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New breed of regulators urge marketers to come right in
Illinois, Georgia, New York, Massachusetts
and New Jersey PUC chairs urged
marketers to come in and do business in
their states yesterday at NEMA’s annual
Washington conference.

The five are examples of “a new breed
of regulator,” said Centrica’s Nick Fulford,
who “view themselves as facilitators.”

New York Chairman William Flynn
proudly cited the PSC’s reorganization to
create a 16-employee competition
department tasked with helping marketers
do business in the state.

Customer education is to be a major
focus for the new department for the same
reason Coke didn’t stop advertising when it
became a household word, Flynn
explained.

The state is trying hard to make a
better marketplace for energy, Flynn
stressed, listing changes in the 2002 Home
Energy Fair Practices Act (HEFPA), a law
meant to task marketers to give the same

service guarantees to customers as utilities
and a level playing field.

HEFPA is to benefit marketers, Flynn
explained, by allaying consumer fears that
they won’t be treated the same by
marketers as they expect to be treated by
utilities.

The state’s utilities completed their
electronic data interchange (EDI) process
so marketers can exchange data with
utilities more uniformly across the state,
Flynn added.

New York is looking at performance-
based rate making that would reward utilities
with higher returns if their territories are
healthy competitive retail markets.

Most recently, Flynn added, the PSC
reopened discussions on competitive
markets giving marketers, utilities and
others a forum to voice their opinions.

The state is making an effort, Flynn
explained, for one reason — choice.

Choice worked for telecom customers

— driving up technology and innovative
services and driving down prices, Flynn
noted.

Energy markets should be the same,
offering customers specialty energy
products that cater to customer
preferences, including green energy, long-
term fixed-price deals, demand
management incentives and even onsite
power options.

More choices will bring New York
energy prices — 62% higher than national
averages in 1995 and 50% higher in 2001
— more in line with the rest of the country.

Flynn wants marketers to have a more
active role in efforts to improve the New
York market.

“Thank you for bidding in our auction,”
Jeanne Fox, president of New Jersey’s
Board of Public Utilities (BPU), told
marketers referring to the state’s recently
completed $5 billion descending-clock
Dutch auction to supply non-shoppers.

“And please feel free to enter our state”
as marketers, she added.

Twenty-six suppliers bid in the New
Jersey eight-day parallel auctions to supply
power for four utilities’ non-shopping
customers, Fox noted, forcing prices so
low that rates are going down for
customers at three utilities.

BPU’s approach to competition was
“cautiously aggressive,” Fox explained, but
the state stayed the course, dealing with
gigantic deferred balances utilities were due
because of the too-low SOS rates, stranded
costs and securitization bonds.

The regulator’s boldest move was to
mandate real-time energy pricing for the
state’s largest C&Is — a $1.3 billion load in
the February auction — bringing new
marketers into the state.

“Stay in the fight,” urged Paul Afonso,
chairman at the Massachusetts Dept of
Telecommunications & Energy (DTE), as
he pleaded for patience from marketers
frustrated by the state’s absurdly low SOS
rates.

“I was stuck with that,” Afonso noted,
since those SOS rates were set too low by
the legislature.

The SOS goes away in March of next
year.

Hopes are fading for a law that would
remove utilities from the merchant function
before regulators decide who is to be the
default supplier, Afonso revealed.

A bill is unlikely to make it onto
lawmakers’ crowded calendar in an election

FERC to be regional in South,
Northwest and Southwest

. . . certainly a less Washington-
directed approach.

The result is to be greater
emphasis on regional solutions in the
three areas where regional grid entities
haven’t taken root, Chairman Pat
Wood said yesterday at the NEMA
meeting.

He expects the successes of the
seven regional organizations in New
York, Texas (ERCOT), California and
New England, PJM, MISO and SPP to
encourage progress elsewhere.

He knows it’s going to be more
difficult to gain acceptance of regional
approaches in the final three areas than
it was elsewhere.

While mandates are out, the
regulators have tools other than SMD to
encourage regional undertakings, Wood
told reporters after his NEMA talk.

He didn’t want to offer specifics
but told the press to “stay tuned.”

FERC will “get out of the way”, he
predicted but only after a competitive
market with good infrastructure,

balanced rules and vigilant oversight is
established.

Energy markets are working,
Wood told NEMA, even after a tough
2003.  Reasons include better unit
availability, diffusion of risks beyond
captive customers, efficiency of
dispatch, replacement of old units
with efficient new ones and lessening
of volatility as customers gain more
options.

The August blackout forced the
US to think about what the grid should
look like, Wood said.

One consideration is the notion of
a “big grid” compared with a
decentralized one making significant
use of small, localized distributed
generation, he specified.

