
NEW YORK STATE 

PUBLIC SERVICI.: COMMISSION 

Case 07-M-0458: I'roceedin~ on Motion of the Commission to Review 
I'olicies and Practices lntcndcd to Foster the 
1)cvclopmrnt of Competitive Itelail I.:nergy Markets. 

COMMENTS OF 
CONS'I'ELLATION NEWENERGY, INC. ANI) 

CONSTELLATION ENERGY COMMODITIES GROUP. INC. 

rr? 
David I:cin .r 
Scnior Regulatory Coutlscl 4 

Constellation Energy ( i r o ~ ~ p ,  inc. 
550 West Washington [3ivtl. 
Suite 300 
Chicago. Illinois 60661 
3 12-704-8499 
tlil\~id,fein:Qco~\stellatiot~,coln 

Datcd: Juue 21,2007 



TABLE OF CONTENTS 

.................................................................................................. 1 . INYIIOI~I !CTION 1 
......................................................... I1 . Competition and Public Policy Objectives. 5 

A . Benefits of Compotitioll 

U . Achieving I'ublic Policy Objectives 

........................................................................................ 111 . Data and Information 13 

....................................................................................... Iv . Other Hccomendiltions I h 

V . CONCLUSION ............................................................................. 18 



NEW YOllK STATE 

PUBLIC SERVICE COMMISSION 

Case 07-M-0458: Proceeding on Motion of the Commission to Review 
Policies and Practices Intended to Foster the 
Developme~~t o f  Competitive Icetail Energy Markets. 

COMMENTS OF 
CONSTELLATION NEWENERGY, INC. AND 

(:ONS'SELLKI'ION KNEI<<;Y C0MMOl)l ' fIES GROIJP, INC. 

1. IN'I'RODUC'I'ION 

'l'hese comments arc filcd by Constellation NewEnergy. Inc. (-'CNK.") and Constellation 

Energy Conilnoditics Group. Inc. ("CCG") (hereinafter "Constellation") in response to the 

Commission's Or.de/. 017 R ~ I . ~ L , I I ,  q/'Re/oi/ .Iccc.s.s Po1icie.s urd hC)/icr Soliriling Cbnrr~~cnrs issued 

April 24, 2007. 

CCCi is a powcr ~narketcr that sells cnergy and capacity and certain ancillary scrviccs at 

market-based rates.' CCCi serves the full rcquirenlents power needs ol'distribution utilities, co- 

op.; and ~iiunicipalities tl~at competitively source their load rcqoircmcn~s. CCG also sells natural 

gas and otlicr con~mudities at wliolcsale. botl~ in the U.S. and abroad, a l~d 11olJs i ~ ~ t c ~ c s t s  i l l  

exploration and production compenles. CC:(.i bids energy, capacity atid ancillal-y serviccs into 

the NYISO adlninistcrcd niarkcts on behalf of generation-ownin:: alliliatcs. 

CNE is a leading national competitive rctilil cncrgy supplier to co~nmercial and industrial 

oustu~ncrs. scrving more tliu~i 10.000 custonicrs in I7 states and 2 Ca~~adiur~  provir~ccs. Thcsc 

I See Corrsr~.llrrtiorr I'u~~~er.Sorrrc~. / ) I ( .  .. 79 ill:I<C ¶ 6 1 .I67 (1997) (I-EIZC ol.dcr i~litially granting CCCi 
market-based rate iiutliority). 



10,000 customers represent approsi~natcly 15.500 megawatts of demand. 'The Company is 

co~nmittcd to providing customized energy-related products and services to custo~ners in the 

competitivc clcctricity marketplace. 

Since thc introduction of customcr choice in the New York clcctric industry in 1996. 

CNI; has been an activc parlicipant in the New York rctail market. CNE provides scr\'icc to 

commercial and industrial customers in all Ncw York State utility service territorics, as ircll as in 

thc scrvice territory of the Long Island I'o\ver Authority ("I.IPA"). 

