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I.  Introduction

On December 16, 2004, the Pennsylvania Public Utility Commission (“PUC” or the “Commission”) issued a proposed rulemaking order regarding Provider of Last Resort (“POLR”) obligations following the conclusion of the Transition Period pursuant to Section 2807(e)(2) of the Electricity Generation Customer Choice and Competition Act (“Customer Choice Act”).  66 Pa. C.S. 2807(e)(2).  The proposed rulemaking was published in the Pennsylvania Bulletin on February 26, 2005, with a 60-day comment period for all interested parties.  On April 27, 2005, PPL Electric Utilities Corporation and PPL EnergyPlus, LLC (“PPL”) and numerous other parties submitted initial comments in this proceeding.  PPL hereby submits its replies to the initial comments of several other parties.

PPL appreciates this opportunity to provide reply comments on the proposed rulemaking order.  Resolution of the issues related to default service1 in Pennsylvania is critical to maintaining high quality electric utility service to customers throughout the Commonwealth and facilitating continued development of competitive retail electric markets.

In its initial comments, PPL stated its belief that development of specific default service regulations should be guided by the following four fundamental principles.  First, default service should be considered a “back stop” to the competitive retail market, not an alternative or option to that market.  Second, the incumbent Electric Distribution Company (“EDC”) should be the only entity to provide default service unless it is unable to fulfill that obligation.  Third, the default service provider should recover, on a full and current basis, all costs it incurs to provide that service.  Fourth, and finally, the Commission’s default service regulations should enhance and facilitate continued development of competitive retail electricity markets.  PPL’s initial comments and its reply comments reflect these four principles.

As PPL stated in its initial comments, the Companies agree with the vast majority of the Commission’s proposals in this rulemaking proceeding.  In developing proposed default service regulations, the Commission has successfully struck an appropriate balance among all stakeholder interests.  The Commission has allowed the incumbent EDC to continue its relationship with customers by proposing that the EDC take on the responsibilities of default service provider following the end of the Transition Period.  In addition, the Commission has recognized that the EDC must recover all of the costs that it incurs to provide default service.  Finally, the Commission has promoted the development of competitive retail markets by proposing that large non-residential customers take default service at hourly market prices. 

Comments filed by many other parties generally are consistent with PPL’s initial comments.  However, in several critical areas, other commenters recommended different approaches.  PPL disagrees with these recommendations and, in the following reply comments, the Companies will set forth its responses.  Specifically, PPL will address the following issues:

A.
Identity of the default service provider.

B.
Ratemaking polices for default service.

C.
Pricing of default service.

D.
Coordination with prevailing market price.

E.
The process for procuring default service supply.

F.
PJM recommendation on Demand Side Response.

II.  Reply Comments

A.
Default Service Provider
In its initial comments, PPL supported the Commission’s proposal that the incumbent EDC should remain the default service provider following the end of the Transition Period.  This recommendation is consistent with the majority of comments filed in this proceeding, including all of the EDCs in Pennsylvania, the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”), Amerada Hess, Constellation Energy, Dominion Retail Inc., and the Mid-Atlantic Power Supply Association (“MAPSA”).  The Industrial Energy Consumers of Pennsylvania (“Industrials”) also recommended that the incumbent EDC should be the default service provider.  In addition, the Industrials suggested that appropriate safeguards must be established in the event the default service provider is not the incumbent EDC, specifically relating to the separation of costs between the EDC and the alternate default service provider. 

Several of the Energy Generation Suppliers (“EGSs”) submitting comments to the rulemaking recommended that the incumbent EDC should not be the default service provider following the end of the Transition Period.  Alternative approaches were suggested by Direct Energy Services, the National Energy Marketers Association (“NEMA”), Reliant Energy, and Strategic Energy.  Direct Energy Services advocates the retail default service model that entails a competitive bid process to select the default service provider.  In addition, Direct Energy recommends that the alternative default service provider should not be required to obtain a certificate of public convenience.  NEMA recommends that the Commission establish a date certain for EDCs to no longer provide default service and allow an approved alternative supplier to provide default service after that date.  Reliant Energy recommends that the unregulated affiliate of the incumbent EDC should be the default service provider following the end of the Transition Period.  Strategic Energy advocates the retail default model and recommends the Commission undertake a separate proposed rulemaking prior to the end of the Transition Period for the large utilities (probably around 2007) to explore the retail default model in more depth.

