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UGI Utilities, Inc. – Electric Division (“UGI”) appreciates this opportunity to submit comments in response to the above-captioned Investigation Order. 


UGI is a certificated electric distribution company (“EDC”) providing electric distribution service to approximately 62,000 customers in portions of two counties in northeastern Pennsylvania, and owns no electric generation facilities. UGI exited out from under the statutory generation rate cap specified in 66 Pa.C.S. §2804(4)(ii) in 2002, and has subsequently procured power in the wholesale market at prevailing market prices to meet its default service obligations. UGI has also been afforded the opportunity to recover associated costs through Commission-approved default service tariff rates. Thus, UGI default service customers already pay default service rates that reflect current wholesale market prices.
DEFAULT SERVICE REGULATIONS


While UGI believes that some might argue that the early adoption of default service regulations is an appropriate policy response, UGI does not believe that the adoption of such regulations has any obvious connection to this issue. The filing of a default service plan pursuant to default service regulations will not influence wholesale prices. Moreover, the Commission’s proposed default service regulations, as currently drafted, appropriately allow EDCs to propose a variety of approaches towards meeting their default service obligations, and the details of how a default service procurement process will work will not be defined by the regulations, and will instead be determined in individual default service filings made pursuant to the regulations. Given the evolving nature of the wholesale market, and the benefits that might be obtained from observing developments in other jurisdictions, UGI believe that it would be wise to defer the effective date of any default service regulations, and the filing of plans pursuant to such regulations, until a date closer to the date when the statutory rate caps applicable to most customers in Pennsylvania will expire.
EDUCATION

Under current federal regulatory policies the wholesale price of electricity is largely determined by market forces and the costs of inputs, such as fuel, whose prices are also determined in wholesale markets.  Through frequent communications over the years, and through their experience with other energy commodities, UGI believes that its customers are aware that the costs of default electric generation service, and the costs of electric generation service offered by third party suppliers, are determined by market forces.

To the extent that the Commission is considering special education programs tied to the future expiration of rate caps that will involve media advertising or special customer communications, UGI believes that a cost recovery mechanism should be established and that the costs of such programs should be recovered from the customers of the affected EDCs, and not from unaffected EDCs or their customers. UGI also believes that the Commission should give consideration to lower cost ways of communicating information concerning wholesale market conditions, such as the posting of information on the Commission’s website.
LOW-INCOME ASSISTANCE PROGRAMS


The Commission should give careful thought as too whether an expansion of low-income assistance programs is an appropriate response to wholesale market price changes. Such programs have a cost that ultimately must be placed on all customers, including low-income customers that pay their bills on time. The level of funding for such programs, in UGI’s opinion, is a question that is best addressed independently of specific changes in wholesale prices.

To the extent the Commission considers an expansion of the Low Income Usage Reduction Program (“LIURP”) to be a possible response, UGI would urge the Commission to review the data that has been collected over recent years concerning the cost-effectiveness of LIURP. Such a review may indicate that expansions in funding may be better directed towards other low-income assistance programs.
REDUCTIONS IN PEAK DEMAND


Since the wholesale price of electric power is largely determined by the balance between supply and demand, reductions in demand could influence wholesale costs. The Commission should be aware, however, that PJM already has demand response mechanisms in place that are working effectively, and which are primarily utilized by larger consumers of electric power. It is still unclear, however, whether there is sufficient price elasticity in demand among small residential and commercial customers to make time of use rates a cost effective means of influencing demand levels, particularly considering the substantial infrastructure costs that would be entailed.







Very truly yours,








Mark C. Morrow








Counsel for UGI Utilities, Inc. – 
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