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Reply Comments of Citizen Power

Citizen Power Inc. is pleased to offer these Reply Comments in the above proceeding.  Recent events in the Mid-Atlantic states and in Washington D.C. underscore the fact that this proceeding is both timely and well focused.  The Commission is to be congratulated for creating a venue where issues of extreme urgency can be addressed, and for eliciting a broad range of views on those issues.

Citizen Power suggests that the fundamental problem the Commission and Pennsylvania electricity consumers face is the failure of electricity deregulation. It is folly to continue along this path, because the longer this scheme is in place, the more difficult it will be to mitigate the problem in an orderly and timely way.  During the June 22 en banc hearing, some Commissioners made the point that the Electric Generation and Customer Choice Act “is the law and it is the Commission’s job to implement it,” implying that the Commission cannot investigate or reach a judgment about the success or failure of deregulation and make that finding known to the proper authorities.  The General Assembly defers to the PUC on these matters.  While the Commission cannot implement rules in violation of law, it can certainly advise the Legislature when a serious problem exists and suggest solutions. We believe the time is now for the Commission to do just that with regard to electricity deregulation.  

Citizen Power urges the Commission to formulate concrete plans for addressing the retail Energy Crisis facing Pennsylvanians and our economy.  As argued in the Testimony of former California PUC Commissioner Carl Wood filed on behalf of Citizen Power, experiences in other states with similar crises can be very instructive in formulating those plans.  Pennsylvania does not need California’s brick wall to fall on it before taking action to protect its residents and businesses from dysfunction and market power abuse in wholesale energy markets.  If those plans require action by other entities, including the FERC and the state Legislature, Citizen Power urges the Commission to be proactive in seeking changes to federal policy and state statute.

Citizen Power recommends that the Commission’s actions in this docket should at a minimum include the following elements:

· Reduce rate volatility and mitigate threatened rate spikes by developing supply portfolios for all load-serving entities that provide a diverse set of supply and demand-side resources, with retail rates reflecting the actual cost of the supply.

· Provide for direct investment in supply by load serving entities, with appropriate long-term capital recovery.

· Establish a planning process that guides both portfolio construction and investment strategies for load serving entities, with robust public participation and transparency.

· As prices escalate and the crisis deepens, take active measures to protect the most vulnerable low-income residents from interruption and loss of their critical energy services.

The enumeration of these elements reflects the view that the entities for whom the Commission has oversight and regulatory responsibility have an obligation to serve the residents and businesses of Pennsylvania, and that it is the responsibility of the Commission to assure that load serving entities meet their obligations.  Re-affirmation of the obligation to serve is a critical component of restoring public confidence in the ability of state government to provide electric services.  As the California experience demonstrates, disruption in the provision of this essential service has the potential to overwhelm public officials and create political instability far beyond the specifics of utility regulation.

In the federal scheme of electricity regulation, state government is responsible for retail service and represents the “buy” side of wholesale arrangements.  State government’s reaffirmation of the obligation to serve includes active supervision of and support for wholesale relationships that are stable, and that reflect just and reasonable rates.  This might include:

· Encouraging wholesale contracts of longer duration, as suggested by several oad-serving entities ;

· Reviewing bidding practices and auction structures in which load serving entities participate;

· Prophylactic re-evaluations of holding company structures, merger and acquisition approvals and asset sales to prevent self-dealing and unjust enrichment at public expense.

Direct investment by load serving entities with appropriate regulated capital recovery provides a benchmark for evaluating their performance.

In the short-run Pennsylvanians are exposed to, and dependent on, a wholesale electricity market that shows significant signs of dysfunction and abuse – high and rising prices accompanied by threatened shortages of capacity and energy, justifying further price escalation.  This is a death spiral that Pennsylvania does not want to enter upon.  Concurrent with reaffirming the obligation to serve and embarking on long-range planning and investment initiatives, the Commission needs to actively intervene in proceedings at the FERC to achieve greater transparency and fairness.  This might entail partnering with neighboring states who are already embarking on these types of initiatives – Maryland, Virginia, New Jersey, Kentucky are all engaged in some way in a critique of PJM and of FERC’s handling of capacity markets and auctions.

Conclusion

Pennsylvania, like the rest of the country, is facing the consequences of a massive ill-fated deregulation experiment.  The Commission should formulate concrete plans to protect our residents and businesses, seeking legal authority from the Legislature where necessary and partnering with our neighbors to take effective action at the federal level.  The Commission’s plans should focus on re-invigorating the obligation of the utilities to serve the customers at reasonable, cost-based rates, while limiting exposure to dysfunctional wholesale markets through direct investment in needed infrastructure and supply. 
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