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                  P R O C E E D I N G S   1 

                                                 (9:00 a.m.)  2 

           MS. COCHRANE:  Why don't we get started?  Good  3 

morning.  I'm Anna Cochrane, The Director of the Division of  4 

Tariffs and Market Development East, and the Office of  5 

Energy Markets and Reliability.   6 

           This is day two of the Staff Technical Conference  7 

In the Matter of PJM Interconnection, LLC's proposed  8 

reliability pricing model, or RTM, filed August 31, 2005, in  9 

Docket Number EL05-148 and ER05-1410.  10 

           On April 20, 2006, the Commission issued its  11 

initial Order in this proceeding.  The Order found that it  12 

is appropriate to allow a dual method of satisfying capacity  13 

obligations from which states and utilities can choose.  14 

           One method would be the use of the capacity  15 

approach proposed by PJM for the price at the intersection  16 

of downward-sloping demand curve and supply bids made by  17 

capacity resources.  18 

           And we discussed the parameters of the demand  19 

curves yesterday.  The Commission found that the second  20 

method will require each LSE to be responsible for self-  21 

supply or contracts for meeting its locational reliability  22 

targets for the determined period.  23 

           This option would result in capacity requirements  24 

for LSEs.  We will address the details of this approach  25 
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today.    1 

           As we did yesterday, this is intended to be an  2 

informal working session.  Analysts will dispense with  3 

opening remarks.  They've already provided position papers  4 

in advance of the meeting, so we will just kick off with  5 

questions from the Staff.  6 

           As you see, we have a microphone set up at the  7 

side of the room.  If people have questions or comments to  8 

make from the floor, line up at the mike, as we did  9 

yesterday, and we'll have discussions with people in the  10 

audience.  11 

           If you're speaking from the floor, please begin  12 

by identifying yourself and the parties you represent.   13 

Please limit your comments to no more than two minutes.  14 

           With me from the Staff are John McPherson,  15 

Tatyana Kramskaya, Dan Nowak and Debbie Ott of OEMR-East,  16 

Dave Mead and Dick O'Neill from the OMER Policy Division,  17 

and Mike Goldenberg, Chris Wilson, Sue Ehrlich, and Kathy  18 

Waldbauer from the Office of the General Counsel.  19 

           I'd also like to recognize Sarah McKinley, who is  20 

with the Korean Delegation, who has been instrumental in  21 

organizing this event.  She's with External Affairs.  She's  22 

not with the Korean Delegation.    23 

           (Laughter.)    24 

           MS. COCHRANE:  I just realized how it sounded  25 
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when I said that.  Before we begin, let me reiterate some  1 

ground rules:  First of all, the speakers should limit their  2 

comments to matters in the RPM proceedings.    3 

           Please do not address other matters that are  4 

pending before the Commission in other dockets.  5 

           Second, for those parties who have sought  6 

rehearing of some of the Commission's rulings in the April  7 

20th Order, please do not re-argue your positions as to  8 

those rulings here.  This conference is intended to address  9 

solely the technical aspects of developing the long-term  10 

fixed resource adequacy requirements as set forth in the  11 

April 20th Order.  12 

           We recognize that some parties are in hearing on  13 

those issues, but for purposes of this conference, please  14 

assume that those elements will remain part of the RPM.    15 

           Some housekeeping matters:  Let's plan to have a  16 

15-minute break at 10:15, a break for lunch at 11:45,  17 

between 11:45 and 12:45, and another 15-minute break at  18 

2:00.  We have the schedule that's been passed around.  19 

           Please make sure that every document you  20 

distribute today, is entered into the record for this case.   21 

You can send the electronic version to Sarah McKinley at  22 

ferc.gov.    23 

           Please make sure that at least one hard copy of  24 

the document goes to a FERC Staff member, and whether you  25 
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use electronic or hand-delivery methods, please make sure  1 

that the name of the party submitting the IM and the fact  2 

that this needs to go into the record for this proceeding,  3 

that the docket numbers are clearly marked on the document.  4 

           If you can, please make sure you can provide the  5 

document for the Court Reporter.  Extra copies may be placed  6 

at the back of the room.    7 

           As we  mentioned in our notices, all parties are  8 

welcome to submit post-conference comments, if they wish to  9 

do so, by June 22nd.  10 

           Today's panelists are Craig Baker from AEP,  11 

Robert Bradish from AEP, John Horstmann from Dayton Power  12 

and Light, and Betsy Moler and Steve Naumann, from Exelon;  13 

Andy Ott from PJM, Roy Shanker with a bunch of generators.  14 

           (Laughter.)  15 

           MS. COCHRANE:  Bob Stoddard from Mirant,  and  16 

Steve Wemple from ConEd Energy.  17 

           Thank you.  I'll turn it over to Staff to begin  18 

with questions.  Dave was the question man yesterday, so --   19 

           MR. MEAD:  The first question is a general  20 

question:  What principle or objective should we be using to  21 

determine how long the opt-out period or opt-out commitment  22 

should be?  23 

           In the Commission's April 20th Order, the  24 

Commission stated that the opt-out for be for a sufficient  25 
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length of time, so that an LSE wouldn't be able to move in  1 

and out of opt-out quickly.  2 

           The Commission's concern was that an LSE not be  3 

able to choose opt-out during a period of capacity surplus  4 

when prices would tend to be low, and return to the RPM  5 

options during capacity shortages.  6 

           Mr. Shanker and Mr. Stoddard, in their written  7 

comments prior to this proceeding, suggest that the  8 

commitment period should be guided by the principle that the  9 

commitment period should be at least as long as the business  10 

cycle.  11 

           That way, an opting-out LSE would operate would  12 

operate under the opt-out option, during both periods of  13 

capacity shortage and capacity surplus.  I'd like to pose  14 

the question, is that the right principle; that the period  15 

we should be looking for, should be at least as long as a  16 

typical business cycle?  17 

           I guess I would direct this first to the people  18 

who tend to support opt-out, but I'd like to hear  19 

everybody's views, eventually.  20 

           MR. BAKER:  I'll be happy to start.  In my view,  21 

the period that you actually are committed for, doesn't  22 

necessarily need to be the same as the planning period.  I  23 

think the comparable period of committing out, the four-year  24 

cycle, as is proposed for RPM, would work as well for the  25 
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fixed-resource approach.  1 

           I don't think that the stimulation the Commission  2 

is worried about, that people would bounce in and out -- you  3 

can deal with that without making the commitment period that  4 

long -- is really going to happen.  5 

           When AEP looks at its plan, I don't know -- you  6 

know, Dave can speak for himself -- we look out ten years or  7 

so in what we're going to do, and lay out how we will build  8 

new capacities, examples being announcements that we've made  9 

to build two IGCCs that will be delivered in 2010 and 2013  10 

at this point.   11 

           We know what we're going to build, looking out to  12 

that period of time, so we're committing, we're spending  13 

money on generators, on equipment.  We do all of those  14 

things.  15 

           What probably concerns me a little bit with the  16 

longer period, is some of the uncertainty that AEP has  17 

around what the structure will be of two of its states.    18 

           We have Ohio, which today looks very much like a  19 

vertically-integrated utility.  It's served by its own  20 

generation, the Ohio Companies, but we don't really know  21 

what will happen in 2009.  22 

           In the case of Virginia, we have a similar  23 

situation, where we don't know what will happen in 2011.  24 

           We have said that RPM may very well make sense  25 
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for places where generation is moved into unregulated  1 

subsidiaries, separated from load, so we don't know those.  2 

           A shorter period, I don't think causes any harm  3 

to the market design, and provides the flexibility that's  4 

needed to be compatible with our state regimes.    5 

           MR. MEAD:  Let me just follow up.  If you have a  6 

short period, how does the Commission ensure that an opt-out  7 

LSE, doesn't do this sort of opting in and opting out,  8 

depending on its short-run advantage?  9 

           You know, as the Commission indicated, what we  10 

don't want to see is, during periods of capacity surplus,  11 

you know, the opt out, because price is low, and they'll get  12 

to purchase less capacity than everybody else, but then  13 

periods of capacity shortage, when the price is high, and  14 

you'd otherwise have to buy more than anybody else,  you go  15 

back to RPM and, you know, end up buying less.  16 

           So, on average, you would end up buying less in  17 

RPM.    18 

           MR. BAKER:  Sure.  I think, first of all, I'd  19 

just reiterate the statement I made before.  We have commit  20 

and spend money in order to build generators, out four,  21 

five, or six years.  22 

           So we're spending the money before we'll know,  23 

necessarily, what the price in the market will be, six,  24 

seven years out, and it won't be economical for us to spend  25 
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money on equipment and then buy from the market.  You just  1 

wouldn't be doing that, from a practical standpoint, from a  2 

business standpoint.  3 

           I could see if the concern was bouncing back and  4 

forth, something that's limited.  There was a timeframe  5 

where you could go back.  6 

           You know, the issue is, starting out, I don't  7 

perhaps see the problem that once you said, I want to go  8 

from self-supply to market, that you couldn't go back to  9 

self-supply the next year.  10 

           You could put a period of time or make conditions  11 

that something has to be different.  The state has re-  12 

regulated itself, there could be a number of ways to put  13 

protections, without necessarily always limiting the amount  14 

of time that one has to make a decision.  15 

           MR. MEAD:  If the standard -- if the principle is  16 

not the business cycle, is there some sort of generic  17 

principle that should guide our determination?  18 

           MR. BAKER:  I'm not sure what the definition of a  19 

business cycle is.  The definition of a business cycle may  20 

be different for a  vertically-integrated utility that's  21 

building its own generation through its integrated resource  22 

plan, with Commission approval through Certificate of Need.   23 

           That is very different than the business cycle  24 

for an RPM market where independents are making decision  25 
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about long-term investment.   1 

           MR. STODDARD:  Could I clarify that?  When I was  2 

speaking of a business cycle in my prefiled comments, I was  3 

not thinking of the development cycle of a single machine,  4 

but, instead, the cyclicality of the whole market that we  5 

see, where there are periods of heavy building, followed by  6 

slow building, which leads to some deficit, and then a  7 

surplus.  8 

           The overall installed reserve margin of most  9 

pools, has a cycle which we saw, for instance, in the  10 

simulation that Professor Hobbs produced, that is on the  11 

order, historically, of eight to ten years.  12 

           It's not linked to how long it takes to build a  13 

plant.  14 

           MR. BAKER:  I understand the distinction you're  15 

making, the distinction you're making around the market,  16 

where IPPs are providing the capacity, but I'm saying there  17 

is a distinction in the business cycle to a vertically-  18 

integrated utility, who looks at it and says, I need to put  19 

capacity in each year in order to maintain a fixed reserve  20 

margin.    21 

           MR. SHANKER:  That's the heart of the difference.   22 

The RPM process is a feedback loop; it's using the demand  23 

curve and the auction process as a feedback loop.  24 

           That feedback loop is working in a cycle of  25 
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communicating price information to various participants, in  1 

this case, the developers of new projects about price  2 

patterns, the opting in and opting out, interferes with that  3 

communication process, so you want to eliminate that  4 

interference.  5 

           That's what we're trying to prevent.  I think Bob  6 

and I both used the business cycle in the context of don't  7 

interfere with the communications of the price signals that  8 

you're designing this to accomplish.  9 

           MR. MEAD:  I'm still not sure I heard an answer.   10 

If there's going to be a commitment, if we don't use the  11 

business cycle, what does AEP recommend in terms of a  12 

principle for determining what that commitment cycle should  13 

be?  14 

           MR. BAKER:  I'm sorry; I thought I started with  15 

that.  It should be the same as the commitment for the RPM.   16 

It should be four years out.    17 

           Once you've committed yourself for four years  18 

out, you're in for those four years.    19 

           MR. MEAD:  Okay.  And the reason for that -- how  20 

does that standard help address the Commission's concerns?    21 

           MR. BAKER:  What I tried to explain was, I'm not  22 

sure the Commission's concerns are considering how a  23 

vertically-integrated business plans its generation, which  24 

would not provide economic incentive for a vertically-  25 
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integrated utility to bounce in and out.  1 

           It would be driven by a change in the nature of  2 

the way it does business.  For example, if Ohio were to  3 

become fully deregulated, generation was moving in to a non-  4 

regulated subsidiary, load was served off the market, that  5 

may then say that that sectional load should fall under the  6 

RPM, while Indiana and Michigan, that has an integrated  7 

resource plan in front of its commission, and it says,  8 

here's the actions that have been taken; I'm going to start  9 

spending money, doesn't have that incentive.  10 

           I'm not sure that I understand where the  11 

Commission -- I don't necessarily see the same risks that  12 

the Commission saw.  13 

           MR. MEAD:  Is it your view, then, that a utility  14 

in a regulated state, that saw the RPM market, generally,  15 

pretty short, even shorter than IRM, that that utility would  16 

not want to decide just to enter the RPM market, because, if  17 

it did so, the quantity of capacity that it would need to  18 

procure, would be smaller.  19 

           MR. SHANKER:  And self-serving.    20 

           MR. MEAD:  If you're obligated, let us say,  21 

hypothetically, that you're obligated to procure 15 percent,  22 

and there's a horrible shortage in PJM, and the rest of the  23 

RPM market clearly is at a high price, but only 13 percent,  24 

if a utility in the regulated state, moved to the RPM  25 
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market, you would not only have to procure or pay for 13  1 

percent, rather than 15 percent.    2 

           MR. BAKER:  First of all, if I had 15 percent the  3 

previous year, what would I do with the other percent.  I  4 

would have spent money, and so I would be going into the  5 

market and I would be buying at twice the cost of the  6 

peaker?    7 

           MR. MEAD:  Presume, if you had the 13 percent,  8 

you could put the whole 13 percent into the market, the 13  9 

percent supply would get the high price.  You would be only  10 

obligated to purchase 13 percent of it, so the two percent,  11 

you would be able to sell into the market and make a profit.  12 

           MR. OTT:  That's the heart of everybody's  13 

concern.    14 

           MR. MEAD:  Let me go on.  Mr. Horstmann?  15 

           MR. HORSTMANN:  From Dayton's perspective, it's  16 

somewhat difficult to answer, but we propose a five-year  17 

commitment for self-supply.  18 

           Once you select that, you're in for five years to  19 

try avoid that very problem.  So, you know, you're -- the  20 

second you're committed for a five-year period, once you're  21 

locked in, to prevent that jumping back and forth, to try to  22 

define the market, we think that would be inappropriate,  23 

and, I guess, although somewhat sympathetic to the longer  24 

commitment periods, we feel that once you kind of get locked  25 
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in for five years, you start to introduce a lot of forecast  1 

error after year five, and although we'd be willing to  2 

voluntarily offer a plan for year six and out, we think that  3 

somewhere, there's the balance point in commitment certainty  4 

and kind of long-term planning, with a fair amount of  5 

forecast error.  6 

           MS. COCHRANE:  Can I just ask a clarifying  7 

question?  I wanted to clarify something that Craig said and  8 

something John said.    9 

           When you're talking about committing and you're  10 

talking about a five-year commitment, it's four years out,  11 

so you're in the auction four years out, and it's a one-year  12 

commitment if you're in RPM.  So you're saying it would be  13 

the same thing.  14 

           When the auction comes around for four years out,  15 

you would say, I'm going to self-supply for a year.  I'm  16 

going to self-supply and commit to self-supply for that  17 

year, and then the next auction, you would choose again?    18 

           MR. BAKER:  I would self-supply for the period up  19 

till then, as well.    20 

           MR. HORSTMANN:  Ours is a little different.  We  21 

agree with the first part.  We're actually willing to then  22 

say, you can't deselect after that year.    23 

           You have to select that for five consecutive  24 

years.  As a for instance, I guess, the example is, you're  25 
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in for five years.  If you deselected then for one year, and  1 

then you wanted to reselect, you'd have to commit for  2 

another five years, which makes it, legally, very  3 

impractical to switch.    4 

           It's kind of, I'm in this for the long run.  5 

           MS. COCHRANE:  So the first auction comes around  6 

in four years; you would commit for five years.    7 

           MR. HORSTMANN:  We'd have to tell PJM, a year  8 

before the auction or some period, that we would choose  9 

this, and so it would be a year greater than the auction  10 

period.    11 

           MR. SHANKER:  There's two things going on.  12 

           MS. COCHRANE:  We've talked about, in the Order,  13 

and I think that's part of it.  There's a commitment period,  14 

and the Commission decided on the four-year out, there's  15 

still an annual commitment.    16 

           I'm trying to figure out, just language-wise --   17 

           MR. MEAD:  Let me just follow up on it.  There's  18 

a couple of commitment periods.  There's one issue in the  19 

RPM auction where, four years in advance, you decide.  You  20 

hold an auction and the winners, the supply winners of that  21 

auction, commit four years later to supply capacity for a  22 

year.  23 

           That's one period.  My question mainly had to do  24 

with, if you're going to be an opt-out, how long do you have  25 
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to be an opt-out?  And that's a separate question from at  1 

the moment that you commit to opt out, how many years in  2 

advance and for what period of time, do you have to clearly  3 

identify what capacity you're supplying?   4 

           Just one other point:  It's possible the  5 

Commission might say that anybody who is an opt-out, must  6 

agree to be an opt-out for ten years, but you might only --  7 

at the beginning of that period, you might only have to  8 

identify four years out, for one year; the following year,  9 

one year out for four years.  10 

           MR. SHANKER:  That's what most of us have  11 

discussed, the period of sequential years you participate  12 

in, is the ten years or longer, but the structure of how you  13 

participate, could be just as Craig described, which is, in  14 

year one, you procure for year four, for a one-year  15 

interval, and demonstrate your self-supply.    16 

           But you're locked into participating in that  17 

fashion for ten years.    18 

           MR. STODDARD:  Ten consecutive delivery years.    19 

           MR. MEAD:  We might decide that, also, since  20 

you've committed for ten years, you have tell PJM at the  21 

beginning, for ten years, what your capacity up is.    22 

           I mean, people are shaking their heads.  23 

           MR. BAKER:  We're on the same page, I hope --  24 

maybe not, that in the south supply, you would be looking at  25 



21505 
 DAV  
 

  274

five years out for what load you're bringing and what  1 

resources for one year, but you effectively would have done  2 

that for every year going out, so you have five years that  3 

you're committed to the self-supply, at a minimum.  4 

           We're debating whether you should go for an  5 

additional year, an additional four years, an additional  6 

five years of commitment, not to move from one type of  7 

supply to the other, i.e., being the dual-path supply not  8 

going back and forth.  9 

           To answer one thing, they're concerned that you  10 

move from self-supply to RPM, so that you can sell your  11 

surplus at a high price.  I believe the way it's designed,  12 

that's only supposed to happen, two percent of the time.   13 

It's supposed to clear below 15 percent.  14 

           It's not a likely occurrence.  It is designed so  15 

that you don't clear below 15 percent, more than two percent  16 

of the time.    17 

           MR. SHANKER:  It works the other way when the  18 

market, as a whole, is long, and you're at 15.  The market  19 

itself is clearing at 16 or 17.  You're still selling  20 

surplus, and, actually, I think, Exelon has a couple of  21 

examples of what happens on the other side.   22 

           Effectively, everybody else in the market buys a  23 

little more and prices are a little lower.  That's breaking  24 

this feedback loop of the RPM cycle.  25 
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           What I'm hearing, I think, from Craig and John,  1 

is that they don't think their business model and the way  2 

they're operating, requires the RPM, and they're planning  3 

for the long term and taking care of themselves, and I think  4 

that with most of the recommendations you've heard, that's  5 

great, but don't let that interfere with the rest of the  6 

market.    7 

           If they're confident they can do that, then  8 

there's no reason that they have to have commerce, in a  9 

fashion, with the rest of the market, that breaks that  10 

feedback loop.  That's what our concern is.    11 

           MS. MOLER:  I think the term, "business cycle,"  12 

is not sufficiently precise.  I think you need to clearly  13 

define that.   14 

           We filed comments that are consistent with PJM's,  15 

where you have to commit to the fixed-resource option for at  16 

least five years.  The commitment must be irrevocable, and  17 

select at least four years.  We're with them on that.  18 

           I understand that you don't want us arguing with  19 

the Commission decision to provide an opt-out, but this  20 

exemplifies the complexities and inequities from an opt-out.   21 

           At some point today, I hope to get an opportunity  22 

to talk about that, but you have an opt-out entity that will  23 

have one resource requirement, and everybody else will have  24 

another resource requirement.    25 
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           It's inequitable, and, I would contend,  1 

discriminatory.    2 

           MR. NAUMANN:  Can I just add something to what  3 

Betsy said?  It goes back to your basic question.  We've had  4 

AEP and Dayton, who represent integrated utilities, to use  5 

Craig's words, giving their arguments.  6 

           It seems to me that one of the elephants in the  7 

room is, who does the opt-out actually apply to?  Does it  8 

only apply to AEP and Dayton, or does it apply to everybody  9 

else?  I think it may be a lot easier to answer the  10 

question, if you're just dealing with AEP and Dayton?  11 

           Then you can say it's got to be long enough, and  12 

maybe there has to be a fundamental change in the regulatory  13 

climate in the state.  14 

           For one, I don't buy the Dayton argument of five  15 

years, because of forecast error.  I'm sorry, but that, to  16 

me, doesn't cut it.  17 

           AEP's argument that there could be a chance in  18 

the state regulatory proceeding, as to why they would go  19 

from one model to another, at least makes some sense within  20 

the market regime.  21 

           We all deal with forecast error.  That should not  22 

be the deciding factor as to when to end opt-out and when  23 

not to end opt-out.  24 

           It's supposed to be, I thought, the reason for  25 
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Commission considering this policy, which was because of  1 

state regulatory concerns.    2 

           MR. MEAD:  Are you arguing that the principle  3 

should be, you remain either in opt-out or out of opt-out,  4 

until there's a change in the state regulatory situation?   5 

Is that the principle or one of the principles?  6 

           MR. NAUMANN:  Well, that is -- I underhand,  7 

putting aside that you may be dealing with entities that are  8 

not subject state regulation, that may want to opt out or  9 

not opt out, which you have to deal with.    10 

           I think you need some sort of default, this five  11 

years, but I do think there has to be a reason for changing,  12 

as Craig said.  And I understand the situation in Ohio.    13 

           The situation in Virginia can change, serving two  14 

states that have changed their regulatory regime.  We see  15 

how that can affect the market model, so you may need a  16 

default, but I think, at least with state-regulated  17 

utilities, we're, again -- what I understand, the reason  18 

that the Commission accepted the opt-out, I think you need  19 

to show why the change is necessary.  20 

  21 

  22 

  23 

  24 

  25 
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           I also don't understand, unless there's a re-  1 

regulation, why you should be able to go back from non-opt-  2 

outs to opt-out other than oh, it looks economically better.   3 

I think we need to retreat to first principles.  Why is the  4 

opt-out on the table?  Why didn't the Commission in its  5 

April 20th order say that this is an option?  I think that  6 

needs to guide these other questions, because there are  7 

other entities -- I don't see it as a question here,  8 

although I think we're going to get into it, as to who is  9 

eligible for the opt-out.  10 

           MR. MEAD:  I was intending to ask that question,  11 

so as people comment I hear at least perhaps three  12 

principles:  one possibly is the period ought to be the  13 

business cycle measured in terms of variability in capacity  14 

relative to IRM.  15 

           MS. MOLER:  I don't know what that means.  16 

           MR. MEAD:  I was interpreting it as meaning we  17 

look at capacity for PJM relative to peak load and you can  18 

calculate a reserve margin over time.  Sometimes we're in  19 

surplus and then sometimes we have a smaller reserve margin  20 

then we come back up again.  21 

           MS. MOLER:  With all due respect from a planning  22 

perspective that's pretty loosy-goosy and it doesn't give  23 

certainty to generators.  It means basically that -- well,  24 

they should show up when things are short but maybe next  25 
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year things will be long because there's a change in  1 

economic growth in a particular area.  I think you need a  2 

whole lot more precision than business cycle.  We have four  3 

different planning horizons in different states.  4 

           MR. STODDARD:  Betsy, to clarify, I was not  5 

proposing that it be a dynamic number but that we were going  6 

to choose a fixed number or the Commission will choose a  7 

fixed number guided by the principle of what's the normal  8 

length of the business cycle we see in competitive markets.  9 

           MR. BAKER:  The business cycle, the argument here  10 

for the business cycle if I understand it right is this  11 

feedback loop and the integrity of the market.  While the  12 

RPM doesn't have any guarantees, people can leave PJM and  13 

decide not to participate in the market, whole groups can  14 

walk away, whole generators can decide to take their  15 

generation somewhere else.  No one has any assurance in this  16 

supposed feedback loop.  17 

           MR. SHANKER:  That's exactly why we want to  18 

minimize the things that can interfered with its operation.   19 

There are some underlying assumptions that go into this.   20 

It's the dynamics that were in the simulation that you saw  21 

from Dr. Hobbs.  People see the price signal for a period of  22 

time, they make an investment decision, we can argue about  23 

how many years they want to look at that and how far out  24 

they want assurances about prices and how important historic  25 
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prices are to them and what their risk aversion is, but they  1 

