
Comments of the COMPETE Coalition

Regarding October 15,2013 Draft Report:
"Readying Michigan to Make Good Energy Decisions:

Electric Choice"

The COMPETE Coalition ("COMPETE") respectfully submits these comments on the

Draft Report Readying Michigan to Make Good Energy Decisions: Electric Choice issued on

October 15, 2013 ("Draft Report"). In these comments, COMPETE highlights the demonstrated

and substantial customer benefits provided by competitive retail electricity markets in the U.S.

and addresses some of the material in the report to present a more balanced perspective regarding

electric choice. COMPETE requests that the final report reflect more of the customers'

perspective on the issues, and urges Michigan decision makers to eliminate the current 10%

limitation on shopping and implement full retail electric competition in the state.

COMPETE is an organization of more than 740 electricity stakeholders, including

customers, suppliers, generators, transmission owners, trade associations, envirormiental

organizations and economic development corporations - all of whom support well-structured,

competitive electricity markets for the economic and environmental benefit of consumers. Sixty-

four COMPETE customer members have over 2,950 facilities in Michigan. COMPETE's

customer members with facilities in Michigan are listed on Attachment 1 to these comments.

COMPETE notes that all customer groups, including residential customers, have seen value from

competitive markets.

The Draft Report is part of Governor Snyder's initiative to develop an energy policy that

is adaptable and built on the pillars of excellent reliability, affordable price, and a protected

environment. Electric choice is an essential element of such a policy. The extensive, long-term

experience of COMPETE's customer members with competitive electricity markets, as well as

published data, demonstrate convincingly that robust customer choice and retail electric



competition are the best ways to ensure that Michigan's residents and businesses have access to

reliable, lowest-possible-cost, environmentally-sound electricity. Competition has been the

driving economic engine of our Nation for more than 200 years, and COMPETE members have

found that electricity competition disciplines investment and operational decisions, drives

innovative products and services, and keeps prices as low as possible while ensuring a reliable

supply of electricity, all without requiring customers to bear the financial risks ofutility

investments.

Many of COMPETE'S customer members with facilities in Michigan have realized the

valuable benefits of competitive electricity markets in their operations in other states. Consider

what some of those members say about their experiences with competitive markets:

"As a leader in affordable, senior housing and health care, with 330 living communities
under management across the nation, our organization greatly benefits from the energy
cost savings we achieve through participation in competitive electricity markets. But
competition is more than just lower prices - competitive markets mean better customer
service and innovative products and services." Alan Mileti, Utility and Procurement
Specialist, National Church Residences

"Competitive markets are a successful key ingredient for Wal-Mart to manage its energy
needs and reduce costs in this ever changing envirormient, allowing us to pass those
savings on to our customers in the form of low prices." Angela Beehler, Senior Director,
Energy Regulation and Legislation, Wal-Mart Stores

"Competitive electricity markets promote greater efficiency and reliability in electricity
supply that enables consumers like Lowe's the ability to better control our energy costs
while maintaining a comfortable, well-lit environment for our customers. The
COMPETE Coalition has been a leader in supporting and expanding those electricity
markets nationwide." Steve Elsea, Director Energy Management, Lowe's Companies,
Inc.

Unfortunately, the Draft Report provides relatively little discussion of the benefits and

customer support of competitive retail electricity markets. Instead, it provides quite a bit of

discussion of the ostensible problems with electric choice. Those arguments, however, are often

misleading and based on stale data. Given the clear and essential role of competitive markets in



attaining Governor Snyder's energy policy goals, the Draft Report presents an unbalanced

perspective that, if not corrected, will ill serve Michigan decision makers as they consider this

important policy choice. Accordingly, in these comments COMPETE discusses the

demonstrated benefits electric choice provides and shines a light on some of the weaknesses of

the Draft Report. COMPETE respectfully recommends that the final report present a more

factually accurate and balanced perspective.

Benefits of retail electricity markets

Keeps prices as low as possible

While energy costs may increase or decrease over time, competitive electricity markets

do the best job of ensuring the lowest available price for consumers. Experience over the last 16

years proves this. According to an analysis of data from the U.S. Energy Information

Administration and the Bureau of Labor Statistics, between 1997 and 2012, inflation-adjusted

retail rates in states with restructured competitive retail markets decreased by 4% while those in

states that rely on monopolies increased 7%. And retail customers in all classes in restructured

states have enjoyed these decreases. Specifically, inflation-adjusted rates for residential,

commercial and industrial customers in retail choice states decreased by 6.5%, 12.1%, and 1.7%,

respectively, over this period while rates in these same customer classes in monopoly utility

states increased by 3.9%, 1.2% and 10.1%, respectively. A graphic presentation of these price

trends is included as Attachment 2. Note that these facts directly contradict the assertion by the

Joint Utilities reported in the Draft Report that "(r)ates in deregulated states have grown at the

same pace as rates in regulated states since deregulation began to take effect around 2000."'

Experience and official data prove otherwise.

Draft Report at 34, paragraph 2.



Empowers consumers

COMPETE's customer members in many states have found that well-designed,

competitive electricity markets produce substantial savings on electricity costs that allow

commercial and industrial users of electricity to maintain lower prices for their own customers

and to invest in their own businesses. In addition to keeping prices as low as possible, policies

that allow electricity users to manage their energy purchases efficiently are critical to achieving

such savings.

Electricity is one of the largest operating costs of businesses, and control of these costs

enhances business growth, profitability and the ability to maintain and create jobs. Competitive

retail markets are the best way to achieve such goals. Competitive electricity markets not only

produce the lowest available prices but also provide customers with the flexibility to choose a

supplier that best meets their respective business goals, with targeted service offerings providing

choices on price, reliability, generation portfolio mix, risk management, and other specific

product and service features. For example, competitive electricity markets promote, and help

customers deploy, supply-side options in renewable energy. Through retail choice, businesses

are no longer tethered to a rate-regulated electric generation mix ~ a one size fits all - but

instead are able to shop for a desired generation mix which meets their particular needs.

Competitive electricity markets also allow customers to better manage financial risk. In

contrast to monopoly utility companies that are guaranteed recovery of their costs from their

captive customers, customers in competitive electricity markets can choose among service

providers who have no guarantee of cost recovery. To successfully compete, service providers

^Phillip O'Connor, Retail Electric Choice: Proven, Growing, Sustainable, April 3,2012 at9.
This paper, prepared for COMPETE, is included in these comments as Attachment 3, and is
available at: http://www.comDetecoalition.com/files/COMPETE Coalition 2012 Renort.pdf



must offer a superior service at a better price than their competitors and a variety ofproducts and

services that customers want. The risks of poor investment decisions by competitive suppliers

are borne by the suppliers themselves and their respective shareholders, not by captive

customers.

Promotes innovation

Competitive electricity markets also help mitigate customers' electric costs by facilitating

innovative demand response resources, which have flourished in such markets. Demand

response providers, or curtailment service providers, have introduced product and service

innovations allowing consumers to reduce or modify their electricity consumption to control

their electricity use and costs. This helps to keep prices down and avoids the need to build

expensive new generating plants.

Competitive retail markets also provide a superior platform for the emerging Smart Grid

technologies. Sophisticated Smart Grid tools enable customers to take advantage of the market's

transparent price signals and make smart consumption and investment decisions.

Helps attain environmental goals

Environmental benefits also result from competitive electricity markets. In Pennsylvania,

the American Lung Association is advocating that customers switch to competitive electricity

suppliers offering clean wind energy.^ And in New Hampshire, EmpowerNH, a coalition

promoting retail electricity shopping spearheaded by the Conservation Law Foundation (CLF),

advocates for customers to switch to competitive supply because it helps support cleaner

^Environmental Groups See Competition asAvenue to Good Environmental Outcomes,
http://www.competecoalition.eom/blog/2013/09/environmental-groups-see-competition-avenue-
good-environmental-outcomes



generating resources, "creating a virtuous circle: more competition leads to cheaper electric bills

leads to less energy coming from polluting coal plants.""*

In a Joint Statement of General Principles, COMPETE and the Environmental Defense

Fund recommended "market-based mechanisms both to encourage the efficient operation and use

of existing and new resources and to achieve environmental improvements through conservation

and biddable demand response." In addition to promoting conservation and demand response,

retail electric competition is an efficient way to attain renewable energy goals, as previously

indicated. Because retail suppliers compete with each other, each would have an incentive to

procure renewable energy efficiently. Accordingly, the market will determine which renewable

energy resources meet renewable energy goals at the least cost.

Customersfavor competitive electricity markets

Evidence that competitive electricity markets benefit customers is demonstrated by the

number of customers who actually shop for alternative suppliers. In the 17 states and the District

of Columbia where retail competition is allowed, competitive providers supply 68% of eligible

non-residential demand andmore than 31% of residential demand.^ Moreover, the number of

shopping customers is surging. During the economic slowdovm between 2008 and 2011,

electricity usage in the continental U.S. declined by slightly less than 1%, but the electricity

demand servedcompetitively increased by 40%, and the number of customers served under retail

Ud

^ O'Cormor at 7.



choice grew by over 53%.^ Inaddition, COMPETE notes that inPennsylvania more than two

million electricity customers now choose topurchase electricity from a competitive supplier/

Additional evidence of the customer benefits of competitive electricity markets is found

in the results of recent surveys of customers in retail choice states. For example, for the second

year running, a J.D. Power and Associates survey has found a higher level of satisfaction among

customers in Texas with a choice of competing electricity providers than among those who

remain tethered to monopoly service. In Texas, electric choice "opened the doors to healthy

price competition and also focused residential customers on finding the cost savings and service

programs that match their needs."^ And a recent survey by the New England Energy Alliance

found continued strong support for competitive electricity markets, with 76% favoring the

region's restructured competitive electricity market system where companies compete on price

and service.^

COMPETE respectfully requests that these substantial benefits be reflected in Michigan's

final report on electric choice. More importantly, COMPETE urges Michigan's decision makers

to eliminate the current 10% cap on how much load may take service from competitive retail

suppliers, and implement a competitive retail electricity market in which all customers are

allowed to choose a service provider. Preventing large numbers of customers from shopping for

®Id. at 3.

' Pennsylvania Electricity Market Surpasses 2 Million Shopping Customers .
http://www.competecoalition.eom/blog/2013/02/Dennsvlvania-electricitv-market-surDasses-2-
million-shoDDing-customers

^2013 Texas Residential Retail Electric Provider Customer Satisfaction Study, August 14, 2013.
http://www.idpower.eom/content/Dress-release/kVNNnIO/2013-texas-residential-retail-electric-
Drovider-customer-satisfaction-studv.htm

^New England Survey Reaffirms Supportfor Energy Infrastructure andIndustry Competition;
VaryingSupport for New Energy Technologies, August 15, 2013
httD://www.newenglandenergvalliance.org/downloads/2013%20Alliance%20Armual%20Survev

%20Results.Ddf



their electricity suppliers while allowing others to shop is unfair. Moreover, it artificially limits

the demand for service from competitive suppliers, keeps investment in potentially lower-cost

resources out ofthe market, and leads to unnecessarily high prices.'® Michigan's 10% cap has

been estimated to cost the state's consumers $1.8 billion annually.''

Because of the economic and other benefits that are foreclosed due to the 10% cap,

customers with Michigan interests strongly support removing the cap and allowing full retail

choice. For example, in June 2011, electricity customers with 764 facilities Michigan and $87

million in electricity costs sent a letter to Governor Snyder requesting that he support legislation

to remove the cap. And in August 2012, customers with 1,940 facilities and nearly 84,000

employees in Michigan, and with over $143 million in electricity costs, signed a similar letter to

Governor Snyder. These letters are included as Attachments 4 and 5 to these comments.

