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Old Dominion Electric Cooperative (ODEC) greatlypagciates the opportunity to
participate in this forum. These comments are ipiext per the Commission's Supplemental
Notice of Technical Conference in this proceedindieu of an opening statement for Panel
Three.
A. OVERVIEW AND INTRODUCTION

ODEC is a not-for-profit power supply cooperatieeganized and operating under the
laws of the Commonwealth of Virginia and subject@Gommission jurisdiction as a public
utility. ODEC supplies capacity and energy to @even electric distribution cooperative
members, all of which are located within the PJMitoal area. These cooperatives formed
ODEC as a power supply cooperative to acquire paupply resources, typically through the
construction of generating facilities or the deyahent of other purchase power arrangements, at
a lower cost than if they were acquiring these ueses individually. ODEC was organized for
the sole purpose of supplying power to its membstridution cooperatives on a reliable and
cost-effective basis. ODEC is operated on a catpver non-profit basis for the mutual benefit

of its members.



ODEC's long-term relationship with its members riegsl ODEC to undertake long-term
commitments for power supply. ODEC has Wholesalevd? Contracts with each member
distribution cooperative which will continue thrdugt least January 1, 2054 absent early
termination. These "all requirements" contractbgalte ODEC to sell and deliver power to its
member distribution cooperatives on a bundled basid obligate ODEC's member distribution
cooperatives to receive from ODEC virtually alltbéir power supply requirements.

ODEC is a member of PJM Interconnection, L.L.C.J0P). In addition to periodic
power purchases from third party suppliers, ODEGi®ws own generation and is a network
transmission customer of PJM under PJM's Open Acdasnsmission Tariff ("Tariff").
ODEC is also a PJM Transmission Owner.

ODEC has been an active participant in the PIMesialkler processes regarding capacity
constructs and has also participated in the vampooseedings before the Commission regarding
PJM’s Reliability Pricing Model ("RPM"). While itially opposed to the centralized capacity
construct and administratively determined demange;uUODEC was able to join in the original
settlement that established RPM because RPM wdgidypestablished as a residual construct
that accommodated self-supply as well as stateires@dequacy decisions.

The Supplemental Notice for the Technical Confegeimcthis proceeding describes the
third panel, "adapting to industry changes”, asuising "the impact of state and federal policy
considerations and emerging technologies on thésgoal objectives of centralized capacity
markets." At the outset, ODEC believes the goatagacity constructs and markets should be
resource adequacy at all times to maintain reltgbilCapacity constructs in the various regions

should, as the Commission has previously descripeaiide a "last resort" for load-serving



entities ("LSEs") to meet their capacity obligatfonThe goal of the capacity constructs to
provide a backstop forum to obtain capacity in otdemaintain reliability should also act as a
limitation on the Commission's policies and prgstoons for such constructs. The Commission
should not, for example, approve or adopt ruleglwkvill unduly hamper or inhibit the critical
and bedrock principle of honoring legitimate selpply by LSEs with an obligation to serve,
nor should the Commission entertain proposals whithinhibit investment in new capacity
resources from both traditional and innovative tetbgies. The Commission's inquiry here,
and in its review of capacity constructs in eaaiae, should adhere to this bedrock principle
that such mechanisms are intended as a last smamde of capacity procurement for LSEs and,
correspondingly, must not be regarded as the solees of capacity revenues for generators.

Capacity constructs should not focus on monetatgames for one particular class of
generator or one particular entity legal structiiues type of corporate entity). Rather, the focus
should be on clear definitions of LSESs’ obligatiobased on well-defined, reliability-based
criteria, such that the LSE can then choose amongpréfolio of previously-determined
acceptable capacity products to meet its peak dbdidations ("PLO"). Any centralized auction
should be residual to whatever owned resource daa iffght have, through physical plant
ownership or bilateral agreements. The individUBaE PLO and acceptable capacity products
should be designed such that when aggregated tkey tfme resource adequacy requirement of
the entire region.

