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April 22, 2004

Erin O'Connell-Diaz

Commissioner

Illinois Commerce Commission

527 East Capitol Ave

Springfield, IL. 62701

Dear Commissioner O'Connell-Diaz,

We appreciate the opportunity to provide comments on the list of issues developed for the Illinois Commerce Commission’s Post 2006 Initiative. The list contains many topics that are of concern to us. Because the list is extensive and we expect to participate in the workshop process, we are not responding in detail at this time.  Rather, we have a few more general comments on  issues that run through a number of the questions identified.

Sec 16-101A (Legislative findings) of The Electric Service Customer Choice and Rate Relief Law of 1997 stated that, 

“(d) A competitive wholesale and retail market must benefit all Illinois citizens. The Illinois Commerce Commission should act to promote the development of an effectively competitive electricity market that operates efficiently and is equitable to all consumers. Consumer protections must be in place to ensure that all customers continue to receive safe, reliable, affordable, and environmentally safe electric service.

 (e) All consumers must benefit in an equitable and timely fashion from the lower costs for electricity that result from retail and wholesale competition and receive sufficient information to make informed choices among suppliers and services. The use of renewable resources and energy efficiency resources should be encouraged in competitive markets.”

We want to see this vision become reality. How the post-2006 market is structured is critical to whether this will be possible.  We believe that organizing the demand side of the market as well as the supply side is essential to that structure. Customers are the ultimate recipients of the benefits that can come from this system. So, what do customers want? They want reliable service, reasonable prices, competitive options, and a system that doesn’t pollute the air, water and land, both today and in the future. These goals can be pursued by making markets work for everyone. But to do so requires embracing several key ideas.
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First, customers should have real choices. (See Questions 30, 31, 41, 54, 55, 59, 61, 67, 69, 75, 76, and 78.) While some may want to remain with a traditionally structured bundled rate, others are willing and able to take on other options. Whether it’s paying a reasonable premium for green power, taking on price management functions as part of real time pricing, or some other set of options, these choices must be made real and viable. This is currently not the case for residential consumers. 
Giving consumers options can benefit the entire electrical system. Options that encourage demand side management have particular value. A study from California showed that a 2 percent reduction in peak demand during summer 2001 would have resulted in a 20 percent reduction in peak prices. This is an example of how programs that give customers choices don’t need to be done by everybody to have a positive benefit. If customers don’t have choices, this type of good result will not take place.

Second, within that context of choices, demand response is critical. (See Questions 18, 26, 52, 55, 58, 63, 64, 66 and 79.) All the efforts that have been conducted on the supply side of the market are potentially wasted if the demand side isn’t better organized. As Nobel Laureate Vernon Smith has written, “A systematic rethinking of the power demand and supply system…is required to bring the energy industry into the contemporary age.  Eighty-five years of regulatory efforts have focused exclusively on supply—leaving on dusty shelves proposals to empower consumer demand, to help stabilize electric systems while creating a more flexible economic environment.”

Demand response works when properly implemented. Here in Chicago, our organization, the Community Energy Cooperative, is currently conducting a test of residential real time pricing. In the first year of the program, participants reduced peak demand on the hottest days by 20 percent. They also reduced their bills by 20 percent through access to market based prices.  At a larger scale, demand responses of this magnitude could improve the efficiency of the distribution system, reduce costs for all consumers (participants and non-participants), increase reliability, and reduce the need for speculative merchant plants that inefficiently burn natural gas.

Demand response only works if rates, incentives, and other mechanism to allow customers to be demand responsive are properly created. If, like many programs around the nation, they are not structured to bring real market benefits to participants, consumers won’t be motivated to participate, and the potential benefits will be lost. Such thinking will continue to lock us into structures that force us to manage electrical usage on the supply side only. This will lead to building unnecessary generation, overbuilding the transmission and distribution system, and increasing costs for everyone.

Third, with the separation between generation and wires, there are certain public goods that benefit everyone which are now more difficult to achieve because of the problem of split incentives. (See Questions 16, 21, 56, and 64.) For example, an east coast utility recently evaluated the possibility of instituting a demand response program.  While it found that the program would provide benefits far exceeding its cost across all market players, the cost-benefit to the utility itself did not justify the full adoption of the program by the utility—or, in fact, by any individual market player.  
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Because the utility had no mechanism to cooperate with other market players with an interest in its success, it was not implemented.  In order to benefit consumers, we need to determine where split incentives prevent public goods from being properly implemented. In these situations, we might want to consider regulatory solutions to overcome that barrier and restore benefits to all.

We have attached a few documents that we think would be of interest to the Commission that address these overall issues: first, an opinion piece by Vernon Smith from the Wall Street Journal; second, testimony I presented to the Illinois House Public Utilities Committee and Senate Energy and Environment Committee last August; and third, the Executive Summary of the independent evaluation that was conducted for our pilot residential real time pricing program. A full copy of this report is included in ComEd’s report to the ICC on the first year of Rate RHEP.

We look forward to taking part in the process that the ICC has outlined for examining a wide range of important issue. We will do our best to bring the comments outlined above to the table during this process. 

Sincerely,
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Kathryn Tholin

General Manager

2125 W. North Avenue


Chicago, IL 60647	


P: 773.486.7600


F: 773.278.3840








The Community Energy Cooperative

is a project of the Center for Neighborhood Technology

www.energycooperative.org
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