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Plenty of unknowns in Texas retail change,
but few fear immediate impact January 1

I just cver four months, the Electric Reliabality Council of
Texas peghom will Become the first in the nation o mplenent
full retail competition for residential and small comenencial
custormers without any regulated cap o utility maes, and
predictions for what will happen vary along expected lines.

Market participants, consumer advocalss and others
interviewed last week agres that the elimination of the “price
to-beat” or default rates on January 1, 2007, s unlikely o have
any significant immediate impact on ERCOTS retail market
bevauise it has had a relatively smocth transition 1o full
coanpeztition at the small-=customer level.

Howewer, some retall-competition critics said that while
therne may be no sudden spike in power prices at the start of the
mw era, thene is the potential for future price gouging as netail
clectric prowviders test, in the wonds of ane critic, “what they can
gil avway wiih.”

Ther: even is a possibility, somme sid, that retail competitian
may eventually be undone by the Texas Legislamre if electriciny
prices continue o soar, although they admit that *putting the
gande back in the bottle” would not happen until the
Legislatune's 2011 biennial session — at the earliest.

Texas on January 1, 2002, gave all retail customers in the Fve
Investor-cwmed uthlithes in the ERCOT region the dght to select
their retail dectricity provider: The state reguired all REPs
affiliated with the investor-owmed utilities to provide defaaln
service al pricestosbeat mtes approved by the Public Ltility
Comanlssicn and based in large part on the price of natural gas,
which is the dominant posersplant fusl in ERCOT. The affiliated
REPs, o AREFs, could ask the FLC o increase the price o baat
upr B bwecs tamees each calendar vear o reflect higher gas prices.

As a mesult of the rles and sharply higher gas prices since
thie start of customer chodee, the five AREPs — TXL Energy,
Reeliant Energy, First Chobee Power and affiliaves of Direct Energy
in the AEP Texas Central and AEP Texas North areas — have
niarly doubled the price to beat in the fyve IO areas over the
pexst Four years and eight momnths

THLU Emergy's price to beat, for example, has soared to 15
cents'kKYWh from B.25 cents, and Reliant's has risen to 163 cents
froem &.61 cents in lamuary 2002, leading consumer advocates
such a5 Toan Smith, executive director of the Texas office of
Public Citlzen, to guestion whether custoamer chodee has neally
hemefited small customers.

The most recent data from the PUC suggest that as of March
A0 omby about one-third of all residential customers in the five
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IOLF areas have switched to REPs other than their incumbent or
default provider.

The PUS required AREPs to offer price-to-beat mtes in their
meative aress until January 1, 2007, but it permitted them o
coanpete with competitive REPs in other 100 areas apened to
customer choboe.

The: mules also permitbed AREPs o stan offering kower-oost,
commpetitively priced altematives to thelr price o beat in their
mative areas on January |, RS, bt imnatially such offers wene scant.

Starting in easly 2006, TXO Energy, Beliant, Fiest Choice and
Direct mlled out an increasing number of price-to-best
alternatives — all with the aim of kesping customers frem
switching to a competing REFR

“Im thee past few moaths we've been seeing an increasing
mumber of [retilelectricity] pmoducts being offercd by AREPs,”
said Stewe Davis, president of the Auwstin-based Alliance for Retail
Markets, which includes saven competitive suppliers. *1 anticipate
theat on January 1, 2007, when full-Oedged competition begins,
ehat we will see even mone competitive products coming into the
market from both AREP® and competitive REPs.

Dallas-hased TXL! has been the most aggressive in
developing new rate offers. *We have 10 mew plans,” said David
Hennekes, TELS vice president for comsumer markets, adding
thiat customers have different nesds and that each TXL offer is
designeed to appeal to different costome s,

For example, customers who seck to avold rate volatility can
sign up for TELs *PriceGuamntes 24" which offers a fixed tao-
year fate Customers expecting power prices o diop may be
attracted to TXUMs “Market Tracker + variablesrate plan, while
those interested in helping the environment can sign up for one
off the company’s two "EarthWise"” green-power offers.

