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DECISION

DECISION

I. Introduction 

A. Summary

In this Decision, the Department of Public Utility Control examines areas of inquiry set forth in Section 104 of Public Act 07-242, An Act Concerning Electricity and Energy Efficiency, and concludes that at this time, long-term bilateral contracts may be used to supply standard service power.  The Department concludes that while hedging could be used, this technique should be used for purposes of insurance, rather than speculation.
B. Relevant legislation

Beginning January 1, 2007, each electric distribution company is required to provide, pursuant to §16-244c(c) of the General Statutes of Connecticut (Conn. Gen. Stat.), electric generation services through standard service to any customer who (A) does not arrange for or is not receiving electric generation services from an electric supplier, and (B) does not use demand meters or has a maximum demand of less than five hundred kilowatts (kW).  On June 21, 2006, the Department approved a standard service procurement plan for electric distribution companies which set forth a number of basic criteria and guiding principles to be used when procuring standard service generation.

Section 104 of Public Act 07-242, An Act Concerning Electricity and Energy Efficiency, requires the Department of Public Utility Control (Department), in consultation with the electric distribution companies, to conduct a proceeding to examine the feasibility and potential risks and benefits associated with pursuing different standard service procurement options and further requires that said proceeding include, but not be limited to, an examination of selecting a standard service portfolio manager, which may include the electric distribution companies; procuring individual electric supply components directly from a wholesale electricity supplier or an electric generating facility; creating a nonprofit entity for the purpose of procuring standard service power; and procuring physical and financial hedges to manage prices, including, but not limited to, tolling arrangements and financial transmission rights. The Department shall report any findings and recommendations to the joint standing committee of the General Assembly having cognizance of matters relating to energy on or before February 1, 2008.
C. Conduct of the Proceeding
Though not required for this proceeding, a hearing was held on January 15, 2008.


By Motion dated August 28, 2007 in Docket No. 06‑01‑08PH01 (Motion 22), The Connecticut Light and Power Company (CL&P) requested that the Department amend the procurement plan approved in the June 21, 2006 final Decision in Docket No. 06‑01‑08PH01.  In its motion, CL&P requested that the procurement plan be amended to allow it to supplement its existing portfolio of full requirements contracts with other supply contract options

By Decision dated October 10, 2007, the Department reopened Docket No. 06‑01‑08PH01 to consider CL&P’s motion.  By Notice of Consolidation of Proceedings dated November 23, 2007, and pursuant to Regulations of Connecticut State Agencies Section 16-1-9, the Department consolidated Docket Nos. 06‑01‑08RE01 and Docket No. 07-06-58 because they involve related questions of law or fact.
D. Participants to the Proceeding