Draft Report issues

Separating generation and wires assets

The Draft Report addresses the impact of separating transmission and distribution assets

in Michigan but does not assess the importance of separating generation from wires

(transmission and distribution) assets. As the Draft Report points out, in Michigan generation

and distribution assets are both owned by the utilities.

In competitive retail markets, wires assets should eventually be separated from generation

assets. This is needed to ensure that the ftill range ofbenefits of a competitive energy supply

See COMPETE Competitive Market Principles, available at:
httD://www.comDetecoalition.com/files/COMPETE%20Market%20PrinciDles%20-

%20FINAL.Ddf

'' See Limits on Competition Costs Michigan Consumers $1.8 Billion Annually, Expert Says,
available at: http://www.competecoalition.eom/blog/2013/Q4/limits-comDetition-costs-michigan-
consumers-18-billion-annuallv-expert-savs
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sector is not compromised and/or undermined by utility rate-regulated ownership of supply side

resources. Separation is also needed to mitigate the conflict of interest the wires service provider

would have in being able to provide advantages to its affiliated generation operations over

competing suppliers through preferential service or information sharing, and separation is needed

to avoid imposing on wires customers the costs and risks of its generation assets. This separation

can be done fairly by transferring the supply side resources to an affiliate of the wires company,

subject to a code of conduct to prevent preferential treatment by the wires affiliate, or by

divesting the generation assets to another firm with no wires assets.

The need for separating generation from wires assets was driven home in a recent New

Hampshire Public Utilities Commission staff report.'̂ The report highlights that Public Service

Co. ofNew Hampshire's (PSNH) continued ownership of generation facilities, with the costs

imposed on the utility's customer base, is not compatible with the state's now-thriving

competitive retail electricity market, and will distort good market outcomes for consumers. The

staff report underscores the fact that the best interests of New Hampshire electricity consumers

will be served if the original intent of the state's 1996 electricity restructuring law is adhered to

and PSNH is required to divest its power plants.

While complete divestiture ofassets provides the preferred and cleanest separation of

wires and supply, it is not required for a successful retail choice program. What is required is

that incumbent utilities not be allowed to make investments going forward on behalf of retail

suppliers and their customers and recover the associated costs through non-bypassable charges.

Staff of the New Hampshire Public Utilities Commission and The Liberty Consulting Group,
Public Service Company ofNew Hampshire, Report on Investigation into Market Conditions,
Default Service Rate, Generation Ownership and Impacts on the Competitive Electricity Market,
June?, 2013. Available at: http://www.puc.state.nh.us/Electric/IR%2013-
020%20PSNH%2QReport%20-%20Final.pdf



Customer choice is not deregulation

Throughout the Draft Report, customer choice is mistakenly referred to as

"deregulation." Customer choice simply means that regulation of the non-wires part of the

electricity market is reformed to allow competitive market forces to guide investment and

consumption decisions with regard to generation and other energy-related services. It does not

mean that regulators walk away from the market. Oversight of market structure and rules, and

monitoring are needed to protect both consumers and service providers. In fact, competitive

electricity markets are some of the most heavily regulated markets in the U.S.

In states where retail competition is allowed, state commissions have imposed a number

of safeguards to protect consumers. As discussed in the Draft Report, one safeguard is a

Provider-of-Last-Resort (POLR) obligation on incumbent utilities, and some states require that

the incumbent utility purchase the supply to meet its POLR obligations in a competitive

procurement process overseen by the state commission.

State commissions also oversee competitive suppliers, which generally must be licensed

or certified by the commission after showing a supplier meets specific managerial, technical and

financial requirements. Most states require periodic updates from competitive suppliers or have

imposed continuing certification requirements. Moreover, suppliers' sales and marketing

activities and other behavior are often monitored and regulated by the states - especially as these

activities and behavior relate to residential and smaller commercial customers. These regulations

may include reporting requirements in the areas ofcustomer complaints, customer service calls,

revenue reports, fuel mix disclosures, and certain other compliance matters.

In a retail choice market, the state commissions also have a role in monitoring the

activities of the incumbent utilities to ensure that their practices are competitively neutral, and to
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protect consumers from cross-subsidizing investors and shareholders. Some of the ways

commissions ensure competitive neutrality and guard against cross-subsidization are:

• Requiring prior approval of all contracts with affiliates.

• Requiring annual reporting, and conducting periodic audits of transactions with affiliates.

• Restricting guarantees of an affiliate's debt or prohibiting loans to an affiliate on terms
more favorable than commercial terms.

• Seeking treble damages for payments that benefit an affiliate.

• Requiring non-discriminatory information sharing or use of a utility's wires to its
affiliate's competitors.'̂

• Limiting the ability of utilities to actively market their POLR service.

• Ensuring that any competitive services provided by the utility are offered by a
competitive affiliate who is subject to the same competitive conditions as non-affiliated
suppliers.

Finally, it is important to note that the Federal Energy Regulatory Commission ("FERC")

regulates the wholesale electricity markets from which retail service providers purchase the

capacity and energy for their portfolios. Wholesale prices and other terms must be just and

reasonable under the Federal Power Act. FERC ensures that wholesale prices charged are just

and reasonable by requiringthat prices either be cost-based or, if set by a market, that the seller

is not able to exercise market power. With regard to the latter, FERC employs extensive

analytic, reporting and monitoring procedures to ensure the integrity of it jurisdictional markets.

Michigan is fortunate to be in the footprints of two competitive wholesale electricity markets

administered by FERC-jurisdictional Regional Transmission Organizations (RTOs):

COMPETE, Regulation and Oversightofthe Electric Power Industry^ September 14,2010 at
9-10. Available at:
http://www.competecoalition.com/files/Regulation%20and%200versight%20of%20the%20Elect
ric%20Power%20Industrv.pdf
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Midcontinent Independent System Operator (MISO) and PJM Interconnection, L.L.C. (PJM).

These markets provide an excellent platform for competitive retail markets.

In summary, the term deregulation is a misnomer that should be corrected.

Competitive markets are reliable

Unfortunately, there are comments in the Draft Report that are intended to cast doubts on

the ability of competitive generators to provide reliable service. Those comments have no merit.

For example, the discussion on pages 28 to 29 of the Draft Report claims that "the fiill extent of

the challenges of meeting capacity needs under deregulation has not yet been experienced due to

these oversupply conditions" and that "restructured markets are not well-suited to sufficiently

provide for generation capacity needs." These comments ignore the success of the PJM capacity

market when faced with the retirement of nearly 14,000 MW of coal-fired generation over a

period of three years. In just two annual capacity market auctions, almost 11,000 MW of

additional generation capacity cleared the market along with over 12,000 MW of demand

response resources.'"*

Another somewhat more perplexing example is on page 20. Addressing an oversupply of

generating capacity in the early 2000's that coincided with bankruptcies of some competitive

generators, the report notes that merchant generators "are unlikely to repeat the same mistake"

and "it would be risky to rely on deregulated generators to once again overbuild to guarantee

reliability." COMPETE welcomes the opportunity to respond.

PJM, PJM Capacity AuctionAttracts Record Amount OfNew Generation And Imported
May 24, 2013. http://www.pim.eom/~/media/about-pim/newsroom/2013-

releases/20130524-pim-capacity-auction.ashx: PJM Capacity Auction Secures Record Amounts
OfNew Generation, Demand Response, Energy Efficiency, May 18, 2012.
http://www.pim.eom/~/media/about-pim/newsrooni/2012-releases/20120518-pim-capacitv-
auction-secures-record-amounts-of-new-generation-demand-response-energy-efficiencv.ashx
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First, "overbuilding" should not be the objective under any market structure. Instead, the

objective should be to bring forth the resources needed to serve load at an adequate level of

reliability, as defined by policy makers, at the lowest available cost. Experience has

demonstrated that competitive markets, guided by prices and appropriate risk placement, are the

best way to meet this objective. The traditional monopoly model, on the other hand, provides

incentives to overbuild which lead to inefficiencies. Overbuilding increases suppliers' costs and

creates unneeded and uneconomic capacity, and results in undesirable boom-bust cycles that

create unwanted and unneeded volatility.

Second, the bankruptcies of non-utility companies did not cost ratepayers a dime and

reliability was not affected in any way. And finally, the well-structured competitive wholesale

markets, such as PJM and MISO in which Michigan competitive suppliers would operate, have

been shown to produce the least-cost supply of resources to meet a reliability target year after

year, including times when faced with substantial generation capacity retirements, as discussed

above.

We now have years of experience with competitive retail markets in a number of states.

There is no evidence whatsoever, based on this actual experience, that reliability has been

adversely affected. In fact, the evidence shows that the reliability issue is nothing more than a

red herring.

The story ofre-regulation is misleading

The discussion on page 18 of the Draft Report describes the decisions of seven states to

re-regulate after deciding to pursue restructuring. The intent of this discussion is clear from the

inclusion of quotes from a few of those states' governors describing deregulation as "an

unmitigated disaster" and a "dangerous failure." What is not pointed out is that the restructuring

activity was effectively stopped in five of those states no later than 2003 in the wake of the
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failure ofthe California market.'̂ The central problem inCalifornia was a poorly designed

wholesale energy market and was certainly not a failure of retail competition. And it is

important to point out that many lessons were learned from the California experience and

adopted in FERC policy and in the designs of the organized wholesale markets such as PJM and

MISO that are now operating. Nothing remotely close to the California experience has occurred

in a wholesale market since, and it is incorrect and disingenuous to imply that its problems

sprung from retail choice.

In addition, the discussion in this part of the Draft Report makes no mention of the many

jurisdictions that have successfully implemented restructured retail markets, and those like Ohio

that are now transitioning to them. These retail markets are providing significant customer

benefits, and regulators in multiple states now have extensive experience with structuring highly

successful retail electricity markets.

Finally, the discussion fails to mention that, through legislative action, Califomia again

allows some measure of retail choice. Since April 2010, qualifying non-residential customers

are eligible to take Direct Access service from competitive suppliers, but the total load that may

take Direct Access service iscapped.'̂ As in Michigan, customer demand for competitive

electricity supply options in Califomia far exceeds the limit permissible under the statutory cap.'̂

This woefully unbalanced presentation in the Draft Report should be corrected.

The five states are Califomia, Montana, New Mexico, Arkansas and Nevada. In Arizona,
retail choice was suspended in 2004 due to state constitutional issues.

Califomia Public Utilities Commission press release, CPUC Allows Non-Residential
Customers Choice OfElectric Provider.
http://docs.CDUc.ca.gov/PUBLISHED/NEWS RELEASE/114809.htm

See Wide Spectrum ofCalifornia Customers Clamorfor Greater Access to Competitively
Priced Electricity, http://www.competecoalition.eom/blog/2013/05/wide-spectmm-califomia-
customers-clamor-greater-access-competitivelv-priced-electrici
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The POLR discussion is skewed

Parts of the Draft Report's discussion of the Provider of Last Resort (POLR) feature (on

page 23) are clearly skewed to unjustifiably heighten concerns with electric choice. For

example, it states that "POLR service is difficult to structure and price." POLR service presents

decision makers with choices that are important to the success of the transition to electric choice,

but the fact of the matter is that those choices are now clear and the experiences of many states

illustrate those choices and their impacts. It is certainly clear that a lot of knowledge and

experience is available with respect to how to structure and price POLR service.

The Draft Report's POLR discussion goes on to say that "in some cases, states" served as

the provider of last resort. The Draft Report then describes just one example ~ the California

experience ~ in which the state government "stepped in to procure power on behalf of end users"

because of an imminent threat of outages. Again, the California crisis was an extreme one-time

event caused by a failed wholesale market and has nothing to do with designing a sensible POLR

feature for retail markets. Ensuring resource adequacy and reliability is accomplished through

other market features. And there is no mention in the Draft Report of how the many jurisdictions

with retail choice markets have addressed POLR issues. This unbalanced presentation should be

corrected.

