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DECISION

DECISION

I.
Introduction
A.
Summary

In this Phase I Decision in the instant Docket, pursuant to § 16-244c(c)(3) of the General Statutes of Connecticut, the Department approved a Standard Service procurement plan that meets certain statutory criteria before the development of the initial request for proposals to be used in the procurement of Standard Service for The Connecticut Light and Power Company and The United Illuminating Company.  The Department clarifies certain parameters of the procurement process for Standard Service and Supplier of Last Resort Service that it believes are important to facilitate the smooth functioning of the process.  The Department believes that a procurement that adheres to the principles contained in this Decision will produce a fair RFP process that results in the lowest possible stable cost to ratepayers.

B.
Background

Pursuant to § 16-244c of the General Statutes of Connecticut (Conn. Gen. Stat.), the Transitional Standard Offer (TSO) will expire on December 31, 2006.  Beginning January 1, 2007, each electric distribution company (Disco) shall provide Standard Service to customers who do not use demand meters or have a maximum demand of less than five hundred kilowatts (kW).  Each Disco shall procure electric generation services contracts for Standard Service pursuant to a plan approved by the Department.  Section 16-244c(c)(2) of Conn. Gen. Stat. further requires that the initial Standard Service price be established no later than October 1, 2006 and be re-priced periodically as needed, but no more frequently than quarterly.  Conn. Gen. Stat. § 16-244c(c)(3) requires that the Department approve a Standard Service procurement plan that meets certain statutory criteria.  The Discos are to procure electric generation services contracts in the manner prescribed in a plan which shall require:  (1) the procurement of a portfolio of service contracts sufficient to meet the projected load; (2) that the portfolio of service contracts be procured in an overlapping pattern of fixed periods that is most likely to produce just, reasonable and reasonably stable retail rates while reflecting underlying wholesale market prices over time; (3) the portfolio of contracts be procured in a manner that invites competition, guards against favoritism, improvidence, extravagance, fraud and corruption, and secures a reliable electricity supply while avoiding unusual, anomalous or excessive pricing; and (4) the portfolio of contracts to be for terms of not less than six months, provided contracts for shorter terms may be procured under such conditions as the Department prescribes to ensure the lowest retail prices, reliable service under extraordinary circumstances, and the prudent management of the contract portfolio.
Conn. Gen. Stat. §16-244c(e) also requires that on and after January 1, 2007, each Disco shall serve customers who are not eligible to receive Standard Service as the supplier of last resort (SOLR).  This section requires the Discos to procure electricity and the Department to determine a price for the customers that reflects the full cost of providing the electricity on a monthly basis.
On January 25, 2006, the Department of Public Utility Control (Department) issued a Procedural Order directing The Connecticut Light and Power Company (CL&P) and The United Illuminating Company (UI) to separately file a plan under which each utility proposes to procure electric generation services contracts for Standard Service for Department review.  The Department also directed CL&P and UI to file specific proposals for the procurement of electricity for SOLR Service, including such service for their commercial and industrial customers.
On January 25, 2006, the Department also issued a Notice of Request for Written Comments seeking comments regarding the nature of the regulatory processes that will be required for Standard Service procurement, SOLR Service, the degree of public transparency of such processes, and the manner of participation of public parties at various stages of the procurement process.
On March 13, 2006, the Department issued a second Notice of Request for Written Comments to persons interested in this matter concerning the plans filed by the Discos.

The Department received written comments in response to its Notices from The Connecticut Light and Power Company (CL&P); The United Illuminating Company (UI); the Office of Consumer Counsel (OCC); Attorney General (AG); Retail Energy Supply Association (RESA); Dominion Retail, Inc. (Dominion); Connecticut Business & Industry Association (CBIA); Connecticut Industrial Energy Consumers (CIEC); PSEG Energy Resources & Trade, LLC (PSEG); ISO New England, Inc. (ISO); Direct Energy Service, LLC (Direct); Constellation Energy Commodities Group, Inc. and Constellation NewEnergy, Inc. (Constellation).
C.
Conduct of the Proceeding

By Notice of Hearing dated April 4, 2006, on its own motion, the Department held a public hearing on this matter on April 20, 2006, in the offices of the Department, Ten Franklin Square, New Britain, Connecticut 06051.  By Notice of Close of Hearing dated May 2, 2006, that hearing was hereby closed.
II.
Department analysis

A.
Procurement Issues for Standard Service and SOLR Service
1.
Interpretation of Standard Service Eligibility
Conn. Gen. Stat. § 16-244c(c)(1) states that:

On and after January 1, 2007, each electric distribution company shall provide 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 a demand meter or has a maximum demand of less than five hundred kilowatts.


Many participants in this proceeding have requested that the Department clarify whether subparagraph (B) of this provision excludes from standard service customers with demand meters.  The Department interprets the disjunctive “or” in subparagraph (B) as setting forth independent conditions for standard service eligibility; if either condition is independently satisfied, the customer is eligible for standard service.  Therefore, any customer with a maximum demand of less than five hundred kilowatts is eligible for Standard Service.


Section 16-244c(e)(1) expressly provides that SOLR service “shall not apply to customers purchasing power under contracts entered into pursuant to (the special contract provisions) of section 16-19hh.  Accordingly, generation service for special contract customers will be procured as part of Standard Service.  Pricing will be based on the rates for most comparable sized Standard Service customers subject to the specific terms of the special contract agreements.
2.
Procurement Process for Standard Service and SOLR Service

Pursuant to Conn. Gen. Stat. §16-244c(c)(4), the Department, in consultation with the OCC, is required to retain the services of a third-party entity with expertise in the area of energy procurement to oversee the initial development of the request for proposals and the procurement of contracts by an electric distribution company for the provision of Standard Service.  Each bidder for a standard service contract is required to submit its bid to the electric distribution company and the third-party entity who shall jointly review the bids and submit an overview of all bids together with a joint recommendation to the Department as to the preferred bidders.  Conn. Gen. Stat. §16-244c(c)(5).


