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1017-F-62

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE DISTRICT OF COLUMBILA

[ the MWaier ol

The Developremnt and Designation
Of Srandard Offer Service In The
Diatnict of £olnmbia

Formal Case No. 1017
(5005 Resulations)

™ L W

o

INITIAL COMMENTS OF THE OFFICE OF THF. PHOPLE'S COUNSEL
IN RESPONSE TG ORDER NO. 12932 "

Pursaant to Order Mo, 12932 issued by the District of Colurmbia Public Service
Counnissivn ("PSC or "Commission™' on Sepremiber 29, 2003, the QDce of the People's
Counsel of the District of Columbia (" Office" ur "OBC"), the stalutory representative af ateliry

Customers and rarepayers 1. the Distnct of Columbia {"Distdet”), submits the wllowing

COTTIIIENS
L. INTRODCCTION

As demonsreated e OPC's August 29 Comments. Laere is overw heimu g svidence -hat
retatl competitivu is noL working ‘er residential comsimers. The ansence of vighle retail

corzpeninan for residential customers means tat the sndard offer service ("SOS") process

¢hosen by the Commission is likely to be the zole squrce of cleetriz service for e vast majoricy
o the Thstict’s s esidenttal conscmers for the foresreable fture, OPC is pleased that the rules
and regulaucns isued on Septomber 29 by the Counnissian for comment are modeled closaly
afier the Maine reta il soheitation mode! as pressnted in OPC's proposal.  OPC Iy cundident thar

fnal adoption, of those (ules and regulations, with tre few modificutions sugrected herein, will

protect the electrizity consumers of the Distnee of Cuiurnbia 10 the greatesi exlent poss:ble.

fn tie Maner af The Development and Dasi gretion OF Stendard Qffer Service fn The Distric of
Cordvrndin, Formal Case Mo, 1007, Order No. 120%7 at 27 {September 20, 2003} (*Order No. [2352™),
*DC. Code ¢ 34-804 (2001)




II. SUMMARY OF OFC'S POSITION

* Iathe absence of effective comperitor. . QPC believes m Irple SOS8 providers
are preferable 1o a shegle provider.

* DOPC beljeves that a retail solicitat on medel provides sieater advaniages for
consumers than does a whalesale solicitation meodel,

» OPC supports most of thz provisions in the Commissions proposed rules and
regulations el provide for a retal. selicitation mewle] with muoliple providers.

L. BACKGROIND

This proceeding was insnmired 1o address two distinct but celated roatters: {lite
investizate the potendal impact of e expiration of gsneration and rransmission rate CaAps On
Distriet af Colombia ratepavess, ard (20 to establisk a procedwe For selectine 2 new standzrd
offer service ("50S™) provider 1o commence servics Jpon he expiration of Posomac Clzctric
Power Company's (" PEDCO") oalismion o serve n 20047 Cirder o 17757, 1ssued on Jeme 24,
SIS dirneted the Ofiize and Lhe parties to arescnt proposed cgulations and o file comments
addiessing the laver issue, O Acensr 79, 2003, the Office submitted proposed rogulations amd
commest. addressing the procecwe fol selecnng a new $0S prowider, along with affidavits of
o expers N Kurl B Pavlovic and Nancy B. Bright CAngest 29 Comments™). On September
2%, 2003, 1ke Comemission issved Urder No 17032, which releaced proposcd SOS mles anc
regulation (or comment and requested e parties o fle jaitial ommanis by Orztoder 30, 2003,

Accardingly, OPC heraby filas itz initial comments on the propusel SO rules and recuiations.

k

Vhthe Magrer of The Developorent and Desiznunion OF Standard Qffer Service In The Distvict of
Codimbi. Pormal e Noc 1017, Qeder No. 12655 {Fubruary 23, 2003) { "Occer No. 126557
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I¥.  COMMENTS

A. 508 Precureineni with Multipie SOS Providers is Preferable to Single
Provider Procurement.

In s Angnst 29 Commerts, OPC submitted a set of proposad rules and iegulilions
mode.cd clore v vn 13e SOS proceement regulanons which have been snccesslUlly employed by
the siaie of Maiz for the last four years to 2row/de 3OS o retail customers. The Mmne
regulanors refy on retail competitive aidding to ensure that reteil customers contiuue Lo havs
rzliable clectivily supplizs at reasonable rates.  Heranl 803 solicjtation is alse fhe mantar of
selecting an SOS provider that is mandatzd Ly the Districr's Retail Blecttic Comnention end
Consumer Procection Law of 1900 /4| 000 Act™l As discusacd below. a retail 305 sulfrilation
kas nurierous advantages for corsumers over the zlternative wholesale solicitation maodel.