Hennekes said that TXL has been actively prometing iis
various offers in recent weeks, and that a "significant portion”
of TEL'S kong-time default customers alneady have switched
frovm price-to-hest rates o one of the company™s mew offers,

He declined 1o peveal TELS strategy for petaining default
customers who still hanve not switched from price-to-beat rates
by mid-Movember, Then — 45 davs befone the Jamuary 1 emd of
priceto-heat rates — default providers must motify such
customers what their new rate plan will be called and how
much they will be paying for their electricity if they do not
chyoose a plan on their own,

Gilen Stancil, vice president For Houston residential
marketing at Houston-based Reliant, sabd his company, too, has
been molling out a series of altermatives to the price to beat in
thee CenterPodnt utility area. The alternatives include Reliant’s
"2(H7 Secure” plan, which gives customers a 3% discount on
the commpany's curment price io beat through the end of this
year, i S discount next year, and a 525 signeugp bonus; and the
“simphe Sclutkons Renewable® plam, which offers 100% wind
power at sliﬂ;hl discoarnt Eoe the pri:u: 1o sk,

Alpeady, Reliant has Tumed 350000 of s cne-million-gplus
resichential customers in the CenterPoint are o allermative
offers, Stancil sakd, and by the end of this year it plans o
increase that number o 5060 00K,

As for Reliant's price-to-beat customess who have nod
switched tn another plan by Janoary 1, Stancil is similarly reticent

tor liscuss details of Reliant's strategy. *We are still working om the
spsecifics, and 1'm pecd prepared 1o shane the product strectuee o
price,” e saicd, “Bul 1 would say that our objective is to provide a
searmless transiticn o8 e month-to-month prodsct.”

Partly in response to the new plans being offered by AREF
glants, smaller suppliers are expanding their own offerings. For
example, StarTex Power — a recent entrant to the market,
started wp by the founders of Gexa Energy, which was acquired
by FPL Energy in June 2005 for $81 million — cwrrently offers
clght plams, sabd Marcie lotnick, StarTess president and COO,

AL metailers meed b0 be innovative” now that AREPs wre able
o offer 8 wide range of plans, said Zloinick, adding that hes
comnpany continues to explore sdditicnal affers it might make,

StarTex also is seeking to differentiate itself from cther REPs
in the quality of its customer service. Customers and potential
customers who call Zlotnick's company “love the fact that meal
people pick up the phone and are eager to help them,” she said.

Al Constellation NewEnergy, one of the largest competitive
suppliers in the state, "1 don't expect the market to change a
whiole lot" becawse customers ape accustomed to the
compeetitive market and have become more savey over the
viers, sabd Rob Task, wice president at MewEnergy's Texas office,

There have been perinds when the price to beat was close fo
wihat competitive suppliers could offer and pericds wihen it was
mat comipetitive, Task said. The amount of switching that wall
take place mear January 1 “really depends on if companies are
targeting those custoaners,” he said,

A1 MewEnergy, “we'll function the same way we have,”
witich inchedes selling to smaller customers, with some at the
S0-EV bewel of small commencial users. The company does mot
currenthy offer a 1005 green power product bat Swe'ne
constanily evaluating our suite of prodwcts® and i there is
sufficient customer interest, that could change, Task said.

Bait whiat will happen 1o petall electricity prices come
January 1 and the end of price-to-beat mtes? And how much
switching sill there be? And will ERCOT, shich is sesponsible
for handling customer switching, be able to handle a potentially
large numbser of switches ina short period of time?

Most market participants said they are not expecting much
chamge in retall prices unless there 5 a mafor maove inogas and
whalesake power prices. They alse agres there probalbly will not
b mach switching from AREPs to competitive suppliers,

Somee market participants said that v date, prices in the
market have been based largely on the price to beat Tself, with
each competitive supplier determining how much it needs to
umdercut that benchmark peice to deaw customess away from
thie default provider,

Bt StarTex's Zotmick disagread, stating that her company
determines what its prices will be “from the bottom ap® by
adding a small margin to what Starlex pays for wholesale power.

Stancil, the Reliant executive, said be believes that once the
price to beat has been eiminated, the level of metall lectricity
prices “will be much more dynamic, and responsive to the gas
market and the natural competitive mangin® that the market
determines is sufficient to support the lnancial viability and
vitality of KEPs. “We don't know vet what that healthy margin
will be,” Stancil added.
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Public Citizen's Smith has ancther theory: that prices will
cluster arcund what all BEPs determine “the market will bear,”
similar to how gas stations changes prices based on what ather
stations in thelr anea are charging.

Whatever level of switching there may be in November,
December and January, EROCOT is prepared to handke it, said
ERCAYT spokeswoman Diottie Roark. She noted that ERCOTS
retall transaction processing systems were bullt o handle
approximatehy 100 00K registration tramsactions daily. That
includes “any combimation of switches, move-ins, mosve-outs,
drogas” and other service changes.

