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US Power & Utilities 
PJM: Yet Another Transition Auction Delay 
 

FERC pushes out capacity auction in order to include Demand Response 
In an order late yesterday, FERC ordered PJM to delay the transition auction in order to 
allow Demand Response and Energy Efficiency to participate in a 4-1 vote (Clark 
dissenting; Moeller concurring). The original transition auction had initially excluded 
both DR and EE products given the uncertainty over the pending Supreme Court case 
and corresponding uncertainty introduced over its future participation.  We see this as a 
surprise to the market, with FERC only approving the CP order in mid-June. We expect 
to get some sense on the latest auction timing later today at PJM's MRC meeting this 
morning. FERC Order ER15-623. 

Fundamentally no change to our estimates despite inclusion of DR, slight neg 
We maintain both transition auctions will continue to price with a modest risk premium 
to the base auctions initially held for the 2016/17 and 2017/18 auctions, at $119/MW-
day and $120/MW-day respectively, with a range of $120-130/MW-day likely for both. 
This would still provide a meaningful uplift for those clearing in the RTO region for the 
2016/17 period, where prices cleared at $59/MW-day. While some investors and 
industry participants had expected north of $130/MW-day, we see the latest 
developments as likely taming price expectations on the margin. Given the seemingly 
higher cost of complying with CP mandates, we suspect only a portion of DR resources 
will opt to participate in the transition auction to pick up the limited incremental 
revenues relative to the risk for a DR and EE participant. We expect PJM equities to see 
this as a slight negative, not helping the power sector investment thesis following 
recent retrenchment in the absence of positive catalysts. 

Delay could be quite short – but see potential flip in order, with BRA now first 
We suspect the latest delay could be quite short (a matter of weeks), with the latest 
tweak in the transition auction parameters merely a formality. The transition auction 
could well be rescheduled imminently, with both still potentially held in August. We 
flag the first transition auction result had been anticipated next Thursday.  Given the 
shift in timing, where the full BRA auction for 2018/19 (posted Friday August 21st) 
could be held ahead of the interim transition auctions for earlier periods; we see this as 
potentially becoming the 'decisive' volatility event around the impact of the uplift from 
new Capacity Performance rules. 
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Please see our other recent reports on PJM: 

7/17/15 Taking a Load Off at PJM 
7/15/15 2Q Playbook: Summer Power Outage 
7/14/15 From The Regulators Vantage Point 
7/13/15 Seeking 2Q Relief from Summer Doldrums 
7/9/15 PJM Capacity Auction Survey: Transition Upside Surprise? 
7/2/15 PJM Call: Deciphering Capacity Performance (Includes Transcript) 
6/24/15 PJM: What to Expect for the Incremental Auction 
6/11/15 Poised to Perform with PJM 
5/6/15 PJM: Minding the Base Capacity Auction Print 
2/3/15 PJM: Honing in on a Price Estimate 

Thinking through Demand Response and Energy Efficiency 
in the Transition Auctions 

We flag just 1.5GW/1.3GW of annual DR  & EE cleared in the 2017/18 auction, 
respectively, with virtually zero annual resources in the '16/'17 period alongside 
just 1.1GW of energy efficiency. While substantial additional Limited and Summer 
Extended Demand Response products cleared in each of these auctions, we see 
the few $'s/MW-day premium recouped from offering in an annualized product 
subject to significant penalties for these more limited resources. That said, we 
suspect there could well be some impact to the auction given the trouble for the 
DR constituencies to advocate for this outcome; after all, it was the DR industry 
association, the Advanced Energy Management Alliance Coalition, which 
advocated for the change. Recall, the new Capacity Performance PJM rules are not 
so onerous as to require instantaneous performance, but rather for units to 
perform strictly within the limitations of their operational characteristics (eg- for DR 
to perform only when called upon).  

Figure 1: Cleared MW for Total RTO, 2016/17 and 2017/18 

 
Source:  PJM Interconnection, LLC 

How do we think about the risk premium? 