The Department has reviewed comments submitted by participants and hereby establishes the following basic criteria to be incorporated in the respective plans and methodology adopted by CL&P and UI for electricity procurement for Standard Services and SOLR Service:

1. Procurement process must be fair and impartial to all participants.

2. The Code of Conduct for electric distribution companies that was established must be strictly observed if a generation entity that is an affiliate participates in the transaction.  It is imperative that generation procurement be conducted in a manner that does not provide any competitive advantage to a power supplier by virtue of its association with the electric distribution company.

3. As broad a group of potential bidders as is practicable must be notified and offered an opportunity to respond to the procurement inquiry or request.  An invitation to participate should be provided to a broad group of potential bidders in several available formats.

4. Procurement should be conducted in a manner to cost-effectively promote price consistency and stability and minimize revenue requirements.  The solicitation process shall be conducted in an open and fair manner in which criteria for evaluating competing bids are well-defined, measurable, and available to the suppliers as part of the solicitation.

5. Instructions on how to take part shall be clear with opportunities for questions.  Complete, non-discriminatory and timely access to relevant data and information shall be provided in a manner designed to maximize the number of responses.

6. The procurement process should produce a contract(s) that will not limit the Department, the electric distribution companies, Standard Service or SOLR Service suppliers, or any other entities from pursuing conservation or demand response initiatives.

7. Participation in the procurement process shall not be limited to bidders who are supplying power from their own fleet of power plants.  There are bidders who can offer full requirements supply based upon the management of a portfolio of forward contracts and hedging instruments.  The Department believes including such bidders in the solicitation makes for a more competitive process, which can be expected to produce lower prices for customers. 

a.
Auction Process 


In addition to the over-arching principles articulated hereinabove, the Department also clarifies here certain parameters of the procurement process that it believes are important to facilitate the smooth functioning of the process:

1.
The Auction process
The Department will not require the electric distribution companies to adhere strictly to any set of formulas or lock into any specific format at this time.  The Department does not object to using the models proposed by the electric distribution companies as a guide or template, provided that the companies comply with the law, as well as the principles, guidelines and orders set forth in this decision.  A third-party consultant who is an expert in the area of energy procurement is retained by the Department and the OCC for the express purpose of overseeing the initial development of the RFPs and the procurement of contracts.  The Department believes it is reasonable to provide a measure of flexibility to allow the expert consultant to work with the electric distribution companies to develop and conduct the auctions and procurement as they deem prudent and advantageous, taking into consideration market conditions and principles set forth by the Department.  As the AG pointed out, such a flexible approach is currently applied by the Connecticut Municipal Electric Energy Cooperative and it has served Connecticut’s municipalities well.  AG Comments, 4/3/06, p. 5.
2.
Descending clock auction  

PSEG urges the Department to adopt the process of a “descending clock auction.”  Under this mechanism, an independent, third-party auction manager makes a determination based upon its review of market conditions and “indicative bids” of the quantity of resources that can be obtained in the auction without raising market power concerns.  If the auction manager determines that suppliers have made insufficient bids, the auction manager may reduce the auction’s size to the level necessary to provide reasonable assurances that bidding will be competitive.  The auction mechanism operates by starting with an opening auction price – announced by the auction manager prior to the auction – at which it expects that suppliers will offer more than sufficient quantities for sale.  Suppliers then bid the quantity that they would be willing to supply at the given price under a standardized contract.  Suppliers may only bid the amount they would be willing to supply at the given price, and may not condition their bids or incorporate any variables.  When the suppliers are collectively willing to provide more supply than necessary at a given price, the price then “ticks down,” and bidders must respond within a reasonable time by submitting the quantities they would be willing to supply at the reduced price.  Each time the price “ticks down,” bidders may not increase the quantities offered for sale, and may only maintain or reduce volume levels previously offered at higher prices.  The auction ends when the quantities offered for sale equal the desired quantity.   PSEG Written Comments, 2/14/06, p. 4.  In its testimony, CL&P is concerned that this marginal pricing concept would essentially lead to higher prices, and that the electric distribution companies would end up paying on all its load the price that the last needed supplier is willing to pay to accept to offer supply.  Transcript, pp. 72-73.  
The Department notes that there is no concrete evidence showing that a descending clock auction actually leads to more favorable results or lower prices., A decending clock auction is also not consistent with the desire to maintain flexibility in th eRFP process since it would preclude any type of bid other than a fixed price.  Therefore, the Department hereby rejects the descending clock auction and prohibits the electric distribution companies from using it in their Standard Service and SOLR Service procurement.

3.
Separate procurement for Standard Service and SOLR Service
UI proposes to collapse SOLR Service into Standard Service, claiming that this will benefit all customers, including commercial/industrial customers who will not be able to manage SOLR and residential customers by improving the load factor of the entire solicitation.  UI’s Plan, p. 2.  However, the 2003 Act clearly sets forth a legislative intent to generate retail choice for large customers, while promoting competition on a less aggressive track for small and medium-sized customers.  Specifically, the new Standard Service, unlike the TSO regime it is replacing, will be limited to residential and small C&I customers, and requires reasonably stable rates that reflect wholesale market prices over time.  See Conn. Gen. Stat. §16-244c(c)(3).  Large C&I customers, by contrast, will be placed on more aggressive SOLR Service which provides that customers who do not choose a competitive supplier will be required to take service from the utility at rates that are set on a monthly basis.  See Conn. Gen. Stat. §16-244c(e).  Therefore, the Department hereby rejects UI’s plan to combine Standard Service and SOLR Service together.  The electric distribution companies shall conduct separate auctions and procurement for Standard Service and SOLR Service, although the auctions may be conducted at the same time for administrative purposes.

