BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Petition Of Duquesne Light Company :

For Approval Of Default Service Plan : Docket No. P-2016-
For The Period June 1, 2017 Through

May 31, 2021

PETITION OF DUQUESNE LIGHT COMPANY
FOR APPROVAL OF A DEFAULT SERVICE PLAN

Pursuant to 66 Pa. C.S. § 2807(e), 52 Pa. Code § 5.41, and the Pennsylvania Public
Utility Commission's ("Commission") Retail Market Orders at Docket No. 1-2011-2237952,
including the Default Service End-State Order,' the Commission’s Default Service Rulemaking
Order at Docket No. L-2009-2095604,> Duquesne Light Company ("Duquesne Light" or the
"Company") hereby petitions the Commission for approval of a default service plan for the
period from June 1, 2017 through May 31, 2021 ("Default Service Plan," "Plan" or "DSP VIII”),
as well as approval of the Company’s 1) Time-of -Use Program, 2) Standard Offer Program, 3)
Customer Assistance Program (“CAP”) Shopping Program, and other approvals described herein
required for the implementation of the Plan.

A. BACKGROUND

1.  Duquesne Light has implemented seven (7) successful default service programs
helping to create one of the most competitive shopping environments in the Commonwealth,
while providing default service at rates and terms that meet the requirements of the Public Utility
Code. With each successive plan, Duquesne Light has adjusted its default service offerings in an

effort to promote the competitive retail market, provide market reflective rates, and ensure

' Investigation of Pennsylvania's Retail Electricity Market: End State of Default Service,
Docket No. 1-2011-2237952, Order entered February 15,2013 ("Default Service End-State Order").
* Default Service and Retail Electric Markets, Docket No. L-2009-2095604 (Order entered
October 4, 2011) (“Second Default Service Rulemaking Order”).
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adequate protections for its customers. In its DSP VIII proposal, Duquesne Light seeks to build
upon its prior successes and continue to promote competition for its customers.

2. Chapter 28, Section 2807(e) of the Public Utility Code (Code), 66 Pa. C.S. §
2807(e), provides the requirements of a default service plan. Chapter 28 requires the default
service provider to follow a Commission-approved competitive procurement plan that includes
auctions, requests for proposal, and/or bilateral agreements, as well as a prudent mix of spot
market purchases, short-term contracts, and long-term purchase contracts designed to ensure
adequate and reliable service at the least cost to customers over time. 66 Pa. C.S. § 2807(e).
Additionally, the Second Default Service Rulemaking Order provides guidance regarding these
requirements.

3.  The Company’s proposed Default Service Plan satisfies these principles through
the competitive procurement of electric supply tailored to meet the individual characteristics of
each customer class while ensuring appropriate consumer protections. The Company’s Default
Service Plan was developed with the recognition that each customer class has different
characteristics and different levels of experience with the competitive market. The Plan takes
these differences into account and proposes procurement methodologies for each of the major
customer groups that reflect these considerations. The Company’s Plan also continues to support
Pennsylvania retail markets with its new program to enable EGSs to offer Time-of-Use products.
In developing this Plan, the Company also considered the approaches that have worked in
previous default service plans; the current desires and concerns of parties, customers and retail
suppliers; and the Commission's rules and policies.

4.  The Company’s Default Service Plan satisfies the applicable legal requirements

by providing for the availability of adequate, reliable, affordable, efficient and environmentally
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sustainable electric service at the least cost over time and the impact to the environment. A
summary of Duquesne Light's Default Service Plan is set forth below, with additional details
provided in the testimony and exhibits accompanying this Petition.

B. PROGRAM TERM

5. Duquesne Light’s recent DSP programs have each been for a term of two years.
The relatively short terms have allowed for refinements to the procurement process and
procedure as shopping has continued to develop in the Company’s service territory.

6. Duquesne Light proposes that the DSP VIII Plan be in effect for a period of four
years, from June 1, 2017 through May 31, 2021. Extending the term from two years to four
years will save litigation time and cost for Duquesne Light, other parties that participate in DSP
proceedings and the Commission. Further, Duquesne Light has provisions in its SMA that
enable the Company to transfer its obligations to procure or supply Default Service supply to a
third party, in the event the Company ceases to serve as the Default Service supplier.

C. PROPOSED DEFAULT SERVICE PROCUREMENT PLANS AND
RATES

7. This Default Service Plan includes a portfolio of four (4) separate supply
plans tailored to meet the specific needs of major customer groups which are: 1) Residential
& Lighting (“Residential”), 2) Small Commercial & Industrial (“Small C&I”), 3) Medium
Commercial & Industrial (“Medium C&I”), and 4) Large Commercial & Industrial (“Large
C&I).

Residential and Lighting Customers

8. Default Service for Residential customers will consist of a combination of

twelve (12) and twenty-four (24) month full requirements supply contracts obtained through

semi-annual competitive requests for proposals ("RFP") with overlapping, or “laddered”
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delivery periods. The full requirements contracts require supplier(s) to provide energy,
capacity, ancillary services, and any other services or products necessary to serve a
specified percentage of default service load 24 hours a day, for the term of the contract.
Because the contract is "load-following," the amount of energy and other services and
products a supplier must provide will vary depending upon Duquesne Light's actual default
service load. The supply contracts that Duquesne Light has proposed for Residential
customers require the suppliers to satisfy this obligation at the prices that they bid in the
respective RFPs. The procurement methodology is discussed in more detail in the testimony of
Mr. Peoples in Duquesne Light St. No. 2.

9.  DSP VII relies exclusively on laddered one-year, fixed-price full requirements
(“FPFR”) supply contracts to serve Residential customers. Herein, the Company proposes to
transition to a product mix consisting of 50% laddered one-year FPFR supply contracts, and 50%
laddered two-year FPFR supply contracts. The Company also proposes to continue to change
the default service supply rates every six months as in DSP VII. The proposed mix of one-year
and two-year FPFR products and the semi-annual overlapping of their delivery periods will
provide Residential customers greater price stability, which is reasonable and appropriate for this
customer class.

10. Duquesne Light proposes to procure four (4) FPFR supply contracts for
Residential class with delivery periods that extend beyond the end of the DSP VIII period,
otherwise known as “overhanging” contracts. The Company believes that overhanging contracts
are appropriate customer protections that help avoid the potential price shock that may occur
when 100% of supply must be procured at one time or over a short period of time. The

Company’s DSP VI and DSP VII also includes overhanging supply contracts for Residential and
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Small C&I customers.’

The Commission’s prior approval of overhanging contracts is a clear
indication of the Commission’s support for price stability, and recognition that procuring 100
percent of supply at one time or within a short period of time can create unnecessary price
volatility for customers. Exhibit JP-1, which is attached to Duquesne Light Statement No. 2,
shows the proposed procurement schedule and delivery period for Residential customers.

11. Additionally, Duquesne Light proposes semi-annual reconciliation of Residential
procurement group default service costs and revenues along with semi-annual rate changes. The
Company recognizes that the Commission's regulations provide for quarterly rate changes for
Residential customers. See 52 Pa. Code § 54.187. However, Duquesne Light does not believe
that quarterly rate changes will be necessary for Residential customers because the Company is
proposing to acquire default service supply for these customers in the form of twelve (12) and
twenty-four (24) month fixed-price full requirements contracts. Fixed-price full requirements
contracts greatly diminish cost over/under-recoveries that are associated with other procurement
methods, such as those methods that involve the procurement of block products supplemented
with spot energy sales and purchases, and therefore do not require more frequent rate resets in
order to reconcile costs. The Commission approved semi-annual reconciliation for Duquesne
Light's Residential customers in the DSP VI proceeding. DSP VI Order, p. 210. In DSP VII
semi-annual reconciliation was approved as part of the Settlement Stipulation. Duquesne Light
therefore requests a waiver of Section 54.187 to the extent necessary to implement its proposed
plan.

12.  Supply for the Lighting customers' default service load will be included in the

Residential procurement group. Wholesale suppliers will bid a single price to supply both

* See Petition of Duquesne Light Company for Approval of Revisions to its Approved Default
Service Plan VI, Docket No. P-2012-2301664 (Order entered September 11, 2014)(permitting Duquesne
Light to extend contracts that overlap into DSP VII).
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Residential and Lighting customers' default service load. Separate rates will be developed by
Duquesne Light for Residential and Lighting customers to reflect the lower market cost of
supplying the applicable Lighting customer classes. The methodology for developing Lighting
rates is the same as that approved by the Commission in DSP VII and is described by Mr. Ogden
in Duquesne Light St. No. 4.

13. The RFPs for Residential customers will be conducted by Duquesne Light, with
an independent monitor. The Company proposes to maintain the 50% supplier load cap to serve
Residential (and Small C&I) customers in a given RFP equal to 50% of the number of tranches
solicited on that RFP date, rounded up to the nearest integer number of tranches.

14. As explained in Mr. Davis’ Testimony, Duquesne Light Statement No. 1, the
Company is evaluating the benefits of entering into long-term contracts (i.e., more than four
years) to support the development of utility-scale solar projects (up to a total of 20 MW) in
Pennsylvania, preferably in Duquesne Light’s service territory.* Duquesne Light would seek
Commission approval of the solar contract after a more detailed plan has been developed at some
point during the DSP VIII period. The alternative energy credits (“AECs”) associated with this
project (or projects up to the 20 MW cap) could be used to help satisfy the solar requirements of
serving Residential default service customers later in the DSP VIII period and beyond.

15. In the Default Service End-State Order, the Commission directed the
establishment of a working group, in part, to develop an industry standard default service Supply
Master Agreement ("SMA") for EDCs in Pennsylvania. The Company is proposing to use this

SMA template, with a few modifications, for its wholesale power procurements under DSP VIII.

* Other major Pennsylvania Electric Distribution Companies have already signed 10-year power
purchase agreements for solar alternative energy credits.
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A copy of the Supply Master Agreement is attached to the testimony of Mr. John Peoples as
Exhibit JP-3.
Small I Customers

16. Default Service for Small C&I customers, which are customers with monthly
metered demands less than 25 kW, will be supplied in the same manner as Residential
customers, which consists of a combination of twelve (12) and twenty-four (24) month full
requirements supply contracts obtained through semi-annual competitive RFPs with
overlapping, or “laddered” delivery periods. The procurement schedule and delivery period for
Small C&I customers is also provided in Exhibit JP-1, which is attached to Mr. Peoples’
testimony.

17. Similar to Residential customers, Duquesne Light's procurement plan for
Small C&I customers is designed to provide additional rate stability. In the Petition of
Duquesne Light Company for Approval of a Default Service Program for the Period from
June 1, 2015 through May 31, 2017, Docket No. P-2014-2418242 (Opinion and Order
entered January 15, 2015), the Commission stated *“... Duquesne’s proposal should be
accepted in order that the Small C&I customer class procurement would be similar to the default
service procurement for the Residential class in DSP VII. As Duquesne has explained, these
classes exhibit similar characteristics and the proposed default service procurement plans for
these classes represent a balancing of the importance of rate stability and market responsive rates
for these smaller customers.”

18. Similar to the rationale in DSP VII, the Company is proposing the same
procurement program for Small C&I and Residential customers because both classes have

similar shopping levels and market sophistication. Therefore, it is reasonable to offer the same
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procurement approach for both classes.

19. Rates for Small C&I customers will be reset twice per year, and Duquesne Light
proposes to continue to reconcile costs for these customers on a semi-annual basis. The
Commission approved semi-annual reconciliation for Duquesne Light's Small C&I customers in
the DSP VI proceeding. DSP VI Order, p. 210. In DSP VII, semi-annual reconciliation was not
contested and was approved as part of the Settlement Stipulation.

20. As with Residential customers, Duquesne Light recognizes that the Commission's
regulations provide for quarterly rate changes for Small C&I customers. 52 Pa. Code § 54.187.
However, the Company does not believe that quarterly rate changes will be necessary for Small
C&I customers because the Company is proposing to acquire default service supply for these
customers in the form of twelve (12) and twenty-four (24) month fixed-price full requirements
contracts. As explained above, fixed price full requirements contracts greatly diminish cost
over/under- recoveries that are associated with other procurement methods, such as those
methods that involve the procurement of block products supplemented with spot energy sales
and purchases, and therefore do not require more frequent rate resets in order to reconcile costs.
Accordingly, there is no need to reset rates quarterly, and Duquesne Light requests a waiver of
the regulation to the extent necessary to implement its proposed plan.

21. Small C&I customers include unmetered C&I customers. The load of unmetered
accounts will be included in the Small C&I procurements. Default Service rates for unmetered
accounts will be the same as the Small C&I Default Service rates.

22. Dugquesne Light also will use the SMA template, with a few modifications, for

EDCs in Pennsylvania for its Small C&1 procurements.
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Medium C&I Customers

23. Default Service for Medium C&I customers, which are customers with monthly
metered demands equal to or greater than 25 kW and less than 300 kW, will continue to be
supplied by full requirements supply contracts for three-month terms from third-party suppliers
with no laddering.’ The Company’s procurement proposal for Medium C&I customers is
consistent with the current Commission approved procurement schedule for Medium C&I
customers under DSP VII. The procurement schedule and methodology is further explained by
Mr. Peoples in Duquesne Light St. No. 2.

24. The procurement methodology for Medium C&I customers is appropriately
market responsive given the sophistication of this customers class and current shopping level.

25. The Medium C&I default service supply will be split into four equal tranches of
25% of the total Medium C&I default service load in each hour. Accordingly, the Medium C&I
default service rates will change quarterly, on June 1st, September 1st, December 1st, and March
Ist.

26. The Company proposes, as approved in DSP VII, to apply no supplier load cap
for the Medium C&I solicitations. With three-month contracts for Medium C&I customers, the
effect of supplier default is lessened, and there is a reduced need for load caps to guard against
the exposure resulting from a large supplier defaulting on its obligation.

27. In the Default Service End-State Order, the Commission proposed that customers
with demands of 100 kW or greater that have interval meters only be offered hourly LMP

products.  Default Service End-State Order, p. 31. However, the Commission further

* As discussed later herein, the Company is proposing to lower the threshold for Large
Commercial & Industrial Customer Hourly Priced Service (“HPS”) from 300 kW to 200 kW in 2019. If
and when adopted, the Medium C&I customer class will include customers with monthly metered
demands equal to or greater than 25 kW and less than 200 kW.

9
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acknowledged that directing an hourly LMP product for Medium C&I customers may raise legal
questions about compliance with the Competition Act and that the Commission preferred to
pursue legislative amendments that would provide for such authority before mandating an hourly
priced product for Medium C&I customers. Id. at 45. To date, such changes have not been
adopted by the General Assembly. Therefore, the Company is not proposing hourly LMP
default service prices for Medium C&I customers.

28. Duquesne Light also will use the SMA template, with a few modifications, for

EDCs in Pennsylvania for its Medium C&I procurements.

Large C&I1 Customers

29. For Large C&I customers, defined as customers with monthly metered
demand equal to or greater than 300 kW, Duquesne Light will offer default service rates
based on hourly day-ahead PJM energy market prices. Customers also will be charged a pass
through of PJM capacity and ancillary services costs as well as the administrative costs of
providing HPS. The procurement methodology is discussed in more detail in the testimony of
Mr. Peoples in Duquesne Light St. No. 2.

30. The Company is proposing several significant changes to the Large C&l
procurement plan from the DSP VII plan. Effective June 1, 2017, the Company is proposing to
simplify the structure and administration of HPS in an effort to lower the Company’s
administrative costs that HPS customers pay. Additionally, the Company is proposing to
conduct an RFP for third-party suppliers to supply this service using an open and competitive
solicitation process for full requirements supply. Once these changes are in place and have been
successfully tested, the Company plans to lower the kW threshold for HPS from > 300 kW to >

200 kW beginning on June 1, 2019.

10
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31. The Company proposes to charge 100% of HPS customers’ actual hourly usage

at the day-ahead hourly energy prices.®

This proposal allows customers to manage their
electricity usage and supply costs by providing customers with advanced day-ahead notice of
hourly energy prices, and also will eliminate the customers’ uncertainty associated with the ex-
post real-time price reconciliation.

32. Under this proposal the Company will: (a) eliminate the need to submit day-ahead
hourly load forecasts for each HPS customer, b) eliminate the need to be prepared to receive
modifications to those day-ahead hourly load forecasts from each HPS customer, ¢) eliminate the
need to reconcile the difference between the day-ahead hourly load forecast and actual hourly
customer usage at real-time prices for each HPS customer, and d) eliminate the need to bill those
reconciled amounts to each HPS customer.

33. As explained in the testimony of Mr. Peoples, these changes in the HPS structure
are an important first step to facilitate the Company’s other proposals related to providing HPS,
namely the proposals to conduct an RFP for third-party suppliers to supply HPS and to lower the
kW threshold to include more customers on HPS.

34. The Company will conduct a solicitation in March of each year for HPS full
requirements supply to be delivered over a twelve-month period from June 1% through May 31,
Two tranches will be solicited, with each tranche representing 50% of the default service load (or
about 25 MW of peak load). The supplier(s) with the lowest fixed price bids will be selected as
the winning supplier(s) of the HPS solicitation. In addition to the winning bid price offered by
the supplier, each winning supplier will be paid for its share of the associated energy, capacity,

and ancillary service charges billed to HPS customers pursuant to Rider 9 in Duquesne Light’s

S Currently, Large C&I HPS customers are charged the day-ahead price for their forecasted usage
and any differences between forecasted and actual usage are reconciled at the real-time (not day-ahead)
hourly price.

11
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Retail Tariff. The winning suppliers’ fixed price bids will be designed to compensate suppliers
for the associated renewable energy supply costs, the energy balancing costs associated with day-
ahead schedules versus customer actual consumption, and any other third-party supplier
administrative costs of providing HPS.

Competitive Procurement Guidelines

35. Duquesne Light proposes to maintain the 50% supplier load cap to serve
Residential and Small C&I customers in a given RFP equal to 50% of the number of tranches
solicited on that RFP date, rounded up to the nearest integer number of tranches, and seeks the
Commission's approval for this provision as part of this proceeding. The Commission
approved a 50% supplier load cap in DSP VII. Additionally, consistent with DSP VII, the
Company is not proposing a supplier load cap for Medium and Large C&I solicitations. The
Company believes that supplier load cap for Medium and Large C&I solicitations are not
necessary based on the high levels of shopping and short term contracts for the Medium
C&I and Large C&lI customer classes.

36. Duquesne Light proposes to engage an independent third party to assist in
qualifying bidders, conducting bidder information sessions, and, importantly, to receive all
bids, rank qualifying bids, and determine winning bids for all four procurement groups. All
winning bids will be submitted to the Commission for approval prior to award.

37. Within fifteen calendar days from the closing of each solicitation, Duquesne
Light will post the weighted average winning bid price on its website and publish a default
service rate calculation model on its website that shows the build-up of the auction results
into retail default service rates. As explained in the testimony of Mr. Ogden, the Price-To-

Compare (“PTC”) will be posted 60 days in advance of each change in default service rates,
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with the exception of the application periods beginning June 1 of each year.’

38. If for any reason an RFP fails to attract a sufficient volume of bids or the
Commission does not approve the submitted bids or an accepted supplier defaults, Duquesne
Light acknowledges that it has the obligation to procure supply to provide such portion of
the default service. In this circumstance, Duquesne Light proposes to meet this obligation
on an interim basis through purchases in the PJM spot market and requests authority to
recover all the costs of such purchases and all reasonable administrative costs from the
applicable customer classes. Duquesne Light agrees that it will submit to the Commission,
within 15 days after any such occurrence, a contingency plan to handle any default service
shortfall.

Act 129 Standards

39. The procurement methodologies under the Default Service Plan are based upon
the standards set forth by Act 129 that the procurement plan shall be designed to be "the least
cost to consumers over time" and shall include a "prudent mix" of contracts. As explained in the
testimony of Mr. Fisher, Duquesne Light St. No. 3, the competitive solicitations for full
requirements contracts of various terms for Residential, Small C&I, Medium C&I, and Large
C&I customers, represent a "prudent mix" of procurement contracts and will provide default
service customers with access to an adequate and reliable supply of generation at least cost over
time.

40. Specifically, Act 129 requires that power "shall be procured through competitive

procurement processes" (including auctions, requests for proposals and/or competitively

7 For the application period beginning June 1 of each year, the Company will not know the
transmission component of the PTC until May 15. The Company will post the final supply component of
the PTC 60 days in advance of June 1 and will post the final PTC including the transmission component
by May 15.

13
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procured bilateral agreements procured at no greater than the cost of obtaining generation under
comparable terms in the wholesale market), and such procurement must be a "prudent mix" of
spot market purchases, short-term contracts and long-term purchase contracts. Id. at
2807(e)(3.1)-(3.2).

41. Duquesne Light's Default Service Plan relies upon a prudent mix of contracts.
The procurement contracts are explained in detail by Mr. Peoples, Duquesne Light St. No.
2. A summary of the products for each class is as follows:

» For Residential and Small C&I customers, Duquesne Light will procure
default service supply through laddered, twelve-month and twenty four-month
full requirements contracts.

* For Medium C&I customers, Duquesne Light will procure default service
supply through three-month full requirements contracts.

* For Large C&I customers, Duquesne Light will conduct an RFP for third-party
suppliers to supply HPS customers’ actual hourly usage at the day-ahead hourly
energy prices.

42. This mix is a prudent mix of spot and short-term contracts. Duquesne Light
has attempted to be mindful of both Act 129, the Default Service Regulations, and the
Retail Markets Investigation in proposing the mixture of contracts for its Default Service
Plan, and asserts that this Plan includes a prudent mix of contracts given the current levels
of, and experience with, shopping for each class of customers, and the competitive market
enhancements proposed in the Petition. The Company may supplement its proposed mix of
spot and short-term contracts if it is able to obtain a long-term contract for utility scale solar
during DSP VIII, as explained earlier in this Petition and in Mr. Davis’ testimony.

43. This procurement plan also satisfies the requirement that the Plan be designed to

be the "least cost to customers over time." This is discussed in further detail by Mr. Fisher,

Duquesne Light St. No. 3.
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44. Act 129 also specifies that the Commission shall make a finding that "neither the
default service provider nor its affiliated interest has withheld from the market any generation
supply in a manner that violates federal law." 66 Pa. C.S. § 2807(e)(3.7). In his direct testimony,
Mr. Peoples’ addresses this requirement with respect to Duquesne Light and its affiliates and
demonstrates that the standard will be met under the DSP VIII plan.

45. For all of the reasons set forth above, this Default Service Plan meets the
standards set forth in Act 129, and enables the Commission to make the necessary findings per
Section 2807(e)(3.7). Specifically, Duquesne Light request that the Commission find its Plan
includes prudent steps necessary to negotiate favorable generation supply contracts; Duquesne
Light's Plan includes prudent steps necessary to obtain least cost generation supply contracts on
a long-term, short-term and spot market basis. Neither Duquesne Light nor its affiliated interest
has withheld or will withhold from the market any generation supply in a manner that violates
Federal law.

Default Service Procurement CostRecovery

46. Duquesne Light will continue to recover costs for the full cost of RFPs for
Residential, Small C&I, Medium C&I, and Large C&I customers, gross receipts taxes, along
with the costs of hiring the independent monitor, through fully reconcilable Section 1307(e) cost
recovery mechanisms for each class. 66 Pa. C.S. § 1307(e).

47. Additionally, Duquesne Light will continue to recover its administrative costs for
HPS service through a Fixed Retail Adder ("FRA"). The FRA (expressed in dollars per MWH)
included in Rider No. 9 will consist of two components. The first component will be based on
the weighted average of the winning bids submitted by third-party suppliers and will compensate

the suppliers for their costs associated with renewable energy supply, energy balancing and any
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other third-party supplier administrative costs of providing HPS. This first component will be
equal to the weighted-average winning bid price, adjusted to recover the cost of line losses and
Gross Receipts Tax. The second component will include the Company’s administrative costs of
conducting RFPs, the PJM interface and billing related costs, and other unbundled service costs
that would remain even when third-party suppliers provide HPS.

Unbundling

48. In addition to the supply costs necessary to provide default service, the Company
incurs costs in two primary areas. First, initial start-up costs are incurred to develop and obtain
approval of the proposed default service plan. Second, ongoing costs are incurred throughout the
duration of the default service plan to implement the plan (e.g., the costs related to the process of
conducting the competitive requests for proposals and evaluating the results of these solicitations
and the incremental administrative costs to provide HPS).