Even including Demand Response and Energy Efficiency for the RTO regions, we 
continue to see the 2016/17 auction as clearing with MAAC, rather than at the 
lower RTO levels, as the 60% CP requirement still requires some non-RTO capacity 
to clear the CP auction. Presumably it would only do so at a premium to the price 
it has already committed in the base auction. Note the table below reflects all 
cleared MWs, including DR and EE.  In the auction parameters that were released 
on June 24, "the target quantity of Capacity Performance Resources to be 
procured for the 2016/2017 and 2017/2018 Delivery Years is 95,097 MW and 
112,194 MW, respectively." We would still conclude a $119.13 outcome for 
2016/17 (and $120 for 2017/18). 

 

Cleared MW Total RTO 2016/17 2017/18
Cleared Generation MW 155,634 154,690

Cleared EE MW 1,117 1,339
Cleared DR MW (Annual) 89 1,489

Cleared DR MW (Extended Summer) 2,470 7,163
Cleared DR MW (Limited) 9,850 2,322

Total Cleared MW 169,160 167,004

We would still conclude a $119.13 
outcome for 2016/17 (and $120 
for 2017/18). 

https://neo.ubs.com/shared/d1fzTSKZIpnL
https://neo.ubs.com/shared/d1AskCK8sJAOr6
https://neo.ubs.com/shared/d1YXTV53s0
https://neo.ubs.com/shared/d1sGLz03wrB49L
https://neo.ubs.com/shared/d1F6YVSdm0A5J1
https://neo.ubs.com/shared/d1U1pzRti7pRqo
https://neo.ubs.com/shared/d1mlOXVU22Qr5T
https://neo.ubs.com/shared/d1CszI8uyLLogC1
https://neo.ubs.com/shared/d1upKrRghqv15
https://neo.ubs.com/shared/d1xRp8dEoLED2lD
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Figure 2: Pricing and Earnings Impact Projection for PJM 2016/17 CP Incremental Auction 

 
Source:  PJM Interconnection, UBS Estimates, FactSet 

2016/17 Auction Results ($/MW-day) Total RTO RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C
RCP (Annual) 59.37$     119.13$   119.13$   119.13$   219.00$   219.00$   119.13$   119.13$   114.23$   114.23$   

RCP (Extended Summer) 59.37$     119.13$   119.13$   119.13$   219.00$   219.00$   119.13$   119.13$   114.23$   114.23$   
RCP (Limited) 59.37$     119.13$   119.13$   119.13$   219.00$   219.00$   119.13$   119.13$   94.45$     94.45$     

Cleared Generation MW 155,634 75,443 60,886 29,464 10,241 5,656 3,472 1,640 5,346 6,664 2,329
Cleared EE MW 1,117 515 310 51 208 12 3 1 84 197 53

Cleared DR MW (Annual) 89 29 33 21 1 19 0 0 0 9 0
Cleared DR MW (Extended Summer) 2,470 175 1,053 438 426 62 15 7 374 799 103

Cleared DR MW (Limited) 9,850 3,642 4,264 1,547 1,173 550 211 99 290 1,004 365
Total Cleared Annual MW 156,840 75,986 61,229 29,537 10,451 5,686 3,476 1,640 5,430 6,869 2,381

Total Cleared Annual + ES MW 159,310 76,161 62,282 29,974 10,877 5,748 3,491 1,647 5,804 7,668 2,485
Total Cleared MW 169,160 79,803 66,546 31,522 12,050 6,299 3,702 1,746 6,094 8,672 2,850

60% for CP Incremental Auction 95,097

Capacity by RPM Zone 2016/17 (MW) Total RTO RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C
DYN 10,735 9,109 1,160 600 466
AEP 7,923 7,923
FE 7,440 3,460 135 55 3,845
FE not cleared (Bruce Mansfield & other) 2,898 350 2,548
EXC 20,914 7,836 13,078 8,478 1900
EXC not cleared (Byron, QC, Oyster Ck) 4,306 3,681 0 625
NRG 15,981 6,033 4,178 972 4,683 1,087
AES 3,246 3,246 0