engage in that phenomenon.  They say I'm going to make an  2 

investment decision based on what I anticipate happening.   3 

They have a mechanism, an engine underneath that market  4 

that's informing them about the relative risks of what they  5 

think will happen.  This introduces a destructive element  6 

into that feedback loop of what their anticipations are and  7 

it works in a consistent fashion to always depress prices  8 

when it's advantageous to the party that has opted out to  9 

jump back into the market or to get out of the market.  10 

           MR. BAKER:  Again, all I'm saying is that  11 

everything you just said is predicated on there being the  12 

same market design across the entire PJM region as there is  13 

today.  There is no assurance in any of this that that's  14 

going to happen.  So why in effect create a situation using  15 

Betsy's words that is discriminatory for the self-supply,  16 

because it has to provide assurances to this feedback loop.  17 

           MS. COCHRANE:  Andy's had his card up for a  18 

while.  Do you want to take part?  19 

           MR. OTT:  Back to the principle thing.  I think  20 

that this has come out in the other comments, too.  The  21 

first principle is there can be no less than the four year  22 

forward plus the one year commitment, which is a five year.   23 

So the first principle is just from a logistics and  24 

participation of the RPM logistically versus the opt-out the  25 
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decision has to be made at least for five years, as others  1 

have said.  Not only that, but you have to describe  2 

completely the self-supply, you know, resources and the load  3 

for that five-year period to make sure there's no  4 

inconsistency.  Meaning obviously if you did it on a shorter  5 

basis you'd have load that was either in the RPM auction or  6 

not suddenly show up uncovered if you didn't have that.    7 

           The first principle is it can't be inconsistent  8 

with the actual logistics of the RPM, which at a minimum is  9 

five years.  Then you say okay what are the other potential  10 

principles?  The business cycle is actually a good principle  11 

to say you have to specify the demand/supply dynamic for  12 

five years but you have to lock in to do this for an eight-  13 

year type business cycle because that would be the cycle of  14 

investment.  I think we can also look and say what was the  15 

standard, if you will, for the IRP process.    16 

           Again, we're trying to recreate here -- the  17 

market does it over here through business and through price  18 

signals and it turns out that looks like it's about an  19 

eight-year cycle where you have investment, then you have a  20 

cooling off period, then you have investment again, which is  21 

about eight years.  Probably not surprisingly it's  22 

consistent with the IRP process, it tended to be 10 years as  23 

Mr. Baker has said.  24 

           The point there is that the comparability between  25 
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what the market's doing through signals et cetera actually  1 

turns out to be strikingly similar to an IRP process,  2 

planning ahead for meeting this supply.  So comparably  3 

you're looking at eight to 10 years as the time they need to  4 

be committed for as we're saying for consecutive years.  I  5 

think that becomes the market side and the IRP process  6 

become comparable.  7 

           So the two metrics, I would suggest, are of  8 

course you have to be consistent with what the auction  9 

dynamic is doing to make sure the load shows up in the right  10 

spot.  The second is then this comparability I think we're  11 

seeing is between the eight to 10 year process.  12 

           MS. COCHRANE:  Steve?  13 

           MR. WEMPLE:  Thanks.  I appreciate getting into  14 

the nomenclature because I wasn't as clear in our prefiled  15 

comments about what we meant by saying it should be a 10 to  16 

15 year commitment.  I think we're aligned pretty similar to  17 

Andy and to John in terms of in order for everybody who's in  18 

RPM to know what the size of the market is, who's in and  19 

who's out.  Any election to opt-out has to be before that  20 

four year forward.  That election really has to happen in  21 

our mind with five years of lead time.   22 

           On top of that, we think there should be another  23 

five to 10 year, bringing the total commitment time frame to  24 

something in the 10 to 15 year time frame from when you make  25 
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the election that you're in.  So I think we're roughly in  1 

the same range as Dayton saying probably five is the  2 

minimum, we're saying six is the minimum, maybe nine, 10  3 

might be better to match people's investment decisions in  4 

the capital and the recovery of the other signals.  5 

           To just get back to what Craig was saying in  6 

terms of the dynamics of the market changing, if a  7 

vertically-integrated state went to retail access presumably  8 

there wouldn't have been a  market signal to attract  9 

independents up until that time, because everything had been  10 

vertically planned by the utility.  I think you would need  11 

to think of a transition plan.    12 

           Realistically I think you'd have to have depended  13 

on whatever planning that vertically-integrated utility was  14 

doing, whether they've divested their plants or not, to make  15 

sure there was sufficient resources there.  You can't expect  16 

the market to have anticipated deregulation, have been  17 

anticipating an RPM price signal that wasn't there in that  18 

locality and had been building merchant plants.  19 

           I think it's appropriate to think of a transition  20 

from an opt-out back to RPM if there's a structural change  21 

like deregulation, divestiture and so forth at the state  22 

level.  But it can't happen overnight, because the merchant  23 

investors wouldn't have necessarily seen the price signal  24 

and been anticipating that.  So to some extent we would need  25 
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to rely on the exiting utility to provide some years of  1 

adequacy.  2 

           MR. O'NEILL:  Everybody seems to have focused on  3 

the opt-out criteria.  The opt-out criteria have been met by  4 

curtailable demand and demand who's willing to actually bid  5 

into the day-ahead real-time market.  How does that change  6 

things or does it change things?  Because we're not talking  7 

about investments in plant that take long lead times.  In  8 

theory you could put, you know, a given industrial the  9 

ability to bid into the market in about a month I guess so  10 

there's no long lead time.  I'm just wondering are we  11 

overfocused on the investment in plant and underfocused on  12 

getting demand into the market?  13 

           MR. SHANKER:  First, Dick, I think you have to  14 

define who participates because the answer to that gets  15 

different.  Who can participate in an opt-out?  The  16 

discussion so far has talked about essentially large  17 

vertically-integrated companies.  Your hypothetical, which  18 

is within the scope of the Commission's language, would be a  19 

large industrial could become its own LSE and do that.  20 

           The answer to that question depends on how we  21 

define what's the entity that can opt-out.  In the abstract,  22 

I don't want to see it this fine because it will lead to  23 

other problems.  But in the abstract, a large single  24 

customer can constrain itself such that it has predictable  25 
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peak load -- say its 100 megawatts and does whatever it  1 

takes so that it can never consume more than 100.    2 

           Let's say we have the 18 percent five years in  3 

advance or four years in advance and they come up with 118  4 

megawatts.  If their load grows, they install whatever  5 

demand management is necessary --  6 

           MR. O'NEILL:  If the market can handle it.  7 

           MR. SHANKER:  No, they are sure that they have  8 

the ability to consume no more than 100, okay?  Sure, they  9 

can consume as much as they want if it's there.  That's not  10 

the issue.  Then there's no reason not to do that.  But that  11 

is yet again another variant of uncertainty into the  12 

interaction with the rest of the market.  I'd argue that you  13 

have the same kind of commercialization that is, be it 10  14 

years or 15 years, if someone chooses that, they have to get  15 

out for that period of time and also do what's necessary to  16 

assure the reliability interface with the rest of the pool.  17 

           MR. O'NEILL:  In a simple model, there's no  18 

reliability interface problem.  I guess there's some  19 

locational issues or something like that that you have to  20 

sort out, but RPM is locational.  So if Craig is coming down  21 

the road and having a problem meeting his obligation, one of  22 

his strategies could be to go to one of his industrial  23 

customers and try to make them --  24 

           MR. BAKER:  Which we do today.  25 
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           MR. O'NEILL:  -- an additional industrial  1 

customer.  2 

           MR. BAKER:  That's part of the whole IRP within  3 

the vertically-integrated business.   4 

           MR. O'NEILL:  You would have to make sure that  5 

PJM understood all of those things.  6 

           MR. BAKER:  I'm not sure.  We could tell PJM --  7 

because they need to know where they can interrupt.  But we  8 

would be entering into a contract with a load that says PJM  9 

can interrupt you or we can interrupt you and we have those  10 

today.  Because of that, we will not have to build the next  11 

generator quite as large.  So we have that built in today to  12 

the IRP.  13 

           MR. OTT:  But the key, again, as part of a long-  14 

term resource plan, that just shows up as an equivalent  15 

resource.  Essentially instead of an increase in supply,  16 

it's a decrease in demand.  I think the key though is that  17 

that is part of a long-term strategy and under the fixed  18 

resource, you know, those potential demand response  19 

developments could be rolled into the plan and actually  20 

deployed.  Again, it looks like an obligation reduction but  21 

they would be planned in advance, just like, as you said, as  22 

part of a long-term process.  I think the IRP process would  23 

get that through comparing alternatives.  24 

           MR. O'NEILL:  It doesn't need a long horizon.  25 
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           MR. OTT:  I understand, but it almost becomes --  1 

they can do it on a quicker basis.  In fact, it would emerge  2 

if you will if a certain generator fails, I'll use this  3 

alternative to quickly replace it, realizing it doesn't need  4 

-- but on a fixed resource, they are looking more at a long-  5 

term horizon.  I agree with you the RPM can do it much  6 

quicker.  7 

           MR. O'NEILL:  I apologize, but can the demand  8 

side customer like an industrial customer bid more than a  9 

thousand dollars into the market?  10 

           MR. OTT:  No.  Today?  11 

           MR. O'NEILL:  Tomorrow, anytime today.  12 

           MR. OTT:  The offer cap is a thousand dollars on  13 

both sides.  14 

           MR. O'NEILL:  And why is it a thousand dollars?  15 

           MR. OTT:  Why is it a thousand dollars are you  16 

saying?  17 

           MR. O'NEILL:  All the models we've been tossing  18 

around out here, you know, are way over a thousand dollars  19 

for what people value load at.  20 

           MR. SHANKER:  Absolutely.  21 

           MR. OTT:  You're saying we should revisit the  22 

offer cap of a thousand dollars?  23 

           MR. O'NEILL:  Not the offer cap -- well, the  24 

offer cap for demand.  25 
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           MR. OTT:  That's something we could look at, but  1 

at this point the rules do not allow -- again, based on  2 

discussions with the stakeholders, demand essentially viewed  3 

as a behind the meter reduction in supply.  4 

           MR. STODDARD:  Two points:  one is I don't think  5 

I'm focusing on generators or the physical plant, trying to  6 

think about all resources.  What I'm worried about is the  7 

business cycle.  8 

           The reason for having a requirement to have a  9 

consecutive run of years is to prevent flipping to take  10 

advantage of opportunities.  I think that's the primary  11 

concern.  12 

           MR. O'NEILL:  What I'm saying is do things  13 

change, do arguments change if you bring the demand side  14 

into the market?  All I'm saying is and all I've heard to  15 

date is a bunch of discussion about investment and time  16 

horizons.  17 

           MR. STODDARD:  I think everything that Roy very  18 

clearly lays out in his prefiled comments is generic.  For  19 

any capacity resource that they have available to move in or  20 

out of the RPM market in a way that's discriminatory and  21 

provides gaming opportunities, we want to prevent this  22 

flipping, especially -- I'm intrigued but I haven't thought  23 

it all the way through about the suggestion that there needs  24 

to be a triggering event and that's a potentially very  25 
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interesting option.  1 

           The other point I wanted to get to, which is your  2 

last one really, is that this opt-out is really not the same  3 

thing as self supply.  If a load is able to manage its own  4 

resources, it can stay in the RPM market, see the price of  5 

whether it should or should not manage its own capacity,  6 

whether it should be interruptible or not, and use that  7 

market signal to make intelligent economic decisions.  8 

           As part of the opt-out, you lose that economic  9 

signal and I think weaken the overall market design.  We'd  10 

like people to stay in the market, they can still self  11 

supply and be fully hedged to within a percentage point.  12 

           MR. O'NEILL:  How do they lose the economic  13 

signal?  If I'm a demand side resource and I'm bidding my  14 

evaluation of electricity into the market, how do I lose?  15 

           MR. STODDARD:  You don't.  It's in the capacity.   16 

If you're out of the capacity market -- if you take a look  17 

at how we've crafted this in the New England proposal, there  18 

is a self supply option there which basically says if you  19 

have resources that you want to be for your load, put them  20 

in, the RTO will guarantee they will clear, they will count  21 

on your credit sheet.  You don't even go through settlement.   22 

But you are still part of the market and fully responsible  23 

for any shortage.  24 

           MR. O'NEILL:  Why am I responsible for the  25 
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reserves when I'm curtailable?  1 

           MR. STODDARD:  If you're fully curtailed when you  2 

meet that definition --  3 

           MR. SHANKER:  We've accepted that it's  4 

comparable.  Bob Roberts, back to the scale of the whole  5 

market participation.  How do you add up --  6 

           MR. O'NEILL:  You would put the same rules in  7 

place for demand that option be to either bid or be  8 

curtailable in the market that they have to essentially  9 

commit to a certain period of time, is that the idea?  10 

           MR. STODDARD:  I think that all the resources  11 

counted in here have to be comparable.  12 

           MS. COCHRANE:  You're not limiting this  13 

discussion now to demand response, right?  14 

           MR. SHANKER:  That's correct.    15 

           MR. NAUMANN:  I have a question for you because  16 

I'm not sure I understand what you're proposing.  If you are  17 

proposing -- and I use AEP just as an example, as a  18 

potential opt-out utility.  As part of its opt-out plan you  19 

use demand resources to meet its PJM-required IRM.  That's  20 

one discussion.  But I thought you might also be able to say  21 

an individual industrial, for example, might be able to opt-  22 

out.  I believe that becomes totally unworkable, just  23 

enhances the potential discrimination within a single zone  24 

so much that it becomes unmanageable.  We really need to  25 
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define which entities this is talking about.  Then you  1 

really do have a potential gaming issue.  If you want to  2 

talk about that sort of thing, just look at the choice  3 

states where entities go and they switch back -- they jump  4 

back between the competitive supplier -- that's exactly what  5 

you're going to see.  6 

           MR. O'NEILL:  There are ways to deal with that.    7 

           MR. NAUMANN:  You're going to end up -- yes,  8 

there are ways to deal with it.   You're going to end up  9 

having 10 pages of intricate rules to try to deal with the  10 

gaming issue that you should cut off at the pass.  Maybe I  11 

misinterpreted what you were saying.  12 

           MR. O'NEILL:  I wasn't proposing anything.  I was  13 

asking how it differs and then obviously you have some  14 

feelings about that, how the demand side differs when you  15 

put it into this model.  And it really doesn't --  16 

           MR. SHANKER:  Everybody's agreed it doesn't.  17 

           MR. O'NEILL:  It is a denominator without a  18 

numerator.    19 

           MR. NAUMANN:  I think it can get very technical.   20 

Andy can answer the details better than I can as to whether  21 

it counts as negative load or it counts as a resource and  22 

you have to have the reserves on it.  That may depend on  23 

very specific issues as to how it's controlled, under who's  24 

control and other things whether it's denominator or  25 
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numerator.  1 

           MS. COCHRANE:  Steve?  2 

           MR. WEMPLE:  I think we all agree demand response  3 

should be part of anybody's set of resources.  I don't think  4 

relying on demand response means you can have a shorter time  5 

horizon than this four year forward.  You might meet  6 

unexpected load growth with demand response to stay in  7 

compliance, which I think an opt-out entity would want to  8 

have as a contingency, just like RPM would rely on the ILR  9 

right before the planning year, the last demand response  10 

entering the market to participate.  11 

           One piece that's missing in this discussion is  12 

the locational elements, which merchant transmission could  13 

bid into the lead and presumably a vertically-integrated  14 

utility that opted out might plan transmission to also meet  15 

their locational requirements.  That, along with traditional  16 

supply resources, does have a long lead time.  Unless we  17 

could evolve into a world where you met everything with  18 

demand response and on the peak days the lights just went  19 

out entirely, I think you still have the other two legs of  20 

the stool with a longer lead time that require in general a  21 

forward look about this.    22 

           MR. BRADISH:  Just so I'm clear, in terms of the  23 

resources that they don't go in day one, do they include  24 

resources that are outside of PJM that don't get into the  25 
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RPM day one, do they still then have a 10 year wait before  1 

they can actually bid in -- new resources that got built in  2 

PJM that didn't go in day one but didn't participate in RPM  3 

either, would it also have a 10 year wait for the cycle?  4 

           MR. OTT:  Again I don't think we're talking about  5 

resource opt-out.  Here I think we're talking about load  6 

obligation opt-out and dealing with how the load obligation  7 

is served.  Obviously any given resource for any given year  8 

may offer, instead of offering the RPM option to sell to New  9 

York, MISO or wherever.  But also a resource who has a  10 

business plan will probably put in an offer at that price.   11 

It may not be taken for a specific year.  So the opt-out  12 

really isn't resource opt-out because I think that's  13 

implicitly in there already.    14 

           The opt-out we were discussing here was opt-out  15 

to serve load obligation.  Either you serve your load  16 

obligation through this mechanism, which is a fixed resource  17 

requirement, or you do it over here through RPM.  I think  18 

there's a difference.  19 

           MR. BRADISH:  If this generation should opt-out  20 

and jump back in is somehow going to be essentially lowering  21 

the price for the existing generators, so that means the  22 

generators looking at it from the standpoint of there's too  23 

many additional resources coming into this market and  24 

messing up the price signal that they want to see, to me AEP  25 
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with their extra 500 megawatts than somebody sitting in  1 

Duke's territory with 500 megawatts.  2 

           MR. OTT:  I don't think anybody's arguing the  3 

extra 500 megawatts that aren't part of meeting the long-  4 

term IRM.  Nobody's arguing that.  If you go beyond that, if  5 

you have resources in excess of that percentage, the 18  6 

percent held for uncertainty and everything -- say you had  7 

20 percent, that extra two that was truly excess to the  8 

long-term or fixed resource plan, I don't think anyone is  9 

arguing that that shouldn't be allowed to offer into the  10 

market like any other resource.  11 

           MR. MEAD:  I'd like to bring the discussion back  12 

to Dick's point.  Let's consider the fact that demand  13 

resources are a potential resource that can meet the  14 

capacity obligation.  Does that fact alter our consideration  15 

of either the commitment period over which an opting-out LSE  16 

would have to commit to opt-out or just in general when an  17 

LSE can switch between opt-out and RPM.  18 

           MR. OTT:  Can I jump on that?  Again, the demand  19 

resource becomes a more flexible version or a more flexible  20 

alternative to building a resource if you think about well  21 

let's not lose sight of the various ways of participating in  22 

RPM.  Some of them are implicitly the equivalent of an opt-  23 

out.  For instance, you have the flexible self supply  24 

alternative, so I can sort of take care of myself and insure  25 
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that I'm not exposed to these RPM prices.  You have the  1 

normal self supply which has a small exposure which can be  2 

managed.  I just want to form my own little meter  3 

interchange area and not really be a network customer.   4 

Another type of opt-out is again implicitly offering demand  5 

response.    6 

           I think all of those alternatives are on the  7 

table in addition to this fixed resource requirement type  8 

alternative.  The fixed resource requirement I think is more  9 

tied to what Steve had said, maybe it should be triggered  10 

based on a regulatory change.   11 

           I think the key though is for this demand  12 

response my answer would be no, there's no difference.  If  13 

the demand response customer wants to take advantage of this  14 

flexibility, there's plenty of opportunity within the RPM  15 

construct to do that and still manage the price uncertainty.  16 

Should that entity elect to do a long-term fixed resource  17 

requirement, they need to line up -- again, the people who  18 

do the long term, they can go to CT in two years, that's  19 

obviously shorter than their commitment horizon.  The fact  20 

that you have a demand response come in in a month or two  21 

shouldn't change the requirement for the long term fixed  22 

resource.  It may change the decision for the entity, who  23 

will say well I'm better off over here in this RPM market  24 

using another type of flexible alternative because I can  25 
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react quicker.    1 

           So I think the answer comes back -- the speed of  2 

response or the speed of investment response shouldn't  3 

change the fact that you have to lock in because you've  4 

elected as an entity that you really don't want to be in  5 

this market.  6 

           MR. MC PHERSON:  Just as a matter of controlling  7 

the number of flags, Roy, Betsy, Craig then John, if you  8 

would, please.  9 

           MR. SHANKER:  A couple of things.  There's no  10 

reason to distinguish between a demand resource.  If you  11 

first address who gets to opt-out, this will flow naturally  12 

and it will characterize how those resources get used by the  13 

entity that opts out.  But in the abstract, there's no  14 

reason to look at it any differently.    15 

           MR. O'NEILL:  Just one quick question.  Are we  16 

talking about a ten-year horizon for an entity to make a  17 

decision on whether to opt out or opt in to their demand-  18 

side resource?  19 

           MR. SHANKER:  You're talking about an LSE that's  20 

a single entity.  Most of us have focused our attention on  21 

an LSE that looks like a vertically-integrated company like  22 

Dayton and AEP.  I think we want to distinguish the  23 

discussion in the abstract in my mind in terms of the  24 

interaction with the markets.  I would treat a single LSE, a  25 
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stand-alone entity, exactly the same way.  I don't want to  1 

see the interaction with the price feedback as a matter of  2 

policy.  3 

           MR. OTT:  The opt-out for a demand response  4 

customer, the fixed resource requirement is one way to opt-  5 

out.  Opting-out with a fixed resource requirement is one  6 

method.  You can opt-out saying I don't want to pay this  7 

capacity requirement, which is a form of opt-out.  But on a  8 

three-month basis I give you IRR and they say that's an opt-  9 

out.  It's not the fixed resource requirement type.  It's  10 

more for large scale vertically-integrated utilities with  11 

regulatory state changes.  12 

           But terminology-wise I think the implicit opt-out  13 

that's available in demand response, we should know to look,  14 

is always there.  Anyway, sorry.  15 

           MR. SHANKER:  That entity, if they want to,  16 

first, their billing determinant would be zero in PJM if  17 

they said I'm completely interruptible, so they could be in  18 

the program and have nothing.  Let's say they had a mixed  19 

portfolio and they were a couple of hundred megawatt  20 

facility and they had 120 megawatts of generation and 100  21 

megawatts of load management.  They could -- quote -- opt-  22 

out and not see a variable resource requirement on their  23 

naming 100.  And then I'd say after the 10 years -- the  24 

exact same reason here is if they arbitrage at the margin,  25 
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the movement between being in and out of the market, they  1 

interfere with the price feedback that we're concerned  2 

about.    3 

           The other question is but for the regulatory  4 

change, I'm sort of back with Steve Naumann's comment.  I  5 

don't know why someone would be moving in and out but to  6 

arbitrage.  And if that's all that's going on here is to  7 

create a differential financial and reliability advantage  8 

for certain entities, then it's wrong.  It's a destructive  9 

element.  10 

           MR. MEAD:  Arbitrage price or arbitrage quantity  11 

requirement?  12 

           MR. SHANKER:  And reliability.  13 

           MR. MEAD:  I mean, there's one market, there's  14 

two requirements --  15 

           MR. SHANKER:  There's two markets.  16 

           MR. NAUMANN:  You carry less installed reserves  17 

and you maintain the same level of reliability because there  18 

is a single PJM market, that's the issue.  19 

           MR. MEAD:  My understanding is --  20 

           MR. NAUMANN:  If we could carry 15 rather than 18  21 

and everyone else carry 18, that would be wonderful.   22 

           MR. MEAD:  I'm just wondering, the term  23 

"arbitrage" I usually think of as buying at one price and  24 

selling it at another.  All this generation, at least  25 
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potentially, we could apply restrictions or impose  1 

restrictions on the ability to sell or we may not.  To the  2 

extent that you don't, all this generation can be used to  3 

meet either opt-out LSE requirements or RPM requirements.  4 

           MR. SHANKER:  By changing the quantity for which  5 

it is required, it gets sold into a different market.  6 

           MR. MEAD:  Sure, but I can't imagine a generator  7 

would want to sell into a lower-priced market when they can  8 

get a higher price from the other market.  9 

           MR. SHANKER:  But it gets zero in the regulated  10 

market when it's surplus.  These are --  11 

           MR. MEAD:  What we eventually approve.  We may  12 

approve them but we may not.  13 

           MR. SHANKER:  And we're making recommendations to  14 

prevent that from happening.  One of the ways to prevent  15 

that from happening is say if you designate those assets and  16 

you're over there and we meet your requirement, those assets  17 

are out of the market period.  If you have surplus above  18 

them, I agree with Andy, it's the same as a seam and we have  19 

to accept that commerce.  20 

           In the abstract, I'm still troubled by that but I  21 

think logically you have to do that.  But keeping it out and  22 

keeping it at a separate standard, saying that I have a  23 

predictable path that these resources and their load growth  24 

are out of this market is an element of assuring the  25 
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anticipated operation of the RPM mechanism.  1 

