
$OWHUQDWLYHV�WR�,PSOHPHQWLQJ�D�/RFDWLRQDO�0DUJLQDO�3ULFLQJ�0DUNHW�
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1RYHPEHU����������

���,QWURGXFWLRQ�

� :H� KDYH� VXSSRUWHG� WKH� ,62·V� SRVLWLRQ� RYHU� WKH� ODVW� WZR� \HDUV� WKDW� D� WUDQVLWLRQ� WR� D�PDUNHW�
GHVLJQ�WKDW�HPSOR\V�/RFDWLRQDO�0DUJLQDO�3ULFLQJ��/03��ZRXOG�HQKDQFH�WKH�HIILFLHQF\�DQG�UHOLDELOLW\�
RI�&DOLIRUQLD·V� HOHFWULFLW\� V\VWHP�� �+RZHYHU�� WKH� VHOOHU·V� FKRLFH� ORQJ�WHUP�FRQWUDFWV� VLJQHG�E\� WKH�
&DOLIRUQLD�'HSDUWPHQW� RI�:DWHU� 5HVRXUFHV� KDYH� WKH� SRWHQWLDO� WR� FUHDWH� D� VLJQLILFDQW� OLDELOLW\� IRU�
&DOLIRUQLD�FRQVXPHUV�XQGHU�/03��7KH�UHVROXWLRQ�RI�WKLV�VHOOHU·V�FKRLFH�LVVXH�DQG�WKH�GHYHORSPHQW�
RI�DQ�HIIHFWLYH�ORFDO�PDUNHW�SRZHU�PLWLJDWLRQ�PHFKDQLVP��DQ�LVVXH�ZH�ZLOO�DGGUHVV�LQ�PRUH�GHWDLO�LQ�
D� IXWXUH�RSLQLRQ��DUH� WKH� WZR�PDMRU�REVWDFOHV� WR� WKH� WUDQVLWLRQ� WR� DQ�/03�PDUNHW�� �7KH�VWDII�RI�
VHYHUDO�&DOLIRUQLD�OHJLVODWRUV�KDV�FRQVLVWHQWO\�HPSKDVL]HG�WKH�LPSRUWDQFH�RI�WKHVH�LVVXHV��ZH�VWURQJO\�
FRQFXU�WKDW�WKHVH�WZR�LVVXHV�PXVW�EH�VDWLVIDFWRULO\�UHVROYHG�EHIRUH�WUDQVLWLRQLQJ�WR�DQ�/03�PDUNHW�
GHVLJQ��*LYHQ�WKHVH�WZR�REVWDFOHV��WKHUH�LV�DQ�LQWHUHVW�DPRQJ�&DOLIRUQLD�SROLF\PDNHUV�LQ�GHYHORSLQJ�
DOWHUQDWLYHV�WR�D�/03�PDUNHW�GHVLJQ���:H�KDYH�EHHQ�DVNHG�WR�FRPPHQW�RQ�WKH�,62·V�7UDQVLWLRQDO�
$OWHUQDWLYH�3ULFLQJ�DQG�6HWWOHPHQW��7$3$6��SURSRVDO�DQG�VRPH�RI�WKH�UHVSRQVHV�WKDW�KDYH�DULVHQ�
WR�WKDW�SURSRVDO��

� ,Q�VXPPDU\��ZH�ZRXOG�VWURQJO\�SUHIHU�D�VXFFHVVIXO�WUDQVLWLRQ�WR�DQ�/03�PDUNHW�GHVLJQ��,Q�WKLV�
RSLQLRQ��ZH�FRQVLGHU� WKUHH�DOWHUQDWLYHV�WR�DQ�/03�PDUNHW�GHVLJQ�DQG�XOWLPDWHO\�FRQFOXGH�WKDW�ZH�
SUHIHU�WKHP�LQ�WKH�IROORZLQJ�RUGHU��

���� 7KH�FXUUHQW�PDUNHW�GHVLJQ�ZLWK�PRUH�UHOLDELOLW\�PXVW�UXQ��505��XQLWV�DQG�DQ�LPSURYHG�SUH�
GLVSDWFK�SURFHVV���

���� 7$3$6�ZLWKRXW�FRQVWUDLQHG�GRZQ�SD\PHQWV��DQG��

���� 7$3$6�ZLWK�FRQVWUDLQHG�GRZQ�SD\PHQWV���

� 7KH�7$3$6�SURSRVDO�ZRXOG�GHYHORS�DQG�LPSOHPHQW�DOPRVW�DOO�RI�WKH�IHDWXUHV�RI�WKH�SURSRVHG�
0DUNHW� 5HGHVLJQ� DQG� 7HFKQRORJ\� 8SJUDGH� �0578��� EXW� ZRXOG� QRW� LPSOHPHQW� QRGDO�SULFLQJ��
7UDQVPLVVLRQ�FRQJHVWLRQ�ZRXOG�EH�PDQDJHG�WKURXJK�D�ELG�EDVHG�V\VWHP��EXW�JHQHUDWRUV�DQG�ORDGV�
ZRXOG�QRW�QHFHVVDULO\�HDUQ� WKH�SULFHV� WKHLU�ELGV� LPSO\�� � ,Q�SDUWLFXODU�� WKH�7$3$6�SURSRVDO�ZRXOG�
UHFRJQL]H�WKH�H[LVWHQFH�RI�DOO�WUDQVPLVVLRQ�FRQVWUDLQWV�ZKHQ�DFFHSWLQJ�ELGV�IRU�HQHUJ\�DQG�DQFLOODU\�
VHUYLFHV��EXW�ZRXOG�SD\�]RQDO�SULFHV��ZLWK�XSOLIWV�WR�JHQHUDWRUV�ZKRVH�ELGV�H[FHHG�WKH�]RQDO�SULFH�
EXW� ZKRVH� RXWSXW� LV� UHTXLUHG� WR� UHOLHYH� FRQJHVWLRQ�� � 7KH� SURSRVDO�ZRXOG� QRW� SD\� JHQHUDWRUV� WR�
GHFUHDVH�WKHLU�RXWSXW�LI�WKH�QHWZRUN�FDQQRW�DFFRPPRGDWH�WKLV�HQHUJ\���$V�D�UHVXOW��WKH�SULFHV�WKDW�
JHQHUDWRUV�ZLOO� UHFHLYH�ZLOO� RIWHQ� EH� LQFRQVLVWHQW�ZLWK� WKHLU�ELGV��EHFDXVH� VRPH�ELGV� WKDW� DUH� OHVV�
WKDQ�WKH�SULFH�ZLOO�QRW�EH�WDNHQ��ZKLOH�RWKHUV�WKDW�DUH�JUHDWHU�WKDQ�WKH�SULFH�ZLOO�EH�DFFHSWHG���7KLV�
PLVPDWFK� EHWZHHQ� ELG� SULFHV� DQG� WKH� SULFHV� DFWXDOO\� SDLG� WR�PDUNHW� SDUWLFLSDQWV�ZRXOG� FHUWDLQO\�
SURYLGH� LQFHQWLYHV� WR� PLVUHSUHVHQW� FRVWV� WKURXJK� ELGV� WR� WKH� ,62� DQG� WR� YLRODWH� RSHUDWLQJ�
LQVWUXFWLRQV���7KH�SRWHQWLDO�IRU�GLVWRUWLQJ�GLVSDWFK�GHFLVLRQV�LV�VLJQLILFDQW��
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� 7KH�PRVW�FRPPRQ�VROXWLRQ�WR�WKLV�LQFHQWLYH�SUREOHP�LV�WR�SURYLGH�FRQVWUDLQHG�GRZQ�SD\PHQWV�
WR� JHQHUDWLRQ� WKDW� LV� IRUFHG� WR� FXUWDLO� LWV� RXWSXW� EHFDXVH� RI� QHWZRUN� FRQVWUDLQWV�� � +RZHYHU�� LI�
VXSSOLHUV�SRVVHVV� ORFDO�PDUNHW�SRZHU� WKHVH�SD\PHQWV�DOVR�JLYH� WKHP�DQ� LQFHQWLYH� WR�PLVUHSUHVHQW�
WKHLU� FRVWV� WKURXJK� H[WUHPHO\� ORZ� ELGV� WKDW� LQIODWH� WKHLU� FRQVWUDLQHG�GRZQ� SD\PHQWV�� � 7KLV� LV� D�
VHULRXV�FRQFHUQ�EHFDXVH�JHQHUDWLRQ�ULFK�DUHDV�WHQG�WR�EH�GRPLQDWHG�E\�RQH�RU�WZR�ILUPV���%HORZ��
ZH�GLVFXVV�DQ�DOWHUQDWLYH�WR�WKH�7$3$6�DQG�FRQVWUDLQHG�GRZQ�SD\PHQWV�DOWHUQDWLYHV��FRQWLQXDWLRQ�
RI� WKH� FXUUHQW�PDUNHW� GHVLJQ� EXW�ZLWK� UHOLDQFH� XSRQ� DQ� H[SDQVLRQ�RI� UHOLDELOLW\�PXVW�UXQ� �505��
FRQWUDFWV�� RU� HTXLYDOHQW� DUUDQJHPHQWV� EHWZHHQ� ORDG� VHUYLQJ� HQWLWLHV� �/6(V�� DQG� JHQHUDWLRQ��
5HJDUGOHVV� RI� WKH� PDUNHW� GHVLJQ� XOWLPDWHO\� FKRVHQ� IRU� &DOLIRUQLD� ,62�� PRUH� UHOLDEOH� UHDO�WLPH�
RSHUDWLRQV�UHTXLUHV�GHYHORSLQJ�WRROV�IRU�V\VWHP�RSHUDWRUV�WKDW�SURYLGH�IRU�H[SOLFLW�UHSUHVHQWDWLRQ�RI�
DOO�QHWZRUN�FRQVWUDLQWV��5HDO�WLPH�UHOLDELOLW\�ZRXOG�DOVR�EHQHILW�IURP�WKH�LPSRVLWLRQ�RI�FKDUJHV�RQ�
UHDO�WLPH�WUDQVDFWLRQV�WKDW�ZRXOG�GLVFRXUDJH�ERWK�ORDG�DQG�JHQHUDWLRQ�IURP�UHO\LQJ�XSRQ�WKH�UHDO�
WLPH�PDUNHW�� �$�PDUNHW� WKDW�GRHV�QRW�IXOO\�UHSUHVHQW�DOO�UHOHYDQW�QHWZRUN�RSHUDWLQJ�FRQVWUDLQWV� LQ�
WKH�UHDO�WLPH�SULFH�HDFK�JHQHUDWLRQ�XQLW�UHFHLYHV�PD\�UHTXLUH�WKHVH�FKDUJHV�WR�SURYLGH�LQFHQWLYHV�IRU�
VXSSOLHUV�WR�VFKHGXOH�DFFXUDWHO\�DQG�DGKHUH�WR�WKHLU�VFKHGXOHV��

� :H�KDYH�SUHYLRXVO\�VWDWHG�RXU�VWURQJ�VXSSRUW�IRU�WKH�XOWLPDWH�LPSOHPHQWDWLRQ�RI�/03�EHFDXVH�
RI� LWV� HFRQRPLF� HIILFLHQF\� DQG� UHOLDELOLW\� EHQHILWV��� � +RZHYHU�� LW� LV� LPSRUWDQW� WR� XQGHUVWDQG� WKDW�
GHVSLWH� WKH� GHVLUDEOH� FKDUDFWHULVWLFV� RI� /03�� LW� LV� SRVVLEOH� WR� RSHUDWH� D� UHDVRQDEO\� HIILFLHQW� DQG�
UHOLDEOH�HOHFWULFLW\�PDUNHW�ZLWKRXW�LW����6HYHUDO�YDULDWLRQV�RI�WKH�DOWHUQDWLYHV�WR�/03�GHVFULEHG�DERYH�
FDQ�EH�IRXQG�WRGD\�LQ�HOHFWULFLW\�PDUNHWV�DURXQG�WKH�ZRUOG���:KLOH�QRW�SHUIHFW��LQ�PRVW�SODFHV�WKH�
SHUIRUPDQFH�RI�WKHVH�DOWHUQDWLYHV�KDV�EHHQ�DW�OHDVW�VDWLVIDFWRU\����

� 7KH�UHPDLQGHU�RI�WKLV�RSLQLRQ�ILUVW�VXPPDUL]HV�OHVVRQV�IURP�WKH�86�DQG�RWKHU�FRXQWULHV�IRU�D�
VXFFHVVIXO�VSRW�PDUNHW�GHVLJQ��7KH�QH[W�VHFWLRQ�UHYLHZV�7$3$6��D�GHVLJQ�WKDW�DWWHPSWV�WR�LPSURYH�
WKH�SHUIRUPDQFH�RI�WKH�&DOLIRUQLD�PDUNHW�ZLWK�PLQLPDO�FKDQJHV�LQ�WKH�FXUUHQW�]RQDO�GHVLJQ���7KH�
WKLUG�VHFWLRQ�GHVFULEHV�DQ�DOWHUQDWLYH�PRGLILFDWLRQ�WR�WKH�FXUUHQW�GHVLJQ�WKDW�XVHV�WKH�OHVVRQV�IURP�
LQWHUQDWLRQDO� H[SHULHQFH� WR� SURYLGH� &DOLIRUQLD� ,62� V\VWHP� RSHUDWRUV� ZLWK� LQFUHDVHG� UHDO�WLPH�
ORFDWLRQDO�SULFLQJ�RSWLRQV� WR�RSHUDWH� WKH�V\VWHP�ZLWKLQ� WKH�FRQWH[W�RI� WKH�FXUUHQW�&DOLIRUQLD�,62�
IRUZDUG�PDUNHW��

����&RQJHVWLRQ�0DQDJHPHQW�DQG�,QFHQWLYHV�

� ,W�LV�LPSRUWDQW�WR�HPSKDVL]H�WKDW�]RQDO�PDUNHW�GHVLJQV�DUH�IDU�PRUH�FRPPRQ�WKDQ�/03�GHVLJQV�
LQWHUQDWLRQDOO\��$�PDMRU� OHVVRQ�IURP� LQWHUQDWLRQDO�H[SHULHQFH�ZLWK�HOHFWULFLW\�PDUNHW�GHVLJQ�LV�WKDW�
ORFDO�PDUNHW�SRZHU�SUREOHPV�DULVH�LQ�DOO�ZKROHVDOH�HOHFWULFLW\�PDUNHWV��UHJDUGOHVV�RI�WKH�FRQJHVWLRQ�
PDQDJHPHQW� PHFKDQLVP� XVHG�� � /RFDO� PDUNHW� SUREOHPV� DULVH� LQ� WKH� ZKROHVDOH� PDUNHW� UHJLPH�
EHFDXVH� WKH� H[LVWLQJ� WUDQVPLVVLRQ�QHWZRUN� LQ� YLUWXDOO\� DOO� SDUWV�RI� WKH�86� LV�YHU\�SRRUO\�VXLWHG� WR�
VXSSRUW� WKH� JHRJUDSKLF� H[WHQW�RI� FRPSHWLWLRQ� LQ� HOHFWULFLW\� VXSSO\� UHTXLUHG� WR�GLVFLSOLQH� WKH� VSRW�
PDUNHW�ELGGLQJ�EHKDYLRU�RI�DOO�PDUNHW�SDUWLFLSDQWV��JLYHQ�WKH�FRQFHQWUDWLRQ�RI�JHQHUDWLRQ�FDSDFLW\�
RZQHUVKLS�LQ�86�ZKROHVDOH�PDUNHWV��

� $EVHQW�ORFDO�PDUNHW�SRZHU�PLWLJDWLRQ�LQ�D�/03�PDUNHW��WKH�ELG�RI�WKH�XQLW�RU�XQLWV�ZLWK�ORFDO�
PDUNHW� SRZHU� ZRXOG� KDYH� WR� EH� DFFHSWHG�� � 7KLV� LPSOLHV� WKDW� WKH� /03� DW� WKHVH� ORFDWLRQV� LQ�
WUDQVPLVVLRQ�QHWZRUN�ZRXOG�EH� DW�RU� DERYH� WKH�ELGV�RI� WKHVH� ILUPV�� �$EVHQW� ORFDO�PDUNHW�SRZHU�
PLWLJDWLRQ�LQ�D�]RQDO�PDUNHW�GHVLJQ��WKH�VXSSOLHUV�ZLWK�ORFDO�PDUNHW�SRZHU�DUH��LQ�HVVHQFH��SDLG�DV�

                                                
1 Market Surveillance Committee of the California ISO, “Comments on Locational Marginal Pricing and the 
California ISO’s MD02 Proposals”, April 7, 2003, 
http://www.caiso.com/docs/2003/04/07/2003040713192323878.pdf.   
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ELG�IRU�WKH�QHFHVVDU\�HQHUJ\���:KLFK�PDUNHW�GHVLJQ�OHDGV�WR�KLJKHU�RYHUDOO�ZKROHVDOH�HQHUJ\�FRVWV�WR�
FRQVXPHUV� GHSHQGV� RQ� D� QXPEHU� RI� IDFWRUV�� EXW� WKHUH� DUH� WZR� LPSRUWDQW� SRLQWV� WR� HPSKDVL]H���
)LUVW�� WKHUH� DUH� FLUFXPVWDQFHV�ZKHQ� D� ]RQDO�PDUNHW�GHVLJQ�ZRXOG� OHDG� WR� ORZHU�ZKROHVDOH� HQHUJ\�
FRVWV�� DQG� WKHUH� DUH� RWKHU� FLUFXPVWDQFHV�ZKHQ� D� /03�PDUNHW� GHVLJQ�ZRXOG� OHDG� WR� ORZHU� FRVWV���
6HFRQG��EHFDXVH�WKH�JUHDWHVW�HIILFLHQF\�JDLQV�RI�FRPSHWLWLRQ�ZLOO�OLNHO\�RFFXU�LQ�WKH�IRUP�RI�EHWWHU�
LQYHVWPHQW�GHFLVLRQV��QR�ZKROHVDOH�PDUNHW�GHVLJQ� LV� OLNHO\� WR� OHDG� WR�VLJQLILFDQWO\� ORZHU�ZKROHVDOH�
HQHUJ\�FRVWV� LQ�WKH�QHDU�WHUP�WKDQ�WKH�FRVWV�WKDW�H[LVWHG�XQGHU�WKH�YHUWLFDOO\�LQWHJUDWHG�PRQRSRO\�
UHJLPH�ZLWKRXW�DQ�HIIHFWLYH�ORFDO�PDUNHW�SRZHU�PLWLJDWLRQ�PHFKDQLVP����*LYHQ�WKH�FRQILJXUDWLRQ�RI�
WKH�H[LVWLQJ�WUDQVPLVVLRQ�QHWZRUN�DQG�WKH�JHRJUDSKLF�GLVWULEXWLRQ�RI�JHQHUDWLRQ�FDSDFLW\�RZQHUVKLS�
LQ�86�ZKROHVDOH�PDUNHWV�� WKH� IUHTXHQF\� DQG�PDJQLWXGH�RI� ORFDO�PDUNHW�SRZHU� LPSOLHV� WKDW� LI� OHIW�
XQPLWLJDWHG��IDYRUDEO\�VLWXDWHG�VXSSOLHUV�FRXOG�HDUQ�HQRUPRXV�SURILWV�E\�H[SORLWLQJ�LW��

� +HQFH�� HIIHFWLYH� ORFDO� PDUNHW� SRZHU� PLWLJDWLRQ� �/030�� LV� D� QHFHVVDU\� FRPSRQHQW� RI� DQ\�
ZKROHVDOH� PDUNHW� GHVLJQ�� )RU� WKH� VDPH� /030� PHFKDQLVP� XQGHU� D� ]RQDO� YHUVXV� QRGDO� PDUNHW�
GHVLJQ�WKHUH�LV�DOVR�QR�JHQHUDO�FRQFOXVLRQ�DERXW�ZKLFK�PDUNHW�GHVLJQ�\LHOGV�ORZHU�DYHUDJH�GHOLYHUHG�
SULFHV�RI�HOHFWULFLW\��7KH�1HZ�=HDODQG�HOHFWULFLW\�PDUNHW�SURYLGHV�D�JUDSKLF�LOOXVWUDWLRQ�RI�WKLV�SRLQW���
1HZ�=HDODQG� LV� WKH�RQO\�/03�PDUNHW�FXUUHQWO\�RSHUDWLQJ�RXWVLGH�RI� WKH�86��'XULQJ� WKH�SHULRGV�
-XQH�WR�6HSWHPEHU�RI������DQG������LW�H[SHULHQFHG�KLJK�ZKROHVDOH�HOHFWULFLW\�SULFHV�IRU�PXFK�WKH�
VDPH�UHDVRQ�WKDW�&DOLIRUQLD�H[SHULHQFHG�YHU\�KLJK�SULFHV�GXULQJ�WKH�SHULRG�-XQH�WR�6HSWHPEHU������
�LQVXIILFLHQW� IRUZDUG� FRQWUDFW� FRYHUDJH� E\� D� QXPEHU� RI� /6(V� RI� WKHLU� REOLJDWLRQV� WR� ILQDO�
FRQVXPHUV��7KHVH� IDFWV� UDLVH� WKH�TXHVWLRQ�� �:KDW�DUH� WKH�EHQHILWV� IURP�DGRSWLQJ�DQ�/03�PDUNHW�
GHVLJQ"���

� $Q� /03�PDUNHW� GHVLJQ� SURYLGHV� WKH� V\VWHP� RSHUDWRU� ZLWK�PDQ\�PRUH� WRROV� WR� RSHUDWH� WKH�
V\VWHP� LQ� UHDO� WLPH�� �8QGHU�DQ�/03�GHVLJQ�� WKH�V\VWHP�RSHUDWRU�KDV� WKH�DELOLW\� WR�VHW�D�GLIIHUHQW�
SULFH�IRU�HOHFWULFLW\�DW�HDFK�ORFDWLRQ�LQ�WKH�WUDQVPLVVLRQ�QHWZRUN���,Q�FRQWUDVW��XQGHU�D�]RQDO�PDUNHW�
GHVLJQ�� WKH� V\VWHP� RSHUDWRU� FDQ� RQO\� VHW� D� VLQJOH� SULFH� IRU� WKH� HQWLUH� ]RQH�� � 7KLV� IOH[LELOLW\� LV�
SDUWLFXODUO\�YDOXDEOH�ZKHQ�WKH�V\VWHP�RSHUDWRU�QHHGV�WR�KDYH�FHUWDLQ�JHQHUDWLRQ�XQLWV�LQFUHDVH�WKHLU�
RXWSXW�DQG�RWKHUV�GHFUHDVH�WKHLU�RXWSXW�ZLWKLQ�LQ�WKH�VDPH�WLPH�LQWHUYDO�� ��7KLV�FDQ�EH�VHDPOHVVO\�
KDQGOHG� LQ� WKH� /03�PDUNHW� E\� UHGXFLQJ� WKH� QRGDO�SULFHV� IRU� WKH�XQLWV� WKDW� WKH� V\VWHP�RSHUDWRU�
QHHGV�WR�UHGXFH�WKHLU�RXWSXW�DQG�LQFUHDVLQJ�WKH�QRGDO�SULFHV�IRU�XQLWV�WKDW�V\VWHP�RSHUDWRU�QHHGV�WR�
LQFUHDVH� WKHLU� RXWSXW�� �+RZ�PXFK� WKH� V\VWHP�RSHUDWRU�PXVW� UHGXFH� RU� LQFUHDVH� D� QRGDO� SULFH� LV�
GHWHUPLQHG�IURP�WKH�ELG�FXUYHV�VXEPLWWHG�E\�HDFK�JHQHUDWLRQ�XQLW����

� ,Q� FRQWUDVW�� XQGHU� D�]RQDO�PDUNHW�GHVLJQ�� WKH�V\VWHP�RSHUDWRU�PXVW� UHVRUW� WR�RWKHU�PHDQV� WR�
PRYH� JHQHUDWLRQ� XQLWV� LQ� WKH� VDPH� FRQJHVWLRQ� ]RQH� LQ� GLIIHUHQW�GLUHFWLRQV�ZLWKLQ� WKH� VDPH� WLPH�
LQWHUYDO���7KLV�FDQ�EH�DFFRPSOLVKHG�LQ�D�QXPEHU�RI�ZD\V���)RU�H[DPSOH��DOO�PDUNHW�SDUWLFLSDQWV�FRXOG�
UHFHLYH� WKH� ]RQDO� SULFH� IRU� DOO� RI� WKHLU� RXWSXW� LQ� WKH� KRXU� LI� WKH\� REH\� WKH� GLVSDWFK� LQVWUXFWLRQV�
LVVXHG�E\�WKH�V\VWHP�RSHUDWRU�ZLWKLQ�WKDW�KRXU��7R�SURYLGH�DGGLWLRQDO� LQFHQWLYHV�WR�REH\�GLVSDWFK�
LQVWUXFWLRQV��PDUNHW�SDUWLFLSDQWV� WKDW�DUH�RXW�RI�PHULW�ZLWKLQ� WKH�]RQH�DOVR�FRXOG�UHFHLYH�DQ�XSOLIW�
SD\PHQW���)RU�H[DPSOH��LI�DOO�EXW�RQH�RU�WZR�XQLWV�LQ�D�]RQH�DUH�LQFUHDVLQJ�WKHLU�RXWSXW�ZLWKLQ�WKH�
KRXU�� WKH� WZR� UHPDLQLQJ� XQLWV� FRXOG� EH� SDLG� DQ� DGPLQLVWUDWLYHO\� GHWHUPLQHG� XSOLIW� SD\PHQW� WR�
FRPSHQVDWH�IRU�UHGXFLQJ�WKHLU�RXWSXW�WR�PDLQWDLQ�V\VWHP�UHOLDELOLW\�� �,I�FRQJHVWLRQ�LV�VHYHUH��WKHUH�
DUH� ERWK� VKRUW� UXQ� DQG� ORQJ� UXQ� LQFHQWLYH� SUREOHPV� ZLWK� WKLV� V\VWHP�� � � ,Q� WKH� VKRUW�UXQ�� ORFDO�
PDUNHW�SRZHU�FRXOG� OHDG� WR� WKH�´GHFµ�JDPH�DQG� LQHIILFLHQW�FRPPLWPHQW�GD\�DKHDG��� �,Q�WKH�ORQJ�

                                                
2We have discussed this issue in a previous opinion (Market Surveillance Committee of the California ISO, 
“Managing Congestion Costs in the Miguel-Imperial Valley Region”, January 13, 2004, 
www.caiso.com/docs/2004/01/14/2004011413564022018.pdf ) 
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UXQ��LQFHQWLYHV�IRU�DSSURSULDWH�VLWLQJ�RI�QHZ�JHQHUDWLRQ�DQG�HQHUJ\�LQWHQVLYH�LQGXVWU\�DUH�GLVWRUWHG���
2Q� WKH� RWKHU� KDQG�� LI� FRQJHVWLRQ� LV� VSRUDGLF�� WKHQ� VXFK� GLVWRUWLRQV� DUH� OHVV� RI� D� SUREOHP�� DV�
H[SHULHQFH� LQ� WKH� (QJODQG� DQG� :DOHV� PDUNHW� DQG� D� QXPEHU� RI� RWKHU� ]RQDO� PDUNHWV� KDYH�
GHPRQVWUDWHG��

� ,I� WKH�ZKROHVDOH�PDUNHW�KDV�DQ�HIIHFWLYH�/030�PHFKDQLVP�� WKH�DGGLWLRQDO�IOH[LELOLW\�DIIRUGHG�
WKH�V\VWHP�RSHUDWRU�XQGHU�DQ�/03�PDUNHW�DOORZV�YLUWXDOO\�DQ\�WUDQVPLVVLRQ�QHWZRUN�FRQILJXUDWLRQ�
WR�EH�UHOLDEO\�RSHUDWHG���7KH�V\VWHP�RSHUDWRU�RQO\�QHHGV�WR�YDU\�WKH�SULFHV�DW�HDFK�ORFDWLRQ�LQ�WKH�
QHWZRUN�WR�HQVXUH�WKDW�DOO�WKH�JHQHUDWLRQ�XQLWV�LQ�WKH�V\VWHP�DUH�RSHUDWHG�DW�WKH�OHYHOV�QHFHVVDU\�IRU�
GHPDQG� WR� HTXDO� VXSSO\� DW� DOO� ORFDWLRQV� LQ� WKH�QHWZRUN�� �7KH�UHGXFHG� ORFDWLRQDO�SULFLQJ� IOH[LELOLW\�
DYDLODEOH� WR� WKH� V\VWHP� RSHUDWRU� XQGHU� D� ]RQDO� PDUNHW� GHVLJQ� OLPLWV� WKH� UDQJH� RI� WUDQVPLVVLRQ�
QHWZRUN�FRQILJXUDWLRQV�WKDW�FDQ�EH�UHOLDEO\�RSHUDWHG�ZLWKRXW�DGGLWLRQDO�UHJXODWRU\�EDFNVWRSV�HLWKHU�
LQ� WKH� IRUP�RI� DGGLWLRQDO� WUDQVPLVVLRQ� FDSDFLW\� LQWR� WKH� ]RQH�RU� � � UHOLDELOLW\�PXVW�UXQ�JHQHUDWLRQ�
XQLWV�ZLWKLQ�WKH�FRQJHVWLRQ�]RQH���$WWHPSWLQJ�WR�UXQ�D�]RQDO�PDUNHW�GHVLJQ�ZLWKRXW�WKHVH�DGGLWLRQDO�
UHJXODWRU\�VDIHJXDUGV�FDQ�LQIODWH�FRQVXPHU�FRVWV�DQG�GHJUDGH�V\VWHP�UHOLDELOLW\��

� ,W�LV�LPSRUWDQW�WR�HPSKDVL]H�WKDW�QHLWKHU�D�QRGDO�QRU�]RQDO�PDUNHW�GHVLJQ�HOLPLQDWHV�WKH�QHHG�WR�
UXQ�H[SHQVLYH�JHQHUDWLRQ�XQLWV�IRU�ORFDO�RU�V\VWHP�ZLGH�UHOLDELOLW\�UHDVRQV���7KH�FRQILJXUDWLRQ�RI�WKH�
WUDQVPLVVLRQ�QHWZRUN�DQG�JHRJUDSKLF�ORFDWLRQ�RI�DYDLODEOH�JHQHUDWLRQ�XQLWV�DQG�ORDGV�DUH�LPSRUWDQW�
LQSXWV�LQWR�WKLV�GHFLVLRQ��$Q�/03�GHVLJQ�H[SOLFLWO\�PLQLPL]HV�WKH�DV�ELG�GLVSDWFK�FRVWV�RI�PHHWLQJ�
DOO� ORFDWLRQDO� HQHUJ\� QHHGV�� DQG� SULFH� HTXDOV� WKH� PDUJLQDO� DV�ELG� FRVW� RI� PHHWLQJ� ORDG� LQ� HDFK�
ORFDWLRQ��%\�FRQWUDVW��]RQDO�GHVLJQV�W\SLFDOO\�SD\�RXW�RI�PHULW�VXSSOLHUV��ZLWKLQ�WKH�FRQJHVWLRQ�]RQH��
DV�ELG�IRU�GHFUHPHQWDO�DQG�LQFUHPHQWDO�HQHUJ\���7KHUH�DUH�FLUFXPVWDQFHV�ZKHQ�WKH�/03�DSSURDFK�
ZLOO�OHDG�WR�ORZHU�DYHUDJH�SULFHV�WR�FRQVXPHUV�DQG�FLUFXPVWDQFHV�ZKHQ�WKH�]RQDO�PDUNHW�DSSURDFK�
ZLOO�OHDG�WR�ORZHU�DYHUDJH�SULFHV����$�PDMRU�DGYDQWDJH�RI�WKH�/03�GHVLJQ�LV�VWLOO�WKH�IOH[LELOLW\�WKDW�LW�
DIIRUGV� V\VWHP�RSHUDWRUV� LQ�SURYLGLQJ� ORFDWLRQ�VSHFLILF�SULFH� VLJQDOV� WR� JHQHUDWLRQ�XQLW�RZQHUV� WR�
SURYLGH�WKH�QHFHVVDU\�HQHUJ\�DW�HDFK�ORFDWLRQ�LQ�WKH�QHWZRUN�WR�PHHW�WKH�JHRJUDSKLF�GLVWULEXWLRQ�RI�
ORDG� WKURXJKRXW� WKH� WUDQVPLVVLRQ� QHWZRUN�� � 7KHUH� DUH� RWKHU� RSHUDWLRQDO� DGYDQWDJHV� RI� DQ� /03�
PDUNHW�GHVFULEHG�LQ�RXU�SUHYLRXV�RSLQLRQ�FLWHG�LQ�IRRWQRWH����

����7KH�7$3$6�SURSRVDO�

7KH�,62�7$3$6�SURSRVDO�ZRXOG�LPSOHPHQW�YLUWXDOO\�DOO�RI�WKH�RSHUDWLQJ�V\VWHPV�DQG�SURWRFROV�
RI�WKH�0578�SDFNDJH��ZKLOH�PRGLI\LQJ�VRPH�RI�LWV�SULFLQJ�IHDWXUHV���7KH�GD\�DKHDG�PDUNHW�ZRXOG�
LQFRUSRUDWH�D�VHFXULW\�FRQVWUDLQHG�XQLW�FRPPLWPHQW� �6&8&��SURFHVV�DQG�D� IXOO�QHWZRUN�PRGHO� LQ�
VHWWLQJ�GLVSDWFK�TXDQWLWLHV�� �8QOLNH�0578��WKH�SURSRVDO�ZRXOG�QRW�SD\�QRGDO�SULFHV�WR�JHQHUDWLRQ�
WR� WKH� H[WHQW� WKRVH� SULFHV� GLIIHU� DW� QRGHV� ZLWKLQ� WKUHH� FXUUHQW� FRQJHVWLRQ� ]RQHV�� � ,QVWHDG��
JHQHUDWLRQ�WKDW�LV�QHHGHG�EXW�ELG�LQ�DW�SULFHV�DERYH�WKH�]RQDO�SULFH�ZLOO�EH�SDLG�DV�ELG�FRQVWUDLQHG�
XS�SULFHV��&83V�����

2QH�RI�WKH�PRVW�FRQWURYHUVLDO�DVSHFWV�RI�WKH�,62·V�7$3$6�SURSRVDO� LV�WKDW� LW�GRHV�QRW�PDNH�
FRQVWUDLQHG�GRZQ�SD\PHQWV��&'3V��WR�JHQHUDWLRQ�XQLWV�WKDW�PXVW�KDYH�WKHLU�VFKHGXOHV�UHGXFHG�GXH�
WR� LQWUD�]RQDO�FRQJHVWLRQV�� �$V�WKH�UHSRUW�E\�&KDUOHV�5LYHUV�$VVRFLDWHV�SRLQWV�RXW��WKLV�SUDFWLFH�LV�
QRW� LQFHQWLYH� FRPSDWLEOH�� � 7KLV� PHDQV� WKDW� VRPH� JHQHUDWRUV� ZLOO� KDYH� DQ� LQFHQWLYH� WR� XQGHU�
UHSUHVHQW�WKHLU�FRVWV�WR�WKH�,62�LQ�WKHLU�ELGV��RU�WR�GHYLDWH�IURP�GLVSDWFK�LQVWUXFWLRQV���7KH�7$3$6�
SURSRVDO� DWWHPSWV� WR� DGGUHVV� WKH� ODWWHU� LVVXH�E\� DSSURSULDWHO\� VDQFWLRQLQJ� JHQHUDWRUV� WKDW�GHYLDWH�
IURP�GLVSDWFK�LQVWUXFWLRQV�ZLWK�XQLQVWUXFWHG�GHYLDWLRQ�SHQDOWLHV���
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,Q�SDUWLFXODU��JHQHUDWRUV�ZLWK�FRVWV�VXIILFLHQWO\�EHORZ�WKH�]RQDO�SULFH�ZLOO�ZDQW�WR�EH�LQ�WKH�GD\�
DKHDG� VFKHGXOH� WR� HDUQ� WKLV�SULFH� �RU� LWV� HTXLYDOHQW� YDOXH� WKURXJK� D�ELODWHUDO� WUDGH��� �+RZHYHU�� LQ�
JHQHUDWLRQ�SRFNHWV��ZKHUH�QRGDO�SULFHV�ZRXOG�EH�ORZ�XQGHU�/03���QRW�DOO�WKH�VXSSOLHUV�WKDW�ZRXOG�
OLNH�WKHLU�JHQHUDWLRQ�XQLWV�WR�EH�GLVSDWFKHG�DW�WKH�]RQDO�SULFH�ZLOO�DEOH�WR�EH�GR�VR���6RPH�ZLOO�KDYH�
WR�EH�FRQVWUDLQHG�GRZQ��%XW�QRQH�ZLOO�ZDQW�WR�EH��DV�WKHUH�LV�QR�FRPSHQVDWLRQ�IRU�LW���7KH�UHVXOW�
ZLOO� OLNHO\�EH� D� ¶UDFH� WR� WKH�ERWWRP·�RI� ORZ�HQHUJ\�ELGV� IURP�JHQHUDWRUV� LQ� FRQVWUDLQHG�RII�DUHDV���
,QVWHDG�RI�WKH�LGHDO��LQ�ZKLFK�WKH�,62�ZRXOG�UHOLHYH�FRQJHVWLRQ�LQ�D�OHDVW�FRVW�PDQQHU�E\�FDOOLQJ�RQ�
WKH�PRVW� HIILFLHQW�PL[� RI� JHQHUDWLRQ�� WKH� ,62� FRXOG� LQVWHDG� EH� IRUFHG� WR� DVVLJQ� LWV� FXUWDLOPHQWV�
DPRQJVW� D� JURXS� RI� JHQHUDWLRQ� XQLWV� WKDW� ELG� ]HUR� �RU� QHJDWLYH� HQHUJ\� ELGV��� � 8QGHU� WKHVH�
FLUFXPVWDQFHV��DQ�DGPLQLVWUDWLYH�UDWKHU�WKDQ�PDUNHW�SURFHVV�ZRXOG�EH�QHHGHG�WR�GHWHUPLQH�ZKLFK�
JHQHUDWLRQ� XQLWV� ZRXOG� EH� GLVSDWFKHG� DQG� SDLG� WKH� ]RQDO� SULFH�� DQG� ZKLFK� XQLWV� ZRXOG� EH�
FRQVWUDLQHG�RII��

$JDLQVW�WKLV�XQDSSHDOLQJ�SLFWXUH��KRZHYHU��RQH�PXVW�ZHLJK�WKH�IDFW�WKDW�LQ�UHDOLW\�QR�HOHFWULFLW\�
PDUNHW� KDV� IXOO\� LQFHQWLYH� FRPSDWLEOH� WUDQVPLVVLRQ� SULFLQJ�� � 8QGHU� DQ� LQFHQWLYH� FRPSDWLEOH�
PHFKDQLVP��RU�PDUNHW�GHVLJQ���JHQHUDWRUV�ILQG�LW�PRVW�SURILWDEOH�WR�UHYHDO��RU�ELG��WKHLU�WUXH�FRVWV�
WR�WKH�,62�UDWKHU�WKDQ�WR�PLVUHSUHVHQW�WKHLU�FRVWV���$VSHFWV�RI�D�PDUNHW�GHVLJQ�FDQ�FUHDWH�LQFHQWLYH�
LQFRPSDWLELOLW\�� DV� GRHV� WKH� SUHVHQFH� RI� PDUNHW� SRZHU�� � $� VXSSOLHU� ZLWK� PDUNHW� SRZHU� KDV� D�
XQLODWHUDO�LQFHQWLYH�WR�ELG�KLJKHU�WKDQ�LWV�PLQLPXP�LQFUHPHQW�FRVW�FXUYH���%\�GRLQJ�VR��WKH�VXSSOLHU�
UDLVHV�WKH�SULFH�LW�UHFHLYHV�E\�PRUH�WKDQ�HQRXJK�WR�FRPSHQVDWH�IRU�WKH�UHGXFWLRQ�LQ�HOHFWULFLW\�VROG�
DV�D�UHVXOW�RI�WKLV�KLJKHU�ELG�FXUYH��7KHUHIRUH��ZKHQ�D�VXSSOLHU�SRVVHVVHV�PDUNHW�SRZHU��DQ�LQFHQWLYH�
FRPSDWLEOH�FRPSHQVDWLRQ�PHFKDQLVP�ZRXOG�KDYH�WR�´EX\�RXWµ�WKH�PDUNHW�SRZHU�RI�WKH�VXSSOLHU�LQ�
D�ZD\� WKDW�PDNHV� LW�PRVW�SURILWDEOH� IRU� WKH� VXSSOLHU� WR�ELG� WKHLU� WUXH�PLQLPXP� LQFUHPHQWDO� FRVW�
FXUYH�� �$Q� LQFHQWLYH�FRPSDWLEOH�SD\PHQW�PHFKDQLVP� LPSOLHV� WKDW��FRQGLWLRQDO�RQ�ELGGLQJ�LWV�WUXH�
PLQLPXP� LQFUHPHQWDO� FRVW� FXUYH�� D� VXSSOLHU�ZRXOG� UHFHLYH� SURILWV� WKDW� DUH� DV� OHDVW� DV� JUHDW� DV� LW�
FRXOG� UHFHLYH� IURP� H[HUFLVLQJ� DOO� DYDLODEOH� XQLODWHUDO� PDUNHW� SRZHU� JLYHQ� WKH� SURFHGXUH� XVHG� WR�
GHWHUPLQH� WKH� FRPSHQVDWLRQ� SDLG� WR� WKH� VXSSOLHU�� � 6XFK� DQ� LQFHQWLYH� FRPSDWLEOH� SD\PHQW�
PHFKDQLVP�LV�OLNHO\�WR�EH�H[WUHPHO\�H[SHQVLYH���

,W� LV� LPSRUWDQW� WR� HPSKDVL]H� WKDW�/03� LV�QRW� LQFHQWLYH�FRPSDWLEOH�ZKHQ� LQGLYLGXDO� ILUPV�DUH�
DEOH� WR� LQIOXHQFH� WKH� SULFH� DW� D� JLYHQ� QRGH�� �(YHQ� LI� ILUPV� GR� QRW� KDYH� VXEVWDQWLDO� V\VWHP�ZLGH�
PDUNHW�SRZHU��LW�PD\�EH�SURILWDEOH�IRU�WKHP�WR�PLVUHSUHVHQW�WKHLU�FRVWV�LQ�RUGHU�WR�FDSWXUH�VRPH�RI�
WKH�FRQJHVWLRQ�UHQWV�WKDW�ZRXOG�RWKHUZLVH�DFFUXH�WR�WKH�,62�RU�WUDQVPLVVLRQ�ULJKWV�KROGHUV���8QGHU�
D� ]RQDO�SULFLQJ� VFKHPH� ZLWK� &'3V�� JHQHUDWRUV� KDYH� DQ� LQFHQWLYH� WR� ELG� D� ORZ� SULFH� WR� FROOHFW� D�
ODUJHU�&'3� LI� WKH\�FDQ�JHW�DZD\�ZLWK�LW��LQ�WKH�VHQVH�WKDW�QR�RWKHU�JHQHUDWRU�RYHU�ELGV�WKHP�DQG�
HDUQV� WKH�&'3� LQVWHDG��� � ,Q� D�ZKROHVDOH� HOHFWULFLW\�PDUNHW�ZLWK� DQ\� ORFDO�PDUNHW�SRZHU�� D�SXUHO\�
LQFHQWLYH� FRPSDWLEOH�PHFKDQLVP�ZRXOG� KDYH� WR� FRPSHQVDWH� WKH� JHQHUDWRU� IXOO\� IRU� LWV� ORFDWLRQDO�
UHQWV��HIIHFWLYHO\�EX\LQJ�RXW�WKHLU�PDUNHW�SRZHU���3ROLF\�PDNHUV�ULJKWO\�FRQVLGHU�WKLV�DSSURDFK�WR�EH�
WRR�FRVWO\�DQG�LQVWHDG�UHJXODWH�D�ILUP·V�DELOLW\�WR�H[WUDFW�WKHVH�UHQWV�WKURXJK�YDULRXV�IRUPV�RI�ORFDO�
PDUNHW�SRZHU�PLWLJDWLRQ��/030���

:KHWKHU�]RQDO�SULFLQJ�ZLWK�&'3V�RU�]RQDO�SULFLQJ�ZLWKRXW�&'3V�OHDGV�WR�IHZHU�GLVWRUWLRQV�LQ�
WKH� GLVSDWFK� GHSHQGV� XSRQ� WKH� H[WHQW� RI� PDUNHW� SRZHU� LQ� WKH� QRGHV� WKDW� DUH� OLNHO\� WR� EH�
FRQVWUDLQHG�RII��7KXV�WKH�SD\PHQW�RI�&'3V�EHFRPHV�UHODWLYHO\�PRUH�DWWUDFWLYH�ZKHQ�WKH�QRGHV�DW�
ZKLFK� WKH\� PLJKW� EH� DSSOLHG� DUH� OHVV� OLNHO\� WR� VXIIHU� IURP� ORFDO� PDUNHW� SRZHU�� � 7KH� LQFHQWLYH�

                                                
3 An actual example of the very high cost of buying truthful revelation is contained in B.F. Hobbs, M.H. Rothkopf, 
L.C. Hyde, and R.P. O'Neill, “Evaluation of A Truthful Revelation Auction in the Context of Energy Markets with 
Nonconcave Benefits,” Journal of Regulatory Economics, 18, 5-32, July 2000. 
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FRPSDWLELOLW\� DGYDQWDJHV� RI� SD\LQJ� &'3V� DUH� JUHDWO\� UHGXFHG�� LI� QRW� HOLPLQDWHG�� ZKHQ� WKH�
FRQVWUDLQHG�RII�QRGHV�IHDWXUH�FRQFHQWUDWHG�RZQHUVKLS�RI�JHQHUDWLRQ����6LQFH�JHQHUDWLRQ�SRFNHWV�LQ�
&DOLIRUQLD� XVXDOO\� FRQWDLQ� ODUJH� WKHUPDO� JHQHUDWRUV� RZQHG� E\� D� VPDOO� QXPEHU� RI� VXSSOLHUV��
FRQFHQWUDWLRQ�LQ�VXFK�ORFDWLRQV�LV�WKH�UXOH�UDWKHU�WKDQ�WKH�H[FHSWLRQ��ZKLFK�DUJXHV�DJDLQVW�WKH�,62�
SD\LQJ�&'3V��

,W�VKRXOG�DOVR�EH�QRWHG�WKDW�ZKHWKHU�RU�QRW�&'3V�DUH�SDLG�LQ�D�]RQDO�V\VWHP��WKH�,62�ZLOO�QRW�
UHO\�FRPSOHWHO\�XSRQ�WKH�WUXWKIXO�ELGGLQJ�RI�JHQHUDWRU�FRVWV�IRU�LWV�UHGLVSDWFK�GHFLVLRQV���7KHUH�ZLOO�
FRQWLQXH� WR� EH� VRPH� IRUP� RI� ELGGLQJ� UHVWUDLQWV� RQ� GHF� ELGV�� VXFK� DV� WKRVH� FXUUHQWO\� DSSOLHG� LQ�
&DOLIRUQLD�� � 6LPLODUO\�� UHGLVSDWFK�XQGHU�7$3$6�FRXOG�DOVR�XWLOL]H� UHIHUHQFH�SULFHV�� UDWKHU� WKDQ�GHF�
ELGV�� WR� UDWLRQ�ZKR�JHWV� OHIW� LQ� WKH�PDUNHW� DQG� WR�GHFLGH�ZKR�JHWV� FXUWDLOHG�� �:H� DJUHH�ZLWK� WKH�
&KDUOHV� 5LYHU� $VVRFLDWHV� UHSRUW� WKDW� UHVRUWLQJ� WR� VXFK� PHDVXUHV� LV� D� SRRU� VXEVWLWXWH� IRU� WUXH�
LQFHQWLYH�FRPSDWLELOLW\�� �+RZHYHU�JLYHQ� WKH�NQRZQ� ORFDO�PDUNHW�SRZHU�SUREOHPV� LQ�D�QXPEHU�RI�
ORFDO� DUHDV� LQ� WKH� ,62� FRQWURO� DUHD� VXFK� DV� WKH�0LJXHO� LQWHUIDFH�� WKHVH�PHDVXUHV� VHHP� LQHYLWDEOH�
XQGHU�HLWKHU�DSSURDFK���7KH�QHHG�IRU�/030�PHDVXUHV�WKDW�VHW�UHIHUHQFH�SULFHV�IRU�JHQHUDWLRQ�XQLWV�
PD\� EH� PRUH� ZLGHVSUHDG� LI� &'3V� DUH� QRW� SDLG�� DV� WKH\� ZRXOG� QHHG� WR� EH� DSSOLHG� HYHQ� WR�
FRPSHWLWLYH�FRQVWUDLQHG�RXW�ORFDWLRQV��²�LI�DQ\�H[LVW���

:KLOH� WKH�SD\PHQW�RI�&'3V�� DEVHQW� VXEVWDQWLDO� ORFDO�PDUNHW�SRZHU��ZRXOG�SUREDEO\� LQFUHDVH�
WKH� HIILFLHQF\� RI� WKH� GLVSDWFK�� VXFK� SD\PHQWV� ZRXOG� DOVR� FRQVWLWXWH� D� ODUJH� WUDQVIHU� �RU� PRUH�
DFFXUDWHO\��D�FRQWLQXDWLRQ�RI�D�ODUJH�WUDQVIHU��WR�JHQHUDWRUV�ORFDWHG�LQ�FRQVWUDLQHG�GRZQ�DUHDV���7KLV�
WUDQVIHU�ZRXOG�PRVWO\�FRPH�IURP�WKH�ORDGV�UHVSRQVLEOH�IRU�SD\LQJ�XSOLIW�FKDUJHV�WKDW�ZRXOG�FRYHU�
WKRVH� SD\PHQWV�� �:H� QRWH� WKDW� WKH� UHFHQW� FRVW� RI�&'3V� LQ� WKH�&$,62�� VSHFLILFDOO\� WKH� FRVW� RI�
GHFUHPHQWDO� HQHUJ\�� KDV� EHHQ� DYHUDJLQJ� RQ� WKH� RUGHU� RI� WHQV� RI�PLOOLRQV� RI� GROODUV� SHU�PRQWK���
)XUWKHUPRUH��XSOLIW�FKDUJHV�WR�ORDGV�WR�SD\�WKHVH�&'3V�FDQ�DOVR�GLVWRUW�UHWDLO�PDUNHW�HIILFLHQF\�E\�
H[DFHUEDWLQJ� WKH� GLIIHUHQFH� EHWZHHQ� WKH� SULFHV� FRQVXPHUV� SD\� DQG� WKH� DFWXDO� PDUJLQDO� FRVW� RI�
VXSSO\LQJ�HOHFWULFLW\�DW�WKH�ORFDWLRQ�ZKHUH�D�UHWDLOHU�ZLWKGUDZV�HQHUJ\�IURP�WKH�QHWZRUN��)RU�WKHVH�
UHDVRQV��HYHQ�ZLWK�D�ORFDO�PDUNHW�SRZHU�PLWLJDWLRQ�PHFKDQLVP�LQ�SODFH��ZH�SUHIHU�7$3$6�ZLWKRXW�
&'3V��

,Q� VKRUW�� WKH� UHODWLYH� PHULWV� RI� SD\LQJ� &'3V� ERLOV� GRZQ� WR� WKH� HPSLULFDO� TXHVWLRQ� RI� KRZ�
FRPSHWLWLYH� DUH� WKH� FRQVWUDLQHG�RII� QRGHV� ZKHUH� &'3V� DUH� PRVW� OLNHO\� WR� EH� SDLG�� � ,I� WKHVH�
JHQHUDWLRQ�ULFK�DUHDV�DUH�IDLUO\�FRPSHWLWLYH��WKHQ�QRW�SD\LQJ�&'3V�ZLOO�FUHDWH�DQ�DGGLWLRQDO�LQFHQWLYH�
WR� GLVWRUW� ELGV� WKDW�ZRXOG�RWKHUZLVH�QRW� H[LVW�� SRWHQWLDOO\� UHVXOWLQJ� LQ� DQ� LQHIILFLHQW�GLVSDWFK�� � ,I��
KRZHYHU��WKH�FRQVWUDLQHG�RII�QRGHV�DUH�OLNHO\�WR�EH�VXEMHFW�WR�PLWLJDWLRQ�RI�WKHLU�ELGV�DQ\ZD\��QRW�
SD\LQJ�&'3V�FRQWULEXWHV�RQO\�D�PDUJLQDO�GLVWRUWLRQ�WR�DQ�DOUHDG\�VHULRXV�LQFHQWLYH�SUREOHP���2XU�
H[SHULHQFH� ZLWK� JHQHUDWLRQ� SRFNHWV� LQ� WKH� &DOLIRUQLD� ,62� FRQWURO� DUHD� VXJJHVWV� WKDW� WKH�
FRQFHQWUDWLRQ� RI� JHQHUDWLRQ� RZQHUVKLS� LV� VXIILFLHQWO\� KLJK� WKDW� WKH� YDVW� PDMRULW\� RI� WKHVH�
JHQHUDWLRQ�ULFK�DUHDV�DUH�OLNHO\�WR�EH�VXEMHFW�WR�VLJQLILFDQW�ORFDO�PDUNHW�SRZHU���)RU�WKLV�UHDVRQ��ZH�
GR�QRW�IDYRU�SD\LQJ�&'3V�LI�WKH�,62�GHFLGHV�WR�DGRSW�WKH�7$3$6�PDUNHW�GHVLJQ���

����&RQWLQXDWLRQ�ZLWK�WKH�&XUUHQW�0DUNHW�'HVLJQ�

� ,W� LV� LPSRUWDQW� WR� UHFRJQL]H� WKDW� WKH�7$3$6� SURSRVDO� GRHV� JR� IDUWKHU� WKDQ� DQ\� RWKHU� ]RQDO�
PDUNHW� GHVLJQ� LQ� WU\LQJ� WR� FDSWXUH� DOO� RI� WKH� RSHUDWLQJ� DQG� QHWZRUN� FRQVWUDLQWV� LQ� LWV� GD\�DKHDG�
VFKHGXOH���:H�EHOLHYH�LW�LV�LPSRUWDQW�WR�PRYH�FRQJHVWLRQ�PDQDJHPHQW�IURP�UHDO�WLPH�WR�GD\�DKHDG�
WR�WKH�H[WHQW�SRVVLEOH�DQG�WKHUHIRUH�DSSURYH�RI�WKLV�IHDWXUH�RI�7$3$6���7KH�IDFW�WKDW�WKH�FRVW�DQG�
UHYHQXH� LPSOLFDWLRQV� RI� WKRVH� FRQVWUDLQWV� DUH� QRW� LQFOXGHG� LQ� SULFHV� XQGHU� WKLV� SURSRVDO� LV� WKH�
VRXUFH�RI�PXFK�RI�WKH�LQFHQWLYH�SUREOHPV���2WKHU�]RQDO�V\VWHPV�IRU�WKH�PRVW�SDUW�GR�QRW�DWWHPSW�
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WR� DFFRXQW� IRU� FRQVWUDLQWV� LQ� WKHLU� DGYDQFH� VFKHGXOHV� ZKHQ� WKRVH� FRQVWUDLQWV� DUH� QRW� XVHG� WR�
FDOFXODWH�SULFHV���,Q�RWKHU�ZRUGV��WKH�VLPSOHU�SULFHV�DUH�FDOFXODWHG�XVLQJ�D�VLPSOHU�PRGHO�RI�V\VWHP�
RSHUDWLRQV�� � ,Q� DWWHPSWLQJ� WR� FDSWXUH� GHWDLOHG� QHWZRUN� FRQVWUDLQWV� LQ� WKH� FRQWH[W� RI� D� VLPSOLVWLF�
SULFLQJ�V\VWHP��WKH�7$3$6�SURSRVDO�LV�DWWHPSWLQJ�VRPHWKLQJ�XQLTXH�WR�HOHFWULFLW\�PDUNHWV���7KLV�LV�
DQ� LPSRUWDQW� UHDVRQ� IRU� FRQWLQXLQJ� ZLWK� WKH� FXUUHQW�PDUNHW� GHVLJQ�� � $OO� QHZ� HOHFWULFLW\�PDUNHW�
GHVLJQV� KDYH� XQLQWHQGHG� FRQVHTXHQFHV� WKDW� FDQ� EH� YHU\� FRVWO\� WR� FRUUHFW�� SDUWLFXODUO\�GXULQJ� WKH�
LQLWLDO� VWDJHV� RI� LPSOHPHQWDWLRQ�� � 7KH� ULVN� RI� H[WUHPHO\� FRVWO\� XQLQWHQGHG� FRQVHTXHQFHV� FDQ� EH�
DYRLGHG�E\�FRQWLQXLQJ�ZLWK�FXUUHQW�PDUNHW�GHVLJQ�XQWLO�DQ�/03�PDUNHW�GHVLJQ�FDQ�EH�LPSOHPHQWHG��

� *LYHQ�WKLV�IDFW��LW�LV�ZRUWK�FRQVLGHULQJ�WKH�PRWLYDWLRQV�IRU�DGRSWLQJ�/03�LQ�WKH�ILUVW�SODFH���7KH�
SHUIRUPDQFH�RI� WKH�&DOLIRUQLD�PDUNHW�GHVLJQ�ZDV�VDWLVIDFWRU\�GXULQJ������DQG�������(YHQ�GXULQJ�
WKH� FULVLV� \HDUV�� LQWUD�]RQDO� FRQJHVWLRQ� ZDV� QRW� YHU\� SURPLQHQW� DPRQJ� WKH� PDQ\� SUREOHPV�
H[SHULHQFHG�LQ�WKH�&DOLIRUQLD�PDUNHW���,W�LV�RQO\�PRUH�UHFHQW�SUREOHPV�FUHDWHG�E\�WKH�QHZ�HQWU\�RI�
JHQHUDWLRQ� LQWR� QRZ� FRQVWUDLQHG� DUHDV� WKDW� KDYH� OHG� WR� WKH� FXUUHQWO\� LQHIILFLHQW� FRQJHVWLRQ�
PDQDJHPHQW�VLWXDWLRQ�LQ�6RXWKHUQ�&DOLIRUQLD���,W�LV�LPSRUWDQW�WR�UHPHPEHU��KRZHYHU��WKDW�WKH�ODFN�
RI� /03� GXULQJ� WKH� LQLWLDO� \HDUV� RI� WKH� PDUNHW� QR� GRXEW� FRQWULEXWHG� WR� WKH� GHFLVLRQ� WR� VLWH�
JHQHUDWLRQ�LQ�WKHVH�QRZ�XQDWWUDFWLYH�ORFDWLRQV����

� 6WLOO��WKH�IDFW�UHPDLQV�WKDW�WKH�VKRUW�UXQ�SUREOHPV�ZLWK�LQWUD�]RQDO�FRQJHVWLRQ�ZHUH�PDQDJHDEOH�
XQWLO�UDWKHU�UHFHQWO\���&XUUHQWO\��WKH�SUREOHP�LV�HVVHQWLDOO\�WKDW�WKH�/6(V�VFKHGXOH�WRR�PXFK�SRZHU�
IURP�DUHDV�DZD\�IURP�WKH�&DOLIRUQLD�FRDVWDO�SRSXODWLRQ�FHQWHUV��ZKLOH�QHWZRUN�FRQVWUDLQWV�GLFWDWH�
WKDW�D�ODUJH�DPRXQW�RI�WKH�SRZHU�QHHGV�WR�EH�VRXUFHG�FORVHU�WR�WKHVH�DUHDV���%HFDXVH�WKHVH�DUHDV�DUH�
DOO�ZLWKLQ�WKH�JHRJUDSKLFDOO\�EURDG�63���]RQH��DOO�RI�WKLV�LV�DOORZHG�XQGHU�WKH�FXUUHQW�PDUNHW�UXOHV���
,W� LV�KRSHG� WKDW� WUDQVPLVVLRQ�XSJUDGHV�ZLOO�KHOS� WR�VRPHZKDW�DOOHYLDWH�FXUUHQW�SUREOHPV�ZLWK� WKH�
0LJXHO� DQG� 6\OPDU� LQWHUIDFHV�� � 7KH� SUREOHP� LV� QRZ� GHDOW�ZLWK� WKURXJK� WKH� GHQLDO� RI�PXVW�RIIHU�
ZDLYHUV�DQG�FRPPLWPHQW�RI�505�XQLWV���0XFK�RI�WKLV�¶FRDVWDO·�HQHUJ\�PXVW�EH�GLVSDWFKHG�WRR�FORVH�
WR� UHDO�WLPH� IRU� WKH� FRPIRUW�RI�,62�RSHUDWRUV�� �7KH�PDMRU�SUREOHPV�ZLWK� WKH�FXUUHQW�GHVLJQ�DUH�
FRQVLGHUHG�WR�EH�UHODWHG�WR�UHOLDELOLW\��WKHUH�LV�WRR�PXFK�JHQHUDWLRQ�EHLQJ�GLVSDWFKHG�LQ�UHDO�WLPH��

/03� LV�ZLGHO\�DFNQRZOHGJHG� WR�EH� WKH�GHVLUDEOH�HQG�VWDWH��EXW�WKH�WUDQVLWLRQ�WR�/03�PD\�EH�
VXVSHQGHG� XQWLO� WKHUH� LV� D� VDWLVIDFWRU\� UHVROXWLRQ�RI� WKH� VHOOHU·V� FKRLFH� FRQWUDFWV��$QRWKHU�ZD\� WR�
DSSURDFK�WKH�FXUUHQW�VLWXDWLRQ��WKHUHIRUH��LV�WR�GHWHUPLQH�WKH�PLQLPXP�VWHSV�QHFHVVDU\�IRU�GHDOLQJ�
ZLWK�FXUUHQW�SUREOHPV�DV�D�WUDQVLWLRQDO�DUUDQJHPHQW���:H�VWURQJO\�UHFRPPHQG�WKDW�D�FRPPLWPHQW�
WR�/03�IROORZ�DW�VRPH�SRLQW���+RZHYHU��WKH�PLQLPXP�VWHSV�QHFHVVDU\�WR�GHDO�ZLWK�FXUUHQW�LQWUD�
]RQDO� FRQJHVWLRQ�SUREOHPV�ZRXOG� LQYROYH�D�PHFKDQLVP�IRU� LQFUHDVLQJ� WKH� IHDVLELOLW\�RI�GD\�DKHDG�
VFKHGXOHV�� ZKLFK� ZLOO� LPSURYH� WKH� DELOLW\� RI� ,62� RSHUDWRUV� WR� GHDO� ZLWK� UHDO�WLPH� UHGLVSDWFK���
'HSHQGLQJ�XSRQ�KRZ�ORQJ�D�WUDQVLWLRQDO�PHFKDQLVP�PD\�EH�LQ�SODFH��DGGLWLRQDO�PHDVXUHV�GHVLJQHG�
WR�SURPRWH�WKH�DSSURSULDWH�VLWLQJ�RI�QHZ�JHQHUDWLRQ�DQG�FRQVWUXFWLRQ�RI�QHZ�WUDQVPLVVLRQ�PD\�DOVR�
EH�QHFHVVDU\���

2QH�ZD\�WR�DFFRPSOLVK�WKHVH�PLQLPXP�UHTXLUHPHQWV�ZRXOG�EH�WR�LQFUHDVH�WKH�TXDQWLW\�RI�ORQJ�
WHUP�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�VXSSO\�FRQWUDFWV�EHWZHHQ�/6(V�DQG�JHQHUDWLRQ�XQLWV�ORFDO�WR�WKHLU�
PDMRU�ORDG�FHQWHUV��SDUWLFXODUO\�ZLWKLQ�WKH�6RXWKHUQ�&DOLIRUQLD�(GLVRQ�WHUULWRU\���:KLOH�WKHVH�VXSSO\�
DJUHHPHQWV�FRXOG�WDNH�WKH�IRUP�RI�505�FRQWUDFWV��ORQJ�WHUP�FRQWUDFWV�IRU�HQHUJ\�DQG�RU�DQFLOODU\�
VHUYLFHV� EHWZHHQ� /6(V� DQG� ORFDO� JHQHUDWLRQ� XQLWV� PD\� SURYLGH� PRUH� IOH[LELOLW\� WR� ERWK� SDUWLHV���
+RZHYHU�� ZH� EHOLHYH� WKDW� WKH� DYDLODELOLW\� RI� D� FRVW�EDVHG� VWDQGDUG�505� FRQWUDFW� LV� QHFHVVDU\� WR�
DFKLHYH�UHDVRQDEOH�WHUPV�IRU�DQ\�GLUHFWO\�QHJRWLDWHG�FRQWUDFW�EHFDXVH�RI�WKH�ORFDO�PDUNHW�SRZHU�RI�
WKH� JHQHUDWLRQ� XQLW� RZQHUV� QHDU�PDMRU� &DOLIRUQLD� ORDG� FHQWHUV�� �:LWK�PRUH� HQHUJ\� DQG� DQFLOODU\�
VHUYLFHV�XQGHU�FRQWUDFW��/6(V�FDQ�KRSHIXOO\�EH�LQGXFHG�WR�VXEPLW�IRUZDUG�VFKHGXOHV�FORVHU�WR�ZKDW�
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LV�QHHGHG� WR�PHHW� WKHLU�DFWXDO� ORDG��7KH�FRQILJXUDWLRQ�RI� WKH� WUDQVPLVVLRQ�QHWZRUN� LPSOLHV� WKDW�D�
VXEVWDQWLDO�DPRXQW�RI�JHQHUDWLRQ�ORFDWHG�ZLWKLQ�WKH�FRQVWUDLQHG�DUHDV�PXVW�EH�RSHUDWLQJ��WKHUHIRUH��
LW� LV� D� TXHVWLRQ� RI� JHWWLQJ� LW� VFKHGXOHG� LQ� DGYDQFHG� DV� RSSRVHG� WR� WKURXJK� D� VRPHZKDW� DG�KRF�
UHGLVSDWFK�SURFHVV���7KHVH�IRUZDUG�FRQWUDFWV�ZLOO�SURYLGH�WKH�QHFHVVDU\�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�
LQ�DGYDQFH�RI�UHDO�WLPH��

$�PDMRU�UHOLDELOLW\�FRQFHUQ�RI�WKH�,62�RSHUDWRUV�ZLWK�WKH�H[LVWLQJ�PDUNHW�GHVLJQ�LV�WKH�QHHG�WR�
UH�GLVSDWFK�D�VLJQLILFDQW�QXPEHU�RI�JHQHUDWLRQ�XQLWV�DQG�0:V�EHWZHHQ�WKH�FORVH�RI�WKH�GD\�DKHDG�
PDUNHW�DQG�UHDO�WLPH���&RQVHTXHQWO\��LI�WKH�TXDQWLW\�RI�ORQJ�WHUP�FRQWUDFWV�EHWZHHQ�/6(V�DQG�ORFDO�
JHQHUDWLRQ�XQLWV�LV�H[SDQGHG��WKHQ�LW�LV�H[WUHPHO\�LPSRUWDQW�WR�PDNH�WKH�PRVW�HIIHFWLYH�XVH�RI�WKHVH�
XQLWV� WR� OLPLW� WKH�QXPEHU�RI�JHQHUDWLRQ�XQLWV�DQG� WRWDO�0:V�WKDW�PXVW�EH�UH�GLVSDWFKHG�EHWZHHQ�
WKH� FORVH� RI� WKH� GD\�DKHDG� PDUNHW� DQG� UHDO� WLPH�� � 7KLV� FDQ� EH� DFFRPSOLVKHG� E\� WKH� ,62� SUH�
GLVSDWFKLQJ� 505� XQLWV� EHIRUH� WKH� VWDUW� RI� WKH� GD\�DKHDG� VFKHGXOLQJ� SURFHVV� DFFRUGLQJ� WR� WKH�
IROORZLQJ� DOJRULWKP�� �7KH� ,62�RSHUDWRUV�VKRXOG�VFKHGXOH�HQRXJK�RI� WKLV�FRQWUDFWHG�FDSDFLW\�DQG�
505� HQHUJ\� LQ� HDFK� FRQJHVWLRQ� ]RQH� VR� WKDW� WKH� UHPDLQLQJ� JHQHUDWLRQ� XQLWV� ORFDWHG� LQ� HDFK�
FRQJHVWLRQ�]RQH�DUH�DSSUR[LPDWHO\�HTXDOO\�HIIHFWLYH�DW�PHHWLQJ�WKH�UHPDLQLQJ�ORDG�WR�EH�VHUYHG�LQ�
HDFK� FRQJHVWLRQ� ]RQH�� � 7R� IDFLOLWDWH� WKH� VKRUW�WHUP� SURFXUHPHQW� SURFHVV� RI� WKH� /6(V�� WKH� ,62�
VKRXOG�PDNH�DYDLODEOH�WR�DOO�PDUNHW�SDUWLFLSDQWV��WKH�KRXUO\�SUH�GLVSDWFK�TXDQWLWLHV�RI�HQHUJ\�IURP�
HDFK�RI�WKH�505�XQLWV�EHIRUH�WKH�RSHQLQJ�RI�WKH�GD\�DKHDG�FRQJHVWLRQ�PDQDJHPHQW�SURFHVV���7KLV�
ZLOO�DOORZ�WKH�/6(V�WR�SODQ�WKHLU�VKRUW�WHUP�SURFXUHPHQW�RI�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�NQRZLQJ�
KRZ�PXFK� 505� HQHUJ\� ZLOO� EH� SURGXFHG� LQ� UHDO�WLPH� IURP� HDFK�505� XQLW� DQG� WKH� DPRXQW� RI�
HQHUJ\� DQG� DQFLOODU\� VHUYLFHV� WKH\�KDYH� IURP� WKH� ORFDO� JHQHUDWLRQ�XQLWV� WKH\�KDYH�XQGHU�FRQWUDFW��
DQG� WKHUHE\� OLPLW� WKH� H[WHQW� WR� ZKLFK� GD\�DKHDG� HQHUJ\� DQG� DQFLOODU\� VHUYLFHV� VFKHGXOHV� DUH�
SK\VLFDOO\� LQIHDVLEOH���,I�WKH�,62�VLJQV�XS�VXIILFLHQW�505�FDSDFLW\�DQG�WKH�/6(V�KDYH�DQ�LQFUHDVHG�
TXDQWLW\�RI�IRUZDUG�HQHUJ\�DQG�DQFLOODU\�VHUYLFH�FRQWUDFWV�ZLWK�ORFDO�VXSSOLHUV��WKLV�SUH�GLVSDWFK�DQG�
LQIRUPDWLRQ�SURYLVLRQ�PHFKDQLVP�VKRXOG�DGGUHVV� WKH�,62�RSHUDWRUV·� UHOLDELOLW\�FRQFHUQV�ZLWK� WKH�
FXUUHQW�GHVLJQ��

$QRWKHU� ZD\� WR� DFKLHYH� WKH� JRDO� RI� PRYLQJ� WUDQVDFWLRQV� RXW� RI� WKH� UHDO�WLPH� PDUNHW� LV� WR�
LQFUHDVH� WKH� FRVW�RI� UHDO�WLPH� WUDQVDFWLRQV� WR�ERWK� ORDG�DQG�JHQHUDWLRQ�� �7KH�(QJODQG�DQG�:DOHV�
HOHFWULFLW\�PDUNHW�FXUUHQWO\�RSHUDWHV�XQGHU�D�VLQJOH�]RQH�GD\�DKHDG�V\VWHP�WKDW�DSSHDUV�WR�SURYLGH�
VWURQJ�LQFHQWLYHV�IRU�ORDGV�DQG�UHVRXUFHV�WR�DYRLG�WKH�EDODQFLQJ�PDUNHW���7KLV�PDUNHW�DOVR�SURYLGHV�
WKH�V\VWHP�RSHUDWRU�ZLWK�WKH�IOH[LELOLW\�WR�SD\�DQG�FKDUJH�JHQHUDWLRQ�XQLWV�DW�GLIIHUHQW�ORFDWLRQV�LQ�
WKH�QHWZRUN�GLIIHUHQW�SULFHV�ZLWKLQ�WKH�VDPH�VHWWOHPHQW�LQWHUYDO��7KLV�LV�DFFRPSOLVKHG�E\�SD\LQJ�DOO�
LQVWUXFWHG� GHYLDWLRQV� �XS� RU� GRZQ�� IURP� D� JHQHUDWLRQ� XQLW·V� GD\�DKHDG� VFKHGXOH� DV� ELG�� � /RDGV�
FRQVXPLQJ�PRUH�HQHUJ\�WKDQ�WKH\�DUH�VFKHGXOHG�WR�FRQVXPH�LQ�UHDO�WLPH�DQG�JHQHUDWRUV�VXSSO\LQJ�
OHVV�WKDQ�WKH\�DUH�VFKHGXOHG�WR�SURYLGH�LQ�UHDO�WLPH�SD\�WKH�TXDQWLW\�ZHLJKWHG�DYHUDJH�SULFH�SDLG�WR�
XSZDUG�UHDO�WLPH�GLVSDWFK�LQVWUXFWLRQV���*HQHUDWRUV�VXSSO\LQJ�PRUH�HQHUJ\�WKDQ�WKH\�DUH�VFKHGXOHG�
WR�SURYLGH�LQ�UHDO�WLPH�DQG�ORDGV�FRQVXPLQJ�OHVV�WKDQ�WKH\�DUH�VFKHGXOHG�WR�FRQVXPH�LQ�UHDO�WLPH�
DUH� SDLG� WKH� TXDQWLW\�ZHLJKWHG� DYHUDJH� SULFH� FROOHFWHG� IURP�JHQHUDWLRQ�XQLWV� UHFHLYLQJ�GRZQZDUG�
UHDO�WLPH� GLVSDWFK� LQVWUXFWLRQV�� � 7KLV� EDODQFLQJ�PDUNHW� LV� TXLWH� H[SHQVLYH� IRU� DOO� HQWLWLHV� WKDW� DUH�
XQH[SHFWHGO\� RXW� RI� EDODQFH�� � 7KH� KLJK� FRVW� RI� SDUWLFLSDWLRQ� LQ� WKLV� ´EDODQFLQJ� PHFKDQLVPµ�
SURYLGHV�VWURQJ�LQFHQWLYHV�IRU�ERWK�ORDGV�DQG�JHQHUDWLRQ�XQLW�RZQHUV�WR�VXEPLW�SK\VLFDOO\�IHDVLEOH�
VFKHGXOHV�LQ�WKH�GD\�DKHDG�PDUNHW�DQG�WR�VWLFN�WR�WKHVH�VFKHGXOHV��LQFOXGLQJ�DQ\�DGGLWLRQDO�GLVSDWFK�
LQVWUXFWLRQV�UHFHLYHG�IURP�WKH�,62����

7KLV� PHFKDQLVP� FRXOG� EH� PRGLILHG� WR� PDNH� WKH� UHDO� WLPH� PDUNHW� SDUWLFLSDWLRQ� H[SHQVLYH�
ZKHWKHU� LW� LV� EHFDXVH� RI� DQ� LQVWUXFWHG� RU�XQLQVWUXFWHG�GHYLDWLRQ��E\� LQVWLWXWLQJ� D� ��0:K� WUDGLQJ�
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FKDUJH�RQ�DOO�SXUFKDVHV�RU�VDOHV�LQ�WKH�UHDO�WLPH�PDUNHW���7KLV�KDV�WKH�DGYDQWDJH�RI�PDNLQJ�WKH�´GHF�
JDPHµ�PRUH�H[SHQVLYH�IRU�VXSSOLHUV�WR�XQGHUWDNH��EHFDXVH�HYHQ�LQVWUXFWHG�UHGXFWLRQV�LQ�RXWSXW�LQ�
WKH�UHDO�WLPH�PDUNHW�ZRXOG�KDYH�WR�SD\�WKLV���0:K�FKDUJH���7KH�,62�FRXOG�H[HPSW�D�FHUWDLQ�WRWDO�
TXDQWLW\�RI�0:K³ERWK�LQFUHPHQWDO�DQG�GHFUHPHQWDO�HQHUJ\�UHODWLYH�WR�D�JHQHUDWLRQ�XQLW�RU�ORDG·V�
ILQDO� VFKHGXOH��IURP� WKLV� WUDGLQJ� FKDUJH� HDFK� KRXU� IRU� HDFK� VXSSOLHU� WR� DFFRXQW� IRU� UHDVRQDEOH�
GHYLDWLRQV� GXH� WR� GHPDQG� RU�XQLW�OHYHO�RXWSXW�XQFHUWDLQWLHV�� �:H�QRWH��KRZHYHU�� WKDW� WKHUH�KDYH�
EHHQ� FULWLFLVPV� WKDW� PHFKDQLVPV� ZKLFK� LQFUHDVH� WKH� FRVW� RI� UHDO�WLPH� WUDQVDFWLRQV� VXFK� DV� WKH�
(QJODQG�DQG�:DOHV�LPEDODQFH�PHFKDQLVP�KDYH�KDUPHG�UHQHZDEOH�JHQHUDWLRQ�DQG�KDYH�UHVXOWHG�LQ�
LQHIILFLHQW� ORDGLQJ� DQG� UDPSLQJ� RI� JHQHUDWLRQ� XQLWV�� � 7KHUHIRUH�� YHU\� KLJK� FKDUJHV� IRU� UHDO�WLPH�
WUDQVDFWLRQV�DUH�QRW�D�SDQDFHD�RU�D�GHVLUDEOH�ORQJ�WHUP�DOWHUQDWLYH�WR�/03���+RZHYHU��WKH�UHDO�WLPH�
ORFDWLRQDO�SULFLQJ� IOH[LELOLW\� WKLV� W\SH�RI�PHFKDQLVP�SURYLGHV�WR�WKH�,62�RSHUDWRUV�DQG�WKH�VWURQJ�
LQFHQWLYHV�LW�SURYLGHV�IRU�IHDVLEOH�IRUZDUG�VFKHGXOHV�PD\�PDNH�LW�D�XVHIXO�WUDQVLWLRQDO�PHDVXUH�WR�D�
/03�PDUNHW��

(YHQ�ZLWK�WKH�DERYH�PRGLILFDWLRQV�WR�WKH�H[LVWLQJ�GHVLJQ��LW�PD\�VWLOO�EH�QHFHVVDU\�WR�UHGLVSDWFK�
JHQHUDWLRQ�LQ�UHDO�WLPH���2QH�FXUUHQW�SUREOHP�ZLWK�WKH�UHGLVSDWFK�SURFHVV�LV�WKDW�HYHQ�WKH�UHDO�WLPH�
PDUNHW� RSHUDWLQJ� V\VWHP� GRHV� QRW� H[SOLFLWO\� LQFRUSRUDWH� WKH� IXOO� QHWZRUN�PRGHO�� �2SHUDWRUV� DUH�
IRUFHG�WR�PDNH�DG�KRF�MXGJPHQWV�EDVHG�XSRQ�WKHLU�FRQVLGHUDEOH�H[SHULHQFH�ZLWK�WKH�WUDQVPLVVLRQ�
QHWZRUN�� � ,W� VHHPV� DGYLVDEOH� WKDW� DW� OHDVW� RQH� DVSHFW� RI�0578�� WKH� GHYHORSPHQW� RI� D� UHDO�WLPH�
V\VWHP� WKDW� H[SOLFLWO\� PRGHOV� DOO� QHWZRUN� FRQVWUDLQWV�� EH� DGRSWHG� WR� KHOS�PLWLJDWH� WKH� UHOLDELOLW\�
SUHVVXUHV�FUHDWHG�E\�UHDO�WLPH�UHGLVSDWFK�RSHUDWLRQV�LI�WKH�,62�GHFLGHV�WR�FRQWLQXH�ZLWK�WKH�H[LVWLQJ�
PDUNHW�GHVLJQ��

����&RQFOXGLQJ�&RPPHQWV�

7KH�VWUHQJWK�RI�DQ�/03�PDUNHW� LV�WKDW�WKH�V\VWHP�FDQ�EH�UHOLDEO\�RSHUDWHG�DQG�XQGHU�D�ZLGHU�
UDQJH� RI� SURFXUHPHQW� SROLFLHV� DQG� WUDQVPLVVLRQ� H[SDQVLRQ� SROLFLHV�� � +RZHYHU�� WKHUH� LV� D�
FRQVLGHUDEOH� ULVN� WKDW� WKH�FRVWV� WR�&DOLIRUQLD�FRQVXPHUV�ZLOO�EH�H[WUHPHO\�KLJK�ZLWKRXW�UHJXODWRU\�
LQWHUYHQWLRQ�E\�)(5&�WR�DGGUHVV� WKH�VHOOHU·V�FKRLFH�FRQWUDFWV� OLDELOLW\�� � �:H�EHOLHYH�WKDW�WKH�PRVW�
GHVLUDEOH�RXWFRPH�LV�WKDW�WKH�VHOOHU·V�FKRLFH�FRQWUDFW� LVVXH�LV�VHWWOHG�E\�WKH�FRQWUDFWLQJ�SDUWLHV�DQG�
WKDW�0578�EH�LPSOHPHQWHG�RQ�VFKHGXOH���

+RZHYHU�� LI� WKH� VHOOHU·V� FKRLFH� FRQWUDFWV� LVVXH� FDQQRW� EH� UHVROYHG�� WKHUH� DUH� DW� OHDVW� WKUHH�
DOWHUQDWLYHV�WR�/03�WKDW�FDQ�EH�FRQVLGHUHG���7KH�ILUVW� LV�WKH�7$3$6�SURSRVDO�SXW�IRUZDUG�E\�WKH�
,62�� �7KH�VHFRQG�LV�WKH�7$3$6�SURSRVDO�ZLWK�WKH�DGGLWLRQ�RI�FRQVWUDLQHG�GRZQ�SD\PHQWV���7KH�
WKLUG� LV� D� FRQWLQXDWLRQ�RI� WKH� FXUUHQW�PDUNHW�GHVLJQ�� VXSSRUWHG�E\� LPSURYHG�RSHUDWLRQV�VRIWZDUH�
WKDW�ZRXOG�UHIOHFW� WKH�IXOO�QHWZRUN�PRGHO�DQG�SHUKDSV�E\�VXUFKDUJHV�WR�ERWK�ORDG�DQG�JHQHUDWLRQ�
RQ� UHDO�WLPH� WUDQVDFWLRQV�� � 8QGHU� DQ\� RI� WKHVH� RSWLRQV�� LW� LV� DGYLVDEOH� WKDW� WKH� ,62� SXUVXH� DQ�
H[SDQVLRQ� RI� 505� FRQWUDFWV�� RU� HTXLYDOHQW� GLUHFW� DUUDQJHPHQWV� EHWZHHQ� /6(V� DQG� JHQHUDWLRQ���
$GGLWLRQDO�LQFHQWLYHV�WR�VXEPLW�IHDVLEOH�IRUZDUG�VFKHGXOHV�DQG�DYRLG�SDUWLFLSDWLRQ�LQ�WKH�,62·V�UHDO�
WLPH�PDUNHW�PD\�DOVR�EH�QHFHVVDU\��7KH�SUHVHQFH�RI�WKHVH�DUUDQJHPHQWV�ZLOO�KHOS�WR�PLQLPL]H�WKH�
QHHG� IRU� UHGLVSDWFK� JHQHUDWLRQ� WR� DGGUHVV� WKH� LQWUD�]RQDO� FRQJHVWLRQ� SUREOHPV� WKDW� ZRXOG� EH� D�
SRWHQWLDO�FRQFHUQ�XQGHU�DQ\�RI�WKHVH�]RQDO�VFKHPHV��

,W�LV�LPSRUWDQW�WR�HPSKDVL]H�WKDW�]RQDO�PDUNHW�GHVLJQV�DUH�IDU�PRUH�FRPPRQ�WKDQ�/03�GHVLJQV�
LQWHUQDWLRQDOO\�� � =RQDO� GHVLJQV� H[LVW� LQ� WKH� WKUHH� PDUNHWV� ZKHUH� FRQVXPHUV� KDYH� DFKLHYHG� WKH�
JUHDWHVW�EHQHILWV� IURP�ZKROHVDOH�HOHFWULFLW\�PDUNHW�UH�VWUXFWXULQJ³WKH�8QLWHG�.LQJGRP��$XVWUDOLD��
DQG�WKH�1RUGLF�FRXQWULHV���%HFDXVH�RI�JHRJUDSK\��WKH�OHJDF\�RI�WKH�IRUPHU�VWDWH�RZQHG�PRQRSRO\�
UHJLPH�� DQG� D� UHJXODWRU\� IUDPHZRUN� WKDW� HQFRXUDJHV� WUDQVPLVVLRQ� H[SDQVLRQ� �SDUWLFXODUO\� LQ� WKH�
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8QLWHG�.LQJGRP��� WKHVH�PDUNHWV� KDYH�PHW� WKH� FULWHULD� RI� KDYLQJ� VXIILFLHQW� WUDQVPLVVLRQ� FDSDFLW\�
ZLWKLQ� HDFK� FRQJHVWLRQ� ]RQH� WR� PDNH� DOO� JHQHUDWLRQ� XQLWV� LQ� WKDW� ]RQH� DSSUR[LPDWHO\� HTXDOO\�
HIIHFWLYH� DW�PHHWLQJ� ORDGV� LQ� WKDW� ]RQH� D� ODUJH� IUDFWLRQ�RI� WKH�KRXUV�RI� WKH� \HDU�� �7KHVH�PDUNHWV�
SURYLGH� VWURQJ� HPSLULFDO� HYLGHQFH� WKDW� DQ\�RI� WKH�DOWHUQDWLYH�PDUNHW�GHVLJQV�GHVFULEHG�DERYH�FDQ�
SURYLGH�&DOLIRUQLD�FRQVXPHUV�ZLWK�VLJQLILFDQW�EHQHILWV�ZLWKRXW�KDYLQJ�WR�LQFXU�WKH�VXEVWDQWLDO�FRVWV�
RI� LPSOHPHQWLQJ� D� /03� PDUNHW�� VR� ORQJ� DV� &DOLIRUQLD� SROLF\PDNHUV� UHFRJQL]H� WKH� QHHG� IRU�
SURFXUHPHQW�SROLFLHV� DQG� WUDQVPLVVLRQ� H[SDQVLRQ�SROLFLHV� WKDW� VXSSRUW� WKHVH�PDUNHW�GHVLJQV��DQG�
WKH� SXEOLF� EHOLHYHV� WKDW� WKH� FRQVWUXFWLRQ� RI� QHFHVVDU\� WUDQVPLVVLRQ� FDSDFLW\� LV� DFFHSWDEOH�� � 7KH�
PDUNHWV� LQ� WKHVH�FRXQWULHV�KDG�WKH�EHQHILW�RI�VWDUWLQJ�ZLWK�ZKDW�PDQ\�REVHUYHUV�ZRXOG�DUJXH�ZDV�
H[FHVV�WUDQVPLVVLRQ�FDSDFLW\��VRPHWKLQJ�WKDW�LV�FOHDUO\�QRW�WKH�FDVH�LQ�DQ\�86�ZKROHVDOH�PDUNHWV��

%HWZHHQ�WKHVH�RSWLRQV�RQH�PXVW�FRQVLGHU�DW�OHDVW�WZR�VHWV�RI�WUDGH�RIIV���7KH�7$3$6�SURSRVDO�
FUHDWHV�VRPH�VDYLQJV�WR�/6(V�E\�HQGLQJ�WKH�SUDFWLFH�RI�WUDQVIHUULQJ�FRQVWUDLQHG�GRZQ�SD\PHQWV�WR�
JHQHUDWRUV�LQ�FRQVWUDLQHG�RII�DUHDV���7KHVH�VDYLQJV�PD\�FRPH�DW�WKH�FRVW�RI�LQFUHDVHG�LQHIILFLHQF\�LQ�
WKH� GLVSDWFK� RI� JHQHUDWLRQ� XQLWV� VWHPPLQJ� IURP� WKH� LQFHQWLYH� SUREOHPV� FUHDWHG� E\� QRW� SD\LQJ�
&'3V���7KH�UHODWLYH�PHULWV�RI�SD\LQJ�&'3V�GHSHQG�XSRQ�WKH�H[WHQW�WR�ZKLFK�WKH�FRQVWUDLQHG�GRZQ�
DUHDV�ZLOO�EH�VXEMHFW�WR�ORFDO�PDUNHW�SRZHU���7KH�FRQWLQXDWLRQ�RI�WKH�FXUUHQW�PDUNHW�GHVLJQ�KROGV�
WKH�SRWHQWLDO� DWWUDFWLRQ�RI�GHIHUULQJ� LQYHVWPHQWV� LQ�QHZ�KDUGZDUH�DQG�VRIWZDUH�V\VWHPV��ERWK�RQ�
WKH�SDUW�RI�WKH�,62�DQG�RQ�WKH�SDUW�RI�PDUNHW�SDUWLFLSDQWV���+RZHYHU��WR�PDNH�WKH�FXUUHQW�V\VWHP�
RSHUDWH�PRUH�UHOLDEO\��LW�ZRXOG�EH�GHVLUDEOH�WR�PDNH�VRPH�LQYHVWPHQWV�LQ�QHZ�V\VWHPV�VR�WKDW�,62�
RSHUDWRUV�KDYH�WKH�WRROV�WR�PDQDJH�LQWUD�]RQDO�FRQJHVWLRQ�LQ�D�IDVKLRQ�WKDW�LV�PRUH�FRQVLVWHQW�ZLWK�
WKH�UHDO�SK\VLFDO�FRQVWUDLQWV�RI�WKH�QHWZRUN���7R�WKH�H[WHQW�WKDW�WKH�KDUGZDUH�DQG�VRIWZDUH�V\VWHPV�
XSJUDGHV�GHHPHG�QHFHVVDU\�IRU�UHOLDEOH�RSHUDWLRQV�FRPSULVH�D� ODUJH�VKDUH�RI�WKH�0578�WUDQVLWLRQ�
FRVWV��WKH�VDYLQJV�IURP�D�FRQWLQXDWLRQ�RI�WKH�FXUUHQW�PDUNHW�EHFRPH�PLQLPDO��

:H�KDYH�WKH�IROORZLQJ�UDQNLQJ�RI�WKH�WKUHH�DOWHUQDWLYHV���2XU�ILUVW�FKRLFH�LV�WR�FRQWLQXH�ZLWK�WKH�
FXUUHQW�PDUNHW�GHVLJQ��DGGLQJ�PRUH�505�XQLWV�DQG�WKH�SUH�GLVSDWFK�SURFHVV�GHVFULEHG�DERYH���7R�
WKH�H[WHQW� WKH�,62�RSHUDWRUV�EHOLHYH�WKH\�QHHG�JUHDWHU�UHDO�WLPH�ORFDWLRQDO�SULFLQJ�JUDQXODULW\��WKH�
LPEDODQFH� SULFLQJ� PHFKDQLVP� GHVFULEHG� DERYH� FRXOG� EH� LPSOHPHQWHG�� � 2XU� SUHIHUHQFH� IRU� WKH�
H[LVWLQJ� PDUNHW� GHVLJQ� RYHU� HLWKHU� 7$3$6� SURSRVDO� LV� EDVHG� RQ� SHUIRUPDQFH� RI� WKH� &DOLIRUQLD�
GXULQJ�ILUVW�WZR�\HDUV�RI�RSHUDWLRQ�ZKHQ�WKHUH�ZDV�VLJQLILFDQWO\�PRUH�505�FDSDFLW\�DYDLODEOH�WR�WKH�
,62�RSHUDWRUV� DQG� EHFDXVH� RI� RXU� FRQFHUQV� DERXW� WKH� ULVN� RI� XQLQWHQGHG� DGYHUVH� FRQVHTXHQFHV�
DVVRFLDWHG�ZLWK� LPSOHPHQWLQJ�D�QHZ�PDUNHW�GHVLJQ���$V�QRWHG�HDUOLHU�� LI�WKH�,62�GHFLGHV�WR�PRYH�
IRUZDUG�ZLWK�7$3$6�ZH�IDYRU�QRW�SD\LQJ�&'3V��EHFDXVH�WKH�SDVW�WKUHH�\HDUV�KDYH�FRQYLQFHG�XV�
WKDW� LQ� YLUWXDOO\� DOO� JHQHUDWLRQ� SRFNHWV� WKHUH� DUH� VLJQLILFDQW� ORFDO� PDUNHW� SRZHU� SUREOHPV�� VR�ZH�
EHOLHYH� WKH� HIILFLHQF\� EHQHILWV� RI� SD\LQJ� &'3V� DUH� OLNHO\� WR� EH� VZDPSHG� E\� WKH� WUDQVIHUV� IURP�
FRQVXPHUV�WR�SURGXFHUV�DVVRFLDWHG�ZLWK�SD\LQJ�&'3V��


