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I.  INTRODUCTION


At its May 19, 2006 Public Meeting, the Pennsylvania Public Utility Commission (“PUC” or the “Commission”) unanimously adopted a Motion by Commissioner Fitzpatrick to hold an en banc hearing on June 22, 2006 to discuss policies and actions that might help to mitigate potential electricity price increases when long-term Provider of Last Resort (“POLR”) price caps expire.  On May 24, 2006, the Commission entered an Order at the above docket consistent with Commissioner Fitzpatrick’s motion.  


Pursuant to the Commission’s Order, PPL Electric Utilities Corporation (“PPL Electric” or the “Company”) filed written comments on June 15, 2006.  At the en banc hearing held on June 22, 2006, Douglas A. Krall, Manager of Regulatory Strategy for PPL Electric, presented testimony on behalf of the Company.  PPL Electric hereby files its reply comments consistent with the Commission’s Order.


The Company will not attempt, through these reply comments, to respond to all of the comments of the other parties in this proceeding.  Rather, PPL Electric will limit its reply comments to the following three issues:

· The proper statutory focus for establishing POLR rates;

· The implications of multi-year contracts for POLR supplies; and

· The “early phase-in” option for addressing POLR rate increase.

Each of these issues is discussed below.

II.  COMMENTS
A.
Competition Should Not Be the Sole Focus in Establishing


Provider of Last Resort Service Rates






At the en banc hearing, Vice Chairman Cawley expressed the view that the legislative intent of the Electricity Generation Customer Choice and Competition Act (“Customer Choice Act” or the “Act”) is to develop a competitive market (Tr. 11, 104).  Commissioner Fitzpatrick expressed the same view regarding legislative intent, referring to his statement at the Commission’s Public Meeting of June 22, 2006, regarding the Petition of UGI Utilities, Inc. – Electric Division to implement 2007-2009 default service rates (Tr. 43-45).  In his statement in the UGI case, Commissioner Fitzpatrick indicated, among other things, that guaranteed price stability and similar concepts are not mentioned in the Customer Choice Act, but that competition, customer choice and markets are.


While PPL Electric agrees that customer choice and competition with respect to the generation of electricity are important purposes of the Customer Choice Act, PPL Electric respectfully disagrees that implementation of the Act’s POLR provisions should be based solely upon competitive concerns.  There is more to the Act than just forcing competition to develop, regardless of the cost to customers.  


For example, Item 6 of the Act’s Declaration of Policy, 66 Pa. C.S. § 2802(6), states that:  “The cost of electricity is an important factor in decisions made by businesses concerning locating, expanding and retaining facilities in this Commonwealth.”  As this statement demonstrates, the Legislature considered job retention and expansion to be important purposes of the Act, and the Commission’s efforts to implement the POLR provisions in the Act should also advance this purpose.


Similarly, Item 9 of the Customer Choice Act’s Declaration of Policy, states:  “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.”  (66 Pa. C.S. § 2802(9); emphasis added).  In interpreting the POLR’s duty to provide service to customers that do not receive service from an electric generation supplier, the Commission has the responsibility to approve POLR energy acquisition strategies that further this goal of reasonably priced electric service.


Furthermore, PPL Electric notes that the Customer Choice Act is part of the Public Utility Code.  As such, the Commission should interpret the provisions of the Customer Choice Act consistent with the entire Public Utility Code.  Thus, in establishing POLR rates, the Commission has the responsibility to consider more than simply competition.  It must also ensure that the POLR rates are “just and reasonable,” as required under Section 1301 of the Public Utility Code.


As demonstrated above, the intent of the Customer Choice Act is not limited solely to developing competition.  With that point in mind, the question to be considered by the Commission is the degree of flexibility given to the PUC under the Act to define the POLR’s responsibility to “acquire electric energy at prevailing market prices.”  As the Commission is aware, the Legislature did not provide a definition for the term “prevailing market prices” in the Customer Choice Act, and left it to the Commission to provide a definition consistent with the statute, ultimately through the adoption of regulations (66 Pa. C.S. § 2807(2)).


For reasons explained above, PPL Electric concurs with the positions of the Office of Consumer Advocate and the Office of Small Business Advocate (Tr. 16, 45-47) that the Act does not limit the Commission to adopting an interpretation of the term “prevailing market prices” that demands complete reliance on short term or spot market prices.  The use of the plural term “prices” recognizes that, on any day in the market, there are numerous products available for the purchase of energy.  These products can include spot, short term and long term energy contracts, with delivery dates ranging from a few days or weeks to several years following the execution of the contract.  A reasonable price for POLR service should allow for the use of a portfolio of contracts, with varying terms and/or delivery dates.


PPL Electric believes that if generation supply for POLR default service is procured through a competitive process, then that supply will be acquired at “prevailing market prices.”  PPL Electric agrees with various parties who testified at the en banc hearing that terms of supply longer than one year will attract the needed capital investment to ensure reliable generation supplies are developed (See, e.g., Tr. 16, Tr. 182-83) and can be an important component in retaining industrial customers (See, e.g., Tr. 23).  


PPL does not agree that longer terms may lead to a divergence from the “prevailing market prices” 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.  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.  The Legislature’s expectations, as expressed in the Declaration of Policy, that the Commission would balance competitive energy procurement with other factors such as business needs and availability of electric service on reasonable terms, support a conclusion that the Commission is authorized to approve a portfolio approach to acquiring energy supplies.  Such an approach would allow laddered auctions or requests for proposals, similar to that used in New Jersey, to provide a degree of rate stability while also being responsive to changes in the energy market.

