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SCHEDULE

The issues in this year’s cost of capital proceeding are both far more numerous and complex than in previous years.  The rate case plan schedule is premised upon the use of circumscribed methodologies.  That premise will not apply this year.   The schedule should be designed based on the complexity and scope of issues.  ORA formulated an extended schedule that implements this fundamental principle, and supports that extended schedule. 

BUSINESS RISK ANALYSIS

What is the relationship between investment risk and utilities’ obligation to serve, specifically obligations to provide electricity procurement service?

“Obligation to serve” is too imprecise of a term to be useful in assessing the risks imposed upon utilities.  Traditionally, the obligation to serve has meant that the utility must obtain a sufficient quantity of services for any customer, plan to serve to meet the needs of current and future customers, and build or contract for any facilities necessary to meet service needs.  For conceptual shorthand, ORA uses buy/plan/build.

Restructuring relieves the utility of the risk that has historically proven to be the most costly.  Utilities have no obligation to contract for generation, to plan to meet the needs of current or future customers, or to build generating facilities.  On an historical note, each element of the obligation to serve has been risky.  For purposes of the unbundled cost of capital proceeding, the most critical relationship is the link between a very substantial diminution in the scope of the utilities’ obligation to serve, and the associated decrease in utility risk.

During the transition period, the utilities have an ongoing obligation to make all purchases for bundled utility and virtual direct access customers from the Power Exchange. The UDC’s role is to act as the short-term (daily) procurement agent for customers who elect not to purchase the energy commodity elsewhere.  The obligation is solely to buy.  The UDC need not plan for how to meet customers’ energy needs.  The UDC need not build or contract for any facilities to meet those needs.  The UDC’s obligations are solely of a passthrough nature.

Furthermore, the preferred policy decision finds that purchases from the PX are per se reasonable.  In the past, utility power generation and purchases have been subject to reasonableness review and associated disallowance risk.  Utility procurement during the transition is therefore less risky than has been the case.

The Commission has not comprehensively addressed the post-transition procurement  responsibilities of the utility.  Given that a restructured market will very likely evolve in ways that no one has fully anticipated,  it would be premature to attempt to comprehensively address this issue.  The Commission’s pronouncements to date are that the utility will have a default provider role, and that in carrying out that role, the utility can buy where it pleases.

The preferred policy decision states that after the transition period “…UDCs will have the option of purchasing all or a portion of their electric needs from the Power Exchange or from other sources…In serving the load of any customers who do not choose to be direct access customers through another supplier, utility purchases through the Power Exchange will be considered prima facie prudent (D.96-01-009, page 70).”  Utility purchases from the PX are thus exempt from regulatory risk both during and after the transition.  So long as there is a PX, the utility can choose to make all purchases from the PX, and avoid regulatory risk.

During the workshops, utilities cited the possibility of risk should the PX fail.  Commission policy determinations provide a strong signal, although not a guarantee, that the utility will not be held at risk.  The Commission’s policy decision cited the PX as a means to provide a fair and efficient price for electricity.  Utilities purchases from that particular institution are not subject to regulatory risk. So long as another institution or market also provided fair and efficient pricing, the Commission would likely extend the regulatory risk exemption to that market as well.  The New York Mercantile Exchange and the Automated Power Exchange are vying to provide just those services.  It is likely that the utilities will be able to avail themselves of procurement markets that would not raise regulatory concerns.  While the Commission provides for the utility to be the default provider, it has never stated that the default provider role necessitates that the utility also be the default risk bearer. 

Does the procurement risk reside with the distribution company?  Under electricity restructuring, who bears the procurement risk?

The procurement responsibility resides with the distribution company.  As discussed above, that responsibility entails no risk.  The utility simply sells what it buys at the same price the utility paid.  

That does not mean that there are no energy price risks.  The price of energy will vary each hour, thus reducing the predictability of recovering generation costs during the transition period.  The utilities’ generation line of business will bear this risk.  Under AB 1890, the utilities have the opportunity to recover all economic and uneconomic generating costs.  That opportunity is limited by the constraint to recover all such costs within the level of frozen rates.  Generation costs are recovered residually, i.e. after transmission and distribution costs; therefore, variability will be greater.

Do the utilities retain an obligation to serve and are there risks associated with that?

In accordance with ORA’s division of the obligation to serve into buy, plan, and build, the obligation to serve by line of business is shown in the table below:


Buy 
Plan 
Build

Generation
No
No
No

Transmission
Yes
Yes (coordinate with ISO)
Yes (market may build; but utility is backstop)

Monopoly wires
Yes
Yes
Yes

Retail




Revenue cycle
Yes
Yes
Yes

Procurement
Yes
No
No

In general, the risks of the monopoly wires and transmission business are substantially unchanged from historical regulation.

Assuming there is procurement risk, how should that risk be compensated?

During the transition period, the utility is more than amply compensated for any assumed procurement risk by the opportunity to recover all of its uneconomic generating costs.

After the transition period, any procurement risk should be recovered in rates for the procurement line of business.  If the Commission finds that there is some possibility that there will be a long term procurement risk, ORA would support a finding that compensable risk should be recovered in the rates of the risky business.  In no case should the monopoly wires business bear any compensable risk of procurement.  Such a ratemaking scheme results in inefficient price signals for the monopoly, and discourages development and maturation of the competitive procurement business.

Distinguish the procurement risk for distribution companies versus ESPs.

ESPs can choose who they wish to serve, and are fully at risk for those choices.  Distribution companies will serve all who do not elect a different provider, and the distribution company bears no risk for providing that default service.  The default obligation of the distribution company is also linked to resolving a number of costly risks faced by the integrated utility, in particular generation investment and contracts.


