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Organization of PJM States, Inc. (OPSI)

PresidentMark C. Christie (Commissioner, Virginia SCC)
Vice Presidenttula Ford (Commissioner, lllinois CC)
SecretaryAllen M. Freifeld (Commissioner, Maryland PSC)
TreasurerDallas Winslow (Commissioner, Delaware PSC)

Members: Delaware Public Service Commission, District of Columbia Public Service Commission, Illinois Commerce Commission,
Indiana Utility Regulatory Commission, KentucKy Public Service Commission, Maryland Public Service Commission,
Michigan Public Service Commission, New Jersey Board of Public Utilities, North Carolina Utility Commission,
Public Utility Commission of Ohio, Pennsylvania Public Utility Commission, Tennessee Regulatory Authority,
Virginia State Commerce Commission, and West Virginia Public Service Commission.

Executive Director: Rajnish Barua, Ph.D.
P.O. Box 8906, Newark, DE 19714-8906
Email: opsi-ed@comcast.net; Tel: 302-266-0914

April 23, 2007

Kimberly D. Bose, Secretary

Philis Posey, Deputy Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re: Organization of PIM States, District of Columbia Piblic Service
Commission; Indiana Utility Regulatory Commission; Kentucky Public
Service Commission; Maryland Public Service Commissn; New
Jersey Board of Public Utilities; North Carolina Utilities Commission;
Pennsylvania Public Utility Commission; and the Viginia State
Corporation Commission v. PJM Interconnection, L.L.C.; Complaint,
Motion for Interim Relief, Request for Fast Tra@kocessing and
Shortened Response Time

Dear Secretary Bose:

Please accept for filing in the above-referencatten an electronically filed
Complaint of the Organization of PJM States, INORSI”) regarding actions by PIJM
Interconnection, L.L.C., a regional transmissiogasrization, which impair the
independence and effectiveness of its Market MomigoUnit constituting violations of
PJM’s Market Monitoring Plan contained in its Opfercess Transmission Tariff,
Attachment M as well as the Commission’s Orderstherd-ederal Power Act. OPSI
requests Fast Track Processing.

This complaint is made pursuant to Sections 204, 207, and 209 of the Federal
Power Act, 16 U.S.C. § 824, 824e, 824f and 824d,Rules 206 and 212 of the
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Commission’s Rules of Practice and Procedure, F8RC.88 385.206 and 385.212, by
OPSI and above listed State Commissions (colldgtilee “Complainants”).

The Complainants request a shortened responsefif®&days, pursuant to 18
CFR 385.206 (h) (3). Please note that this Compéso moves for emergency interim
relief in the form of an order from the Commissgwiting this matter for hearing, as well
as ordering PJM to return the PIJM Market Monitoruhgt to itsstatus quo antevith
regard to funding, resources and staffing andke teo action reducing the independence
and scope of the PJM Market Monitoring Unit or etiating the PIJM Market Monitoring
Unit, its funding, resources or staffing withoupeass authorization by order of the
Commission.

Service has been made in accordance with the Cssionis rules as evidenced
by the attached certificate of service.

Thank you for your attention to this matter. ¢iuyhave any questions in reference
to this filing, please contact me at 717-787-5978.

Sincerely,

s/ John A. Levin

John A. Levin

Assistant Counsel

Pennsylvania Public Utility Commission

For: The Organization of PJM States, Inc.

Enclosures
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Complaint Requesting Fast Track Processing

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
Organization of PJM States, Inc.; :
District of Columbia Public Service
Commission; Indiana Utility
Regulatory Commission; Kentucky
Public Service Commission; :
Maryland Public Service : Docket No. ELO7-
Commission; New Jersey Board of
Public Utilities; North Carolina
Utilities Commission; Pennsylvania
Public Utility Commission; and the
Virginia State Corporation
Commission

Petitioners,
V.

PJM Interconnection, L.L.C.,
Respondent

COMPLAINT REQUESTING FAST TRACK PROCESSING
AND MOTION FOR INTERIM RELIEF

Pursuant to Sections 201, 206, 207, and 209 df¢lderal Power Act, 16 U.S.C. §
824, 824e, 824f, and 824g, and Rules 206 and 2ffBaommission’s Rules of Practice
and Procedure, 18 C.F.R. 88 385.206 and 385.2éthanization of PJM States, Inc.

(“OPSI”)!, the District of Columbia Public Service Commissithe Indiana Utility

! The members of OPSI are the: Delaware Public 8e@bmmission; District of Columbia Public Service
Commission; lllinois Commerce Commission; Indiartdity Regulatory Commission; Kentucky Public Serwi
Commission; Maryland Public Service Commission; M@an Public Service Commission; New Jersey Boérd o
Public Utilities; North Carolina Utilities Commigsi; Public Utilities Commission of Ohio; Pennsylie@aRublic
Utility Commission; Tennessee Regulatory Authorijrginia State Corporation Commission; and thellRub
Service Commission of West Virginia. All of thesembers support this filing, and in addition, atedadn this
pleading, several are participating in their indixél capacities.
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Regulatory Commission; the Kentucky Public Sern@@emmission; the Maryland Public
Service Commission; the New Jersey Board of Pulliiitties; the North Carolina
Utilities Commission; the Pennsylvania Public WgilCommission; and the Virginia
State Corporation Commission (collectively, the hWg@ainants”) hereby submit this
Complaint against PJM Interconnection, L.L.C., (/P)] a public utility under the
jurisdiction of the Commission, alleging appareiaiations of Attachment M of the PJM
Open Access Transmission Tariff (“PJM Market Morniitg Plan”) with regard to the
independence and operation of the PIJM Market Moamal Market Monitoring Unit
(“MMU").

The complaint requests the Commission to order Jékase and desist from
engaging in such alleged actions, and to returiviket MMU to thestatus quo ante
with respect to funding, infrastructure, and stajflevels. In addition, the Complaint asks
your Commission to direct the amendment of PJM’skdaMonitoring Plan to remove
PJM management from all supervision of the MMUptodify the reporting relationship
of the MMU so that it rests either with a Joint Eead/State Board established pursuant to
FPA 8209, 16 U.S.C. 8824h, or alternatively restslg with the PIJM Board of
Managers (with notice and review of personnel astioy your Commission). Finally the
Complainants ask the Commission to require thaMaeket Monitoring Plan be
amended to provide “just cause” employment sectwityhe Market Monitor and MMU
personnel.

The Complainants are aware of a PJM announcemait fplans to retain counsel

reporting directly to the Board of Managers to istigate some of the allegations recited
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in this complaint. It is not clear from the annoemznt whether such counsel has
actually been retained, what the Board’s instrundtito such counsel have been or will
be, the scope of the inquiry, what freedom of ingand review of documents will be
afforded to such counsel, or what level of transpay will be observed (i.e., whether the
data, interviews and information reviewed by tharsel, and the counsel’s reports to the
Board will be made publicly available). It is alsot clear what time frame is envisioned
for the completion of this internal investigatidoreover, the Complainants consider
that any internal PJM investigation of this matteswever conducted, has no bearing on
this complaint, cannot serve as a substitute fatl @ublic investigation of these
allegations by your Commission and should not déiayinvestigation and resolution of
this complaint.
. DESCRIPTION OF COMPLAINT

The PJM Market Monitoring Unit has been a critielEment of the structure of
PJM markets during the creation of PJM as an inodget system operator in 1998 and
during its transformation into a regional transnaissorganization pursuant to the
Commission’s rules issued in Order 2600

Monitoring wholesale electricity markets to detantl deter unlawful market
power and gaming is a highly complex informati@hdr and capital intensive process
that requires the expertise of and diligent worlekgerienced and knowledgeable

economists, engineers and information serviceopes. Organized wholesale electric

2 Regional Transmission Organizatiqré® FERC { 61,285 (1999).
3
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markets are characterized by thousands of dahg&etions, multiple interrelated
markets (i.e., energy, capacity, spinning resere@,lation, black start, and other
ancillary service products), and a complex, everrging transmission grid and
generation fleet that alters the structure of tlaeket on a minute-by-minute basis. In
addition, monitoring organized markets such as Riires detailed, expert knowledge
and understanding of ever-changing and compleftdand business rules that govern
the conduct of buyers, sellers, transmission opesand the Regional Transmission
Organization (“RTO “) itself. This mix of complexrfrastructure and complex business
rules is complicated by the necessity for intemctith other RTO and bilateral markets
that do not operate under identical market rules.

The independence of the PJM MMU is of paramoumtartance because a
wholesale market that is not competitive and nsistant to market power allows market
participants to exercise market power and demanbpaly prices from customers to
the detriment of the public. A market without etiee safeguards against market power
may be subject to control by unregulated monopalessanding prices that cannot be
“just and reasonable” under any construction offiederal Power Act.

It is essential to the confidence of stakeholdars $tate Commissions in the PIJM
wholesale markets that the organized wholesald@rileoarkets that have been
developed at such great effort and cost over #telld years not be impaired by lack of
effective market monitoring. Unless the PJM MMUalse to exercise its expert
judgment and communicate its unbiased and unredl@a®/s concerning the operation

of the wholesale markets and the RTO'’s tariff caenale, operational effectiveness and

4
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market design initiatives to appropriate persorgsemtities without fear or favor,
confidence in PIM’s markets will be imperiled ahd policies of the Commission
seeking to further truly competitive wholesale nedskwill be similarly imperiled.
Testimony by the PIJM Market Monitor, Mr. Joseph Biogy, at the Commission’s
April 5, 2007 technical conference on market mamig, Review of Market Monitoring
Policies Docket No. AD07-8-000, establisheprama faciecase that PJM has violated
provisions of its Market Monitoring Plan that prot¢he independence and operation of
the internal PIM Market Monitoring Unit from interence. These allegations of
interference, if true, seem to be motivated bysrddoy senior PJM management to
eliminate the internal MMU and transfer its funcsoto some other form of external
market monitor utilizing some other set of markatgns and some other approach to
market power bid capping than that presently wiliby the existing MMEl The actions
complained of include alleged efforts to modifycensor MMU reports and other
communications, efforts to induce MMU staff to leaheir positions within the MMU
for other PIM positions, refusals to fill vacant NINbositions, actions to deprive the
MMU of its extensive database of market and germ@ratata necessary to perform its
market monitoring functions, and attempts to préviea Market Monitor from
expressing opinions or conclusions at variance thitise of senior PJM management on

a variety of topics.

% The Complainants express no opinion here aboudhisability of such PIJM senior management stiateg
initiatives, which are at present, properly thea@n of and review by PJM stakeholders, State Casions and
the PJM Board of Managers.

5
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Any single such action or combination of such awtiaf proven, would constitute
a violation of PJM’s Market Monitoring Plan, andl@parture from the essential duties
and purposes of RTOs created by your Commissiowgedisas a serious breach of the
trust and confidence placed in PIM by your Commissind the Statés

The Complainants therefore request specific intenah permanent relief, as
detailed below, to restore the MMU to thiatus quo antdo require PJM to comply with
the terms of the Market Monitoring Plan; and touiegf PJM to cease and desist from
further violations. In addition, Complainants reguthat the Commission direct that the
Market Monitoring Plan be amended to provide straitand procedural safeguards to
prevent future violations of MMU independence.

II. PARTIES

The Complainants are:

The Organization of PJM States, Inc, a non-profit Delaware Corporation
established by its member State Commissions, wbosetors and Members are drawn
from all 14 of the State and District utility regtiiry commissions within the PIJM
footprint. In addition, the following State Commissions @it the meaning of 18 CFR
§ 1.101 (k)) have also joined in this Complainthieir own capacity as State

Commissions:

* Many of these concerns were brought to your Corsinigs attention by OPSI in its protest to PIJM'sadhment
M tariff 2006 filing in Docket No. ER06-826.

® These include the Delaware Public Service Comomisdistrict of Columbia Public Service Commissiditinois
Commerce Commission; Indiana Utility Regulatory @oigsion; Kentucky Public Service Commission; Mangla
Public Service Commission; Michigan Public Serv@@mmission; New Jersey Board of Public Utilitiegyri
Carolina Utilities Commission; Public Utilities Canission of Ohio; Pennsylvania Public Utility Comsiin;
Tennessee Regulatory Authority; Virginia State @ogtion Commission; and the Public Service Comrorssif
West Virginia

6
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The District of Columbia Public Service Commission(*DCPSC”), the
Commission of the District of Columbia created bg District of Columbia Home Rule
Charter (“Home Rule Charter”) to ensure that eymrglic utility doing business within
the District of Columbia provides service and fitieis reasonably safe and adequate and
in all respects just and reasonable. The Home Bhéater also requires that the DCPSC
ensure that public utility rates are just and reabte. Further, the DCPSC has general
supervision of all gas corporations and electrimpanies in the District of Columbia
(SeeD.C. Official Code § 1-204.9Fee alspD.C. Official Code 8§ 34-301).

ThePublic Service Commission of Maryland(“MD-PSC”) , an agency of the
State of Maryland, organized and existing by vimfi¢he statutes enacted by the
Maryland General Assembly, presently codified as Fablic Utility Companies Code
Ann., 88 1-10%t seq(1998) ("PUC Article”). Under 8§ 2-113 of the PWicle, the
MD-PSC has the responsibility to supervise andleggwall Maryland public service
companies (including electric companies), to astwe® operation in the interest of the
public and to promote adequate, economical andieffii delivery of utility services in
the State.

TheNew Jersey Board of Public Utilities a State regulatory Commission created
by the Legislature of the State of New Jersey, yamsto N.J.S.A48:2-1 et secand
charged with the regulation of the rates, rules@nagdtices of public utilities within the
State.

The Pennsylvania Public Utility Commission,a State regulatory Commission
created by the General Assembly of the CommonwedlBennsylvania, pursuant to 66
Pa. C. S. 8101, et seq. and charged with the regulaf the rates, rules and practices of
electric utilities and electric generation sup@iaithin the Commonwealth.

Thelndiana Utility Regulatory Commission, a state public utility commission
created by the Indiana Legislature under IndiandeGthapter 8-1-1, is charged with
regulating all public electric utilities and sergiwithin the state of Indiana.

TheKentucky Public Service Commissionan agency of the Commonwealth of
Kentucky, established pursuant to Chapter 278e@Kintucky Revised Statutes and
generally responsible for regulating the ratessergices of jurisdictional utilities in
Kentucky.

TheNorth Carolina Utility Commission, a state regulatory commission created
by the North Carolina General Assembly under Chgi2eof the North Carolina General
Statutes to regulate the rates and services puhlic utilities in North Carolina,
including electric, telephone (including payphorevgce and shared tenant service),

-
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natural gas, water, wastewater, water resale, holgoods transportation, busses,
brokers, and ferryboats.

TheVirginia State Corporation Commission, (“SCC”) established by the
Virginia Constitution of 1902 to oversee the raadoand telephone and telegraph
industries operating in the Commonwealth. The SQ@isdiction now includes
supervision of electric utilities. The SCC's posvare derived from the Constitution of
Virginia and state statutes. The SCC is chargeld administering Virginia laws related

to the regulation of public utilities, insurancete-chartered financial institutions,
investment securities, retail franchising, andtyténd railroad safety.

The Respondent is:
PJM Interconnection, L.L.C., a for-profit Delaware Corporation provisionally
approved as a RTO by the CommissiodM Interconnectionet al, 96 FERC 61,061

(2001) and finally approved as a RTOHAM Interconnectiongt al, 101 FERC ] 61, 345

(2002).
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lll. SERVICE

All communications with respect to this matter slddoe addressed as
follows:
John A. Levin Rajnish Barua, Executive Director
Assistant Counsel Organization of PJM States, Inc.
Pennsylvania Public Utility Commission 62 N. Chapel Street
P.O. Box 3265 Suite 200
Harrisburg, PA 17105-3265 Newark, DE 19711
(717) 787-5978 Tel 302-266-0914
johlevin@state.pa.us Cell 302-757-2441

Email: opsi-ed@comcast.net

For the Organization of PJM States, Inc. For the Organization of PJM States, Inc.