PPL disagrees with these comments.  For the reasons more fully discussed in its initial comments (pp. 3-5), PPL believes that identifying any entity other than the incumbent EDC as the default service provider will result in customer confusion.  The incumbent EDC has been the customer’s default service provider throughout the Transition Period and the customers know the EDC and are comfortable dealing with the EDC.  As a practical matter, the incumbent EDC will remain the “last resort” default service provider.  If another entity is identified as the default service provider and that entity fails to meet its responsibilities, the incumbent EDC will be required to be the default service provider to protect the affected customers.  Approving an entity other than the EDC as the default service provider risks “stranding” the EDC’s investment and personnel in the metering, billing and customer care functions.

B.
Ratemaking Policies for Default Service

As discussed in more detail in its initial comments (pp. 6-8), PPL believes that two fundamental principles should guide the development of retail rates for default service.  First, the default service provider must recover all of the costs it incurs to provide that service. This result is required by the Customer Choice Act which specifically provides that the provider of default service “shall recover fully all reasonable costs” of obtaining supply to meet that obligation.  66 Pa. C.S. Section 2807(e)(3).   To satisfy this requirement, all costs of default service must be identified and reflected in the cost recovery mechanism, including any infrastructure enhancements necessary to provide hourly metering and billing services.  

In addition, full cost recovery requires that the cost recovery mechanism for fixed price default service be reconciled on an annual basis.  Reconciliation of costs for hourly price default service is a much less critical issue, because presumably, the EDC would obtain supply on an hourly basis and simply pass through those costs to the default service customers.  Finally, full cost recovery is possible only if interest on under recoveries is calculated and treated exactly the same as interest on over recoveries.

Second, rates for default service should be consistent with the ratemaking provisions of the Alternative Energy Portfolio Standards Acts (“AEPS Act”).  Under that act, EDCs are required to obtain qualifying generation supply and all costs of acquiring that supply “shall be recovered on a full and current basis pursuant to an automatic adjustment clause under 66 Pa. C.S. Section 1307.”  At the same time, the EDCs must obtain generation supply to meet their default service obligations.  Because it will be difficult to split the costs and resulting retail rates between default service and AEPS Act compliance, PPL recommends that the Commission permit default service providers to use the proposed AEPS Act automatic adjustment clause as the mechanism for recovering costs that they incur to provide default service.

In its initial comments, the OCA recommends precisely this approach to ratemaking for default service.  “The OCA has concluded that if an automatic, reconcilable clause is used for the recovery of the alternative energy resources as required by the Act 213, then an automatic reconcilable clause should be used for the recovery of all costs of default generation supply.  To properly reflect the price of the portfolio, and capture the benefits of the entire portfolio, the same cost recovery mechanism must be used for all of the default generation supply that is procured.”  (OCA, pp. 20-21, emphasis in original, footnotes omitted).  PPL agrees with the OCA’s analysis and fully supports its recommendation in this area.

As currently drafted, the Commission’s proposed regulations provide for the recovery of default service costs through two fixed charges and one automatic adjustment charge.  In its initial comments, PPL explained in detail its concerns with this approach and recommend the use of a single reconcilable cost recovery mechanism.  (PPL, pp. 6-11).  


Generation Supply Charge

The first proposed charge, the “Generation Supply Charge,” would be used to recover the costs associated with the acquisition of generation supply and related charges.  The proposed charge would recover the costs of energy, capacity, ancillary services and transmission charges approved by the Federal Energy Regulatory Commission (“FERC”), RTO and ISO charges, taxes, and other reasonable and identifiable costs.

In its initial comments (pp. 8-9), PPL recommended that the Commission combine the Generation Supply Charge with the AEPS Act automatic adjustment clause.  In the alternative, PPL recommended two changes to the charge.  First, the charge should be reconciled on an annual basis.  In their initial comments, both Exelon (pp.16-17) and the First Energy Operating Companies (pp. 2-3) also recommend that the generation supply charge be fully reconciled.  Second, as applied to PPL Electric, the Generation Supply Charge should not include FERC-approved ancillary service and transmission charges and RTO and ISO charges which PPL Electric currently recovers through a Commission-approved Transmission Service Charge (“TSC”).

