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STATEMENT OF VICE CHAIRMAN CAWLEY
Before the Commission is the Petition of Pennsylvania Electric Company for approval of its Interim Default Service Supply Plan for procurement of supply for its residential customers.  
First, my thanks to all the parties for their additional testimony in this case.  The testimony and briefs helped immensely in shedding light on very important issues in these default service proceedings, especially how the Commission can best serve residential customers as we transition to more competitive energy markets.   The parties have been especially helpful in shedding light on how we balance the sometimes conflicting goals of ensuring reasonable default service rates for consumers, while removing barriers to further development of true competition among energy providers.
All things considered, I support the original settlement default service construct.  Both OCA’s block and spot portfolio approach and the full-requirements portfolio approach have considerable merit.  Both avoid purchasing all required energy at one time, and both provide for a variety of contract lengths, thus meeting our requirements for initial default service filings for residential customers.  
The approaches differ regarding who manages market price risk.  The full-requirements approach uses the more sophisticated wholesale market participants to manage risk, including, but not limited to, volumetric risk associated with customer migration, the weather, and the economy, as well as market price risk for any unhedged energy, congestion, and ancillary requirements.  To date, such wholesale market participants have delivered on their commitments (and we fully expect them to continue to do so).  
On the other hand, the block and spot portfolio approach relies on a less experienced and newly created team to package these portfolio elements, and the incremental costs for this administrative function must be recovered.  Default service customers would be asked to bear these somewhat more volatile prices, while the Company would pass on the costs, itself bearing very little risk in the process.  

It is this lack of accountability that concerns me.   At least in a full- requirements portfolio approach there should be fewer surprises – consumers will get the prices that were bid and won, and wholesale suppliers will bear the cost of any failures on their part to manage their portfolio of supplies.  This accountability can be lost with a simple pass through of costs, unless a more clear case can be made that risks have been sufficiently managed or current and viable competitive supply alternatives exist.  
I am also concerned about the lateness of the proposal to socialize certain default service costs:  capacity, AEPS, and incremental administrative costs.  The proposal to charge shopping customers for incremental default service costs is a clear violation of our default service regulations and policy statement.  Whether or not such costs are fixed is irrelevant.  If such utility default service costs are not recoverable because of the perceived risk of significant customer migration to competitive suppliers, it is probably time to consider alternative default service providers who do have the economies of scale and financial capability to assume this responsibility.  
I am also concerned about the proposal to have the utility be the sole provider of capacity and AEPS requirements.  This shrinks the number of buyers in the market for renewable attributes and energy.  It could have the unintended consequence of reducing the number of market offers for renewable products.  
While I side today with the settlement proposal, I am still open to alternative portfolio approaches that more clearly establish a lower cost value proposition, and that also clearly establish how all (or which) risks will be managed, and which won’t.  Such proposals should also encourage many buyers and sellers to enter the wholesale and retail markets to further develop our competitive energy market in Pennsylvania.
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