49. Duquesne Light currently recovers its DSP VII proceeding costs, which are costs
for preparing and obtaining approval of the DSP VII proceeding, in base rates. The Company is
proposing to unbundle certain costs from base rates associated with the provision of default
service beginning on the effective date of rates in its next base rate proceeding or June 1, 2020,
whichever comes first. Specifically, the Company is proposing to move recovery of the costs for
external legal and consulting services to prepare and obtain approval of the default service plan
from base distribution rates to Default Service Supply (“DSS”) rates. The Company is also
proposing to move recovery of the cash working capital costs associated with default service
from base distribution rates to DSS rates. Finally, if new costs arise related to default service,
the Company proposes that those costs also be recovered through applicable DSS rates.

50. As part of the DSP VII Settlement Agreement, the Company committed to the
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following:

In the earlier of its next general rate increase filing or its Default Service
Plan filing for the period commencing June 1, 2017, Duquesne Light will
propose to unbundle from base rates costs associated with the provision of
default service, including default service proceeding and procurement costs,
and cash working capital with regard to default service procurements.
Duquesne Light will simultaneously propose a mechanism for recovery of
such costs from default service customers.

51. The Commission approved the Settlement Agreement in its DSP VII order, and to
comply with this agreement, the Company is proposing to unbundle certain costs from base rates
associated with the provision of default service. The Company prefers to wait until Duquesne
Light’s next base rate case to recover these costs through DSS rates to ensure that there is no
double counting, where costs are being recovered in both base rates and DSS rates, or
alternatively, under-recovery of previously approved costs included in base rates. The Company
entered into a black-box settlement agreement in its 2013 base rate proceeding at a significantly
lower rate increase than originally proposed. Therefore, it is not known with certainty what costs
are currently included in base rates for the particular items to be unbundled. The details of the
Company’s proposal to unbundle certain costs from based rates is included in the testimony of
Mr. Ogden, Statement No. 4.

52. The Company proposes to use the four-year revenue requirement for unbundled
costs as the actual expense to recover. The 1307e reconciliation statement for each customer
class will include a line item for the monthly expense. The reconciliation for the unbundled
monthly expense will capture only changes in default service kWh volumes (e.g., the difference

between the forecasted kWh at the outset when setting rates and actual default service kWh

sales). The difference in recovery of the unbundled expense created by variations in sales (over

® DSP VII Order entered January 15, 2015 at Docket No. P-2014-2418242, page 10.
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or under collection) will be recovered through the e-factor component of the DSS rates for the
applicable customer class.

D. TIME-OF-USE (“TOU”) RATES

53. Under 66 Pa. C.S. § 2807(£)(5), default service providers are required to offer
Time-of-Use ("TOU"™) and/or real-time price plans to customers that have smart meter
technology. In addition, in the December 16 Retail Markets Order, the Commission
suggested that EDCs include TOU proposals in their next default service filing. December
16 Retail Markets Order, p. 47.

54. Effective June 1, 2016, the Company is offering eligible Residential customers
the opportunity to receive their electric supply on a “Time-of-Use™ basis. This service offering
involves charging customers higher prices for power delivered during “on-peak™ periods, and
lower prices for power delivered during “off-peak™ periods. Approximately 200,000 qualified
Residential customers will be eligible for TOU service beginning June 1, 2016. The eligibility of
these customers will be predicated on the extent the Company has installed the necessary
metering and communication systems.

55. As part of the DSP VII plan, the Company recently conducted an RFP for TOU
supply that will cover the delivery period June 1, 2016 through May 31, 2017. The TOU RFP
successfully obtained two EGSs that will provide TOU rates for Residential customers. Based
on the results of the RFP, eligible Residential customers will be able to choose between two
different TOU time periods and price levels. Duquesne Light will promote the TOU rate
offerings that are being marketed by the two winning EGSs on the Company’s website. The two
winning EGSs will offer TOU rates only to eligible Residential customers that have the
necessary metering and communications systems. Eligible Residential customers who elect
TOU service will become EGS customers and will be enrolled by the EGS providing the TOU
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service.

56. The Company intends to make a TOU filing to the Commission in November
2016 describing the results of this year’s TOU program and the level of customer enrollment.
The Company’s current plan is to continue to facilitate EGS-supplied TOU offers beyond May
31, 2017. During the DSP VIII plan, the Company will continue the process of installing
interval meters to all customer classes. As more customers are connected to smart meters and
AMI data systems are available and tested, the number of eligible TOU customers will increase.
The Company plans to increase the number of Residential customers eligible for TOU service
through the DSP VIII plan. Also, during the DSP VIII plan, Small C&I and Medium C&l
customers will become eligible for TOU service. Additional details regarding the Company’s
TOU proposal are provided in the testimony of Mr. Peoples Statement No. 2.

E. RETAIL MARKET ENHANCEMENTS

57. Duquesne Light has supported expansion of competitive opportunities for
customers through its seven prior default service plans, and has already implemented a number
of innovative market enhancements in order to facilitate the development of the retail market.
The Company's customer switching level is among the highest in the Commonwealth, with 71%
of the total load in its service area already receiving service from an EGS as of March 2016. This
also puts Duquesne Light among the top electric service areas in the country in terms of
percentage of total load switched. Switching by procurement group is 34% of Residential
customer load, 45% of Small C&I load, 73% of Medium C&I load, and 96% of Large C&I load.
Duquesne Light's proposed Default Service Plan contains several important features designed to
promote retail competition.

Standard Offer Customer Referral Program (“SOP”
58. Duquesne Light currently offers a SOP to non-shopping Residential and Small
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C&I customers who contact the Company to: 1) initiate or move service; 2) discuss choice
questions; 3) resolve high bill concerns; or 4) inquire about the SOP. After the customer's
specific inquiry is resolved, a Duquesne Light customer service representative provides the
customer with information about the SOP. If the customer indicates that he/she is interested in
participating in the SOP, the customer is transferred to a participating EGS for program details
and potential enrollment.

59. As explained by Duquesne Light Witness, Ms. Morrison in Duquesne Light St.
No. §, the SOP benefits customers by offering customers a price 7% below the current PTC and
introducing new customers to shopping. An important benefit of Duquesne Light’s SOP is the
low costs for EGSs to participate. The customer acquisition fee paid by participating EGSs is
currently $10.28 per enrollment. The Company’s existing SOP avoids the costs of paying a third
party to enroll customers, maintains a reasonable cost for EGSs, and avoids charging any cost for
the program to customers.

60. Duquesne Light's current SOP does not use a third party to enroll customers. As
a result, customers are transferred to EGSs for enrollment, which produces a low-cost program.
In the DSP VII proceeding, Duquesne Light and the Parties agreed to conduct a
collaborative with interested Parties to consider changes to the Company’s existing SOP,
including, among other things, the use of a third party to enroll customers or other means to
improve customer enrollments. The Company held a collaborative to gain stakeholder input
on the Company’s existing SOP. The outcome of the collaborative was that the existing
program was cost effective, and the Parties agreed to keep the existing SOP structure in

place with the Company sending interested customers directly to the EGS for enrollment.
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Purchase of Receivable (“POR”)

61. Duquesne Light proposes to continue its current POR plan for Residential, Small
C&l, and Medium C&I customers. Under this Plan, Duquesne Light purchases the account
receivables, without recourse, associated with EGS sales of retail electric commodity service to
Residential, Small C&I, and Medium C&I customers. Duquesne Light purchases the account
receivables at a small discount and then reimburses EGSs for their customer billings regardless
of whether it receives payment from customers.

Customer Assistance Program (“CAP”) Customer Shopping

62. The Company supports the extension of shopping to CAP customers with certain
customer protections and conditions. First, CAP customers that shop should be provided
protections from increased bills resulting from shopping and variable rate contracts. Second, any
CAP shopping plan must determine how customer protections will be implemented and provide
sufficient time for implementation and customer education. If these protections are adopted and
implemented, the customer CAP credit will be applied to the distribution, transmission, and
supply portion of the bill in the same manner for CAP shopping customers as it is for CAP
customers receiving default service. All CAP customers will receive a discount on their monthly
service bill based on their income as defined in the Company’s Commission approved Universal
Services Plan effective at the time of implementation.

F. REQUESTS FOR WAIVERS

63. As explained above, Duquesne Light is proposing to change rates every six
months for Residential and Small C&I customers. Duquesne Light notes that the Commission’s
regulation at 52 Pa. Code § 54.187 requiring quarterly rate changes was adopted prior to the
passage of Act 129. Act 129 provides that default service providers shall offer residential and
small business customers a default service rate that changes no more frequently than quarterly.
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66 Pa. C.S. § 2807(e)(7). Therefore, Duquesne Light believes that its proposal for changes in
rates on a semi-annual basis for Residential and Small C&I customers complies with Act 129.
However, Duquesne Light requests a waiver of 52 Pa. Code § 54.187 to allow semi-annual rate
changes for Residential customers and Small C&I customers to the extent deemed necessary by
the Commission.

64. Section 69.1804 of the Commission’s DSP Policy Statement, 52 Pa. Code §
69.1804, provides that default service plans should be for two years, unless otherwise directed by
the Commission. As explained previously, Duquesne Light proposes that the term of DSP VIII
Program be for four years. As a Policy Statement, 52 Pa. Code § 69.1804 does not have the
force of law, and no waiver is required. Nonetheless, for reasons explained above, the Company
requests that the Commission approve a four year period for DSP VIII.

65. Duquesne Light also requests additional waivers, if necessary, of the
Commission’s Orders or Regulations to allow Duquesne Light to implement its Default Service
Plan as described herein and in the Testimony and Exhibits that accompany this filing.

G. CUSTOMER NOTIFICATION

66. As indicated by the enclosed certificate of service, Duquesne Light has served a
copy of this Petition upon all of the parties to Duquesne Light's most recent default service
proceeding at Docket No. P-2014-2418242 and PJM. Duquesne Light is also providing notice of
the filing and a web link to the filing to all licensed EGSs in the Duquesne Light service area. In
addition, the Company will provide a hard copy of the filing to any party upon request.
Duquesne Light intends to notify its customers of new rates once approved by bill message or as

otherwise directed by the Commission.
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H. CONCLUSION

Duquesne Light's Default Service Plan is based on a proven, successful and evolving
model that will provide reliable, reasonably priced default service supply to its customers, while
supporting retail competition. The Plan meets and is consistent with Act 129, and should be

approved.

WHEREFORE, for all of the foregoing reasons, Duquesne Light Company respectfully
requests that the Pennsylvania Public Utility Commission approve the Default Service Plan as
proposed in this Petition as soon as possible, approve the proposed tariff sheets set forth in the
form of Tariff Supplement provided herein, grant the approvals for Duquesne Light Company to
procure power as set forth herein, including, if needed, credit support from its parent, approve
the Supply Master Agreement and related attachments for procuring power for Residential,
Small C&I, Medium C&I, and Large C&I customers and grant such other relief just and

reasonable under the circumstances.

espécgtfully submitted,

M{M/’VLD \//44/1 Yy

Tishekia E. Williams (ID # 208997) Michael W. Gang (ID # 256705 |
Duquesne Light Company Anthony D. Kanagy (ID #85522)
411 Seventh Avenue Post & Schell, P.C.

Pittsburgh, PA 15219 17 North Second Street, 12" Floor
Phone: (412) 393-1541 Harrisburg, PA 17101-1601

Fax: (412) 393-5695 Phone: (717) 731-1970
E-mail:twilliams@duqlight.com Fax: (717)731-1985

E-mail:mgang@postschell.com
E-mail:akanagy@postschell.com
Counsel for Duquesne Light Company

Date: May 2, 2016
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INTRODUCTION

Please state your full name, business affiliation and address.
My name is C. James Davis. [ am the Director — Rates, Energy Procurement, and
Federal/RTO Affairs for Duquesne Light Company (“Duquesne Light” or “Company”).

My business address is 411 Seventh Avenue, Pittsburgh, PA 15219.

Please describe your professional and educational background.

I graduated from St. Vincent College with a Bachelor of Arts degree in Computer
Science in 1989 and Duquesne University with a Master of Business Administration in
1995. Prior to joining Duquesne Light, I had more than 24 years of diversified
experience in the utility industry working for Allegheny Energy and FirstEnergy. I have
held positions in Risk Management, Finance, Portfolio Management, Generation

Dispatch, and Commodity Operations.

Please describe your current responsibilities as the Director of Rates, Energy
Procurement and Federal/RTO Affairs.

I am responsible for the oversight and direction of the Company’s Rates & Tariff
Services Department, Supply Procurement and RTO Settlement activities, as well as
Federal and RTO affairs. In this role, I am responsible for the planning, development and

direction of Duquesne Light’s filing in this Default Service proceeding.

What is the purpose of your direct testimony?
First, I introduce the Company’s witnesses who provide more detail about specific
aspects of Duquesne Light’s plan for default service for the period from June 1, 2017

1
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through May 31, 2021 (“Default Service Plan,” “DSP VIIL” or “Plan”). Second, I

describe Duquesne Light’s default service obligations, and I explain how the Company

has satisfied those obligations under its seventh default service plan (“DSP VII”). Third,

I provide an overview of Duquesne Light’s proposed DSP VIII Plan for default service.

Finally, I discuss Duquesne Light’s plans to evaluate the benefits of entering into long-

term contracts to support the development of utility-scale solar projects (up to 20 MW) in

Pennsylvania at some point during the DSP VIII supply period.

Please introduce the testimony of Duquesne Light’s other DSP VIII witnesses.

Duquesne Light is submitting the testimony of four other witnesses.

14257449v1

In Duquesne Light Statement No. 2, John Peoples, Duquesne Light’s Manager of
Energy Supply, discusses the power procurement methods and products to be
used to supply default service for each customer class, including the Supplier
Master Agreement to be used in these procurements. He also evaluates the
consistency of the Plan’s procurement methods with certain requirements of Act
129, and provides an overview of the Company’s Time-of-Use (“TOU”) program,
including how it will be supplied.

In Duquesne Light Statement No. 3, Neil S. Fisher, Principal at The NorthBridge
Group, reviews the performance of the default service models used by Duquesne
Light to date, explains how the Company’s proposed Plan is designed to support
the competitive electricity market in Duquesne Light’s service territory while

providing appropriate assurances of price stability for small customers, and
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evaluates Duquesne Light’s Default Service Plan with respect to Act 129’s
requirements.

e In Duquesne Light Statement No. 4, David B. Ogden, Duquesne Light’s Manager
of Rates and Tariff Services, describes the proposed default service rates and
changes to the associated Retail and EGS Coordination Tariffs. Mr. Ogden also
describes the Company’s proposal to unbundle default service costs from base
distribution rates.

e In Duquesne Light Statement No. 5, Marcie L. Morrison, Duquesne Light’s
Interim Director of Customer Engagement, explains how the Company will
implement the proposed retail market initiatives, including the Company’s
Customer Choice Communication Programs, Standard Offer Customer Referral

Program, and CAP Customer Shopping.

IL. OVERVIEW OF DUQUESNE LIGHT’S DEFAULT SERVICE OBLIGATIONS
AND CURRENT DSP VII PLAN

Please describe Duquesne Light’s default service obligations.

Duquesne Light is obligated to provide electric supply service to all customers within its
service territory who do not select an electric generation supplier (“EGS”) or who return
to default service after being served by an EGS which becomes unable or unwilling to
serve. By law, Duquesne Light is required to file a plan with the Pennsylvania Public
Utility Commission (the “Commission™) which sets forth how the Company will meet its
default service obligations, including a strategy for procuring generation supply, a
schedule for implementation, and a rate design to recover the Company’s reasonable

costs.
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How does Duquesne Light currently meet its default service obligations?

On April 24, 2014, Duquesne Light filed a petition with the Commission for approval of
a default service program for the period from June 1, 2015 through May 31, 2017. On
September 15, 2014, Duquesne Light entered into a stipulation with various parties,
expressing agreement on the petition subject to modifications to certain aspects of the
proposed default service program, while leaving other issues for litigation. On January
15, 2015, the Commission entered an order approving the default service plan, as
proposed by Duquesne Light and as modified by the stipulation, and resolving the
contested issues. The resultant approved plan, which currently is in effect, is referred to
as “DSP VIL.”

DSP VII is compliant with Public Utility Code, 66 Pa. C.S. §§ 2807(3.1)-(3.4), as
Duquesne Light procures a “prudent mix” of contracts designed to obtain electric supply
at the “least cost over time.” Under DSP VII, Duquesne Light procures default service
supply separately for four different customer classes. The principal procurement features
of DSP VII include the use of fixed-price full requirements supply contracts for
Residential, Small C&I, and Medium C&I default service customers, and procurement of
supply for Large C&I default service customers through the PJM Interconnection, LLC
(“PJIM”) hourly spot markets. DSP VII also includes tailored contract lengths for each
customer class. Solicitations for the full-requirements contracts occur within three

months before the commencement of their delivery periods.

Does Duquesne Light have other obligations under DSP VII?

14257449v1
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Yes. Consistent with its procurement obligations and its approved plan, Duquesne Light
uses standardized documents and procedures approved by the Commission when
conducting its default service supply procurements. In addition, in accordance with the
Commission’s direction in its Retail Markets Investigation,’ Duquesne Light has

undertaken a wide range of initiatives to support retail competition.

Has Duquesne Light satisfied its obligations?

Yes. Duquesne Light has satisfied all of its obligations to date under DSP VII, including
its fundamental obligation, as default service provider, to provide adequate and reliable
default service to default service customers at least cost over time. In addition, Duquesne
Light continues to provide its “Standard Offer” customer referral program in which
default service residential customers contacting Duquesne Light’s customer service
center are encouraged to select among a group of EGSs who have voluntarily chosen to
offer customers a 12-month contract priced at 7% below Duquesne Light’s default
service rate at the time of the offer. Also, effective June 1, 2016, Duquesne Light is

offering TOU rates to certain eligible Residential customers.

OVERVIEW OF DUQUESNE LIGHT’S PROPOSED DSP VIII PLAN

What were Duquesne Light’s primary policy considerations when developing its

proposed Default Service Plan?

" Investigation of Pennsylvania’s Retail Electricity Market: End State of Default Service, Docket No. I-
2011-2237952, Order entered February 15,2013.
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A. Duquesne Light developed its Plan to satisfy Act 129, which amended Section 2807(e)(3)
of the Public Utility Code, 66 Pa. C.S. § 2807(e)(3), with respect to, among other things,
power procurement for default service providers. In developing its Plan to satisfy Act
129, the Company was guided by the Second Default Service Rulemaking Order, which
the Commission entered to provide guidance with respect to the interpretation of Act
129’s requirements.” Duquesne Light also considered the guidance provided in the
Default Service End-State Order in the Investigation of Pennsylvania’s Retail Electricity
Market.> Finally, the Company recognized the importance of supporting the competitive
electricity market while providing appropriate assurances of price stability for small
customers. In their testimony, Duquesne Light’s other witnesses describe the Company’s
proposed DSP VIII and how it is aligned with legislative and regulatory requirements and

associated policy considerations.

Please provide an overview of Duquesne Light’s DSP VIII Plan.

The Default Service Plan is a comprehensive program under which Duquesne Light will
provide default service to its customers from June 1, 2017 through May 31, 2021.
Duquesne Light has grouped its default service customers into four primary customer
classes, which are the same customer class groupings used in its currently effective

default service plan: (1) Large Commercial & Industrial (“Large C&I”), which currently

* Default Service and Retail Electric Markets, Docket No. L-2009-2095604 (Order entered October 4,
2011) (“Second Default Service Rulemaking Order”).

* Investigation of Pennsylvania’s Retail Electricity Market: End State of Default Service, Docket No. I-
2011-2237952, Order entered February 15, 2013.

14257449v1



10

11

12

13

14

15

16

17

18

19

20

21

includes customers with peak demands greater than or equal to 300 kW;* (2) Medium
Commercial & Industrial (“Medium C&I), which currently includes customers with
peak demands greater than or equal to 25 kW but less than 300 kW; (3) Small
Commercial & Industrial (“Small C&I”), which includes customers with peak demands
less than 25 kW; and (4) Residential and Lighting (in aggregate referred to as
“Residential”). The Plan includes default service offerings tailored to the needs of each
customer class, it complies with the requirements of Act 129, and it includes concrete
steps to support retail competition. The Default Service Plan also builds upon the
foundation established in previous Commission-approved plans, which have facilitated
and supported the competitive retail market over a sustained period of time, while
offering stable and reasonable rates for small customers who do not elect to receive

service from an EGS.

Why is Duquesne Light proposing a four-year term for DSP VIII?

Duquesne Light is proposing a four-year term instead of a two-year term for two reasons.
First, the Company has had seven prior DSP filings reviewed and approved which have
covered and resolved most of the potential default service issues. The Company believes
that the relatively short two-year terms of its most recent two default service plans have
allowed for further refinements. After having had experience with seven default service
plans in this manner, the Company believes that its proposed DSP VIII is based on

sufficient experience and information to justify establishing a course for the next four

* As discussed later in my testimony, the Company plans to lower the threshold for hourly price service
from =300 kW to =200 kW on June 1, 2019.
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years. The second reason why the Company is proposing a four-year plan is to reduce
the costs to litigate the default service plans every other year. Extending the term from
two years to four years will save litigation time and cost for Duquesne Light, other parties
that participate in default service proceedings, and the Commission. The reduction in

Dugquesne Light’s costs will benefit customers.

Please provide an overview of the proposed default service supply product
portfolios, and the general methodology to set supply rates, for each of Duquesne
Light’s customer classes under DSP VIII.
In his direct testimony, Mr. Peoples provides a detailed description of the proposed mix
of supply products, the procurement approach, and the schedule for implementation.
Furthermore, Mr. Ogden’s direct testimony outlines the methodology to establish default
service supply rates for each customer class. However, an overview of these aspects of
the Plan is as follows:
o Large C&I default service customers will continue to have supply rates that are
based on hourly day-ahead market energy prices. Customers also will be charged
a pass through of PJM capacity and ancillary services costs as well as the
administrative costs of providing hourly price service (“HPS”). The Company
proposes to procure the supply for this service through a competitive Request for
Proposals (“RFP”) process.
e Medium C&I default service customers will have supply rates that adjust
quarterly based on three-month, non-laddered, fixed-price full requirements

contracts. The contracts will be procured within three months before the
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commencement of their delivery periods. Default service supply for the Medium
C&I customers will be obtained through competitive RFPs, with winning bidders
selected on the basis of lowest price.

Small C&I default service customers will have supply rates that adjust every six
months based on twelve-month and twenty-four-month, laddered, fixed-price full
requirements contracts. The contracts will be procured within three months
before the commencement of their delivery periods. Default service supply for
the Small C&I customers will be obtained through competitive RFPs, with
winning bidders selected on the basis of lowest price.

Residential default service customers will have supply rates that adjust every six
months based on twelve-month and twenty-four-month, laddered, fixed-price full
requirements contracts. The contracts will be procured within three months
before the commencement of their delivery periods. Default service supply for
the Residential customers will be obtained through competitive RFPs, with

winning bidders selected on the basis of lowest price.

Q. What changes is Duquesne Light proposing in DSP VIII for each customer class as

compared to the Company’s existing plan in effect for DSP VII?

A. The major changes are summarized below:

14257449v1

Large C&I — The Company is proposing to make three significant changes for
Large C&I customers that receive default service. First, effective June 1, 2017,
the Company is proposing to simplify the structure and administration of HPS in

an effort to lower the Company’s administrative costs that HPS customers pay.
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Second, while the Plan continues to provide hourly day-ahead market energy
pricing to Large C&I default service customers, Duquesne Light will no longer
procure this supply directly from PJM, but instead it will procure this supply in
the form of non-laddered 12-month supply products procured through competitive
RFP processes. Third, once these changes are in place and have been successfully
tested, the Company plans to lower the kW threshold for HPS from >300 kW to >
200 kW beginning on June 1, 2019.

Medium C&I — There are no proposed changes to the supply portfolio or overall
procurement approach for Medium C&I customers that would be effective June 1,
2017. However, as of June 1, 2019, the Company proposes to move customers
with peak demands greater than or equal to 200 kW to the Large C&I class and,
accordingly, these customers’ default service rates will reflect hourly day-ahead
market energy pricing from that date forward.

