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6.0	Aggregation of Customer Loads to Access Generation Markets (Team B)





	The collection or aggregation of electricity customer loads may be of critical importance in the new marketplace.  Aggregation, which occurred in a different form under the vertically integrated electric utility, is intended to provide benefits to most all consumers through increasing the market power of buyers or decreasing transactions costs of individual deals.  This section addresses how this may be achieved.  Aggregation may occur with or without direct access based on load-profiles. Those consumers electing not to choose a retailer will obtain energy from the power exchange, the aggregator for all loads not covered by direct access transactions.  Potentially, the power exchange is the largest aggregator of energy services in the market.





6.0.1	  Consumer Benefits from Aggregation





		Aggregation is a means for small, medium, and even large customers to exercise consumer options.  Accordingly, the benefits of aggregation will be determined largely as follows: 





	- Lower costs for power and a greater variety of diverse products and services that increase the value of using electricity to consumers.  Also, the benefits of competition in wholesale power markets can be extended to smaller customers. 


	- Transaction costs for aggregation can be more easily absorbed when the benefits of competition are available, especially when the scope of differentiated products and services is increased.


	-  Many consumer benefits will depend on the involvement of aggregators, which in turn depends on (1) the attractiveness of a market to consumers and providers and (2) the relative market power of participants in a market.  Thus, providers will be discouraged from participating in small consumer markets if they perceive the potential value to be shared is too limited to allow for profitable operations.  Providers may also be inhibited if they perceive little ability to derive better pricing options than the power exchange.


	- Aggregators will seek to increase value by offering differentiated products such as a portfolio of supply, energy efficiency , and management services.


	- Consumers will obtain benefits from aggregation if they have sufficient market power in comparison to the transaction costs to serve them.  The extent to which this will occur depends on five primary competitive forces:  the threat of substitute products; the threat of new entrants, the bargaining power of suppliers, the bargaining power of buyers, and the rivalry among firms.  The greater the strength and balance of these forces within  a market, the greater the price and other benefits that will accrue to small consumers.�   There is disagreement about whether or not any retailer or aggregator will be able to exercise any market power in a market as large as that contemplated in the CPUC Policy Decision.


	- To ensure that most consumers have an effective opportunity to significantly benefit from "consumer choice", it will be necessary to:  (1) increase the value of benefits to both consumers and providers, (2) to increase consumer market power vis-B-vis providers and other consumers, and (3) lower the transaction costs to provide consumer choice.  Again, there is no agreement that there will be any market power for any aggregator in this market.





6.0.2	Potential Barriers to Effective Aggregation





	The creation of adequate value for a consumer is a necessary, but not a sufficient, condition to interest a consumer in the use of aggregation to gain the benefits of the competitive market.  The second condition needed is that the consumer be willing to participate in such a market.  There are four distinct reasons why customers may choose to refrain from participation in the retail access market:





	6.0.2.1		They are simply not interested in making a market decision, whether it is because of perceived small value, or the transactions costs are high enough it is not seen as worth the effort.





	6.0.2.2	  	There are costs and risks, some hidden, that act as customer market barriers to committing to a potentially beneficial market transaction;  





	6.0.2.3  	Cross-subsidy that benefits or that harms certain customers will cause them to retain their position of benefit or to fail to perceive the benefits of the retail market.





	6.0.2.4  	There may be insignificant differences in prices between the aggregator*s offered price and that offered by the power exchange.








	Concerning the first item, some customers may actually forego a benefits if the perceived payoff is small relative to uncertainty and risk.  Further, some consumers are price insensitive or are inelastic customers.  This may be because they are:  (1) unlikely to care about small savings for a relatively small cost; (2) unlikely to be willing to consciously risk bearing more costs for a limited benefit; (3) unwilling to spend a lot of time or effort on a potentially small benefit; and (4) as a result, have great difficulty understanding the value or existence of potential substitutes or have difficulty in really comparing options.�





	Some have argued that potential customer market barriers in this category are similar to those commonly recognized as barriers to small consumers* interest in cost-effective energy efficiency investments.  The prominent factors are:





	- High information and transaction costs to research, to assess and verify the provider*s claims, and to judge the uncertainties involved; and





	- Irreducible but hidden indirect costs such as the risk of and regret for having made the wrong choice (i.e., having spent time and effort to receive no value or to lose value due to the decision made).





	- Consumers may face significant costs and/or efforts (relative to the potential benefits) to switch providers. 





	Others remain completely unconvinced that customers will experience any commodity price benefits relative to the power exchange, and that any market Afailure@ is because there is no market, not that there has been a failure.





6.0.3	Aggregation Problems Without Sufficient Interval Metering


 


	In the absence of sufficient upstream metering, a number of aggregation problems can be easily anticipated. Four primary problems are anticipated with aggregation in California:  shifting of costs to other customers, shifting of costs to the PX, greater peak load costs, and cross-subsidy due to improper accounting of settlements and locational prices. 





6.0.3.1		Cost Shifting





	The most obvious problem is where customers cause loads to deviate from levels they are committed to pay for through some forecasting or profiling artifice, making someone else to pay for the load shift.  This causes additional costs to meet the peak load and to settle for the "out of balance condition" �� where power scheduled does not match demand.  Customers who have hourly meters are held accountable for their load shape and settlements to resolve the out of balance condition.  Thus, the problem of shifting costs will be driven largely by aggregated customers who do not have interval (hourly) meters.  The UDC's aggregated customers, being in the identical circumstance, will also create this problem. 





6.0.3.2		Shifting expensive loads onto the PX while allowing the DA market to serve inexpensive loads.  





	An example is where a DA customer buys its base�load power from a specific generator and takes its swing and peaking power from the PX.  If the PX were to increasingly serve only swing loads its MCP would continue to increase.  Small and medium customers who do not have DA options would be required to pay these higher prices.  This problem will be exacerbated by the UDCs requirement to aggregate all default customers and purchase all power from the PX, especially if proper hourly metering is not required.    