In its initial comments, the Industrials criticized the design of PPL Electric’s TSC and recommended a different approach (Industrials, pp. 15-18).  However, these specific issues were fully reviewed by the Commission in PPL Electric’s most recent distribution rate case (Docket No. R-000049255) and currently are pending in an appeal to the Commonwealth Court.  They should not be re-litigated in this rulemaking proceeding.  Rather, these issues are more properly addressed in the context of any request by an EDC to utilize a similar mechanism for the recovery of its transmission costs.


Customer Charge

The second charge proposed in the rulemaking order is a “Customer Charge,” to recover the non-generation supply costs associated with providing default service.  This charge, as proposed, would recover the costs incurred by the default service provider for functions such as billing, meter reading, collections, uncollectible debt, customer service, a return component, taxes, and other reasonable identifiable costs.  The proposed rulemaking order indicates that these costs may be more appropriately recovered through default service rates than distribution rates.  

In its initial comments (p. 9), NEMA recommends that the Customer Charge should be unbundled on an embedded cost basis.  Strategic Energy contends that the Customer Charge is a critical element in the establishment of the competitive electricity market (p. 23).  PPL disagrees and, for the reasons discussed in its initial comments (pp. 9-10), recommends that the Commission eliminate the Customer Charge.  Elimination of this charge is supported by fundamental ratemaking considerations.  Specifically, the Customer Charge is inappropriate because it includes costs that should be recovered through distribution rates, not default service rates.  Because the default service provider must accommodate the return of shopping customers to default service, it is more appropriate to allocate these costs to all customers instead of splitting the costs between default service customers and shopping customers.  Accordingly, PPL recommends that the Commission withdraw its proposal to create a Customer Charge.


Automatic Adjustment Clause

Finally, the rulemaking proposes the creation of an automatic adjustment clause for recovery of costs incurred to comply with the AEPS Act.  That act specifically provides for recovery of all reasonable costs associated with the obligations of the AEPS Act through an automatic adjustment clause.  The clause proposed in the rulemaking is consistent with that requirement.

However, for the reasons discussed in its initial comments (pp. 7-8), PPL recommended that the Commission permit default service providers to use this automatic adjustment clause to recover all costs of default service, including the cost of generation from non-AEPS sources.  Generation costs can vary significantly due to dramatic changes in fuel costs, environmental requirements, or changes due to legislative, regulatory, and RTO actions, all of which can directly affect costs incurred by the default service supplier.  Moreover, if a supplier cannot deliver electricity, the default service provider is required to obtain supply from the wholesale markets until arrangements can be provided with a new supplier.  These costs must be recovered from the default service customers and an automatic adjustment clause is the appropriate mechanism. 

In conclusion, PPL proposes that the default service provider be permitted to recover all variable costs of providing default service and complying with the AEPS Act through a single reconcilable automatic adjustment clause, with the exception that PPL Electric should be permitted to continue to recover its transmission service charges through the TSC.  PPL proposes that fixed costs associated with providing default service including metering, billing, and customer care continue to be recovered through distribution rates.

C.
Pricing of Default Service

In its initial comments (pp. 11-13), PPL supported the Commission’s proposal to establish a fixed rate default service to all residential customers and non-residential customers with a peak demand of 500 KW or less and hourly rate default service to all other customers.  The majority of comments submitted by other parties recommended fixed rate default service for residential customers and hourly rate default service to non-residential customers with thresholds ranging from 1 MW (Energy Association of Pennsylvania) to as low as 25 KW (Direct Energy Services).  The lower thresholds for hourly rate default service were recommended by several EGSs.


The Industrials took exception to the proposal of hourly rate default service to all non-residential customers whose peak demand is greater than 500 KW.  The Industrials contend the proposed regulation is unreasonably discriminatory in that it requires a default service provider to offer only an hourly rate to large commercial and industrial customers without requiring the default service provider to offer at least one fixed rate option.  Conversely, several EGSs contend that if non-residential customers over 500 KW are given an option to take hourly or fixed rate default service, development of the competitive retail markets will be harmed because most customers will opt for the fixed rate option.  Therefore, these parties argue that customers should not be given a choice between fixed and hourly price default service.  PPL agrees with this contention that these customers should not be given the option of fixed price default service.