Th= Comunission’s proposed 505 rules ail 1egnlations provede for the selecnon of
nultiplz 3005 providers for each SOS class {Section 2908,1 13 This is preferablz w te
provisions of the 1999 Azl which requires o Single S00% provider, As explained below, allowing
for maluple providers will beth maximize participaliun in the salicilation and minimize the
[CIpaci m the cvent of A post-award providar default.

There 1= cuccently in the Diistrict Ji6e ar no visble retail compention, As of Auzust 2003,
88 pereent of Districl customers representng 53 percent of the Districe's 2,287 magawat
"MW} Joad were hoing served under PEPCO s transition SO - L2327 MW cuisisting of
rexidential 283 MW, sl commercial 150 MW, and large commercial 703 MW" Resticting
rrer solicilution 1o a single 1,200 MW block of Joad would rrecluce panticipation by hoth small

suppliers ond larze supplicrs that, at the tirme of bidding. do not have a laree cacommiled block

* PERCO Tntenim Eleviic Chince Monibly Re

port farm Tor Ancnsr 2003, filed Septerrber 13, 2003 in
Firmal Caee Wo, 45

"
=




af electnoily availanks or who co not feel that they would be able to prozuse a large blocs of
clecwicity. Thus, by providing for mediipie providers for eazh SOS elass (Section 20081 17 and
by soliciting bids in 20 percent meremants of each 303 cluss lvad (Section 290751, the proposed
rubes will mayimize participation in the soleization,

T e event of post-award defaul: by a provider, naving meultiple provicers bay clear
benefits over a sinzle provider. First, any negative pive kupact on customers wou.d be diluted
by The tact thar that the defaulting provider was not serving the entire Joad. I the rovider wus
suaplying, [or cxample. a thicc of the load. the impact will omly bie & third of whart it wonld bavs
besn ware the provider supolying the entire load. Sevond. e proposed rules provide for the
defaultiag provider's load to be olfered o the remaining providers (Scetion 2909.1). In the evenl

the remaining proeviders elect o pick up the defaulier's load, tha defanit will be handlad

seamlessly with no impact on customers.

B. The Retail $05 Saliritation Model Is Far More Protective of Betail
Cousvraer Interests than the YWhalesale S€S Solicitation Model.

In reraul competitive srocurement the SOS provider is selected throngl colpelitve price
budding, Thus, the retail $OS5 rate consisis of o single eomeetitively determined price, In
contrust, in wholesale competitive L ocurement the retai. SOS arovider is admimskratively
des:ghaled (not competitively selected) by the regulatory ageacy and the desivnaet providec
prouues Lk electmie supply Jor SOS vin competitive nidding among wholesale electric supplicrs.
In wholesals competitive procurenent the rel] SOS Taie paid by cusiomers consisis af (1) the

compeiinvely determired wholesale price of electrizily plus (2) the admuivistiatively determined




coses ol Lue 3G provider. Rotail competitive proceremnznt is mars likely to rrodnce 508 razes
that reflect the compelitive price level for two reasons.

Fiest. in retal eomipetitive procurement, the biddars submit retsi] rrice bids, fe.. the prive
retan} customers will pav. [ the solicitation 15 compatitive these peice bics will be at or nea-
each bidder™s marginal cost of supplying ciccuicity w e cusiomet. The 505 provider(s)
szlected ane the- the biddes(s) with the lowest bid{ s, Le., the lowest merginal costs. Thus, in
weLall competitive procurerment the crtire retail rate is subject o competive discipline. In
wholcsale competitive procurcrment, the reeulalor designaes the 308 provider, which than
crocures whaolesnle electric supoly competit:-vely. In the wholcsale procurement, the Jidders
submit windesale price bids, If the soliciration is compatinive, the swholesale price bids will be ar
of next each hidders marginal cost of supplying wholessle elecmicity. The rstall SOS rafes
customers will pay eonasts of the wirning biddar(s) wholesale price pls the designawd 503
providsrs costs of celivering the wholesale electricity in the retail cus-omer as determined by the
regulutory agency.

Second.an wholesile compelitive procurement, the S08 provider procures wholesale
sunply £0d then simply jpasscs iy cost o7 supply throagh ta el ecstomers. The SOS provider

I= nol ar rex for the expenses It incurs in procuring wholesale supply and. thus, has 0o naneiar

Ircenzive 1o cnsure that rae jis wholesale procurement is in fact competitive. In conwast, i pelail

competiive procuenient, the tetail SOS bidder has ncen ve to bid a¢ closer to its maroinal cost
A% 1§ necerrary o win the bic and the re gulatory ageucy, the enuy conducting the solicitation,
has ¢ statulory mandare to erore that the reeu’ting retail prices are just and reasonable. The
retatl bidding process, deiefiure, mote progesly cligns incentives with the ultmate of zoal of
adequate. reliabls supply of energy at the lowes: reasouable cose
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C.  The Commission's Decisinn Mot to Require Concurrent Retail SOS and
Whelesale 305 Solicitations Will Patentially Barm District SOS Customers.
L.C. Code Section 31-1509 governs the provision of SOS to retail custeuwers in the
Distrizt of Columbna. Szction 34-1500(e)4) requires that t=e mles and regulations adoptec by
tne Comrmssion for the seiecuon of a posi-January 1. 2005 505 supplier mmst include “[a]
rontngency plan in the event of insefitcient bids.”
UPCs Angust 25 Comments recommended that the Commiszion adopt the succcssful
Mame approach and require Ui, PEPCO, 25 the Electric Company, condiret 1 wholegale
solictnation concierrent with the retail solicitation to be conducted by iz Commission for the
selecton of an SOS providerts)® 1t 1he retail solicitation did not lead o o sufficient number of
bude, the Commission would then Dgve the euthority w direct PEPCO to nsge tha rasuiis of its
whilesule sahoitution 1o provide SO8 uatil a new 50T provider could be clivsen (rongh a new
retad] bid process . Order No. 12932, however does not provide for concurrent retail and
whele.cle SO8 solicizations. Insteal, it provides o7 a “subsequent” wholezale mdching procegs
1 walch the whalesaie midding process will sommenee. if at all, alter the retall bid process, and
perhaps ouly aller it has been determined that rhe rerail solicttation hae Taifed”  The OFfiec

submur: that the Commission’s decision to autlurize o “subsequent” wholesale solicitanion, as

"D.7. Cade Section 34-1509 (e} prowvides for thee seiection of “an elsctricity supplier” o provid: 503
atle Januay 1, 2005, Ax explaivzd in QOPC'5 August 29 Comments. it would be atdvizable 1o change the
| 999 Act ta pormit the selection of multuple S0S providers, The supphicrs would serve the revail 1oad in
Increments af 20% v 2ach cusiomer class’s laad Ths would fagihiats obtaining supply diversity and

anmIZmg prrucipation i the mzil bidding prozess, Ser Angust 29 Comments 2~ 21+ Attachment C at
Secion S(F).
© AU 39 Cotnments, Attacament € 21 Sectinn $(0).

' Proposed Sectian 2507 B{a) appears 1o contemnpiate the possioiiny that the whoiesale bid eauld he
orderd by the C

smnussion after the retail bidding is concluding bo before a Foal determination that the
retl il fas failze. Thers ars nn srincis soecified as o how the Commusgion would make the Jecision to
order o whelosals bid novess before it decides that ~he reta nrecess has failed. Moreover, giver the tight

)




Opposed Lo CconeuTznTT retall and wholesale SOS solicitanons conld, after the initial solicitation,
have significant advarse consequences for District SO3 custuiners.