6.0.3.3		Greater peak load costs caused by unmetered customers who consume at peak times.  





	Customers who pay average rates have distorted incentives to consume too much power at times when actual (hourly) prices are high.  Such customers will increase the costs of those who must use power at peak times.  Reflecting this, the market clearing price (MCP) in the Power Exchange (PX) is likely to increase.  Thus, where aggregated loads are not properly metered and accounted for, the resulting increases in costs are likely to fall on those who have hourly metering and those who must take power from the PX.    





6.0.3.4		Properly accounting  for costs of power delivered to the distribution system. 





	This is necessary in order to define the costs for power, ancillary services, net losses, and congestion at the transmission�distribution interface and at points within the distribution system.   This accounting -- the settlements for power delivered to specific locations at the transmission-distribution interface --  is improved by placing hourly (interval) meters at points on the distribution system upstream of customers.  Without upstream metering, at least at the transmission-distribution interface, to properly account for downstream consumption, it is virtually impossible to discern subsidy shifts caused by unmetered customer consumption.  These subsidies will be reflected in the increased  average costs that are allocated to all customers.





6.0.4     Requirements to Reduce Cross�Subsidy and Gaming





	The following principles are offered to guide the development of aggregation and load profiling:





	-Aggregation should be performed in a manner that ensures that other customers and participants in the competitive market are not made worse off.


	-Aggregators should take responsibility for payment of power consumption at discrete points on the distribution system which are subject to hourly metering.


	-The system should accurately account for loads and for settlement of accounts with the ISO and PX.


	-All UDC aggregated loads should be able to net out the UDC portion of hourly loads and settlement costs.





6.0.5	Is A Minimum Level of Upstream Metering Seems Essential?








6.0.5.1  Upstream Metering Is Essential








	The concept of upstream metering is to use metering points between a set of individual customers and the transmission system.  Upstream metering is necessary to secure financial settlements for power flows and to provide a reference point for aggregation based on load profiles.  UDCs and private aggregators who use load profiling will need to reconcile the loads used by customers with the settlement of accounts for power with the ISO and PX.  





	This may involve an interval meter at a transformer serving three customers, a substation serving fifty customers, or at the T-D interface.  When specific load patterns are isolated by upstream metering, which may involve one or more meters, then direct responsibility for this demand pattern can be attributed to those who use and should pay for this power downstream.  This seems essential to ensure that settlements for power purchased through the ISO or PX can be properly administered without major cross-subsidy.





	Upstream metering makes an aggregator directly responsible for settlement of accounts on loads scheduled and power used.  This allows aggregators of power to be directly billed for hourly load flow, accepting the normal errors in metering.  Thus, the settlements process can be resolved without fear of subsidy flowing to the power exchange or to other aggregators.





	In order to achieve settlements for power at the T-D interface, interval meters which are revenue quality need to be installed.  This seems essential and thus appears to be the minimum level of upstream metering that must be required.  As this is to define power flow from the transmission system to the distribution system, the UDC may be responsible for installation of such meters.  On the other hand, it may be the responsibility of private aggregators who use this metering point for payment of settlements to pay for this metering.  The DAWG Team members have not discussed this topic in detail. 





6.0.5.2	Upstream Metering Is Not Essential








	It may be possible through load-profiling techniques and allocation rules to allocate load imbalances across aggregators and UDC default customers in manner which is acceptable.  Such market based solutions or CPUC administrative proceedings may be less expensive than deployment of expensive metering.








6.0.5.3	Universal Metering





	Most of the difficulties arising from imbalances can be resolved by universal deployment of hourly interval meters.  This allows precise settlements on a periodic basis.  This will also provide the necessary provision of data to make periodic settlement feasible at the ISO/Schedule Coordinator interface.  If hourly end-use data is available, schedule coordinators and/or retailers may find it advantageous to settle on a basis less than daily and assign the imbalances to a pool for daily balancing.





6.1	Types of Aggregation





	Following is listing of the types of energy and other services which may be considered for aggregation.





6.1.1	Aggregation of Energy





The aggregation of demands for energy includes what was previously differentiated under rate regulation into Aenergy" and "capacity."  This will include the procurement of basic power from competitive spot, forward, and bilateral markets.  Aggregators will be required to schedule and purchase power through a schedule coordinator who can interface directly with the ISO and the PX.   The aggregator may be a schedule coordinator.  





6.1.2	Aggregation of Ancillary Services





The procurement of ancillary services by aggregators, through schedule coordinators, may be required.  Ancillary services will include spinning reserve, non-spinning reserve, automatic generation control, voltage requirements, black-start capability, and option energy.  Aggregators will also procure balancing services -- reconciling actual versus expected demands and loads on an hourly basis-- in real-time from the ISO.  





6.1.3	Aggregation of Metering Services





	Metering services may be differentiated in many ways, from the stock, vanilla service of basic interval metering to all manner of more sophisticated metering using two-way communications.  Even existing time-of-use meters may be used to register the amount of daily peak, mid-peak, and off-peak power that is consumed.





6.1.4	Aggregation of Billing and other Services





	The aggregation of billing and other services may become competitive.  (See Chapter 8).  During the transition and for default energy service the UDC may be required to aggregate billing and its related services.








6.2		Typical Aggregation Groups





	Following is a compendium of aggregation groups which have been discussed or written about through the DAWG process.  This list is not necessarily exhaustive.





6.2.1	Affinity Groups





Groups are expected to form based on their affinity as end users, because of associations with professional circles, and as a result of circumstances and geography.  





