SECTION 6�PRIVATE ��


AGGREGATION








6.0 	Aggregation of Customer Loads to Access Generation Markets





Large customers may have sufficient resources and market knowledge to negotiate bilateral contracts, and to determine whether doing so is a reasonable business decision.  By aggregating their own loads, large customers can reduce transaction costs of direct access.  Lack of energy market experience and high transactions costs may present barriers to participation in Direct Access by both large and small customers.  Aggregation of multiple loads provides a cost effective means for smaller customers to gain access to and realize benefits from the competitive market in generation.





Several organizations have indicated willingness to serve as retailers, or aggregators, for various customer groups, thus providing customers with sophistication and bargaining power comparable to those of large customers.  This chapter will put forth choices available with aggregation and describe several models of aggregation, as discussed by the Market Rules subteam. 





6.0.1	Potential Benefits





Aggregation is a means for small, medium, and even large customers to exercise consumer options.  Accordingly, the benefits of aggregation will manifest themselves in a variety of ways.  The cost of power is expected to fall.  The diversity of product and service offerings will increase.  Transaction costs for aggregation can be more easily absorbed across multiple customer loads, especially when the scope of differentiated products and services is increased.  In these ways, the benefits of competition in wholesale power markets can be extended to smaller customers.





Consumer benefits will depend on the involvement of aggregators, which in turn will depend on the attractiveness of a market to consumers and providers.  Thus, providers will be encouraged to participate in small consumer markets if they perceive sufficient potential value.





6.0.2	Potential Barriers





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.





The 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; 





 - Complacency with the status quo; and





 - Indirect costs such as the risk of and regret for having made the wrong choice.





6.1	Typical Aggregation Groups





The basis for the association of an aggregation group with its members can be varied.  For instance, a group can participate in the energy market by aggregating with a retailer that offers a particular service (a power portfolio from renewable resources).  A corporate entity with multiple sites could form an aggregation group.  Chains of stores or restaurants may simply combine load to maximize their purchasing power, or similarly, the members of a home-owner's association or civic organization could decide to aggregate to participate in the direct access market.  Customers with complementary load profiles may aggregate their purchases to achieve cost reductions.  The more ways end-use customers are allowed to aggregate their loads, the greater the likelihood of participation in the direct access market.





As a geographically contiguous customer group, a municipality has options not available to other aggregation groups.  A municipality could own its distribution system or not. A local government could form itself into a negotiator for services on behalf of all consumers in its jurisdiction (the Consumer Service District) or could take on the responsibility of being the "provider of last resort" to all in its jurisdiction who could opt to aggregate under its auspices (Community Access Proposal).





Allowing a municipally-based aggregation group to automatically aggregate all consumers in its jurisdiction stabilizes the market power of the group, but may restrict competitive market access.





Participation of smaller customers in direct access will be incumbent on the ways they can increase their marketability to an aggregator.  One of the main differences between the marketability of a large industrial customer and a small one, besides the magnitude of their loads, is their load factors.  Targeting customers to optimize their combined load shape puts them on par with their larger industrial counterparts.





6.2	What Can Be Aggregated?





6.2.1	Energy





The aggregation of demands for energy, which includes what was previously differentiated by regulation into "energy" and "capacity", is probably essential if all classes of customers are to participate in direct access.  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.





6.2.2	Ancillary Services





The procurement of ancillary services by aggregators, through schedule coordinators, may ultimately be required if not be preferable.  Ancillary services will include spinning reserve, non-spinning reserve, automatic generation control (AGC), voltage requirements, black-start capability, and option energy.  Aggregators will, necessarily, also procure balancing services -- to reconcile actual versus expected demands and loads -- in real-time from the ISO.





The most logical place for acquisition responsibility of ancillary services is the energy service provider.  The number of energy service provider transactions to the ISO would be presumably be more manageable if schedule coordinators request such services on an aggregate basis.





However, the market may not be mature enough to handle the unbundling of ancillary services initially for retail wheeling.  Additionally, the UDC would need to depend on the delivery of some ancillary services to maintain the integrity of its distribution system.  This issue expands as ancillary service delivery becomes more localized.  Ancillary service unbundling and aggregation requirements should be consistent with those features identified in FERC's Order 888.





6.2.3	Metering and Billing Services





The aggregation of metering, billing, and other services is largely dependent on the action of the CPUC in response to the November 15 Unbundling filings.  Some discussion of unbundling the UDC billing takes place in Chapter 8 while some of the pros and cons of unbundling metering services are discussed in Chapter 11.





If relatively minor unbundling occurs in the initial years of restructuring, it is conceivable that the UDC can act as the agent to aggregate the bundled billing and metering services of the customer and pass along any savings that flow from such aggregation.





6.3	Aggregation Models





The CPUC's December 1996 decision suggests that the UDC will act as the default aggregator for bundled service customers, procuring energy on their behalf at the Power Exchange clearing price.  For those customers who choose Direct Access via an aggregator, several models have been put forth regarding the mechanism of aggregation itself.





6.3.1	Retailer as Aggregator





Retailer aggregation gives consumers the market power needed to participate in and benefit from the open generation market.  Retailers, acting on behalf of groups of customers, would make contracts for energy with generators.  Retailers would negotiate price, terms, and conditions with their suppliers (the generators) and their customers (end-use consumers).





The benefits of competition in the wholesale power markets can be extended to smaller customers, resulting in lower costs for power. Competition among retailers will assure a greater of variety of products and services, all resulting in expansion of consumer options. The greater the strength and balance of forces within a market, the greater the price and other benefits that will accrue to small consumers.





The gas aggregation model serves as an indication that market participants can successfully pool customer loads and provide a valued service.





Pro: Retailers who purchase energy from generators on behalf of many customers may be able to obtain a lower price or better terms than the PX, and pass on these benefits to consumers.  Aggregation could help individual customers avoid the vagaries and complexities of singular involvement in the competitive wholesale market.





Con:  It is possible that retailers will not be able to obtain prices, terms and conditions that are better than the PX's.





6.3.2	UDC as Aggregator





The UDC provides many of the aggregation functions today, and will continue to do so in the future for its bundled service customers.  In this way, the UDC can be considered to be the default aggregator for consumers who elect not to choose.





Depending on market maturity and subsequent CPUC restructuring decisions, the UDC may very well serve a key role in providing aggregation services for direct access customers.  This could naturally occur for services other than generation without fear of undermining the CPUC's decision to unbundle the generation market.





Pros: UDC service aggregation may be the only alternative to glean the benefits of aggregation in an immature market.  Some aggregators may be hesitant to enter the California market without promises of total service unbundling.  UDC aggregation could provide that backstop advantage and help stimulate the market.





Cons: Non-discriminatory measures must be developed to ensure separation of UDC-owned generation and the UDC service provider.





UDC aggregation would create a conflict of interest for the UDC to collect transition costs while diverting market share from the Power Exchange.





It may be difficult to create a AChinese Wall@ effective enough to eliminate discriminatory actions by IOUs.





6.3.3	Community Access





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 this 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 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 "cherry picking" of consumers which could characterize the actions of private providers in markets.  The 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.  Community access 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 barriers to entry by increasing the potential number of buyers in the wholesale power market.





Cons:  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 share of potential benefits created in such markets that could be captured by the individual small consumer.





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





6.4	Rules for Aggregation (from Kebler, SCE)





The Restructuring Decision states that the UDC shall be the default provider of generation supply services for customers who remain utility service customers.  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 fiat, a much more expansive set of rules and protocols may 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 4.3.3.





6.4.2	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 aggregations service.
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