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UGI Utilities, Inc. – Electric Division


         Docket No. P-2010-2184286
Petition for Expedited Interim Approval of Modifications
to Default Service Security Requirements and Waiver of
Wholesale Supplier Bid Limitation
ORDER
BY THE COMMISSION:

On June 25, 2010, UGI Utilities, Inc. – Electric Division (UGI) filed a petition requesting three modifications with respect to future default service request-for-proposals (“RFPs”) conducted pursuant to the default service plans approved by the Commission at Petition of UGI Utilities, Inc. – Electric Division, Docket No. P-2008-2022931 (Order entered July 17, 2008) (“2008 Default Service Order”) and Petition of UGI Utilities, Inc. – Electric Division, Docket No. P-2009-2135496 (Order entered May 11, 2010) (“2010 Default Service Order”).  UGI served a copy of this petition on all parties to its default service proceedings at Docket Nos. P-2008-2022931 and P-2009-2135496.  UGI requested expedited consideration of this Petition on or before July 15, 2010.  No Answers were filed in response to this petition.

BACKGROUND


At the Public Meeting on July 17, 2008, the Commission issued an order approving a UGI default service plan for the period covering January 1, 2010 through May 31, 2014.  2008 Default Service Order.  The plan included a schedule of procurements to obtain default service supply for its customers.
Consistent with the terms of the 2008 Default Service Order, on October 1, 2009, UGI filed a default service plan for its C&I Group Customers (non-residential customers with peak loads in excess of 500 kV) for the period of June 1, 2010 through May 31, 2014.  This plan was subsequently approved by the Commission at its Public Meeting on May 6, 2010.  2010 Default Service Order.  These default service plans approved the conduct of UGI’s periodic RFPs, and the use of a standard pro forma Edison Electric Institute agreement (“EEI agreement”) in such RFPs conducted after January 1, 2010 (UGI was permitted to use existing EEI agreements with counterparties for RFPs conducted before 2010).
DISCUSSION

A. Standard of Review

Electric distribution companies are required to obtain a prudent mix of supply contracts in order to ensure that default service is adequate, reliable, and results in the least cost to customers over time.  66 Pa.C.S. § 2807(e)(3.4).  A default service provider may propose amendments to its approved plan that satisfy these requirements, and the Commission is to render a decision on proposed amendments within nine months.  66 Pa.C.S. § 2807(e)(6).
B. UGI’s Request for Relief

1. Proposed Modifications

UGI indicates in its petition that three of the plans’ rules may serve to limit the number of participating energy suppliers in the RFP.  UGI is concerned that this may result in less competitive bids and correspondingly higher default service rates.  UGI, therefore, requests that we approve three modifications to its procurement plans.

The first modification involves the collateral threshold requirement, which is a provision of the standardized EEI agreement approved by the Commission for use by UGI in these procurements.  A supplier’s execution of an EEI agreement is a necessary precondition of participation in the RFP.  The current collateral threshold for counterparties to any power purchase agreement with UGI is $1.5 million.  This provision allows UGI to demand collateral or other performance assurance if the market price of power to be delivered exceeds $1.5 million for counterparties meeting the minimum credit ratings, and which are not otherwise deemed to be in risk of default.  Petition, ¶ 12.

UGI requests that the Commission approve an increase in the collateral threshold from $1.5 million to $10 million on an interim basis for counterparties meeting the minimum credit rating thresholds.  UGI believes that this increase in the collateral threshold will ensure more robust participation in default service RFPs, while providing reasonable protection to default service customers against the financial risk of a supplier default.  Petition, ¶ 14.

The second modification sought by UGI involves the rounding amount.  Under the EEI agreement, the rounding amount defines the amount of variation between contract and market prices that must occur before performance assurance requirements are triggered.  This rounding amount provides a means of reducing the administrative costs to both UGI and counterparties associated with performance assurance revisions resulting from small changes to market prices.  Petition, ¶ 16.

UGI states that as it has gained experience in administering default service RFPs, it believes that a rounding amount of $100,000, instead of $0, provides an appropriate balance between the costs of administering performance assurance requirements and the protection of default service customers from the costs of a potential supplier default.  Thus, UGI requests that the Commission increase the rounding amount of $0 in the EEI agreement to $100,000 to provide the maximum amount of financial security for default service customers.  Petition, ¶ 17.