As context for these comments, it is essentialadeeha clear perspective on what we
currently have in place. The capacity procuremmaichanisms which are referred to as

“centralized capacity markets” are not marketsllat lastead, they are administrative “resource

1 PJM Interconnection, L.L.C115 FERC 61,079 at P 71 (2006 (In discussiegRthM RPM, the Commission
stated that "after LSEs have had an opportunifrécure on their own, it is reasonable for PINrmcure capacity
in an open auction . . . This, however, should estaresort.").
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adequacy constructs” that hope to mimic competitegilts. Unlike a competitive market, there
are not “...many competing buyers and sellers inranrenment with low barriers to entry and
no glut or extreme deficit of supply.”

This is not to say that a resource adequacy cartsgunot useful or beneficial. But it is
essential to recognize which components are méikeeand which are not, as well as the degree
the construct departs from the theory of free mackenpetition. If the constructs become more
complex to accommodate new technologies or a pletbbnew capacity products, the rules and
lack of certainty will likely continue to serve barriers to new entry.

For example, in PIJM's RPM there is the administefftdetermined demand curve and
mitigated supply offers to determine the clearingce in the Base Residual Auction and
Incremental Auctions. Since the inception of RPie PJM Independent Market Monitor
("IMM") has consistently determined the aggregated aocal market structure to be
uncompetitive based on the Three Pivotal Supplest Nonetheless, market performance was
deemed competitive as a result of the applicatfidch@market power mitigation rulés.

B. PRELIMINARY RESPONSES TO QUESTIONSIN FINAL AGENDA FOR

TECHNICAL CONFERENCE
The following are preliminary responses to the tjoas posed in the Final Agenda. |

look forward to further discussion during the TechhConference.

2 August 23, 2013 Commission Staff Report at page 26

% “The PJM Capacity Market is unlikely to ever apmrb a competitive market structure in the abserica o
substantial and unlikely structural change thaultesn much more diversity or ownership.” 201at8tof the
Market Report for PJM at page 25

* “Explicit market power mitigation rules in the RPMonstruct offset the underlying market structure
issues...results were competitive in 2012”. 2018eSof the Market Report for PIM p 26.
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1. Do centralized capacity markets effectively accommodate various federal and
state policies, such as state resour ce planning policies, renewable portfolio standards, and
compliance with environmental regulations? If not, how can such policy considerations be
better accommodated in centralized capacity market design?

The PJM RPM auctions do nper sediscriminate between resources built to meet
federal and state policies such as RPS, and thokddrs other reasons. However, some of the
rules for the auctions, such as buyer-side mitigatnechanisms, might inhibit the ability to
construct such policy-compliant resourc&eeFERC's August 23, 2013 Staff Report in this
proceeding, at 26-27. In PJM, the Minimum OffeicBRule ("MOPR") restrictions on
resources apply to combustion turbines, combinetesyand integrated gas combined cycles
and presumably would not apply to an RPS faciliyd it seems RPM has not dampened the
enthusiasm of units to retire due to environmecalcerns. Between 2003 and 2013, over
15,000 MWs have retired in PIMCurrently, the PIM generation deactivation rephows
over 13,000 MWs of additional announced retiremégt©ctober, 2015. Additionally, per Part
V of the PIM Tariff a generation owner need provide only 90 dayst pitice for generator
deactivation, even if PJM determines there wilbldeansmission reliability violation as a result
of the deactivation.

However, the success of capacity constructs likeMRIR accommodating state
jurisdiction and policy over resource adequacyesslclear and has generated contentious
litigation and debate. The limitations on the Caossion's Federal Power Act jurisdiction over

rates, terms and conditions of wholesale serviezvdg states with authority over resource

® See PJM Generator Deactivatiohttp://pjm.com/~/media/planning/gen-retire/generateactivations.ashx
® PIM Tariff, Section 113.1.
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planning and adequacy, as FERC has recoghizddwever, these lines are increasingly blurred
as FERC's policies impact the states' ability tospe their resource adequacy and policy
mandates, and vice versa.

The original RPM design clearly recognized statagits under certain circumstances to
make their own resource decisions and continueatticgpate in the PJM capacity construct.
The state mandate exception in the initial MOPRgezed that this could occur with little or
no overall impact to the clearing price. And, whéinere was a market impact over a certain
threshold, the mechanism provided a targeted sipgé adjustment to the market outcome
where the consequences (differences between thecleming scenarios) were distributed to
both load and supply rather than only to load. kEwev, this and many other essential
components favorable to load interests have beaptsaway during the changes to the RPM
MOPR subsequent to the actions of New Jersey angladfal to ensure capacity adequacy in
their states.