6.2.2	Municipalities





	Cities and counties use electricity for municipal buildings, water and sewer utilities,  traffic control signals, and street lighting. They take electric service under a variety of rate schedules: small and medium commercial, industrial, traffic control, and street lighting. Municipalities may wish to have flexibility in their aggregation.





	Some municipalities would want to aggregate all of their municipal electric loads. Other municipalities may want to diversify their aggregations.  For example, a city with a water utility may be interested in aggregating the water utility's electric requirements with water districts. 





	Other municipalities may want to combine their entire municipal electric loads through a regional aggregation.  They may want to use an existing or new joint powers authority to purchase electricity for specific uses, such as street lighting.





	There are municipalities that are interested in aggregating not only their own municipal electric loads but also the electric requirements of consumers within their governmental boundaries.  For example, a city would want the opportunity of aggregating all electric consumers within its city limits.  This aggregation arrangement should be voluntary.  





	Some have proposed that municipalities would have the authority to serve all customer within their jurisdictional boundaries unless an affirmative election was made by that customer to exit the municipal utility, and the customer would be required to purchase its own hourly interval meter and find a competitive retailer.





	Finally, could search for the most beneficial group, which is why street lighting may be aggregated with other electric uses.  Street lighting provides an opportunity of optimizing load profiles.  Street Lighting*s off�peak, nighttime, usage could be paired with high summer peak loads in order to flatten the load requirement. 








6.2.3	Private Aggregators





	It is expected that the largest group of participants in the aggregation market will be private aggregators.  Some of these entities are well known now.  While the term "supply aggregators" has been used in this report, private aggregators are expected to provide a range of services from simple power purchase and sale to complex offers of power and financial portfolios in combination with demand-side, metering, billing, and communications services.  Those that would qualify under FERC market status, which currently number in the hundreds, would be expected to provide private aggregation. 





6.2.4	The UDC as Automatic (Default) Aggregator





	The CPUC's December 1996 decision suggests that the UDC will act as the default aggregator.  This is intended to provide for a means of "automatic aggregation" for consumers who choose not to choose.  Different approaches to automatic UDC aggregation are now being discussed.  This is essentially using the power exchange as the energy aggregator and the UDC as the billing agent, with the energy price averaged over a some period, perhaps annually, perhaps more frequently.





6.2.5	Targeted Customers to Optimize Load Profiles





	With the use on non-personal information on customer load-shapes and more aggregated load information, customer groups may be targeted for aggregation by power providers.  This requires the  development of load shapes in a usable form to infer average uses close enough to actual that a desired level of accuracy can be reached.    





	It is expected that the UDC may have a significant role in providing and processing this information so that customer groups can be targeted.  To assist in the market transformation, the UDCs may seek to fulfill this role.  If this function is unbundled, it can be expected that the UDC would be compensated for the development, provision, and processing of such data.  This has been discussed in DAWG.  Some have argued that utilities should not be allowed to charge any higher price than incremental cost.  Others have argued that without an incentive there will be no reason for the utility to make the effort to develop useful information.  This discussion generally follows that covered in more depth in Chapter ten.





	





6.3		Aggregation Models





	A number of aggregation models have been discussed in the DAWG meetings, some which are alternatives to the UDC as default provider of power.  





6.3.1	Alternate 1: The UDC as automatic (Default) Aggregator





	Pros:  There are four primary justifications that are generally used to justify the continued aggregation of customers within a prescribed geographic area into some form of a franchise.





	(1)	Competitive forces will be inadequate to protect some small consumers from cost-shifting or to ensure that these consumers get a fair share of the overall benefits in less regulated markets.  The franchise concept of aggregating small consumers would seek to prevent market discrimination between consumers.





	(2)	The distribution of any benefits resulting from economies of scale or potential increased competition in energy services markets should be determined by "political" decision, not market forces, to avoid inequity due to differences in market power among customers, particularly for small consumers.





	(3)	There are some collective benefits (e.g., environmental, energy efficiency) that will be lost because voluntary decisions by individual consumers, even if aggregated, will not provide these collective goods.





	(4)	A franchise formed by automatic aggregation will reduce the transaction costs (e.g., metering and marketing costs) incurred to promote potential competition resulting in more benefits that can be distributed among all consumers.  





	Based on these arguments, some parties seek to retain responsibility for automatic aggregation of default customers within their respective franchise territories.  Others, however to have a different viewpoint and seek to act as private competitors in providing retail services.





	Cons:  Some groups have raised two potential concerns with the UDC as the default aggregator:





	(1)	Will the UDC as the default aggregator inhibit the development of more competitive energy services markets? and,





	(2)	Will individual consumer choices be limited more than is necessary or appropriate as a result making the UDC the default aggregator?





6.3.2	Alternate 2: Local Government Provides Default Aggregation





	The primary forms for the automatic aggregation of customers within a given area that are currently available or proposed include the following:





	6.3.2.1	 Formation of a traditional municipal utility under existing statutes;





	6.3.2.2  Formation of a "municipal lite" utility that owns very little of the existing distribution system, but is eligible to pursue wholesale power purchases under the Federal Energy Regulatory Commission (FERC) open-access transmission rules and policies; and





	6.3.2.3  Formation of new entities authorized by new state legislation that designates local governmental units to automatically aggregate customers within their existing jurisdictions, but which may or may not exercise the same authority as traditional utilities and may own no distribution system or any substantial assets at all.





	In addition, the extension of the current joint action agency concept to any of the entities above could provide additional benefits to consumers.





	Pros:  The primary benefits of municipal aggregation which have been discussed are (1) reduced transaction costs to create a municipal utility and to acquire the existing distribution system and (2) the direct use of open-access transmission powers and decisions of the FERC to gain access to the wholesale power market.�   There has been no showing in DAWG that any benefits necessarily flow from municipalization, or its variants, nor any showing that no benefits would flow from such action..