Incentivesfor the lowest available price

In the "customer savings" discussion on page 14, the Draft Report notes that commenters

did not offer a discussion related to the "profit portion" of an Alternative Electric Supplier's

(AES') price. The Draft Report notes that the savings from customer choice is the difference

between the utility regulated rate offering and the AES rate offering and that an "AES does not

have an incentive to pass along to customers the lowest price ofpower available in the market"

but instead to offer "a price that is sufficiently below the utility offering as to be attractive to the
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customer, while at the same time sufficiently above the market price ofpower to ensure as much

headroom/profit as possible." This discussion is overly simplistic.

First, the discussion seems to presume that each AES purchases all if its supply at a

single "market price ofpower." That is not necessarily true. Competitive suppliers may own

their own generation resources and thus do not need to purchase all of their resource portfolio in

the wholesale market. And the energy purchases to meet retail supply obligations are not

necessarily made at the same time or in the same market or at the same price. Short- and long-

term purchases may be made at different times and in various types of markets (energy, ancillary

services, capacity). As a result, an AES more than likely does not have a single "market price of

power" to take into consideration when determining prices it will in turn offer to retail

customers.

And second, the discussion gives insufficient weight to the competitive pressures of the

retail market that determine the prices offered by an AES. An AES does not have the luxury of

determining what level of profit is desired and then simply adding it to the prices offered. In a

well-structured retail market, robust competition from multiple providers ensures that profits stay

at a reasonable level. And it is this pressure that drives competitive providers to innovate and

reduce costs that results in improved service and lower prices for consumers. Robust

competition among multiple suppliers delivers the lowest available price.

Conclusion

As demonstrated above, there is clear and convincing evidence that competitive retail

electric markets provide residents and businesses with reliable, environmentally sound electricity

at the lowest available cost. The Draft Report, however, does not accurately present those

benefits and, in parts, inaccurately portrays issues with retail choice markets. COMPETE

respectfully requests that these shortcomings of the Draft Report be addressed appropriately in
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the final report on electric choice. In addition, COMPETE urges Michigan decision makers to

eliminate the current 10% limitation on shopping and take the steps needed to advance well-

structured competitive retail electric markets. Such actions will certainly further Governor

Snyder's initiative to develop an energy policy that is adaptable and built on the pillars of

reliability, affordable price, and a protected environment.

COMPETE commends Chairman Quackenbush and Director Bakkal for conducting this

evaluation of electric choice as part of the information gathering process requested by Governor

Snyder. COMPETE stands ready to provide assistance throughout this initiative.
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COMPETE Customer Members in Michigan

7-Eleven, Inc.
A&D Technology, Inc.
Amtrak

The Andersons, Inc.
Applewood Builders LLC
AT&T

Biewer Lumber

Big Lots Stores, Inc.
Boston Market Corporation
Bronner's Christmas Wonderland

Cargill, Incorporated
CFI Medical Solutions

Cinemark USA, Inc.
Citi Realty Services
CKE Restaurants, Inc.
Comcast Corporation
Costco Wholesale

Custom Data Solutions, Inc.
Customer Choice Coalition

CVS/pharmacy
Dollar General

Dollar Tree Stores, Inc.
Durcon, Inc.
Einstein Noah Restaurant Group
Extra Space Storage
Forest City Enterprises
Four Season Properties, L.L.C.
H&R Block

Haworth, Inc.
J.C. Penney Corporation, Inc.
Kohl's Department Stores
Kraft Foods

Leggett & Platt, Inc.
Lowe's Home Centers, Inc.
Macy's Inc.
Marshall Plastic Film

National Church Residences

NBC Universal

OfficeMax

Owens Coming
Papa John's International
Perrigo Co.
PETCO

PetSmart, Inc.



Polar Seal Window Corp.
Polo Ralph Lauren Corp.
Polytop Corp.
Premier Tanning and Day Spa
RadioShack Corporation
Red Robin Gourmet Burgers
Rite Aid Corporation
Saks Fifth Avenue

Shoe Carnival, Inc.
Sintel Inc.

Staples Inc.
Supervalu
Target Corporation
TJX Companies
Toys R Us
Wal-Mart Stores, Inc.
Wendy's Quality Supply Chain Coop, Inc.
West Michigan Group
White Castle System, Inc.
Yum! Brands, Inc.
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States with Restructured Electricity Markets Post Lower Rates of Change
Comparison of Rate Changes Across Electricity l\/larl<ets -1997-2012
Restnicturcd Stater vs. Non Rc^trucfjrcd States^

Rate Change; All Sectors

7.0%

-4.0%

Restructured Non-Restructured National

States States Average

i IL
£t^lri<lly Co<n|MH<tion Oclvn Ini<o»lten'n«CeniuTi«r

Residential Sector
3.9%

Commercial Sector Industrial Sector

-1.5%

-6.5%

Restructured Non-Restructured National

States States Average

-6.8%

-12.1%

Restructured Non-Restructured National

States States Average

10.1%

-1.7%

Restructured Non-Restructured National

States States Average

• RestructuredStates includeCA, CT, DE, IL, MA, MD, ME, Ml,MT, NH, NJ, NY. OH, PA, Rl, IX, and DC (17states). These reflect states with active retailchoice programs (15states) and states with
inactive/suspended retail choice programs but large portions ofgeneration provided byIndependent Power Producers (2states). CA and MT fall inthe lattercategory with less than 50% of net generation
provided by electric utilities in 2010.

Results were calculatedusingprice information from the U.S. Energy Information Administration (EIA) and a Consumer Priceindexof Urban Consumers(CPI-U) of 43%for the
period between 1997 and 2012. Sources: EIA and The Bureau of LaborStatistics)
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ELECTRIC CHOICE HAS SURGED DURING THE ECONOMIC SLOWDOWN

Electric consumption in the United States was no greater in 2011 than it was in 2008 at the start of the economic
slowdown. Yet, since 2008 retail electric choice volumes have surged. Not only has there been substantial grow/th in
customer migration from traditional monopoly-regulated electric supply to market-priced energy, key indicators
demonstrate electric choice growth is sustainable.

• Since 2008, customer accounts served under retail electric choice have grown by over 53%, from
nearly 8.7 million to more than 13.3 million in 2011.

• Between 2008 and 2011, total electric load served competitively has grown by 40%, or nearly 200
million megawatt-hours (MWh), from about 488 million MWh to 685 million MWh.

• By the end of 2011, retail electric choice supplied more than 18%of the nation's electric load or about
one out of every five kilowatt-hours (kWh) in America - even though retail electric choice is largely
confined to 18jurisdictions accounting for about 44% of total United States electric load.'

This paper updates a 2010 report by the COMPETE Coalition entitled Customer Choicein Electricity Markets: From
Novel to Normal. ^

That 2010 report reviewed the development of retail electric choice from 2003 through the first half of 2010. During
that period retail electric choice evolved from an experimentwith many doubters to a durable,provenfeature ofthe
electric industry.

This 2012 updated analysis depicts a vibrant retail electric choice market, focusing on

• the strong performance of retail choice during a period of serious economic stress;

• the reasons why retail choice has proven to be a sustainable construct that can continue
to provide consumers real value;

• the core market features that are critical to supporting the expansion of choice to other states; and

• what is likelyto follow this huge expansion of retail choice.

Aswith the original 2010 report, this update relies substantially on data from the global consulting and information
firm, KEIVIA, the U.S. Energy Information Administration (EIA) and the Annual Baseline Assessmentof Choice in Canada
and United States (ABACCUS) report produced by the Distributed Energy Financial Group.^
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Through retail electric choice, millions of residential, business and governmental electricity customers have
benefitted from reasonably priced electricity, innovative products and services, greater flexibilityand opportunities to
capture efficiencies.

State policy makers and utility regulators have removed several legacy obstacles to retail electric choice such as rate
caps, poorly designed delivery rates and lackof access to utility billing services for small customers. Regulators have
achieved greater consistency in competitive market rules acrossdifferent utilities within their states. Based on shared
experience and learning, the states also have harmonized rules with one another, facilitating even more cost efficient
customer service by multi-state competitive energy suppliers. Notably as well, most utilities in electric choice
jurisdictionsaccommodate and support customer choice. Forexample, the increased focus of utilities and regulators
on emerging innovative technologies such as "smart meters" will promote customer choice alongside energy
efficiency.

The surge in retail electric choice has not been uniform, however. In several states, most notably California, Michigan,
Montana and Oregon, while some customers have access to choice, the rulesstill prevent most customers from
exercising choice." These customers, therefore, cannot access the lower pricesand greater contractual flexibility that
characterize retail electric choice. California is moving cautiously in the direction of gradually reopening customer
choice.^ Since 2009, it has allowed relativelysmall amounts of commercial and industrial load to switch to
competitive suppliers. Notably,during the four limited enrollments conducted to date, "the amount of space
availablewas reached essentiallyinstantaneously".® Recently, Arizona has taken steps to open the door a bit for
competitive supply arrangements for large customers up to a total cap of 200 MW.^ In contrast, Nevada and Virginia
have not yet reversed the suspension of customer choice implemented a number of years ago.^

Whilesome resistance remains to customer choice, opponents of retail electric choice now rarely argue for rolling
back choice in the 18competitive jurisdictions, as any such effortswould be strongly opposed by the many satisfied
shopping customers. Norcan critics argue that service levels and reliability will degrade under choice as experience
has provenotherwise. Anotherdemonstrated benefitof retail electric choice isthat while millions of customersof
monopoly-regulated utilities must pay rates based on legacy cost structures, customers injurisdictionswith retail
electric choice can rapidly avail themselves of falling wholesale electric priceswhich reflect reduced demand and
dramatically increased supplies of low cost natural gas, among other factors.^

Thesurge in retail electric choiceand the underlying reasonsforthat surge warrant renewed consideration of
providing accessto captivecustomers everywhere. As competitive choicemodelsevolve, they can serveas a basis for
a transition to choice in new states seeking favorable opportunities and increased benefits for their consumers.
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The acid test for any business or industry is not only whether its customers buy and like the serviceor product, but
also how well it performs during a period of general economic stress. Inthe midst of the most significant downturn in
the U.S. economy since the Great Depression, retail electric choice is passing that test with flying colors.

Rapidly increasing numbers of consumers of all sizes have exercised electric choice at the same time electric usage in
the United States has essentially flat-lined during the recent economic doldrums. As represented in Charts 1 and 2,
between 2008 and the fourth quarter of 2011, although overall electric usage in the continental United States
declined by slightly less than 1%{Chart 1), retailchoice in the 18choice jurisdictionssurged by40% (Chart 2).

Chart 1: No Growth in Total Continental
U.S. Electricity Load 2008-2011

• U.S. Load -

GWh (OOOi)

Source: U.S. Energy Information Administration (EIA)

Chart 2:40% Growth in Retail Competitive
Electricity Load (18 Jurisdictions) 2008-2011

(%year over year)

• U.S. Load-

GWh (000s)

+19.5%

Source: KEMA Retail Energy Outlooli, January 2012

Customarily, retail electric choicedevelopment has been In the non-residential customer segment, which accountsfor
more than three-fifths of electric usage in the country. This sector,often referred to as commercial and industrial (C&l)
customers, includes factories, commercial businesses and buildings, educational and medical facilities and a wide
range of governmental and public service functions.

Notably, however, smaller businesses are increasingly migrating to choice as larger customers demonstrate the
benefits of choice and as competitive suppliers expand their marketing efforts. In addition, since 2009, there has been
a tremendous increase in shopping among residential customers, both through individual supply contracts and
through competitive aggregation programs.States have lowered regulatory hurdles to facilitate engagement between
residential customers and competitive suppliers. With increasing uniformity in the rules-of-the-game, residential
customers have demonstrated an appetite for savings, innovation, flexibilityand efficiency.
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As shown in Chart 3 below, since 2008, the total number of customer accounts served under choice arrangements grew
by over 53% to over 13.3 million. Residential accounts served by competitive suppliers have increased by over 3.8
million, or over 54%,to nearly 11 million. The number of non-residential accounts served competitively has increased
by over 800,000 to nearly 2,4 million - a jump of more than 50%.

