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As Ohio opens at retail, Cinergy ponders 2 business models
“We sit on a fault line,” said Cinergy
CEO Jim Rogers whose companies
operate in Ohio, Kentucky and Indiana.

It makes a big difference in recovery
of environmental compliance costs and
deciding who’s going to build the next
generation of power plants, Rogers told a
Merrill Lynch seminar yesterday.

Kentucky and Indiana have good
“track records” on environmental
compliance cost recovery, said Rogers.

Cinergy proposed in Indiana a plan to
start now on compliance even though it
may be years before the laws catch up.

He sees early compliance as “the best
plan for consumers over the next five, 10
or 15 years, avoiding the last-minute
dash to comply with NOx rules that
drove up compliance costs.

But Ohio is a different story with the
PUC about to decide on Cincinnati Gas
& Electric’s rate stabilization plan
(RSP).

Once the RSP ends in 2009 the PUC
offers “no clear mechanism” for
recovering compliance costs, Rogers
lamented.

Yet he believes power prices will rise
as curbs on SO2, NOx, mercury and
carbon kick in and gas prices rise.

He’s convinced “we’ll live in a
carbon-constrained world” with only the
timing of carbon curbs unknown.

Will rising power prices drive a
move to re-regulate in states like Ohio?

Rogers doesn’t know which strategy
deregulated states will adopt -
competitive markets, “regulatory lite” or

an extension of the RSP.
“We’re going to be in an

environment”, Rogers said, where
competition postponements such as the
RSP option, are likely.

And he raised the question of who is
to build the next nuclear power plant.

“It won’t be us,” he declared, but
integrated utilities rather than merchants
likely will build the next coal plants.

Pushing the merchant sector’s
favorite flavor — natural gas-fired
generation — “is not good public policy,”
Rogers added.

Cinergy is going to be short 1,000
mw in the future, Rogers said, and will
have to choose between building plants
versus buying or leasing distressed
merchant plants.

Smart-card AMR tells customers
what they’re spending for power

ATCO Electric is planning a one-year
AMR pilot giving residential customers
near Edmonton, Alta, real-time data
about their power use “and the ability
to pay as they go,” the firm said
Monday.

It may be the first such pilot in
Western Canada.

“Information truly is power,” said
Dick Walthall, ATCO president, since
customers that sign up can better
manage their power use and save
money.

The AMR uses a smart-card
technology — like a prepaid phone card
— that draws money as power is used.

Customers in Woodstock, Ont, cut
power spending by about 15%
compared with homes using traditional
billing.

“Our experience shows that if you
provide people with the right tools,
with real-time information on how

much electricity they are using, they
become wiser energy users,” said
Garry Roth, president of Woodstock
Hydro Services.

“Electricity delivered to the home is
one of the few things that most of us
use before we pay for it,” said John
Efford, Canada’s Minister of Natural
Resources.

The pay-as-you-go system could be
an important incentive to conserve
energy and cut emissions that
contribute to climate change, he added.

The one-year pilot is to begin early
next year.

ATCO Electric will be recruiting a
total of 500 residential customers in
Drumheller and Grande Prairie to use
the smart meter system.

The project is funded by ATCO
Electric, the Government of Canada and
InfoEnergy — wholly owned subsidiary
of Woodstock Hydro Holdings.

Constellation — sees
itself as low-risk

operation
Integrated utilities with big exposure in the
merchant power sector can be low-risk
enterprises, Constellation’s CFO Follin Smith
told the Merrill Lynch conference (above).

Find another company in the S&P 500
that could shut down its new business
development and still turn a profit, she
challenged.

“As we look at 2005 we can’t create the
perfect storm that would make Constellation
lose money,” she said.

“This is not a risky business,” said Smith.
Constellation operates the same way Wal-

Mart and Dell Computer do, she noted, by
squeezing out costs and building customer
scale.

“While our competitors are complaining
about margins,” Smith boasted, Constellation
has been able to reduce its costs thus making
it more competitive.

Scale has allowed Constellation to self-
insure its outage risk, for example, and let it
share the savings with customers.

Its size allows Constellation to keep a
“highly leveraged book,” Smith added, lining
up power sources for huge pieces of business
such as the default service load where utilities
have opened up.

That kind of book allows timing close to
when contracts have to be executed, she
explained.

The firm watches for opportunities to
build its generation portfolio, said Smith, but
“we’re losing in the auctions for assets.”