           MS. MOLER:  I want to change the focus a little  2 

bit but it does have to do with the time period.  PJM mostly  3 

consists of choice states.  If you survey the landscape  4 

covered by PJM, it's mostly choice states.  We've talked to  5 

some extent about what might happen in Ohio, but I want to  6 

focus now on time periods and what I call the checkerboard  7 

pattern that might evolve in choice states.    8 

           If you allow an individual LSE in a choice state  9 

-- let's take Midwest Gen.  They are in Chicago.  We're  10 

about to implement an auction in Illinois to serve load such  11 

as they currently have in New Jersey.  So if you have an  12 

individual auction winner that will become an LSE in  13 

Illinois that is able to opt-out, then you'll have one  14 

entity that has the RPM requirement, then you'll have  15 

another one that has a different requirement.  That is a  16 

circumstance that is just an invitation to forum shopping  17 

and gaming.  Customers will be able to switch back and forth  18 

between opt-out and non-opt-out LSEs if you give them that  19 

opportunity.  We call that arbitrage.  You can call it  20 

saving money.    21 

           Industrial customers who will switch on a dime --  22 

 and you've seen them in Pennsylvania, where they go on and  23 

off the polar load depending on minute differences in the  24 

price are going to have lots of opportunities to game.  It's  25 
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going to make it very difficult for the utility to plan and  1 

we think it creates an unstable situation.  2 

           So with respect to the planning horizon, what you  3 

have to have -- we believe, for starters that opt-out should  4 

be limited to non-choice states because of the gaming  5 

opportunities.  And, if available to choice states -- we  6 

don't favor the opt-out to begin with, but if it is  7 

available in choice states, all of the LSEs in those states  8 

need to be subject to the same requirement or else you're  9 

going to have a mess.  10 

           MR. MC PHERSON:  Craig?  11 

           MR. BAKER:  Just a couple of comments on some of  12 

the comments people made.  13 

           First of all, Betsy just said that the majority  14 

of states or most of the states are heavily weighted toward  15 

choice.  We're in seven of those states, and I think there's  16 

only 14 total in PJM.  So it's about a 50/50 split.  17 

           MS. MOLER:  It's not where you are, Craig, it's  18 

what the regime is in the state.  19 

           MR. BAKER:  What I'm saying is the seven states  20 

we are in have a direct linkage between the load and the  21 

generation.  It is not market states.  That's the  22 

distinction I'm making.  I'm not saying it's what we do,  23 

it's what's in the states.  24 

           Secondly, there was a statement that this is one  25 
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big market.  I got chastised for using a joke the last time,  1 

but it is not one big market.  It is our customers do not  2 

experience market-based pricing for anything:  capacity,  3 

energy; they pay embedded-cost pricing.  Places that have  4 

the ability for customers to pay market-based pricing and  5 

have market-based risks.  Those are some of the states --  6 

those aren't the ones we do business in.  7 

           Following up on a statement that Steve made,  8 

wouldn't it be great to have 15 percent versus the 18  9 

percent that the market may clear at, I think you've got to  10 

look at what it costs when you look at the curves -- as I  11 

understand it, an LSE and an RPM that clears at 18 percent  12 

actually pays less total dollars than clearing at 15  13 

percent.  So actually there's a savings for clearing higher  14 

in total dollars.  So they really aren't paying more for  15 

this -- quote -- enhanced reliability.  We'll talk about  16 

that later.  They're not paying more dollars.  17 

           Our customers, if we were in a position of having  18 

to pay the higher number, would be paying the equivalent of  19 

the full capacity charge for the 15 percent and then the  20 

increment over.  We'd be going up; everybody else goes down.  21 

  22 

  23 

  24 

  25 
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           MR. HORSTMANN:  One of the things about the DSR,  1 

I believe, it's the self-supply option is available.   2 

Actually, it lends itself to more value because of the  3 

limited number of places you can go to replace as proposed  4 

self-supply capacity.  In other words, most of the market is  5 

committed to RPM.  That's kind of off limits.  So they're  6 

somebody who wasn't selected in the auction for import of  7 

firm transmission from outside of PJM would feel that.  Or,  8 

in this case, DSR, which probably starts to look like a very  9 

attractive option when you've had to fill the short-term and  10 

it may actually accelerate the use of that.  11 

           The other thing, just to reiterate from Dayton's  12 

perspective relative the balancing in and out that's why we  13 

have suggested that if you select self-supply, you have to  14 

select it for five years that you're in.  It's not one of  15 

these things where can bounce back and forth, although we  16 

haven't said, you know, you're in and you've got to have a  17 

regulatory change.  Realistically, there are probably some  18 

regulatory constructs involved with selecting that self-  19 

supply option.  So I don't know if you need to be explicit  20 

or not.  Realistically, there probably is a linkage.  21 

           I guess we'll get to this later, but if Dayton  22 

decides that PJM fixes an adder to the IRM -- I'll guess  23 

we'll save that until later.    24 

           MR. McPHERSON:  Steve?  25 
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           MR. WEMPLE:  Thanks.  We spoke a little bit about  1 

albatross.  I'd like to just describe two ways it could  2 

happen.  We heard about an entity opting out of the variable  3 

resource requirement and opting in.  That's one way to sort  4 

of cycle back and forth.  I think there are problems with  5 

that if they're allowed to do that based on perceived  6 

economic value.  I think there's also an arbitrage inherent  7 

in an entity that opts out and chooses the fixed resource  8 

requirement.  To the extent they have surplus capacity and  9 

are able to monetize it in the RPM market, they're able to  10 

benefit from RPM valuing that surplus capacity without  11 

having to actually carry and keep that surplus for their own  12 

load if they were allowed to have unrestricted transactions  13 

into and out of the RPM market while they have opted out of  14 

that.  There's a concern they can monetize their surplus or  15 

make short-term purchases when they are perceived to be  16 

below their requirement and using the valuable resource  17 

requirement market as a short-term balancing market year-to-  18 

year I think would harm the RPM market.  It would mute the  19 

price signal feedback Roy was talking about and would  20 

effectively give the opted out entity the reliability  21 

benefit of their valuable resource requirement without any  22 

of its obligations.  23 

           I think Craig's analogy to an external control  24 

area is a good one.  Many ISOs and RTOs place explicit  25 
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limits on the amount of capacity that can come from external  1 

areas because there's a final limit.  You can't meet all of  2 

our requirements from external resources without some  3 

internal generation.  So I think we need to consider whether  4 

volume limits or perhaps temporal limits -- if you're going  5 

to monetize the surplus, you have to make a commitment ahead  6 

of time to sell that quantity into the valuable resource  7 

requirement or conversely, make purchases from what  8 

resources that would have been part of the variable resource  9 

requirement over a given time period because the short-term,  10 

year-to-year ins and outs of using the demand curve as the  11 

balancing market, when you have opted out, I think defeat  12 

the purpose of the opt out.  13 

           MS. COCHRANE:  Is this a good time for a break?   14 

Then we'll come back to the general topic, but a 15-minute  15 

break.  16 

           (Recess.)  17 

           MS. COCHRANE:  Thank you.  I think Dave has a  18 

question.  19 

           MR. MEAD:  Yes.  I want to return to this issue  20 

of eligibility to opt out and I guess I direct this question  21 

to AEP and Dayton.  22 

           The argument has been made that in order to be  23 

eligible for opt out the LSE needs to be a non-retail choice  24 

state.  If you're in a retail choice state, you don't know  25 
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what the load's going to be and therefore the commitment to  1 

honor the various obligations of opt out may be too honor.   2 

I'd like your views on should a requirement of being able to  3 

opt out be that you're either in a non-retail choice state  4 

or somehow you can isolate yourself from retail choice?  5 

           MR. BAKER:  That kind of distinction is a little  6 

hard because the states aren't as pure as retail choice or  7 

non-retail choice from the standpoint of is there really a  8 

choice.  Okay.  Let me give you an example.  Let me give you  9 

Ohio as the best example.  Ohio has full retail choice and  10 

customers and AEPs two service territories in Ohio can  11 

purchase from the market any time they want.  They rely on  12 

AEP's capacity and energy because the prices of our embedded  13 

costs are so good that they're linkage is there.  We are  14 

obligated to serve those customers because they're always  15 

there.  So we don't see people moving in and out even though  16 

it's technically a retail choice state.  17 

           The distinction I was trying to make before is it  18 

seems to work best when I think of this market and I'm  19 

saying a market that is classic PJM probably more than  20 

anything else because the customers generally are at or near  21 

market pricing and we're not.  And that makes -- that's why  22 

I made the distinction that it is not really one big market.   23 

It's really something different.  I heard somebody say, you  24 

know, it should be limited to our control area.  It should  25 



21505 
 DAV  
 

  307

be the entire control area or no one.  Well, that also has  1 

its problems because what I'm suggesting, in a way I'd like  2 

to change the word "opt out."  I know I won't be able to be  3 

successful, but FERC hasn't called it "opt out."  It's a  4 

dual path and it's not opting out just as the load-serving  5 

entity.  It's somebody coming in and saying "I have load and  6 

I've got generation and the resources, so I'm pulling both  7 

of those out of the RPM market and I'm going to have this  8 

fixed resource fund."  So the "opt out" phrase, a little bit  9 

in my mind, creates an issue.  But we have, in our states,  10 

wholesale entities inside of our control area some of which  11 

look very much like wholesale customers in the classic  12 

sense.  They've always bought at the market.  They continue  13 

to buy at the market and they may or may not opt out from  14 

the RPM market because they are a market player.  15 

           We have others who look just like us.  They buy  16 

from us and they have 20-year contracts where we're  17 

obligated to produce the resources to meet their load.   18 

Black and white distinctions are very difficult, which is  19 

why we are saying that a self-supply, fixed resource should  20 

be available to people who can come in and show an ownership  21 

whether a long-term contract or where they're actually  22 

owning the units that match up and directly serve load.  If  23 

you meet that criteria, one should be able to take this on a  24 

dual path and go some other way than RPM.  25 
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           MR. HORSTMANN:  Dayton somewhat agrees in that in  1 

Ohio the distinctions are not perfectly black and white.  It  2 

is a competitive state, but obviously we're in transition.   3 

That kind of creates some problems in terms of -- well, it  4 

has to be considered a fully regulated state because it  5 

wouldn't be able to qualify under that strict definition, at  6 

least today.  The other customers, other than vertically  7 

integrated LSEs, in general, the opinion is that everyone  8 

should have the rights of self-supply for necessary products  9 

and services that are required by being a participant just  10 

as a general philosophy to the extent that individual  11 

customers can qualify and demonstrate they have generation.   12 

They match their load.  They talk about the same rules being  13 

in the same timeframe and so on.  Dayton doesn't oppose  14 

those customers participating in a fixed resource option.  15 

           MR. MEAD:  Andy?  16 

           MR. OTT:  I think we need to make sure we have,  17 

as Craig said, the word "opt out" versus the word "fixed  18 

resource requirement."  If we understand how the RMP works,  19 

essentially, the RPM does allow for these simplistic type  20 

opt outs.  There's a variety of ways the load, demand  21 

response, for instance, demand response can come in  22 

essentially and decide on a four-year forward basis to offer  23 

in a reduction in load which essentially means it's not  24 

really going to see -- it's going to see a payment actually  25 
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from RPM as opposed to any requirement.  The ILR, which is  1 

essentially interruptible load for reliability on a shorter  2 

term basis can come in and avoid these capacity payments  3 

entirely.  So, essentially, there are forms of opt out or  4 

avoidance of exposure to the RMP auction price through those  5 

two mechanisms for demand response for entities who have  6 

load and resources.  In other words, they can elect to do a  7 

fixed resource requirement and just pull everything out and  8 

handle their risks separately.  It's not part of the RPM  9 

option process.  Or they could elect to stay in, in fact,  10 

and saying "Here's my demand."  "Here's my supply."  Both of  11 

them would essentially net out and not individually see  12 

these prices.*  13 

           When we actually get to the fixed resource  14 

requirement, given that there are all these other  15 

alternatives, so there's really no issue of discriminatory,  16 

again, depending on the type of entity where they have these  17 

other alternatives they just may not qualify for the  18 

specific type of avoidance of the capacity payment or the  19 

opted out.  That's the fixed resource requirement.  That  20 

when there is a need for all the detrimental -- potential  21 

detrimental effects that it could have to do that.  There is  22 

a need to have some restriction.  Our philosophy on the  23 

restriction is, obviously, again, a state agency may mandate  24 

for that whole state, for instance, that the load be managed  25 
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through a fixed resource requirement.  And then, of course,  1 

they assume the state would take over and I guess the  2 

responsibility for assign to LSEs that they do that.   3 

           The other metric, though, is that there is some  4 

way for the entity to show they have a long-term  5 

relationship with a load.  In other words, they have that  6 

load for a 10-year period, for instance, and there's no  7 

chance that it's going to go off and be purchased by someone  8 

else.  I think those metrics, given that you have all these  9 

other alternatives, I think those metrics are reasonable and  10 

certainly comparability is satisfied because of all the  11 

different alternatives that the entities have.  12 

           To repeat the real issue here then becomes for  13 

the fixed resource requirement, which is this longer term  14 

matching of the resources outside of the auction.  You have  15 

to be in the same state or the whole state goes out.  Or it  16 

has to be something where it's able to be proven that the  17 

load responsibility is going to be there for that entity for  18 

a long-term period, which implicitly for the retail access  19 

states that have these auctions it's probably not applicable  20 

for them.  21 

           MS. COCHRANE:  Let me ask Roy and then Steve.  22 

           MR. SHANKER:  A couple of things -- all these  23 

interactions are they usual to the more precise you are in  24 

keeping someone who has chosen to opt out from interaction  25 



21505 
 DAV  
 

  311

with the rest of the market because I hope we've established  1 

here that, other than for regulatory change, the only reason  2 

people are moving up and back is for financial advantage and  3 

it seems inappropriate to design something in advance that  4 

discriminates both financially and reliability-wise other  5 

than for some explicit regulatory change.  6 

           If you start from that and you really create this  7 

separation -- if you're out, you're out for 10 years, 15  8 

years -- then you may be able to be -- although I don't like  9 

it, you may be able to be more flexible in who you allow to  10 

opt out because you're not worrying about all this gaming  11 

behavior and you can do things like Andy is saying.  I want  12 

to see a long-term contract.  I want to see a long-term set  13 

of resources.  14 

           The other consideration in eligibility and one of  15 

the reasons that I always get pushed to make it larger --  16 

make it as large as possible and uniform as possible -- is  17 

the reality of what's going on is -- the result here is in  18 

the operating year the rest of the pool will be expected to  19 

have a higher level of reliability than those that have  20 

chosen to opt out.  That's simply because the discussions  21 

yesterday, David, that we were designing a system that  22 

inherently to use a market mechanism to stay above the IRM  23 

is trying to push us to IRM plus 1 we're skewed to higher  24 

reliability.  So you're going to have people who, in  25 
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operating you at 15 percent opting out, even though we  1 

talked about higher planning numbers.  At least my proposal  2 

was for an operating year to be at the 15 percent for the  3 

rest of the system to be higher, typically, it depends whose  4 

metric you've chosen, say, two-thirds, 98 percent of the  5 

time you would expect the rest of the system to have a  6 

higher degree of reliability.  7 

           If that is the case, and you have people paying  8 

different prices for the same level of reliability and  9 

supplying different levels of resources for the same level  10 

of reliability, then maybe one of the things you want to  11 

consider is whether we should keep that true.  In the back  12 

of my mind there was a comment I made that maybe you want to  13 

consider operational implications in terms of the definition  14 

of eligibility area and maybe those parties that choose to  15 

opt out to the extent that they are consistently shorter  16 

than the pool as a whole would be those entities that first  17 

be required to shed load.  That, mechanically, may mean that  18 

you have definitions that work by this historically  19 

vertically integrated area.  But you've got to deal with the  20 

reality of not only are you doing something bad financially  21 

in terms of these interactions and we're trying to prevent  22 

the adverse financial interactions.  But you're also setting  23 

up a system that fundamentally has two different levels of  24 

reliability in terms of what people are paying for, but only  25 
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one level of reliability in terms of what people are  1 

receiving.  2 

           MR. MEAD:  Suppose the Commission were to  3 

establish an RPM demand curve.  I realize this is rough, but  4 

who's objective is to keep the same amount of reliability we  5 

have to day, presumably, the target and so what that might  6 

mean is that much of the time RPM customers and capacity  7 

have proportionately more capacity than the opt out  8 

customers, but a small percentage of the time.  But,  9 

nevertheless, some part of the time you have less capacity  10 

on average, you know, the RPM part of the market has  11 

advantage on reliability.  It then means that sometimes much  12 

of the time RPM customers have more capacity than opt out  13 

customers.  But part of the time opt out customers have more  14 

reliability and more capacity than RPM customers.  Does your  15 

recommendations still apply?  16 

           MR. SHANKER:  Actually, I think I said it in a  17 

fashion in the written comments to the extent that it was  18 

reversed you might want to look at the load shedding on a  19 

priority basis that reflects the fact that the RPM market  20 

might be at 13 percent and the opt out at 15 percent.  I  21 

think once you come to the conclusion that you're going to  22 

address that I'd rather address this by making things as  23 

separate a possible.  But, once you say that you're going to  24 

address that, then I think you have to make it symmetric.   25 
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The base numbers are -- the expectation is hugely skewed  1 

towards the RPM structures.  But I understand and I think  2 

equity argues exactly what you're saying.  3 

           MR. O'NEILL:  You would start differentiating   4 

who you would curtail first?  5 

           MR. SHANKER:  At some stage, once you set this up  6 

-- remember we're talking about how do we make it -- how do  7 

we create these eligibility issues and the more you say stay  8 

out in time, be isolated the less you need to worry about  9 

this.  But, at some stage, when you're dealing with reality  10 

and you're saying -- I think Exelon's comments say that they  11 

view this as a form of inherent discrimination.  If somebody  12 

is participating in the market and he's carrying 15 percent  13 

and somebody else is participating in the market and they're  14 

carrying 18 percent and we come to a point where we need to  15 

shed load, is it relevant that that's how we set up the  16 

markets?  I think it is.  17 

           MR. O'NEILL:  Then you would curtail the entities  18 

with 15 percent?  19 

           MR. SHANKER:  To the extent it's feasible.  You  20 

can't always do that.  21 

           MR. NAUMANN:  I think we need to be careful about  22 

this.  I think large areas, if up against the wall, you can  23 

say, "I'll just say to AEP you've got to drop a hundred  24 

megawatts."  How you do that is your business.  That can be  25 



21505 
 DAV  
 

  315

done in the operational arena, but we are saying something  1 

more subtle than that.  We are saying during the period  2 

outside of one day per year all those other times when  3 

you're getting close, but you are not short as a whole in  4 

PJM, the areas that have 15 percent installed capacity --  5 

pardon me if I don't get into the force capacity -- get the  6 

benefit of that extra capacity all the way down until you  7 

hit the emergency.  That is discriminatory.  8 

           When is the last time someone shed load?  It's  9 

all those other times when all that extra capacity comes to  10 

bear to help out everyone's market, which is why you have  11 

the demand curve.  You're saying it gives you extra  12 

reliability.  You're getting the extra reliability and in  13 

the end everybody has that up until the point where we run  14 

into trouble, then you also have to get into the rules about  15 

who actually is short and such.  16 

           MR. O'NEILL:  I understand your argument.  Now  17 

suppose we're coming close to the margin or whatever I guess  18 

even if you had a demand curve for reserves in the real-time  19 

market it'll send a good signal, but it doesn't create -- it  20 

doesn't solve the discrimination problem.  Is there a way to  21 

deal with that problem?  22 

           MR. NAUMANN:  I think Betsy can speak more to  23 

this, but you're going to have to adjust the demand curve.   24 

Fundamentally, the opt out and the demand curve the way it  25 
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is, is incompatible.  The way you get to start solving the  1 

problem is to address the shape of the demand curve.  I  2 

don't want to take Betsy's thunder away.  3 

           MS. MOLER:  I don't know if it's thunder or not,  4 

but we tried to lay it out in the comments we've submitted.   5 

The material is on page 2 of my comments.  It's question 4.   6 

If you are going to have the opt out, I think you have to  7 

eliminate the demand curve.  8 

           MR. O'NEILL:  In the RFPM market?  I was thinking  9 

more about the real-time one.  10 

           MS. MOLER:  And replacing it with a vertical  11 

demand curve, which in the old parlance you'll just reserve  12 

margin.  That we think solves the discrimination problem.   13 

We don't think it's a desirable result.  The third choice is  14 

you can make the demand curve even steeper so that you don't  15 

have the distinction or the discrimination.  16 

           MR. O'NEILL:  Eventually making it steeper makes  17 

it work.  18 

           MS. MOLER:  Pretty steep.  That's right.  And it  19 

does reduce the discrepancy in the reserve requirements  20 

between opt out and non-opt out loads.  We don't support the  21 

idea that you stretch out the demand curve and make it  22 

flatter rather than vertical.  That makes the discrimination  23 

problem even worse.  We provided some slides.  They're not  24 

to scale, I should say, that give some examples of why this  25 
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is a very real issue and at some point we can talk about it.  1 

           MR. O'NEILL:  I was thinking possibly of one  2 

entity has 18 percent and another has 15 percent and you're  3 

in a reserve shortage.  The 18 percent guys -- and you have  4 

a demand curve for reserves that's sending the price up --  5 

the guys with the 18 percent could be given more money.   6 

That could solve some of the discrimination problem.  7 

           MS. MOLER:  Money doesn't solve discrimination  8 

problems and I also think, if you're in a shortage  9 

situation, you're going to have a whole different set of  10 

rules kick in and you're going to protect schools and  11 

hospitals.  It's going to be a social policy there.  It's  12 

not going to be money.  13 

           MR. O'NEILL:  I was addressing Steve's point of,  14 

before you get to the curtailments and the protection, you  15 

have this additional amount of reliability.  But, if you're  16 

close to the margin and your real-time demand curve sends  17 

the price up, then the people with the 18 percent are  18 

getting more money.  19 

           MR. STODDARD:  But, Dick, the people aren't the  20 

same people.  The generators receive the payment unless they  21 

have signed a contract that assigns that money then back to  22 

load it's the loads who will pay the capacity charge, not  23 

the generators who receive the reserve payments.  24 

           MR. O'NEILL:  I don't want to make this  25 
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complicated, but there's certainly more money in the market  1 

at that point in time.  2 

           MR. BAKER:  Let me comment.  No. 1, it was said  3 

that people who pay more 18 percent reserve -- and I go back  4 

to what I said earlier, which is actually you pay less at 18  5 

percent than 15 -- so the price for this enhanced  6 

reliability is actually negative to the load-serving entity  7 

the way it's set up and what you were saying earlier, David,  8 

that if we bring 15 percent to self-supply we bring enhanced  9 

reliability at the time that your risk is the highest.  It's  10 

a period when the reserve margin for the region is the  11 

lowest, so you have a higher degree of risk curtailment at  12 

that point than you do at 17, 18, or 19 percent.  That's  13 

just inherent.  14 

           MR. MEAD:  In that case I would think that you  15 

might support Roy's recommendation that when you're in  16 

shortage the most likely time to be in shortage is when the  17 

RPM customers are a little higher.  That the casual  18 

customers who have brought less to the market, which would  19 

be the RPM customers, get curtailed first.  20 

           MR. BAKER:  I would like to make a distinction.   21 

I'm not disagreeing with the idea that he who brings  22 

resources that are performing shouldn't be curtailed.  But I  23 

think the distinction I would make to what we're saying is  24 

not just based on what your percentage is, but how your  25 
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generators are performing.  So I bring 15 percent and those  1 

generators are always on and the market generators fail,  2 

even though there's 18 percent reserves, I shouldn't be  3 

curtailing them -- the self-supply load.  It should be based  4 

on whether the generators are performing or not and that  5 

flips both ways.  I just don't think that you do it based on  6 

some projection four years out the generators perform.*  7 

           MR. HORSTMANN:  From the reliability standpoint,  8 

Andy can comment on this better than I can, but based on a  9 

constrained area and the part of the network that can  10 

relieve the constraint I don't think it's even physically  11 

possible to relieve the entire PJM.  You know, it's very  12 

much localized and the utility services aren't in general.   13 

Most of the constraints, based on the stuff we did in the  14 

scarcity pricing, was west to east flows to the east of  15 

those pinch points.  I'm not sure all this discussion about  16 

who's going to benefit most from all this excess reliability  17 

is realistically in the old-time operations.  18 

           MR. OTT:  Again, from the operations point of  19 

view, we operate the market as a single electrical entity.   20 

The notion that when we get into an emergency operations we  21 

would somehow bifurcate the market and start to shed load,  22 

obviously, goes against the principle of maintaining the  23 

reliability that I'm looking for.  I would rather focus our  24 

efforts, and I think some of these familiar topics -- I  25 
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would rather focus the efforts on making the two levels of  1 

reliability as comparable as possible between the two  2 

alternatives -- the RPM alternative and the fixed resource  3 

alternative, noting that the RPM alternative have a lot of  4 

other mechanisms within it.  I guess I personally would  5 

rather see us focus our efforts on trying to make it as  6 

comparable as possible through features under which we allow  7 

this rather than go into these other things.  8 

           But I think this concept of measuring performance  9 

in generation, in other words, you have the installed  10 

performance and you have the actual performance.  There are  11 

metrics, of course, embedded in this.  We don't need to go  12 

into the details at all, but when we talk about these  13 

install reserve margins, I should not that in RPM itself, as  14 

in the current capacity construct, we actually look at a  15 

metric when we're doing this which take into account the  16 

reliability history of these generators in the near term.   17 

Of course, it doesn't talk about today, the day of actual  18 

operation, but it is a metric that tracks the ongoing  19 

performance.  So I think that, in itself, is embedded into  20 

the model.  We know -- you tend to talk about install  21 

reserve.  The actual metric that we measure generation  22 

performance and therefore load operation against is really  23 

an unforced capacity, which essentially looks at the recent  24 

forced outage rate.    25 
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           MR. O'NEILL:  Andy, let me understand.  Forgive  1 