PPL believes the Commission’s approach reflects a careful balancing of public interest considerations.  Hourly pricing of default service is appropriate because it supports the development of a competitive retail market.  Under such an approach, customers are aware of the hourly market price and, based on that knowledge, can make informed decisions regarding their use of electricity.  Competitive suppliers will have an opportunity to attract these customers with alternative pricing and service options.  Hourly priced default service also will encourage customers to understand and explore demand side options which will help to limit wholesale market demand and price volatility.  But, at this time, hourly pricing is not an appropriate option for residential customers or small commercial customers.  Many of these customers are relatively unsophisticated regarding the competitive electricity market.  Many do not have the resources to manage their electricity use or shop for electricity with this level of complexity.  For these customers, a fixed rate option for default service is preferable at this time.  In its proposed regulations, the Commission recognizes and balances both of these considerations.  However, PPL believes that a different balance may evolve over time.  As all customers become more knowledgeable about energy issues, the hourly rate option may be appropriate for non-residential customers whose peak demand is less than 500 KW. 


If the threshold for hourly price default service were lowered to 25 KW, more than 250,000 customers and more than 20 million mwh of retail electric sales in PPL’s service territory would be affected.  Such a dramatic change in pricing for this many customers would likely create customer confusion and disruption at the end of the Transition Period.  PPL recommends the initial threshold for hourly price default service be those non-residential customers whose peak demand is greater than 500 KW, and PPL recommends the Commission establish a schedule to lower the threshold for hourly priced service to non-residential customers over the next several years.  


PPL further recommends that the Commission establish clear procedures for determining whether a customer qualifies for fixed rates.  For example, PPL is concerned about customer confusion regarding their placement relative to the 500 KW threshold and recommends that customers’ peak demand be compared to the 500 KW threshold no more frequently than on an annual basis.  Alternatively, the Commission could order a one-time determination and permit customers to petition the EDC on an individual basis for a review of their status.  The Commission’s rules should also address how a change in ownership of a facility would affect the account placement relative to the 500 KW threshold.  PPL recommends that, consistent with existing electric service rules, the change of ownership should not change an account’s disposition relative to the threshold unless there are specific circumstances that would require such a change. 


One implementation detail that will require substantial attention is the proper design of rates for default service.  Pricing of default service should be coordinated with procurement of supply for that service.  PPL believes that supply for hourly price default service will be obtained from the market on an hourly basis.  Supply for fixed price default service will be acquired through a standard procurement process on an annual (or longer term) basis.  Because supply for each service will be obtained and priced separately, discrete generation cost and transmission cost clauses will have to be established for each type of service.  For its system, PPL Electric envisions a generation clause and TSC for fixed price default service and a separate generation clause and TSC for hourly default service.  Each clause would be calculated and reconciled independently (on an annual basis) to coincide with the AEPS Act provisions regarding the automatic adjustment clause.  

The transition from the rate cap period is likely to be a dramatic change for customers as they begin to pay market prices for electric service, new rate programs are introduced, and some existing programs are eliminated.  As PPL indicated in its initial comments, this transition can be successful but, will require significant customer education and outreach efforts.

D.
Prevailing Market Price


To meet the requirements of default service, the Commission is proposing that generation supply must be acquired:  (1) at “prevailing market prices,” (2) through a “competitive procurement process,” and (3) for at least a one-year term.  The “prevailing market price” standard is established by the Customer Choice Act. 66 Pa. C.S. Section 2807(e)(3).  The Commission indicates that the “competitive procurement process” must track generation procurement processes adopted by FERC in its decision in Boston Edison Company Re. Edgar Electric Energy Company.  The minimum term of at least one year was selected by the Commission to reduce the frequency of the default service provider undertaking the “competitive procurement process.”  The Commission recognizes that allowing terms of supply longer than one year may allow generators serving default service loads to attract capital investment necessary for the reliable provision of service.  The Commission also acknowledges that a longer term could lead to lower default service prices from suppliers, who may be attracted by the opportunity of securing long-term customers.  However, the Commission believes a longer term may lead to a divergence from the “prevailing market price,” which is the legal standard that controls default service prices.