Why?
Constellation takes a more pessimistic

view of where spark spreads are headed.

But even though Constellation doesn’t
own generation in New England, it has one-
third of the market, Smith said.

“Success breeds success,” Smith noted
and “that’s what successful companies do
— they sweat the details.”
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Centrica buys firm that makes 200,000 service calls/year
Direct Energy (Centrica) took a step
closer to bringing to the US its successful
UK and Canadian business strategy of
building and expanding relationships with
customers.

It bought Residential Services Group
(RSG), an HVAC and plumbing services
company based in Dayton, Ohio.

Centrica leverages its sizable customer
bases in Canada and the UK by selling
other services such as appliance service
contracts, water-heater rentals (in Canada)
and multiple commodities like gas and
power to existing customers.

Buying RSG wins for Centrica more

customers in Ohio and Texas — states
where Direct Energy already has 1 million
customers — and allows it to cross-sell
energy and appliance services.

RSG and its staff of 2,000 comes
with a $150 million price tag but recorded
sales of $309 million over the 12 months
ended in July.

They put in 50,000+ new systems a
year and make 200,000 service calls
primarily for residential and small business
customers — Direct’s market sweet spot.

Buying an “established home services
business,” Centrica CEO Roy Gardner
said, “enables us to strengthen our

position in Texas and Ohio... by deepening
customer relationships.”

The opportunities of course go
beyond Ohio and Texas, Centrica added.

RSG has customers in states that may
offer energy growth opportunities in the
medium term, likely in states Direct
Energy has avoided so far.

Centrica’s “deep relationship” formula
worked in Ontario where Direct Energy
expanded its market footprint in 2002 by
buying Enbridge Services, a home
services firm.

The deal is expected to close by the
end of the year.

FERC acts to end PJM-MISO seams issues
A FERC order Monday set long-term
transmission pricing to get rid of seams
between PJM and MISO.

The commission set a refund
effective date of Dec 1.

The order — a Federal Power Act
section 206 proceeding — creates the
means for FERC to replace expiring
through-and-out rates — those paid by
public utilities that haven’t joined MISO
or PJM.

FERC found those rates “unjust and

unreasonable” effective April 1 and
directed compliance filings for new
transactions after that date with two-year
transitional lost revenue recovery
mechanisms called seams elimination
charge/cost adjustments/assignments
(SECAs).

A stakeholder process to develop
SECAs was taking too long so FERC used
a settlement judge procedure to try to help
things along.

The chief judge reported Feb 4 that

the parties agreed they needed to push
the date of the through-and-out rates
expired one month later to May 1 while
keeping the end of the transition period
the same — thus shortening the
transition period.

By March 5 — after 14 full days of
formal settlement negotiations often
involving over 100 participants plus
meetings on the side — 84 parties,
some representing more than one
utility, agreed to drop the through-and-
out rates 17 months early on Dec 1.

So what’s the new pricing going to
look like?

That’s a contentious issue, FERC
explained.

The commission wants a single
approach.

If that’s not agreed on, the
commission left room for more than
one with filings due Oct 1 to take
effect Dec 1.

Several more conferences and
meetings narrowed the issues but
created an impasse between two
competing proposals, reported the chief
judge, who shut down the settlement
process believing “further discussions
would not be productive” (Docket
EL04-135-000).

4 stories in 1 minute

Marketers ask NY PSC
to let Rochester G&E

buy receivables
NEMA asked the New York PSC to OK a
proposal by Rochester Gas & Electric to
buy marketers’ receivables at a small
discount.

RG&E offered to buy marketers’
receivables for three years beginning in
January for 99.39¢ on the dollar for
power and 98.01¢ on the dollar for gas.

The discount would be adjusted each

Gas prices jump:  Natural gas
futures prices ratcheted higher at
midday, writes Jackson Mueller.  He
reports October yesterday traded up
21.3¢ at $5.475/mmbtu while
November rose 16.9¢ at $6.09.
December rose 12.4¢ at $6.845.
Mueller reminds us that November
contracts may trade higher since it’s a
winter month.  With milder weather, oil
inventory down 5.7% from last year,
gas inventory up 8.2% from last year,
drill rig counts up 12.8% from last year
and monthly gas production in Texas up
4.6%; falling prices in October looks
possible.