me.  I don't want to disturb the reliability stuff, but  2 

let's say Craig came up short and there was a reliability  3 

problem at PJM but the shortage essentially was in the AEP  4 

control area.  Wouldn't you go to curtail load in the AEP  5 

control area first?  Wouldn't that be the reliability?  6 

           MR. OTT:  Again, if I can detect that the  7 

shortage is occurring in the AEP area, in other words --  8 

           MR. OTT:  Tell me, if you have to curtail the  9 

load in PJM, how do you decide what loads to curtail?   10 

Certainly, if the problem was in AEP, curtailing somebody in  11 

northern New Jersey, at least as far as I can tell, would  12 

probably have less of an opportunity to solve the AEP  13 

problem.  14 

           MR. OTT:  Yes.  But let's get back to realism,  15 

okay.  The only way I'm going to detect if there's a problem  16 

in AEP -- I'm not going to look at their generation versus  17 

load balance and say, well, you know, these generations were  18 

tied to AEP load and then we go through the calculation and  19 

figure out I'm going to look at my transmission limit.  In  20 

other words, am I having trouble importing energy into that  21 

region?  It's highly unlikely.  I mean, if I started out  22 

with a 12 percent margin here or a 10 percent margin here  23 

and an 18 percent over here, it's highly unlikely when I get  24 

to the energy market and am actually serving the load that  25 
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I'm going to be able to detect that these generators over  1 

here are under-performing.  I'm going to look at the system  2 

operation as a whole and I'm going to say, okay, if I become  3 

transmission and they can't export this access, it's a  4 

totally different metric.  I'm not measuring -- well, this  5 

one area.  All the generation they brought to the table  6 

happened to be offline today, okay, and therefore I should  7 

be in there trying to curtail.  That simply doesn't happen.  8 

           MR. BAKER:  Let me stop you for one second.  I'm  9 

having trouble understanding that because we had a long  10 

dialogue in Kentucky around whether or not -- what would  11 

happen in the event either AEP came up short, using your  12 

description, would you curtail AEP or would you curtail  13 

Jersey, flip it and what would you do and what was  14 

represented by PJM and is included in the settlement  15 

agreement was that PJM would curtail where the generation  16 

was inadequate.  That's in the agreement.  I agree with  17 

that.  But, again, the generation was adequate to meet load.   18 

If I can't get the generation to that load area, absolutely  19 

we would curtail.  I absolutely agree with that.  What I'm  20 

saying is the metric is not simply the generation in that  21 

area.  It's also how do I serve it?  22 

           MR. BAKER:  We're talking about when there's a  23 

shortage and somebody's lights have to go out.  24 

           MR. OTT:  Absolutely.  If you're talking about an  25 



21505 
 DAV  
 

  323

overall market shortage, which was not what I was talking  1 

about, but I agree with you.  When we're talking about  2 

what's much more likely, which is a regional shortage,  3 

that's a different ball game.  4 

           MR. BRODISH:  That's not what's being talked  5 

about.  6 

           MR. NAUMANN:  In fact, it is.  I agree with both  7 

Craig and Andy.  8 

           (Laughter.)  9 

           MR. NAUMANN:  Craig's description of the Kentucky  10 

settlement, I think -- it was also in the Virginia  11 

settlement to the extent you have time, it comports with  12 

good utility practice and you can determine which subzone is  13 

short.  You should curtail in that subzone, no question.  14 

           I'm not talking about that point where a subzone  15 

is short and PJM, as a whole, is short and you cannot import  16 

any more into the sub.  If we go through all this because  17 

someone will carry 15 percent.  Some will carry on the  18 

demand curve.  There will be less money for the generators.   19 

We're going to pretend that that doesn't matter.  That  20 

doesn't matter.  Craig's numbers are right and we show a  21 

counter example saying we don't believe that that's going to  22 

be the end result because we don't believe that everybody's  23 

going to fool themselves and I assume their generators are  24 

going to come back and say, you know what, if you short us  25 
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money, you're going to have to move that demand curve and  1 

you'll get exactly the way Betsy said.  You'll have to move  2 

it out to the right.  So I think when we start talking about  3 

numbers we can all come up with our examples, but I think we  4 

have to understand that the demand curve was premised on  5 

some long-term statistical measure to get an end result and  6 

we start changing that you're going to have to monkey with  7 

the demand curve, then your other numbers are going to  8 

change.  So we're all probably right, depending on what we  9 

choose as our example.  10 

           MS. COCHRANE:  You've been waiting patiently.  11 

           MR. STODDARD:  Actually, I want to take this back  12 

in a completely different direction because the original  13 

question I thought I heard was, who should be able to opt  14 

out?  Let me try to take it back there with some elements  15 

that I haven't heard.  16 

           I'll say at the beginning Mirant doesn't have a  17 

dog in the fight about Ohio, but the Ohio folks have said --  18 

 flagged a serious issue that we have put here.  19 

           MR. STODDARD:  In choice states, if the utility,  20 

the default LSE is choosing the alternative path, the road  21 

not taken, that creates some rather interesting issues  22 

facing individual customers who, after that election want to  23 

go to market.  Craig has said no customer in AEP would be  24 

foolish enough to do that, but that's a forecast.  We don't  25 
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know how life will change.  But one of the things we've  1 

asked is that we make sure that the state regulators in  2 

situations like that, okay, because it is an enormous  3 

implication for the competitive retail choice of the retail  4 

customers of these LESs, whether or not AEP should be  5 

undertaking this long run investment for them or whether  6 

someone else should be doing that, we would ask that any opt  7 

out entity who is state regulated have the permission of  8 

their state regulators before they choose that.  Some of the  9 

discussions we have heard already point to the fact that  10 

opting out in an import constrained area where the market is  11 

intricately smaller, will have a much greater impact on all  12 

of the rest of the customers in that area.  AEP, while very  13 

large, isn't a broad market and it's on the exporting side  14 

of that market.  If we were to see utilities in the east  15 

selectively opting out, leaving small fragments of load left  16 

in the LDA still in the RPM market, that creates enormous  17 

issues with the demand curve and whether it should be very  18 

flat or very steep, it completely undermines the market in  19 

these import constrained zones.  We feel it's especially  20 

important to place restrictions on opting out in zones that  21 

are clearly going to be import constrained.  22 

           I offered, because I know there are some people  23 

who have a lot of incentive about this, that small regulated  24 

monopoly service providers like municipal who want to take  25 
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this option be allowed to do so.  Most of the issues we've  1 

heard have been with the discriminatory effects of large  2 

people, the ability to swamp load.  We also know that there  3 

are many municipal who feel very strongly about controlling  4 

their own destiny.  So Mirant does not have, in principle,  5 

an objection to small franchise retail service providers  6 

choosing this opt out in any situation.  7 

           MS. COCHRANE:  Steve, then Roy.  8 

           MR. WEMPLE:  I think we're in sync with what Bob  9 

just said where you can identify a discrete amount of load  10 

geographically that someone is serving and that entity opts  11 

out.  That could make sense.  It become much more  12 

challenging where you have individual LSEs being afforded  13 

that choice where they serve a distributed load.  Because  14 

back to Craig's point, I disagree that when the demand curve  15 

clears at 18 percent that's better than opting out with a 15  16 

percent requirement because ultimately, if I own generation,  17 

I can either serve more load if my requirement is only 15  18 

percent because my generation goes further.  Or, if I have  19 

to buy from the prevailing  market of the time, my unit cost  20 

is going to be the same whether I have to buy it at 15 or 18  21 

percent.  22 

           Clearly, if I have to buy it at 18 percent, I  23 

have to buy more chits and that's going to cost me more.   24 

Given the options, I would or a marketer would want to  25 
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choose what is the most economic.  If you give that to  1 

individual LSEs, you will have to.  It won't be a 10-page  2 

set of rules, Dick.  It will probably be a hundred page set  3 

of rules to control the gaming.  I hope we don't have to  4 

draft that.  5 

           If you do it at the individual customer level --  6 

at the wholesale customer level because, presumably, we  7 

can't address retail customers in this proceeding.  But even  8 

at the wholesale customer level, there are issues of what if  9 

there's a change in ownership?  Does the previous election  10 

of corporate entity A become binding on corporate entity B?   11 

What if a new industrial is even built in Ohio?  Does  12 

FirstEnergy have an obligation to supply them or the  13 

existing industrial closes down?  If an entity doesn't  14 

assume responsibility for a whole geographic footprint,  15 

you've got a lot of loopholes, either at the LSE level or at  16 

the individual customer level that could take us down an  17 

undermining of RPM road because there will be economic  18 

incentives related to the difference in the reserve  19 

requirement that an opt out versus a demand curve entity  20 

will have to buy.  21 

           MR. SHANKER:  Actually, Steve hit some of what I  22 

wanted to clarify with respect to whether or not costs go up  23 

in Craig's example.  It depends on whether you're hedged or  24 

not.  That's the underlying issue and that's what Steve's  25 



21505 
 DAV  
 

  328

getting to.  If I'm hedged at 15 percent and the market  1 

clears at 18 and I'm subject to a variable resource  2 

requirement, then I'll pay a little bit more because I've  3 

already bought my 15 percent and I'll by 3 percent at lower  4 

price.  Similarly, if I'm hedged at 15 percent and the  5 

market clears at 13 percent, even though the overall RPM  6 

model suggests you would pay more, in reality I'll pay less.  7 

           His examples are overlaying hedged versus  8 

unhedged.  He's concerned -- and I understand his concern --  9 

 he's hedged at 15 or 16 percent.  He's done that.  He says,  10 

I don't want to pay the potential variable increment for  11 

going at 17 or 18 when the market clears.  That understand  12 

that concern.  The issue is, if we accommodate that concern  13 

-- and this always has to be what we come back to -- if we  14 

accommodate that concern, how do we do it and not mess up  15 

the rest of the market?  16 

           You inevitably are building something with RPM  17 

built on certain assumptions.  If, right out of the box, you  18 

break those assumptions we're gong to have problems.  If  19 

there's one thing we've learned over and over again from the  20 

various market designs, when you see the inconsistencies and  21 

ignore them, everybody exploits them.  22 

           MR. BAKER:  Right.  Based on what you just said,  23 

if I set it at 15 percent, right, if I didn't come to PJM,  24 

I've screwed up the market.  If I come with 15 percent and  25 
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cover all of my load, how does that affect the market?  I'm  1 

having trouble understanding that.  2 

           MR. SHANKER:  The answer is, if that's what your  3 

intent is to do, then you wouldn't be concerned about  4 

carrying a consistent level of reserves, whether it's 15 or  5 

whatever, based on what we decide is appropriate for the  6 

load forecast there and not *arbitrodging by needing to come  7 

back in.  I'm with you to the extent I still don't  8 

understand, having said that, why there was a discussion  9 

about how long the duration is.  The regulatory change,  10 

listening to that statement, you're out.  If that's the  11 

decision you've made, that's fine.  Then we just have to  12 

worry about what are the rules of how much is right for you  13 

and what is the restriction on commerce such that you don't  14 

mess up the rest of the market.  I think that's where we  15 

started from.  16 

           MR. BAKER:  And that's something that could be  17 

discussed.  18 

           MR. SHANKER:  Absolutely.  Then there's no issue  19 

about term because now it's not 5 years or 10 years.  It's  20 

forever until there's some material change that says the  21 

assumptions we made and you opting out are wrong.  22 

           MR. MEAD:  We need to wrap this up soon.  One or  23 

two more questions I'd like to pose to AEP.  Basically, this  24 

goes to eligibility and the ability to change your option.  25 
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One option just discussed is in order to be eligible for opt  1 

out the state has to basically give its permission and its  2 

blessing and perhaps even require all the LSEs within that  3 

state to choose that option.  4 

           I guess the other option I'd like to hear a  5 

comment on is, should we restrict the number of times that  6 

you can switch?  That is, if you shed it with opt out and  7 

then you elect RPM, should that preclude you from ever going  8 

back to opt out?  I'd like you all to comment on that.  9 

           MR. HORSTMANN:  We say five years is a reasonably  10 

long time to stay in.  I understand Roy's argument and it  11 

probably is linked to some sort of regulatory change, which  12 

is why you change.  Why not just say that absolutely.  I  13 

guess from Dayton's perspective I don't know what the market  14 

is going to look like 10 years forward.  I can't even  15 

contemplate the reasons that perhaps we would wind up  16 

changing maybe somewhere down the road we're looking at  17 

energy only and there is no capacity market.  I guess the  18 

ability to move out for reasons we probably can't specify is  19 

probably the best argument that I would make, although,  20 

largely I would agree today the reason that you would change  21 

was if the regulatory construct was changing as opposed to  22 

in and out.  I can't imagine that if it weren't for the Ohio  23 

Commission we'd like to use opt out.  We'd like to work some  24 

sort of transition deal with the Dayton customers and we  25 
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have to stick for five years and then after that we might  1 

change our mind or go back and forth.  Is that okay?  I mean  2 

I just don't think it's feasible that that could even occur.  3 

           MR. BAKER:  To answer, it seems to me that each  4 

entity needs to look at this, but, for example, the  5 

obligation that AEP would not be allowed or Dayton would not  6 

be allowed to follow the self-supply because the other one  7 

chose to be a market participant doesn't seem to me to make  8 

a lot of sense.  So, saying that it's only one state, that  9 

just dooms it that everybody's going to be an RPM.  That's  10 

what we're trying to accomplish here, of course, everybody  11 

into RMP, that's a way to do it.  12 

           The idea of getting a Commission order doesn't  13 

give me tremendous heartburn except I've been around  14 

commissions long enough and those of us who have been around  15 

know that you pay something for that order to somebody who  16 

intervenes in the case.  So I don't like that because it  17 

ends up costing money that is probably unnecessary.  But I  18 

don't think there is a big issue, for example, Ohio was at  19 

this table when we last talked saying self-supply made  20 

sense.  The power companies in Ohio should have that option.   21 

I don't think that's a real problem.  I don't know exactly  22 

what the restriction ought to be, but I would not, in any  23 

way, dispute the idea that you shouldn't be allowed to every  24 

other year bounce back and forth between RPM and opt out or  25 
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RPM and the other path.  There are reasonable ways to do  1 

that, but I don't think it has to be 10 years.  2 

           MR. NAUMANN:  Without fully answering the  3 

question, I think you have to go back to the first principle  4 

as to why the long-term supply option is on the table in the  5 

first place.  I thought it was because of concerns about  6 

state resource planning, to say, well, the market might  7 

change and I might change my mind I don't think matches up  8 

with the reason for allowing this option in the first place.   9 

But let's put the municipals and the co-ops off because I  10 

agree that they fit into this category and generally can  11 

provide for themselves.  I think it has to be tied -- the  12 

restrictions have to be tied into the reason for putting  13 

this on the table.             As I understood the order --  14 

and maybe I didn't read the order very well -- the propose  15 

was not to allow entities to simply choose I like this  16 

option or I like that option -- not to make PJM a market's  17 

optional.  But it was because there was this concern about,  18 

as the Ohio Commission raised, as I understood it for the  19 

states, if we start talking about, oh, we're going to make  20 

this market optional, depending on what my view of the  21 

market is, I think that's starting to -- I don't want to say  22 

it, but the whole concept of PJM -- I thought this was a  23 

very restrictive exception to that for limited reasons and I  24 

think the eligibility and the requirements have to go back  25 
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to that principle.  1 

           MR. BAKER:  I don't presume why the Commission  2 

made the decision they did.  I know why the Commission said  3 

they needed something different from the current capacity  4 

construct.  That was because they thought the way it was  5 

failed to address inadequacies in reliability and that's  6 

what it was.  In my mind, I don't know what the Commission  7 

was thinking.  The parties who come forward as vertically-  8 

integrated utilities doing IRPs have shown historically --  9 

and we go back a lot further than PJM -- that they can meet  10 

the needs for reliability because they show up with the  11 

generating resources.  I think that's why there's the  12 

alternative path.  Somebody makes that commitment and can  13 

provide the reliability from having been there and done it  14 

is why there is separate need, not just because state  15 

resource planning.  16 

           MR. MEAD:  Why don't we go on to the next topic.   17 

It's been very helpful.  18 

           MR. NOWAK:  One question.  19 

           Steve, if an LSE and a choice state was able to  20 

demonstrate that it had the resources committed for the  21 

commitment period and could give you some assurance that the  22 

load would be there, would you still object to them  23 

participating?  24 

           MR. NAUMANN:  Are we putting aside municipals and  25 
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co-ops?  1 

           MR. NOWAK:  Yes.  2 

           MR. NAUMANN:  I would strenuously object.  I see  3 

no way it can work.  I see no way you can have the assurance  4 

that the load will not switch.  5 

           MR. NOWAK:  Andy, do you feel the same way?  6 

           MR. NAUMANN:  I'm talking about a state like  7 

Illinois.  8 

           MR. OTT:  Obviously, you know, an entity that has  9 

the ability to show a long-term relationship with a  10 

municipal, for instance, or a public power entity within  11 

these areas there's a potential entity who could show that,  12 

which would say I have a long-term relationship.  There's no  13 

chance this load is going to switch out.  And, again, the  14 

metric needs to be, as I said before, the states saying the  15 

states should do this and have some mechanism for handling  16 

it.  It has to be ironclad.  There is a way to show that.  I  17 

do agree with Steve.  It's difficult for me to understand  18 

how a contestable load state, a retail choice state, could  19 

meet that other than muni co-ops because that load can  20 

switch and the load is somewhat diverse.  21 

           For instance, in New Jersey they have these  22 

auctions and the load is in these different trenches.  How  23 

can you possibly state I've taken this piece of load and  24 

locked it in long-term because, by nature, you know, it gets  25 
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auctioned off.  Certainly, there are entities within these  1 

retail choice states who could show this.  I understand  2 

their load is not contestable.  3 

           MS. MOLER:  There are many states within PJM  4 

where that's the case.  I think to mess in Maryland --  5 

sorry.  6 

           (Laughter.)  7 

           MS. MOLER:  Pennsylvania is coming out of its  8 

polar obligations and its implementing a "to be determined"  9 

regime where you can have multiple load-serving entities in  10 

the same historic utility service territory and there are  11 

lots of circumstances where the opportunities for gaming are  12 

extent.  13 

           Craig took exception to my observation earlier  14 

that it's most PJM states where we have choice.  Clearly,  15 

it's most of the load in the PJM states that has choice.  16 

           MR. GOLDENBERG:  I have one question.  I heard  17 

earlier one of the reasons we're having all this discussion  18 

is because the demand curve in the RPM market is skewed to  19 

mostly always producing 15 IRM.  And, if that wasn't true, a  20 

lot of the arguments about discrimination and other things  21 

would not be here?  22 

           MR. SHANKER:  In part, but it's not skewed in a  23 

negative sense.  It's that, if you are using a non-mandated,  24 

a market mechanism to preserve the level of reliability that  25 
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we want, then yesterday's discussion was fairly thorough  1 

about, if I want to not go below 15 percent and have some  2 

sort of market buying -- not buying, entering with new  3 

generation and retiring units, I want the variance to be  4 

above 15 percent, okay.  If somebody is hedged at exactly 15  5 

percent, as Craig says, I'm going to guarantee I'm going to  6 

be at 15 and I've got my IRP and everything else.  So, once  7 

hedged, I never want to buy anything above it.  A part of  8 

his representation is I guarantee you that whatever it  9 

takes, independent of this market mechanism, I'm going to be  10 

at 15 or whatever the number we decide on.  And so inherent  11 

in the market tool is the need to have some variance above  12 

it -- the interaction of the two creates some problems.  13 

           MR. GOLDENBERG:  You're not getting areas below  14 

it, but I think the reasons for other interaction, though --  15 

 and this goes back to some of these other features -- but,  16 

if an entity has elected to stay out of the market for it's  17 

load, regardless of whether you have a skew or not, this  18 

concept of saying you can somehow come back in with certain  19 

of its generation resources and potentially sell access, but  20 

it has chosen to go out there that's the basis for some  21 

incomparability or discriminatory -- the other thing we  22 

haven't even touched on is the muni co-op or the public  23 

power entity.  24 

           Say it came in and somehow we had a procedure to  25 
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allow it to say half of my load is opted out and the other  1 

half isn't.  And, by the way, magically all my unanticipated  2 

load happens to be over here.  Those types of things would  3 

be very damaging, regardless of where the target IRMs are.   4 

Essentially, there can be this shifting of responsibility.   5 

One side is not exposed to these prices and the other side  6 

is.  It's a lot more than just a skew.  There's a  7 

fundamental linkage, if you will.  8 

           MR. MEAD:  I just want to follow up on that and  9 

I'm not sure, Andy, you fully answered the question.  10 

           You all have been talking about the RPM demand  11 

curve.  RPM customers are always going to be at RPM or  12 

higher, which, to me, presumes or would result in more  13 

reliability than you have now.  Suppose we adopted a demand  14 

curve that got us the same reliability as we have now?  That  15 

necessarily means that sometimes you'll be above the IRM and  16 

sometimes you'll be below the IRM.  It probably means that  17 

most of the time you have to be above IRM, but some of the  18 

time you're below IRM.  If you have these two classes, RPM  19 

customers who are getting capacity, which over time get you  20 

one day and 10 years and another category of customers that  21 

are IRM and they're always exactly IRM and they never go  22 

below it and we make sure that their penalties are so stiff  23 

that they never do it.  Is that regime discriminatory?  24 

           MR. STODDARD:  If there are parallel paths and  25 
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there's walls between the paths, probably not.  If there are  1 

lots of ways where one party can duck in and out, then yes.   2 

Because intrinsically what you're doing is setting up two  3 

different market structures as Mr. Baker said.  Their plan  4 

is to be buying every year.  So, presumably, from their  5 

perspective the cost in their path is each year they're  6 

going to be buying the full cost of capacity in each year.   7 

They've cleared a very stable price.  The RPM price is, as  8 

you've seen from Dr. Hobbs' analysis, moves up and down  9 

around that.  They both have the same average over time.   10 

What would be discriminatory is to allow an opportunity for  11 

when the RPM price is down here.  An entity is picking up  12 

the capacity they need short-run at that low price.  Then as  13 

the RPM price moves above, to hop off the path, get onto the  14 

long-run cost, picking up its capacity resources with now  15 

long run and then short run, long run, long run.  That ends  16 

up with the opting out fast-switching option and not  17 

necessarily that fast.  It could be two, three or four years  18 

you're on one block or the other, ends up paying less than  19 

the average cost of capacity on average.  When you're buying  20 

it yourself, you're paying exactly what you want.  When you  21 

buy from RPM, when that turns out to be cheaper, then there  22 

are long-run build options.  That's discriminatory.  23 

           MS. KRAMSKAYA:  Just one follow-up question.   24 

Would these so-called walls between fixed resource regions  25 
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and variable resource regions, would they be higher if the  1 

period of contractual commitment, which has been set for  2 

paper hearing was longer -- it was not two years or four  3 

years -- would that decrease the amount of arbitrage that's  4 

available?  5 

           MR. STODDARD:  Yes.  That's one reason why my  6 

proposal was that you choose one option or the other for a  7 

period that matches the business cycle so that you can't be  8 

ducking in and out.  Those opportunities I just described  9 

match the business cycle.  If you have to live through whole  10 

business cycles in one or the other, then, on average,  11 

you're paying a long-run average cost of capital, of  12 

resources.  So the way you create these roles between the  13 

markets -- a way, I think the best way would be to prohibit  14 

switching from one to the other on a fairly long timeframe  15 

like 8 to 10 years.  16 

           MS. MOLER:  Let me disagree in a particular  17 

circumstance.  That is, in a choice state where you have the  18 

ability to switch your supplier.  If supplier A has a long-  19 

term commitment -- a high wall, a long wall -- and supplier  20 

B is opting out and blinking off and on and so forth, again,  21 

you go back to the gaming opportunities.  The trite "level  22 

playing field" phrase it is not.  23 

           MR. STODDARD:  I agree with that.  24 

           MR. WEMPLE:  David, if I could just explain what  25 
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I was saying before our break, which is the short term.   1 

