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Introduction


A common result of retail restructuring throughout the U.S. is the absence of significant, persistent customer migration to competitive suppliers (ARES in Illinois), particularly among residential and small commercial customers.  This result is somewhat striking given the vast differences in the market structures and policies implemented by different states.  While competitive markets for small customers ultimately may develop, in the interim such customers continue to rely primarily on their local utility to procure the necessary power supply.  Thus, all states approaching the end of their original transition period for initiating retail access have had to adopt (or continue) policies and procedures to ensure the procurement of economical and reliable supply for non-shopping customers.  

Following is a brief summary of the approaches that five states—Maine, New Jersey, California, Pennsylvania, and Maryland—have adopted to ensure the procurement of economical and reliable power supply for non-shopping retail customers.  These states represent a good cross-section of restructuring approaches.  They run the gamut from states like Maine with Commission-run power auctions to ones like Pennsylvania that seek to “spin off” non-shopping customers to competitive retail suppliers, thereby making the latter responsible for the procurement of wholesale power supply.  Despite these differences, one common thread in all of these approaches is that utility arrangements to procure wholesale power supply for their non-shopping customers must be reviewed and approved by state regulators.   

Lessons Learned and Implications for Illinois

Based on our review and first-hand knowledge of the experiences of these states, as well as those of other states not summarized here, we believe there are several important lessons that Illinois should consider in its development of power procurement guidelines.  First, it takes time to get the necessary procurement procedures and guidelines in place.  Even if an informal process (e.g., an ICC-sanctioned working group) is established to develop a “consensus” proposal, it undoubtedly will take time for this group to research, discuss, debate and ultimately agree on a proposal.  If informal processes prove to be unsuccessful, the ICC would have to establish a formal hearing to develop procurement guidelines.  Given the host of complex issues it raises, power procurement does not lend itself to an “accelerated” hearing schedule.  In addition, other states often have found a need to revise their procurement guidelines.  Thus, even though the need to have procurement guidelines in place in Illinois may not be immediate, it makes sense to start the process as soon as possible to have guidelines in place once the existing set of wholesale power arrangements expire in 2006.  

Second, regardless of the specific procurement process implemented, it is very important that the ICC continually monitor the state of competition in the wholesale and retail power market.  This way, the Commission is less likely to be surprised by the price of power offered in bids or via bilateral contracts or other terms and conditions of such offers (e.g., escalation clauses, buy-out provisions).  Detailed, before-hand knowledge of the status of the wholesale market gives the ICC an opportunity to adjust the procurement guidelines in light of such information (e.g., direct the purchase of relatively long-term power purchase agreements (PPAs) in a favorable market and relatively short-term PPAs in an unfavorable market) and to better evaluate wholesale power offers.  By making the ICC more informed about current and projected market conditions, the ongoing gathering and review of market intelligence also should reduce the time devoted to after-the-fact review of PPAs.


A third insight is that outright prohibition on affiliate purchases is essentially impossible, except where most (if not all) generation has been divested to third-parties (as in New England).  In most retail access states, it is still necessary for utilities to take some of their supply from affiliated generating companies (GENCOs) (i.e., an affiliated company that provides wholesale power supply), simply to satisfy peak demands, and this is likely to be true in Illinois because affiliated GENCOs own or control significant portions of the regional supply base.  The ideal is to design fair and transparent competitive procurement processes in which affiliated GENCOs can compete to win such service contracts, rather than have them be assigned by default.  It may well be the case that an affiliated GENCO has some of the most economic resources available in the market region.  If so, it should be in a good position to win a share of its utility’s supply contracts through a competitive process designed to yield just and reasonable prices.  Regulators need to play an active role in determining whether market circumstances and the transparency and competitiveness of utility procurement practices support such a finding.