The Department has recognized The Connecticut Light and Power Company, 107 Selden Street, Berlin Connecticut, 06037; The United Illuminating Company (UI), 157 Church Street, New Haven, CT 06506; the Office of Consumer Counsel (OCC), Ten Franklin Square, New Britain, Connecticut; Office of the Attorney General (AG), Ten Franklin Square, New Britain, Connecticut; Levco Tech, Inc., P.O. Box 3640, Stamford, CT 06905; Dominion Retail, Inc./Dominion Resources Services, Inc./Millstone Power Station, Rope Ferry Road, Waterford, CT 06385; Constellation Energy Commodities Group, Inc./Constellation NewEnergy, Inc., 111 Market Place, Baltimore, MD 21202; Direct Energy Services, LLC, 236 Huntington Avenue, Boston, MA 02115; PSEG Power, LLC, 80 Park Plaza, Newark, NJ 07102; Pinpoint Power, LLC, 105 Chestnut Street Suite 37, Needham, MA, 02492; Lake Road Generating Company, LP, 56 Alexander Parkway, Dayville, CT 06241; Waterside Power, LLC, 105 Chestnut Street, Needham, MA 02492; EnerNoc, Inc., c/o John Detore, Esquire, Rubin & Rudman, LLP, 50 Rowes Wharf, Boston, MA 02110; Connecticut Resources Recovery Authority, 100 Constitution Plaza, Hartford, CT 06103; Sovereign Energy, LLC, 31 Birch Road, West Hartford, CT 06119; Evergreen Power, LLC, P.O. Box 292, Hicksville, NY 11802; Strategic Energy, LLC, Two Gateway Center, Pittsburgh, PA 15222; Mirant Americas, 9 Freezer Road, Sandwich, MA 02563; Connecticut Industrial Energy Consumers, 540 Broadway, Albany, NY 12201; Community Energy, 201 King of Prussia Road, Radnor, PA 19087; ISO New England, Inc., One Sullivan Road, Holyoke, MA 01040; NRG Energy, Inc., Manresa Island Avenue, South Norwalk, CT 06854; Kleen Energy Systems, LLC, c/o Frederic Lee Klein, Esquire, Pullman and Comley, LLC, 90 State House Square, Hartford, CT 06103; Retail Energy Supply Association, c/o Stephen Humes, Esquire, McCarter & English, LLC, 185 Asylum Street, Hartford, CT 06103; Connecticut Energy Advisory Board; Evergreen Power, LLC, 135 Fulton Street, Lawrence, NY 11550; Suez Energy Resources, 1990 Post Oak Blvd., Houston, TX 77056; Bridgeport Energy, LLC, 10 Atlantic Street, Bridgeport, CT 06604; Northeast Energy Partners, LLC, 9 West Broadway, Boston, MA 02127; New England Power Generators Association, 9 West Broadway, Boston, MA 02127; Turriss Associates, LLC, 2 Meadows Edge, Redding, CT 06896; Sterling Planet, 3295 River Exchange Drive, Norcross, GA 30092; Transcanada Power Marketing, Ltd., 110 Turnpike Road, Suite 203, Westborough, MA 01581; Chamber Energy Coalition, 125 Meadowbrook Road, Longmeadow, MA 01106; Energy East Solutions, Inc., 218 North Lee Street, Alexandria, VA 22314; MDEnergy, 62 Southfield Avenue, Stamford, CT 06902; ABCD Electric, 1070 Park Avenue, Bridgeport, CT 06604; and Online Choice, 600 Grant Street, Pittsburgh, PA 15219, as participants to the proceeding.
II.
Department Analysis

E. Current Standard Service Procurement

Standard service is currently procured pursuant to plans approved by the Department.  With the oversight of a third-party consultant hired by the Department, the OCC and its third-party consultant, the electric distribution companies issue requests for proposals (RFP) for wholesale suppliers to supply full requirements service.  Generally, a wholesale supplier that agrees to supply full requirements service for standard service customers agrees to supply every kilowatt hour of energy required for the electric distribution company’s load over a given time period, as well as all of the required ancillary services.  In soliciting full requirements service, each electric distribution company divides its expected standard service load into smaller portions, or tranches; respondents to the RFP generally submit bids to serve these tranches.  The electric distribution companies, the OCC and the third-party consultants evaluate the bids when received, and decide which bids to accept.
F. Standard Service Portfolio Manager/Creating a Nonprofit Entity

1.
Participants’ Positions


Section 104 of Public Act 07-242 requires the Department to examine whether a standard service should be procured by a portfolio manager, which may include the electric distribution company.  Additionally, Section 104 requires the Department to examine whether a nonprofit entity should be created to perform the procurement function.  The Department analyzes both options together, as they share many aspects.  Both options place procurement in the hands of a third-party,
 and have very similar implications.  In both cases, a third-party would perform most, if not all, of the functions currently performed by the electric distribution company.  This would include conducting solicitations, and potentially, though not necessarily, negotiating contracts that would presumably run between the wholesale suppliers and the electric distribution companies.  The difference between the options is that a portfolio manager would presumably operate with performance incentives or other forms of compensation, while the non-profit entity would not, but would entail the creation, housing and staffing of a new entity.


CL&P states that even if a third-party entity procured power for standard service, CL&P’s continued participation would be vital.  For example, because a supplier to full requirements service must meet a portion of the electric distribution company’s load for a given time period, the supplier must be fully informed prior to bidding regarding the electric distribution company’s load profile.  Additionally, CL&P states that the third-party manager would need to rely heavily on CL&P’s knowledge of the costs and risks of various aspects of New England markets.  Ultimately, CL&P would be a counter-party to the contracts and would need to manage those contracts, including litigating on ratepayers’ behalf.  CL&P states that if, despite its arguments to the contrary, a third-party portfolio manager is used, the electric distribution company should not be required to be a counter-party to the resulting wholesale contracts.  CL&P Written Comments, pp. 5-10.

