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Introduction


During the 2006 session, the Legislature enacted an Act to Enhance Maine’s Energy Independence and Security (“Act”).
  Part B of the Act adds two new provisions to the standard offer section of the Restructuring Act (35-A M.R.S.A. § 3212).  The first provision is new subsection 4-B which allows the Commission to incorporate cost-effective demand response and energy efficiency into standard offer supply.  This provision states:

4-B. Demand response and energy efficiency.  The commission may incorporate cost-effective demand response and energy efficiency into the supply of standard-offer service.  The commission shall encourage entities based in this State that are not otherwise either a standard-offer service provider or its affiliate to participate in supplying cost-effective demand response or energy efficiency pursuant to this subsection.
The second provision is new subsection 4-C which provides explicit authority for the Commission to establish standard offer supply arrangements of various lengths and terms.  This provision states:

4-C.  Authority to establish various contract lengths and terms.  For the purpose of providing over a reasonable time period the lowest price for standard-offer service to residential and small commercial customers, the commission, with respect to residential and small commercial standard-offer service, may, in addition to incorporating cost-effective demand response and energy efficiency pursuant to subsection 4-B and to the extent authorized in section 3210-C, incorporating the energy portion of any contracts entered into pursuant to section 3210-C, establish various standard-offer service contract lengths and terms.  
The Act also contains unallocated language (Section B-3) that directs the Commission to report to the Joint Standing Committee on Utilities and Energy on its use of the authority to establish standard offer supply arrangements of various lengths and terms for residential and small commercial service.  The Act requires that the report be submitted by January 15, 2008.
This Report provides a discussion of the Commission’s standard offer supply procurement strategy for residential and small commercial customers, including the use of supply arrangements of differing terms and lengths and efforts to incorporate demand response and efficiency into standard offer supply. 

Background


Maine’s Restructuring Act,
 which took effect on March 1, 2000, deregulated the energy supply portion of electric utility service and allowed retail customers the option of purchasing supply from a competitive market.  Customers that do not choose a retail supplier or are unable to obtain supply from the market would automatically receive standard offer service.  The Act directs the Commission to select standard offer providers for each transmission and distribution (“T&D”) utility service territory through a competitive bid solicitation.
  
Pursuant to the Commission’s implementing rules, standard offer service is provided to three broad customer classes (large commercial and industrial (“C&I”); medium C&I; and small commercial and residential) within each of the investor-owned utility service territories.
  Standard offer providers provide all or a specified portion of the standard offer energy and capacity requirements of each customer class for which they are selected to provide service.  Standard offer providers supply retail service directly to customers at bid prices accepted by the Commission during periodic solicitations.   
As expected, the amount of customer load that is served by competitive providers (as opposed to standard offer providers) varies with the size of the customer class.  Almost all of the large C&I load in the Central Maine Power Company (“CMP”) and Bangor Hydro-Electric Company (“BHE”) service territories (84%-95%) and a large portion of the medium C&I load (40%) is served by competitive providers.  Virtually, the entire small commercial and residential load in the State is served by standard offer service.  There are a relatively robust number of competitors that seek to serve the large and medium C&I classes in the CMP and BHE service territories, but only a single green product supplier that currently serves a small number of residential customers. 

 The situation in the Maine Public Service Company (“MPS”) service territory has been substantially different.  There has never been robust competition in the northern Maine portion of the State and in recent years there has been a single supplier that has provided both standard offer and competitive service in the MPS and northern Maine COU service areas.
      
Supply Arrangement Terms and Lengths

The Commission’s primary criterion for selecting standard offer providers has always been lowest bid price.  However, from the beginning of industry restructuring, the Commission has considered standard offer supply arrangements of differing terms and lengths.  For example, the first standard offer supply arrangement for CMP’s small class (commencing on March 1, 2000) was for a two-year term and was “linked” to the purchased of the output of CMP’s qualifying facilities (QF) contracts.
  A subsequent arrangement for the CMP and BHE small classes was for a three-year term.  The initial term for MPS customers was one year, while subsequent terms were for multi-year periods.

In addition to the length of the supply commitment, the Commission has also considered the benefits and risks of varying non-price terms.  The non-price terms of primary importance have involved the type and amount of performance security and the consequences in event of default. 