4.
Role of UOMA

In the TSO procurement process, the Department appointed a Utilities Operations and Mangement Analysis (UOMA) team to perform a general oversight role to ensure the fairness and efficacy of the auction.  See Docket No. 03-07-18, Establishment of the Process for the Procurement of Transitional Standard Offer Power, Final Decision 10/23/03, p. 2.   In the Standard Service and SOLR Service procurement, CL&P believes there would be value in having UOMA play the same role as it did in TSO procurement, while the OCC does not believe the Department can merely set out a list of principles and stand aside as it did in the TSO context.  CL&P Comments, pp. 6-7; OCC Comments, p. 23.  Unlike the TSO procurement process, the Department will not appoint a UOMA team to oversee the Standard Service and SOLR Service procurement auctions.  The law structuring the Standard Service and SOLR Service is far more prescriptive and comprehensive, and the current process is designed to be much more transparent and open to ensure the best possible results for consumers and for inspiring public confidence in the results.  Furthermore, the Department believes the fairness and efficacy of the auction can be ensured by the manner of participation of the OCC and the AG in all stages of the procurement process, as discussed further in subsection 5 below. 

5.
Role of the OCC and AG
Recognizing the desire for transparency, UI suggested that the OCC and AG shall be permitted to review bids on-site at the electric distribution companies’ offices, with names and other information identifying the specific bidders redacted.  Then, if either the OCC or AG disagreed with the joint evaluation and recommendation of the electric distribution company and the consultant, the OCC or AG could raise its concerns in a Department proceeding.  UI further states that it has no objection to providing periodic updates to the OCC and AG, provided that these updates are treated as confidential so as not to undermine the joint work of the electric distribution company and the consultant to achieve a reasonable contract.  UI Comments, 2/14/06, pp. 5-6.  The OCC suggests that it and the AG should not be limited to “verifying” that a discrete list of principles had been followed.  OCC Comments, p. 23.  

The Department agrees that the OCC and AG should play a greater role than they did in the TSO procurement process.  Conn. Gen. Stat. §16-244c(c)(3) states that the portfolio of Standard Service contracts shall be assembled in such manner as “to invite competition, guard against favoritism, improvidence, extravagance, fraud and corruption; and secure a reliable electricity supply while avoiding unusual, anomalous or excessive pricing.”  The process must be transparent and open to ensure the best possible results for consumers and for inspiring public confidence in the results.  As such, the Department believes the OCC and AG should be afforded an opportunity to directly and fully participate in all aspects of Standard Service and SOLR Service procurement process, including but not limited to, attending all meetings, asking questions, proposing to the consultant and electric distribution companies alternatives, and providing direct input, comments and recommendations in the development of the RFPs, evaluation of bids received, or selection of preferred bidders.  Additionally, the OCC and AG shall have full access to all of the information provided by the bidders, provided that information will be treated as confidential.  The Department believes that granting full access to the bidding information and process would also allow the OCC and AG to assist the Department in reviewing the prudence of the electric distribution companies’ actions and in evaluating the auction process and proposing appropriate changes to the auction or market rules.  At the end of each auction when the electric distribution company and the third-party consultant submit a joint recommendation to the Department of the selected preferred bidders, the Department expects the OCC and AG to file a report with the Department, commenting on:  (1) the auction process itself, including any prudence issues, and (2) the individual views of the OCC and AG regarding the bids received and which bids should be approved by the Department.  

The Department has determined that the task of developing and implementing the RFPs shall be primarily a collaboration of the consultant and each distribution company.  As provided in Conn. Gen. Stat. § 16-244c(c)(5), the collaboration will result in a joint recommendation to the Department as to the preferred bidders.  The role of the OCC and the AG is advisory.  This is consistent with the fact that it is the electric distribution company that will enter into the contract and has the relevant information about its electric system, customer and overall load characteristics, billing/software systems, and financial issues.  Conn. Gen. Stat. §16-244c(c)(4) states that the Department, in consultation with the OCC, shall retain the services of a third-party entity with expertise in the area of energy procurement to oversee the initial development of the RFPs and the procurement contracts by an electric distribution company.  The Department believes that an opportunity for full participation by the OCC and AG, as representatives of the public, throughout the entire procurement process is sufficient to ensure fairness and prevent or detect anti-competitive behavior or price gouging, and as a result, foster public confidence in the results.  

b.
Review and Selection of Bids

Conn. Gen. Stat. §16-244c(c)(5) provides that each bidder for a standard service contract shall submit its bid to the electric distribution company and the third-party entity who shall jointly review the bids and submit an overview of all bids together with a joint recommendation to the Department as to the preferred bidders.  Pursuant to this section, the preferred bidders that are recommended to the Department shall be jointly selected by the electric distribution company and the third-party consultant.  The Department expects the OCC and AG to file a report with the Department, commenting on:  (1) the auction process itself, including any prudence issues, and (2) the individual views of the OCC and AG regarding the bids received and which bids should be approved by the Department.

The evaluation and selection of preferred bidders shall be fair and impartial to all participating bidders.  Selection shall be made as expeditiously as possible, and as publicly as practicable based on pre-established criteria.  Most importantly, selection shall be made to produce a fair auction process that results in the lowest possible cost to ratepayers.

c.
Department Approval of Selected Bids
According to CL&P, once the RFP is completed, it is critical that any decision on the RFP results be rendered as expeditiously as possible.  CL&P Brief, p. 15.  CL&P states that the Department must respond within 24-48 hours of receiving the bid overview,
 consistent with the regulatory review procedures used in Maryland, the District of Columbia, New Jersey and Ohio.  CL&P Procurement Proposal, p. 8; CL&P Written Comments, pp. 16, 17.  Any further delay will either discourage suppliers from participating in future RFPs, or force suppliers to include in their bids significant risk premiums.  Id.  PSEG concurs that the review and approval of RFP responses must occur within a short period of time because suppliers will not keep their offers open on an indefinite basis.  Constellation explains that portfolio bidders must transact on some portion of their hedging contracts as soon as possible once they are awarded the bid, as the more time that elapses, the greater the risk that wholesale markets will differ from assumptions made by bidders.   Because of this, Constellation prefers to compress the time from bid to selection on the same day.  Constellation Written Comments, p. 2.  UI agrees that prices will reflect the risk created by longer regulatory review processes used to review the RFP bid results.  UI Written Comments, pp. 4, 5.  OCC agrees that the Department should attempt to issue an order accepting or rejecting various bids within 48 hours of bid opening.  Further Comments of the OCC, p. 26.