Finally, a key lesson from other states is the need for and value of flexibility.  Wholesale market conditions undoubtedly will change.  While the likelihood of a California-style market meltdown occurring in the Midwest in the foreseeable future is low, markets here as elsewhere will go through boom and bust cycles.  In addition, the Midwest wholesale market will evolve from one that today relies primarily on bilateral contracts to one that relies more on centralized spot markets once the Midwest ISO implements its “Day Two” market design.   An auction format or bilateral contracting approach that works well in one kind of market may not work well in another.  Maine decided that its initial auction rules were too rigid to take proper advantage of market opportunities.  After being burned by its decision to rely heavily on spot energy markets, California is implementing an approach that encourages its utilities to procure a diversified portfolio of resources that minimizes reliance on spot markets.  Flexibility does not mean that a utility “can do anything it wants to”; rather, it means that procurement guidelines should permit utility buyers to experiment with different approaches and adjust to market conditions in an economically rational and transparent way in order to get the best deal possible for their retail customers.


However, flexibility in supply procurement processes involves a tradeoff for the utility that is making the procurement decisions, because of how it affects the ease of obtaining regulatory approval thereafter, which typically can only be more assured with more prescriptive approaches.  In order to have the best of both approaches, it is critical that there be substantial, before-the-fact regulatory agreement over what kinds of flexibility a utility needs in order to make advantageous procurement choices that are consistent with public policy goals.   Achieving this kind of balance will require that regulators become more involved, and certainly much better informed, before decisions are made.  It also requires that their involvement be increasingly to judge whether reasonable criteria and procedures for procurement management are applied, not whether ex post outcomes are as attractive as hoped.

MAINE

Summary
The Maine Public Utility Commission (MPUC) administers a periodic, competitive auction to procure full requirements standard offer service (SOS) for the state’s distribution companies (DISTCOs).  The requirement for a competitive auction was established in the state’s restructuring legislation.   

Overview of Maine Restructuring
Retail competition began on March 1, 2000 for all customers.  The state’s electric utilities were required to divest all generating facilities prior to this date.  The proceeds from such sales were used to calculate a stranded cost charge (if necessary) collected by the DISTCO in its distribution rates.  

The state’s restructuring legislation specified that SOS was to be made available at least until March 1, 2005, to any customer who did not obtain electric generation service from a competitive supplier.  The MPUC establishes an RFP to solicit and select bids to supply SOS on an annual basis.  (The term of frequency of SOS procurement subsequently was modified by the MPUC, as explained below.)  Marketing affiliates of DISTCOs may not provide more than 20% of the SOS in the affiliate’s service territory unless required to do so by the MPUC.  A DISTCO may be directed to acquire some or all of the necessary SOS if the MPUC receives insufficient and/or unacceptable bids.   

Potential suppliers are allowed to bid on the total load of predefined customer groups in a service territory or only a portion of the load.  Fixed price bids are required for residential and small commercial customers but bids to medium and large customers can be variable, market-indexed, etc. as well as fixed.  

Results of SOS RFPs    
The results of the initial SOS auction, for service beginning March 1, 2000, were only partially satisfactory.  The MPUC accepted bids for all classes of service in Maine Public Service’s (MPS) area and the residential/small commercial class of the Central Maine Power (CMP) territory.  However, the MPUC rejected all bids for providing service to CMP’s medium and large non-residential customers.  CMP was directed to provide SOS to those classes using power procured from the wholesale market.  The MPUC also rejected all bids for providing SOS to the Bangor Hydro Electric (BHE) service territory.  As a result, BHE’s SOS rates reflected the cost of wholesale supply acquired by BHE.

After the first round of bidding, the MPUC amended its SOS rule to give itself more flexibility and therefore improve the likelihood that the RFP process will yield satisfactory results.  Much of the flexibility comes from not setting out specifics in the rule itself but in the Requests for Bids (RFBs).    For example, the timing for issuance of the RFBs, submission of bids, and designation of the providers is specified in the RFBs rather than the rule.  In addition, the MPUC gave itself the option of accepting SOS bids for a period of greater or less than one year.      

A second bidding process took place in the winter of 2000 to determine standard offer providers beginning March 1, 2001.  The RFP process yielded a SOS provider for all classes of customers in the MPS territory for a 2-year period.  However, the MPUC terminated the formal bid process for CMP and BHE because the bids were inadequate due to price spikes in the Northeast wholesale electric market.  The MPUC again directed CMP and BHE to procure SOS via bilateral contracts.  

