for the record, and were questioned by President Jeanne M. Fox, Commissioner Joseph L.
Fiordaliso, Commissioner Christine V. Bator and Board Staff.

Final Comments (“FC”) were submitted on or about May 5, 2006 by CEE, Constellation,
Comverge, the EDCs, IEPNJ, MSCG, NJCA, NJLEUC, PES, PV NOW, RESA, and the RPA.

In initiating the 2007 BGS procurement process, the Board indicated that the focus, at this time,
would be on consideration of the procurement process, policy issues directly related thereto and
issues that are of particular interest to the Board and warrant individual consideration. The
Board attempted to facilitate the proceeding by providing a set of questions for the industry to
consider and address in its comments. The Board had always intended that the outcome of this
review would act as the basis for a more detailed consideration of the procurement particulars,
similar to the type of process employed in past years. The comments from the participants listed
above have been helpful in clarifying some matters, which will be addressed herein, and have
raised some other options which will be considered further in the next phase of this proceeding.

ISSUES

Evaluating the Current BGS Procurement Process

The most important aspect of this initial phase of the 2007 BGS procurement process inquiry
was to invite interested parties to comment on the continued use of a descending clock auction
for BGS procurement. By specifically soliciting comments on this issue, the Board intended to
make clear that the essential elements of the BGS procurement process have always been, and
will always be, subject to periodic review and revision by the Board. At the outset, it should be
noted that the record reflects that all interested parties involved in this matter are in agreement
that a descending clock auction for BGS procurement should be continued in some form. The
RPA, although proposing consideration of a portfolio approach for part of the BGS requirements
and recommending two rule changes, supports the descending-clock auction for the majority of
BGS requirements. (RPA FC at 2). Similarly, although NJLEUC indicates that an RFP approach
might be used for some features such as demand response, it also supports the current auction
process. (NJLEUC IC at 2). PES has a positive impression of the auction concept but suggests
that the Maryland structure should be considered to better correlate bids and rate design. (PES
IC at 3-5).

The majority of the comments on the type of process focused on the BGS-FP procurement.
Commenters had no serious alternative to the descending clock auction process that the Board
has authorized for the past five years and many praised the process. (JP Morgan iC at 1-2).

PES did raise the possibility that the Board should consider a process that did not require that
bids are administratively translated into rates. (PES IC at 4-5). In the procurement process
advocated by PES, wholesale suppliers would be provided with a worksheet that mimics the
existing rate tariff components. For example, PES indicates that a worksheet for a rate
schedule that is billed based on three time-of-use energy rating periods and a maximum
demand charge has four locations in which the bidding supplier can input a bid that corresponds
to each of the three time-of-use energy tariff components plus the maximum demand
component. Suppliers are free to enter their bid in each of the four input locations or in just one.
According to PES, the winning bidder is then selected based upon a set of pre-identified weights
associated with the four potential inputs, and the final components of the tariff are determined
by calculating a weighted average, based on the number of tranches purchased, of the winning
tranche prices for each tariff component. |
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The PES solution seems to remove one administrative process and introduce another. At least
with the current methodology, the rate design algorithms are based on load research whereas
the PES supply-period weighting process seems likely to be more subjective. The lone concern
of PES is not enough for the Board to abandon the descending-clock auction process for BGS-
FP service, especially when this supposed issue does not seem to be a concern to any potential
bidders." The Board will keep the PES concern in mind when it reviews the BGS-FP rate design
methodology for 2007. \
Although there were no serious counter proposalis to a descending-clock auction for BGS-CIEP
customers, there were suggestions for modifications to the bid product (RESA FC at 4) and the
frequency of the auctions (PES FC at 3). In addition, as noted in some of the comments, some
of the BGS-CIEP tranches in 2006 will be served in accordance with the EDC’s Contingency
Plans. For 2008, this will mean that the EDCs are responsible for serving a portion of the BGS-
CIEP load beginning June 1, 2006. This is the first time that tranches, in either auction, have not
been filled through the auction process and the first time that the EDC's Contingency Plans
have been implemented. The Board would like to factor a few months of actual experience into
its BGS-CIEP considerations. Therefore, while the Board still favors a descending-clock auction
to determine BGS-CIEP suppliers, it will reserve a final determination on the BGS-CIEP
procurement process, at this time.

Associated with the type of procurement process was consideration of the length of the
procurement contracts and the makeup of the supply to be procured. Comments ranged from a
one-year auction for mid-sized commercial and industrial customers (RESA FC at 3-4) to
maintaining the status quo of averaging 3-year contracts (Constellation IC at 4) to long-term
contracts for part of the supply requirements. (RPA IC at 2). It is not necessary for the Board to
make a final determination on these issues at this time. The Board will continue to consider
these issues during the second phase of this proceeding which will begin with the filings
directed below. At that time, interested parties may comment on the BGS-CIEP service,
including service through the EDCs, the length of either the BGS-FP or BGS-CIEP contract and
the makeup of the supply to be procured.

2. Transparency

A second subject area of importance to the Board was the matter of transparency and
specifically the issue of whether, as a condition to participating in the BGS Auction, winning
bidders should be required to disclose the details of their underlying supply contacts. This
subject was raised by NJLEUC during the 2006 proceeding. In the current proceeding, the RPA
and NJCA support such a requirement while NJLEUC supports a similar requirement for EDC
affiliates in New Jersey and Pennsylvania. The EDCs and the wholesale suppliers oppose the
concept.

NJLEUC proposes the following disclosure of information: bidders should provide the source (if
they own the generation) or the counterparty (if they buy generation) for BGS supply; bidders
who own generation should provide the amount of energy from each generating station, while
the counterparty should identify the physical energy supplier; New Jersey and Pennsylvania
utility affiliates should provide direct supply sources and indirect supply arrangements
supporting third party bidders in the auction; the information should be provided prior to bidding

' PES states that it is a retail supplier.
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and updated periodically; the information should be provided to the Board, its consultants, and
the PJM Market Monitoring Unit in order to enable detection and resolution of market power
concerns prior to the conduct of the auction. (NJLEUC IC at 3-5; FC at 3) The RPA similarly
recommends that the source, cost, quantity and terms and conditions for the sources of supply
to provide BGS service be submitted as soon as it is available and updated when it changes
significantly. The RPA indicates its willingness to work with interested parties to identify
reasonable reporting requirements. (RPA FC at 4). The RPA, NJLEUC and NJCA indicate that
the Board'’s overall objective in adding this type of requirement should be to have sufficient
information available to assess whether the auction results reflect a competitive bidding process
and competitive underlying market conditions. These parties point to the need to evaluate
concentration in the-market from which BGS supplies are sourced and to assess the potential
for the exercise of market power in that market. (NJLEUC FC at 2; RPA FC at 5; NJCA IC at 3)