	The local governmental aggregation proposals attempt to reduce the cost of maintaining the franchise concept, through a municipal utility type entity or a local governmental entity that will only act as a purchaser or broker of wholesale power or other services for automatically aggregated customers.  The new proposals seek to expand the options for the franchise concept, not to limit them.  Thus, the proposals uniformly recognize the right of a municipality to create or continue a traditional municipal utility or to pursue the "Muni lite" concept under existing statutes.  





	Cons:  The "Muni lite" concept raises a threshold legal issue:  how much equipment must an entity own to qualify as a municipal utility under existing statutory definitions to be able to operate under FERC open access rules?  This legal issue is currently being raised before the FERC in a number of cases involving the efforts of various communities to gain access to the wholesale power market.��  The "Muni lite" issues raised above are present in other California community efforts to gain access to the wholesale power market without having to bear the cost of acquiring the entire existing distribution system.  Culver City, the City of San Carlos, and more than a dozen cities in San Mateo County are actively pursuing the "Muni lite" option.  Similar efforts are underway or being seriously considered in various communities across the United States:  Albuquerque and Las Cruces, New Mexico; Brook Park and Toledo, Ohio; Broken Bow, Oklahoma; Bennington, Vermont; Westbrook and Jay, Maine; and Romeo, Michigan.��  The "Muni lite" issues raised above are present in other California community efforts to gain access to the wholesale power market without having to bear the cost of acquiring the entire existing distribution system.  Culver City, the City of San Carlos, and more than a dozen cities in San Mateo County are actively pursuing the "Muni lite" option.  Similar efforts are underway or being seriously considered in various communities across the United States:  Albuquerque and Las Cruces, New Mexico; Brook Park and Toledo, Ohio; Broken Bow, Oklahoma; Bennington, Vermont; Westbrook and Jay, Maine; and Romeo, Michigan.� 





	A number of other communities are testing the potential to use the "Muni-lite" approach.�


	


	There are several other reasons to wonder whether pursuing the "Muni lite" concept under existing statutes will be anymore effective than traditional municipalization efforts:  





	6.3.2.4  The cost and resources to establish the "Muni lite" concept under existing statutes may be costly with no certainty of success in the long run.





	6.3.2.5  The whole issue in access to the wholesale power market is timing.  Because of "surplus" capacity and the creation of a new or expanded power market, it is reasonable to believe that those who can get into the new market first will have the best opportunity to maximize benefits.  Thus, even if the "Muni lite" efforts are successful, the timing of that success in terms of ultimate benefits is likely to be very important.  Other parties such as existing utilities, investor-owned or municipal, could be the prime beneficiaries of an extended conflict over the "Muni lite" concept at the same time that the wholesale power market is being opened to increased competition.





6.3.3.1	Variation 1 on Alternative 2: The Massachusetts Model





	Legislation has been proposed in Massachusetts to allow local municipal governments to establish Consumer Service Districts (CSDs).  These CSDs could be created by a two-thirds vote of the existing municipal governing body (e.g., a Common Council).  All customers within a municipal government's jurisdiction would be automatically aggregated as a customer under the CSD.  





	The CSDs are authorized to negotiate wholesale power supply contracts.  In doing so, a CSD may join with neighboring (i.e., adjacent) CSDs by means of a joint contract to increase negotiating power with potential suppliers.  





	A distinguishing feature of the CSD legislation is that a CSD will only act as an aggregator whose primary responsibility would be to conduct a competition among potential suppliers to serve the aggregated customers.  The CSD would not act like a traditional municipal utility by establishing rates and rules for service nor would it perform normal billing and other administrative functions.  Rather, these traditional regulatory and utility functions would be assured as part of the contract required of the winner for the "biddable franchise."  Under the Massachusetts CSD proposal, the municipality responsible for the CSD would receive a monthly franchise fee from the supplier which won the "biddable franchise."    





6.3.3.2		Variation 2 on Alternative 2:  The Municipal Community Access Proposal





	It has been proposed that local governments serve to provide automatic aggregation.  This proposal is premised on the existence of local governmental entities to automatically aggregate all customers within their jurisdiction, and the use of bidding or private negotiations with potential bulk power and other energy service providers to capture benefits for these aggregated customers. 





	Under the proposal (which is still being formulated as to certain specific details), a municipality, county, water district or other local body would be authorized under state law to automatically aggregate all customers within their jurisdiction to form a municipal aggregation unit.  The local entity would also be responsible as the provider of last resort for aggregated consumers.  The proposal does not yet specify how the local governmental unit can create a municipal aggregation entity.  But, it would appear that some form of representative decision-making such as at least a majority vote of the local governmental body and/or citizens within a proposed entity would be required.  





	Individual consumers would have a one-time opportunity to opt out of the new entity but would face return requirements (which are still being developed).  An individual consumer could choose to stay with its existing provider, find another provider, or go with the municipal aggregation entity. 


	


	Pros:  This approach aims to discourage Acherry picking@ of consumers which could characterize the actions of private providers in markets.  The proposed municipal aggregation entity could operate more like a traditional municipal utility in terms of setting rates and establishing policy on items such as service rules, IRP and DSM as well as performing billing and administrative functions.  The proposal would not necessarily require the entity to own a distribution system or any other assets.





	The ability of a local governmental aggregation entity to automatically aggregate existing customers of investor-owned utilities (and acting as the provider of last resort) could help overcome the incumbent advantage by increasing the potential number of buyers in the wholesale power market. 





	Cons:  There are at least two concerns raised by local governmental aggregation models.  First, it does not attempt to increase the market attractiveness or market power of individual small consumers, to increase the strength of competition in energy services markets, or to increase the potential share of potential benefits created in such markets that could be captured by the individual small consumer.  Thus, absent proactive efforts to develop more competitive markets in which individual small consumers have more market attractiveness and market power, directly or indirectly, the franchise model will become a self-fulfilling prophecy like the proposed core aggregation of consumers within an existing utility provider under a performance-based regulation scheme.  