Using the valuable resource requirement market as a  2 

balancing to the people who chose the fixed resource  3 

requirement.  Take an LSE, hypothetically, it owns a hundred  4 

megawatts of generation.  It opts out.  Therefore, it can  5 

sell -- let's assume that's 115 megawatts of generation, a  6 

hundred megawatts load.  It can sell up to 100 megawatts of  7 

load and not face the surplus requirement of the valuable  8 

resource requirement when the rest of the market's in  9 

surplus.  Now it chooses, if it was allowed to make shorter  10 

term sales and the spot market's cheap, it could be buy up  11 

so more and sell up some more and its average cost goes down  12 

because it's blending, presumably, its fixed long-term  13 

investment with some other short-term purchases.  So it  14 

expands its book when the spot price of capacity goes down  15 

and it sort of looks like it's covering it and it can  16 

probably do that in a four-year forward basis because it  17 

will look at the market price.  18 

           When the reverse happens, when the spot price  19 

goes up, it can due the ability of terminating some retail  20 

contracts, shrink its load transferring some of it back and  21 

presumably even coming back to a hundred megawatts of load  22 

or even dip further down and make short-term sales into the  23 

more lucrative RPM market and therefore it's able to become  24 

bigger when the price is cheap and become smaller when the  25 
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price is lucrative to sell the surplus in.  That's just one  1 

example of a possible gaming scenario.  2 

           If you had individual LSEs with distributed load  3 

being able to opt out, not even flipping back and forth, but  4 

just using the regular market as a balancing market to grow  5 

bigger and smaller in strategic time periods.  6 

           MS. KRAMSKAYA:  What if the delivery period and  7 

the RPM was longer?  8 

           MR. WEMPLE:  But just committing to be opting out  9 

for four years I could hypothetically -- an LSE could come  10 

up with a plan of saying it looks like capacity prices are  11 

going to be cheap.  I'm submitting my four-year plan that  12 

includes going from a hundred megawatts to 150 because it  13 

looks cheap and it looks advantageous.  And then my next  14 

plan, if the cycle turns around, my load obligation I'm  15 

going to forecast goes from 150 down to 85 because I think  16 

the price is going to be high I'm going to step back my  17 

load.  When I have distributed load -- when a marketer has  18 

distributed loads that they can acquire and send back and  19 

can also then make spot purchases into and out of the market  20 

I think there are problems.  That's why I was suggesting I  21 

think we need to consider limitations on transactions  22 

between entities who choose the fixed resource requirement  23 

and opt out and the rest of the market because, effectively,  24 

if they're going to be an external or go-it-alone entity,  25 
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they should not be able to lean on, for purchases and sales,  1 

on a near term basis year-to-year, purchases out of the  2 

demand curve market.  3 

           MR. SHANKER:  Two observations.  I think you  4 

asked a slightly different question, which was the delivery  5 

year period.  The issue is it may or may not have an impact,  6 

but the issue is still the length of the overall exclusion.   7 

Okay.  If having a longer delivery year meant logically you  8 

said, oh, of course, that means I'll have a 12-year  9 

exclusion, then an 8-year exclusion.  That would be better.   10 

But, inherently, I don't think you can just observe that  11 

having a longer delivery year obligation would be better or  12 

worse.  The big issue is the period of exclusion.  13 

           The second part of this is yesterday, David, you  14 

had an exchange with Ben Hobbs about the number of business  15 

cycles and the pattern.  When you look at those charts, it's  16 

not like it's up and down every year.  There are decided  17 

boom/bust cycles that run four or five years where we're on  18 

one side or the other.  Sometimes there's a little  19 

variation.  But, in general, because of the logic that says  20 

I need to see some sustained prices at reasonable levels  21 

that influences my investment decision.  Seeing that it's  22 

reasonably stable, I decide, I commit, I come into the  23 

market.  A number of people do it at the same time.  We get  24 

a little excess.  Then it works its way down.  That kind of  25 
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cycle, while not necessarily being exactly what happens in  1 

the real world, is close enough that the phenomenon that  2 

Steve is talking about and Robert and myself that a four- or  3 

five-year opt out just doesn't cut it because you can still,  4 

in fact -- in fact, it almost complements the business cycle  5 

or half of the business cycle of being able to do just the  6 

gaming they're talking about without even worrying about the  7 

precision of little guys, big guys and LSEs in a sub-area or  8 

not.  9 

           You have to come back and say why does someone  10 

what to change?  What do people want this ability to come in  11 

and out?  And I always come back to, well, they're looking  12 

for an economic advantage.  If the economic advantage is  13 

there, it means it must be doing something that is  14 

disruptive to the other mechanism.  So why is this a big  15 

secret?  If somebody says they have to be out for regulatory  16 

reasons or it works better, then they should be out.  Until  17 

something changes, they're gone.  If the only reason they  18 

want to switch is to gain economic advantage, then you know  19 

its doing something harmful to the other mechanism.  This  20 

shouldn't be that complicated.  21 

           MR. MEAD:  Thank you.  22 

           Why don't we move on to another topic -- the  23 

deficiency charge to ensure compliance?  Actually, I read  24 

many pre-technical conference comments that suggested the  25 
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deficiency charge or the opt out -- I guess my question is  1 

it seems to me the objective ought to be, as I was saying a  2 

moment ago, we have two different regimes.  One is RPM where  3 

capacity is going to have to be greater than RPM part of the  4 

time or much of the time, but perhaps it will be less part  5 

of the time in a way that brings up to one day in 10 or  6 

whatever we decide is the right reliability and we have this  7 

other mechanism that promises to honor a commitment, but all  8 

the time in order for it to work, both for reliability  9 

purposes as well as for non-discrimination purposes, there  10 

needs to be a significant penalty to make sure that that  11 

obligation is honored.  12 

           So I guess my question is, is two times CONE  13 

enough?  I was just observing yesterday that Professor  14 

Hobbs' simulations, which have a demand curve and, in  15 

essence, is in charge of two times CONE, suggest that more  16 

than half the time in that regime were at less than IRM.  It  17 

made me wonder is two times CONE enough?  Let me throw that  18 

out.  What is a significant enough deficiency charge to  19 

ensure that the opt out folks don't go below their promised  20 

requirement?  21 

           Roy?  22 

           MR. SHANKER:  Actually, it's one of the rare  23 

situations when I agree with some of Jonathan's comments  24 

yesterday.  The person opting out, at least in the context  25 
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we talked about as a large, vertically integrated company,  1 

probably has a different investment model.  So Ben's model  2 

may not be the best tool.  But let's think about what that  3 

different investment model is.  It's rate-based, low risk,  4 

long amortization regulatory approval, explicit standard,  5 

okay.  In that environment, someone who is opting out is  6 

doing what you're saying.  They're guaranteeing the 15  7 

percent and so because they're making that guarantee and  8 

they have a different investment model I think they can do  9 

it.  I'm not concerned that they will be below 50 percent of  10 

the time.  On the other hand, I'm very concerned that  11 

because they have all those advantages and that's why they  12 

want to opt out -- they're fully hedged that there shouldn't  13 

be an excuse for them to be short.  So you still want the  14 

onerous penalty, but for different reasons.  It's because,  15 

if it works right, it shouldn't be binding at all.  16 

           If they're doing what they have agreed to do for  17 

the purposes they have agreed to do it, with all the  18 

benefits of an IRP, rate-base and regulatory approval, then  19 

having a rate of two times, which seems reasonably onerous  20 

to me, should be sufficient and it should be on an annual  21 

basis because we're talking about a planning cycle here.   22 

But I'd be cautious about setting it so high that it forces  23 

Ben's model over.  I don't think that's the right analysis.   24 

I really want to say, you guys, it's sort of a quasi-  25 
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regulatory compact notion.  1 

           For the most part, at least in the context of  2 

Dayton and AEP, you're hearing it saying I have other  3 

explicit obligations and regulatory responsibilities that  4 

are telling you, FERC, that you don't have to worry about  5 

me.  And we want some enforcement for that, but I don't know  6 

that I'd push it to the extreme of five or six times or  7 

whatever Ben's model comes up to get it 99 percent over the  8 

line.  9 

           MR. O'NEILL:  From my point of view, again, I  10 

think your target again comes back to the replacement costs.   11 

In other words, if an entity doesn't respond, if you will,  12 

and we end up getting short, one of the philosophies for  13 

having the deficiency charge, both in the RPM market and for  14 

instance on an opt out is that at some multiple -- two times  15 

I think is a sufficient multiple -- of the replacement cost  16 

so that it will incent all other things being equal unless,  17 

of course, there's some barrier where they can't build it or  18 

whatever.  I think the two times is a sufficient penalty.   19 

Obviously, I think it needs to be a multiple two times as  20 

opposed to one time CONE.  It's just cost avoidance.  But I  21 

think two times is sufficient.  I don't believe it needs to  22 

go higher.  23 

           MR. HORSTMANN:  I think two times CONE as well  24 

for -- we also believe it's also appropriate for RPM  25 
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deficiencies as well.  You know, the idea here is to not  1 

have people be short up to the market and to cover their  2 

obligations.  If you're going to send a strong message, the  3 

one route we would think it should be sent to the other  4 

folks.  5 

           MS. MOLER:  I don't have any trouble with two  6 

times CONE.  You're also having some audit issues and you're  7 

going to have to look at non-compliance and not just have it  8 

be based on the deficiency cost.  9 

           MR. BAKER:  I agree with John that there should  10 

be a parallel between the RP and the charge is for failure  11 

to show because that has  -- you're saying you're trying to  12 

incent the people who say they're going to come to come and  13 

I don't really see a difference, whether it's two times CONE  14 

for both or something else for both.  I don't think we have  15 

a strong position on it.  16 

           MR. O'NEILL:  Betsy, could you expand on that  17 

short statement about auditing?  18 

           MS. MOLER:  We have not developed this in any  19 

great detail.  Certainly, everybody's aware that the  20 

Commission's civil penalty authority -- I think if you say  21 

you're going to have capacity and it turns out you don't,  22 

you need to pay a deficiency charge.  I also think that  23 

there are opportunities for enforcement action and  24 

appropriate, to be determined --  25 
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           MR. O'NEILL:  An auditing is just simply to make  1 

sure --  2 

           MS. MOLER:  -- whether you're in compliance or  3 

not.  4 

           MR. O'NEILL:  I don't think there would be a  5 

problem.  Wouldn't there be a program to do that.  6 

           MR. OTT:  Again, let me go back.  7 

           MS. MOLER:  The Commission needs to recognize  8 

that because PJM doesn't have civil penalty authority.  You  9 

all do.  10 

           MR. OTT:  I think we should recognize that within  11 

the RPM should we become short and, obviously, you could  12 

roll this into the fixed resource requirement entity.   13 

Obviously, that would engender us or require us to write a  14 

report to the Commission with the analysis of why the  15 

shortage occurred and that would essentially --  16 

           MR. O'NEILL:  So the reason for the shortage  17 

would determine whether it's two CONE or civil penalties?   18 

When did the civil penalties come in?  19 

           MS. MOLER:  As I said, I haven't completely  20 

fleshed this out.  I'd certainly be happy to, but non-  21 

compliance for a period of time recidivist to behavior,  22 

thumbing your nose at the resource adequacy requirement --  23 

just general kinds of willful and knowing violations.  24 

           MR. O'NEILL:  You mean like the new vocabulary  25 
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word "scienter"?  I just learned that recently.  1 

           MR. NAUMANN:  I won't presume that anybody at the  2 

table would intentionally -- and I mean that honestly  3 

because their are people who have kept the lights on for  4 

decades -- would intentionally work the numbers.  From long  5 

experience, I have seen that there are very subtle ways that  6 

if someone wanted to hide -- again, we're talking here  7 

people who have comfortably dealt for decades with really  8 

capacity.  9 

           It used to be in the '80s that future purchase  10 

was the way to do that.  I would make my peaker plans for  11 

future purchase.  12 

           MR. O'NEILL:  They do that in California today.  13 

           MR. NAUMANN:  As I say, I wouldn't presume anyone  14 

at the table -- part of the way to ensure is that PJM has  15 

milestones.  I wouldn't necessarily assume someone who is  16 

meeting this requirement may have a new unit coming in, in  17 

that fourth year, and there are very specific milestones  18 

that I think one has to -- again, we're dealing with  19 

companies that have always met that.  But depending on --  20 

there is always that possibility that there are ways to  21 

ensure that those requirements are complied with.  22 

           MR. BAKER:  Steve, don't those issues exist as  23 

well for an IPP who says I'm going to show --  24 

           MS. MOLER:  Absolutely.  25 
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           MR. STODDARD:  That was one of my points.  We  1 

want to make sure that this alternative path is not opting  2 

out of PJM.  That PJM has full monitoring authority.   3 

They're subject to audit and everything else.  It's just a  4 

different way of meeting an obligation so any false  5 

representations would be met exactly the same way between  6 

the two.  7 

           MR. O'NEILL:  So we would have to develop a  8 

system to decide whether or not it's twice CONE or to hit it  9 

harder.  Just for an example, suppose AEP builds a coal  10 

gasification combined cycle facility and has some problems  11 

with some of the gasification stuff and falls behind.  Would  12 

that be just, you know --  13 

           MR. STODDARD:  To my mind, that's a deficiency.   14 

There's no misrepresentation about what they were attempting  15 

to do.  But then I'm just an economist.  16 

           MS. MOLER:  But they'd also have the ability to  17 

procure additional capacity.  They pretty much know if their  18 

plant's working or not.  Then they'd have to go to the  19 

market.  20 

           MR. OTT:  Can I ask you something there?  If  21 

you're opting out, let's be clear.  22 

           MS. MOLER:  Not the RPM market.  I'm sorry.  They  23 

would have to go purchase capacity from other generators.  24 

           MR. OTT:  And we'll talk a little bit about this  25 
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later.  1 

           MR. O'NEILL:  Just run it on natural gas.  2 

           MR. OTT:  I think if we get back to this  3 

deficiency -- I think having the fixed resource requirement  4 

deficiency be a function of two times CONE I think is  5 

reasonable.  In some circumstances how the deficiency was  6 

created, whether it came in knowingly short there is a  7 

provision within the RPM that two times CONE is the  8 

deficiency.  If there's just a failure to perform for a  9 

certain period, that is two times the replacement cost,  10 

which is in that case the RPM clearing price having the  11 

deficiency referenced.  For the fixed resource requirement  12 

be a function of the market price, I think, would be  13 

something that would not be corrected.  It needs to be a  14 

function of that mix.  15 

           MS. COCHRANE:  Steve?  16 

           MR. WEMPLE:  CONEd Energy has suggested a number  17 

of three times CONE because we don't know what the economic  18 

options might be to an entity who starts falling behind and  19 

we were concerned that the deficiency penalty should not be  20 

an economic alternative.  If a project gets delayed because  21 

of labor problems or technical problems and there is an  22 

alternative such as  an expensive demand response or  23 

expensive temporary generators, we were concerned that if  24 

you set the deficiency level too low -- and we don't have an  25 
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exact number -- that it would be an economic alternative to  1 

doing something, you know, which would have otherwise met  2 

the requirement.  That's why we threw out the three times  3 

number, agreeably, without any firm documentation.  4 

           MR. BAKER:  Would that again be consistent to an  5 

RPM person?  I mean that's I think where people were coming.   6 

The value is what it needs to be.  Somebody will figure that  7 

out.  But, as long as it's consistent on both sides of the  8 

equation, I think it's okay.  9 

           MR. MEAD:  Can I follow up?  I didn't understand  10 

the notion of how an RPM customer could be deficient.  I  11 

thought the whole idea was that PJM was going to forecast  12 

the load.  13 

           MR. SHANKER:  The supplier can.  14 

           MR. MEAD:  Supplier?  15 

           MR. OTT:  And, again, the key -- you could have    16 

-- there must be a way to deal with non-performance.  Within  17 

the year, a supplier could have -- similar to a fixed  18 

resource requirement entity, could have a construction  19 

delay.  The point is, if you have a construction delay,  20 

that's announced, okay, and you're locked into the RPM and  21 

you do nothing to correct it -- to remedy that, which is  22 

going to be incremental options are going into bilaterals.   23 

You just sit there and RPM actually has rules embedded in it  24 

that would charge two times in this case.  Remember, when  25 
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we're talking about CONE, the gross CONE -- the actual cost  1 

of new entry there's no revenue offset or anything like  2 

this.  This is the gross CONE value, if you will, that we're  3 

discussing here and the RPM entity who has such a delay and  4 

knowingly does nothing to correct it, essentially, does pay  5 

this two times number and I think the entity on the other  6 

side -- and I do believe, obviously, if you change one would  7 

be three times making the other three times.  But, again,  8 

for reasons we've stated I think as long as you have the  9 

CONE right two times replacement cost seems to be  10 

reasonable.  11 

           MR. SHANKER:  Just to be clear, the analogy  12 

between RPM and fixed resource requirements for the  13 

deficiency Andy is talking about is a penalty structure not  14 

the left-side of the top of the RPM curve.  Those two  15 

numbers don't need to match at all.  One is you've set that  16 

left side of the curve.  Right it's at two times, but  17 

whatever the Commission decides, presumably, the correct  18 

criteria for that decision is the performance of the curve  19 

in achieving whatever we agree on as the final objective.   20 

Okay.  That's this feedback loop again.  If I get it a  21 

little higher here, I might move it a little to the left  22 

down below or I could expand it and move those things.  The  23 

goal is to keep the level of new entry coming.  The number  24 

we're talking about and a subset of RPM that Andy is talking  25 
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about is a penalty.  It is to respond to deficient behavior.   1 

That's the one that's most analogous here in the sense that  2 

there may be explainable circumstances, but somebody, either  3 

as a supplier or someone who has opted out, has specified  4 

that they are going to do certain things and they're  5 

undertaking those obligations in terms of the opt out with a  6 

lot of benefits that the IPP does not have.  So the penalty  7 

structure should be comparable, not the inducement number,  8 

but the penalty structure.  9 

           MR. STODDARD:  If I could second something that  10 

Roy started with, I don't want it to get lost.  These  11 

penalties should be assessed on full-year megawatts.  The  12 

prudent thing for PJM to do, seeing a deficiency either four  13 

years ahead or one year ahead, would be to assume that they  14 

need to keep the lights on and go and act in the RPM to  15 

replace that on a whole year basis.  If you use that  16 

structure, then having the alternative path entity having  17 

failed to perform has now left a year's gap in the schedule  18 

that PJM ought to be replacing.  It may be the case they're  19 

only a few months late, but at this point we're not  20 

monitoring them.  They're under different circumstances.   21 

They said we're going to be a long-run resource provider, so  22 

we're not going to look at month-to-month, day-to-day  23 

availability of these units with the same intensity.  The  24 

penalties need to be assessed for deficiency on an annual  25 
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basis and that's another way of keeping them appropriately  1 

high to get the behavior and the incentive that we need for  2 

these entities.  3 

           MS. KRAMSKAYA:  Is that in the RPM market?  4 

           MR. STODDARD:  There are penalties on an annual  5 

basis in the RPM.  6 

           MR. OTT:  Again, in the RPM there are certain  7 

penalties.  In other words, the entity who comes in  8 

knowingly short and does not remedy the shortage and  9 

actually tells us we're not remedying the shortage you have  10 

to wonder what the person was thinking.  But should they do  11 

that, you know, there is a specification that there is a  12 

very stiff annual penalty for the entity who fails to  13 

perform for, for instance, an construction delay but it's  14 

going to be remedied.  For instance, instead of being there  15 

June 1st, they're there July 1st.  For that type of entity,  16 

that would be a charge for the period.  We essentially could  17 

equate it to a daily charge.  It would be 30 days in this  18 

instance.  So it is in that case -- it is not an annual  19 

penalty.  It depends on why or how the circumstance existed.   20 

I think that's all clear.  21 

           MR. HORSTMANN:  Those of us who would favor the  22 

annual penalty there are a lot of other reasons you could do  23 

it for a short period of time, including one I would  24 

anticipate more than construction delays, which you could,  25 
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to some extent, anticipate the unexpected load growth.  For  1 

example, in the Dayton zone or the Air Force base, if that  2 

hypothetically were to be closed and then reopened on very  3 

short notice.  That's somewhere around a 5 percent of  4 

Dayton's load.  How are you going to manage exceptions or  5 

exclusions if the intent is there?  Clearly, with the  6 

utility the intent is there to meet a load.  We know what  7 

the penalty would be.  Our goal certainly is not to pay that  8 

penalty.  It's very high and we're going to do everything we  9 

can do to meet -- I guess we would not believe we should be  10 

further penalized for the balance of the year.  11 

           MR. STODDARD:  If I could respond to that.  That  12 

sort of situation is exactly a place where, perhaps, PJM and  13 

I differ.  PJM has said because load forecasting is  14 

uncertain and we want you to have resources for potential  15 

big load expansions, we want you to carry reserves for that.   16 

Instead of carrying 15 percent reserves four years out  17 

there's a lot that can change, so we want you to carry 15  18 

plus 3.  I, perhaps, have been too lenient and said, well,  19 

15 percent is the number you're suppose to hit.  There are  20 

risks and there's a big penalty if you fail.  You, as a  21 

prudent planner, will carry a margin above the 15 percent to  22 

account for exactly this sort of risk.  23 

           Now I don't know whether it's 3 percent or 5  24 

percent or 1 percent.  If we put a penalty in place, the  25 
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entity that's chosen this path will have to make that  1 

decision on their own.  How much should they trust their  2 

load forecast?  How much should they believe in the units  3 

they're installing?  So rather than putting in a fixed  4 

number, which is perhaps the cleanest way to do it, but then  5 

have a small penalty, I propose saying, well, you can carry  6 

the minimum if you want to but if you miss -- and I don't  7 

care why you miss -- if you miss, you're subject to a very  8 

large penalty.  It seems to me two different ways to get to  9 

a similar goal.  10 

           MR. OTT:  We'll talk about that, I take it, in  11 

the latter discussion, but there is an interrelationship  12 

between the severity of the penalty, meaning is it a year or  13 

is it a day, and how long-term forecast uncertainty is  14 

managed.  I'm sure that will be a discussion we'll have  15 

after lunch.  16 

           MS. COCHRANE:  Why don't we break for lunch?  We  17 

will break for one hour and come back at 1 o'clock.  18 

           (Whereupon, at 12:00 noon, the conference was  19 

recessed, to reconvene at 1:00 p.m., this same day.)  20 

  21 

  22 

  23 

  24 

  25 
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                     AFTERNOON SESSION  1 

                                                 (1:00 p.m.)  2 

           MS. COCHRANE:  Why don't we go ahead and get  3 

started?    4 

           MR. MEAD:  Should an LSE that fails to procure  5 

the full amount of capacity, be precluded, thereafter, from  6 

using a long-term fixed-resource requirements option?    7 

           Actually, as I was reading the requirements, to  8 

my surprise, there seemed to be a fair amount of agreement  9 

on this point.  I believe AEP and Dayton both said no, and  10 

Roy Shanker and Robert Stoddard said no, also.  Somebody  11 

said yes.  12 

           Since you seem to be in the minority, can you  13 

explain the reasons why you think that party should be  14 

precluded from returning to the fixed-resource requirement?  15 

           MS. MOLER:  I don't think we're so much in the  16 

minority.  It's the question of, if there's a consistent  17 

pattern of not meeting an obligation, the deficiency charge  18 

we talked about just before lunch, plus the Commission's  19 

oversight, are both really important.  20 

           At some point, I think you have to figure out  21 

what to do with a bad actor.  I actually think that will be  22 

true, sort of no matter which option the entity is on.    23 

           I actually think I would put a lot more emphasis  24 

on Commission oversight and enforcement, or PJM  25 
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surveillance, than I would sort of not limiting options.  1 

