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Dominion Retail, Inc. (“Dominion” or “Dominion Retail”) hereby responds to the Pennsylvania Public Utility Commission’s (“Commission”) Investigation Order entered May 24, 2006 at the above-captioned docket.  The Commission’s Investigation Order expresses what appears to be a predominant view; that electricity prices on a wholesale level are high and will continue to rise over the coming years.  The Commission is concerned that when the caps on residential rates expire over the next several years, that such increased wholesale prices will translate into higher retail prices for Pennsylvania consumers.  The Commission’s Order seeks input on ways to limit the negative impacts that this price increase will have on customers.  To that end the Commission requested interested parties to provide the Commission with their views on a number of subjects including: customer education; conservation; reduction of peak demand for electricity;  ways of avoiding abrupt large price increases; low income assistance programs; and, the interplay with wholesale energy markets.  The Commission asked for participant opinions on  how particular strategies might help, or hurt.
It is important to keep in mind that while wholesale market prices have become more volatile lately, wholesale prices have been increasing steadily for many years.  The fact that there has been little competition in many utility service territories for several years is evidence of the fact that the current generation default rates
 in those territories have been lower than the wholesale market price of electricity, making it impossible for EGSs to make competitive offers.  In some EDC service territories retail rates were higher than average before competition, and customers of those EDCs are likely to feel much less “shock” when their capped rates expire, particularly when one considers the effect of eliminating the stranded cost recovery charges.  It is true that customers of the lower cost EDCs are likely to see rate increases that are significant, but one must bear in mind that the vast majority of that “perceived” increase will be due to the fact that those customers were artificially shielded from wholesale prices that have been rising since competition began, and not the result of some dramatic and sudden run-up in wholesale prices.  Dominion Retail urges the Commission to consider these facts as it deliberates on how to address the current situation.
Dominion Retail is pleased to provide its views to the Commission and will make itself available at the Commission’s June 22, 2006 en banc hearing in order to address particular questions, but will not make a presentation at that time.  Dominion Retail offers the following specific comments. 

1.
Customer Education

Dominion Retail continues to believe that consumer education is a vital element in both promoting competition and in preparing customers for the inevitable price increases that will occur after the rate caps expire.  Moreover, Dominion Retail continues to believe that a robust competitive market can address, better than most measures, the volatility in prices that may result from the wholesale markets influence on the prices that customers may see at the end of the rate cap periods.  Dominion suggests that the Commission gather a group of stakeholders to exchange ideas on how best to “get the message out” that: 1) alternative sources or supply are available today and will continue to be available to help mitigate large price increases; and, 2) to inform customers of the near certainty of future price increases at the earliest opportunity.
Despite having some of the best opportunities to mitigate prices increases, Dominion Retail notes that some groups of customers are overlooked in consumer education programs.  Smaller industrial customers and commercial customers in particular have the ability to change their consumption patterns, by employing new energy saving technology or even by producing some or all of their own energy—if there is enough time, and if they know that there is a need to do so.  Even so, it is likely that all segments of the population will derive benefit from an intense consumer education program regarding the likely future prices of electricity, the need to conserve now, and the need to consider competitive alternatives as a means of exercising control over the price one pays for energy.  

2.
Conservation


Regardless of what approach the Commission takes with regard to conservation as a means of mitigating the impact of potential price increases, the Commission should strive to implement that plan at the sooner, rather than later, so that customers have adequate time to prepare.  For some customers, preparation might involve:

· installing new equipment, such as more efficient lighting or motors;

· developing a rigorous demand-side management program; or,

· installing generation equipment to produce electricity through conventional or alternative means.  
But these solutions can take significant time for planning and implementation, so haste is important.

The Commission also must take care not to overlook the obvious--if customers do not see what they understand to be accurate price signals, they will not be sufficiently encouraged to conserve energy.   It is rational economic behavior to continue consumption of energy at present levels, unless price increases are apparent or certain.  Under current rate structures, customers do not see anything that remotely resembles an accurate market price, even where the energy is acquired competitively in the wholesale market.  Provider of last resort, or default service, rates do not reflect the cost components of the services with which it competes; namely, service provided by EGSs.  The Commission’s proposed rules for default service would address the cost comparability issue, but because those rules are not yet effective, and are not likely to become effective until the rates caps actually expire for any particular utility; the result will be further delay in the customer’s ability to recognize and act upon accurate price signals.  
The Commission may wish immediately to review the ways in which costs are allocated within utility rates, and consider requiring an immediate re-allocation so that the default service portion of the rate--which will be the most volatile, but which also is subject to competition-- represents all possible generation related costs.  The costs of default service include, without limitation:

1. the actual cost of energy, 
2. bad debt expense,
3. costs billed by PJM,
4. regulatory expenses, 
5. call center expense,
6. education and legal expense, as well as

7. management and overhead.
Making these re-allocations now may allow marketers to enter markets sooner, before the rate caps expire, so that customers can begin pursuit of competitive alternatives more quickly.  
Moreover, because of the caps, customers presently have no idea what the actual price of electricity would be absent the caps.  In fact most customers may have made consumption decisions unaware that the rates are actually capped, which can give the impression that prices may be falling in a real sense.  Those customers may have made decisions that will have harmful effects in the longer term, such as the seemingly mundane purchase of a new refrigerator, clothes dryer or home air conditioner.  In each case, if the customer were aware that electricity prices were almost certain to rise significantly in the next several years, the customer could have invested a few more dollars today in a more efficient appliance, in order to save more later.  While public acknowledgement of the expected price increase, let alone advertising the fact, may not be politically popular, it clearly is in the best interest of the consuming public to know what is in store.


Without accurate price signals or price discovery (knowing actual market prices), customers have no economic incentive to conserve in the present.  The Commission must take steps to provide that incentive to conserve, as well as information on how to conserve, at the earliest date.
3.
Reduction of Peak Demand

Dominion Retail agrees that programs aimed at reducing peak demand for electricity can have tremendous value, particularly for rate classes that easily can reduce peak demand.  It is still unclear whether or how residential customers can reduce peak demand or whether there are programs that could provide the appropriate incentives for such customers to reduce demand presently.
  However, for industrial and large commercial customers, it is clear that peak demand reduction can provide benefits not only in reducing energy consumption through time of day and interruptible rates but also through the potential for earning alternative energy portfolio standards and credits for such reductions.  Dominion believes that it would be in the best interest of customers for the Commission to accelerate any investigation into residential customer demand reduction programs, including ways of providing funding or financing for residential customers to reduce peak demand through energy efficiency and time of day usage strategies, if such are found to be viable.  Alternatively, if electric distribution companies implement default rates that have calendar terms and include seasonal pricing, such seasonal price variations could serve as appropriate price signals to encourage the reduction of peak demand particularly in the higher cost summer months.  

4.
Alternatives for Avoiding Abrupt Large Price Increases

The Commission’s Investigation Order proposes two noteworthy concepts:1) a pre-paid early phase-in plan; and, 2) a phase-in with deferral of costs.  In either case, consumers would likely pay considerably more over a given period of time for electricity than they would simply by paying market based rates; since they would essentially be borrowing or lending money which must be repaid later, with interest.  These types of programs would only produce an “illusion” of lower costs, by spreading the pain of rate increases over a longer period of time, and would perpetuate one of the major causes of the underlying problem--consumption that does not match current market conditions–by providing inaccurate or artificial price signals.  Whether such mechanisms would truly be in the best interest of a majority of consumers remains unclear; however, Dominion Retail does not believe that it would be fair to any consumers to require them to participate in such a program and require them pay a phase-in or deferral tax that could result in higher costs than they otherwise would have incurred, particularly if the overall rate does not reflect the market and is not subject to competition.  
Requiring customers to pre-pay for default service from the utility, in some cases many years in advance, or requiring them to take default service that will accumulate a deferral balance, would present a whole host of issues, not the least of which would be the restriction (whether real or merely perceived) on a customer’s ability to move to competitive service.  The overarching public policy reason for not implementing such programs is that they distort the actual market prices for energy when it is those true market signals that are the best signal to customers to do what they must do to actually lower energy costs.  

If the Commission nonetheless decides to implement some sort of phase-in or deferral program, on a strictly voluntary basis so as not to foreclose customers from shopping, Dominion Retail believes that the example from Maryland could serve as a model.  While the current regulatory situation in Maryland remains extremely volatile and opaque at this point, it is clear that the PSC’s plan to create a voluntary deferral plan for BG&E that provided a credit to consumers on the distribution bills has considerable merit and would not impede development of a competitive retail electric market.  In that program the volunteer customers’ generation charge (credit if they shopped) will increase by the full amount of the pending 72% increase.  However, those customers will see a corresponding (and annually declining) credit on their distribution charges.  Customers will eventually be required to repay that deferral balance, most likely with interest, but the fact that the credit was provided on the distribution charge while the full rate increase was reflected on the generation charge, created a huge incentive for customers to shop in order to save real money on generation.  While Dominion Retail recognizes that such a program still adds additional costs that customers will eventually pay, it does eliminate the major shortcoming of deferral programs that adjust only the generation rate; namely the disincentive to shopping. Dominion Retail would not object to the implementation of such a program on a voluntary basis, with full disclosure of, and consent to, the additional charges that would likely result in the long term.  
Dominion Retail believes that consumers should have other creative choices as well, including voluntary programs such as that proposed by Dominion Retail in 2005 as part of its participation in the PECO MST program.  That program, named “Savings Watch”, allows customers to sign up with Dominion Retail, which has an option to provide service to those customers during the term of the program, subject to a number of conditions, the most important being that Dominion cannot begin providing service unless the “offer” will save customers money compared to default service, and the term of the offer is at least a year.  Provided the conditions are met, Dominion has the immediate ability to enroll customers and begin providing energy to those customers.  Such programs can eliminate the lag time that can sometimes occur between the time wholesale prices become favorable and the time needed to market an offer and sign up customers.  That process can sometimes take considerable time, enough time that the market may move again, making the offer uneconomic.  Such programs are but one way to get more customers into competitive arrangements that will save them money over the long term.

Another voluntary consumer program, the popular “Voluntary Enrollment Program” (“VEP”) was adopted by Dayton Power and Light Company in Ohio, with the approval of the PUC and the Office of Consumer Counsel, to give consumers a fuller opportunity to obtain savings in the market place.  Dominion Retail urges the Commission to examine this program as well.  These types of programs encourage customers to enter the competitive market now in order to secure long-term stable pricing.  In short, customers do have the present ability to mitigate future default service price increases, if they know their options and can act now.
5.
Review of Issues Concerning Low-Income Assistance Programs

It should be clear to most observers that low-income customers bear a huge economic burden with regard to rising utility prices because those rising prices disproportionately erode low-income customers’ purchasing power and most low-income customers have little or no ability to alter their consumption in response to rising prices.  Nonetheless, Dominion Retail believes that certain measures could help to offset this serious problem, including requiring the utilities to purchase the receivables of marketers for whom they are providing consolidated billing services.  With the purchase of receivable programs, alternative suppliers would be more willing to serve customers across the entire economic strata, including low-income customers and those with payment difficulties, since the supplier would be assured of receiving payment.
Purchase of supplier receivables serves the worthy social purpose of allowing a broader group of consumers to participate in retail electric choice programs that could provide opportunities to save money on utility bills.  Dominion Retail does not believe that the costs of implementing such programs would be significant, but believes that the benefits can be.  
Along with implementing purchase of receivables programs, Dominion Retail also suggests that the Commission consider the elimination of minimum stay requirements, particularly for residential customers.  Such requirements diminish the ability of customers to participate in competitive markets, and to date, there has been no evidence in those territories without minimum stays of residential and small commercial customers engaging in gaming. Recall that it was the threat of such gaming that was used to justify these types of restrictions in the first place.  Dominion Retail believes that removal of such restrictions will aid such customers in obtaining the benefits of the competitive market in the face of rising prices.  
6.
Review Interplay With the Wholesale Energy Markets

The Commission’s Investigation Order acknowledges that the retail markets are inextricably linked to wholesale energy markets and the fact that the prices established in auctions and RFPs are at the mercy of prevailing wholesale prices at the time competitive solicitations are made.  In order to mitigate the effect of wholesale market increases and volatility, Dominion Retail believes the Commission should consider policies that will increase the likelihood of lower electricity prices by encouraging more transmission projects in Pennsylvania.  Such projects will allow for the freer movement of electricity into and around the Commonwealth so that the consumers are not captive to high priced generation in certain pockets.  To that end, the Commission should consider engaging in consumer education regarding the ultimate economic benefits of increasing transmission capacity in the Commonwealth.  

Finally, Dominion Retail reiterates that for retail prices to properly reflect the movement of the wholesale markets, customers must be provided with accurate price signals.  To that end, utility POLR default service terms should never exceed one year and should properly be translated into comparable retail prices on either a monthly or seasonal price variation basis.

Conclusion

Dominion Retail wishes to thank the Commission for this opportunity to provide input and looks forward to addressing any questions that the Commission may have at the June 22, 2006 en banc hearing.
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Dated:  June 15, 2006
� The “capped rate” was the total generation rate that included both commodity and stranded cost recovery.  This over-all rate may not be lower than wholesale rates in call cases.


� The first step in any such program is to install real-time metering equipment so that customers can have the information necessary to adjust consumption, and the utility has the information needed to verify such compliance.  Most residential customers do not have real-time or hourly metering.  
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