The Commission has periodically requested long-term supply arrangement bids of five or more years.  These bids have consistently contained a substantial risk premium.  As a result, the Commission has not accepted a standard offer supply bid of more than three years.


The Commission’s standard offer implementing rules specify that standard offer bids must be for “all-requirements” service.  This means that standard offer suppliers are required to provide all electricity products (i.e. energy, capacity, ancillary services) necessary to serve the standard offer load, regardless of changes in regional market rules or the amount of customer migration on or off of standard offer service.  This approach places the risk of energy price fluctuations, market rule changes, and load migration on the providers (rather than the customers) throughout the term of the arrangement.  

As stated above, the Act provides the Commission with explicit authority to establish standard offer arrangements of differing lengths and terms.  However, the Commission has, since the beginning of industry restructuring and the resulting obligation to procure standard offer supply, considered various lengths and terms and has selected different types of bids based on prevailing market conditions.  The Commission will continue to be flexible with respect to bid lengths, terms and conditions to obtain desirable bids that minimize risk and costs for standard offer customers.     

Procurement Strategy


Medium and Large Commercial and Industrial


The Commission’s practice over the last several years has been to solicit standard offer supply bids every six months for terms of six months for the large and medium C&I customers in the CMP and BHE service territories.  Because there is sufficient competition for customers in these classes, the Commission adopted its six-month standard offer procurement approach to avoid disruptions in the competitive market.  

Standard offer arrangements of longer terms could disrupt the market if standard offer prices turn out to be lower than prevailing market prices.  The result would be a relatively rapid migration of customers out of the competitive market.  This possibility would create substantial reluctance for competitive suppliers to enter or remain in Maine’s retail market, which could result in the elimination of the competitive market and the presence of standard offer as the only option for medium and large customers.


By soliciting standard offer arrangements every six months, standard offer prices can not vary for very long from prevailing market prices.  Thus, this approach promotes a competitive retail market for the medium and large customers in the CMP and BHE territories, while providing a market-based default service rate for those customers who do not or can not choose a competitive supplier.  Customers in these classes can obtain greater price stability than that available from the six-month standard offer term by contracting with competitive suppliers for longer terms (e.g. one to five years).

   
Small Customer Load Segmentation


 As mentioned, the Commission has always considered standard offer arrangements of differing terms and lengths.  However, the Commission’s initial practice over the first several years of industry restructuring was to procure supply for the entire load of the classes at a single point in time.  This practice created a risk of substantial price volatility which would occur if the wholesale market price of electricity had significantly increased subsequent to the prior solicitation and selection of standard offer providers.  To address this risk and minimize price volatility, the Commission, beginning with its standard offer supply solicitation for CMP and BHE customers in the fall of 2004, adopted a “load segmentation” supply procurement approach.  Under this approach, the Commission solicits standard offer suppliers each year for only a portion of the load.  Because only a portion of the load is put out to bid at a single point in time, the impact of intervening changes in market prices on standard offer price volatility is greatly reduced.  

For the CMP and BHE small classes, the Commission’s segmentation approach has been to solicit bids each year to serve one-third of the load for three-year terms.  The Commission adopted this approach after considering bids in its 2004 solicitation of longer terms and finding that there appeared to be a premium associated with bids of longer than three years.  For MPS, the Commission considered segmenting the load, but did not do so due to the relatively small size of the load segments that would result and the corresponding risk that transaction costs would outweigh any volatility benefits. 

In light of the language contained in the Act explicitly authorizing the establishment of standard offer supply arrangements of various lengths and terms, the Commission solicited terms of three, six and nine years in its 2006 solicitation for the CMP and BHE small classes.  The purpose of the solicitation was to test the market for proposals that would lead to the lowest costs over the longer term.  The Commission did not pursue the longer term bids (six and nine years) because its analysis showed that these bids contained a substantial risk premium when compared to natural gas forward prices.  
Demand Response and Energy Efficiency 

In response to the explicit authority in the Act that allows for the  incorporation of cost-effective demand response and energy efficiency into standard offer supply, the Commission solicited bundled supply and efficiency proposals for standard offer service for the CMP and BHE small classes for service beginning March 2007.
  The approach was intended to allow the market to determine the least cost mix of supply and demand-side resources to serve the load of standard offer customers.


