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At the Pennsylvania Public Utility Commission’s (“Commission”) Open
Meeting on May 19, 2006, Commissioner Terrance J. Fitzpatrick entered a motion
to hold an en banc hearing on June 22, 2006 on policies to mitigate potential
electricity price increases, and offered interested parties the ability to file
comments by June 15, 2006. The motion was adopted and Commissioner Bill
Shane issued a statement asking for ways in which higher costs could be avoided.
Reliant Energy, Inc., (“Reliant”) is pleased to have the opportunity to comment on
issues raised by both Commissioner Shane and Commissioner Fitzpatrick
regarding policies to mitigate potential price increases that customers may be
faced with as the Electric Distribution 'Companies (“EDC”) rate cap periods expire
in Pennsylvania. Reliant will offer comments on the following specific topics:

1. Price mitigation;

2. The use of staged-multi-year long-term contracts for default service;
3. Hourly pricing and customer energy usage;

4. Purpose of default service;

5. The idea that deregulation would result in lower prices;



6. The use of long-term contracts to provide incentives for innovative base
load facilities;

7. Impacts of LMP on consumer prices;

8. Impacts of Transmission congestion on consumer prices; and

9. Impacts of Reliability Pricing Model (“RPM”) on consumer prices.
Introduction

As Commissioner Fitzpatrick notes, default service customers in some
competitive areas have recently faced significant price increases. Reliant believes
that these situations, a product of price regulation, will continue to exist in the
future due to the structure of default service in those areas. The potential
especially exists for Pennsylvania customers at the time generation rate caps
expire. However, any increase in default prices that may occur will largely
depend on commodity prices at that time.

The significant price increases in the States mention by Commissioner
Fitzpatrick occurred not just as a result of the expiration of rate caps, but also due
to the default service designs utilized by each of those States. Thus, the potential
for significant price increases in default service also exists in the post-rate cap
period as well. Consumers will be subject to future price increases, or decreases,
based upon the structure of default service in Pennsylvania going forward.

When default service is based on long-term fixed prices, as they are in the
examples cited by Commissioner Fitzpatrick, prices can and will become

significantly disconnected from current prices in the wholesale market. As a



result, when these long-term contracts roll off and are replaced with newly priced
contracts, the potential for wide disparities between the previous default price and
the new default price exists. Not only are consumers then exposed to significant
price increases, but in those areas where the market design impedes the
development of retail competition, consumers are left with little or no choice.

To assist Pennsylvania consumers if significant price increases occur when
the rate caps expire, Reliant believes the Commission is wise to consider price
mitigation measures, should such mitigation be needed. In order to synchronize
the capped rates to current market prices at the time the price caps expire, the
Electric Distribution Companies (“EDCs”) could begin phasing in estimated price
increases as the situation warrants. Reliant believes while possible to institute
prior to the expiration of rate caps and not harm the competitive market, the
Commission should not institute a price mitigation plan based on assessments of
what wholesale prices may be when rate caps expire in the 2009-2011 timeframe.
Market prices may in fact turn out to be lower or only slightly higher than the
capped prices. Thus, any price mitigation plan should be triggered only if
wholesale price increases are significant enough to warrant any mitigation as the
rate caps expire.

Reliant believes that the goals of any price mitigation plan adopted by the
Commission should be to benefit all customers for whom the plan is instituted; not
disrupt the development of a competitive retail market; and not harm the EDCs.

To that end, Reliant proposes a price mitigation plan be comprised of the



following elements: 1) allow the price increase to be spread over a one to five
year period based on the magnitude of the increase; 2) recover the phased-in price
increases through a non-bypassable charge applicable to all affected customers;
and 3) consider allowing the EDC to issue securitization bonds over a long period
of time (e.g. 15 years) to fund the credit extended to customers. Reliant believes
that such a plan would both alleviate customer concerns and hold other market
participants harmless. Reliant believes this plan should not be implemented until
it is deemed necessary as the rate cap periods end.

To protect Pennsylvania consumers from an ongoing need for price
mitigation, default service prices must be allowed to reflect changes in wholesale
electric prices in a timely manner. Reliant has continued to advocate, both within
Pennsylvania as well as other states that have opened up their electric markets to
competition, a default service that reflects changes in wholesale prices on a
frequent basis and a market design that allows for robust, sustainable retail
competition.

Recognizing that electric consumption, market awareness and other
factors affect different customer classes’ abilities to gain insight and shop for
competitive products, Reliant has put forth proposals for default service that
recognize those differences. Reliant believes that hourly priced default service is
best for larger customers, while smaller customers’ needs are best met with a

default service product that changes less frequently than hourly, but certainly more



frequently than once a year.' If default service is structured in such a manner,
customers will benefit from the ability to choose an electric service provider that
best meets their individual needs.> Should customers choose to remain on default
service under Reliant’s proposals; consumers get a market—responsive price that
reduces exposure to significant price increases since customers are not artificially
shielded from the realties in the wholesale energy market for long periods of time.’
Designing default service as a backstop service, with customer appropriate, timely
price adjustments will neither jeopardize the development of competitive retail
markets nor the goals of the Electric Choice Act and will more efficiently mitigate
price volatility.

