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I.
DEFAULT SERVICE DEVELOPMENTS IN RESTRUCTURING STATES
Of the 15 states that are implementing retail electric markets, 14 require the local distribution utility to provide default service to residential and small commercial customers who are not served for any reason by an alternative supplier.
  Furthermore, in almost all of these restructuring states, the distribution utility has either sold or transferred generation assets to an affiliate or independent owners so that default service consists of a pass through of contracts purchased in the wholesale market. This default service is “regulated,” often pursuant to statutory directives, in that the distribution utility’s portfolio of contracts and acquisition of this service in the wholesale market is subject to the approval of the state commission.  This is the model that has been adopted in Massachusetts.  
In general, default service provided to residential electric customers is provided by the distribution utility with a portfolio of wholesale market contracts that is designed to ameliorate price volatility.  Contracts are purchased of various lengths from 6 months to 3 years and purchased in a “laddered” fashion to avoid going into the wholesale market for a large portion of the load at any one time.

Finally, default service prices are fixed in that they do not reflect time-varying rates except for the seasonal rate structure in effect in some states that predated restructuring.  In several restructuring states, similar to Massachusetts, there was a Time of Use rate option available to residential electric customers.
  These TOU rate options required the customer to have a different interval meter and often came with a higher customer charge to reflect these additional costs.  These TOU rate options were not widely subscribed, similar to the experience in states that did not adopt retail electric competition.   When restructuring was adopted, the utility typically retained the older TOU rate option and adopted a “default” pricing mechanism for that rate option for the distribution and generation portion of the bill or, similar to Massachusetts, dropped the TOU rate structure from the generation portion of the bill and retained it only for the distribution portion of the bill.   In some cases, the TOU rate option was made available only to customers who were “grandfathered” in the older program.  In any cases, these pre-restructuring rate options reflect a low level of customer participation.  In no state has the regulatory authority approved any proposal that the standard default service rate structure reflect time-varying rates.  Rather, there appears to be a consensus that time-varying rates (other than the pre-restructuring TOU rate option) are an optional service that should be provided in the retail market.  

Most debates about default service have occurred where retail suppliers and/or state policymakers seek to eliminate the price stability feature of the current default service portfolio and adopt a pass through of short-term wholesale market prices that are based on either monthly or quarterly wholesale market contracts and that eliminate the “laddering” feature typical in most default service portfolios.  Another option that has been proposed in some states is to adopt a model in which one or more retail suppliers bid to provide default service under a predetermined rate structure that also might reflect more frequent rate changes.  However, these proposals by representatives of retail suppliers have never proposed that default service should be other than a fixed price (even if it changes monthly) or that it should reflect time-varying prices.  Such representatives have, however, proposed that states encourage utilities to deploy AMI systems so that alternative suppliers can offer customers time-varying rate options.

The manner in which most restructuring states have required their electric utilities to acquire default service in the wholesale market is similar to that in effect in Massachusetts where the utilities conduct a competitive process to acquire fixed price wholesale market contracts and stagger their purchases to ameliorate short-term wholesale market volatility.  Several examples of the current default service policies in effect in restructuring states include:

· The Maine Commission has adopted a Standard Offer Service Rule (chapter 301) that requires that the SOS rate reflect a fixed price that does not vary by level of usage or time of day.  The Rule establishes criteria for qualification to provide SOS by licensed suppliers.  The distribution utility is obligated to bill and collect for SOS.  The SOS provider is named on the customer’s bill.  The Commission conducts an annual RFP for one-third of the SOS load for residential and small commercial customers; as a result the customer SOS price changes annually.
While Central Maine Power Co. and other Maine investor-owned utilities have or are in the process of installing a new AMI system, there has been no suggestion or proposal to alter the SOS price structure.  Rather, the Commission recently approved CMP’s offering of a voluntary TOU rate option.