Chart 3: 53% Growth in Competitive Retail Electricity Customer Accounts
2008-2011 (% year over year)

11,000

+18,

1,000
2008 2009 2010 2011

••••^^Residential 7,111 7,493 9,049 ia957

. . C&l 1,583 1,641 1,943 ! 2,385

Source: KEMA Retail Energy Outlook, January 2012

KEMA calculates that, by the fourth quarter of 2011, an annualized volume of about 685 million MWh of electric load
was being competitivelyserved inthe United States. As indicated inChart4 below,the residential marketaccounted for
134 million MWh and the commercial/industrial segments accounted for 551 million MWh. In just the three years
between 2008 and 2011, residential electric load served competitively increased 52.6% and commercial-industrial load
by 37.8%. In no year did total electric load served under competitive supply contracts decline.

Table 1 in the Appendix details 2011 competitive volumes in each of the 18 retail electric choice jurisdictions as a
percent of eligible electric load and as a percent of total end-use consumption.
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Chart 4: Annual Retail MWH Competitive Electricity Load by Customer Class
(2008-2011)

600
e
o

E 500

£ 400

Residential

400

Commercial & Industrial

Source: KEMA Retail Energy Outlook. Jar)uary 2012

Shopping in the 18 retail choice jurisdictions now comprises over 33% of eligible commercial and industrial accounts,
representing more than 68% of non-residential electric load, and more than 22% of eligible residential customer
accounts, representing more than 31% of residential usage." In 2011, 18.5%, or almost one out of every five kWh
consumed in the United States was served competitively (as depicted in Chart 5 on the following page) and there is
little doubt that in 2012 the 20% threshold will be crossed. This is a remarkable transformation in little more than a

dozen years for an industry characterized for a century by vertically integrated monopoly utilities.

Chart 5: Competitive Load as a % of Total Continental U.S. (2008-2011)
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Source: KEMA Retail Energy Outlook, January 2012 and ElA
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RETAIL COMPETITION GIVES CONSUMERS ACCESS TO THE BENEFITS OF

COMPETITIVE WHOLESALE ELECTRIC MARKETS

The expansion of retail electric choice in the United States in an otherwise challenging economy is no accident. As
competition advocates predicted at the outset, robust, well-functioning competitive wholesale electric markets allow
prices to adjust quickly to reflect supply and demand realities.

Over one-third of electric generation in the country is now supplied by independent (non-utility) power plants.
Wholesale power transactions, which include both sales from independent power plants and sales from utility-owned
generating stations to other utilities or to competitive retail suppliers, are almost all market-priced rather than
rate-regulated by the Federal Energy Regulatory Commission (FERC).

Wholesale prices have declined substantially. Flat demand due to a slow economy and more efficient electric use by
consumers across the board has reduced prices. Even more important has been the dramatic fall in natural gas prices
due to abundant domestic supplies.'^

Most significantly, competitive retail electric markets enable consumers to benefit quickly from lower wholesale
prices.'^ In contrast, customers in monopoly-regulated markets do not, and cannot, see these price signals. Indeed, an
inescapable paradox in monopoly utility regulation is that when supply exceeds demand (and other factors are held
constant), prices do not decline, but must increase to cover fixed costs.

Michigan, where retail choice is limited in the two major utility service areas to 10% of total electric load, provides a
compelling example of the problem. Since Michigan enacted the 10% limits in 2008, incumbent utilities have
increased generation rates at the very same time wholesale electric prices decreased significantly.

C&l customers account for all of the approximate 9.25 million MWh that Consumers Power and Detroit Edison (DTE)
report as served competitively.^'' In the hope of escaping higher fixed utility rates which do not reflect declining
wholesale prices, well over 7,000 CStl customers, accounting for 6.5 million MWh of load, have joined long waiting lists
seeking to access the lower prices available only to the fortunate customers who made it under the 10%cutoff.'®

The C&l customers who must buy their electric supply from the local utilities pay between 6.5C and 8.5C/kWh,
excluding delivery,depending on customer size and utility territory. Conservatively estimating the average utility
supply at 7C/kWh versus a conservative estimate of 5C/kWh for market-priced supply, represents a 2C/kWh difference.
Applying that 2C differential to just the 6.5 million MWh of load for the 7,000 customers on the Consumers and Detroit
Edison waiting lists, represents lost savings annually of $130 million, massive savings these customers could
otherwise invest to grow their businesses in Michigan. Fueling the rapidly growing waiting lists are many thousands
of other customers who would leap at a savings of 2C/kWh - and the resulting multiple millions of dollars in savings.
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Market prices, however, are not the sole driver of vibrant, competitive retail electric markets. Competitive suppliers also
offer innovative products and services, contractual terms, information, efficiencyand supply portfolios to match their
customers' individual needs.'® Energy price risk can be managed in ways consistent with a customer's risk tolerance.
Contractual periods can varywidely, from hourly to multi-year,and customers can select among clean energy options.
Residential customers are starting to see pre-pay and other conveniences. Such innovative options, if available at all
from traditionally regulated utilities,are generally reserved for only the largest customers.

NEW CHOICE STORIES - SUSTAINED DEVELOPMENT AND SUSTAINABLE RESULTS

This updated report pays special attention to seven jurisdictions. Four states offer Important examples of substantial
progress since 2008 in both C&l and residential choice: Connecticut, New Jersey, Ohio and Pennsylvania. Two other
states, Illinois and Maryland, which have had strong C&l choice markets for some time, are now experiencing significant
growth in residential choice. Finally, since 2008, Rhode Island has doubled the level of C&l customer load served
competitively. Other states such as Texasand NewYork have also experienced strong progress during the period but
are not reviewed in-depth in this report.

Connecticut: Residential Customers and C&l In Tandem

Although Connecticut introduced retailelectric choice in 1998,it was not until 2006 that choice began to take hold, In
most states, larger C&l customers have been the first to embrace choice, followed several years later by residential
customers. In Connecticut, however, choice among C&l and residential customers has grown largely on parallel paths.
While C&l customers have accessed competitive opportunities in greater proportions than have residential customers
nationally, the trends in Connecticut have been well correlated. This is due in large part to the state's implementation
of market-based utility standard offer service that ispriced and acquired through a competitive process with laddered
portfolios.

Chart 6 below shows that between 2008 and 2011, the percentage of eligible C&l electric load served competitively
rose from 63.6%to 84.9%for Connecticut Lightand Power (CL&P), and from 70.5%to 85.9 for United Illuminating (Ul).
Further, Chart 7 on the following page shows that during the same time period, percentages for residential choice rose
from 6.6% to 44.2% for CL&P and from 9.9% to 52% for Ul.
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Chart 6: Connecticut
% of Eligible C & I Load Served Competitively (2008-2011)

'United Ilium. Co.

Source: KEMA Retail Energy Outlook, Janusry 2012

Chart 7: Connecticut

% of Eligible Residential Load Served Competitively

'United Ilium Co.

(2008-2011)

Source: KEMA Retail Energy Outlook, January 2012

Furthermore, Connecticut regulators have played a direct role in helping facilitate customer education and in linking
residential and small business customers with competitive providers through the CTEnergylnfowebsiteJ' In addition
to the list of competitive providers and frequently-asked-questions customarily found on utility regulatory websites,
the Connecticut website provides residential and small business customers with the opportunity to easily compare
prices across the full range of options, including competitive and utility standard offer supply, differing levels of
renewables content and several fixed and variable-priced products.

I
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New Jersey: A Garden State for Electricity Choice

Since implementing choice a decade ago, New Jersey has had a more typical growth pattern than Connecticut's, with
non-residential customer choice growing fairly steadily, but residential choice only recently taking hold.

As represented in Charts 8 and 9 below, between 2008 and 2011, eligible C&l load served competitively across the
state's four utility service areas rose from between 18%and 38% to between 52% and 73%, whereas only In the past
year has residential choice increased, from 1% in 2008 to between 8% and 14% in those four utility service areas in 2011,

Chart 8: New Jersey
% of Eligible C & I Load Served Competitively (2008-2011

Atlantic City

••lersevCpntral

Source: KEMA Retail Energy Outlook, January 2012

Chart 9: New Jersey
% of Eligible Residential Load Served Competitively (2008-2011)

Atlantic City

"Jersey Central

Source: KEMA Retail Energy Outlook, January 2012
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Once again, access to more market-reflective pricing has been key. Since the 2008 auction, larger industrial and
commercial customers have had only hourly service available for default service, but residential and small business
customers had fixed-price standard offer service comprising a composite of three years of procurement auctions. The
most recent NewJersey procurement in early February2012,which secured wholesale supply for all investor-owned
utilities from numerous wholesale suppliers, resulted in reduced standard offer prices. Nonetheless, prices under the
laddered procurements may well encourage more residential and small business customers to shop to obtain prices
based on the current wholesale market.

Ohio - Utility Affiliates and Municipal Aggregation

The surge in electric choice in Ohio underscores the basic reality that electric choice is a state-by-state, utility-by-utility
phenomenon.

The Public Utilities Commission of Ohio (PUCO) conducts heavily contested reviews of each utility's "Electric Security
Plan."Two key factors suggest Ohio will remain committed to increasing competitionratherthan reinstating traditional
cost-of-service ratemaking. First, the emergence of large shale gas supplies in Ohio and neighboring Pennsylvania
indicates long-term low natural gas prices will continue to mitigate wholesale power prices. Further, with some Ohio
utilities firmly committed to choice, others that may remain ambivalent will find it extremely difficult to recreate the
status quo ante ifthe result would be that some Ohio customers would be free to choose while others are held captive.

Second, municipal aggregation in Ohio is moving thousands of residential customers from utility-bundled service to
market-priced power provided through their local governments and delivered by the utility. These municipal
aggregation programs, with opt-out provisions permitting customers to shop for better individual deals with
competitive suppliers, are one of ways the competitive market can deliver reasonably priced, reliable electricity.

As shown on the following page in Charts 10 and 11, although the surge in retail choice in Ohio has been uneven to
date, it is nonetheless impressiveand likely augurs continued growth. First, a majorityof C&l load statewide has shifted
to competitive market supply, with more than three-fourths of C&l load having switched in all utility territories other
than the two served by American Electric Power affiliates. Second, more than two-thirds of residential load in First
Energy's three utility service areas is being served competitively. In the Duke-owned Cincinnati Gas & Electric service
area, more than a third of residential load has switched.'®
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Chart 10: Ohio
% of Eligible C & I Load Served Competitively 2008-2011
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Source: KEMA Retail Energy Outlook, January 2012

Chart 11: Ohio
% of Residential Load Served Competitively 2008-2011
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Source: KEMA Retail Energy Outlook, January 2012
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Pennsylvania - Vigorous Regulatory Leadership

Pennsylvania, like Ohio, illustrates that development of retail electric choice usually precedes utility-by-utllity until
success prompts greater statewide uniformity in the rules of the game. Pennsylvania also heips reminds us that support
for retail electric choice has been bipartisan, just as has been the case with federal support for competitive wholesale
markets. Successive Pennsylvania administrations, Democratic and Republican, have supported retail electric choice.
The current Pennsylvania Public Utility Commission (PUC) is seeking to enhance default service structure, rules and
processes to further increase shopping and harmonize rules-of-the game across utilities.

After rate caps terminated statewide at the end of 2010, implementation of utility purchase of receivables (POR) and
utility consolidated billing (UCB) reduced duplicative transaction costs, helping enable suppliers to optimize the
benefits of competitive wholesale markets for their retail customers.