“I’m betting on both horses,” he
reported, pointing out that FERC
presently is addressing hookups with
large and small generators alike.

Technologies and customers will
determine which variant wins, he
added, with a hybrid a real possibility.
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year, he noted.
“We want a robust market,” Afonso

pledged.
He promised true apples-to-apples

price comparisons next year to help
shoppers.

Illinois’s Ed Hurley sees opportunity
ahead in his state’s competitive market.

Why would he when competition has
taken off only in the northern third of the
state occupied by Commonwealth Edison
where 12,300 C&Is have shopped?

The Illinois Commerce Commission
chair is optimistic that the entry of
downstate utilities into the Midwest ISO
will eliminate transmission policy barriers
that kept marketers out.

Marketers may have hung back
because of the “Ping Pong match” as
utilities decided which RTO to join.

Signs of life are appearing in the
Ameren and Illinois Power markets,
Hurley observed.

Ameren suspended collection of
competitive transition charges in its CIPS
territory, encouraging some marketers to
move south from Chicago.

The other reason is the 2007
elimination of rate caps and the ICC’s
“Post 2006” initiative — just begun — to

gather stakeholders to plan for that.
“Three years isn’t a long time” to plan

for that, he added.
The ICC is relying on FERC to create

a healthy wholesale market in time for
2007, Hurley noted, conveying his fears
that the lower prices promised by the
generation glut could be wiped out by
market power abuses.

Hurley fears the time it takes for
markets to self-correct via new entrants
and sees a need for statutory solutions.

Georgia PSC Chairman Stan Wise, this
year’s NARUC chairman, is excited that a
new marketer — Vectren Source — plans
to enter the Georgia gas market
compensating for Energy America’s
(Centrica) departure.

The PSC certified 20 marketers back
in 1997 when the legislature gave them
just one year to get the gas market open.

Of those, only 11 took part in the race
to gain the ultimate prize — the
assignment by market share of everyone
who hadn’t picked a supplier.

Marketers did the job almost too well,
luring 80% of customers to make a
choice, thus diminishing the size of the
prize and driving some out of business
when billing problems delayed cash flows.

Wise sees the wisdom of a transition
period now that Georgia settled into
competition.

Customers were shocked at the impact
of straight-fixed variable rate design on
distribution rates — LDC Atlanta Gas
Light’s idea — and to see an itemized bill
for non cross-subsidized supply,
distribution, balancing and other services.

Those costs had “always been there,”
Wise said, but “you just didn’t know it.”

C&Is were the big winners, Wise
noted, but all customers saved hundreds
of millions of dollars on gas.

The task for the PSC now is to “figure
out how regulators don’t regulate,” said
Wise, since it’s hard for commissioners and
staff to change their attitudes.

Georgia regulators once thought
marketers “don’t care about your
customers the way we care about your
customers,” Wise noted, “but that just
isn’t true.”

The PSC may be “overly aggressive”
now on punishing errant marketers, Wise
noted, but it’s “good to send a message.”

Marketers have to eat the
consequences of poor pricing decisions,
not customers, he said, thinking back to the
days of annual true-ups to actual gas costs.

Barton favors FERC action without new law
It makes sense for FERC to move
ahead on RTOs in the absence of
congressional action, House Energy
& Commerce Committee Chairman
Joe Barton, R-Tex, told NEMA.

Where courts have ruled in
cases when state and federal
actions have clashed and the federal
perspective generally has prevailed,
he reported.

An important area of state
regulation, Barton noted, is whether
to permit retail competition.  If a
governor, state legislature, or PUC
wants to retain the old regulatory
monopoly, the chairman said, “I
won’t say no.”

“The Constitution allows states to
do pretty much as they want,” he

added.
The wide-ranging energy bill

conference report that easily cleared the
House but has been blocked from a vote in
the Senate (HR 6), neither mandates nor
bars RTOs, Barton noted.

Barton disagreed with the
Congressional Budget Office’s $1 billion
estimate of the cost of implementing
reliability rules.

The real cost of implementation would
be on the order of $10 million-$15 million,
Barton estimated.

He predicted that if the pending bill
came up for a vote in the Senate it would
get 70 or more votes.  A filibuster by
Democrats has denied it the 60 votes the
GOP needs to cut off debate.

A bipartisan group of senators has been

working with House members, DOE
and the White House to try to bring
the bill to the floor, Barton added.

Those discussions are taking
place on an ongoing basis, reported
DOE Deputy Secretary Kyle
McSlarrow, who followed Barton to
the podium.

“We need to make some
fundamental policy choices — and
good first, second and third choices
are included in the energy bill,” he
said.

“We need Congress to do its job
and pass the bill.”

It’s difficult to reconcile the lack
of action on reliability with last
summer’s blackout, McSlarrow
added.

Propane deal irks Virginia industrial gas users
C&Is see a bad deal in Virginia Natural
Gas’s (AGL) petition to recover costs for
a new propane peaking facility.

Virginia Industrial Gas Users’ Assn
(VIGUA) questions whether VNG will
operate the plant for its own profit and
whether the quality of the propane may
affect their industrial processes and
machinery.

LDCs commonly use propane to

bolster gas supplies when demand runs
higher than supply.

VNG applied to recover costs under
a deal with Pivotal Propane of Virginia
when it failed to get upstream natural gas
capacity in four pipeline projects.

The deal, VIGUA said, might be
more expensive than alternatives like the
LDC’s building and operating its own
propane facility.

VNG claims the costs would be the
same whether it builds the plant or
Pivotal Propane does.

Built into that calculation is
depreciating the facility over 15 years —
not appropriate, the group says, since
other propane plants are at least 34 years
old and their useful life is 50 years.

Under the deal with Pivotal, VNG
wouldn’t even own the facility after 15
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years, it would belong to Pivotal
Propane.

VIGUA fears the utility would
operate the propane plant at peak times
thus allowing VNG and its upstream
capacity manager — corporate affiliate
Sequent — to make bigger profits by
selling gas into the market.

VNG assigned its upstream capacity
to Sequent and ratepayers have to share
those profits with Sequent.

“VNG’s firm customers could be
forced to pay higher rates, regardless of
any claimed benefit of the sharing
agreement, if VNG’s cost to purchase
the propane exceeds its cost to purchase
gas sold off-system,” the users group
complained.

How would that work?
VNG could sell off-system upstream

gas at $5/mcf that it paid $4/mcf for, then
buy propane at $8/mcf.  VNG wants to
recover the extra $3/mcf from

ratepayers.
Obviously customers would be better

off buying the $4 gas for $5 than paying $8/
mcf for the propane, VIGUA pointed out.

The deal would hurt transportation
customers — those buying their gas from
marketers — if VNG operates the plant
in a way that allows it and Sequent to sell
off-system its gas.

Under those conditions, VIGUA said,
VNG would be interrupting or curtailing
banking and balancing, thus requiring
marketers to over deliver gas to VNG’s
city gate to avoid under-delivery
penalties.

Ultimately that strategy would hit the
pocketbooks of C&I shoppers, VIGUA
complained.

Substituting higher-btu propane for
natural gas causes safety and quality
concerns as well for C&Is using
machines designed to burn natural gas or
oil.

Chevron buys deals
from FirstEnergy:  Chevron
Energy Solutions bought from
FirstEnergy Solutions a package of
contracts for energy, equipment and
services to institutions and C&I
customers in Ohio, Michigan and
Pennsylvania.  Performance
contracts are deals where service
providers install new equipment and
guarantee savings thus letting
customers finance energy upgrades
with little or no up-front investment.
The move helps Chevron build its
energy services business in the
Midwest and Northeast particularly
in the institutional market, the firm
said.  It plans to open an Ohio office
to service the accounts. Chevron
bought similar businesses from
Viron Energy Services and Energy
Masters International.

CofC studies how to improve telecom regulation
The US Chamber of Commerce launched
a study yesterday on regulatory changes
that could boost investment, innovation
and jobs in the telecom industry — and in
the US economy.

The market value of all publicly traded
US firms since January 2001 declined by
$1.7 trillion, with nearly half ($839 billion)
of the losses in the telecom sector.

Over 25% of the non-farm jobs lost in
the US over the last few years were in the
telecom field — yet the field only makes
up 1% of all non-farm jobs, according to
industry estimates quoted by the chamber.

The chamber hired Analysis Group’s
Coleman Bazelon, Tom Hazlett of the
Manhattan Institute and John Rutledge of
Rutledge Capital Research.

The telecom industry is in the long
transition from a regulated monopoly to
competition and the study is to be a map
showing where that transition stands with
suggestions on regulatory approaches to
keep things moving, Bazelon told RT, that
began when AT&T sued the makers of
Hush-a-Phone for selling a product that

snapped onto AT&T’s equipment.
Back then, you may remember, the

monopoly owned the whole network even
the phones.

New technologies are complicating the
regulatory future of telecom but make
way for some very interesting realms of
competition, he added.

A major focus is to be the significant
regulatory uncertainty and constraints on
investment.

The result will including economic
modeling.

Bazelon’s people are economists
operating something like a law-firm but
despite the image that may conjour up the
study is to be un-biased, except for
favoring free markets and regulatory ideas
headed in that direction.

