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BY THE BOARD':

This Order memorializes actions taken by the New Jersey Board of Public Utilities (“Board” or
‘BPU) at its November 21, 2014 agenda meeting pertaining to the provision of basic generation
service ("BGS") for retail customers who continue to purchase their electric supply from their
electric utility company for the pericd beginning June 1, 2015.

! Commissioner Upendra J. Chivukuta has recused himself due to a possible conflict of interest and did
not participate in the deliberations on this matter. Commissioner Dianne Solomon was not present at the
11121714 agenda meeting.



By Order dated May 21, 2014, in the within matter, the Board directed the electric distribution
companies (‘EDCs") consisting of Atlantic City Electric Company ("ACE"), Jersey Central Power
& Light Company (“JCP&L"), Public Service Electric and Gas Company ("PSE&G"), and
Rockland Electric Company (“RECQ"), and invited all other interested parties, to file proposals
hy July 1, 2014 to determine how to procure the remaining one-third of the State's BGS fixed
price ("FP") and the annual Commercial and Industrial Energy Pricing ("CIEP”) requirements for
the period beginning June 1, 2015. A procedural schedule to address the proposals was aiso
adopted by the Board at that time, including an opportunity for initial written comments, a
legistative-type hearing, and final written comments.

On July 1, 2014, the EDCs filed a Joint Proposal for BGS procurement ("Joint EDC Proposal’),
and each EDC also filed a company-specific addendum to the Joint EDC Proposal. A discovery
period followed. Initial Comments on the BGS proposals were filed on September 3, 2014, Final
Comments were filed on October 1, 2014.

Parties that filed either a proposal, comments, or appeared at the public hearing include the EDCs
(ACE, JCP&L, PSE&G, and RECO, jointly), National Economic Research Associates ("NERA"),
the New Jersey Division of Rate Counse! ("Rate Counsel’), the Retail Energy Supply Association
(*“RESA"), Nextera Energy Power Marketing, LLC (*"NEPM’), Noble Americas Energy Solutions
LLC (“Noble"), TransCanada Power Marketing Ltd. ("TransCanada”) and the Independent Energy
Producers of New Jersey (IEPNJ™).

Public hearings were held in each EDC’s service ferritory to allow members of the public to
present their views on the procurement process proposed by the EDCs, and the potential effect
on customers' rates. ACE’s public hearing was held on September 22, 2014, PSE&G's public
hearing was held on September 18, 2014, RECO’s public hearing was held on September 28,
2014, and JCP&L's public hearing was held on September 24, 2014.

The Board also held a legislative-type hearing on September 29, 2014 at its Trenton hearing
room, chaired by Commissioner Holden. The purpose of the hearing was to fake additional
comments on the pending proposals. Because of the pending action by PJM? described below,
it was determined that allowing additional comments on the proposal after it was expected fo be
filed was reasonable.

On October 7, 2014 PJM Interconnection, L.L.C. (“PJM") released its Capacity Performance
Updated Proposal. As discussed at the legislative-type hearing, Board Staff offered parties the
opportunity to comment on the PJM Capacity Performance Proposal Transition Auction
Mechanism, Section XliI of the proposal, as Staff had concerns about the possible impact on
BGS procurement process and current BGS contractual obligations.  Parties submitted
supplemental comments by October 22, 1014 and supplemental reply comments by October 29,
2014. Parties that filed comments on the PJM Capacity Proposal included the EDCs, Rate
Counsel, NEPM, TransCanada, lEPNJ, Constellation New Energy, Inc. and Exelon Generation
Company, LLC (“Constellation”), Macquarie Energy LLC (*Macquarie Energy”), and FirstEnergy
Solutions Corp. (“FirstEnergy”).

? PJM, the Pennsyivania-New Jersey-Maryland Interconnection, LL.C, is the Federal Energy Regulatory
Commission approved regional transmission organization that manages the wholesale competitive
energy market, and cogrdinates the movement of electricity in all or parts of a group of states including
mast of New Jersey.

2 Docket No. ER14040370



POSITIONS OF THE PARTIES: PROPOSALS, INITIAL COMMENTS AND FINAL COMMENTS

The Board has carefully reviewed the record in this proceeding. The parties’ filings have largely
relied on previous auctions and on the Joint EDC Proposal as the baseline for proposing
specific modifications and/or additions. This Order will summarize the main features of the Joint
EDC Proposal because it forms the basis of much of the discussion in this Order, and because
with the modifications described below, it is the basis for the BGS procurement process that the
Board will approve through this Order. The Board will not separately summarize each party's
position in similar detail, but has carefully reviewed each party's proposals and/or positions in
reviewing the record in this matter and rendering this decision.

JOINT EDC PROPOSAL

As previously stated, on July 1, 2014, the four EDCs filed a Joint EDC Proposal for BGS,
consisting of a generic proposal for procurement of BGS for the period beginning on June 1, 2015,
including proposed preliminary auction rules for the Auctions, Supplier Master Agreement (“SMA™)
and EDC-specific addenda.

The EDCs have jointly proposed two simultanecus, multi-round, descending clock auctions for the
procurement of services to meet the full electricity requirements (i.e., energy, capacity, ancillary
services, transmission, etc.) of retail customers that have not chosen a third party supplier (TPS").

One Auction would procure service for a one-year period beginning June 1, 2015, for the larger
Commercial and Industrial ("C&!") customers on the EDCs’ systems through an auction to provide
hourly-priced service (the ‘CIEP Auction”). The customers in this category represent
approximately 3,300 Megawatts (“MW"} of load to be procured through bidding on 43 full-
requirements tranches® of approximately 75 MW each.* This is the same type of Auction that the
Board approved last year in Docket Number ER13050378,

The second auction would procure one-third of the service requirements for all other customers of
all four EDCs” for a three-year period beginning June 1, 2015, through a fixed-price auction (“BGS-
FP Auction”) for approximately 5,500 MW of load to be served through 57 full-requirements
tranches® of approximately 100 MW each. This is the same type of Auction that the Board
approved last year in Docket Number ER13050378.

The competitive process by which the EDCs propose to procure their supply requirements for BGS
load for the BGS period is detailed in the Joint EDC Proposal and in Appendices A and B therato
{Provisional CIEP and FP Auction Rules, respectively), and is the same type of auction process
that the Board has approved for each of the past thirteen years. Under the Joint EDC Proposal,
the retail load of each EDC is considered a separate “product” in each Auction. When a participant
bids in either BGS Auction, that participant states the number of tranches that it is willing to serve
for each EDC at the prices in force at that point in the Auction. In the BGS-FP Auction, a price for
an EDC is the amount in cents per Kilowatt-Hour (‘kWh") to be paid for each kWh of BGS load

3 A tranche is a full-requirements product and represents a fixed percentage share of an EDC's load for a
specific period.

* The 75 MW tranche size is an approximate amount of BGS-CIEP eligible load for ACE, JCP&L and
PSE&G tranches. However, RECQ only has one franche with an eligible load of about 38 M.

® As explained below, this does not include procurement for the RECO customers within the company’s
territory outside of PIM. A separate procurement plan is proposed for those customers.

® The EDCs have previously secured two-thirds of their total FP load requirements through May 31, 2017
by means of Board-approved auctions in February 2013 and February 2014,
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served. In the BGS-CIEP Auction, a price for an EDC is an amount in dollars per Megawatt-Day
(3/MW-day) paid for the capacity obligation associated with the BGS-CIEP customers served. A
tranche of one product (i.e. a tranche of the BGS load for one EDC) is a full requirements (capacity,
fransmission, energy, ancillary services, etc.) tranche. At the end of the Auctions, the final prices
for the EDCs’ tranches may be different because of differences in the products, due to each EDC's
toad factor, delivery location and other factors.

The EDCs proposed that rates for BGS-FP customers be designed using a generic methodology
implemented as described in the Company-specific addenda. Bidders would be provided with a
spreadsheet that converts the Auction price into customer rates for each EDC, to enable bidders to
assess migration risk at various Auction price levels. BGS-FP rates would be fixed tariff rates
determined by converting the Auction prices to BGS-FP rates in a manner that reflects seasonality
and time of use indications, where appropriate and feasible, in order to provide appropriate price
signals.

The EDCs proposed that payments to winning BGS-FP bidders for June through September be
adjusted to reflect higher summer costs. Payments to bidders for the remainder of the delivery
period would be adjusted fo reflect lower winter costs. The summer and winter factors are
designed so that the overall average payment to the bidder would equal the Auction clearing
price.

The EDCs proposed that for BGS-CIEP tranches, rate schedules would be designed to include the
transmission and ancillary service costs, and a provision to pass through the hourly PJM real-time
energy price. Bidders would indicate how many tranches they want to supply in exchange for a
$MW-day capacity payment and various other payments for energy, ancillary services and
fransmission which would be known in advance of the Auction. Under the EDCs' proposat,
winning bidders would also receive a Standby Charge of $0.00015/&Wh, The Standby Charge
would essentially act as an “option fee.” The capacity payment would be charged to all CIEP
customers on BGS service, while the Standby Charge would be charged to all customers in the
CIEP service category whether they take BGS service or obtain service through a TPS. Winning
bidders would be paid the Auction clearing price for all capacity provided for customers taking
BGS-CIEP service plus the Standby Charge rate times the monthly sales to all CIEP customers,
whether on BGS-CIEP or not. Under the Joint EDC Proposal, each BGS supplier would be
required to assume PJM Load Serving Entity (“LSE") responsibility for the portion of BGS load
(whether BGS-CIEP or BGS-FP) served by that supplier. In accordance with the PJM Agreements
required of LSEs, BGS suppliers would be physically and financially responsible for the day-to-day
provision of electric supply for BGS customers, The detailed commercial terms and conditions,
under which the BGS supplier would operate, including credit requirements, are set forth in the
CIEP and FP SMAs attached fo the Joint EDC Proposal as Appendix C and D, respectively.

The EDCs reguested that the Board render a decision on the Auction process, and thereafter
render a decision on the results of the Auctions. Specifically, they requested that the Board
approve or reject in their entirety the results of the BGS-FP Auction and, separately, the results of
the BGS-CIEP Auction, by the end of the second {ull business day after the calendar day on which
the last of the two Auctions closes. The EDCs also recommended that the Board clarify that, at its
discretion, it may act on one completed Auction while the second is still ongoing. Uporn Board
approval, the Auction results would be a binding commitment on the EDCs and winning bidders.

Each of the Company-specific addenda addresses the use of committed supply, contingency
plans, accounting and cost recovery, and utility pricing and tariff sheets.
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Numerous other Auction details are explained in the Joint EDC Proposal, Company-specific
addenda, and attachments, including that:

» BGS suppliers must meet all New Jersey Renewable Portfolio Standards ("RPS")
requirements, and any similar standards imposed under any federal, state or local
legislation that may be applicable throughout the respective supply periods;

» as conditions of qualification, applicants must meet pre-bidding creditworthiness
requirements; agree to comply with all rules of the Auction; and agree that if they become
Auction winners, they will execute the BGS SMA within three business days of Board
centification of the results, and they will demonstrate compliance with the creditworthiness
requirements set forth in that agreement;

+ to qualify, appiicants must disclose what, if any, bidder associations exist and if so,
applicants will provide such additional information as the Auction Manager may require;

+ qualified bidders are required to post a per-tranche letter of credit or bid bond; and

« the BGS-CIEP Auction secures supply for a period of 12 months, and the BGS-FP Auction
secures one-third of each EDC's total load requirements for three years,’ with the
remaining two-thirds having been secured through previous BGS-FP Auctions.

In additicn, RECOQ is proposing to secure the full service requirements for BGS customers in
that portion of the Company's service territory that lies outside of the area served through PJM,
its Central and Western Divisions, commencing June 1, 20156, The Board will not be making a
decision at this time regarding how RECO should procure the full service requirements for BGS
customers in its Central and Western Divisions. Staff still is in discussions with RECO on the
procurement process and will bring that issue back to the Board at a future date.

DISCUSSION AND FINDINGS
FP and CIEP AUCTION FORMAT

In reaching our decision regarding the provision of BGS for the period beginning June 1, 2015,
the Board is mindful that the current BGS Auction process contains a set of carefully crafted and
well defined features, and that it is not always possible to modify one aspect of the process
without disrupting the balance of the entire process. In 2001, when the Auction process was a
new concept, the Board was presented with and considered many arguments for aiternate
processes, alternate designs within the Auction framework and varying procurement periods.
The Board’s decision at that time was developed after considering all of the comments received.
In 2002, after a process open to all interested participants, the Board determined to retain the
basic Auction design while initiating separate Auctions for both BGS-FP and BGS-CIEP
customers.® For the 2003 through 2014 BGS Auctions, the Board continued to approve
descending-clock Auctions for the procurement of defauit service while continuing to adjust

7 While the concept is to divide the EDCs’ load requirements into thirds, the actual tranches available for
any EDC for any time pericd may vary by EDC.
® Board Order dated December 18, 2002, Docket Nos. EQ02070384 and EX01110754,
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certain elements of the process inciuding changing the beginning of the supply period from
August to June and expanding the size of the CIEP class.®

As previously stated, for the period beginning June 1, 2015, by Order dated May 21, 2014, the
Board directed the EDCs and invited all other interested parties to file proposats to determine
how to procure the remaining one third of the EDCs’ BGS-FP and the annual CIEP
requirements. Specifically, the Board afforded an opportunity for parties to file alternatives to be
considered by the Board on how to procure the BGS requirements for the FP and CIEP
customer classes for the period beginning June 1, 2015, At this time, while the Board is again
presented with recommendations to modify certain elements of the Auction process, there have
been no fully developed, concrete propasals to change the basic descending-clock Auction
design. The Board believes that the Auction process that was implemented with the 2002
Auction, and which has since been modified to include a BGS-FP and BGS-CIEP Auction, has
worked well and has resulted in the best prices possible at the time.

The Board appreciates the efforts of all involved to provide constructive comments and criticism
to improve on a process that is important to all of the EDCs’ electric ratepayers. In making its
decision, the Board has considered the suggestions that were made. The Board has attempted
to reach a balance of competing interests, mindful of its statutory responsibility to ensure
continued provision of BGS at just and reasonable rates consistent with market conditions.
N.J.S.A 48:3-57(a)(1). The Board will address the issues raised by the various parties during
the proceeding in this Order.

Based on the experience of previous BGS Auctions, and having considered the record that has
been developed in this matter, the Board FINDS that a BGS-FP and BGS-CIEP Auction, using a
descending-clock Auction format, should be used for the procurement period heginning
June 1, 2015.

BGS-CIEP AUCTION SUPPLY PERIOD

No party took issue with the continued use of a 12-month period for the BGS-CIEP Auction.
The Board FINDS that a 12-month procurement period is appropriate and reasonable and
APPROVES that aspect of the EDCs’ proposal.

BGS-FP AUCTION SUPPLY PERIOD

RESA recommends that the Board should encourage a more competitive marketplace by
transitioning the BGS procurement process away from the laddered-three-year contracts
currently employed in the BGS-FP Auction and towards more frequent procurements held closer
to the delivery date. RESA indicates that this transition will result in more market reflective
default service pricing because it minimizes the time over which the default price can diverge
from actual market prices. RESA believes that making this change would result in customers on
default service receiving a product that is comparable to the product offerings of TPS, thus
customers would be making choices between similar products. Further, RESA indicates that
the current structure serves as a barrier to the further development of retail competition. RESA

® Board Orders dated December 2, 2003, Docket No. EQ03050394; December 1, 2004, Docket No.
EQ04040288;, December 8, 2005, Docket No. EQQ05040317; December 22, 2006, Docket No.
EC06020119; January 25, 2008, Docket No. ER07060379; January 20, 2008, Docket Na. ER08050310;
December 10, 2008, Docket No. EQ09050351; December 6, 2010, Docket ER10040287; November 11,
2011, Docket No. EQ11040250; November 20, 2012, Docket No, ER12060485, and November 22, 2013,
Docket No. ER13050378.
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proposes that the Board replace the three-year laddered contracts currently employed in the
BGS-FP auction with a procurement process that includes quarterly pricing for all commercial
and industrial customers and annual pricing for all residential customers starting June 1, 2015.
(RESA Initial Comments at 6 - 7).

I1EPNJ indicates its support for the current three-year BGS auction structure. IEPNJ feels it is
important that the rules of the auction do not result in increased or volatile prices. It is IEPNJ's
position that the three-year BGS auction structure strikes the appropriate balance to hedge
against price spikes, while minimizing future rigk to suppliers’ contracts of a longer term. IEPNJ
maintains that a three-year term allows the suppliers bidding into the BGS auction to rely on
several known variables when preparing their bids. EPNJ indicates that knowing these values
reduces the risk to suppliers, thereby helping to keep bid prices reasonably low. |EPNJ feels
that the averaging of the contracts entered over the course of three years provides stability to
customer rates. According to [EPNJ, a term of less than three years will result in increased
price volatility. it is IEPNJ's position that this increased price volatility will increase the
budgetary stress on BGS customers who benefit from stable energy rates. IEPNJ points out
that in this economy, at this time, increasing price volatility risk to consumers is harmful for
residents and businesses alike. |EPNJ indicates that the current three-year structure addresses
the appropriate goal of protecting consumers from price volatility in the energy markets, As a
resuit, based on the success of this structure over the last decade, IEPNJ strangly endarse the
continuation of this policy. (IEPNJ Initial Comments, 2 - 3).

The EDCs request that the Board reject RESA's recommendation to alter the current BGS-FP
procurement structure. The EDCs point out that RESA again renews its arguments in this
proceeding for shorter procurement periods and, thereby, for fundamental change to the BGS-
FP procurement structure. The EDCs indicate that RESA recommends that the Board replace
the three-year BGS portfolio with quarterly procurements for all commercial BGS-FP customers
and annual pricing for residential BGS-FP customers starting June 1, 2015.