           MR. MEAD:  Can you just elaborate?  You said it  2 

was important, which entity was a bad actor?  3 

           MS. MOLER:  Well, I mean, we haven't yet defined  4 

who is going to be able to have the * to whom the resource  5 

options are going to be available.    6 

           Is it the LSEs?  Is it industrial customers?  In  7 

a choice state, is it someone who's won a piece of the  8 

auction?  9 

           There are a whole bunch of questions about who is  10 

going to have this obligation, in the first place, but if an  11 

LSE establishes a pattern, I think I'd call it a failing to  12 

procure the full amount of capacity, or doesn't meet a  13 

regulatory obligation.  14 

           I think it should be precluded from future  15 

participation in the fixed-resource obligation, and PJM  16 

should take over for it, because then they'll have no escape  17 

hatch.  18 

           The next question is, what if they try and say,  19 

we have this amount of resources that we're bringing to the  20 

party; PJM, procure the rest for us, and they don't have the  21 

amount of resources that they purport to have.  Then it's a  22 

deficiency charge, and, at some point, there will be such a  23 

bad-actor situation, that the Commission will have to step  24 

in.  25 
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           MR. MEAD:  Robert Stoddard had an interesting  1 

suggestion in his written comments, which was, they don't --  2 

 if you opt out, you don't get to come back into RPM until  3 

whatever the commitment period is.   4 

           But if the opt-out entity fails to bring  5 

capacity, the required amount of capacity, by the time of  6 

the auction, it pays the penalty, but PJM procures the  7 

capacity in either the four-year-ahead auction or the one-  8 

year-ahead auction, depending on what time are you talking  9 

about, which would seem to solve the reliability problem,  10 

yet create the incentives.  11 

           MR. STODDARD:  The other piece I'd add to that,  12 

is that for repeat offenders, the penalty continues to  13 

escalate, so that one time, we can understand; if there are  14 

a series of things, then the penalties that we talked about  15 

for two times, would continue to escalate each year.  16 

           If this a pattern, it becomes a costly pattern,  17 

and will eventually discourage the behavior.  But me, being  18 

an economist, thinking I can control things with money, as  19 

opposed to putting people in prison, you know, maybe the two  20 

of them kind of work together here.  21 

           (Laughter.)  22 

           MR. MEAD:  At some point, I'd be interested in  23 

other comments on Mr. Stoddard's suggestion.  Andy?  24 

           MR. OTT:  I may have been one of the ones -- and  25 
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I think I was -- who said, under certain circumstances, yes,  1 

they should be precluded, and it depends on how the  2 

nonperformance occurs.  In other words, if an entity  3 

declares and says, you know, I am going to do a fixed-  4 

resource requirement, and so they make this, but they come  5 

in with less resources than is specified that they need, in  6 

other words, they cover 90 percent instead of 100 percent,  7 

and then say, I don't have the rest, when they come in with  8 

this declaration and they don't have -- coming into a year,  9 

they don't have sufficient resources, then I think they  10 

should be, because they are essentially willingly not  11 

bringing forth the required amount of capacity.  12 

           I think they should be forced to pay, not only  13 

for the next year, but on the basis of RPM phased residual  14 

options, they should be forced to go into that.  They  15 

essentially have proven they aren't doing the fixed-resource  16 

requirement; in other words, they aren't complying.  17 

           Obviously, if it's something where they did  18 

specify the resources, it so happens, when they designated  19 

in the delivery itself, that they had a construction delay  20 

or whatever, which was another type of nonperformance,  21 

that's why you had the penalties in place to incent them to  22 

do the replacement.  23 

           If it's something where they're coming into the  24 

year, in other words, whether they knew they would be  25 
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designated and be part of the fixed-resource alternative,  1 

and failed to come up with the requirements, or the next  2 

delivery comes and they say, well, here's my plan for that  3 

year, four years hence, five years hence, whatever it is,  4 

and they're short, even coming into it, you have to call  5 

into question, their ability to continue the fixed-resource  6 

option.  7 

           I think that under that circumstance, that type  8 

of nonperformance, it may be reasonable to preclude  9 

participation and force them into the auction that has been  10 

discussed.  11 

           MR. BAKER:  I think I probably agree with what  12 

you're saying, because anybody who's staying or going to do  13 

self-supply, is going to show up and tell you how they're  14 

going to do it.  If they willfully show up and hand you  15 

something that says here's 112 percent, they've either just  16 

made a mistake and left something off, and you fix it, or  17 

they're just saying, I don't want to play; I don't want to  18 

do that, and even though I told you I'd come with 115, I  19 

show up and say I'm telling you I'm going to have 112, four  20 

years from now.  21 

           MR. OTT:  Again, some of these rules that are  22 

made, you look at them and see if they fit somebody.  But  23 

I've learned over the years, if you don't specify what  24 

occurs, should such a thing happen, it's open to debate.  25 
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           Very clearly, a certain type of nonperformance,  1 

which is coming in short, should be dealt with in that  2 

manner.  I think it reasonably can be dealt with in that  3 

manner as other types of nonperformance, and I think that's  4 

probably what you all were thinking of.   5 

           There's probably something where escalating  6 

penalties or whatever, would address that.    7 

           MR. SHANKER:  Betsy's comment ought to get a  8 

little more focused.  Who ought to participate?  It changes  9 

your answer.  10 

           If we're talking in the world of a vertically-  11 

integrated companies, municipals and coops, and not  12 

arbitrary LSEs within retail choice environments, and we're  13 

talking about long term, then I can't envision, once you hit  14 

them with the deficiency penalty, I can't envision a willful  15 

persistence of this kind of behavior.  16 

           Your company say they're going to do it, they're  17 

going to do it, and that's what we expect from that kind of  18 

participant choosing this.  If we say a little entity that's  19 

created itself as a retail-choice participant, who knows  20 

what load they have and how they do it, and they just don't  21 

have the capability to participate, I'm troubled that  22 

they're there in the first place.   23 

           But if they are there in the first place, I  24 

probably would revisit my answer and say we've got to do  25 
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something a little more drastic to deal with their  1 

noncompliance.  2 

           It's a different problem.  When I look at the big  3 

guy, I want to make sure he is out, because I'm concerned  4 

about the integrity of the feedback loop and the economic  5 

signals built into the RPM.   If he's out, he should stay  6 

out, because I can count on him to conform to his  7 

obligations, and that's -- we want to keep him out.    8 

           But I have to admit that I was not considering  9 

the little guy, because, in my logic that I moved through, I  10 

didn't want him to have that choice, to begin with.  11 

           MS. MOLER:  This is not a theoretical problem.   12 

You see it now in choice states, where marketers come in,  13 

they have acquired a bunch of customers; circumstances  14 

change, where they can't meet their load obligation, or the  15 

price turns out to be higher than the incumbent utility.    16 

           Certainly we've experienced that on many, many  17 

occasions in PECO, and they can -- we worry so much about  18 

gaming.  They can freely swing on and off our system.    19 

           There's no penalty for it, and that's why I think  20 

it's really important to have a deficiency concept, an  21 

escalating deficiency concept built it.  It's also why I  22 

don't think you should have what I call checkerboard, where  23 

you have some people who opt in, some people opt out, in the  24 

same state, in the same physical region, and they're not  25 
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comparably situated.  1 

           MR. MEAD:  Okay.  We may not need to talk about  2 

this particular topic very much.  Why don't we move on to  3 

the issue of how much capacity needs to be procured?  I  4 

suspect that will be longer.  5 

  6 

           (Laughter.)    7 

           MR. MEAD:  First of all, let me just see if I  8 

understand PJM's proposal.  As I read your written comments,  9 

there seemed to be a different obligation, four years out,  10 

than in the delivery.  11 

           If you could briefly describe that?  12 

           MR. OTT:  I think I'll go into that, then I also  13 

have some of the responses to the questions you asked Dr.  14 

Hobbs, that we can work into some of this, that some of this  15 

is applicable to.    16 

           Before I go into that, let me just explain the  17 

mechanism:  I think, again, the performance level, in other  18 

words, the compliance level for meeting capacity in the  19 

delivery years, in our proposal, is 15 percent, in other  20 

words, to actually check compliance and measure, has the  21 

fixed-resource requirement entity complied in the delivery  22 

year.  23 

           MR. MEAD:  That's 15 percent of the forecast made  24 

just prior.  25 
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           MR. OTT:  Just prior.    1 

           MR. SHANKER:  I didn't think he understood.  2 

           MR. OTT:  The forecast made four years forward,  3 

you mean?  4 

           MR. SHANKER:  Compliance, that's what he's mixing  5 

up.    6 

           MR. BAKER:  I'm taking notes, Andy.    7 

           MR. OTT: I will do this, hold on.  8 

           (Laughter.)  9 

           MR. MEAD:  Compliance is measured --   10 

           MR. OTT:  Compliance is measured as the IRM.   11 

Obviously, we're assuming 15 percent, because that's the  12 

current IRM of the forecasted load for the delivery four  13 

years ago, in other words, when we forecasted ahead of time.  14 

           The issue, okay, of the extra three percent,  15 

managing forward uncertainty with the generation, okay,  16 

which was a different mix, which is where the three percent  17 

came in --   18 

           MR. O'NEILL:  When you say "forecasted load," do  19 

you mean forecasted firm load, or do you count the  20 

interruptible?  21 

           MR. OTT:  The interruptible would come off the  22 

obligation, so it's the firm.  The interruptible was already  23 

in there.    24 

           The extra three percent, okay, that is managing  25 
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forward uncertainty, which is not included in the IRM, okay,  1 

was not intended to be a compliance, as much as to measure -  2 

- again, it was more of a comparability to measure, okay,  3 

this set of generators is not part of the market; it's  4 

really part of this long-term fixed-resource plan.  5 

           There's a set of generators, just as under an IRP  6 

process, whether it's actual generators, potentially  7 

bilateral contracts, options.  If my forecast goes up, I  8 

will build a peaker.  9 

           Whatever that proposed plan was to manage forward  10 

uncertainty, those resources need to be specified.  The  11 

reason they're specified in the plan, is not to necessarily  12 

say they'll be there in the delivery year, or not.    13 

           They may or may not, depending on circumstances,  14 

but it's to make sure that they don't show up over in RPM,  15 

either bilaterally or sold into the auction.    16 

           The mechanism for managing forward uncertainty --  17 

 again, this goes back to comparability -- needs to be  18 

comparably treated.  19 

           In RPM, it's done one way, through the demand-  20 

curve dynamic, and through these offsets and other things  21 

like that, and through, also, making an adjustment to the  22 

load forecast in the second incremental auction.  23 

           The other fixed resource plan needs to specify  24 

how it's going to manage that forward uncertainty, again,  25 
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not necessarily for compliance, to ensure that there's no  1 

incomparable use of those generators to come over and then  2 

monetize themselves in the markets.  3 

           That's what the proposal was.  There's a  4 

measurement of compliance, there's also a measurement or  5 

documentation of how load forecast uncertainty on a forward  6 

basis, is going to be managed under that long-term resource  7 

plan.  8 

           MR. MEAD:  Just so I understand, for the opt-out  9 

LSEs, there is one load forecast, made four years in  10 

advance, and the requirement, four years in advance, is to  11 

bring 18 percent, resources equal to 18 percent, 118 percent  12 

of that load forecast, and compliance is measured in terms  13 

of 15 percent of that four-year-ahead forecast.  14 

           MR. OTT:  Right, in the delivery market.  15 

           MR. MEAD:  Is there any penalty for failing to  16 

meet the first obligation, which is showing resources equal  17 

to 118 percent, four years in advance?  18 

           MR. OTT:  No, there's no penalty.  Obviously, if  19 

the entity fails to show the required resources, you  20 

question whether they should be allowed to use the fixed-  21 

resource requirement.  22 

           Again, some of the mechanisms under which they  23 

can show how they're managing that uncertainty, that extra  24 

three percent, it could be just, I'm going to use a  25 
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bilateral contract; here's the entity I'm going to contract  1 

with.  2 

           It could be, I'm going to build a resource and  3 

here's where I'm going to build it.  It's not necessarily  4 

built.  It could be a peaker.  5 

           It's just a way for them to specify how I'm going  6 

to manage, should I need to have extra, because I'm managing  7 

my own uncertainty.  I shouldn't be using the market to  8 

manage my uncertainty.    9 

           I'm managing my own, so I have to specify how I'm  10 

going to do it, and, oh, by the way, the resources I manage  11 

that uncertainty with, should not be allowed to come over  12 

and interact with the market and be monetized within the  13 

market, therefore, because of the purpose of managing long-  14 

term uncertainty.  So that's what it's for.    15 

  16 

  17 

  18 

  19 

  20 

  21 

  22 

  23 

  24 

  25 
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           MR. MEAD:  Roy?  1 

           MR. SHANKER:  What I had recommended is slightly  2 

different, and I'll just explain what I recommended and will  3 

contrast it, because it was a little mechanically different.   4 

Maybe examples are the best.    5 

           Let's say the four year ahead forecast is 1000  6 

megawatts for the entity and then -- where Andy and I are in  7 

agreement I think is that that means there's 180 megawatts  8 

of additional reserves.  So on the 1180 plan that has to be  9 

designated, those resources are precluded for exactly that  10 

reason, you can't double-consume them, they can't float over  11 

that 30 megawatts in this instance, can't float over into  12 

RPM because they are directly or indirectly dedicated to  13 

managing the forecast uncertainty, the generation  14 

performance uncertainty associated with meeting that 1180  15 

megawatts, a year ahead of the delivery year if load for  16 

that entity was 1100 instead of 1000.  17 

           What I had intended was that their obligation was  18 

to carry -- going into the actual delivery year was to carry  19 

1265, which is 15 percent, on top of the 1100, which would  20 

make it exactly comparable to what we're doing now.  So that  21 

15 percent would be -- and if they were under the 900, they  22 

would have an obligation for less.    23 

           The first pass is to cut out resources that are  24 

needed to manage risk in the pool and that's the 18 percent,  25 
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that's what you're tying up for the four years.  The  1 

delivery year performance is based on the year ahead load  2 

forecast, which is exactly what we do now.  It's 15 percent  3 

of that.  4 

           What we're saying is slightly different.  I had  5 

always thought you were saying what I was saying.  I  6 

apologize.  That's why I misunderstood that.  7 

           MR. OTT:  Could I just clarify?  Maybe I should  8 

take this opportunity to go ahead and give you the answers  9 

and then we can continue the discussion.  10 

           Again, I think the key here is that the  11 

generation committed in RPM -- in other words, there's  12 

certain generation four years forward that's committed  13 

through the RPM process and that was based on the clearing  14 

mechanism.  Of course that generation, of course, can't  15 

withdraw -- it can delist.  It can try to buy its way out  16 

through the incremental options, but it's obligated to the  17 

load being served through the RPM process.  18 

           What I'm saying is on the fixed resources a  19 

certain level of generation is committed to that resource  20 

plan.  Some of it is specifically to cover the 15 percent  21 

and some of it is to manage uncertainty.    22 

           What cannot happen is those resources that are  23 

committed for that additional uncertainty that happens in  24 

such longer-term plans, if it suddenly were sold off -- the  25 
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entity decided well I'll manage my risk another way, I'll  1 

sell those over here, then you get resources committed  2 

essentially to both alternatives.  That cannot happen.   3 

There has to be this separation to make sure we don't have  4 

this incompatibility or incomparability.  5 

           Let me just give you quickly the answers, the  6 

percentage years for which the reserve exceeds IRM.  You had  7 

asked the question IRM plus 2 in the Hobbs model was 45.8  8 

percent of the years it exceeded that.  IRM plus 3 --  9 

specifically what you asked was 12.4.  So of the hundred  10 

year -- and again these were the samples of the hundred  11 

year.    12 

           The next question you had asked was related to if  13 

you took a vertical curve how far do you need to shift it to  14 

the right in order to achieve the comparable performance of  15 

a sloped curve.  That was in Professor Hobbs' affidavit for  16 

yesterday.  But the short answer was it varies between 3  17 

percent shift to the right and 7.5 percent shift to the  18 

right, depending on what you assume for the various -- it so  19 

happens that the most critical assumption for the vertical  20 

demand curve is what you assume new entrants and existing  21 

resources offer, in other words, whether you assume they  22 

offer zero or 44,000.  23 

           If you assume the most optimistic, meaning they  24 

offer 44,000, that's where you get the 3 percent.  If you  25 



21505 
 DAV  
 

  373

assume they offer the lower levels, which is the other end  1 

of the scale, it's 7.5 percent -- again, we'll put all this  2 

into --  3 

           MR. SHANKER:  I'd like to ask Andy, now that I  4 

see a difference between the two proposals, I'd like to ask  5 

him to respond to one item.  In RPM we have -- what's the  6 

auction where we make up for the load, second incremental?   7 

Okay.  8 

           In my mind, to keep it comparable, you needed to  9 

make the compliance on 15 percent on the year ahead forecast  10 

as opposed to the compliance to be 15 percent on the four  11 

year ahead forecast.  And that seems to me we're doing  12 

things meshed in terms of the same reliability standard.   13 

           If we would use the compliance based on the RPM  14 

forecast and the RPM results, we should either take out -- I  15 

always get it confused.  We should either take out the  16 

second incremental or we needed to have in the opt-out we  17 

have to make sure that the in year compliance is 15 percent  18 

of the year ahead forecast.  From your perspective, you'd  19 

like to see folks have 15 percent of the year ahead forecast  20 

for efficiency.    21 

           MR. OTT:  Again, you're trying to handle two  22 

different things you're trying to manage here to make sure  23 

of comparability:  one is compliance, the other is this  24 

utilization of these resources for the long term, for  25 
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managing long-term uncertainty needs to also be comparably  1 

done so that you don't have resources committed implicitly  2 

over here and then show up over here.  That needs to be  3 

somehow specified.    4 

           Our thinking was again you quantify over here --  5 

in the fixed resource plan, you quantify the way it manages  6 

forward uncertainty.  That's using the extra 3 percent of  7 

contracts, resources or whatever and just saying they can't  8 

show up over here.  Then I measured compliance based on  9 

whatever that state was in the delivery year.  That's one  10 

method to do it.  We thought that was consistent.  If,  11 

indeed, you had the change where you changed the load  12 

forecast reference, then you may be able to change the  13 

forward commitment.  14 

           MR. MEAD:  Andy, are you saying then that you  15 

would find it acceptable to measure compliance in the  16 

delivery year based on 15 percent of just the year for your  17 

load forecast?  18 

           MR. OTT:  Again, as long as you have a package --  19 

 in other words, it has to be similar to what Mr. Stoddard  20 

had said, the penalty structure versus the management of  21 

forward uncertainty.  As long as it's done consistently so  22 

that you have comparability I think it would work.  23 

           MR. SHANKER:  Remember, part of that package --  24 

the starting point is that the resource is tied to the  25 
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original forecast and the 18 percent are essentially locked  1 

out of the rest of the market.  Then the question is what's  2 

compliance in year.  I'm agreeing with Andy with respect to  3 

what do you do four years ahead, because you really need to  4 

manage the risk and have the resources.  5 

           The question is what is the compliance in  6 

operating?  In RPM, we're looking at a deficiency situation,  7 

a true-up.  The question that in my mind I thought it would  8 

be comparable to go to the in year -- actually it's the year  9 

ahead of the operating year compliance for the opt-out,  10 

which is essentially how it's set today.  But in both views  11 

of this it's the 18 percent four years ahead being locked  12 

out of the rest of the market to manage risk is the same.  13 

           MR. MEAD:  John, and then Craig.  14 

           MR. HORSTMANN:  I guess we have what we would  15 

consider an alternative way to accomplish Andy's needs in a  16 

less punitive fashion.  We strongly agree about the mixing  17 

of megawatts.  The megawatts submitted -- the fixed resource  18 

requirement once committed can't find their way back into  19 

the RPM market.  We agree that that separation is very  20 

important in making this all work.  21 

           By that token, we don't feel that the megawatts  22 

that are available in the RPM auction -- partly because they  23 

were committed well ahead of the delivery year, can be used  24 

to fill a short position and opt-out.  That, tied with the  25 
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two times of the cost of new entry, is a very small number  1 

of solutions if you find yourself short, because most of the  2 

megawatts in PJM are spoken for.  It's either DSM solutions,  3 

rebuild solutions, somebody that wasn't selected in one of  4 

the auctions -- which is kind of unlikely, we think, or firm  5 

transmission outside the pool.  6 

           That being said, we look at the official 3  7 

percent adder as the punitive portion of what Andy has  8 

offered as a solution.  I guess we believe if we select opt-  9 

out, we know what the penalties are.  The penalties are fair  10 

and strong.  If we guess wrong, we know we're going to pay  11 

$350 or $400 a megawatt-day in penalties.  We will build an  12 

appropriate cushion into our commitment.    13 

           We think there are some differences from zone to  14 

zone on gross rates that are pretty significant across PJM.   15 

Unfortunately the Dayton zone is at the bottom of the growth  16 

as opposed to some other areas that are significantly  17 

higher, so we're serving load through self supply and a high  18 

load forecast, because we've got a different adder than a  19 

low growth forecast area.  20 

           But our real concern is instead of letting us  21 

manage the uncertainty when you put the fixed adder on  22 

there, if you don't need it you've effectively added a  23 

financial penalty because there's really no market for those  24 

couple hundred megawatts or 50 megawatts, you don't need  25 
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them after all, now go do what you want with them.  Well it  1 

effectively is just a financial penalty, because there  2 

really is likely no market to sell those into.  3 

           So we just feel that let the entity manage their  4 

load forecast uncertainty.  They're probably best equipped  5 

to know what that is.  They know if they guess low they face  6 

some pretty significant financial penalties as a result and,  7 

couple that with whatever megawatts you've committed to meet  8 

your fixed resource requirement, once you've committed them  9 

they are out of the market, you can't take them back to RPM  10 

nor can you use RPM megawatts to fill if you find yourself  11 

short.  12 

           MR. MEAD:  Craig?  13 

           MR. BAKER:  I guess I'd start with I agree with  14 

John, I think the 3 percent is punitive.  And in my mind  15 

it's a way to make sure that everybody who wants to do self  16 

supply looks at the alternatives and decides RPM is better  17 

than the punitive approach to self supply.  Before we joined  18 

PJM, we had the same process we have now:  vertically-  19 

integrated utility, integrated resource plan and on an  20 

equivalent footing we had about 14.5 percent reserve margin  21 

requirement against a coincident peak.    22 

           The proposition here, as I see it, is taking us  23 

from where we were before joining PJM and increasing it by  24 

something on the order of 3.5 percent.  That's a significant  25 
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cost to us as a result of the idea of let's have an RPM,  1 

which we didn't have to have when we had the current  2 

capacity.  So let's just start there.  Certainly the deal  3 

that we thought we struck is very different.    4 

           What I understand about the additional 3 percent  5 

-- and different people obviously go at it different ways.   6 

When you hear Roy or you hear Andy, it's 1 percent that is  7 

consistent with the 1 percent adder that RPM has for making  8 

sure that the market supplies the capacity, meaning 16  9 

percent to assure that at the time you have more than 15  10 

percent.  We're assuring that.    11 

           And I agree maybe for the only time with Robert  12 

that the penalties are the way to make this happen.  And the  13 

1 percent adder is double impact.  I don't think there's a  14 

need for the 100 percent.  When I think of the other adders,  15 

the 2 percent for load forecast error -- if there's an issue  16 

about load forecast error, then we ought to have 2 percent  17 

in the RPM as well if the load forecast error is exactly the  18 

same.    19 

           They way they solve this, as I understand it, is  20 

supplemental auctions later.  If in fact there's a load  21 

forecast error, they come forward, they do another auction,  22 

they buy more capacity.  Clearly if we are in a position  23 

where there is load forecast error, we need to come forward  24 

near the prompt years with more capacity to make sure we  25 
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have our reserves.  But telling us four years or five years  1 

ahead that you have to do this just leads us to build more  2 

than is necessary.    3 

           Then, as John pointed out, if you do that then  4 

you're precluded from taking that surplus to market.  You're  5 

basically told go ahead and build it and just absorb it.  I  6 

don't think you need to build it.  I think wait until closer  7 

to the prompt year and if we're short then we have to come  8 

up with new capacity.  9 

           MR. MEAD:  Can Andy respond to that point?  Is  10 

there a need for a 2 percent load forecast error if there's  11 

a true-up mechanism just before the delivery year?  12 

           MR. OTT:  Again, let's be specific on what the 2  13 

percent is for.  It's not to tell them to build something,  14 

okay.  He may or may not, depending on how he manages his  15 

own supply portfolio and his own reasonable expectations of  16 

risk, it is to set aside a certain amount of resource  17 

commitment -- again, it isn't necessarily building one, it's  18 

saying should the load forecast go inordinately high I'm  19 

going to for instance build this peaker in the year before  20 

the delivery year.  Here's the plan.  Should that peaker  21 

ever be built, the reason you need that listed is so that it  22 

doesn't end up showing up as a resource in RPM.  It may or  23 

may not be a build.  It may be an option contract to  24 

purchase from some other resource a potential build, a  25 
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potential demand response program, whatever.  1 

           But again the intent of that is again to specify  2 

how the long-term resource requirement is going to deal with  3 

forward uncertainty so that those resources don't show up  4 

over in the RPM and essentially get accounted for twice.  In  5 

other words, the RPM is going to manage forward uncertainty  6 

one way and it's going to have certain resources committed  7 

that are -- the fixed resource obligation plan is going to  8 

deal with uncertainty another way and there's going to be  9 

resources committed, both of those resources committed on a  10 

forward basis can't show up otherwise, as John has said.  11 

           It's okay with me -- certainly PJM doesn't want  12 

to be in the position of telling people how they should  13 

manage their forward risk.  That's what the penalties are  14 

for, that's what these other things are for.  But there has  15 

to be a metric.  There has to be a list we can use to  16 

monitor how that plan materializes, if you will.  That's  17 

what the 2 percent is for.  18 

           The fact that you have the adjustment for the  19 

fourth year delivery, you could certainly do that but I  20 

don't think it solves the problem to say we need comparable  21 

treatment, if you will, of how each of the two manages  22 

forward uncertainty.  You have to make sure that the  23 

resources committed here or committed here don't mix.  24 

           MR. BAKER:  First of all, anything where we  25 
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commit -- and you used the idea, Andy, of an option  1 

contract, looking at building a peaker.  None of those come  2 

without a cost.  The option contract is going to have a  3 

cost.  If I need to worry about a peaker, I may need to take  4 

an option on a turbine.  All of those come with a cost.  5 

           MR. OTT:  I agree.  6 

  7 
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           MR. BAKER:  Or, I could say, if I have an  1 

expansion right, I'll just build a peaker at this site for  2 

200 megawatts for delivery in the prompt year, okay, and  3 

turn that into you, and I've met the obligation, even though  4 

I haven't taken any action toward building it.  5 

           To me, that's an exercise in futility, because  6 

I'm just sitting there meeting your precise requirement; I  7 

haven't done anything to handle your load forecast risk.    8 

           The load forecast risk gets handled, if a year or  9 

so out, I look at it and say, you know what, my load is  10 

higher, and based on what Roy is saying, he wants me tested  11 

against my deliverability at that point.  12 

           At that point, I should have to figure out what  13 

I'm going to do, in order to make sure, therefore, I don't  14 

see any need for the two percent.   15 

           MR. NAUMANN:  I think we're dealing with a very  16 

complex issue.  I think it would be helpful to go back and  17 

take a few minutes to talk about the load forecast  18 

uncertainty.  19 

           In the old days, before my boss to the right had  20 

Order 888 issued --   21 

           (Laughter.)    22 

           MR. NAUMANN:  I have been involved with -- we had  23 

to come up with what the recommended reserve requirement  24 

was.  One of the inputs to ensure that the standard of .1  25 
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day per year was met, had to do with the load forecast  1 

uncertainty, which grew as you looked into the future,  2 

because you had economic uncertainty, and you have other  3 

uncertainties that were separate from weather.  4 

           And so we would come up with -- and I'll use  5 

numbers that they used to come up with for talking points --  6 

 18 percent, three years in advance, in order to make sure  7 

you showed up with 15 percent, so that load forecast  8 

uncertainty for the future years, is real.  9 

           It needs to be accounted for in one way or  10 

another.  That said, there are a couple of things that  11 

Exelon differs from PJM on, and, I guess, maybe from others.   12 

           We don't endorse forced withholding of capacity  13 

from the rest the market, which is what we think the result  14 

would be here.  We don't think that's good for the rest of  15 

the market.   16 

           What is skewed and the problem that's created,  17 

is, we're now saying that some of this capacity gets painted  18 

green, and some of it gets painted orange, because I want to  19 

stay away from red and blue, and you can't move that in  20 

between.  21 

           But, in reality, the 18 percent before the 15  22 

percent, is arrived as a shared number for all of PJM.  It's  23 

calculated on a PJM-wide basis.  I'm assuming that's the  24 

RPM, taking into account, all these factors.    25 
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           Let's say the load growth in AEP is higher and in  1 