D=ing the initral bicding prozess, the changs may make little dillerenee because of the
iming of the sulicitauon and commencement of SCS by » new SOS provider mandated by the
1999 Act. The procass for chaosing a provider w begin providing SOS on Febru ary 72005 (it
pending lesisiation is wdopted), is remured w0 be completed ne larer than July 1, 2004, Ths, i
Lhe fnitial retail 3OS solicitation fails to attracr = sufficient number of qualifymg bids, there will
still b at beast seven months avallable in whicl W cuncuct a wholesa'e solicitarion,

In <ibsequent bidding perieds. however, conducting a suhsequem wholesale 5305
sanicrtabion as vpposed o consurrent retail and whalssale SOY solicitations could Tuve
sigmifrcant adverse consequences, First, thers exc the Uiy tssues, Proposed Section 2907, |
wives the Comnussinm discrenion o ceiermine the duration of the initia) 805 penod, which inay
be as short as oug year. In order w allow epough time for a suhsenrent wholesale 5085
solicitation in Lhe event of retail SOS solicitation failure and uul keve 3 gap in which District
retail SIS customers would be without a S0 provider. the Commission would have to conduc:
the: r2tay| bideing process severel months in advance of the beginmin g ofthe SOS gervice period
to winch the bicding srocess pertains. Requiring potential bidd=is w bid well in advance of the

actual service commencemsant date ‘mposes additional bueinzess risk® on the potential biddars that

they m turn will seek to pasa un Lo Distnct SOS customers in the thrm of higher bids. The

addvional uncenainty of naving 1o provide bids “er period wlich is relatively far in the future,

hirme: [rawnes wvalved in the S08 eelestion process, waitiog ansl the retail bi

15 still Tikehy Lo present 211 of The problems disetsssd in 1 s sechian,
" Generally, the longy

3 peocess Is alinosl complee

rtne period batweew thie dale on which a price is quoted and service Actualky
commences. the mrezter thi nisk presmum the seller will demand in the Fora of 2 1] sher price,

7




therztore, i3 l'kelv 1o result either in higrer bid prices. or in fewer hids being racejved if [rotential
suppliar; decide the risk of hidding too far in the funue 15 wiacceprable.
Second. by employing a subsequent wholesale salicitation. the Commission woutd
eprive ntzell of (e abiliky 10 use the resnirs of the whaolesale solicitstion to evaluats the retu]]
bids 1t receives. There should be a conelation between wholesale bids and retzil bids. Tn the
Mame concurrent solizitation model, the results of the whalesale selizitetion, In addity o
proveidding a “safery! net.” provide a valuable sheek on the reasonableness of the retail SOS bjds,
I the retail solicitation is net sarzicd out far enough in advance of the service penod o
avmid the gap in SOS servize discussed above, a range of other cqually scriouns poobdems ane
vieated. Inche absence of a fall back wholesale d in hand, a5 provided in tha Maine model, &
fuiled retail 08 solizitation would reauin: the Curmmission 1o rely on proposed Sectinns
2OCE. L3 0in 1w case of oo hids) and 2004513 {in the case of insufAcicnt Bids) to select an inicrim
provader. Inall material tespects, here relevant, the two sections a-e identical. The sections
provids that, if ne bids or “insutficient hids™ zrc :eceived Lo provice standard o2t service ra a

paracelas class, the Commission:

will by widur, zither select 4 standard offer semvice —movider for (hat class through
a.temative means of dieet ihe Electric Company to provide siandard otter service
ta that class throngh purchases from the regivual wholesale bulk power markers,
contzacts with wholesale suppliers or ot=cr approaniate amangerieuts, as specifisd
by the Cnmmivsion, ustil the selection of a standard offer seovice provider 3s
made througn a new tid proesss