Reliant will now address the individual issues listed above that are of
concern to the Commissioners.
1. Price Mitigation

Reliant understands the desire to help customers transition from the prices
they pay under generation rate caps or those based on long-term fixed price default

service, if the situation warrants, to current market prices. However, Reliant

recommends that any price mitigation plan 1) not be prematurely implemented; 2)

' See Reliant’s Comments and Reply Comments in Docket L-0040169.

? For example, customers in Texas (ERCOT), including the residential class, have various offers to choose
from including offers that focus on price, length of term, renewable attributes, etc. In the 77002 zip code
(Houston area), there are 27 different offers listed for residential customers on the Texas PUC’s “Power to
Choose” website. In the 78410 zip code (Corpus Christi area), there are 25 different offers for residential
customers. (See Attachment I) Texas’ default service for residential customers adjusts periodically for
changes in market prices.

3 Long-term contracting only gives the appearance of shielding customers from price increases. If long-
term contracts are the basis of default service prices, wholesale suppliers do not take on commodity price
risks without pricing them into their bids. Also, any price deviation is fairly symmetrical. Prices will
roughly be higher half the time and lower half the time.



benefit all customers for which the plan would be put into place; 3) not cause
disruptions to the development of a competitive retail market; and 4) not harm the
EDCs. A price mitigation plan should be implemented only when it is deemed
necessary. In other words, Reliant sees no reason for a price mitigation plan to be
implemented on the basis that a significant price increase might exist at the time of
the generation rate caps expire.

In order to ensure that all customers benefit, the Commission should allow
a phase in of the price increase over a one to five year period depending upon the
magnitude of the rate increase. While a price mitigation plan can be developed
now, Reliant believes it wise to wait until the generation rate caps or interim
POLR plans expire so the Commission can assess the overall price mitigation level
needed, if any, and determine the appropriate time period over which to spread the
price increases.

The price mitigation mechanism should be a non-bypassable wires credit
applicable to all affected customers. Reliant believes the plan should be designed
such that all applicable customers participate in the price mitigation plan.
Developing a price mitigation plan that requires customers to either opt-in or opt-
out of the plan simply places undue uncertainty in the market, requires customer
education that can be avoided, and does not allow for easy implementation. Using
a non-bypassable wires credit applicable to all customers is a simple solution that
does not require customer education to implement nor sophisticated systems to

track each and every customer’s opt-in/opt-out decision.



Finally, Reliant recommends that consideration be given to allow the EDC
to issue securitization bonds over a long-period of time (e.g. 15 years) to fund the
credit extended to customers.” Since utilities are able to issue securitization bonds
with lower interest rates, customers can benefit from those lower costs. If
securitization is not allowed, then the Commission should consider an appropriate
allowed rate of return for the EDC.

To provide assurance to customers and market stakeholders, Reliant
believes it prudent to establish a plan at this time to mitigate prices, but not
execute any plan until market conditions warrant. As mentioned above and
summarized in Attachment II, Reliant proposes that a price mitigation plan
comprised of the following elements: .1) allow the price increase to be spread over
a one to five year period based on the magnitude of the increase; 2) recover the
phased-in price increases through a non-bypassable credit applicable to all affected
customers and 3) consider allowing the EDC to issue securitization bonds over a
long period of time (e.g. 15 years) to fund the credit extended to customers.

2. The Use of Staged Multi-Year Long-Term Contracts for Default Service

Long-term contracting should not be a component of default service and in
fact 1s a mechanism that by its very nature creates price disparities like those
created by the existence of generation rate caps. Long-term contracting may
create the illusion of mitigating prices, especially when viewed over the last

several years because commodity prices have consistently risen. However, long-

* Reliant would be willing to participate in a stakeholder process to address the securitization issue.



term contracts will not and cannot shield customers from experiencing default

service price changes due to wholesale price changes.

An example of this is New Jersey. Even there, the long-term wholesale
auctions have resulted in customers seéing an average price increase of 12% - 14%
this year, depending upon utility supplier on June 1, 2006. If commodity prices
remain at their current level, New Jersey rates, although delayed, will increase to
current market prices. However, when commodity prices fall, New Jersey citizens
will be left with a design that locked in high market prices for as long as three
years. Thus, there is no avoiding the consequences of change wholesale electric

prices.

Eventually a default model that relies on long-term contracting and a
default model that is more market responsive will reflect both wholesale price
increases and decreases. While the long-term contracting delays the price
increases in times of rising prices, a more market responsive model more quickly
reduces prices in times of falling prices. Neither model shields customers from
wholesale prices, but there is a major difference between the impacts of the two
default service models on the competitive market. Where long-term contracting is
used for default service, such as New Jersey, competition will not exist and
consumers will be left with no competitive choices. As of March 2006 only 26

residential customers out of 3,270,928 total residential customers in New Jersey



were served by competitive suppliers.” Denying customers choice in electric
suppliers is neither good public policy nor consistent with the goals of the Electric

Choice Act.

Administratively-determined procurement processes, especially those that
utilize long-term and multi-year contracts, inhibit the development of a
competitive market because the resulting default service price is not reflective of
prevailing market conditions. These models act as barriers to competition since
competitive retailers find it difficult to enter markets that only afford intermittent
opportunities to compete. This denies customers significant benefits of a
competition market, two of which are risk management and product innovation.
The chart below, illustrates the difficulties of sustaining competitive retail markets

with long-term fixed-priced default structures:

Auction Prices vs. Market Prices — Barriers to New Entry
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Price uncertainty creates too much risk for new entrants to commit to market.