The EDCs believe that RESA provides no new support for this position, which has been
repeatedly rejected in prior BGS proceedings. Furthermore, the EDCs point out that RESA
ignores the benefits of the three-year term structure, which have been affirmed repeatedly by
the Board. The EDCs indicate that the Board has found consistently that a roliing three-year
term provides the proper balance for BGS-FP customers between the need {o reflect market
prices and the need to protect these customers from market volatility. The EDCs further
indicate that the Board has repeatedly reaffirmed its decision to maintain the three-year term
structure for BGS-FP customers. The EDCs believe that unstable energy market conditions,
stich as those associated with this past winter’s polar vortex, could expose both residential-FP
and commercial-FP customers {o the unnecessary risks associated with energy price fluctuation
and increases should the Board adopt RESA’s proposal. The EDCs believe that the current
BGS procurement structure protects customers who may not have the necessary expertise or
inclination to properly manage the additional risk and the volatile energy prices that are the
necessary by-product of RESA’s proposal. (EDCs' Final Comments, 3 - 4).

Based on the experience of the previous BGS Auctions, and having considered the record
which has been developed in this matter, the Board continues to believe that the staggered
three-year rolling procurement process currently in use for the BGS-FP Auction provides a
hedge to customers in a time of extreme weather events that impact prices as we have seen
recently, volatile energy prices and the potential of increasing capacity prices even though it
may make it more difficult for retail suppliers to compete for FP customers in times of rising
prices. By way of contrast, as market prices started to come down in wholesale electric markets
over the last four years, retail suppliers have been able to be more competitive than the rolling
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three-year average FP Auction price, and competition appears to have increased. The Board is
not convinced that RESA's proposals for pricing based on more frequent auctions for
procurement of electricity for shorter periods than the current format would increase retail
competition significantly.

The Board believes that the goal of the BGS procurement process should be to enable smaller
commercial and residential customers to benefit from both a stable yet market-based rate for
BGS-FP supply over the term of the procurement plan for this service while still allowing these
customers the ability to choose aiternative providers. The Board further believes that the use of
the staggered three-year rolling procurement process, ensuring price stability, is a policy
decision that has value for those customers who continue to receive BGS service from the
EDCs. Therefore, the Board DIRECTS the EDCs to procure the approximate one-third of the
EDCs’ current BGS-FP load not under contract for a 36-month period. The tranche-weighted
average of the winning bids from the upcoming 36-month period blended with the tranche-
weighted average of the 36-month supply contracts secured previously, will be used to
determine the price for BGS-FP rates for the June 1, 2015 to May 31, 2018 period.

CIEP THRESHOLD

RESA recommends that the Board reduce the BGS-CIEP threshold to require all customers
using 400 kw and above to be on BGS-CIEP pricing beginning in June 1, 2015, and to require
all customers using 100 kw and above to be on BGS-CIEP pricing by June 1, 2017. RESA
asserts that customers utilizing between 100 kw and 400 kw have the necessary ability to
understand hourly pricing. (RESA Inittal Comments at 5).

Rate Counsel continues to have concerns about the wisdom of forcing mid-sized customers into
the BGS-CIEP class to bolster competition, especially when these mid-sized customers already
have the option to shop or to be served under BGS-CIEP. Rate Counsel submits that further
lowering the CIEP threshold only serves to force customers onto an hourly price structure, even
if these customers are unable to deal effectively with hourly prices and have therefore chosen {o
remain as BGS-FP customers., Rate Counsel believes that business owners are in the best
position to determine for themselves whether it makes economic sense to switch to a TPS, and -
certainly many have chosen to do so. Rate Counsel maintains that the Board should not force
these customers to change their minds when they have determined that switching is not
economically reasonable for their businesses.

Rate Counsel further points out that since June 4, 2013, customers with a Peak Load
contribution of 500 kW or more have been required to take service under a BGS-CIEP tariff. In
previous comments, Rate Counsel recommended that the Board investigate the impact of this
decision to lower the CIEP threshold prior to further lowering the CIEP threshold in this
proceeding or in the future. Rae Counsel recommends that this information be gathered not
anly from retail suppliers but also from the customers affected by the lower CIEP threshold.
Rate Counsel asserts that with one year of experience, the EDCs should be able to determine
how smaller business owners are reacting to the new challenge of managing energy usage and
markets. Prior to making any further changes, Rate Counsel recommends that the Board direct
the EDCs to solicit specific information from customers about the impact of the lower CIEP
threshold on customers’ bills and customer reaction to the change. (Rate Counsel Initial
Comments at 4 - 5).

The EDCs agree with Rate Counsel in opposing RESA’s proposal to further fower the CIEP

threshold. The EDCs indicate that RESA suggests that the Board lower the CIEP threshold to
400 kKW beginning in June 1, 2015, and then to 100 kW beginning in June 1, 2017. The EDCs
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believe that RESA's suggestions ignore a fundamental reason for the division of the products to
occur at a higher kW threshold, reflecting customers’ relative ability to understand and manage
price risk. They point out that as addressed in their July 1 filing, some customer classes are
able to understand the risks of price movements in competitive markets and will be able to
absorb risks or contract for management of those risks. They further paint out that, on the other
hand, ather customer classes may neither understand nor be able to manage these price risks.
They believe that the three-year term and fixed-price nature of the BGS-FP product provides
stability to those smaller commercial and industrial customers unable to engage in, or
uninterested in, risk management.

The EDCs further indicate that no party has presented evidence that the FP commercial and
industrial customers with peak demands between 100 kW and 499 kW would be well served by
being forced to manage the volatility of the hourly-priced BGS-CIEP product. Further, the EDCs
believe that RESA’s proposal would limit customers' choice, again ignoring the fact that all
commerciat and industrial customers already have the option to select BGS-CIEP on an optional
basis if they would like an hourly-priced service. The EDCs indicate that simply charging
customers on an hourly basis would not provide them with the necessary skills to make
informed decisions with regard to their electricity purchases. The EDCs see no benefit in
foreing customers of this size to be served under BGS-CIEP, given that they may not be able to
hire a faciliies manager, may not have systems in place to manage load in response to volatile
hourly prices in an automatic fashion, and may not be able to afford the distractions from their
business that would come with managing such risks themselves. (EDCs’ Final Comments at 7).

By Order dated June 18, 2012, in the Matter of the Review of the Basic Generation Service
Procurement Process, Docket No. ER12020150 (“BGS Review Order”), the Board concluded
that a gradual expansion of the number of customers on hourly pricing, given the record
presented in that proceeding, was reasonable, prudent and warranted at that time, and
approved RESA’s request to lower the CIEP threshold for customers with a peak load share of
500 kW and above. As part of the decision, the Board saw a value in limiting the reduction to
those customers with a peak load share of 500 kW and not immediately moving to the 300 kW
range as proposed by RESA. Therefore, the Board rejected RESA’s request to expand the
BGS-CIEP threshold to 300 kW effective for the next BGS procurement. However, the Board,
as proposed by RESA, encouraged feedback on the BGS-CIEP threshold during future BGS
procurement proceedings each year in order to receive stakeholder input through comments
and legisiative-type hearings. The Board stated that through these BGS proceedings, it can
garner information, inclusive of up-to-date market data, to make an informed decision on a
future lowering of the BGS-CIEP threshold that is gradual, orderly, and structured to enable a
greater number of customers to respond to real-time pricing, possibly using additional
conservation and energy efficiency products and services available in the marketplace.

Based on the record in this matter, the Board agrees with the EDCs that there has been no
evidence presented in this proceeding by RESA or any of the stakeholders that would at this
time indicate that further lowering the BGS-CIEP threshold to 400 kw beginning in June 1, 2015
and to 100 kw by June 1, 2017, is either desired by the relevant customers or will bring net
benefits to those customers. Based on the record presented, the Board agrees with Rate
Counsel and the EDCs that smaller, commercial customers continue to be better served by a
fixed-price, three-year product and that further lowering the BGS-CIEP threshold only serves to
force customers onto an hourly price structure, even if these customers are unable to deal
effectively with hourly prices and have therefore chosen to remain as BGS-FP customers.
Further the Board believes that these customers in the BGS-FP class are in the best position to
determine for themselves whether it makes economic sense to switch to a TPS and certainly
many have chosen to do so. For those customers who have not switched to a TPS and
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continue to want to receive the BGS-FP product, the Beard believes that these customers have
determined that switching is not economically reasonable for their businesses, and by lowering
the BGS CIEP threshoid the Board would be making a decision for these customers that they
may have chosen not to make. Therefore, the Board continues to believe that a cautious,
gradual approach to any expansion of the BGS-CIEP class remains the appropriate policy, and
that the appropriate cutoff for mandatory inclusion in the CIEP is a peak load share of 500 kW,
Therefore, the Board REJECTS RESA's request to expand the BGS-CIEP threshold to 400 kw
beginning in June 1, 2014 and to require alt customners using 100 kw and above to be on BGS-
CIEP pricing by June 1, 2016,

Rate Counsel has requested that prior to any further lowering of the BGS-CIEP threshold, the
Board direct the EDCs {o solicit specific information from customers about the impact of the
lower CIEP threshold on customers’ bills and customer reaction to the change. The Board,
based on the record in this proceeding, has rejected RESA's request to lower the BGS-CIEP
threshold to 400 kW and above beginning in June 1, 2015. Therefore, there is no need to
perform the requested review process suggested by Rate Counsel at this time.

Further, for the 2004 through 2014 Auctions, certain C&1 FP customers, to the extent they could
be identified and metered without a material impact on the BGS Auction process, were
permitted to join the CIEP class on a voluntary basis. Staff recommends that voluntary
enrollment in the CIEP class should again be permitted for the 2015 Auction with similar
constraints. Specifically, the choice must be made in a timely manner and, once made, must be
irrevocable for the onhe-year term of the CIEP contract. Therefore, Staff recommends that the
Board direct the EDCs to work with Staff te develop a process and schedule for identifying and
converting non-residential customers that choose to be included in the BGS-CIEP category.
The process developed should be based on the foregoing parameters. It should require a
customer commitment for participation by no later than the second business day in January
2015. Similarly, those customers that are currently part of the CIEP class on a voluntary basis
should have until the second business day in January 2015 to reconsider their decision for the
upcoming 2015 Auction.

The Board has reviewed the submissions and Staff's recommendations, and FINDS the Staff
recommendations to be reasonable. Therefore, the Board DIRECTS the EDCs to work with
Staff to develop and implement a process similar to that used in the past to notify customers of
this "window of opportunity” to voluntarily transfer into the BGS-CIEP class. Further, the Board
also DIRECTS the EDCs to post the conditions of the voluntary CIEP process in a conspicuous
location on their web pages.

{SSUES RELATED TO INTERVAL METERS

RESA, in conjunction with lowering the BGS-CIEP threshold to 400 kw beginning in June 1,
2015, argues that the Board must require the EDCs to install interval meters for all customers
above this threshold who do not currently have them. RESA indicates that without interval
meters, customers have no means to gauge their energy use or respond to the price signals
associated with it. RESA maintains that requiring the appiicable EDC to install interval meters
for customers using more than 400 kw will provide customers with the opportunity to actively
monitor and respond to the cost of electricity on a real-time or hourly basis, and will enable New
Jersey customers to better manage their energy consumption and costs. (RESA Initial
Comments at 6).

The EDCs argue that the Board should reject RESA's proposal to require the EDCs to install
interval meters by June 1, 2015, They indicate that interval meters have a cost (including
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capital and operation and maintenance costs} and RESA provides no analysis to demonstrate
that the cost would be justified; furthermore, RESA has not proposed a mechanism to ensure
EDC recovery of those costs. (EDCs’ Final Comments at 10).

RESA requests that in conjunction with lowering the BGS-CIEP threshold to 400 kw beginning
in June 1, 2015, the Board require the EDCs to install interval meters for all customers above
this threshold who do not currently have them. Since the Board has rejected RESA's request to
expand the BGS-CIEP threshold to 400 kW and above beginning on June 1, 2015, the Board'
believes that this issue need not be resolved at this time.

CHANGES TO THE BGS-FP CLASSIFICATION

RESA indicates that given the recent changes to the Energy Competition rules and the current
allowance for some BGS provider costs to be passed on to customers, the BGS-FP product is
not properly classified, as the product does not meet the same requirements that TPS must
meet when offering a product as “fixed-price.” RESA asserts that competitive fairness should
allow TPSs to pass through certain costs on fixed price products, ensuring identical treatment
between TPS and BGS providers of “fixed price” offerings. RESA points out that in absence of
such a change, the Board should rename the BGS-FP product to bring it in line with the
requirements imposed upon TPSs, (RESA Initial Comments at 3).

The EDCs argue that RESA ignores a fundamental aspect of the Electric Discount and Energy
Competition Act (“EDECA") and of the Board's regulatory oversight. They indicate that the
aspect is that the EDCs do not “market’ or promote BGS. They point out that they have no
financial interest in the level of BGS vs. TPS sales, have no reason to promote BGS to
customers, and are prohibited by law from marketing or promoting BGS. They point out that the
term BGS-FP is primarily used by the EDCs to describe the BGS supply opportunity {o bidders
and suppliers. 1t is not used to market BGS-FP and retail customers’ bills reflect that fact that
BGS-FP rates fluctuate by time of day and season and are subject to various changes such as
the reconciliation charge. The EDCs feel that changing the name of BGS-FP would be
confusing to suppliers, expensive to the EDCs and ultimately ratepayers as billing and custorner
information systems would need to be modified. The EDCs maintain that such a change is
unnecessary as the EDCs do not in any way market or promote BGS-FP to retail customers.
(EDCs’ Final Comments at 16).

The Board agrees with the EDCs that RESA ignores a fundamental aspect of EDECA and of the
Board's regulatory aversight of BGS. EDECA says the charges assessed to customers for BGS
shail be fully regulated by the Board and shall be based on the reasonable and prudent costs to
the utility of providing such service. N.J.S.A. 48:3-57 {(a){1). Nowhere does EDECA say that
the pricing of BGS needs to meet the same requirements as TPS pricing. The Board further
agrees with the EDCs that they have no financial interest in the level of BGS vs. TPS sales,
have no reason to promote BGS to customers, and are prohibited by law from marketing or
promoting BGS. The EDCs are only permitted to recover in their BGS charges reasonable and
prudently incurred costs incurred in the provision of BGS which makes BGS service essentially
a pass through of those costs which have been deemed to be reasonable and prudent.

However, over the years the Board has modified the BGS-FP product and has made the
decision to lower the CIEP threshold. The CIEP by the nature of its name - Commercial
tndustrial Energy Pricing - reflects the actual type of customer that the BGS product is intended
to serve. As the CIEP threshold has been lowered, the customers remaining within the BGS-FP
class of customers are primarily residential and small commercial in nature. It is the Board's
position that to align the name of the BGS-FP product with the type of customer it is intended to
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serve, the Board believes that the name of the BGS-FP clags should be changed {o the
Residential & Smalt Commercial Pricing ("RSCP”) class, The Board feels changing this name in
no way changes the its authority to regulate the price for this product,

Further, the Board believes that changing the name of the BGS-FP product to the BGS-RSCP in
no way changes a BGS supplier's obligations with respect to contracts currently in place from
the 2013 and 2014 BGS Auctions. However, the Board agrees with the EDCs that immediately
changing the name "BGS-FP” to “BGS-RSCP" will have an impact on auction documents,
bidding software used by NERA and bidders, billing and customer information systems, and in
some instances it may take some time to implement this change. Therefore, for the purposes of
conducting the 2015 BGS Auction the Board DIRECTS the EDCs to continue to use the term
BGS-FP in any documents and bidding software used by NERA for the purposes of conducting
the Auction, with the exception of the 2015 SMA which should reflect the name change.
Further, the Board DIRECTS Staff to work with the EDCs to transition the change of the name
of the BGS-FP product in any BGS documents, billing and in customer information systems to
BGS-RSCP so the product offered to customers is termed BGS-RSCP by June 1, 2015.

CIEP LOAD CAPS

Rate Counsel indicates that in addressing the competitiveness of the BGS-CIEP auction, the
Beard’s consultant, Boston Pagific, noted in its 2014 Final Report'® that the BGS-CIEP auction
was "adequately competitive” but “somewhat less competitive” than the BGS-FP auction. Rate
Counsel points out that Boston Pacific noted the excess quantity offered was low but adequate,
and that there were five winners in the CIEP auction, one less winner than fast year. In addition,
Rate Counsel points out that Boston Pacific noted of particular concern is “the fact that some
bidders who previously participated in the CIEP auction may no longer be participating.

Rate Counsel further indicates that to address the issue of low excess supply, Boston Pacific
recommended increasing the statewide load cap in future BGS-CIEP auctions from the current
load cap of approximately one-third of the CIEP tranche target to a load cap of about 45 percent
of the CIEP tranche target. Rate Counsel urges the Board not to adopt this recommendation at
this time. Rate Counsel submits that there is no way for it to determine whether raising the load
cap will increase the number of bidders in the CIEP auction. Rate Counsel comments that any
analysis done by Boston Pacific to support its recommendation is not presented in the redacted
copy of the Boston Pacific Annual Final Report. Rate Counsel further indicates that the
redacted report notes that bidders who do offer in the CIEP Auctions tend to offer at the load
cap, and reasons that higher load caps wouid result in increased offers, thereby increasing the
ratio of offers to need and potentially driving down prices. Rate Counsel acknowledges while it
may be true that an increase in the number of tranches a bidder can win may increase the
amount of supply offered into the CIEP auction, it does not necessarily follow that this increase
in supply produces a more competitive auction or increased bidder participation in the auction.
Rate Counsel recommends that the Board remain cautious about implementing untested
changes in the CIEP auction at this time. Accordingly, Rate Counsel recommends that the

@ Baston Pacific, Inc. (“Boston Pacific”) was retained in July 2012 on behalf of the Board, to oversee and
monitor the process propesed by the four EDCs in New Jersey o procura suppties for BGS, for three
years, starting with the 2013 BGS procurement process. As part of its contract, Boston Pacific provides a
Final Report to the Board on the BGS procurement process, and also provides recommendations to
improve future BGS procurement processes. At its June 18, 2014 Agenda meeting, the Board accepted
for filing Boston Pacific’'s Annual Final Report on the 20114 BGS FP AND CIEP Auctions and the 2014
RECO Swap RFP, dated June 3, 2014.
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Board further examine the causes of decreased bidder participation and explore alternate
mechanisms to ensure competition in the CIEP auction. (Rate Counsel Initial Comments, 2 - 3).