The third time was the charm as SOS requirements for all customer classes of CMP and BHE were filled through the RFP process.  The new prices took effect on March 1, 2002 and were a significant reduction (over 40%) from existing prices for medium and large customers.  The MPUC signed 3-year contracts for service to residential and small commercial customers and one-year contracts for service to medium and large customers.  The MPUC concluded that price stability and predictability were more critical for small customers.  

This past year, the MPUC administered RFPs for service to 1) all MPS customers and 2) the medium and large customers served by CMP and BHE.  SOS prices for all such customers will decrease as a result of this latest round of auctions.  

Comment: Mandatory competitive procurement of SOS is a necessary result of Maine’s policy decision that its DISTCOs exit the generation business.  While Maine’s SOS auction has not changed fundamentally over multiple rounds, the MPUC has tinkered with the auction to make it more flexible in regard to bids terms and pricing structures.    Improving prices reflect lower wholesale power prices in the Northeast (especially in Maine, a generation pocket).  Over time, the MPUC has shown a preference for signing longer-term (> 1-year) contracts for residential and small commercial customers.  The MPUC also has decided to extend SOS beyond the March 1, 2005 termination date set by the state’s restructuring legislation.    

Summary of Current SOS Prices (Effective 9/1/03)        

	Customer Class
	CMP
	BHE
	MPS

	Residential/Small
	$49.50/MWh
	$50.00/MWh
	$58.02/MWh

	Medium
	Approx $56/MWh (varies by month)
	Approx $56.60/MWh  (varies by season)
	$58.47/MWh

	Large
	Winter Prices: on-peak capacity charge = $0.51/kW-month. Peak energy = $65.97/MWh
	Winter Prices: on-peak capacity charge = $0.51//kW-month. Peak energy = $65.44/MWh. 
	$62.53/MWh 

	
	
	
	


NEW JERSEY

Summary

Post-restructuring, distribution companies (DISTCOs) in New Jersey initially provided bundled power service under traditional arrangements, subject to a price cap.  However, beginning in 2002, New Jersey’s DISTCOs were required to procure Basic Generation Service (BGS)—New Jersey’s term for standard offer service--through a state-wide auction, as described below.    

Overview of New Jersey Restructuring

Retail choice began in New Jersey for all customers on November 14, 1999.  All customer classes were granted an initial 5% rate reduction with an additional reduction of at least 5% over the next three years.  The price reductions were from the distribution portion of the customer’s bill, so even customers that switched to a new retail supplier obtained the price reductions.  The rate reductions and transition period were established by statute.     

Generation service was provided by the DISTCO for four years following the initiation of retail competition.  For the 4-year transition period from August 1, 1999 through July 31, 2003, the price for BGS was pre-set, and decreased slightly over the transition period.  

In its rate unbunding, stranded cost and restructuring final orders, the New Jersey Board of Public Utilities (BPU) directed each of the state’s DISTCO’s to file by August 1, 2001, specific proposals to implement a Request for Proposal (RFP) process for BGS for Year 4 of the Transition Period (August 1, 2002 through July 31, 2003).  In response to this directive, the DISTCO’s jointly proposed and ultimately received the BPU’s approval to obtain BGS through a descending clock auction process, described below.  

Review/Approval of Auction Process
A fairly extensive review process was undertaken, with the ongoing involvement of BPU Staff and other stakeholders, before the descending clock auction process was approved by the BPU in December 2001.  On June 29, 2001, the state’s four DISTCOs
 filed a generic proposal for BGS that recommended a simultaneous, multi-round, descending clock auction format.  On July 12, 2001, BPU Staff received approval to obtain the services of a consulting firm to provide advice to the Board on the auction proposal.  On October 4, 2001, a public legislative-type hearing was held before the BPU at which any party wishing to do so was afforded the opportunity to participate and present comments.  The DISTCO’s submitted their final proposal on October 17, 2001 and final comments on this proposal were filed October 24, 2001.   