B.
The Implications of Multi-Year Contracts for POLR Supply



At the June 22 en banc hearing, Vice Chairman Cawley asked the parties to look at the comments of the National Energy Marketers Association (“NEM”) which, he said, describes why the New Jersey three-year laddered basic generation service may provide stability but does not do anything for competition.  (Tr. 99‑100)  In its written comments NEM states “…that the three-year duration of the wholesale Basic Generation Service (“BGS”) supply contracts in New Jersey has retarded the development of a competitive retail market in the state.”  (NEM Comments, p. 17)  



PPL Electric believes, consistent with the statutory interpretation discussion above, that this issue must be viewed from a broad perspective.  Both competitive issues and customer rate issues must be considered.



It is not at all evident that the structure of BGS supply contracts in New Jersey has adversely affected competition in that state.  As described by PECO witness Michael Schnitzer (Tr. 116-119), the only period that the New Jersey structure has been in place has been a period of increasing prices.  In the interest of stability, POLR prices in New Jersey will always lag the short-term market.  In a period of rising prices, customers have decided not to replace POLR service with higher cost short-term energy.  Conversely, in periods of falling prices, switching from POLR service to short-term markets should increase.  During a period of relatively stable prices, switching should be driven by customers’ true load shapes and their ability to shift consumption to less costly periods.  PPL Electric believes that a structure such as New Jersey’s can result in a level of shopping that is consistent with the Act, provided that metering and billing infrastructure exists to permit suppliers to serve and settle the customer’s true hourly usage.



Furthermore, the three-year laddered approach used in New Jersey applies only to smaller customers.  Larger commercial and industrial customers are on hourly service, and this has produced robust shopping.  March 2006 shopping statistics reported by the New Jersey Board of Public Utilities show that, by number of accounts, 65% of Commercial and Industrial Energy Pricing (CIEP) customers are shopping, with over 87% of the CIEP customers in the Atlantic City Electric (“ACE”) territory choosing an alternative supplier.  Similarly, by load, the statewide shopping average for CIEP customers is 85%, with over 92% of the load in the ACE territory switching to an alternative supplier.



PPL Electric is not opposed to developing real time pricing options for its customers, particularly larger customers.  PPL Electric has made a very substantial investment in an AMR system which can provide real time pricing information to customers and suppliers.  Such systems are not currently available in New Jersey.  These systems allow the use of real time pricing, both as an option for customers and as a means for suppliers to create various products to compete with a fixed price POLR service.  With this information, there is no reason why retail competition cannot develop under a laddered approach to procurement.



However, from a customer rate perspective, it is clear that short-term POLR supply contracts can lead to very volatile POLR rates.  Pike County Light & Power Company is an obvious example where a single procurement of POLR supply resulted in a rate increase of over 70%.  A three-year laddered procurement could address this problem if the wholesale market prices changed during the three-year procurement process.



PPL Electric believes that a three-year laddered POLR procurement approach strikes an appropriate balance between competitive issues and customer rate concerns.  As the Company indicated in its initial comments in this proceeding, it will file with the Commission by July 31, 2006, a proposed three-year procurement process to obtain supply to meet its 2010 POLR obligations.  (PPL Electric Comments, p. 4)  Although beyond the scope of these reply comments and its July 31 filing, PPL Electric notes that longer term contracts for POLR supply may be required to support construction of new generating facilities in the future.

C.
The “Early Phase-in” Option for


Addressing POLR Rate Increases


In its May 24, 2006 Order scheduling the en banc hearing, the Commission asked parties to respond to an “early phase-in” approach to moderating increases in POLR rates.  Policies to Mitigate Potential Electricity Price Increases, Docket No. M-00061957, Order entered May 24, 2006, pp. 6-7.  Under an “early phase-in” plan, a utility would begin to gradually move its retail rates toward market price levels prior to the expiration of its POLR rate caps.  Consider, for example, a 30% increase is expected in the year that POLR rate caps will expire.  The EDC could collect 1/3 of the increase in the year prior to expiration of the POLR rate caps, and refund that amount to customers in the year the POLR rate caps expire.  This would allow for approximately 10% annual rate increases over a three year period because the dollars collected in the last year of the rate cap would be applied to POLR costs in the year the POLR rate caps expire.  



In its initial comments, PPL Electric noted several potential concerns with this option.  Specifically, a phase-in calculated on a price forecast may be in error, and depending on actual prices, may fail to avoid a significant increase or result in the need for refunds.  Either of these circumstances raises generational issues that ratemaking generally seeks to avoid.  Many other parties submitted comments on this issue, including the Office of Consumer Advocate (pp. 19-22), the Office of Small Business Advocate (pp. 3-5) and Industrial Energy Consumers of Pennsylvania (pp. 21‑24).



Based on its review of comments submitted by other parties and further evaluation of the “early phase-in” option, PPL Electric recommends that the Commission undertake additional study and consideration of such an approach.  The Commission, Pennsylvania Electric Distribution Companies and other stakeholders cannot wait until POLR rate caps expire to address potentially significant POLR rate increases.  PPL Electric believes that the POLR procurement plan it will submit on July 31 can help to moderate POLR rate increases that its customers will begin to experience on January 1, 2010.  But the rate increase still could be significant, particularly if market prices for capacity and energy continue to increase over the proposed three-year procurement period (2007-2009).  



PPL Electric recommends that the Commission continue to closely monitor the POLR rate issue.  If it appears that an EDC will not experience a significant rate increase when its POLR rate caps end, then no Commission action would be required.  However, if information available to the Commission indicates that an EDC may experience a significant rate increase when its POLR rate caps end, then the Commission should consider various approaches for moderating that increase.  An “early phase-in” could be one of those initiatives.  It would not be required for every EDC in the Commonwealth and would vary from EDC-to-EDC, but such an approach could moderate what otherwise would be perceived as “rate shock” at the end of the POLR rate caps.
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