Residential and Small C&I - The Company is proposing to transition
Residential and Small C&I customers to a product mix consisting of 50%
laddered one-year fixed-price full requirements (“FPFR”) supply contracts and
50% laddered two-year FPFR supply contracts. Currently, the Company relies
exclusively on laddered one-year FPFR supply contracts to serve these customers.
In this Plan, the Company continues the laddering of supply products and will
continue to change the default service supply rates every six months as in DSP
VII. As described by Duquesne Light witness Fisher, the proposed mix of one-
year and two-year FPFR products and the semi-annual overlapping of their

delivery periods will provide Residential and Small C&I customers greater

10
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assurances of price stability than the Company’s current supply portfolios. As in
DSP VII, the supply products for the Residential class will be separate from the
supply products for the Small C&I class.

¢ Solar Project Plan — As I describe later in my direct testimony, Duquesne Light
is proposing to evaluate the benefits of entering into long-term contracts to
support utility-scale solar projects (up to 20 MW). The alternative energy credits
associated with this project could be used to help satisfy the solar requirements of
serving Residential default service customers at some point during the DSP VIII

period and beyond.

Does Duquesne Light’s proposed DSP VIII include products with delivery periods
that extend beyond May 31, 2021 (the end of the DSP VIII period)?

Yes, some of the supply products for the Residential and Small C&I customer classes
extend beyond the DSP VIII period. As explained by Mr. Fisher in his direct testimony,
this preserves the option for a fairly seamless continuation of the laddered procurement
cycle as Duquesne Light transitions from DSP VIII to DSP IX. Mr. Fisher also explains
that these contracts also avoid subjecting Residential and Small C&I customers to a “hard
stop” with regard to their supply products at the end of the DSP VIII period, which could
expose customers to magnified risks and rate instability. Furthermore, having contracts
that extend beyond the default service period is consistent with the approach approved by
the Commission in DSP VI and DSP VII. It should be noted that the solicitations for

these products are not scheduled until September 2019, so there is a significant amount of

11
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time before new supply commitments extending beyond the DSP VIII period are made

should legislative or regulatory developments require changes to the supply product mix.

Is Duquesne Light proposing to use the same default service SMA for DSP VIII that
it is using for DSP VII?

As explained by Mr. Peoples in his direct testimony, the Company will continue to use
the SMA template that was developed by the Procurement Collaboration Working Group,
with proposed revisions. The proposed Supply Master Agreement is attached to Mr.

Peoples direct testimony.

Does Duquesne Light’s DSP VIII proposal include a contingency plan in case a
supply solicitation fails to attract a sufficient number of qualified bids to be deemed
competitive, the Commission does not approve the submitted bids, or a winning
bidder defaults on its obligations?

Yes. Mr. Peoples describes the Company’s contingency plan in his direct testimony.

How will Duquesne Light recover its default service supply costs?
In his direct testimony, Mr. Ogden explains how all costs associated with default service

supply procurement will be recovered.

What programs is Duquesne Light proposing to support retail market competition
in DSP VIII?

Duquesne Light is proposing several programs to support retail market competition:

12
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Standard Offer Customer Referral Program. As Ms. Morrison explains in her
direct testimony, Duquesne Light will continue to advise certain default service
customers that contact the Company that they can receive their supply from
participating EGSs at rates that will be 7% below the current Price to Compare
(“PTC”).

Time of Use Program. The Company is offering TOU rates effective June 1,
2016 to certain eligible Residential customers. The Company issued RFPs
soliciting EGSs to provide the TOU service. Two EGSs were selected to
participate in the pilot. During DSP VIII, the Company plans to continue to
facilitate EGS TOU offers and to expand the TOU program to allow more EGSs
and more customers to participate over time. The TOU program is described in
the direct testimonies of Mr. Peoples and Mr. Ogden.?

Purchase of Receivables Plan. Duquesne Light will continue its Purchase of
Receivables (“POR”) plan. Under this Plan, Duquesne Light purchases the
accounts receivables, without recourse, associated with EGS sales of retail electric
commodity service to Residential, Small C&I, and Medium C&I customers at a
small discount and then reimburses EGSs for their customer billings regardless of
whether payment is received by Duquesne Light from customers.

Bill Ready. Duquesne Light will continue a Bill Ready program that already is
scheduled to begin on June 1, 2016. The Bill Ready program will facilitate the
EGS development of tailored products for customers.

In addition, as discussed by Mr. Fisher in his direct testimony, Duquesne Light’s Plan

will support the competitive retail market in other ways, including by its use of

competitive solicitations for fixed-price full requirements products. As Mr. Fisher

explains, fixed-price full requirements default service supply products help to provide a

more transparent price-to-compare benchmark against which customers can compare

competing retail offers. Furthermore, the competitive solicitations for the fixed-price full

requirements supply products ensure that EGSs will compete against market-based

default service rates.

’ Mr. Peoples provides an overview of the TOU program and the EGS supply arrangements. Mr.
Ogden describes the cost recovery of the TOU program.

14257449v1
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SOLAR PROJECT PLAN

Please describe the Company’s plan to support the development of solar projects in
Pennsylvania.

The Company is evaluating the benefits of entering into long-term contracts (i.e., more
than four years) to support the development of utility-scale solar projects (up to a total of
20 MW) in Pennsylvania, preferably in Duquesne Light’s service territory.® Duquesne
Light would seek Commission approval of the solar contract after a more detailed plan
has been developed at some point during the DSP VIII period. The alternative energy
credits (“AECs”) associated with this project (or projects up to the 20 MW cap) could be
used to help satisfy the solar requirements of serving Residential default service
customers later in the DSP VIII period and beyond.

The Company seeks to support the development of utility-scale solar alternative
energy generating facilities in Pennsylvania in an effort to achieve least-cost
environmental compliance with the requirements of Act 129 and achieve objectives of the
Clean Power Plan. Given today’s federal and state regulatory environment, these
facilities are effective sources of renewable energy. They do not emit carbon dioxide,
and they do not entail fuel costs. The development of solar facilities is consistent with
Act 129’s objectives, as it addresses the Alternative Energy Portfolio Standards
(“AEPS”) while also satisfying Act 129°s “prudent mix” and “least cost” requirements.
The Company believes that long-term solar contracts will provide greater opportunity for

cost-effective financing for developers of utility-scale solar projects.

S Other major Pennsylvania Electric Distribution Companies have already signed 10-year power

purchase agreements for solar alternative energy credits.
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At this time, Duquesne Light wants parties to be aware of Duquesne Light’s
intention to support the development of solar projects by entering into long-term
contracts during the DSP VIII period, and intends to file the solar contract arrangements
and the associated costs for Commission review and approval in a subsequent filing(s)

separate from the DSP VIII Plan.

What does Duquesne Light want to accomplish in the DSP VIII proceeding with
respect to its plan to evaluate utility-scale solar projects?

The Company has two primary objectives in the DSP VIII proceeding with respect to its
solar plan. First, the Company is proposing to incorporate the flexibility in the DSP VIII
SMA and Retail Tariff to accommodate the potential inclusion of long-term,
Commission-approved solar contract(s) in the prudent mix during the DSP VIII period.
Specifically, in the SMA sponsored by Duquesne Light witness Peoples, the Company is
proposing to include language that would permit the Company to allocate solar AECs, if
any, to third-party wholesale suppliers. If and when Duquesne Light enters into long-
term contracts for AECs, Duquesne Light will continue to require each full requirements
wholesale supplier to transfer AECs to Duquesne Light corresponding to the AEPS
obligations associated with the amount of default service load served by that supplier.
The primary change is that Duquesne Light will allocate any AECs that it procures

toward the wholesale suppliers’ AEPS obligations in accordance with the percentage of

15
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Residential default service load served by each supplier. Any AECs allocated to a
wholesale supplier will be credited to that supplier’s AEPS obligation.’

Similarly, the Company is proposing to include language in the Retail Tariff
(shown in Rider No. 8 — Default Service Supply rate) that would allow the Company to
recover the costs associated with a long-term solar contract(s) once such a contract is
approved by the Commission and becomes effective. Duquesne Light witness Ogden
addresses the proposed changes to the Retail Tariff in his direct testimony

If the Company does not receive approval from the Commission and/or does not
enter into a long-term solar contract during the DSP VIII period, then the proposed
changes in the SMA and the Retail Tariff would not have any effect. These changes are
designed to provide flexibility for the Commission to review and adopt a solar plan in the
future without the need to revisit the default service SMA and wholesale supply rates in
the Retail Tariff. Other Pennsylvania Electric Distribution Companies have similar
language in their SMAs and cost recovery mechanisms already in place to address the

treatment of long-term solar contracts.

Q. You mentioned that Duquesne Light has two primary objectives in the DSP VIII
proceeding with respect to its plan to evaluate solar projects. What is the second

objective?

7 During each default service solicitation, at a time prior to the bid due date, Duquesne Light will
inform bidders of the number of AECs, if any, to be allocated per tranche for the Residential customer
class. The perceived value of any allocated solar AECs should reduce the bid prices of default service
suppliers. Furthermore, Duquesne Light does not intend to require default service suppliers to take
unknown quantities of solar generation at uncertain times of the day from any solar project, and once a
default service contract is signed, it will not be altered even if Duquesne Light subsequently enters into a
long-term solar contract.

16
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In addition to the proposed changes in the SMA and Retail Tariff, the Company seeks

input from intervenors in the DSP VIII filing regarding the structure of its proposal. The

Company is still in the process of formulating its plan to support utility-scale solar

projects in Pennsylvania and is mindful of the need to balance a variety of competing

interests. For example:

The Company does not want to increase uncertainty for wholesale suppliers
and unnecessarily increase risk premiums in wholesale supplier bids.

The Company also does not want to interfere with EGSs’ pre-existing
arrangements for alternative energy supply and does not plan to interfere with
competitive retail markets by marketing green products to retail customers.
The Company also seeks to manage the administrative burdens and costs for
Duquesne Light and its customers by continuing to require each full
requirements wholesale supplier to transfer AECs to Duquesne Light
corresponding to the AEPS obligations associated with the amount of default
service load served by that supplier.

Ideally, the Company would like to support the development of new solar
projects within its service territory, but wants to make sure that this does not
materially impact the compliance costs of satisfying its alternative energy

requirements for its customers.

In an effort to balance these and other competing interests, the Company seeks input from

intervenors as the Company is still in the process of formulating its plan to support

utility-scale solar projects in Pennsylvania.

14257449v1
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Does the Company plan to purchase the associated energy, capacity, and ancillary
services provided by the solar facilities or just the AECs?

It is not yet known. It is my understanding that other major Pennsylvania Electric
Distribution Companies have been able to enter into long-term purchase agreements for
solar AECs without the associated energy, capacity, and ancillary services. The
Company wants to provide greater opportunity for cost-effective financing for developers
of utility-scale solar projects and plans to explore the best means to do so. As Mr. Ogden
explains in his testimony, the revenue requirements associated with any Commission-
approved solar contracts and their administration will be recovered from Residential
customers. If the Company does acquire other products besides AECs, they will be sold
into the market and the sales proceeds of solar energy, capacity, and ancillary services
(not allocated to default service suppliers), if any, will be refunded to Residential default
service customers. The rates of other default service customer classes will be unaffected

by the Company’s solar proposal.

Does the Company have a specific solar project in mind at this time?

No.

What process will the Company follow to acquire long-term solar contracts?
The Company will follow the requirements to acquire supply in Act 129, which allows

the Company to rely on an auction, RFP, or bilateral agreement with certain conditions.®

® 66 Pa.C.S. § 2807(e)(3.1).

18
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The Company will seek Commission approval of the terms and conditions of the solar

contract(s) as well as the associated costs to be recovered in rates in a later filing(s).

Q. Does the Company know when it will file these long-term solar contracts for
Commission approval?

A. No, but it currently expects to do so within the next 12 - 24 months.

VI. CONCLUSION
Does this conclude your direct testimony?

Yes.

19
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I. INTRODUCTION

Q.

Please state your full name and business address.

John Peoples, 411 Seventh Avenue, Pittsburgh, Pennsylvania 15219.

What is your position at Duquesne Light Company (“Duquesne Light” or
“Company”)?

I am employed by Duquesne Light as the Manager of Energy Supply.

How long have you worked at Duquesne Light?
I have worked at Duquesne Light for over two years, having joined the Company

in January 2014.

What are your current responsibilities?

I am responsible for conducting competitive solicitations to procure power to
serve Duquesne Light’s default service load. I represent Duquesne Light’s voting
interests and communications with PJM. I also act as the Company’s
representative with default service suppliers. In addition, I manage the daily sales
forecasts for the Company’s control area, which includes all electrical customers
in our load zone — whether served by Duquesne Light default service or by a
competitive electric generation supplier (“EGS”). I have responsibility for
verifying the settlement process with PJM and FERC submissions. Finally, I

coordinate business risk analysis with Duquesne Light’s risk management team.
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What are your qualifications, work experience and educational background?
I have worked in the energy industry for over 20 years. I have a liberal arts
degree from Washington and Jefferson College. I have a Masters of Business
Administration from Duquesne University.

Upon graduation, I took a position at Consolidated Natural Gas (CNG)
where | was an energy analyst. I was promoted to a role whereby I managed the
CNG default customer portfolio for their various utilities. I have worked for
Detroit Edison, Green Mountain Energy, Strategic Energy, and Direct Energy
Business. While at these companies I had responsibilities for managing a
portfolio of energy customers on a physical and financial basis.

I have been responsible for managing Duquesne Light’s default service
power portfolio since April 2015, which was a year into the Company’s sixth
default service plan (“DSP VI”). I have organized the Requests for Proposals
(“RFP”) for default procurement and have performed subsequent tasks related to

the execution of the default service supply contracts with the winning suppliers.

What is the purpose of your direct testimony?

The purpose of my testimony is to provide support for the Company’s default
service plan for delivery of supply over the June 1, 2017 through May 31, 2021
period (the “Plan” or “DSP VIII”), particularly with respect to the power
procurement methods and supply products to be utilized. I will provide an
overview of the Plan as it relates to power procurement. I also will evaluate the

consistency of the Plan with certain aspects of Act 129. In addition, I will discuss
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changes to the Supplier Master Agreement (“SMA”) template that was developed
through the Procurement Collaboration Working Group. Finally, I will discuss
the Company’s proposed Time of Use (“TOU”) program, particularly with respect

to how TOU service under the program will be supplied.

Are you sponsoring any exhibits as part of your direct testimony?

Yes, I am sponsoring three exhibits.

Exhibit JP-1 Overview of Supply Products and RFP Schedule by
Procurement Class

Exhibit JP-2 Number of Load Tranches and Supplier Load Caps

Exhibit JP-3 Supplier Master Agreement

Please explain how these exhibits were prepared.
All of the above referenced exhibits were prepared by me or under my

supervision.

How is your testimony organized?

Section I is an introduction. Section II provides an overview of the Plan with
regard to its power procurement methods and supply product portfolios. Section
IIT includes a review of how the Plan satisfies certain provisions of Act 129.
Section IV discusses the Supplier Master Agreement, and Section V discusses the
Company’s plan to allow EGSs to supply and to serve customers under Duquesne

Light’s proposed TOU program. Section VI addresses possible modifications to
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satisfy the Company’s Alternative Energy Credit (*AECs”) obligations during the

DSP VIII period.

II. OVERVIEW OF DUQUESNE LIGHT’S DSP VIII PROCUREMENT PLAN

Please summarize Duquesne Light’s proposed supply procurement plan for
default service customers.

The DSP VIII procurement plan provides for 100% of default service power
supply needs during the 48-month period from June 1, 2017, through May 31,
2021. As in DSP VII, portfolios of supply products will be separately procured
for each of four different customer -classes: Residential & Lighting
(“Residential”), Small Commercial & Industrial (“Small C&I”), Medium
Commercial & Industrial (“Medium C&I”), and Large Commercial & Industrial
(“Large C&I”). Default service supply for each of the customer classes will be
procured through competitive RFPs for fixed-price, full requirements, load-
following products.! A depiction of the procurement products and the timeline
for procurement is shown in Exhibit JP-1, and Figure 1 below summarizes the

different classes’ supply product portfolios.

! Except the Large C&I default service will be based on a day-ahead hourly price supply product.
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Figure 1: Overview of Supply Portfolios by Customer Class

Products are
procured every six

e Products are

procured every
three months

Medium C&l
Residential & Small C&I Large C&I
Lighting <25 kW) (225 kW and 300 kw)°
<300 kW) =
¢ Six-month fixed ¢ Six-month fixed ¢ Three-month Hourly price
default service default service fixed default default service
supply rates supply rates service supply supply rates
t
Transitioning to e Transitioning to rates 100% of
50% of supply 50% of supply ¢ 100% of supply customer usage
from one-year and from one-year from three- priced at day-
50% of supply and 50% of month full ahead hourly
from two-year full supply from two- requirements energy prices
i 1
requirements year .full supply products Pass through of
supply products requirements that are not
. other PJM and
with laddered supply products laddered . .
. administrative
purchases with laddered
¢ Products are costs
purchases

New RFP

months within procured every within three P;OZCSSt ;’vhere
three months of six months months of start pro uc dS
start of delivery within three of delivery procured every
twelve months
months of start -
of delive within three
Y months of start
of delivery
Approximately ¢ Approximately e Approximately Approximately
31% of total 5% of total 19% of total 45% of total

system load

system load

system load

system load

Q. Why does the DSP VII Plan include different default service supply
portfolios for different customer classes?
A. Different customer classes should have a customized procurement strategy that

focuses on the specific needs of each customer class. Residential and Small C&I

? The Company plans to lower the upper threshold for the Medium C&I class from <300 kW to <200 kW
on June 1, 2019 should the Large C&I RFP indicate competitive bidding.

* The Company plans to lower the threshold for hourly price service from =300 kW to >200 kW on June 1,
2019 should the Large C&I RFP indicate competitive bidding.
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customers on default service will benefit from having greater assurances of price
stability, while the Medium C&I and Large C&I customers generally are better
able to manage the volatility of shorter-term default service prices. Having
tailored and separate default service supply portfolios for each class is consistent
with Commission guidance. Specifically, in its Second Default Service
Rulemaking Order, in its discussion of the “prudent mix” standard under Act 129,

the Commission stated:

The Commission notes there was substantial unanimity on this

point and agrees with the parties that the “prudent mix” standard

should be interpreted to allow for a class-specific product mix that

best matches the needs of each DSP customer class.*
By including tailored and separate supply portfolios for each of the various
customer classes, the Plan reflects the different needs and propensities of the
various customer classes, and helps in properly assigning costs and risks. The
supply product portfolios for the different customer classes take into account each
class’ need for price stability, the different shopping propensity and market

sophistication of each customer class, and the Company’s desire to develop the

competitive retail market in Duquesne Light’s service area.

Residential and Small C&l1

Please describe Duquesne Light’s proposed default supply procurement plan

for Residential and Small C&I customers.

* Default Service and Retail Electric Markets, Docket No. L-2009-2095604 (Order entered October 4,
2011) (“Second Default Service Rulemaking Order”), p. 69.
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The supply portfolios for the Residential and Small C&I customer classes will
consist of a combination of twelve-month and twenty-four-month contracts, with
delivery periods overlapping on a semiannual basis. Accordingly, their default
service rates will change twice annually, once on June 1* and once on December
1%. Residential default service supply will be split into 48 equal tranches, each
representing approximately 2.0835% of the total Residential class default service
load in each hour. The Small C&I default service supply will be split into eight
laddered tranches, each representing 12.5% of the total Small C&I default service

load in each hour.

What are the supply portfolio changes that Duquesne Light is proposing for
Residential and Small C&I customers in this DSP VIII Plan as compared to
its existing DSP VII Plan?

The Company is proposing to transition to a product mix consisting of 50%
laddered one-year fixed-price full requirements (“FPFR”) supply contracts and
50% laddered two-year FPFR supply contracts. Currently, the Company relies
exclusively on laddered one-year FPFR supply contracts to serve these customers.
In this Plan, the Company continues the laddering of supply products and will
continue to change the default service supply rates every six months as in DSP
VII. The proposed mix of one-year and two-year FPFR products and the semi-
annual overlapping of their delivery periods will provide Residential and Small
C&I customers greater assurances of price stability than the Company’s current

supply portfolios. This modification reduces the likelihood of significant rate
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changes due to adverse circumstances or market conditions at any given time.
Duquesne Light witness Fisher discusses in detail the benefits of offering stable

default service rates to these customers in his direct testimony.

Why is the proposed procurement plan for Small C&I customers the same as
for Residential customers?

As in DSP VII, the Company’s proposed procurement plan for Small C&I
customers is the same for Residential customers because both classes have similar
shopping levels and market sophistication. Therefore, it is reasonable to ofter the
same procurement approach for both classes. To increase bidder participation in
the solicitations, the supply solicitations for these customer classes will be
conducted simultaneously. This also allows for costs to be efficiently managed.
Every solicitation will seek separate bids for the supply for each customer class,

and no cross-subsidization will occur.

Mr. Peoples, in DSP VII Duquesne Light proposed supply contracts for
Residential and Small C&I customers that extended into the DSP VIII period
(sometimes referred to as “overhang” contracts). Is the Company proposing
any overhang contracts that could extend beyond the DSP VIII period?

Yes. Like DSP VI and DSP VII, the Company has included overhang contracts
for Residential and Small C&I customers that will provide price stability benefits
to these small customers. These contracts will avoid subjecting these customers

to a “hard stop” with regard to their supply products at the end of the DSP VIII
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period. By so doing, the Company will avoid the need to replace all of the default
service supply for these customer classes in a short period of time at the end of the
DSP VIII period, a situation which could expose customers to magnified risks and
rate instability. Furthermore, the Company’s Plan to include some overhang
contracts involves considerable procurement flexibility, as the solicitations for
these products are not scheduled until September 2019, so there is a significant
amount of time before new supply commitments extending beyond the DSP VII
period are made, should changes need to be made to the supply product mix due
to legislative or regulatory mandates. In the meantime, these solicitations remain
scheduled because they allow for the option for a fairly seamless continuation of
the laddered procurement cycle as Duquesne Light transitions from DSP VIII to
DSP IX.

The Company’s DSP VIII proposal to include overhang contracts also
appears to be consistent with the Commission’s reasoning in its DSP VII Order

and in its order to modify the DSP VI procurement plan.

Does the Company’s procurement plan continue to include supplier load
caps for the RFPs to supply Residential and Small C&I default service
customers?

Yes, the Company proposes to maintain the 50% supplier load cap to serve
Residential and Small C&I customers in a given RFP equal to 50% of the number

of tranches solicited on that RFP date, rounded up to the nearest integer number

* The supply product obtained in this solicitation that extends beyond May 31, 2021 represents only 12.5%
of the default service load.
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of tranches. See Exhibit JP-2. The Company will continue the practice approved
in DSP VII to apply no supplier load cap for the Medium C&I (and now for Large
C&JI) solicitations, which are based on short-term market price supply products.
The Company has experienced that with delivery periods of the default service
supply products for Medium C&I customers only being three months, the effect
of supplier default is lessened, and there is a reduced need for load caps to guard
against the exposure resulting from a large supplier defaulting on its obligation.
Similar logic is applicable to the Large C&I supply product, which is based on

day-ahead hourly prices.

Medium C&I

Please describe Duquesne Light’s proposed default supply procurement plan
for Medium C&I customers.

The Medium C&I customer class currently includes non-residential customers
with peak demands greater than or equal to 25 kW but less than 300 kW. The
supply portfolio for this class will be comprised entirely of three-month contracts,
with 100% of the supply replaced every three months. The Medium C&I default
service supply will be split into four equal tranches of 25% of the total Medium
C&I default service load in each hour. Accordingly, the Medium C&I default
service rates will change quarterly, on June 1st, September 1st, December 1st, and

March 1st.
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Is Duquesne Light proposing any changes for Medium C&I customers in this
DSP VII Plan as compared to its existing DSP VII Plan?

There are no proposed changes to the supply portfolio or overall procurement
approach for Medium C&I customers. However, as I discuss further below, the
Company currently plans to lower the upper threshold for the Medium C&I class
from < 300 kW to <200 kW on June 1, 2019, pending the successful competitive

auctions for Large C&I customers in years 2017 and 2018.