The Pennsylvania PUCs active role as educators as well as regulators has contributed substantially to the growth of
retail electric choice. Over several years, PUC members traveled widely to explain and encourage retail electric choice,
visiting with a wide range of business and community organizations and with the news media.

During the past three years, the growth in retail electric choice in both the C&l and the residential segments has been
stunning. Infact, as shown in Chart 12,C&l electric load in Pennsylvania will likely become totally competitive over time.

Chart 12: Pennsylvania
% of Eligible C & I Load Served Competitively 2008-2011
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Source: KEMA Retail Energy Outlook, January 2012
'First Energy
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Even without municipal aggregation, many Pennsylvania residentialcustomers have switched to competitive suppliers
since rate caps expired. As depicted in Chart 13 below, about one-fourth of the residential load in the Duquesne Light
service area is shopping. PPL residential choice already is about 45% and in PECO over 20% of residential load has
switched. Increasing numbers of residentialcustomers inthe three First Energy utility areas are shopping. Customers in
UGI, a very small utility, however, have yet to enter the choice arena.

Chart 13: Pennsylvania
% of Eligible Residential Load Served Competitively 2008-

V 35.0%

S 30.0%

•PPL

'Duquesne

Penn Power*

»Peco

West Penn*

•MetEd / Penelec*

•UGI

2008 i 2009 2010 2011

0.0% 0.0% 26.8% 1 44.8%

23.0% 21.3% 21.4% j 32.7%

7.7% 10.8% 13.2% ; 20.2%

0.2% 0.2% 0.2% 19.9%

0.0% 0.0% 0.0% 11.2%

0.0% 0.0% 0.0% ; 4.3%

0.0% 0.0% 0.0% ! 0.0%

Source: KEMA Retail Energy Outlook, January 2012

'First Energy

Maryland and Illinois: Unlocking the Doorfor Residential Customers

Maryland and Illinois have had fairly similar experiences with the development of retail electric choice, with early
shopping by C&l customers in most utilityareas, but delayed residential switching.

Competitive suppliers serve well over three-fourths of all eligible non-residential load in both states, with more than
half of all electric consumption In each state shopping. Since 2008, both states now have also promoted greater
residential shopping by implementing POR and UCB. The Maryland Public Service Commission authorized UCB and
POR for residential suppliers in 2008 and implemented both in mid-2010. Similarly, after lengthy proceedings and
negotiation among utilities and competitive suppliers, Illinois implemented POR and UCB for residential customers in
mid-2011.



fr-' r^i^K f :ri r* r"
t- I I- JBr

CompHtiMp) Dr^m imi«v«ii»n «nd CoA><int«<

www.competecoalition.cofn

Chart 14 below illustrates that in Maryland'sfour utilityservice areas, shopping has moved from a range of zero to less
than 7% in 2008 to about one-fourth of residential load switching to choice in Baltimore Gas &Electricand PEPCO, the
state's two largest utilities. One indication of the considerable momentum behind residential choice is that over a
dozen licensed competitive suppliers are actively marketing to residential customers in Maryland."

Chart 14: Maryland
% of Eligible Residential Load Served Competitively 2008-2011
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Source: KEMA Retail Energy Outlook, January 2012

In Illinois, UCB and PORhave had an immediate and significant impact. In the Commonwealth Edison service territory
that accounts for about 80% of Illinois electricity consumption, residential choice has gone from near zero at the start
of 2011 to 6.5%. Two dozen alternative retail electricity suppliers (ARES) have completed the licensing process with the
Illinois Commerce Commission to serve residential customers.^®

Municipal aggregation is poised to play a significant role in Illinois. So far, 20 municipalities have qualified under the
aggregation law. In the 2012 primary and general elections, 277local referenda are scheduled to decidewhether local
governments will enter the competitive electric marketon behalfof their residential customers.^^

The Illinois experience with electric industry restructuring is an interesting case study in the ongoing effort to better
understand the impact of restructuring on prices.Table2 in the Appendix illustratesthe ratio of average, all-in electric
prices, including delivery, paid by ail end-use customers in Illinois to the average prices for all U.S. consumers in the
21-year period 1990-2011. Prior to the introduction of retail competition, average Illinois electric prices had consistently
been higher than the national average. Retail electric choice was phased in over a several year period starting in
October 1999 and by2001, average Illinois electric prices had fallen belowthe national average and have stayed lower
every year since.
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Rhode Island: First in the Field

Rhode Island was the first state in the country to delivers kilowatt-hour of competitive retail electricity in July 1997."
Rhode Island's pathway to increased electric choice can best be understood as part of the general and simultaneous
migration of the New England region to industry restructuring. There is no spectacular story to tell about this small
jurisdiction other than there has been slow but steady growth in retail choice since its commencement. As indicated in
Chart 15 below, since 2008 the share of eligible C&l toad served competitively has doubled, however, there was a slight
downturn in the percentage of eligible load served in 2011.

Chart 15: Rhode Island
% of Eligible C&I Load Served Competitively 2008-2011
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Source: KEMA Retail Energy Outlook, Jar)uary2012

RULES-OF-THE-GAME MAKE THE DIFFERENCE

52.3% 48.0%

As highlighted inCOMPETE's 2010 report,fair, uniformly applied rules-of-the-game designed to create and maintain a
level playing field forcompetitionare the mainstay ofsustained growth of retail electric choice. Themanyexamples
of substantial progress detailed in this 2012 update can be attributed in great part to competitive jurisdictions
uniformly applying clearrules-of-the-game. Texas provides an outstanding exampleof the importanceof establishing
uniformly applied pro-competition rules-of-the-game.

Ratherthan constructing a hybrid model mixing legacy monopoly structures and processes with retail electric choice,
Texas committed fully to disconnecting the delivery utility itselffrom responsibility for supply. Policy makers and
regulators inTexas havestayed the course evenas energy prices fluctuated. Texas now hasseveral years ofsuccessful
experiencewith 100% of customers in investor-owned utility delivery service areas securing their supplyfrom a
combination of competitive suppliers which serve three-fourths of allenergy load and utility affiliates separate from
the wires company serving the remainder, mainly residential and small business.
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Customer choice has also flourished in New York. New York has proven states can achieve substantial growth in retail
electric choice on a utility-by-utillty basis without leveraging specific restructuring laws. New York has robust C&l
customer switching rates comparable to those in other states with active retail choice programs, and has experienced
strong residential shopping, with several utilities having between a fourth and a third of their residential customer load
served competitively.

Stable regulation and clear rules now characterize the great majority of the 18 retail electric choice jurisdictions
examined in this report. To enable sustained growth in choice, regulators and policymakers set clear goals and policies,
and adjust them only as needed to stay on target. Generally, over the past decade, regulatory developments have been
positive in most retail electric choice markets. There are exceptions, however, such as California and Michigan, where
regulatory changes that limitshopping have seriously disrupted the progression of customer choice.

In 2012, wholesale competition, open transmission access and organized regional wholesale power markets are
widely accepted. Importantly, even among those who continue to oppose retail electric choice, there is a growing
acceptance of robust wholesale competition, open access to transmission and the establishment of organized regional
wholesale power markets.The potential problems cited in the past by skeptics of open access and organized regional
markets have not materialized and reliability has been maintained. Further, prices have responded promptly to market
conditions, conveying accurate signals to market participants, while market operation rules continue to be fine-tuned,

At the Federal level, FERC has stayed the course with the strong commitment to competitive market reforms it has
pursued since the 1980s under both Democratic and Republican administrations and differing Congressional
majorities.

At the state level there are five key conditions that continue to frame the opportunity for customers and competitive
suppliers to fully and effectively engage with one another.

Cost-based delivery rates have evolved in most jurisdictions, replacing bundled rates that discriminated between
retail electric choice customers and those remaining on utilitydefault service, in contrast with non-retail choice states,
competitive states work hard not to co-mingle costs and pricing for delivery and supply services for customers who
continue to take supply service from the local utility.

Market-based default service has had the most substantial impact on the growth of retail electric choice. The
elimination of stranded cost charges from generation rates, rate caps or other artificial price interventions and supply
cross-subsidies has highlighted for consumers the direct link between the market price of generation and retail rates.
Increasingly, policy makers in competitive retail electric markets have recognized the value of promoting supply
procurement protocols for default service that better reflect market conditions.

Customer Data and Electronic Data Interchange (EDI) arrangements have become more routine and effective, with
large numbers of competitive suppliersably participating insophisticated data exchange with utilities and, inturn, with
customers. The growing commitment to Smart Grid deployment, including advanced metering infrastructure (AMI),
holds substantial potential for timely, multilateral communication among customers, suppliers and delivery utilities.As
noted elsewhere in this paper, KEMA and ABACCUS have highlighted the growth of innovative service offerings In
parallel with the surge in customer choice."
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Utility Consolidated Billing iUCB) and Purchase of Receivables (POR) have proven to be linchpins for the grov^/th of
residential customer choice, as they help mitigate transaction costs which otherwise would deter supplier participation.
UCB and POR help leverage transaction efficiencies in metering, billing, capital formation and risk management. In
Maryland, Pennsylvania and Illinois, for example, implementing UCB and POR in recent years has supported a rapid
expansion of residential choice.

Customer Education and the Promotion of Choice increasingly have migrated from state regulators to competitive
suppliers, utilities and customers themselves, with regulators focusing primarily on monitoring, data collection, and
developing and enforcing market rules. C&l customers no longer require guidance or positive reinforcement from
regulators. The current educational mission is to promote residential and small non-residential customers shopping by
providing them efficient access via the web to pricing and other terms so they can easily compare to default offerings.
The Internet has become a standard conduit for electric shopping as it has for most other products. The November 2011
ABACCUS report notes that as retail electric choice markets mature, it may be enough for regulators to host websites
and otherwise facilitate transparency and access for customers to competitive suppliers.'" Municipal aggregation
programs in Ohio and Illinois also can facilitate switching and access to choice for residential and small business
customers. Customers can opt-out and choose to remain on utility default service or elect individually to go with a
competitive retail supplier.

State regulators, retail suppliers, customers and distribution utilities have improved their support of these five
conditions by learning from their own experiences as well as those in other jurisdictions. Although retail choice will
continue to have a state-by-state, utility-by-utility flavor, the ongoing harmonization of market rules and processes
with increasingly similar rules-of-the-game will encourage greater consumer and supplier participation.

EMBEDDING ELECTRICITY CHOICE

The year 2012 may one day be recognized as whenelectricity choice became firmly embedded across the full rangeof
customer classes. Ithas become increasingly clear that any remaining objections to retailelectric choice are lessabout
the interests of customers than about the interests of other parties.

There are several reasons. Firstand foremost, far larger numbers of residential customers are likely to exercise choice
and C&l customers will continue to want unobstructed access to favorable wholesale prices. Second, fewer states with
competitive retail markets see a need to provide ongoing comprehensive utility-based supply service. Third,
competitive retail electric supply's growing market share and strong empirical evidence of its successwill counter
customer choice opponents and skeptics.

With the solid record of electricchoice during the 2008-2011 economic downturn, consumers and suppliers will likely
place increasing pressure on policy makers and regulators in California, Michigan, Montana and Oregon to restore
their full rightto shop. Pressure will growfor Arizona, Nevada and Virginia, once on the path to choice, to reconsider
policies preventing retail electriccompetition, given the demonstrated benefits enjoyed by consumers in choice
states.
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The benefits of choice in the 18 jurisdictions with retail electric choice highlight to consumers in monopoly states that
the time has come to allow them to shop for competitive retail electric service as they already do for most services.

Market maturity has expanded retail electric choice from the largest commercial and industrial customers to small
businesses and residential consumers. The complete transition in Texas from vertically-integrated investor-owned
utility monopolies to a fully competitive model of suppliers separate from distribution utilities has demonstrated that
retail electric choice is workable for all customer classes. Other states, New Yorkamong them, reinforce the growing
empirical evidence that a restructured electricity industry serves all customers well.