The EDCs indicate that in Boston Pacific’'s post-auction Final Report, the Board's consultant
recommended increasing the statewide load cap to 45% of the statewide CGIEP volume. The
EDCs point out that Boston Pacific reasoned that Bidders would likely respond to higher load
caps by increasing their offers, thereby increasing the ratio of offers to need and potentially -
driving down prices. The EDCs indicate that such lower prices would benefit BGS-CIEP
customers.

The EDCs stated that they are not taking a position on whether a 45% load cap is appropriate or
not for this upcoming BGS-CIEP Auction; however, the EDCs do note that in the past four BGS-
CIEP Auctions, three different suppliers have won tranches at the statewide load cap. The
EDCs believe this data supports Boston Pacific's contention that the likely consequence of a
higher load cap would be for these suppliers, and perhaps others as well, to increase their offers
at the start of the Auction, thereby increasing the competitive pressure on prices. Thus, the
EDCs recommend that the Board reject Rate Counsel's suggestion that the Board explore
alternate ways of increasing competition in the BGS-CIEP Auction. The EDCs request that the
Board approve the Auction Rules as filed and thereby affirm the ability of the EDCs, Board Staff,
and Boston Pacific to set the load caps as cenditions dictate. (EDCs’ Final Comments at 17).

Boston Pacific in its Final Report regarding the 2014 CIEP Auction indicated that the fact that
some bidders who previously participated in the CIEP Auction may no longer be participating is
of particular concern. As a solution to low excess supply, Boston Pacific suggests that the BPU
and EDCs consider a small increase in the load cap for the CIEP Auction from its current level
of about one-third of the CIEP tranche target to 45 percent of the CIEP tranche target. Boston
Pacific indicated it made this suggestion for two reasons: at least some of the reduced
participation seen last year is likely to carry over to future Auctions, and bidders who do offer in
the CIEP Auctions tend to offer at the load cap. For these reasons Boston Pacific believes that
bidders would likely respond to higher load caps by increasing their offers, thereby increasing
the ratio of offers to need and potentially driving down prices.

The Board agrees with the EDCs' and Boston Pacific’s contention that the likely consequence of
a higher load cap would be for these CIEP suppliers and perhaps others as well, to increase
their offers at the start of the Auction, thereby increasing the competitive pressure and
potentiaily driving down prices. Therefore, the Board DIRECTS the EDCs to increase the
statewide load cap in the upcoming BGS-CIEP auction from the current load cap of
approximately one-third of the CIEP tranche target to a load cap of ahout 45 percent of the
CIEP tranche target.

PJM CAPACITY PROPOSAL TRANSITION MECHANISM

On October 7, 2014, PJM issued its Staff Updated Proposal entitled PJM Capacity Performance
(“CP") Updated Proposal. The CP Updated Proposal calls for the creation of a new capacity
product designed to provide what PJM believes is the proper level of revenues to supply side
resources to ensure operational certainty during times of extreme stress on the bulk electric
system. On October 8, 2014, Board Staff offered parties the opportunity to comment on the CP
Updated Proposal’s Transition Auction Mechanism, Section Xiil, as Staff was concerned about
the possible impact on the BGS procurement process and current BGS contractual obligations.

The EDCs pointed out that PJM, in the CP Updated Proposal, confirmed its intention to pursue
changes to the RPM consiruct that the EDCs believe could lead to BGS Suppliers facing
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materially higher capacity costs than could have been reasonably anticipated based on the
Reliability Pricing Model (‘RPM") structure and Base Residual Auction (“BRA") resuits that
prevailed at the time of BGS Suppliers’ bids in the 2013 or 2014 BGS Auctions. The EDCs
point out this potential increase applies as well to bidders who win in the 2015 BGS Auctions, as
it is uniikely that the Federal Energy Regulatory Commission's ("FERC") decision on PJM's
proposed changes to the capacity market and the impacts of those changes will be known by
the time of the 2015 BGS Auctions in February, 2015. The EDCs assert that PdM's CP
Updated Proposal could therefore detfrimentally impact the BGS Auction process, absent
appropriate preventative action by the Board.

The EDCs have previously indicated they believe the BGS process has served customers well.
They recommend that fo maintain the viability of the BGS process, the Board should direct them
to implement a supplement to the BGS Supplier Master Agreements (“SMAs") that would
provide compensation to BGS Suppliers for the incremental costs they face as a result of
changes to the RPM construct that arise from PJM's proposed CP Updated Proposal. They
believe such a supplement should be incorporated into the standard SMAs for the 2015 BGS
Auctions, and made available on a voluntary basis with the standard SMAs for the 2013 and
2014 BGS Auctions, so the winning bidders from those auctions would also not be unfairly
harmed. They further point out that supplementing the BGS SMAs to provide a payment for
these incremental costs is likely to be in the best long-term interests of customers. The EDCs
fully agree that BGS Suppiliers have and must continue to accept the risks associated with
customer migration and economy driven energy and capacity market volatility. However, the
EDCs believe it is unlikely that in the future there will be entities that are willing to commit to
serve BGS load ff they do not have confidence that the Board will continue its practice of
providing a mechanism for compensating BGS Suppliers when structural changes to the rules
that govern the energy or capacily markets resulf in major identifiable but unknown and
unknowable changes to the costs of serving the BGS load.

The EDCs believe that the structural changes to RPM being proposed by PJM are
unprecedented, and if approved, will impose potentially material costs upon BGS Suppliers that
could not have been reasonably anticipated. The EDCs recommend, in order to preserve the
viability of the BGS process, the Board direct that the EDCs incorporate Attachment 1 to their
Supplemental Comments (“Attachment 17) into the 2015 BGS-FP SMA, and make Attachment 1
available to suppliers who won tranches in the 2013 and 2014 BGS-FP Auctions. The EDCs
further recommend the Board direct the EDCs to incorporate Aftachment 2 to their
Supplemental Comments (“Attachment 27) into the 2015 BGS-CIEP-SMA,

The EDCs indicate the Auction results are translated into BGS-FP tariffs using a rate design
spreadsheet and incorporated directly into the capacity rate in the BGS-CIEP Tariff. They
indicate there is no need to modify the calculations in the BGS-FP spreadsheets that have been
filed in this proceeding. The EDCs indicate the final spreadsheets will need to adjust the
Auction Prices used for rate design purposes fo reflect the estimated additional supplier
payments to be made as result of the BGS-FP SMA Supplements and to modify the RPM
capacity price inputs so they reflect the revised PJM Zonal Net Load Price. The EDCs indicate
that as part of the EDCs Compliance Filing in this proceeding, the EDCs will provide a
worksheet that demonstrates the methodology for adjusting the Auction prices to reflect the
estimated additional supplier payments made as resuit of the BGS-FP SMA Supplements. As
soon as the revised PJM Net Zonal Load Prices are available to the EDCs and the Board, the
EDCs will file revised BGS BGS-FP tariff sheets for the change in prices resuiting from
incorporating the difference between the revised PJM Zonal Net Load Price for 2015/2016 and
the pre-existing PJM Zonal Net Load Price for 2015/2016 (Incremental PJM Net Zonal Lead
Price) into the BGS-FP spreadsheet.
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The EDCs state the BGS-CIEP tariffs for each of the EDCs charge the BGS-CIEP Auction
clearing price directly in the Capacity Charge. The EDCs realize the effect of the changes to
PJM’s RPM construct may not be known until after the 2015 BGS Auction resuits have been
approved by the Board. The EDCs request the Board direct them to file tariff sheets with the
June 1, 2015 BGS-CIEP rates in March 2015, while also recognizing those rates may need to
be revised as soon as the revised PJM Net Zonal Load Prices are available to the EDCs and
the Board. When the revised PJM Net Zonal Load Prices are available to the EDCs and the
Board, the EDCs will file revised BGS-CIEP tariff sheets for the price changes resulting from the
Incremental PJM Net Zonal Load Price being added to the capacity charge in the BGS-CIEP
tariffs. (EDC Supplemental Comments at 1 - 7).

NEPM indicates that it is opposing PJM’s Updated Capacity Proposal given its disregard for the
existing commercial arrangements of wholesale suppliers that in good faith relied on clearing
prices for capacity established in prior PJM RPM Auctions. NEPM feels that this disruption to
BGS, especially in the transition, introduces high levels of market uncertainty that will inevitably
lead to higher wholesale supplier risk premiums as the proposal injects fear and doubt into the
otherwise stable and successful BGS process.

NEPM further indicates that, in addition to potential billions of unnecessary costs being paid by
customers, the PJM Updated Capacity Proposal could undermine and jeopardize the entire
foundation of success that the BGS process in New Jersey has thrived and flourished on for
over a decade. NEPM believes that this may cause market participants to flee, and that this
mid-stream change will inevitably cast lingering shadows of doubt related to capacity pricing.
NEPM believes the Board must act swiftly to amend the BGS procurement SMA to prevent
disruption to BGS service in New Jersey.

NEPM indicated that in light of the proposed transition mechanism in PJM’s Updated Capacity
Proposal beginning as early as the BGS year 2015/2016, the SMA should be revised to fix the
PJM capacity price and volume'" suppliers should use in preparing their bids for each year of
the SMA term to the values published at the time of the BGS Auction in the in the most current
RPM BRA and Incremental Auction. NEPM recommends that any change in PJM Capacity
price/volume due to subsequent incremental RPM auctions, or costs associated with PJM
proposed imposition of a CP (or similar obligation}, should become a pass-through for a BGS
Supplier. In addition, following the same logic, NEPM believes that the Board should authorize
amendment of existing SMAs. NEPM feels this is necessary to ensure a well-functioning BGS
Auction that draws the maximum participation from potential suppliers at the lowest reasonable
price and that complies with the requirements of EDECA section 9 that BGS Suppliers be given
the opportunity to recover all costs incurred in previding BGS Supply. NEPM proposes that, in
order to permit such recovery, the Board promptly issue an order authorizing all existing SMAs
to be amended to permit recovery of any increased Capacity or CP obligation ultimately
imposed on BGS-FP suppliers. (NEPM Supplemental Comments at 1 - 7).

Consteilation states that to the extent that a CP product for these interim years in the Transition
Period is approved, it recommends the Board order each EDC to propose and submit for
approval 2 new non- bypassable rider under which an EDC will recover these new,
unhedgeable charges only for an Interim CP Product from all consumers, whether shopping for

supply from a TPS or taking BGS supply service from the EDC. (Constellation Supplemental
Comments at 3 - 4).

" Capacity process referred to is identified by PJM as the Final Zonal Load price {$/MW-day); Capacity
volume referred to as the Final Zonai Unferced Capacity ("UCAP”) Obligation (MW).
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TransCanada agrees with NEPM that there will be considerable uncertainty regarding the year-
over-year cost impact on BGS suppliers of PIM’s proposed capacity market reforms that will
persists for future BGS procurements that, at the very least, include delivery year 2015/2016.
TransCanada indicates, to the extent that the impact of unforeseen risks can be minimized with
limited regulatory cost pass though mechanisms, greater certainty is achieved and risk
premiums will be reduced. TransCanada believes the purpose of the performance capacity
product is to improve the level of reliability to end-use custemers. Consequently, TransCanada
believes it is reasonable for end-use customers to pay their fair share of costs by way of a direct
pass through. With respect to NEPM's proposal to amend the BGS-FP SMA, TransCanada
generally agrees with NEPM's proposal. TransCanada requests the Board modify the BGS-FP
SMA to adapt the mechanism used to fix transmission charges to also fix BGS-FP SMA rates
for capacity for the forward years of supply contracts entered into in the 2013 and 2014 BGS
Augctions, and SMA to be entered in for the 2015 BGS Auction. {TransCanada Supplementatl
Comments at 3-4)

FirstEnergy indicates that BGS Suppliers’ bids in the 2013 and 2014 BGS Auctions and their
resulting capacity obligations under the BGS SMAs were based on known capacity costs that
were established largely based on the PJM BRA that preceded each BGS Auction. FirstEnergy
believes that the proposed PJM CP Transition Auction Mechanism could result in BGS suppliers
subsequently incurring capacity costs they could not have foreseen when they bid to serve BGS
Load. In addition, FirstEnergy also points out that BGS suppliers will likely bid in the upcoming
2015 BGS Auction pefore FERC has issued a decision on the PJM CP Updated Proposal.
FirstEnergy believes that suppliers participating in the upcoming 2015 BGS Auction will also
face the possibility of subsequently incurring costs they did not factor into their bids.

FirsiEnergy believes to address this uncertainty the BGS SMA must be amended or
supplemented to ensure that current and future winning BGS suppliers will be made whole for
any subsequent increase in capacity costs as a result of the PJM CF Updated Proposal.
FirstEnergy believes this recommendation is consistent with the SMA treatment of increases in
Firm Transmission Service during the term of the SMA, and that such an amendment or
supplement to the SMA will provide BGS suppliers with valuable certainty regarding their
contractual obligations resulting from recent BGS Auctions as well as the upcoming 2015 BGS
Auction. (FirstEnergy Supplemental Comments at 1 — 2).

IEPNJ asserts that now that the PJM CP process has evolved through two proposals (an initial
proposal filed on August 20 and an Amended Proposal filed on October 7), it is becoming
clearer that there are significant issues that the Board should address in its BGS Order so that
the uncertainty of the CP process is squarely addressed and bidders will be able to a)
participate in the BGS auction and b) bid prices that do not contain significant risk premiums
embedded in their prices, which would be harmful to ratepayers. 1EPNJ believes that as this
PJM process has evolved, it has become clearer the BPU should take preemptive action to
preserve the positive effects of its tested BGS auction process. 1EPNJ indicates without BPU
action, the State's BGS process will be infused with uncertainly that will impact supplier
behavior for not only the 2015 auction, but for future auctions as well. In addition, |IEPNJ
believes robust participation in the BGS will be threatened with suppliers electing to opt out,
rather than take the risks imposed by PJM under the CP Updated Proposal.

IEPNJ therefore recommends an adjustment to the SMA in the currently effective BGS contracts
resuiting from the 2013 and 2014 BGS Auctions and in the SMA to be used in the upcoming
2015 BGS auction can effectively address the impact of any PJM action, and thereby maintain
the integrity of New Jersey's BGS process. IEPNJ indicates this should be done with a formula
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approach, allowing these costs, when and if they materialize, to be recovered by BGS
Suppliers. IEPNJ believes this adjustment can be written in a manner that is a) flexible so it can
adjust to reflect the CP structure the FERC ultimately accepts (and if the proposal does not
move forward at FERC, then the SMA adjustment is not activated), and b) is formulaic and
based on numbers that are available and transparent based on PJM and EDC data. IEPNJ
indicates without this modification of the SMA, Suppliers participating in the BGS auction will
price the “worst-case- scenario-uncertainty” into their BGS prices with resulting higher prices for
New Jersey's ratepayers. Further, prices in future BGS auctions will reflect the uncertainty on
the part of suppliers that the BPU has not maintained a BGS process that instills confidence in
the BGS structure such that unanticipated changes by PJM will be recoverable. {(IEPNJ
Supplemental Comments at 2 - 5).

Noble indicates it is important that any cost recovery mechanism regarding PJM's CP proposai
recognize existing retail contractual commitments and the existing retail electric market. Noble
recommends any cost recovery mechanism that is entertained by the Board be compietely
bypassable by any customer which is not on the default service, and the costs be handled
timely and in a way that accurately reflects current market conditions and does not atlow for
deferrals or other mechanisms that would distort the true costs and market price signals. (Noble
Supplemental Comments at 2-3).

RESA maintains unless the Board acts to provide an explicit recovery mechanism for the
increased cost resulting from the CP Updated Proposal, both TPSs and BGS suppliers will be
financially harmed as they incur these unanticipated costs without the ability to recover them
from their customers with existing Fixed Price contracts. RESA indicates that as a result, New
Jersey customers would face dramatic price increases as BGS suppliers and TPSs build -
significant risk premiums into their price offerings (to protect themselves from future unknowable
evenis) and/or exit the New Jersey market altogether.

RESA recommends to avoid further damage to the retail market in New Jersey, the Board
create an EDC administered cost recovery mechanism for the incremental costs created during
the PJM CP Transitional Years. RESA recommends the Board direct the New Jersey EDCs to
create a reconcilable and nonbypassable charge to assess these incremental costs to all
delivery system customers. RESA maintains that under this approach, the EDCs would collect
the identifiable CP costs from both BGS customers and TPS customers through a BPU-
approved surcharge on customer bills. RESA asserts universally imposing these costs as a
wires charge would be the fairest way to asses these charges to TPS and BGS customers,
while promoting confidence among TPSs and BGS suppliers and stability in New Jersey's
energy marketplace.

TransCanada, in response to the EDCs’ proposal, indicates it appears to capture only a change
in the capacity price. Because the PJM CP Transition Mechanism calls for the acquisition of
additional capacity, it is highly likely Final Zonal UCAP obligations will increase, and with it the
UCAP obligation of BGS Suppliers. TransCanada indicates the incremental costs associated
with such an increase in capacity obligations would be material to BGS suppliers, and therefore,
should also be part of any mechanism to recover the costs.

In addition, TransCanada notes the same concern it and other competitive suppliers have
articulated in comments filled in this docket; that regulatory uncertainty about the PJM capacity
market could reduce participation by suppliers in the BGS solicitations. This same concern was
cited by consultants who reviewed the results of the most recent standard offer service
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solicitation in Maryland.’> TransCanada indicates that in explaining the decrease in bidders,
the consultant, Boston Pacific, stated at page seven of the testimony the primary cause was
uncertainty surrounding PJM’s capacity market. TransCanada pointed out the consultant
indicated that PJM is currently considering several changes that will have an effect not only on
prospective capacity prices, but also on established prices. For this reason, TransCanada
urges the Board {o implement a mechanism to allow suppliers to recover these costs.
{TransCanada Supplemental Comments at 3 - 4).

NEPM, in reply to the EDCs’ proposal, believes the formula used in the supplements as
proposed by the EDCs should be refined to calculate both the price and volume of capacity in
the pass through formula. NEPM indicates PJM has two options at its disposat with respect to
how it may actuaily implement CP. The first is to somehow improve the quality of the capacity
PJM has already purchased, which in NEPM's opinion will translate into higher pricing for that
product, and second, by purchasing additional capacity above and beyond the current planning
parameters of RPM. NEPM agrees that the EDCs’ proposal correctly adjusts EDC payments
made to BGS suppliers to account for their additional capacity costs. NEPM believes in the
latter case the EDC proposal would not adequately account for a BGS Suppliers’ additional
capacity costs as with this type of solution, the volume of capacity obligation BGS Suppliers will
bear is raised while the price of that capacity may or may not be increased. NEPM indicates
that the fail-safe solution is that regardiess of the mechanism used by PJM to transition CP, the
Beard should adopt a mechanism that would be able to address changes in both price and
volume.