What is the contingency plan should an RFP for fixed price full requirements
service for Medium C&I, Small C&I, or Residential customers fail to garner
a sufficient number of bids to be deemed competitive, the Commission does
not approve the submitted bids, or a winning bidder defaults on its
obligation?

If for any reason an RFP fails to garner a sufficient volume of bids to be deemed
competitive, the Commission does not approve the submitted bids, or a winning
bidder defaults on its obligation, Duquesne Light acknowledges that it ultimately
has the obligation to provide the associated portion of the default service supply.
The Company’s first recourse will be to reinitiate an RFP to obtain the necessary
requirements on a fixed price, full requirements basis. Duquesne Light will make
every attempt to qualify a third party supplier in this fashion. Should that not be
achievable or timely enough, Duquesne Light proposes to meet this obligation on
an interim basis through purchases in the PIM spot market. Depending on the

situation, this could be for a portion of or all of the default service load in a
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particular customer class. The Company will recover all of the costs of such
purchases and all reasonable administrative costs from the default service
customers in the affected customer class. Duquesne Light will submit to the
Commission within fifteen days after any such occurrence more information on
its contingency plan to handle any default service supply shortfall. To date, this
situation has not yet occurred in Duquesne Light’s service territory with respect to

serving Medium C&I, Small C&I, or Residential default service customers.

Large C&I1

Please describe the Company’s proposed default service supply procurement
plan for Large C&I customers.

The Large C&I customer class currently includes non-residential customers with
peak demands greater than or equal to 300 kW. Large C&I customers will be
offered default service rates based on hourly day-ahead PJM energy market
prices. Customers also will be charged a pass through of PJM capacity and
ancillary services costs as well as the administrative costs of providing hourly

price service (“HPS™).

What changes is Duquesne Light proposing with respect to its Large C&I
customer default service plan?

In this plan, the Company is proposing to make several significant changes for the
Large C&I default service product. First, the Company is proposing on June 1,

2017 to simplify the structure and administration of HPS in an effort to lower the
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Company’s administrative costs that HPS customers currently pay. Second, the
Company is proposing to conduct an RFP for third-party suppliers to supply this
service using an open and competitive solicitation process for full requirements
supply. Third, once these changes are in place and have been successfully tested,
the Company plans to lower the kW threshold for HPS from > 300 kW to > 200

kW beginning on June 1, 2019.

Please describe the Company’s proposal to simplify the structure and
administration of HPS.

Duquesne Light began offering HPS over eleven years ago in January 2005 at the
start of DSP III. Duquesne Light’s HPS program was developed well before that
of other Pennsylvania EDCs, and as Duquesne Light witness Fisher testifies,
Duquesne Light was one of the first utilities in the nation to offer HPS to all
customers greater than or equal to 300 kW. The Company essentially was a
pioneer in providing this service. During the DSP III period, Duquesne Light
offered Large C&I customers HPS default service at real-time hourly rates. In the
DSP IV proceeding, however, Duquesne Light entered into a settlement, which
modified its original program based on real-time hourly prices to one based on
day-ahead hourly prices in response to concerns raised by Large C&I customers
in Duquesne Light’s service area, represented by the Duquesne Industrial
Intervenors (“DII”). This modified program gave Large C&I customers that
elected default service a better opportunity to manage their electricity usage and

supply costs by providing customers with advanced notice of hourly energy
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prices. This modified structure, agreed to in DSP IV, effectively provided HPS
customers with considerable flexibility, offering customers with the option of
buying spot energy in either the day-ahead and/or real-time energy markets. This
HPS structure became effective January 1, 2008 and is still in place today in DSP
VII. However, this structure is far more complicated from an administrative
perspective than the HPS programs that were developed later at other
Pennsylvania electric distribution companies (“EDCs”). Under the Company’s
current HPS program, the Company is required to provide an hourly load forecast
for each and every HPS customer by 8 am each business day. Each HPS
customer then has the option to modify that schedule each day prior to 10 am.
Energy in a day-ahead schedule, subject to modification by each customer, is
purchased in the day-ahead energy market with differences between the scheduled
load and actual customer consumption settled in the real-time market. These
purchases in the day-ahead and/or real-time energy markets are tracked and
reconciled on a customer-by-customer basis.®

The Company is proposing to simplify the current load scheduling, energy
pricing, and billing processes for HPS. The Company proposes to charge 100%
of HPS customers’ actual hourly usage at the day-ahead hourly energy prices.
This will continue to allow customers to manage their electricity usage and supply

costs by providing customers with advanced day-ahead notice of hourly energy

% Other Pennsylvania EDCs do not require daily schedules for individual HPS customers. PPL and
FirstEnergy EDCs do not offer day-ahead pricing. Instead, customers pay real-time hourly prices. PECO
offers day-ahead pricing. None of the other EDCs has a process for customers to elect a combination of
day-ahead and/or real-time pricing, and none of the other EDC programs requires an energy reconciliation
process to balance the differences between scheduled load and actual consumption on a customer-by-
customer basis.
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prices, and also will eliminate the customers’ uncertainty associated with the ex-
post real-time price reconciliation. From the Company’s perspective, this change
will a) eliminate the need to submit day-ahead hourly load forecasts for each HPS
customer, b) eliminate the need to be prepared to receive modifications to those
day-ahead hourly load forecasts from each HPS customer, c) eliminate the need to
reconcile the difference between the day-ahead hourly load forecast and actual
hourly customer usage at real-time prices for each HPS customer, and then d)
eliminate the need to bill those reconciled amounts to each HPS customer.

These changes in the HPS structure are an important first step to facilitate
the Company’s other proposals related to providing HPS, namely the proposal to
conduct an RFP for third-party suppliers to supply HPS and to lower the kW
threshold with the goal to include more customers on HPS. Without these
structural changes, these other initiatives would be more difficult, if not

impossible, to implement.

Please describe the Company’s proposal to conduct an RFP for third-party
suppliers to supply HPS using an open and competitive solicitation process.

Duquesne Light will conduct a solicitation in March of each year of DSP VIII for
HPS full requirements supply to be delivered over a twelve month period from
June 1% through May 31%. Two tranches will be solicited, with each tranche
representing 50% of the default service load (or about 25 MW of peak load). The
supplier (or suppliers) with the lowest fixed price bids (expressed in dollars per

MWH) will be selected as the winners of the HPS solicitation. In addition to the
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winning bid price offered by the supplier, each winning supplier will be paid for
their share of the associated energy, capacity, and ancillary service charges billed
to HPS customers pursuant to Rider 9 in Duquesne Light’s Retail Tariff. The
winning suppliers fixed price bids will be designed to compensate suppliers for
the associated renewable energy supply costs, the energy balancing costs
associated with day-ahead schedules versus customer actual consumption, and

any other third-party supplier administrative costs of providing HPS.

Q. After all these years of Duquesne Light supplying this service, why is the
Company proposing to conduct an RFP for third-party suppliers to supply
HPS in DSP VIII?

A. When Duquesne Light initially proposed HPS during its DSP III proceeding, the
Company proposed to rely on a competitive wholesale solicitation process, but the
Company later agreed to self-supply this service in response to the comments
provided by Large C&I customers (represented by DII) and its desire to have
Dugquesne Light procure the supply directly from the PJM market.” As a result,
Duquesne Light has been self-supplying HPS since January 2005.?

Once other EDCs in Pennsylvania completed their transition periods, they

developed their own form of HPS. All the other major EDCs in Pennsylvania

7 In that case, DII stated that, “Duquesne’s proposal to offer Hourly Price Service (“HPS”) POLR rates for
Large C&I customers should be revised so that the HPS POLR rate reflects a spot market PJM rate for
energy, capacity and ancillary services. This type of HPS rate would not require an auction or RFP since it
is based on transparent prices obtained from PJM.” DII argued that because all aspects of the HPS product
“are based on readily-accomplished PJM transactions and scheduling, Duquesne can administer the product
rather than a third party.” Direct Testimony of Stephen Baron on behalf of DI, Docket No. R-00032071,
February 2004, pp. 9 and 20.

® Dugquesne Light obtains the HPS supply directly from PJM markets and passes through actual (day-ahead
energy, real-time ancillary services, and capacity) supply charges.
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have adopted the solicitation approach of requiring third-party suppliers to bid a
“fixed price adder” to cover certain non-energy costs and administrative costs,
although these HPS programs vary somewhat in their structures.” During the DSP
VII proceeding, the Retail Energy Supply Association (“RESA”) recommended
that the Company adopt a solicitation approach as well. Duquesne Light opposed
RESA’s recommendation in the DSP VII proceeding given the lack of a specific
proposal and the fact that Duquesne Light’s current HPS structure is not
conducive to having a third party supplier provide HPS.'® Since the DSP VII
proceeding, Duquesne Light has had more time to consider the necessary changes
to facilitate a solicitation process (already discussed above) and is proposing in
DSP VIII to adopt a solicitation process similar to that used by other Pennsylvania

EDCs.

Q. If the proposed solicitation process is not successful in attracting third-party
suppliers to supply HPS, what is the Company’s contingency plan?

A. The Company would still move forward with its proposal to simplify the current
load scheduling, energy pricing, and billing processes described above, but
Duquesne Light would supply HPS based on the formula rate in Rider 9, as
provided in Duquesne Light witness Ogden’s testimony. In addition, the

Company would recover the HPS-related costs of the associated renewable energy

® This fixed price adder is passed through to Large C&I customers.

'® In DSP VII, RESA did not offer any specifics on how its proposal could be implemented or why third
party suppliers would want to participate under the current HPS program’s terms and conditions. RESA
explained that Duquesne Light would be in the best position to determine what, if any, changes are needed
to the language in Rider 9 to effectuate a change toward a competitive solicitation process. (RESA
Discovery Response to Duquesne Industrial Intervenors, Set I-3.)
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supply, energy balancing, and any incremental administrative costs incurred by
the Company, subject to reconciliation, that is not recovered elsewhere in

Duquesne Light’s Retail Tariff.

Please elaborate on the Company’s plan to lower the kW threshold for HPS
beginning on June 1, 2019.

Once the recommended structural changes to HPS and the solicitation processes
are in place and have been successfully tested, the Company plans to lower the

kW threshold for HPS from > 300 kW to >200 kW beginning on June 1, 2019.

Why is the Company proposing to lower the HPS threshold on June 1, 2019,
and not sooner?

There are several reasons. First, Duquesne Light is still in the process of
installing smart meters, and not all C&I customers with peak demands > 200 kW
currently have the meters and the necessary communications equipment in place
necessary to offer HPS by June 1, 2017. Second, before expanding the HPS
program to more customers, Duquesne Light believes it is important to evaluate
the potential impact of these changes on HPS customers. For example, how will
the proposed changes affect the overall level of administrative costs of the HPS
program, taking into account a) the changes in Duquesne Light’s administrative
costs (e.g., the additional costs associated with administering RFPs and the cost
savings associated with the simpler proposed structure), and b) the administrative

costs of third-party suppliers based on the results of future solicitations. At this
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time, it is unclear what the overall cost implications will be for HPS customers or
whether third party suppliers will be interested in this type of solicitation given
the high level of switching that has already occurred among Large C&I customers
in Duquesne Light’s service area. Third, it is important that the affected default
service customers receive sufficient notice before being placed on HPS. This will
allow customers with peak demands greater than or equal to 200 kW and less than

300 kW more time to consider their supply options.

RFP Solicitations

Is Duquesne Light proposing to engage a third-party to assist in the RFP
processes to obtain supply for the Large C&I, Medium C&J, Small C&l, and
Residential customer classes?

Yes. Consistent with past practices, Duquesne Light proposes to engage an
independent third party to monitor and conduct the RFP solicitations, including
qualifying bidders, conducting bidder information sessions, receiving and
evaluating all bids, determining winning bidders, and reporting to the
Commission. This will help ensure the bid process is fair and independently
monitored, and that all information is provided to bidders in a non-discriminatory
fashion. In DSP VIII, the independent evaluator also will assist in a new RFP

process to obtain HPS supply for Large C&I customers on default service.

14257440v1 19



10

11

12

13

14

15

16

17

18

19

20

21

22

III. THE DEFAULT SERVICE PLAN SATISFIES ACT 129 REQUIREMENTS

Q.

Mr. Peoples, have you reviewed Act 129’s provisions regarding default
service procurement?

Yes, I have. The Act amends Section 2807(e)(3) of the Public Utility Code (66
Pa. C.S. §2807(¢)(3)) by adding requirements to be applied to default service
procurement. These provisions include the use of “competitive procurement
processes” to obtain a “prudent mix” of contracts that is designed to ensure
“adequate and reliable service” at the “least cost to customers over time.” In
approving a default service provider’s plan, the Commission is required to make
specific findings that “the default service provider’s plan includes prudent steps
necessary to negotiate favorable generation supply contracts... [and] includes
prudent steps necessary to obtain least cost generation supply contracts on a long-
term, short-term and spot market basis.” The Act also specifies that the
Commission shall make a finding that “neither the default service provider nor its
affiliated interest has withheld from the market any generation supply in a manner
that violates federal law.” The Act also gives the default service provider the
right to recover on a full and current basis all reasonable costs incurred under a

Commission-approved competitive procurement plan.

Do you believe that Duquesne Light’s proposed DSP VIII incorporates a

prudent mix of contracts, and includes prudent steps necessary to obtain
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least cost generation supply contracts, as required by Section 2807(e)(3.4)
and Section 2807(e)(3.7) of the Act?
Yes, in his direct testimony, Duquesne Light witness Fisher explains that the DSP

VIII Plan satisfies these requirements.

Are there any other findings regarding Act 129 that the Company is
requesting the Commission to make as part of this proceeding?

Yes. The Act specifies that the Commission shall make a finding that “neither the
default service provider nor its affiliated interest has withheld from the market

”

any generation supply in a manner that violates federal law.” Duquesne Light
owns no generation resources, and has not withheld from the market any
generation supply in a manner that violates federal law. The affiliates of
Duquesne Light own in the aggregate less than 0.07% of the generation capacity
in PJM. Duquesne Light does not discuss generation market-related issues with
its affiliates. However, Duquesne Light can affirmatively state that there has been
no determination by a court or regulatory agency of competent jurisdiction that
any of its affiliates have withheld from the wholesale energy market any
generation supply in a manner that violates federal law. Consequently, the
Company requests that the Commission make a finding that neither the default

service provider nor its affiliated interest has withheld from the market any

generation supply in a manner that violates federal law.
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IV. SUPPLIER MASTER AGREEMENT

Q. Is Duquesne Light proposing to use the same default service SMA for DSP
VIII that it is using for DSP VII?
A. The Company will continue to use the SMA template that was developed by the

! However, the Company will make

Procurement Collaboration Working Group.'
a few modifications in DSP VIII in order to a) accommodate an RFP for hourly
price service to serve Large C&I customers, b) capture nomenclature changes that
have been implemented at PJM in the past two years, c) expand the assignment
provisions, and d) allow for the potential allocation of any solar alternative energy
credits (“AECs”) that Duquesne Light might procure in the future during the DSP
VIII period toward the default service suppliers” AEPS obligations."* A redlined
SMA highlighting these changes is presented in Exhibit JP-3. The Large C&I
provisions in the SMA are similar to that used for other procurement classes but
rather than pay the winning bidder a fixed price for full requirements service,

suppliers are paid a fixed administrative charge plus variable payments based on

the formula rate specified in Rider 9 of the Retail Tariff.

Q. Why is Duquesne Light proposing to make these modifications?

"' In the Commission’s Default Service End State Order in the Investigation of Pennsylvania’s Retail

Electricity Market, the Commission directed the Office of Competitive Markets Oversight to create a
Procurement Collaboration Working Group. This working group was tasked with developing a uniform
default service SMA for the EDCs in Pennsylvania. Duquesne Light actively participated in the
Procurement Collaboration Working Group, including the development of the SMA. (Investigation of
Pennsylvania’s Retail Electricity Market: End State of Default Service, Docket No. [-2011-2237952 (Order
entered February 15, 2013), p. 42.

2 This change is discussed later in my testimony.
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A. These changes are necessary to further enhance and improve the RFP process,

and/or to remain current with modifications that PJM or the PUC have made in

the past two years.

How is the SMA structured?

The main body of the SMA consists of a uniform template. Individual EDCs,
such as Duquesne Light, specify unique requirements associated with their default
service supply in appendices to the SMA. Such requirements relate to supply
product term length and size, credit ratings and unsecured credit thresholds, mark-
to-market calculations, delivery points, responsibility for various PJM line item

charges, and AEPS compliance.

Q. Will wholesale suppliers be allowed to propose modifications to the SMA
once it is approved?

A. No, they will not. Each supplier will have the same rights and obligations when
supplying default service load. Using an identical SMA across all suppliers
allows for a competitive bidding process in which winning suppliers are

determined solely based on lowest price.

Y. TIME OF USE PROGRAM

Q. Please briefly describe the Company’s proposed TOU program.
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The Company is offering eligible Residential customers the opportunity to receive
their electric supply on a “Time of Use” basis beginning June 1, 2016. This
service offering involves charging customers higher prices for power delivered
during “on-peak” periods, and lower prices for power delivered during “off-peak”

periods.

Which customers will be eligible for TOU service under the proposed
program?

Approximately 200,000 qualified Residential customers will be eligible for TOU
service beginning June 1, 2016. The eligibility of these customers will be
predicated on the extent the Company has installed the necessary metering and

communication systems.

How will power for the TOU service be supplied?

As part of the DSP VII plan, the Company recently conducted an RFP for TOU
supply that will cover the delivery period June 1, 2016 through May 31, 2017.
The TOU RFP successfully obtained two EGSs that will provide TOU rates for
Residential customers. Based on the results of the RFP, eligible Residential
customers will be able to choose between two different TOU time periods and
price levels. Duquesne Light will promote the TOU rate offerings that are being
marketed by the two winning EGSs on the Company website. The two winning
EGSs will offer TOU rates only to eligible Residential customers that have the

necessary metering and communications systems. Eligible Residential customers
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who elect TOU service will become EGS customers and will be enrolled by the

EGS providing the TOU service.

Will the winning EGS suppliers be required to supply TOU service to
participating customers during the term of the DSP VII TOU program
ending May 31, 2017?

Yes. The winning EGSs will be prohibited from discontinuing service to
individual participating customers, unless such customer selects another
competitive retail offer from the TOU supplier, switches to another EGS, or

affirmatively elects to return to default service.

Will Duquesne Light continue to make TOU service available to customers
beyond May 31, 2017?

The Company intends to make a TOU filing to the Commission in November
2016 describing the results of this year’s TOU program and the level of customer
enrollment. The Company’s current plan is to continue to encourage EGS-
supplied TOU offers beyond May 31, 2017. During the DSP VIII plan, the
Company will continue the process of installing interval meters to all customer
classes. As more customers are connected to smart meters and AMI data systems
are available and tested, the number of eligible TOU customers will increase.
The Company plans to increase the number of Residential customers eligible for
TOU service through the DSP VIII plan. Also, within the DSP VIII plan, Small

C&I and Medium C&I customers will become eligible for TOU service. By June
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1, 2016, EGSs capable of providing “bill ready” or “dual bill” services will be
able to offer a myriad of TOU rates to customers with different time periods
specified at different price levels. By June 2017, the Company will also provide
EGSs with the ability to identify customers with interval meters on the Eligible
Customer List. These changes will allow EGSs more flexibility to craft products
based on different time periods tailored to the needs of customers, and the TOU
Program will not be limited to a few EGSs. These changes will further enable the

TOU programs served by EGSs.

ALTERNATIVE ENERGY CREDIT PROCUREMENT

How does the Company currently meet its Alternative Energy Credits
(“AECs”) obligations under the Pennsylvania Alternative Energy Portfolio
Standard?

The Company is responsible for the AEC obligations only associated with default
service load.” The Company enters into SMAs with the winning full
requirements default service suppliers serving Residential, Small C&I, and
Medium C&I customers. Each winning supplier is responsible for its percentage
share of the AEC obligations based on the number of tranches won for each
customer class. These suppliers, in aggregate, are responsible for meeting 100%

of the Company’s AEC obligations associated with these customer classes.

1 EGSs are responsible for meeting the AEC obligations associated with the customers they serve.
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Duquesne Light currently satisfies the AEC obligations for the Large C&I

4
customers on HPS.!

Is the Company proposing any changes to its AEC procurement
methodology?

Yes, there are two proposed changes. First, the Company plans to obtain Large
C&I customer HPS supply from third-party suppliers using full requirements
contracts similar to those used for other customer classes. Therefore, the
Company will no longer need to obtain the AECs for these customers beginning
June 1, 2017. Instead, third-party suppliers will meet this obligation as part of the
full requirements contract to provide HPS. Second, as Duquesne Light witness
Davis describes in his direct testimony, the Company is proposing to evaluate the
benefits of entering into long-term contracts for the procurement of up to 20 MW
of solar AECs. If Duquesne Light enters into long-term contracts for solar AECs,
Duquesne Light will continue to require each full requirements default service
supplier to transfer AECs to Duquesne Light corresponding to the AEPS
obligations associated with the amount of default service load served by that
supplier. The primary change is that Duquesne Light will allocate any AECs that
it procures toward the default service suppliers’ AEPS obligations in accordance
with the percentage of default service load served by each supplier. I have

included language in the Company’s SMA to address the possibility that AECs

'*" AECs are purchased by Duquesne Power, LLC (“Duquesne Power”) on behalf of Duquesne Light.
Duquesne Power, an affiliate of Duquesne Light, has energy traders who routinely procure AECs. These
AEC:s are transferred to Duquesne Light in an at-cost manner from Duquesne Power.
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could be allocated to third-party suppliers if Duquesne Light enters into long-term

contracts for AECs at some point during the DSP VIII period.

Will prospective default service bidders know the number of AECs allocated
to them prior to their bids?

Yes, during each default service solicitation, at a time prior to the bid due date,
Duquesne Light will inform bidders of the number of AECs, if any, to be
allocated per tranche for each customer class. Once the default service RFP for a
given tranche is completed, there will be no change in the AEC allocation for that
tranche. Any AECs allocated to a default service supplier will not actually be
transferred to the supplier but instead will be credited to that supplier’s AEPS
obligation and remain the property of Duquesne Light. The value of any allocated

AECs would be included in default service supplier bids.

Does this conclude your direct testimony?

Yes, it does.
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VERIFICATION

I, John Peoples, Manager, Energy Supply for Duquesne Light Company (“Duquesne Light"), hereby
state that the testimony set forth in Duquesne Light Statement No. 2 is true and correct to the best of my
knowledge, information and belief, and that if asked orally at a hearing on this matter, my answers would be

as set forth herein.

I understand that the statements herein are made subject to the penalties of 18 Pa.C.S. § 4904

relating to unsworn falsification to authorities.

Jit gloe

Date: April 29, 2016 % Peoples, Manager, Energy Supply
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Exhibit JP-1

DSP VIl Plan for the Medium C&I Class {225 kW and <300 kw)*

Solicit 100% 3-Maonth Products
2019 2020 2021
REP Dates i Nov Dec | Jan Feb Mar Apr May Jun  Jul  Aug Sep Oct Nov Dec| Jan Feb Mar_ Apr May Jun  Jul  Aug Se Oct  MNov Dec | Jan Feb Mar Apr  May

Mar-17 (100%)
Jun-17 {100%)
Sep-17 (100%)
Dec-17 (100%)
Mar-18 (100%)
Jun-18 (100%)
Sep-18 (100%)
Dec-18 (100%)
Mar-19 (100%)
Jun-19 (100%)
Sep-19 (100%)
Dec-19 {100%)
Mar-20 (100%)
Jun-20 {100%)
Sep-20 (100%)
Dec-20 (100%)

Supply rates adjust every three months.

The Company proposes to lower the upper threshold for the Medium C&( class from <300 kW to <200 kW on June 1, 2019.




