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My name is Andrew S. Tubbs, Energy Counsel to Bdmania Public Utility
Commissioner Kim Pizzingrilli. Today | have beetked to offer these remarks on behalf
of the Pennsylvania Public Utility Commission. tially, the Pennsylvania Commission
would like to commend the FERC for holding todagsnference as a part of its
continuing efforts to facilitate a resolution omstbomplex and important topic.

The reason that Congress created a competitivéesdle energy market in the
United States through the Energy Policy Act of 1992d that the Pennsylvania
Legislature created a retail energy market in tben@onwealth through the Electricity
Generation Customer Choice and Competition Actd86l was to capture the benefits of
competition and economic efficiency that had noerbechieved through traditional
regulation. The transition from the former regatgt paradigms to competitive
wholesale and retail markets is undeniably a “wiorgrogress” as we continue to discuss
the appropriate wholesale market structure and matgil markets remain under
transitional competitive models. As regulators, mest look at the big picture and ask
ourselves how the Reliability Pricing Model fitganthe goals established by Congress
and the Pennsylvania legislature to create conneetitholesale and retail markets.

To achieve workable competitive markets — suppléerd consumers must have a
means in which to reach each other via competithagket prices that represent the
collective judgment of a marketplace free from a&bwmd provide the economic
information necessary for suppliers and consumersake future plans for new and
existing capacity, transmission and energy efficyeinvestment. Regulators must ensure
that the market structures are in place to alloppBars and consumers to respond to
each other while remaining vigilant to avoid mar&btise and to ensure that the notion of
just and reasonable rates is not lost in the triansi

The PJM “Reliability Pricing Model” proposal purpgsrto resolve localized
reliability concerns in regions of PJM. However, wemain concerned that the



administrative nature of RPM, its proposed certeali forward procurement capacity
obligation and variable resource requirement, megolme such an embedded feature of
PJM’s market design that it compromises the lomgitgoal of establishing reliable,
efficient and competitive wholesale electricity kets.

RPM was initially proposed by PJM in a white papersented to the PJM Market
Implementation Committee on June 30, 2004 to addspscific developing generation
inadequacies in certain portions of New JerseythedDelmarva Peninsula. Since then,
the proposal has evolved as PJM has sought tossldneumber of stakeholder criticisms
and incorporate additional features to addresssoived market design issues such as
load response participation and market monitorinigs. There is a concern that this
complex and costly centralized auction model with heavy reliance on RTO cost
supervision and price mitigation will turn into armanent “interim” solution. However,
RPM may not successfully create investment incestior new generation, transmission
and demand response initiatives where they are edeetiheory does not always
completely predict actual behavior, as forecastigth hMP prices in New Jersey have
yet to result in substantial new generation investimn that region. It remains unclear
from PJM'’s filing how its RPM model will serve as aterim solution on the road to a
competitive wholesale energy market, rather thparamanent one.

Capacity pricing mechanisms are not a fundameigahent of wholesale market
design — in PJM, they were initially designed tdoedte generation investment
responsibility among a handful of vertically intaggd monopolies. Presenters at the June
16, 2005 Technical Conferericeffered a variety of reasons why they supported or
opposed RPM, but generally agreed that RPM is &fice construct engendered by
other inadequacies in the current PJM market design

Proponents of RPM seem to state that the exisithgdpped energy market with
inadequate demand response is a given that cansbbald not be changed, and that the
primary problem to be solved is that some peakigegation resources have been losing
revenue over the last several years. They sugbastsbme increased assurance of a
stream of revenue over a future period is wortheamiian revenues from the current
unforced capacity obligation and will result in ieased investment, reduced generation
retirements and some increased level of generati@h system reliability. Proponents
have repeatedly cited the need for increased ogrtabout what market rules will be in
effect.

Opponents of RPM point out the costliness of RPi, artificial nature of the
RPM centralized market, the susceptibility of calyamarkets to exercise of market
power, the transfer of investment risk from generabwners to energy consumers and
the difficulty that load will have in bidding intthe RPM market on the same footing as
generation.

