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Final Progress Report

June 8, 2004 Meeting

On Tuesday, June 8, 2004, the Rates Working Group (RWG) met at the offices of Foley & Lardner LLP, 321 N. Clark Street, Suite 2800, Chicago, Illinois, pursuant to notice posted on the ICC’s Web site and distributed to participants through the RWG e-mail list.  A video conference link was provided to the office of AmerenCIPS, 607 E. Adams Street, Springfield, Illinois.  The meeting Agenda was distributed and posted prior to the meeting.  

Participants were reminded of the applicability of the Illinois Commerce Commission’s traditional policy barring the subsequent use of non-consensus “[p]ositions taken, and documents and papers provided by the stakeholders in the Post 2006 Initiative Process … in any subsequent litigation, including administrative proceedings before the Illinois Commerce Commission, the Federal Energy Regulatory Commission, and other federal, state, or local governmental authorities.”  In addition, parties were reminded of the importance of strict compliance with all anti-trust laws and referred again to the Anti-Trust Guidelines for the Post 2006 Initiative prepared under the supervision of the ICC General Counsel, copies of which were available at the meeting.

The Progress Reports for the May 21 and June 1, 2004 meetings were reviewed and discussed further.  Clarifications and revisions were made and the Reports approved, subject to their being revised as discussed.  The Convenor will prepare and submit Final Progress Reports for these meetings without further approval.  The parties were also updated on the status of the RWG e-mail list (Post2006RWG@foley.com) and the schedule for future RWG meetings.

The RWG then continued its discussion of Issues List items classified as Hedging under the RWG’s previously-distributed “Buckets List” as identified on the meeting Agenda, and those discussions are reflected in the consensus items reported below. 

Consensus Items re Hedging of Electricity Acquisition Costs

34A)
To what extent should non-competitive tariffed energy service offerings by utilities be hedged against fuel price/ market price risks?  

The RWG reached consensus that, in principle, the costs of commodity acquisition, including the prudent and reasonable costs of associated hedging, should be included in the costs paid by the customers using utility commodity services.  

The RWG reached consensus that, in principle, the degree of hedging appropriately undertaken by utilities, directly or through their commodity acquisition methods, may vary with the nature of the service being provided (e.g., fixed price general service vs. RTP service) and with the broad customer group to which the service is being provided (e.g., residential, C&I customers to whom the supply of power and energy has not been declared competitive, C&I customers to whom the supply of power and energy has been declared competitive). 

A. What portion of load should be hedged?

34B)
Should utilities attempt to hedge for their full expected load serving obligation, or only for a portion?  

The RWG reached consensus that utilities should at least partially hedge against variation in market prices included in the commodity portion of rates for residential and small commercial customers (as defined in the Act), either directly or through their commodity acquisition methods, in a manner appropriate given the procurement Scenario.  The RWG does not intend that utilities be required to hedge fully against price changes, but reached consensus that utilities should not pass through a fully unhedged spot market price at least to residential and small commercial customers that are not taking service under a real time pricing rate.  Consensus was not reached on whether utilities should pass through a fully unhedged spot market price to other non-residential customers that are not taking service under a real time pricing rate.  The RWG also notes that the use of long-term contracts, or the use by vertically integrated utilities of generation they own, may or may not constitute an effective hedge; but did not reach consensus on a per se conclusion concerning the use of such assets as a hedge.

As also noted elsewhere, the RWG acknowledges that the ability to manage quantity and price risk is an important concern of larger non-residential customers as well, but did not reach consensus on the management of such risks by utilities.
The RWG reached consensus that, in general, as the degree of hedging reflected in the supply for a product declines, the rates for that product will tend to be more variable, with the extreme case being a real time pricing rate.  Likewise, the RWG reached consensus that the reasonable and prudent level of hedging that is reflected in a rate will tend to vary with the length of the period over which the rate remains fixed and does not change to reflect changes in the cost of the commodity included in the service.  

B. Over what period(s) of time should costs and prices be hedged?
34C)
For how long should prices be hedged? 

33A)
Should rates be reset on a monthly or yearly basis or should rates be fixed for a multi-year period? 

