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I, Joseph E. Bowring, depose and say as follows:

Introduction

1.

The purpose of PJM’s local market power rules is straightforward. It is to prevent
the exercise of local market power. PIM’s existing rules are very effective at
preventing the exercise of local market power.

Issues arise with PJM’s local market power rules only because of assertions of
unintended consequences of local market power mitigation. In particular, it is
asserted that local market power mitigation results in non-compensatory revenues
for mitigated units and in inadequate incentives to attract and retain needed
investment.

The local market power rules do not result in inadequate compensation for
existing generating units. However, the local market power rules do require
modification in order to ensure that adequate incentives exist for new generation
investment in load pockets, when such investment is needed.

The proposed competitive auction mechanism will provide economically efficient
and market determined incentives to attract and retain new investment in areas
with local market power while ensuring that the resultant rates are not excessive.

Purpose of Local Market Power Rules

5.

The purpose of the rules addressing local market power is to prevent the exercise
of market power when conditions on the transmission system and the absence of
sufficient competition in the area defined by the transmission constraint, put units
in a position to exercise local market power.

The rules governing the exercise of local market power were incorporated in the
PJM Operating Agreement when it was first filed with the Commission in 1997.
The rules on local market power were included in the Operating Agreement based
on an economic analysis by Paul Joskow and Rodney Frame that was also the



basis for the Commission’s acceptance of market-based rates for PTM markets.
These rules are, and have been, an essential part of the PJM markets from their
inception on April 1, 1999.

The Joskow-Frame study explained the issue of local market power as follows:

The nature of the potential local must run problem is that those
who own or otherwise control specific generators, or small groups
of generators, that must be run for reliability purposes under
certain demand and supply conditions could, if unconstrained by
contract or regulation, extract monopoly profits in a world where
the supply of generation services of all kinds is unregulated. The
owners of such must run generation could bid very high prices for
their output, and the ISO would be forced to call on them to
operate for reliability reasons even if the energy which they
provide could be replaced by much cheaper sources absent the
must run constraints.

- The rules governing the exercise of local market power recognize that units in

certain areas of the system would be in a position to extract monopoly profits, but
for these rules. The owners of such units could choose to offer their output at
prices exceeding competitive offers thus ensuring that the units would not be
dispatched in economic merit order. If, because of a transmission constraint, PYM
requires the operation of that unit, the unit would then be in a position to exercise
local market power. This type of bidding behavior is easier to implement in areas
where it is well known that a transmission constraint will result when certain units
are not operating.

Local Market Power Rules

9.

10.

11.

Section 6 provides that a unit will be offer capped when the unit, “as a result of
transmission constraints, the Office of the Interconnection determines, in the
exercise of Good Utility Practice, must be run in order to maintain the reliability
of service in the PJM Control Area and PJM West Region.”

Units are offer capped only if they must be dispatched out of economic merit
order. Units are not offer capped when their operation is required to relieve the
Western, Central and Eastern reactive interface limits because it was determined,
by Joskow and Frame, that there is sufficient competition in the areas defined by
these limits to effectively preclude the exercise of local market power.

Units that are offer capped receive the higher of their offer cap or the market-
established locational marginal price (LMP). Thus, if aggregate PJM market
conditions cause the unconstrained system price to rise above the level of a unit’s
offer cap, the unit is paid that higher system LMP. The result is that units may
receive significant additional energy market revenues even when they are offer
capped and they always receive at least as much as they would if they were paid



the unconstrained PJM market price. It is important to note that the offer capping
data frequently show units as offer capped even when the system LMP is greater

than the unit’s offer cap, if the system LMP rises during a period when a unit is
offer capped. Thus, when the data show units as capped for a specific number of
hours, those data may include hours during which the units were paid a market-
clearing LMP greater than the units’ respective offer caps. For example, in 2001
there were 792 cases where the price paid an offer capped unit exceeded the offer

cap by more than $500 per MWh.

Impacts of Local Market Power Rules

12.

13.

14.

15.

The local market power rules are extremely effective at preventing the exercise of
local market power. The rules are applied in the day ahead and real time markets
to all units that have the ability to exercise market power. The Delmarva
Peninsula is a good example. The units in that area do not have the ability to
exercise local market power because of the application of the rules by PJM.
During the period from January 2000 through June 2003, PIM’s rules limited the
offers of 36 units in Delmarva South to cost plus ten percent, for all or parts of
345 hours in 2000; 21,020 hours in 2001; 5,418 hours in 2002 and 1,007 hours in
2003 through June 30. These offer capped hours of operation represented 4%;
26%; 8%; and 5% of the total run hours for these units in the respective years.
PJM’s local market power mitigation rules were applied extensively in this period
to prevent the exercise of local market power on the Delmarva Peninsula.