In its initial comments (pp. 15-18), PPL agreed with the Commission’s requirements for procuring generation supply for default service as stated above.  All of the parties filing comments in this rulemaking agreed with the requirement to track prevailing market prices and to use a competitive procurement process.  However, not all parties agreed with the requirement that generation supply must be procured for a minimum term of one year.  Constellation Energy believes the term may be less than 12 months, if the Commission believes it is in the public interest.  Dominion Retail recommends that one year should be the maximum term, rather than the minimum term for generation supply.  Amerada Hess recommends a term of three months for generation supply, believing that a longer term would distort the prevailing market price requirement.  

 
PPL does not agree with commenters advocating a requirement that terms of supply must be less than one year.  Terms of less than one year will result in problems and confusion communicating the “Price to Compare” to customers every few months.  In addition, the shorter term may hinder the development of the competitive retail market, due to the lack of comparison with default service prices for terms one year and longer.


Moreover, terms of supply longer than one year may be required to attract the needed capital investment to ensure reliable generation supplies are developed.  PPL does not agree that longer terms will necessarily lead to a divergence from the “prevailing market price” standard.  If the price for default service is tied to the term of supply, and that supply is obtained through a competitive process, then a divergence from the “prevailing market prices” will not occur.  But long term supply may not be appropriate for all of an EDC’s default service requirements.  Shorter terms may be less expensive and provide operational flexibility.  Accordingly, default service providers should be permitted to select, and obtain through a competitive procurement process, the portfolio of supply options that best meets the needs of its system.  

E.
Procurement Process


In its initial comments (pp. 15-16), PPL recommended the Commission establish a tightly structured competitive procurement process that facilitates the development of the competitive markets and ensures that supply for default service customers is obtained at prevailing market prices.  The only other EDC that agreed with this process is Exelon, which is recommending a BGS Auction similar to the procurement process that is currently used in New Jersey.  In its comments (pp. 3-4), Exelon explains that such a process will accurately reflect the market’s assessment of cost, will facilitate price stability and will minimize regulatory uncertainty.  Comments submitted by the OSBA, Amerada Hess, Dominion Retail, and MAPSA also recommended a structured statewide procurement process as the most efficient and economical method to procure supply for default service.  However, the parties are not in agreement on the specific procurement method.  Some recommended an auction and others recommended a Request for Proposals (“RFP”) approach.


The remaining EDCs and the OCA recommended that each default service provider have the flexibility to design the procurement method that is best suited for its service territory.  PPL disagrees with this approach because flexibility will not facilitate the development of the competitive markets.  If the procurement method is different for each service territory, it’s possible that consumers will not realize optimal benefit from the competitive markets.  Different procurement methods will likely increase the costs of default service suppliers, which will likely result in a higher price of default service than would be obtained in a tightly structured statewide procurement.  Moreover, a flexible procurement approach does not provide sufficient guidance or regulatory certainty for the EDCs that must design and administer programs to comply with uncertain requirements.


Other jurisdictions, such as New Jersey and Maryland, have adopted either statewide auctions or uniform RFP for each default service provider.  In its initial comments, PPL did not endorse either procurement method, rather PPL recommended that certain key elements of the process should be identified and applied consistently across all default service providers.  Specifically, PPL believes the Commission should incorporate in a structured state-wide procurement process that includes:


Standard Products – PPL recommends any procurement method use products that are easily priced and can be traded in the wholesale markets.  For example, standard products in the wholesale markets are on-peak energy and off-peak energy.  These products are traded every day in markets across the country.


Standard Terms – PPL recommends standard products should be procured in the market under standard terms.  For example, on-peak energy is traded on daily, monthly, seasonal, and annual terms.  By using standard terms, the products become commodities that can be traded, thereby enhancing the liquidity of the market.


Price – PPL believes price should be the only criteria used to evaluate competitive bids to provide the generation products for default service.  If criteria other than price are used to determine the supply, the products are no longer standard and are not easily traded in the market.  An example of a non-price criterion could be a product for energy from a specific type of generation, such as nuclear.


Credit – Based on the initial comments submitted, PPL recommends that standard credit terms should apply to all sellers and buyers.


Consistent with these key elements, PPL recommends that the Commission adopt a procurement method that will: (1) ensure supply for default service will be procured at the prevailing market price; (2) provide certainty and predictability to all market participants and create products that are liquid and easily traded; (3) eliminate the inefficiencies that could arise if the EDCs were forced to establish a wholesale market trading infrastructure and actively participate in the wholesale markets.