Incremental CP capacity pricing ($/MW-day) RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C
CP 2016/17 Incremental Auction Outcome (UBSe) 119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   
Incremetal pricing vs 2016/17 BRA

DYN 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       
AEP 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       
FE 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       
FE not cleared (Bruce Mansfield & other) 119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   
EXC 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       
EXC not cleared (Byron, QC, Oyster Ck) 119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   119.13$   
NRG 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       
AES 59.76$     -$        -$        -$        -$        -$        -$        -$        4.90$       4.90$       

Incremental CP revenues at 94.1% EFORd 
and 90% CP qualified($M) Total RTO RTO MAAC EMAAC SWMAAC PSEG

PS-
NORTH

DPL-
SOUTH PEPCO ATSI ATSI-C

DYN 169$           168$        -$        -$        -$        -$        -$        -$        -$        1$            -$        
AEP 146$           146$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
FE 70$             64$          -$        -$        -$        -$        -$        -$        -$        6$            -$        
FE not cleared (Bruce Mansfield & other) 107$           13$          -$        -$        -$        -$        -$        -$        -$        94$          -$        
EXC 145$           145$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
EXC not cleared (Byron, QC, Oyster Ck) 159$           136$        -$        23$          -$        -$        -$        -$        -$        -$        -$        
NRG 113$           111$        -$        -$        -$        -$        -$        -$        -$        2$            -$        
AES 60$             60$          -$        -$        -$        -$        -$        -$        -$        -$        -$        

Comparative Impact (EPS & EBITDA) Total RTO
UBSe 

2016 Est % Impact
DYN (EBITDA) 169$           1,187$     14%
AEP 0.19$          3.56$       5%
FE 0.27$          2.72$       10%
EXC 0.23$          2.38$       10%
NRG (EBITDA) 113$           2,953$     4%
AES 0.05$          1.27$       4%
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Figure 3: Pricing and Earnings Impact Projection for PJM 2017/18 CP Incremental Auction 

 
Source:  PJM Interconnection, UBS Estimates, FactSet 

2017/18 Auction Results ($/MW-day) Total RTO RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C COMED BGE PPL
RCP (Annual) $120.00 $120.00 $120.00 $120.00 $215.00 $215.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00

RCP (Extended Summer) $120.00 $120.00 $120.00 $120.00 $215.00 $215.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $53.98
RCP (Limited) $106.02 $106.02 $106.02 $106.02 $201.02 $201.02 $106.02 $106.02 $106.02 $106.02 $106.02 $106.02 $40.00

Cleared Generation MW 154,690 38,999 63,719 30,596 10,146 5,705 3,739 1,595 5,305 7,815 2,223 20,490 2,436 8,627
Cleared EE MW 1,339 0 369 79 228 18 3 1 104 142 36 583 124 36

Cleared DR MW (Annual) 1,489 0 814 165 80 56 24 9 46 111 28 52 34 461
Cleared DR MW (Extended Summer) 7,163 1,125 2,578 874 1,164 155 63 53 473 736 236 1,170 692 183

Cleared DR MW (Limited) 2,322 609 885 497 155 178 65 24 90 173 26 256 65 42
Total Cleared MW 167,004 40,601 68,364 32,211 11,773 6,111 3,893 1,682 6,018 8,977 2,549 22,551 3,351 9,349

70% for CP Incremental Auction 112,194

Capacity by RPM Zone 2017/18 (MW) Total RTO RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C COMED BGE PPL
DYN 10,735 7,900 1,160 600 466 1,209
AEP 7,923 7,923
FE 8,930 4,515 130 55 4,285
FE not cleared (Bruce Mansfield & other) 2,683 49 2,634
EXC 20,914 7,836 13,078 8,478 1900
EXC not cleared (Byron, QC, Oyster Ck) 4,306 3,681 0 625 0
NRG 15,981 1,727 4,178 972 4,683 1,087 4,306
AES 3,246 3,246 0