Further NEPM echoes TransCanada’s comments that without definitive action by the BPU, New
Jersey's BGS Auction scheduled for February will face similar challenges as Maryland's
standard offer service (“SOS") procurement. NEPM stresses that these challenges will place
customers in the precarious position of potentially having to pay excessive prices based on risk
premiums or, equally troubling, unnecessarily high prices due to lack of participation and
competition. (NEPM Supplemental Reply Comments at 3 — 5).

Rate Counsel protests, as expressed in its supplemental comments, that allowing the pass
through of increased capacity costs to New Jersey ratepayers sends the wrong message. Rate
Counsel believes if the Board aliows the BGS providers and TPS to pass through increased
capacity costs imposed on them by PJM and/or FERC, there is absolutely no incentive for these
suppliers to participate at PJM and FERC to advocate for reasonable capacity prices. Rate
Counsel believes the persistent changes to RPM will continue and costs for all New Jersey
customers will increase. Rate Counsel urges the Board not to modify the SMA or establish a
non-bypassable charge to cover any increase in capacity costs for existing contracts.

Rate Counsel strenuously objects to NEPM's proposed changes to the SMA. Rate Counsel
believes the proposed changes would completely insulate BGS Suppliers from any and all PJM
capacity market changes. Rate Counsel also believes BGS is supposed to be a full
requirements product, and the proposed changes would fundamentally alter that structure and
threaten the stability and purpose of the BGS auction. Rate Counsel argues PJM capacity
market rules change frequently, and the proposal to add each change into the BGS-FP auction
price is a radical change that is neither warranted nor fair. Rate Counsel believes BGS
providers are in a far hetter position to anticipate and influence capacity market changes than
BGS customers.

2 The testimony is available at;
hitp:/webapp.psc.state.md. us/Intrane’Casenum/Newlndex3_VOoenFile.cfm#ilepath=C:/Casenum/2000
0-9099/9056/Item_510//MossburgandGottshallTestimony102314. pdf
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Rate Counsel does recognize the Board's concern regarding existing BGS Suppliers who could
not have reasonably foreseen PJM's proposed CP changes to the capacity market at the time
they bid into the prior BGS auctions. Rate Counsel proposes that if the Board is inclined to do
anything, the pass through should be limited to allow current BGS providers to pass through
incremental costs they can demonstrate are the resuit of CP changes. Rate Counsel does not
believe bidders in the upcoming 2015 BGS auction should be protected from the proposed
changes as by February 2015, bidders in the BGS auction should be able to reasonably project
future capacity costs, at least for the next three years.

Further, Rate Counsel strongly advocates this kind of mechanism should not apply to TPS.
Rate Counsel indicates that BGS is a regulated product, there are no individually negotiated
contracts, all winners in the auction are required to sign the same SMA. On the other hand, as
noted in comments filed in this proceeding, TPSs have the freedom to determine what products
and services to offer into the New Jersey Retail Electric Marketplace. Rate Counsel believes a
TPS provider is in the business of managing risk and has the ability to address future changes
of law or unanticipated price increases due to regulatory action in a negotiated contract. (Rate
Counsel Supplemental Reply Comments 2 -5).

The Board is faced with making a decision on what action to take within the BGS procurement
proceeding, if any, in light of the PJM proposed changes to the capacity market based primarily
on comments made by stakeholders in the current BGS proceeding regarding the PJM Capacity
CP Transition Auction Mechanism, Section Xill of the proposal. The Board believes the
proposed changes may introduce uncertainty into the BGS procurement process and current
BGS contractual obligations, and therefore, the Board should take preemptive action. it should
be noted, however, that any actions the Board may take in this proceeding to protect the
integrity of the BGS procurement process should in no way be seen as changing its position
regarding the merits of the PJM CP Updated Proposal.

Specifically, the Board is on the record with the Organization of PJM States ("OPSI") in
expressing to PJM that the solutions proposed in the PJM CP proposal are quite complex and
could have substantial adverse pricing effects upon end-users and PJM has not provided
sufficient data to permit OPS| members and other stakeholders to evaluate the need, benefits to
load or effectiveness in protecting reliability of its proposals. OPSI has argued that the PJM CP
proposals require further examination and discussion among stakeholders once PJM has
provided adequate analyses of the expected effects of the CP proposals before any
implementation. Accordingly, OPS! urged that PJM continue a robust stakeholder process at
least through the next winter season. Also, OPS! believes that many of PJM's more aggressive
market redesign proposals should not be considered for adoption until after the implementation
of several near-term programs this winter and an evaluation of the effectiveness of those
programs. if PJM decides to file the CP Updated Proposal with FERC, the Board along with
OPSI and other PJM stakeholders with the same interests, will continue to argue against the
proposal. While the Board is taking actions in its 2015 BGS proceeding to address the PJM CP
Proposal Transition Mechanism as it relates to BGS, it is doing so solely to protect the structural
integrity of the BGS procurement process that has led to a competitive BGS Auction process for
the last thiteen years. As such, adoption of any mechanism to accommodate the possible
approval of some form of the CP Updated Proposal in no way diminishes the right of the Board
to argue its objections regarding the merits of the PJM CP proposal at PJM and at the FERC.

On Qctober 7, 2014 PJM Interconnection, L.L.C. ("PJM") released its CP Updated Proposal.

Board Staff offered parlies the opportunity to comment on the PJM Capacity Performance
Proposal Transition Auction Mechanism, Section X!t of the proposal, as Staff believed it might
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introduce uncertainty into the BGS procurement process and current BGS contractual
obligations. Parties submitied supplemental comments by October 22, 1014 and supplemental
reply comments by October 29, 2014. In response, as indicated above, the Board received a
variety of proposals from market participants. These included an EDC proposal that would
make BGS suppliers whole for increases in capacity prices as a result of possible FERC
approval of the PJM CP propasal for those who signed the BGS-FP SMA for the 2013 and 2014
BGS Auctions, and for BGS winners who sign the 2015 SMAs. In addition, the EDCs’ propesal
also includes a methodology for collection in rates to allow winning bidders to recover the
increase in capacity costs, using the same methodology currently used to recover other BGS
costs from ratepayers. Of importance, the EDCs indicated their proposal would not have any
impact on ratepayers should for whatever reason the PJM CP proposal not to be implemented.
NEPM filed a proposal similar to the EDCs’ making BGS Suppliers who signed the 2013, 2104
SMAs and who will sign the upcoming 2015 SMAs whole for any increase in price and volume
resulting from FERC approval of a CP Proposal. IEPNJ also recommended that an adjustment
be made to the SMAs that are currently effective for BGS contracts resulting from the 2013 and
2014 BGS Auctions, and in the SMA that will be used in the upcoming 2015 BGS auction to
address the potential impact of the PJM CP proposal and thereby maintain the integrity of New
Jersey's BGS process. Several parties, including RESA, proposed the use of a variety of
methodologies for creating a non-bypassable charge to recover the expected increase in
capacity costs from ratepayers. Rate Counsel protested allowing the pass through of increased
capacity costs to New Jersey ratepayers sends the wrong message. However, Rate Counsel
indicated it does recognize the Board's concern regarding existing BGS suppliers who ¢could not
have reasonably foreseen PJM's proposed CP changes to the capacity market at the time they
bid into the BGS auction. Therefore, Rate Counsel proposes, if the Board is inclined to do
anything, the pass through should be limited to aliow current BGS providers to pass through
incremental costs they can demonsirate are the resulf of PIJM CP changes. Rate Counsel does
not believe bidders in the upcoming 2015 BGS auction should be protected from the proposed
changes. Rate Counsel feels that by February 2015, bidders in the BGS auction should be able
to reasonably project future capacity costs, at least for the next three years. Further, Rate
Counse! strongly advocates any adjustment mechanism should not apply to TPS.

The Board agrees with the comments in this matter that point to a common theme among all
stakeholders - the PJM CP proposal is an unforeseen and unhedgeable event that proposes
structural changes 1o the rules governing capacity markets, having the potentiat to result in
unknowable changes to the costs of serving BGS load. Many stakeholders indicated to
maintain the viability of the BGS process, the Board should provide compensation to BGS
Suppliers for the incremental costs they face as a result of proposed changes to the RPM
construct that arise from PJM's CP proposal. There were points made by some stakeholders
that especially in the transition period, the PJM CP proposal introduces high levels of market
uncertainty and will inevitably lead to higher wholesale supplier risk premiums as it injects fear
and doubt into the otherwise stable and previously successful BGS procurement process.
Further, stakeholders have articulated in comments filled in this docket, regulatory uncertainty
concerning the PJM capacity market could reduce participation by suppliers in the BGS
solicitations as was cited by the consultants who reviewed the results of the most recent
standard offer service solicitation in Maryland. In explaining the decrease in bidder participation
in the recent Maryland procurement for default load, the consultant, the same consultant the
Board relies on in this proceeding, conciuded the primary cause for the decreased participation
was uncertainty surrounding PJM's capacity market.

For these reasons, the Board believes it should take preemptive action to preserve the positive

effects of its tested BGS auction process. The Board feels that without action, the BGS process
will be infused with uncertainly, likely to impact supplier behavior for not only the 2015
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procurement process, but for future procurements as well. In addition, the Board is concerned
the robust participation in the BGS procurement process that has been the hallmark of previous
successful BGS procurements will be threatened with suppliers electing to opt out, rather than
taking the risks imposed by the CP Proposal. The Board's BGS consultant, Boston Pacific, has
repeatedly indicated in its Final Report that a farge number of bidders is helpful because it
increases the total supply bid offered in the Auction, resulting in pushing prices down. The
Board believes a reduction in the number of bidders in the BGS procurement process could
undermine the structurat integrity of the Auction process and increase BGS costs to ratepayers.
The Board is further concemned, especially during the transition phase, the PJM CP proposal
introduces high levels of market uncertainty that could lead to higher wholesale supplier risk
premiums as it injects an additional element of risk into the otherwise stable and successful
BGS process.

N.J.S.A. 48:3-57(e) provides that BGS suppiiers shall be permitted to recover through BGS
charges on a full and timely basis all reasonable and prudently incurred costs in the provision of
BGS. Although EDECA does not specify how such recovery is to be implemented, the Board
has long recognized that the BGS procurement process works best and leads to the lowest
reasonable prices when potential suppliers are not exposed to future costs (such as PJM
Network Integration Transmission Services ("NITS"), PJdM Transmission Enhancement Charges
(“TECs") and PJM Deactivation Charges or Reliability Must Run (‘RMR”") charges or costs due
to changes by regulatory agencies) that are not reasonably quantifiable or hedgeable at the time
that bids are submitted during the BGS procurement process. Otherwise, suppliers would likely
include an enhanced risk premium in their BGS bids to reflect the potential imposition of
unforeseeable or unhedgeable costs that may or may not be imposed during the period of the
proposed contract.

Based on the comments in the record, to preserve the viability of the BGS process, the Board
DIRECTS the EDCs to incorporate Attachment 1 to their Supplemental Comments into the 2015
BGS-RSCP (formerly, BGS-FP) SMA, and make Attachment 1 available to suppliers who won
franches in the 2013 and 2014 BGS-FP Auctions. Further the Board DIRECTS the EDRCs fo
incorporate Attachment 2 to their Supplemental Cormments into the 2015 BGS-CIEP SMA. Both
of these Attachments are included in Attachment D to this Order. In addition, the Beard
DIRECTS the EDCs to incorporate the mechanism to allow recovery of increased capacity
prices resulting from potential FERC approval of the PIJM CP proposal in the BGS-RSCP
{formerly, BGS-FP) and BGS-CIEP tariffs as propesed in their Supplemental comments.
Further, the Board DIRECTS the EDCs to make a compliance filing to incorporate the increased
capacity price resuiting from FERC approval of the PJM CP proposal in the BGS-RSCP and
BGS-CIEP tariffs as proposed in their Supplemental comments, within 14 days of the time the
new capacity prices are available to the EDCs and the Board. Finally, the Board DIRECTS
each EDC to conduct a public hearing in its service territory indicating for the period beginning
June 1, 2015 that FERC approval of the PJM CP proposal may lead to an increase in BGS
rates.

After reviewing the various propesals submitted by parties, the Board belisves the NEPM
proposal to make price and volume adjustments as a result of any FERC approval of the PJM
CP proposal has some merit. The PJM CP Updated Proposal in its current form could have
PJM procure up to 10,000 MW of additional capacity somewhere in the PJM footprint for the
2015/2016 delivery year. This increase in capacity could increase a BGS Supplier's volume,
thus increasing its capacity obligation and the cost of that obligation even if the cost of capacity
itself is not increased. The EDCs’ proposal is not structured fo compensate suppliers for this
increase in their capacity obligations and for the additional costs that could result from this
aspect of PJM’s CP proposal.
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For the remaining two years of the PJM CP Updated Proposal, there is no mention of procuring
new capacity, rather, the facus is on improving the quality of the capacity that PJM has already
purchased for which NEPM agrees that the EDCs’ proposal correctly adjusts EDC payments to
be made to BGS suppliers fo account for their additional capacity costs. Therefore, for the
2015/2016 delivery year, the Board DIRECTS the EDCs to modify their proposal to take into
account both price and volume adjustments for capacity additions resulting from the PJM CP
proposal, if ultimately approved by FERC. Further, the Board DIRECTS the EDCs to submit a
compliance filing 14 days from the date of this Order including a mechanism to allow recovery of
increased capacity costs, modifying Attachment 1t and 2 to allow BGS Suppliers to be
compensated for both price and volume adjustments for only the 2015/2016 delivery year of
PJM CP proposal.

RESA has stated that as a result of the PJM CP proposal unless the Board acts to provide the
TPS with an explicit recovery mechanism for the increased costs resulting from this proposal,
they will be financially harmed as they incur these unanticipated costs without the ability to
recover from their exisling Fixed Price contracts. RESA indicates as a resuilt, New Jersey
customers would face dramatic price increases as BGS suppliers and TPSs build significant risk
premiums into their price offerings (to protect themselves from future unknowable events)
and/or exit the New Jersey Market altogether. In the instant proceeding, the Board is focused
on implementing a successful BGS procurement process. The Board needs o better
understand the financial harm that would impact the TPS community as a result of the
implementation of the PJM CP proposal before it can make any determination on the merits of
RESA's proposal. Therefore, the Board invites TPSs to'make a filing with the Board explaining
how they would be financially harmed, recognizing that TPSs have the freedom to determine
what products and services to offer into the New Jersey retail electric marketplace through a
negotiated contract. This filing should also include several options that TPSs feel would resolve
what they perceive as financial harms, as well as a verification mechanism to determine the
actual costs a TPSs is exposed to as a result of PJM CP proposal.

BGS COLLATERAL REQUIREMENT

NEPM requests that the Board make specific changes to the BGS structure to ensure the credit
terms appropriately reflect changing market conditions. NEPM does not propose to do away
with the independent collateral requirement (“IRC”) but rather to improve upon that existing use
of certain collateral instruments and ultimately reduce what NEPM sees as unnecessary costs
for customers. NEPM believes the current collateral requirements in the BGS-FP auctions
leads to over- collateralization in Below Contract Price Environments, an inefficiency that they
believe is not without cost, a cost ultimately borne by customers. (NEPM Final Comments at 9).

The EDCs recommend that the Board reject NEPM's proposal to alter the BGS-FP collateral
requirements. The EDCs indicate that NEPM argues in its comments that the current BGS-FP
collateral requirements ead to supplier over-collateralization, in turn resulting in higher supplier
underwriting costs and in premiums in BGS-FP bid prices. The EDCs believe that there is no
evidence that the current BGS-FP collateral requirements have in fact led to these outcomes.
Further, the EDCs feel that the determination of what BGS-FP collateral requirements are
appropriate must start with the question of what BGS-FP coliateral requirements are needed to
ensure that customers are protected and receive the benefit of the bargain struck at the BGS-
FP Auction in the event of supplier default. They indicate that under the SMA, a supplier may
be granted an unsecured credit line and will post security in excess of that unsecured line of
credit. They further indicate that in the event that a BGS-FP Supplier encounters financial
difficuities, or market prices rise suddenly and a BGS-FP Supplier elects to default and deploy
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its supply sources elsewhere, the EDC has access to sufficient funds {o replace the defaulted
supply and protect BGS customers. Thus, the EDCs believe that monetary security provides
critical protection to BGS customers in the event of 3 default.

The EDCs feel that NEPM's proposed changes to the credit requirements should be rejected for
the following reasons. 1) The ICR is necessary so that customers receive the benefit of the
bargain obtained at the Auction. Netting of negative MTM values results in inadequate
protection to cover liquidation risk, as they feel this past winter's experience shows. 2) Very few
BGS-FP Suppliers are required to post liquid security for purposes of the ICR; and 3) The BGS-
FP SMA credit requirements are the result of a long-standing compromise that includes the ICR
as currently constituted, two unsecured credit lines offered by each EDC, and MTM marking
only when monthly, bi-monthly or annual quotes are available. if NEPM's proposal were
accepted, these items would need to be re-examined and changes to the SMAs could be
complicated and extensive, and would be significant. (EDCs’ Final comments at 11 - 14).