Overall, in PJM, only a very small proportion of total MW are offer capped:
® In 2001, an average of 0.8 percent of MW were offer capped.
e In 2002, an average of 0.3 percent of MW were offer capped.

e In 2003, through September, an average of 0.2 percent of MW were offer
capped.

While the purpose of the local market power rules is to prevent the exercise of
local market power, it has been asserted that these rules have unintended
consequences for the operation of energy markets.

Some generation owners assert that the current local market power rules are not

“compensatory.” In order to evaluate that claim, compensatory must be defined.
Compensatory could mean that mitigated offers should be equal to competitive
offers. In contrast, compensatory could mean that mitigated offers should be
greater than competitive offers and meet a standard that all fixed costs should be

included in the mitigated offer. Some generators have defined the relevant fixed
~ costs in various arbitrary ways including the price actually paid, when high, or the

cost of a hypothetical new unit, if the price paid was low.



16.

17.

18.

19.

The local market power mitigation rules limit the offers of units with market
power to marginal costs plus ten percent. This reasonably reflects the level at
which a unit in a competitive market would offer its energy for sale. Units subject
to local market power mitigation receive the higher of market prices or the offer
capped level so such units are not disadvantaged by the cost capping. In other
words, if, but for cost capping, the mitigated units would have offered their
energy at marginal cost plus ten percent then cost capping does not have a
negative impact on the units. In fact, the MMU’s mark up calculations! indicate
that, as a general matter, that is how units offer their energy into the PYM markets

and that is how market prices are generally set in the PTM energy market.

What is the opportunity cost of being offer capped for local market power? What
opportunity is foregone as a result of being offer capped? As a general matter,
that opportunity cost for offer capped units is zero because the cost plus ten
percent approach reflects what a competitive offer would be for the unit. Offer
capped units can export their power out of the PIM market at any price they can
obtain and offer capped units can also sell their power in the PJM market via
bilaterals at any price they can obtain. In addition, units that are offer capped
receive the higher of the offer cap or the overall market price, like any other unit,

- 50 no PJM market opportunities are unavailable due to the offer cap. The only

opportunity denied such units is the opportunity to exercise market power. In
order to argue that there is an opportunity cost, generation owners must argue that
they would otherwise set the price higher than a competitive offer. In other
words, generation owners have to argue that they would exercise market power
and that they should be permitted to exercise market power in order to increase
their revenues. The paragraph below provides an example of a positive
opportunity cost that should be and has been compensated in the offer capping
rules.

A direct measure of the opportunity cost of being offer capped is a comparison of
units that are offer capped with units that are not offer capped. The MMU did
such a direct comparison for specific Reliant units and demonstrated that the offer
capped units achieved better financial results than the units that were not offer
capped.2

Some generation owners argue that the current local market power rules are not
compensatory because offer capped units have a higher value than other units
because of their contribution to reliability. This premise leads these generators to
the conclusion that such units should receive a virtual guarantee that they will
recover their annual revenue requirement including all fixed (see paragraph 14
above) and variable costs (see the proxy method) in the form of an above-market

payment.

PIM Interconnection State of the Market 2002.
Prepared Direct Testimony of Joseph E. Bowring in Docket No. EL03-116-000, page 24.
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20.

21.

22.

23.

But there is nothing about units that are sometimes offer capped due to
transmission constraints that means that such units have greater market value. It
is certainly the case that if these units decided to physically withhold their output
they could harm system reliability. That fact simply means that these units have
market power but does not confer on such units the rights to special, greater than
market prices or revenues. In fact, when the market is in equilibrium all
generating units are required for reliability, while their market value is the
outcome of a competitive market process.

The fundamental reason that cost capping became an issue for some generators in
2002 and 2003 is that overall market revenues from both energy and capacity
markets declined in 2002 and, as a result, net revenues declined for all units in the
market.” Market participants have mistakenly attempted to attribute the source of
this decline in market revenues to offer capping.