Exhibit JP-1

DSP VIt Plan for the Large C&I Class (2 300 kw)*

Solicit 100% 12-Month Hourly-Priced Products

RFP Dates

Mar-17 [100%)

Mar-18 [100%)

Mar-19 {100%)

Mar-20 {100%)
Supply rates adjust hourly.
IThe C Y prop to lower the threshold for hour price service from 2300 kW to 2200 kW on June 1, 2019,




Exhibit JP-1

DSP VIll RFP Schedule

RFP Date Class Tranches Amount Term Delivery Period
Residential 18 37.5% 12 Months June 2017 — May 2018
6 12.5% 24 Months June 2017 — May 2019
March 2017 small C&l 3 37.5% 12 Months June 2017 — May 2018
1 12.5% 24 Months June 2017 — May 2019
Medium C&lI 4 100% 3 Months June 2017 - August 2017
Large C&l 2 100% 12 Months June 2017 — May 2018
June 2017 Medium C&lI 4 100% 3 Months September 2017 - November 2017
Residential 18 37.5% 12 Months December 2017 — November 2018
6 12.5% 24 Months December 2017 — November 2019
September 2017 Small C&l 3 37.5% 12 Months December 2017 — November 2018
1 12.5% 24 Months December 2017 — November 2019
Medium C&I 4 100% 3 Months December 2017 - February 2018
December 2017 | Medium C&l 4 100% 3 Months March 2018 - May 2018
Residential 12 25.0% 12 Months June 2018 — May 2019
6 12.5% 24 Months June 2018 - May 2020
2 25.0% 12 Months June 2018 — May 2019
March2018% 1 Small€al 1 12.5% | 24 Months June 2018 - May 2020
Medium C&l 4 100% 3 Months June 2018 — August 2018
Large C&I 2 100% 12 Months June 2018 — May 2019
June 2018 Medium C&l 4 100% 3 Months September 2018 - November 2018
Residential 12 25.0% 12 Months December 2018 — November 2019
6 12.5% 24 Months December 2018 — November 2020
September 2018 Small C&d 2 25.0% 12 Months December 2018 — November 2019
1 12.5% 24 Months December 2018 — November 2020
Medium C&l 4 100% 3 Months December 2018 — February 2019
December 2018 | Medium C&l 4 100% 3 Months March 2019 - May 2019
Residential 12 25.0% 12 Months June 2019 — May 2020
6 12.5% 24 Months June 2019 - May 2021
2 25.0% 12 Months June 2019 - May 2020
March 2019 prallCal 1 12.5% | 24 Months June 2019 — May 2021
Medium C&}| 4 100% 3 Months June 2019 - August 2019
Large C&I 2 100% 12 Months June 2019 — May 2020
June 2019 Medium C&I| 4 100% 3 Months September 2019 - November 2019
Residential 12 25.0% 12 Months December 2019 — November 2020
6 12.5% 24 Months December 2019 — November 2021
September 2019 Small C&l 2 25.0% 12 Months December 2019 — November 2020
1 12.5% 24 Months December 2019 — November 2021
Medium C&I 4 100% 3 Months December 2019 — February 2020
December 2019 | Medium C&i 4 100% 3 Months March 2020 - May 2020
Residential 12 25.0% 12 Months June 2020 — May 2021
6 12.5% 24 Months June 2020 — May 2022
2 25.0% 12 Months June 2020 — May 2021
Saicy-Z08 Smalllcal 1 12.5% | 24 Months June 2020 — May 2022
Medium C&lI 4 100% 3 Months June 2020 - August 2020
Large C&I 2 100% 12 Months June 2020 — May 2021
June 2020 Medium C&lI 4 100% 3 Months September 2020 - November 2020
Residential 12 25.0% 12 Months December 2020 — November 2021
6 12.5% 24 Months December 2020 — November 2022
September 2020 Small C&l 2 25.0% 12 Months December 2020 — November 2021
1 12.5% 24 Months December 2020 — November 2022
Medium C&lI 4 100% 3 Months December 2020 —- February 2021
December 2020 | Medium C&lI 4 100% 3 Months March 2021 - May 2021




DSP VIll Tranches and Supplier Load Caps

Exhibit JP-2

Total Number of Tranches Solicited

RFP Date Residential Small C& Medium C&| Large C&l Total
March 2017 24 4 4 2 34
June 2017 4 4
September 2017 24 4 4 32
December 2017 4 4
March 2018 18 3 4 2 27
June 2018 4 4
September 2018 18 3 4 25
December 2018 4 4
March 2019 18 3 4 2 27
June 2019 4 4
September 2019 18 3 4 25
December 2019 4 4
March 2020 18 3 4 2 27
June 2020 4 4
September 2020 18 3 4 25
December 2020 4 4
Supplier Load Cap (Number of Tranches)
RFP Date Residential Small C&lI Medium C&| Large C&lI Total
March 2017 12 2 4 2 20
June 2017 4 4
September 2017 12 2 4 18
December 2017 4 4
March 2018 9 2 4 2 17
June 2018 4 4
September 2018 9 2 4 15
December 2018 4 4
March 2019 9 2 4 2 17
June 2019 4 4
September 2019 9 2 4 15
December 2019 4 4
March 2020 9 2 4 2 17
June 2020 4 4
September 2020 9 2 4 15
December 2020 4 4

The supplier load cap to serve Residential and Small C&I customers in a given RFP will be maintained equal to 50% of the number of
tranches solicited on that RFP date, rounded up to the nearest integer number of tranches. The Company will continue the practice of
removing the supplier load cap for the Medium C&I (and now for Large C&l) solicitations, which are based on short-term market price

products.
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PENNSYLVANIA DEFAULT SERVICE SUPPLIER MASTER
AGREEMENT

THIS DEFAULT SERVICE SUPPLIER MASTER AGREEMENT, made
and entered into this __ day of [Month, Day, Year] (the “Agreement”) by and between
Duquesne Light Company (the “Company” and “Buyer”), a corporation and a public
utility organized and existing under the laws of the Commonwealth of Pennsylvania and
[INSERT] (“DS Supplier”), the Company and the DS Supplier hereinafter sometimes
referred to collectively as the “Parties”, or individually as a “Party”,

WITNESSETH:

WHEREAS, the Company is an electric public utility engaged, inter alia, in
providing retail electric service within its service territory located in the Commonwealth
of Pennsylvania; and

WHEREAS, the Pennsylvania Public Utility Commission (“PaPUC” or
“Commission™) Orders issued pursuant to the Electricity Generation Customer Choice
and Competition Act, 66 Pa.C.S. §§ 2801-2812, direct Buyer to supply electric service to
Default Service Load within Buyer’s Pennsylvania franchise service territory; and

WHEREAS, the PaPUC has found that, for periods further identified in
Appendix C, it would serve the public interest for the Company to secure Default Service
Supply (“DS Supply”) through a competitive procurement process (“DS Solicitation™)
and the PaPUC has approved such a process; and

WHEREAS, the Company has conducted and completed a successful DS
Solicitation for the provision of DS Supply, and the DS Supplier was one of the winning

bidders in the DS Solicitation; and
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WHEREAS, pursuant to the competitive bidding procedures of the DS
Solicitation, the Company and the DS Supplier desire to enter into this Agreement setting
forth their respective rights and obligations concerning the provision of DS Supply.

NOW, THEREFORE, in consideration of the mutual covenants and promises set
forth below, and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledged, the Parties hereto, intending to be legally bound, hereby

covenant, promise and agree as follows:

ARTICLE 1: DEFINITIONS

Any capitalized or abbreviated term not elsewhere defined in this Agreement shall
have the definition set forth in this Article.
Alternative Energy Credit or “AEC” — Shall have the meaning ascribed thereto in the

AEPS Act.

AEPS Act — The Pennsylvania Alternative Energy Portfolio Standards Act, 73 P.S. §§

1648.1-1648.8.

Affiliate — Means, with respect to any entity, any other entity that, directly or indirectly,
through one or more intermediaries, controls, or is controlled by, or is under common
control with, such entity. For this purpose, “control” means the direct or indirect
ownership of fifty percent (50%) or more of the outstanding capital stock or other equity

interests having ordinary voting power.
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Allocated AECs — Shall mean the types and amounts of AECs specified on Appendix E.

Alternative Energy Portfolio Standards or “AEPS” — Standards requiring that a
certain amount of electric energy sold to retail electric customers in the Commonwealth
of Pennsylvania be comprised of electricity generated from alternative energy sources, as
measured by AECs, in accordance with the requirements of the AEPS Act and provisions
of the Electricity Generation Customer Choice and Competition Act, 66 Pa.C.S. §§ 2812-
14, in effect on the Effective Date including, without limitation, any subsequent increases

in Tier I requirements under 66 Pa.C.S. § 2814.

Ancillary Services — Shall have the meaning ascribed thereto in the PJM Agreements.

Applicable Legal Authorities — Those federal and Pennsylvania statutes and
administrative rules and regulations that govern the electric utility industry in

Pennsylvania, as they may be amended from time to time.

Auction Revenue Rights or “ARR” — The current or any successor congestion
management mechanisms as may be employed by PIM (whether set forth in the PJIM
Agreements or elsewhere) for the purpose of allocating financial congestion hedges or
financial transmission auction revenue rights. As currently defined by PJIM, ARRs are
entitlements allocated annually by PJM which entitle the holder to receive an allocation
of the revenues from the annual auction of financial transmission rights conducted by

PJM pursuant to the PJM Agreements.
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Bankruptcy Code — Those laws of the United States of America related to bankruptcy,
codified and enacted as Title 11 of the United States Code, entitled “Bankruptcy” and
found at 11 U.S.C. § 101 et seq., as such laws may be amended, modified, replaced or

superseded from time to time.

Billing Month — Each calendar month during the term of this Agreement.

Business Day — Any day on which the Company’s and PJM’s corporate offices are open

for business and commercial banks are not authorized or required to close in New York,

New York.

Capacity — “Unforced Capacity” as set forth in the PJM Agreements, or any successor,

measurement of the capacity obligation of a Load Serving Entity as may be employed in

PIM (whether set forth in the PJM Agreements or elsewhere).

Charge — Any fee, charge or other amount that is billable by the Company to the DS

Supplier under this Agreement.

Company — Duquesne Light Company.

Costs — With respect to the Non-Defaulting Party, brokerage fees, commissions and other
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similar transaction costs and expenses reasonably incurred by such Party either in
terminating any arrangement pursuant to which it has hedged its obligations or entering
into new arrangements which replace this Agreement; and all reasonable attorneys’ fees
and expenses incurred by the Non-Defaulting Party in connection with the termination of

this Agreement.

Customer — Any person or entity who enters into a contractual agreement with the
Company to receive retail electric service including, without limitation, all persons or
entities taking service under a retail tariff, eligible to receive competitive electricity
supply from an EGS or DS, respectively, in accordance with the Applicable Legal

Authorities.

Damages — Financial compensation from the Defaulting Party to the Non-Defaulting
Party associated with the occurrence of an Event of Default or an Early Termination of
this Agreement. This compensation shall be assessed pursuant to Article 5 of this

Agreement.

Default Allocation Assessment — Shall have the meaning ascribed to it under the PIM

Agreements.

Defaulting Party — A Party to this Agreement that has caused or precipitated an Event of

Default or an Early Termination of this Agreement.
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Default Service or “DS” — Electric generation service that is provided at retail pursuant
to the Applicable Legal Authorities under the Company’s retail electric tariffs and under
any other agreements or arrangements between the Company and Customers, to any

Customer that is not being served by an EGS.

Default Service Supply or “DS Supply” — All necessary Energy, Capacity, AECs for
AEPS Act compliance, Ancillary Services, all transmission and distribution losses and
congestion and imbalance costs associated with the provision of such services, and such
other services or products that the DS Supplier may be required, by PJIM or any
governmental body having jurisdiction, to provide in order to meet the DS Supplier
Responsibility Share for serving DS Load under this Agreement and as detailed in
Appendix C. For the avoidance of doubt, any reference in this Agreement to any other
agreement for DS Supply shall include any agreement between the Parties for the
provision of Energy to serve DS Load, even if such other agreement does not require

delivery of additional products (e.g., Capacity).

Delivery Period — The delivery period specified in Appendix C.

Delivery Point — Means the applicable zone of the Company as designated by PJM.

DS Customer(s) — Retail customers who are provided Default Service pursuant to the

terms of this Agreement, the Applicable Legal Authorities and the Company’s retail

tariffs.



Exhibit JP-3

DS Fixed Percentage — The percentage of DS Supply, as set forth in Appendix C.

DS Fixed Price — The price in dollars per MWh, as set forth in Appendix C hereto, as

determined pursuant to the DS Solicitation.

DS Fixed Price Adder For Hourly Price Service — The fixed price adder for Hourly
Price Service in dollars per MWh, as set forth in Appendix C hereto, as determined

pursuant to the DS Solicitation.

DS Load — Means the total sales at the retail meter, plus any losses and Unaccounted For
Energy (as defined by PJM), as reflected in PJM settlement volumes (including
adjustments required by PJM for PJM’s derating in conjunction with implementation of
marginal losses as appropriate per PJM Agreements), expressed in MWh of retail
customers in a particular class of DS Customers being served by Company pursuant to
the PUC Orders, as such sales vary from hour to hour, in Company’s Pennsylvania
franchise service territory, as such territory exists on the Effective Date or may increase
or decrease due to de minimis geographic border changes to the service territory that
exists on the Effective Date. The DS Load is net of any reduction in load as a result of
energy efficiency and demand side response programs offered by Company, PJM,
curtailment service providers, or other third parties, or any retail market programs. For
avoidance of doubt, DS Load shall not include (i) the amount of load that would

otherwise have been served in the absence of such energy efficiency or demand side
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response programs or retail market programs; or (ii) sales resulting from changes in the
Company’s Pennsylvania service territory which occur as a result of a merger,
consolidation, or acquisition of another entity which has a franchised service territory in
Pennsylvania or a result of a significant franchise territory swap with another entity

which has a franchised service territory in Pennsylvania.

DS Solicitation — The competitive bidding processes, procedures and rules employed by

the Company to competitively procure DS Supply for purposes of this Agreement.

DS Supplier — An entity that (i) has been selected through the DS Solicitation and has
accepted the obligations and associated rights to provide DS Supply to the Company for
retail customers in accordance with the Applicable Legal Authorities, (ii) has entered into
this Agreement with the Company as a Party, and (iit) is a PIM Member and registered

with PJM as a LSE.

DS Supplier Representative — Any officer, director, employee, consultant, contractor, or
other agent or representative of the DS Supplier in connection with the DS Supplier’s
activity under this Agreement. To the extent the DS Supplier is a division or group of a
company, the term DS Supplier Representative does not include any person in that

company who is not part of the DS Supplier division or group.

DS Supplier Responsibility Share — The fixed percentage share of the Company’s DS

Load for which the DS Supplier is responsible as set forth in Appendix C.
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DS Tariffs — The Company’s existing schedules of rates and services provided to retail
customers as currently on file with the Commission and on the Company’s website, as

they may be amended from time to time.

DS Variable Payments — The variable supplier payments in dollars based on the
Company’s Hourly Price Service formula rate, as set forth in Appendix C hereto,

associated with serving the DS Supplier Responsibility Share of the DS Supply.

Early Termination — Termination of this Agreement prior to the end of the term due to
the occurrence of an Event of Default as specified in Article 5.2 of this Agreement and

the declaration of Early Termination.

Early Termination Date — The date upon which an Early Termination becomes effective

as specified in Article 5.2 of this Agreement.

Effective Date — The date designated on the cover page of this Agreement upon which

the terms of this Agreement were agreed to by the Parties.

Electric Distribution Company or “EDC” — A public utility providing facilities for the

transmission and distribution of electricity to retail customers in Pennsylvania.
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Electric Generation Supplier or “EGS” — A person or entity that is duly certified by
the Commission to offer and provide competitive electric supply to retail customers

located in the Commonwealth of Pennsylvania.

Emergency — (i) an abnormal system condition requiring manual or automatic action to
maintain system frequency, or to prevent loss of firm load, equipment damage, or
tripping of system elements that could adversely affect the reliability of an electric
system or the safety of persons or property; or (ii) a condition that requires
implementation of Emergency Operations Procedures as defined in the PJM Agreements
or PJM manuals; or (iii) any other condition or situation that the Company or PJM deems
imminently likely to endanger life or property or to affect or impair the Company’s
electrical system or the electrical system(s) of other(s) to which the Company’s electrical
system is directly or indirectly connected (a “Connected Entity”). Such a condition or
situation may include, but shall not be limited to, potential overloading of the Company’s
transmission and/or distribution circuits, PJM minimum generation (“light load”)
conditions, or unusual operating conditions on either the Company’s or a Connected
Entity’s electrical system, or conditions such that the Company is unable to accept
Energy from the DS Supplier without jeopardizing the Company’s electrical system or a
Connected Entity’s electrical system. Other additional emergencies can only be declared

by PJM, FERC, or the PaPUC.

Energy — Three-phase, 60-cycle alternating current electric energy, expressed in units of

kilowatt-hours or megawatt-hours.

10
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Event of Default — A Party’s breach of obligations under this Agreement as set forth in

Article 5 of this Agreement.

FERC — The Federal Energy Regulatory Commission.

Final Monthly Energy Allocation or “FMEA” — A quantity of Energy which, for any
Billing Month, is the PMEA adjusted for any billing or metering data received

subsequent to the calculation of PMEA of which PJM is notified within 60 days.

Fixed Price Transaction — A Transaction Confirmation that is not an Hourly Price

Transaction.

Force Majeure — Means an event or circumstance which prevents one Party from
performing its obligations under one or more transactions, including but not limited to,
riots or revolutions, demands or embargoes of the United States Government, fire, flood,
drought, insurrection, acts of God which are not within the reasonable control of, or the
results of the negligence of the affected Party and which, by the exercise of due diligence,
the Party is unable to mitigate or avoid or cause to be avoided. Notwithstanding the
foregoing, under no circumstance shall an event of Force Majeure be based on: (i) the
loss or failure of DS Supplier’s supply; (ii) DS Supplier’s ability to sell the DS Supply at
a price greater than that received under any Transaction; (iii) curtailment by a utility

transmitting DS Supply; (iv) the Company’s ability to purchase the DS Supply at a price

11
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lower than paid under any Transaction; (v) any change in requirements of any

governmental authority; or (vi) labor stoppage or lockout.

Forward Market Price — The price for On-peak Energy Forward Price and Off-peak
Energy Forward Price as determined by averaging concurrent broker quotes obtained by

the Company for the Market Price Hub as available.

Gains — With respect to any Party, an amount equal to the present value of the economic
benefit to it, if any (exclusive of Costs), resulting from an Early Termination of this

Agreement, determined in a commercially reasonable manner.

Generator Attribute Tracking System or “GATS” — the system owned and operated
by PJM Environmental Services, Inc. to provide reporting and tracking services to its
subscribers in support of the AEPS Act, or any successor credit registry selected by the

PaPUC. (As specified in Appendix E)

Guaranty — A guaranty, suretyship, hypothecation agreement, margins or security

agreement or any other document in the form attached to this DS Supplier Master

Agreement or other form approved by the Company.

Guarantor — Any party having the authority and agreeing to guarantee the DS Supplier’s

financial obligations under this Agreement, recognizing that such party shall be obligated

12
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to meet the Company’s creditworthiness requirements specified in this Agreement for

such DS Supplier.

Hourly Price Service — service provided to Large Commercial and Industrial Class

pursuant to the Company’s DS Tariffs, Rider No. 9.

Hourly Price Transaction — A Transaction Confirmation for Hourly Price Service, as

shown on such confirmation.

Interest Index — The average Federal Funds Effective Rate for the period of time the
funds are on deposit. The Federal Funds Effective Rate is published daily on the Federal
Reserve website (http://www.federalreserve.gov/releases/h15/update/).

Kilowatt or “kW” — Unit of measurement of useful power equivalent to 1000 watts.

Kilowatt-hour or “kWh” — One kilowatt of electric power used over a period of one

hour.

Large Commercial and Industrial Class — Group of Rate Schedules itemized in

Appendix C that are eligible for Hourly Price Service DS Supply.

Load Serving Entity or “LSE” — An entity that has been granted the authority or has an

obligation pursuant to state or local law, regulation or franchise to sell electricity to retail

13
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customers located within the PJM Control Area as that term is defined in the PJM
Agreements or in successor, superseding or amended versions of the PJIM Agreements
that may take effect from time to time over the term of this Agreement. The DS Supplier,
for purposes of this Agreement, is not a Load Serving Entity and nothing contained

herein shall be deemed to cause the DS Supplier to be a Load Serving Entity.

Losses — With respect to any Party, an amount equal to the present value of the economic
loss to it, if any (exclusive of Costs), resulting from an Early Termination of this

Agreement, determined in a commercially reasonable manner.

Margin — The amount by which the Total Exposure Amount exceeds the DS Supplier’s,

or Guarantor’s, credit limit as defined in Section 6.4.

Mark-to-Market (“MtM”) Exposure Amount — Shall have the meaning ascribed to it

in Section 6.3 of this Agreement.

Market Price Hub — AEP Dayton Hub, a liquid pricing point located within PJM’s

geographic footprint.

Maximum Credit Limit — The lesser of the applicable percentage of TNW or the

applicable credit limit cap as specified in Section 6.4 of this Agreement.

14
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Medium Commercial and Industrial Class — Group of Rate Schedules that comprise
the Medium Commercial and Industrial Class for DS Supply and itemized in Appendix

C.

Megawatt or MW — One thousand kilowatts.

Megawatt-hour or MWh — One megawatt of electric power used over a period of one

hour.

Merger Event — When a DS Supplier consolidates or amalgamates with, or merges into
or with, or transfers all or substantially all of its assets to another entity and either (i) the
resulting entity fails to assume all of the obligations of such DS Supplier hereunder in the
sole discretion of the Company or (ii) the benefits of any credit support provided pursuant
to Article 6 of this Agreement fail to extend to the performance by such resulting,
surviving or transferee entity of the DS Supplier’s obligations hereunder, and the
resulting entity or its guarantor fails to meet the creditworthiness requirements of this

Agreement in the sole discretion of the Company.

Minimum Rating — A minimum senior unsecured debt rating as defined in Appendix A

of this Agreement.

Minimum Transfer Amount — $100,000.

15
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NERC — The North American Electric Reliability Corporation or its successor.

Network Integration Transmission Service or “NITS” — “Network Integration
Transmission Service” under the PJM Agreements in effect as of the date of this
Agreement, or its successor, superseding or amended versions of the PJM Agreements
that may take effect from time to time over the term of this Agreement. In the event the
PJM Agreements are modified such that “Network Integration Transmission Service” is
no longer offered, Network Integration Transmission Service shall mean the type of
transmission service offered under the PJM Agreements that is accorded the highest level

of priority for scheduling and curtailment purposes.

Non-Defaulting Party — A Party to this Agreement who, at the time an Event of Default
occurs, is not itself in default of this Agreement and has not otherwise caused or

precipitated an Event of Default or Early Termination of this Agreement.

Off-Peak Energy Forward Price — Means the price for Off-Peak Hours for each billing
month of the delivery period stated in terms of $/MWh as based on the most recent
publicly available information and/or quotes from Reference Market Makers on forward
energy transactions occurring at the Market Price Hub. In the event that the Market Price
Hub is no longer available or no longer representative of a transparent trading hub, the

Parties will negotiate in good faith to agree upon an alternate liquid price.
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On-Peak Energy Forward Price — Means the price for On-Peak Hours for each billing
month of the delivery period stated in terms of $/MWh as based on the most recent
publicly available information and/or quotes from Reference Market Makers on forward
energy transactions occurring at the Market Price Hub. In the event that the Market Price
Hub is no longer representative of a transparent trading hub, the Parties will negotiate in

good faith to agree upon an alternate liquid price.

PaPUC or Commission — The Pennsylvania Public Utility Commission or its successor.

PJM — PJM Interconnection L.L.C. or its successor.

PJM Agreements — The PJIM OATT, PIM RAA, PIM OA and all other PJIM
agreements, procedures, manuals and documents applicable to the Transactions covered

by or relating to this Agreement.

PJM Control Area — That certain Control Area encompassing electric systems in parts
of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North
Carolina, Ohio, Pennsylvania, Tennessee, Virginia, West Virginia, and the District of
Columbia, as may be modified from time to time, and which is recognized by the North

American Electric Reliability Council as the "PJM Control Area".

PJM Member — A member in good standing of PJM that satisfies the requirements to

conduct business with PJM.
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PJM OA — The PJM Operating Agreement or the successor, superseding or amended

version of the PIM Operating Agreement that may take effect from time to time.