Levitan & Associates, Inc. (LAI) states that a third-party entity would neither facilitate nor ensure ratepayer benefits.  A significant issue regarding the use of a for-profit third-party entity is that the universe of entities with the required skill set to manage risk in the energy markets includes the entities or affiliates of entities who presently compete to supply wholesale standard service supply.  The protections required to avoid self-dealing, and the transparency required to ensure objectivity would likely make this option an impossibility.  Further, LAI notes that in its oversight of standard service procurements, it has observed that the electric distribution companies have applied their expertise to the benefit of ratepayers by making informed judgments about congestion management cost and risk.  The use of a third-party entity to procure standard service also would be equivalent to purchasing all of standard service supply from one supplier, as opposed to the current arrangement which sets wholesale suppliers in competition with each other for each procurement.  This could result in less diversity and less competition for standard service supply, to the detriment of ratepayers.  Finally, LAI notes that the administrative costs would likely increase in this scenario, as the electric distribution companies would still perform many of the functions required today: providing load data, forecasts, technical information, and ongoing administration of contracts.  With respect to a non-profit entity, LAI states that the State’s bond rating could be impacted if the electric distribution company is no longer the contractual counter-party.  LAI Written Comments, pp. 4-7.

United Illuminating Company (UI) states that a nonprofit entity should not be created for procuring standard service, because electric distribution companies fully understand the power supply needs of standard service, including load data, load shape and migration.  UI does not believe that a for-profit third-party manager should be precluded, as the resources and capabilities of electric distribution companies vary.  UI Written Comments, p. 5.

Retail Energy Supply Assoication (RESA) echoes these comments, stating that a nonprofit entity would incur risks, and that taxpayers might have to capitalize the entity so that it could be a counter-party with wholesale suppliers and the ISO-New England, Inc.  RESA states that a nonprofit entity would lack the profit motive to drive costs as low as possible.  Additionally, RESA argues that to the extent that the Connecticut Municipal Electrical Energy Cooperative (CMEEC) is thought of as model of lower costs that can be achieved by a nonprofit entity, CMEEC is, in RESA’s view, more akin to a large customer than an electric distribution company.  CMEEC purchases for several thousand megawatts of peak load (far less than the electric distribution companies), and is not exposed to migration risks.  RESA Written Comments, pp. 9-13.
2.
Discussion

The record of this docket reflects general agreement that a non-profit portfolio manager should not be used.  Staffing and housing a non-profit entity could increase administrative costs without providing tangible benefits in return.  The Department agrees with the recommendations of participants and does not advocate the use of a non-profit portfolio manager.


Mandatory use of for-profit portfolio managers was disfavored as well.  The Department agrees with the positions advocated by LAI.  The protections required to avoid self-dealing and the transparency required to ensure objectivity render this option difficult at best.
  If each wholesale standard service provider competes with others to manage their respective portfolios, consolidating this function into one provider reduces diversity and decreases the effects of competition.  As with the non-profit portfolio manager option, the Department believes that a for-profit portfolio manager could increase administrative costs without providing tangible benefits in return.  The Department does not advocate mandatory use of for-profit portfolio managers.

G. Procuring Individual Supply Components Directly

1.
Participants’ Positions


The vast majority of comments were directed at the question of whether electric distribution companies should procure individual electric supply components directly from a wholesale electricity supplier or electric generating facility.  The risks and benefits of this approach were explored extensively.


CL&P and UI state that bilateral contracts with wholesale electricity suppliers or electric generating facilities could help smooth fluctuations in energy market prices, and could provide the opportunity to purchase energy, capacity and/or ancillary services at prices that are less than the costs of such products in full requirements service contracts.  Risks, however, include exposure to migration risks if customers leave standard service, and the possibility that customers could be exposed to an uneconomic contract as energy markets and prices change.  UI Written Comments, pp. 5, 6; CL&P Written Comments, pp. 11-13.

The OCC recommends that the electric distribution companies be allowed to enter bilateral contracts with a term of at least five years.  Written Comments, p. 4; Written Exceptions, p. 1-2.


Constellation Energy Commodities Group, Inc. and Constellation NewEnergy, Inc. (collectively, Constellation), and RESA et al, state that the electric distribution companies should not enter into bilateral contracts.  They suggest that smoothing out fluctuations in energy prices is the wrong approach because long term contracts obscure market signals and remove market transparency; instead, customers should be sent accurate and timely price signals through the price of standard service.  RESA and Constellation state that the inclusion of bilateral contracts introduces stranded cost risks for ratepayers which do not exist under the full requirements service regime.  These stranded costs could be incurred if bilateral contracts become uneconomic, and customers leave standard service to competitive supply.  The risk of contracts becoming uneconomic also injects the possibility of prudence reviews, according to Constellation.  In the event that a contract becomes below market over time, both RESA and Constellation state ratepayers are exposed to the possibility of rate shock at the contract’s expiration.  Both RESA and Constellation identify increased counterparty credit risks and collateral costs as additional costs to which ratepayers would be subject in the event longer term bilateral contracts are used.

