedule.





(D) Historical monthly retention figures by rate schedule. 




(E) Estimated loss factors by rate schedule.




(F) Customer size distribution by rate schedule.

(c)
A default service provider may employ a third-party to design and implement the competitive procurement process.


(d)
The competitive procurement process may be subject to direct oversight by the Commission or an independent third party.  Any third party shall report to the Commission.  Commission staff and any third party involved in oversight of the procurement process shall have full access to all information pertaining to the competitive procurement process, and may monitor the process either remotely or where the process is administered.  Any third party retained for purposes of monitoring the competitive procurement process shall be subject to confidentiality agreements identified in §54.185(k).


(e)
The default service provider shall evaluate and select winning bids in a non-discriminatory manner based on bid evaluation criteria set forth consistent with §54.186(b)(2)(vi).

 
(f)
The Commission shall review the acquisition of generation supply and verify compliance with the approved competitive procurement process as follows:  



(1) The Commission’s review shall occur within a time period as specified 
in the approved competitive procurement process. 



(2)  The review period may not be less than 3 business days.  



(3)  The Commission’s verification of compliance with an approved 
competitive procurement process shall constitute its certification of the default 
service provider’s compliance with the approved default service implementation 
plan. 


(g)
If the implementation of a competitive procurement process under this section does not result in sufficient electric supply to meet the default service provider’s full load requirements, the default service provider shall repeat the competitive procurement process.  The default service provider may petition for necessary changes to the previously approved competitive procurement process to ensure the acquisition of sufficient supply.  When necessary to procure electric generation supply before the completion of another competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price shall be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(h)
The bids submitted by a supplier under the competitive procurement process shall be treated as confidential through the expiration date identified in the confidentiality agreement approved by Commission pursuant to §54.185(k). The default service provider, the Commission, and any third party involved in the administration, review or monitoring of the procurement process, shall be subject to this confidentiality provision. 
Reliant Proposed Rule Language:  Broaden the default service supply procurement Rule language to allow the default provider to procure supply at its own discretion. 

§54.186. Default service supply procurement.

(a)
A default service provider shall procure the electricity needed to provide default service only through a competitive procurement process. or replacement procurement process approved by the Commission, with the following exceptions:



(1) Hourly priced service provided pursuant to §54.187(e).



(2) Supply procured through RTO or ISO administered energy markets 


consistent with §§54.186(g), 54.187(i) or 54.188(e).


(b)
A default service provider’s competitive procurement process shall adhere to the following standards:



(1)  (b)A default service provider’s supplier affiliate may participate in any 
competitive procurement process.  The default service provider shall propose and 
implement protocols to ensure that its supplier affiliate does not receive an 
advantage in either the solicitation and evaluation of competitive bids, or any 
other aspect of the competitive procurement process.  The process shall 
comply with the codes of conduct promulgated by the Commission at §54.122 
(relating to code of conduct).



(2)  A default service provider’s proposed competitive procurement process 
shall include:




(i)  A bidding schedule.




(ii)  A definition and description of the power supply products on 



which potential suppliers shall bid.



(iii)  Bid price formats.




(iv)  The time period during which the power will need to be 




supplied for each power supply product.



(v)  Bid submission instructions and format.




(vi)  Bid evaluation criteria.




(vii) Relevant load data, including the following:





(A) Aggregated customer hourly usage data for all retail 




customers.




(B) Number of retail customers.





(C) Capacity peak load contribution figures by rate schedule.





(D) Historical monthly retention figures by rate schedule. 




(E) Estimated loss factors by rate schedule.




(F) Customer size distribution by rate schedule.

(c)
A default service provider may employ a third-party to design and implement the competitive procurement process.


(d)
The competitive procurement process may be subject to direct oversight by the Commission or an independent third party.  Any third party shall report to the Commission.  Commission staff and any third party involved in oversight of the procurement process shall have full access to all information pertaining to the competitive procurement process, and may monitor the process either remotely or where the process is administered.  Any third party retained for purposes of monitoring the competitive procurement process shall be subject to confidentiality agreements identified in §54.185(k).


(e)
The default service provider shall evaluate and select winning bids in a non-discriminatory manner based on bid evaluation criteria set forth consistent with §54.186(b)(2)(vi).