® New Jersey Electric Statistics, March, 2006. http://www.state.nj.us/bpu/energy/elecSwitchData.shtml



A long-term fixed price default product substitutes a regulated product for
competitive products. Since a market design that is not responsive to changing
market conditions is not sustainable, the resulting market structure will be one of
economic regulation. This is counter to the Electric Choice Act directive that calls
for competitive market forces to replace economic regulation.

The auction procurement models utilized in New Jersey, Maryland, and
Delaware, among others, for small customers have not been and, by design, cannot
be successful in creating a competitive market nor will they shield customers from
wholesale market prices. Ironically, they actually may create the need for an
ongoing price mitigation plan. Such auction structures may be market responsive
at a single point in time, but within days/weeks/months the going-forward market
prices will result in deviations between the default price and the prevailing market
price. If these deviations are allowed to occur for a sustained period of time, when
the existing contracts are replaced with newly priced contracts, the result may be
akin to the consequences experienced by long-term generation rate caps.

For these reasons, the Commission should avoid designing long-term fixed
price default service.

3. Hourly Pricing and Customer Energy Usage

Markets that utilize hourly priced default service for larger commercial and

industrial customers have been extremely successful at creating consumer-oriented

choice and vibrant competition among numerous retail suppliers to gain consumer
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business. In those markets, some customers chose to remain on hourly priced
default service. After all, for consumers who do not require or desire risk
management services or innovative products, hourly priced service is a pure
market priced service. Customers who remain on HPS service have clear,
immediate feedback on what their electric usage is costing and can adjust their
usage if they desire. It is their choice.

Additionally, not all customers who leave hourly-priced default service are
on fixed price contracts. Some customers choose hybrid products in which a
portion of their usage is billed at fixed prices and a portion varies with hourly
market prices. Here too, consumers have clear, immediate feedback on what their
electric usage is costing and can adjust their usage if they desire. It is their choice

In competitive markets, customers on HPS chose that product based on
their own decision-making process. Customers have the ability; whether they
exercise it or not, to shift their load due to hourly price signals and Reliant has
seen such behavior occur. However, that behavior is a result of the customer
seeing the competitive market prices and responding accordingly, which would
not occur if fixed price service were the default service for large commercial and
industrial consumers. This a fundamental tenet of the market design Reliant
proposes in the POLR Rulemaking, Docket L-00040169. Economically efficient
demand response will be an outcome Qf a competitive market design.

Commissioner Fitzpatrick suggests that adopting more market responsive

pricing such as hourly priced default service for larger customers and seasonal,
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monthly, or time of day pricing for smaller customers would be a way to
encourage demand response. Not only does Reliant agree with Commissioner
Fitzpatrick that market responsive default service will encourage demand
response, another aspect of such pricing is that it will allow for a robust,
sustainable competitive market to develop. This will unleash the innovation and
technology improvements for demand response programs due to competitive
market forces, leading to more effective and efficient demand responsiveness than
a centralized planning model would provide.

While it is in everyone’s best interest to manage their individual usage as
efficiently as possible, an efficient marketplace does not require demand response
from all customers. Small amounts of demand response at peak times can have
significant benefits.® Since small amounts of demand response are all that is
needed to achieve significant savings, the emphasis should not be on the “average”
customer or those that are not likely to respond, but on those that can respond.

ERCOT, located in Texas, has a demand response program that allows
competitive retailers, in concert with willing customers to respond to market-based
price signals. The Load Acting As a Resource Program (“LAAR”) allows
customers to bid demand response into ERCOT’s ancillary services market for

responsive reserve through their scheduling agent. The load is then paid the

¢ Pre-filed Direct Testimony of ISO New England, Inc., Henry V. Yoshimura, Docket No. 05-10-03, The
State of Connecticut before the Department of Public Utility Control, Page 9. “Reducing electricity
demand by even a modest amount at times of high wholesale prices can help lower the LMP for all
customers in the Load Zone. In certain hours — particularly during supply shortages and/or peak demand —
the steeply sloping wholesale supply curve creates tremendous leverage for a small reduction in demand to
significantly reduce LMP.”
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market clearing price for responsive reserve if needed by ERCOT. The LAAR
program is fully subscribed at 1,150 MWs. It is important to note that it is the
competitive retailers in the market that handle administration of ERCOT’s demand
response products.
4. Purpose of Default Service

Reliant has consistently advocated a default service that is reflective of
market prices on a timely basis in Pennsylvania, Maryland, New Jersey, and other
states. Choice is the key to a competitive marketplace and the Choice Act calls for
both wholesale and retail competition. The Commission must take great care in
establishing default service as it will either enable or hinder competition. If the
default service is established in a manner that hinders and restricts competition,
then competition will surely fail. Hindering competition will harm all market
participants, but especially end-use customers who, having paid for stranded costs
would essentially be denied the benefits for which they paid. It would be adding
insult to injury to customers, if after having already paid for stranded costs due to
long-term utility commitments, to turn around and institute default service that
returns to long-term commitments for electric supply.