Rocky Mountain gas
moving to Kansas:  FERC
approved the expansion of a 380-mile
interstate gas pipeline owned by
Cheyenne Plains Gas Pipeline — to
send gas from northern Colorado to
southwestern Kansas.  Adding 10,310
hp of compression at the Cheyenne
Plains Compressor Station will add

170,000 dkt/day of firm transportation,
bringing the capacity to 730,000 dkt/
day, reported FERC.  The expansion
will send more Rocky Mountain gas to
existing, underused interstate and
intrastate pipelines serving the mid-
continent, said FERC.

Dynegy can sell
Illinois Power to Ameren
following yesterday’s SEC approval of
the deal.  The Illinois Commerce
Commission OKd the sale last week.

Wood plant opens
back up in Maine:  Boralex is
reopening its 34-mw wood residue-
burning plant in Ashland, Maine, after
signing a sales contract with WPS
Energy Services for the plant’s output
along with power from its Fort Fairfield
facility.  The plant was closed in June
2002 because of high fuel prices and a
weak market, Boralex said.  The restart
brings 400,000 mwh/year of renewable
energy to the Maine market.
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year to reflect a five-year rolling average
of RG&E’s uncollectible expenses.

RG&E would have the right to
disconnect delivery and competitive
supplier service to residential and business
customers who don’t pay.

NEMA prefers this approach to
dealing with bad-paying customers
because it relieves marketers of the
expense and trouble of setting up billing
and collection systems that duplicate
those utilities already have.

The New York PSC views requiring
utilities to buy marketers’ receivables as
an interim step to “accelerate customer
migration” until utilities exit the merchant
function, NEMA noted.

In the meantime, NEMA said, it “will
lower the cost for competitive suppliers
to serve New York consumers,
particularly residential consumers.”

It’s a model similar to NEMA’s
favorite used by Orange & Rockland
Utilities where buying receivables and
other cost-effective strategies have
spurred 30% shopping rates.

BPA:  Pacific NW OK if merchants
don’t export power

The Pacific Northwest will have
enough electricity to meet the region’s
needs for the next four to five years,
but only if owners of power from new
generators sell it in the region, says BPA
CEO Steve Wright.

BPA’s forecast assumes an average
of 3,400 mw of independent power
generation sold in the Northwest will
serve regional loads.  “But independent
producers can sell their power
elsewhere.  If supplies get tight on the
West Coast, the Northwest could
potentially see supply shortages and
price volatility,” Wright predicted at a
BPA conference.

Wright had gathered the industry
together to explore innovative ways of
delivering energy efficiently, reliably

and in an environmentally sound way,
he added.

The conference and trade show
drew 400+ people.

BPA provides about 44% of the
region’s firm energy supply.

BPA’s forecast is that power
demand obligations will surpass supply
as early as 2009.

That forecast assumes that all
power from independent producers
stays in the Pacific Northwest.

How much power BPA will provide
to aluminum companies and utilities
influences BPA’s load-resource
balance.

If demand exceeds federal
generating capability, BPA would go to
the spot market.

Northwest Natural has plan to avoid conservation damage
“When we rely on volumetric rates to
cover our fixed costs, we have a vested
interest in customers’ using more
energy.”

So says Mark Dodson, CEO of
Northwest Natural Gas.

The more kilowatt hours or therms
we sell, the greater our cost recovery, he
noted, so that conversely, if customers
conserve and cut energy use, “we are
less able to recover our fixed costs.”

So much for energy conservation.
Dodson intends doing something

about it by creation of a “conservation
tariff,” he told the BPA-sponsored
conference (above).

“We are forced to choose between
satisfying one group or the other,”
Dodson said, but no organization, public
or private, will succeed if it regularly
finds itself at cross-purposes with its
customers.”

Northwest Natural made a compact
with its customers and commission that
he described as “don’t penalize us for our

efforts [and] we will do everything we
can to encourage conservation.”

The firm set a baseline use for
customers.

Then actual use is impacted by
weather and prices.

Any change in use is identified as
conservation, Dodson said.

Working with consumer advocates he
gained the Oregon PUC’s OK.  Approval
has allowed the utility to promote the sale
of high-efficiency gas furnaces that cut
heating load 20-25%.

The basic concept was recommended
by EEI and the Natural Resources Defense
Council to NARUC in November.
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Tell us what you think..  We want to hear from you.  Send your comments,
questions and suggestions about today’s RT to editor@restructuringtoday.com.

Abbreviations:  To see a glossary of  RT’s abbreviations, go to
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