LOOKING AHEAD

In just the past decade, retail electric choice has transformed an industry that for a century was predicated on the
certainty of regulated electric monopolies. The 18 domestic choice jurisdictions are not alone In this transformation.
Many European Union members relyto a considerable extent on retail electric choice and competitive wholesale power
markets, as does much of the highly developed English-speaking world from Britain to Australia and New Zealand.

The most recent significant movement toward competition in the electric industry is Japan's decision to introduce
customer choice and supply competition in the wake of the 2010 tsunami and resulting nuclear power crisis.
Constricted energy supplies and concerns about outdated management and safety practices rooted in a monopoly
industry structure have prompted the Japanese government to actively consider competitive reforms of the industry."

Widespread acceptance of deploying innovative Smart Grid technologies across the network has paralleled the surge
in electric choice. Beyond improvements In reliability of delivery service, including outage prevention and faster outage
recovery, Smart Grid technologies can dramatically expand the capabilities of customers to interact with the network
and the market.Thearrival of the digital revolutionwill be just as technologically transformative for the electric industry
as it has been for the telecommunications sector.

Residential and C&l customers, surrounded by intelligent appliances and equipment interacting with the network and
the electric market, will be empowered as never before. The traditional one-way relationship of the electric Industry to
customers will become a multilateral communications network. Customers will be able to consume power when It is
most efficient or environmentally responsible to do so and can contribute to improved capacity factors and a more
stable and reliable power grid through well-timed demand response.

Innovative Smart Grid technologies will help render the arguments of choice skeptics even more obsolete, both
technologically as well as economically. As Smart Grid technologies emerge, the entire range of customers, from the
most sophisticated large industrial and commercial to small businesses and homeowners, will have easy access to the
information required to manage their energy usage and make informed choices. All customers will be able to choose
from many innovative options ranging from real-time to fixed-price fully hedged supply. These increasing customer
benefits will ensure sustainable growth for retail electric choice.
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Table 1 beiow shows the volume of retail electric load as a percentage of load actually eligible for retail choice and as a
percentage of total electric load in each of the 18 jurisdictions. In some states, municipal utilities and rural cooperatives
serve significant load and therefore the percentage of total load served competitively may be considerably smaller than
the percentage of eligible load In investor-owned utilities.

TABLE 1

2011 GWh KEMA

as Percent

Jurisdiction

California

Connecticut

Delaware
_

Illinois

Maine

Maryland
Massachusetts

Michigan

Montana

New Hampshire

New Jersey

New York

Ohio

Oregon

Pennsylvania

Rhode Island

Texas

TOTAL

Reported Competitive Sales as Percent of 2011 Eligible Load &
of EIA Reported Total Statewide C&l or Residential Load

Non-Residential Competitive Load

GWh Eligible % Total %

21,939 17.80% 13.40%

13,363 85.20% 78.90%

75.00% 62.00%

83.90% 87.50%

71,406

68.60% 64.50%

81.70% 78.50%

23,094 76.20% 64.50%

7,999 10000% 11.50%

2,453 100.00% 27.60%

3,380 57.20% 52.80%

33,325 79.40% 70.40%

54,795 68.20% 59.30%

58.60% 52.30%

5.30% 3.50%

75,232 81.80% 80.00%

2,204 48.00% 47.90%

142,442 100.00% 64.30%

550,778 68.20% 52.80%

Residential Competitive Load

GWli Eligible % Total %

101 0.10%

5,583 45.60%

115 3.80%

127 6.30%

5.40%

0.60%

5,056 20.70% 18.50%

2,199 12.70%

0 0%

0%

0.20% 0.20%

3,680 12.30%

8,800 22.50%

14,872 33.10%

0 0% 0%

12,265 23.30% 22.40%

32 1.00% 1.00%

78,810 100.00% 55.10%

133,885 31.30% 22.10%

Table 2 below compares average electric prices per kWh, including delivery, paid by all sectors in Illinois with the
average price in the United States 1990-2011. The 1997 electric restructuring legislation in Illinois phased-in retail
electric choice, starting with portions of C&l load in October 1999. Inthe period 1990-2000,average Illinois prices were
consistently higher than the national average. Inthe period 2001-2011 Illinois prices have been consistently lower than
the national average.
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TABLE 2 (Data and Chart)

Total Electric Industry
All Sectors

Average Rate
(cents/kWh)

Year Illinois US Ratio

1990 7.49 6.57 1.14

1991 7.63 6.75 1.13

1992 7.69 6.82 1.13

1993 7.75 6.93 1.12

1994 7.41 6.91 1.07

1995 7.69 6,89 1.12

1996 7.69 6.86 1.12

1997 7.71 6.85 1.13

1998 7.46 6.74 1.11

1999 6.96 6.66 1.05

2000 6.94 6.78 1.02

2001 6.90 7.25 0.95

2002 6.94 7.13 0.97

2003 6.86 7.38 0.93

2004 6.80 7.55 0.90

2005 6.95 8.05 0.86

2006 7.07 8.77 0.81

2007 8.46 8.98 0.94

2008 9.26 9.54 0.97

2009 9.33 9.89 0.94

2010 9.13 9.83 0.93

2011 9.01 9.99 0.90

www.competecoaMtion.com

Table 2 - Historical EIA Average Retail Rates
Illinois V. US (1990-2011)
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' For purposesof this report, 18jurisdictioris, 17statesand the District ofColumbia, are considered to haveactive electricity competitive choice
programs, although some of the jurisdictions have a variety of limitations and restrictions that place significant constraints on the exercise of
customer choice.Jurisdictions with broadlyopen choice programsare Connecticut, Delaware, the District of Columbia, Illinois, Maine, Maryland,
Massachusetts, New Hampshire, New Jersey,New York, Ohio, Pennsylvania, Rhode Island and Texas. Fourothers - California, Michigan, Montana
andOregon -, have notable competitive demand and customer receptivity to choice despite rather daunting regulatory andlegislative obstacles
to the exerciseof choice.Nevada and Virginia, which once had the beginningsof customer choice programs,are not included.
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^Customer Choice in ElectricityMarkets: From Novel to Normal, by Philip R. O'Connor, Ph.D., November 15,2010, a research paper commissioned
and published by The COMPETE Coalition. The paper can be found at the COMPETE website
http://vi/ww.competecoa!ition,com/files/Customer-Choice-in-Electricitv-Markets_0.pdf.

^ DNV KEMA (KEMA at http://v/ww.kema.com/Default.aspx) is a Netherlands-based global energy consultancy and information firm. The KEMA
data base on competitive choice in electricity is indispensable for serious research on trends in the competitive electricity market. KEMA's
quarterly reports provide detailed state-by-state and utility-by-utility data on eligible demand, competitively served customer accounts and
volume and rates of switching to competitive supply. Importantly, these reports contain retrospective data and projections of likely future
developments, The United States Energy Information Agency (EIA at http://www.eia.qov/) is the arm of the U.S. Department of Energy charged
with collecting, disseminating and analyzing data across the energy spectrum. EIA has ably adapted its information-gathering methods to the
realities of the restructuring electricity industry over the past two decades. Distributed Energy Financial Group LLC (DEFG at
http://www.defcillc.com/) issues the "Annual Baseline Assessment of Choice in Canada and the United States" (ABACCUS). ABACCUS provides
in-depth reviews of the legal background of choice in all relevant North American jurisdictions. While reporting on competitive volumes and
switching rates at a high level, ABACCUS also focuses on pricing trends, numbers of competitive suppliers and rates jurisdictions on the degree of
choice available.

" While California,Michigan, Montana and Oregon all currently have notable levels of demand exercising customer choice, each state has public
policies in place that place varying significant limits on the ability of customers to engage with competitive suppliers. California grandfathered
choice customers in In the wake of the state's "energy crisis" induced by Its uniquely flawed market design, but prohibited new competitive
customers until the state government had retired the high-priced contracts it entered into in a panic reaction at the time. Michigan, in the midst
of growing interest and participation in choice by non-residential customers, succumbed in 2008 to protectionist pleas from incumbent utilities.
Competition iscapped at 10% of total demand in the territories of the two major investor-owned utilities and onerous conditions were placed on
customers considering choice. Over 7,000 non-residential customers have signed on to waiting lists in the hope and anticipation of the caps being
raised. InOregon and Montana, while significant C&l demand is being served, new customers are effectively restricted from exercising choice.

^Electricitychoice in California has never recovered from the period in 2000-2001 that Isoften called the "CaliforniaEnergy Crisis." In the legislative
reaction that followed, existing choice customers were grandfathered and all others were locked Into utility supply as long as high-priced
contracts the state entered into during the price panic were still In place. Legislation in 2009 opened the door to modest, phased expansion of
customers eligible for choice. The two first-come, first-served enrollment periods allowed so far, In April 2010 and 2011, resulted In Immediate
customer oversubscription and inevitable disappointment for customers who missed out on the extremely narrow opportunity afforded. The
2009 legislation had the unfortunate provision of making any further expansion of choice a function of further legislativedeterminations rather
than of a Public Utilities Commission decision in response to market developments. A key difficulty in California is that while other states with
choice programs have liquidated stranded costs, California has succeeded in building up a large stranded cost overhang that has been used to
justify exit charges and other hindrances to the full realization of savings available from the competitive wholesale electricity market.

Energy Choice Matters, January 13,2012, Market Reports Californiaphase IV Direct Access Cap Hit.

' In Arizona, no competitive power volumes ever flowed to customers following the 1998 enactment of a restructuring law due to a variety of
regulatory infirmities in the choice program and litigation that invalidated the generation divestiture mandates In the law {see ABACCUS
November 2011,p 31).InJanuary 2012,a settlement involvingArizona PublicService(APS) will allowfor large customers, capped at an aggregate
total of 200megawatts, to accesscompetitivesuppliersthrough APS. Thearrangement under the settlement istermed a fouryear"experimental"
tariff.

®Nevada and Virginia enacted legislation in the late 1990saimed at moving to competitive retailchoice but abandoned their efforts within just a
few years, In Nevada, a handful of large customers, including casinos, were authorized by regulators to purchase competitive supply. However,
competitive sourcing was mainly confined to a few large mining sites that continue to have market access, Virginia allowed for smallvolumes of
competitive supply to flow for a number of years, but has now effectively shut down choice.

' The WallStreet Jourr)al reponed that on March 7,2012 prices for natural gas deliveries In April2012 fell to their lowest level since February 2002,
"Natural Gas Touches Decade Low, The Wall Street Journal. March 8,2012.

EIA Electric PowerMonthly February2012,Table 5.4,B http://vyww.eia.gpy/electricity/rpqritllly/pdV

"The seeming incongruity between the figureof 22%ofeligibleresidential accounts being servedcompetitively while31% of residential demand
is on choice contracts is largely accounted for by the greater average electric usage by residential customers in Texas, where 100% of eligible
customers are served competitively, compared to many other competitive states. EIA state level electrical use data can be found at
http://www.eia.qov/cneaf/electricitv/esr/table5,html.
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ElA's Natural Gas Monthly, issued at the end of December 2011, shows that gas prices paid by electricity generators are at their lowest levels
since 2002 and in many months of 2011 were about half the price levels in the same months in 2008
http://www.cia.qQv/dnav/nq/hist/n3Q45us3m.htm. ElA's early release presentation of its schedule 2012 Annual Energy Outlook forecasts
persistent long-term low natural gas prices and gas reserves that are about 40% greater than EIA estimates in 2008. The increase in reserve
estimates is attributable in great part to shale gas development http://www.eia.qov/prcssroom/presentations/howard._01232012.pdf.

