COMMENTS OF THE MIDWEST INDEPENDENT POWER SUPPLIERS 

ON THE FINAL LIST OF ISSUES

OF THE ILLINOIS COMMERCE COMMSSION POST 2006 INITIATIVE


The Midwest Independent Power Suppliers (“MWIPS”) appreciates the opportunity to comment on the Final Issues List of the Illinois Commerce Commission’s Post 2006 Initiative.  MWIPS is a group of leading competitive power suppliers who joined together with a common goal of achieving full and fair competition in the wholesale power industry in the Midwest
.  MWIPS members own and operate electric generating facilities located in Illinois and elsewhere in the Midwest.  The output of those facilities is sold in the wholesale electric marketplace.  Accordingly, these comments focus primarily on Power Procurement Issues.  MWIPS’ assumption is that the power procurement issues relate to procurement of wholesale power by the utility or other provider of last resort serving retail customers that have not chosen an alternate supplier.


The list of Power Procurement Issues begins with a question about the goals of post-2006 power acquisition.  The goals listed include (but are not limited to): assuring reliable current supply, encouraging adequate development of future resources, achieving the lowest average rate, and/or preservation of stable rates.  By requiring that the provider of last resort obtain power supply through a competitive process, each of the listed goals, and any other goals relating to power supply (for example, fuel diversity) , can be achieved, assuming that the process is designed to achieve the desired goals and monitored appropriately.  For example, a competitive process that results in long term purchases of competitive power supplies creates incentives for those suppliers to invest in new resources, thereby achieving the goal of developing resources for the future.


Competition among multiple available alternatives results in the best deal for the electric consumer.  A properly designed and implemented competitive process allows the benefits of wholesale competition to flow through to the retail customer, even if that customer is served by the provider of last resort rather than by a competitive retail supplier.   A number of states require the default supplier or provider of last resort to obtain power supply through a competitive process.  Experience in such states indicates that this wholesale competition results in cost savings and price stability to consumers.  


To ensure that wholesale suppliers will compete to supply power, the competitive process must be designed and conducted so as to be credible and transparent.  Competitive suppliers will respond to a solicitation or participate in an auction only if they are assured of a fair and objective process, including the evaluation.   Competitors also must be assured that the provider of last resort will, in fact, enter into binding power purchase agreements as a result of the competitive process. 


Mandating competitive procurement does not mean that every wholesale  purchaser always must procure power supply in the same way.  Competitive power procurement can be conducted in a variety of ways while achieving the desired result for the ratepayer.  Examples of two very different but effective approaches include the  Request for Proposals or RFP and  the price-only auction, though there are other alternatives available as well
.  


RFP’s typically allow bidders to submit proposals that allow for a variety of contract terms, pricing features and capacity sizes.  This approach can offer more flexibility and more discretion to the purchaser in comparing the various aspects of the proposals.  However, the fairness of the process can be assured by deciding on the evaluation criteria in advance and by having the evaluation conducted by an independent third party monitor.  Maryland has used the RFP approach to obtain power supply for the standard offer service of Maryland Utilities.  


With a price-only auction, suppliers compete only as to price.  This process offers a high degree of transparency because the non-price terms typically are set in advance and are not the subject of competition between potential suppliers.   Where an auction is used, detailed commercial terms and conditions under which the winning supplier(s) is expected to operate must be specified in advance.


 New Jersey has conducted price-only auctions, beginning in 2002, for power supply required to  serve customers of the provider of last resort.  This auction was conducted to supply portions (or tranches) of the needs of the provider of last resort, pursuant to a highly-structured set of rules.  All offers were binding and there was no post-auction negotiation.  Participants characterized the auction process as a success that benefited consumers and suppliers alike.


Regardless of the nature of the competitive process, the specifics of the process, including the evaluation criteria should be determined at the outset, with input from potential suppliers and other stakeholders as well as from the provider of last resort.    In Illinois the process should be supervised by the Commerce Commission with the assistance of third party consultant to provide unbiased technical advice on the competitive process and to ensure that evaluation is unbiased.  In addition, there should be mechanisms which allow the Commerce Commission to review the efficacy of the procurement methods, establish guidelines for future purchases, and implement alternatives if particular strategy fails.



The fairness of the process is of particular concern where potential suppliers include affiliates of the purchasing utility.  In such instances it is critical that the process involve an independent, third party monitor to ensure that the solicitation is not designed to unfairly favor the affiliate over other bidders, either intentionally or inadvertently.  The affiliate’s bid must be evaluated in the same manner as the other bids and, like other bidders, an affiliate with a winning bid must be held to the terms of its bid.  Protecting against affiliate abuse, and avoiding even the perception of affiliate abuse is a critical  step in ensuring that wholesale suppliers will participate in the competitive process.  For a much more detailed discussion of the requirements for a successful competitive process to obtain wholesale power supply see  “Getting the Best Deal for Electric Utility Customers,  A Concise  Guidebook for the Design, Implementation and Monitoring of Competitive Power Supply Solicitations”, recently issued by the Electric Power Supply Association, which is attached to these comments.



The Issues List includes questions about the cost and availability of electricity to serve Illinois consumers in 2007.  While not opining on the potential need for new generation in Illinois in 2007, MWIPS is confident that properly designed and conducted competitive solicitations will create the proper incentive for competitive suppliers to build needed new generation.  Similarly, without predicting the price of electricity in 2007, MWIPS is confident that a carefully constructed competitive process is the best means of ensuring that the electricity is available to the Illinois ratepayer at the lowest cost.


The Issues List also includes a question about issues relating the seam between MSIO and PJM.  That and related issues are currently being addressed by FERC and MWIPS is confident that those issues will be resolved by the end of the transition period in 2007.


MWIPS is aware that this opportunity to comment is just the beginning of a collaborative process that includes an opportunity to respond to the comments made by other participants as well as to participate in working groups.  Accordingly, MWIPS reserves the right to offer additional comments during the course of the process.  Again, MWIPS appreciates the opportunity to offer these comments and looks forward to further participating in the Post-2006 Initiative.  
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� These comments do not necessarily reflect the viewpoints of each individual MWIPS member.


� For example the New York ISO has recently instituted a different type of auction system.
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