PJM OATT - The PJM Open Access Transmission Tariff or the successor, superseding
or amended version of the PJM Open Access Transmission Tariff that may take effect

from time to time.

PJM OI - The PJM Office of Interconnection, the system operator for the PIM Control

Area.

PJM RAA — The PJIM Reliability Assurance Agreement or the successor, superseding or
amended version of the PJM Reliability Assurance Agreement that may take effect from

time to time.

PMEA/FMEA Adjustment Amount — For any Billing Month, the monetary amount due
to the DS Supplier or the Company, as the case may be, in order to reconcile any
difference between the PMEA used for the purpose of calculating estimated payments
made to DS Supplier for a given month and the FMEA used for calculating the final
payments due to the DS Supplier for such month as more fully described in Article 9

hereof.
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Preliminary Monthly Energy Allocation or “PMEA” — A quantity of Energy which,
for any Billing Month, is the preliminary calculation of the DS Supplier’s DS Supplier

Responsibility Share.

Rate Schedule(s) — Shall mean the specified existing, and modified or successor
customer rate schedule(s) in the electric service tariff of the Company filed with the

Commission.

Reliability First Corporation or “RFC” — The approved regional NERC entity with

responsibility for the Commonwealth of Pennsylvania.

Residential Class — Group of Rate Schedules that comprise the Residential Class for the

DS Supply and itemized in Appendix C

Rounding Amount — $100,000.

Settlement Amount — With respect to a Non-Defaulting Party, the net amount of the
Losses or Gains, and Costs, expressed in U.S. Dollars, which such Party incurs as a result
of Early Termination, as set forth in Section 5.4(a) of this Agreement. For the purposes
of calculating the Termination Payment, the Settlement Amount shall be considered an
amount due to the Non-Defaulting Party under this Agreement if the total of the Losses
and Costs exceeds the Gains and shall be considered an amount due to the Defaulting

Party under this Agreement if the Gains exceed the total of the Losses and Costs.
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Small Commercial and Industrial Class — Group of Rate Schedules that comprise the

Small Commercial and Industrial Class for DS Supply and itemized in Appendix C.

Statement — A monthly report prepared by the Company for the DS Supplier indicating
the amount due to the DS Supplier by the Company as compensation for DS Supply
supplied to DS Customers by the DS Supplier during the current Billing Month, in

accordance with DS Supplier’s obligations under this Agreement.

Supply Day — Any calendar day during the term of this Agreement on which the DS
Supplier is providing, or is obligated by this Agreement to provide, DS Supply to the

Company’s DS Customers.

Tangible Net Worth or “TNW” — Total assets less intangible assets and total liabilities.

Intangible assets include benefits such as goodwill, patents, copyrights and trademarks.

Termination Payment — A payment resulting from an Early Termination that is

calculated in accordance with Article 5.4.

Tier I AEC - Shall mean an AEC generated by a non-solar photovoltaic energy source

that will satisfy the non-solar Tier I requirements of the AEPS Act applicable to the

Company. (As specified in Appendix E)
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Tier I (Solar) AEC — Shall mean an AEC generated by a solar photovoltaic energy
source that will satisfy the Tier I solar photovoltaic requirements of the AEPS Act

applicable to the Company. (As specified in Appendix E)

Tier II AEC — Shall mean an AEC generated by a non-solar photovoltaic energy source
that will satisfy the non-solar Tier II requirements of the AEPS Act applicable to the

Company. (As specified in Appendix E)

Total Exposure Amount — An amount calculated daily for the DS Supplier reflecting the
total credit exposure to the Company and consisting of the sum of (i) the Mark-to-Market
Exposure Amount arising under this Agreement; (ii) any amount(s) designated as the
“Mark-to-Market Exposure Amount” arising under any other DS Supply agreements
providing for “DS Supply” or similar default service; and (iii) the amount designated as
the “credit exposure” under any other DS Supply agreements providing for DS Supply or
similar default service; provided that in the event the amount calculated for any day is a

negative number, it shall be deemed to be zero for such day.

Tranche — A fixed percentage share of the Company’s DS Load for the Customer Group

as indicated in any given Transaction Confirmation, as specified in Appendix C.

Transaction — Means a particular agreement by which the Company purchases and the
DS Supplier sells DS Supply pursuant to this Agreement, the details of which are more

fully set forth in Exhibit 1 — Transaction Confirmation.
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Transaction Confirmation — Shall have the meaning ascribed to it in Appendix C and

Exhibit 1 of this Agreement.
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ARTICLE 2: GENERAL TERMS AND CONDITIONS

2.1 Capacity in Which Company Is Entering into this Agreement

The DS Supplier agrees and acknowledges that the Company is contracting for
the provision of DS Supply from such DS Supplier for Customers receiving Default
Service on the Company’s electric system pursuant to the authorizations provided to the
Company. The DS Supplier further agrees and acknowledges that the Company will
administer and monitor the DS Supplier’s performance in providing DS Supply under this
Agreement and that the Company shall be entitled to enforce the DS Supplier’s
obligations related to the provision of DS Supply. The DS Supplier hereby permanently,
expressly and irrevocably waives any claim that Company is not entitled to seek
enforcement of this Agreement on behalf of Customers. It is the specific intention of the
Parties hereto that Customers and Customer groups are not third party beneficiaries of
this Agreement and that no Customer or Customer group shall seek enforcement of this
Agreement against the DS Supplier on their own behalf, either independently or by
joining in any legal proceeding brought by the Company.

The Parties acknowledge that the Agreement is a forward contract and,
accordingly, the Parties hereto are entitled to the protections of Section 556 of the
Bankruptcy Code. The Parties therefore agree that the Agreement may be terminated by
either Party upon the commencement of a proceeding by the other Party under any

chapter of the Bankruptcy Code in accordance with Article 5.2 of this Agreement.

2.2 Parties’ Obligations
(a) Obligations of DS Supplier

The DS Supplier hereby agrees as follows:
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@iv)

™

(vi)

(vii)

(viii)
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To provide service on a firm and continuous basis such that the supply
delivered for the term of the Agreement meets the terms and conditions set
forth in Appendix C;

To provide sufficient quantities of DS Supply on an instantaneous basis at
all times and supplied to the Delivery Point to meet the DS Supplier
Responsibility Share;

To procure those services provided by the PJM OI and to perform such
functions as may be required by the PJIM OI that are necessary for the
delivery of DS Supply required hereunder;

To cooperate with the Company in any regulatory compliance efforts that
may be required to maintain the ongoing legitimacy and enforceability of
the terms of this Agreement and to fulfill any regulatory reporting
requirement associated with the provision of DS Supply, before the
PaPUC, FERC or any other regulatory body asserting jurisdiction;

To pay to the Company the PMEA/FMEA Adjustment Amount for any
Billing Month in which the PMEA exceeds the FMEA, as more fully
described in Article 9 of this Agreement;

To accept assignment of and to fulfill all obligations of a LSE that are
assigned to it by this Agreement;

To comply in a timely manner with all obligations under this Agreement
imposed upon the DS Supplier; and

To comply with the AEPS requirements of the Company’s Default Service

Plan, as detailed in Appendix E.
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(b)  Obligations of the Company

The Company hereby agrees as follows:

(1) To pay to each DS Supplier every month an amount due, resulting from
the calculations, as detailed in Article 9 of this Agreement, subject to the
adjustments as expressed therein;

(ii)  To pay to the DS Supplier the PMEA/FMEA Adjustment Amount for any
Billing Month in which the FMEA exceeds the PMEA, as more fully
described in Article 9 of this Agreement;

(i) To provide to the DS Supplier its estimated aggregate load obligation
(capacity MW value) for each Supply Day no less than five (5) calendar
days prior to the day of delivery. Further, this information will be posted
in the DS Supplier’s specific PJM eMTR account, or successor system or
process;

(iv)  To comply in a timely manner with all obligations under this Agreement
imposed upon the Company;

(v)  To accept the delivery of DS Supply necessary to meet the DS Load;

(vi)  To be responsible (as between the Company and the DS Supplier) for the
provision of the Allocated AECs to satisfy AEPS requirements; and

(vii) To be the Load Serving Entity for supply purchased under this Agreement.

23 Congestion and Congestion Management
The DS Supplier is responsible for any congestion costs incurred to meet the DS
Supplier Responsibility Share. The Company shall transfer or assign to the DS Supplier

the Company’s rights to Auction Revenue Rights (ARRs) to which the Company is
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entitled as an LSE pursuant to the PJM Agreements, including the rights to ARRs,
provided that such rights are related to the service being provided to meet the DS
Supplier Responsibility Share and such rights are for the Delivery Period. All rights,
liabilities and obligations associated with such ARRs will accrue and be assumed by the
DS Supplier through the transfer or assignment from the Company to the DS Supplier
including the responsibility and ability of the DS Supplier to request or nominate such
ARRSs when applicable and feasible. Should the conditions above not be met, the entity
recognized by PIM as having the right to make the nominations will nominate such
ARRSs for the upcoming PJM planning period and such ARRs will be allocated to the DS
Supplier in accordance with the PJM Agreements based upon its DS Supplier

Responsibility Share.

2.4 PJM Services

The DS Supplier shall make all necessary arrangements for the delivery of DS
Supply through the PJM Ol. The Company will advise the PJIM OI of the magnitude and
location of each DS Supplier’s actual DS Supplier Responsibility Share, as required by
the PJM O, for the purpose of calculating such DS Supplier’s appropriate DS Supply
requirements related to the provision of service under this Agreement by DS Supplier
arising under the PJM Agreements. The DS Supplier shall remain responsible to PJM for
the performance of its LSE obligations associated with the provision of DS Supply under
this Agreement until the effective date of the transfer of such LSE obligations.

The Company shall generate and provide via a Task Letter Attachment to DS
Supplier the PJM shortname(s) associated with supplier’s unique contract type(s), as

necessary. Unique shortname(s) may be generated for each differing contract type. DS
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Supplier shall complete all required forms and processing to PJM to create shortname(s)
within the PJM system.

For the period of time this Agreement is in effect, both the Company and DS
Supplier shall have executed the PJM Declaration of Authority, and shall remain in effect
during the Term of this Agreement. In the event PJM requires that the Declaration of
Authority be amended after execution by the DS Supplier, DS Supplier agrees to execute

a revised Declaration of Authority in accordance with PJM requirements.

2.5 PJM Agreement Modifications

(a) If the PIM Agreements are amended or modified so that any schedule or
section reference herein to such agreements is changed, such schedule or section
reference herein shall be deemed to automatically (and without any further action by the
Parties) refer to the new or successive schedule or section in the PJM Agreements which
replaces that originally referred to in this Agreement.

(b) If the applicable provisions of the PJM Agreements referenced herein, or
any other PJM rules relating to the implementation of this Agreement, are changed
materially from those in effect on the Effective Date, both Parties shall cooperate to make
conforming changes to this Agreement to fulfill the purposes of this Agreement,
including the DS Supplier’s responsibility for changes in PJM products and pricing
during the Term. DS Supplier bears the risk and responsibility of all charges resulting
from any changes in PJM products and pricing during the term of this Agreement with
the exception of (i) future PJM charges related solely to the Company providing network
transmission service, and (ii) those charges identified as EDC responsibility in Appendix

D, including for transition costs related to the elimination of through-and-out
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transmission rates.

2.6 PJM Member Default Cost Allocation

In the event PJM imposes a Default Allocation Assessment upon the Company
relating to a default during the Term, the Company shall invoice DS Supplier, and DS
Supplier shall pay an amount equal to the product of (i) DS Supplier Responsibility
Share, and (ii) the Default Allocation Assessment, less the amounts of any types of
charges allocated to the Company under this Agreement that are used by PJM in

calculating such Default Allocation Assessment.

2.7  Other Fines and Penalties

If fees, fines, penalties, or costs are claimed or assessed against the Company by
any Applicable Legal Authority or PJM due to noncompliance by the DS Supplier with
this Agreement, any other requirements of law, or the PIM Agreements, the DS Supplier
shall indemnify and hold the Company harmless against any and all losses, liabilities,
damages, and claims suffered or incurred by the Company, including claims for
indemnity or contribution made by third parties against the Company, except to the extent
the Company recovers any such losses, liabilities or damages through other provisions of

this Agreement.

2.8 Communications and Data Exchange

The DS Supplier and the Company shall supply to each other in a thorough and
timely manner all data, materials or other information that is specified in this Agreement,
or that may otherwise reasonably be required by DS Supplier or by the Company in
connection with the provision of DS Supply by the DS Supplier to DS Customers, if

required.
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The DS Supplier shall be equipped with the communications capabilities
necessary to comply with the communications and data exchange standards that are set
by and as may, from time to time, be modified by PJM, and shall exclusively bear the
costs of installing, maintaining, testing, and operating all required information technology
systems that will enable it to send to and receive data from the Company and PJM and to
satisfy its obligations under this Agreement, the PJM Agreements and all other relevant

agreements.
2.9 Record Retention

The Company shall retain necessary records for the longer of two years or as
required under applicable PaPUC requirements so as to permit DS Supplier to confirm
the validity of payments due to DS Supplier hereunder; provided that if a DS Supplier has
provided notice pursuant to this Agreement that it disputes the validity of any payments,
the Company agrees that it shall retain all records related to such dispute until the dispute

is finally resolved.
2.10 Verification

In the event of a good faith dispute regarding any invoice issued or payment due
under this Agreement, and provided that a mutually acceptable confidentiality agreement
is executed by the Parties, each Party will have the right to verify, at its sole expense, the
accuracy of the invoice or the calculation of the payment due by obtaining copies of

relevant portions of the books and records of the other Party.
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ARTICLE 3: REPRESENTATIONS AND WARRANTIES

3.1 DS Supplier’s Representations and Warranties

The DS Supplier hereby represents, warrants and covenants to the Company on
the Effective Date and throughout the term of this Agreement as follows:

(a) It is a corporation, partnership, limited liability company or other legal
entity, duly organized, validly existing and in good standing under the laws of the
Commonwealth of Pennsylvania or, if another jurisdiction, under the laws of such
jurisdiction and, in such case, is duly registered and authorized to do business in such
other jurisdiction;

(b) It has all requisite power and authority to execute and deliver this
Agreement and to carry on the business to be conducted by it under this Agreement and
to enter into and perform its obligations hereunder, including satisfaction of all applicable
FERC requirements;

(c) The execution and delivery of this Agreement and the performance of
such DS Supplier’s obligations hereunder have been duly authorized by all necessary
action on the part of the DS Supplier and do not and will not conflict with, or constitute a
breach of or default under, any of the terms, conditions, or provisions of the DS
Supplier’s certificate of incorporétion or bylaws or other constituent instruments or any
indenture, mortgage, other evidence of indebtedness, or other agreement or instrument or
any statute or rule, regulation, order, judgment, or decree of any judicial or administrative
body to which the DS Supplier is a party or by which the DS Supplier or any of its
properties is bound or subject;

(d All necessary and appropriate action that is required on the DS Supplier’s
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part to execute this Agreement has been completed;

(e) This Agreement is the legal, valid and binding obligation of the DS
Supplier, enforceable in accordance with its terms, except as such enforceability may be
limited by applicable bankruptcy, insolvency or similar laws from time to time in effect
that affect creditors’ rights in general or by general principles of equity;

® There are no actions at law, suits in equity, proceedings or claims pending
or, to the DS Supplier’s knowledge, threatened against the DS Supplier before any
federal, state, foreign or local court, tribunal or governmental agency or authority that
might materially delay, prevent or hinder the DS Supplier’s performance of its
obligations hereunder;

(2) It has entered into this Agreement with a full understanding of the material
terms and risks of the same, and it is capable of assuming those risks;

(h) It is in good standing as an LSE in PJM, is a signatory to all applicable
PJM Agreements, and is in compliance with, and will continue to comply with, all
obligations, rules and regulations, as established and interpreted by the PJM OI, that are
applicable to LSEs as defined by the PJM Agreements; provided that the DS Supplier
shall not be obligated to become an LSE in PJM until the date it begins providing DS
Supply;

@) It has made its trading and investment decisions (including regarding the
suitability thereof) based upon its own judgment and any advice from such advisors as it
has deemed necessary and not in reliance upon any view expressed by the Company;

)] It will comply with any and all information and data transfer protocols that

may be adopted by the Company or that are set by, and from time to time modified by,
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the PaPUC; provided that DS Supplier shall be entitled to exercise its reserved right to
challenge any such protocols in the appropriate forum;

&) It is not Bankrupt or insolvent and there are no proceedings pending or
being contemplated by it or, to its knowledge, threatened against it which would result in
it being or becoming Bankrupt or insolvent;

D There are no pending or, to its knowledge, threatened, actions, suits or
proceedings against it or any of its Affiliates, or any legal proceedings before any
Governmental Authority, that could materially adversely affect its ability to perform its
obligations under this Agreement;

(m) No Event of Default with respect to it has occurred and is continuing and
no such event or circumstance would occur as a result of its entering into or performing
its obligations under this Agreement;

(n) It is not relying upon the advice or recommendations of the other Party in
entering into this Agreement, it is capable of understanding, understands and accepts the
terms, conditions and risks of this Agreement, and the other Party is not acting as a
fiduciary for or advisor to it in respect of this Agreement; and

(o) It has entered into this Agreement in connection with the conduct of its
business and it has the capacity or ability to provide or take delivery of DS Supply as
required by this Agreement, and it is an “eligible contract participant” as defined in

Section 1a(12) of the Commodity Exchange Act.

3.2 Company’s Representations and Warranties
The Company hereby represents, warrants and covenants to the DS Supplier as

follows;
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(a) The Company is an electric utility corporation duly organized, validly
existing and in good standing under the laws of the Commonwealth of Pennsylvania;

(b) The Company has all requisite power and authority to carry on the
business to be conducted by it under this Agreement and to enter into and perform its
obligations hereunder;

(©) The execution and delivery of this Agreement and the performance of the
Company’s obligations hereunder have been duly authorized by all necessary action on
the part of the Company and do not and will not conflict with, constitute a breach of or
defaﬁlt under, any of the terms, conditions, or provisions of the Company’s certificate of
incorporation or bylaws or any indenture, mortgage, other evidence of indebtedness, or
other agreement or instrument or any statute or rule, regulation, order, judgment, or
decree of any judicial or administrative body to which the Company is a party or by
which the Company or any of its properties is bound or subject;

(d)  All necessary and appropriate action that is required on the Company’s
part to execute this Agreement has been completed;

(e) This Agreement is the legal, valid and binding obligation of the Company,
enforceable in accordance with its terms, except as such enforceability may be limited by
applicable bankruptcy, insolvency or similar laws from time to time in effect that affect
creditors’ rights in general or by general principles of equity and the Commission’s
power under section 508 of the Public Utility Code, 66 Pa.C.S. § 508, to amend or
modify the contracts of public utilities;

® The ability of the Company to pay any and all amounts due and payable

under this Agreement, or upon any potential breach thereof, is not conditioned upon any
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governmental or administrative appropriation by the Commission, the Commonwealth of
Pennsylvania or any other governmental authority;

(2) There are no actions at law, suits in equity, proceedings or claims pending
or, to the Company’s knowledge, threatened against the Company before any federal,
state, foreign or local court, tribunal or governmental agency or authority that might
materially delay, prevent or hinder the Company’s performance of its obligations under
this Agreement;

(h) It has entered into this Agreement with a full understanding of the material
terms and risks of the same, and it is capable of assuming those risks;

(1) The Company’s performance under this Agreement is not contingent upon
the performance of Customers or the ability of Customers to pay rates;

)] The Company shall have sole responsibility for metering and billing with
respect to Customers; and

(k)  The Company shall be responsible for electric distribution services, and

the DS Supplier shall not be responsible for distribution charges.

33 Survival of Obligations

All representations and warranties contained in this Article are of a continuing
nature and shall be maintained during the term of this Agreement or until all amounts due
hereunder, including all obligations, have been paid or performed in full. If a Party learns
that any of the representations, warranties or covenants in this Agreement are no longer
true during the term of this Agreement, the Party shall immediately notify the other Party
via facsimile, with a hard copy of the notice delivered by overnight mail. Company, may,

in its sole discretion, treat any such materially incorrect or misleading representation or
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warranty as an Event of Default hereunder.

ARTICLE 4: COMMENCEMENT AND TERMINATION OF
AGREEMENT

4.1 Commencement and Termination

The term of this Agreement shall commence upon the Effective Date. Unless
otherwise agreed upon by the Company and the DS Supplier, this Agreement shall
continue in full force and effect from the Effective Date until the end of all Transaction(s)
executed under this Agreement, unless the Agreement is terminated prematurely pursuant

to the provisions of this Agreement.

4.2  Termination of Right to Supply

The DS Supplier agrees that termination of this Agreement for reason of an Event
of Default shall terminate any right of the DS Supplier to provide DS Supply to the DS
Customers and nullify any of the entitlements to which the DS Supplier became entitled

as a result of being selected as a winning bidder in the DS Solicitation.

4.3  Survival of Obligations

Termination of this Agreement for any reason shall not relieve the Company or
the DS Supplier of any obligation accrued or accruing prior to such termination.
Applicable provisions of this Agreement shall continue in effect after termination to the

extent necessary to provide for final billings.

44  Mutual Termination
The Company and the DS Supplier may agree at any time during the term of this
Agreement to terminate their respective rights and obligations hereunder on such terms

and under such conditions that they mutually deem to be appropriate as set forth in a
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mutual termination agreement acceptable in form and substance to the Company and the
DS Supplier (“Mutual Termination Agreement”); provided that Company agrees that it
shall enter into such a Mutual Termination Agreement, which will discharge the
terminating DS Supplier (the “Terminating DS Supplier”) with respect to liabilities
arising after the effective date of the Mutual Termination Agreement if the following
conditions precedent are met: (i) the Terminating DS Supplier identifies a replacement
DS Supplier willing to assume all obligations of the Terminating DS Supplier hereunder
for the remaining term of this Agreement (the “Replacement DS Supplier”); (ii) the
Replacement DS Supplier demonstrates its compliance with Article 6 of this Agreement,
“Creditworthiness,” as of the effective date of the Mutual Termination Agreement, that
determination to be made in the sole discretion of Company; (iii) the Replacement DS
Supplier executes a counterpart signature page to this Agreement and thereby becomes a
Party under this Agreement, effective immediately following the effective date of the
Mutual Termination Agreement; and (iv) the Terminating DS Supplier is not, to the belief
or knowledge of the Company, subject to an Event of Default as of the effective date of
the Mutual Termination Agreement or, if the Company believes that the Terminating DS
Supplier may be subject to an Event of Default, either (a) the Company has determined
that, as of the effective date of the Mutual Termination Agreement, it has not incurred
any Damages as a result of the Event of Default or (b) if the Company has determined, as
of the effective date of the Mutual Termination Agreement, that it may have incurred
Damages as a result of the Event of Default, that the Replacement DS Supplier has

agreed in writing to be responsible for the payment of such Damages or to otherwise cure
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the Event of Default, in either case to the satisfaction of the Company in its sole

discretion.