In competitive markets, choice allows individuals to be the final arbiter of
their provider and electric service product. Customers hold the ultimate advantage
so long as they have the ability to freely switch providers in a competitive market.
A provider that does not act in the best interests of its customers will lose its

customers to a provider that does provide the electric service attributes sought by
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individual customers. Any attempt to design default service to shield customers
from wholesale market price increases by requiring long-term contractual
commitments will not accomplish that goal. In times of rising wholesale prices,
default service based on long-term contracts will rise as the contracts are renewed.
This has been evidenced in those states that procure based on long-term contracts,
like New Jersey. Also, during times of falling prices, consumers will be forced to
pay higher prices for a longer period of time then they would have had long-term
confracts not been mandated. Thus, despite any attempt to mitigate prices through
the default service design, customers are still left with situations like that in Pike
County. |

The Commission should not attempt to define any specific criteria that
customers must use when deciding on an electricity provider or product.
Competition is about choice and as such, once a well structured competitive
market is available in Pennsylvania, consumers will be able to choose from a
portfolio of products from a wide array of suppliers. Individual choices can best
be made based on the criteria an individual consumer personally deems important.
Some customers want service where the price changes as the market changes on
an hourly, monthly, quarterly, annual, or longer-term basis where price is the main
criteria. Others seek electric service fér reasons other than price, such as
environmentally friendly products, the ability to bundle electric service with other
services such as home security, or a host of other innovative products. Customer

service, billing capabilities, company reputation and issue resolution are also
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attributes customers have cited as criteria consumers consider when selecting an
electric provider. It should be the customer that determines the electric service
attributes they desire.

The April 2006 Electric Choice Enrollment Report, published on the
Maryland Public Service Commission’s website, shows that over 79% of the large
commercial and industrial load in Maryland is served by competitive electric
suppliers. In the CIEP class in New Jersey, which has only an hourly default
option, 84.99% of the load was being served by competitive electric suppliers as
of March 31, 2006’. In the CenterPoint Energy service territory in Texas where
Reliant serves as the default provider, default service is not price regulated for
commercial and industrial customers with loads greater than 1,000 kilowatts and
nearly 100% of the customers have chosen retail electric service other than default
service. When the default service is structured to both reflect market prices and
enable competitive markets, many competitive suppliers will enter and make
offers to customers. Maryland currently has 18 competitive retailers registered for
large C&I customers, New Jersey has 17 competitive suppliers listed for C&I
customers in the Conectiv, JCP&L, and PSE&G service territories, and there are
over two dozen competitive suppliers registered in Texas for C&I customers.®

Reliant believes that the focus first needs to be on getting the market design

right. Only when the rules allow for robust, sustainable competition to exist will

" The CIEP class in New Jersey consists of commercial and industrial customers with peak load obligations
of 1,250 kW or greater.

8 There are only 6 active suppliers making offers to C&I customers in the Rockland Service Territory.
Supplier information from the following website: http://www.state.nj.us/bpu/home/supplierlist.shtml
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customers be able to pick the criteria, and ultimately the supplier and product that
best meets their needs. Reliant agrees with Commissioner Shane that
“manipulated competition” is not in anyone’s best interest, especially consumers.
The Commission itself, in Docket L-0040169, stated that “to foster a competitive
market, any POLR service model must be carefully designed to avoid distortions
to the market. POLR service, as the name suggests, should primarily serve as a

*? Thus, default service should not be

backstop to the competitive retail market.
the product of first and only choice. To allow a default structure that impedes the
development of a competitive retail market creates just the scenario Commissioner
Shane fears — a market structure with managed competition where consumers are

denied the benefits of competition that were envisioned for them in the Electric

Choice Act.

5. The Idea that Deregulation will Result in Lower Prices™’

Commissioner Shane believes that “customers may have thought that
Electric Restructuring (Deregulation) would result in lower prices.” Lower prices
or reduced rates may have been an expected outcome of the Choice Act, but they
are not a prerequisite for a competitive market. Competitive markets will provide
the most efficient price for electricity and the Choice Act recognized this

economic posit. However, in markets that more efficiently and effectively reflect

? Proposed Rulemaking Order, Docket 1.-00040169, December 16, 2004, Page 5.
' Statement of Commission Bill Shane, May 19, 2006, Page 2. “I believe that customers may have thought
that Electric Restructuring (Deregulation) would result in lower prices.”
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the fundamental principles of supply and demand, no promise was made nor can
such a promise be made that a competitive market will always yield lower prices
than economic regulation every single hour of every single day. Competition must
be viewed by long-run outcomes rather than on short-run events that drive
competitive market behavior and efficiency. "’

Larger customers in the Duquesne service territory, Maryland, New Jersey,
and all customers in the competitive markets within ERCOT (the ISO for much of
Texas) have seen the benefits that competitive retail markets can bring even during
times of rising wholesale prices. These customers have been able to negotiate or
select from an array of contracts with competitive suppliers that have the electric
service attributes they desire, including price, and have not been forced to remain
with one supplier that attempts to offer a one-size-fits-all product, which
inevitably results in a one-size-fits-few product that all are forced to take.