Agnes A. Yates, Chair William G. Divine

District of Columbia Public Service General Counsel

Commission Indiana Utility Regulatory Commission
1333 H Street, N.W. 302 West Washington Street, Room E306
Washington, D.C. 20005 Indianapolis, IN 46204

(202) 626-5115 317-232-6735

Email: ayates@psc.dc.gov bdivine@urc.in.gov

For the District of Columbia Public Servicd-or the Indiana Utility Regulatory

Commission Commission
Richard W. Bertelson, Il Miles M. Mitchell, Esq.
Staff Attorney I Acting General Counsel

Kentucky Public Service Commission Public Service Commission of Maryland
211 Sower Boulevard, Post Office Box 616 Saint Paul Street

Frankfort, KY 40602-0615 Baltimore, Maryland 21202-6806
502-564-3940 (410) 767-8038
Rick.bertelson@ky.gov mmitchell@psc.state.md.us

For the Kentucky Public Service For the Public Service Commission of
Commission Maryland



John A. Levin
Assistant Counsel

Pennsylvania Public Utility Commission

P.O. Box 3265

Harrisburg, PA 17105-3265
(717) 787-5978
johlevin@state.pa.us

For the Pennsylvania Public Utility
Commission

Louis S. Watson, Jr.

Staff Attorney

North Carolina Utilities Commission
4325 Malil Service Center

Raleigh, NC 27699-4325
swatson@ncuc.net

For the North Carolina Utilities
Commission
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Susan J. Vercheak

Deputy Attorney General

New Jersey Board of Public Utilities

124 Halsey Street

P.O. Box 45029

Newark, NJ 07101

(973) 648-3510

Email: susan.vercheak@dol.lps.state.nj.us

For the New Jersey Board of Public
Utilities

William H. Chambliss

General Counsel

Virginia State Corporation Commission
P.O. Box 1197

Richmond, Virginia 23218-1197
804-371-9671
William.Chambliss@scc.virginia.gov

For the Virginia State Corporation
Commission

IV. REQUEST FOR FAST TRACK PROCESSING

The Complainants request that the Commission psates complaint in

accordance with its Fast Track Procedures. FaskTpeocessing is appropriate because

publicly available evidence suggests that senid Rhnagement has recently threatened

to remove or actually has removed information systand data from the MMU'’s

custody and control. Further, this information segjg that PJM has recently attempted to

abruptly downsize the MMU by repeatedly meetingwiitarket Monitoring Unit

10
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personnel and representing that senior PJM managemends to eliminate and
outsource the MMU'’s functions, and that unless MplJsonnel expeditiously transfer
to another department within PJM, future employneamnot be guaranteed.

Finally, this evidence suggests that an unknownbarrof MMU personnel have
actually transferred out of the unit as a resutheEe management representations or
have filed applications to transfer, leaving acttadancies within the MMU. Repeated
requests by the PIJM market monitor for permissioiilltthese vacancies have either
been received without a response, or met with gestgon from management that
consultants be retained to fill vacant positions.

As a result, and in order to avale factodestruction of the PJM MMU by PJM
and loss of the market monitoring function withpest to the PJM wholesale markets
over an extended period of time, the Complainasitsiaat the Commission act
expeditiously to resolve this complaint to avoi@parable harm to and loss of
confidence in PJM wholesale markets.

V. PRIOR NEGOTIATIONS AND RELATED PROCEEDINGS

On April 12, 2007 OPSI notified PJM and its BoafdVlanagers by letter that it
expected PJM to cease and desist from any actidiustherance of any plan to eliminate
or restructure the PJM MMU as described in its pe@al strategic review issued April 2,
2007. The Complainants have also asked PJM to emisat thestatus quaemains in
place until OPSI, your Commission and other inte@parties have had an adequate
opportunity to review PJM’s actions. OPSI has alsked PJM to communicate directly

to the PIM Market Monitoring unit its intentiontaintain thestatus quaso that the unit

11
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can remain functional and effective while this sssibeing investigated, both by the
independent counsel retained by the PJM Board afdgars and by your Commission.
On April 13, 2007, OPSI received a response frommRhilip Harris, PJM President and
CEO, stating that he preferred that such issuekdoeissed in person or by telephone
instead of by letter, denying that PJM had madepaaposal to eliminate the PIM
MMU, and stating that executive managers had mit RIM MMU personnel in order
to “encourage them to maintain focus on the tasiaat®.

The Complainants do not believe that this mater lse resolved through the
Commission’s Enforcement Hotline, Dispute Resohlut8ervice, tariff based dispute
resolution mechanisms or informal dispute resotupoocedures.

VI. CURRENT PROCEEDINGS

A complaint that addresses some of the subjedemait this Complaint was filed
on April 17, 2006, against PIM entiti@dmplaint of Allegheny Electric Cooperative,
Inc., Borough Of Chambersburg, Pennsylvania; Cifasl Towns of Hagerstown,
Thurmont And Williamsport, Maryland; District of @onbia Office of The People’s
Counsel; lllinois Citizens Utility Board; Indianaf@xe of Utility Consumer Counsel;
Maryland Office Of The People’s Counsel; New JeBrysion of Rate Counsel; Office
of The Attorney General of Virginia, Division of @umer Counsel; Office of The Ohio
Consumers’ Counsel; Old Dominion Electric CooperatiPennsylvania Office of

Consumer Advocate; PJM Industrial Customer CoatitiSouthern Maryland Electric

® Both the April 12" OPSI letter to Mr. Harris, and Mr. Harris's Apti8" response are attached at the Appendix.
12
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Cooperative, Inc.; State of Delaware, Division t&eTPublic Advocate For A Show
Cause Order, On a Fast Track Basis And RequesBSRortened Response Tiniéis
filing was docketed by your Commission at ELO7-3%0

VIl. COMPLAINT

A. FACTS AND ACTIONS IN VIOLATION OF APPLICABLE STA TUTORY
STANDARDS AND REGULATORY REQUIREMENTS

The Complainants allege that PJM has violatedchtteent M of its Open Access
Transmission Tariff (“Market Monitoring Plan”) by:

1. Asserting and exercising editorial control o”diM MMU statements,
reports and publications with regard to matterslgakithin the expertise, professional
judgment and responsibility of the PIM MMU.

2. Asserting and exercising control over staffamgl information resources
needed by the PJM MMU to carry out its core funtiso as to deny the PJM MMU
access to necessary resources.

3. Failing or refusing to fill authorized but vaxtgoositions.

4. Undermining the MMU by representing to existargployees that the
MMU would soon be disbanded by PJM and that, uri&lgdJ) employees quickly
sought transfers to PJM positions outside the MKitlre employment could not be
guaranteed.

5. Seeking to prevent the Market Monitor and thidWifrom furnishing
information to State Commissions and seeking toesgnt the opinions of senior PIJM

management as those of the PJM MMU or Market Monito

13
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1. BACKGROUND

PJM filed its initial market monitoring plan (“*1998MU Plan”) on June 29, 1998
in Docket ER98-3527 in response to Ordering Papdgkaof your Commission’s 1997
decision,Pennsylvania-New Jersey-Maryland InterconneGgtRhFERC 61,257
(1997), setting forth the fundamental requiremémt$*JM to become an Independent
System Operator (“ISO”). The 1997 order stressedsital importance of market
monitor independence from the outset. Your Commisslirected the filing of a market
monitoring plan that is substantially similar tat@&thment M to PJM’s current Open
Access Transmission Tariff:

X. Monitoring Plan

PJM restructuring will significantly alter the apéon of the electric
power market within PJM and will implement a noeeihgestion pricing
approach. The Commission is accepting this propbsalbelieves it is
important to monitor its implementation to assesdgue discrimination and
market operation. A monitoring function will alloan evaluation of how
the pool and non-pool markets and transmissionngriarrangements are
working. Accordingly, within 90 days after issuanafethis order, PIJM-OI
shall consult with the Commission Staff and subimithe Commission a
proposed plan addressing the scope and informatiegairements of the
monitoring effort.

The Commission expects the PJM-Ol to monitor aeport on
issues related to the determination of congestastscand the potential to
exercise market power within PJM. The plan showiaeate the operation
of both pool and bilateral markets to detect eitthesign flaws or structural
problems that may need to be addressed in futlinggi The plan should
also evaluate any proposed enforcement mechantshste necessary to
assure compliance with pool rules. Most importaritiy plan must ensure
that the monitoring program will be conducted in imdependent and
objective manner. We may provide further guidanbeua monitoring
when we address the pending requests for marketdbascing for sales
through the Power Exchange.

14
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Pennsylvania-New Jersey-Maryland Interconnectairpp. 88-89.

PJM’s 1998 MMU plan was approved by your Commissio PJM
Interconnection, L.L.C.86 FERC 61,247 (1999). In that order, your Consiois
stressed:

An objective of the plan is that the MMU indepentierand objectively
monitor and report on the operation of the PJM mgriwhich the Plan
defines as:

[Tlhe PIJM Energy Market, together with all bilatkeror other
electric power and energy transactions, ancill&arnyises transactions, and
transmission transactions within the PJM contrebar

Within the MMU’s ambit of monitoring responsibilgs are the duty to
monitor matters relating to transmission congesiiting, exercise of
market power, structural problems in the PJM maréiesign flaws in the
operating rules, and compliance with the standgms;edures or practices
as set forth in the PIJM OATT, Operating Agreem@&dy Manuals, and
the PJM Regional Practices document. [footnote tedijit The MMU wiill
monitor and report on these issues consistent wéfe and reliable
operations within the PJM control area, creatiod aperation of a robust,
competitive and non-discriminatory electric powerarket, and the
principle that no member of PIJM will have unduduahce over the PIJM
market.

PJM Interconnection, L.L.C86 FERC 61,247 (1999) at p. 2 (1999).

On May 27, 2005, your Commission issued a gemaiady statement on market
monitoring unitsPolicy Statement on Market Monitoring Unitsl1 FERC § 61,267
(2005). The Policy Statement was designed to glénéit your Commission (and not
RTOs or their market monitoring units) has generdbrcement authority with respect to
statutes, rules and tariffs under the Commissijumisdiction.

Therein, your Commission recites what it viewshescore functions of RTO

market monitors:

15
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In order to achieve the stated purpose of enhanth®y competitive
structure of the ISO/RTO markets, MMUs perform salealuable tasks:

* To identify ineffective market rules and tariffgwisions and recommend
proposed rule and tariff changes to the ISO/RTQ pnamote wholesale
competition and efficient market behavior.

* To review and report on the performance of whakesmarkets in

achieving customer benefits.

» To provide support to the ISO/RTO in the admnaison of Commission-

approved tariff provisions related to markets adstaned by the ISO/RTO
(e.g., day-ahead and real-time markets).

* To identify instances in which a market participa behavior may

require investigation and evaluation to determiretiver a tariff violation

has occurred, or may be a potential Market BehaRigle violation, and

immediately notify appropriate Commission staff pmssible investigation.

Market Monitoring in Regional Transmission Orgartieas and Independent System
Operators 111 FERC 61,267 (2005) at P. 2.

Moreover, your Commission has clearly stated anenous occasions that the
Market Monitor and MMU is required to exercise juagnt and expertise independently
from that of the RTO and is required to indepeniyenetview and critique the operation
of the market and barriers to competitiveness:

The MMU should monitor and regularly report on peniance and
structure of the electricity market within the ISJ/0 region. Since these
markets ultimately exist for the benefit of custesjethe MMU should
focus on how efficiently the markets are respondangustomers’ needs for
reliable electricity supply at the lowest long romst to customers. An in-
depth review should include an evaluation of magkates of ISO/RTO-
administered products (e.g., real-time and day éheaergy markets,
locational marginal prices, and ancillary serviceshd specifically
determine the extent to which the prices refleechgetitive outcomes, not
market power abuses. The MMU should also be redplentor providing
an analysis of the structural competitiveness efwtholesale markets and a
determination of effectiveness of bid mitigatiorlesito remedy potential
exercise of market power. In addition, the MMU didoevaluate the
effectiveness of the markets in signaling neededstment in generation,
transmission, and demand response infrastructuratkédl signals for
additional investment are only valuable to cust@rmerthe extent that the
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signals can reasonably result in the needed mamnkestment response.

Thus, it is imperative that the MMU also identifiyyapotential barriers that

may impede the market's ability to provide neededestments. In all

instances, the MMU should be proactive in recomnmendhanges to the

ISO/RTO.

Idat P. 7.

It is self-evident that the MMU cannot be “pro&etin recommending changes to
the ISO/RTO” if the RTO management treats the MMlhanere employee subordinate
to its own corporate objectives and market deswicies. Nor can the advice of an mere
employee whose opinion and expertise are treatedlawdinate to PJM management
objectives be considered to be independent or tgedf RTO senior management
seeks to compel the MMU to conform its expert amisi and findings to the
preconceived views of the RTO, it has violatedstadard of independence required by
tariff.

Another core duty of the MMU is to provide its egendent expert and unbiased
views on the state of the market to your Commiss&iate Commissions and market

stakeholders:

The MMU should monitor and regularly report on peniance and
structure of the electricity market within the 1$0/0 region.

Idat P. 7.
It would not be possible for your Commission, @@mplainants or market
stakeholders to rely upon the reports of the RTOW/i¥they simply parrot the opinions

of RTO management.
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On March 31, 2006, PJM filed proposed tariff chestp Attachment M of the
PJM OATT, assertedly in response to the abovers&teof policy, which were
docketed at ER06-826-000. According to PJM’s djlin that proceeding, the proposed
changes were designed to: (1) conform the MMU maitto the Commission's Policy
Statement on Market Monitoring (“Policy Statemeht(p) better delineate the MMU's
role in the development of specific recommendationsmprovement of PJM's market
design; and (3) implement various clarificationsdfiect PJM practices and update
certain provision§. PIM requested that the proposed changes becdect\af July 17,
2006.

In that proceeding, OPSI advocated the need famaber of modifications to
PJM’s Market Monitoring Plan in order to afford tRéM MMU greater independence
from senior PJM management, including, but nottkehito the adoption of a provision
that the MMU report directly to the PIJM Board of haers.

On July 14, 2006, the Commission issued an OrdBrocket ER06-826-000 that
generally accepted PJM’s filing in that matter be grounds that OPSI's MMU
independence issues were outside of the scope @irtiteeding, stating:

Protestors whose [sic] seek changes regardingittependence of the MMU and
its reporting obligations are making recommendatitbrat are not raised in this
filing and are therefore beyond the scope of thie@eding. We see no reason to

institute a section 206 proceeding to address nsattat are more global than the
issues properly before ds.

" Market Monitoring in Regional Transmission Orgariinas and Independent System Operators, Policye it
on Market Monitoring Units111 FERC { 61,267 (2005).

8 References to “Filing Letter” in this Complainfeeto PIM'’s original filing letter in ER06-826 @at March 31,
2006. Filing Letter at 1.

® July 14 Order, at 9.
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PJM Interconnection116 FERC 61,038, at P. 35 (2006)

Several parties, including OPSI, sought rehearintgeJuly 14 Order. By Order
issued December 5, 2006, the Commission denigélatlaring requests but stated its
intention to initiate a broad review of its Mark@onitoring policies by conducting a
Commission technical conferend@JM Interconnection, L.L.C117 FERC 61,263
(2006), (December 5 Order), at P. 1.

Regarding MMU independence, the December 5 Ordéedst

Further, we find that the requests made by OR®I,RA PUC, and
Indicated Parties for the Commission to initiatsestion 206 proceeding
are not supported by the record. In the July Owgkefound that the parties
had not shown PJM’s tariff to be unjust and unreabte and unduly
discriminatory. We reaffirm our ruling that thecoed in this docket does
not establish a basis for initiating a section 206ceeding. Specifically,
the parties have failed to offer sufficient eviderno support their concerns
that the MMU lacks adequate independence and atythorcarry out its
responsibilities and, thus, these parties havedaid meet their burden of
proof under section 208.

Id at P. 18.
However, the Commission recognized and acknowlkéddgee widespread
expressions of concern that there was a need steldIMU independence:

However, the Commission has received many commentdhis
proceeding about the need to safeguard and adihecedependence of
the MMU and the importance of assuring transparesay clarity to its
functions. In addition, all the parties on rehegrargue that the PJM tariff
should contain a clear statement of the MMU'’s iretegence, and that it
should include all rules relevant to the respoifitds and functions of the
MMU, possibly modeled upon the MISO tariff. Thessues are of a

¥ December 5 Order at 6.
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generic nature, and are not necessarily limitethéoMMU within any one
RTO or independent system operator (1SO).

Id at P. 19

Further, the comments received in this docket,levbriginating
from PJM’'s filing to comply with the Policy Statemte indicate that
entities who are regularly involved with or affettby the functions of
MMUs are concerned about a range of issues andig®larising from the
functions of MMUs. Therefore, the Commission irdento initiate a
review of its MMU policies and hold a Commissiorchaical conference,
currently planned for early next year, to expldnese and other generic
issues.

