
[image: image1.emf]Figure 1:  % DA LOAD 9/04 - 4/05

12.0

12.2

12.4

12.6

12.8

13.0

13.2

13.4

Sep-04Oct-04Nov-04Dec-04Jan-05Feb-05Mar-05Apr-05

Date

Percent (%)


Vicki G. Sandler

President

June 22, 2005

California Public Utilities Commission

Attn:  Maryam Ebke, Acting Director

Division of Strategic Planning

505 Van Ness Ave

San Francisco, CA 94102

California Energy Commission
Attn:  Thom Kelly, Assistant Executive Director
1516 Ninth Street
Sacramento, CA 95814 MS 39
 

Re: COMMENTS OF APS ENERGY SERVICES ON ENERGY ACTION PLAN II

Dear Commissioners:

APS Energy Services appreciated the opportunity to present oral comments at the Joint Commission hearing on June 15, 2005 and offers these additional written comments.  We applaud the unprecedented Agency cooperation embodied in the Energy Action Plan II.
1.   APS Energy Services and Its Customers Are Meeting California’s Energy Action Plan Goals
APS Energy Services (APSES), an Energy Service Provider (ESP), began serving retail load in California in 1997 through the SMUD Retail Choice Program and continues to sell to retail customers today.  We currently provide a range of Energy Services to industrial, timber products and high-tech manufacturers, hotel chains, banking and financial institutions, educational, aerospace, petroleum and interstate pipelines facilities, as well as, hospital and medical facilities, grocery chains and sanitation districts in California, Arizona and Texas.  

APS Energy Services and its customers are meeting California’s energy goals and are part of the solution for summer 2005 and beyond.  We are jointly implementing energy efficiency, demand response, purchasing renewables and even building cogeneration, as described below.

The facts are that APS Energy Services will responsibly meet its portfolio needs this summer.  We have a corporate risk policy and procedure that requires us to hedge our load.  Further, under Sarbanes/Oxley, any material deviation from such prudent policies should be disclosed in publicly-available financial reports.  Suggestions that ESPs could be the cause of summer blackouts are completely unfounded. 
Compare electricity loads for ESPs and utilities in areas of concern.  The ESP direct access (DA) loads are spread across the state and in any given location are insignificant compared to the major utility’s load and could not realistically be the cause of any blackout even under worst-case assumptions.  California currently has about 4,000 MWs of DA load.  About 2,000 MWs of DA is located in southern California, i.e., SP15.  We can approximate that DA load is distributed in essentially equal proportions across the four CAISO demand zones in SP15.  Therefore, each demand zone should have about 500 MWs of DA load.  Assuming an even distribution of this DA load among the five major ESPs of roughly 100 MWs each, if an ESP failed to cover its reserves of 15 MWs, or even all its load plus reserves, of 115 MWs (which given hedging rules is extremely unlikely), this amount is dwarfed by the utilities load and would constitute a rounding error.    This ESP load compares with 27,000 MWs of load in the San Diego and southern California service territories.  As Norm Plotkin, suggested in his comments at the June 15 meeting, it would be like the Mississippi River blaming a tiny tributary for the flooding.

APS Energy Services remains diligent in managing its portfolio, whether from a load or supply perspective and has expertise in its supply team who have worked years in system control centers and fully comprehend markets and their interaction with physical systems.  For example, last year on the peak hour when day-ahead weather forecasts were off by 10 degrees for San Francisco and 4 degrees for San Diego, APS Energy Services maintained a 98.3% scheduling accuracy between its day-ahead and real-time schedules. 

2. Get the Facts – Publicize the Offenders

 Rather than continued hand-wringing about under-schedulers, let’s publicize them.  APS Energy Services and other ESPs have pushed the CAISO to implement its year-old proposal to post on its web site the names of Scheduling Coordinators who over- or under-schedule by more than 50 MWs.  The CAISO refers to this proposed program as the “Information Release Program.”  The CAISO initially planned to implement this program in October 2004 but has not yet done so.  Not only would such web postings put to rest the insinuations, it would also provide much needed market discipline.  Those who are doing a good job matching load with resources could point their customers to the web site as evidence.  Those who are not would have a strong incentive to improve their performance quickly.  Let’s stop the finger pointing and take action to publicize the offenders.

3. Direct Access is Part of the Solution Because It Creates Customer 
Awareness
APS Energy Services and its customers are part of the solution for summer 2005.  In fact, direct access is a keen customer awareness program.  Direct access creates knowledgeable customers and knowledgeable customers are better able to meet California’s energy challenges.  Specifically, ESPs engage a customer in three important ways. 


First, direct access customers must define their demand and usage different from 
hat they experience under bundled tariffs.  This creates awareness for customers 
of all sizes -- not just large, interruptible customers -- and acts as an immediate 
efficiency indicator. 