Pursuant to Conn. Gen. Stat. § 16-244c(c)(5):

Each bidder for a standard service contract shall submit its bid to the electric distribution company and the third-party entity who shall jointly review the bids and submit an overview of all bids together with a joint recommendation to the department as to the preferred bidders. The department may, within ten business days of submission of the overview, reject the recommendation regarding preferred bidders. In the event that the department rejects the preferred bids, the electric distribution company and the third-party entity shall rebid the service pursuant to this subdivision.

It is clear that the General Assembly contemplated an abbreviated process for reviewing standard service RFP bid results.  And, the Department agrees with CL&P that nothing contained in Conn. Gen. Stat. § 16‑244c(c)(5) prohibits the Department from providing its response in fewer than 10 days.  Because longer delays in regulatory action could lead to higher prices, the Department will strive to review bid results within 48 hours of receipt.  The Department will consider requests to reject the joint recommendation by the OCC and AG, conditioned upon their participation in the bid review process.

Section 16-244c(c)(5) calls for the submission of “an overview of all [standard service] bids together with a joint recommendation to the department as to the preferred bidders.”  The public availability of this information has been debated at length in this proceeding.  CL&P urges that the Department model its provisions on those used by ISO-NE, because those procedures are well-established and appear to provide suppliers with an appropriate degree of protection.  CL&P Brief, at 18.  ISO-NE makes available bidding information regarding the day-ahead energy market after six months have elapsed.  However, the ISO-NE data does not identify the specific bidder.  CL&P therefore has expressed willingness to make public bids resulting from the RFP process six months after they are received, masking the bidders’ identities.  CL&P Response to Interrogatory EL-9.

The AG believes that truly competitive markets invite a multitude of firms to supply standard service, and therefore transparency should not impede the auction process.  If concerns exist regarding the competitiveness of wholesale markets in New England, the Department should file a petition at the Federal Energy Regulatory Commission.  AG Brief, pp. 3, 4.

As stated by CL&P, the Department must balance two equally important goals.  Specifically, the Department must balance the desire for greater transparency in the RFP process with the goal of protecting commercially sensitive information of suppliers in a manner that encourages those suppliers to continue to participate in future RFPs.  CL&P Brief, p. 17; Tr. pp. 302, 303.  The Department has attempted to address many of the concerns expressed regarding an open and transparent process by including the OCC and AG in the stages of Standard Service procurement.  However, the Department disagrees with calls to immediately release all bid data, as it must be recognized that generators can bypass Connecticut’s bilateral contract market in favor of another market, or in favor of the regional day-ahead energy auction.  Given the reduced participation in recent standard service RFPs, the Department is reluctant to require greater openness for the relatively smaller Connecticut market than is required by ISO-NE for its larger regional market.  Tr., pp. 71, 72.  

The electric distribution company and the third party consultant shall also file along with the joint recommendation the following information: 1) projected system average rates resulting from the procurement; 2) redacted bids, accompanied by a motion for protected treatment; 3) natural gas and electric futures prices on the date of the procurement; and 4) attestations from the electric distribution company and the third party consultant that the procurement complied with the criteria discussed in Section A.2., Procurement Process for Standard Service and SOLR Service, above.  Where discretion was exercised in the procurement process, the filing should identify conclusions and supporting reasoning.  The Department will not publicly release RFP bid data until six months have elapsed.  To facilitate this process, the Department expects that the electric distribution company will file the overview in the form of a compilation, and take appropriate measures to guard the secrecy of the compilation [(such that it may be exempted from disclosure pursuant to Conn. Gen. Stat. § 1‑210(b)(5)(A))], and omit the names of preferred bidders from the overview and joint recommendation filed with the Department.  

The electric distribution companies and the third-party consultant shall file a “lessons learned” report six months after the filing of Standard Service procurement results.  Subsequent to the filing of this report, the Department will conduct an annual review of the procurement process in the early years of the standard service procurement program; however, the Department explicitly reserves for itself the right to reduce the frequency of procurement process reviews in later years.

d.
Reflecting Procurement Costs in Rates

The results of Standard Service and SOLR procurements must ultimately be reflected in rates.  However, Conn. Gen. Stat. § 16-244c is silent as to how this is to be achieved.  CL&P states that after bids are approved, the underlying costs can be reflected in rates through a Conn. Gen. Stat. § 16-19b administrative proceeding.  However, CL&P believes that once bids are accepted and approved, the power supply costs must be considered final.  Accordingly, the scope of any contested case semi-annual reconciliation proceeding should be restricted to the reconciliation of collections and expenses.  CL&P Brief, pp. 18, 19.


Conn. Gen. Stat. § 16-19b encompasses recovery of, inter alia, the costs of “energy transactions with other utilities [and] nonutility generators.”  The Department believes that in the absence of a more specific statutory provision, Conn. Gen. Stat. § 16-19b can be utilized to recover standard service and SOLR generation costs.  The Department also agrees with CL&P that the scope of any contested case semi-annual reconciliation proceeding should be restricted to the reconciliation of collections and expenses.

3.
Contract Parameters

a.
Full Requirements Contracts


CL&P states that under a full requirements supply contract the supplier is responsible for all the products necessary to serve the load in each and every hour of the contract period, regardless of the actual loads that occur.  Under this type of arrangement, the supplier assumes the risk associated with forecasted loads as well as other market‑related risks, such as fuel costs.  CL&P believes these arrangements have worked well for consumers in the past and supports the continued use of full requirement contracts going forward.  Tr. 4/20/06, p. 36.