Chamber CEO Thomas Donohue was
asked who’s behind the study.

The chamber has members in the
cable industry and telecom and many
other industries and the report isn’t
catering to any one of them, he assured.

Telecom is important to just about

every part of the American economy and
boosting vitality there “will support
stronger economic growth across the
board,” he reminded.

“New investment in telecom services
and equipment — computers, connections
and new infrastructure will go a long way
to addressing the lagging job numbers in
an otherwise healthy economy,” Donohue
added.

American businesses need a
marketplace with regulatory certainty, said
Donohue.
“This study will identify areas where the
government can and should establish a
regulatory structure that will withstand
court challenges.”

The Chamber plans a policy summit
this fall when the study is done “to bring
together key decision makers to discuss
the study’s recommendations.”

The US Chamber of Commerce is the
world’s largest business federation
representing over three million businesses
and organizations of every size, sector and
region.

Regulators want to help BPL
“Broadband over powerlines is inevitable,”
Ben Piilani told NEMA.

He’s president of Unified Technologies
Group, a broadband content provider
focused on delivering a wide array of
internet, telephone, cable TV, on-demand
video and even yet-to-be invented
broadband goodies.

The infrastructure is in place to 80%
of American homes and the percentage is
higher in many other countries, noted
Piilani.

He’s captivated by the promise of BPL

and poised to deliver the goods as the as-
yet fledgling technology is deployed.

Panel Facilitator Bill Mahoney,
Excelergy’s CEO, echoed Piilani’s
declaration.

He sees as a provider in the market a
lot of push to enable the billing of energy
and communication services on the same
platform.

He has a number of clients that want
us to do that as quickly as possible
because to lower of total cost of
overhead.

“While the technology is pushing
we’re also getting a push from our client
base to enable those types of bundled
services,” said Mahoney.

Michigan Commissioner Laura
Chappelle and Texas Commissioner Julie
Parsley assured an openness to BPL’s
advance.

“We should all continue to look at
these new advancements and have a good,
healthy eye towards some of the issues
they may raise but I don’t mind that we’re
not jumping forward or in any way trying



© Copyright 2004 GHI LLC.  Violations punishable by fines of up to $100,000 per occurrence.

Restructuring Today • Thursday April 1 2004  4

to hinder BPL’s roll-out,” Chappelle added.
She finds BPL exciting to those who

believe in competition.
“It’s the real wired infrastructure

that’s already there.
“The fact that this technology is a

real means to compete with DSL and
cable modem is quite interesting to us
state regulators,” Chappelle added.

A newly formed NARUC task force
she and Parsley serve is still in an
information gathering mode.

It’s talking with companies and
entities doing BPL trials.

Manassas Virginia’s BPL is not a
pilot, it’s up and running,  Chapelle
noted.

Regulators see a public interest in
making broadband widely available.
NARUC wants to foster BPL.

Some say the internet prospered
because the government got out of the
way, Chappelle added, but she, a
Republican, sees a role for government to
nurture promising technologies.

“In Michigan we won some national
recognition and awards for new
broadband laws and policies that we put
in place several years ago literally making
a fair playing field for all,” reported
Chappelle.

How?
Standardizing local applications

across the state and putting time-limits on

CenterPoint puts stranded
cost at almost $4 billion

CenterPoint Energy’s Houston Electric
wants $3.8 billion in costs stranded in a
competitive retail market including
electric power plant costs, environmental
controls and other transition expenses
that competitors don’t face.

Add to that $631 million in interest.
The firm is to issue low interest bonds to
be repaid through charges paid by
marketers for electric delivery services.

Impacts on residential customers
should be modest, the company
predicted.

CenterPoint figures the bonds will
need annual payments of about $330
million or about a half cent per kwh —
$5 per month to residential customers
where the marketer passes the full
amount to customers.

A final PUC decision is expected in
late August.

The decision “will have a significant
effect on the cost and availability of
capital to our company,” noted
CenterPoint Energy CEO David
McClanahan.

Abbreviations:  To see a glossary of
RT’s abbreviations, go to
www.restructuringtoday.com/
glossary.html. 
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processing those forms to smooth access
to markets for potential broadband
market entrants.

“That’s where regulators can help
spur-on an industry,” she added.

Itron President Rob Nielson painted
the picture of a world where metering
would use BPL to compile data and make
it available in useful ways.

In the lobby, Piilani and his associate,
controversial Inventor Luke Stewart of
Media Fusion (RT, 3/24) were showing a
BPL system using a wireless router
plugged into the hotel’s power system.

The connection was fast — 10 meg/
sec — and helped some conference
attendees get their email.
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