The RWG was unable to reach consensus as to the appropriate time period(s) during which non-RTP residential commodity prices should remain fixed, but did reach consensus that the period should be no less than one month (one bill cycle).  The RWG notes that these periods relate to the commodity charges only; ICC-jurisdictional delivery charges should be reset under traditional rate case rules.  

The RWG did not reach consensus as to whether large non-residential customers should be offered only RTP rates by utilities.  The RWG did reach consensus that the acceptable periods during which commodity prices in non-RTP non-residential rates should remain fixed should be no less than one month (one bill cycle).  However, the RWG was unable to reach consensus as whether it should be longer than one month.  As with residential rates, the RWG notes that these periods relate to the commodity charges only; ICC-jurisdictional delivery charges should be reset under existing rate case rules.  

Some participants were concerned that these consensus items might be viewed as calling for a change in existing law.  The RWG does not intend that these consensus items necessarily require a change in existing law, or suggest that a change be made, as, for example, monthly true-up mechanisms and fuel clause type adjustments would be permitted under current law.

C. Should the extent of hedging vary by customer type or class?
33B)
… [S]hould an assortment of these products [i.e., multiple periods] be made available?

The RWG was unable to reach consensus as to whether utilities should offer more than one rate option with different fixed-price periods to any given class of customers.  

35)
Should the type or extent of hedging be different for different classes of customers?  For example, is the need for hedging less for customers who have greatest direct access to competitive markets?

The RWG reached consensus that residential customers should be offered a stably-priced commodity service (which could include, e.g., seasonal rates or rates subject to true-up mechanisms) by utilities.  The RWG acknowledges that the issue of price variability is important for non-residential customers as well, but did not reach consensus on whether a stably-priced commodity service should be offered to non-residential customers by utilities.  

The RWG also reached consensus that, since residential and small commercial retail customers (as defined in the Act) as a class cannot practically manage their own quantity and price risk, those risks can and should be managed upstream by the utility and/or through its acquisition process.  The RWG, however, recognizes that individual customers in these classes may elect to take service under a real time pricing rate.  As also noted in response to Issue 34, the RWG acknowledges that the ability to manage quantity and price risk is an important concern of larger non-residential customers as well, but did not reach consensus on the management of such risks by utilities.
The RWG reached consensus that, to the extent that utilities offer a stably-priced commodity service to customers, the price and quantity risks that arise from that offering should be managed at least in part by the utility, directly and/or through its acquisition process.  

The RWG also reached consensus that, if utilities wish to hedge in order to reduce the variability in the price of a tariffed RTP service, they can propose such a tariff; but did not reach consensus as to whether utilities should be obligated to hedge price and cost risks associated with RTP services.

Some participants were concerned that these consensus items might be viewed as calling for a change in current law.  The RWG does not intend that these consensus items necessarily require a change in existing law, or suggest that a change be made.  

D. Recovery of hedging costs in rates.
36A)
How should hedging costs be recovered in utility rates?  

The RWG reached consensus that utilities should be able to recover from the customers receiving a hedged product the prudent and reasonable costs of the hedging.  The RWG observed that, depending upon the method of supply procurement, hedging costs may be reflected in the cost of the resources procured from the market or may result from actions taken by the utility as portfolio manager.

The RWG reached consensus that unbundled customers who do not take commodity service from a utility may, in principle, be responsible for incremental utility commodity costs (understood to include capacity and commodity hedging costs), if any, caused by the exercise of an option to return to utility commodity service (e.g., a “return fee”), if and when such customers elect to return.  The RWG was unable to reach consensus as to whether unbundled customers who do not take commodity service from a utility may also be responsible for any incremental utility commodity costs incurred by reason of such customers’ right to exercise an option to return (if one exists) prior to its exercise.  However, the RWG was able to reach consensus that unbundled customers who do not take commodity service from a utility should not be responsible for utility commodity costs in any other circumstances. 

The RWG also reached consensus that, if a procurement plan to manage price risk is within the scope of the Commission’s authority to review and pre-approve, and is in fact reviewed in advance and approved by the Commission as prudent, the prudence of the plan should not be re-examined after the fact.  However, pre-approval of a plan does not and cannot affect regulatory inquiry, under a prudence or justness and reasonableness standard, into whether or how the plan was followed, or whether it should be amended or terminated.  
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