The November 2011 ABACCUS report issued by DEFG succinctly summarizes the situation its first page: "Policymakers throughout North
America must understand that deliberate policy choices were made in successful jurisdictions to foster retail electricity competition. Asa result,
these places are experiencing lower prices that timely adjust to the lower fuel {power plant input costs) and electric commodity prices, and they
are witnessing the offering of new products and services that consumers are embracing, "Annual Baseline Assessment of Choice in Canada and
the United Stated', Distributed Energy Financial Group LLC, November 2011, pi. http://www.defgilc.com/cpntent/lpgln.asp7pid-275

Michigan's limiting of retail competition to 10% of electricity demand is flexible only to the extent that customers will not be forcibly removed
from choice ifthe volume cap fallsbelow existing participation levels.Thisresults inabout 11%ofcurrent total demand being sen^^ed under choice
contracts. A reduction in the cap, however, does mean that, absent general growth in electricity, customers on the waiting list can only access
choiceonce enough customers voluntarily exit choice so as to reduce participation levels below the 10%cap.The 9.25 million megawatt-hours
reported by the two Michiganutilitiesas being served competitively is a higher figure than reported by KEMA at 8 millionMWh.

'5Consumers Powerand DTE Energymaintain webpages about the cap calculations and the number of customers and demand awaiting choice.
http://www.consumersenerqv.com/content.aspx?id=2186&sid=107 and
http://www.suppliers.detroitedison.com/internet/cap_trackinq .system.jsp

'^The November 2011 ABACCUS report (pp. 19-21) provides an excellent review of the innovation emerging in the competitive electricity market
place in both the residential and non-residential sectors. Innovation is the result of the opportunity, unavailable under monopoly-price
regulation, for competitors to address the key reality identified in ABACCUS that "different people value things differently.'

" Inaddition to providing a list of competitive suppliers with linksand information about how customers can switch, the CTEnergylnfo website
offers rate comparison pages for residential and small business customers http://www.ctenerqvinfo.com/choose. entry.htm.

Residentialchoice in Dayton Power&Lightis comparatively smalland near-zero in the two AEP utilityareas.

" ABACCUS November 2011, p45.

Illinois Commerce Commission http://www.pluqinillinQis.orq/Suppliers.aspx.

Illinois Commerce Commission http://www.icc-illinQis.qQv/ORMD/MunicipalAqqreqation.aspx.

" ABACCUS November 2011,p64. NewEnergy Ventures was the retail supplier serving an industrial customer.

" ABACCUS November 2011, pl9-21.

ABACCUS November 2011, pi04.

" "Japan's utilitieswarned of shake-up: electricity users to get more choice as power shortages loom." FinancialTimes, January 20,2012.

Note on Author

Philip R. O'Connoris President of PROactive Strategies Inc. and a former utility regulator, having served as Chairmanof
the Illinois Commerce Commission (1983-85). He was an early advocate of competitive market solutions in
telecommunications, natural gas, electricity and power plant emission reductions. O'Connor has been appointed by
five consecutive Illinois Governors to numerous positions in Illinois State Government including Director of Insurance
and member of the State Board of Elections. He earned his doctorate In political science from Northwestern University
and in 2007-8 served in the U.S. Embassy in Baghdad, Iraq as an advisor to the Iraqi Ministry of Electricity.
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June 13,2011

The Honorable Rick Snyder
Governor of Michigan
P.O. Box 30013

Lansing, MI 48909

Dear Governor Snyder:

Theelectricity customers who have signed this letter heartily endorse yoursupport of
creating Michigan 3.0, a globally competitive state that embraces entrepreneurs who envision
new economies, andcultivating Michigan's strong, solid base of businesses through "economic
gardening."

One of the best ways to realize these objectives and help Michigan's economy recover
from thedecade-long recession is to embrace competitive electricity markets and eliminate, or at
least increase, the artificial 10% cap on electric competition. High utility bills playa tremendous
role in business decisions to leave Michigan. Electric choice keeps rates down.

Competitive electricity markets keep prices as low as possible, drive innovation, and
produce other benefits for consumers, while ensuring a reliable supply ofelectricity. Vibrant
electricity markets are important to Michigan's economic and job growth.

In Michigan, we collectively represent 764 facilities, with nearly 84,000 employees and
$87million in annual electricity costs as consumers of electricity. Electricity is oneof our
largest operating costs and control ofthem enhances growth and profitability. Competitive
electricity markets lower costs and give us the flexibility to choose a supplier that best meets our
individual business goals with service offerings that provide choices onprice, reliability,
generation portfolio mix, risk management, and product and service features. Perhaps most
important, in competitive markets investors not consumers bear the risk ofbad business
decisions.

Since PA286 eliminated electricity competition in 2008, Michigan hasbeen slammed
with electric rate increases averaging 20-25%. Michigan's electric rates are among the highest
among neighboring states (IL, IN, MI, OH, WI) and we face further increases in early 2011.
Continuing to allow 90% ofthe market to remain under monopoly control is not the way to bring
our costs down. Shortly after collecting nearly $3 billion in securitized financing based on the
competition law, utilities argued that preventing choice was required toprovide the financial
certainty needed to build power plants. Now that the plans for new plants have been shelved,
the new stories are that we should avoid tinkering too soonwithcurrent lawand that there will
be unbridled rate increases for customers that choose to remain with the utility.

Contrary to these assertions, the fact of the matter iscompetitive electricity markets are
providing documented benefits toconsumers. Proven cost savings from electricity markets mean
lower costsfor consumers. Between 1997 and 2010,prices for retail customers in states with
organized wholesale markets, like MISO, increased ata slower rate than those in states without
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such markets. And rates for commercial customers in organized marketstates actuallydecreased
by 2% in real terms while rates in the otherstates increased by 3%. Wholesale prices in the
organized competitive markets recently decreased sharply. Between 2008 and 2009, average
wholesale prices in the PJM, MISO and the ISO-New England markets declined more than 40%,
and wholesale costs decreased 28% in the California market.

One source of billions of dollars of cost savings for consumers is the operational
efficiencies of theorganized markets. The MISO market, which operates in Michigan, estimates
that itsoperations save the region between $700 million to $900 million each year. Such savings
result from the competitive pressures for operators, market participants and proactive customers
to squeeze more from existing resources and create other significant efficiencies. Generating
plants operate much more efficiently now than beforethe markets began.

Another source of significant cost savings in markets is demand response resources,
which flourish in electricity markets. Almost 32,000 MW of demand resources are available in
North American RTOs and ISOs. Demand response service providersoffer products that allow
consumers to reduce or modify theirelectricity consumption to gain bettercontrol of their
electricity use and costs. This helps to keep prices down and avoids the need to build expensive
new generating plants.

Markets also attract the lion's share of renewable resources and other innovative
technologies. This isbecause ofthe markets' fair rules, ease of entry, large regional scope and
transparent locational prices that correctly value energy. Nearly 80% of installed wind capacity
isnow located in regions with organized competitive electricity markets, despite the fact that
these areas represent only 44% of U.S. wind energy potential. And other innovators, such as
cutting-edge storage resources using state-of-the-art battery or flywheel technologies, are
choosing to install their advanced equipment in the RTO and ISO markets, increasing efficiency
and reliability, and lowering costs.

Well structured markets also provide a superior platform for the emerging Smart Grid
technologies. Sophisticated Smart Grid tools will give customers a greater ability to take
advantage of the markets' transparent price signals that already give consumers information
needed to make smart consumption and investment decisions. It is no accident that of the ten
states that have been identified as "the laboratories for U.S. Smart Grid policy," ^seven
participate in organized regional electricity markets.

Finally, the proof that competitive electricity markets benefit customers is demonstrated
bythenumber of customers with choice who actually shop for alternative suppliers. In the 17
states thatallowretail competition, competitive providers supply nearly 45%of eligible
electricity demand, up from 20% in 2003. A majority (57%) of all eligible non-residential
demand is supplied by a competitive provider. In ten states, more than 68% of large commercial

' GTM Research press release. New Report Dissects Top Ten States Driving Smart Grid
Development, July 27,2010. The states with organized markets are: California, Massachusetts,
New Jersey, New York, Ohio, Pennsylvaniaand Texas.
http://www.smartgridnews.eom/artman/uploads/l/New Report Dissects Top Ten States .pdf
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and industrial customers have switched to alternative suppliers, and in nine states more than half
of medium commercial and industrial customers have switched suppliers. In Pennsylvania, for
example, nearly a million consumers have chosen to shop with alternative energy suppliers.

Of course, mostMichigan consumers are denied the choice to shop enjoyed by those in
other states, although many would like to do so. More than a thousand Michigan businesses,
employing tens of thousands, have added their names to waiting lists to shop. With thearbitrary
10% cap, Michigan is picking economic winners and losers and is discriminating among
Michigan businesses.

Ourcompanies' collective experiences in Michigan, and the track record in otherstates,
is thatcompetitive electricity markets bring substantial benefits to consumers and to their states
and regions. By keeping costs down, driving innovation, and empowering customers to make
customized procurement decisions for one of their largest and most volatile operating costs,
competitive electricity markets spur job creation and improve Michigan's competitiveness inthe
national and world economies.Vibrant electricitymarketsare vitally importantto the businesses
that are signatories to this letter.

Accordingly, we respectfully request that you recognize the benefits ofcompetitive
electricity markets to Michigan consumers and support legislation thateliminates thecurrent
10% cap or increases the cap to at least 35%.

Sincerely,

Dr. Mark B. Morgan
Manager Stores Engineering
7-Eleven, Inc.

Glenn Underwood

Director, Strategic Sourcing & Procurement
The Andersons, Inc.

Kevin Radcliffe

Controller

A&D Technology, Inc.

Stephen Barger
President

Barger Petroleum, Inc.
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^ . Gregory D. TomsickW.DustmMynck Senior Director -Energy
Senior Specialist, Environmental Sustainability Corporation
Best Buy

Mark Butler

Owner / V.P. Finance & Administration

Campbell Grinder Company

Wayne D. Pedlar
General Manager - Canton Division
Durcon Inc.

James J. Nagle
Director of Operations / Co-Owner
M&N Plastics, Inc.

Mark Henderson

President

Nu-Wool Co., Inc.

Paul Martel

Facilities Manager
Contour Fabricators, Inc.

Steve Elsea

Director of Energy Services
Leggett & Platt, Inc.

William R. Lyon
Vice President Energy Management
Macy's Inc.

txniu^

Donald Oleson

Vice President - Owner

Olesons Food Stores
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Craig Bell
President

Paladin Ind.

/%u

Bruce Baker

President

Queen Quality Laundry Co.

Deidra C. Merriwether

Senior Vice President

President Retail Services

Sears Holdings

Tom Mclntyre
Director R&D, Energy and Environmental
Supervalu, Inc.

W. J. Balsamo

Corporate Energy Manager
PetSmart, Inc.

Paige A. Miller
Senior Manager, Energy & Environmental
Rite Aid Corporation

Dennis Dornbush

President

Sintel, Inc.

Kim Saylors-Laster
VP Energy
Wal-Mart Stores, Inc.

cc: Dennis Muchmore, Chief of Staff, Office of Governor Snyder
Bill Rustem, Director of Strategy
Jeff Barnes, Deputy Chief of Staff
Michael Finney, President and CEO, Michigan Economic Development Corporation
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Electricity Competition Drives Innovation and Consumer Benefits

August 2, 2012

The Honorable RickSnyder

Governor of Michigan

P.O. Box 30013

Lansing, Ml 48909

1317 F Street NW
Suite 600

Washington, DC 20004
Phone: 202-745-6331

Fax: 202-783-0329
www.competecoalition.com

Dear Governor Snyder:

The electricity customers who signed this letter have been inspired by your leadership and
efforts to improve the economic climate in the State of Michigan. Asyou contemplate the Energyand

Environmental Message you will be delivering this fall, we urge you to embrace competitive electricity

markets and eliminate, or at least significantly increase, the artificial 10% cap on electric competition.