 
(f)
The Commission shall review the acquisition of generation supply and verify compliance with the approved competitive procurement process as follows:  



(1) The Commission’s review shall occur within a time period as specified 
in the approved competitive procurement process. 



(2)  The review period may not be less than 3 business days.  



(3)  The Commission’s verification of compliance with an approved 
competitive procurement process shall constitute its certification of the default 
service provider’s compliance with the approved default service implementation 
plan. 


(g)
If the implementation of a competitive procurement process under this section does not result in sufficient electric supply to meet the default service provider’s full load requirements, the default service provider shall repeat the competitive procurement process.  The default service provider may petition for necessary changes to the previously approved competitive procurement process to ensure the acquisition of sufficient supply.  When necessary to procure electric generation supply before the completion of another competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price shall be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(h)
The bids submitted by a supplier under the competitive procurement process shall be treated as confidential through the expiration date identified in the confidentiality agreement approved by Commission pursuant to §54.185(k). The default service provider, the Commission, and any third party involved in the administration, review or monitoring of the procurement process, shall be subject to this confidentiality provision. 

Existing Rule Language:

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3),  to meet default service demand.  The associated costs with this charge include:



(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.



(iii) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(v)  Applicable taxes.




(vi)  Other reasonable, identifiable generation supply acquisition 



costs.
(f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  


(g)
The default service implementation plan may include mechanisms that allow default service providers to adjust their prices during the term of service to recover reasonable, incremental costs of significant changes in the number of default service customers or reasonable, incremental costs of other events that would materially prejudice the reliable provision of default service and the full recovery of reasonable costs.

(h) 
The default service provider’s projected and actual incurred costs for providing service may not be subject to Commission review and reconciliation except in extraordinary circumstances, or as provided in  §54.187(a)(3).

(i) 
When a generation supplier fails to deliver generation supply to a default service provider, the default service provider shall be responsible for acquiring replacement generation supply consistent with its Commission approved replacement procurement process.  When necessary to procure electric generation supply before the completion of the replacement procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area the default service is being provided. The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.

Reliant Proposed Rule Language:  Broaden the default service rate language to allow the generation cost for default supply to be managed by the default provider.  

§54.187.  Default service rates and the recovery of reasonable costs.


(a)
The costs incurred for providing default service shall be recovered through the following mechanisms or charges:

(1)  Generation supply charge – the generation supply charge is a non-
reconcilable charge that includes  is designed to cover all reasonable costs associated with the acquisition of generation supply, exclusive of the costs of generation supply recovered through §54.187(a)(3),  to meet default service demand.  The associated costs with this charge include: will be designed to cover:



(i) The prevailing market price of energy.




(ii)  The prevailing market price of RTO or ISO capacity or any 



similar obligation.




(iii)  The prevailing market price of AEPS requirements.




(iiiiv) FERC approved ancillary services and transmission charges. 




(iv)  Required RTO or ISO charges.




(vi)  Applicable taxes.




(vii)  Other reasonable, identifiable generation supply acquisition 



costs.   
(f)
The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in that EDC service territory.  

(g)
The default service implementation plan may include mechanisms that allow default service providers to adjust their prices during the term of service to recover reasonable, incremental costs of significant changes in the number of default service customers or reasonable, incremental costs of other events that would materially prejudice the reliable provision of default service and the full recovery of reasonable costs reflect changing market conditions.

(h) 
The default service provider’s projected and actual incurred costs for providing service may not be subject to Commission review and reconciliation except in extraordinary circumstances to maintain the financial integrity of the default provider., or as provided in  §54.187(a)(3).

(i) 
When a generation supplier fails to deliver generation supply to a default service provider, the default service provider shall be responsible for acquiring replacement generation supply .consistent with its Commission approved replacement procurement process.  When necessary to procure electric generation supply before the completion of the replacement procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area the default service is being provided. The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.
Existing Rule Language:

§54.188.  Commission review of default service implementation plans.


(d)
Upon entry of the Commission’s final order, the default service provider shall acquire generation supply for the term of service in a manner consistent with the terms of the approved competitive procurement process provided under §54.186, and report the bids submitted by EGSs in writing to the Commission.