There was significant opposition to the proposed descending clock auction process.  Critics of the DISTCO’s proposal—such as the state’s consumer advocate and power marketers—asserted that the descending clock auction was untested and potentially risky.  The advocate’s economic expert further argued that the size of the auction was very large for an experimental procurement method and could distort an already tight capacity market in PJM.  In addition, the consumer advocate and power marketers argued that a portion of BGS retail customers should be bid out to competitive suppliers (ala Pennsylvania) rather than the wholesale supply function.  The DISTCOs responded that the descending clock auction process was proven, having been used for years by the Federal Communications Commission and other agencies throughout the world.  They also defended DISTCO provision of BGS by arguing that it is a backstop, “plain vanilla” service that cannot be marketed to customers.  

In its evaluation, the BPU concluded that the consumer advocate/marketer proposal to bid out a portion of BGS customers to alternative electric power suppliers was significantly underdeveloped and would have required the Board to start from scratch in developing a process for Year 4 of the Transition Period.  The Board further concluded that the Advocate’s concerns about load requirements and the competitiveness of the generation market place are concerns that could be raised for any RFP process.  The BPU also dismissed that Advocate’s concerns about the absence of benchmarks with which to evaluate the results of the auction, noting that it is difficult to establish a meaningful and reasonable benchmark in a volatile wholesale electric market.  The BPU concluded that the process rather than the results of the auction are what merited its attention (and therefore retained a consultant to monitor the auction).  Based on these and other findings, the BPU concluded that the DISTCOs’ design auction was appropriate.  

Comment: Among the conclusions that one can draw from New Jersey’s experience is that it is difficult to beat a well-defined plan with a poorly-defined or incomplete plan.  Bidding out a portion of retail load is a much simpler idea than the sophisticated auction technique proposed by the utilities but the former was not well fleshed out.  Even relatively “simple” auction or procurement methods raise many policy and procedural questions, and if those questions aren’t addressed regulators are likely to reject such proposals.              

Auction Process

New Jersey established what is known as a descending clock auction for BGS.  Through a multi-round process, potential suppliers bid to provide full requirements service to slices or “tranches” of customers within each class.  The four separate DISTCO territories in New Jersey are cleared simultaneously.    

Two auctions have been conducted to date.  The BGS auction for year 4 of the transition period concluded in February 2002 and the auctions for the supply period beginning August 1, 2003 concluded on February 4, 2003.  The first auction took 83 rounds over 8 days, with 15 bidders ultimately awarded a share of BGS load.  The second auction was very similar to the first one but there were a few notable differences, such as the linking of auction results to consumer prices and the separation of large customers from small customers in two distinct auctions.  The second auction ended after 14 rounds (for small customers) and 15 rounds (for large customers).  Both auctions were monitored and reviewed for the BPU by a consulting firm.  

The New Jersey DISTCOs have proposed that they continue to procure BGS via two simultaneous, multi-round, descending clock auctions.  One auction would be for larger commercial and industrial customers and would be for the provision of hourly-priced service.  The second auction would be to procure fixed-price service for all other customers of all four DISTCOs.  

Auction Results 

The BPU has been pleased with the result of the auctions.  In the first auction, prices for all-requirements BGS service were close across all four DISTCO markets: 

DISTCO


Price



Effective Date
First Energy/JCP&L

$50.80/MWh


8/02-7/03

PSE&G


$51.10/MWh


8/02-7/03

Connectiv


$51.80/MWh


8/02-7/03

Orange & Rockland

$58.20/MWh (in NYISO)
8/02-7/03

Following are the results of the second auction.

BGS-FP

DISTCO


Price



Effective Date
First Energy/JCP&L

$53.86/MWh


8/03-5/04

PSE&G


$50.42/MWh


8/03-5/04

Connectiv


$55.29/MWh


8/03-5/04




Orange & Rockland

$56.01/MWh


8/03-5/04

BGS-HEP

DISTCO


Price



Effective Date

First Energy/JCP&L

$60.00/MWh


NA

PSE&G


$65.25/MWh


NA

Connectiv


$56.10/MWh


NA

Orange & Rockland

$59.80



NA

Comment: These results reflect the favorable current wholesale market in the PJM region.  However, there is a potential market power problem because PSE&G Generation owns a significant share of the capacity needed to serve the New Jersey market.  To rectify concerns about its market power, PSE&G Generation has not bid directly into the BGS auction, choosing instead to sell over 75% of its capacity via bilateral contracts to other bidders. 