CNE and CCG arc active in wholesale and retail ~narkcts nationwide. Mc)rcover. CNT: 

and CC(i have been activc in virtually all of the regulatory proceedings before the Commission 

involving clcctric restructuring and have served as advocates for open markets that arc designed 

to provide customers with an array of co~npetitive options. As such. Constellation is well 

positioned to assist the Commission in csilmining the issues al'l'ecting competition. based on our 

broad range of experiences. Constellation belicves strongly in the benclits o l  co~npclitive 

markets and, further. believes that by transitioning to more fully competitive markets, the 

ultimnte outco~nc is estre~iirly positivc and beneficial for consulners with regards to pricing 

elliciencies. innovation, and ncwr products and scrviccs. In that regard, Constvllation looks 

forward to the opportunity to work with thc Commission as i t  analyzcs thc intormation i t  

receives from this inquiry 

The Commission's No:otic~, asks the parties to address the factors contributing to a "viable 

and sustainable competitive market" (Ordcr at 4). While the details ol' individual practices and 

programs designed to support retail competition are critical, these comments seek to outline the 

broadcr inarket design characteristics that arc nccded to sustain competition and customer choicc 

in 11 manner that continues to provide benefits to all consumers. Whcre appropl-iate. these 



comments do highlight somc individual practices and programs that Constellntion believes are 

essential either on an interim or pcrmanetit basis. 

During tlie last 20 ycnrs, a ccntral l'ocus of regulatory policy at the fedeml lcvcl and in 

many of the states has beer1 the promotion and dcvclopn~ent of competition in the clcctric utility 

industry. Continuing to move iorward with competitive clcctricity niarkcts is not simply a policy 

choicc. but ratlier an economic imperative. 'rechnological. organizatio~~al. and rcpulatory 

innovation have all shown that the "natural nlonopoly" characteristics long associated with the 

electric r~tility indnstry arc citlicr no longer applicable (as with generation) or arc confincd to a 

rather narrow set offunctions (e.g., local distribution) that do not prevent competition from being 

introduced into thc other functions involved in the provision of electricity to customers. This 

"unbundling" ol' a previously regulated single "product" is probably one of tlie most important 

regulatory innovations during this time pcriod, and one that has bee11 successfully applied ill 

other industries as well. 

These regulatory policy elTo1.t~ have succeeded in transitioiii~lg much of the  [J.S. electric 

utility industry away lion] traditional cost-ol-service rate regnlation and toward various forms o i  

competitive markets. This rccc~it cxpcriencc with the introduction of competition has had its 

share of challenges. whether in terms of developing appropriate market designs, resolving 

jurisdictional conflicts. responding to specific crises. or addressing tlie impact of rapidly 

increasing and vol;~tilc fi~cl prices. As a result. thc devclopnicnt of competitive electricity 

~narhets ill nlany regions of the country - if not all regions - is still very much a "work in 

progress." Indeed. onc or the most significant current challenges faced by regulators and 

policymakcrs with rcspcct to the electric utility industry is how to ensure that colnpetition is not 



eroded. particularly in areas ol'tlic country with "hybrid markets in which cost-of-senf~ce rate 

regulation co-exists with competitive msrkets. 

I;inally, the recent IJ.S. experiencc with compctitive energy markets has sho\vn that there 

is no si~iglc "fol-~~~ula" for successlitl competitive markets. I-lo\\,evcr, recent experience has also 

shown thnt there are certain market design choices that wwrk well. wh~le  other ~iiarkcr dcs~grl 

clloiccs can havc negative impacts. espcciallv under adverse supply and demand ccinditions. 

Specilically. Constellation's Commcnts below will address the followinb 1 I S S L I ~ S :  

The Status of Competition. Competition is alive and well in New York. There 

are over 75 ESCOs (hat are active in New York that oayerly compctc to 

maximize bcncfits for customers. 

The Nccd for Accurate and Timely Data and Information. One of thc 

underpinnings of a properly fi~nctioning market is the availi~bility ofi~ccurirtc and 

tirnely data and information to all market participants. Policies that I'ostcr and 

ensure such measures enable customers to li~lly reap thc bcnctits ot'competitive 

rctail markcts. 

The Adoption of Programs and Remo\,al of Barriers to Expand the 13cncfits 

of Con~petition ant1 Customer Choice. l i e r e  are a numbcr of policics. 

programs, and initiarivcs rhat the Commission should consider to allow lbr rlic 

continued developme~it and expansion ol' the co~npetitive rcreil market in Net+, 

York. 

Finally, while the Noticc accurately cires the succcssful grorvth of competition. 

particularly among largcr custotiicrs, thcrc arc a numbcr of consumer benelits that have yet to bc 

reaii~ctl hy all consumers. Remaining harricrs to thc i'urthcr maturing of t h e  competitive 

marltets come in various fornis both tangible and intangible. For csamplc. survcys by iitilitics 

and independent groups continue to show a lack oT understanding of co~npetitive markers and 

customer choicc by smaller custotners. This lack of understanding about cotnpetitivc markets 

and customer choice also applies to largcr customers in certain utility territories whcrc arcanc 



switching rules and rate structures persist. This lack of understanding ~iccds to be actively 

addrcsscd by the Comniission and should be seen as a natural stage in the progression towards 

full competition. Other lnorc tangible barricrs include rccail ratcs that obl'uscatc priuc signals ii)r 

cunsnrllerb SLICII US wit11 tile LISC of aggregated class lwad culvcs in allocatio~~ of capacity costs i l l  

rctail ratcs. 

