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ABSTRACT

Beginning January 1, 2002, Texas electric
industry is opening to customer choice, giving
consumers the power to choose the company that
provides their electricity. Under electrical
deregulation in Texas, there are three separate
players. The Retail Electric Provider (REP) markets
power to the consumer (public) and serves as the
customer point of contact. The Power Generation
Company generates the electricity and is already
deregulated. The transmission and distribution
utilities (wires) remain regulated by the Public Utility
Commission of Texas (PUCT).

As of the writing of this abstract in October 2001,
REP's indicate that only eout 15% of Texas ISD’s
have taken any action.

Ready or not pricing and purchasing methods of
electricity in Texas will change. This paper discusses
major deregulation issues in Texas Schools (e.g.
procurement  process, contracts,  workloads,
uncertainty. etc.). The before and after scenarios of
deregulation are compared. Texas Schools, to be
prepared for success, need to understand their energy
usage and patterns, district characteristics,
deregulation options and pricing, and
terms/conditions. This paper provides Texas Schools
with specific homework, electrical deregulation
options, procurement process, and RFP guidelines.
Owning the fine print is as essential as terms and
conditions and may be as important as the price.
Examples will be included. The decision making
process for al size school districts will be discussed.

The experience of the authors in assisting Texas
school districts in this process will be shared. After
deregulation, homework will also be addressed.

SENATEBILL 7

Senate Bill 7 (1999) which will bring competition
in electric service to Texas was signed into law by
Governor Bush. The Act became effective
September 1, 1999 with customer choice
implementation beginning January 1, 2002. It sets
forth the intent and purpose of the legislature
regarding the desire to not have a monopoly of
electric production and sale.
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Transition to the competitive retail electric market
includes unbundling of the electric industry
components.  The law requires electric utility
companies to separate their inter-business activity
into units called a power generation company, retail
electric provider, and transmission and distribution
utility. Transmission and distribution services for
investor owned utilities would remain regulated.

A freeze on existing retail base rate tariffs and the
purchase power cost recovery factor went into effect
on September 1, 1999.

Metering for residential customers will remain
regulated until the later of January 1, 2005 or the date
on which at least 40% of residential customers are
taking service from unaffiliated retail electric
providers. Metering for all other customer
classifications will become competitive on January 1,
2004.

Price-to-beat rates are established for residential
and small commercia customers. Small commercial
is defined as less than 1,000 Kilowatt (KW) electrical
load. Priceto-beat rate is six percent off the
regulated base rate frozen as of January 1, 1999.
Affiliated REP's must offer price-to-beat. Price-to-
beat is only for Affiliated REP's. An Affiliated REP
must offer price-to-beat until 2005 or until they lose
40% of their customers. It aso is the maximum price
until 2007.

Municipal and co-operative utilities may opt-in or
opt-out of electrical deregulation.

The text of Senate Bill 7 may be reviewed at
http://www.capitol.state.tx.us/.

MAJOR DEREGULATION ISSUES FOR
TEXASISD'S

Ready or not, pricing and purchasing of electricity
will change for Texas ISD’s. Major deregulation
issuesfor Texas |SD’sinclude the following.

Procurement process selection
Terms and conditions, contracts
Additional workload and budget (labor)
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Pricing unknowns and budget preparations
Timing of procurement, commitment

Uncertainty of natural gas pricing

Politics and pressure on administration and school
board

Other

Before Senate Bill 7 electrical deregulation, very
little time and attention was required for Texas ISD’s
to purchase electricity. Tariffs were regulated and
there was a very limited choice of utility. Most
Texas ISD’s had no choice of utility. The investment
was a minimum and pricing was relatively stable for
budgeting and planning.

After deregulation pricing, contracts, terms and
conditions will be negotiated. Texas ISD’s can
expect to pay more in wire investment to have an
electrical supply brought to a site. The potential and
risk for pricing instability is greatly increased. Texas
ISD’s will experience an increased preparation and
procurement workload for issuing procurement
documents and eval uating bids or proposals.

There are four electric reliability councils in
Texas.

ERCOT-Electric Reliahility Council of Texas
SPP-  Southwest Power Pool

WSCC- Western System Coordinating Council
SERC-  Southeast Electric Reliability Council

The majority of Texas is in ERCOT. ERCOT
represents a bulk electric system located totally in
Texas and serves about 85 percent of Texas
electrical demands. Maps showing the national and
state reliability councils may be observed on the
North American Electric Reliability Council website,
http://www.nerc.com/regional/.

The lack of suitable, efficient grid interconnection
between the reliability councils serving Texas has
restricted implementations of deregulation in Texas
except in ERCOT region. All but ERCOT are tied
into grids serving other states.

HOMEWORK FOR SCHOOLS

Texas 1SD’s need to do their homework before
purchasing electricity in the new competitive market.
The following are steps recommended for Texas
ISD's to begin their planning and action for
deregulation.