After carefully considering this request by NEPM, the Board concludes that customers should
ke protected from any default by suppliers providing BGS, and the ICR and the MTM multiplier
provide adequate protection. Since BGS suppliers are Load Serving Entities ("LSEs") in PJM,
the EDCs have transferred the PJM market credit requirements to BGS suppliers. As a result,
the primary collateral underlying the SMA is the posting of security in excess of the unsecured
credit line. Such monetary security is necessary in the event that a BGS supplier encounters
financial difficulties, market prices increase suddenly or if, for whatever reason, a BGS supplier
defaults on its obligations. in such an event, customers would be protected by the ICR and
MTM because the EDCs would have sufficient access to funds to replace the missing supply.
The monetary protection currently required by the SMA provides critical protection to the EDCs
and their customers in the event of a default. Additionally, given that 1) participation in the
BGS-FP Auction has been robust, 2) there is no evidence that the current BGS-FP collateral
requirements have in fact led to the outcomes as presented by NEPM in their comments, 3)
there is a lack of support for the proposed change, and 4) the Board in previous BGS
proceedings rejected similar proposed changes and has not been presented with any new
evidence to support if, the Board DENIES the request made by NEPM to madify the BGS
collateral requirement,

SEASONAL BILLING FACTOR PROCESS REQUIREMENT

NEPM indicates that historically, the BGS Auction has employed two Seasonal Billing Factors.
NEPM indicates one called “Summer” (June through September) and the other “Non-Summer”
(October through May). NEPM indicates that as a result pf the "polar vortex” and to help
appropriately refine the current design for wholesale supplier pricing, NEPM believes Seasonal
Billing Factors should now include three distinct periods: Summer, Non-Summer and “Winter”.
NEPM indicates the Summer period would remain the same, and Non-Summer would be
changed to the months of October through December, and March through May. Winter would
be defined as January through February. NEPM believes that these periods provide better
alignment of BGS-FP Supplier's revenues with their costs, reduce required working capital and
risk premiums, and ensure New Jersey consumers that remain on default supply don't have a
default price that is increased for unnecessary risk premiums from wholesale suppliers. (NEPM
Initial Comments at 5 to 6).

The EDCs assert that the seasonal billing factor changes advocated by NEPM are unnecessary.
The EDCs indicate that the BGS-FP Auction has historically applied a summer Seasonal Billing
Factor (June through September) and a winter Seascnal Billing Factor (October through May) to
final BGS-FP Auction prices by aligning prices paid to BGS-FP Suppliers with suppliers’

23 Docket No. ER14040370



seasonal costs. The EDCs point out that NEPM argues that two Seasonal Billing Factors are no
longer sufficient due to the price volatility experienced during the polar vortex. The EDCs
believe that retail BGS-FP rates are based on two seasons. They indicate that Seasanal Billing
Factors are derived in the same manner as the retail rates. They further indicate that
implementing three Seasonal Billing Factors, while maintaining the existing retail rate structure,
would increase the volume of the reconciliation charges. (EDCs Final Comments at 23).

The Board agress with the EDCs that changes to the seasonal hilling factor advocated by
NEPM are unnecessary for several reasons: 1) Seasonal Billing Factors are derived in the same
manner as the retail rates which are based on two seasons, 2) implementing three Seasonal
Billing Factors, while maintaining the existing retail rate structure, would have the potential to
increase the volume of the reconciliation charges; and 3} there is a lack of support for the
proposed change. Therefore, the Board DENIES the request made by NEPM to maodify the
BGS Seasonal Billing Factors used by the EDCs,

NON-BYPASSABLE CHARGES AND TRANSMISSION RELATED CHARGES

RESA urges the Board to ensure that the cost components in BGS service are set equitably
between BGS and TPS supply. RESA asseris that charges related to PJM NITS, TECs and
RMR agreements lack price fransparency, and RESA believes these cost components, which
are regularly reconciled for BGS customers, are best suited for the utilities to handle as part of a
nonbypassable charge. Therefore RESA requests that responsibility for NITs, TECs and RMR
charges should be transferred to the EDCs and be accounted for through a reconcilable and
nonbypassable charge. (RESA Initial Comments at 3 - 4).

Rate Counsel urges that RESA’s proposal for the creation of a nonbypassable charge for
changes to transmission-related costs should be rejected by the Board. Rate Counsel indicated
that since 2006, hundreds of millions of dollars in transmission-related increases have been
passed through to BGS-FP customers pursuant to Section 15.9 of the SMA. Rate Counsel
argues, as it has argued in the past, that BGS providers are better equipped and have the
resources necessary to intervene in FERC and PJM proceedings setting transmission rates.
With a nonbypassable charge directly passing any increases in transmission related charges to
ratepayers, the generators and marketers of supply in New Jersey will have no incentive to fight
for reasonable transmission raies. Rate Counsel therefore encourages the Board to discontinue
the pass through of changes to transmission related costs to BGS customers as is currently the
practice. Thus, rather than burdening ratepayers with additional nonbypassable charges, Rate
Counsel believes that none of these costs should be directly passed through to ratepayers but
should be integrated into the cost of supply as part of a full requirements fixed price product.
(Rate Counsel BGS Legislative Hearing Comments at 2 - 4).

The EDCs have two responses to RESA's proposal that the Board should ensure “that the cost
components in BGS service be set equitably between BGS and TPS supply.” First, the EDCs
maintain that the fransparency issue is a “red herring.” Second, the suggestion that
transmission responsibility be shifted to the EDCs has heen examined and rejected many times
in the past and there is no reason to reconsider this issue.

The EDCs believe that individual TPS representatives may initially be unfamiliar with New
Jersey BGS Tariffs and require assistance in understanding the derivation of rate components.
They indicate that answers to any questions that TPS representatives may have are already
available from the individual EDC itself through the EDC's TPS liaisons, or from the EDCs’
tariffs, or from responses posted to the BGS Auction web site FAQs. The EDCs believe that
when RESA asserts that charges related to NITS, TECs, and RMR agreements lack price
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transparency, RESA fails to acknowledge that there are tools already in ptace and at the TPSs’
disposal to understand these charges.

The EDCs believe that with respect to the effective shift of ali transmission responsibility to the
EDCs that is a step backward not forward. They believe BGS was founded on the simple
principle that the BGS provider was to the Load Serving Entity ("LSE") and responsible for all
PJM-mandated functions. This provides full parity and competitive neutrality with TPSs. The
ECDS indicate that in the past arguments have been made that certain functions that in the
EDCs' view are appropriately handled by the LSEs should be placed back on the EDCs. Thisis
a view that has been and should continue to be rejected, whether it originates from BGS
Suppliers or TPSs.

The EDCs further note that Rate Counsel opposes RESA's request, but went further at the
Legislative Hearing to recommend that the “pass-through” in Section 15.9 of the SMAs be
eliminated so that all transmission cost risks be placed upon the BGS Suppliers. The EDCs
agree with Rate Counsel that the responsibility for transmission for TPS customers should not
be shifted to the EDCs but disagree with Rate Counsel's recommendation to eliminate Section
15.9 and take issue with the facts offered in support. First the EDCs point out that increases
through Section 15.9 are not simply pass-throughs. The EDCs indicate that they file such
increases with the Board and these increases are only reflected in retail rates after the Board
has approved them. Second, the EDCs point out that hundreds of million dollars that have been
reflected in rates under Section 15.8 are not additional or incremental charges. They feel
absent Section 15.9, these same amounts would be in rates and, in addition, risk premiums
associated with taking the transmission cost risk would be in rates. The EDCs indicate that
BGS Suppliers must pay transmission costs and, without Section 15.9, anticipated increases in
transmission rate would be reflected in bids, albeit based on estimates and with an allowance
for uncertainty. They believe that the funds collected under Section 15.9 are payments that
would have been made even if Section 15.9 did not exist. (EDCs’ Final Comments at 20 - 22).

RESA indicates several reasons to suppor its claim that the Board should ensure that the cost
components in BGS service are set equitably between BGS and TPS supply, and that
responsibility for NiTs, TECs and RMR charges should be transferred to the EDCs and be
accounted for through a reconcilable and nonbypassable charge. First, RESA claims that
NITS, TECs, and RMR agreements lack price transparency. In response, the EDCs believe that
RESA fails to acknowiedge that there are toois already in place and at the TPSs’ disposal to
understand these charges. The EDCs point out that individual TPS representative may initially
be unfamiliar with New Jersey BGS Tariffs and require assistance in understanding the
derivation of rate components. They indicate that answers to any questions that TPS
representatives may have about these charges are already available from the individual EDC
itself through the EDC's TPS liaisons, or from the EDCs’ tariffs, or from responses posted to the
BGS Auction web site FAQs. Second, RESA requests that responsibility for NITs, TECs and
RMR charges should be transferred to the EDCs and be accounted for through a reconcilable
and nonbypassable charge. In response, the EDCs believe BGS was founded on the simple
principle that the BGS provider was to the Load Serving Entity ("LSE”") and responsible for all
PJM-mandated functions. They believe this provides full parity and competitive neutrality with
TPSs. Based on the record in this matter, the Board believes that the appropriate mechanisms
for a TPS to better understand and/or to obtain answers to questions about various BGS-FP
pricing components should be through the EDCs’ TPS liaisons, or from the EDCs’ tariffs, or from
responses to BGS Auction web site FAQs. Further the Board agrees with the EDCs that BGS
was founded on the simple principle that the BGS provider was fo be the LSE and responsible
for all PJM-mandated functions. The Board further believes that BGS Suppliers are best
positioned to assess and manage all risks, and that the BGS price should reflect such risks.
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However, the Board believes that transmission related costs are an exception. They are
regulated costs that cannot be managed or hedged and to which all suppliers are exposed.
Often they are reflected in rates charged by PJM to wholesales suppliers while not final and are
subject to refund. Therefore, the Board DENIES RESA's request that responsibility for NiTs,
TECs and RMR charges should be transferred to the EDCs and be accounted for through a
reconcilable and nonbypassable charge.

Rate Counsel's opposition to RESA's proposal went further and recommended that the “pass-
through” in Section 15.9 of the SMAs be eliminated so that all transmission cost risk be placed
upon the BGS Supplier. The EDCs indicate that while they agree with Rate Counsel that the
responsibility for transmission related costs for TPS customers should not be shifted to the
EDCs, the EDCs disagree with Rate Counsel's recommendation to eliminate Section 15.9 and
take issue with the facts offered in support. First the EDCs point out that increases through
Section 15.9 are not pass-throughs. The EDCs indicate that they file such increases with the
Board and these increases are anly reflected in retail rates after the Board has approved them.
Second, the EDCS point out that hundreds of million dollars that have been reflected in rates
under Section 15.9 are not additional or incremental charges. They feel, absent Section 15.8,
these same amounts would be in rates, and in addition, risk premiums associated with taking
the transmission cost risk would be in rates.

The Board agrees with the EDCs that BGS Suppliers must pay transmission cosis and, without
Section 15.9, anticipated increases in transmission rates would be reflected in bids, albeit based
on estimates and with an additional allowance for uncertainty. The Board believes that Section
15.8 of the SMA was developed as a practical middle ground. The purpose of Section 15.9 was
that BGS Suppliers receive protection against increases in NITS, RTEP and RMR changes that,
while perhaps not 100% perfect, is reasonable as any reductions in those charges must also be
reflected in rates. While there may well be premiums for residual risk, the Board believes that
competition limits those premiums. Further, while it is true that Section 15.9 can be complex at
times and does result in administrative costs, it represents a well-crafted balance that preserves
in large part the fixed-price nature of BGS and provides for a reasonable means of
compensating BGS suppliers for unhedgeable costs approved in advance by the Board. The
Board feels that Rate Counsel provides no factual basis that the "pass-through” in Section 15.9
of the SMAs be eliminated so that all transmission cost risk be placed upon the BGS Supplier
would provide any benefit to ratepayers, and would only add higher risk premiums and
uncertainty to the BGS process. At this time, the existing process for the "pass-through” of
increases and decreases in these costs, as defined in Section 15.9 of the SMA, is the most
efficient mechanism for minimizing the uncertainty of collection of these costs while maintaining
the full requirements nature of the BGS product. For these reasons, the Board REJECTS the
proposal of Rate Counsel to eliminate Section 15.9 of the SMA.

ADMINISTRATIVE EXPENSES

Rate Counsel indicates that every year in the EDCs' Joint Proposal, the EDCs notify the Board
that the EDCs will retain NERA as the Auction Manager to administer the Auctions and advise
the Board that, as in years past, the cost of the Auction Manager will be recovered through
tranche fees paid by winning bidders. Rate Counsel asserts that these fees are ultimately paid
by New Jersey ratepayers, whether through tranche fees or through the BGS reconciliation
charge, and therefore, the Board has an obligation to ensure that these amounts paid by
ratepayers are just and reasonabile.

Rate Counsel also indicates that in previous BGS proceeding comments it raised the issue of
legal fees resulting from the BGS patent defense claim being collected from ratepayers through
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the BGS administrative fees. Rate Counsel points out that in response, the Board directed the
EDCs to submit a report fo Staff and Rate Counsel detailing the total amount of BGS auction
patent legal fees paid to date and the recovery of these fees from ratepayers. Rate Counsel
further points out that the Board directed that after receipt and review of this information by
Staff, Staff will inform Rate Counsel and the EDCs how it plans to proceed before making any
recommendation to the Board. Rate Counsel indicates that on April 30, 2014, PSE&G, on
behalf of the EDCs, provided to the Board a table of the annual fees billed to the EDCs in
connection with the BGS ‘patent issues.” Legal fees through February 2014 total
$2,383,359.83. Rate Counsel asserts that while it has not yet received Staff's proposal, it
questions whether ratepayers should pay these fees.

Further Rate Counsel indicates that in addition, all the amounts paid through the BGS
administrative charge may be due for further review. Rate Counsel accordingly recommends
that the Board continue and expand the Staff action taken in the previous BGS proceeding and
initiate a review of all BGS administrative amounts. (Rate Counsel Initial Comments at 5 to 6).

The EDCs believe the BGS proceeding is an inappropriate forum for the review of administrative
expenses. The EDCs continue to believe this proceeding is not the appropriate forum to review
these patent claim issues, which may be the subject of litigation. They believe that the BGS
process is by necessity a streamlined process and must be resolved in a four to five month
period. The EDCs indicate that administrative cost reviews are akin to typical base rate case
expense level reviews that allow for a longer schedule. The Board is already in the process of
reviewing the BGS Auction patent issues in a separate review proceeding and should continue
with that process. (EDCs' Final Comments at 15).

The Board agrees with Rate Counsel that it should initiate a review of all BGS administrative
costs that are collected through the tranche fees. Therefore, the Board DIRECTS Staff to
initiate a review of BGS Administrative fees collected through the BGS tranche fees in a
separate proceeding to ensure that the amounts being paid by ratepayers are just and
reasonabte. However, with regards to litigation fees, the Board believes that with the ongoing
fitigation of patent claims issues asscciated with the BGS Auction process, specifically the costs
associated with the litigation itself should continue to be subject to confidentiality until the
conclusion of the patent claims issues involving the BGS Auction process. Therefore, at this
time, the litigation costs of patent claims issues associated with the BGS Auction process shall
remain confidential until the conclusion of the litigation. Upon conclusion of the litigation, the
Board DIRECTS Staff to initiate a review of the litigation costs of patent defense involving the
BGS Auction process.

RECONCILIATION CHARGE

RESA has recommended that the EDCs be required to utilize the same reconciliation charge
period. RESA asseris that a quarterly, forward looking reconciliation charge should be
implemented across all of the EDCs. RESA indicates that a uniform reconciliation charge will
better facilitate a transparent and forward looking price to compare ("PTC") which RESA
believes will assist customers in understanding their energy costs, and, if they choose to do so,
effectively shop for energy from a competitive supplier. RESA further points out that the lack of
a standardized, forward-looking reconciliation mechanism precludes the price transparency
needed for the successful implementation and utilization of a shopping comparison website.
RESA urges the Board to take action on this matter in this BGS proceeding, and direct the
EDCs to utilize a quarterly, forward looking reconciliation charge. (RESA Initial Comments, 3 -
4).
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Rate Counsel notes that the EDCs have proposed changes in this proceeding to more
accurately calculate the BGS reconciliation charge. Accordingly, Rate Counsel recommends
that the Board not intreduce further changes in the reconciliation charge calculation untif the
EDCs' proposed changes have been implemented and evaluated. (Rate Counsel BGS
Legislative Hearing Comments at 4).

The EDCs indicate that they categorically disagree with RESA’s claims. The EDCs indicate that
in their July 1, 2014 filing for the upcoming BGS Auctions they have updated the rate design to
reflect current migration levels, which should lower deviations between costs and revenue, and
ultimately reduce reconciliation charges. In addition the EDCs point out that the difference in
time periods is a function of each EDC's billing system, and mandating changes that would
require billing system maodifications is not justified. The EDCs also believe that the concept of a
“forward looking reconciliation charge” is inherently contradictory. A reconciliation charge is
necessary because revenues collected for BGS and payments to BGS suppliers differ. Further,
the EDCs indicate that they have been working with Board Staff and believe that data
improvements made in this year's BGS filing will move toward reducing the amount of the
reconciliation charge. Finally, the EDCs point out that Rate Counsel in its comments in this
proceeding has noted these efforts and concurred that the changes sought by RESA are ill
advised given this effort. The EDCS believe that the RESA proposal is neither practical nor
necessary, and as such should be rejected by the Board. (EDCs' Final Comments at 19).

The Board agrees with Rate Counsel and the EDCs that the current BGS filing does include
changes that have the potential to more accurately calculate the BGS reconciliation charge.
Further, the Board agrees with Rate Counsel that the Board should nof introduce further
changes in the reconciliation charge calculation until the EDCs' proposed changes have heen
implemented and evaluated. Accordingly, the Board BPIRECTS the EDCs to provide data to
Staff and Rate Counsel in July 2016 on the implementation of the proposed changes to the
reconciliation charge over the Energy Year 2015 period. Until Staff and Rate Counsel have had
a chance to review the data provided by the EDCs, the Board BENIES RESA's request for the
Board to direct the EDCs to utilize a quarterly, forward looking reconciliation charge.