The third modification sought by UGI involves the Supplier Diversity Rule.  The 2008 Default Service Order provided that no more than one-third of estimated default supply requirements for a given supply period could be provided by a single supplier.  Petition, ¶ 18.  The purpose of this rule was to minimize the potential financial harm to default service customers that might result in the event of a supplier default.  Petition, ¶ 19.

UGI asserts that the potential harm to default service customers from excluding credit-worthy suppliers from default service RFP participation under the Supplier Diversity Rule is greater than the potential financial security gain of the rule.  UGI only seeks an expedited interim waiver of the rule for RFPs conducted under the 2008 Default Service Order.  UGI requests expedited interim relief because its next default service RFP is scheduled for July 22, 2010, with subsequent default service RFPs scheduled for October 21, 2010, and March 24, 2011.  This interim waiver is requested until final Commission action on the petition for the 2008 and 2010 Default Service Plan Revisions.  Petition, ¶ 8, 20; UGI Utilities, Inc. – Electric Division Petition for Approval of Modifications to Default Service Security Requirements and Waiver of Wholesale Supplier Bid Limitation, Docket No. P-2010-2184287.  

UGI stated in its petition that it notified all of the parties to its default service petition proceedings at Docket Nos. P-2008-2022931 and P-2009-2135496 about this petition, and the certificate of service demonstrates that they were served with a copy.
2. Disposition
The Commission has the discretion to approve the three requested modifications.  The Public Utility Code and its corresponding regulations do not mandate supplier bid caps or specific collateral thresholds or rounding amounts for default service procurements.  These rules vary from default service plan to plan, and reflect each default service provider’s own judgment as to appropriate risk mitigation strategies for its particular service obligation.  Additionally, there does not appear to be a recognized best practice or industry standard for supplier participation caps, collateral thresholds, or rounding amounts.  Bid caps are not an element of some Commission approved default service plans, and the Commission has already approved a waiver of this rule in an earlier UGI RFP.

In considering the merits of the request, we must weigh the risk and associated harm of a less competitive RFP versus the risk and possible consequences of supplier default with the requested modifications.  The Commission’s experience, albeit not of long duration, with default service procurements since electric restructuring is that the risk of supplier default is low.  The Commission knows of one relatively small Pennsylvania supplier default in this period, and in that case the default service providers were able to obtain replacement supply in the PJM Interconnection, LLC (PJM) energy market at reasonable prices.


UGI’s currently effective default service plans include a contingency provision in the event of a supplier default, as required by the Commission’s regulations.  Initially, UGI will procure replacement supply in PJM’s energy market.  UGI would then schedule a competitive solicitation process within a reasonable time to replace the balance supply.


The Commission has experience with default service procurements that reflect adequate, but perhaps not an optimal level of wholesale supplier participation.  The Commission has also reviewed the outcomes of several RFPs, including one for UGI, where there was a single bidder.  The Commission rejected the result of a prior UGI RFP in which there was only one bidder, and this request prompted the previous request for waiver of the bid cap.  The Commission concludes that the public interest would be served by granting UGI’s request for relief.


The risk of a non-competitive procurement in the absence of these modifications is more probable and immediate.  There was a single bidder in a UGI RFP in 2009 that had a bid cap in place.  The waiver of that cap resulted in greater participation in replacement RFP and a Commission approved bid.  As a whole, UGI’s proposals are expected to increase wholesale supplier participation in its RFPs without adversely affecting the reliability of electric supply.  Accordingly, UGI’s request for interim modifications to its default service plans is approved; THEREFORE,

IT IS ORDERED:

The petition of UGI Utilities, Inc. – Electric Division for expedited interim approval of modifications to its default service security requirements and waiver of wholesale supplier bid limitation is approved as described herein.
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BY THE COMMISSION

Rosemary Chiavetta

Secretary

(SEAL)

ORDER ADOPTED:  July 15, 2010
ORDER ENTERED:  July 20, 2010
� See Joint Default Service Plan for Citizens’ Electric Company of Lewisburg, PA and Wellsboro Electric Company for the Period of June 1, 2010 through May 31, 2013, Docket Nos. P-2009-2110798 and P-2009-2110780 (Order entered February 26, 2010).
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