Any procurement method proposed will require resolution of significant implementation details, such as: (1) the hourly forecast of default service supply, (2) the scheduling of the default service supply and (3) the reconciliation of the default service supply.  The potential for transactions with many default service suppliers creates the need to manage all these logistical issues to ensure reliable supply to customers while minimizing the cost.  All of these issues need to be addressed prior to the end of the Transition Period.


AEPS Act Requirements


In its initial comments (pp. 16-17), PPL recommended that requirements of the AEPS Act should be included in the competitive procurement process.  The AEPS Act requirements can be included as part of the standard products and terms for default service, which is the approach followed in New Jersey for most renewable products.  PPL envisions that standard products for AEPS Act requirements will develop over time in PJM and other markets in the region resulting in a very liquid and tradable commodity.  With the exception of Dominion Retail, the parties submitting comments to the proposed rulemaking agreed with including the AEPS Act requirements in the procurement process.  Dominion Retail recommended that the default service provider procure all the AEPS Act requirements for both default service customers and competitive supply customers.


PPL disagrees and believes its recommendation is the best approach for encouraging the development of the markets for the AEPS Act requirements and obtaining market prices for those requirements.  If the recommendation by Dominion Retail were accepted, the markets for AEPS Act resources will not fully develop because the market participants will be limited to default service providers and developers of the AEPS Act resources.  PPL further believes that the plain language of the AEPS Act requires that both EDCs and EGSs satisfy the requirements of the Act (see Section 3(A)(2)).


Seasonal Gaming


In its initial comments (p. 17), PPL recommended that the Commission take the lead in developing rules to prohibit seasonal gaming by industrial and commercial customers switching between default service and competitive service.  This problem was addressed very early in deregulation and could occur after the Transition Period if appropriate rules are not established.  The rules for customers switching between default service and competitive service should balance the interests of the customer, the default service provider, and the EGS.  Some possible rules to prevent seasonal gaming include switching fees, seasonal pricing, and minimum stay requirements.  Another example is the Generation Rate Adjustment currently included in PPL Electric’s Commission-approved retail tariff.  Absent such rules, seasonal gaming could occur and could result in higher prices for default service due to the greater uncertainty of the default service load.  

In general, the initial comments submitted by the EDCs recommend the establishment of rules to prohibit seasonal gaming; however, no definitive rules were suggested.  The EDCs believe without any switching rules the price for default service will be higher than it would be with switching rules.  In contrast, the initial comments submitted by the EGSs recommend rules to prohibit seasonal gaming but oppose any restrictions on switching between default service and competitive service.

After reviewing all the comments, PPL believes the best approach for industrial and commercial customers whose peak demand is less than 500 KW is to set fixed prices for default service on a seasonal or monthly basis.  Customers will benefit by seeing the seasonal variations in price for electric service and having an opportunity to adjust their operations to reduce or shift consumption when prices are high.  If customers want some protection from monthly or seasonal variations in their electric bills, the default service provider can offer budget billing as an option.  The default service provider benefits by not managing switching rules, such as minimum stay requirements, or calculating generation rate adjustments.  Lastly, EGSs benefit by having the flexibility of marketing to all customers all the time without determining when customers are eligible to seek competitive supply. 


Independent Review


In its initial comments (p. 17), PPL recommended that any third party review of the procurement process is unnecessary and will only result in a higher price for default service.  The comments submitted by other parties were mixed on this issue.   Some parties believed a third party review was essential if the EDC is the default service provider and their unregulated affiliate bids on the default service supply.  PPL continues to believe, if the only criterion in bid evaluation is price, then third party review in not needed. 


Review Period


In its initial comments (p. 18), PPL recommended the Commission’s review of the procurement results should be expedited within a maximum period of three business days.  All of the parties recommended a maximum review period of either two or three business days.  PPL believes a maximum review period of either two or three business days is in the best interest of the default service customers and potential bidders by reducing the risk adder associated with the wholesale markets changing while the bids are open.  