RESA additionally notes that use of bilateral contracts could potentially damage the competitive market.  Finally, RESA questions whether entering into bilateral contracts could reduce the prices offered by merchant generators; because the day ahead market always represents an opportunity cost to generators, there would be a reluctance to enter contracts at or near marginal cost.

Constellation argues that if the output from bilateral contracts is used to supply standard service customers, then less supply is available to participants in full requirements RFPs.  The result could be higher prices in the full requirements RFPs.  Constellation Written Comments, pp. 4-7; RESA Written Comments, pp. 13-17.
2.
Discussion

Electric rates for customers of CL&P and UI are among the highest in the United States.  The option to use bilateral contracts has been brought forth as a potential method to improve electric rates and reduce the burden on Connecticut families and businesses.


Each of the participants makes valid points as to the potential risks and benefits regarding the procurement of individual supply components for standard service.  The positions of the utility companies, the AG and the OCC are very different than those of the suppliers representing a difference in the goals and objectives of their organizations and their vision of how electric restructuring should evolve.  While at first glance this appears to be a minor technical modification to the procurement process, it raises a fundamental question as to the direction electric restructuring should take in the years ahead.


Standard service is currently obtained through overlapping three year full requirements contracts.  This reduces price volatility to standard service customers.  By averaging contracts obtained at different times, prices rise more slowly when market prices are increasing but also decline more slowly when the market changes direction.  Full requirements contracts are obtained on a cents/kWh basis.  The wholesale suppliers bear the costs if they procure too much power and customers switch suppliers.  There is no risk of stranded costs to ratepayers if customers switch to competitive suppliers.


Longer term contracts for standard service can create a feast or famine situation for competitive suppliers whose prices more closely reflect spot natural gas and electric prices.  When standard service prices are high, competitive suppliers can enter the market and offer savings to customers who switch their service.  However, if standard service rates are lower than current market prices, most suppliers are not competitive and therefore do not enter the market.  Over the years suppliers have found it difficult to compete with standard service as oil and natural gas prices generally increased over this period.  However, over the past year, natural gas prices and spot electric energy prices have declined from their peaks following Hurricane Katrina.  This has provided an opportunity for competitive suppliers.  Over the past two years the number of suppliers serving residential customers has increased from only one to five and the number of customers receiving service from competitive suppliers has increased from 31,646 in 2005 to 66,448 as of December 31, 2007.  This is an improvement but still represents less than 5% of UI’s and CL&P’s residential customers on standard service.  The increase in customers served by competitive suppliers is much greater for commercial and industrial (C/I) customers.  At the end of 2005 there were only 302 C/I customers being served by competitive suppliers.  Today 25,167 small C/I customers and 1080 large C/I customers are receiving service from competitive suppliers.


RESA as well as most individual competitive suppliers have generally pushed for a reduction in length of contracts and more frequent changes to standard service prices to reflect current trends.  In 2006, large commercial and industrial customers were split off from other standard service customers to what is now called Supplier of Last Resort Service (SOLR).  SOLR is procured for three month periods.  These contracts are also full requirements but are not overlapping.  Prices change on a monthly basis.  Shorter-term, non-overlapping pricing and contracts have created more price volatility and future uncertainty for large customers.  The result has been the dramatic increase in customers switching to competitive suppliers.  Customers receiving service from competitive suppliers now represent 80% of customers and 86% of the load eligible for SOLR service.  Although many large customers have switched to competitive suppliers, it is unknown whether they are receiving significant discounts from SOLR service.  No studies or surveys have been conducted to date.