ARTICLE 5: BREACH AND DEFAULT

5.1 Events of Default

An Event of Default under this Agreement shall occur if a Party (the “Defaulting
Party”):

(1) Is the subject of a voluntary bankruptcy, insolvency or similar proceeding;

(ii)  Makes an assignment for the benefit of its creditors;

(iii)  Applies for, seeks consent to, or acquiesces in the appointment of a
receiver, custodian, trustee, liquidator or similar official to manage all or a substantial
portion of its assets;

(iv)  Is dissolved (other than pursuant to a consolidation, amalgamation or
merger) or is the subject of a Merger Event in the case of the DS Supplier;

) Has a secured party take possession of all or substantially all of its assets
or has a distress, execution, attachment, sequestration or other legal process levied,
enforced or sued on or against all or substantially all of its assets;

(vi) Has a resolution passed for its winding-up, official management or
liquidation (other than pursuant to a consolidation, amalgamation or merger);

(vii)) In the case of a DS Supplier, PJM terminates the DS Supplier’s ability to
make purchases from PJM markets or PJM holds the Company responsible for the
provision of DS Supply under this Agreement and PJM does not rescind such termination
or assignment of responsibility within seven (7) Business Days;

(viii) Fails to comply with the creditworthiness requirements as set forth in
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Article 6 of this Agreement, including, without limitation, compliance with the
creditworthiness requirements to cover the Margin calculated under Section 6.5 or post
any Margin due under Section 6.5 of this Agreement, within the time frames set forth in
this Agreement;

(ix) Is declared by PIM to be in default of any provision of any PIM
Agreement, which default prevents a Party’s performance hereunder if such failure is not
remedied within three (3) Business Days after written notice;

(x)  Fails to make, when due, any payment required pursuant to this
Agreement if such failure is not remedied within two (2) Business Days after written
notice;

(xi)  Violates any federal, state or local code, regulation or statute applicable to
the supply of Energy and/or AECs in a manner that materially, and adversely, affects the
Party’s performance under this Agreement, including by way of failure to continually
satisfy all applicable FERC requirements, or, in the case of the DS Supplier, by way of
failure to maintain any other governmental approvals required for participation in the
Pennsylvania retail Energy market, or defaults on any obligation or other failure to
comply with PJM requirements under the PJM Agreements;

(xii) Is the subject of an involuntary bankruptcy or similar proceeding;

(xiii) Subject to Section 5.3(b) of this Agreement, in the case of the Company,
fails to accept DS Supply properly tendered by the DS Supplier under this Agreement;

(xiv) Fails to perform any material covenant or obligation set forth in this
Agreement, if such failure is not remedied within three (3) Business Days after written

notice;
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(xv) Makes a materially incorrect or misleading representation or warranty
under this Agreement or under any response to the DS Solicitation; or

(xvi) Commits an act or makes an omission that constitutes an “Event of
Default” under any other agreement(s) for the provision of DS Supply between the
Company and the DS Supplier; and fails to remedy such condition, event or delinquency
herein above described such that the other Party (the “Non-Defaulting Party”) is
completely made whole with respect to such condition, event or delinquency, within three
(3) Business Days of receipt of written notice thereof from such Non-Defaulting Party;
provided, however, that an Event of Default shall be deemed to have occurred
immediately, without any need for the provision of notice thereof by the Non-Defaulting
Party and without any right of cure on the part of the Defaulting Party, in the event of the
occurrence of a condition, event or delinquency described in subsections (i), (i), (iii),
(@iv), (v), (vi), (vii) or (viii) above. Termination or modification of this Agreement by the
PaPUC, other regulatory authority or court of law does not constitute an Event of Default
under this Agreement.

(xvii) With respect to the DS Supplier’s Guarantor, if any:

1. Representation or warranty made by the Guarantor in
connection with this Agreement is false or misleading in any

material respect when made or when deemed made or repeated;

2. Guarantor fails to make, when due, any payment required or to
perform any other material covenant or obligation in any

guaranty made in connection with this Agreement and such
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failure shall not be remedied within two (2) Business Days

after written notice;

3. Guarantor’s guaranty fails to be in full force and effect for
purposes of this Agreement (other than in accordance with its
terms) prior to the satisfaction of all obligations of such Party
under this Agreement without the written consent of the other

Party; or

4. Guarantor repudiates, disaffirms, disclaims, or rejects, in whole

or in part, or challenges the validity of any guaranty.

5.2 Rights upon Default

Upon and during the continuation of an Event of Default, the Non-Defaulting
Party shall have the right to suspend performance, provided that such suspension shall not
continue for longer than ten (10) Business Days. At any time during or subsequent to the
temporary suspension of performance, the Non-Defaulting Party may proceed with the
steps outlined in Article 5.7. In addition to any other remedies available at law or in
equity to the Non-Defaulting Party, if an Event of Default has occurred and is continuing,
the Non-Defaulting Party shall have the right to implement all of the following remedies:

1) Declare an Early Termination Date of this Agreement with respect to the
obligations of the Defaulting Party without any liability or responsibility whatsoever
except for obligations arising prior to the date of termination, by providing written notice
to the Defaulting Party; provided, however, that this Agreement shall immediately

terminate automatically and without notice in the case of any Event of Default in which a
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DS Supplier is the Defaulting Party occurring under subsections (i), (ii), (iii), (iv), (v),
(vi), (vii) or (viii) of Article 5.1 of this Agreement and such date of automatic termination
shall be deemed the Early Termination Date of this Agreement with respect to such
Supplier; and

(i)  Receive Damages in accordance with Section 5.3 of this Agreement.

The Non-Defaulting Party shall be entitled to elect or pursue one or more of the

above remedies.

5.3 Damages Resulting from an Event of Default

(a) DS Supplier’s Failure to Supply DS Supply or Declaration of Early
Termination By Company: Damages resulting from (i) the DS Supplier’s failure to (A)
provide DS Supply in conformance with Article 2.2 hereof or (B) pay PJM for purchases
of any products or services from PJM, or other failure to comply with PJM requirements,
such that PJM holds the Company responsible for the provision of DS Supply to meet the
DS Supplier’s DS Supplier Responsibility Share under this Agreement or (ii) the
occurrence of any Event of Default attributable to the DS Supplier resulting in Early
Termination, shall include all Costs incurred by the Company, acting in a commercially
reasonable manner consistent with any statutory or regulatory requirements imposed by
the Applicable Legal Authorities, in obtaining replacement services or in obtaining a
replacement supplier, which Costs exceed the amounts that would have been payable to
the defaulting DS Supplier under this Agreement. Costs incurred by the Company for the
purpose of calculating Damages hereunder will consist of:

@) The cost of DS Supply allocated to the Company by the PIM OI due to the

failure of the DS Supplier to meet obligations owing to the PJM OI in connection with its
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obligations under this Agreement;

(i)  The costs of DS Supply purchased by the Company to replace DS Supply
that a DS Supplier was obligated to supply under this Agreement during the term hereof;

(b) Administrative and legal costs associated with procuring replacement DS
Supply; and

(iv)  Financial hedging costs incurred by the Company on behalf of DS
Customers as a result of having to procure DS Supply not provided by the DS Supplier.

The Parties further recognize and agree that the final calculation of Damages
hereunder may not be known for some time since the level of such Damages may be
dependent upon the arrangements made by the Company to obtain replacement services
or a replacement DS Supplier. The Company and the DS Supplier agree that, until the
calculation of Damages under this provision is completed, the amount and payment to the
Company of the Settlement Amount on behalf of DS Customers in the event of an Early
Termination as set forth in Article 5.4 of this Agreement shall be immediately due and
owing as an estimate of all Damages ultimately determined to be due and owing. After
Damages have been finally determined under this Article 5.3, the amounts of Damages
due and owing will be reconciled with payments already made by the DS Supplier under
Section 5.4 of this Agreement.

(b) Failure by Company on Behalf of Customers to Accept DS Supply
Tendered by DS Supplier: Damages resulting from the failure of the Company on
behalf of Customers to accept DS Supply tendered by the DS Supplier necessary to meet
the DS Supplier Responsibility Share of DS Load under this Agreement shall consist of

the positive difference (if any) between (i) the amounts that would have been payable to
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the DS Supplier hereunder had the Company accepted the DS Supply tendered by the DS
Supplier necessary to meet the DS Supplier Responsibility Share of DS Load under this
Agreement and (ii) the amount realized by the DS Supplier in disposing, in a
commercially reasonable manner, of the DS Supply not accepted by the Company;
provided, however, that the Company shall not be liable for any Damages if this
Agreement is terminated by the PaPUC, other regulatory authority or a court of law.

(c) Damages Resulting from Early Termination Due to an Event of
Default Attributable to the Company: Damages resulting from Early Termination due
to an Event of Default attributable to the Company shall be as set forth in Section 5.4 of
this Agreement. Damages calculated in accordance with said Article 5.4 shall be the
exclusive remedy available to the DS Supplier in the event of Early Termination resulting
from an Event of Default attributable to the Company.

(d) Damages Resulting from DS Supplier’s Failure to Continuously
Satisfy its AEPS Obligations: Damages resulting from the DS Supplier’s failure to
continuously meet and satisfy all or any portion of its obligations under Section 2.2
(a)(viii) of this Agreement shall include, but not be limited to, the amount of all penalties,
costs associated with the procurement of additional AECs, etc., including, without
limitation, interest and other charges, if any, levied against the Company related to AEPS
regulations, due to such DS Supplier’s conduct or inaction. DS Supplier has a specific
obligation to provide the AECs and not money damages in substitution. Therefore, any
such attempt to supply money damages instead of AECs may be treated as an event of
default in the sole discretion of Company.

(e) Other Damages: Damages for Events of Default not specified above
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shall consist of the direct Damages incurred by the Non-Defaulting Party.

® Waiver of Event of Default: If an Event of Default has occurred and the
Non-Defaulting Party is the Company, then unless the Event of Default was a failure by
the DS Supplier to meet any or all of its DS Supply obligations, the Company may elect,
at its sole discretion, to offer to waive the default on such terms and conditions as the
Company, at its sole discretion, may deem appropriate to propose a special remedy. Any
such special remedy can only be offered to the DS Supplier if it first is specifically

approved by the PaPUC in accordance with Commission Orders.

5.4  Declaration of an Early Termination Date and Calculation of
Settlement Amount and Termination Payment

(a) Settlement Amount

If an Event of Default with respect to a Defaulting Party shall have occurred and
be continuing, the Non-Defaulting Party shall have the right (i) to designate a day, no
earlier than the day such notice is effective and no later than twenty (20) days after such
notice is effective, as a date for Early Termination (“Early Termination Date”) to
accelerate all amounts owing between the Parties and to liquidate and terminate the
undertakings set forth in this Agreement, (ii) to withhold any payments due to the
Defaulting Party under this Agreement, and (iii) to suspend performance; provided,
however, that an Early Termination Date shall be deemed to occur automatically and
concurrently with the Event of Default, without any requirement for the provision of
notice by the Non-Defaulting Party, with respect to an Event of Default under
subsections (i), (i), (iii), (iv), (v), (vi), (vii), and (viii) of Article 5.1 of this Agreement.
The Non-Defaulting Party shall calculate, in a commercially reasonable manner, a

Settlement Amount with respect to the obligations under this Agreement.
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“00 The DS Supplier may, in its sole discretion, add the following subsection 5.4(a)(i)
by checking this box. If DS Supplier does not check this box, subsection 5.4(a)(i)
will be deemed to be excluded from this Agreement.”

(i) For the purposes of such determination, the DS Supply provided for under

this Agreement for the period following the Early Termination Date through the

remainder of the term of this Agreement shall be deemed to be those quantity

amounts that would have been delivered on an hourly basis, had this Agreement

been in effect during the previous calendar year adjusted for such DS Load

changes as may have occurred since the previous calendar year.

(b) Net Out of Settlement Amounts

The Non-Defaulting Party shall calculate a Termination Payment by aggregating
all Settlement Amounts due under this Agreement or any other agreement(s) between the
Company and the DS Supplier for the provision of DS Supply into a single amount by
netting out (a) all Settlement Amounts that are due or will become due to the Defaulting
Party, plus at the option of the Non-Defaulting Party, any cash or other form of security
then available to the Non-Defaulting Party and actually received, liquidated and retained
by the Non-Defaulting Party, plus any or all other amounts due to the Defaulting Party
under this Agreement or any other agreement(s) between the Company and the DS
Supplier for the provision of DS Supply against (b) all Settlement Amounts that are due
or will become due to the Non-Defaulting Party, plus any or all other amounts due to the
Non-Defaulting Party under this Agreement or any other agreement(s) between the
Company and the DS Supplier for the provision of DS Supply, so that all such amounts
shall be netted out to a single liquidated amount; provided, however, that if the DS

Supplier is the Defaulting Party and the Termination Payment is due to the DS Supplier,
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the Company shall be entitled to retain a commercially reasonable portion of the
Termination Payment, which may be equal to the entire amount of the Termination
Payment, as security for additional amounts that may be determined to be due and owing
by the DS Supplier as Damages and further provided that any previously attached
security interest of the Company in such retained amounts shall continue. The
Termination Payment shall be due to or due from the Non-Defaulting Party as
appropriate. If the Termination Payment has been retained by the Company as security
for additional amounts that may be determined to be due and owing by the DS Supplier,
and if, upon making a final determination of Damages, the Termination Payment, or any
portion thereof, is to be made to the DS Supplier, the Company will pay simple interest
on the Termination Payment amount being made to the DS Supplier. Simple interest will
be calculated at the lower of the Interest Index or six (6) percent per annum.

(c) Notice of Termination Payment

As soon as practicable after calculation of a Termination Payment, notice shall be
given by the Non-Defaulting Party to the Defaulting Party of the amount of the
Termination Payment and whether the Termination Payment is due to or due from the
Non-Defaulting Party. The notice shall include a written statement explaining in
reasonable detail the calculation of such amount. Subject to Article 5.4(b) above, the
Termination Payment shall be made by the Party that owes it within three (3) Business
Days after such notice is effective.

(d) Disputes With Respect to Termination Payment

If the Defaulting Party disputes the Non-Defaulting Party’s calculation of the

Termination Payment, in whole or in part, the Defaulting Party shall, within three (3)
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Business Days of receipt of Non-Defaulting Party’s calculation of the Termination
Payment, provide to the Non-Defaulting Party a detailed written explanation of the basis
for such dispute; provided, however, that if the Termination Payment is due from the
Defaulting Party, the Defaulting Party shall first transfer collateral to the Non-Defaulting
Party in an amount equal to the Termination Payment, such collateral to be in a form
acceptable to the Non-Defaulting Party as specified in the Termination Payment Dispute
Notice.

(e) Multiple DS Supply Agreements

It is the intention of the Company and the DS Supplier that, in the event the DS
Supplier is a party to other agreements with the Company for the provision of DS Supply
that existed prior to the Effective Date of this Agreement or are entered into after the
Effective Date of this Agreement, the Company will calculate a single Termination

Payment applicable to all such agreements as set forth herein.

5.5 Step-up Provision

The Company may ask other DS Suppliers whether they wish to assume all or
part of the delivery obligations on the same terms and price contained herein, but any DS
Supplier shall not be obligated to assume any such step-up requests. Any agreement to
make additional supply available shall be termed a “Step-Up,” and is subject to
compliance with the creditworthiness provisions of Article 6 of this Agreement and the
DS Supplier’s load cap as per the Company’s approved default service procurement plan.
For the avoidance of doubt, in the event that the DS Supplier does not respond to the
Company’s Step-Up request within the relevant timeframe, then the DS Supplier shall be

deemed to have rejected the Company’s request in full.
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5.6 Setoff of Payment Obligations of the Non-Defaulting Party

Any payment obligations of the Non-Defaulting Party to the Defaulting Party
pursuant to this Agreement or any other agreement(s) between the Company and the DS
Supplier for the provision of DS Supply shall be set off: (i) first, to satisfy any payment
obligations of the Defaulting Party to the Non-Defaulting Party pursuant to this
Agreement or any other agreement(s) between the Company and the DS Supplier for the
provision of DS Supply that are unsecured and not subject to any Guaranty; (ii) second,
to satisfy any payment obligations of the Defaulting Party to the Non-Defaulting Party
pursuant to this Agreement or any other agreement(s) between the Company and the DS
Supplier for the provision of DS Supply that are unsecured, but which are subject to a
Guaranty; and (iii) third, to satisfy any remaining payment obligations of the Defaulting
Party to the Non-Defaulting Party pursuant to this Agreement or any other agreement(s)

between the Company and the DS Supplier for the provision of DS Supply.

5.7  Preservation of Rights of Non-Defaulting Party
The rights of the Non-Defaulting Party under this Agreement, including
without limitation Article 5.4 and 5.7 of this Agreement, shall be supplemental to, and
not in lieu of, any right of recoupment, lien, or set-off afforded by applicable law, and all

such rights are expressly preserved for the benefit of the Non-Defaulting Party.

(a) Duty to Mitigate. Each Party agrees that it has a duty to mitigate damages

and covenants that it will use commercially reasonable efforts to minimize
any damages it may incur as a result of the other Party’s failure to perform

pursuant to this Agreement.
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(b)  Return of Auction Revenue Rights. When the DS Supplier is the

Defaulting Party, the DS Supplier will make best efforts to facilitate the
transfer or reassignment to the entity which is the replacement DS
Supplier on the Early Termination Date, any and all of the replacement DS
Supplier’s rights to Auction Revenue Rights (ARRs) to which the
replacement DS Supplier is entitled as a LSE pursuant to the PJIM
Agreements, which were transferred or assigned to the DS Supplier under

Section 2.3 (Congestion and Congestion Management).

ARTICLE 6: CREDITWORTHINESS

6.1  Applicability

The DS Supplier agrees that it shall meet the creditworthiness requirements of this
Article 6 at all times during the term of this Agreement and shall inform the Company
immediately of any changes in its credit rating or financial condition. Without limitation
of the foregoing, the DS Supplier shall, upon written request, affirmatively demonstrate
to the Company, its compliance with the creditworthiness requirements set forth
hereunder. The Company may establish less restrictive creditworthiness requirements
under this Article 6 in a non-discriminatory manner.

6.2  Creditworthiness Determination

The DS Supplier may submit and maintain a security deposit in accordance with
Section 6.4 of this Agreement in lieu of submitting to or being qualified under a
creditworthiness evaluation. The DS Supplier shall have the opportunity to request that
the Company re-evaluate its creditworthiness whenever an event occurs that the DS

Supplier believes would improve the determination made by the Company of its
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creditworthiness. The Company’s credit re-evaluation must be completed as soon as
possible but no longer than thirty (30) days after receiving a fully documented request.
The Company must provide the rationale for its determination of the credit limit and any
resulting security requirement. The Company must perform its credit re-evaluation and
associated security calculation in a non-discriminatory manner. DS Supplier shall
provide the Company and its agent’s unrestricted access to audited financial statements;
provided that if audited financial statements are not available, the Company, in its sole
discretion, may specify other types of financial statements that will be accepted.

6.3  Mark-to-Market Credit Exposure Methodology

To calculate the daily exposure for each DS Supplier, the MtM credit exposure
methodology will be used. The “mark” for each Billing Month will be determined at the
time the auction is completed based on the available Forward Market Prices and for the
remaining Billing Months, it will be derived based on historical data. At the time the
auction is completed, the MtM credit exposure for each DS Supplier shall be equal to
zero. Subsequently, the differences between the available Forward Market Prices on the
valuation date and the “mark” prices for the corresponding Billing Months will be used to
calculate the daily credit exposures for each DS Supplier. The total MtM credit exposure
will be equal to 1.1 times the sum of the MtM credit exposures for each Billing Month.
The methodology for calculation of the MtM credit exposure is illustrated in the example
(using hypothetical numbers) set forth in Appendix B hereto.

6.4  Credit Limit

The following criteria constitute the Company’s creditworthiness requirements for

the DS Supplier, to cover the Total Exposure Amount. In all instances, the most current
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senior unsecured debt rating (or, if unavailable, the most current corporate issuer rating)
will be used.

@A) For a DS Supplier to be granted an unsecured line of credit, the DS
Supplier must be rated by at least two of the following rating agencies: S&P, Moody’s, or
Fitch. The methodology for determining the credit rating to use is set forth in Appendix
A of this Agreement. The Maximum Credit Limit to cover the Total Exposure Amount

will be determined based on the credit matrix table in Appendix A of this Agreement.

The DS Supplier will be required to post cash or a letter of credit in an acceptable
form as defined in Section 6.7 (b) of this Agreement (see standard format in Exhibit 4)
for the Margin due the Company as set forth in Section 6.5 of this Agreement;

(i) For a DS Supplier having a Guarantor, in the case of a Guarantor
organized under the laws of the United States, the Guarantor (1) must be rated by at least
two of the following rating agencies: S&P, Moody’s, or Fitch, and (2) must have a
minimum senior unsecured debt rating (or, if unavailable, corporate issuer rating) equal
to the Minimum Rating. If the Guarantor is rated by only two rating agencies, and the
ratings are split, the rating will be established based on the methodology outlined in
Appendix A of this Agreement. The Maximum Credit Limit to cover the Total Exposure
Amount that could be provided through the Guaranty (see standard format in Exhibit 5)
will be determined based on the credit matrix table for Guarantors in Appendix A. The
DS Supplier will be granted a credit limit equal to the lesser of (i) the amount of the
Guaranty as provided to the Company at the time this Agreement is executed as such
amount may be modified in any amended or substitute Guaranty provided to the

Company during the term of this Agreement, or (ii) the Supplier’s Maximum Credit
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Limit. The DS Supplier, however, may not increase or substitute its Guaranty for the
purpose of increasing its applicable credit limit during the time period after the Company
has made a Margin call but before the DS Supplier has posted the required Margin.
Notwithstanding anything herein to the contrary, the DS Supplier may increase the limit
of its Guaranty after satisfying a Margin call from the Company and upon the Company’s
receipt of an amended or substitute Guaranty increasing the limit of the Guaranty, the DS
Supplier may request a return of Margin in accordance with Section 6.5 of this
Agreement. The DS Supplier will be required to post cash or a letter of credit in an
acceptable form as defined in Section 6.7(b) of this Agreement (see standard format in
Exhibit 4) for the Margin due the Company as set forth in Section 6.5 of this Agreement;
or

(iii) For a DS Supplier or Guarantor that has not been incorporated or
otherwise formed under the laws of the United States and whose financial data is not
denominated in United States currency and does not conform to generally accepted
accounting principles (“GAAP”) in the United States, they shall supply the following
additional information:

a. A legal opinion of counsel qualified to practice in the foreign
jurisdiction in which the DS Supplier or Guarantor is incorporated
or otherwise formed that this Agreement is, or upon completion of
execution formalities will become, the binding obligation of the
DS Supplier or Guarantor in the jurisdiction in which it has been
incorporated or otherwise formed;

b. The sworn certificate of the corporate secretary (or similar officer)
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of such DS Supplier or Guarantor that the person executing this
Agreement on behalf of the DS Supplier has the authority to
execute the Agreement and that the governing board of the DS
Supplier or Guarantor has approved the execution of this
Agreement;
c. The sworn certificate of the corporate secretary (or similar officer)
of such DS Supplier or Guarantor that the DS Supplier or
Guarantor has been authorized by its governing board to enter into
agreements of the same type as this Agreement; and
d. Such other documents and certificates as may be required by the
Company in its sole discretion.
(iv)  The posting of cash or a letter of credit as defined in Section 6.7 (b) below
for the entire Total Exposure Amount as set forth in Section 6.5 of this Agreement.
6.5  Posting Margin and Return of Surplus Margin
(a) If at any time and from time to time during the term of this Agreement the
Total Exposure Amount, rounded by the Rounding amount, exceeds the DS Supplier’s or
the Guarantor’s credit limit by the Minimum Transfer Amount (MTA), then the
Company, on any Business Day, may request that the DS Supplier provide cash or a letter
of credit in an acceptable form as defined in Article 6.7(b) of this Agreement (see
standard format in Exhibit 4), in an amount equal to the Margin (less any Margin posted
by the DS Supplier and held by the Company pursuant to this Agreement or any other
agreement(s) between the Company and the DS Supplier for the provision of DS Supply).

If the DS Supplier receives written notice for Margin from the Company by 1:00
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p.m. New York time on a Business Day, then the DS Supplier shall post Margin the next
following Business Day, if posting cash, and by the second Business Day following the
date of notice, if posting a letter of credit, unless the Company agrees in writing to extend
the period to provide Margin. If the DS Supplier receives notice for Margin from the
Company after 1:00 p.m. New York time on a Business Day, whether posting cash or a
letter of credit, then the DS Supplier must post Margin the second Business Day
following the date of notice unless the Company agrees in writing to extend the period to
provide Margin. The Company will not unreasonably deny a request for a one-day
extension of such period. In the event that the DS Supplier fails to post Margin when due
in accordance with this Article 6.5, then an Event of Default under Article 5 of this
Agreement will be deemed to have occurred and the Company will be entitled to the
remedies set forth in Article 5 of this Agreement.