CONFIBENTIALITY

The EDCs have requested that the Board approve a confidentiality order as in prior years. The
integrity of the Auction process depends on a fair set of rules that promotes dissemination of
information in a non-discriminatory manner, and results in no bidder or bidders having an
advantage over any other. From the Board's experience with prior BGS Auctions, it appears that
certain information pertaining to the Auction design methodologies, including, but not limited to,
the starting price and volume adjustment guidelines, if made public, could have the potential to
distort the Auction results. Furthermore, information provided in the bidder application forms and
specific bidder activity during the Auction may be information that, if disclosed, could place
bidders at a competitive disadvantage, and/or potentially distort the Auction results. The Board
considered and ruled upan Auction confidentiality issues in its December 1, 2004 Order (Docket
No. E0040402388). The Board found that certain financial and competitive information should
be protected, not only as a matter of fairness to potential bidders, hut also to ensure that these
and any future BGS Auctions are competitive. These provisions were adopted and applied in
subsequent Auctions. The Board FINDS that the confidentiality provisions of its December 1,
2004 Order in Docket No. £E004040288 remain necessary and appropriate for the continued
success of the BGS Auctions, and HEREBY APPROVES the same confidentiality provisions for
the 2015 BGS Auctions, and incorporates the reasoning and relevant provisions of its
December 1, 2004 Order as if set forth at length herein. A copy of that Order is attached hereto
as Aitachment C.
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AUCTION PROMOTION/DEVELOPMENT

The Board concludes that a successful BGS procurement can be achieved with a well-designed
simultaneous descending clock Auction, provided that the rules and details are specified and
implemented correctly, and provided that the Auction process provides sufficient awareness
among qualified potential bidders so that a competitive procurement takes place. To maximize
paricipation and competition, the Auction process requires a marketing and promotion plan
aimed at ensuring exposure and awareness among qualified potentiat bidders. This year, as in
past years, the EDCs and the Auction Manager will attempt to facilitate the process and
increase the number of prospective bidders by publicizing the Auctions and by educating
potential bidders about the proposed Auctions. Among the steps to be undertaken are the
following: ™

« Bidder Information Session in Philadelphia;

» An Auction Web Site at www.bgs-auction.com which publicizes new developments,
aliows interested parties to downtoad documents related to the Auctions, has FAQs
(Frequently Asked Questions with answers) so all bidders are similarly informed,
provides potential bidders with data relevant to the bidding process, and has links to
PJM and other useful sites;

s Press releases to newspapers and trade publications; and

« Direct e-mails to interested parties to inform them of any new developments or any new
documents posted to the web site. .

The Board FINDS that the foregoing marketing efforts by the EDCs and the Auction Manager
should increase the chances that a successful BGS procurement will be achieved. Accordingly,
the Board APPROVES continuation of the above-referenced Auction promotion initiatives.

BOARD APPROVAL PROCESS

As noted above, the Board believes that a successful BGS procurement can be achieved with a
well-designed simultaneous descending clock Auction process, provided that the rules and
details are specified and implemented correctly.  Therefore, barring some unforeseen
emergency, the timing of the Auction process approved with this Order, including certification of
the Auction results, needs to take place according 1o a pre-approved schedule. As indicated in
Attachment A, Tentative Approvals and Process,™ there are a number of decisions/actions that
need to be made after Board approval of the Auction process. Each of these decisions/actions
needs to take place according o such a schedule so that the bidders are prepared for and
cornfortable with participating in the Auctions, and the Auctions result in competitive market-
hased BGS prices.

Based on the Board's experience with the previous BGS Auctions, uncertainty or delay in the
period between the submission of bids and the approval of bid results by the Board is of

'3 These actions have occurred for past Auctions and in anticipation of a favorable Board ruling herein,
some of these actions may have already been undertaken for the 2015 Auction.

" Attachment A is labelled “Tentative” o indicate that the Auction Manager, in consultation with Staff, has
discretion to make minor adjustments io these dates in order to provide for an orderly implementation
process, not to indicate that the Board anticipates any significant changes to this schedule.
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substantial concern to bidders. Paramount among the actions that need to be taken by the
Board is prompt certification of the Auctions’ results. Because of the volatility of the electric
markets, bids cannot remain viable for any prolonged period of time. If bidders perceive that
there may be a delay in certifying the results, any additional risk could be reflected through
higher bid prices. Furthermore, the Auctions have been designed to secure supply for all four
EDCs at the same time. The structure of the Auctions that permits and encourages bidder
movement among EDC products implies to the bidders that, while being different products,
tranches will be viewed on equal terms by the Board. It is important to the efficiency and
economy of the process that bidders do not impute unwarranted uncertainty into the Auction
results of any EDC. Therefore, as with past Auctions, the Board will consider the results of the
BGS-FP Auction in their entirety and consider the results of the BGS-CIEP Auction in their
entirety, and certify the results of each Auction for all of the EDCs or for none of them. The
Board will also cormnmit to addressing the results of the BGS-FP Auction and the BGS-CIEP
Auction no later than the second business day'® after the last Auction closes. At its discretion
and depending on circumstances, the Board may address the results of one Auction that has
closed while the second Auction continues. However, under all circumstances, the Board
intends to have considered the outcome of both Auctions by no later than the second business
day after the last Auction closes.

Another decision that requires Board approval is acceptance of the EDCs’ Compliance Filings.
Because of the significance of this proceeding, the Board DIRECTS the EDCs to make a
Compliance Filing by November 26, 2014. Further, the Board gives Staff the authority in
reviewing the EDCs’ compliance filings, to request that the Board Secretary issue compliance
letters approving the filings should Staff upon review find them in compliance with this Order.

Either the EDCs or the Auction Manager, in consultation with Staff and the Board’s consultant,
may make other Auction decisions as identified in Attachment A to this Order. These decisions
inctude establishing minimum and maximum starting prices, establishing specific starting prices,
the resolution of association issues, specific bidder application and credit issues, load cap and
volume adjustment decisions, Auction price decrements, and other decisions which might be
required throughout the implementation process. Some of the aforementioned areas, such as
bidder application and credit issues, are subject to rules spelled out in the Joint EDC Proposal.
Other areas, such as load caps and volume adjustment decisions, establishing minimum and
maximum starting prices, establishing specific starting prices, the resolution of association
issues, and Auction price decrements are either Company-specific concemns, are determined
directly from algorithms included in and approved as part of the Joint EDC Proposal, or are
areas that need to be addressed by the Auction Manager based on its experience in this field.
In the event that these other areas need to be addressed by the Auction Manger, the Board
DIRECTS that the Auction Manager include in its Final Report a description of any such actions.
Should any unforeseen circumstances occur during the Auction decision-making process, the
Board DIRECTS Staff to immediately bring the matter to the Board's attention.

When the Auctions are complete, the Board will review and consider the results within the time
frame set forth above, Prior to Board certification of the resuits, the Auction Manager will provide a
Final Report to the Board on the results of the Auctions and how the Auctions were conducted,
including the post-Auction evaluation forms in Attachment B. The Auction Manager will also
provide a redacted version of the Final Report, consistent with the confidentiality provisions of this
Order, to the EDCs and Rate Counsel. The Board's Auction consultant shall provide a Pre-

"5 As used in this Order, a “business day” is a day when the Board is open for business. Shoutld weather
or other conditions make the Board's cffices inaccessible, the period will run untit the end of the next day
that is not a Saturday, Sunday or iegal holiday.,
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certification Report to the Board, including completed post-Auction evaluation forms in the form of
Aftachment B to this Order, prior to Board centification of the resuits.

FINDINGS AND CONCLUSIONS

Based on the foregoing and after carefully reviewing the record in this proceeding, the Board
FINDS that:

This has been an open proceeding, with all parties desiring to present written or oral comments
on the record having been afforded the opportunity to do so;

The Joint EDC Proposal, as modified herein, is consistent with the Electric Discount and Energy
Competition Act, N.J.S.A.48:3-49 1o -107, and the EDCs’ Final Restructuring Orders;

The Joint EDC Proposal, as modified herein, can and should be implemented in a timely fashion
so as to secure BGS service for BGS customers beginning June 1, 2014;

The Joint EDC Proposal, as modified herein, appears to be the best means to secure BGS
service for the 2015 BGS period for BGS-CIEP customers, and for the remaining one-third of
the needs of BGS-FP customers, as well as for a portion of the BGS-FP service required for the
2016 and 2017 BGS periods;

The name BGS-FP will be changed to the BGS-RSCP for the BGS period beginning June 1,
2015.

An Auction process for ane-third of the EDCs’ BGS-RSCP load for a 36-month period balances
risks and provides a reascnable opportunity for price stability under current conditions;

An Auction process for procurement of the entire non-shopping BGS-CIEP load for a 12-month
period is appropriate,;

The EDCs’ BGS-RCSP rate design is an appropriate methodology to translate final BGS-RCSP
bids into customer rates for the purpose of this Auction;

The application of seasonal payment factors to the tranche-weighted Auction prices, determined
in the manner prescribed herein is appropriate, and may be updated by the EDCs in January to
reflect the most recent data;

Recovery of increases or decreases in rates for Firm Transmission Service from both RCSP
and CIEP customers, and payment of such increases or downward adjustments to rates paid to
BGS Suppliers, as provided in Section 15.9 of the SMAs is appropriate, subject to review and
verification of those charges by the EDCs prior to submission {o the Board;

Consistent with the Board’s pelicy that all CIEP customers benefit and should pay the costs of
having BGS-CIEP service available, capacity is the bid product in the CIEP Auction and the
CIEP Standby Fee will be assessed {o all CIEP customers;

The EDCs are the parties responsible to the Board for compliance with the RPS requirements;

The EDCs will prepare the RPS reports required by the Board on behalf of the BGS suppliers,
and will contractually require the BGS suppliers to comply with the Board's RPS requirements;
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The EDCs have designated NERA to continue fo act as the Auction Manager for the 2015
Auctions,;

Fulfilment of their Auction obligations will not cause successful bidders in the BGS Auction to
be “Electric Power Suppliers” as defined in N.J.S A. 48:3-51 and N.J.A.C. 14:4-1.2, and thus,
successful bidders do not need to obtain a New Jersey electric power supplier license to fuffitl
their Auction obligations;

All Auction rules, algorithms and procedures that were unchanged in this proceeding, and were
approved in prior Board Qrders, as well as the Auction rules, algorithms and procedures that
were modified in this proceeding, including changes in the decrement formulas, are deemed
reasonable for the purpose of these Auctions;

Certain information and processes associated with the Auctions may be competitively sensitive
by nature, and the Board has incorporated herein a Protective Order addressing treatment of
this competitive information as Attachment C;

The accounting and cost recovery processes identified in the EDC-specific Addenda to the Joint
EDC Proposal, as modified herein, are reasonable and consistent with the Board's Final
Unbundling Orders; .

The EDC-specific Contingency Plans are reasonable;

The Tentative Approvals and Decision Process Schedule in Attachment A reasonably balance
process efficiency with Board oversight;

Boston Pacific will be the Board's Auction Advisor for the 2015 Auctions, and will oversee the
Auctions on behalf of the Board consistent with the terms of its contract;

Two designees from the Board's Energy Division, the Office of the Economist and its consultant,
Boston Pacific, shall observe the Auctions for the Board;

The Auction Advisor will provide the post-Auction evaluation forms in Attachment B to the Board,
and a redacted version to the EDCs and Rate Counsel, on the resuits of the Auctions and how the
Auctions were conducted, prior to Board ceriification of the results;

Boston Pacific shall also provide a completed post-Auction evaluation form in the form of
Attachment B to the Board, prior to Board certification of the results;

The Board will consider the resulis of the BGS-RCSP Auction and the BGS-CIEP Auction each
in its entirety and certify the results of each for ali of the EDCs or for none of them no later than
the second business day after the last Auction closes. At its discretion and depending on
circumstances, the Board may address one Auction that has closed while the second continues;

Nothing herein is in any way intended to relieve the EDCs and/or the Auction Manager of their
responsibilities to conduct the Auction in a lawful manner, including obtaining any appropriate
licenses that may be required by law; and

For RPS compliance purposes, winning bidders in the 2015 BGS Auction, through the EDCs,

will be credited with an equivalent level of non-utility generation ("NUG"} RECs as would be
available to them through the EDCs.

32 Docket No. ER14040370



Accordingly, for the foregoing reasons, the Board APPROVES the Joint EDC Proposal,
including the BGS-FP and BGS-CIEP Auction Rules, the EDC-specific addenda and the
Supplier Master Agreements, with the modifications described herein. The Board reserves the
right, at the certification meeting, to reject the BGS-FP Auction results and/or the BGS-CIEP
Auction results.

Furthermore, the Board DIRECTS that the Joint EDC Proposal he modified consistent with the
foregoing, and that the EDCs make compliance filings consistent with this decision by
November 26, 2014. In addition, as indicated abhove, the EDCs shali file a compliance filing
within 14 days from the date of the Final Order including a mechanism to allow recovery of
increased capacity costs, modifying Attachments 1 and 2 to allow BGS Suppliers to be
compensated for both price and volume adjustments for only the 2015/2016 delivery year of
PJM CP proposal, and an additional compliance filing, if needed, to incorporate the increased
capacity prices resulting from FERC approval of the PJM CP proposal in the BGS-RSCP and
BGS-CIEP tariffs as proposed in their Supplemental comments, within 14 days of the time the
new capacity prices are available to the EDCs and the Board, if FERC approves the PJM CP
Proposal. The Board AUTHORIZES Staff, after reviewing each of the EDCs' above described
compliance filings, to request that the Board Secretary issue a compliance letter of approval if
Staff upon review finds the filings in compliance with this Order.

The Board FURTHER DIRECTS the EDCs to work with Staff and Boston Pacific to ensure that
any supplemental documents are fair and consistent with this decision, and that the review
procedures for bidder applications are applied in a consistent and non-discriminatory manner.

DATED: /34 / /‘f BOARD OF PUBLIC UTILITIES

BY:
)

/RECHARD S. MROZ
PRESIDENT

JOSEPH L. FIORDALISO MARY ANNA HOLDEN
OMMISSIONER COMMISSIONER

ATTEST:

K . HOERREY CERTIFY fhat o within
/Q”k W R A e
KRISTI IZZO e .
SECRETARY
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Tentative 2015 Auction Approvals and Decision Process

This document sets forth a high level view of the proposed approval and interaction
process. For purposes of the decision making schedule, the following abbreviations
apply:

EDCs - These are decisions for which the EDCs are solely responsible. The EDCs may
draw upon the Auction Manager (AM]} or consultants as they desire.

EDCs/BA — These are decisions for which the EDCs are solely responsible, where the
Board Advisor (Staff and/or Boston Pacific) will have an opportunity to observe the
decision process, but for which consensus or approval is not requested.

EDCs/AM/BA — These are decisions for which the EDCs are responsible, but where the
Auction Manager may advise, and the Board Advisor (Staff and/or Boston Pacific) will

have an opportunity to observe.

AM/BA — These are actions for which the Auction Manager is responsible, and on which
the BA will have the opportunity to observe and advise.

BPU — These are actions to be taken by the Board.

6. AM/EDCs — These are actions for which the Auction Manager is responsible and for
which the Auction Manager acts in concert with the EDCs.

Decision point Decision process Timing

Joint EDC Filing EDCs July 1, 2014
Decision on 2014 Process BPU November 21, 2014
Compliance Filing EDCs November 26, 2014
Approval of Compliance filing BPU Early December 2014
Final Auction Rules and Supplier | AM/EDCs Early December 2014
Agreements available

Announce minimum and AM/BA December 2, 2014
maximum starting prices

Announce Tranche Targets AM December 2, 2014
Announce Load Caps AM/BA December 2, 2014
Information session for potential AM/EDCs December 5, 2014
bidders

Review Part [ applications AM/BA December 16-19, 2014

Docket No. ER14040370
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Tentative 2013 Auction Approvals and Decision Process

Review Part 2 applications AM/BA January 14-22, 2014
Setting of target limit exposure to | EDCs/BA Mid-January 2015
contingency plan
Information Session for registered | AM/EDCs January 27, 2015
bidders
Trial Auction AM January 29, 2015
Establish EDC-specific starting EDCs/AM/BA Announced to bidders
prices for CIEP Auction on
February 3, 2015, for
FP Auction on
February 4, 2015
BGS-CIEP Auction starts February 6, 2015
BGS-FP Auction starts February 9, 2015
Provide full factual report to Board | AM/BA Upon competition of
FP Auction _
Board decision on Auction results | BPU No later than by end of
2" business day
following the calendar
day on which the last
auction closes.
2 Docket No. ER14040370
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POST-AUCTION CHECKLIST
FOR THE NEW JERSEY 2013 BGS-FP AUCTION

Prepared by: [Company]

[Introductory comments, if any.]

Auction began with the opening of Round 1 at [x:xx am] on Friday, February 9, 2015

Auction finished with the close of Round ##at  [xxx] on [xxx]

Start of Round 1 Start of Round 2 *

(after volume

Start of Round n *
(after post-Round 1

reduction in Round 1, volume reduction, if

if applicable) applicable)
# Bidders
Tranche target ## tranches ## tranches ## tranches
Eligibility ratio
PSE&G load cap ## tranches ## tranches ## tranches
JCP&L load cap ## tranches ## tranches ## tranches
ACE load cap ## tranches ## tranches ## tranches
RECO load cap ## tranches ## tranches ## tranches
Statewide load cap ## tranches ## tranches ## tranches

* Note: [No volume adjustment was made during the FP auction, so the pre-auction tranche
target and EDC-specific load caps were unchanged for the auction. / Or alternatively, note details
of volume adjustments if they occurred.]
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Post-Auction Checklist for the New Jersey 2015 BGS-FP Auction

Table 1 below shows pertinent indicators and measures for the auction.

Table 1. Summary of BGS-FP Auction

BGS-FP peak load share (MW)

Total tranches needed

Starting tranche target in auction

Final tranche target in auction

Tranche size (%)

Tranche size (approximate MW)

Starting EDC load caps (# tranches)

Starting statewide load cap (#tranches)

Final EDC load caps (# tranches)

Final statewide load cap (#tranches)

Quantity procured (# tranches)
Quantity procured (% BGS-FP load)
# Winning bidders

Maximum # of tranches procured from any one
bidder

Minimum and maximum starting prices prior to
indicative bids (cents/’kWh)

Starting price at start of auction (cents’kWh) *

Final auction price
(cents/kWh) **

* Price shown in “Total” column is an average across the EDCs weighted by each EDC’s
“Starting tranche target in auction”.

** Price shown in “Total” column is an average across the EDCs weighted by each EDC’s “Final
tranche target in auction”.



ATTACHMENT B
Docket No. ER14040370

Post-Auction Checklist for the New Jersey 2015 BGS-FP Auction

Table 2. Overview of Findings on BGS-FP Auction

I | BP’s/NERA’s recommendation as to whether the
Board should certify the FP auction results?

2 | Did bidders have sufficient information to prepare
for the FP auction?

3 | Was the information generally provided to bidders
in accordance with the published timetable? Was
the timetable updated appropriately as needed?