	The second concern is that the local governmental aggregation model may inhibit the development of more competitive energy services markets by limiting the opportunities for alternative providers.  To the extent that any franchise model limits the potential market power of marketers or aggregators vis-B-vis suppliers or the size of the market for new or expanded product and service offerings, potential benefits for all consumers could be lost.





	Finally, Muni aggregation may only transfer the incumbent advantage problems faced by private providers from the existing utility to the local aggregation entity. 





6.3.3.3	Variation 3 on Alternative 2:   Involuntary Aggregation





	Both the Massachusetts and municipal proposals address issues concerning how a local governmental aggregation entity would be regulated or responsible for setting rates and operating the franchise.  An alternative to utility franchise-type aggregation models is one that focuses on allowing all customers within a local governmental body's jurisdiction to be involuntarily aggregated solely for the purpose of allowing many individual customers to act like one large customer in negotiating for power supply or energy services at the wholesale level.  The entity formed would have no other authority or responsibilities.





	Others have proposed a variation on this model.  The variation would allow local governments to become an aggregator to negotiate the purchase of electricity with electricity suppliers.  However, the local government could decide whether an individual consumer would be allowed an option to purchase directly from electricity suppliers.  This should be contrasted to the municipal proposal that allows a consumer the automatic right to opt out.  Simply put, Aconsumer choice@ would be a matter subject to local control.





	The aggregation only model would still require state legislation to authorize a municipal entity to involuntarily aggregate customers.  It also raises a set of issues that would need to be resolved about how any aggregate benefits gained in the wholesale supply market would be distributed to customers.  The municipal proposed uses the core aggregation program for natural gas in California as an example of how to resolve these questions.  Customers of the aggregation entity would be credited with the cost of power acquired rather than the cost of power from the incumbent supplier.  The aggregation entity would be able to include a brokering or marketing fee to cover the cost of its services.  Other costs would be treated as they are now.





	Pros:  The aggregation only model could allow customers to be aggregated with a minimum of transaction costs in order to allow them to participate in the wholesale power supply and energy services markets.





	Yet, competitive bidding of or negotiations by the aggregated entity is seen as a means to both improve the competitiveness of the wholesale market as well as a potential source of benefits to aggregated consumers.   





	Cons:  Permitting the local option to allow some consumers Adirect access@ would appear to shift many of the current issues surrounding restructuring to the local level, where there is no reason to think that they will be easier to resolve.





	Furthermore,  the issue of ownership of the local distribution system raises a legal issue concerning whether a "taking" of the incumbent utility's assets has occurred if the right to supply and the ownership of the distribution system are separated. 





6.3.4.1	Alternative 3:  The Competitive Choice Model





	Market transformation is essential to the development of a competitive market. The UDC has the potential to frustrate the development of this market, thus preserving its market.    It also has the capability of providing the very important role of facilitating market transformation.    





	Recognizing that the CPUC decision has mandated that the UDC will be the default aggregator, at least initially, another scenario offers the UDC an incentive to promote the development of a competitive market for retail services.   The proposal has two parts, which can be viewed as stages in market transformation.  





  	In the first stage,  the UDC would act as market facilitator and conduct competitive solicitations for default aggregation by other non�UDC providers.   These competitive solicitations would allow many types of energy service companies to provide direct access and its related services to consumers on a default basis.   Using competitive solicitations, direct access would be provided on both a geographic basis and on the basis of customer groupings.  UDCs would be expected to develop information so that customers could be grouped according to geography and expected load profile.  Certification of service providers would be a necessary prerequisite and any solicitor would be obligated to accept the same comparable service rules as those imposed upon the UDC. 





	Meanwhile, UDCs with unregulated energy service affiliates would be prohibited from providing energy services within their own franchise territories.  This prohibition is based upon unavoidable cross�subsidies and local market power problems that would occur where a UDC interacting with an non�regulated affiliate.


 


Furthermore, a UDC would be required to overcome a set of hurdles before it was able to engage in competitive activities within its territory.  First, it would be required to show that it is not using the utility's name (brand).  Second, it would need to show that it does not exert undue market power in generation.  Third, it would need to show that it does not have special or proprietary customer information.  Fourth, it would need to be classified as an unregulated affiliate company.  And fifth, it will need to demonstrate that it has not transferred information or other assets from the regulated side to the unregulated affiliate.  Other hurdles may be considered necessary upon further assessment.  


	So, in the second stage, UDCs who have met these criteria would be able to transact as private aggregators in their own service territories and those of other UDCs.  Presumably,  if the UDC is no longer the default administrator of retail access and related services then, subject to demonstrating its lack of inordinate market power, it could provide competitive services.  Thus, utilities could join the market with other private aggregators, to offer retail services through affiliates, subject to the above hurdles that establish the lack of retail market power.   





	The objective is to provide all consumers, including small and medium consumers  with access to the benefits of choice in a competitive retail market.  It seems essential that a viable group of competitive aggregators be created and fostered.  In this competitive market, consumers would be able to shop among competing retailers who seek to aggregate consumer loads, purchase power, and possibly provide special metering and enhanced services on a performance basis.





 	UDCs can be viable and effective agents to provide the market transformation from regulated bundled services to competitive unbundled services.   Utility companies can exercise choice both by accelerating the market transformation thereby freeing their unregulated energy service affiliates to participate as private, competitive aggregators.   





 	In sum, these are shifts in the roles of the utility from UDC default provider to facilitator of automatic aggregation through competitive providers and then to become one of many private aggregators in a highly competitive market.   