UI indicates that the alternative to full requirements contracts include a ‘patchwork’ of arrangements such as the procurement of capacity and energy as separate commodities, purchasing ‘strips’ of power or purchasing reserves through separate auctions.  Although an alternative arrangement is doable, UI believes that pursuing one of these arrangements would result in an administratively burdensome process requiring the addition of staff to oversee the procurement of energy.  In addition, it is unclear whether or to what extent ratepayers would benefit from alternative purchase contracts.  As a result, UI supports the continued use of full requirements contracts.  Tr. 4/20/06, p. 47.


UI and CL&P have been procuring their energy supply needs through full requirements contracts since 2000.  These contracts have provided a relatively straightforward way to set retail rates for Standard Offer Service (2000 through 2003, the SOS Period) and Transitional Standard Offer Service (2004‑2006, the TSO Period).  Under a full requirements contract, the supplier assumes the risks associated with a number of market conditions, such as fuel cost and customer demand.  While the Department believes that the Companies could oversee a structure of alternative arrangements for Standard Service or SOLR service, it would be impractical to do so at this time due to the current regulatory structure.  The Department believes that full requirements contracts have benefited ratepayers since 2000; therefore, the Department prefers that the Companies continue to procure their energy needs under full requirements contracts.  As used here, full requirements is intended to allow each utility to retain some capacity and/or congestion risk as CL&P has done in past procurements.  y 
Several participants urged the Department to require the RFPs to include standardized parameters.  For instance, PSEG states that for an auction to be successful, the RFP process must properly define the applicable products and their constituent elements, and must facilitate the even-handed evaluation of supplier proposals.  PSEG’s Written Comments, 2/14/06, pp. 3-4.  Similarly, Direct Energy Services states that it is critical that all potential bidders know the exact product available through the RFP or auction as well as the exact terms of the procurement, and that the Department should clarify the parameters of which customers would receive SOLR as opposed to Standard Service.  Direct Energy’s Comments, 4/3/06, p. 16.  On the other hand, CIEC urges that the Department should order the utilities in their RFPs, to request that bidders provide proposals for contracts of varying durations. CEIC Comments, p. 4.  
The Department will not require the electric distribution companies to adhere strictly to any set of formulas or lock into any specific format at this time.  The Department does not object to using the models proposed by the electric distribution companies as a guide or template, provided that the companies comply with the law, as well as the principles, guidelines and orders set forth in this decision.  A third-party consultant who is an expert in the area of energy procurement has been retained by the Department and the OCC for the express purpose of overseeing the initial development of the RFPs and the procurement of contracts.  The Department believes it is reasonable to provide a measure of flexibility to allow the expert consultant to work with the electric distribution companies to develop and conduct the auctions and procurement as they deem prudent and advantageous, taking into consideration market conditions and principles set forth by the Department.  As the AG pointed out, such a flexible approach is currently applied by the Connecticut Municipal Electric Energy Cooperative and it has served Connecticut’s municipalities well.  AG Comments, 4/3/06, p. 5.

b.
Fuel Adjustment Clause  

UI proposed that the Department should consider including a fuel adjustment clause (FAC) in the procurement contracts.  According to UI, the FAC would “promote fairness to customers and to the generator in terms of cost recovery for the cost of fuel.”  Under such an approach, the RFP could permit bidders to submit a base bid and an assumed fuel price for a percentage of the requirements or a set number of megawatt-hours of supply per month, with an FAC adjustment if the fuel price varied from the assumed number.  The FAC would specify the fuel index.  The bidders would submit an assumed fuel price for the contract with an FAC if the fuel price varied from the assumed figure.  Either the bidder or the electric distribution company could specify the percentage or portion of the load that would be subject to the FAC.  UI Plan, pp. 2-3; UI Comments, 2/22/06, p. 2.  However, both the AG and CIEC oppose inclusion of the FAC in the procurement contracts.  The AG argues that the inclusion of an FAC does not appear to be consistent with the goal of producing stable rates.  AG Comments, 4/3/06, p. 6.  According to CIEC, rather than benefiting retail customers, the proposed FAC would impose the risk of fuel costs directly on customers and the result would impose fuel-induced price swings currently impacting wholesale prices on retail customers.  CIEC, pp. 5-6. 
The Department believes that the use of FAC in the procurement contracts is one of many technical issues that should be considered in the development of an RFP.  However, the Department cautions that the inclusion of a FAC has the potential to create price swings that could directly affect customers.  The addition of a FAC in a supplier contract must be based on compelling commercial considerations.  While the Department prefers fixed priced contracts, the Department will not prohibit the inclusion of an FAC in the procurement contracts, and leaves that discretion to the electric distribution companies and the third-party energy expert consultants.

4.
Laddering of Service Contracts
a.
Standard Service Procurement

Conn. Gen. Stat. §16-244c(c)(3) requires that a portfolio of service contracts be procured in an overlapping pattern of fixed periods and the portfolio of contracts procured under such plan shall be for terms of not less than six months.  Section 16-244c(c)(3) of Conn. Gen. Stat. requires the Discos to mitigate the variation of the price of the Standard Service by procuring electric generation service contracts pursuant to a plan prescribed by the Department which meets certain statutory criteria.  The intent of staggering Standard Service procurement contracts is to produce just, reasonable and reasonably stable retail rates while reflecting underlying wholesale market prices over time.
Both CL&P and UI proposed a laddering approach, in which a portion of the total power requirements are contracted over a three year cycle, to create a blended portfolio.  Staggering the contracts in this manner generally mitigates price fluctuations and provides greater rate stability for customers.