Getting back to basics and a simpler constructccbalp. There may be opportunities to
resolve the inherent jurisdictional tension if veaffirm the core and limited purpose of these
administrative constructs to be residual, includprgviding an option for efficient short-term
trades by those who want to use it. The centr@dlcagpacity mechanism should not be the only
game in town to ensure resource adequacy. AsthelPJM energy market, RPM was clearly

contemplated as a residual consftudidditionally, we could consider a different apact than

" See, e.g., New York State Reliability Courilg FERC | 61,179 at P 31 (2008jder on reh'g,122 FERC

161,153 (2008) ("In regard to the New York Commais's concerns with respect to its jurisdictiorg @ommission
acknowledges those concerns and respects thedreditole of state and local entities over resewadequacy. Our
goal is to appropriately recognize state and Igaekdiction over resource adequacy while at theesaime

fulfilling our statutory mandate under the FPA tsere that rates, terms, and conditions of jurtzhel sales of
electric energy and of jurisdictional transmissiane just, reasonable and not unduly discriminatory
preferential.").

® See, e.g., PJM Interconnection, L.L,.€C15 FERC { 61,079, at P 71 (2006) (emphasis added . after LSEs

have had an opportunity to procure capacity onrtloevn, it is reasonable for PJM to procure capacityriropen
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a market design focusing on revenue adequacy oetdomone particular asset but rather
concentrate on properly defining reliability- basedntributions of the various capacity
product(s) and then let the market work. And dleanother useful enhancement would be to
resist significantly modifying the construct onamual basis.

Finally, to the extent the Commission adopts gdnpddicies through a rulemaking
proceeding, the Commission should consider whetheneeds to direct that capacity
procurement mechanisms in FERC-jurisdictional fardind agreements must make explicit
accommodation for resources constructed pursuariederal and/or state policy objectives,
similar to the directives for transmission planningrder No. 1000. As an example, RTOs and
ISOs should consider whether the analysis for exempfrom mitigation sufficiently
accommodates such resources even if they mighbeateemed "economic” based on a cost-

only analysis.

2. Are there specific aspects of capacity market design or specific capacity market
design elementsthat create barriersto effective implementation of federal or state resource
procurement, planning, energy or environmental policies?

There are aspects of capacity market or resourequady construct designs that can

have negative impacts on development of resouraesupnt to policy objectives such as RPS.

auction at a time when further delay in procurenemild jeopardize reliabilityThis, however, should be a last
resort" and at P 55 (emphasis added) (The purpose d@R#s is "to enable commitment of capacity resosiroe
satisfy remaining capacity needs of LS&fer taking into account their owned and contractesources;
Statement by Michael J. Kormos, PJM Senior Vicesient of Operations, June 24, 2010 Technical Genfe in
New Jersey Board of Public Utilities Docket No. BB200920: "I would offer that RPM was never meanbéoan
end-all and be-all for the capacity markets. Weaglsvenvisioned [it] to be a piece of it. We envigd that there
would be longer term contracts. There are waysetasdf supply. There are ways to literally pull ygelf out of
RPM. Those options were always, always built in tHere.

° See, PJM Interconnection, L.L,CL37 FERC { 61,145 (2011) at P 90 ("RPM itseliwaver, has no feature to
explicitly recognize, for example, environmentaltechnology goals, nor does it contemplate relighdoncerns
beyond a three-year forecast.") In the OrdeREBuggested that PJM and its stakeholders shegjith la process
to consider such issues if they deem reasonable.
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For example, overbroad and unnecessary applicafiamarket power mitigation measures could
create a barrier to renewable resource developmaitgo, the lead time for development of
resources that participate in the capacity aucti@amsalso serve as a barrier to meeting federal or
state policies. And, as the Commission Staff Repotes, longer forward periods can be
difficult for resources like demand response whiekie shorter lead timEs

In general, the more complicated a design, the nep@ortunities there will be for
barriers or unintended adverse consequences. $hatkministrative interventions in a resource
adequacy construct, the more amenable it is tonacwmlating different market results.