Bilateral contracts could further help to smooth out price fluctuations to retail customers.  This could result in prices that are lower than those obtained from full requirements service contracts.  At any time prices for standard service could be higher or lower than those offered by suppliers.  However, if prices decline, the inclusion of bilateral contracts introduces stranded cost risks when customers switch from standard service to competitive suppliers; these risks do not currently exist with full requirements contracts.  Bilateral contracts also involve considerably more administrative work on the part of the electric distribution companies.  Rather than purchasing full requirements contracts every six months or each year, bilateral contracts can become an on going operation in which the utility would buy and sell energy capacity and ancillary services to meet its needs.  While the administrative costs would be small relative to overall generation costs, it is a commitment to hire and train staff and therefore requires a consistent policy objective.  
All parties generally agree with these general observations but disagree with the conclusion that should be reached.  The electric distribution companies, the OCC and the AG generally believe that reducing electric rates to customers is the most important objective while the suppliers believe that bilateral contracts could damage the competitive market.

Today the prices for standard service full requirements contracts are directly related to the forecasted prices for natural gas.  For bilateral contracts to provide meaningful benefits they must break the link between natural gas prices and electric rates.  For generators to offer more cost based contracts they may need to be longer than three years, possibly significantly longer in the ten to fifteen year range or longer.  Longer term contracts would provide a more assured revenue stream to generators which could encourage more cost based contracts particularly for non gas projects or new generation facilities.  This would reduce our dependence on shorter term energy markets and smooth out price fluctuations over longer periods.  This could result in lower prices than the current procurement but will further remove prices from current spot market trends.  This could force suppliers to lower prices or change their pricing and procurement practices but could also have the opposite effect and drive suppliers out of Connecticut.  Bilateral contracts create long term commitments for the electric distribution companies.  If the bilateral contracts are above market rate ratepayers could be faced with stranded costs.  This could create a situation where the electric distribution companies and the Department might discourage retail competition to limit the impact of greater stranded costs on ratepayers.

Although this scenario would take time to develop and a considerable commitment it would begin with the approval to enter bilateral contracts.  But even a small commitment would further put in motion a fundamental change in the electric restructuring paradigm.  This change has already begun with long term contracting with generators through Project 150, the procurement of peaking generation and legislation that allows the distribution companies to own peaking generation.  The Department does not believe that we should add to the momentum without understanding and accepting the potential consequences of this action.  Ultimately the question is whether we move forward with retail competition or return to more traditional regulated utility structure.  At this point there does not seem to be a consensus to return to regulation but their does appear to be general agreement that action should be taken to lower electric rates in Connecticut.
Given the high electric rates in Connecticut the Department believes that it is appropriate to take some steps to help ratepayers, while minimizing the risk of stranded costs.  The Department therefore believes that CL&P and UI should talk with generators to see if bilateral contracts might provide meaningful benefits to customers.  Any such contracts would then be brought to the Department, before execution, for approval.  At that time the Department would determine if it is appropriate to enter into the contracts and whether the power should be used to supply standard service needs or sold back into the market.  While the Department will remain open on the issue as to how to use the power, we are inclined to use the power to supply standard service.  Passing the costs/benefits through the nonbypassable FMCC charge would not be understood by most ratepayers, generation rates would not change and the link to gas prices would remain.
H. Procuring Physical and Financial Hedges

1.
Participants’ Positions

Currently, the electric distribution companies procure full requirements standard service that consists of energy and ancillary services.  With the exception of the initial standard service procurement round, hedges have not been used.  LAI states that the use of physical or financial hedges would tend to reduce the volatility of a standard service portfolio.  However, as with any arrangement, the cost must be carefully scrutinized.  Levitan notes that in past procurements, the electric distribution companies have solicited bids that provided what is essentially an insurance product that allowed the electric distribution company to participate in substantial downside movements in forward energy prices between the execution date and the start of the delivery period.  According to LAI, the cost of the insurance was determined to be very expensive, with a high deductible and a one-in-five chance of paying out.

Financial arrangements can take many forms, however, and LAI suggests that a contract for differences structure could be beneficial.  Under such an arrangement, energy purchased under a long term contract could be indexed to a market based indicator of delivered energy to New England, and the electric distribution company could have a call option based on the marginal cost of producing energy from a new intermediate or base load facility.  The difference between the locational marginal price and the strike price of the call option would be credited (or charged) to standard service customers.

LAI notes that Illinois is beginning to utilize financial instruments in the procurement of standard service power.  Recent legislation requires the electric distribution companies to enter into financial swap contracts with generators and power marketers to substantially cover market energy purchases, so as to promote price stability.  The swap contracts, which are fixed-for-floating hedges, will cover a portion of the residential and small commercial customer load for a one-year period beginning June 1, 2008.  LAI suggests monitoring the Illinois procurements to see if the financial swap contracts provide benefits for customers.  LAI Written Comments, pp. 8-10.