PJM markets provide all generation owners with the opportunity to recover costs.
Presumably generation owners purchased assets with a full understanding of the
rules, including offer capping rules and with the understanding that future
revenues would depend on aggregate market conditions. The position that units
with local market power are owed a special, extra-market obligation to provide
the recovery of purchase costs when they cannot be recovered from the market
has no basis in economics or in the rules of PJM markets. The position that units
with local market power are owed the equivalent of the estimated fixed costs of a
brand new unit despite the fact that market conditions do not provide such
recovery, similarly has no basis in economics or the rules of PJM markets.

Capping units with local market power at marginal cost plus ten percent based on -
the current PJM rules is both compensatory and consistent with a competitive
outcome when there is no long term scarcity. There is no market or reliability
based reason to implement a proxy method or, in fact, any method that increases
the level of the offer caps.

Reliability and Local Market Power

24.

25.

The rules governing the exercise of local market power apply when a unit is not
operating as a result of economic dispatch but is required to run in order to
maintain the reliability of service. This means that, in order to meet PJM’s
operational reliability criteria, the specific unit must be operating and providing
energy to the grid.

PJM’s reliability criteria require that PTM operate the system so that transmission
facility loadings will be within defined limits, immediately following any single
potential malfunction or failure. These potential malfunctions or failures are
termed contingencies. Contingencies include the sudden and unplanned loss of a
generating unit, transmission line or transformer and are, more generally, any

PIM Interconnection State of the Market 2002.



26.

27.

28.

29.

event that would result in the loss of one or more bulk power transmission
facilities.

To comply with the reliability criteria, PYM may require the operation of units as
one means to control for the possible failure of facilities rather than in response to
the actual failure of facilities. After PJM has exhausted the other means of
controlling the system, including adjusting PARs, adjusting imports and exports,
switching transmission facilities in/out of service and switching reactors in/out of
service, PJM will redispatch generation units to control for a contingency.

The significance of this, with respect to the local market power rules, is that PIM
may require a unit to run to control for the potential loss of a facility, if that unit is
the most cost-effective means of addressing that contingency, even if that unit
would not otherwise operate as the result of economic dispatch. The particular
unit that PJM requires to run to solve the contingency may not be the only unit
that could serve that purpose but it is the most cost-effective unit.

If local load cannot be served reliably by imports into an area, it must be served
by local generation. If there is inadequate competition among local generators,
they will have the ability to exercise market power and are subject to offer
capping. This is true even when there are more generating units in the area than
required to meet loads. The issue is not the adequacy of local generation
resources. The issue is the lack of competition among local generation resources.

PIM regularly performs a series of tests to determine reliability within PJM and in
subareas defined by transmission constraints within PYM. The results of those
tests currently indicate that there are no areas within PJM where there are
reliability issues due to inadequate generation.

Scarcity and Local Market Power

30.

31.

It is frequently assumed that scarcity exists whenever a unit is offer capped under
the local market power rules. That is not correct. There can be, and frequently is,
more than enough generation in an area to serve local load when units are offer
capped.

For example, consider an area with 500 MW of load and 1,000 MW of
generation, all owned by a single company. If the market clearing price is $40 per
MWh and transmission facilities into the area limit imports to 400 MWh, then
units in the area will be required to run and they will be offer capped if their price
offers are in excess of $40 per MWh. These units would have local market power
because 100 MW is required to run to meet the load and all generation is owned
by a single company. In the absence of rules governing the exercise of local
market power, the units could charge any price up to $1,000 per MWh (the overall
PIM offer cap) and would be paid that price. To prevent such an exercise of local
market power in such a situation, the units would be offer capped and paid the
higher of the market price or their offer capped rate.



32.

33.

34.

35.

In this situation, there is clearly no scarcity of generation in the relevant area.
There is 1,000 MW of generation and only 100 MW of load that cannot be met by
imports. Accordingly, there is no need for scarcity pricing in this situation.

To extend the example, if some of the generation in the area has marginal costs of
$30 per MWh yet submits price offers of $80 per MWh, the reason that the
generation will not run is because it has offered its energy at uneconomic levels,
1.e. it has withheld the energy economically. If the same units had offered their
energy at marginal cost, they would have been dispatched in merit order and
received the market clearing price of $40 per MWh. In such a case, no units
would be offer capped.

It would clearly be inappropriate, in this case, to implement a high offer cap based
on scarcity or the need to provide an incentive for entry. There is no reason to
provide an artificial signal for entry or to pay the existing units in excess of
market prices. Generation adequacy is not the issue in this example. This
example represents the actual facts in most cases of offer capping in PJM.