By failing to provide for 4 concurrent wholcsale bidding Jrocess, the { ammizsioa would
create substantial and unnecessary uncenataty abous what would actuall v bappen in the event
Wl oo beds er insufficient 5ids are rece ved in the retail bideing process. Rather than having the

concrete dasnrance ol a wholesale 308 vid jn hand, a5 would be the case if the rerail and




wiivicsale bids were sought concurrently. the Commission. upan a8 ure of the rerajl SOS
salicitztaon, will hove to hurmecly assess the remaining gptious. First, it will have to deteroine
whether 1o chonsz 2 SOS rovider through alternative means, or to direct PEMCO to providz 503
service iselfl [Tt chooses the latter course, the Commission will have to decide wheather
FEPCO vhould provide 505 service Jluowugh purchases from the spot markel operztad by PI,
“hrough contracts with wholzsale suspliers {and how those suppliers will be chosen, 1 nol
through a whoiesale bidding process?, rr through ather Uppropriate arrangements. Al this (and
tae subsequent implementation vl whalever option is chosen) will have 10 neanr 1n wharsver time
period 1 avallable betwesn the Commmussion's dacision to order = wholesale i, in light of the
[ailure ¢y anticipated failure of the retarl 505 solicitation and thz end of the arrangement wilk: the
pre existing SC5 provider. Such a prucess would not be conduct ve to eareu] cons:dernon of
the wvailahle alternatives.

The ubsence of an existing whoiesale SO0 bid at the -ime it is determined thar the retail
505 saliciution has feiled crcates the clear possibiiy tha Disirict SOS customers will he {mrced
10 pay higher energy prices for an sxcended peried of time. O particular concerm is e
possibrlizy tiat 308 customers could be required 1o iak= the Market Price Servies (z¢ deseribed
w proposed Seetion 2903, 10) until the wholesalz bidding process can “e completed, or if nn
who.eszle bidding proress i3 conducted ” untl the nex: retail soljstation takes place. Makel
Prnce Servize. by s erms, is specifically designer ior large commercial customers who cannot
“tay on SO8 for ar lepst taclve months. Rates <o the service are o be “determined by the PIk

LMY for enz21ey for the PEPCO zone, the PIM posted and verifiable market CApACily pricc,

" Proposed Scetion 2905 8ia) provides that  the Commission may dircet the Flertne Company to conduet
A shenquent 2alistation of whaolesale siandasd cffer suppliers.” {Eilnphasis addad




TANSIISEOR, ancillary services, line lasses, appeopriate taxes and a fixed retail adder of 6 mills
per KWh™

It 12 clear that Market Price Serviee would be particula]y unsniled o serve as the only
SUS option for any cus'omer elass, even on an interim 2agis. This i capeciatly true fior
r=sidendal custaners, whi 2re Jeast likely 10 have cormpennve altematives 10 $SOS. Grven the
lack of compenition for these cussomers, and given “ha the 305 provider will be serving virmally
all of the Lastrict’s residential customers, the SO8 provider will not be incurring any sk In
procuring supplies or resideqrnial customers. Uncer rhesa circutnglances, there is no jusiification
for an 3OS provider to reectve 2 6 mill par KW aldder Zor simply pitssing spol market potehases
through to canhive enstome=s.

Tor al” of these reasons, OPC rensws ils recommendation that the Commission's SOS
Rule< and Regulations srovide lor PEPCO o conduct a wholesale hidding solicitauon

conctrrent with the rexail birlding process to be conducted by the Commission.

D. The “Market Price Service™ Relerenced In Section 2%03. 10 of the Proposed

Rules Requires Clertication

As aoted aove, Section 2903.10 of the prapnsed miles provides that large customars that
cur.net remain on SO5 for twelve consecutive ot hs may chodse an “hiourly precd standard
OlTer sexvice” the rata for which “wiil be determined by the PYM LMP for tnerzy fur Lhe PEPCO
~onz. the BIM pusted and verifiable market capastty pnre. transmission, an cillary services, ling
lowwes, aopropriate wxes and a xcd retal! adder of 6 1ills ner ¥Wh.” Beyond L-e rescrvitions

EXPressed above conceming the possible, and inapprepriate, wsa of this service to povide 305 to

16}




Fesldentia] customers, thare are a number of paints conceming the mechunics of this servics that
thz Commission nceds to clarfv,

Euirst. how will the provider of this serviee e delzmmined? 16 the provides is Lo be
selecier competilively. what are the criteria (or selection? 1f the provider 15 to be designned by
the Commissicn, what are e cuileris for destonaidon®?