	Pros: 





     This proposal accomplishes the following objectives,





     1.   Accelerates the development of a robust competitive energy services market and increases the presence of aggregators who will be available to serve all consumers, including small and medium�sized consumers.  





     2.   Prevents the frustration of a competitive market by cross�subsidy and


market power enjoyed by the investor�owned utilities. 





     3.    Places the market�making responsibilities on a non�governmental


entity with a vested interested in promoting competition. 





     4.    Offers choice, rather than imposing obligation, upon the UDC.


     


     5.     Reduces the need for regulatory oversight and government�dictated


market facilitation policy. 





     6.     Alerts regulators to inaccurate cost unbundling and inappropriate market rules for default aggregation.    





	If these rules are untenable or skewed then few, if any, private aggregators will seek to become default aggregators.    The absence of bidders for these franchises alerts the Commission to regulatory error that warrants correction.





	Cons:  





	An underlying assumption that UDC enjoy undue local market power or that cross�subsidies are unavoidable drive this proposal.    If proven to be unfounded, the alternative is less compelling, although still viable.  





	Another basic assumption is that non�utility aggregators will want to serve as default aggregators.   Depending upon how costs are unbundled and market rules are set,  competing default aggregators may not materialize. 





	Alternatively, the competitive bidding process may be manipulated or mismanaged by the UDC to result in the creation of another unregulated franchise oligopoly.    The unregulated, utility�based private aggregator(s) may gain inordinate advantage in the marketplace, such as through superior information access, thereby exerting undue market power.





	Finally, some utilities may have other incentives to deter competitive forces and thus will not choose to solicitation alternative default aggregators.  





6.4  Rules for Aggregation





	The Restructuring Decision states that the UDC shall be the default provider of generation supply services for customers who remain utility service customers (p. 70).  For customers choosing direct access, the specific rules that will govern aggregation services will depend on the nature of the aggregation program that is put into place.  If, for example, customers are required to have hourly interval meters and the aggregation of such customers is left entirely to the competitive  market, there are relatively few rules beyond those required of all direct access customers and


competitive retailers. 





	These generally applicable rules include the obligation of retailers to meet the certification standards described in Section 7.5, and the obligation of customers to sign a direct access service agreement with the UDC, as described in Section 5.4.  All other service arrangements between retailers and their customers would presumably be the subject of private negotiations and would not be subject to regulatory oversight.





	If, on the other hand, an aggregation program is put into place that allows for the use of load profiles as a substitute for hourly interval meters, and allows for the "automatic" aggregation of such customers in geographically prescribed areas through legislative or regulatory mechanisms, a much more expansive set of rules and protocols will be necessary.  A discussion of the issues surrounding load profiling is contained in Section 4.2.6, while aggregation options are presented in 6.1.3.  Below is a discussion of other issues relating to aggregation.





6.4.1  Load Size Restrictions





	The MOU parties proposed load size restrictions for aggregation service as part of their direct access phase�in proposal.  These load size restrictions are discussed in Section 4.2.2..





6.4.2  Upstream Interval Metering As a Basis for Load Profiling and Aggregation





	To achieve load profiling without cross-subsidy, groups of customers could agree to have their power provided by an aggregator who relies upon upstream metering.  For those who choose to remain default customers the aggregator could agree with the UDC or other aggregators to net out the estimated usage of default customers based on specific load profiles.  Thus, the default customer loads would be "net of" (subtracted from) the upstream metered load. 





	When an aggregator takes responsibility for upstream metering, any issues related to downstream  load profiling are circumscribed and are more easily defined.  Most importantly, where parties take responsibility for payment of power based on upstream metering the potential for subsidy through load profiling, price averaging, or load shifting is limited.





	This does not, however, diminish the potential for conflict over subsidy between customers who are downstream of the upstream metering points used by an aggregator.  Upstream metering facilitates what has been termed "net metering" to determine the power use of customers who are downstream of points metered directly upstream. Customers who so choose can still install their own individual meters.  The aggregate power use customers who are not directly metered is the arithmetic difference between the upstream metered power use and the individually metered power use.   





	With application of upstream metering and net metering, aggregators and individual customers have the flexibility to install meters as they wish.  This approach then provides the basis for responsible load profiling and aggregation without the use of individual meters, while allowing the use of individual metering for those who so choose. 





	The expectation is that load profiling may be feasible for small customers with the use of upstream metering.    However, at�the�home metering is not expected to be economically viable in the short�term.  Furthermore, there are doubts that mass deployment of interval meters can be planned or choreographed for implementation in the short term. 





	The use of upstream metering will not only make load profiling feasible, but it will present additional distribution management benefits as well as improve the quality of customer information for the nascent competitive retail markets.  





6.4.2.1	Hourly Metering Seems Necessary to Protect Against Subsidy by Load Shifting





	There appears to be consensus within the working groups that load profiling with no metering creates untenable cross�subsidies and severely skewed price signals.   Some degree of hourly metering is necessary in order to ensure that customers pay for the load shape they cause and for the settlements they create.  UDCs and other aggregators who offer unmetered load profiling will not be able to achieve an accurate settlement that reconciles scheduled consumption with actual consumption.  Nor will they be able to reconcile forecasted load profiles with market prices.  





	The unresolved difference will be allocated as an average cost (in the "sweep�up") to all customers of the PX.  This suggests that it is essential for the aggregator(s) of customers who use load profiling to be directly responsible for all of its power consumption based on hourly metering.  This hourly metering could occur at one or more points upstream of the aggregated load(s).     





	Upstream hourly metering is necessary to measure the total consumption of each aggregated set of customers.  That is, the aggregated set of customers below the upstream metering point


must show that they are paying for the load shape they cause to incur.  Otherwise, there will be no end to the conflicts and regulatory tangles surrounding technical studies to determine billing responsibility and to justify profile analysis.     