4 | Were there any issues and questions left unresolved
prior to the FP auction that created material
uncertainty for bidders?

5 | From what BP/NERA could observe, were there
any procedural problems or errors with the FP
auction, including the electronic bidding process,
the back-up bidding process, and communications
between bidders and the Auction Manager?

6 | From what BP/NERA could observe, were
protocols for communication between bidders and
the Auction Manager adhered to?

7 | From what BP/NERA could observe, were there
any hardware or software problems or errors, either
with the FP auction system or with its associated
communications systems?

8 | Were there any unanticipated delays during the FP
auction?

9 | Did unanticipated delays appear to adversely affect
bidding in the FP auction? What adverse effects did
BP/NERA directly observe and how did they relate
to the unanticipated delays?

12 | Were appropriate data back-up procedures planned
and carried out?

11 | Were any security breaches observed with the FP
auction process?
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Post-Auction Checklist for the New Jersey 2015 BGS-FP Auction

12 | From what BP/NERA could observe, were
protocols followed for communications among the
EDCs, NERA, BPU staff, the Board (if necessary),
and BP/NERA during the FP auction?

13 | From what BP/NERA could observe, were the
protocols followed for decisions regarding changes
in FP auction parameters {(e.g., volume, load caps,
bid decrements)?

14 | Were the calculations (e.g., for bid decrements or
bidder eligibility) produced by the FP auction
software double-checked or reproduced off-line by
the Auction Manager?

15 | Was there evidence of confusion or
misunderstanding on the part of bidders that
delayed or impaired the auction?

16 | From what BP/NERA could observe, were the
communications between the Auction Manager and
bidders timely and effective?

17 | Was there evidence that bidders felt unduly rushed
during the process? Should the auction have been
conducted more expeditiously?

18 | Were there any complaints from bidders about the
process that BP/NERA believed were legitimate?
19 | Was the FP auction carried out in an acceptably fair
and transparent manner?

20 | Was there evidence of non-productive “gaming” on
the part of bidders?

21 | Was there any evidence of collusion or improper
coordination among bidders?

22 | Was there any evidence of a breakdown in
gcompetition in the FP auction?

23 | Was information made public appropriately? From
what BP/NERA could observe, was sensitive
information treated appropriately?
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Post-Auction Checklist for the New Jersey 2015 BGS-FP Auction

24 | Does the FP auction appear to have generated a
result that is consistent with competitive bidding,
market-determined prices, and efficient allocation
of the BGS-FP load?

25 | Were there factors exogenous to the FP auction
(e.g., changes in market environment) that
materially affected the FP anction in unanticipated
ways?

26 | Are there any concerns with the FP auction’s
outcome with regard to any specific EDC(s)?
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POST-AUCTION CHECKLIST FOR THE NEW JERSEY
2013 BGH-CIEP AUCTION

Prepared by: [Company}] .

[Introductory comments, if any]

Auction began with the opening of Round T at  [x:xx am] on  Thursday, February 6, 2015

Auction finished with the close of Round ##at  [xxx] on fxxx]
Start of Round 1 Start of Round 2 * Start of Round n *
(after volume (after post-Round 1
reduction in Round 1, volume reduction, if

if applicable) applicable)

# Bidders

Tranche target ## tranches ## tranches ## tranches

. Eligibility ratio
Statewide load cap ## tranches ## tranches ## tranches

* Note: [No volume adjustment was made during the CIEP auction, so the pre-auction tranche
target and the statewide load cap were unchanged for the auction. / Or alternatively, note details
of volume adjustments if they occurred.]
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Post-Auction Checklist for the New Jersey 2015 BGS-CIEP Auction

Table 1 below shows pertinent indicators and measures for the auction.

Table 1. Summary of BGS-CIEP Auction

BGS-CIEP peak load share (MW)

Total tranches needed

Starting tranche target in auction

Final tranche target in auction

Tranche size (%)

Tranche size (approximate MW)

Starting load cap (# tranches)

Final load cap (# tranches)

Quantity procured (# tranches)
Quantity procured (% BGS-CIEP load)
# Winning bidders

Maximum # of tranches procured from
any one bidder

Minimum and maximum starting prices
prior to indicative bids (§/MW-day)
Starting price at start of auction
($/MW-day)*

Final auction price

($/MW-day)**

* Price shown in “Total” column is an average across the EDCs weighted by each EDC’s
“Starting tranche target in auction”.

** Price shown in “Total” column is an average across the EDCs weighted by each EDC’s “Final
tranche target in auction™.
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Post-Auction Checklist for the New Jersey 2015 BGS-CIEP Auction

Table 2. Overview of Findings on BGS-CIEP Auction

1 | BP’s/NERA’s recommendation as to whether the
Board should certify the CIEP auction results?

2 | Did bidders have sufficient information to prepare
tor the CIEP auction?

3 | Was the information generally provided to bidders
in accordance with the published timetable? Was
the timetable updated appropriately as needed?

4 1 Were there any issues and questions left unresolved
prior to the CIEP auction that created material
uncertainty for bidders?

3 | From what BP/NERA could observe, were there
any procedural problems or errors with the CIEP
auction, including the electronic bidding process,
the back-up bidding process, and communications
between bidders and the Auction Manager?

6 | From what BP/NERA could observe, were
protocols for comnmunication between bidders and
the Auction Manager adhered to?

7 | From what BP/NERA could observe, were there
any hardware or software problems or errors, either
with the CIEP auction system or with its associated
communications systems?

8 | Were there any unanticipated delays during the
CIEP auction?

9 | Did unanticipated delays appear to adversely affect
bidding in the CIEP auction? What adverse effects
did BP/NERA directly observe and how did they
relate to the unanticipated delay?

10 | Were appropriate data back-up procedures planned
and carried out?

11 | Were any security breaches observed with the
CIEP auction process?
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Post-Auction Checklist for the New Jersey 2015 BGS-CIEP Auction

12 | From what BP/NERA could observe, were
protocols followed for communications among the
EDCs, NERA, BPU staff, the Board (if necessary),
and BP/NERA during the CIEP auction?

13 | From what BP/NERA could observe, were the
protocols followed for decisions regarding changes
in CIEP auction parameters {e.g., volume, load cap,
bid decrements)?

14 | Were the calculations (e.g., for bid decrements or
bidder eligibility) produced by the CIEP auction
software double-checked or reproduced off-line by
the Auction Manager?

15 | Was there evidence of confusion or
misunderstanding on the part of bidders that
delayed or impaired the auction?

16 | From what BP/NERA could observe, were the
communications between the Auction Manager and
bidders timely and effective?

17 | Was there evidence that bidders felt unduly rushed
during the process? Should the auction have been
conducted more expeditiously?

18 | Were there any complaints from bidders about the
process that BP/NERA believed were legitimate?
19 { Was the CIEP auction carried out in an acceptably
fair and transparent manner?

20 | Was there evidence of non-productive “gaming” on
the part of bidders?

21 | Was there any evidence of collusion or improper
coordination among bidders?

22 | Was there any evidence of a breakdown in
competition in the CIEP auction?

23 | Was information made public appropriately? From
what BP/NERA could observe, was sensitive
information treated appropriately?
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Post-Auction Checklist for the New Jersey 2015 BGS-CIEP Auction

24 | Does the CIEP auction appear to have generated a
result that is consistent with competitive bidding,
market-determined prices, and efficient allocation
of the BGS-CIEP load?

25 | Were there factors exogenous to the CIEP auction
(e.g., changes in market environment) that
materially affected the CIEP auction in
unanticipated ways?

26 | Are there any concerns with the CIEP auction’s
outcome with regard to any specific EDC(s)?
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Agenda Date: 10/22/04
Agenda ltem: 2A

STATE OF NEW JERSEY
Board of Public Utilities
Two Gateway Center
Newark, NJ 07102
www.bpu.state.nj.us

ENERGY
IN THE MATTER OF THE PROVISION OF }
BASIC GENERATION SERVICE FOR ) DECISION AND ORDER
YEAR THREE OF THE POST-TRANSITION )
PERIOD —~ CONFIDENTIALITY ISSUES ) DOCKET Ne. ECD4040288

(SERVICE LIST ATTACHED)

BY THE BOARD:

This matter concerns the confidentiality of certain information to be utilized during the upcoming
Basic Generation Service ("BGS"} Auction.

At its October 22, 2004, public agenda meeting the Board approved an auction process for the
procurement of BGS suppiies for the period beginning June 1, 2005 {"Year Three of the post-
Transition Period” or “Year Three”), which process is substantially similar to the process which
was utilized for the past three years. In each of those auctions, the Board directed that certain
sensitive information and processes would be afforded confidgential treatment. At this time, in
response to a raquest by the electric disiribution companies ('EDCs") (EDC's Initial Proposal at
10-11), the Board is reaffirming the proprietary and confidential nature of the same procurement
information and processes for Year Three bidding as it did in its previous Orders. The following
areas are cavered by this Order.

(1) The Logic Processes and Algorithms: The auction manager, National Econamic
Research Associates ("NERA"), uses logic processes and algorithms to foster a
competitive auction,

{2) Starting Prices: EDC - specific mihimum and maximum starting prices and final
starting prices in effect during the bidding phase of the first round of the auction. Each
EDC, in consultation with Staff, NERA and the Board's consultant, Charies River
Associates ("CRA") sets its own starting prices. The EDC-specific final starting prices
are announced to approved bidders only, shortly before the start of the auction.

(3) Indicative Offers: The number of tranches that a qualified bidder is willing to
supply at the maximurm starting price and the number of tranches a qualified bidder 1s
wifling te supply at the minimum starting price. Indicative offers are used to determine



Attachment C

efigibility for participation in the auction and are considered in determining final starting
prices,

{(4) Round Prices and Individual Bids: The price set by NERA for each round of the
auction, the number of franches bid by each qualified kidder during each round of the
auction, and any other information submitted by the biader in each round ta fuily
specify its bid, such as exit prices and switching priorities.

(5) Bidder Information: The bidder identities and information supplied to NERA on tha
apptication forms to become a bidder in the New Jersey BGS Auction.

DISCUSSION

The Open Public Records Act ("OPRA™), N.J.8.A. 47 1A-1 et seq., which amended the former
Right to Know Law concerning the public's access to government records, became effactive on
July 8, 2002. One of the modifications includes an expansicn of the definition of a government
record from enly those documents required to be made, maintained or kept on file by law, to
information received, made, maintained or kept on file by a public agency in the course of i's
official business, except for advisory, consultative or deliberative material. N.J.S8.A. 47-1A-1.1.
The statute goes on to list information which shall not be included in the definition of a
government record and shall be deemed confidential, including trade secrets, proprietary
commercial or financial information, and information which, if disclosed, would give an
advantage to competitors or bidders. |d.

OPRA also changed procedures regarding government records by setting forth new format and
timing requirements for making and responding to requests for access. As a result, many public
agencies proposed new rules and regulations to redesign their record request operations ir
compliance with OPRA. The proposed new rules of the Board of Public Utilities appearad in the
July 1, 2002, New Jersey Register, and were adopted in the July 21, 2003 publicaticn of the
New Jersey Register.

As part of the new procedures established conceming the public's access te its records and for
claimants asserting confidentiality claims, the Board authorized its custodian of records to
determine whether information requested by the public is a government record within the
meaning of OPRA or is confidential. N,J.A.C.14:1-12.6. Additionally, the Board reserved its
authority to make a confidentiality determination when apprapriate:

Nothing herein shall fimit the Board's authority 1o make a confidentiality
determination within the context of a hearing or other proceeding or with
regard to any other matter, as the Board may deem appropriate.

IN.JAC. 14:1-12.8(d).]

Accordingly, the Board may make confidentiality determinations regarding information gathered
in proceedings such as the within matter. In ruling on the Year Three procurement processes,
the Board has determined that an auction process similar to the ones approved for the past
three years are the most appropriate means for obtaining energy prices consistent with those
achieved by a competitive market, as required by N,J.5.A. 48:3-57(d).

Simulating market conditions, however, requires that the auction participants know that their
competitive positions will not be compromised. Based on the experience and expertise gained

2 BPU Docket No EC04040288
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in the previous auctions, as well as the adwvice of its consultant, the Board recognizes the reed
to alleviate any doubts about its treatment of competitively sensitive information.

The Board has approved the use of a descending clock auction process for Year Three. The
auction process, at its most basic ievel, includes three groups of contributars. The first group is
made up of the four electric distribution companies the purchasers of the BGS supply, who rely
on maximum participation by qualified bidders in order to ensure a competitive procurement for
its BGS customers. The second group consists of the qualified bidders or BGS suppliers, which
proffer the competitive bids to supply tranches' of power to the EDCs. In order to become a
quatified bidder, BGS suppliers must meet certain general. financial and credit requirements.
Qualified bidders are made up of two groups: {a) those that provide direct supply and (b) trose
that provide supply through market purchases. The third contributor is the Auction Manager,
Nationat Economic Research Associates, who administers the auction in consuitation with the
EDCs, the Board Staff and the Board's consultant, Charles River Associates.

During the course of the auction. the auction manager solicits bids through a series of auct on
rounds. The first round begins as the BGS suppliers bid the number of tranches they are willing
to supply at each EDCs-specific starting prices. Assuming the number of tranches bid are
greater than those needed by an EDC, the next auction round proceeds at a tower price. With
each new price in the rounds, BGS suppliers may change their bids by modifying the number of
tranches they are willing to supply. Rounds in the auction continue until the total number of
tranches bid equals the total demand from the EDCs.

The auction process is expected to simulate a competitive market. The object is to allow prices
to tick down round by round until the final price 1s one that approximates a price that could he
achieved on an open market. To ensure that the EDCs get a competitive price, the BGS
suppliers must bid based on their individual assessments of a fair market value or at least their
assessment of individual ability to provide BGS supply at a particular rate. [f the bidders knew
each other's "market" positions or bid positions, the process would fail to create compeatition.
Similarly, if bidders knew all of the details of the auction process they might also be able to
determine their exact position in relation to other bidders and alse circumvent the competitive
intent of the process.

The Board is charged with overseeing the EDCs acquisition of BGS supply at market value. In
order to achieve this goal, the Board FINDS and CONCLUDES that it must provide a certain
amount of protection to the information supplied by the participants and to the formulas,
algorithms and logic used to develop critical auction particulars. The Board's analysis of the
need o treat certain information as competitively sensitive and confidential is set forth below.

i THE LOGIC PROCESSES AND ALGORITHMS THE AUCTION MANAGER USES TO
FOSTER A COMPETITIVE AUCTION

The auction manager will set the parameters for the auction, including the minimum and
maximum starting prices. The EDCs must use this price range, as well as their own calculations
to set their EDC-specific starting prices. Likewise, the qualified bidders must submit indicative
offers using the minimum and maximum starting prices. Though the minimum and maximum
starting prices are released publicly prior to the auction, the method used to determine these

' A tranche of one produet (i.e. a tranche of the BGS load for one EDC) is a full requirements tranche. A tranche for
an EDC is a fixed percentage share of the BGS load of that EDC for Year Three of the post-Transition Period
beginning June 1, 2004.

3 BPU Docket No. EO04040288
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prices is confidential information. Revealing this thought process could prejudice the
independent evaluation of market prices that qualified bidders would perform. Furthermore, it
would impede the competitive hature of the auction. So long as the bidders do not know the
rationale behind the auction prices, they must bid based on independent methodologies. As a
result, the bidders are more likely to make bids of varying degrees because their valuations will
be based on diverse variables.

Just as minimum and maximum starting prices are used {o promote competition, volume
adjustments during the auction rounds must be used to ensure that the EDCs receive the most
competitive bids. The auction manager is given the authority to make two volume adjustments
to ensure that the prices not only continue 1o decrease, but that bidding remains competitive.
The auction manager may reduce the auction velume {reduce the number of tranches that the
EDCs will purchase) after review of the first round bids. Again, simple market theories app.y - if
demand is larger than supply, the price remains high. Therefore, the auction rules allow for a
volume adjustment after the first round, and once more in a later round. If the guidelines/
algorithms used to make these adjustments were disclosed, the hidders might be able 1o
manipulate the system.

In short, the methodologies used to determine the starting prices, as well as volume
adjustments, are integrat to the competitive bidding process. Both categories of information fait
under ant OPRA exception to the definition of a government record because they would provide
an advantage to compstitors or bidders. As stated above, the Legislature has required the
Board to procure energy prices consistent with market conditions. N.J.8.A. 48:3-57(d). The
Beard is therefore simulating a market scenario through the use of supply and demand theory.
Releasing these auction parameters would result in an advantage to all of the bidders, at the
expense of higher energy prices for the EDC's customers. Thus, as long as the Board
continues to rely on a similar auction process to procure BGS supply, this information continues
to require confidential treatment,

The Board HEREBY FINDS and CONCLUDES that this information, if disclosed would provide
an advantage to competitors or bidders to the detriment of BGS customers, and shall be
deemed confidential and not included as a government record pursuant toc OPRA.

Therefore, should a request for this information be made to the Board's custodian, the Board
DIRECTS that such information be treated as confidential and that any requests for access be
denied.

fl. EDC-SPECIFIC STARTING PRICES

There are two types of starting prices used in the auction. First, there are the minimum and
maximum starting prices, which are released to potential bidders shorily before the application
process o provide a basis for the EDC-specific starting prices and the BGS suppliers’ indicative
offers. The second type consists of the EDC-specific starting prices that wili be in effect for the
first round of the auction. These prices must fall somewhere between the minimum and
maximum starting prices, and are released to the qualified bidders shortly before the auction.
The EDC-specific sfarting prices are derived from the indicative offers and the value judgments
of the EDCs, Board Staff, CRA and Auction Manager regarding the future price of energy.

Both types of starting prices are intended to attract qualified bidders to the auction. The financial

community and/or the general public could misinterpret the EDC-specific starting prices if thay
were to be made public prior to the refease of the final auction results.

4 BPU Docket No. EG04040288
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Rather than having qualified bidders making independent business judgments on the value
assigned to a product, their bids could be influenced by outside perception. For example,
should the starting prices create lofty expectations regarding energy prices on the part of
shareholders or financial analysts, BGS suppliers might not bid as aggressively as necess ary to
create market conditions. In shor, releasing this information prior to the public announcement
of the final auction results could put the entire auction process at a competitive disadvantage.
While some ingividual bidders in the auction might not suffer, distorted financial perceptions
could lead to a less competitive auction, ultimately disadvantaging the ratepayers through
inflated prices.