IdatP.6-7.
2. THE APRIL 5, 2007 MARKET MONITORING TECHNICAL
CONFERENCE

Your Commission subsequently scheduled a generMUMtechnical
conference for April 5, 2007. Part of the evidesogporting this complaint was
provided as testimony during that technical confeee

On March 8, 2007, the PIM MMU released 2806 State of the Market
Report(for the preceding calendar year) containing ama@xtlinary declaration
amounting to a statement that it lacks sufficietependence necessary to fully
carry out its duties.

Based on the experience of the MMU during its digjgar and its analysis

of the PIJM Markets, the MMU recognizes the neecoiatinue to make the

market monitoring function independent, well-orgad, well-defined,

clear to market participants and consistent with plolicy of the FERC.

The MMU recommends that the Market Monitoring Pla@ modified

consistent with these objectives.

PJM Market Monitoring Uni2006 State of the Market Repaat 8.

20



200704235047 Recei ved FERC OSEC 04/ 23/2007 02:18:47 PM Docket# ELO7-58-000

On April 2, 2007, senior PJM management release@007 Strategic
Report This report had been in preparation by senior PRdlEinagement,
assertedly at the request of the PJM Board of Marsagsince August 2006.
Although PJM had requested responses to an Oc®b@006 gquestionnaire
during the PJM senior management’s process leddirige development of the
2007 Strategic Repaqrit refused repeated requests by OPSI and otheketa
participants to make the questionnaire responsédicpuntil issuance of the
report. According to PJM’s current schedule, comtsiem the2007 Strategic
Reportare due on April 24, 2007, and will be the subjefctiscussion at the
May 2, 2007 PJM Members Committee meeting. In nosaeis the2007
Strategic Repora “stakeholder document”, nor has it been formagproved by
the PIJM Board of Managers; it represents nothingenai this point than a
statement of the views of PJM senior management.

The 2007 Strategic Repodontains a number of broad recommendations,
the most pertinent to this Complaint being thodatirey to the PIJM Market
Monitor:

[Q]uestions have been raised about the independeintee MMU in its

current form as an internal division of PJM. Thegjuires PJM to continue

to evaluate the appropriate structures for ensutiegindependence of the

MMU, including examining the development of an emé#¢ monitoring

function. With respect to market monitoring and igation, the Report

calls for PIM to:

» Commission an evaluation of industry best prastifor the definition of

market power, methods for identifying market powabuse, the

philosophies and approaches to price mitigation dne degree of

information transparency, to be used as the stagimint in establishing
definitional criteria in the PJM tariff;
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 Commission a review of the qualifications of ipdadent external
consultants to perform PJM’s market monitoring fiimres and report back
to the PJM Board on the benefits and risks of imygleting a structural
separation of market monitoring from internal PXiffsfunctions.

PJM 2007 Strategic Report 7.

Regardless of th8trategic Report’'€all to “continue to evaluate” and
“commission an evaluation” of the PIM MMU, it ispegwent that senior PIM
management may have already decided to eliminataatarnal Market Monitoring Unit,
and has already taken initial steps to executedibeision.

At the April 5, 2007 Technical Conference, heldannection with Commission
Docket No. ADQ7-8, the PIJM Market Monitor testifigght senior PJIM management had
been and was continuing to take actions that ietenrfvith MMU independence and
operations:

Based on my experience, it is not possible, amatipal matter, to
maintain the independence of the MMU while leavithg control of
personnel decisions, including hiring, firing, rews and promotions with
RTO management. It is not possible to maintainitidependence of the
MMU while leaving the control of the budget with RTmanagement,
including the ability to fund specific analyticalrgpects or to hire
consultants. It is not possible to maintain theepehdence of the MMU if
RTO management has the authority to prevent the Miblch collecting
and maintaining information and data in the mameguired to meet the
MMU'’s objectives. It is not possible to maintairetmdependence of the
MMU under the current system of reporting and aatakility. It is not
possible for the MMU to meet its responsibilities the Commission
without independence.

Very recently, the issue of independence andaan, the viability of
the PJM MMU, have reached very significant promors at PJM. Last
week, Mr. Harris, CEO of PJM, informed the MMU $tdfat it was PIJM
management’'s view that, in order to ensure indepece], the MMU
function would be best provided by an external otiast rather than the
current MMU. At that meeting, Mr. Harris informedMU staff that there
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were lots of open positions in other divisions dMPfor which they are
gualified and that they could apply for. Mr. Harsigted that PJM would be
removing the MMU’s data base from the MMU and tfansng it
elsewhere in PIM. Not surprisingly, these statem&oim the CEO had a
negative impact on the morale of the MMU staffhaiigh staff continues
to focus on our monitoring responsibilities. In @, PJIM management
has aggressively attempted to hire key MMU stafépawA job description
was posted this week that precisely matches thé&eanhanonitoring duties
of one of the MMU supervisors, a person with specifvirtually
irreplaceable monitoring skills and knowledge depeld both in prior jobs
and while working at the MMU. PJM does not perfotimese functions.
Another job was posted on Monday consistent with ¢credentials of the
MMU'’s junior analysts with a required applicatioatd of Friday. Unless
PJM management takes a constructive approach tatammang the current
MMU until the Commission has time to make a decisiabout the
appropriate structure to ensure independence asdgbume it, PIM’'s
actions threaten the existence of the current MMUile these issues may
appear to be an internal personnel matter entingllgin the purview of
PJM management, that view does not reflect the tlaat the MMU is
ultimately responsible to the Commission, basethertariff. Nor does that
view reflect the possibility of independence. If MPdJnanagement is
permitted to remove the current MMU without causd a response to the
MMU doing its job, then the potential for indepentienarket monitoring
will be severely damaged.

PJM management has informed me that PJM does nat tihe
MMU to replace experienced staff with new hires that we should hire
consultants. | have informed management that thee afsreplacement
consultants will not work and that the effect adithactions, taken together,
will be to substantially weaken the ability of théMU to fulfill our
responsibilities to the Commission and to the matkebelieve that if PIM
management continues on its current path with stgpehe MMU, within
a very short time we will not have adequate resssito meet our tariff
defined responsibilities. | also believe that iMPdhanagement continues
on its current path, within a very short time wdl wot be able to collect
and maintain information as we are required to mideu the tariff.

Prepared Statement of Joseph E. Bowring, PJM Madkeitor at April 5, 2007

Technical Conferenc&®eview of Market Monitoring PolicieBocket No. AD07-8-000
(April 5, 2007)
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During the Technical Conference, Mr. Bowring arfigll his written statement.
At Tr. 75 — 76%, Mr. Bowring testified:

[M]y experience at PJM is that we have not beemmpted to be
independent and there have been -- we've seenfisagmiissues with
conflicts with PJM, and where there were conflicsr independence has
at times -- not all the time, obviously -- but hast times, been
compromised.

PJM views us primarily as employees, as employebs are
responsible to management, rather than being reggerto provide our
independent views.

And just again, so you are aware, | believe tldependence, in fact,
the very viability of the PJM Market Monitoring Wnihas reached
significant proportions at PJM. We were informedtlaveek by PJM
management, that in order to assure independemeanarket monitoring
function would best be provided by an external otiast, rather than the
current Market Monitoring Unit.

At the meeting, my employees were told that thesee other jobs in
the organization for which they were qualified arwdild apply for. | was
also told that our database, which is central toeting our tariff
obligations, would be removed from the Market Monitg Unit's control.

This has had, to say the least, a negathpact on morale at the
Market Monitoring Unit, although we're continue,ahd my staff are
continuing to do our work.

Mr. Bowring further indicated that it was of si§jpant concern to him that the
operations of the PJM Market Monitoring Unit, whict heads, not be degraded by
senior PJM management’s initiation of a “Stratdgeview” of the PIJM market
monitoring function:

The first thing is to ensure the maintaining o tturrent structure
during the discussion period. And the problemhiat,t based on PJM's

strategic report, there's going to be a discugsesiod, although we've been
told that management has a particular view abait th

1 All transcript references that follow are from thpril 5, 2007 Technical Conference hearindRieview of Market
Monitoring Policies Docket No. AD07-8-000.
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But during the discussion period, it's criticahtlhe resources be
maintained for the market monitoring unit; that éoyees not be recruited
away; and that we continue to be able to maintamedfectiveness.

In addition, unless there is a reason not to, uldidahink that the
same staff be given the opportunity to be in whatdalie new structure of
the market monitoring unit turned out to be.

I mean, | think that the staff of the market monitg unit in PIJM
has been doing excellent work for a number of yehtg what makes
sense, is to have a stable transition that everyaderstands, rather than a
process where the market monitoring unit and th&ff feel that they're
being attacked and subject to, really, an unacbéptiegree of uncertainty.

Tr. 96 — 97.
Mr. Bowring’s testimony suggested that part of pineblem is a breakdown in

personal relationships between PJM senior manageanerthe PJM Market Monitor.

| wo[u]ld just add that in addition, tigis worked pretty well at PIM

for the first three or four years | was there adl.wkthink it highlights an
issue that someone else had raised, which is udtlgnghere have to be
institutions to protect independence, regardlessvbéther everyone is
getting along well or not. It shouldn't ultimatetepend on personal
relationships. It has to ultimately depend oniingbns that can provide a

framework for those.
Tr. 112.

B. PJM’s ACTIONS ALLEGED CONSTITUTE VIOLATIONS OF THE
FEDERAL POWER ACT, THE RULES AND ORDERS OF YOUR
COMMISSION AND THE PJM OPEN ACCESS TRANSMISSION
TARIFF AND ORDER 2000

The senior PJM management actions alleged by BWwrig, if substantiated, are
seemingly directed atde factoelimination of the existing PJM market monitorimgjt

in advance of any stakeholder comment, PJM MemBersmittee endorsement, PJM

Board of Managers vote, tariff filing or approval your Commission of a tariff

amendment embodying such a change. While sucheftmestablish &ait accompli
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may be sound tactically, they violate PIJM’s ex3tidATT, Attachment M. Section | of
the Market Monitoring Plan states:

The objectives of this Market Monitoring Plan ace {1) monitor and

report on issues relating to the operation of thkel Rarket, including the

determination of transmission congestion costs har potential of any
Market Participant(s) to exercise market power wwithe PJM Region; (2)
evaluate the operation of both pool and bilaterafkats to detect either
design flaws in the PJM Market operating rulesndéads, procedures, or
practices as set forth in the PJM Tariff, the PJpefating Agreement, the
PJM Reliability Assurance Agreement, the ReliapilitAssurance

Agreement-South, the Reliability Assurance Agreerwast, the PJM

Manuals, or PJM Regional Practices Document or eteal structural

problems in the PJM Market that may need to be esddd in future

filings; (3) evaluate any proposed enforcement raedms that are
necessary to assure compliance with pool rules; (@hcensure that the
monitoring program will be conducted in an indepamdand objective

manner. The Plan also prescribes reporting proesdinat PIJM will use to
inform governmental agencies and others conceritsngarket monitoring

activities. Consistent with the PJM Operating Agneeat, PJM will carry

out these objectives in a manner consistent with ghfe and reliable
operation of the PJM Region, the creation and djeraof a robust,

competitive, and non-discriminatory electric powmarket in the PJM

Region, and the principle that a Member or grougvieimbers shall not
have undue influence over the operation of the RiHvket.

This Plan applies to PJM, Market Participants, alidentities that take

service under the PJM Tariff.

Market Monitoring Plan Section V, Subsections A — D state:

A. Establishment: PIJM shall establish, and provide appropriate stgffi
and resources to, the Marketing Monitoring Unit, aganization within
PJM that shall be responsible for implementing Bian.

B. Composition: The Market Monitoring Unit shall be comprised oflfu
time employees of PJM having the experience antifigagions necessary
to implement this Plan. In carrying out its respbitiies, the Market
Monitoring Unit may retain such consultants and ezi® as it deems
necessary, subject to the oversight of the Presatatior the PJM Board.
C. Accountability and Responsibilities: The Market Monitoring Unit
shall be accountable to the President and the PdirdBregarding the
implementation of this Plan.
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D. Resources.The President shall ensure that the Market Momgptinit

has adequate resources, access to required infonnanhd cooperation of

PJM for the effective functioning of the Market Mtmming Unit.

It is now evident that a reporting relationshipttimakes the MMU accountable to
both the President of PJM and the PJM Board of Igarsis problematic, given that one
of the primary functions of the MMU, as specifiedSection Ill.B of Attachment M, is to
monitor for “actual or potential design flaws iretRIM Market.” It is senior PIM
management, and ultimately, the PJM’s PresidenBaradtd, subject to your
Commission's approval, who are responsible foddegn of the PJM markets and any
flaws that may be inherent in that design. It wagquire a high degree of objectivity for
PJM to accept criticism of its initiatives and atijees with equanimity. Available
evidence indicates that senior PJM management wiayave displayed such an
attribute.

Complainants are particularly concerned by the sstiygn that senior PIJM
management intends to remove the PIM MMU'’s extensiarket information database
from the MMU. There can be no legitimate reasorsiarh an action, which would
cripple the MMU and could not be employed by PJNedplicate the market monitoring
functions of the MMU.

Senior PJM management’s alleged actions are illataghin the testimony of
Audrey Zibelman, PJM Executive Vice President ahie€COperating Officer, who also
appeared at the April 5, 2007 Technical ConfereHes.prepared statement asserted:

Drilling down one level deeper, there appear tavibe different approaches---an
approach used in PJM up to this point in whichhgsa three pivotal
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supplier analysis, the market or a subset of theketas deemed in that

hour to be “structurally” noncompetitive as conteas with a more

outcome-based approach used in MISO, New York aed/ MEngland,

which focuses on both suppliers’ actions and tepgcific impact on the

market including whether that impact is within out©ide a zone of

reasonable prices.

In order to move the ball forward, in its recentyeased Strategic Report,

issued this week, PJM has indicated its intentofmmission an evaluation

of key definitions in this area with the goal ofgaging in a member

dialogue to define the terms for PJM so that thegy nultimately be

included in the PJM tariff. PIM will further exameinother models of
market mitigation, including those employed by ERIC@nd other RTOs

and ISOs with organized wholesale markets.

As has been noted above, 2307 Strategic Repornteferred to in Ms. Zibelman’s
prepared testimony, is a PJM-initiated and corgtcbdocument, not a stakeholder driven
process. Although stakeholders have been invitedtement on the report, that
comment period has not expired (initial commenésdare April 24, 2007 — see
Attachments 3, 4 and 5 to this Complaint). AfteatfiPJM proposes to bring the report to
the PJM Members Committee meeting on May 2, 20@tlareafter discuss it with the
PJM Board of Managers, which will presumably aerdafter to adopt some, all or none
of the report. However, PJM senior management noayave waited for the
stakeholders and the PJM Board of Managers to weighstead, Mr. Bowring’s
testimony alleges facts that indicate that PIJM @&evianagement may have “jumped the
gun” and are acting on their own proposatsv.

In essence, senior PJM management, whether misyadienot, may believe that
the PJM MMU is using market power screens that@veestrictive (i.e. result in

over-mitigation of generation bids). Whether or sehior PJIM management has a

sufficient basis to justify forming such an opinigropen to question and inquiry.
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However, regardless of the merits of this policyadireement, senior PJM management
should not act unilaterally to dismantle the indegent market monitoring unit that exists
as an integral part of the tariffs that have cré&aM as a regional transmission
organization.