6. The Use of Long-Term Contracts to Provide Incentives for Innovative Base
Load Facilities

Long-term contracting by default service providers is not required to
initiate development of innovative base load facilities. In competitive markets,
invested capital enters to build assets as they become economical. If default

service providers, like EGSs, procure supply in a manner that best meets their

'" Other industries that have a deregulated market structure, including the airline and natural gas industries,
have not attempted to return to a more regulated structure simply because, at times, short-term events have
resulted in temporal price increases. Competitive market response to higher natural gas prices, for instance,
is demonstrated by the spate of LNG (liquefied natural gas) investment.
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individual company’s objectives, long-term contracting is certainly not precluded,
and may well be desired. The disruption to a competitive market comes when
mandated long-term contracts establish the default service price as explained

above.

There have been several instances where baseload generation has been or is
planned to be constructed without long-term contracts. Reliant built the 521 MW
waste coal Seward facility in the Pennsylvania Electric Company’s service
territory. This plant went into commercial operation in the fall of 2004 and sells
electricity into the PJM market. Reliant did not prior to construction, nor currently
has, any long-term contracts in place for the output of this facility. Texas does not
dictate how retailers (utilities are prohibited from selling electricity) procure
supply, yet TXU Energy, an unregulated power generation company, recently
announced plans to invest over $10 billion to build over 9,000 MWs of

lignite/coal-fired generation.

It is a competitive market that will deliver fuel diversity and innovative
products based on sound, competitive-based economic decisions. Therefore, since
competition provides the incentives for innovative base load facilities, those
decisions should be left to a competitive marketplace. Regulatory mandates that
preempt market-driven decision making only results in customers bearing the
burden for poor investment decisions, not shareholders. This was a prime reason

that the Electric Choice Act was passed in the first place.
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7. Impacts of LMP on Consumer Prices”

PJM implemented bid-based Locational Marginal Pricing (“LMP”’) on
April 1, 1998. The introduction of LMP has provided a level of market
transparency and efficiency that heretofore was unavailable to consumers, market
sellers, and regulatory bodies and has significantly advanced the maturation of
wholesale electricity markets. In general, Pennsylvania’s consumers are better off
as a result of LMP implementation and PJM’s Market Monitoring Unit concluded
that the market was reasonably competitive in 2005."

Recent increased attention to LMP is largely driven by increases in
underlying fuel prices used to generate electricity. Of note, the PJM 2005 State of
the Market Report states that from 2001 to 2005, the on-peak load-weighted
average LMP of the PJM system grew from $48.36 to $78.04.'* It is vital that the
Commission, consumers, and other interested parties understand that the
underlying prices of fuel used to produce electricity were the largest driver in the
price differential. By contrast, natural gas prices, which are often—though not
always—the marginal fuel used in PJM, increased 102% over the same time

frame. "

12 Statement of Commissioner Bill Shane, May 19, 2006, Page 1, “There are other elements at work in the

wholesale energy market which will cause “competitive” wholesale electric charges to be even higher than
they are at the present time. The impacts of Locational Marginal Pricing (LMP) are being recognized and

questioned by many early advocates of Electric Competition.”

"> PJM 2005 State of the Market Report. PJM Market Monitoring Unit. April 1, 2006 at 28.

" Id. at 406.

'> NYMEX natural gas prices, 2001-2005.
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8. Impacts of Transmission Congestion on Consumer Prices

Transmission congestion exists when low-cost power cannot be delivered
to all load for a period of time because the transmission system is incapable of
serving all load without constraints. That does not mean load will not be served,
but that it will be served by higher cost resources dispatched within the
constrained zone. As a result of this rédispatch, transmission congestion can cause
differences in LMPs. LMPs reflect the lowest cost resources available to serve
load based on given transmission constraints at any given time. As the PJM State
of the Market Report states: “Congestion is neither a negative nor a positive but is
a direct measure of the extent to which there are differences in the cost of
generation that cannot be equalized through the capability of the transmission

system to deliver the cheapest energy to all parts of the system in every hour.”

A number of tools are in place to address transmission congestion. Most
prevalent in the PJM market are Financial Transmission Rights and Annual
Revenue Rights. These fungible financial products represent one way LSEs can
hedge congestion costs.

Transmission congestion can also be reduced via the expansion of resources
in the market, whether they be generation, transmission, or demand response. To
that end, PJM has taken on a number of initiatives that address congestion-related
issues. RPM also provides opportunities for transmission and demand response
investment to be selected to provide capacity and potentially address congestion as

well.
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On the transmission front, PJM has announced billions of dollars worth of
transmission upgrades that will be in place in the future. These include merchant-
based transmission facilities where the investor is taking on the risks associated
with the expansion. Also, several significant high voltage transmission lines have
been proposed from the western and southern portions of PJM to the more-
constrained eastern load centers. Added to all of this are significant changes to
PJM’s planning process that will improve and better integrate generation and
transmission expansion across the PIM system to the benefit of consumers. Of
course, transmission upgrades take time as many represent significant financial
investments that can take years to complete.

9. Impacts of RPM on Consumer Prices™

As the Commission is aware, the Federal Energy Regulatory Commission
(“FERC”) is considering a redesign to the current PJM capacity market after
lengthy debate at the PJM stakeholder level. If approved, the Reliability Pricing
Model (“RPM”) will significantly improve the capacity market by using forward-
looking price signals to ensure resource adequacy. More accurate price signals
will help ensure a reliable system.