The Board HERERBY FINDS and CONCLUDES that this information would provide an
advantage 1o cempetitors or bidders, and snall be deemed canfidential and not included as a
government racord pursuant to OPRA.

Therefore, should a request for this information be made to the Board's custodian, the Boa-d
DIRECTS that such information be treated as confidential and that any requests for access be
denied untif the Board has released the auction resuits.

HL INDICATIVE OFFERS

Indicative offers are the number of tranches that a qualified bidder is willing to supply at the
maximum starting price and at the minimum starting price. The number of tranches the bidder
offers to supply at the maximum starting price determines the bidder's initial eligibility for the
auction. The indicative offer creates twe limitations for the bidder. First, the total number of
tranches the BGS supplier can bid in any round of the auction is now capped at its initial
eligibility. As such, bidders are encouraged to make an indicative offer for the maximum
number of tranches they would be willing {o serve. Second, the bidder is now required to post a
financial guarantee proporticnal to its initial eligibility.

Clearly, the indicative offer contains proprietary commercial and financial infarmation, N.J.§ A
47:1A-1.1. The BGS supplier is making a business judgment regarding the amount of load it is
willing to supply. These judgments could be based on many factors. Farinstance, a direct
supplier might indicate a willingness to supply a high number of ranches because it has a
limited number of supply contracts compared to its available plant capacity. On the other hand
a supplier who buys its energy from the market may only be willing to supply a low number of
tranches because it has alfready entered into a number of contracts at the time of the auction.
As stated, the indicative offers also reveal information concerning the amount of cradit a BGS
supplier may or may not have at hand.

Not only do the indicative offers constitute proprietary commercial and financial information, but
their release would provide an advantage to competitors, inciuding those not participating as
bidders in the auction. N.J.S.A. 47:1A-1.1. BGS suppliers compete in a market place outside of
the auction. If such-information were to become public, the BGS suppliers' competitors wot ld
be given otherwise confidential information, providing an opportunity 1o speculate on the
individual supplier's market position. If the Board does not keep sensitive market data
confidential, it wilt not be able to simuilate an arms-length negotiation. Moreover, release of this
propristary commercial and financial information would have a chilling effect on the BGS
suppliers' wiltingness to participate in this or any future auctions.
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Accordingly, the Board HEREBY FINDS and CONCLUDES that this information is proprietary
commercial and financial information that would provide an advantage to competitors or bidders,
and shall be deemed confidential and not included as a government record pursuant to OFRA.

Therefore, should a request for this information be made to the Board's custodian, the Boa-d
RIRECTS that such information be treated as confidential and that any such requests for access
be denied for a period of three years from the close of the auction. Three years after the
conclusion of the auction, the Board will consider the indicative bids public information. unless
priar to the expiration of the three years a party formally requests that this information remain
confidentiai. If a request for continuing confidentiality is made, the information shall remain
confidential pending a further decision by the Board.

V. ROUND PRICES AND INDIVIDUAL BIDS

Each round of the auction produces two sets of informaticn: (a) the price for each round as
determined by the auction manager and {b) the individua! bids.

For similar reasons to those set forth above in Indicative Offers, the individual bids cantain
proprietary commercial and financial information. N.J.8.A. 47:1A-1.1. Furthermore, release of
either the round-by-round price or the number of tranches individually bid in a round would allow
the bidders to mathematically work backwards and determine the incremental algorithm used by
the auction manager to make volume adjustments during the course of the auction. As
explained in Section |, supra, revealing this methodology could impede the current and any
future competitive process to the detriment of customers.

Accordingty, the Board FINDS and CONCLUDES that this information could provide an anti-
competitive advantage to competitors or bidders, and shall be deemed confidential and not
considered a government record pursuant to OPRA.

Therefore, should a request for the round-by-round prices be made to the Board's custodian,
the Board DIRECTS that such information be treated as confidential and that any requests “or
access be denied.

Should a request for the individual hids be made to the Board's custodian, the Board DIRECTS
that such information be treated as confidential and that any such requests be denied for a
period of three years from the close of the auction. Three years after the conciusion of the
auction, the Board will consider the individual bids public information, unless prior to the
expiration of the three years a party has formally requested that this information remain
confidential. If a request for continuing confidentiality is made. the information shall remain
confidential pending a further decision by the Board.

V. BIDDER INFORMATION

While the upcoming auction will be hefd in February 2005, the period of power supply being
procured will not bagin to flow until June 1, 2005. For all pas: auctions, the list of bidders
obtaining contracts was announced with the Board Order approving the auction resutts,
Approximately one month before the load was to be served, when suppliers had presumably
lacked up their contracts, the list of bidders with BGS contracts along with the volumes and
prices for each contract were released. The reason for the delayed release of this information
was to ensure that the bidders were not placed at a competitive disadvantage. As stated above,
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there are two types of BGS suppliers - those who supply directly from their own piants and

those that purchase power from the market for resale. Power marketers must go to the market
and fulfill the BGS requirements they have won by negotiating contracts. If their competiters
knew the volumes that the bidder had already contracted to supply as a result of the auction, the
successful bidder might be at a competitive disadvantage. The same can be said for direct
suppliers who must market their product. If buyers knew the amount of their plant supply
already locked up due to the BGS auction, # could put them at a competitive disadvantage for
negotiation of other contracts.

The Board also believes that if it were to release the names of ail of the auction participants,
those suppliers that participated in the auction but failed to obtain a contract could be prejudiced
in the private sector energy market. Specifically, the financial community might interpret loss of
the contracts as a sign of weakened financial position. Furthermore, releasing the names of
everyone who participated but failed to leave the auction with a contract, could lead to
speculation by the financial community that might have a chiliing effect on the BGS supplie-s’
willingness to participate in this or any future auctions. As such, the Board could be damaging
the competitive nature of its own auction by making the financial risk of participation unpalatable
to participants. The ultimate resulf would be higher energy prices passed on to eensumers.

Based on its experience with the past three BGS auctions and the expert recommeandations of
the Board's consultant, CRA, the Board believes that releasing the winning bidders' volume and
price information before contracts for the supply period are {ocked up, could put those suppliers
participating in the auction at a disadvantage in the greater energy market, making such
information an exemption to the definition of a governmeni record. NLLS.A, 47:1A-1.1.
Additionally, releasing the fist of unsuccessful participants could impair the competitive nature of
the auction by making the financial risk of participation unpalatable o participants and resulting
in higher energy prices for consumers therefore making such infarmation an exemption to the
definition of a government record. N.J.S.A 47:11A-1.1.

The Board HEREBY FINDS and CONCLUDES that this information is proprietary commercial
and financial information that couid provide an advaniage to competitors or bidders, and that
such information shall be deemed confidential and not included as a government record
pursuant to OPRA,

Therefore, should a request for the names of winning bidders be made to the Board's custodian,
the Board DIRECTS that such information be treated as confidentiat and all requests for access
he dented, until May 1, 2005,

Should a request for the names of unsuccessful participants be made to the Board's custodian,
the Beard DIRECTS that such information be treated as confidentiai and that all requests for
access be denied.

Once the Board has determined that the winning auction suppliers have had sufficient time to
tock in their BGS supply for the designated period of time, information such as volume and the
identities of the successful participants may be released. In the past, this information has bzen
released approximately a month before the beginning of the supply period. Identification
information would also include alt of the public information supplied to NERA on the application
forms to become a qualified bidder in the New Jersey Basic Generation Service Auction. For
example, information such as name, authorized representative, authorized legal representaive,
name of the entities' directors are of a public nature and must be disclosed as a government
record. On the other hand, both the Part 1 and Part 2 Application Forms contain confidential
business information of bidders that is not available publicly. The following information from the
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applications is non-public proprietary commercial or financiat information, which is not
considered a government record pursuant to OPRA. N.J.S.A. 47:1A-1.1.

Part 1 Application Form:
Bidding Agreements
Financial and Credit Requirements, except for the supplemental data which includes
the foliowing public information:
() Two most recent annual Reports
(i) Mast recent SEC From 10-K;
(i) Applicant's senior unsecured debt rating from Moody’s, Standard & Poor's, and Fitch,
if unavaiiable, the issuer rating may be providect instead.
Guarantor's Information
Justification for Omissions
Part 2 Application Form:
Quaiified Bidder's Indicative Offer and Calculation of Required Bid Bond
Qualified Bidder's Preliminary Maximum Interest in Each EDC
Additional Financial and Credit Reguirements
Bidder Certifications Concerning Asscciations and Confidentiat information
Justification for Omissions
If the infermation above were {o become public as a result of participation in the BGS Auction,
some bidders might elect not to participate in order to maintain the confidentiaiity of their
proprietary commercial and financial information. This could impair the ability of the Auction to
obtain a market price and could be detrimental to the Interests of the EDCs’ customers.
The Board HEREBY FINDS and CONCLUBES that the information listed above is proprietary

commercial and financial information, and shall be deemed confidential and not included as a
government record pursuant to OPRA.

Therefore, should a request for the public bidder information provided to NERA concerning
successful bidders be made to the Board's custodian, the Beoard DIRECTS that such information
be treated as confidential and that all requests for access be denied, until such time as the
Board refeases the final names and volumes for successful bidders.

Should a request for the public bidder information provided to NERA concerning non-successful
bidders be made to the Board's custodian, the Board DIRECTS that such information be treated
as confidential and that all requests for access be denied, since such information would identify

the non-successful bidders.

Should a request for the non-public bidder infarmation provided to NERA be made to the
Board's custodian, the Board CIRECTS that such information be treated as confidential ana that
all requests for access be denied,
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At its October 22, 2004, public agenda meeting the Board approved a descending clock Auction
to procure needed BGS suppiies for Year Three as well as for Year Four {supply period

beginning June %, 2008). It is anticipated that, should a request for confidentiality be made,
-similar reasoning to that described above would apply.

DATED: /2 ///04/ BOARD OF PUBLIC UTILITIES
BY:

~—

A M. Fooe

e
JEANNE M. FOX

PRESIDENT
FREDERICK F. BUTLER CONNIE O, HUGHES
COMMISSIONER COMMISSIONER
/‘!
e /
/)]
JACK ALTER
c:orv:{r ON
,. !’F{'
/’
ATTEST: ) /
e
KRIST! 1ZZ
SECRETARY
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Attachment 1
Supplement to the BGS-FP Supplier Master Agreement
(the “Supplement”}

This Supplement to the BGS-FP Supplier Master Agreement ("SMA”) entered info as of
February __, 2015, by and between (the "Company"} and
(the "BGS-FP Supplier"} (together, the "Parties”) is effective as of the final
signature date set forth below. Except as specifically modified in and by this Supplement,
all terms and conditions of the SMA shall remain in full force and effect and shall apply to
this Supplement.

For and in consideration of the promises and mutual covenants contained herein, and for other
good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
the Parties agree as follows:

Section 9.1 (a) of the SMA is replaced with the following:

Each Billing Month, the Company will prepare a Statement of amounts due to the BGS-FP Supplier. A
tine item on this Statement will show amounts due equal to the Auction Price multiplied by the
applicable Seasonal Billing Factor multiplied by PMEA for the Billing Month in guestion and an
additional line item showing the difference between the PiM RPM Zonal Net Load Price established in
the PJM RPM Auction applicable to the Billing Month {the Second Incremental Auction for 2015/2016,
the First Incremental Auction for 2016/2017, or the Base Residual Auction for 2017/2018) for the
Company’s PIM zone and the PJM RPM Zonal Net Load Price actually charged for load served on the
day for Company's PIM zone multiplied by the BGS-FP Supplier Responsibility Share of the BGS-FP
Capacity obligation (expressed in MW) for each day of the Billing Month in question.

Section 9.1 (d) of the SMA is replaced with the following:

in the event that the Company’s minimum senior unsecured deabt rating (or, if unavailable, corporate
issuer rating discounted one notch} falls below the Required Rating, and until the Company’s minimum
senior unsecured debt rating {or, if unavailable, corporate issuer rating discounted one notch) becomes
equal or higher than the Required Rating, (i) the Company shall make an initial payment on the first
business day after the 5" day of the calendar month for approximately 50% of the amount due to the
BGS-FP Supplier for the previous calendar month (the “Initial Payment”}, and {ii) the Company shalt
make a second payment on the first business day after the 19" day of the calendar month for any
remaining amounts associated with the previous calendar month, which will include the difference
between the Initial Payment and any amounts due equal to the Auction Price muitiplied by the
applicable Seasonal Billing Factor multiplied by PMEA for the Billing Month in guestion and will also
include the difference between the PIM RPM Zonal Net Laad Price established in the PIM RPM Auction
applicable to the Billing Month (the Second Incremental Auction for 2015/2016, the First Incremental
Auction for 2016/2017, or the Base Residual Auction for 2017/2018) for the Company’s PiM zone and
the PIM RPM Zonal Net Load Price actually charged for load served on the day for Company’s PIM zone
multiplied by the BGS-FP Supplier Responsibility Share of the BGS-FP Capacity obligation (expressed in
MW} for each day of the Billing Month in question.

Section 9.1 {e) is added:

To the extent that the FMEA differs from the PMEA the Company will pay or charge the BGS-FP
Supplier for the PMEA/FMEA Adjustment Amount within the PIJM deadline for conducting the final
settlement. To the extent that the daily Capacity Obligation used in the calculations detailed in Section



9.1{a) and 9.1{d} are adjusted after the PJM deadline for conducting final settlement, the Company will
pay or charge the BGS-FP Suppliers any net difference between the payments caiculated and made
within the PIM deadline for conducting final settlement, and the payments calculated using the

adjusted values.

Company BGS-FP Supplier
By: By:

Name: Name:

Titte: Title:

Date; Date:
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Attachment 2
Supplement to the BGS-CIEP Supplier Master Agreement
(the "Supplement™)

This Supplement to the BGS-CIEP Supplier Master Agreement ("SMA") entered into as of
February _ . 2015, by and between {the "Company") and
(the "BGS-CIEP Supplier” {together, the "Parties") is effective as of the
final signature date set forth below. Except as specifically modified in and by this
Supplement, all terms and conditions of the SMA shall remain in full force and effect and
shall apply to this Supplement.

For and in ¢consideration of the promises and mutual covenanis contained herein, and for other
good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
the Parties agree as follows:

Section 9.1 (a) of the SMA is replaced with the following:

Each Billing Month, the Company will prepare a Statement of amounts due to the BGS-CIEP Supplier.
Line itemns on this Statement will show amounts due equal to the {i} CIEP Standby Fee muitiplied by the
sum of the BGS-CIEP Supplier Responsibility Share of all BGS-CIEP-Eligible Customers' preliminary
Energy usage as measured at the BGS-CIEP-Eligible Customers’ meters; plus {it) Energy Charges equal to
the sum of the products of the hourly real-time PJM load weighted average Lacational Marginal Prices
for the Company’s Transmission Zone muitiplied by the PHEA in each hour of the Billing Maonth; plus
{iii} Ancillary Service Charge equal to the product of $6.00 per MWh times the PMEA for the Billing
Month; plus (iv)BGS-CIEP Price equal to the product of § per MW-day multiplied by the BGS-CIEP
Supplier Respansibility Share of the BGS-CIEP Capacity obligation {expressed in MW) for each day of
the Billing Month in guestion; plus (v} the Transmission Charge multiplied by the BGS-CIEP Supplier
Responsibility Share of the BGS-CIEP Firm Transmission Service obligation for each day of the Billing
Month; plus {vi) the difference between the PIM RPM Net Zonal Load Price established in the PIM RPM
second Incremental Auction for the Company’s PIM zone applicable to the day and the PJM RPM Net
Zonal Load Price actually charged for load served on the day for Company’s PIM zone muktiplied by the
BGS-CIEP Supplier Responsibility Share of the BGS-CIEP Capacity obligation (expressed in MW) for each
day of the Billing Month in question.

Section 9.1 (d) of the SMA is replaced with the following:

In the event that the Company’s minimum senior unsecured debt rating (or, if unavailable,
corporate issuer rating discounted one notch} falls below the Required Rating, and until the
Company’s minimum senior unsecured debt rating (or, if unavailable, corporate issuer rating
discounted one notch) becomes equal or higher than the Requlred Rating, (i} the Company
shall make an initial payment on the first Business Day after the 5 day of the calendar month
for approximately 50% of the amount due to the BGS-CIEP Supplier for the previous calendar
month {the “Initial Payment”), and {ii} the Company shall make a second payment on the first
Business Day after the 19" day of the calendar month for any remaining amounts associated
with the previous calendar month, which will include the difference between the Initial
Payment and any amounts due equal to the (A) CIEP Standby Fee multiplied by the sum of the
BGS-CIEP Supplier Responsibility Share of all BGS-CIEP-Eligible Customers’ preliminary Energy
usage as measured at the BGS-CIEP-Eligible Customers’ meters; plus (B} Energy Charges equal
to the sum of the products of the hourly real-time PJM load weighted average Locational
Marginal Prices for the Company’s Transmission Zone multiplied by the PHEA in each hour of
the Billing Month; plus (C) Ancillary Service Charges equal to the product of $6.00 per MWh
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times the PMEA for the Billing Month; plus (D) the BGS-CIEP Price equal to the product of

S per MW-day multiplied by the BGS-CIEP Supplier Responsibility Share of the BGS-CIEP
Capacity obligation {expressed in MW) for each day of the Billing Month in question; plus (E}
Transmission Charges equal to the PJM QATT daily rate for the Company Transmission Zone
multiplied by the BGS-CIEP Supplier Responsibility Share of the BGS-CIEP Firm Transmission
Service obligation for each day of the Billing Month; plus (F) the difference between the PIM
RPM Net Zonal Load Price established in the PIM RPM second incremental Auction for the
Company’s PJM zone applicable to the day and the PIM RPM Net Zonal Load Price actually
charged for load served on the day for Company’s PIM zone multiplied by the BGS-CIEP
Supplier Responsibility Share of the BGS-CIEP Capacity obligation {expressed in MW) for each
day of the Billing Month in question.

Company BGS-CIEP Supplier
By: By:

Name: Name:

Title: o Tifle:

Date: Date;
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