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Disclaimer

In preparing for this meeting | drew heavily
from materials on this subject prepared for
other state presentations. This includes
using the Indiana and Pennsylvania
experience in deregulation as an example of
what you will face.




Overview of Fundamentals: Customer Protections are
Meaningless Without These Elements:

} One Step at a Time 9 And Do the Analysis Before
You Take the Step

 Restructuring takes time. For example, in
Pennsylvania, this was a 16 year process. This may
seem extreme but you have to not only have a
structure in place but also deal with stranded costs
In a transition to a competitive retail generation
market

1 Competitive procurement for the next addition of
capacity and economic dispatch for the next
kilowatt hour of energy

1 Generation divestiture, with competitive wholesale
procurement of all capacity and generation
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Overview of Fundamentals...

} Strong, Independent wholesale Market
Monitor

} Retalil access to competitive generation
markets through combination of retall
shopping and strong default service
protections




A Few Core Design Principles

} Start with rate  caps to mitigate stranded cost
Impacts
; Develop a default service model

} Utilities must divest of  generation for consumer
protection

1 Put NV PUC rules and regulations in place to
orotect customers with adequate resources to
staff state and wholesale issues

} Consumer education (not advertising) Is
essential for customer understanding of the
changes




Expectations of Deregulation

1 Competition would drive down electric generation costs
to the marginal costs of production and this would drive
down unbundled retail generation rates

} Competition 9 or in Nevada the inability of incumbent
utilities to participate in retail markets - would
t herefore ostrandd existing ut
Investments. That is, future market prices were not
expected to cover the high embedded costs of utility
generating plants that had been built under the
protection of regulation. Utilities therefore were
permitted to recover stranded costs.

} More options for customers (e.g. access to clean
energy, real -time pricing, and smart meters )




PA Final Stranded Cost Allowances

PECO $5.26 Billion
PPL $2.97 Billion
Duquesne $1.33 Billion
Met Ed 1.00 Billion
West Penn $670 Million
Penelec $429 Million
Penn Power $224 Million
$11.88 Billion

OTAL (Major Utilities)
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But Just in Case ...

1 Just in case the predictions of significant retall
competition and lower electricity prices do not come
true, many jurisdictions have incorporated long - term
retail rate caps that prevented the utilities from
charging higher rates for generation than they had
been charging prior to restructuring.

1 The rate caps are a defense against over - charging by
the utilities. That is, the utilities would not be
allowed to recover stranded costs (resulting from
expected lower market prices) at the same time they
were charging higher market prices for their
generation. When stranded cost recovery ends for
eacl:lh utility, the corresponding rate caps ended as
well.




What is the Impact of Rate Caps?

+ The combination of stranded cost recovery
for utilities and retail generation rate caps for
consumers will delay the onset of significant
retail competition . It will also mitigate rate
shock.




What to Expect from Retail Shopping?

1 As In most restructured states, the great
majority of industrial and large commercial
customers will switch to alternative retall
generation suppliers, while the majority of
residential customers will most likely remain
with or returned to some type of default
service (if available ).
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What to Expect...

Weekly PAPowerSwitch -- Update

Pennsylvania Public Utility Commission

www.PAPowerSwitch.com

CUSTOMERS SWITCHING TO AN ELECTRIC GENERATION SUPPLIER

WEDNESDAY, FEBRUARY 26, 2014

Duquesne 2/22/14 | 261947 (1% BL9 232,532 440 55.4 18,663 45.8 975 152 66.6 97.8
2/26/14 | 208403 315 646 177.266 363 38.2 30,393 46.2 1001 Thi 84.7 971
PECO 2/25/14 | 550,083 35.0 62.0 466,572 330 36.0 80,701 50.0 69.0 2,810 B9.0 96.0
2/26/14 | 217,016 385 67.7 186,974 371 405 39,327 46.3 66.7 75 791 94.9
Penn Power 2/26/14 61,639 38.1 63.5 52,631 312 385 8,837 435 66.2 17 973 973
2/24/14 2,622 57.7 55.0 2117 53.0 56.0 491 529 523 4 57.1 58.4
PPL 2/22/1% | 676954 | 48.0 124 580,180 47.2 509 93.819 53.4 86.7 2.955 67.9 98.4
/1214 750 12 21.1 14 0.0 0.0 668 8.0 365 68 364 112
West Penn Power | 2/26/14 | 238,513 324 60.3 198.925 322 34 39,022 330 63.5 566 B6.S 81.7
2/16/1% | 2227927 | 393 64.3** | 1.897.221 38.1 38.7 ErAR:val 47.5 122 8.785 86.7 94.5

* Percentage based on the total number of customers of regulated electric utilities in Pennsylvania as of 2/1/13.
(4,980,186 Residential + 687,602 Commercial/Industrial = 5,667,788 Total Customers).




Default Service Protects Customers

1 In nearly all of the restructured states, customers
who do not choose an alternative supplier receive
t helir generation servidc
ostandard of fogpicallythearpp !l i

t

e
er

iIncumbent electric distribution utility . Nevada
does not permit the incumbent utility to provide
this service.

1+ In most of those states, however, the utility does
not provide that service from its own generation
assets. Instead the utility purchases power In
competitive wholesale markets and passes on the
cost of that market dpriced wholesale generation
to its retall default service customers.
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Default Service Model:
Protecting Customers

1 Preferred option: require all utilities to obtain
their default service generation through
competitive procurement processes in the
competitive wholesale markets.

1 Utilities must divest of  generation to protect
consumers. Without divestiture or full
structural separation of utility generation, retall
competition Is difficult if not impossible to
Implement.

1 Utilities should purchase the default service
generation at wholesale and provide it to default
service customers at retail at the same price 0
with no profit margin.
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There is nothing wrong with the fact that many or
most residential customers have not yet chosen to
shop and may notdo so.

The current default service system assures that all

customers receive the benefit of competitive

wholesale generation, while allowing interested

gustomers to shop for retail service If they choose to
0 SoO.

Default service prices are market - based as supply is
procured from the wholesale = markets.

Because cost recovery for utility default service in
most areas is a dollar - for - dollar reconcilable pass -
through, with no mark up, the EDCs are indifferent as

to whether or not the customer shops.
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