While generation scarcity does not generally exist in cases of local market power,
it can exist at times. Long term local scarcity exists when there is inadequate
generation and transmission import capability to serve the load in an area. In the
example just presented, there would be local scarcity if the local generation were
100 MW or less. While there are no situations in PJM where there are reliability
issues and thus no situations where long term local scarcity exists, short term
scarcity could arise, for example, if load were greater than expected or if a
transmission or generation facility were lost unexpectedly. Long term scarcity
exists when local load exceeds the sum of the import capability into an area and
local generation in that area. Short term scarcity exists when unexpected events
result in a reduction in import capability, a reduction in local generation resources
or an increase in load such that, in the short term, local load cannot be reliably
served.

Required Modifications to Local Market Power Rules

36.

Despite the fact that PIM’s offer capping rules work well under normal
conditions, there are situations that can arise where modifications to the rules
would be appropriate. Modifications to the PIM offer capping rules would be
appropriate in conditions of long term scarcity. If there are inadequate resources
(transmission, generation or DSM) to meet the load in a load pocket, there is long
term scarcity in that load pocket. PJM’s testimony in the Reliant complaint case
stated that PIM’s current local market power mitigation rules do not address
scarcity situations.* The reference in that case was to long term scarcity. In
stating that PYM’s local market power rules do not address long term scarcity, it is
important to accurately define scarcity and to distinguish reliability from scarcity,
as detailed above.

Prepared Direct Testimony of Joseph E. Bowring in Docket No. EL03-116-000.



37.

38.

39.

40.

41.

It is important that the definition of marginal cost in the calculation of the offer
cap be accurate. The definition of marginal cost should include a measure of
opportunity costs when relevant plus a measure of risk when relevant. An
appropriate opportunity cost to include would be the foregone optionality value of
a unit with environmentally limited run hours that is required by PIM’s system
operators to run, offer capped, during lower value winter months. In fact PJM
implemented exactly such an opportunity cost adder for Reliant (see testimony).
The PIM MMU is working with stakeholders to develop methods to make
operational these components of marginal cost. In addition, it is important that
the measure of marginal cost accurately measure all components of marginal cost,
e.g. for start up costs. Again, the PIM MMU is working with stakeholders to
address this issue. Such refinements in the definition of marginal cost will be
incorporated into the final rules developed by the LMPMWG.

The proposal developed with the LMPMWG and filed by PIM includes an
auction as a central component. The auction is the component of the proposal that
addresses scarcity pricing.

There are two basic approaches to providing incentives to generators to locate in
high cost load pockets if they are needed for reliability. One approach, termed
“scarcity pricing” by some, is short term energy price based. This approach
would translate into immediately higher energy prices in the load pocket
whenever short term or long term scarcity conditions occur. The second approach
is the competitive auction described below.

In load pockets, there are typically only one or two owners and little or no price
responsive load. As a result, the competitive price, or the scarcity price, is not
defined when load equals or exceeds the ability of local generation to-serve it
reliably. Any attempt to implement a scarcity price would require administrative
price setting without any clear market referent and would not result from a
competitive process. The scarcity pricing option includes significant regulatory
risk as there will be political pressure. to set the administrative price at specific
levels, both high and low. Finally, the scarcity pricing option will tend to result in
relatively volatile prices or will result in non-optimal levels of investment.
Volatility will result because the entry of a new generator, in response to a short
term energy price signal, will either be large enough to resolve the scarcity issue
and will therefore produce lower prices, or alternatively the new capacity will be
less than the optimal size, scarcity will persist and prices will remain high.

The auction approach would result in a long term solution for the scarcity issue
and a correspondingly long commitment by load to pay the incremental fixed
costs of the generation in the load pocket. If a generator wins the auction, the
generator would receive a fixed capacity cost adder for the duration of the long
term contract in return for performance guarantees and cost capping when
required. If a transmission alternative wins the auction, the transmission owner
would receive long term revenue requirement increases. If a DSM resource wins
the auction, that resource would receive a fixed capacity cost adder for the



duration of the long term contract in return for performance guarantees and cost
capping when required. The auction approach is a form of scarcity pricing
designed to provide a market-based incentive to retain and attract appropriate

levels of investment. If the auction is designed appropriately this approach to

scarcity pricing will be adequate to address both these issues. It is not necessary
to layer on higher short term prices in response to either short term or long term

scarcity, as they would have no additional incentive effect in the presence of an

auction. The addition of such short term scarcity pricing for the period preceding
the auction would result in excessive rates.