In PIJM, the MOPR expressly does not apply to wind aolar resources. Consistent
with the reliability contribution of the particulaesource which can vary by the asset type, PIJM
rules can accommodate renewables and demand respotise capacity auctions even where
there are different rules among the states thanelghe types and amounts of renewable
resources which must be utilized, including resitsits around the geographic areas.

Regarding resource procurement and planning, theggpear to be unresolved
discrepancies or inconsistencies between FERC tatd action in restructured states. The
collateral policy impacts to date, frequent rulamges, and the risk around future policy changes

might have a chilling effect on new entry.

3. Are there aspects of centralized capacity market designs that create barriers to
entry for new and emerging technologies to participate in centralized capacity markets? If

30, how can those barriersbe addressed?

19'pJM has addressed this for demand response biioliihg 2.5% of the resource requirements from eBabe
Residual Auction to accommodate the shorter-tertaraaf demand response
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Presumably, the same aspects of capacity marketrmstruct design which can create
barriers to entry for public policy resources @dso create barriers for new entry by new and
emerging technologies. Without specifically tanggtnew and emerging technologies, the
continuous creep away from reliance on self-suppla residual construct with well-defined
obligations and capacity products, and toward aapacictions as the sole source of capacity
procurement at a price based on an administratielgrmined construct can potentially have a
chilling effect on creative new entry. ODEC notkewever, that not all resources are created
alike. To the extent a resource is less able teelied upon for capacity by virtue of its physical
characteristics, such differences must be takendotount. These differences can more readily
be taken into account in a bilateral market ratheentralized model.

The primary barrier centralized capacity construptesent for new and emerging
technologies is the concept that all technologievide the same capacity value. Clearly each
conventional technology has a different capabidyproduce energy over time. However, to
define and differentiate capacity products or tokenahem have similar “must offer”
requirements or even expand into ancillary sermeekets will quickly lead us to an even more
complicated administrative construct.

Alternatively, to address new and emerging techgielowe could develop a solid and
common basis of what we are hoping to achieve vesaurce adequacy construct.

First, as discussed above, the critical princigleapacity construct design must be that
the capacity market is residual to self-supplytisat neither buyers nor sellers depend on the
capacity construct to either satisfy the bulk @itltapacity obligation or provide the majority of
the return on their investment. When capacity milare returned to their founding purpose of

a residual, "last resort" source for capacity, LS#S$ be able to meet their PLO, taking into



account an engineering-based determination ofdfaeired reserve margin, based on their long-
term resource portfolios.

Second, in order to accommodate the fact that atgreclass of resources beyond
traditional capacity resources, such as emergidgntdogies, might be viable to meet capacity
obligations, the methodology for developing the LSIEO should perhaps be reconsidered. In
PJM, PLO is determined by the highest five hourgrofive discrete (and possibly non-
contiguous) days over the entire RTO. But whatbdjty must | have to meet obligations the
other 8,755 hours in the year? Given forecastmaiogdy and weather variability, what ability to
operate at nameplate capacity must a capacity resdwave to assure the LSE is capable of
meeting its PLO? Should each LSE be able to fasitéocapacity portfolio in accordance with
its market view and risk profile or should firm tegements be dictated? Is the average of the
top 5 hours in a year the best metric for PLO austh seasonal and monthly obligations be
considered?

There does need to be a place for new and emetgahmologies, but | wonder what
these technologies do. Are they capable of comsgnmon-electrical fuel and providing
sustainable dispatchable energy? Or do they eblfl@ndn accordance with other non-capacity
construct signals (ancillary services)? Can | lighy house with them? Should some new
technologies (as well as existing capacity "resesiftike DR) be on the demand side, avoiding
costs as opposed to setting prices? Are thesehbels and batteries, or technologies beyond
my imagination? Regardless, each technology'sisizile energy delivery capability should be
considered to inform its relative value as a céagamioduct.