Based upon the information available to the Complats, senior PJM
management may be seeking to change the “fadtseoground” by preemptively
altering the structure and interfering with theapdndence of the PIJIM MMU, and by
commandeering its key employees and data with ¢laé af eventually outsourcing the
unit altogether. It is not unlawful for PJM to sesich an objective by making an
appropriate filing with the Commission, butstunlawful for PJM management to
attempt to achieve such a result unilaterally, withconsultation with its stakeholders,
without approval of its Board of Managers and withauthorization by your
Commission

PJM’s alleged actions with regard to its Marketriior and MMU resources and
personnel imperil the core functions and respolisés of the PJIM MMU and constitute

violations ofOrder 20002 and the regulations promulgated thereufitléne Orders of

124 Tlhe RTO must propose a monitoring plan that teims certain standards. The monitoring
plan must be designed to ensure that there is th@aoformation about the markets that the RTO
operates or administers and a vehicle to propogmppate action regarding any opportunities for
efficiency improvement, market design flaws, or kedmpower identified by that information. The
monitoring plan also must evaluate the behaviomafket participants, including transmission
owners, if any, in the region to determine whettieir behavior adversely affects the ability of
the RTO to provide reliable, efficient and nondisgnatory transmission service. Because not all
market operations in a region may be operated oirdstered by the RTO (e.g., there may be
markets operated by unaffiliated power exchangés)monitoring plan must periodically assess
whether behavior in other markets in the RTO'saegiffect RTO operations and, conversely,
how RTO operations affect the efficiency of markagperated by others. Reports on opportunities
for efficiency improvement, market design flaws andrket power abuses in the markets the RTO
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your Commission approving PJM’s application for R3i@tus, and the PJM Open
Access Transmission Tariff, Attachment M, as amdnded constitute inadequate and
insufficient interstate service, all of the foreggiconstituting inadequate interstate

service and contrary to Section 207 of the Fedeoaler Act. 16 U.S.C. § 824f.

operates and administers also must be filed widn @ommission and affected regulatory
authorities. In developing its market monitoringupl the RTO should identify the markets that
will be monitored, i.e., transmission, ancillaryngees or any other market it may develop (e.g.,
congestion management). With regard to those n@rkis¢ monitoring plan should examine the
structure of the market, compliance with markeesulbehavior of individual market participants
and the market as a whole, and market power anétengower abuses. The monitoring plan
should also address how information will be used agported. The monitoring plan should
indicate whether the RTO will only identify problemand/or abuses or whether it also will
propose solutions to such problems....With regardthe reporting of market monitoring
information, the monitoring plan should indicate ttypes and frequency of reports that will be
made and to whom the reports will be sent. UnderRRA, the Commission has the primary
responsibility to ensure that regional wholesalecteicity markets served by RTOs operate
without market power. An appropriate market monitgrplan must provide an objective basis to
observe markets and, if appropriate, provide repand/or market analyses. Market monitoring
also will be a useful tool to provide informatidmat can be used to assess market performance.
This information will be beneficial to many parties government as well as to power market
participants. This includes state commissions thaitect the interests of retail consumers,
especially where they are overseeing the developofencompetitive electric retail market.

Order 2000, 89 FERC 1 61,285, at p.463— 465.

13 18 CFR § 35.36 (k) (6):
Market monitoring.To ensure that the Regional Transmission Orgawoizatrovides reliable,
efficient and not unduly discriminatory transmissicervice, the Regional Transmission
Organization must provide for objective monitorinfjf markets it operates or administers to
identify market design flaws, market power abuses@portunities for efficiency improvements,
and propose appropriate actions. As part of itsadestnation with respect to market monitoring,
the Regional Transmission Organization must satiséy standards listed in paragraphs (k)(6)(i)
through (K)(6)(iii) of this section, or demonstrdkat an alternative proposal is consistent with or
superior to satisfying such standards.
(i) Market monitoring must include monitoring theHavior of market participants in the region,
including transmission owners other than the Regicfransmission Organization, if any, to
determine if their actions hinder the Regional Braission Organization in providing reliable,
efficient and not unduly discriminatory transmissgervice.
(ii) With respect to markets the Regional Transiis®rganization operates or administers, there
must be a periodic assessment of how behavior irketea operated by otherse(g., bilateral
power sales markets and power markets operated nhyfiliated power exchanges) affects
Regional Transmission Organization operations ao@ Regional Transmission Organization
operations affect the efficiency of power markgisrated by others.
(iii) Reports on opportunities for efficiency imp@ment, market power abuses and market design
flaws must be filed with the Commission and affdategulatory authorities.
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VIIl. SPECIFIC RELIEF REQUESTED
A. Interim Relief

The Complainants ask for the following interimi@éto prevent impairment of the

PJM MMU or its ability to perform its functionalsponsibilities, and to avoid grave and

irreparable harm that would occur from a loss ofeatuction in the capabilities and

responsibilities of the PIM MMU, or impairment tf personnel and resources,

including undetected and unrestrained exercisesaoket power in the PJM markets and

loss of public and stakeholder confidence in tis¢ness and reasonableness of the

outcomes of such markets:

1.

2.

2)

3)

4)

5)

Immediately set this Complaint for Hearing.

Direct PJM to return the PIJM Market Monitoringitko thestatus quo antas of
July 1, 2006, with respect to personnel, functioeaponsibilities, databases,
information and other resources, staffing leveld access to PJM data and
personnel, and further, direct PIJM to take nooadid modify such status without
a full informational or tariff filing, with opportoity for public comment and order
of the Commission.

Cease and desist from threatening to take angadny action to interfere with the
employment or independent judgment and monitorunged of the MMU and its
market monitor.

Cease and desist from removing, retaining er@sing control over any and all
data or information systems utilized by the PIM MitUhe exercise of its duties
or to relinquish such control if it has already d@o.

Cease and desist from and disavow any acti@emmunication that suggests that
MMU staff will be penalized for declining to leatlee MMU for another position
within PJM or elsewhere and to communicate thaiwdisval directly and
unambiguously to existing and future MMU personnel.

Immediately authorize the filling of vacant pamis and any new positions
created within the PJM market monitoring unit.
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6) Refrain from taking any action to restrict oeesise editorial control over reports,
iIssuances or communications by the MMU made to etgérticipants, your
Commission, state commissions or the public pursieathe existing market
monitoring plan.

B. Permanent Relief
The Organization of PIM States asks that your Cissianm initiate a full
investigation of alleged and potential violatiorighee PJM Market Monitoring Plan and
restore thestatus quo antbey directing PJM to permanently:

7) Cease and desist from threatening to take angadny action to interfere with the
employment or independent judgment and monitorunged of the MMU and its
market monitor.

8) Cease and desist from removing, retaining er@sing control over any and all
data or information systems utilized by the PIM MitUhe exercise of its duties
or to relinquish such control if it has already d@o.

9) Cease and desist from and disavow any acti@@mmunication that suggests that
MMU staff will be penalized for declining to leatlee MMU for another position
within PJM or elsewhere and to communicate thaiwdisval directly and

unambiguously to existing and future MMU personnel.

10) Immediately authorize the filling of vacant fimss and any new positions
created within the PJM market monitoring unit.

11) Refrain from taking any action to restrict aeecise editorial control over reports,
iIssuances or communications by the MMU made to etgérticipants, your
Commission, State Commissions or the public pursigatne existing market
monitoring plan.

If your Commission determines that it does not hérgenecessary legal authority
to directly remedy such violations by order, then@ptainants move that your

Commission find that PJM is no longer in compliamgth the terms of its Open Access

Transmission Tariff and the Commission’s orderggiesing it as an RTO. Your

Commission should then issue an order revokingispending PJM’s status as an RTO
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until such time as PJM has fully remedied the coowl at issue in accordance with the
terms of its tariff and your Commission’s ordérs

In addition, the Complainants request that your @mssion find that the existing
PJM Market Monitoring Plan is inadequate to protietfuture independence and
effectiveness of the MMU, and is therefore not prstl reasonable, and direct that the
Commission direct that the Market Monitoring Planrbodified as follows (in the

alternative):

12. Convene a Joint Federal State Board underd®e2fi9 of the Federal Power Act,
16 USC 824h, to supervise the PJIM MMU; or,

13. Direct PIM to file amendments to its Market Maorng Plan to remove the PIJM
Market Monitoring Unit and its personnel from direc indirect supervision by
any officer or employee of PJM, requiring insteladttthe MMU be supervised
directly by the PIJM Board of Managers, and to mgntzat any action by the
Board of Managers regarding the discipline or dasgh of MMU personnel be the
subject of formal notice to and review by the Cossion.

Complainants submit that your Commission shouldsmter two alternative

reporting structures:

14 California 1ISO v. FERC372 F3d 395 at 404 (2004) strongly suggeststhiigis the primary tool available to
your Commission when addressing structural defaesnin RTO organization and structure:

If FERC concludes that CAISO lacks the independemcather necessary attributes to constitute
an ISO for purposes of Order No. 888, then it neetl approve CAISO as an ISO. ISO

membership is not an end in itself; it is merelynathod jurisdictional entities can use to comply
with Order No. 888’s mandate for those entitiesfil® nondiscriminatory open access tariffs.

Neither Order No. 888 nor the Commission decisienraviewed inTAPSrequires participation

in ISOs. We reminded FERC in an earlier case comegiSOs that no matter how important the
principle of ISO independence is to the Commissi@rder No. 888 is merely a regulation,”
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Alternative 1: MMU Reportsto Joint Federal-State Board.

The MMU should be responsible to a Federal-Statd Bward (“Joint Board”) on
Market Monitoring and Enforcement. The Joint Bosinduld consist of at least one
FERC commissioner and a commissioner from each stahe RTO “footprint.” The
Joint Board on Market Monitoring and Enforcementidosupplant the role of the PIM
Board as regards the accountability of the MMU.olJpeviewing recommendations
from the MMU, the Joint Board would submit propasas needed to FERC regarding
how to better ensure and promote a competitive atplkce. At least once annually, the
Joint Board, based on input from the MMU, should With FERC a recommendation
and proposal on how to better improve the operatand efficacy of PJM market
operations and the MMU. The Joint Board’s annyarations improvements
recommendation would be subject to FERC'’s approval.

In support of its recommendation to establishiat®oard, OPSI notes that both
the states and the federal government share a corgo® to ensure that PJM-operated
generation markets operate effectively and thét btatkeholders and the public have
solid confidence in the fairness and efficacy & BJM wholesale market.

End-user customers ultimately pay for generatimhtaansmission services. Since
retail service is subject to state jurisdictiorisiappropriate that the states should share an
active role in broad MMU oversight. OPSI also aliss that the Joint Board construct is
not an uncommon federal-state relationship in thiosiances where both jurisdictions
possess common interests in policies that sigmifigaffect customers in both

jurisdictions. For example, the Federal Commuiocat Commission has established
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Federal-State Joint Boards on the issues of uralsesvice and separations of common
costs between the two jurisdictions. These coliafians have enhanced relations
between jurisdictions and have resulted in bettersions.

Alternative 2: MMU Reportsto Board of Managers

The MMU, instead of reporting jointly to the PJMeBident and Board, would
instead report directly to the PJM Board, or a safimittee of the Board that does not
include any member of PJM senior management, peovildat budget, retention and
discipline of personnel would be the subject olureegd notice to and approval by your
Commission.

A necessary feature of a functionally independéitU is a Market

Monitor who is impervious to external influence asgyrotected from arbitrary removal
from his or her position. As head of the MMU, tlarket Monitor directs the work of
the unit and publicly represents that work prodad®JM, various PJM stakeholders, and
the Commission and State Commissions. Conscientitarket monitoring activities will
inevitably generate MMU work product and actionstthre at odds with the interests of
any number of these parties. Without adequatsgairity, the Market Monitor would
be exposed to efforts to circumscribe MMU actiate to achieve his or her removal.
This potential has a chilling effect upon the quyadif the MMU'’s work product,
notwithstanding the implementation of other posgithaeasures designed to impart
genuine independence to the unit.

Specifically, termination of the Market Monitor BHMU personnel should only

occur for demonstrable just cause: that is, a snhbst failure to execute monitoring,
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enforcement or reporting responsibilities specifrethe PIM tariff. Accordingly, it is

recommended that the Market Monitoring Plan be firedito afford the market monitor

be afforded necessary job security by directing fEiM:

14. Revise the existing Market Monitoring Plan toypde that neither the Market
Monitor, nor MMU personnel may be disciplined oscharged without just cause.

15. Revise the existing Market Monitoring Planéquire PJM to report in detail to
the Commission and State Agencies when and wiayist ér refuses to follow the
recommendation of the MMU with regard to any erigtor proposed aspect of
the MMU structure or operation, the existing orpmeed design or operation of
the transmission facilities operated by PJM, thealbeor or actions of any market
participant or any aspect of PJM markets, eithéstiexg or proposed.

16. Revise the existing Market Monitoring Planéstore the obligation of the MMU
to provide reports to State Commissions with resfpePJM wholesale market
issues.

A reporting relationship that makes the MMU’s enypient and resources subject
to the oversight of the PJM President cannot petihé MMU with the requisite degree
of independence from PJM that is needed for the Milthoroughly and effectively
monitor and report on the performance of senior R¥#hagement and of the
competitiveness of PJM market operations in general

In order to ensure that the MMU is insulated froregsure by senior PJM
management, PJM members, or other parties withtaneist in the direction or outcome
of the MMU'’s work, the MMU staff should report datty and exclusively to the Market
Monitor. Additionally, all human resource decisioraking authority applicable to the

unit, including the hiring, termination, and promoot of MMU staff, should reside with

the Market Monitor. Such organizational structwauld facilitate an efficient,
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unencumbered execution of the MMU's responsibsgitéd enhance the accountability
of the Market Monitor.

Further, the PIM MMU should have the option of gakpresented by separate
legal counsel from that used by PJM. The Markehittwing Plan should be modified to
allow the MMU to select and employ separate coun€#SI notes that, in the case of
the Midwest I1SO, the tariff provides that, “The IMiMay consult legal counsel for advice
on antitrust, regulatory or other legal issuesipert to this Plan*®

The MMU should have explicit authority to file corents and testimony in any
proceeding before the Commission, or at any Statar@ission, without being required
to obtain prior approval from PJM management.

The Market Monitoring Plan should also be modifsedas to not impair important
communications by the MMU to the Commission, angeomit the MMU to make
formal filings or engage in formal communicationshithe Commission on any matter
touching on competitive markets or market design.

The Market Monitoring Plan should be modified toyde the PIJIM MMU with
specifically stated authority to monitor the condoicPJM as system and market
operator. Similarly, the MMU's role in crafting MIMarket Rules should not be overly
constrained, and the MMU should be authorized tmeate and formally or informally

propose changes to PJM market rules which, in pit@an of the MMU, are necessary to

15 Section 53.2 of the Midwest ISO’s tariff.
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improve electric power markets or to remedy spedfistructural problems related to
such markets.

The extensive data bases and related programsopexakeby the MMU over the
course of a number of years should remain undeexbkisive control of the MMU and
should not be subject to appropriation by any otitganizational unit within PJM. The
maintenance of and control over said data bas#ésebyIMU is essential to the ongoing
effectiveness of the MMU in executing its specifradnitoring activities. The MMU
should have the unencumbered ability to colleatftssize and store data necessary to
the execution of its functions and should not lpined to rely upon outside sources for

this essential element of market monitoring infrastiure.
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CONCLUSION

WHEREFORE, for the facts and reasons appearingsnGomplaint, the
Complainants respectfully request that the Comimmns:

1. Immediately open a hearing and investigatiothasiComplaint, providing
full right of discovery and opportunity to establia record thereon.

2. Provide interim relief in the form of an OrderRJM to return the MMU to
thestatus quo antwith respect to funding, organization, staffinglaesources pending
the resolution of this complaint.

2. Determine on the basis of the record that PJ8Mwated its Market
Monitoring Plan, with respect to MMU independence #hat the interstate service of
PJM is inadequate or insufficient within the megnih Section 207 of the Federal Power
Act, 16 U.S.C. 824f.

3. Direct PJM to immediately remedy such violatiassdescribed above and
as yet to be discovered, and to refrain from suclations in the future.

4. Direct PJM to modify its Market Monitoring Pléam modify its tariff as
described above

If the Commission finds that it lacks sufficienatttory authority to direct PJM to
modify its tariffs in accordance with the requesaetions in this Complaint, it is
requested that the Commission:

5. Declare that PIJM no longer satisfies the requargs of a Regional
Transmission Organization and revoke or suspergtatsis as a Regional Transmission
Organization until such time as PJM is in compl@amgth the rules and orders of the
Commission governing MMU independence.
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Respectfully Submitted,

s/ John A. Levin

John A. Levin

Assistant Counsel

Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

(717) 787-5978

johlevin@state.pa.us

For the Organization of PJM States, Inc.

s/ William G. Divine

William G. Divine

General Counsel

Indiana Utility Regulatory Commission

s/ Agnes A. Yates

Agnes A. Yates, Chair

District of Columbia Public Service
Commission

1333 H Street, N.W.

Washington, D.C. 20005

(202) 626-5115

Email: ayates@psc.dc.gov

For the District of Columbia Public Service
Commission

s/ Richard W. Bertelson, Il

Richard W. Bertelson, Il

Staff Attorney Il

Kentucky Public Service Commission

302 West Washington Street, Room E306211 Sower Boulevard, Post Office Box 615

Indianapolis, IN 46204
317-232-6735
bdivine@urc.in.gov

For the Indiana Utility Regulatory
Commission

s/ Miles M. Mitchell, Esq.

