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Executive Summary

In procuring standard offer electric service, the Maine Public Utilities Commission should strive to strike the appropriate balance between reducing costs and risks, while guaranteeing customers reliable, efficient electric service.  This report discusses numerous strategies that could be employed to balance those costs and risks under the general heading of “portfolio management”.  Most of the strategies could be implemented pursuant to the Commission’s current statutory authority; a few may require legislative changes.  

Overall, we recommend that the Commission adopt some form of a segmented RFP process for standard offer service for residential and small commercial customers.  This is in contrast to the current RFP process that consists of a single point in time bid for the entire residential and small commercial customer class for a particular distribution utility service territory.  Other key specific recommendations and findings are as follows:

· The Commission should consider a laddered approach for standard offer supply bids.  It should establish a 5 segment ladder with annual maturations for most of the load.  The remainder should be reserved for efficiency and long-term contracts with renewables. To begin a 5 segment annual maturation ladder, one needs to start with contracts that mature in 1, 2, 3, 4 and 5 years for segments of the ladder. In subsequent years, one would procure additional contracts with a five year maturation date.  Thus, every year, 20% of the ladder expires and 20% of the ladder is newly purchased.  Although the transaction costs increase with a laddered approach, the risk management advantages greatly outweigh the higher transaction costs.

· Reducing the current potential for price volatility in standard offer supply bids through portfolio management is unlikely to affect retail competition in the residential and small commercial customer classes.  Evidence in Maine and other retail competition states shows that the residential and small commercial customer classes are the least likely to select a competitive supplier, for a variety of reasons.  These customer classes are likely to remain on standard offer service for a considerable period of time, and reasonable improvements to the standard offer are unlikely to alter the situation.

· The Commission should consider targeting a portion of standard offer supply through energy efficiency programs and long-term contracts for renewable energy resources.  This is a highly desirable portfolio management tool that will help balance the risk inherent in more traditional supply resources (coal, oil, and gas) that are subject to fuel price volatility.  Energy efficiency and renewable resources also provide some protection against future environmental compliance costs associated with fossil fuel resources.

· The Commission should evaluate the benefits of separating the RFP processes for standard offer supply and entitlement energy resources.  There should also be further evaluation of the statutory prohibition of indexed standard offer bids; allowing a portion of the standard offer supply to fluctuate based on some fuel index may provide significant price benefits to customers.  And the Commission should evaluate requiring bidders to adopt hedging instruments.

· The Commission has considerable flexibility under current Maine statutes and Commission Rules to implement most of the portfolio management strategies discussed in this report.  One exception is the requirement that standard offer bids must be for a fixed price and a specific prohibition on any “indexing” of standard offer bids.

Additional recommendations and suggestions are contained in the body of this report.  Appendix B summarizes our responses to the specific questions contained in the Commissions Notice of Inquiry and Request for Comments issued on March 17, 2004.
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