	Given the need for some degree of metering at the distribution level, one alternative proposed is to have all customers install hourly meters.  With full metering at the customer level there will still be questions about the hourly load shape and costs of bulk power delivered to the distribution system and about distribution losses.  The UDC will be required to compile individual customer load profiles in order to back�out the power taken at the transmission�distribution (T�D) interface and the distribution system losses.  





	Therefore, upstream, hourly distribution system metering is still needed, even if hourly customer meters are installed, to ensure accurate measurement of loads at the T�D interface and proper settlements for power scheduled and consumed.  As yet the WEPEX group has no plan to accomplish this metering.       





	Thus, absent upstream metering the following problems are expected with aggregation and load following:





	-Subsidy as a result of lack of upstream metering of aggregated loads.


	-Higher peak load consumption and prices in the PX. 


	-Inconsistent estimation of the costs for power delivered to  the distribution system and of distribution system losses.


	-Aggregators who fail to take full responsibility for consumption and for settlements.


	-Litigious conflicts over aggregation and load profiling, requiring regulatory oversight.    





6.4.2.2		Issues Addressed Through Upstream Metering





	A set of issues with load profiling have been presented in DAWG meetings.  The use of  upstream metering has been proposed as a partial solution to load profiling.  Upstream metering resolves a number of issues raised, to wit:





	-It ensures that an aggregator's load responsibility reflects its customers' actual loads as accurately as possible and it provides for accurate settlements.


	-Upstream meters, serving one or more aggregators, will  augment and serve to calibrate load profiling analysis.


	-Comparable customers of aggregators and of UDC customers would have the same minimum metering requirements.


	-Load profiles could be developed and updated for customer groups downstream of an upstream metering point, with the cooperation of UDCs and the use of historic data.


	-The absolute amount of imbalance power that would result, contributing to average cost increases, could be substantially reduced and would be allocated without creating cross�subsidy.  This would also provide better information to and place greater incentives on aggregators and consumers to reduce the difference between scheduled power and actual consumption.  


	-Upstream metering can serve as a bridge strategy between  responsible load profiling and the installation of hourly metering by customers.  


	-Aggregators and their customers can with greater certainty evaluate the benefits and costs of moving to hourly customer metering and more accurate load forecasts.  This also places the decisions to move to hourly interval metering or better load forecasting in the hands of consumers and their agents, removing the need to regulate these matters.





6.4.2.3	Summary of Discussion About Upstream Metering





	A set of questions and answers related to upstream metering are summarized as follows:  





	-Must the distribution company (UDC) provide access for upstream meters to be placed on their facilities?  Yes,  otherwise a barrier could be erected to bar entry of aggregators.  


	-Would the use of upstream meter information may be subject to protection to ensure  confidentiality?  Probably not because upstream metering provides only impersonal data.


	-Must responsible be established for meter reading, verification, and data transfer to the ISO/PX?  Yes, this would be the responsibility of the aggregator.


	-Must customers either "buy into" the choice of upstream metering or purchase an individual meter?  Probably not if the UDC provides specific load profiles for such customers.


	-Would the sponsor of an upstream meter gain special rights to aggregate for related downstream customers?  No, other aggregators could install meters at points upstream or downstream of the existing aggregator's meter.  There would be no artificial entry barriers.


	-What risk does an aggregator face in the placement of an upstream meter?  Its  customers can choose other competitive options.  Also its customers could consumption  more power than expected, such as at peak periods, which would reflect in the aggregator's metered usage.





6.4.2.4	Responsible Load Profiling





	A program of responsible load profiling would use upstream interval metering to achieve the following objectives:  





     (1) Ensure that an aggregator's load reflects its customers' actual loads. 


     (2) Provide for accurate settlements. 


     (3) Reduce cost shifting. 


     (4) Enable as many customers as possible to have DA as an alternative. 


     (5) Use existing data and UDC capabilities to refine load forecasts for customer groups.





	It has also been argued in DAWG That any load profiling scheme must be of limited duration, say five years, after which all customers will have hourly, interval meters.  This restricts the use of averages and its inefficient outcomes to a transition period.


	It has also been argued that load profiles must be severely restricted in order to promote competition.  If utilities are allowed to offer several profiles per class, there is no market opportunity for retailers.  Every time a new market niche can be developed the utility can develop and offer a load profile specifically for that niche.





	With these objectives satisfied, the obvious benefit is to enable competitive access to power without the immediate need to endorse a monolithic, single vendor, customer meter implementation strategy.    





	With this approach, aggregators and customers can obtain essential market and power delivery information at relatively low costs.  Aggregate load profile data can be examined without privacy or confidentiality restrictions.  And the costs of power delivered to specific parts of the distribution system can be known with more certainty.  Customers can examine each of their competitive options, including the benefits of customer specific interval metering.  





Added benefits to upstream metering are the features of voluntary participation by customers and the lowering of  information barriers for aggregators.  The customer has maximum control over market options and meter selection.  At the same time, aggregation should be easier for aggregators, particularly if historic data and UDC assistance can be used to better understand customer groups without concerns about privacy. 





6.4.2.5	Aggregator Should Accept Downstream Load Responsibility





Aggregator(s) and UDC would be responsible to pay for scheduling customer loads, and appropriate settlements, for power delivered to upstream metering points.  This translates to the bearing of risk for variations in the loads of downstream customers. 





	Where downstream customers elect UDC procurement of power or elect to use another aggregator, possible conflicts may arise over the allocation of responsibility for loads.  This may increase the incentives for aggregators to have particular customers use individual interval meters.  Thus, a set of ground rules for dispute resolution and an arbitration process seen necessary.     





6.4.2.5	Data Development to Understand Downstream Loads





	A valuable role for the UDC is in assisting it and the aggregator to understand the estimated load pattern and the basis for that load pattern at various upstream points on the distribution system.  The UDC as aggregator can benefit from specific compilation of data to better understand how it can forecast specific customer loads.  This data is also of substantial value to other private and public aggregators who seek DA customers.  