The long-term impact on consumer prices is unknown. While PJM has
provided some “indicative” capacity market prices in certain studies, these studies

are not designed to presuppose actual outcomes. Instead, the simulations are

6 Statement of Commissioner Bill Shane, May 19, 2006, Page 1. “Additionally, proposals to provide
economic incentives for the installation of electric generation “capacity” through a new administratively
determined pricing methodology, the Reliability Pricing Model (RPM), will result in significantly increased
“competitive” market prices.
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illustrative examples of how the RPM process will work using the proposed, not
final, rules and with the current set of known assets using PJM derived cost
assumptions. What is known is that properly designed capacity markets will result
in less volatile energy prices while providing greater assurance of reliability.
Summary

Reliant commends the Commission for looking at these issues now and
encourages it to carefully consider the impact its decisions regarding default
service and price mitigation will have on direct access for all customers in the
Commonwealth. While price mitigation is certainly something to be concerned
about, care must be given so as to not produce a price mitigation plan that would
be a detriment to a competitive market. Pennsylvania has the benefit of observing
the various market models in place in other states and as a result, can learn from
both the positive and negative aspects of those plans to pursue a path towards
competition. The Choice Act clearly states in Section 2802(5) that “competitive
market forces are more effective than economic regulation in controlling the cost
of generating electricity” and the Commission is tasked in Section 2802 (13) with
establishing the procedures for an “orderly transition from [the] current regulated
structure to a structure under which retail customers will have direct access to a
competitive market for the generation and sale or purchase of electricity.”

Many variables beyond the Commission’s purview affect electric markets.
Natural gas prices and national energy policies, for example, are beyond the

Commission’s control. The Commission is however tasked with carrying forth the
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directives given by the Legislature in the Choice Act. It is to that end that the
Commission must weigh the movement towards competitive electric markets with
customer concerns. As long as the Commission establishes default service rules
that will allow for development of competitive retail markets in Pennsylvania and
develops reasonable price mitigation plans to be used if needed as rate caps expire,
then customers will realize the benefits of a competitive markets.

Customer education is of the utmost importance. It is incumbent upon the
Commission, EDCs, EGSs and others in the industry to help customers understand
that default service is not their only option, but rather a backstop mechanism to a
competitive market; that lower prices are not the sole reason that electric
deregulation was and is being pursued; that competition will bring innovative
products and services such as those seen in other previously regulated industries
(e.g., packaged internet, phone and cable service in the telecommunications
industry); and that due to previous political and regulatory decisions that allowed
for capped generation rates, the continued transition towards competition, may
mean increased or decreased prices, but in either case, consumers see the most
efficient price as the result of a competitive market as called for by the Electric
Choice Act.

To conclude, Reliant believes it is very important that Pennsylvania electric
customers receive the benefits specified in the Choice Act and that will only occur

if the Commission institutes policies that allow for full, robust competition for all
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Pennsylvanians. Reliant is committed to working with all stakeholders to continue

the move towards competitive markets in a manner that is beneficial to all.

. 24



[ yuawyRENY

UMA/6S1°0$
um/0$
UMAN/91°0$
UMi/ee9L 0%
UMI/9LL1°0$
UMmy/ey1'0$
YMA/6S1°0$
UMA/STL 0$
uwi/eyL 0$
umI/8eL 0%
UMd/LGL 0%
UMN/GEYL 0$
UMY 1L 0$
UMmA/¥y1 0%

UMi/verL 0$

UMM/E91L 0%

|50 S1084 | 90IAISS JO SWia [

[3qeT Sjoe4 ! 30IAISS JO SWISL

|12q€T SPoe ¢ 30IAI8S JO SWiio |

[2qeT S1oe ! SDIAISS JO SWS L

[30ET S108 | B0IAISS JO SWio]

19qeT SI0e : 83IAI8S JO SWid|

[9(eT SIoe4 : S2IAI8G JO SWid|

[9GET SPeS ! B3IADS JO SWis]

[8GE Sj084 ! 30IAISG JO SWia]

[8qeT SjoeS ! 3019 JO SWia |

[6GET Sj0BS | B0IAISG JO SWis ]

|3GET S108 ! B0IAISS JO SUIa]

[3GET S1084 | 80IAISS JO SWIa]

[5GE Sj084 | SOIAISS JO SWIB ]

‘uosuedwod 10} SISeq 8y} St iyl

DD

D

6l

43

42

144

(43

%¥
%001
%2
%0

(%6-)
SUON

%cCL
%<
%L1
%Cl
%S 1
%L
%l b
%EL

%cCL

%E1

651L%

0$
091$
£91$
8L1%
evLs
651$
ShLS$
3 4%
8cLs
LS1$
4%
[44%]
1445

Zris

€91$

AB1auz jueney

Ueld 8In25S 9007
ABiaug jueljay

SieY a|qeley - 8514 UONN[od

Auedwo9 ABiau3 ulejunoy uaais

3814 uojN|Iod

Auedwo9 ABiau3g urejunop uaals

PUIM %001

Auedwog ABiauz urejunop uaaio

UE[d Jamod
ABioug exan

9814 UONN[0d %001} - U9aI9) BXa5)

KBiauzg exsn
Ueld 90 Aseg

*au} ‘1amod adloy9 sl
uejd x4 Xa L

au| ‘Auedwon ABiaug ABiauNO DT

30IAISS [ERUDPISSY
nemouiq

ue|d Uonoaj0ld adlig

d1 ‘ABisuzg yoaaQq

10Npo.d 8|gqele/ [enuapisay
ABi1au3 assowwio?)
13ddo1g a01d Jenuapisay
ABsouzg so18wWWIO)
301A19S OH09|g Jenuapisay
AB1au3z oin

weibold J0enUO)) JUNoosIq
ABiouz oBiwy

jeeg 01 99lid
ABiauz juelsy
w_ n_mm Alviiddv mDO.>

sabieyo a|qelieA pue paxi} JO 9AISN|OUl 2le pue
yruow Jad YA 000° L Jo abesn Alou09]9 Uo paseq ale Sajewisa Yjuo Jad 1s09)