11. COMPETITION AND PUBLIC POLICY OB.IECTIVES 

Retail competition should not he viewed as an end goal as much as a means to acliicv~ng 

policy objectives. If properly str i~ct~~red.  retail competition is a valuable and cffcctivc tool for 

meeting thc Statc's and Commission's important public policy goals including the improved 

customcr scrvicc, value added services. lower rates and reduced stranded cost risk to the 

A. Benefits of Competition 

Compctilion in clcclricily markets has produccd a broad range of price and olher non- 

pricc benctits. i~lcludi~lg ratcs that arc on avcrage lowcr than thoac that would p~cvail undcr cost- 

of-service rate regulation, elticiency gains, enhanced dcmand rcsponw, rmrw;~hle or ..green" 

power generation, and increased investmel~t. Retail conipetition also provides thc opportunity 

for markel participants to manage the risks associated with price volatility, as well as ths means 

to reduce thnt volatility (c.g.. through hedging and deliland response). 1:ollowing are sonie ot'the 

benefits of conipetitio~l realized to date: 

Increased investment in more efficient generation: Electric market co~npetition 

has been accompanied by a dramatic increase in the supply of new generation. 

including supply provided by entirely new market entrants. Approximately 89.000 

MW of new ge~icriltioll capacity was added in regions with competitive wholesale 

markets during 1990-2003, ol' which 56 perccnt consisted of conibincd cycle 



plants.2 lhus, the add~tion of new capacity no1 only has had a direct benefit in 

tcrms of  r cduc i~~g  costs and ensuring rcsourcc adequacy. but i t  also has uccurrcd 

through the addition of significa~itly more efficient and cleaner generation 

technology. yielding a co~nmcnsurate cnvironnie~ital henrlit. Along with this nc\v 

entry of ~i iore efficient generation. there has also been a reductio~i in the usv of 

less ~l'ficirnt generation and in some arras of !he country, the outright rctircmcnt 

of less el'licient gencration. 

Energy cost savings: The introduction of more emcient generation, and the 

increased access to such gencration provided by conipetitivc markets. has 

tralislatcd directly into cncrgy cost savings for consumers. For example. it has 

bccn estitnatcd that during 1909-2003, wholesale electricity cilstomcrs within thc 

Eastern Interconnection saved more than $15 billion in energy costs' reliitive to 

procurement under cost of  service regulation. Similarly, the recent expansion of  

the I'JM region is cstilnated to result in annual production costs savings of 570 

million [or I'JM itsclf and $85 million for the reniaindcr of' the liastern 

lnterconnection. Camhridgc Energy Resource Associales liluntl as r n ~ l c h  an $34 

billion in residential customer sa\,ings since 1998.' In addition. several market 

spccific studics have been conducted: thc 'l'cxas I'ublic Iltilities Conimiss ic~~~ 

ti)und Texans have experiencerl. at ;I n i inimt~~n,  over $1.5 billion i n  savings sincc 

its elec~ric market restructured; the Associated Industries of Massachusctts found 

that thc state saw $1.7 billion ill savings as a result ol'curnpctitio~l since 1997; and 

thc New York Public Service Commission has stated that New York has saved 

' SIV f'wlirrg C~~r,tpe~irivr, I'oi~,cr. ,l4urkc/.s lo //ic T ~ J I  Thc Roie/i/s u jCorrt~~~~t i~ iorr  irt ,-lrrrrric~~r :s t'Irc/ric 
Grid: (:osr Suvirrgs and O ~ ~ c ~ r < r / ~ n g  E[ficietrcir.s. Glubol f i re ra .  Deci.si<tns. July 1005, at RS-5. ("Global 
Encrgy Rcpon"). 