CALIFORNIA

Summary
The wholesale market power crisis that struck California and the western U.S. in general over the May 2000 – June 2001 period is well known.  As a result of this crisis, California has largely, though not entirely, retreated from retail competition.  Over the last two years, legislation and regulations have been implemented to guide utility procurement planning going forward.  After the disastrous experience with the California Power Exchange (PX), California understandably is leery of relying on spot markets to any significant extent and is instead moving toward something more akin to the integrated resource planning in place prior to restructuring. 

Overview of California Restructuring

Retail choice for all customers began on March 31, 1998, simultaneous with the start of the California Independent System Operator (ISO), which operates a large portion of the state’s transmission grid, and the PX, which formerly operated a centralized exchange for spot energy sales.  

A four-year transition period was established (April 1998-March 2002) in which the utilities would have to recover their stranded costs.  Retail rates for bundled service were reduced 10% and capped at this level through the transition period.  This capped retail service was California’s version of standard offer service.  Utilities procured supply for SOS by purchasing power through the PX.  Indeed, the DISTCOs were required to sell and purchase all of their generation through the PX until the end of the 4-year transition period.  Stranded costs were to be recovered as a result of the anticipated “headroom” between the utilities’ cost-based retail generation rate and the PX price.

The state’s restructuring legislation required the DISTCOs to divest at least 50% of their fossil-fired generating plants.  Ultimately, the state’s DISTCOs divested all of their fossil-fired generating assets.  Nuclear and hydro assets were retained by the DISTCOs.   

The Power Crisis                 

The dramatic and sustained increase in wholesale power prices over the May 2000 – June 2001 period was unprecedented.  Wholesale power costs were far higher than the frozen retail rates.  The California Public Utilities Commission (CPUC) ultimately approved small rate increases but these increases were not nearly large enough to enable the DISTCOs to recover their purchase power costs.  As a result, one utility (Pacific Gas & Electric) went bankrupt and another (Southern California Edison) almost did.  The PX folded, largely as a result of FERC’s elimination of the mandatory buy/sell requirement and the credit problems of its primary customers (i.e., the DISTCOs).  The state, via the California Department of Water Resources (DWR), had to step in and purchase power to keep the lights on.  DWR entered into numerous long-term power contracts during the height of the power crisis.  These contracts generally are not economical in today’s market, and while FERC has refused to abrogate any of these contracts, the state has managed to modify some of them via settlements with the sellers.      

The Aftermath

California is evolving toward an industry structure in which DISTCOs will be the primary providers of generation services, through a combination of long-term contracts, short-term purchases, and self-building.  On September 24, 2002, Governor Gray Davis signed a package of energy legislation designed in part to restore the financial health of the state’s investor-owned electric utilities. Two of the bills, AB 57 and SB 1976, allow the state’s utilities to enter into long-term purchase power contracts and other procurement arrangements with greater financial certainty.  Specifically, these bills require utilities to file power procurement plans periodically with the CPUC.  

Under this law, a utility’s power procurement plan must include, among other things, 

1)
A competitive procurement process; 

2) 
An assessment of the price risk associated with the DISTCO’s proposed portfolio;

3)
Upfront standards and criteria by which the acceptability and eligibility for rate recovery of a proposed procurement transaction will be known by the DISTCO prior to execution of the transaction.  This should include an expedited approval process for the CPUC’s review of proposed contracts and subsequent approval or rejection thereof; 

4) 
A plan to achieve appropriate increases in the diversity of ownership and diversity of supply of non-utility generation; and 

5)
A diversified procurement portfolio consisting of both short-term and long-term supply and demand reduction products.  

The CPUC will specify the format of the procurement process, as well as criteria to ensure that the auction process is open and adequately subscribed.  The cost of purchases made consistent with the CPUC-authorized process will be recovered in rates.     

Utilities also are permitted, though not required, to propose an incentive mechanism that establishes one or more procurement benchmarks and balanced risk and reward incentives. 