By soliciting bundled proposals, it was hoped that electricity suppliers and energy service companies (ESCOs) would collaborate to determine the nature of their proposals and form business relationships that would define their obligations to each other.  The Commission viewed this as a superior approach to the alternative of allowing separate bids whereby ESCOs would bid to provide efficiency products and services to standard offer customers and suppliers would bid to provide electricity supply.  Under this alternative approach, the electricity supplier would not know or have control over the load to be served or the standard offer price (which would include the costs of the demand-side measures).   Even if the ESCO bidding occurred before the supply bids and the price and load implications where known to supply bidders in advance, suppliers would have no financial recourse if the efficiency savings did not materialize—creating uncertainty and business risk that would translate into higher supply costs. 

The Commission did not receive any bundled supply and efficiency proposals in its solicitation for service beginning in March 2007.  This revealed an inability or unwillingness for market participants (ESCOs and suppliers) to work together in an innovative manner to produce the most beneficial mix of supply and demand resources to serve standard offer load.  The Commission again sought bundled supply and efficiency proposals for standard offer service for the small classes for service beginning March 2008 and received no bundle bids.   Thus, a bundled, market-based approach to standard offer supply does not appear to be currently feasible and a continued separation of the functions, in which supply and demand resource are provided through the separate market mechanisms, will remain at least in the near future.


The Commission did receive one unbundled demand-side proposal in its solicitation of bids for service beginning in March 2007.  The proposal was to offer CMP’s and BHE’s residential and small commercial customers the opportunity to obtain energy saving products at no initial cost.  Instead, customers would agree to pay for the conservation products as an add-on to their T&D utility bill.  The price would be based upon a specified percent of the expected energy savings from the conservation products so that the customer’s total bill would not increase.
  The proposal would, however, require a number of changes or accommodations to CMP’s and BHE’s accounting and settlement computer systems that would have significant costs.
  The Commission viewed some level computer upgrade costs as reasonable as long as other ESCOs would have access to the utilities billing systems for similar programs.  Unfortunately, the utilities estimated costs appeared high relative to the potential consumer benefit from ESCO access to the utility billing system.  The Commission is continuing its dialogue with the utilities to determine if a cost-effective system upgrade can be accomplished.   
� P.L. 2005, ch. 677.  


� P.L. 1997, ch. 316 (codified at 35-A M.R.S.A. ch.32).





� 35-A M.R.S.A. § 3212.





� Under the Restructuring Act, consumer-owned utilities (“COUs”) are provided the option of arranging for standard offer service within their territories, 35-A M.R.S.A. § 3212(6).  The COUs have performed this function since the restructuring of the industry. 





� The situation is fundamentally different in northern Maine because the region is not directly connected to the rest of New England and is not part of the ISO-NE market.  The Commission has been working on ways to improve the competitive situation in northern Maine and has provided a series of reports to the Committee.  Report to the Utilities and Energy Committee on the Lack of Competition in the Northern Maine Electricity Market (Sept. 10, 2007; Report on the Northern Maine Electricity Market (May 3, 2007).   





� A “linked” arrangement is when a supplier’s offer to provide standard offer service at a specified price is contingent on acceptance of its offer to purchase the output from the utility’s QF entitlements at a stated price.  


� Prior to proceeding with it solicitation, the Commission issued a request for comments on incorporating demand-side resources into the supply of standard offer service.  Maine Public utilities Commission, Incorporation of Efficiency Into Standard Offer Supply, Docket No. 2006-411 (July 26, 2006).





� The Commission discussed the proposal in detail in an Order issued in its standard offer solicitation docket. Standard Offer Bidding Process for Residential and Small Business Customers, Docket No. 2006-591 (May 1, 2007).





� CMP initially estimated a one-time programming cost to be in the range of $125,000 to $145,000, and no incremental on-going cost.  BHE estimated a one-time programming cost of $450,000, and an annual cost of $60,000.  CMP later updated its estimate to $500,000 range.  
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