' I d  nt ES-I 

' See Beyc~nd /kc, ('rosst~oarls. 7Re Fztrtrre Uirccriort qfl'u~ver- I t r ~ / i ~ , s / , : , ~  Rc.s/rttcrrn.ittg. Ca~nbridgc Fnergy 
Rcscarch Associates, Octobcr 2005. at 1-1 ("CERA Report"). 



over $8 billion since competition began in lt)96." Finally, a study released in 

Novelnbcr of 2005 by the ISOIRTO Council lbund that rcgional transmission 

orpanizations ("RTOs") provide redirctions in consumers' energy costs. 7 

lncreasetl operating efficiencies: 'The introduction of competition in clcctricity 

markers has been accompanied by significant itnprove~r~enls in uperaling 

cfliciencies, not only as a result of' new entry of more ellicient gencration. but 

also as a result of increased incentives to improve the operaling elliciencies of 

existing gencration. For example, outage rates for nuclear generating plants havc 

dcclined 29 perccnt since 1999 within markets subject to wholesale competition," 

while capacity factors have iniproved 17 perccnt since 1995 and operating 

espenses havc declined 33 pcrccnt. The heat rates of coal plants have also 

impn)vcd by 6 pcl.ccnt bctwccn 1999 and 2003, with capacity factors increasing 

hy 16 percent and operation and maintenance espcnses declining by 13 pcrccnt, 

alicr adjusting (or inflation."lliese incrcascs in operational efliciencics hnvc not 

only placed downward pressurc on prices hut also allowcd fbr significantly morc 

generation to he availahlc to mccl customer demand. 

1ncrc;tsed e c o ~ ~ o m i c  dispatch: ,4s tlic Sbotprint of wholesale compctilive markets 

has expanded, thc removal of artificial barriers bclwccn muny markets has 

allowed Sor significant improvements in the use of morc cl'ticirnt resources to 

serve load. 'l'his improvemetit has been achieved through more efficient dispatch 

ol'existing assets. In addition, while many of the  cost savings have been obscured 

by thc dramatic impact of rising fossil li~el prices. the elimination of transmission 