Miles M. Mitchell, Esq.

Acting General Counsel

Public Service Commission of Maryland
6 Saint Paul Street

Baltimore, Maryland 21202-6806

(410) 767-8038
mmitchell@psc.state.md.us

For the Public Service Commission of
Maryland

Frankfort, KY 40602-0615
502-564-3940
Rick.bertelson@ky.qov

David S. Sanford
General Counsel
502-564-3940
david.samford@ky.gov

For the Kentucky Public Service
Commission

s/ Louis S. Watson, Jr.

Louis S. Watson, Jr.

Staff Attorney

North Carolina Utilities Commission
4325 Mail Service Center

Raleigh, NC 27699-4325
swatson@ncuc.net

For the North Carolina Utilities
Commission
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s/ John A. Levin s/ William H. Chambliss

John A. Levin William H. Chambliss

Assistant Counsel General Counsel

Pennsylvania Public Utility Commission Virginia State Corporation Commission
P.O. Box 3265 P.O. Box 1197

Harrisburg, PA 17105-3265 Richmond, Virginia 23218-1197

(717) 787-5978 804-371-9671

johlevin@state.pa.us William.Chambliss@scc.virginia.gov
For the Pennsylvania Public Utility For the Virginia State Corporation
Commission Commission

s/ Susan J. Vercheak

Susan J. Vercheak

Deputy Attorney General

New Jersey Board of Public Utilities

124 Halsey Street

P.O. Box 45029

Newark, NJ 07101

(973) 648-3510

Email: susan.vercheak@dol.lps.state.nj.us

Margaret Comes

Deputy Attorney General
973-648-4726
margaret.comes@dol.Ips.state.nj.us

Elise W. Goldblat,

Senior Deputy Attorney General
973-648-3709
elise.goldblat@dol.lps.state.nj.us

For the New Jersey Board of Public
Utilities

Dated: April 23, 2007
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SUPPORTING DOCUMENTS

1. Current PJM Open Access Transmission Tariffaétiment M (“Market
Monitoring Plan”).

2. Excerpts, PJM 2006 State of the Market Repssug@d March 8, 2007)

3. Excerpts, PJM 2007 Strategic Report (issuedl p&007)

4. Memorandum from Phil Harris to PJIM Members Cotterire: Annual

Meeting General Session (dated March 6, 2007)

5. PJM 2007 Strategic Report Communications Tinee{undated, released
April 2, 2007)
6. Letter from OPSI President Mark C. Christie fdvPPresident Mr. Philip

Harris (dated April 12, 2007)

7. Letter from PJM President Mr. Philip Harris t®8l President Mark C.
Christie (dated April 13, 2007), without attachneent
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CERTIFICATE OF SERVICE

| hereby certify that | have this day served thedoing document in accordance with the

requirements of Rule 206 (c) of the Commission’s&eRwf Practice and Procedure.

Dated at Harrisburg, Pennsylvania this 23rd dafmfil, 2007.

s/John A. Levin

John A. Levin

Assistant Counsel

Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

(717) 787-5978

johlevin@state.pa.us
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1. Current PJM Open Access Transmission Tariff, Atachment M
(“Market Monitoring Plan”).
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PJM Interconnection, L.L.C. Fifth Revised Sheet No. 446
FERC Electric Tariff Superseding Third Revised Sheet No. 446
Sixth Revised Volume No. 1

ATTACHMENT M

PJM MARKET MONITORING PLAN

I OBJECTIVES

The objectives of this Market Monitoring Plan are to: (1) monitor and report on issues
relating to the operation of the PJM Market, including the determination of transmission
congestion costs or the potential of any Market Participant(s) to exercise market power within
the PJM Region; (2) evaluate the operation of both pool and bilateral markets to detect either
design flaws in the PJM Market operating rules, standards, procedures, or practices as set forth in
the PJM Tariff, the PJIM Operating Agreement, the PJM Reliability Assurance Agreement, The
Reliability Assurance Agreement-South, the Reliability Assurance Agreement-West, the PJIM
Manuals, or PJIM Regional Practices Document or to detect structural problems in the PIM
Market that may need to be addressed in future filings; (3) evaluate any proposed enforcement
mechanisms that are necessary to assure compliance with pool rules; and (4) ensure that the
monitoring program will be conducted in an independent and objective manner. The Plan also
prescribes reporting procedures that PJM will use to inform governmental agencies and others
concerning its market monitoring activities.

Consistent with the PJM Operating Agreement, PJM will carry out these objectives in a
manner consistent with the safe and reliable operation of the PJM Region, the creation and
operation of a robust, competitive, and non-discriminatory electric power market in the PJM
Region, and the principle that a Member or group of Members shall not have undue influence
over the operation of the PJM Market.

This Plan applies to PJM, Market Participants, and all entities that take service under the
PJM Tariff.

I1. DEFINITIONS

Unless the context otherwise requires, for purposes of this Plan, capitalized terms shall
have the meanings given below or in Section I of the PJM Tariff.

(a) “Authorized Government Agency” means a regulatory body or
government agency, with jurisdiction over PJM, the PJM Market, or any entity
doing business in the PJM Market, including, but not limited to, the Commission,
state utility commissions, and state and federal attorneys general.

(b) “Corrective Action” means an action set forth in section I'V of this Plan.

(©) “FERC Market Rules” means the market behavior rules and the
prohibition against electric energy market manipulation codified by the
Commission in its Rules and Regulations at 18 CFR §§ Ic.2 and 35.37,
respectively; the Commission-approved PJM Market Rules and any related
proscriptions or any successor rules that the Commission from time to time may
issue, approve or otherwise establish.

Issued By:  Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
Issued On:  April 27,2006
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PJM Interconnection, L.L.C. First Revised Sheet No. 446A
FERC Electric Tariff
Sixth Revised Volume No. 1

Issued By:

Issued On:

(d) “Market Monitoring Unit” means the organization within PJM that is
responsible for implementing this Plan.

(e) “Market Participant” means an entity that generates, transmits,
distributes, purchases, or sells electricity or provides ancillary services with
respect to such services (or contracts to perform any of the foregoing activities)
within, into, out of, or through the PJM Region.

Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
April 27, 2006
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PJM Interconnection, L.L.C. Fourth Revised Sheet No. 447
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Sixth Revised Volume No. 1

Issued By:

Issued On:

® “PJM” means PJM Interconnection, L.L.C., including the Office of the
Interconnection as referenced in the PJM Operating Agreement.

(2) “PJM Board” means the Board of Managers of PIM or its designated
representative.

(h) “PJM Entities” means PJM, including the Market Monitoring Unit, the
PJM Board, and PJM’s officers, employees, representatives, advisors, contractors,
and consultants.

(1) “PJM Manuals” means those documents produced by PJM that describe
detailed PJM operating and accounting procedures that are made publicly
available in hard copy and on the Internet.

() “PJM Market” means the PJM Interchange Energy Market together with
all bilateral or other electric power and energy transactions, ancillary services
transactions, and transmission transactions within the PJM Region.

(k) “PJM Market Rules” mean the rules, standards, procedures, and practices
of the PJM Market set forth in the PJM Tariff, the PJM Operating Agreement, the
PJM Reliability Assurance Agreements, the PJIM Consolidated Transmission
Owners Agreement, the PJM Manuals, the PJM Regional Practices Document and
the PJM-Midwest Independent Transmission System Operator.

Q) “PJM Operating Agreement” means the Amended and Restated Operating
Agreement of PJM on file with the Commission.

(m)  “PJM Regional Practices Document” means the document of that title
that compiles and describes the practices in the PJM Market and that is made
available in hard copy and on the Internet.

(n) “PJM Reliability Assurance Agreements” means the Reliability
Assurance Agreement among Load Serving Entities in the PJM Control Area, the
PJM South Reliability Assurance Agreement among Load Serving Entities in the
PJM South Region, and the PJM West Reliability Assurance Agreement among
Load Serving Entities in the PIM West Region, each on file with the Commission.

(o) “PJM Tariff” means the Open Access Transmission Tariff of PJM on file
with the Commission.

(p) “PJM Transmission Owners Agreement” means the PJM Consolidated
Transmission Owners Agreement on file with the Commission.

(q) “Plan” means the PJM market monitoring plan set forth in this
Attachment M.

(r) “President” means the President and Chief Executive Officer of PJM.

Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
April 27, 2006
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III. MONITORED ACTIVITIES
The Market Monitoring Unit shall be responsible for monitoring the following:
A.  Compliance with the PJM Market Rules.
B.  Actual or potential design flaws in the PJM Market Rules.

C.  Structural problems in the PJM Market that may inhibit a robust and competitive
market.

D.  The potential for a Market Participant to exercise market power or violate any of

the FERC Market Rules.
IV.  CORRECTIVE ACTIONS
A. Required Notice to Commission: Immediately upon determining that it has

identified a significant market problem or a potential violation by a Market Participant of the
PJM Market Rules or any of the FERC Market Rules that may require (a) a change in the PJM
Market Rules, (b) further inquiry by the Market Monitoring Unit, (¢) referral for investigation by
the Commission and/or (d) action by the Commission or one or more state commissions, the
Market Monitoring Unit shall notify the Commission’s Office of Enforcement (or any
successor), either orally or in writing. Nothing in this Section IV.A shall limit the ability of the
Market Monitoring Unit to engage in discussions with any such Market Participant as provided
in Section IV.C.1.

B. Required Referral to Commission: In addition to the notification provided in
section IV.A. above, where the Market Monitoring Unit has reason to believe, based on
sufficient credible information, that a Market Participant has either violated (a) a PJM Market
Rule, or (b) any of the FERC Market Rules, the Market Monitoring Unit will refer the matter to
the Commission’s Division of Investigations (or any successor) in the manner described below.
The foregoing notwithstanding, a clear, objectively identifiable violation of a PJM Market Rule,
where such rule provides for an explicit remedy that

Issued By:  Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy

Issued On:  August 14, 2006

Filed to comply with order of the Federal Energy Regulatory Commission, Docket Nos. ER06-

826-000, 001, issued July 14, 2006, 116 FERC § 61,038.
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has been accepted by the Commission and can be administered by PJM, shall not be subject to
the provisions of this section IV.B.

Such a referral to the Commission shall be in writing, shall be non-public and should
include, but need not be limited to, the following information:

1. The name(s) of and, if possible, the contact information for, the market
participants that allegedly took the action(s) that constitute that alleged Market
Violation(s);

2. The date(s) or time period during which the alleged Market Violation(s)
occurred and whether the alleged wrongful conduct is ongoing;

3. The specific FERC Market Rule(s) and/or tariff provision(s) that were
allegedly violated,

4. The specific act(s) or conduct that allegedly violated the FERC Market
Rules or tariff;

5. The consequences in the market resulting from the act(s) or conduct,
including, if known, an estimate of economic impact on the market;

6. If the Market Monitoring Unit believes that the act(s) or conduct
constituted manipulative behavior in violation of the FERC Market Rules, a
description of the alleged manipulative effect on market prices, market conditions,
or market rules; and

7. Any other information that the Market Monitoring Unit believes is
relevant and may be helpful to the Commission.

Following the submission of such a referral, the Market Monitoring Unit will continue to
inform the Commission’s staff of any information relating to the referral that it discovers within
the scope of its regular monitoring function, but it shall not undertake any investigative steps
regarding the referral except at the express direction of the Commission’s staff.

Issued By:

Issued On:

Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
August 14, 2006

Filed to comply with order of the Federal Energy Regulatory Commission, Docket Nos. ER06-
826-000, 001, issued July 14, 2006, 116 FERC § 61,038.
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C. Additional Market Monitoring Unit Authority: In addition to notifications and
referrals under Sections IV.A and IV.B, respectively, the Market Monitoring Unit may take the
following additional actions, to the extent it deems necessary, as a result of its monitoring
activities:

1. Engage in discussions with Market Participants regarding issues relating
to their possible violations of the FERC Market Rules, in order to understand such
issues and to attempt to resolve informally such issues or other issues with Market
Participants.

2. Recommend to the appropriate entity (including, if and as appropriate,
PJM committees, the PJM Board, or the Commission) modifications to the PJM
Market Rules. This recommendation may be made in the form of a written or oral
report to the appropriate entity.

Issued By:  Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
Issued On:  April 27,2006
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Issued By:

Issued On:

3. With the approval of the PJM Board, file reports or complaints with
Authorized Government Agencies or make other appropriate regulatory filings to
address design flaws, structural problems, compliance, market power, or other
issues, and seek such appropriate action or make such recommendations as the
Market Monitoring Unit shall deem appropriate.

4. If PIM does not follow the Market Monitoring Unit’s recommendations by
filing requested rule changes or complaints with the Commission, the Market
Monitoring Unit shall make its views known to the Commission staff and the PJIM
Members, either orally or in writing.

5. Consult with Authorized Government Agencies concerning the need for
specific investigations or monitoring activities.

6. Consider and evaluate a broad range of additional enforcement
mechanisms that may be necessary to assure compliance with the PJM Market
Rules. As part of this evaluation process, the Market Monitoring Unit shall
consult with Authorized Government Agencies and other interested parties.

7. Report directly to the Commission staff on any matter.
Confidentiality:
1. All discussions between the Market Monitoring Unit and Market

Participants concerning the informal resolution of compliance issues initially shall
remain confidential, subject to the provisions in subsection IV.D.3.

2. Except as provided in subsection IV.D.3, in exercising its authority to take
Corrective Actions, the Market Monitoring Unit shall observe the confidentiality
provisions of the PJM Operating Agreement.

3. Notwithstanding anything to the contrary in this Plan or the PJM
Operating Agreement, the Market Monitoring Unit: (a) may disclose any
information to the Commission in connection with the reporting required under
sections IV.A and IV.B of the Plan, provided that any written submission to

Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
August 14, 2006

Filed to comply with order of the Federal Energy Regulatory Commission, Docket Nos. ER06-
826-000, 001, issued July 14, 2006, 116 FERC § 61,038.
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the Commission that includes information that is confidential under the PJM
Operating Agreement shall be accompanied by a request that the information be
maintained as confidential, and (b) may make reports, complaints, or other
regulatory filings pursuant to section IV.C or VII of this Plan if accompanied by a
request that information that is confidential under the PJM Operating Agreement
be maintained as confidential.

V. MARKET MONITORING UNIT

A. Establishment: PJM shall establish, and provide appropriate staffing and
resources to, the Marketing Monitoring Unit, an organization within PJM that shall be
responsible for implementing this Plan.

B. Composition: The Market Monitoring Unit shall be comprised of full-time
employees of PJM having the experience and qualifications necessary to implement this Plan. In
carrying out its responsibilities, the Market Monitoring Unit may retain such consultants and
experts as it deems necessary, subject to the oversight of the President and/or the PJM Board.

C. Accountability and Responsibilities: The Market Monitoring Unit shall be
accountable to the President and the PJM Board regarding the implementation of this Plan.

D. Resources: The President shall ensure that the Market Monitoring Unit has
adequate resources, access to required information, and cooperation of PJM for the effective
functioning of the Market Monitoring Unit.

E. Referral by President and Market Monitoring Unit: To the extent that they
deem desirable, the President and Market Monitoring Unit shall each have independent authority
to refer any matters governed by this Plan to the PJM Board for review or approval.

VI. SPECIFIC MONITORING FUNCTIONS

A. Primary Information Sources: The Market Monitoring Unit shall rely primarily
upon data and information that is customarily gathered in the normal course of business of PJIM
along with such publicly available data and information that may be helpful to accomplish the
objectives of the Plan. The data and information available to the Market Monitoring Unit shall
include, but not be limited to, information gathered or generated by PJM in connection with its
scheduling and dispatch functions, its operation of the transmission grid in the PJM Region, its
determination of Locational Marginal Prices, information required to be provided to PJM in
accordance with the PJM Tariff, the PJIM Operating Agreement, the PJM Reliability Assurance
Agreements, the Reliability Assurance Agreement South and the Reliability Assurance
Agreement West and any other information that is in the possession of PJM.

