Memorandum



Date:		August 28, 1997



To:		
Ratesetting Working Group Participants




From:	Phil Muller / Southern Company Energy Marketing



Re:		CTC Calculation





The unbundling/Ratesetting decision (D.97-08-056) instituted a mechanism for establishing a fixed credit that direct access customers will receive for generation related costs from the utility, a.k.a. “the PX Credit.”  



Southern Company Energy Marketing (SCEM) and many other marketers (Energy Service Providers) feel that this decision instituting an average pricing model will enable customers to receive clearer price signals from the market.  Now, customers with relatively flat loads, or customers who can control their load shapes, have much greater opportunities for savings under direct access.  The utilities are up in arms because of the potential for “CTC leakage” as customers with good load shapes opt for direct access, leaving the utilities with bundled service customers with peaky load shapes.  They prefer the hourly pricing model.  



Whichever CTC pricing mechanism is used, the energy supplier will purchase or generate power based on the market prices available to meet the load shape served.  “Peaky” customers can either be subsidized by non-peaky loads under the hourly pricing model or pay the costs that they are responsible for in the average pricing model.  In either case they have the option of taking bundled service from the utility under the rate freeze.



The average pricing model adopted by the CPUC makes it possible to offer fixed price supplies and load management services to customers, however, it still leaves us with a PX credit that is calculated after the fact.  As a result, energy service providers must guess the PX price in order to offer any fixed price or “PX minus” contracts.  This guessing increases risk which in turn increases prices that ESPs can offer customers.  SCEM would like to propose a variation of the average pricing model that reduces this risk and mitigates “CTC leakage” issue that concerns the utilities. 



Proposal:



Develop a forecasted proxy for the class average PX price to use in CTC calculations, structured to facilitate longer term pricing and eliminate “CTC leakage,”  using the methodology listed below.



Methodology:



Develop a 12 month forecast PX price using an independently prepared model of generation costs and historical utility load data.

Calculate “PX credit” values for each utility’s time of use (TOU) periods
, both daily and seasonal)
 based on appropriate load data.

Track the actual PX prices and calculate what the total “PX credit” amount would have been based on actual hourly direct access volumes.

Reset the forecast credit quarterly if the discrepancy between the forecast and actual credit exceeds some agreed upon trigger point (e.g., +/- 10%).

Otherwise reset the credit value annually.   



Benefits for Customers



Increases price certainty by having CTC values set in advance.

Allows for more savings because suppliers won’t need to leave space for guessing PX price.

Incentives to shift load in response to spot price signals are available.

Energy prices become transparent, not masked by re-pricing to hourly PX price.





Benefits for Energy Service Providers:



PX credit price known in advance for at least three months.

Removes UDC incentive to favor bundled service.

Facilitates fixed energy prices.

Supports load management incentive.



Benefits for UDCs:



Patches “CTC leakage.”

Retains correlation between energy prices and cost of service.



Concerns and Mitigation:



Adjustments could lead to PX credit out of synch with market.

True up trigger point will minimize magnitude of variation.�

The level of the forecast price must be litigated.

Use a forecast prepared by an independent entity to avoid favoring any parties’ interests.�

Provides more savings for customer accounts that have favorable load shapes.

This more accurately reflects cost of service differences.  Customers with “peaky” loads are protected by rate freeze.



	Based on the alternatives available, we believe that this approach is the best solution for all market participants, and that it can be implemented with a minimal amount of effort.  Hourly utility load data is readily available from information filed by the utilities with FERC.  A number of entities have developed pricing models that can be used to forecast the PX price.  Compared to many of the other unresolved issues, this should be easy to implement.  We ask for your support for this proposal at the upcoming workshop.







