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STATEMENT OF COMMISSIONER TYRONE J. CHRISTY


Before the Commission are the petitions of Citizens’ Electric Company of Lewisburg, PA (Citizens) and Wellsboro Electric Company (Wellsboro) for approval of a proposed Joint Default Service Plan (DSP).  The DSP proposed in the Companies’ petitions, which has been labeled the “Scheduled Procurement Plan,” was amended during the course of the proceeding after consultation with the Office of Consumer Advocate (OCA).  The amended plan has been labeled the “Stratified Procurement Plan.” The polling of the contested issues today revolves around the selection of one of these two DSPs and various related issues.

For the reasons explained more fully below, I do not believe that the Commission should endorse either of the two DSPs in the absence of the Companies first testing the market for long-term full requirements contracts through the issuance of an RFP.  Accordingly, I will not be participating in the polling of the issues, with the exception of issue II.A., “Performance Benchmarks.”

The Companies’ proposed and amended DSPs were driven by this Commission’s recently finalized Regulations and Policy Statement governing the provision of default service.
  As the Companies frankly state, the Commission’s Regulations and Policy Statement that essentially prohibit multi-year full requirements contracts for default service procurement led the Companies to abandon their plans to obtain full requirements contracts to replace the current ones that are expiring at the end of this year.

Prior to and after the enactment of the Competition Act, Citizens and Wellsboro obtained power for their customers through fixed-price, multiple-year wholesale full requirements contracts.  Citizens’ currently has a full requirements contract with Reliant Energy Services (Reliant), and Wellsboro has a full requirements contract with Dominion Energy Marketing, Inc. (Dominion).
  In anticipation of these contracts expiring at the end of this year, in late 2006 the Companies undertook the process of replacing these contracts through the issuance of an RFP, similar to the RFPs that were issued to obtain the current contracts with Reliant and Dominion.  The steps taken included the issuance of an RFP to multiple suppliers, the review of prequalification documents and the negotiation of contracts (without pricing).  However, the Companies never declared a bid date, and the process was abandoned by the Companies in response to the Commission’s Regulations and Policy Statement.  (Companies MB at 6-7).

The abandonment by the Companies’ of their plans to continue their long-standing practice of obtaining power for their customers through multiple-year full requirements contracts was prompted primarily by this Commission’s pronouncements on the preferred methods of power procurement.
  In other words, the decision to abandon long-term power supply contracts was not driven primarily by the market, but by a government agency’s pronouncements.  I find this to be disturbing.

Absent from the record in this proceeding is any comparison of the estimated prices that the Companies would have been able to obtain through an RFP for long-term, full requirements power supply contracts to the estimated prices that will be obtained through the DSPs.
  It very well may be that the Commission’s Regulations and Policy Statement drove the Companies to abandon the approach that would have resulted in the lowest-cost source of power for their customers.  We may never know with any degree of certainty what the results of the Companies’ RFP would have been.  However, I believe that there should have been some effort by the Companies and the Parties to investigate the probable costs to customers of power obtained under long-term full requirements contracts with the costs to customers of power obtained under the Scheduled and/or Stratified Procurement Plans.  I am afraid that failure to explore the traditional long-term contract approach may prove to be a disservice to the Companies’ customers.  In my opinion, costs to customers should drive the procurement decisions of DSPs, as opposed to allegiance to market models.  Unfortunately, the Commission’s Regulations essentially have eliminated long-term contracts as a supply option in Pennsylvania, absent a petition by an EDC for waiver of the Regulations.
That brings me to the one issue on which I would like to poll today – II.A., “Performance Benchmarks.”  The Companies propose an after-the-fact review comparing the power prices obtained from the DSP to the prices that could have been obtained in the spot market.  I would expand this process to include the estimated prices that could have been obtained through an RFP for long-term, full requirements contracts.
  In addition to the costs for power itself, transaction and administrative costs should be factored into the analysis.
  A comparative cost analysis could serve as a useful guide for future procurement decisions by EDCs and this Commission.
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� Rulemaking re Electric Distribution Companies’ Obligation to Serve Retail Customers at the Conclusion of the Transition Period Pursuant to 66 Pa. C.S. § 2807(e), Docket No. L-00040169 (May 10, 2007) (Regulations), and Default Service and Retail Electric Markets, Docket No. M-00072009 (May 10, 2007) (Policy Statement).





� Citizens issued an RFP in 2001 and obtained a multiple-year full requirements contract with Reliant at a fixed price of 3.928 cents per kwh, which included energy, capacity, ancillary services and PJM transmission charges.  In 2003, Citizens conducted another RFP, which resulted in an extension of the contract with Reliant through December 31, 2007, at a fixed price of 4.7 cents per kwh.  Citizens’ current GSSR rate of 5.2638 cents per kwh reflects this contract.  Wellsboro’s GSSR rate is similar.





� The Companies never declared a bid date for a number of reasons, including the steady increase to forward market prices; PJM’s modifications to the capacity market known as the Reliability Pricing Model (RPM), which exerted upward pressure on the capacity market; and concerns expressed by bidders about potential risks, such as whether the Commission would allow full rate recovery.  But the most important factor was the issuance of the Commission’s Regulations and Policy Statement on May 10, 2007, and the lack of assurance that the Commission would grandfather a contract obtained through the RFP process.  (Companies’ St. No. 1 at 6-7).





� The Companies sponsored testimony that the annual average LMP has almost doubled since 2001, and that future prices inevitably will be higher regardless of whether the Companies use a portfolio or maintain their prior approach of procuring supply under a full requirements contract.  (Companies’ St. No. 1 at 11).





� I agree with the Companies’ assertion that the price of power obtained under a long-term full requirements contract likely would have increased substantially compared to the current contracts that expire at the end of this year.  In my opinion, the short-term market, which is established by PJM’s single market clearing price and the RPM capacity market, is flawed.  The single market clearing price, which is driven by the costs of natural gas, is paid to all generators regardless of their fuel source.  This short-term market unfortunately influences the long-term market as well.  Absent the daunting task of convincing PJM to change its pricing model, I believe that the bi-lateral contract market offers the best means to dilute the influence of PJM’s pricing model.


  


� The DSP adopted today requires a Program Administrator and associated costs.  The number of transactions is expanding exponentially compared to the one transaction that would be required to obtain a long-term full requirements contract.  As the number of transactions increase, so does the transaction costs that must be paid by customers.  These costs largely could have been avoided with an RFP for a long-term contract.  In addition, there are other costs that should be included in the analysis that would not have been incurred if the full-requirements contract approach had been continued.  These may include, to varying degrees, “supply management costs” (bidding, contracting, hedging, risk management, and scheduling and forecasting services), “administrative costs” (education, regulatory, litigation, tariff filing and working capital), legal and consulting costs, and Wellsboro’s costs of PJM membership.  (Companies’ MB at 41-42).