CL&P proposes conducting Standard Service RFPs semi-annually in which CL&P purchases a specific portion of its total Standard Service load for the next three years.  CL&P Procurement Plan, p. 4.  Specifically, CL&P proposes that during the first Standard Service RFP to be conducted in the summer of 2006, CL&P would purchase 100% of its load for the first half of 2007, 35% of its load for the second half of 2007, 25% of its load for the first half of 2008, 20% of its load for the second half of 2008, and 20% of its load for the first half of 2009.  During the second Standard Service RFP in the fall of 2006 or winter 2007, CL&P would purchase an additional 35% of its load for the second half of 2007, 25% of its load for the first half of 2008, 20% of its load for the second half of 2008, 15% of its load for the first half of 2009, and 15% of its load for the second half of 2009.  Id; Exhibit 1.  CL&P’s proposed RFP model uses a laddering approach in that each RFP procures a portion of CL&P’s Standard Service load for a subsequent three-year period.  CL&P states that this RFP model will allow it to eventually acquire a portfolio of contracts that were entered into at different times so that the Standard Service rate reflects the blended price of numerous contracts.
The Department finds that CL&P’s proposed laddering approach as described above is consistent with the intent of the legislation to minimize price volatility by creating a blended portfolio while reflecting underlying wholesale market prices over time.  The Department will allow CL&P to conduct semi-annual Standard Service RFPs into contracts with terms of no more than three years.  CL&P testified that contract terms that extend beyond three years could yield higher pricing because there isn’t enough liquidity in the market for suppliers to enter into energy hedges.  Tr. 4/20/06, pp. 37–38.  The Department believes that by extending the contract term past three years would induce much higher risk premiums due to the uncertainty of future energy markets. Therefore, the Discos should not solicit contracts that extend beyond three years.  The Department notes that the Discos retain the ability to reject bids and return to the market at any time for further solicitations.  The Department will also allow shorter contract durations and more frequent solicitations in response to market conditions or if specific bidding results are not favorable.
According to UI’s preferred procurement plan for Standard Service, it allows for an annual solicitation of Standard Service through a series of three laddered contracts.  UI’s 2006 procurement will seek full requirements supply (energy, capacity, reserves, and compliance with renewable portfolio standards) for Standard Service customers for all of 2007 and portions of service requirements in 2008 and 2009.  For instance, in year 2006, UI would procure 100% of 2007, two-thirds of 2008, and one-third of 2009 Standard Service.  In year 2007, UI would procure one-third of 2008, one-third of 2009, and one-third of 2010.  Finally in year 2008, UI would purchase one-third of 2009, one-third of 2010, and one-third of 2011.  UI Procurement Plan, p. 2.  Except for the initial year 2007, it would take three procurements to fill in a full year of load requirements.  
UI states that the administrative requirements would increase as the service contract terms decrease in length for items such as the procurement process, billing system changes, invoicing, and possible ISO load settlement system changes.  UI believes that a longer cycle is more beneficial if a primary goal is some level of price certainty and stability.  The laddering concept is supposed to dampen the volatility.  UI Procurement Plan, pp. 4-5.  UI is concerned that a requirement to procure standard service more frequently than annually will increase the administrative burden and undermine the potential benefits of a desirable long-term contract.  UI Brief, p. 3.  Additionally, UI testified that its load size in comparison to CL&P is so much smaller that by slicing the load into pieces that are too small could result in fairly high prices.  Tr. 4/20/06, pp. 140-144.  UI explained that it is a balance between the administrative effort of more procurements and the load size of UI compared to CL&P.  UI believes that the procurement plan as UI proposed offers an ideal load size for a significant player in the wholesale supply market.  Id.
The Department finds that UI’s preferred procurement plan for Standard Service is designed to meet the goal of the procurement process.  The Department will allow UI to conduct annual solicitations of Standard Service for full requirements through a series of three laddered contracts as proposed.  The Department notes that the Discos retain the ability to reject bids and return to the market at any time for further solicitations.  The Department will allow shorter contract durations and more frequent solicitations in response to market conditions or if specific bidding results are unfavorable.  However, the Department will limit the service contract terms to no longer than three years in length.
The CL&P and UI plans provide a general framework and the basic guidelines for fulfilling the General Assembly’s mandate for procuring Standard Service.  However, rather than establishing a rigid format for these solicitations, the Department believes it is important to provide the Discos some flexibility in designing their respective RFPs and in negotiating the final agreements, in order to maximize the potential customer benefit from these contracts.  Therefore, the Department will allow the Discos latitude and flexibility in structuring the procurement process in order to achieve the lowest cost for consumers, promote price stability and minimize the risk associated with market fluctuations.
For example, the Department believes that bidding for energy supply in smaller tranches, and tranches within each rate class, will result in more competitive prices.  Therefore, the Department will not mandate the size of each tranche, allowing CL&P and UI to determine this matter themselves.  Further, based on then current market conditions, it may prove beneficial to pursue bids that allow for variable price arrangements.  Therefore, the Department will not limit the Discos to fixed price bids.  Instead CL&P and UI will be allowed to determine whether it is in the best interest of ratepayers to pursue variable priced contracts.  Finally, the Department will allow the Companies the freedom to utilize their private power contracts as they see fit.  The Discos are not limited to the above noted examples and may pursue other appropriate strategies.
As the companies begin to implement their 2006 procurement processes, the Department recognizes that the electric distribution companies do not presently have any contracts secured in order to meet their 2007 electric load obligations.  As a result of this situation, the companies will not be in a position to mitigate any January 1, 2007 electric price impact by employing the contract laddering methodology that will begin to emerge after the initial procurement process is completed.  As a consequence, the Department encourages both companies to exercise the maximum amount of discretion in regards to the number and timing of contract solicitations that are conducted in 2006.  If appropriate, each company should conduct multiple solicitations to minimize any market timing risk that could result from exclusively relying on any one solicitation. 

The Department is concerned that the simultaneous issuance of the UI and CL&P Standard Service and SOLR Service RFPs could limit the number of available bidders or result in higher prices due to the magnitude of the combined total load.  Therefore, the Department will direct CL&P and UI to stagger their solicitations after the initial round of RFPs for 2007.  