It appears that both sides agree that capacity etedce, in essence, a substitute
for a well designed wholesale generation markdtdparates the same way that all other
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competitive markets do — through competitive supphd demand. As PJM Market
Monitor Joseph Bowring testified on Juné"16

In an energy-only market, investment incentivesivedefrom scarcity
pricing, which occur, obviously, when the markesksrt. In a capacity
market, those incentives, those same incentiveslyreeffectively the
same dollars, are captured in capacity prices. Tdegally substitutes for
one another, and the relationship between the tust re remembered.

(PLO5-7, Hearing of June 16, 2005, Tr. 7)

The Pennsylvania Public Utility Commission hasedil a protest in this
proceeding, and has asked for hearings to fullyréxa the difficult issues that this filing
presents. We have done so not because we are adlyess opponent of a change to the
existing capacity construct, but because of ouilogerconcerns that implementation of
RPM, as currently proposed may stall continued owpment of competitive wholesale
markets, efficient transmission grids and robushaied response. While we must and do
value system reliability very highly and have camseabout generation and transmission
investment in particular geographic locations witthe PJM footprint, it should be noted
that PJM as a whole is relatively generation rich.

We also agree that the wholesale markets havtheirrecent past, seen a high
degree of “rules turbulence”, as the national debah market development has
continued. To the extent that RPM would provide eamarket rule stability, it would
provide a benefit to generation investment, but Wauld be true of almost any proposal
to modify the existing PJM capacity construct. \var wholesale market redesign
results from this proceeding is likely to be ineefffor a very long time.

If RPM is as seriously flawed as its detractorggast, we will be living with
those flaws for a decade or more.

Thus far, PJM has focused primarily on obtainingrapal for this specific
proposal under Section 205 and 206 of the FederakeP Act and has urged that your
Commission approve the heart of the RPM design owithhearing. PJM has not
discussed or proposed any roadmap for where mdésign should gafter RPM.

Avoiding the “day after” issues may be tacticallgugeent, but also may be a
strategic error. It is worth noting that while Ne¥work has implemented a capacity
market redesign, New York’s generation capacitydétpacies have not noticeably
improved. The Neptune Project, a proposed 64 roitg lundersea transmission line to
bring power from New Jersey (which is itself rurgnishort of generation capacity) to
generation-poor Long Island is evidence that whatélve merits of that capacity market,
New York still has serious localized generationazaty and generation investment issues
that are not being adequately addressed internally.



What should not be lost in this proceeding is apaostunity to seriously think
about and plan for the wholesale energy marketeunffuture, when generatiocand
transmissionand demand response can participate freely and tramsiha in setting
equilibrium prices and when technology to unlockvredficiencies in energy production
and consumption emerges from the laboratory toyelasr use. While PJM has made a
tremendous effort to shepherd this proposal throinghstakeholder process and seek
consensus, it is apparent from the tenor of thencents supporting and opposing RPM
that there is no consensus.

Unquestionably, PJM has served a vital role inds@blishment of competitive
wholesale and retail markets in our region. ThanBglvania Commission values the
working relationship it has with PJM and is confitléhat through our association with
PJM and the efforts of other stakeholders our ntank@l move forward. Therefore, we
commend them for moving the debate forward on theré capacity construct in PIJM
but an “exit ramp” for the future is needed and emphasize that the capacity
market/generation incentives issue is only one aorapt of our markets. Concentrating
on only the problems in the capacity market withaddressing the other components of
the market simultaneously seems inefficient andireffective means to address the
future of wholesale energy markets.

If this proceeding is to set the pattern for whalesmarket design in other parts
of the United States, we should have some idea wdraes afterwards. At a minimum,
any modification to the existing capacity constrgkbbuld include a clear roadmap and
commitment to implement mature market design thaly fdelivers the economic
efficiencies, market transparency, robustness ahdbility that competitive wholesale
markets have promised.