2004




"Apoadip 43y 1eyy 1oejuoo aseald ‘Buioud Jo 1ayo

s,d3Y Jejnonsed e 1noge suoisanb Jo4 (6E8Y-262-998-1) XTL-t-4Md-998- 8214101 ||ed aseaid ‘18pIA0Id O1109]T |Ie}ay B 8S00UD 0} MOY JNOge suolsanb aaey noA J

UMI/PSL 0%
UMN/SSL0$
UMA/6SG8Y L 0%
UMN/6S8Y L 0%
UMN/8Y L 0%
UMY L°0$
UMN/LY L 0$
UMN/GL 0%
UMY L 0$
UM/Z91 03

um/e9L 0%

[9QET SIoE : IDIAISS JO SWio L

[joqeT SIoeS : SOIAIBS JO SWia L

JoqE] SI0E4 : BOIAISS JO SULIB L

[8GET Sj0€] : SOIAISS JO SUWIS

[8GE S108] : 30IAISS JO SWIa]

[8GeT S108 : BDIAISS JO SWia]

[oGE S10E] : BOIAISS JO SUIID L

[8GET S1084 - I0IAISS JO SUWIo L

[50eT S1084 | S0IAISS JO SWia ]

[3GET S)0€ : SOIAI9S JO SWia L

[3GET S10e : 30IAI9S JO SWIS ]

[5GET Sj0e] : IDIAI8S JO SIS ]

43

¢l

9¢

ve

cl

%9

%S

%6

%6

%6

%21

%01

%8

%cl

%l

%0

1415
SG1L$
145
6vLS
1483
1445
FA4R
051$
12413
291%

€91L$

WANCE B ERE
saoIAI9g ABJaug nx.

uejd wopsalj
sao1a9g ABJou3 NXL

GIUGHY OF UIUCIY 901AI8S [EnUapIsay

ABiau3z weansg

Ueld paXi4 901AI8S [BRUSPISOY
ABJouz weansg

UB]d JIUOIN O} UIUOW SDUIAESIEIS

Jamod xalleis

UBld JESA € SDUIABSIEIS
13MOd X3a]ie)s

UB|d JESA ¢ SDUIAESIEIS
lamod xa].Jeis

UE|d JEBX | sbuiAesiels
lamod xa]Jeis

UB|d JusWiesi]y Jejs
o1309|3 ybiels

UB[J 9]qemausy Suonnjog sjduig

ABlau3z juelay
jesg oy 90ud
ABiaug jueljoy
Ue|q aind85 2002



UMM/LSL°0$ l %1 iS1$ ABiou3 jueyey !
[oqeT S1oe4 ! 391A19G JO SWI9 ] ANOUI03|g [enuspIsay P
UMM/9€L 0% 3 %ET 9€1$ uoIsIAg |1R39Y do-00 214)09|] S8d8nNN ~
[9QET S1oe : 90IAI9G JO SWiio | 31ey oqeloy - @914 uonn|jog I
UANM/GLL 0% ﬂ.:. 6 %l [JAKS Auedwo9 ABiaug ujejunopy uaaig f
[2QeT SIoe ! S3IAI8S JO SWid 931 uonnjo4 P
UMA/$9L1L°0$ \&; 0 %L 9/1% Auedwog ABiauz urejunop uaalg i
[SqeT S}oeS : SOIAISG JO SWISL (%8-) PUIM %001 PR
UMN/PLEL 0% N.J 0 QUON 161$ Auedwog ABiaug ulejunop uaalo f
[9geT s108 ! SOIAISG JO SWIS] Uue|d 19mod N
UM/SS1 0% 0 %<l SSL$ ABisug exan J
|9QE7 SIoE4 | 90IAI9S JO SUIg | 3914 UORN|I0d %001 - U9aID) BXa5) P
UMN/ELL 0% " 0 %e €L1$ ABisug exa9 _
JoqeT SI0E ¢ 3JIAISS JO SWIS | uelq aoiid Aseg e
umi/gyL 0% (4" %91 1453 *ou| “Jamod 91049 Isild (
[90€] S10e4  9JIAI9G JO SWIo ] CEREIERENR PR
UAMI/SY L 0% 0 %8l svi$  "ou| ‘Auedwog ABssu3g ABIBUNODT _
[8QET S1oeS : 30D JO suie | SOIAISS [ENUSPISaY PR
UMN/BEL"0$ ! %eZ 8E1L$ nemoufq ,
[8GET S)OE | BINIBG JO SWIS L jeag oy oold R
umi/LLL 0% L %0 111% KBJau3 j1ejay 1do |
[5GE] SIOE4 : S91AJ9G JO S8 JoNpoId S[GEUEA [Enuapisoy P
UMA/L8SL 0% l %L1 861$ ABJaug 99i1awWwo) i
[50E SPoe4 : 90IA19G JO SUS] 150d01S 90ld [enuapisay PN
Umi/1eL'0$ zL %92 €18 ABJaug 8919WWI0YD !
[90ET SIOES | SOIAI9G JO SWID ] 30IAI9S 0INO9[g [enusapisoy P
UMY/LGL 0% zl %S+ 151% ABiaug ounn f
[9GET 108 * SJIAISS JO SWIo L Wwelbold Joe/UCT JuUNoosIa P
UMN/FrYL 0% L %61 14453 ABiau3 obluy !
jeag o} 8dlid
ABiau3 |1e3ay 1dD
111$ ‘S| d3d 31VINId4Y INOA