Second, howr will the Commission verify that the rates charged include tlie appropeiace
LMP, czpacity price. trarsmission, rneillary services and line losses? Wil the crovider make a
comp.anee filing with the Counnissivn demonsrating the consteuelion of the re? Will the
Tustomers recziving this service have the righs to protest the rate chias ged?

Third. wkas 15 the basis of and justification for the “fixed retai. adder 07 6 mills FCr
EWhT" A & mills adder seems Dankly cxcessive for simply passing through rekess spot market
nurchases 1o 2 custormer. As a poiat of compatison. the whalesale procureieal process adopred
1 Mg viand provides for an hourly priced ann-residential sarvice with the same price
carnponents a5 the proposcd market poice service, ow a maximem 375 mills adder

Fourth m what way or ways is the peoposed 12-month minimam stay/ma kel prive
SETVICE SLPZI Lo e L Z-manth minimum stayiopt-ont fee approach veed in Maine? In the
Miune meds] the opt cut foc compensates the 303 provider rorf the risk of large blacks ol load
£omg on and off 305 The |Z-maonth minimem stey/market price service proposad Ly il
Comussion appews 1 simaly ereate a windfell to the crovider of the market price zervice.

E. The selection of a new SOS8 provider shoukl not release PEPCO Brom i

oblizations under any previous Commission Orders.

1]




Frapased ncle 2963 4(¢) comrectly stames thar the price cap for low income Residential Aid
Drseount ("RAD' ) custorners will be jnaingined unt] February 7. 200 /. Inthe Settlement and
subsaquent Order 1n Formal Case No. 1002, PEPCO agreed to fund the Reliable Enarey Trust
Fund |"RETF" until August 7. 2007 1 an amourt not 1o exceed 50,0002 1 per kilowztt hou,!!
The RETF funds the RAD puoprams.” Prior @ Order No. 12495, the RETF wus funded by all
the ratepayers. OPC suggests that the Commizsion irclude adJitivnal language jndicating thar
FEPCO 15 respamsible tor makine up the difference between tha winrin g bidder{s} prices and (he
price cap1f the differerce excecds PEPCO's RETF Kilowatt hovir onligation to under Order Ne,

173835 Failure to include additior.al lasgruge to this effect would mean tat ralepayers wotlhd he

sulmsilizing PEPCO'S responsibiliny nrder the Divestitire Sett]e-ment Agreement codifzd n

Order No. 1137£ and that rategayers would Dot receive all the bensins ronzemplated 1o the

Duvestitun: Ag-eemenl.

¥.  CONCLCSION

OPC appreciatss the opportunity w pLovide -hese comments and snpports the general

dirzcthon thal the Commission 18 going through its propozcd ru.es and ez ulations, The fnal

adoption of thise sules and regulations, with -he few modifications suggested herzin, will serve

hest to protect the electricity consumens ¢ the Districr af Columaia.

" Formal Cnse No_ 945, In the Matter of the Investigation i Elzciric Service Market

Cuompetiten and Regularary Practizes, Order No. 11576 {Dccember 50, 19290 ("Ooder Ne.
11570

"Format Case 1002, In the Matter of the Yoins Applicatwn of Pepeo and the New RC. Inc. for

Adlthorization and Approval of Merger Trarsaction, Order Na. 12353 (May 1, 2002 ["Order Ko,

LG R

" DO Code § 34-1514 (3001,
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Room 1100, 107 Pl
Washingion, D.C, 20068

Kickard Bewerly
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Lr.C. Public Service Commission

1133 H Sweer, W ., 7" Floor, East Tower
Washinglou. D.C. 20003

Eennett Rushkoff, Esq.
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441 Fourth Straet, NW

Suile 350 North., Room 20
Washingiun. D.C, 20001

Paul §. Buckley, Esq.
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Toseph Zimmerman, Esy.
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AN Fifth Soreet, NW

Washingtan, T C. 20001

Harold L. Siegrest
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w721 Westphalia Road

Tpper Marlaorn, MWD 20774

Heven L, Arabia
Directur, External Affairs
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Supe BOO

Washinaton, DO 20004

Praon G. Francs, Esg.

Aparement & Office Building Association
1050 _7 Strect, N

Suite 300

Washinzten, DG, 20036

Ralph McMillen, Director
Charles C.anton, Chief
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