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This Reply Brief is submitted by The National Energy Marketers Association (NEM) in the above-referenced proceeding.  NEM appreciates this opportunity to respond to the Briefs submitted by the other parties setting forth proposals to support the development of a competitive retail market in the NYSEG territory.  In its Reply Brief, NEM responds to NYSEG's argument against the adoption of an adder as well as Staff's proposal to implement a market-based back-out credit with a floor.  

1. NYSEG's Argument Against Adopting an Adder to the Market-Based Credit Should Be Rejected
NYSEG argues in its Initial Brief that the Commission should not adopt an adder to the market-based back-out credit.
  Specifically, NYSEG maintains that the commercial costs that NEM identified in previous submissions may not be avoided by NYSEG.
  However, NEM submits that this is irrelevant to whether NYSEG should or ultimately will avoid these costs.  Indeed, NEM submits that if the Commission allows NYSEG to retain these costs in bundled rates: (1) NYSEG is incented not to competitively restructure to avoid these costs; (2) consumers are charged twice for these costs; (3) these costs make competitive choice uncompetitive, undermining the efficacy of the retail access programs and preventing true price competition; and (4) the proper standard should be whether, over the long run, these costs should be avoided.  Moreover, until NYSEG submits the full energy supply and commercial costs associated with serving NYSEG's retail load into the record, any meaningful analysis of the avoidability of these costs cannot occur.
  The entire premise behind designing and implementing a back-out credit is to avoid a full blown cost of service study that will determine the actual costs associated with serving retail load that should in fact be "backed-out" of utility rates.

NYSEG's arguments relating to Provider of Last Resort (POLR) should be properly addressed in the context of the Commission's generic POLR proceeding that is ongoing simultaneously with this case.
  NEM's position is that POLR services should be competitively bid out into the competitive marketplace at the earliest possible time.  Indeed, if the back-out rate is structured properly, NYSEG should be incented to shed services and functions associated with serving customers who switch to competitive suppliers at the earliest possible time.  Moreover, within the context of competitive bids for the POLR function, the state and other interested parties can input precisely which functions and the degree of reliability that POLR customers must pay for and build those requirements into the bidding process for the POLR.

2.
Staff's Proposal to Institute a Market-Based Back-Out Credit with a Floor is Insufficient to Support the Development of a Competitive Retail Market in NYSEG's Territory 

NEM appreciates Staff's consideration of the many costs of serving retail load.
  However, Staff's proposal to establish a market-based retail access credit with a floor equal to the current retail access credit of 3.56 cents per kWh,
 is insufficient to support the development of a competitive retail market in NYSEG's territory. Staff's proposal would not permit marketers to do business when prices rose, only when prices fall below the floor.   This is why NEM recommends the institution of a market-based credit plus an adder of one cent until NYSEG submits costs into the record consistent with NEM's previous submissions concerning the full cost of serving retail load.

3.  Conclusion

NEM argues that the back-out credit is meant to be a rough approximation of the fully bundled costs of serving retail load.  This is the value that should be given to customers to pay for alternative supplies.  Unless and until NYSEG discloses all of the costs of serving retail load, it must be presumed that a back-out credit is intended for a customer to replicate these services.  Indeed, long run avoided costs and/or embedded costs should be provided for customers to pay for a switch to an alternative supplier.  Otherwise, customers pay twice for costs not backed-out of rates.  While NEM does not presume that NYSEG desires to reduce the energy supply or commercial costs recited in NEM's Post-Hearing Brief, NEM is convinced that NYSEG should be incented through the structure of the back-out credit to shed these costs at the earliest possible time.  Furthermore, it is NEM's position that the POLR function should be a competitive function.   

For the foregoing reasons, NEM asserts that NYSEG's arguments against adopting an adder should be rejected and that Staff's proposal to institute a market-based back-out credit with a floor can only be supported with an adder sufficient to support the development of a competitive retail market in NYSEG's territory. 

Accordingly, NEM reiterates its proposal that the back-out credit be reshaped, restructured, and increased by no less than the wholesale cost of energy plus at least one cent per kilowatt as a rough approximation of the full energy supply and commercial costs of serving NYSEG's retail load.   NEM further requests a full cost of service study to allow for the adjustment of the back-out rate in the future.

Respectfully submitted, 
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� Initial Brief Submitted on Behalf of New York State Electric and Gas Corporation, pages 18-23.


� Id. at 21-22.


� The full energy supply costs associated with serving retail NYSEG customers include: the wholesale price of energy for delivery into NYSEG's service territory, installed capacity (on kWh basis), transmission and ancillary services, retail load shape factor costs, risk management, scheduling and control area costs, and pool operating costs plus transmission and distribution system line losses.


The full commercial costs associated with serving retail NYSEG customers include: the costs of load forecasting, the costs of negotiating and managing contracts, the costs associated with regulatory compliance and litigation, taxes, administrative and general costs, customer service, billing, bad debt, collections, environmental disclosure, marketing, and an appropriate return on equity and debt. 


� Case 00-M-0504 - Proceeding on Motion of the Commission Regarding Provider of Last Resort Responsibilities, the Role of Utilities in Competitive Energy Markets, and Fostering the Development of Retail Competitive Opportunities.


� Staff Initial Brief on Retail Access Credit Issues, pages 16-17.


� Id. at 16-19.
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