During the SOS Period, the Department was required to maintain overall rates at 10% below those being charged by CL&P and UI in 1996.  During the TSO Period the Legislature imposed a rate cap.  Combined, these two latter requirements constrained the Department’s ability to modify the design of CL&P and UI’s rates, essentially forcing the Department to maintain past revenue differentials among all rate classes.  As a result, the Department did not require that past solicitations for generation services reflect the cost to serve individual rate classes, nor did the RFP process request that the bids provide seasonal or time‑of‑use pricing.


CL&P states that although §16‑244c(c) does not require time‑of‑use (TOU) rates for Standard Service, Section 13 of Public Act 05‑01 requires three‑period TOU rates for all customers with demands in excess of 350 kW.  CL&P is confident that it can develop rates for its customers with demands of 350‑499 kW
 by using Standard Service bids as a starting point and then administratively adjusting the bids to create three‑period TOU prices.  CL&P notes that rate design issues, such as three‑period TOU pricing, are being addressed in Docket No. 05‑10‑03, Application of The Connecticut Light and Power Company to Implement Time‑of‑Use, Interruptible or Load Response, and Seasonal Rates, and that the Department’s decision in the instant proceeding must be consistent with the final ruling in that docket.  CL&P Brief, p. 11.


The SOS Period 10% reduction and TSO Period rate cap will no longer be in place as of December 31, 2006. Specifically, the Department will require CL&P and UI to solicit bids that will reflect the cost to serve the residential, small commercial and industrial (CL&P Rates 30 and 35, UI Rate GST) and large commercial and industrial (non‑SOLR Service).  In addition, the Department must implement seasonal, mandatory and optional TOU pricing.  The Department agrees that CL&P and UI should establish seasonal and TOU pricing through an administrative process.  However, the Department will require that the RFP for Standard Service provide monthly and TOU pricing for each of the major rate classifications which may be used as the basis for administratively establishing rates.  The on and off‑peak periods used to solicit Standard Service should be consistent with the time periods established in the TOU tariffs for each rate class.


The Department is currently reviewing the on and off‑peak time periods that are in place for CL&P and UI’s rates.  At present, the on and off‑peak period for CL&P’s residential TOU rate (Rate 7) is 8 a.m. until 8 p.m., weekdays and for its commercial and industrial TOU rates is 7 a.m. until 11 p.m., weekdays (Rates 55, 56, 57 and 58).  For UI, the time period for its residential TOU rate (Rate RT) is 9 a.m. until 8 p.m., weekdays and for its commercial and industrial TOU rates is 10 a.m. until 6 p.m. (Rates GST and LPT
).  The Department is considering a modification to these time periods and will address this issue in a Supplemental Decision to be issued in Docket No. 05‑06‑04, Application of The United Illuminating Company to Increase Its Rates and Charges, and in a Decision to be rendered in Docket No. 05‑10‑03, Application of The Connecticut Light and Power Company to Implement Time of Use, Interruptible or Load Response, and Seasonal Rates.


Based on the foregoing, the Department will establish the following guidelines for Standard Service:

· The RFP for Standard Service must include pricing for the residential, small C&I (typically customers with demands below 350kW), large C&I (customers with demands between 350 and 499 kW) and the street lighting classes;

· Bids for Standard Service must provide monthly pricing;

· Bids for Standard Service must provide on and off‑peak pricing;

· Bids for Standard Service must reflect full requirements contracts.

b.
SOLR Procurement

Conn. Gen. Stat. §16-244c(e) requires that on and after January 1, 2007, each Disco shall serve customers who are not eligible to receive standard service as the supplier of last resort (SOLR).  This section requires the Discos to procure electricity and the Department to determine a price for the customers that reflect the full cost of providing the electricity on a monthly basis.  In contrast to §16-244c(c), which provides significant guidance concerning the standard service procurement process, §16-244c(e) of Conn. Gen. Stat. provides very little guidance in the development and structure of contracts for SOLR service.
The General Assembly intended that SOLR Service be made available to customers with demands equal to or greater than 500 kW who are unable to, or do not choose to secure energy from a competitive supplier.  Further, the Legislature has required the Department to establish mandatory seasonal and time‑of‑use rates for customers with demands of greater than 350 kW.  In addition, §16‑244(e)(2) states that the Department shall determine a price for SOLR Service that reflects the full cost of providing electricity on a monthly basis.  To fulfill these requirements the Department will establish 12 monthly prices (i.e., seasonal rates) as well as daily time‑of‑use (TOU) rates.

CL&P recommends that the initial procurements for SOLR service and standard service to be conducted during the same time frame, provided that the bids for standard service and SOLR are not due on the same day.  CL&P prefers to procure SOLR service quarterly, four RFPs per year, with contracts for one year periods.  CL&P Procurement Plan, p. 10 and Exhibit 3.  CL&P proposes to use each quarterly RFP to procure portions of SOLR service load for multiple years which will allow CL&P to implement a laddering approach.  For example, CL&P will procure 100% of SOLR load for the first quarter of 2007, 50% of SOLR load for the second quarter of 2007, 37.5% of SOLR load for the third quarter of 2007, and 25% of its load for the fourth quarter of 2007.  The second RFP will procure 50% of SOLR load for the second quarter of 2007, 37.5% of SOLR load for the third quarter of 2007, 25% of its load for the fourth quarter fo 2007, and 25% of its load for the first quarter of 2008.  Id.

CL&P states that the primary goal of this proceeding should be to establish a process that promotes rate stability, predictability, and reasonable prices for customers.  CL&P believes that absent laddering, the pricing for SOLR Service will result in rates that are more expensive and more volatile for its customers.  In addition, while SOLR Service must be priced monthly, there is no requirement to establish a monthly bid process.  Therefore, CL&P does not support monthly bidding for this service.  CL&P Brief, p. 4; Tr. 4/20/06, p. 16.