UNRHLLL 08

‘uosuedwoo 10} siseq ay) Si SiyL

sableyo a|qeleA pue paxiy J0 8AISNOUL ale pue yjuow Jad Yy 000° | JO abesn AJo1103]|8 U0 paseq ale Sojewnsa Yuoy Jad 1so0)

PN ajepdn, 1Y pue auo 991109 ayj 102]9S

[eAUsD SexeL @Y |
T e ‘Auedwod salim JuaLIND INOA jJou SI SIY} J|

r oweL




‘Apoaaip 43y ey joejuod asesald ‘Buoud Jo
Jayo s, 43y Jeinoied e Jnoqge suonsanb 104 (6E8-/6/-998-1) X3 1-v-4Md-998-} @801 ||e0 asea|d ‘Japiroid 21109|T [IB}9Y B 9S00UD 0} MOY Jnoge suonsanb saey noA §|

J8qeT SJoES | 301AI8S JO SWI9 ] wC | 89JUBIBNS3Jlg PR
UMN/951°0$ ZL %2l 9G1$ saoinleg ABsauz NXL '
[90ET S10E ! 8JIA18SG JO SWIa ] ue|d wopsaij P
UMI/LSL0$ i %L1 IS1$ sadialeg ABrsuz NXL !
[19qeT S10e4 | 90IA19S JO SWiIa | UIUGI 03 IUO\ 901AI8G [BluUapISay _—
UYMI/BESE 0% I %EL 415 ABisuz wieansg f
[9qe sjoe4 ! 821AJ8S JO SWI9] UB[d paXi4 90IAIag [ENjuapISay R
UMI/8ESL 0% 4} %EL 1% ABsou3z weosig f
[8qeT s1e4 ¢ 331A18S Jo swia] UE|d JIUO O] LPUON SBUIAESIEIS o
UMA/GL 0% l %S1 0SL$ Jamod xajliels
18qeT Sjoe4 ! 93IAIaS JO SUlId ] Ue|d JeSA ¢ SDUIAESIEIS
UMM/GSL 0% 9¢€ %2t GS1$ lamod x911ejg _
[9qeT Sjoed | S0IAI9S JO SWIS] UB|d JBaA ¢ SDUIAESIEIS e
UAMM/BS L 0% e %01 651$ 1amod xallejs _
J8geT SIoe : 30IAI8S JO SWIB ] ueld 1ea A | SDUIAESIEIS e
UMA¥9L 0% (4" %L v9L$ Jamod xapieis
[2g€e] S}oE ‘ 9J1AISS JO SWIS | uejd juswiesl] Je1s R
UAMI/BEL 0% l %22 8cL$ a1399[3 WbieIg 4,

[30ET SIoB4 ¢ S0IAI9S JO SWIa L Ug|g SBUIAES pasjuelens)



Attachment II
A Potential Measure to Mitigate Increases in Electric Prices

A. Goals:
a. Provide all residential customers the benefits of the mitigation measure through
creation of a non-bypassable wires credit.
b. Do no harm to electric utilities
c. Do no harm to Electric Choice and Competition Act of 1999 (“Electric Choice Act”)

B. Increases in commodity prices are not the result of Maryland’s Electric Choice Act
a. Increases are due to underlying fuel costs; customers in fully regulated states are also
seeing price increases
b. Competition will lead to more efficient prices than regulation
i. However, for an orderly transition, a commodity rate mitigation credit can
alleviate the impact of increased commodity costs

C. Commodity Rate Mitigation Credit
a. Mechanism
i. Provide a credit to all residential customers determined by:
1. the amount of mitigation desired
2. the length of time the credit is available
ii. The Electric Distribution Utility would fund the credit and would be able to
securitize the total dollar amount of the credit over a long period of time, e.g.
15-years.

[lustrative Example:

Commodity Rate Mitigation Credit

Credit Dollar Amount 53,604,998
Total Amount [ssued $ 53,604,998
Total Amount Securitized $ 53,604,998
Interest Rate 5.00%
Periods (Years) 14
Residential Credit (# of Years) 2
BGE 2004 10-KResidential Sales (kWh) 13,313,000,000
BGE 2004 10K Residential Customers 1,072,100
Typical Residential Customer Sales

kWh Sales per Year 12,418

Avg. Monthly Credit Amount $2500 —— CRMC