Second, when looking at the CAISO charges as part of the contract, the customer learns about the costs of transmission and grid operations.


Third, is the ability for ESPs to have faster, more effective communications set up 
for emergency messages.  In local community emergency response 
organizations “ring down” chains are often used.  This is what ESPs provide.  We 
can get out direct messages far more effectively than a newspaper story or a 
radio broadcast.  Each day this summer, beginning on July 1st, our customers will 
receive an e-mail first thing in the morning, giving system conditions and APS 
Energy Services' perspective.  This will serve as an early communication – in 
effect, an early warning system -- if later in the day we need to make notifications 
for customer assistance. 
Concrete examples of energy efficiency, demand response and renewables commitments heading into summer 2005. 
APS Energy Services has worked with its customers to participate in demand response programs, adopt FLEX YOUR POWER NOW in certain zones, and educate them on how to reduce demand during critical hours/days.  Additionally, many of our DA customers are on interruptible rates and respond when called on to meet critical peak needs.  Following are examples of projects with APS Energy Services and its customers.

· Demand Response/Energy Efficiency:  Businesses have a huge incentive to cut energy use, but most will only accept projects with short paybacks.  Lighting meets this requirement, but other key projects may take 5 to 15 years before realizing payback.  With a longer horizon in mind or financing vehicles, more efficiency projects can be accomplished.     For  example, one of APS Energy Services' major customers, the University of California and California State University system (UC/CSU),   have made major progress in demand response and energy efficiency 

· UC San Diego has implemented a control project that allows it to take 1.5 MWs of load off the grid during critical times with the single push of a button.   While completing this project, they found other ways of reducing campus electrical use every day, as well as during critical times, that resulted in another 1.5 million kWh per year being taken off the grid. 

· A Demand Reduction Program (DRP) for UC/CSU  involves 16 campuses and provides 11 MWs on 24 hours notice.  APS Energy Services is facilitating this for the universities and scheduling the reductions with the CAISO.  The campuses were called on last summer and are prepared to respond this summer.   A DRP is far more motivating for customers because the combination of the capacity and energy payments more closely represent supply side solutions (at least while capped at $250/MWh).
· UC/CSU has energy efficiency  projects that permanently avoid 3.5 MWs of electric demand, about 25 MWh of electricity and close to 1,000,000 therms of gas.  The CSU comprehensive energy program has averaged a 14% reduction in total energy consumed (as measured in BTUs/GSF/year) since the 1999/2000 fiscal year.

· APS Energy Services installed a submetering project at CSU-LA for 26 of its largest buildings above 50kw.  They use palm pilots to aggregate the data into a custom spreadsheet which allows them to understand their usage and anomalies in load shapes and better target their energy efficiency programs.

· APS Energy Services is working with UC/CSU to provide a customized time of use rate as an incentive for flattening their load curves.  The flatter the load shape, the better buying power for the customer.

· Renewables:   Pricing in the green market is problematic.  Prices are non-transparent, highly variable and illiquid.  Regulatory uncertainty about renewable requirements has made suppliers in the market reluctant to sign deals for longer than one year.  But if they are willing to sign, the premiums are very high based upon a bet that required compliance to purchase specific amounts will drive up demand, so they hold out for higher prices.   APS Energy Services also notes it cannot sign long-term renewable contracts, such as the 20-year PPA announced by PG&E with FPL in late April of this year.  Uncertainty about the future of the retail market continues to favor the utilities in long-term contracting of renewables, capacity, and energy.  However, regulatory certainty will yield longer term purchases and the commitment of new plants.  To balance cost effectiveness with the desired renewables goal, green credits should be allowed and not just physical purchases of renewables.
APS Energy Services strongly supports the WREGIS program (p. 7) and its 
west-wide perspective.  It is imperative that California move quickly with this 
approach to assist in the major GHG reduction sought in California.

 As a great stride toward the Energy Action Plan II renewables goals, UC/CSU has purchased 15% of its requirements from wind and biomass, as described below.  Note that APS Energy Services has made significant progress in educating, buying and building renewables.

· APS Energy Services recently sold renewable energy to UC/CSU for the remainder of 2005 in an amount equal to 15% of its total requirements.  This amount exceeds the total energy usage of the County of San Diego for the same period of time and makes the Universities one of the top renewable energy consumers in the country.  The source was WECC-wide, Green E-certified credits -- 86% wind and the remainder landfill gas. UC/CSU intends to continue such purchases through its direct access provider, assuming it can continue to purchase renewable power at reasonable market premiums. 

· APS Energy Services shared innovative research on solar photovoltaics and hydrogenated fuels with its direct access customers and educated them on the best practices for energy efficiency and renewables.

· APS Energy Services has recently completed two new solar projects in Arizona and two biomass projects in Nevada, both with institutional customers.  The biomass projects in Nevada are assisting in cleaning out the national forests of trees killed by the Asian Bark Beetle infestation.