 UI proposed including SOLR service as part of standard service.  UI believes that this benefits all customers, including commercial and industrial customers who will not be able to manage SOLR and residential customers by improving the load factor of the entire solicitation.  UI Procurement Plan, p. 2.

UI also states that the goal of this proceeding should be to provide customers with a viable, reasonably priced electric supply and should not try to establish uncertainty and volatility to encourage customer switching.  UI suggests that the Department employ an annual solicitation for SOLR Service that is based on full requirements contracts.  UI does not oppose solicitations that request seasonal, time‑of‑use or rate class pricing.  UI Brief, pp. 2‑4.

While the Department shares CL&P and UI’s concerns regarding price stability, we believe that the Legislature intended the price of SOLR Service to reflect current market conditions as closely as possible.  The Department believes that the best way to fulfill this directive is to issue an RFP for SOLR Service every six months and to avoid laddering, which would tend to levelize seasonal price fluctuations.  


In addition, the Department agrees that CL&P and UI could establish seasonal and TOU pricing through an administrative process.  However, we prefer to have the market establish these prices and to establish retail SOLR Service prices directly from the bids that are received, thereby reflecting the full cost to serve these customers, i.e., full requirements pricing.  Therefore, SOLR Service must be procured to allow the Department to establish seasonal and TOU pricing based on the bid prices that reflect full requirements service, as well as seasonal and TOU rates.  However, the rate impact of doing so is unknown at this time.  Therefore, while the Department intends to establish retail rates based on the bid prices, it must reserve the right to establish retail prices through an administrative process to avoid rate shock.


Based on the foregoing, the Department will establish the following guidelines for SOLR Service:

· SOLR Service will be bid every six months;

· The bids for SOLR Service shall reflect full requirements pricing;

· The price periods for SOLR Service will comprise the months of January through June and July through December;

· The RFP for SOLR Service must be issued to allow the Department the opportunity to publish retail prices on or before May 1st and October 1st;

· Bids for SOLR Service must provide monthly pricing;

· Bids for SOLR Service must provide on and off‑peak pricing.

5.
Anti‑Gaming Policy – The Twelve‑Month Switching Rule


Pursuant to the Decision dated September 9, 1999, in Docket No. 99‑08‑24 – DPUC Review of The Connecticut Light and Power Company’s Proposal Regarding Cost‑Effective Supplemental Standard Offer Service, the Department placed a limit on the number of times a customer could leave, or return to, Standard Offer Service (SOS)
 to avoid the potential for customers to ‘game’ the retail market (Anti‑Gaming Policy).  The policy states that once a customer leaves SOS and returns, the customer must remain on SOS for twelve months.  This action was taken in part based on speculation from retail suppliers that the cost of SOS could increase to reflect the risk associated with allowing customers unlimited switching from and to SOS.  Decision, pp. 3‑5.


CL&P and UI believe that if the Department does not extend the Anti‑Gaming Policy, suppliers will increase the cost of Standard Service to recognize the increased risk associated with customers switching from and to utility sponsored generation services.  Therefore, the Companies support the continuation of the current Anti‑Gaming Policy.


Competitive markets allow customers the freedom to choose alternative products and services, essentially at will; they do not restrict customer choice.  The current Anti‑Gaming Policy may be too restrictive, creating a perception that a customer may be penalized (i.e., forced to remain on Standard Service for an extended period) if their choice of a competitive supplier doesn’t ‘work out’ for them.  This in turn may create a barrier to electric choice, resulting in a reluctance to ‘test the waters’ in the competitive market.  Therefore, the Department believes that customers must be afforded greater flexibility to encourage more ratepayers to try an alternative supplier.  Retail choice has been in place for over five years, providing participants an opportunity to more fully understand these markets.  To date there has been no problem with gaming.  While the potential for gaming remains of concern, particularly if initiated by suppliers, the Department believes it is appropriate to modify the current policy at this time.


In the Decision in Docket No. 99‑08‑24 the Department rejected a proposal to implement a six‑month restriction on switching, citing the need to “balance out peak and non‑peak load requirements.”  Decision, p. 4.  Based on the experience gained about competitive markets over the last six years, the Department now believes that peak and non‑peak load requirements can be addressed through a six‑month switching moratorium.  Consequently, the Department believes it is appropriate to maintain an Anti‑Gaming Policy but to modify the length of time that a customer must remain on utility‑sponsored generation services if they return from a competitive supplier.  Therefore, the Department will modify the Anti‑Gaming Policy to require that once a customer leaves Standard Service and returns, they must remain on Standard Service for six consecutive months from the date of their return.

The 12 month Anti-Gaming Policy is required by Conn. Gen. Stat. §16-244c(e)(1) for SOLR Service and therefore can not be modified by this decision.  
III.
Conclusion 

A.
Conclusion
The Department clarifies certain parameters of the procurement process for Standard Service and SOLR service that it believes are important to facilitate the smooth functioning of the process.  The Department believes that a procurement that adheres to the principles contained in this Decision will produce a fair RFP process that results in the lowest possible stable cost to ratepayers.
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M. Hoffman
� CL&P argues that while Conn. Gen. Stat. § 16-244c(c)(5) affords the Department up to 10 days to review RFP results, nothing in that provision prohibits the Department from providing its response in fewer than 10 days.  CL&P Written Comments, p. 15.


� Customers with demands of between 350-499 kW are non�SOLR Service customers who may be billed under three�period TOU pricing.


� In addition to peak pricing, Rate LPT also includes shoulder period pricing.  The shoulder period hours are 7 a.m. until 10 a.m. and 6 p.m. until 11 p.m.


� In addition to the bid price, the Department may also allocate additional costs to the price for SOLR Service (e.g., bad debt costs).


� SOS was the name given to the distribution company provided generation portion of customer electric bills between 2000 and year�end 2003.  The term SOS was replaced with Transitional Standard Offer (TSO) service for the period 2004 through year�end 2006.  Although the title for this service has changed, SOS and TSO reflect the same product, the distribution company provided generation portion of customer electric bills.