(e)  
The Commission will certify the results of a competitive procurement process in their entirety or reject them due to non-compliance with the approved procurement process.  If the Commission rejects the results due to non-compliance, the default service provider shall repeat the approved competitive procurement process.  When necessary to procure electric generation supply before the completion of the subsequent competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(f)
Upon completion of the competitive procurement process, the default service provider shall provide written notice to all default service customers and the named parties identified in §54.185(b) of the Commission certified default service prices and terms and conditions of service no later than 60 days before their effective date, unless another time period is approved by the Commission.  The default service provider shall also provide written notice to the named parties identified in §54.185(b) containing an explanation of the methodology used to calculate the price for electric service.
Reliant Proposed Rule Language:  Since the default service provider should be able to procure supply for default service at its own discretion, the default service implementation plan will not contain specifics on supply and therefore the Commission does not need to review the supply procurement activities.

§54.188.  Commission review of default service implementation plans.


(d)
Upon entry of the Commission’s final order, the default service provider shall acquire generation supply for the term of service in a manner consistent with the terms of the approved competitive procurement process provided under §54.186, and report the bids submitted by EGSs in writing to the Commission.


(e)  
The Commission will certify the results of a competitive procurement process in their entirety or reject them due to non-compliance with the approved procurement process.  If the Commission rejects the results due to non-compliance, the default service provider shall repeat the approved competitive procurement process.  When necessary to procure electric generation supply before the completion of the subsequent competitive procurement process, a default service provider shall acquire supply at prevailing market prices and shall fully recover all reasonable costs associated with this activity.  In this circumstance, the prevailing market price will be the price of electricity in the RTO or ISO’s administered energy markets in whose control area that service is being provided.  The default service provider shall follow acquisition strategies that reflect the incurrence of reasonable costs, consistent with 66 Pa. C.S. §2807(e)(3), when selecting from the various options available in these energy markets.


(f)
Upon completion of the competitive procurement process default service implementation plan, the default service provider shall provide written notice to all default service customers and the named parties identified in §54.185(b) of the Commission certified default service prices and terms and conditions of service no later than 60 days before their effective date, unless another time period is approved by the Commission.  The default service provider shall also provide written notice to the named parties identified in §54.185(b) containing an explanation of the methodology used to calculate the price for electric service.

10)  Remove references to a fixed rate option since the market design for residential and small business customers will be determined at a later date.


Under this alternative, since Reliant is recommending that default service rules for residential/small business customers be delayed, references to the fixed rate option need not be included in the Rule at this time.  Therefore, Reliant recommends removing the following Rule sections.

Existing Rule Language:

§54.182.  Definitions. 

Fixed rate option – A default service price that is set in advance for the entire term of the default service implementation plan that may include seasonal differences. 

§54.187.  Default service rates and the recovery of reasonable costs.

(b)
A default service plan shall include a fixed rate option for all residential customers.



(c)
A default service implementation plan shall include a fixed rate option for non-residential default service customers whose load test indicates a registered peak demand of 500 or less kilowatts. 
Rule Redlines Necessary to Implement MRPM for Large Customers and Modify the Residential/Small Business Default Service Rules to Require the Default Provider to Annually Reset the Fixed Price based on a Commission Approved Procurement Process

(Appendix C)


Should the Commission reject either Reliant’s MRPM proposal (Appendix A) or recommendation to delay implementation of residential/small business default service rules (Appendix B), Reliant believes the changes to implement the Large Customer MRPM are still necessary.  These changes, Items (1) to (7) shown below, are discussed in the main body of Reliant’s comments, under the section entitled “Recommendations and Rule Redlines Common to all Three Scenarios” and will not be repeated here.  Items (8) and (9) will be discussed in detail further below.  The Rule redlines found later in Appendix C will incorporate all of the recommended changes for completeness: 

1) Remove the EDC, the regulated utility, from the role of the default provider and have a competitive affiliate EGS of the EDC provide default service; 

2) Require the same licensing requirements for the affiliate EGS as any other EGS participating in the market; 

3) Eliminate the ability of the default provider to propose a fixed price default service product for large customers; 

4) Require hourly default pricing for customers 100 kW and above; 

5) Change the manner in which Alternative Energy Portfolio Standards are adopted by the default service provider;

6) Change the manner in which the default service provider utilizes and incorporates demand side response and demand side management programs into the default product; 

7) Properly place reliability responsibilities with the RTO/ISO;

8) Amend the definition of a fixed rate option to allow the default service provider to propose a multi-year plan such that annual procurement will occur to reset the fixed rate option; and

9) Reassess the residential and small business default service design two years following implementation across each EDC service territory to assess the effectiveness of the chosen design or consider other default service alternatives.