B. Other_Information Requests: If other information is required, the Market
Monitoring Unit shall comply with the following procedures:

Issued By:  Craig Glazer Effective: July 17, 2006
Vice President, Federal Government Policy
Issued On:  April 27,2006
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C.

1. Request for Additional Data: If the Market Monitoring Unit determines
that additional information is required to accomplish the objectives of the Plan,
the Market Monitoring Unit may request the entities possessing such information
to provide the information on a voluntary basis. Any such request for additional
information will be accompanied by an explanation of the need for the
information and the Market Monitoring Unit’s inability to acquire the information
from alternate sources.

2. Failure to Comply with Request: The information request recipient
shall provide the Market Monitoring Unit with all information that is reasonably
requested. If an information request recipient does not provide requested
information within a reasonable time, the Market Monitoring Unit may initiate
such regulatory or judicial proceedings to compel the production of such
information as may be available and deemed appropriate by the Market
Monitoring Unit, including petitioning the Commission for an order that the
information is necessary and directing its production. An information request
recipient shall have the right to respond to any such petitions and participate in the
proceedings thereon.

3. Information Concerning Possible Undue Preference: Notwithstanding
subsection B.1, if the Market Monitoring Unit requests information relating to
possible undue preference between Transmission Owners and their affiliates,
Transmission Owners and their affiliates must provide requested information to
the Market Monitoring Unit within a reasonable time, as specified by the Market
Monitoring Unit; provided, however, that an information request recipient may
petition the Commission for an order limiting all or part of the information
request, in which event the Commission’s order on the petition shall determine
the extent of the information request recipient’s obligation to comply with the
disputed portion of the information request.

4. Confidentiality: Except as provided in section IV.D.3 of this Plan, the
Market Monitoring Unit shall observe the confidentiality provisions of the PJM
Operating Agreement with respect to information provided under this section if an
entity providing the information designates it as confidential.

Complaints: Any Market Participant or other interested entity may at any time

submit information to the Market Monitoring Unit concerning any matter relevant to the Market
Monitoring Unit’s responsibilities under the Plan, or may request the Market Monitoring Unit to
make inquiry or take any action contemplated by the Plan. Such submissions or requests may be
made on a confidential basis. The Market Monitoring Unit may request further information from
such Market Participant or other entity and make such inquiry that the Market Monitoring Unit
considers appropriate. Neither the Market Monitoring Unit nor PJM Board shall be required to
act with respect to any specific complaint unless the Market Monitoring Unit or, if appropriate,
the PJM Board, determines action to be warranted.

Issued By:

Issued On:
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D. Collection _and Availability of Information: The Market Monitoring
Unit shall regularly collect and maintain the information that it deems necessary for
implementing the Plan. The Market Monitoring Unit shall make publicly available a
detailed description of the categories of data collected by the Market Monitoring Unit.
To the extent it deems appropriate and upon specific request, the Market Monitoring Unit
may release other data to the public, consistent with PJM’s obligations to protect
confidential, proprietary, or commercially sensitive information.

E. Market Monitoring Indices: The Market Monitoring Unit shall develop,
and shall refine on the basis of experience, indices or other standards to evaluate the
information that it collects and maintains. Prior to using any such index or standard, the
Market Monitoring Unit shall provide PJM Members, Authorized Government Agencies,
and other interested parties an opportunity to comment on the appropriateness of such
index or standard. Following such opportunity for comments, the decision to use any
index or standard shall be solely that of the Market Monitoring Unit.

F. Evaluation of Information: The Market Monitoring Unit shall evaluate,
and shall refine on the basis of experience, the information it collects and maintains, or
that it receives from other sources, regarding the operation of the PJM Market or other
matters relevant to the Plan. As so evaluated, such information shall provide the basis for
reports or other actions of the Market Monitoring Unit under this Plan.

VII. REPORTS

A. Reports to the PJM Board: The Market Monitoring Unit shall prepare
and submit to the PJM Board and to the PJM Members Committee, annual state-of-the-
market reports on the state of competition within, and the efficiency of, the PJM Market.
In such reports, the Market Monitoring Unit may make recommendations regarding any
matter within its purview. The reports to the PJIM Board shall include recommendations
as to whether changes to the Market Monitoring Unit or the Plan are required. In
addition, the Market Monitoring Unit shall provide to the PJM Board, in a timely manner,
copies of any reports submitted to Authorized Government Agencies pursuant to Section
VIL.B. The Market Monitoring Unit may from time-to-time submit additional reports to
the PJM Board as the Market Monitoring Unit may deem appropriate in the discharge of
its responsibilities under Section III hereof.

B. Reports to Government Agencies: The Marketing Monitoring Unit shall
contemporaneously submit to the Authorized Government Agencies the reports provided
to the PJM Board pursuant to Section VII.A. Subject to applicable law and regulation
and any other applicable provisions of the PJM Operating Agreement or PJM Tariff, the
Market Monitoring Unit shall, to the extent practicable, respond to reasonable requests by
Authorized Government Agencies other than the Commission for reports provided to the
PJM Board, subject to protection of confidential, proprietary and commercially sensitive
information and the protection of the confidentiality of ongoing inquiries and monitoring
activities.

Issued By:  Craig Glazer Effective: July 17,2006
Vice President, Federal Government Policy
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C. Public Reports: The Market Monitoring Unit shall prepare a detailed
public annual report about the Market Monitoring Unit’s activities, subject to protection
of confidential, proprietary, and commercially sensitive information and the protection of
the confidentiality of ongoing investigations and monitoring activities. The Market
Monitoring Unit may, instead of filing a separate report, include the referenced material
in a report filed pursuant to Section VII.A hereof.

VIII. AUDIT

The activities of the Market Monitoring Unit shall be audited in accordance with
procedures adopted from time to time by the PJM Board.

Issued By:  Craig Glazer Effective: July 17,2006
Vice President, Federal Government Policy
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IX. LIABILITY

Any liability of PJM arising under or in relation to this Plan shall be subject to this
Section IX. The PJM Entities shall not be liable to any Market Participant, any party to the PJIM
Operating Agreement, any customer under the PJM Tariff, or any other person subject to this
Plan in respect of any matter described in or contemplated by this Plan, as the same may be
amended or supplemented from time to time, including but not limited to liability for any
financial loss, loss of economic advantage, opportunity cost, or actual or consequential damages
of any kind resulting from or attributable to any act or omission of any of the PJM Entities under
this Plan.

X. OTHER RELIEF NOT FORECLOSED

A. Preservation of Rights: Nothing herein shall prevent PJM or any other person
from asserting any rights it may have under the Federal Power Act or any other applicable law,
statute, or regulation, including the filing of a petition with or otherwise initiating a proceeding
before the Commission regarding any matter which is the subject of this Plan.

B. Alternate Dispute Resolution: Notwithstanding any provision of the PJM Tariff
or the PJM Operating Agreement, PJM and the Market Monitoring Unit shall not be required to
use the dispute resolution procedures in the PJIM Tariff or the PJM Operating Agreement in
carrying out its duties and responsibilities under this Plan. However, nothing herein shall
prevent PJM or any other person from requesting the use of the dispute resolution procedure set
forth in the PJM Tariff or the PJM Operating Agreement, as applicable.

XI. EFFECTIVE DATE
This Plan shall be effective as of the date it is accepted for filing by the Commission.

Issued By:  Craig Glazer Effective: March 20, 2003
Vice President, Governmental Policy
Issued On: March 20, 2003
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INTRODUCTION

The PJM Interconnection, L.L.C. operates a centrally
dispatched, competitive wholesale electric power
market that in 2006 had average installed generating
capacity of 162,571 megawatts (MW) and more than
450 market buyers, sellers and traders of electricity in
a region including more than 51 million people in all or
parts of Delaware, lllinois, Indiana, Kentucky, Maryland,

Figure 1-1 PJM’s footprint and its zones

Michigan, New Jersey, North Carolina, Ohio,
Pennsylvania, Tennessee, Virginia, West Virginia and
the District of Columbia. (See Figure 1-1.)' As part of
that function, PJM coordinates and directs the
operation of the transmission grid and plans
transmission expansion improvements to maintain
grid reliability in this region.

Legend

I Allegheny Power Company (AP)

B American Electric Power Co., Inc. (AEP)
B Atlantic Electric Company (AECO)

71 Baltimore Gas and Electric Company (BGE)

I Dayton Power and Light Company (DAY)
[T Delmarva Power and Light (DPL)

B Dominion

I Duquesne Light (DLCO)

I Jersey Central Power and Light Company (JCPL)
B \letropolitan Edison Company (Met-Ed)

L1 PECO Energy (PECO)

I PP Electric Utilities (PPL)

B The Commonwealth Edison Company (ComEd) 1 Pennsylvania Electric Company (PENELEC)

1 Potomac Electric Power Company (PEPCO)

1 Public Service Electric and Gas Company (PSEG)
B Rockland Electric Company (RECO)

© PJM Interconnection 2007 | www.pjm.com

1 See 2006 State of the Market Report, Volume I, Appendix A, “PJM Geography” for
maps showing the PJM footprint and its evolution.
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PJM Market Background

PJM operates the Day-Ahead Energy Market, the
Real-Time Energy Market, the Daily Capacity Market,
the Interval, Monthly and Multimonthly Capacity
Markets, the Regulation Market, the Synchronized
Reserve Markets and the Annual and monthly Balance
of Planning Period Auction Markets in Financial
Transmission Rights (FTRs).

PJM introduced energy pricing with cost-based offers
and market-clearing nodal prices on April 1, 1998,
and market-clearing nodal prices with market-based
offers on April 1, 1999. PJM introduced the Daily
Capacity Market on January 1, 1999, and the Monthly
and Multimonthly Capacity Markets in mid-1999. PUM
implemented an auction-based FTR Market on May 1,
1999. PUM implemented the Day-Ahead Energy
Market and the Regulation Market on June 1, 2000.
PJM modified the regulation market design and added
a market in spinning reserve on December 1, 2002.
PJM introduced an Auction Revenue Rights (ARR)
allocation process and an associated Annual FTR
Auction effective June 1, 2003.2

Analysis of 2006 market results requires comparison
to prior years. During calendar years 2004 and 2005,
PJM integrated five new control zones. When making
comparisons to 2004 and 2005, the 2006 State of the
Market Report refers to three phases in calendar year
2004 and two phases in 2005 that correspond to
those integrations.®

Volume | of the 2006 State of the Market Report is the
Introduction. More detailed analysis and results are
included in Volume II.

2 See also 2006 State of the Market Report, Volume I, Appendix B, “PJM Market
Milestones.”

3 Definitions of these phases are included in the 2006 State of the Market Report,
Volume I, Appendix A, “PJM Geography.”

Conclusions

This report assesses the competitiveness of the
markets managed by PJM during 2006, including
market structure, participant behavior and market
performance. This report was prepared by and
represents the analysis of PUM’s independent Market
Monitoring Unit (MMU).

The MMU concludes that in 2006:

e The Energy Market results were competitive;

e The Capacity Market results were competitive;

e The Regulation Market results cannot be
determined to have been competitive or to have

been noncompetitive;

e  The Synchronized Reserve Markets’ results were
competitive; and

e The FTR Auction Market results were
competitive.
Recommendations

The MMU recommends retention of key market rules,
specific  enhancements to those rules and
implementation of new rules that are required for
continued competitive results in PJM markets and for
continued improvements in the functioning of PJM
markets. The recommendations are for continued
action where PJM has already identified areas for
improvement and for new action in areas where PJM
has not yet identified a plan.

Continued Action

e Retention and application of the improved local
market power mitigation rules to prevent the
exercise of local market power in the Energy
Market while ensuring appropriate economic
signals when investment is required.

© PJM Interconnection 2007 | www.pjm.com
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PJM introduced a new test for local market power
in 2006, the three pivotal supplier test. The three
pivotal supplier test, asimplemented, is consistent
with the United States Federal Energy Regulatory
Commission’s (FERC’s) market power tests,
encompassed under the delivered price test. This
is a flexible, targeted real-time measure of market
structure which replaced the offer capping of all
units required to relieve a constraint. The
application of the three pivotal supplier test
successfully limited offer capping in the Energy
Market to situations where the local market
structure was noncompetitive and where specific
owners had structural market power.

Retention of the $1,000 per MWh offer cap in the
PJM Energy Market and other rules that limit
incentives to exercise market power.

The PJM market design includes a variety of rules
that effectively limit the incentive to exercise
market power and ensure competitive outcomes.
These should be retained and every PJM market
rule change should be evaluated for its impact on
competitive outcomes.

Implementation of the rules included in PJM’s
Reliability Pricing Model (RPM) Tariff to stimulate
competition, to provide direct incentives for
performance, to provide locational price signals,
to provide forward auctions to permit competition
from new entrants and to incorporate explicit
market power mitigation rules.

Market power remains a serious concern in the
PJM Capacity Market based on market structure
conditions in this market including high levels of
supplier concentration, frequent occurrences of
pivotal suppliers, extreme inelasticity of demand
and lack of market power mitigation measures
under the market design in place during 2006.
The RPM capacity market design explicitly
provides that competitive prices can reflect local
scarcity while not relying on the exercise of market
power to achieve the design objective and

© PJM Interconnection 2007 | www.pjm.com
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explicitly limiting the exercise of market power via
the application of the three pivotal supplier test.

Enhancements to PdM’s rules governing operating
reserve credits to generators to ensure that credits
and corresponding charges to market participants
are consistent with incentives for efficient market
outcomes and to reduce gaming incentives.

PJM and the MMU have been working with the
Reserve Market Working Group to develop a set
of market design modifications to implement
these goals. The process should be completed
and the modifications implemented.

Continued enhancements to the cost-benefit
analysis of congestion and transmission
investments to relieve that congestion, especially
where that congestion may enhance generator
market power and where such investments
support competition.

PJM has significantly improved its approach to
the cost-benefit analysis of transmission
investments. PJM should continue to evaluate
critically its approach, particularly as it applies to
constraints with large and persistent market
impacts. Developing an approach to weighting
and evaluating the multiple metrics in the context
of actual transmission projects will require
substantial effort. New transmission projects and
the lack of existing transmission can have
significant impacts on the PUM markets and the
goal of transmission planning should ultimately be
the incorporation of transmission investment
decisions into market-driven processes as much
as is practicable.

Continued enhancement of PJM’s posting of
market data to promote market transparency.

PJM has expanded the types and extent of data
posted to the Web for public access. PJM should
continue to expand data posting consistent with
the goal of improving transparency and stimulating
competition.

VOLUME
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e Provision of data for external control areas to PJM
to enable improved analysis of loop flows in order
to enhance the efficiency of PUM markets.

PJM has only limited access to the data required
for a complete analysis of loop flow in the Eastern
Interconnection. Provision of such data access
and completion of the loop flow analysis could
significantly enhance the transparency and
efficiency of energy markets in both market and
non market areas and the efficiency of transactions
between market and non market areas. Loop
flows have negative impacts on the efficiency of
market prices in markets with explicit locational
pricing and can be evidence of attempts to game
such markets. Loop flows also have poorly
understood impacts on non market areas.

e FEvaluation of additional actions to increase
demand-side responsiveness to price in both
Energy and Capacity Markets and of actions to
address institutional issues which may inhibit the
evolution of demand-side price response.

PJM and the MMU should continue to ensure that
market power is not exercised on the demand
side of the market. PJM has improved the design
of the demand-side resource rules. The principal
barriers to the further development of demand-
side response are in the interface between
wholesale and retail markets. PdJM and the MMU
should continue their efforts in that area.

e Based on the experience of the MMU during its
eighth year and its analysis of the PJM markets,
the MMU recognizes the need to continue to
make the market monitoring functionindependent,
well-organized, well-defined, clear to market
participants and consistent with the policy of the
FERC. The MMU recommends that the Market
Monitoring Plan be further modified consistent
with these objectives.*

New Action

Enhancements to PJM’s scarcity pricing rules to
create stages of scarcity and corresponding
stages of locational scarcity pricing in order to
ensure competitive prices when scarcity conditions
exist in market regions.

The MMU reviewed the summer of 2006 for
scarcity conditions and the market prices that
resulted. Based on the results, the MMU suggests
that PJM’s scarcity pricing mechanism be
reviewed and modified. The definition of scarcity
should include several steps or states of scarcity,
each with an associated price, rather than the
single step now in the Tariff. Scarcity pricing
should include stages, based on system
conditions, with progressive impacts on prices. In
addition, the actual market signal needs further
refinement. Under the current rules, a scarcity
pricing event sets prices for all generators in the
defined area at the same level, equal to the highest
accepted offer within a scarcity pricing region.
The single scarcity price signal should be replaced
by locational signals.