1.  Establish one central District contact.
2. Determine the electric reliability region by
campus and facility.

3. Determine the existing utility provider for
each campus. Many districts have multiple
utilities serving their campuses.

4. Review deregulation options available for
each campus. Catalogue each campus and
facility by the following.

- Served by investor owned utility
Served by co-op or municipal utility
Campuses and facilities with greater than
1,000 KW electrical load
Campuses and facilities with less than
1,000KW electrical load.

5. Facility assessment by building
- Number and location of meters (street

address)

Account number

Current tariff/rate

Twelve month electric usage (KWH,
KW) and cost.

Available time-of-use (TOU) profile
Consider obtaining TOU metering for
large loads (e.g. high schools) and
typica smaller loads (e.g. elementary
schoals).

6. Definedistrict characteristics

Start/stop dates for school, holidays
Patterns and schedules of school
occupancy (eg. full, partial, unoccupied)
Summer school schedules

Other characteristics affecting use (e.g.
church use, community college, YMCA,
etc.)

Identify with dates of new additions,
renovations, new campuses planned
Review each campus for flexbility of
use

7. Define all services provided by existing
regul ated utility (e.0. transformer
maintenance, leased transformer, security
lighting, etc.). These may not be provided in

future and/or there will be a cost.

8. Other planning steps
- Define tolerance to price fluctuation and

risk

Understand options

Devel op deregulation plan/strategy
Monitor deregulation legislation, rules,
and interpretation of rules

Select procurement method

ELECTRICAL
FOR TEXASISD'S

The following existing utility status by campus
and facility determines the available options under
Senate Bill 7 deregulation.

DEREGUALTION OPTIONS
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District served by investor owned utility

District served by municipal or co-op utility
(single or dual service area) that opts-in

District served by municipal or co-op utility
(single service area) that opts-out

District served by municipal or co-op (dual
service area) that opts-out

District Served by Investor Owned Utility

Campuses and facilities with less than 1,000KW
electrical load may take priceto-beat from the
existing investor owned utility REP or they may
purchase competitively from other REP's.

A school district may join an aggregator for group
purchasing of electricity.

A school district may also self-aggregate al of its
campuses and facilities if the total combined load is
greater than 1,000KW. Under this option, a district
may then competitively purchase electricity from the
existing utility REP or other REP's.

The Texas Education Agency has ruled that
school districts cannot simply take the price-to-beat
option if the total cost is more than $25,000. They
state districts must use a competitive procurement
processto ensure that price-to-beat is the best offer.

Districts Served by Municipal or Co-Operative
Electric Utility (Single Service Area) That Opts-In

The options available are the same as above for
districts served by investor owned utilities.

District Served by Municipal or Co-Operative Utility
(Single Service Area) That Opts-Out

Districts have no options under competitive
procurement. They stay with existing utility and do
not have a choice to negotiate rates.

Districts Served by Municipal or Co-Operative
Electric Utility (Dual Service Area) That Opts-Out

Districts may use existing switchover rules to
change to investor owned utility REP and then follow
rules for customer choice. It is very likely that high
disconnect fees will make this a poor economic
option.

Districts That do not Affirmatively Choose a New
Provider by January 1, 2002

Campuses and facilities with less than 1,000KW
load will be placed on price-to-beat with the affiliated
REP of the existing utility. Campuses with greater
than 1,000KW load will be placed on a standard offer
price with the Affiliated REP of the existing utility.

The standard offer price will be based on generalized
load factor categories and will be a higher rate than
the District could expect to obtain by competitive
procurement. For new accounts opened in 2002,
Districts will want to select a REP, otherwise they
will be placed with the provider-of-last-resort which
will be a higher rate. Standard offer price and
provider of last resort price are expected to be much
higher than price-to-beat or negotiated pricing.

PROCUREMENT PROCESSFOR TEXASISD'S

Texas public school districts that competitively
purchase electricity must follow the Education Code
procurement laws, directives of the Texas Education
Agency, and their own local polices and procedures.
Request for Proposads (RFP), Request for
Competitive Sealed Proposals (RCSP), and Request
for Quadifications (RFQ) are the procurement
processes used by many Texas ISD’s for competitive
purchase of electricity. These methods were used to
select REP' s or Aggregators.

School districts may expect to spend time
developing and negotiating terms and conditions of
contracts. The fine print may be more important than
the price. The following are examples of issues that
districts should address in their procurement and
negotiations.

- Take title to electricity on district’s side of meter
at each campus or facility.

24 hours a day, 365 days a year, firm, non-

interruptible reliable rate and service

Separate contracts for electricity from other

services (e.g. performance contracting)

Understand pricing and everything included or

excluded

Define any time limitations to correct billing

errors

Watch for price adjustment clauses and pass

through charges

Automatic renewal of Contract and pricing

Impact of adding electrical loads (e.g. additions,

computers, etc.)

