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PUBLIC UTILITIES COMMISSION



November 16, 2006

MAINE PUBLIC UTILITIES COMMISSION 
ORDER REJECTING

Standard Offer Bidding Procedure For Customers 
STANDARD OFFER BIDS

of Maine Public Service Company
AND DIRECTING MPS


TO PROVIDE STANDARD 


OFFER SERVICE AND 


NOTICE OF INQUIRY
ADAMS, Chairman; REISHUS, Commissioner

______________________________________________________________________

I.
SUMMARY


We reject all bids and terminate the bid process to select a retail standard offer service provider for the Maine Public Service Company’s (MPS) service territory.  Because bids were received from only one bidder, we find that the bids are inadequate and direct MPS to arrange and provide standard offer service to its customers for a 14 month term beginning January 1, 2007.  Finally, we initiate an Inquiry to seek solutions to the problems caused by the lack of a competitive market in northern Maine.

II.
BACKGOUND 


Maine’s Restructuring Act directs the Commission to administer periodic bid processes to select providers of standard offer service.  35-A M.R.S.A. § 3212(2).  The arrangement with the current provider of standard offer service in the MPS service territory, WPS Energy Services, Inc., terminates on December 31, 2006.  
Accordingly, on September 15, 2006, the Commission issued a request for proposals (RFP) to provide standard offer service to all customer classes in MPS’s territory.
  The Commission requested bids of 26 months and 50 months for the residential and small commercial class and bids of 14 months for the medium and large classes.
  As required by the RFP, indicative bids were provided on October 5, 2006.  After a review of bids and discussions on non-price terms, the Commission asked that final, binding bids be submitted on November 14, 2006. 
III. 
DECISION   

Our solicitation produced two bids from a single supplier (a 26 month bid and a 10 year bid).  Participation by a single bidder is contradictory to the basic premise of the standard offer solicitation process.  The process is intended to provide the benefits of competition for those customers who do not or can not obtain electricity supply directly from the competitive market.  A solicitation process that yields only one bidder cannot be considered competitive and frustrates the purposes of the standard offer process.  In addition, the lack of competing bids makes it extremely difficult to determine whether the prices are reasonable and in the public interest.  It is for these reasons that we reject the bids and terminate our solicitation process. 

Moreover, we note that the longer term bid was not in acceptable form even if submitted in a competitive context.  The bid would place significant risks (i.e. fuel price and plant efficiency) on the consumers and did not sufficiently address financial security issues.  The Commission’s general practice is not to accept such risks in standard offer service.  In addition, because we did not ask for long-term bids in this solicitation, there were no competing proposals, thus making it more difficult to accept or even analyze such a bid.
  

Our standard offer rule specifies that, in the event we reject standard offer bids, we may direct the utility to provide standard offer service through contracts with wholesale providers or other appropriate arrangements.  Ch. 301, § 7(D)(2).  We hereby direct MPS to be the standard offer supplier for the 14 month period beginning January 1, 2007.  We expect MPS to seek wholesale supply offers of varying types and provide a recommendation to the Commission as to how to proceed to minimize the ultimate cost of standard offer service to consumers.
  The Commission will review and approve any proposed wholesale contract for standard offer service.  Given that this action will not, by itself, change market dynamics, we anticipate that a significant increase in standard offer prices will occur.

The current standard offer arrangement has been in place since March 1, 2004.  In our Order Designating Standard Office Provider in Maine Public Service Territory, Docket No. 2003-670 (Nov. 3, 2003), we accepted a 34-month bid for all customer classes, contrary to our practice in other T&D service territories, because of our concerns about the development of a competitive generation market in northern Maine.  Thus, even three years ago, we were concerned with the lack of robust competition in northern Maine.  Given the comparatively small size of the load, the small number of generating facilities in northern Maine, and the lack of direct interconnection to the rest of the New England retail electricity market, it was not clear that sufficient competition would develop in northern Maine.  Moreover, in recent years, there has been only one retail provider of electricity in northern Maine.

Prior to the current bid process, however, we had received bids from more than one bidder.  Now that we have only one bidder, the competitive situation in northern Maine has gone from worrisome to one of obvious failure.  It is no longer sufficient to wait for competitors to appear in northern Maine.  We conclude that we must conduct an Inquiry to investigate possible solutions to the lack of competition in northern Maine.  At a minimum, our Inquiry will include consideration of MPS owning generation assets, the cost-based regulation of generation facilities, and the viability of a direct transmission connection to other control areas.  We leave open, for now, whether we will investigate whether Aroostook County has been the victim of the abuse of market power.  We expect to report to the Legislature with recommendations regarding the northern Maine market in the upcoming (2007) session.
Dated at Augusta, Maine, this 16th day of November, 2006.

BY ORDER OF THE COMMISSION

_______________________________

Karen Geraghty
Administrative Director

COMMISSIONERS VOTING FOR:
Adams

Reishus

� Consistent with prior practice in northern Maine, the Commission asked MPS to solicit wholesale bids on similar terms as the Commission’s retail solicitation.   





� The requested term lengths of 14 months, 26 months and 50 months were intended to change the beginning of future standard offer terms for MPS customers from January 1 to March 1 so as to be consistent with service in the territories of Central Maine Power Company and Bangor Hydro-Electric Company.


� The Commission may seek long-term bids in a future solicitation, at which point this proposal could be resubmitted.





� As mentioned above, MPS solicited wholesale bids on similar terms as required in the Commission’s retail solicitation.  Our view is that the potential to minimize costs to consumers will be increased if MPS has the flexibility to seek a variety of wholesale offers now that the retail solicitation has been terminated.  


  