Stamcil noted that iF a price-to-beat customes switches 1o
annther e offer by the same ARER. or if a customer of a
competi tive supplier switches 1o another offer by the same
supplier, ERCOT does not even need 1o be invalved.

Thee transitican tooa fully competitive retail market in ERCOT
also has been chamscterized by some attrition and consolidation
among KE's — as waall as the additicon of some new entrants suckh
as StarTex — and by a growing number of Internet-based “brokers”
that sk to simplify the process of selecting a power supplier,

Ciomsolidation has been a bit below markel expectations
given that Texas has about 30 petaibers competing for a limited
number of customers, and the Janoary 1 change s unlikely o
facilitate additional mergers or acquisitions, according to Task,

Among the MizA deals to date, Direct Energy in Aprl
acguired the custoamer base of Entergy Sclutions, the Entergy
subskdiany and competitive supplier that senved more than
1000 residential and small commercial customers. [nect, a
unit of Uk-hased Centrica, said the scquisition made it the
Largest competitive supplien in the CenterPoint anca,

Direct alsc is the AREF in the AEF Texas Central and AEP
Tixas Morth areas, thanks to its Decermber 2002 acquisitbon of
American Electric Power AREFR subsidiaries.

Begarding Internet-based brokers, initially only the PUC's
e powertochooseorg website offersd residential and small
commencial customess an opportunity to do skde-by-side
commparisons of retail electricity offers,

Morw, several private companibes do. They inclade
srvEnnenergy.oodn, 3 thres-year-nld entity that in it newly updated
wwclsite seeks to simplify the REF selectbon peocess by focusing om
retailers that it has detenmined offer fimancial strength, good
custednier service and kow prices, then making recommendations.
Others are eleciricitytexas.com and movets.com,

As noted, many consumer advecates have questioned the
benefit of retail competition to smaller customers and believe
thiat the elimination of the price we beat will help prove their
case Public Citizen's Smith said, "My sense is that nothing
miuch will bappen [regarding price levels] immediately after
Jamuary 1, and that there will be six-month hizhes [during
which] everyone will be particoularly cautbous because they ane
wery worried about what the reaction to higher prices woukd be
among legislators,” whe begin theeir 2007 sesskon within days
after the price 1o beat disappers,

Alver the Legislature adjourns in June, he sald, “1 think what
weer wiilll see is o significant amount of profit-aking as varicas
[BERs] siart to ratclhet up thede prices.” That profit-taking, in
turn, will be followed by a period when something approaching

true competition "kicks in" For a year or s, followed by another
round of prodfit-taking, he said.

smith predicted that in the short= and medivmstenm, or
kegislative sessioms n 2007 and 20040, the Leglslatuee §s unlikely
ter make amy big changes in retail competition, although it may
approwe “somee son of ‘safe-harbor’ package for low-income
customers” who cannot contract with an KEP becanase of bad
credii ratings or other financial problems. * Low-inoomss
custommers don't have the chaices that other customers bave,”
added Randy Chapman, executive director of the non-peedit
Texas Legal Services Center

smith added that be believes it is possible that still-bigh
electricity prices and a strong semse that retail compeetition is
meot wiorking may lead the 2001 session of the Legislamne o take
mre dramatic action.

Stae legislators “oertainly will be watching” how the netail
miarket works cnce the price to beat is eliminated on January 1,
sabd an abde o State Repeesentative Svlbvester Tumes (Democrat-
Houston} whe declined to be kdentified by name. “But as far as
ihe Legislature ‘putiing the genie back in the bottle,' | haven't
heard of anyone talking about that.”

Re-regulating retail prices would be a mistake, said Reliamnt's
Stancil, becawse it would eliminate compeetition, take away
customer chobee, and “probably would mot change the wltimate
price the consumer sees,”

Davis aof the Alliance for Betall Markets agreed, assening that
imiplementing retail competition has green residential and small
coanmercial customers in ERCOT an increasing array of choioes
at comgpetitive prices that reflect the realities of wholesake
electricity. Texas, he sakd, B “the most successful retall electricity
mirrket in the country.”

The Texas petall market “has had some thme (o matuee” and
should weather amy change, Task added. Even with additional
codl-fired peneration being planned in Texas, power prices
largedy will track the cost of nabural gas and “at the end of the
day, electricity Is traded as a commaodity® with market fonces
plaving a larger role, he sid,  —Housley Carr, Tom Tierman
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