seams within ihe espandcd I'JM region has contributed directly to reducing 

~~~ ~ 

See, Repon to the 78'" Tcsns Legislature, Scope of Competition in Electricity Markets in Texas, January 
2003: AIM 1:oundation Rcport, Elcclricilj~ br~/u.sIry Reslrrtowing in ~Wu,s.si~chzrse~~.s: Ajifrer /he Reiwlii~ion. 
rl~e Evolrrrior~, Winter 2003 (citing M~~ssi~chusclts Divisioti of E~icrgy llcsources datn); William M.  Flynn, 
Cliair~nan, New York Public Scrvice Co~nmission, presentation hcforc thc National Eticrgy Markctcrs 
AssociatcfNetio~val Energy Restructuriag Conference, March, 3 1,  2004. 

' See. ISOIRTO Council Kcpon: Tlre l'ulue u/ brrlel~r~tri~~rrr I\)~',qiotr~~I Orid Oj~ert,lo~v, No~e~iibcr. 2005. 

' Globnl Energy Rcport tit RS-10. 

" I d  al RS-I2and KS-I3 



location marginal prices below the level they would have been in the abscncc of 

such a geographical expansion. 10 

Improved risk management: As indicated above, tlie introduction of compctitivc 

markets has shilled the dcsign. construction and operational risks associated with 

new invcstmcnts from ratepayers to developers and allow lor tlie usc ul' a illore 

varied mixture of physical and fi~lancial products to hedge. or mitigate. both the 

pricjng and volume risk inherent in the electric industry. 1:urtIier. ratepaycr 

espostlrc to price risks has been mitigated in sonie markets by the procurement of 

generation to serve standard olrer service customers through competitive 

procurenients and the provision of risk management scrvices by retail service 

providers. 

lucrcased use of cotnpetitive procuremcnts: In addition to the imnlcdiatcly 

idcntiliahle benefits listed above. the hroader henefits of competiti\~e markets are 

evident si~iiply by observing the increasing extent to which they arc bcing rclied 

upon as ;I stlulditrd nleaus of sccul.iny supply. Competitive procurenicnts. I'or 

examplc. are becoming increasingly common, and thcy have been iised not only 

for wl~olesale bilateral purchases. but also to procurc full requirements standard 

offer service for retail customers (as in the Maine SOS and Ncw .lcrscy HGS 

auctions). As structured. those compctitivc procurements are competitive and frrc 

fro111 altiliate prcfcrcnccs and as such have also experienced a high ratc of 

acccptancc orbids from suppliers other than the affiliates o f the  incl~mbent utility. 

Thus, the increased i~sc  of competitive markcts allo\vs for ihe increased use of 

morc cfficient sources of supply. regardless of ownership. 

More efficient achievcment of other regulatory objectives: Reliability. various 

environnicntal and social ob.jcctivcs (such as improvcd cncrgy cflicicncy). 

t~niversal scrvicc and assistance to low-income energy custotiiers arc cxa~nplcs of 

other itliportant regulatory objectives. Competitive ~narkcts havc the polcntial to 

achieve lnany of tl~osc otlier objectives in ways that are niorc efficient ant1 

effective than traditional rcgul;~tory approachcs. Onc ex:~mple is the market for 

"I V ,  . c r .  t..g.. Glubal E~iclgy Rcpo~t at 11. 3-1 



etliission credits. which have elliciently reduced emissions by providing electric 

gelicrators (and other market participants) with monetary incentives to do so. and 

by allowing tradahle emission credits. Similarly, locational marginal priccs have 

becn an effective cotnpctitive markct innovation in pricing congestio~i, and 

signaling [lie need Tor additional investment in generation and transmission. rather 

than simply engaging in transmission curtailn~cnt. 

I11 order to thrivc, competitive cncrgy service companies ("ESCOs") must be able to 

provide those scrviccs which thcir customers demand. I'roduct and servicc innovation has heen 

one of the key benelits of retail comperilion. Successful compctitivc I?SCOs are constanlly 

working to develop ne\\, products and serviccs needed to difirentiatc tlicmscl\,cs limm tlicir 

co~iipctit~ws ;~nd to tnccf tlic energy needs of thcir custotiicrs. I'herelbre. the nulnber and types 

of products and services available in thc co~npetitive lnarketplnce is constantly gro\ving. 

As a means of encouraging panicipatioli by co~npetitive ESCOs, as well as a means ol' 

providing additional benefits to consumers. it is important that conipetitive retail suppliers bc 

;~hlu lo differentiate thcir services. whether that differentiation occurs bescd o n  price, risk 

mttnagcmcnt, customer service, acccss to infonnntion, the source of cncryy (LC., "green" power). 

or other non-price factors. Such diffcrcntiation requires that customers have acccss to suficient 

and accurate information about the various alternatives available to thcni, and that cotnpetitive 

retail supplie~-s have access to sitililar information as incumbent utilities in order to identify ways 

ol'approprintely differcntii~ting thcir services. 

As competition continues to take hold, customers are becoming more and morc 

sophisticated with regard to the types of products and services thcy rcqucst. Many customers are 

lonking i'or product and pricing solutions tliat more closely match their individual budget needs 

and risk tolcrances. lisa~nples includc blcndcd product structures, u~liich conibinc clcnic~its of 



lixed and index pricing. Other customers prefer straight index pricing that moves directly in line 

with the market. Others are looking for "trigger price" contracts which execute when a specified 

target price is hit. In addition. the demand for green encrgy is growing as many customcrs arc 

looking to suur~t .  at least part of their load from renewable energy sources. In short, the number 

of options available to many customers in New York is significant and certainly much grcatcr 

than available under the old rcgulatcd market conditions. 

Anothcr arca of' innovation is around cnergy inlbrmation services and entcrprise-wide 

energy cost Inallagelnent. As customccs beco~ne morc awarc of their cnergy costs and risks. 

many arc rcqucsting much greater access to thcir usagc and hilling iniorniation. which will be 

further enabled by thc Commission's advanced metering initiative. Suppliers are providing tlicir 

customcrs with improved access to thcir encrgy inlbrniation through on-linc scrviccs such as 

those offered by CNI'. 1:or large customers with multi-sitc operations, this tool allows customcrs 

to pcrlorm a wide variety of sophisticilted tracking, analysis and forecasting li~nctions. 

Finally. we believe that the Order initiating this proceeding has improperly characterized 

thc liinctioning of the markct. First, the Order characterizes programs and policies designed to 

benefit ratepayers as burdens on ratepayers or as "subsidization of conipctitors." (Order. p. 8) 

This rails to recognize the R~ndamental point that many programs such as utility-hosted 

illformation w~ebsites or educational evcnts arc primarily ibr the bellelit o l  the ratepayer. I'hcsc 

utility programs provide the same ratepayer bencfits as a National Grid winter weatlicrizntion 

workshop or a NYSERDA cnergy incentives relerral program. 'l'hc "cost" or "burdcn" upon tlit: 

distribution utilities to suppo1-1 customer choice is gcncrally mini~nal. especially ibr medium and 

larger customers. It is also i~iiportant to recognize that the benelit of competition accrues not just 


