8) Amend the definition of a fixed rate option to allow the default service provider to propose a multi-year plan such that annual procurement occurs to reset the fixed rate option


The fixed rate option definition should be changed in the Rule in a manner as to preclude the default service provider from offering a multi-year default service implementation plan with changes to the fixed-price based on any auction term greater than one-year.  As Reliant reads the Rule, the Rule language sets the fixed price for the “entire term” of the plan.  However, the Commission has suggested that the term of service should be for at least one year, but does allow longer terms to be proposed.  Reliant is not in favor of offering fixed price rate options for the longer terms (anything in excess of one-year) because it allows the default service price to become out of market and unnecessarily restricts the Commissions from taking the opportunity to effectively respond to market evidence that retail competition is indeed thwarted by this design.   The proposed Rule will result in little to no retail competition because competitors will not enter a market where the long-term market sustainability is suspect.  Long-term auctions may result in limited wholesale competition, but if the retail prices are correspondingly fixed for a long period of time, then the procurement process and default product design will have reverted to a form of economic regulation guised as a market-based process.  A market design such as this may be useful for a short period of time so long as the price is fixed via an auction for a period no longer than a year.  Thus, Reliant would recommend that the default service provider be required to reset the fixed price on an annual basis through a Commission-approved competitive procurement process.  This Rule change will allow the Commission to more quickly respond to market evidence and implement direct access friendly designs sooner.  There is no reason that the default provider can not file multi-year default service implementation plans, the fixed-price should just be required to be reset on an annual basis.  However, Reliant views this type of market structure, if adopted by the Commission, as a transitory design that should be subsequently revisited two years following implementation in each EDC service territory in the Commonwealth.  Therefore, Reliant recommends the following Rule change:

Existing Rule Language:

§54.182.  Definitions.
Fixed rate option – A default service price that is set in advance for the entire term of the default service implementation plan that may include seasonal differences.

Reliant Proposed Rule Language: Amend the definition of fixed rate option to be that resulting from a competitive procurement process that is set for a specified term, not to exceed one year.
§54.182.  Definitions.   
Fixed rate option – A default service price resulting from the competitive procurement process that is set in advance for the entirea specified term, not to exceed a period of one year, in of the default service implementation plan that may include seasonal differences.  

9) Reassess the residential/small business default product two years following implementation across each EDC service territory to assess the effectiveness of the chosen design or consider other default service alternatives.


Reliant believes that the fixed-price auction-based default service model, as evidenced by the New Jersey and Maryland markets will not ultimately yield the kind of competition envisioned by the Choice Act for the Commonwealth.  As noted earlier in the Comments, residential/small business switching in both these states has been poor.  However, should the Commission decide to pursue this option, as modified by Reliant to eliminate long-term auction based fixed price default service, then Reliant believes a reassessment of the residential/small business design would be appropriate at some future point, preferably two years from the time this model is implemented in each EDC service territories in the Commonwealth.  This amount of time will give the Commission experience with how the auctions, pricing, switching, competitive supplier entrance into the market, customer satisfaction and a host of other market factors are performing in the Commonwealth.  Models being used in other states, such as the MRPM, will also have exhibited additional success or failure during this time and thus the Commission will have plenty of evidence to determine if continuation of the fixed-price auction model or some other model would better meet the needs of ensuring a direct access market as envisioned in the Choice Act.  Therefore, Reliant recommends the following change to the Rule:  

Existing Rule Language:

§54.182.  Definitions. 

Fixed rate option – A default service price that is set in advance for the entire term of the default service implementation plan that may include seasonal differences.  

Reliant Proposed Rule Language:

§54.182.  Definitions. 