	The use of upstream meters to verify and calibrate customer load forecasts is expected to lower the costs to all customers, including specific customer groups who benefit from superior forecasts.  Without specific upstream metering, the accountability for accurate  forecasts and settlements would be significantly reduced.





6.4.2.6	UDC  Should Facilitate Location of Upstream Metering





	The UDC, being the owner of the distribution assets, is in the best position to assist in the placement of upstream meters.  It has the critical information necessary and has a direct interest in reducing the inefficiencies caused by inaccurate load forecasts and cross� subsidy in settlements.  There has not been a lot of discussion about the exact role of the UDC in facilitating upstream meter placement.  In order for any aggregator to use upstream meters, the UDC will need to facilitate access to regional load data and to potential sites for meter placement.   





6.4.2.7	Aggregator & UDC Share Upstream Meter Information to Facilitate Competition





	The UDC and other aggregators will need certain information from upstream meters.  The question is how will upstream meter information be shared and used?  The preliminary thinking is as follows:





	If aggregators own or have full rights to upstream meter information, they should have the ultimate control of its use, subject to an agreed�upon approach to share the information with the UDC.  If the UDC owns or has full rights to upstream meter information, it should also have the ultimate control of its use, subject to requirements to unbundle non-private aspects of the information and to receive a reasonable cost for such services.





	It is difficult to require an aggregator unbundle upstream meter information  for other private aggregators without subjecting all such aggregators to command�and�control regulation.  Aggregators will always have the options to install separate meters or to enter into joint agreements with other aggregators to share information or meter ownership. 





	One solution is that the UDC obtain regulatory approval to bundle information purchases and information availability.  This would allow the UDC to purchase data from upstream meters


owners at a known, regulated price.  This would also allow the UDC to offer for sale its information to aggregators for a regulated, at cost,  price.





6.4.2.7	Ownership of Upstream Meters Can be by Aggregator or UDC





	With unbundling of the information from upstream metering, allowing either the UDC or the aggregator to purchase it, the meter ownership matter seems less important.  Comparability of


conditions suggests that both aggregators and UDCs be allowed to purchase and install upstream meters under like circumstances.  The details of this must of course be better defined.  





	If the unbundling of upstream meter information and siting access can be accomplished in an effective way, then the ownership of upstream meters can be left flexible and voluntary.  When the UDC must obtain regulatory approval to purchase upstream meters it may have difficulty acting rapidly.  Aggregators can act as rapidly as desired to purchase upstream meters, but would probably need to  first obtain some load information from the UDC and market information about downstream customers.  This makes critical the UDC's cooperation to share information and facilitate upstream metering.





	It is easy to envision a scenario where many, if not most, upstream meters are owned by a private metering company �� perhaps even a meter�manufacturer.   This company would offer services of data gathering and sharing, thus enabling aggregators to focus their resources on marketing and customer service.     The metering company could offer its services to multiple aggregators in the same area, thus facilitating settlements among aggregators. 





6.4.3  Contracts With UDCs and Customers 





	The Restructuring Decision requires that direct access customers be required to sign, as a condition of utility's retail distribution tariff, an agreement to pay their share of transition costs and thereby waive any jurisdictional objection they might otherwise raise in any forum.  This agreement shall also specify the obligations of direct access customers with respect to billing service arrangements, including credit and collection procedures, service termination provisions, and billing and service inquiries, as described in Sections 8 and 9.  This agreement must be executed by all direct access customers, including those receiving aggregation service.    


     � The strength of competitive forces in a market is important for two primary reasons: (1) it is the means by which downward pressure on price is created and (2) it determines the distribution of benefits produced in a market.  The distribution of value between sellers and buyers is determined by relative market power (Porter, Michael E., Competitive Advantage, The Free Press, 1985, at pg. 9; and Porter, Michael E., Competitive Strategy, The Free Press,  1980, at pp. 24-26).





     � Porter, 1985, op sit,, at pp. 499-500.)





     � A utility subject to FERC jurisdiction can use FERC powers and policies to gain access to the open-access transmission opportunities in EPAct and implemented by FERC in the wholesale power market.  Section 213(a) of the Federal Power Act, as amended by EPAct, requires a utility to respond to a good faith request for transmission service by an electric utility.  A refusal to provide the transmission services requested allows the denied electric utility to ask, pursuant to Section 211 of the Act, that the FERC require a transmitting utility to provide the requested transmission services (including any enlargement of transmission capacity necessary to provide such services).


     � One illustrative case involves Falls Church, Virginia.





  Falls Church wants to aggregate all electric customers within its jurisdiction to create a municipal utility in order to seek lower power costs.  But, Falls Church has no interest in acquiring the existing distribution system.  Rather, it has proposed to acquire and own minimal distribution plant (e.g., meters for customers) and has asked FERC to certify it as a public utility so that it can participate in wholesale transactions. Falls Church's current supplier is vigorously contesting this request.  Falls Church has indicated that, if necessary, it will keep adding a little bit more distribution plant each time that FERC fails to certify it until FERC finally determined that public utility status for wholesale power market purposes has been satisfied.


     �  The "Muni lite" issues raised above are present in other California community efforts to gain access to the wholesale power market without having to bear the cost of acquiring the entire existing distribution system.  Culver City, the City of San Carlos, and more than a dozen cities in San Mateo County are actively pursuing the "Muni lite" option.  Similar efforts are underway or being seriously considered in various communities across the United States:  Albuquerque and Las Cruces, New Mexico; Brook Park and Toledo, Ohio; Broken Bow, Oklahoma; Bennington, Vermont; Westbrook and Jay, Maine; and Romeo, Michigan.
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