Effect of equipment shut down for maintenance

Impact of building occupancy schedule changes

(e.g. holiday shifts, summer school, etc.) on

pricing and billing

Contract quantities and/or minimummaximum

usage requirements and penalties

New campuses

Sell abuilding or change function/use

Add, delete, or relocate portable buildings

REQUEST FOR PROPSALS OR
COMPETITIVE SEALED PROPOSALS
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The following is an outline of a RFP or RCSP for
schools to use as a guide in preparing procurement
documents.

Noticeto Offers

Offer Form

Instructions for Proposers and Proposals

General Conditions

District Overview

Qualification Requirements

Selection Process

Evaluation Criteria

Pricing

Pricing Format

Proposal Format Reguirements

OBSERVATION OF
PROCUREMENT

School districts used several methods and
approaches for competitive procurement. Numerous
districts issued RFP's or RCSP's prepared in-house
or by consultants. Some of the districts simply issued
sample RFP’'s provided by REP's. Unfortunately,
feedback from REP's and districts indicate many
have taken no procurement action. The Texas
Association of School Boards issued an RFP and
selected a REP (TXU Energy Services) so that
Districts could sign separate contracts. Region 4
Education Service Center aggregated districts and
selected an out-of-state entity.

COMPETITIVE

The following are observations of the authors
based on assisting several Texas I1SD’s and two
colleges in the competitive procurements of
electricity.

- Request for proposals or competitive sealed
proposals were issued to Retail Electric Providers.
Significant time researching and planning the
proposals was spent by the district’s staff and
consultant.

None of the REP's had researched school

procurement nor did they understand school

reguirements.

Only three REP’ s responded to proposal requests

although others stated intent to respond.

REP's only provided “indicative” pricing with

their proposals.

Final pricing was only provided after a REP was

selected and terms and conditions negotiated.

Proposal format requirements were followed

relatively close by two of the three REP’s.

REP's paid very little attention to requirements of

the District's RFP's or RCSP's in making their

final offer (terms and conditions).

REP's initially tried to persuade the consultant
and Districts that the REP's terms and conditions
were non-negotiable.

The District’s staff, consultant, and attorney were
involved in the final negotiations.

Consumers were at a disadvantage in the
negotiations because of fixed terms and
conditions attitude of REP's and lack of qualified
REP's involved in the competition. In addition,
the large number of agreements to be processed or
negotiated by the REP's restricted their
willingness and ability to be more open and
compromising.

Initially REP's would not provide pricing with-
out a swing or bandwidth on usage (KWH) based
on the past 12 months. The bandwidth was based
on a plus or minus percent usage (e.g. plus or
minus 10 percent) deviation from the previous
usage history either on a monthly or annual basis
depending upon the REP. Pricing above band
was spot-market and below band was take or pay.
Eventually pricing was provided for some
customers with unlimited bandwidth or swing.
There was no apparent automatic feedback
between the same company REFP' s personnel once
terms and conditions were negotiated for a
District.  Each individua person for a REP
seemed to start from baseline zero with the
Districts and Colleges.

Pricing received by districts and colleges
fluctuated daily based on the price of natural gas.
Pricing provided by the REP's was based on
future changes in the regulated transmission and
distribution charge being a pass-through charge
except for short term contracts.

Time-of-use rates offered were not selected nor
did they indicate worthwhile savings.

CONCLUSIONSAND RECOMMENDATIONS
Texas School Districts and Colleges will save
money based on Fall 2001 pricing received under
deregulation. This is largely due to significant
decreasein natural gas pricing in late 2001.

Actual savings will depend on regulated charge
for transmission and distribution. The PUCT
could wipeout the savings if significant increases
in transmission and distribution cost are allowed
or regulated.

Texas School Districts and Colleges spent
significant time in the procurement process and in
negotiations.

Significant future savings in the cost of
procurement would be achieved for Texas schools
and colleges if the PUCT or legislature would
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require or develop standard mutually acceptable
uniform terms and conditions.

More real competition is needed from more
qualified REP's.

The log-jam of contracts being processed by the
REP's near the end of 2001 impeded competition,
both in number of offers to schools and
willingness of REP's to deviate from their
company’s standard terms and conditions.
Conduct a statewide survey of Texas educational
institutions to obtain responses on their actions, if
any, and market shift that occurred.

School Districts and Colleges should monitor
electrical prices and if the economy, September
11, 2001 terrorist impact, or other factors result in
significant decreases in electrical pricing, then re-
negotiate contracts for blended pricing.

Billing accuracy should be monitored for every
account each month. The change in rates and
providers for every account creates opportunities
for billing errors.

Improve energy efficiency and manage energy use
effectively.

Conduct building systems master plan for every
campus.

Manage the electrical load.
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