· Construction of New Resources:  
APS Energy Services is completing a 4.5 MW cogeneration plant for a fiber board manufacturing company located outside Sacramento.  This plant will use waste heat more efficiently and produce power for its manufacturing process.  The plant will be on-line by summer.

4.  APS Energy Services Supports EAP II – Core/NonCore

APS Energy Services applauds the Joint Commissions on expanding the goals of EAP II to include a core/non-core market structure (p. 7).  As outlined in these comments, direct access brings a multitude of concrete benefits to California.  Re-opening the retail market will vastly increase those benefits to California and improve its business economic development and retention opportunities.  Delay in moving forward jeopardizes those in the competitive, though limited, DA market. Customer uncertainty has resulted in a few customers returning to bundled service, for example.
· Migration of Direct Access to the Utilities

At the June 15th meeting, SCE’s representative, Gary Schoonyan, suggested that SCE had recently experienced some “migration” of customers from direct access back to the utility.  He said this migration was largely responsible for SCE failing to meet its goal of 20% renewables by 2006.  APS Energy Services reviewed the available data posted on the CPUC web site (date posted through the end of April 2005) and notes that, overall, direct access as a percent of load has decreased by about one-half a percentage point statewide since September 2004. These data are shown graphically in Figure 1.  Although load data are unavailable by utility, the CPUC data base does provide the number of Direct Access Service Requests (DASRs) by utility.  The data for ESP to UDC switches does show quite a bit of variability over the same time period (Figure 2).  Except for the months of December and January, however, the DASRs are evenly split between SCE and the rest of the state.  Unless there are some recent increases since April, APS Energy Services submits changes this small call into question SCE’s claim.
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DASRs for Switches from ESP to UDC
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APS Energy Services agrees with SCE that the reopening of a core/non-core market should be done in an environment that eliminates the uncertainty of load switching between UDC and ESP.  A bright line between core and noncore should become the rule.  A default provider that bids on the default noncore service should be in place. In this way, the IOUs will have more load certainty than previously. Suggested other key principles needed in supporting the core/non-core goal include:
Resource Adequacy

· Establish the principle that each LSE meets the Resource Adequacy Requirements (RAR) set by the CPUC in a centralized fashion.
· Set a peak capacity requirement for planning purposes with a Fall showing for the following summer that all LSEs must meet; adjust each LSE’s peak to meet the coincident peak for the CAISO’s Control Area.

· Require each LSE to meet a local capacity requirement based on its proportional share of the load, subject to an exemption if market power is being exercised (see below); require IOUs to recover these costs from the end-use customers within the local RA area to ensure non-discriminatory treatment with respect to ESPs and their customers; require CAISO to take action to relieve local capacity requirement if cost effective.

· Validate characteristics of tradable capacity product that meets resource adequacy requirements, then allow a liquid market to develop naturally.

· Allow LD Contracts to continue to meet the RAR until a liquid market develops for the capacity product.
Operating Adequacy (defined as resources needed to ensure supply and demand balance in the near term, that is one year or less)
· Work with CAISO to encourage demand response to meet extreme peaks through price incentives.

· Encourage CAISO to set defined timetable for raising energy price caps – higher price caps will provide incentives to LSEs to forward hedge energy.
· During transition to higher price caps, require all RA resources to bid into the CAISO Day-Ahead Market for the months and number of hours they are counted by the LSEs; eliminate this requirement once the final higher price cap is in place.
Market Power Mitigation – Resource Adequacy

· Mitigate market power exercised in resource adequacy by establishing a Safety Net Fund – collected as a tax, so it does not distort prices; used by the CAISO to address the RA need by purchasing capacity (in RMR-like contract), installing demand response/EE or seeking construction of transmission to relieve the constraint.

· Exempt LSEs from meeting the particular RAR during the period of CAISO mitigation.

Renewables

· Allow Renewable Energy Credits (RECs) to meet the Renewable Portfolio Standard (RPS) and be traded west-wide – encourages west-wide development of renewables and meets Governor’s objectives, as mentioned above.
· Allow all LSEs to qualify for supplemental energy payments (SEPs); if SEPs are unavailable, LSE has proportional exemption from meeting the RPS.
Transmission

· Streamline transmission siting, as proposed by Governor’s Energy Re-organization plan.
· Work with other states to facilitate siting and construction of the Frontier Line.
· Encourage coordination among the IOUs and the CAISO to plan and construct transmission to reduce congestion and eliminate local RA constraints when cost-effective to do so.
APS Energy Services looks forward to the continuing implementation of EAP II and seeks to be a valuable contributor in shaping the California marketplace to be business and environmentally friendly. 

Sincerely,
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Vicki G. Sandler

President
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