Dayton, it's lower.  In those mirror years, that capacity  2 

gets moved back and forth, that we're not allowing.    3 

           We think the better solution, at least to the  4 

LFU, putting aside the one percent, is not a phantom thing.   5 

I think Craig is right.  In the old days, I've seen those  6 

411 reports, future peaker, okay?    7 

           What does that mean?  Without a contract for the  8 

turbines or some objective standards, it is future peaker.   9 

We think the better solution is to require the opt-out to  10 

meet the same requirements for capacity as everyone else in  11 

PJM, so it's either capacity in the ground, you own it, you  12 

can mark it, put an X on it, 500 megawatts.  13 

           If it's a new facility, I don't remember the  14 

exact requirements PJM puts on new entry.  It has to be an  15 

interconnection agreement by X-date, marching down, and  16 

requiring the same requirements of all capacity, will  17 

accomplish that, without getting into the additional load  18 

forecast uncertainty, and then taking that capacity out of  19 

the market.  20 

           I'd also point out that that achieves  21 

comparability.  The only thing that we would be changing,  22 

would be the ability to use the opt-out option, but the  23 

capacity resources would be subject to all the same  24 

requirements, and you'd have all the same milestones, and  25 
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that would achieve the comparability.  1 

           So, you've measured it in the delivery year.  How  2 

do you avoid problems in the delivery year?  3 

           Well, there have been some changes in technology.   4 

Obviously, there's DSM, but I will remind people that at  5 

least back when ComEd faced a shortage, due to, at that  6 

time, poor-performing nuclear, call up GE and get peakers on  7 

a flatbed -- and I'm very serious about that -- you can get  8 

diesels in for the summer at distribution stations, pretty  9 

quickly.  You can get turbines rolled up on a platform and  10 

connect them up, to make sure you get there.  11 

           As far as there is load forecast uncertainty, we  12 

think it should be handled only by the penalty in the  13 

delivery year, by meeting a strict comparability  14 

requirement, meeting every milestone that every other new  15 

entry or any other capacity resource or demand resource  16 

needs to meet, we think that takes care of it.  17 

           The one percent, we do agree, because of the way  18 

the demand curve is calibrated, that we need the one percent  19 

for comparability, also.    20 

           MR. MEAD:  Let me ask about the one percent,  21 

which, as I understand it, is for generation performance.  I  22 

didn't understand that.  23 

           I thought one of the major reason for a reserve  24 

margin, in the first place --   25 
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           MR. SHANKER:  That was the (e)(4)(d) uncertainty.   1 

That was the reason I had actually added that.    2 

           If someone on --   3 

           MR. MEAD:  This is to cover (e)(4)(d)  4 

uncertainty?  5 

           MR. SHANKER:  If someone is on the web, you'll  6 

see the tracking pattern of the lag (e)(4)(d)s.  There's  7 

some reasonable movement in those numbers.  That's what that  8 

was intended for, at least by the way I did it.  9 

           We talk about 15 percent, and reserve margins.   10 

We're in an unforced capacity market.  Somewhere, you'll see  11 

a footnote.  12 

           So, the metric that we use is the capacity of the  13 

units times one, minus the equivalent forced outage rate  14 

demand, adjusted.  That's our metric.  15 

           That number is not a fixed number; it's based on  16 

a 12-month rolling average, two-month-lagged, and there's  17 

reasonable movement in that number.  It's maybe a four- or  18 

five-percent variation over the last seven years or  19 

something like that.  It really moves.  This is not.  20 

           MR. MEAD:  What moves?  21 

           MR. SHANKER:  The effective capacity you have  in  22 

terms of unforce capacity for a hundred-megawatt unit, ten-  23 

percent forced outage rate.  PJM's installed capacity rate  24 

is really stated in terms of the metric of 90 megawatts of  25 
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unforced capacity.  That's what that generator has to sell.  1 

           MR. MEAD:  An LSE has, let's say, a thousand  2 

megawatts of load.  It must procure 115 percent of unforced  3 

capacity?    4 

           MR. SHANKER:  No.  That's why there's the  5 

footnote in here.  We really don't ever do anything in terms  6 

of the 115 percent of unforced, of nominal nameplate  7 

capacity.  It's the pool forecast.  8 

           MR. OTT:  Can I take this?  Again, you have to  9 

remember back to the management of the performance for the  10 

opting out.  It's essentially related to the penalties, and  11 

the penalties will ensure that, should they have under-  12 

performance of their generation, obviously, they would be  13 

hit with a penalty.  14 

           For performance measurement, that would be taken  15 

care of through the penalty structure, and there is no adder  16 

necessary.  The adder we're discussing here, is to quantify.  17 

           Now, you have the two ways as the result of  18 

solving the two ways of managing your resource adequacy  19 

requirement.  One way is through an RPM mechanism, where you  20 

can sell supply or whatever you do.  Another way is through  21 

the fixed-resource requirement.  22 

           The key here is, if you're on the fixed-resource  23 

requirement, it's not reasonable to allow that entity to  24 

manage its uncertainty, its forward uncertainty, whether it  25 
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be generation performance or load forecast performance.  It  1 

shouldn't be able to lean on the market to manage that  2 

uncertainty, because it has elected to go out to the fixed-  3 

resource requirement alternative.  4 

           So, it shouldn't be able to take those resources  5 

that it was designated, to cover that uncertainty and have  6 

them show up over in the market.  All we're trying to  7 

quantify, is what that uncertainty is.    8 

           MR. MEAD:  Not being fully cognizant of all of  9 

the details, when PJM has its *offering*, three years in  10 

advance, are you procuring (e)(4)(d) capacity?    11 

           MR. OTT:  Unforced capacity.    12 

           MR. SHANKER:  The forecast pool requirement is  13 

the metric, one plus the IRM, times one minus the poolwide  14 

(e)(4)(d).  15 

           MR. OTT:  Capacity that is committed, is based on  16 

unforced capacity, which essentially is capacity that is  17 

derated, based on its forced outage rate, so it's not  18 

installed; it's based on its forced outage rate.  19 

           The point is, for an entity that bids in, say  20 

they are performing at a ten-percent forced outage rate on  21 

the auction side, they could come in.  If they're a 100-  22 

megawatt unit, they're essentially clearing 90.    23 

           Should they perform worse in the delivery year,  24 

in other words, leading up to the delivery year, they had  25 
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three bad years in a row and now they're in 80 percent,  1 

they're essentially now worth 80 megawatts of unforced  2 

capacity, instead of 90, so they have an obligation to  3 

recover for that.  4 

           In other words, whether it be through an  5 

incremental auction, they could go in and purchase from  6 

someone else, their nonperformance.  That's essentially the  7 

way an entity, in this case -- now it's a resource, because  8 

they've locked into the RPM.  9 

           In the fixed-resource requirement alternative,  10 

each of those resources has an expected performance amount,  11 

performance level.  12 

           MR. MEAD:  Four years in advance?  13 

           MR. OTT:  It's estimated by the entity, right.   14 

Obviously, PJM does analysis on those units, also, and looks  15 

at their capacity value.  Those could change with time,  16 

okay?  17 

           Therefore, the risk to manage them changing with  18 

time, the entity, whether it be under the old IRP process or  19 

under the fixed-resource requirement, which need to be  20 

similar or comparable, they have to manage that somehow.  21 

           Again, whether it be through potential contracts  22 

of whatever, they still have to manage that forward  23 

uncertainty.  All we're trying to quantify here, is to  24 

determine how that's being managed, and making sure those  25 
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units are tracked, so that you have comparability between  1 

units committed to RPM and units committed to the fixed-  2 

resource requirement.  3 

           That's what this is for, not to measure the  4 

compliance.  Compliance is measured down at the delivery  5 

year, and that's enforced through the penalty structures.   6 

This is really to have the forward designation of this, so  7 

that it doesn't show up.  8 

           You know, it's committed over here, just like the  9 

units are committed in RPM, and the reason you have those  10 

forward commitments, is so that you don't have a mixing, if  11 

you will, of the two types.  12 

           MR. BAKER:  What I don't understand, Andy, is, if  13 

we were able to handle the forecast error under an IRP at  14 

the hundred percent, as I gave you before, I'm not sure how  15 

things have changed as a result of joining PJM.   16 

           What I worry about, I'll tell you, is that what  17 

we perhaps haven't looked at, is what locational IRMs ought  18 

to be.  We may be in a situation where we have a PJM-wide  19 

IRM that has come down in the East and up in the West.   20 

           They are equalized, and perhaps we ought to be  21 

looking at regional IRMs, and then adjusting for load  22 

forecast error, to make sure we have consistency.  That  23 

would bring us back to the kind of number we had before.  24 

           I'm just having trouble seeing why we would get  25 
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that big separation.  1 

           MR. OTT:  Again, I think, under the IRP  2 

processes, you manage load forecast uncertainty, a certain  3 

way.  In PJM, again, as we had documented earlier, the load  4 

forecast uncertainty is not in the IRM.  In other words, we  5 

had a one-year load forecast uncertainty, as opposed to a  6 

longer one.  7 

           Essentially, as far as the pool resource  8 

requirement in the entire market, essentially you had the  9 

LDAs, which had certain restrictions, namely, they  10 

implicitly create large reserve margins within an area,  11 

because of transmission issues, but --   12 

           MR. BAKER:  Or less.  13 

           MR. OTT:  Again, as the market itself or the pool  14 

itself, shares reserves, it becomes less, certainly.    15 

           MR. MEAD:  It appears to me that the obligation  16 

of 118 percent four years in advance, especially combined  17 

with the restriction that you can't sell any excess in the  18 

three years, seems to be a greater capacity obligation that  19 

would be placed on LSEs, than the one that exists today;  20 

would you agree?  21 

           MR. OTT:  I don't think I agree, because when you  22 

specify, you say the requirements, you can't sell any  23 

excess?    24 

           MR. MEAD:  Any excess, it turns out you have in  25 
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the delivery year, you can't sell.  1 

           MR. OTT:  That's the question.  How do you  2 

quantify whether it's excess or not?  That's what this has  3 

targeted.  4 

           In other words, the performance metric, in other  5 

words, testing, did you comply and meet your IRM and  6 

delivery year, remains at 15  percent.  The three percent is  7 

an attempt to quantify what the excess is.  8 

           In other words, if you think about an entity that  9 

has 20-percent reserve, looking forward in time five years  10 

from now, that entity, in the RPM auction, what our proposal  11 

would be, was, they could sell the two percent, the amount  12 

between the 118 that they have, between 118 and 120, they  13 

can sell that anywhere into the RPM.  14 

           That would show up as committed under her under  15 

RPM auction.  Then they have, you know, this additional  16 

three percent committed under their fixed-resource  17 

requirement.   18 

           If I would allow them, for instance, to sell off  19 

down to 115 percent, into the RPM auction, what happens?   20 

Then we march forward two years, and they say, okay, now,  21 

the entity, its load, had a failure.  It wanted out of the  22 

market, okay?  23 

           It elected a fixed-resource requirement, and now  24 

it has five percent of its resources over here in RPM,  25 
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locked in and committed.    1 

           Now it finds itself going to be short in its  2 

long-term fixed-resources requirement.  What does it do?  3 

           Does it pull those out of the market?  Then we  4 

have resources committed, potentially, to managing their own  5 

forward uncertainty, and whether they implicitly or  6 

explicitly did it in the past, it needs to be done here.  7 

           So there becomes a discontinuity.  The reason I  8 

say it's not an additional, all I'm trying to quantify here,  9 

is what is the excess?    10 

           They're allowed to sell over at RPM.  They could  11 

make a rule that says, by the way, any entity opting out,  12 

can't sell anything into RPM, and you might get rid of this  13 

problem.  Then we don't have to bother specifying at all,  14 

what these percentages to measure the metric of excess would  15 

be.  16 

           MR. MEAD:  I understand that, four years out,  17 

there's some uncertainty.  If you were to build in the  18 

requirement of you want to say three percent additional  19 

capacity requirement, four years out, sometimes, four years  20 

later, it will turn out that you really did need it, and  21 

sometimes you didn't.    22 

           If you're always in compliance in the delivery  23 

year, but sometimes, you know, things didn't turn out as bad  24 

as was possible, then it looks to me like part of the time,  25 
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the opt-outs are *confining?*, and part of the time they're  1 

in excess.*  2 

           On balance, this looked to me like a greater  3 

capacity requirement than exists today.  4 

           MR. OTT:  Again, I'm trying to quantify what the  5 

excess is that the entity who opted out, is permitted to  6 

sell into the RPM auction.  I'm not trying to quantify that  7 

they need to preserve a certain amount of excess for their  8 

own load.  9 

           Another way to do this, by the way, is to say,  10 

should an entity elect -- that wants to sell some of its  11 

resources into RPM< they have to show that they have this  12 

extra.  Should the entity freely say, not only do I want to  13 

opt out, but I'll never sell into RPM, any resource.    14 

           I would say, fine, we don't need the three  15 

percent.  I don't need to have that, because then I don't  16 

need to worry about a resource being *dually/duly* committed  17 

-- I mean, committed to a fixed resource, or committed in  18 

RPM.  So that's another alternative.   19 

           It's only when the entity wants both, in other  20 

words, it says, I want to do the fixed-resource requirement,  21 

and I want to sell some resources into RPM, that we need to  22 

worry about this.  Maybe that's a potential way to get  23 

through this, is to say somehow we have to measure, you  24 

know, what excess is, what are they permitted to sell?    25 
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           Say, again, I let it be 15 percent, then, say,  1 

they have 15 and a half, will they sell the half?  Well, all  2 

of us sitting here, realizing that four years hence, that  3 

could easily switch around, so now they have a resource in  4 

RPM and everything else out.  How does that work?  5 

  6 

  7 

  8 

  9 

  10 

  11 

  12 

  13 

  14 

  15 

  16 

  17 

  18 
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  23 

  24 
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           MR. BAKER:  Using what you just said, if you had  1 

a commitment a year out to replace load forecast error, if  2 

you had sold your half a percent and your description and  3 

the market would have done good things, it would have helped  4 

keep the price down with customers, you still have to then  5 

come in and replace it in the year ahead in order to have  6 

what you need in order to meet the 15 percent against the  7 

new level.  8 

           MR. SHANKER:  Then the question is how real is  9 

the option for the half, and that's what Steve is getting  10 

to.  If it's real enough, if we can agree to what's real  11 

enough about it, then it's okay.  All of this is about sort  12 

of a kind of double counting and maybe there's a little  13 

sequence of events that puts some of this back in the  14 

context.    15 

           The original RPM proposal had this 3 percent in  16 

RPM, okay.  That would have been the normal way that PJM  17 

would have incorporated the resources to be tied up through  18 

a variety of factors, including the stakeholder process and  19 

the institution of the second incremental auction that got  20 

taken out.  In some ways it probably shouldn't have, but  21 

nonetheless that's how the proposal got here, that's where  22 

it's at.  23 

           What this is about is creating comparability,  24 

because that load and those resources are in the calculation  25 
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of the -- quote -- correct 15 percent for combined pool  1 

basis.  And we're trying to look at again a market mechanism  2 

to create the available necessary resources in and out of  3 

the market under RPM and we're trying to have something else  4 

that's going on in parallel that's part of the calculation,  5 

not interfere with it.  6 

           So what's the comparable level of reserve of  7 

those resources on the rest of the market that doesn't  8 

interfere?  I hadn't thought about it, but Andy's proposal,  9 

doesn't it simply say that however you manage your  10 

uncertainty, unless you're over that 3 percent, don't sell  11 

into RPM or simply don't sell into RPM again and it's fine.   12 

Then that's right, you can manage exactly the way you want  13 

but you can't lean on the mechanism we're putting in as sort  14 

of a fail-safe for you to lay off your excess capacity and  15 

also not carry -- cut yourself right down to no load  16 

forecast error and, at the same time, sell and shift the  17 

prices into the other part of the market.  18 

           MR. MEAD:  Probably some comments on Robert  19 

Stoddard's suggestion.  Let me see.  Somehow these potential  20 

benefits, as I understand the proposal, four years ahead to  21 

the opt-out policy shows 15 percent -- not 18 percent, but  22 

15 percent.  And it's not just if you look at it but if the  23 

opt-out policy doesn't bring the 15 percent there's a  24 

penalty and PJM buys the deficit in the auction.  So that  25 
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four years ahead we think we've got enough capacity.  Then  1 

just before the delivery year we do another forecast -- you  2 

don't have to deal with load forecast uncertainty and, I  3 

suppose, even generation performance uncertainty, which is a  4 

year in advance or some short time before the delivery year.   5 

You do another load forecast and do you need to buy more?   6 

If you need to buy more or acquire more, then they better  7 

bring it in and if they don't they get another penalty and  8 

again PJM buys it.    9 

           I mean, it seems to me it avoids some of the  10 

penalty factors that AEP and Dayton have been discussing and  11 

yet it addresses -- it has enforcement and it solves some of  12 

the reliability issues of again without having to finally  13 

make my mind up.  If people could comment on that proposal  14 

then.  15 

           MS. MOLER:  It goes to that.  It also goes to  16 

another point.  What I think we're struggling with here is  17 

the discrepancy between the resources that the opt-out  18 

entity has to bring to the table potentially and those that  19 

are part of RPM have to bring to the table.  That all stems  20 

from the opt-out, which I've made very clear I'm not  21 

thrilled with; same song, next verse.    22 

           But if I were still on your side of the table,  23 

I'd ask PJM to work with you to figure out a way to put  24 

these requirements on a comparable footing.  PJM needs to  25 
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define IRM, in our estimation.  We need to also have them  1 

work on what LSEs should be allowed to participate in the  2 

opt-out.  We needed to avoid gaming, to avoid the double-  3 

counting issues that we've been talking about, to avoid the  4 

discriminatory regime which I don't think this Commission  5 

wants to chance on the Hill frankly, and to provide a  6 

comparable regime between those who are opting out and those  7 

who are not.    8 

           It's complicated.  It's something we shouldn't do  9 

on the fly here at the table.  It is festering in the  10 

ongoing settlement conferences and it's worthy of an  11 

important body of work here that I think needs to happen.    12 

           MR. MEAD:  Steve, then Andy.  13 

           MR. WEMPLE:  If I heard Andy right, his proposal  14 

wasn't clear to me from reading his prefiled briefs.  That's  15 

helpful.  16 

           The 3 percent is a cushion that an entity that  17 

opts-out could not sell into the RPM market unless their  18 

capacity met their IRM plus this 3 percent cushion and only  19 

anything above that cushion could be monetized.  I think  20 

that's a reasonable alternative to a more stringent  21 

prohibition, that, you know, you can't monetize anything.  22 

           But clearly back to my point earlier, if an opt-  23 

out entity whenever they had a little bit of surplus --  24 

let's say they build it in 2000 megawatt increments based on  25 
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the size of a pulverized coal plant and they need 500  1 

megawatts but they build 2000 so they get a couple of years'  2 

worth of surplus, if every time they do that they're allowed  3 

to monetize the surplus, draw it down and, you know, see-saw  4 

or zig-zag and always be able to monetize the surplus and  5 

never buy the excess, they are implicitly benefiting on the  6 

adjacent variable resource requirement participants.  That  7 

behavior is certainly attractive to the entity that opts-out  8 

and will ensure that at times when the rest of the market  9 

doesn't necessarily need that surplus, that surplus is  10 

there.  It lowers the price, so any new entrant may get the  11 

wrong price signal.  It seems to be implicitly unfair or at  12 

least advantageous to one group of people.  13 

           So I was just going to suggest the quid pro quo  14 

if you take the Stoddard approach of bare minimum 15  15 

percent, I have a concern about PJM buying from the rest of  16 

the suppliers.  If my resources have a little bit of an  17 

improvement in performance, it's not clear to me that the  18 

entity that opts-out should be able to buy from my resources  19 

on a spot basis to fulfill their shortfalls because they  20 

should have been planning for it originally four years  21 

forward, which is part of the deal of stepping out of the  22 

market.  23 

           It's also not clear to me that they should be  24 

able to sell any surplus.  So I think if you go to a more  25 
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narrow one where 15 percent is the target four years forward  1 

and in the planning year there need to be tighter  2 

restrictions on the ability to transact in and out of the  3 

rest of the PJM market.  4 

           MR. MEAD:  As I understand Robert's proposal if,  5 

let's say, four years in advance the opt-out is supposed to  6 

bring 15 percent but it only brings 14 percent, then PJM  7 

would procure the 1 percent, pay the generators whatever the  8 

market clearing price is in the auction but the LSE doesn't  9 

pay the auction price, it pays two times CONE or whatever  10 

the penalty is, the deficient LSE doesn't get out of this.  11 

           MR. SHANKER:  You're focusing on the deficiency  12 

side.  The biggest concern that everybody has is on the  13 

surplus side.  What you're talking about is, the principal  14 

people who are looking at this are rate-based entities that  15 

have a much lower risk profile for investment and you're  16 

creating essentially a cushion for all their surplus in a  17 

market that is going to buy more than IRM because of the  18 

variable resource requirement.  In doing so, you're going to  19 

damage and dilute the price signals that that was set up to  20 

do.  We're looking for ways to insulate that, that's what  21 

going on.  22 

           MR. BAKER:  Could I please answer this, because  23 

I've heard this three times now.  This hypothetical surplus  24 

that the opt-out people are going to show up with -- because  25 
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of this terribly attractive model of regulation generation,  1 

have you worked with regulated states?  2 

           MR. SHANKER:  Sure.  3 

           MR. BAKER:  Regulated states do not allow you to  4 

build surplus generation to sell into the market.  They do  5 

not give you rate-based treatment.  If you do that, you are  6 

entering into the merchant world.  I can give you a case in  7 

point where we had built generation expecting load to be  8 

there and then didn't get allowed in rate base.  We are not  9 

going to build a 5000 megawatt generator to meet a 2000  10 

megawatt load; it doesn't happen.    11 

           MR. SHANKER:  Then this isolation from the rest  12 

of the market shouldn't be an onerous provision.  That's  13 

why.  14 

           MR. BAKER:  That may very well be, but the point  15 

I'm making is let's deal with the actual issue and let's not  16 

create the hypothetical if we can in a settlement  17 

discussion.  18 

           MR. SHANKER:  That's why I think you have -- just  19 

to isolate commerce may be a more reasonable approach.  20 

           MR. BAKER:  The issue is around what's your  21 

starting point, whether it's 15 or 18.  22 

           MR. OTT:  Agreed.  I think what we're asking for  23 

is you have resources committed under RPM.  That's fine.   24 

These resources are in RPM.  They get committed.  They have  25 
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an obligation under RPM.  You have resources under the fixed  1 

resource requirement option.  That needs to be filed.  They  2 

need to be committed under that option.    3 

           I think this concept to say that there's a  4 

certain amount -- you know, again maybe one LSE who does a  5 

fixed resource requirement may not have any excess at all.   6 

And again, I think under this revised proposal, that's fine,  7 

they can just go with a 15 percent.  And, of course, if  8 

they're short, they pay the extra.  9 

           But if you have entities who are doing these  10 

lengthy investments and they know for a year or two they'll  11 

have something pop in, that may be their load forecast  12 

uncertainty -- they may or may not need to have that show up  13 

because it's committed over here and it finally should be  14 

committed over here.  They've elected not to be in the  15 

market.  If they want to be in the market and monetize that  16 

excess, the flexible self supply option in RPM allows them  17 

and they can certainly come in under that methodology.  That  18 

would be again very comparable, because they'd essentially  19 

be doing it in the same manner but they elected to do the  20 

long-term self supply option.  21 

           There has to be a metric that says certain of  22 

those generators are committed, they're in their file.  If  23 

the entity elects to try to sell some other resources into  24 

the auction, there should be a metric there that says you  25 
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have to have excess to a certain amount.  I would offer 3  1 