The IOUs filed long-term procurement plans consistent with this new statutory framework on April 15, 2003.  On December 18, 2003, the CPUC adopted short-term procurement plans for the state’s IOUs and indicated that it would soon issue an order setting forth a comprehensive framework for resource procurement. 

On January 22, 2004, the CPUC did in fact issue an order established the regulatory framework under which the state’s IOUs will resume their full power procurement responsibilities.  The CPUC framework endorses a hybrid market structure, with the utilities able to own generation, and other generators competing to provide new supply through a Request for Proposals (RFP) process.  Utilities must meet a 15-17% reserve margin requirement no later than the beginning of 2008 and must forward contract 90% of their load plus reserves a year in advance for the summer months.  Utilities are directed to meet resource needs first through cost-effective energy efficiency, demand response, and renewable resources prior to considering the addition of conventional supply or transmission resources.      

Comment: It will be interesting to see how California’s process evolves because it is one of the more flexible “phase 2” models in existence, particularly in the latitude it gives utilities to self-provide new generation.  It is clear that there will be some upstream reintegration and extensive DISTCO involvement in supply-side (and demand-side) resource planning.  At the same time, the requirement to include some form of competitive procurement process in each plan shows that California does not wish to abandon the wholesale market.  If implemented properly, California could provide a good model for states that do not want to mandate competitive procurement of wholesale generation supply.      

PENNSYLVANIA

Summary

Pennsylvania does not require its DISTCOs to competitively procure generation for standard offer service (SOS).  However, the state has sought, with limited success, to auction retail customers and their associated load requirements to competitive retail sellers. 

Overview of Pennsylvania Restructuring
Retail choice was phased-in beginning September 1998.  By January 2, 2000, all Pennsylvania customers were allowed to choose their retail electric provider.  

Under the state’s restructuring legislation, DISTCO’s were required to provide SOS until January 1, 2006, at capped prices.  The restructuring legislation did not require a rate reduction, but each DISTCO agreed to a rate reduction (i.e., reductions in the cost of SOS service) as part of larger settlements related to stranded cost recovery.  In some cases, such settlements extended the term of SOS beyond January 2006.  Pennsylvania also established “shopping credits” – the reduction in the DISTCO’s price for bundled service that a customer would receive when purchasing from an alternative retail supplier.  This shopping credit is effectively the price of SOS.    

Competitive Default Service

Pennsylvania’s restructuring law did not require DISTCOs to bid out a portion of their SOS load, but most agreed to do so in their restructuring-related settlement agreements.  The process of bidding out a portion of SOS load is known in Pennsylvania as Competitive Default Service (CDS).  The idea is to bid out a portion (e.g., 20%) of a DISTCO’s SOS load to a competitive retail seller.  The provider of CDS then would be responsible for procuring the wholesale supply necessary to serve its customers. 

Auctions for CDS generally have not been successful because the market price of power has been greater than the price of generation (i.e., shopping credit) embedded within SOS.  For example: 

· GPU received no responses to supply 20% of its SOS in 2000.

· West Penn Power attempted unsuccessfully to bid a portion of its SOS in 2000.

· Duquesne Light awarded 20% of its SOS customers to AES Energy Supply, who in turn awarded them to Dominion Peoples Plus, a subsidiary of Dominion Power. 

· PECO awarded a SOS contract for 20% of its customers to the New Power Company.  PECO customers assigned to the CDS received a 2% discount on SOS.  However, New Power went bankrupt and these customers reverted to PECO.  

PECO has an ongoing obligation to “shed” retail customers as a result of its settlement agreement.  On September 26, 2003, PECO Energy announced that two companies has submitted valid bids for the residential Market Share and Threshold Bidding and Assignment Process (MST Process).  Dominion Retail Inc. and It’s Electric and Gas will have the opportunity to serve 265,000 PECO residential customers for one year beginning in December 2003.  The assignment process is voluntary, and customers have the opportunity to opt-out of their assignment if they so choose.  As of November 4, 2003, 37,650 customers elected to decline their assignment.  Customers have some incentive to accept the assignment, though, because the winning bidders are offering a 1.5% discount from PECO’s capped rate for unbundled generation and transmission service for the duration of the term of service.  