Implementation of targeted, flexible real-time
market power mitigation in the Regulation
Market.

PJM consolidated its Regulation Markets into a
single Combined Regulation Market, on a trial
basis, effective August 1, 2005. The MMU
concludes from the analysis of the 2006 data that
the PJM Regulation Market in 2006 was
characterized by structural market power in 26
percent of the hours, based on the results of the
three pivotal supplier test.® The MMU also
concludes that PJM’s consolidation of its
Regulation  Markets resulted in  improved
performance and in increased competition
compared to the PJM Mid-Atlantic Regulation

5 This is the same conclusion reached in the MMU report on the first year of the

4 PJM, OATT, “Attachment M: PJM Market Monitoring Plan,” Third Revised Sheet No. Combined Regulation Market. See Market Monitoring Unit, “Analysis of the
452 (Effective July 17, 2006). Section VII.A. states: “The reports to the PJM Board Combined Regulation Market: August 1, 2005 through July 31, 2006” (October
shall include recommendations as to whether changes to the Market Monitoring Unit 18, 2006) <http://www.pjm.com/markets/market-monitor/downloads/mmu-
or the Plan are required.” reports/20061018-mmu-regulation-market-report.pdf> (76.1 KB).

8 © PJM Interconnection 2007 | www.pjm.com
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Market or the Western Region Regulation Market
on a stand-alone basis.® The MMU concludes
that it would be preferable to retain the existing,
experimental single PJM Regulation Market as
the long-term market if appropriate mitigation can
be implemented. Such mitigation, in the form of
the three pivotal supplier test, addresses only the
hours in which structural market power exists and
therefore provides an incentive for the continued
development of competition. While suppliers have
not provided data on their cost to regulate, an
analysis of the Regulation Market based on the
MMU’s cost estimates indicates that offers above
the competitive level set the clearing prices in
about 30 percent of the hours. The combined
market results include the effects of the current
mitigation mechanism which offer caps the two
dominant suppliers in every hour. The MMU also
recommends that all suppliers be required to
provide cost-based regulation offers, consistent
with the practice in the energy market.

Consistent application of local market power rules
to all constraints.

The MMU recommends that the Commission
terminate the exemption from offer capping
currently applicable to generation resources used
to relieve the western, central and eastern reactive
limits in the Mid-Atlantic Area Council (MAAC)
control zones and the AP South Interface. The
MMU recommends that all constraints, including
these interfaces, be subject to three pivotal
supplier testing as specified in the PJM Amended
and Restated Operating Agreement (OA). The
exemptions for the identified interfaces are no
longer necessary given PJM’s  dynamic
implementation of the three pivotal supplier test
based on actual market conditions in real time. It
is not necessary to make an ex ante decision
about the market structure associated with
individual interface constraints that applies for an
extended period. Prior to the implementation of

200704235047 Recei ved FERC OSEC 04/ 23/2007 02:18:47 PM Docket# ELO7-58-000

the three pivotal supplier test, all units required to
resolve a constraint were offer capped. For the
identified exempt interfaces, this could have
resulted in the offer capping of a large number of
units even when the relevant market was
structurally competitive. That is no longer the
case. Under the current PJM dynamic approach,
offer capping will be applied only as necessary
and will be applied on a non-discriminatory basis
for all units operating for all constraints.

Consideration by the FERC of ending the
exemption from offer capping currently applicable
to certain units, if those units exercise local market
power.

PJM’s offer-capping rules provide that specific
units are exempt from offer capping, based on
their date of construction. In a January 25, 2005,
order, the FERC found “that the exemption for
post-1996 units from the offer capping rules is
unjust and unreasonable under section 206 of the
Federal Power Act and that the just and reasonable
practice under section 206 is to terminate the
exemption, with provisions to grandfather units
for which construction commenced in reliance on
the exemption.”” The FERC noted, however, that
grandfathered units would “still be subject to
mitigation in the event that PJM or its market
monitor concludes that these units exercise
significant market power.”® A small number of
exempt units accounted for a disproportionate
share of markup in 2006. Eight exempt units
accounted for 33 percent of the overall markup
component of PUM prices in 2006.

VOLUME

7 110 FERC 1 61,053 (2005).

6 2005 State of the Market Report (March 8, 2006), pp. 260-263. 8 110 FERC 61,053 (2005).
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Executive Summary

PJM 2007 Strategic Report

Market Monitoring and Mitigation

The PJM Market Monitoring Unit's annual State of the Market Reports for 2005 and 2006 found the results
of PJM’s energy markets to be competitive. Nevertheless, the concentration of generation supply requires an
administrative mitigation method to ensure competitive market outcomes.

Many respondents to a strategic questionnaire raised concern about how market power is measured and
mitigated in PJM and the need for appropriate scarcity pricing to stimulate new investment. Not surprisingly,
with few exceptions, individual concerns over whether the markets were over or under-mitigated largely
depended on whether the responding entity represented supply or load. At the same time, it was striking that
both traditional generators and demand response providers agreed that accurate pricing, including scarcity
pricing, was necessary to gain increased investment in generation and demand response participation.
Several commentators suggested that PJM perform an audit of the market monitoring that occurs in the
markets today.

At the same time, questions have been raised about the independence of the MMU in its current form as an
internal division of PJM. This requires PJM to continue to evaluate the appropriate structures for ensuring the
independence of the MMU, including examining the development of an external monitoring function.

With respect to market monitoring and mitigation, the Report calls for PJM to:

e Commission an evaluation of industry best practices for the definition of market power, methods for
identifying market power abuse, the philosophies and approaches to price mitigation and the degree
of information transparency, to be used as the starting point in establishing definitional criteria in the
PJM tariff;

e Commission a review of the qualifications of independent external consultants to perform PJM'’s
market monitoring functions and report back to the PJM Board on the benefits and risks of imple-
menting a structural separation of market monitoring from internal PJM staff functions.

© PJM Interconnection 2007 | www.pjm.com /
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Market monitoring by the administrators of organized markets is a significant part of the FERC’s shift from
cost-based regulatory rate setting to the granting of market-based rate authority.”* As noted by the FERC
Chairman Kelliher:

“While the Commission’s legal duty to prevent unjust and unreasonable rates . . . has remained constant, the
policy means by which the Commission discharges these duties has changed significantly. Instead of setting
rates for individual sellers and individual transmitting utilities, the Commission increasingly establishes rules
of general application that regulate markets by enforcing market rules.””?

In its seminal Order 2000 which established the criteria for RTOs, the FERC specified that market monitoring,
which had earlier been instituted by PJM and other ISOs, “is an important tool for ensuring that markets
within the region covered by an RTO do not result in wholesale transactions or operations that are unduly
discriminatory or preferential or provide opportunity for the exercise of market power.””® Following on the
crisis in California’s energy markets, Federal and State regulators alike recognized the structural impediments
to effective competition in electricity markets and the resulting need for careful market design and market
monitoring in wholesale electricity markets, including implementation of market power mitigation measures
in order to limit seller market power.”* In its Policy Statement on Market Monitoring Units (MMU), the FERC
reaffirmed the important role of ISO/RTO MMUs in assisting it in promoting competitiveness in organized
markets and assuring that prices properly reflect supply and demand conditions.”

One problem in addressing the subject of market monitoring is the lack of common definitions of frequently-
used terms and the resulting potential for miscommunications among PJM staff, market participants and
other stakeholders. Recently, the PUCT codified a number of market monitoring terms that may serve as a
starting point for stakeholder discussion of more definitive terms for eventual use in the PJM tariff. PUCT's
definitions include:”®

e Market power — The ability to control prices or exclude competition in a relevant market.

e Market power abuse — Practices by persons possessing market power that are unreasonably dis-
criminatory or that tend to unreasonably restrict, impair or reduce the level of competition, including
practices that tie unregulated products or services to regulated products or services or that unrea-
sonably discriminate in the provision of regulated services. Market power abuses include predatory
pricing, withholding of production, precluding entry and collusion.

71 The Strategic Questionnaire invited comments on mitigation practices under Markets Administration and on the Market Monitoring Unit’s (MMU) structural relationship
with PJM under Governance. Because of the close ties of these topics, they are treated together in this Report.

72 Chairman Joseph Kelliher, “Market Manipulation, Market Power and the Authority of the Federal Energy Regulatory Commission.” Energy Law Journal, Vol. 26, pp 1, 14
(2005), available at Appendix 15.

73 Seeinfranote 4.

74 See e.g., U.S. Department of Energy, Office of Electric Transmission and Distribution. A Review of Market Monitoring Activities at U.S. Independent System Operators.
January 2004, pp. 5-6, available at Appendix 16.

75  Market Monitoring in Regional Transmission Organizations and Independent System Operators, Policy Statement on Market Monitoring Units, 111 FERC § 61,267
(2005).

76 16 Tex Admin Code §25,504, Substantive Rules Applicable to Electric Service Providers, Subchapter S Wholesale Markets.
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Scarcity Pricing and Mitigation

Although the PJM MMU'’s annual State of the Market Reports for 2005 and 2006 found the results of PJM’s
Energy markets to be competitive, the history of the industry and the resulting concentration of generation
supply require an administrative mitigation component of the markets in order to assure competitive
outcomes.”” However necessary such measures may be at the current stage of development of the markets,
it is recognized by all that administrative overlays on competitive markets may actually inhibit competitive
outcomes with resulting loss of market effectiveness in providing transparent pricing signals and stimulating
generation and infrastructure investment. On the other hand, removal of offer caps and introduction of
unconstrained scarcity pricing may not be politically feasible, even in the absence of the exercise of market
power by pivotal suppliers. Appropriate market design and mitigation practices in PJM’s markets are important
targets for scrutiny and continued improvement.”®

MMU Structure

In April 1999, PJM established its MMU as an internal division of the company, having direct access and
substantive responsibility to the PJM Board and to the FERC, but reporting for administrative purposes to the
President and Chief Executive Officer. In 2003, the PJM Board undertook a review of the market monitoring
function, including its organizational structure, and, in November 2003, the PJM Board issued a report to the
Members that discussed in detail the reasons why the PJM Board chose to retain the MMU as an internal
division of PJM.” In May 2005, in response to the FERC'’s Policy Statement concerning the market monitoring
function in ISOs and RTOs,® PJM filed revisions to its Market Monitoring Plan designed primarily to bring the
Plan into conformity with the Policy Statement.® Numerous comments were filed in that docket, and a
number of parties requested fundamental changes to the operations of PJM’s MMU, including changes that
would have the MMU report directly to the PJM Board or a committee of the PJM Board. On July 14, 2006,
the FERC issued an order approving PJM’s revised Market Monitoring Plan, subject to clarifying revisions,
and on December 5, 2006, the FERC denied numerous parties’ request for rehearing of its prior order.2? In
denying the requests for rehearing, the FERC held that the substantial revisions to the Market Monitoring Plan
requested by those parties were beyond the limited scope of the proceedings and noted that the FERC
intended to conduct a technical conference in early 2007 to review more broadly its market monitoring
policies. PJM should continue to evaluate the appropriate structures for ensuring independence of the MMU
and examine the development of an external market monitor functioning within a defined scope of
engagement.

77 See infranote 54.

78  Ultimately, despite the FERC's stated concern over the stringency of the three pivotal supplier test, it accepted a global settlement of the parties in Docket No. EL03-
236 that included continued application of the test. It did so by letter order in view of the uncontested nature of the settlement agreement, including support from
the FERC Staff. PJM Interconnection, L.L.C. 114FERC{61,076 (January 27, 2006). The decision to accept the settlement should not be construed to mean that the
Commission’s concern with the three pivotal supplier test has necessarily diminished. Again, (i) no party contested the settlement, (ii) the settlement included important
revisions in a number of other market areas, notably scarcity, and (i) acceptance of the test still represented, at least theoretically, a liberalization of what would
otherwise have been PJM’s blanket mitigation approach. Indeed, when approving recently “PJM-style” mitigation in California, the Commission restated its concern that
the pivotal supplier test “may be overly stringent,” and ordered the CAISO Market Surveillance Committee “to examine whether an alternative competitive screen . . .
should be considered.” Cal. Indep. Sys. Operator Corp., 116FERCY61,274, para.1032 (2006), reh’g pending

79  SeePJM Board of Managers Review of Market Monitoring Unit Organization at http://www.pjm.com/committees/mmac/downloads/20050607 -market-monitoring-unit-
review.pdf.

80  Market Monitoring Units in Regional Transmission Organizations and Independent System Operators, 111FERCY61,267 (May 27, 2005).
81 PJM Interconnection, L.L.C., 117FERCY61,263 (December 5, 2006).
82 Id
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Members’ Responses to the Strategic Questionnaire

Many respondents raised concern about how market power is measured and mitigated in PJM and the need
for appropriate scarcity pricing to stimulate new investment. Not surprisingly, with few exceptions, individual
concerns over whether the markets were over or under-mitigated largely depended on whether the responding
entity represented supply or load. At the same time, it was striking that both traditional generators and
demand response providers agreed that accurate pricing, including scarcity pricing, was necessary to gain
increased investment in generation and demand response participation. Several commentators suggested
that PJM perform an audit of the market monitoring that occurs in the markets today.

Respondents expressed a variety of concerns about PJM’s governance structure as it relates to the MMU.
One of the most prevalent concerns, voiced by a broad spectrum of market participants, relates to the need
for the actual and apparent independence of the Market Monitor from influence by the PJM staff. Some
respondents called generally for a more independent MMU, while others, including several State regulatory
utility commissions and consumer advocates, argued that the MMU should report directly to a Committee of
the PJM Board and should not be subject to review by the PJM staff.83 Another major theme was that greater
transparency is needed with respect to the MMU'’s activities and the basis for its decisions. These respondents
called for greater access to the data the MMU uses to make its decisions and for reports from the MMU
explaining the basis for its mitigation decisions. Finally, various respondents expressed the view that the MMU
should be independently audited and that its conclusions, interpretations and mitigation practices should be
independently evaluated and subject to peer review.

Recommendations Regarding Market Monitoring and Mitigation

PJM believes that it is critical that the organization review how its markets are being mitigated in comparison
to other organized markets. PJM is aware that other ISOs/RTOs and their market monitors deploy a conduct
and impact test, while the PJM market design and market monitor employ a direct mitigation approach. Both
methodologies are considered ex ante and have been accepted by the FERC. However, PJM has never
commissioned a formal review of the appropriate definition of market power and the effectiveness of various
methodologies for mitigating markets.8+ 8

While PJM does not believe a traditional audit would be useful in this instance, in order to address the
Members’ concerns it will be necessary to obtain a more complete understanding of the alternative methods

83  Some of the respondents’ objections to the current MMU structure and their suggested remedies paralleled those advanced by them in FERC proceedings regarding
PJM’s revised Market Monitoring Plan. See, e.g., the response of the New Jersey Board of Public Utilities, in Docket No. ER06-826. On December 5, 2006, FERC
denied all requests for rehearing of its July 14, 2006 order approving PJM’s revised Market Monitoring Plan. In the December 5 order, FERC stated its intention to hold
a technical conference early in 2007 to review broadly its policies regarding market monitoring by ISOs and RTOs. This technical conference is scheduled for April 5,
2007, see Docket No. AD07-8-000.

84  For a summary and comparison of approaches to mitigation utilized by the seven Unties States ISOs/RTOs, see Susan Tierney PhD. and Paul J. Hibbard, Analysis
Group, “Market Monitoring at U.S. RTOs: Structural Review” (February 2007), available at Appendix 17.

85  PJM Interconnection, L.L.C., 112FERCY61,031 (July 5, 2005).
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that are used to mitigate the various markets, how a change in the mitigation approach may or may not affect
the current mitigation occurring in the PJM markets and an evaluation of what are considered best practices
for mitigating organized markets. To that end, PJM recommends that a consultant be engaged to conduct
such an examination and provide recommendations concerning appropriate modifications, if any, to PJM’s
market design and mitigation practices. Once this evaluation is concluded, PJM and its Members will be able
to make a more informed determination of whether and to what extent changes should be made to the
current mitigation methodology.

When that determination has been made, PJM recommends that the PJM tariff be amended in order to
define “market power” and “market power abuse” and to clarify the objective standards that will be applied
in measuring and mitigating the exercise of market power in the PJM markets.

Although a number of respondents to the Strategic Questionnaire and protesters in the FERC proceedings on
PJM’s revised Market Monitoring Plan stressed, appropriately, the need for independence of the MMU from
staff or management interference in discharging its responsibilities under the Market Monitoring Plan, no one
has cited any actual instances in which the MMU'’s independence was in fact abridged. In its December 5,
2006 Order, the FERC explicitly found that the protesters had failed to meet their burden of proof that the
MMU lacked the independence and authority necessary to fulfill its responsibilities under the Market
Monitoring Plan.

In view of the concerns raised by respondents to the Strategic Questionnaire, PJM undertook a review of the
alternative market monitoring structures utilized by other ISOs and RTOs. It is interesting to note that of the
six ISOs/RTOs regulated by the FERC, only PJM has a wholly-internal market monitoring function and only
Midwest ISO has a wholly-external monitoring function.®” Each of the other four organizations has a “hybrid”
structure utilizing both internal resources and external consultants or advisors, with varying degrees of
responsibility being assigned to the internal and external organizations. None of the internal organizations
reports exclusively to the ISO/RTQ’s board of directors.

As noted by the PJM Board in its November 2003 report, the MMU'’s reporting relationship to PJM’s President
and Chief Executive Officer is administrative in nature, and the PJM Board lacks the staff and other
administrative resources that would be necessary to oversee a direct reporting relationship of the MMU to the
PJM Board or a PJM Board committee.® Importantly, however, in order to preserve the substantive
independence of the MMU, the Market Monitoring Plan provides the Market Monitor with direct access both
to the FERC and to the PJM Board in the event that the Market Monitor believes that PJIM management in
any way interferes with the discharge of his responsibilities.®

86  See ld, “Specifically, the parties have failed to offer sufficient evidence to support their concerns that the MMU lacks adequate independence and authority to carry out
its responsibilities and, thus, these parties have failed to meet their burden of proof under section 206 [of the Federal Power Act].”

87  The ERCOT is regulated by the PUCT and the market monitoring function is performed by a Wholesale Market Group within the PUCT in conjunction with an
independent market monitor. There is no internal market monitor at ERCOT.

88  Seeinfranote 79.

89  See Market Monitoring Plan, Section IV.C.7:

C. Additional Market Monitoring Unit Authority: In addition ..., the Market Monitoring Unit may take the following actions, to the extent it deems necessary, as a result of
its monitoring activities:

7. Report directly to the Commission staff on any matter.
See also Section V.E:

E. Referral by President and Market Monitoring Unit: To the extent that they deem desirable, the President and Market Monitoring Unit shall each have independent
authority to refer any matters governed by this Plan to the PJM Board for review or approval.
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Notwithstanding the absence of any evidence that the organizational structure of the MMU has in any way
obstructed its independence and authority, PJM is constrained to recognize the strong feelings expressed by
respondents to the Strategic Questionnaire about the need for structural independence of the market
monitoring function. The concern over independence was raised most emphatically by the OPSI and by
individual State regulatory agencies, both in response to the Strategic Questionnaire and in the context of
PJM'’s recent FERC proceedings on modifications to PJM’s Market Monitoring Plan.®®

PJM recognizes that some of the Members and Stakeholders would prefer to have an internal market monitor
that reports directly to the PJM Board and has a degree of organizational independence that is not shared by
any otherinternal employee, including the Internal Auditor and Presidentand CEOQ. Issues of good management
and corporate oversight require that all employees be required to be subject to appropriate administrative
oversight with regard to job performance, quality of work product, including peer review, adherence to
corporate standards and goals and budget restrictions.

PJM does not believe that it is feasible to have an internal market monitor with the degree of institutional
freedom, and lack of supervision and accountability, absence of peer review and auditability of work product
thatis suggested by at least some entities. For this reason PJM should commission a review of the qualifications
of independent external consultants to perform PJM’s market monitoring functions and report back to the
PJM Board on the benefits and risks of implementing a structural separation of market monitoring from
internal PJM staff functions. As part of this inquiry, PJM would also review how it will ensure the market
monitoring structure can provide the actual and perceived independence of the market monitor without
compromising the information necessary for effective market monitoring.

90  Seeinfranote 86.
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PJM recommends the following actions with respect to market mitigation and market monitoring:

e Commission an evaluation of the industry best practices of the definition of market power, the meth-
ods for identifying market power abuse, the philosophies and approaches to price mitigation and
the degree of information transparency. This evaluation would be the starting point establishing
definitional criteria to be included in the PJM tariff;

e Commission a review of the qualifications of independent external consultants to perform PJM’s

market monitoring functions and report back to the PJM Board on the benefits and risks of imple-
menting a structural separation of market monitoring from internal PJM staff functions.
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MEMORANDUM
Date: March 6, 2007
To: PJM Members Committee
From: Phil Harris
Subject: Annual Meeting General Session

Dear Members,

This email is to confirm key dates and events associated with the upcoming Report on management's
recommendations to the PJM Board for a long-term strategic plan. PJM intends to distribute the Report to Members
on April 2, 2007, and the distribution will include all written responses to the strategic questionnaire contributed by the
Members and others in October 2006. Members are invited to submit written comments on the Report by April 24,
2007. Those comments will be posted on the PIJM website for review prior to the Annual Meeting in May.

At the PJM Annual Meeting, the morning of Wednesday, May 2, will be dedicated to a general session during which
Members may provide comments on the Report to the PJM Board. There will be three panels - one each on
Governance / Market Monitoring, Markets, and System Operations / Technology - and time will be provided for
Board members to pose questions to the panelists and for open microphone comments. Due to time constraints,
there will be a maximum of seven presenters on each panel.

The Board will carefully review all written comments submitted prior to the Annual Meeting and looks forward to a
meaningful dialogue on the Report with the Members, not only during the general session but throughout the Annual
Meeting. The Board has scheduled a special meeting later in May to review the Report and the Members' comments
and to advance further recommendations to the Members to be discussed at the June 14 Members Committee
meeting.

PJM looks forward to sharing the Report with you and to working with you to develop a plan defining PJM's role in the
electricity industry for the next five to ten years.

Sincerely,
Phil Harris
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Communications Timeline

April 2 - 24, 2007

Submission of written comments to Vince Duane (duanev@pjm.com) and
Jennifer Bellwoar (bellwj@pjm.com)

May 2, 2007

Panel discussions at the general session of PIM’s 2007 Annual Meeting.

The topics of the three general session panels are Governance and Board
Communications, Markets, and System Operations / Technology.

Please submit requests for participation on these panels to Vince Duane
(duanev@pjm.com) and Jennifer Bellwoar (bellwj@pjm.com) no later than
April 20, 2007.

May 3 - 11, 2007

Submission of supplemental written comments to Vince Duane
(duanev@pjm.com) and Jennifer Bellwoar (bellwj@pjm.com)

Meeting

Late May 2007 PJM Board Special Meeting to focus on PJM’s strategic direction

After June 14, Continuing dialogue with Members, states and industry participants during
2007 Members development of a final strategic plan

Committee
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Organization of PJM States, Inc. (OPSI)

PresidentMark C. Christie (Commissioner, Virginia SCC)
Vice Presidentt ula Ford (Commissioner, lllinois CC)
SecretaryAllen M. Freifeld (Commissioner, Maryland PSC)
TreasurerDallas Winsow (Commissioner, Delaware PSC)

Members: Delaware Public Service Commission, District of Columbia Public Service Commission, Illinois Commerce Commission,
Indiana Utility Regulatory Commission, Kentucky Public Service Commission, Maryland Public Service Commission,
Michigan Public Service Commission, New Jersey Board of Public Utilities, North Carolina Utility Commission,
Public Utility Commission of Ohio, Pennsylvania Public Utility Commission, Tennessee Regulatory Authority,
Virginia State Commerce Commission, and ‘West Virginia Public Service Commission.

Executive Director: Rajnish Barua, Ph.D.
P.O. Box 8906, Newark, DE 19714-8906
Email: opsi-ed@comcast.net; Tel: 302-266-0914

April 12, 2007

Philip G. Harris, President & CEO
Audrey A. Zibelman, Exec. VP & COO
PJM Interconnection, LLC

955 Jefferson Avenue

Norristown, PA 19428

Re: PJM Market Monitoring Unit

Dear Mr. Harris and Ms. Zibelman:

The Board of Directors of the Organization of PShMtes, Inc. (OPSI) has authorized this
letter on behalf of OPSI.

First, to reiterate the letter that was sent to go March 16, 2007, OPSI has not agreed
to any specific plan to restructure the PJM MaMenhitoring Unit (MMU). No written
proposal was ever presented by you to OPSI foves o consider. Thus any assertion or
suggestion that OPSI had or has agreed to the gabpontained in your recently released 2007
Strategic Review to eliminate the existing MMU andsource its function to an outside
contractor is inaccurate.

Second, OPSI has serious concerns with the prbfiwdaas just been announced in
your 2007 Strategic Review. We are concernedligpaitiating the MMU as an entity co-located
within PJM could degrade or eliminate the abilifylee MMU to provide real-time market
monitoring, which is necessary to protect the iritg@f, and confidence in, the PJM wholesale
market, to protect consumers and to ensure thatwddlesale market outcomes are just and
reasonable, as required by federal law. We arearoed that an outside consultant acting under

-1-



200704235047 Recei ved FERC OSEC 04/ 23/2007 02:18:47 PM Docket# ELO7-58-000

contract with PJM as market monitor will be vulr@eato PJM management for access to
essential data. We are also concerned that anwuaesd contractor that is dependent on PJM
management for obtaining and renewing its contrélcbbviously not be any more independent
than an internal employee, which is the serious flathe current PJM structure. Furthermore,
we believe that the market monitoring proposalaary2007 Strategic Review likely would
violate the provisions of Attachment M of your FERIff and this issue may well need to be
resolved by FERC.

Third, we were extremely disturbed to hear and tba public testimony of the PIM
Market Monitor, Dr. Bowring, before the FERC on Ay, 2007. If that testimony is accurate,
it appears that you have embarked on personnelnactihat could likely be damaging to the
ability of the PIJM MMU to perform its vital functis, certainly in the short term. If what Dr.
Bowring says is true, you apparently intend to elate the PJM MMU as an internal unit even
before giving OPSI or other interested parties\ariten explanation or meaningful opportunity
to comment on your plan. These reported actidnisje, raise the prospect of leaving the PIJM
wholesale market without any effective market maniitgy for a period that could extend to
months or even longer.

We received from Mr. William Whitehead on April 2007 an email sent “on behalf of
Phil Harris” that indicates that the PJM BoardM#nagers intends to retain independent
counsel for “the purpose of investigatialg allegations raised by Mr. Bowring.”

We hope that the ternall allegations” means that the independent counsebwiil
investigating not just Dr. Bowring’s specific teatny last week at FERC, but also the broader
issue of the structure of the PJIM MMU and the issude independence of its operations,
important issues that have been of deep concediP®l over the past year. We request to be
informed whether the independent counsel will actf be directed to address the broader issue
of MMU independence within PIM’s structure, andsaf whether the independent counsel will
be directed to contact OPSI to gain our perspectivehis issue as state officials. We would
certainly hope and expect the independent couasssdk our views in any serious investigation
of the MMU’s independence.

Pending the outcome of the investigation referemgdkde email forwarded to us by Mr.
Whitehead, OPSI requests that you, and, by coplyitetter, the PIJM Board of Managers,
immediately cease and desist from any actionsrihduance of any plan to eliminate or
restructure the PJM MMU as described in your 200&t&gic Review. We ask that you ensure
the status quo remains in place until after the proposal in yp007 Strategic Review can be
properly explained, studied and interested pasiieh as OPSI have a serious, not just
perfunctory, opportunity to comment on it, andetcessary, that this issue can be fully vetted
before the FERC. We also ask that you communigate intention to cease and desist to the
Market Monitoring Unit itself so that Unit can remdunctional and effective while this issue is
investigated by the independent counsel retaineitidy JM Board of Managers and/or is
resolved before FERC.
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The Board and members of OPSI look forward to yesponse to the questions and
issues raised in this letter.

Sincerely,

/sl Mark C. Christie

Mark C. Christie
President

Cc: PJM Board of Managers
Members, Federal Energy Regulatory Commissio
FERC Office of Enforcement
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Sent via E-mail and U.S. Mail
April 13, 2007

The Honorable Mark C. Christie
Commissioner

Virginia State Corporation Commission
1300 East Main Street

Richmond, Virginia 23219

Dear Commissioner Christie:

Thank you for your letter yesterday expressing positions on behalf of the Organization
of PJM States, Inc. (“OPSI”) regarding the PJM Market Monitoring Unit (“MMU”). Given
the gravity of the matter, | wanted to respond promptly to your concerns. Let me state
at the outset, however, that | would prefer PJM and OPSI work to improve opportunities
to personally discuss issues such as those raised in your April 12, 2007 letter, over the
telephone or in person. These discussions might minimize the risks of committing to
writing assertions that rest on incomplete or inaccurate information, including media
misstatements, that inevitably result when dealing with an open organization comprised
of 450 or more members. On a related note, | am also enclosing a copy of a current
press advisory that we are issuing to help clarify the erroneous information that has
appeared in the press, a copy of Ms. Zibelman's testimony to the FERC, and the
relevant pages of our Strategic Report.

Please appreciate that PJM’s recently released Strategic Report does not contain a
proposal to “eliminate the existing MMU and outsource its function”. Instead, the
Strategic Report calls for a “review” of the “risks and benefits” that would result in
externalizing the function. In conducting this examination, PJM has requested that all
stakeholders provide written comments by April 24, 2007 in order to permit the Board to
consider this valuable input into its ultimate decision. All comments received will be
published for public review prior to PJM's annual meeting. | look forward to hearing
from OPSI in this process.

It appears from your stated concerns that OPSI has somehow concluded that the
decision to externalize the function is a fait accompli. | know you share our insistence
that the MMU function be performed vigorously and without compromise. | am sure you
further appreciate how the above-described recommendation in the Strategic Report
would create uncertainty and distraction for MMU staff. In order to anticipate the
concerns of these employees, executive management scheduled meetings before the
Strategic Report was released to provide them assurance as to their continued
employment and to encourage them to maintain focus on the task at hand. In
conjunction with those meetings, PJM began the process of establishing for these
employees a retention program to further these objectives.

S
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PJM has been clear in its public comments that it has developed increasing doubt that
the optimal organizational construct for the market monitoring function is one where the
function wholly resides within the corporate organization of the regional transmission
organization (“RTO"). We also believe, as other organized market examples show and
as was positively testified to at the April 5, 2007 FERC Technical Conference by at least
one monitor from another organized market, that an external MMU function can
maintain a physical presence with the RTO and obtain the same level of access to
information and personnel as one organized internally. The situation of a market
monitor outside the RTO has proven effective in discharging the function.

As evident from the testimony presented by Audrey Zibelman before FERC on

April 5, 2007, we would like to engage the FERC, OPSI, and all interested stakeholders
to examine the benefit that would result from clearly articulated principles and definitions
of market power and market power mitigation particular to organized wholesale
electricity markets. As clear from his prepared written statement before FERC, even

Mr. Bowring agrees discussion of this sort would prove beneficial.

Due to the pending investigation, it would be inappropriate for me to respond here to the
specific assertions made by Mr. Bowring that you reference in your letter. Rather, | look
forward to a full and thorough independent investigation that the PJM Board will conduct
to examine these assertions. You should be aware that | have decided that, as a
member of the Board, it would be most proper and avoid any appearance of conflict to
recuse myself from the investigation. The Board has accepted my decision.

You also raise a question as to the scope of this investigation. The Board will issue
shortly a statement on the investigation's scope that it will share publicly with our
members and other stakeholders, including OPSI. As previously noted, we will be
proceeding separately to examine the structural and governance options as they relate
to the MMU; and we look forward to your comments in that process.

In closing, we appreciated the time that the OPSI executive team spent with us to
review the Strategic Report and other matters that are of great importance to PJM and
the States. We felt that was an excellent meeting and reflects the manner in which we
would like to collaborate and dialogue with OPSI. If you have any further questions or
concerns feel free to contact me, Ms. Zibelman, or Mr. Whitehead. We will look forward
to continuing to work with you.

Very truly yours,

Phillip G. Harris

PGH/gks

cc:  PJM Board of Managers
R. Barua
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