Competitive electricity markets keep downward pressure on prices, drive innovation, and

provide more options for consumers, while ensuring a reliable supply of electricity. Vibrant competitive

electricity markets are a critical component to your plan for economic gardening to help local businesses
grow. As you noted when presenting the Reinventing MichiganAward last May, Michigan needs to

recapture an innovative spirit and you confirmed that this award is a reminder that individuals, not

government, spark the ideas that lead to job growth. But innovation in Michigan's energy industry is

stifled by the arbitrary 10% cap which has the government, instead of proven competitive markets,

picking economic winners and losers.

In Michigan, we collectively represent 1,940 facilities, with nearly 84,000 employees and over

$143 million in annual electricity costs. Electricity is one of our largest operating costs and having more

control over our electricity costs keeps overall costs down and enhances our growth and profitability.

Competitive electric markets not only lower our costs, but give us the flexibility to choose a supplier that

best meets our individual business goals with service offerings that provide choices on price, reliability,
generation portfolio mix, risk management, and product and service features. Perhaps most

importantly, in competitive markets, investors - not consumers, bear the risk of bad business decisions.

Since PA 286 eliminated electricity competition in 2008, utility electric rates have risen almost

30%. For the past 2 years, Michigan's electric rates have been the highest among neighboring states (IL,
IN, Ml, OH, Wl) according to the U.S. Department of Energy. Only 10%of Michigan consumers are able

to take advantage of the record low wholesale energy prices in the Midwest region by competitively
procuring their electricity from an alternative energy supplier. Continuingto allow 90%of the market to
remain under monopoly control hurts businesses and families and Michigan's overall economic

recovery.
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Proof that competitive electricity markets benefit customers is demonstrated by the significant
growth in the numbers who actually shop for alternative suppliers. Acomprehensive national study

released earlier this year by the COMPETE Coalition shows that even though electric consumption in the
United States is the same as it was in 2008, retail choice volumes have surged. Since 2008, the numbers

of customers shopping has increased over 53%and the total electric load supplied competitively has

grown by40%. The report identifies Michigan as a state that is missing out, noting that $130 million of
annual savings could be realized by local businesses if competition were opened just to those 7,000

customers on Consumers and Detroit Edison's waiting list at the time the study was released (a number

that has since climbed to 9,400). Imagine the savings and resultant economic growth - with no impact

on the state budget - if competition were opened to everyone.

Market prices, however, are not the sole driver of vibrant, competitive retail markets.

Competitive markets attract suppliers offering innovative products and services to meet individual

customers' needs. Competitive markets provide the environment that attracts the innovation you have

called for as necessary to put Michigan on the right track.

Our companies' collective experience in Michigan, and the track record in other states, is that

competitive electricity markets bring substantial benefits to consumers and to their states and regions.

By keeping costs down, driving innovation, and empowering customers to make customized

procurement decisions for one of their largest and most volatile operating costs, competitive electricity

markets spur job creation and improve Michigan's competitiveness in the national and world

economies. Vibrant electricity markets are vitallyimportant to the businesses that are signatories to this
letter.

Accordingly, we respectfully request that your upcoming Energyand Environmental Message
recognize the benefits of competitive electricity markets to Michigan businesses and consumers, and
support the enactment of legislation that eliminates the current 10%cap or at least increases the cap in

a percentage that allows a muchgreater number of customers to enjoythe benefits and opportunity for
lower priced and competitive electric service.

Sincerely,

ReeseSerra Morgan
General Counsel Manager StoresEngineering
123.Net, Inc. 7-Eleven, Inc.

America: Powered by Competition
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Kevin Radcliffe

Controller

A&D Technology, Inc.

Steven P. Kreighbaum

Director of Purchasing/IT

Ajax Window Corp. dba

Polar Seal Window Corp.

Gary W. Dillon

Executive Vice President

Alumalight Inc.

Michael Woodrow

President

American Preferred Management Co, Inc.

Cecelia Jidas

Purchasing Specialist

Adco Products Inc.

Richard A. Czarniecki

President

Alliance CNC Grinding Service, Inc.

/

David Martin Stevens

Senior Vice President

American Mitsuba Corp.

n-

Robert Idzi

President

Ancast, Inc. / Delray Steel Casting, Inc. /

LaSalle Foundry

America: Powered by Competition
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Diane Wilson

General Manager

Ann Arbor Ice Cube

David L. Lawrence

Exec. V.P. and CF.O.

Ausco Products, Inc.

Steven P. Moreland

President / CEO

Automatic Spring Products Corporation

Janet G. Nawrocki

VP - Administration

Awecomm Technologies, LLC

David Aronow

President

Arco Alloys Corp.

J. Ronald Overbeck

Co-Owner

Auto One Glass and Accessories

/
James M. Wolf

President & CEO

Avalon & Tahoe Mfg., Inc.

Stephen Barger

President

Barger Petroleum, Inc.

America: Powered by Competition
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Shawn Sage

Director of Operations

Beverly HillsClub

Gregory D. Tomsick

Senior Director - Energy

Boston Market Corporation

Bob Spletzer

Building Coordinator

Bronner's Christmas Wonderland

Mathew Selbee

Facility Engineer

Cannon-Muskegon Corp.

Gary E. Olmstead

CFO

Biewer Lumber

Michael Brede

President

Brede, Inc.

Brooks Lucas, P.E.

Foundry & Facilities Mgr.

Cadillac Casting, Inc.

Eric Hoegger

Sr. Power Origination Manager

Cargill, Incorporated

America: Powered by Competition
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Michelle McHale

Purchasing Manager, Corporate

Cedar Fair LP. dba Michigan's Adventure Inc

Dr. Charles Lechner

Owner / Managing Member

Charco Realty, LLC

Jonathan Pack

General Manager

Cherry Tree Inn & Suites

Marilyn DIuge

Finance Director/Treasurer

City of Mount Clemens

Paul Martel P.E.

Facilities Manager

CFI Medical Solutions

Robert Hochstein

Sec.

Cherry Hill Lanes

Samantha Coster

Director, Internal Audits

CitiTrends, Inc.

•r

Raymond Zolinski

President & CEO

Community Hospital Services

America: Powered by Competition
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Michael Hammerly

VP

Composite Forgings Ltd

Greg Morgan

Director - Purchasing

Creative Foam Corporation

Jeffrey L. Spotz

Vice President, Meats, Commodities &

Risk Management

Darden, Inc.

Janice Rosso

Executive Vice President

Dillon Energy Services, Inc.

Richard Paballs

Supt. Of Bidgs. & Grds.

County of Bay

Michael L. Nudi

President & CEO

Custom Data Solutions

Michael C Kosch

Executive Vice President

Dearborn Sausage Company, Inc.

Paul Borkosh

CFO

Diversified Chemical Technologies, Inc.

America: Powered by Competition
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Sudhir S. Shah

President

Dorchester Motel

Jon Barth

Director of Maintenance & Operations

East Detroit Public Schools

I^M\

a
Gary Hosmer

Utilities Manager

Edward Rose & Sons

John Workman

VP/Co-owner

Eagle Alloy, Eagle Precision Cast Parts,

Eagle Aluminum Cast Products,

Eagle CNCTechnologies

James Kinner

Maintenance Manager

Edwards Brothers Malloy, Inc.

Ken Brewer

Plant Controller

Evans Tempcon

America: Powered by Competition
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Wes Ekiund

President

Fleet Engineers, Inc.

>S. ffUabiu
V

Joyce Mihalik

VP - Energy Services

Forest City Enterprise

Alan D. Comensoll

Controller

Glassmaster Controls

Anthony Krukowski

Business Manager

Grosse lie Township Schools

Steve West

Commodity Manager, Indirect

Flowserve Corporation

William A. Zehnd^r

President

FrankenmutI/Ovarian Inn, Inc.

MattTakahashi

President

Grand Blanc Processing

OsmOs;

Elaine Langer

Finance Director

Grosse Pointe War Memorial

America: Powered by Competition
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James Dare

Senior Buyer

H&R Block

Bradley S. Hynes

VP Operations

Heat Treating Services

Wayne Richards

VP Facilities

Hollingsworth Logistics Group

Tim Jenkin

Operation

Harman

K—

Joseph Sefcovic

General Manager

Holiday Inn Near the University of Michigan

Greg Sewell

Senior Administrator for Support Services

Hurley Medical Center

George S. Gazepis

Vice President - Finance

International Extrusions, Inc.

America: Powered by Competition
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Tom Schroeder

Vice President & CFO

International Tennis Corp

c
c,.

Debi Accurso

Controller

K.C. Jones Plating Co.

Gregory Kosch Jr

Vice President

Kosch Enterprises Inc.

Steve Elsea

Director, Energy & Facilities Management

Leggett & Platt, Inc.

Vt 0^^ t/l
Gerhard Goss

Director Administration & Controlling

J. Rettenmaier USA LP

A

Patricia Ann Engle

Director of Facilities Management

Kettering University

Bryce Koth

CEO

LC Manufacturing LLC

Tim Lenhard

Business Owner

Lenhard Financial Services, TNC Reality,

Double Eagle

America: Powered by Competition
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William R. Lyon

VP Energy Management

Macy's Inc.

Crag ^Carmoney
Superintendent

Meridian Public Schools

Joe Shaugnessy

Sr. Mgr. Business Planning & Purchasing

Michigan Automotive Compressor, Inc.

Jeffrey si^eil
Facilties Manager

NSF International

/1

Dennis Moran

Director of Energy Supply

Marriott International

GilSpilman

Vice-President

Metropolitan Alloys

John C. Roggow

President & CEO

MPF Acquisitions Inc. dba Marshall Plastic Film

Mark Henderson

President

Nu-Wool Co., Inc.

America: Powered by Competition
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Sharon E. Miller

Vice Chancellor External Affairs

Oakland Community College

Donald M. Oleson

Vice President

Olesons Food Stores

Bruce Baker

President

Queen Quality Laundry Co.

Susan M. Richardson

President / Ceo, Sec. Treasurer

Richardson Place LLC &

Richardson Holding Company

Matthew R. Broad

Executive Vice President, General Counsel, and

Chief Compliance Officer

OfficeMax Incorporated

Nick Wagner

President

Printing Industries of Michigan, Inc.

Michael W. Klingenberg

VP-CFO

Ringmasters Mfg. L.L.C.

Paige A. Miller

Senior Manager, Energy & Environmental

Rite Aid Corporation

America: Powered by Competition
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Wayne Andrei

V.P.

Roseville Chrysler Jeep, Inc.

Bob Valair

Director of Energy and Environmental

Management

Staples, Inc.

Richard Martinus

CFO

Trendway Corp.

Richard Mackie

V.P. Finance

Vail Rubber Works, Inc.

Peter Bigford

COO/GM

Shanty Creek Resorts

Mike Reid

Vice President

Traxys Power Group

VA/v

John Burke

President

Tri-Way Mfg., Inc.

D/B/A Tri-Way Mold & Engineering

Steve Hughes

VP Supply Chain Management

Vertis Communications

America: Powered by Competition
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Chris Hendrix

Director of iVlarkets & Compliance

Wal-Mart Stores, Inc.

Kerry Weishaupt

Director

Warren Consolidated Schools

Ryan C. Davis

Managing Director

West Michigan Group

Troy Shumaker

CFO

Walters Gardens Inc.

Russell S. Subjinske

Senior Director of Energy

Wendy's Quality Supply Chain Coop, Inc. on behalf

of Wendy's Cooperative Membership

William C. Gouleche

President

William C. Gouleche, Inc.

cc: Lt. Gov. Brian Calley

Dennis Muchmore, Chief of Staff

John Roberts, Deputy Chief of Staff

Bill Rustem, Director of Strategy

Valerie Brader, Senior Strategy Advisor

Dick Posthumus, Legislative Director

Mike Finney, President, Michigan Economic Development Corporation

America: Powered by Competition