· Connecticut adopted reforms to its electric restructuring law in 2007 following a two-year debate about the nature of the reforms that should be adopted.  These reforms were again subject to debate and change with Public Law 11-80, effective in 2011. The Act requires that a “procurement manager” in the Public Utilities Regulatory Authority designs a Standard Offer plan that specifically relies on competitive wholesale market contracts “that will enable each electric distribution company to manage a portfolio of contracts to reduce the average cost of standard service while maintaining standard service cost volatility within reasonable levels.”  The Procurement Manager has recommended a portfolio of wholesale market contracts of various terms that utilities then purchase in competitive bids.  The resulting price is stated as a fixed price Standard Service Offer on customer bills.  
· Pennsylvania law requires that default service be procured by utilities pursuant to a procurement plan that reflects a “prudent mix” of wholesale market contracts with the objective of “least cost over time.”
  Default service prices change quarterly.  It should be noted that the Pennsylvania Commission is considering the adoption of more volatile pricing policies but acknowledges that any such radical change would require statutory amendment that has not occurred.   While the Pennsylvania PUC has publicly stated its preference for a more volatile default service procurement policy (such as purchasing 100% of the load every three months), it has never suggested that default service should reflect a time-varying rate structure.  In addition, Pennsylvania law has also required its electric utilities to deploy AMI over a 10-15 year period and offer a Time of Use rate option to residential customers with smart meters.  Retail suppliers in Pennsylvania have lobbied for the right to provide this service and eliminate the utility’s role in offering Time of Use rate options.
· Maryland law requires default service to be procured by utilities pursuant to a procurement plan that is required to “obtain the best price for residential and small commercial customers in light of market conditions at the time of procurement and the need to protect these customers from excessive price increases.”  The contracts may include those acquired through a competitive process, as well as one or more bilateral contacts, all of which must be approved by the Commission.  The contracts must result in a “portfolio of blended wholesale supply contracts of short, medium or long terms, and other appropriate electricity products and strategies, as needed to meet demand in a cost effective manner.”  In addition, the procurement may include “cost effective energy efficiency and conservation measures and services.”   
Baltimore Gas & Electric proposed as part of its proposal for AMI deployment that the Commission approve a Time of Use rate as the “default” service for residential customers.  The Maryland Commission rejected this proposal and has required BGE and Pepco to offer a Peak Time Rebate for residential customers with smart meters starting in the summer of 2013.  This PTR program will operate as an overlay on the existing fixed price default service.
· Pursuant to a descending clock auction supervised by the New Jersey Board of Public Utilities, one-third of the default service requirements for residential and small commercial customers is procured annually for all New Jersey’s electric utilities.  AMI is not under deployment in New Jersey.
· The Delaware Public Service Commission has approved a default service procurement plan in which one-third of the load is purchased annually for three-year contract terms.  
The largest utility, Delmarva Power, has recently completed its AMI deployment and has proposed that it overlay the default service fixed price with a Peak Time Rebate program for residential customers in 2014.
· The default service policy in New York relies on monthly price changes and the flow through of wholesale market contracts for relatively short terms, but there are some “hedging” related activities also reflected in each utility’s portfolio.  Default service is a fixed rate.  Pursuant to New York law, Time of Use rate must be optional.

· Illinois adopted reforms to its electric restructuring law in 2007.  The legislation also adopted significant reforms particularly with respect to the future planning and acquisition of electricity for Default Supply.  Default Service must now be provided under a procurement plan that must assure “adequate, reliable, affordable, efficient and environmentally sustainable electric service at the lowest total cost over time, taking into account any benefits of price stability...”   The procurement plan must be developed and submitted for public review and comment in an open and transparent process and the plan must rely on competitive procurement that is monitored by neutral parties and personnel.  The bill creates a new state entity, the Illinois Power Authority, which is given a wide range of authority to consider various types of wholesale market contracts for default supply and prepare future procurement plans that the Commission must review and then order the utilities to implement. 
More recently, Illinois adopted a legislative mandate for AMI deployment over a 10-year period.  Included in that statute is a requirement that the utilities offer a voluntary Peak Time Rebate rate to customers with smart meters.  The Illinois Commission recently approved a request to delay the start of installation of AMI for Commonwealth Edison’s customers until 2015.
· While not a restructuring state, California electric utilities have installed or are nearing completion of installation of AMI.  However, there is no requirement for a mandatory or “default” time-varying rate.  Rather, these utilities offer voluntary Time of Use and Critical Peak Pricing to residential customers.  Southern California Edison and San Diego Gas & Electric have large scale Peak Time Rebate programs offered to its customers with AMI meters.

� There are 15 states that have adopted and retained the retail electric and/or natural gas competition model, most of which are located in the New England, Mid-Atlantic, and Mid-Western portions of the U.S.  Many states that originally adopted this model have repealed restructuring, including Arizona, Nevada, Oregon, California, Virginia, West Virginia, Montana, and New Mexico.  In addition, while retail competition is a theoretical option in Michigan, the utilities have not divested their generation assets and they provide default service under traditional cost of service regulation.   With regard to default service policies, a well-known exception is the Texas retail electric market in which there is no obligation by the distribution utility to provide any retail service to electric customers.  There is no default service as that term is used in other restructuring states, but there is a very high priced Provider of Last Resort Service that is intended to be a short-term bridge service to customers whose suppliers suddenly exit the market that is provided by retail suppliers.  In addition, under the Atlanta Gas Light retail market program in Georgia, the distribution utility has also exited the retail gas supply market and there is also no default service program available to customers except those who, similar to Texas, need a bridge service at a high price.  These market models have not generally been adopted elsewhere.


� It is worth noting that there is no “time varying” rate structure in the provision of natural gas supply since there is no price differential for natural gas in the wholesale or retail markets based on time of day.  


� See, e.g., the Comments filed by the Retail Energy Supply Association (RESA) before the New York Public Service Commission in a proceeding seeking input on various retail energy market policy issues.  Case 12-M-0476, currently pending before the New York Public Service Commission.  It should go without saying that retail suppliers do not offer to pay for AMI deployment and assume that distribution ratepayers will fund this investment.


� See, Act 129 adopted in 2008, and 52 Pa Code §54.181-189, the Pennsylvania PUC’s regulations to implement these requirements.





PAGE  
5