OCC recommends that the electric distribution companies be allowed to use physical and financial hedges.  Written Comments, p. 4.


CL&P states that the use of physical and financial hedges should be allowed, but not required.  However, the use of hedges should be demonstrated to provide, or be reasonably expected to provide, benefits to customers.  Rather than require prior approval for each transaction, the Department should grant prior approval to engage in certain types of categories of hedging activities.  CL&P Written Comments, p. 11.  UI contends that the use of physical and financial hedges can be a tool to lower prices, provide price stability and mitigate rate shock, but suggests that the Department define the primary objectives to be achieved by a power procurement approach first, and then allow the electric distribution company flexibility to obtain those objectives.  UI Written Comments, p. 5.

The reasons set forth above regarding RESA’s opposition to the use of bilateral contracts apply equally to the use of physical and financial hedges.  Constellation did not specifically comment on the use of physical and financial hedges.
2.
Discussion
Hedges would provide the most potential benefits under a procurement paradigm in which supply is procured through bilateral contracts with generators and/or with utility owned generation.  Under these conditions, the electric distribution company may need to purchase energy, capacity or other products on the spot market to assemble full requirements service, which could result in higher rates to standard service customers if market prices increase.  The electric distribution companies might also own generation or have contracts based on actual fuel costs, putting ratepayers at risk if fuel prices increase.  Various hedging strategies could be used to mitigate the impact of higher electric or fuel prices.  The Department has approved hedging in other aspects of CL&P and UI operations, such as a hedge for interest rates.  The Department would only allow insurance type arrangements in which a set premium is the only downside risk.  The Department would never endorse more speculative options which can have large unbounded downside potential.  The Department therefore believes hedging is appropriate and should be allowed if standard service supply is procured through bilateral contracts with generators and/or with utility owned generation.
The Department does not believe that hedging would provide as great a benefit under the current procurement practice of obtaining full requirements service contracts than it would under a system in which standard service is obtained through bilateral contracts.  Supply contacts are obtained at different times and overlap, reducing price volatility.  Generation prices change every six months for standard service.  The supply contracts are often for a fixed price per kilowatt hour so that there is no risk of the prices increasing during the contract term if fuel or market prices for electric products increase.  Some contracts, however, do not include delivery to Connecticut and create some risk that congestion charges may be more expensive than anticipated.  Hedging may be useful to further reduce the risk of higher prices associated with future procurements or to limit exposure to congestion costs for contracts that do not include delivery to Connecticut.

The Department therefore is not opposed to using hedging under the current procurement system if potential benefits exist.  The Department is not concerned with the impact on competitive suppliers or the potential for stranded costs.  These arrangements are generally short term in nature, a year or less.  Competitive suppliers can, and often do, use various hedging strategies.  The Department does not believe that the impact would materially change standard service pricing in the longer term or significantly alter the ability of competitive suppliers to compete.
Hedging can end up costing ratepayers money just as it does when you pay for insurance but never use it; however the risks are limited if only insurance type arrangements are purchased.  The Department would also recommend the length of hedges be limited, if used for full requirements, to three years to further reduce the potential risk to ratepayers.
III.
CL&P Motion


On August 28, 2007, CL&P requested that the Department amend the procurement plan approved in the June 21, 2006 final Decision in Docket No. 06‑01‑08PH01.  The procurement plan approved in that Decision granted broad flexibility to the electric distribution companies to procure full requirements contracts for standard service.  Based upon recent legislative changes in Public Act 07-242,
 CL&P sought to supplement its existing portfolio of full requirements contracts with other supply contract options.

Because of the flexibility granted to the electric distribution companies in procuring full requirements contracts, CL&P suggested that few modifications to the existing plan were necessary to accommodate bilateral contract negotiations.  CL&P suggested the following limited modifications to existing procurement parameters:

1. CL&P would use bilateral arrangements to control the standard service expense, consistent with the procurement plan objectives of price consistency, stability, and minimization of costs;

2. CL&P would, after consultation with the OCC and the Department’s consultant, issue an RFP from time to time to solicit interest in other contract options;

3. CL&P would enter direct negotiations with entities that respond to the RFP to determine whether an agreement could be reached that provided customer benefit; and

4. The results of any successful negotiation would be presented to the Department for rapid approval in an uncontested case proceeding, similar to the process used for approval of standard service RFP results.