Auction

42.

43.

44.

45.

The PIM proposal would implement a competitive auction when scarcity is
identified in a load pocket. If additional resources are required in order to reliably
meet load in a load pocket and a basic cost threshold for a transmission solution
were exceeded, PJM would implement a competitive market in the form of an
auction to obtain the least cost resource to ensure reliability. Transmission,
generation and demand side resources could all make offers into the auction.

Currently, there.is no clear incentive to locate generation in a load pocket if the
costs of construction, interconnection and operation are higher in the load pocket
than in the market in general. A generator will choose the location where it can
achieve the lowest costs and thus the highest returns, based on expected prices.
All else equal, generators will not choose to locate in areas where costs are higher
even if generation is needed there.

The current default in PJM is that if a generator does not choose to locate in a
load pocket, and PJM identifies a reliability issue, PJM will order the construction
of transmission to resolve the problem. Transmission may continue to be the
cheapest option, but the auction will provide an explicit market test to determine
whether that is the case. The auction proposal would also include a transmission
option cost threshold such that the auction would proceed only if the threshold
were exceeded. The purpose of the threshold is to ensure that resources are not
wasted on an auction if a transmission solution is clearly the cheapest alternative.

A competitive auction will result in a market based solution to scarcity. The

~ auction clearing price will be based on competing offers from all resources that

can solve the scarcity problem and the cheapest alternative will be selected.. If a
generation option wins the auction, the result will be an adder to the capacity
price over and above the capacity revenues received in the PJM capacity market,
that is guaranteed via a long term contract. In continuing discussions of the
detailed auction rules, the PJM MMU intends to take the position that existing
generators should also receive the market clearing capacity payment from a
competitive auction in return for agreeing to a long term contract with
performance requirements. The winning generation resource would otherwise be
treated like all other generators. The generation resource will submit price and
cost offers, be subject to the current offer capping rules and be obligated to meet



46.

performance standards. The generation resource will compete in any and all PIM
markets that it feels appropriate. The generation resources’ offers in the auction
will be based on their analysis of total revenues and total costs and will be a

market-based measure of the additional compensation that such a resource

requires in order to locate in a specific area. Under an auction there is no
guessing as to what the costs of building are, what the costs of equipment are,
what the costs of labor are, what the costs of fuel transportation are or what direct
fuel costs are.

In sum, a well designed auction will result in market based incentives that will
attract and retain investment in areas where it is needed and will prevent the
payment of excessive rates that would result from the short term scarcity pricing
approach.

Operational Test for Local Market Power Potential

47.

48.

49.

The PIM proposal would implement a specific test for the number of pivotal
suppliers in a load pocket and create a mechanism to suspend cost capping if
adequate competition exists. If more than three suppliers are pivotal, the
automatic application of local market power mitigation could be suspended,
subject to MMU analysis. Analysis would be required to verify that structural
conditions are consistent with competition and ongoing analysis would be
conducted to verify that bidding behavior is competitive. '

Under the existing rules, PJM applies mitigation to any pre-1996 unit that runs to
control a constraint, without an explicit test for whether the local units have the
ability to exercise market power.5 This has little current significance as a result of
the actual ownership pattern of PYM units. In other words, there are no cases that
the MMU has identified where the actual ownership of units is diverse enough to
eliminate concerns about the exercise of local market power. Nonetheless, it
makes sense to have an explicit test, as such a test could inform decisions about
divestiture by an owner of multiple units within a load pocket, about the purchase
of existing units within a load pocket or about the construction of a new unit in a
load pocket.

There is no magic number of pivotal suppliers that will guarantee a competitive
outcome. Moreover, it is quite possible to exercise market power unilaterally,
even when there is no pivotal group and when no other suppliers cooperate. Thus
specifying a market-power test in terms of the size of the pivotal group cannot be
theoretically justified; it is simply a rule of thumb. In this case, the proposed test
will not be used to cap offers, but only to indicate whether competitive conditions
need review in an area where offer capping occurs. The PTM MMU has chosen

three pivotal suppliers as the threshold based on concerns about joint exercises of

market power by three or fewer suppliers.

The only exception is that PYM does not mitigate units that are required to relieve the Western,
Central and Eastern reactive interface limits, referenced earlier.
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50.