Incremental CP capacity pricing ($/MW-day) RTO MAAC EMAAC SWMAAC PSEG PS-NORTHDPL-SOUTH PEPCO ATSI ATSI-C COMED BGE PPL
CP 2017/18 Incremental Auction Outcome (UBSe) $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00 $120.00
Incremetal pricing vs 2017/18 BRA

DYN -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
AEP -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
FE -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
FE not cleared (Bruce Mansfield & other) 120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   
EXC -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
EXC not cleared (Byron, QC, Oyster Ck) 120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   120.00$   
NRG -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
AES -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        

Incremental CP revenues at 94.1% EFORd 
and 90% CP qualified($M) Total RTO RTO MAAC EMAAC SWMAAC PSEG

PS-
NORTH

DPL-
SOUTH PEPCO ATSI ATSI-C COMED BGE PPL

DYN -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
AEP -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
FE -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
FE not cleared (Bruce Mansfield & other) 100$           2$            -$        -$        -$        -$        -$        -$        -$        98$          -$        -$        -$        -$        
EXC -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
EXC not cleared (Byron, QC, Oyster Ck) 160$           137$        -$        23$          -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
NRG -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        
AES -$            -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        -$        

Comparative Impact (EPS & EBITDA) Total RTO
UBSe 

2017 Est % Impact
DYN (EBITDA) -$            1,222$     0%
AEP -$            3.64$       0%
FE (Includes Uncleared) 0.15$          2.23$       7%
EXC (Includes Uncleared) 0.12$          2.52$       5%
NRG -$            1.36$       0%
AES -$            1.40$       0%
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How do investors in our survey think about the 
premium? 
From 7/9/15 PJM Capacity Auction Survey: Transition Upside Surprise? 

PJM survey shows industry execs more bullish than investors for a 
change 

We conducted our latest annual PJM capacity auction survey directed at utility 
investors and industry participants separately. Given the inaugural implementation 
of FERC's recently approved Capacity Performance (CP) rules the upcoming auction 
outcome appears even more opaque than usual. In contrast to previous surveys 
industry participants were more optimistic on auction prospects than investors for 
the base auction for the 2018/19 period but most notably for the transition 
auctions for 2016/17 and 2017/18. 

Industry execs much more constructive on transition auctions than 
investors 

The majority of all participants believe clearing price will be in the range of $120-
$150/MW-day for CP transition, with investors biasing towards our range of $120-
129, while industry was firmly in the camp of $130-150/MW-day for 2016/17. In 
fact, industry participants firmly saw $150/MW-day or better as the most likely 
outcome for the 2017/18 transition auction. 

Figure 4:  Price Expectations from First Transition Auction 
– Investors 

 Figure 5: Price Expectations from First Transition Auction – 
Industry Participants 

 

 

 
Source:  UBS Survey  Source:  UBS Survey 

However much more aligned on the base auction around $160/MW-day 

As for the base Capacity Performance 2018/2019 auction to be held later this 
summer, investors and industry are more closely aligned. While industry executives 
are still more positively biased towards the $160-$180/MW-day range, investors 
appear more fickle around the $160/MW-day mark, also in-line with our 
expectations. 

Less confidence on regional separation, but PSEG tops the list 

The majority of respondents believe the Public Service zone will break out as 
opposed to our expectations for ComEd to separate. Given the provision of wider 
bidding latitude under the revised PJM CP rules, we see a greater potential for 
other regions to clear separately. We emphasize the need for cash-starved nuclear 
plants in ComEd could well push the region higher than adjacent zones 

The majority of all participants 
believe clearing price will be in 
the range of $120-$150/MW-day 
for CP transition, with investors 
biasing towards our range of 
$120-129, while industry was 
firmly in the camp of $130-
150/MW-day for 2016/17.  

In fact, industry participants 
firmly saw $150/MW-day or 
better as the most likely outcome 
for the 2017/18 transition auction. 

https://neo.ubs.com/shared/d1F6YVSdm0A5J1
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Only one region will be modelled out – RTO 
Among the critical factors in the incremental auction will be the limited granularity 
of results, without any ability for specific zones (LDAs) to break out at higher 
prices. Rather, the planning parameters will prove a simple aggregation across the 
entire footprint, with the procurement thresholds not necessarily proscribed by 
region. Implicitly this could well result in most of the units being from the RTO 
region as the 'clearing units'. Notably, it was precisely the coal and nuclear units in 
the wider RTO region that had the biggest compliance issues when it came to the 
polar vortex in any event.  

Looking at the total procurement 

We view at least $119/MW-day as a likely outcome for the first two incremental 
capacity auctions under PJM's Capacity Performance rules.  As illustrated in the 
tables above, satisfying the requirement to supply 95 GW (60% of demand from 
the 2016/17 BRA) compares to about 79,803 MW of RTO generation that cleared 
at $59.37 in the BRA and another 66,546 MW in MAAC that cleared at $119.13.  
These numbers include DR and EE.  

For the purpose of calculating comparative uplift in the tables below, we assume a 
94.1% forced outage rate (EFORd) and that 90% of existing generation will be 
able to qualify for CP.  

Figure 6: 2016/17 CP Supply (including DR and EE) vs Demand Curve 
Intersection at 60% Procurement Target 

 
Source:  PJM Interconnection, UBS Estimates 

To ensure maximum likelihood of clearing, units are likely to be bid in at the price 
they received in the BRA (plus some additional premium to compensate for 
possible performance penalties) since BRA revenues are not placed at risk when 
choosing to participate in the incremental CP auctions.  As illustrated in the next 
table, similar logic leads to at least $120/MW-day for the 2nd incremental auction 
based on a 112 GW requirement as set forth in the auction parameters (70% of 
demand from the 2017/18 BRA). 
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However as we note below, these 
lower quality assets that did not 
clear BRA may end up incurring 
significant CP performance 
penalties, thus giving back much 
of the incremental benefit. 
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Figure 7: 2017/18 CP Supply (including DR and EE) vs Demand Curve 
Intersection at 70% Procurement Target 

 
Source:  PJM Interconnection, UBS Estimates 

As demonstrated in the tables above, once the outcome of the CP auction is 
determined, the next step is to apply the incremental price to the cleared MW, for 
which we assume a 94.1% forced outage rate (EFORd) and that about 90% of the 
MWs that cleared the BRA will qualify for CP.  The units with the largest uplift are 
any units that did not clear the BRA (from EXC and FE primarily) and thus receive 
the full price (the increment is from zero).  However as we note below, these lower 
quality assets that did not clear BRA may end up incurring significant CP 
performance penalties, thus giving back much of the incremental benefit. 

Uncleared capacity: Quite unclear how levered to CP 

Some investors have focused on the ability for EXC and FE among others to clear 
their previously uncleared capacity in the transition auctions. While a potential, we 
emphasize these units likely didn't clear due to their relative cost structure and 
wider performance concerns that could well hamper their ability to continue to 
clear under the transition, which would have yet a higher threshold of 
performance than the initial auction. That said, portfolio bidding benefits could 
provide some comfort to commit these units, rather than increase payments 
against previously committed units.  The question remains whether those with the 
same uncleared capacity would opt to sell their units at the $120/MW-day higher 
price. Taken altogether, we suspect companies will opt to commit for now, 
providing upside for both EXC and FE – as well as limited benefits for other 
equities with some uncleared capacity (NRG?).  FE has explicitly said it intends to 
bid in its uncleared units, principally Mansfield in the upcoming transition auction. 