(b) Surplus Margin being held by the Company that is not needed to satisfy
the Total Exposure Amount, as determined above, will be returned to the DS Supplier
upon receipt of a written request by the DS Supplier. Surplus Margin means cash or a
letter of credit posted by the DS Supplier as a result of a request by the Company
pursuant to Article 6.5(a) that exceeds the Total Exposure Amount less the DS Supplier’s
or the Guarantor’s credit limit (rounded by the Rounding Amount). If the resulting
Surplus Margin amount is more than the Minimum Transfer Amount, it will be returned
to the DS Supplier. If the DS Supplier posted cash and notice is received by 1:00 p.m.
New York time on a Business Day, the surplus Margin will be returned by the next
following Business Day and if the DS Supplier posted cash and notice is received by the

Company after 1:00 p.m. New York time on a Business Day, the surplus Margin shall be

54



Exhibit JP-3

returned by the second Business Day following the date of notice, unless the DS Supplier
agrees in writing to extend the period to return the surplus Margin. If the DS Supplier
posted a letter of credit, the surplus Margin shall be returned on the next Business Day
following the Business Day on which the amendment to the letter of credit is received
from the issuing bank, unless the DS Supplier agrees in writing to extend the period to
return the surplus Margin. The DS Supplier will not unreasonably deny a request for a
one-day extension of such period. In the event that the Company fails to return the
surplus Margin when due in accordance with this Article, then an Event of Default under
Article 5 of this Agreement will be deemed to have occurred and the DS Supplier will be
entitled to the remedies set forth in Article 5 of this Agreement.

6.6  Grant of Security Interest/Remedies

To secure its obligations under this Agreement and to the extent that the DS
Supplier posted Margin/collateral hereunder, the DS Supplier hereby grants to the
Company a present and continuing security interest in, and lien on (and right of setoff
against), and assignment of, all cash collateral and cash equivalent collateral and any and
all proceeds resulting therefrom or the liquidation thereof, whether now or hereafter held
by, on behalf of, or for the benefit of, the Company, and the DS Supplier and the
Company agree to take such action as is reasonably required to perfect the secured
Party’s first priority security interest in, and lien on (and right of setoff against), such
collateral and any and all proceeds resulting therefrom or from the liquidation thereof.
Upon or any time after the occurrence or deemed occurrence and during the continuation
of an Event of Default or an Early Termination Date, the Company may do any one or

more of the following: (i) exercise any of the rights and remedies of the Company with
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respect to all collateral, including any such rights and remedies under law then in effect;
(ii) exercise its rights of setoff against any and all property of the DS Supplier in the
possession of the Company, whether held in connection with this Agreement or any other
agreement(s) between the Company and the DS Supplier for the provision of DS Supply;
(iii) draw on any outstanding letter of credit issued for its benefit; and (iv) liquidate all
security held by or for the benefit of the Company free from any claim or right of any
nature whatsoever of the DS Supplier, including any equity or right of purchase or
redemption by the DS Supplier. The Company shall apply the proceeds of the collateral
realized upon the exercise of such rights or remedies to reduce the DS Supplier’s
obligation under this Agreement or any other agreement(s) between the Company and the
DS Supplier for the provision of DS Supply (the DS Supplier remaining liable for any
amounts owing to the Company after such application), subject to the Company’s
obligation to return any surplus proceeds remaining after such obligations are satisfied in
full.

All notices, demands or requests regarding credit requirements and credit related
security or deposit transfers shall be in writing and shall be personally delivered or sent
by overnight express mail, courier service or facsimile transmission (with the original
transmitted by any of the other aforementioned delivery methods) addressed as follows:

If to a DS Supplier to:

Copy to:

If to the Company to: James H. Milligan, Assistant Treasurer
Duquesne Light Company
411 Seventh Avenue, Pittsburgh, PA 15219
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Copy to: Joan Jenkins, Procurement Analyst
Duquesne Light Company
411 Seventh Avenue, Pittsburgh, PA 15219

Notice received after the close of the Business Day shall be deemed received on the next
Business Day; provided that notice by facsimile transmission shall be deemed to have
been received by the recipient if the recipient confirms receipt telephonically or in
writing.

6.7  Security Instruments

At each DS Supplier’s choice, the following are deemed to be acceptable methods
for posting security, if required:

(a) Cash; or

(b) A standby irrevocable letter of credit acceptable to the Company, in its
sole discretion, issued by a bank or other financial institution with a minimum “A-”
senior unsecured debt rating (or, if unavailable, corporate issuer rating discounted one
notch) from S&P and “A3” from Moody’s (see standard format in Exhibit 4). The letter
of credit shall state that it shall renew automatically for successive one-year or shorter
periods, until terminated upon at least ninety (90) days prior written notice from the
issuing financial institution. If the Company receives notice from the issuing financial
institution that the letter of credit is being cancelled, the DS Supplier will be required to
provide a substitute letter of credit from an alternative bank satisfying the minimum
requirements. The receipt of the substitute letter of credit must be effective as of the
cancellation date and delivered to the Company thirty (30) days before the cancellation

date of the original letter of credit. If the DS Supplier fails to supply a substitute letter of
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credit as required, then the Company will have the right to draw on the existing letter of
credit and to hold the amount as Margin.

If the credit rating of a bank or other financial institution from which a DS
Supplier has obtained a letter of credit falls below the levels specified in Article 6 of this
Agreement, the DS Supplier shall have two (2) Business Days following written notice
by the Company to obtain a suitable letter of credit from another bank or other financial
institution that meets those standards, unless such period is extended in writing by the
Company. The Company shall have no obligation under this Agreement or otherwise to
make or grant such extension.

6.8  Maintenance of Creditworthiness

(a) Reporting of Changes

The DS Supplier shall promptly notify the Company of any change in its credit
rating or financial condition or that of its Guarantor. The DS Supplier or Guarantor shall
also furnish evidence of an acceptable credit rating or financial condition upon the
request of the Company.

(b)  Change in Credit Standing

The Company will re-evaluate the creditworthiness of a DS Supplier whenever it
becomes aware of an adverse change, through the provision of notice by the DS Supplier
or otherwise, in the DS Supplier’s or Guarantor’s credit standing. If the lowest credit
rating (whether senior unsecured debt rating or corporate issuer rating) used to determine
the DS Supplier’s Maximum Credit Limit or its credit limit adversely changes, the
Company will require additional security from the DS Supplier in accordance with

Sections 6.4 of this Agreement. The additional security must be in a form acceptable to
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the Company in its sole discretion, as specified in Article 6.7 of this Agreement and must
be posted as set forth in Section 6.5 of this Agreement.

6.9  Calling on Security

The Company may call upon the security posted by the DS Supplier if the DS
Supplier fails to pay amounts due to the Company pursuant to this Agreement or any
other agreement(s) between the Company and the DS Supplier for the provision of DS
Supply after all of the following events occur:

(a) Written Notice of Default is provided to the DS Supplier; and

(b) Any applicable cure period associated with the written Notice of Default

ends.

The foregoing notwithstanding, the security posted by the DS Supplier shall
become due automatically without prior notice or right of cure in the case of any Event of
Default arising under subsections (1), (ii), (iii), (iv), (v), (vi), (vii) and (viii) of Section 5.1
of this Agreement.

6.10 Interest on Cash Held by Company

The Company will pay simple interest calculated at the lower of the Interest Index
or six (6) percent per annum on all cash held by the Company pursuant to this
Agreement. Each Billing Month, the Company will prepare a statement of interest
amounts due to the DS Supplier. The statement will be sent to the DS Supplier within
three (3) Business Days after the end of the Billing Month via overnight mail or other
expeditious means. The Company shall make interest payments on the first Business Day

after the 5™ day of each calendar month.
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6.11 No Endorsement of DS Supplier

The Company’s determination that a DS Supplier is creditworthy pursuant to the
process set forth above, shall not be deemed to constitute an express or implied warranty
or guarantee of any kind with respect to the financial or operational qualifications of the
DS Supplier. The Company will treat all DS Suppliers in a non-discriminatory manner
and shall provide no preference to any DS Supplier.

6.12 Multiple DS Supply Agreements

It is the intention of the Company and the DS Supplier that, in the event the DS
Supplier is a party to other agreements with the Company for the provision of DS Supply
that existed prior to the effective date of this Agreement or is entered into after the
effective date of this Agreement, the Company will calculate the Margin applicable to all
such agreements as set forth in Appendix A of this Agreement; provided, however, that if
another agreement has a more stringent credit threshold, then the more stringent credit
threshold shall apply. Each DS Supplier that is a party to such other agreements with the
Company for the provision of DS Supply hereby agrees that such other agreements are
deemed amended by this Agreement for the purpose of calculating the Margin as

described herein.

ARTICLE 7: PROCEDURES FOR ENERGY SCHEDULING,
CAPACITY RESOURCE SUBMISSION AND
TRANSMISSION PROCUREMENT

7.1  Load Obligations
The Company and the DS Supplier acknowledge and agree that (1) the Company
shall determine the DS Load, (2) the Company shall allocate the DS Supply obligation

using the DS Supplier Responsibility Share, (3) the Company shall provide the DS
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Supplier’s DS Supply obligation to PJM, and (4) the DS Supplier shall be responsible for

meeting its DS Supply obligations as a LSE under the PJM Agreements.

7.2  Data Transmission
The procedures for transmitting load obligation data to PJM for DS Supplier’s DS

Load shall be as set forth by PIM.

7.3  Energy Scheduling
The Company is not obligated to provide any day ahead scheduling services. If
the Company chooses to provide such services, the information provided is not

guaranteed by the Company.

ARTICLE 8: THE ENERGY SETTLEMENT/RECONCILIATION
PROCESS

8.1  Energy Settlement by PJM

The settlement process occurs at PJM to reflect the DS Supplier’s actual Energy
obligations in a supply/usage reconciliation process. The Energy obligations for each DS
Supplier will be determined based on the DS Supplier Responsibility Share of the DS
Load. The reconciled total DS Energy obligation will be based on the final total Energy
loads for the Customers receiving DS service, including de-ration adjustments for
marginal losses.

Any adjustments for billing and metering errors reported subsequent to the
calculation of FMEA will be proportionally allocated by the Company to the DS

Suppliers based on the respective DS Supplier Responsibility Share.

8.2 Energy Settlement by the Company

In the event that actual DS Customer consumption data is not available until after
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the PJM deadline for conducting the final settlement, the Company will conduct the
settlement process with the DS Supplier. In the event PJM imposes penalties against the
Company as a result of the DS Supplier’s Transactions or failure to meet PJM
requirements, such penalties shall be passed through by the Company to the DS Supplier
as part of this settlement process. In addition, all other applicable charges from PJM,

including any billing adjustments, will be appropriately allocated to the DS Supplier.

ARTICLE 9: BILLING AND PAYMENT

9.1 The Company Payment of Obligations to the DS Supplier
The Company shall pay all amounts due to the DS Supplier hereunder in
accordance with the following provisions:
(a) Each Billing Month, the Company will prepare a Statement of amounts
due to the DS Supplier.
e For Fixed Price Transactions, this Statement will show the aggregate
amounts due based on the DS Fixed Price multiplied by the hourly
Energy requirements of DS Supply used to determine the PMEA
multiplied by the DS Fixed Percentage as shown in Appendix C for
each hour of the Billing Month.
e For Hourly Price Transactions, this Statement will show the aggregate
amounts due based on the DS Fixed Price Adder For Hourly Price
Service multiplied by the hourly Energy requirements of DS Supply
used to determine the PMEA multiplied by the DS Fixed Percentage as
shown in Appendix C for each hour of the Billing Month, plus the DS

Variable Payments used to determine the PMEA for each hour of the
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Billing Month.

(b) The Statement will be sent to the DS Supplier within eight (8) Business
Days after the end of the Billing Month via overnight mail or other expeditious means.

(c) The Company shall make payment on the first Business Day after the 19
day of each calendar month.

(d) To the extent that the FMEA differs from the PMEA, the Company shall
pay or charge the DS Supplier for the PMEA/FMEA Adjustment Amount within the PIM
deadline for conducting the final settlement.

(e) If each Party owes an amount to the other Party pursuant to this
Agreement, including any related interest, payments or credits, the Parties may satisfy
their respective obligations to each other by netting the aggregate amounts due to one
Party against the aggregate amounts due to the other Party, with the Party, if any, owing
the greater aggregate amount paying the other Party the difference between the amounts
owed.

® Payments shall be subject to adjustment for any arithmetic errors,
computation errors, meter reading errors, or other errors, provided that the errors become
known within one (1) year of the termination of this Agreement.

(g) The Company shall make payments of funds payable to the DS Supplier
by electronic transfer to a bank designated by the DS Supplier.

(h) If a good faith dispute arises between the Company and the DS Supplier
regarding a Statement, the disputing Party shall be obligated to pay only the undisputed

portion of the Statement, if any, and shall present the dispute in writing and submit
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supporting documentation to the non-disputing Party within one hundred twenty (120)
calendar days from the date of the Statement in dispute. Statement disputes shall be
addressed promptly and in accordance with the dispute resolution procedures set forth in
Article 11 of this Agreement. Upon resolution of a Statement dispute, any payments
made to either Party will include simple interest on the payment at the lower of the
Interest Index or six (6) percent per annum payable from the date that notice of a
Statement dispute was received by the non-disputing Party.

@) If payment is made to the DS Supplier after the due date shown on the
Statement, a late fee will be added to the unpaid balance until the entire Statement is paid.
This late fee shall be the lesser of (a) the per annum rate of interest equal to the prime
lending rate as may from time to time be published in The Wall Street Journal under
“Money Rates” on such day (or if not published on such day on the most recent preceding
day on which published), plus two percent (2%) or (b) the maximum rate permitted by
applicable law.

)] If Seller does enter more than one transaction with Buyer, Buyer may

provide a single invoice listing the relevant information detailed.

9.2  Billing for DS Supplier’s Obligations to Other Parties

The Company shall have no responsibility for billing between the DS Supplier
and PJM; the DS Supplier and any Energy or Capacity source; or the DS Supplier and
any other third party. The Company will be solely responsible for billing DS Customers

for Default Service.

9.3 The DS Supplier Payment of Obligations to the Company

The DS Supplier shall pay all Charges it incurs hereunder in accordance with the
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following provisions:

(a) Each Billing Month, the Company shall submit an invoice to the DS
Supplier for all Charges owed by the DS Supplier under this Agreement. The DS
Supplier shall make payment for Charges shown on the invoice. The due date will be on
the first Business Day after the 19" day of each calendar month. The invoice will be sent
to the DS Supplier within eight (8) Business Days after the end of the Billing Month via
overnight mail or other expeditious means.

(b) Invoices shall be subject to adjustment for any arithmetic errors,
computation errors, meter reading errors, or other errors, provided that the errors become
known within one (1) year of the termination of this Agreement.

(c) The DS Supplier shall make payments of funds payable to the Company
by electronic transfer to a bank designated by the Company.

(d)  If a good faith dispute arises between the Company and the DS Supplier
regarding an invoice, the disputing Party shall pay only the undisputed portion of the
invoice, if any, and shall present the dispute in writing and submit supporting
documentation to the non-disputing Party within one hundred twenty (120) calendar days
from the due date of the invoice in dispute. Billing disputes shall be addressed promptly,
and in accordance with the dispute resolution procedures set forth in Article 11 of this
Agreement. Upon resolution of a billing dispute, any payments made to either Party will
include simple interest on the payment at the lower of the Interest Index or six (6) percent
per annum payable from the date that notice of a bill dispute was received by the non-
disputing Party.

(e) If payment is made to the Company after the due date shown on the
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invoice, a late fee will be added to the unpaid balance until the entire invoice is paid.
This late fee shall be the lesser of (a) the per annum rate of interest equal to the prime
lending rate as may from time to time be published in The Wall Street Journal under
“Money Rates” on such day (or if not published on such day on the most recent preceding
day on which published), plus two percent (2%) or (b) the maximum rate permitted by

applicable law.

ARTICLE 10: SYSTEM OPERATION

The Parties shall adhere to any applicable operational requirements of PJM
necessary to protect the integrity of the transmission system within the PJM Control Area
and the transmission systems of interconnected control areas, and shall satisfy any and all
PJM, RFC and NERC criteria, when applicable. The DS Supplier shall also adhere to
any applicable operational requirements of the Company necessary to protect the
integrity of the Company’s local distribution system.

10.1 Disconnection and Curtailment by the Company

The Company shall have the right, without incurring any liability to the DS
Suppliers, to disconnect (or otherwise curtail, interrupt or reduce deliveries from) the DS
Suppliers or to disconnect (or otherwise curtail, interrupt or reduce deliveries to) any
Customer whenever the Company determines in the exercise of its good faith discretion,
or when the Company is directed by PJM, that such a disconnection, curtailment,
interruption or reduction is necessary to facilitate construction, installation, maintenance,
repair, replacement or inspection of any of the Company’s facilities, or due to any other
reason affecting the safe and reliable operation of the Company’s or a Customer’s

facilities, including, without limitation, an Emergency, forced outage or potential
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overloading of the Company’s transmission and/or distribution circuits, potential damage

to any Customer’s facilities or any risk of injury to persons or property.

10.2 Inadvertent Loss of Service to DS Customers

The Parties agree and acknowledge that service to DS Customers may be
inadvertently lost due to storms, weather, accidents, breakage of equipment or other
events beyond the reasonable control of the Company affecting the transmission and
distribution system of the Company. Neither Party will have any liability to the other
Party for the occurrence of such events except for the Company’s obligation to pursue
steps for the resumption of the disrupted service as set forth in Section 10.3 below. In no
event will an inadvertent loss of service affect a Party’s obligation to make any payments
then due or becoming due with respect to performance rendered prior to such inadvertent

loss of service.

10.3 Good Faith Efforts

The Company shall use good faith efforts to minimize any curtailment,
interruption or reduction in service to DS Customers to the extent reasonably practicable

under the circumstances.

10.4 PJM Requirements

The DS Supplier acknowledges and agrees that, as a member of PJM, the
Company is bound by all PJM operating instructions, policies and procedures as are
currently set forth in the PJM Operating Manual, which are available through the Internet
on the PJM Home Page (http://www.pjm.com), as may be revised from time to time,
which are needed to maintain the integrity of the PJM system. The DS Supplier

acknowledges and agrees that it will cooperate with the Company so that the Company
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will be in compliance with all PIM Emergency Operations Procedures, which include,
but are not limited to, those procedures pertaining to minimum and maximum generation
Emergencies, and measures requiring involuntary Customer participation, such as supply
voltage reduction or full interruption of Customer load by either manual or automatic

means.

10.5 Compliance with Governmental Directives

The DS Supplier also acknowledges and agrees that the Company may need to act
in response to governmental or civil authority directives which may affect DS Customer
load. The DS Supplier agrees to cooperate with the Company in order to comply with

said directives.

ARTICLE 11: DISPUTE RESOLUTION

11.1 Informal Resolution of Disputes

Before pursuing resolution of any dispute arising out of this Agreement (other
than an Event of Default under Article 5.1(i)-(ix), (xii), or (xvi)), the disputing Party shall
provide written notice to the other Party setting forth the nature of the dispute, the amount
involved, if any, and the remedies sought. The Parties shall use good faith and
reasonable commercial efforts to informally resolve such dispute. Such efforts shall last
for a period of at least thirty (30) calendar days from the date that the notice of the
dispute is first delivered from one Party to the other Party. Any amounts that are owed
by one Party to the other Party as a result of resolution of a dispute pursuant to this
Article 11.1 (Informal Resolution of Disputes), shall be paid within two (2) Business
Days of such resolution and the payment shall include interest calculated at the Interest

Index from the original due date through the date of payment.
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11.2 Recourse to Agencies or Courts of Competent Jurisdiction

After the requirements of Article 11.1 (Informal Dispute Resolution) have been
satisfied, all unresolved disputes, except as noted below, between the Parties shall be
submitted to the appropriate authority. Nothing in this Agreement shall restrict the rights
of either Party to file a complaint with the FERC under relevant provisions of the Federal
Power Act (“FPA”), with the PaPUC under relevant provisions of the Applicable Legal
Authorities, with the Allegheny Court of Common Pleas or with the Western District of
Pennsylvania Federal Court. The Party’s agreement hereunder is without prejudice to
any Party’s right to contest the jurisdiction of the agency or court listed above to which a
complaint is brought.

The Parties hereby acknowledge and agree that both Parties have negotiated and
entered into this Agreement freely and in good faith and that the terms of this Agreement
have not been affected in any way, either directly or indirectly, by (A) any fraud, duress,
unfairness, or any inequity in the relative bargaining power of the Parties or (B) any
manipulation, unlawful activity, disruption, anomaly, dysfunction, or other adverse
market conditions of any type or description.

To the extent permitted by law and absent agreement to the contrary, each Party,
for itself and its successors and assigns, hereby expressly and irrevocably waives its
rights to argue before any governmental authority that any review, modification, or
rescission of this Agreement should be considered under any standard of review other
than the “public interest” standard set forth in United Gas Pipe Line Co. v. Mobile Gas
Service Corp., 350 U.S. 332 (1956) and Federal Power Commission v. Sierra Pacific

Power Co., 350 U.S. 348 (1956), affirmed by Morgan Stanley Capital Group, Inc. v.
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Public Utility District No. 1 of Snohomish County, Washington, et al., 554 U.S. 527

(2008) (the “Mobile-Sierra Doctrine™).

ARTICLE 12: REGULATORY AUTHORIZATIONS AND
JURISDICTION

12.1 Compliance with Applicable Legal Authorities

The Company and the DS Supplier are subject to, and shall comply with, all
existing or future applicable federal, State and local laws, all existing or future duly-
promulgated orders or other duly-authorized actions of PIM or of Applicable Legal

Authorities.

12.2 FERC Jurisdictional Matters

The inclusion herein of descriptions of procedures or processes utilized by PJM or
otherwise subject to the jurisdiction of FERC is intended solely for informational
purposes. If anything stated herein is found by the FERC to conflict with or be
inconsistent with any provision of the FPA, or any rule, regulation, order or
determination of the FERC under the FPA or if any existing procedures or processes
utilized by PJM are duly modified, the applicable FERC rule, regulation, order,
determination or modification shall control. To the extent required under any provision
of the FPA, or any rule, regulation, order or determination of the FERC under the FPA,
the Company and/or the DS Supplier, if applicable, shall use reasonable commercial
efforts to secure, from time to time, all appropriate orders, approvals and determinations

from the FERC necessary to support this Agreement.

12.3 Energy Efficiency, Conservation, and Retail Market Programs

DS Supplier acknowledges that DS Customers may participate in energy
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efficiency and conservation programs offered by the Company (required by Applicable
Legal Authorities or otherwise offered by the Company whether voluntarily or not), by
PJM, or by other third parties and, for the avoidance of doubt, any programs offered or
conducted by the Company or other entities relating to or arising from the PaPUC’s
Investigation of Pennsylvania’s Retail Electricity Market, PaPUC Docket No. I-2011-
2237952 (including legislation enacted to address the Commission’s Final Order in
Docket No. 1-2011-2237952), and that such participation may reduce or change the
amount of DS Supply that DS Supplier is required to provide and the amount of monies it
may receive under this Agreement. The Company shall have no obligation whatsoever to
DS Supplier with respect to the effect, if any, of such programs. DS Supplier is solely
responsible for determining the effect, if any, of such programs on future load

requirements.

ARTICLE 13: LIMITATION OF REMEDIES, LIABILITY AND
DAMAGES

13.1 Limitations on Liability

Except as set forth in this Agreement, there is no warranty of merchantability or
fitness for a particular purpose, and any and all implied warranties are disclaimed. The
Parties confirm that the express remedies and measures of Damages provided in this
Agreement satisfy the essential purposes hereof. For breach of any provision for which
an express remedy or measure of Damages is provided, such express remedy or measure
of Damages shall be the sole and exclusive remedy, the obligor’s liability shall be limited
as set forth in such provision and all other remedies or Damages at law or in equity are
waived. If no remedy or measure of Damages is expressly provided herein, the obligor’s

liability shall be limited to direct actual Damages only, such direct actual Damages shall
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be the sole and exclusive remedy, and all other remedies or Damages at law or in equity
are waived. Unless expressly herein provided, neither Party shall be liable for
consequential, incidental, punitive, exemplary or indirect Damages, lost profits or other
business interruption Damages, by statute, in tort or contract, under any indemnity
provision or otherwise. It is the intent of the Parties that the limitations herein imposed
on remedies and the measure of Damages be without regard to the cause or causes related
thereto, including the negligence or any Party, whether such negligence by sole, joint or
concurrent, or active or passive. To the extent any Damages required to be paid
hereunder are liquidated, the Parties acknowledge that the Damages are difficult or
impossible to 