A pivotal supplier is a supplier whose output is required in order to meet relevant
load. In other words, if there are five suppliers in an area, each with 100 MW of
generation capability and the load in the area is 500 MW, all five suppliers are
individually and jointly pivotal. If load is 400 MW, no single supplier is pivotal,
but two suppliers are jointly pivotal. If the load is 300 MW, no single supplier is
pivotal, but three suppliers are jointly pivotal. The measure of pivotal is [(Total
Supply - Participants’ Supply)/(Total Load)]. When this measure is less than 1.0,
the relevant participants in the numerator are pivotal.

Application of Local Market Power Mitigation Rules to Post-1996 Units

51.

52.

53.

54.

The PIM proposal would apply the modified local market power mitigation rules
to all units, while recognizing the special circumstances associated with units for
which construction commenced between July 9, 1996 and September 30, 2003.
The current local market power mitigation rules exempt all units for which
construction commenced after July 9, 1996.

It is nonetheless fair to consider the situation of the individual post-1996 units
built with the reasonable expectation that the exemption would apply. The MMU
is in the process of approaching owners of all the post-1996 units that have the
capability to exercise local market power in order to develop an approach to

- mitigation of such units that would reflect the contribution of such units to

competition, that would take account of the actual offer behavior of these units
but that would not permit the exercise of market power. In the event that these
negotiations do not lead to a solution, the PYM MMU would make a filing with
the Commission to resolve the issues.

There is no reason to believe that post-1996 units cannot exercise local market
power. The Joskow-Frame analysis did not recommend an exemption for post-
1996 units. There are post-1996 units in PJM that have the ability and the
incentive to exercise local market power. The units are in locations where
transmission constraints result in one or more of the units being required for
reliability at times. Fortunately, this ability to exercise market power is currently
quite limited. The essential fact remains that these units do have the incentive and
ability to exercise local market power and there is no rule in PIM to prevent this
exercise of market power. There is no reason to permit these units to exercise
local market power any more than a unit constructed before 1996 and it is not
reasonable that any unit was constructed with the expectation of exercising
market power. It makes sense to address the post-1996 issue now before the
exercise of market power by post-1996 units becomes a significant issue, both for
units constructed priorto 2003 and all future units.

There is no reason to apply a different test for market power to post-1996 units
than to older units, while recognizing the fairness issue for units constructed
between 1996 and 2003. The exercise of market power is no more appropriate for
new units than it is for old units. The auction proposal will provide a market

11



solution to pricing when new units must be constructed to address local scarcity
conditions.

Reliant Units

55.

The Commission directed PIM to provide an analysis on how units such as

. Reliant’s are operated to support reliability in PIM. An example is presented here
to show how the Reliant units identified in the Reliant complaint and the PIM
“testimony in that matter are operated to support reliability in PYM. The example is

of operations in the West Met Ed arca discussed in the PJM MMU testumony
submitted in the' Reliant complaint. On a day in the summer of 2003 the load in
Met Ed West, net of other small generators, was 790 MW, during the highest load
hour. The transmission import capability in that hour was about 700 MW. As a
result of the need to dispatch local generation in the Met Ed West area, PJM
required local Reliant units to run, subject to offer caps, beginning with the hour
ended 1100, because Reliant owned all generation available to serve load in the
area, given the constraint. In other words, Reliant was pivotal. The constrained
facility was the Yorkanna 230-115 KV transformer. In the hour ended 1100, two
Reliant units were called on. In the hour ended 1300, two additional Reliant units
were called on. In the hour ended 1400 an additional Reliant unit was called on
and in the hour ended 1900 an additional Reliant unit was called on, for a total of
six Reliant units. Reliant owns nine units in Met Ed West. Thus, while the Reliant
units were needed for reliability there was no scarcity. Two units were released
for the hour ended 2300 and two more units were released for the hour ended
2400, leaving two units on. During this 14 hour period, the actual LMP paid to the
Reliant units exceeded their offer caps for 10 of the 14 hours by a substantial
amount in some hours, although the difference varied by unit and was not positive
for every unit. The reason that PIM had to call these units on, offer capped, was
that the units’ market-based price offers substantially exceeded the cost-based
offers and the units’ market-based offers exceeded the market LMP outside the
Met Ed West area. '

I declare under penalty of perjury that the foregoing is true and correct.

Executed this 30™ day of September 2003.
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Joseph E. Bowring
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