percent to say that should be committed over here to the  2 

resource requirement and be filed.  Any other excess you  3 

could sell in.  That would be another way to do it and not  4 

cost money to entities who don't want to sell.  If you'd  5 

like, we can certainly begin to put forth a set of business  6 

rules under which we think this could be comparable and  7 

submit it as post-filed comments.  8 

           MR. NOWAK:  Andy, on the RPM side, how do you  9 

manage this comparable risk, this forward uncertainty prior  10 

to the second auction, let's say?  11 

           MR. OTT:  Again, the RPM has a sloped demand  12 

curve, essentially with the dynamic of the pricing of the  13 

sloped demand curve which incents investment, the whole  14 

dynamic that Professor Hobbs' analysis shows, how investors  15 

respond and how the load-serving entities -- that's really  16 

how that is done within the RPM construct itself.  The  17 

resources that are committed through the RPM essentially  18 

have sold in -- the resource now takes on the responsibility  19 

for performance under that mode.  20 

           MR. STODDARD:  I can't cut through this Gordian  21 

knot having a middle position.  I think all the arguments  22 

have been well aired, but one thing I do want to advise in  23 

any thinking about this is we've got another little issue:   24 

who is the who we're talking about?  I mean, for instance,  25 
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Virginia Power is clearly a load-serving entity but they  1 

also have merchant generation in PJM.  ConEdison is also --  2 

Rockland Electric, another LSE.    3 

           I don't know what the answer is to this one  4 

either, but we do need to make sure that we talk about AEP's  5 

merchant generation.  Should you decide to have merchant  6 

generation in the future, how would that be treated?  Is it  7 

the corporate entity, is it the load-serving entity?   8 

Whatever.    9 

           MR. HORSTMANN:  I guess some of Roy's points  10 

about how damaging it is to the market -- I mean, he makes  11 

some credible arguments there but I think there's two issues  12 

that need to be weighed against that.  One is the fact that  13 

PJM accepts imports from outside the pool as firm capacity  14 

under a variety of conditions and there's a couple of  15 

thousand at least that are available.  I don't know the  16 

exact rules on that.  That has an effect on where the demand  17 

curve settles out.   18 

           I guess the other thing that we see is if you go  19 

build a 500 megawatt unit and you only need half of it,  20 

should you be not allowed to sell the other half to the  21 

market?  And if you did that same transaction through a  22 

merchant and you have a firm contract for half of it and it  23 

increased over time, it's the exact same situation as if you  24 

owned it and then committed.  So we really don't see the  25 
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ability to kind of preclude that excess from finding its way  1 

to the market as a reasonable argument.  2 

           MR. NAUMANN:  I'm glad Andy proposed trying to  3 

get this down on paper.  Because what troubles me is if the  4 

four year forward, whether it's 15, 16 or 18 is a plan, I  5 

really don't know what a plan means unless it's an  6 

enforceable plan.  If I were an entity wanting to opt-out,  7 

here's how I would get around the 3 percent.    8 

           That other 3 percent that's going to be diesels  9 

and other such things that I will purchase in that year with  10 

six-month delivery times and I'll show you how I can connect  11 

all that up in six months.  So without any comaprable  12 

milestones, to actually show that that capacity is real, I  13 

don't know that a plan for whatever level has any real  14 

meaning.  It has to have something that you objectively can  15 

show.  16 

           I agree with John.  If you're going to have this  17 

kind of rule on keeping capacity out of the rest of the  18 

market, there are ways to get around it.  Representing a  19 

company that has -- serves over 25,000 megawatts of load, I  20 

don't want to exclude that extra 300 megawatts that may have  21 

come in due to lumpiness from being able to serve the load.   22 

I might want to be able to contract bilaterally or something  23 

to get that.  Forcing generation out of the market, I don't  24 

think, is helpful.  25 
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           Coming back to the basic problem.  The basic  1 

problem is that we have an opt-out regime with a sloped  2 

demand curve.  That's really where the basic incompatibility  3 

is.  And I understand you don't want to rehash arguments  4 

that people have made to expand this, but I do think you  5 

need to look at it and I think you also need to look at the  6 

potential impact on other places such as New England where -  7 

- once you establish a precedent.    8 

           So I think every piece comes together and there  9 

will be -- it all needs to be looked at very, very closely.   10 

So I think coming up with a set of proposed business rules  11 

that ensures comparability may be a good help for everybody  12 

to get something down there and start talking.  13 

           MR. O'NEILL:  When you're saying out of the  14 

market, you mean the RPM market?  15 

           MR. NAUMANN: Absolutely.  Thank you, Dick.  16 

           MR. SHANKER:  But listen to John's comment.  He  17 

wants to be able to opt-out, have a fixed resource  18 

requirement and sell his excess.  I think I have a comment  19 

somewhere in here is you've got to look for things like  20 

prevent sleeping, because somehow somebody else will get it  21 

in.  But this is exactly the game that you put in place when  22 

you allow that kind of situation to occur, somebody saying  23 

I'll stay at 15 percent but I know there's going to be a  24 

market up to IRM plus 4 up to 20 percent in the rest of PJM.   25 
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So if I happen to be long, I want to be able to sell it but  1 

don't make me buy any of that.  That's exactly what we're  2 

trying to prevent.  3 

           If you put these two in parallel, you have to  4 

understand you've created a gaming situation and you have to  5 

stop it.  So yes, might it seem somewhat onerous that John  6 

can't easily sell that?  Yes, that's a consequence of the  7 

privilege of being able to not participate in the IRM, in  8 

the RPM and go up to IRM plus 4.  9 

  10 
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           MR. O'NEILL:  Do you think that sleeping is  1 

really a problem?    2 

           MR. SHAKER:  Sure.  He sells it to a marketer,  3 

and a marketer resells it into RPM.  4 

           MR. O'NEILL:  If he's building it, it's his.    5 

           MR. OTT:  With the unit-specific bilateral  6 

contracts, I can actually track how these things show up.   7 

Another feature of the RPM, is that we don't allow * to  8 

replace the system of bilateral contracts.*  9 

           We can manage the tracking of resources. A unit  10 

is committed over a year in RPM, and the unit is committed  11 

in the fixed-resource requirement, and is committed there.   12 

That's final, and I think we can track that.    13 

           MR. STODDARD:  I wanted to mention another piece  14 

of what I said, that's not obviously connected with my other  15 

requirements, but it is, in my mind, part of the whole.  It  16 

was in my Point 7, where I say the designated capacity  17 

resources must be under exclusive contract to the LSE for a  18 

period of not less than five years.    19 

           What I'm concerned about, is the situation where  20 

an entity that has taken the alternative path, finds itself  21 

short in a year, but PJM is fairly long, so they can go for  22 

a price, just above the clearing price in RPM, secure the  23 

resource -- they'd be short -- and top up.  24 

           This is, effectively, doing exactly what I talked  25 
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about just before lunch, buying resources on the cheap in  1 

some situations, or, at the long-run average cost, in  2 

another situation.   3 

           By requiring a five-year contract with any  4 

capacity resource, we avoid this opportunity of paying  5 

short-run costs, and really begin to reveal the long-run  6 

cost that's consistent across the entire pool.  7 

           In the end, all the resources in PJM, are going  8 

to need to be paid their long-run costs.  If one entity in  9 

PJM is paying less than that, because of the options they've  10 

given them, by definition, that means the other consumers  11 

are paying more.  That's the kind of discrimination we don't  12 

want to be setting up.  13 

           So, the long-run contracting provision links  14 

right in with the other parts of the program that David has  15 

recited, to make sure that we have an equal treatment  16 

between the two.  17 

           MR. MEAD:  In your comments, it was part of this  18 

arbitraging conclusion that I did not understand.  I mean,  19 

you talked just now about when PJM, in general, is long, the  20 

RPM prices would be less than CONE, and an opt-out LSE that  21 

was short, could purchase some spare capacity less than  22 

CONE.  23 

           On the other hand, in situations where the  24 

market, as a whole, is short, you posited the idea that the  25 
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opt-out LSE could just buy at long-run average cost, and I  1 

didn't understand that.  2 

           CONE is not the cost of entering; it's a one-year  3 

average, and, you know, if we're talking about buying some  4 

capacity that somebody else has, it wasn't clear to me, that  5 

that generator would be willing to sell to an opt-out LSE at  6 

half of CONE, when the RPM market was higher.    7 

           And I guess that's the main question.  8 

           MR. STODDARD:  The potential seller to a load-  9 

serving entity that can write long-term contracts, is  10 

willing to sign at its long-run price for a long-term  11 

contract.  12 

           MR. MEAD:  Not for a one-year contract.  13 

           MR. STODDARD:  That's right, but because  14 

regulated utilities are fairly uniquely positioned, in  15 

competitive markets, it's very hard for LSEs to write long-  16 

term contracts.  17 

           Many of them don't have any confidence that the  18 

load they serve, will be with them for that long.  There's  19 

much greater reluctance there to sign long-term.   20 

           The entities who are talking about opting out, by  21 

and large, are able to write long-term contracts.  They can  22 

write short-run contracts in periods of surplus, and grab  23 

the RPM price, effectively through a bilateral contract, but  24 

where RPM is high, they can write a contract at maybe a  25 
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slight premium, reflecting the time value of money, a slight  1 

premium to the cost of new entry.  2 

           But, by and large, the people they're contracting  3 

with, will expect that, well, gee, over the ten-year  4 

contract I'm being offered, the next year, the price is  5 

high, but then the price is going to come back down, and, on  6 

average, it will be back to CONE.  7 

           So they can use the term of the contract to, in  8 

effect, arbitrage between the two.  By mandating long-term  9 

contracts, "long-term" meaning five years-plus, I think we  10 

mitigate that ability to use contracts to, in effect, take  11 

the lower of long-run cost or RPM cost.  12 

           MR. O'NEILL:  You have an entity that's in the  13 

RPM market, wanting to opt out, to sell to somebody.  14 

           MR. STODDARD:  No.  I'm only imagining that AEP  15 

and Dayton never opt out.  I'm hoping that's true.    16 

           MR. O'NEILL:  Suppose AEP goes to market and buys  17 

some capacity?  Where are they going to get it?    18 

           MR. STODDARD:  They could be getting it from  19 

Cinergy.    20 

           MR. O'NEILL:  So they're not even in PJM.    21 

           MR. STODDARD:  Right.    22 

           MR. O'NEILL:  The capacity is not going to come  23 

from generators in the RPM market.  24 

           MR. STODDARD:  It could, though, even now.  25 
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           MR. O'NEILL:  It's not committed to the RPM  1 

market?    2 

           MR. STODDARD:  Someone who finds their (e)(4)(d)  3 

rating high, someone who has interruptible load.  4 

           MR. O'NEILL:  That's capacity that isn't in that  5 

market.  If you committed, let's say, 90 percent, and your  6 

(e)(4)(d) rating gets you to 95, that's capacity that was  7 

never in that market to begin with.  8 

           MR. STODDARD:  Right, but the price at which  9 

you're willing to sell that now in a one-year contract, is  10 

whatever small increments above what you expect the short-  11 

run RPM price to come up with.  That's not reflective of a  12 

long-run cost.  13 

           The option we're talking about here, is a long-  14 

run capacity option.  The idea should be that the price --  15 

that's what it's titled; it's titled a long-term resource  16 

adequacy option.  17 

           The plan that I thought I heard Mr. Baker say  18 

this morning, is that they expect to be adding capacity in  19 

small increments, every year.  Implication:  They're  20 

planning on their capacity costs being consistent with long-  21 

run costs every year.  That's great.    22 

           That's what the market is supposed to be throwing  23 

off.  What I'm trying to think about, are ways in which they  24 

can use the presence of RPM markets, of deliverable capacity  25 
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to them, to avoid paying the full long-run cost of capacity.  1 

           And, as I said before, if they aren't paying the  2 

full boat, that means someone else must be paying more, or  3 

generation is getting short.  4 

           MR. O'NEILL:  In that case, unless I  5 

misunderstand your example, the entity that has some excess  6 

capacity to sell, has two choice:  One is to sell to the  7 

opt-out entity; the other one is to sell it back into the  8 

RPM market.   9 

           MR. STODDARD:  Correct.  The third choice I want  10 

to give them, is to sell it.  11 

           MR. O'NEILL:  Wouldn't the guys selling in the  12 

RPM market, prefer that those guys stay out?  13 

           MR. STODDARD:  No, because they would rather have  14 

them be in and have to absorb their full share of the  15 

surplus in the pool.    16 

           But the third option I'm asking you to give  17 

generators in this situation, is to write a long-term  18 

contract with AEP, to help AEP.  If they have load growth,  19 

they presumably have systematic load growth.  20 

           We're not talking about -- this is weather-  21 

normalized load here, not annual fluctuation based on the  22 

weather.    23 

           If they want to do long-term, then this should be  24 

part of the long-term option, I believe.  25 
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           MR. BAKER:  I guess, when I listen to this, it's  1 

somewhat like what Roy said.  When I hear people presenting  2 

the generators, they think this is a privilege, you know,  3 

that we get to sell supply.    4 

           And I don't think it's a privilege; I think it's  5 

FERC recognizing that there are alternative ways to meet the  6 

reliability standard.  What I'm hearing in this most recent  7 

third option, is basically saying AEP has a small margin  8 

now.    9 

           We today have our reserve margin at long-run  10 

costs.  That's fully-embedded costs, and if we see an  11 

opportunity to buy a hundred and delay peak for a year,  12 

that's not a good thing.  13 

           We should have to sign up for 20 years from  14 

Robert's company, to make sure that, you know, we give the  15 

generator who has decided to be a merchant, reliable  16 

revenue.  I don't think that's necessary.    17 

           MR. SHANKER:  In this component, I think I agree  18 

with Craig.  The goal is really to isolate the two entities,  19 

the two paths.    20 

           It's not -- if you start getting too  21 

prescriptive, you're going to have all sorts of weird rules,  22 

and it's just what Betsy was saying; people will come up  23 

with 50 different ways to scam this, that we haven't even  24 

contemplated.  25 
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           What we're really trying to say -- there's a  1 

simple message here -- if you want that option, and you want  2 

to be able to opt out, and you feel comfortable in meeting  3 

that requirement, and, let's say, it's 15 percent, maybe the  4 

quid pro quo is, keep it at 15 percent, but simply don't  5 

sell the excess into RPM, any excess.  6 

           That's a nice, simple rule, we just have to and  7 

PJM can enforce that, because they do have the ability to  8 

monitor what resources are there, and then we don't get into  9 

whether it should be 18 percent or 15 percent.  10 

           On the other hand, if you want commerce between  11 

the two models, then you've got to create this cushion that  12 

reflects the utilization of the resources for uncertainty  13 

and the comparability of the way you're dealing with  14 

uncertainty in the future, and trying to limit the overlap  15 

of the resources.     16 

           That's where the three percent came up, so, you  17 

know, it's like squeezing a tube of toothpaste.  We can fix  18 

it another way, but the objective function is to try to  19 

isolate the two, because, in almost every instance, what  20 

we're coming down to, is, why does somebody want to be able  21 

to sell over into the other and keep a fixed resource?   22 

Because they make money doing that.  23 

           If they make money doing that, by being outside  24 

and selling in selectively, then it's obviously doing  25 
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something that was unanticipated in the RPM design.  It  1 

lowers overall revenues.  2 

           You have some of the examples that Betsy put in  3 

in the back there.  It shows you that you're going to have  4 

to adjust the curves to compensate for this, or we can try  5 

to isolate that commerce to keep that from happening.    6 

           And you've set up two parallel paths here.  Let's  7 

keep them fully independent.  8 

           MR. O'NEILL:  Let me give you an example and see  9 

if I can clear this up in my mind.  Suppose one of your  10 

clients puts in and hasn't committed to the RPM market yet.   11 

If he hasn't made the commitment, does it matter that he  12 

signs a deal with Craig?    13 

           MR. SHANKER:  If he's not in, no.    14 

           MR. O'NEILL:  How is that different from, all of  15 

a sudden, getting a better availability and creating another  16 

ten megawatts or five megawatts, because you're running your  17 

unit much better than before?  18 

           That capacity was never considered to be in the  19 

RPM market before.  So, is it the same as building a green-  20 

field plant?  21 

           MR. OTT:  From my perspective, it's no different.   22 

An entity that wasn't otherwise committed to the RPM, can  23 

certainly sell to New York; it can sell to Craig, sell to  24 

anybody they want.  25 
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           What I was concerned about, again, was if the  1 

entity who elected, there was a certain amount of that  2 

generation that was committed to that fixed resource  3 

requirement, and that should be committed finally, including  4 

the part that was to cover uncertainty.  It was the other  5 

side that was the concern.  6 

           Predominantly, that's the concern over here, and  7 

it was making sure that we don't have that.  And, again, you  8 

could have several ways to do that:  One would be, again,  9 

stay with 15 percent, don't do the sale, but, if you want to  10 

do the sale, there's an extra amount to hold, and that's  11 

another way to do it.  12 

           But, at the end of the day, I think it's really  13 

this other way, the other direction, that we're worried  14 

about.  15 

           MR. O'NEILL:  I was more thinking about Robert's  16 

model, where he would force his own client to limit their  17 

options for their new capacity.  The only thing you could  18 

do, is to sell four more years.  19 

           I mean, since it's a new resource, it hasn't been  20 

committed yet, and I don't think that the entity that owns  21 

that new resource, should be able to decide.  If it makes a  22 

mistake and sells it to Craig, long-term --   23 

           MR. WEMPLE:  Dick, I think that in near-term  24 

decision, a supplier would probably agree with you.  The  25 
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concern is, if the folks who opt out, bounce in and out on a  1 

regular basis, over time, that's going to degrade the RPM  2 

price signals.  3 

           So we would be better off to say, if you really  4 

want to pull some resources that would otherwise be in the  5 

RPM market, you ought to have some time step or have some  6 

volume limits on your transactions with those folks.  7 

           The premise is, you're saying that you can take  8 

care of your own resources through an IRP process.  If  9 

you're doing that, you should be pulled out of and not  10 

transact or transact on a very limited basis with the rest  11 

of the market.  12 

           Otherwise, you've got a free option to buy at  13 

whatever the RPM price is, or build, or, in the worst case,  14 

monetize your surplus, if you make the wrong investment  15 

decision or misjudge your forecast.  16 

           MR. O'NEILL:  What I don't understand, is the  17 

difference between AEP building that generator and a  18 

merchant building that generator.  If AEP builds the  19 

generator, it's their generator.  If a commercial builds it,  20 

it has to have different sort of rules?    21 

           MR. SHANKER:  It depends on the access.  What you  22 

want -- you're saying, why can't everybody have free and  23 

open commerce here between any of the participants?  The  24 

answer is, pick one system and we can.  If you want to have  25 
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two, understand that you're going to create some impediments  1 

to everything working smoothly and freely at the whim of any  2 

participant to conduct commerce.  3 

           We built a mechanism here with certain underlying  4 

assumptions, and you're saying, okay, right next door to it,  5 

let's put up one that violates those assumptions and does  6 

something else, and then say, oh, but I don't want to have  7 

any restrictions.    8 

           It doesn't work that way.  You've seen this over  9 

and over again when you've put in market designs that have  10 

conflicting assumptions or assumptions that don't match  11 

reality.  12 

           And you're walking right down the line here, and  13 

what you're hearing from people is, try and prevent a real  14 

problem.  If you're going to insist on having two, keep them  15 

as fully separate as possible.    16 

           You know, yes, you're seeing some logical  17 

inconsistencies, but you've set the predicate of their being  18 

two inconsistent things going on, and we're trying to  19 

rationalize them as best we can.  20 

           MR. OTT:  Again, I think if you take -- step back  21 

and say, okay, if an entity wants to have free access to  22 

sell excess and take that path with its load, within the  23 

RPM, there's the self-supply option, the flexible self-  24 

supply option, these other alternatives that say there is no  25 
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inherent barrier to taking whatever excess exists and  1 

selling it in, that's perfectly -- if that's what that  2 

entity values, which is to sell that, they can certainly do  3 

that within the flexible self-supply arena within RPM.  4 

           If the entity values the other form of opt-out,  5 

which is the fixed-resource requirement, there is this  6 

discontinuity, and the discontinuity, we have to face the  7 

reality of the discontinuity, and, yes, because of the  8 

discontinuity, yes, there may be a slightly different rule  9 

that says, well, in order to sell, you have to meet these  10 

criteria, because these resources over here are committed to  11 

the fixed-resource requirement, and they're committed  12 

finally, just as the resource over here in RPM is committed.   13 

           MS. COCHRANE:  Would this be a good time --   14 

           MR. NAUMANN:  One very quick one.  15 

           MS. COCHRANE:  I was going to say, after you  16 

talk, that I would open up the mike to the audience.    17 

           MR. MEAD:  I have one question for that.  18 

           MR. NAUMANN:  Just a very quick comment.  19 

           MS. COCHRANE:  There was a lull in the  20 

conversation.  21 

           (Laughter.)  22 

  23 

  24 

  25 
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           MR. NAUMANN:  I hope it's not controversial, but  1 

under how much capacity should be procured, I was always  2 

assuming we are talking UCAP for the opt-out and non-opt-  3 

out.  There's no argument on that.  UCAP not ICAP, right?  4 

           MR. OTT:  For the short hand.  The actual market  5 

is based on the ICAP adjusted for (e)(4), which could turn  6 

into UCAP.  But yes.  7 

           MR. STODDARD:  In a similarly hopefully  8 

uncontroversial vein, I assume we are talking about  9 

deliverable capacity.  So if you're in an import-  10 

constrained zone, this has to be capacity that is inside the  11 

import constraint.  12 

           MR. MEAD:  My question is similar to Robert's  13 

comment:  does AEP and Dayton agree that the opt-out  14 

requirements would include locational requirements that it's  15 

deliverable and the other feature of RPM quality, the load  16 

following and the analogous things?  Do you agree that the  17 

opt-out obligation would include not only the aggregate  18 

requirement but -- 115 percent or whatever, but that the  19 

capacity has to be deliverable and that the requisite  20 

portion of it is load-following and --  21 

           MR. BAKER:  I'm not sure I understood the very  22 

end of it.  23 

           MR. MEAD:  In the RPM auction, a portion of the  24 

capacity must be load following and quick start --  25 
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           MR. OTT:  But again, it has to be a combination  1 

of the two.  In other words, if you have no quick start and  2 

you have plenty of dispatchable range on the generators that  3 

would meet that, yes, it's not an either/or, it's a  4 

combination of the two.  Certainly the concept that there  5 

has to be flexibility to a certain extent in some of these  6 

units -- I couldn't speak for them whether they agreed to it  7 

or not, but I can certainly offer up that there's plenty of  8 

flexibility available within your fleet and I wouldn't think  9 

there'd be any binding constraint there.  10 

           MR. BAKER:  To answer the question -- and I'm not  11 

trying to be evasive, but you know Andy said earlier that  12 

self supply option is intended to mimic the integrated  13 

resource planning concept, so when we did that we had to  14 

have generation that could meet the load movement, the load  15 

requirement, and it had to be deliverable beyond generation.   16 

Montana wasn't going to be able to make us be able to do  17 

what we needed to do under an IRP.   18 

           But I think the answers are yes.  The devil is,  19 

of course, in the details of what their definition of load  20 

following or quick start might be.  But in principle,  21 

absolutely.  22 

           MR. HORSTMANN:  On behalf of Dayton, to the  23 

extent the rest of the market is required to meet various  24 

performance criteria, we would expect it to be the same.  25 



21505 
 DAV  
 

  424

           MR. MEAD:  I'm done.    1 

           MS. COCHRANE:  If anyone from the audience has a  2 

question or comment, come up to the mike and state your name  3 

for the court reporter and the party you're representing,  4 

please.  5 

           MR. TATUM:  Ed Tatum of Old Dominion Electric  6 

Cooperative.  7 

           We've been working very hard for the past two  8 

days -- some of us have been working really hard for the  9 

past four days.  The thing I want to try to clarify here:   10 

Mr. Stoddard, you said that you hope it's only AEP and  11 

Dayton who's able to avail themselves of this.  I would  12 

certainly hope that if there is an opt-out that it would be  13 

available to generally any LSE within the PJM footprint and  14 

that we'd need to consider that with any type of resource  15 

requirement.  16 

           Thank you.  17 

           MS. COCHRANE:  Anyone else?  18 

           (No response.)  19 

           MS. COCHRANE:  We're done.  I had it on my  20 

opening remarks but just a reminder:  what we had in the  21 

notice was that you can file post-technical conference  22 

comments by June 22nd.   23 

           Thank you for your participation in the  24 

conference.  I think it's been very helpful.  We're  25 
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adjourned.  1 

           (Whereupon, at 2:45 p.m., the conference was  2 

adjourned.)  3 
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