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STATEMENT OF CHAIRMAN WENDELL F. HOLLAND

In this facet of Pennsylvania Power Company’s Default Service Supply proceeding, we must approve a methodology for Penn Power’s acquisition of supply for those residential customers who choose not shop for their own generation or are unable to find sellers in the market for generation.  Our decision in this matter comes at a time of great uncertainty in the wholesale generation markets which directly impact Pennsylvania’s retail electric market.  In addition, rate caps are about to come off across the Commonwealth.  Also, cost inputs for generation continue to go up with no indication that downward price pressures will come into play in the near future.  


Against this volatile backdrop, we must choose between several competing methods for Penn Power’s residential Default Service Program’s power acquisition.  In my view, the two most valid suggestions which are presented include what I will call the full requirements, load following staggered contract approach and the portfolio approach.  Each of these methods has much to commend it.  


The portfolio approach is a market-based endeavor through which Penn Power, with contractor assistance, will make purchase decisions among various energy products in an effort to obtain the most reasonably priced power for its residential customers.  A substantial portion of this portfolio approach includes spot market supply which can be used to balance loss of or addition to load and hedge other products.  I note that Penn Power will require the assistance of a contractor to make these various product purchases and analyze market conditions.   The portfolio approach will also require that rates be periodically adjusted to reflect both the management expense of portfolio oversight and market volatility.  In a real sense, the residential ratepayers will bear price risk in this method.


The full requirements, load following staggered contract method provides a more traditional approach and is consistent with the Commission’s Policy Statement at M‑00072009, Default Service and Retail Market, entered on May 10, 2007.  This method provides for more stable rates to residential customers.  In addition, this method places most of the price risk on suppliers rather than ratepayers, although I acknowledge the some price risk will be put in the suppliers’ bids.


At this point in time, it is simply impossible to determine with any certainty which of these methods will provide the most reasonable price over time.  There is the possibility that one will do as well as the other.  Given the volatility of the wholesale markets and the uncertainty engendered by the elimination of Pennsylvania’s rate caps, I believe the most prudent course is to adopt the more conservative approach.  The full requirements, load following staggered contract method will provide ongoing certainty to ratepayers during this uncertain time.  In addition, it is expected that the administrative expense of this program will be less than the expense of the portfolio approach.  Any comparison must recognize that the portfolio management expense will be a rate adder for residential customers. Under these circumstances, the conservative staggered contract approach appears to be the more prudent course.


While Penn Power’s Default Service Program is operating, all parties can continue to monitor the markets and gather data to determine whether a portfolio approach with a substantial spot market position would operate as well as the more conservative approach.  I fully expect that such data will be presented in the next Penn Power Default Service proceeding so that an adequate evidentiary comparison can be made.  However, on this record, I believe that the more conservative approach is the prudent approach.  Accordingly, I will vote to adopt the staff recommendation.
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