Fixed rate option – A default service price resulting from the competitive procurement process that is set in advance for the entirea specified term, not to exceed one year, inof the default service implementation plan that may include seasonal differences.  The fixed rate option will be reassessed two years following implementation in each EDC service territory.  
Summary


Reliant appreciates the opportunity to participate in this Rulemaking regarding default service in the Commonwealth.  Reliant has provided the Commission with three alternatives for moving forth with a default service design.  Reliant believes that the MRPM will better serve all customers in the Commonwealth over time and better meet the Choice Act requirements and policy objectives noted earlier in Reliant’s comments.  Reliant also appreciates the considerations that the Commission must weigh in crafting the default service rules and has thus offered two additional proposals for residential/small business customers should the Commission feel that the Commonwealth’s best interests are not served by adopting the MRPM for these customers at this time.  The common theme among all three alternatives is the implementation of the Large Customer MRPM.  The Commission’s Rule is not all that far removed from this proposal and even if the Commission rejects the suggestion that the EDC be removed from providing default service, Reliant believes that the remaining changes are still workable and will better enable a competitive market for this customer class.  Thus, Reliant urges the Commission to accept the changes Reliant recommends in all three alternatives for Large Customers. 


Should the Commission reject the MRPM for residential/small customers at this time, then delaying adoption of default service rules for residential/small business customers would be the second best course of action.  This would allow all of the default service models currently being utilized in other states the chance to exhibit success or failure for another year or two.  The Commission will then be in a better position to choose the proper default service model for residential/small business customers in Pennsylvania.  

If the Commission feels that the auction approach is in the best interest of the marketplace for now and best meets the requirements of the Choice Act at this time, then Reliant has put forth some recommendations incorporated into Appendix C that it believes will go toward making the auction approach more conducive to allowing future changes so that a robust, sustainable competitive market for residential/small business customers can be introduced at some later date.  Reliant believes this can best be accomplished by requiring only annual procurements based on a Commission approved procurement process.  However, given the clear evidence to date in various states’ default service models, Reliant recommends that should the Commission adopt an auction approach, the Rule should contain an automatic relook of this design two years following implementation in each EDC’s service territory in the Commonwealth.  This will give the Commission not only evidence within the Commonwealth, but additional evidence in other states will be available as well.   

Reliant does, however, believe that it would be in the best interest of all stakeholders if the MRPM is implemented not just for large customers, but also for residential/small business customers.  Since this model allows default service prices to change with changing market conditions, it keeps the default price from becoming below market for sustained periods of time.  It is this expectation that will allow competitors to enter the market and offer products and services with the electrical service attributes desired by customers.  Small business and residential switching has proven quite successful where allowed to develop.  Therefore, Reliant recommends that the Commission adopt the MRPM for all customers in the Commonwealth and looks forward to continued participation in this Rulemaking.







































































































� Large C&I Customers in Texas are those with peak demand of 1,000 kW and above.


� Maryland PSC, Electric Choice Enrollment Report, All Utilities Where Choice is Available in Maryland, Month Ending February 2005.


� Hourly Priced customers are Type III Non-Residential Customers with peak demand of 600 kW and above.


� Provided by the New Jersey Board of Public Utilities, “New Jersey Electric Statistics”, February 2005.


� Pennsylvania Electric Shopping Statistics, April 1, 2005 PA Office of Consumer Advocate.


� This statement applies to residential and small commercial customers 1,000 kW or less.  The large commercial and industrial customers in Texas (i.e. >1,000 kW) have no price-regulated default service.


� A fixed price term structure may have underlying auction products with terms of 1, 2, and 3 years or more.


� ERCOT Fourth Quarterly Report Ending December 31, 2004, Docket 24462, dated February 14, 2004.


� Id.


� Maryland PSC, Electric Choice Enrollment Report, All Utilities Where Choice is Available in Maryland, Month Ending February 2005.


� Small C&I customers are commercial or industrial customers with demands less than or equal to 50 kW for Allegheny Power, 60 kW for Baltimore Gas and Electric and Connectiv and 25 kW for Potomoc Electric.


� Mid-sized C&I customers are commercial customers with demands greater than the level listed in the footnote above, but less than 600 kW.


� New Jersey Electric Statistics, February 2005


� Citizen’s current POLR plan will expire at the end of, 2004; UGI’s and Pike County at the end of 2005.    Duquesne’s recently approved POLR plan expires at the end of 2007.  Wellsboro’s current POLR plan does not have a definitive expiration date.  


� Maryland’s Type II prices are based on one-year auctions.


� PA POLR Rulemaking, Page 5.


� POLR Rulemaking, Page 5.


� POLR Rulemaking, Page 11.


� POLR Rulemaking, Page 5


� POLR Rulemaking, Page 7.
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