Motion 22 in Docket No. 06-08-01PH01, pp. 4-6.

Dominion Retail Inc. (Dominion), Constellation and Direct Energy Services, LLC (Direct Energy) objected to CL&P’s motion because, in their view, the investigation required by Section 104 of Public Act 07-242 is a condition precedent to incorporating bilateral agreements into the procurement process.  Objection of Dominion, Constellation and Direct Energy dated August 31, 2007.  RESA also objected to CL&P’s motion because it believes the potential risks and benefits of bilateral contracting must first be fully examined in accordance with Section 104.  Opposition of RESA to Motion to Amend Standard Service Procurement Plan dated August 31, 2007.  In addition to their procedural objection, RESA discussed several policy reasons why CL&P’s motion should be denied.  Those policy reasons mirrored those discussed in more detail in Section II.C. of this Decision, include the shifting of risks to ratepayers, increased costs to ratepayers, and harm to the retail market.  The OCC disagreed with the procedural objects raised by others, as well as the policy objections; the OCC stated that it would be in the best interests of ratepayers to explore further strategies for the procurement of standard service.  However, the OCC recommended that the Department direct CL&P to provide more substantive detail and more specifics of the proposal.  OCC Comments dated September 18, 2007.

Having conducted hereinabove the investigation required by Section 104 of Public Act 104, the procedural objections raised by Dominion, Constellation, Direct Energy and RESA are now moot.  The risks and benefits of using bilateral contracts for the procurement of a portion of standard service have been fully explored in Section II.C. of this Decision, and, as set forth in the associated discussion, the Department believes there may advantages to the use of bilateral contracts.

The Department is concerned about the lack of specifics contained in CL&P’s proposal.  The record of this proceeding has helped to provide a few more details about CL&P’s procurement plans.  For example, at hearing CL&P testified that CL&P would engage in price discovery for various wholesale products for no more than 20% of its standard service load, though that was a number that was being explored within CL&P.  Tr. 1/15/08, pp. 157-160.  Additionally, the approval process sought by CL&P is somewhat unclear, as CL&P’s Motion contemplates the use of a rapid process similar to that used to approve full service requirements RFP results, but witnesses seem to anticipate a process that is not quite as rapid.  Tr. 1/15/08, pp. 64-70.

The Department will allow electric distribution companies to investigate the use of bilateral contracts to decrease and stabilize the cost of generation service to standard service customers.  The electric distribution companies should follow the first three procurement parameters proposed by CL&P above.  Any contracts must be approved by the Department.  The Department will examine each proposal in a timely manner; parties should not, however, expect as expedited a process as is used for full service requirement contracts.  In any such proposal, the electric distribution companies should provide information as to how such contracts will impact standard offer procurements and the costs and benefits expected for ratepayers.  Finally, the electric distribution companies shall limit the use of bilateral contracts to no more than 20% of standard service load.
IV.
Conclusion

The Department concludes that neither a non-profit nor a for-profit portfolio manager should be used to procure power for standard service.  The Department also concludes that long-term bilateral contracts may be used for standard service at this time.  The Department concludes that shorter term hedging under the current system does not pose risks to competition or stranded costs, and could be used if potential benefits exist.  Hedging could provide greater benefits if used to complement bilateral contracts.  However, hedging should only be used to reduce risks faced by ratepayers, as opposed to pure speculative purposes which would increase the risks faced by ratepayers.
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� While Section 104 suggests that an electric distribution company could perform the portfolio manager function, the performance of these functions by an electric distribution company differs very little from the option of procuring individual supply components from wholesale electricity suppliers, and thus will be analyzed below.


� At the very least, the Department suggests that the Illinois experience be monitored and evaluated before proceeding further with a non-profit portfolio manager.  By legislation passed in the summer of 2007, Illinois created a non-profit portfolio manager; at this point, the non-profit portfolio manager is securing staff, and nothing is known about the manner in which the portfolio manager will procure power, or the results that will be achieved.


� Because neither electric distribution company currently owns or markets generation, issues of self-dealing do not exist under the current regime.


� Section 92 of Public Act 07-242 adds a new subsection (n) to Conn. Gen. Stat. § 16-244c which states that “[n]othing in the provisions of this section shall preclude an electric distribution company from entering into standard service supply contracts or standard service supply components with electric generating facilities.”





	

	
	


	

	
	