Comment: Pennsylvania’s difficulty in establishing CDS demonstrates that it is difficult for competitive suppliers to compete with fixed-price SOS unless the latter is above market (and projected market price) by a non-trivial margin. 

MARYLAND

Summary
Maryland, like New Jersey, is transitioning from utility-provided SOS subject to a retail rate freeze to a market-priced SOS in which the wholesale power supply is procured competitively.  A state-wide competitive procurement process recently was agreed to by a wide array of stakeholders and will be implemented this year.  Only the wholesale supply function will be bid out—the state’s DISTCOs will continue to be the retail provider of SOS.  

Overview of Maryland Restructuring

As of July 1, 2000, all retail customers were allowed to choose their electric supplier.  The restructuring legislation mandated retail rate reductions of from 3-7.5% for at least a 4-year period (the minimum transition period).  As a result of subsequent settlements related to stranded cost recovery, the duration of price capped SOS was extended for some of the state’s DISTCOs.  

Generation divestiture was not mandated though one DISTCO—Potomac Electric Power Company—voluntarily divested its generating capacity.  

Competitive Procurement Process for SOS

The Maryland Public Service Commission (MPSC) established a working group to develop a competitive procurement process for SOS.  The working group included all interested stakeholders (i.e., DISTCOs, Commission Staff, Consumer Advocate, competitive generators, marketers, etc.).  The working group process proved to be successful.  Almost all stakeholders supported the settlement agreement reached on July 2, 2003.  This is quite different from New Jersey’s experience, where most parties opposed the DISTCO’s descending clock auction (though it ultimately was approved by the New Jersey Board of Public Utilities).  

On September 30, 2003, the MPSC approved the settlement.  Under the settlement, SOS supply will be procured based upon a model RFP and a model full requirements service agreement (FSA).
  The procurement process is for full requirements wholesale electric supply to meet the SOS retail load obligations of each DISTCO.  

The model RFP is a relatively straightforward, single-price sealed bid auction.  However, to diversify supply a multi-tranche bid process will be used.  The load associated with each tranche will be further divided into bid blocks of approximately 50 MW each, which represents a certain and specific percentage of the associated SOS of the utility.  In submitting a bid, the supplier will indicate the number of bid blocks in the bid, and provide individual price values to serve, for example, the summer, non-summer, peak, and non-peak load for each term covered by the bid.  There is no limit on the number of 50 MW blocks that can be bid on by a supplier.  

Bids will be evaluated according to one criteria—the discounted average term price.  The bid blocks with the lowest discounted price will be selected within each contract term until the specified tranche targets have been met.   Successful suppliers will be required to execute the FSA, which describes the responsibilities and obligations of a supplier and also includes provisions to address volumetric risk.         

A DISTCO can accept bids from an affiliated supplier.  The MPSC believes that the bidding structure itself will prevent favoritism toward an affiliated supplier.  There will be a relatively long pre-bid process monitored by the Commission and an independent consultant retained by the Commission.  The bids will be submitted in a very tight time frame and access to the bids by utility personnel will be closely held.  Finally, the winning bids will be based on a single criteria—discounted average price.   

Comment: Maryland is implementing an approach—mandatory competitive procurement of wholesale power supply via single-price RFPs—that is similar to Maine’s.  However, unlike Maine there are no “rules” for competitive procurement; instead, there is a model RFP established by Settlement and approved by the MPSC.  While the model RFP in general is relatively flexible, one aspect that lacks flexibility is the bid rate structure.  Suppliers must provide bids that are fully consistent with the rate designs (fixed price or time-of-use) in Maryland’s existing retail tariffs.  Maine appears to have benefited from giving suppliers more flexibility in regard to bid terms and rate structures.  Thus, it is quite possible that Maryland’s model RFP will be amended over time to permit more flexibility, particularly if any significant problems arise in the initial procurements.       

� 	Public Service Electric & Gas, Jersey Central Power & Light, Connectiv Power Delivery, and Rockland Electric. 


� 	“Full requirements means that the supplier is responsible for providing all generation services (e.g., ancillary services such as load following) required by the portion of the utility’s SOS load it is serving.  It does not mean that there is a sole supplier of SOS.    
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