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Senator Fonfara, Representative Fontana, Senator Herlihy, Representative Williams and
Members of the Energy and Technology Committee, my name is Bob Genuario and { am
the Secretary of the Office of Policy and Management. Iam submitting this testimony in
support of Senate Bill Number 22, An Act Concerning A Procurement Auction for

Electric Generation Services.

Electricity prices in Connecticut are at historic highs. The region’s reliance on volatile
fossil fuels for electricity generation combined with ever growing peaks in consumer use
are driving high market prices and, as a result, customer rates. The solution to lessening
the impact of the underlying drivers of electric costs must be multi-faceted and sustained,
including demand side reduction investments and renewable and alternative energy
investments. Over the longer term, these investments will change customer thinking and

behavior as well as the underlying market drivers to provide energy sustainability and

affordability for Connecticut customers. The Governor’s “OneThing” campaign and her

climate change proposals this session are some timely examples of her commitment to

achieving these long-term changes for Connecticut.
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While long-term investments are being designed and implemented, competitive market
prices will likely remain volatile and will therefore require consumer vigilance to secure
“best prices.” Competition and transparency are critical elements of any procurement

strategy that produces the best cost for consumers.

Seeking to lower costs as consumers and on behalf of consumers, state government must
eniploy procurement processes that promote competition among suppliers to drive down
costs. In this regard, business as usual paper-based approaches to elicit bids may not
continue to be the best way to ﬁromote competition among bidders. This is what the State

recently found when it went out to bid for generation supply to serve its facilities.

Last fall, the Office of Policy and Management, in conjunction with the Department of
Administrative Services, went out to bid for electric supply to serve state government
facilities using an innovétive online reverse auction process. The auctions were
administered by a competitively chosen ﬁﬁrd-paﬁy vendor, World Energy, Inc., of

Worcester, Massachusetts.

More than fifty auctions were conducted on two days to purchase electric supply for
facilities serving the Executive, Legislative and Judicial Branches, as well as the
Community Colleges, UConn, the State University System, street ighting accounts, and
UConn Health Center.

The dynamic, transparent, and real-time nature of the bid submission process clearly
helped the State drive down costs. Bidders were forced to under-bid their competition - as

well as themselves - to win contract awards.

The value of the real-time auction process for the state as a consumer was three-fold:
1. contract prices are approximately one to three cents below the average market
prices the day of the auctions, producing an estimated savings of more than $20

million over the life of the contracts;




- 2. all of the contracts signed — with the exception of the street lighting accounts —
include a green component that is well above Connecticut’s Renewable Portfolio
Standard; and '

3. the State now has price certainty through the end of Fiscal Year 2009 for its
electric supply.

Both the Governor and I recognize that procuring elecfricity for it’s own electric load and
procﬁring electricity for the various customer classes at the DPUC are different
propositions. However, it was OPM’s experience that increased transparency in the
bidding processrand increased competition among Bidderé can be achieved through the
use of online auctions. Both economic theory and recent experience indicate that
Connecticut residential and small commercial customers may well benefit from the
change in process. The auction’s ability to put downward pressure on supplier margins
may deliver real cost reductions for consumers. Connecticut’s residential and small
commercial electric customers should be afforded every opportunity to realize the best

market price available.

Therefore, the Governor is recommending in Senate Bill 23 that the DPUC position itself
to conduct an online auction process to secure not more than 20% of their Standard
Service requirements in 2009 and 2010. The bill requires the Department, in consultation
with the Office of Consumer Counsel, to retain a third-party entity to conduct the
auctions. The Department is also required to analyze and report its findings on its

experience with the online auction process to this Committee by January 1, 2011.

Finally, the bill altows, but does not require, that the Department utilize the online
auction process beyond 2011. The online auction would continue to be a tool in the
Department’s toolbox to use based on what would produce best prices for ratepayers

under the given market conditions.

Thank you for the opportunity to testify before you on this matter. I am available to

answer any questions you may have.