F.
PJM recommendation on Demand Side Response

In its comments, PJM Interconnection, LLC ("PJM") acknowledges that the proposed rules encourage demand side response because they establish a structure which permits retail customers who undertake curtailments to be compensated by their default supplier from "a pool of dollars" that PJM anticipates will exist as a result of the default supplier "reselling" energy not consumed by retail customers back into the wholesale market.  PJM further states that, in order to assure that curtailing customers receive this benefit, the Commission should explicitly establish that "[a]ny retail customer taking service under a default service program shall be deemed to have firm legal rights to the energy provided to, or otherwise expected to be consumed by, the retail customer."  PPL strongly opposes this PJM proposal on its merits and because it is clearly beyond the scope of this proceeding.

The purpose of this proceeding is to establish rules for the provision of default service in Pennsylvania, and not to establish a new and totally unprecedented DSM program.  The PUC has actively considered a variety of DSM programs in a number of separate dockets, and most, if not all, EDCs have extensive existing PUC-approved programs which fully compensate customers for their DSM activity.  This default service proceeding is clearly not the proper forum to investigate and revise these long-standing DSM programs.  The PUC's proposed default service regulations expressly recognize this fact and provide that:  "The default service implementation plan shall include rates that correspond to demand side response and demand side management programs available to retail customers in the EDC service territory."  In other words, the default service rules established in this proceeding should be consistent with existing DSM programs available to customers.  This proceeding should not be used to revise those programs or establish new programs.

The problems with attempting to establish new DSM programs in this proceeding are evidenced by PPL Electric's existing DSM programs.  These programs already fully compensate customers for their DSM activity through lower rates for retail service.  PJM's proposal to further compensate customers would inevitably double compensate those customers and increase rates for PPL Electric's other customers.  Any consideration of PJM's proposal should not be in isolation, but must be reconciled with existing EDC DSM programs.

Similarly, PJM's proposal is also at odds with the AEPS Act.  This legislation specifically defines certain DSM programs as a Tier II renewable resource and establishes a market for the purchase and sale of alternative energy credits.  PJM fails to provide any guidance as to how its proposal would be consistent with the AEPS Act.

In addition, the customer title aspects of PJM's proposal are particularly disturbing.  To the extent PJM's proposal has any merit, its customer title proposal should be flatly rejected.  Customers can be fully compensated for providing DSM through retail tariff programs.  There is no need to retitle electricity not purchased.  Apart from the conceptual problems of titling customers with electricity they did not purchase, such a proposal would clearly increase customer risk, and appears to be an attempt by PJM to assert jurisdiction and control over retail DSM programs which are properly the province of the Commission.

Finally, because default service will be a tariffed service regulated by the Commission, it is unnecessary to establish ownership rights in order to assure that appropriate benefits pass to customers.  One of the fundamental elements of the regulatory review process is to assure that tariffed rates are just, reasonable, and do not unfairly discriminate against individual customers or groups of customers.  It is reasonable to expect that any demand side response program that a default service provider offers to its customers will be thoroughly reviewed by the Commission to assure that it meets those general tests and, more specifically, to assure that the rates that curtailing customers pay are commensurate with the burden they place on the default supplier.  As an additional safeguard, PPL Electric has proposed that default service charges be reconciled, thereby, removing any concern that a curtailing customer may not be fully compensated.

III. Conclusion

PPL Electric Utilities Corporation and PPL EnergyPlus, LLC respectfully request that the Public Utility Commission develop its final regulations for default service consistent with the fundamental principles and comments set forth in its initial comments and in these reply comments.  Specifically, PPL makes five principal recommendations.  First, the incumbent EDC should be the default service provider unless it is unable to fulfill that obligation.  Second, all functions regarding retail market support, customer care and compliance with the AEPS Act should remain with the EDC.  Third, the default service provider should recover all costs of providing that service through a reconcilable automatic adjustment clause.  Fourth, all non-residential customers with peak demands of 500 KW or more should receive hourly priced default service; all other customers should initially receive fixed price default service with a Commission-established schedule to migrate additional non-residential customers to hourly priced default service.  Fifth, the Commission should establish a tightly structured process for procurement of default service supply.

Respectfully submitted,

______________________________

Paul E. Russell

Associate General Counsel

PPL Electric Utilities Corporation

Two North Ninth Street

Allentown, PA 18101

(610) 774-4254

Dated:  June 27, 2005

at Allentown, Pennsylvania

1 	In its proposed rulemaking order, the Commission identified POLR service as “default service.”  PPL will use that term throughout its comments.  
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