PJM's stakeholders are currently evaluating the e@bdemand response in the capacity

market. Among those considerations are issueadima: (1) which demand response product

10



is best; (2) whether various products should east ldlifferent monetary value; and (3) whether
there should be an upper limit on the use of aedamand response products in the auctions in
order to maintain reliability. We should expechsar debates regarding the use of new and
emerging technologies in the capacity construdoiing a residual approach with a more
accommodating view of PLO and acceptable capactgyrt operational aspects would be a

simpler and more sustainable approach.

4. How does the changing resource mix (i.e., increased reliance on natural gas-fired
generation, increasing market sharefor variable energy resources and emerging
technologies such asdistributed resour ces, and demand response) impact the centralized
capacity markets?

A resource adequacy construct should be suffigieathust to accommodate a changing
resource mix as well as be able to include emerggonologies. The most robust design
should be the simplest and would have the follovahgracteristics:

> Residual construct

> A less prescriptive design

> Clear definitions of an LSE’s PLO

> Penalty structures which incentivize performancetheut unduly
punishing circumstances over which LSEs do not ltaverol

ODEC'’s experience with RPM in general and the MORRparticular has led us to
realize a one-size—fits-all approach does not wdlearly some participants invest with shorter
time horizons while others invest long-term. Reseuead times can vary. And the capacity

market value can have either a small or large nolan investment decision or policy. A
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merchant investor will have a different return estpon and risk tolerance than an investor

self-supplying its needs or an investor expandingetyofitting a plant. The differences can (and

have) led to year-over-year swings in the suppty @@mand balance and resulting capacity price
in PIM.

The current PJM RPM MOPR provides separate exemgptifor self-supply and
competitive entry, which ODEC supported as an imeneent over the status quo once the
Commission allowed elimination of guaranteed clegrifor self-supply. This is a vast
improvement, yet still not as robust as the origifDPR design, to reasonably excluding
entities with neither incentive, intent nor ability artificially depress capacity clearing prices.
Emerging technologies could require revisiting W@PR reference resource.

A less complex design where an LSE’s obligatiowédl defined to reflect the capacity
required over the course of the delivery periodessary to meet its overall energy needs and
where the construct is residual would address Aapges to the resource mix.

With respect to penalties for non-performance, redimed capacity constructs and
markets should include penalties which incentipeeformance in order to maintain reliability.
However, as the fuel and resource mixes changgdhelty provisions should be reconsidered
to ensure that they do not create barriers to enthg an LSE with ownership of gas-fired
electric generation, ODEC has personal experienttegas-electric coordination issues, and has
participated in Commission proceedings on thoseiess ODEC has also supported the
comments filed by the National Rural Electric Compiee Association (‘“NRECAY urging the

Commission to improve upon such coordination e$faricluding synchronization of the gas and

1 See,, e.gNRECA's Comments filed on the Notice of ProposeteRaking on Communication of Operational
Information Between Natural Gas Pipelines and Ekedtransmission Operators, Docket No. RM13-17 argést
26, 2013;Comments of [NRECA] in Response to Commissionetldfgseand Commissioner LaFleur's Inquiries
Regarding Natural Gas-Electric Interdependeniided in Docket Nos. AD12-12 and RM96-1 on Ma&h, 2012.
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electric day schedules and flexibility in servicgféered by natural gas pipelines in order to
facilitate use by gas-fired electric generatorss the Commission has seen with the recent
proceedings in ISO-NE regarding the possible intpmsiof penalties for failure of gas-fired
generators to take firm natural gas pipeline sepvehanges in fuel mix can be expected to cause
us to revisit the rules of the markets, includirapalty provisions. In this regard, ODEC urges
transparency and flexibilit}

C. CONCLUSION

ODEC appreciates the opportunity to provide thesmmoents. | look forward to

discussing them further during the September 2Hhiiieal Conference.

/s/IEdward D. Tatum, Jr.

Edward D. Tatum, Jr.

Vice-President, RTO & Regulatory Affairs
Old Dominion Electric Cooperative

4201 Dominion Boulevard

Glen Allen, VA 23060

(804) 968-4007

etatum@odec.com

Dated: September 9, 2013

125ee e.g., New England Power Generators Associdtiony. ISO New England, Ind44 FERC { 61,157 (2013).
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