Breaking down the pricing uplift for generators 

We emphasize that a safe assumption remains a ~$60-70/MW-day uplift on RTO 
exposed generators for 2016/17 (near all ~64GW in that region), as well as ~20% 
of MAAC capacity uplift (accounting for the balance of capacity to be procured) at 
$5-10/MW-day uplift. We see little chance the overall clearing price will reflect 
much better than $10/MW-day given the less stringent penalties initially 
contemplated for transition period. In the best case scenarios, we see the risk 
premium as upwards of ~$20/MW-day above the MAAC clearing price, driving an 
outcome closer to ~$140/MW-day. This remains a relatively low probability event. 
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Unclear if EXC and FE will commit 
– could take the risk on some? 
 
 
FE has been clear it intends to bid 
in the uncleared units. 



 

 US Power & Utilities   23 July 2015 

 

 8 

We see ~$130/MW-day as a reasonable outcome for the auction reflecting a small 
premium on the higher reliability criteria for some MAAC and ComEd assets. 

Thinking through the risk criteria and price caps 

The critical question remains how much is the minimum that a generator would be 
willing to tolerate around accepting the more stringent penalty structures under 
CP. Price caps under the transition 2016/17 are equal to 50% of Net CONE (likely 
resulting in $165/MW-day from RTO region) and 60% for the subsequent year 
($211/MW-day for RTO region); if regional Net CONE prices apply, then 2016/17 
could see MAAC capped out at $138/MW-day, very close to the our expected 
range of $120-130/MW-day. In turn, the annual stop-loss penalties under 2016/17 
transition period would be 75% of Net CONE and 90% for the subsequent year; 
this is contrast to 1.5x Net CONE for the full CP procurement embedded in 
2018/19 auction onwards. Bottom line, lower risk equals lower potential upside. 

The retail marketing offset: many deals already inked? 

Lastly, full upside to EXC, NRG, and FE could well be mitigated by the negative 
impact of the CP procurement mandate on existing multi-year bundled and 
capacity-only arrangements. Bottom-line, existing energy commitments sold into 
state-procurements could mitigate some of the upside. Among the most important 
power procurement processes in NJ, the annual BGS auction, has committed to 
refund marketers for the added cost of passing through these higher costs. It 
remains unclear how many contracts signed in the sector already reflect the ability 
to pass through the impact of regulatory changes in bundled contracts for energy 
and capacity. 

What's the purpose of the transition auctions? 

FERC largely agreed with PJM's reasoning that the 5-year transition period was 
necessary in order to make the price impact palatable to consumers. We 
emphasize the most significant jump in pricing is not likely in the upcoming 
2018/19 auction this August, but rather, as CP moves towards 100% 
implementation for the 2020/2021 auction. While we expect further reforms prior 
to this final push upwards, we see an argument for a more meaningful pullback in 
Demand Response participation in the auction (expect a pullback even this year 
again too). 

 

 

 

 

 
    

Price caps on transition will also 
limit upside 

EXC and NRG may not get the full 
uplift given existing retail 
obligations 
 
Legacy OH auction obligations 
will smooth uplift as well 
 
Some regulatory pass-through 
will be allowed 
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Statement of Risk 

Risks for the electric utility sector include: fair and reasonable regulatory treatment 
with respect to capital spending recovery; fuel and purchased power procurement; 
and operating the generation, distribution, and transmission facilities safely and 
reliably, especially the nuclear facilities.  Public policy mandates such as 
environmental spend could affect the timing and regulatory recovery. The 
companies require access to the capital markets and changes in the regulatory 
compact, or other issues, could impact the ability to raise capital at fair rates. 
Credit rating agency actions can also affect electric utilities. State regulatory 
commissions are not bound by prior commission decisions and can alter existing 
regulatory agreements provided there is a reasonable basis for doing so. Some 
state commissions are elected, adding another element of risk. Weather, customer 
growth, and mix also play a key in determining the earnings and cash flow of an 
electric utility. 
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Southern Company (US$) 
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