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0HGLXP�7HUP�6ROXWLRQ�WR�&OHDULQJ�,QWHUWLH�%LGV�
LQ�WKH�5HDO�7LPH�(QHUJ\�0DUNHW�

E\�
)UDQN�$��:RODN��&KDLUPDQ��%UDG�%DUEHU��0HPEHU��

-DPHV�%XVKQHOO��0HPEHU��%HQMDPLQ�)��+REEV��0HPEHU�
0DUNHW�6XUYHLOODQFH�&RPPLWWHH�RI�WKH�&DOLIRUQLD�,62�

�
-XQH����������

'5$)7�

���,QWURGXFWLRQ�

:H�KDYH�EHHQ�DVNHG�WR�SURYLGH�D�UHFRPPHQGDWLRQ�IRU�D�PHGLXP�WHUP�VROXWLRQ�IRU�
VHWWOLQJ� LQWHUWLH�ELGV�XQGHU�WKH�5HDO�7LPH�0DUNHW�$SSOLFDWLRQ� �570$��PDUNHW�GHVLJQ�XQWLO�
WKH�0DUNHW�5HGHVLJQ�DQG�7HFKQRORJ\�8SJUDGH��0578��LV�LPSOHPHQWHG�LQ�)HEUXDU\�RI��������
7KH�'HSDUWPHQW�RI�0DUNHW�$QDO\VLV��'0$��KDV�GRFXPHQWHG�WKDW�WKH�LQLWLDO�´ELG�RU�EHWWHUµ�
PHFKDQLVP�IRU�VHWWOLQJ�ELGV�LQWR�WKH�,62·V�UHDO�WLPH�HQHUJ\�PDUNHW�UHVXOWHG�LQ�PRUH�WKDQ�����
PLOOLRQ�LQ�WRWDO�XSOLIW�SD\PHQWV�EHWZHHQ�WKH�VWDUW�RI�WKH�570$�PDUNHW�RQ�2FWREHU����������
DQG�0DUFK����� ������ WKH�GDWH� WKH�ELG�RU�EHWWHU�PHFKDQLVP�ZDV� VXVSHQGHG�E\� WKH�)HGHUDO�
(QHUJ\�5HJXODWRU\�&RPPLVVLRQ� �)(5&�� LQ� UHVSRQVH� WR� WKH� ,62·V�$PHQGPHQW� ��� ILOLQJ�����
2I� WKHVH� WRWDO� XSOLIW� SD\PHQWV��PRUH� WKDQ� ����PLOOLRQ�ZDV� DWWULEXWDEOH� WR� WKH� FOHDULQJ� RI�
'(&�ELGV�ZLWK�ELG�SULFHV�DERYH�,1&�ELG�SULFHV�UHVXOWLQJ�LQ�QR�QHW�HQHUJ\�EHLQJ�GHOLYHUHG�WR�
RU�ZLWKGUDZQ�IURP�WKH�&DOLIRUQLD�,62�FRQWURO�DUHD���

)(5&�VHW�D�VXQVHW�GDWH�RI�6HSWHPEHU�����������ZKHQ�LW�DSSURYHG�WKH�FXUUHQW�SD\�DV�
ELG�PHFKDQLVP�RQ�$SULO�����������7KH�,62�KDV�LPSOHPHQWHG�D�VWDNHKROGHU�SURFHVV�WR�DVVHVV�
YDULRXV� ´PHGLXP� WHUPµ� RSWLRQV� WR� EH� LPSOHPHQWHG� EHWZHHQ� 6HSWHPEHU� ���� ������ DQG�
)HEUXDU\� ������ ZKHQ� 0578� LV� H[SHFWHG� WR� EH� LQ� SODFH�� � /RQJ�WHUP� RSWLRQV� IRU� WKH�
VHWWOHPHQW� RI� LQWHUWLHV� XQGHU�0578� DUH� SDUW� RI� RQJRLQJ� GLVFXVVLRQV� RI� WKH�+RXU� $KHDG�
6FKHGXOLQJ� 3URFHVV� �+$63��� � 2Q� 0D\� ��� ������ WKH� ,62� ILOHG� D� UHTXHVW� IRU�
FODULILFDWLRQ�UHKHDULQJ�RQ�WKH�$PHQGPHQW� ���GHFLVLRQ� IRU� VHWWOLQJ� LQWHUWLHV�� � ,Q� WKLV� ILOLQJ��
WKH� ,62� LQIRUPHG� )(5&� WKDW� D� SUH�GLVSDWFK� PDUNHW�FOHDULQJ� SULFH� VROXWLRQ³WKH� ,62·V�
2SWLRQ����FRXOG�QRW�EH� LPSOHPHQWHG�XQWLO�6SULQJ�RI������� DSSUR[LPDWHO\�RQH�\HDU�EHIRUH�
0578� LV� H[SHFWHG� WR�EH� LPSOHPHQWHG�� � 7KH� ,62� DOVR� UHTXHVWHG� FODULILFDWLRQ� RQ�ZKHWKHU�
SD\�DV�ELG� FRXOG� EH� FRQVLGHUHG� DV� D�PHGLXP� WHUP�RSWLRQ� XQWLO�0578�ZDV� LPSOHPHQWHG���
2Q�0D\�����������)(5&�UXOHG�WKDW�SD\�DV�ELG�FRXOG�EH�FRQVLGHUHG�DV�DQ�RSWLRQ���+RZHYHU��
LW�DOVR�UXOHG�WKDW�LI�WKH�,62�GLG�QRW�SURSRVH�DQ�DFFHSWDEOH�PHGLXP�WHUP�VROXWLRQ��WKH�FXUUHQW�
SD\�DV�ELG�PHFKDQLVP�ZRXOG�EH�UHSODFHG�E\�WKH�SUHYLRXV�ELG�RU�EHWWHU�PHFKDQLVP��

:H�KDYH�GLVFXVVHG�WKH�VHWWOHPHQW�RI�LQWHUWLH�ELGV�DW�ERWK�WKH�0DUFK�DQG�0D\�0DUNHW�
6XUYHLOODQFH�&RPPLWWHH��06&��PHHWLQJV�DQG�UHFHLYHG�VWDNHKROGHU�LQSXW�DW�WKRVH�WLPHV���,Q�
DGGLWLRQ��VHYHUDO�06&�PHPEHUV�KDYH�KDG�H[WHQVLYH�LQGLYLGXDO�GLVFXVVLRQV�ZLWK�VWDII�RI�WKH�

                                                
1 Cover letter for Amendment 66 to the California ISO Tariff, Docket No. ER05-718-000, March 23, 2005, p. 5. 
2 Ibid. p.5. 
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'0$�DQG�YDULRXV�VWDNHKROGHUV��06&�PHPEHUV�DOVR�SDUWLFLSDWHG�LQ�WKH�VWDNHKROGHU�PHHWLQJV�
GHDOLQJ�ZLWK�WKHVH�LVVXHV��

:H� VWURQJO\� VXSSRUW� WKH� FXUUHQW� SD\�DV�ELG� PHFKDQLVP� DV� WKH� SUHIHUUHG�PHGLXP�
WHUP� VROXWLRQ� XQWLO� WKH� 0578� LV� LPSOHPHQWHG� LQ� )HEUXDU\� ������ � +RZHYHU�� ZH� VKRXOG�
LPPHGLDWHO\�HPSKDVL]H�WKDW�WKLV�GRHV�QRW�LPSO\�WKDW�ZH�VXSSRUW�D�SD\�DV�ELG�PHFKDQLVP�IRU�
VHWWOLQJ�LQWHUWLHV�XQGHU�0578���,Q�IDFW��D�PDMRU�IDFWRU�LQ�RXU�SUHIHUHQFH�IRU�PDLQWDLQLQJ�WKH�
SD\�DV�ELG� PHFKDQLVP� XQWLO� 0578� LV� LPSOHPHQWHG� KDV� WR� GR� ZLWK� DQ\� PHGLXP� WHUP�
VROXWLRQ�RQO\�EHLQJ�LQ�SODFH�IRU�D�VKRUW�SHULRG�RI�WLPH��ZKLFK�LPSOLHV�WKH�QHHG�WR�EDODQFH�WKH�
UHODWLYH�H[SHQVH�RI�DQ\�SURSRVHG�VROXWLRQ�DJDLQVW�WKH�UHODWLYH�EHQHILWV�RI�WKDW�VROXWLRQ�RYHU�
WKH�SHULRG�RI�WLPH�WKH�VROXWLRQ�ZLOO�EH�LQ�SODFH���7KH�UHPDLQGHU�RI�WKLV�RSLQLRQ�GHWDLOV�RXU�
UHDVRQV�IRU�WKLV�UHFRPPHQGDWLRQ��

����%DFNJURXQG�

7KH�LQFHQWLYH�WR�FUHDWH�XSOLIW�SD\PHQWV�XQGHU�WKH�RULJLQDO�LPSOHPHQWDWLRQ�RI�570$�
ZDV�FDXVHG�E\�WZR�DVSHFWV�RI�KRZ�LQWHUWLH�ELGV�DUH�WUHDWHG�LQ�WKH�VHWWOHPHQW�SURFHVV���

��� 7KH�,62�SUH�GLVSDWFKHV�LQWHUWLH�ELGV�SULRU�WR�WKH�VWDUW�RI�WKH�VHWWOHPHQW�KRXU�WR�PHHW�
WKHLU�H[SHFWHG�LPEDODQFH�HQHUJ\�QHHGV���%HVLGHV�SURFXULQJ�RU�VHOOLQJ�WKH�QHW�LPSRUWV�
QHFHVVDU\�WR�EDODQFH�UHDO�WLPH�VXSSO\�DQG�GHPDQG�ZLWKLQ�WKH�,62�FRQWURO�DUHD��WKLV�
SURFHVV� DOVR� FOHDUV� DOO� ,1&�ELGV� DQG�'(&�ELGV�ERWK�ZLWKLQ� DQG� DFURVV� VFKHGXOLQJ�
FRRUGLQDWRUV��6&V���7KLV�LV�QHFHVVDU\�EHFDXVH�WKHUH�ZDV�RIWHQ�D�VLJQLILFDQW�TXDQWLW\�RI�
'(&� ELGV� RIIHUHG� DW� SULFHV� KLJKHU� WKDQ� WKH� SULFHV� RIIHUHG� IRU� ,1&� ELGV�� � 7KLV�
FOHDULQJ� SURFHVV� FDQ� WKHUHIRUH� DOORZ� D� VXEVWDQWLDO� TXDQWLW\� RI� PHJDZDWW�KRXUV�
�0:KV�� WR� EH�ERXJKW� DQG� VROG� DW� DQ� LQWHUWLH�ZLWK� QR� FKDQJH� LQ� WKH� UHVXOWLQJ� QHW�
LPSRUWV�LQWR�RU�RXW�RI�&DOLIRUQLD��

��� 7KH�RULJLQDO�VHWWOHPHQW�UXOHV�SDLG�RU�FKDUJHG�,1&�RU�'(&�ELGV�IURP�LQWHU�WLHV�SUH�
GLVSDWFKHG� EDVHG� RQ� SURMHFWHG� V\VWHP� FRQGLWLRQV� RQ� D� ´ELG�RU�EHWWHUµ� EDVLV���
6SHFLILFDOO\��LI�WKH�SULFH�LQ�WKH�,62·V�UHDO�WLPH�PDUNHW�LV�ORZHU�WKDQ�WKH�ELG�SULFH�IRU�
SUH�GLVSDWFKHG� LQFUHPHQWDO� ELGV�� LQ� DGGLWLRQ� WR� EHLQJ� SDLG� WKH� UHDO�WLPH� SULFH�� WKH�
VXSSOLHUV�DUH�SDLG�DQ�XSOLIW�SD\PHQW�HTXDO�WR�WKH�GLIIHUHQFH�EHWZHHQ�WKHLU�ELG�SULFH�
DQG�WKH�UHDO�WLPH�SULFH���7KH�QHW�HIIHFW�WKHQ�LV�WKDW�WKH�,1&�VXSSOLHUV�DUH�SDLG�WKHLU�
ELG���$�VLPLODU�PHFKDQLVP�RSHUDWHV�RQ�WKH�'(&�VLGH�RI�WKH�PDUNHW��,I�WKH�UHDO�WLPH�
SULFH� LV�KLJKHU� WKDQ� WKH�ELG�SULFH� IRU�'(&�ELGV�SUH�GLVSDWFKHG�E\� WKH� ,62�� WKHVH�
VXSSOLHUV� DUH� UHIXQGHG� WKH� GLIIHUHQFH� EHWZHHQ� WKH� UHDO�WLPH� SULFH� DQG� WKHLU� ELG���
7KXV��RQ�QHW��WKH\�DUH�RQO\�FKDUJHG�WKHLU�ELG�SULFH�IRU�DQ�DFFHSWHG�'(&�ELG��UDWKHU�
WKDQ�WKH�UHDO�WLPH�SULFH���

$V�DQ�H[DPSOH��LI�DQ�LPSRUW�,1&�ELG�RI�����0:K�LV�FOHDUHG�DJDLQVW�DQ�LPSRUW�'(&�
ELG�RI�����0:K��EXW�WKH�UHDO�WLPH�SULFH�LV�HLWKHU�RYHU�����0:K�RU�XQGHU�����0:K��DQ�
XSOLIW� LV�UHTXLUHG���)RU�LQVWDQFH��D�UHDO�WLPH�SULFH�RI�����0:K�PHDQV�WKDW�WKH�'(&�ELG�LV�
UHIXQGHG�����0:K� IURP� WKH� UHDO�WLPH�SULFH��ZKLOH� D� UHDO�WLPH�SULFH�RI� ����0:K�ZRXOG�
LQVWHDG�LPSO\�D�����0:K�XSOLIW�SD\PHQW�WR�WKH�,1&�ELG���%RWK�RI�WKRVH�VLWXDWLRQV�UHVXOW�LQ�
WKH�&$,62�SD\LQJ�RXW�PRQH\�ZLWKRXW�DQ\�FKDQJH�LQ�QHW�SRZHU�IORZV�LQWR�&DOLIRUQLD����
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2YHU�WKH�2FWREHU������WR�0DUFK������SHULRG��DYHUDJH�SULFHV�LQ�WKH�UHDO�WLPH�PDUNHW�
GLYHUJHG�IURP�WKH�DYHUDJH�ELG�SULFHV�IURP�WKH�,1&�DQG�'(&�HQHUJ\�ELGV�RQ�LQWHUWLHV�WKDW�
KDYH� EHHQ� SUH�GLVSDWFKHG� E\� WKH� ,62�� � 7KHVH� SUREOHPV� FRQWULEXWHG� WR� WKH� KLJK� XSOLIW�
SD\PHQWV�PHQWLRQHG� DERYH� IRU� WKH� FXUUHQW� ´ELG�RU�EHWWHUµ� VHWWOHPHQW� V\VWHP�� � +RZHYHU��
HYHQ�LI�DYHUDJH�SULFHV�DQG�DYHUDJH�ELG�SULFHV�IURP�WKH�,1&�DQG�'(&�HQHUJ\�ELGV�ZHUH�HTXDO��
WKH� ELG�RU�EHWWHU� PHFKDQLVP� ZRXOG� VWLOO� FUHDWH� D� ´IUHH� RSWLRQµ� IRU� DQ� LQWHUWLH� ELGGHU� WR�
UHFHLYH� WKH�KLJKHU�RI� LWV�ELGV�RU� WKH�PDUNHW�FOHDULQJ�SULFH�RQ�RQH� VLGH�RI� DQ\�RYHUODSSLQJ�
,1&�DQG�'(&�ELGV�RQ�WKH�LQWHUWLH���,Q�VKRUW��WKH�LQFHQWLYH�WR�VXEPLW�RYHUODSSLQJ�ELGV�ZRXOG�
VWLOO�H[LVW�HYHQ�LI�WKHUH�ZHUH�QR�H[SHFWHG�GLIIHUHQFH�EHWZHHQ�WKH�DYHUDJH�SUH�GLVSDWFK�SULFH�
DQG�WKH�UHDO�WLPH�SULFH��

7KLV� SUREOHP�KDV� EHHQ� FUHDWHG� E\� WKH� ,62·V� DWWHPSW� WR� UHFRQFLOH� WZR� FRPSHWLQJ�
QHHGV�� � 2QH� LV� WKH� QHHG� IRU� LPSRUWV� WR� WUDQVDFW� LQ� DGYDQFH� RI� UHDO�WLPH� DV� ILUP� HQHUJ\�
SXUFKDVHV�WKDW�UHPDLQ�FRQVWDQW�RYHU�WKH�KRXU���7KLV�QHHG�FRQIOLFWV�ZLWK�WKH�RWKHU�QHHG�RI�
RSHUDWRUV�WR�EDODQFH�V\VWHP�FRQGLWLRQV�RQ�D���PLQXWH�EDVLV��

7KH�ZKROHVDOH�HQHUJ\�PDUNHW�RSHUDWHV�XQGHU�WKH�SULQFLSOH�WKDW�WUDQVDFWLRQV�DUH�PDGH�
EHWZHHQ�EX\HUV�DQG�VHOOHUV���7KH�,62�GRHV�QRW�SOD\�D�GLUHFW�UROH�LQ�WKRVH�WUDQVDFWLRQV�XQWLO�
UHDO�WLPH��ZKHQ�WKH�QHHG�WR�FRQWLQXDOO\�EDODQFH�WKH�V\VWHP�PDNHV�LW�QHFHVVDU\�IRU�WKH�,62�WR�
SOD\�WKH�UROH�RI�SUR[\�EX\HU�DQG�VHOOHU���7KHVH�UHDO�WLPH�WUDQVDFWLRQV�XQGHUWDNHQ�E\�WKH�,62�
DUH�DOORFDWHG�WR�PDUNHW�SDUWLFLSDQWV�H[�SRVW���7KXV�WKH�JHQHUDO�EOXHSULQW�IRU�HOHFWULFLW\�PDUNHW�
RSHUDWLRQV�LV�WKDW�SDUWLFLSDQWV�PDNH�DOO�IRUZDUG�WUDQVDFWLRQV�DQG�DOO�UHDO�WLPH�WUDQVDFWLRQV�DUH�
LQVWLJDWHG�E\�WKH�,62����

7KH� SUREOHP� VWHPV� IURP� WKH� IDFW� WKDW� LPSRUWHUV� WKDW� DUH� XQDEOH� WR� VFKHGXOH�
G\QDPLFDOO\�FDQQRW�ZDLW�XQWLO�WKH�UHDO�WLPH�PDUNHW�LV�UXQ�LQ�RUGHU�WR�SDUWLFLSDWH�LQ�LW���,QWHUWLH�
FRQYHQWLRQV� IRU� WKRVH� XQDEOH� WR� VFKHGXOH� G\QDPLFDOO\� QHFHVVLWDWH� DQ� DGYDQFH� ����PLQXWH��
FRPPLWPHQW�RI�D�FRQVWDQW�HQHUJ\�LPSRUW�RU�H[SRUW�TXDQWLW\�RYHU�WKH�KRXU���7KXV�LI�WKH�,62�
RSHUDWRUV�DUH�WR�SXUFKDVH�WKHVH�LPSRUWV��RU�VHOO�H[SRUWV��WKH\�QHHG�WR�´SUH�GLVSDWFKµ�WKHVH�
ELGV�SULRU�WR�UHDO�WLPH�PDUNHW�RSHUDWLRQ���(YHQ�WKRXJK�WKHVH�WUDQVDFWLRQV�DUH�PDGH�EHIRUH�
WKH�UHDO�WLPH�PDUNHW�LV�UXQ��WKH�SRUWLRQ�RI�LQWHU�WLH�ELGV�WKDW�DUH�SUH�GLVSDWFKHG�XQGHU�570$�
LV� GHWHUPLQHG� EDVHG� RQ� WKH� SURMHFWHG� PDUNHW� FOHDULQJ� SULFH� LQ� WKH� UHDO�WLPH� PDUNHW���
+RZHYHU�� LI� WKH� UHDO�WLPH� LPEDODQFH� IRUHFDVW� LV�ZURQJ�� WKH� DFWXDO� UHDO�WLPH�SULFH� FRXOG�EH�
ORZHU�WKDQ�WKH�SUH�GLVSDWFK�SULFH�XVHG�WR�GHWHUPLQH�WKH�DPRXQW�RI�LQWHUWLH�ELGV�DFFHSWHG���,I�
LPSRUWV�ZHUH�VHWWOHG�DW�WKH�UHDO�WLPH�SULFH�DORQH��WKH\�FRXOG�KDYH�WKHLU�����RIIHU�DFFHSWHG�E\�
WKH�,62��RQO\� WR� ILQG� WKDW� WKH�UHDO�WLPH�SULFH�HQGHG�XS�DW����²WKHUHE\�HDUQLQJ�����0:K�
OHVV�WKDQ�WKH\�H[SHFWHG�ZKHQ�WKHLU�RIIHU�ZDV�DFFHSWHG��7KH�SUREOHP²ZKLFK�H[LVWHG�SULRU�WR�
570$��GLVFRXUDJHV� PDUNHW� SDUWLFLSDWLRQ� E\� LPSRUWHUV� WKDW� ZHUH� XQDEOH� WR� VFKHGXOH�
G\QDPLFDOO\�WR�ELG�LQWR�WKH�UHDO�WLPH�PDUNHW���7R�DYRLG�WKLV�SUREOHP��WKH�,62�LPSOHPHQWHG�D�
VHWWOHPHQW�UXOH�XQGHU�570$�WKDW�JXDUDQWHHG�WKDW�LPSRUWV�UHFHLYH�WKHLU�´ELG�RU�EHWWHUµ�SULFH���
7KLV�LV�WKH�KLJKHU�RI�WKHLU�ELG�SULFH�RU�WKH�DFWXDO�,62�VSRW�SULFH��

7KH�IXQGDPHQWDO�SUREOHP�LV�WKDW�WKH�,62�LV�FRPPLWWLQJ�WR�D�SULFH�DW�WKH�LQWHUWLHV�IRU�
WKH�HQWLUH�KRXU�ZKHQ�WKH�UHDO�WLPH�PDUNHW�VHWV�SULFHV�HYHU\�ILYH�PLQXWHV�DQG�VHWWOHV�RQ�D�WHQ�
PLQXWH� EDVLV�� � 7KHUH� DUH� WKUHH� JHQHUDO� ZD\V� IRU� WKH� ,62� WR� DGGUHVV� WKLV� SUREOHP� LQ� WKH�
PHGLXP�WHUP�� � (DFK� VROXWLRQ� HOLPLQDWHV� WKH� OLQNDJH� EHWZHHQ� WKH� UHDO�WLPH� SULFH� DQG� WKH�
SD\PHQWV�WR�LPSRUWHUV�ZKR�QHHG�WR�FRPPLW�LQ�DGYDQFH���
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• 2SWLRQ� ��� (VWDEOLVK� DQ� DOWHUQDWLYH� ��²PLQXWH�DKHDG�PDUNHW� ZLWK� LWV� RZQ�PDUNHW�
FOHDULQJ�VHWWOHPHQW�SULFH�����

• 2SWLRQ����&RQWLQXH�WKH�$PHQGPHQW����SD\�DV�ELG�V\VWHP�IRU�LPSRUWV����

• 2SWLRQ� ��� $FFHSW� RQO\� LPSRUWV� IURP� ILUPV� ZLOOLQJ� WR� G\QDPLFDOO\� VFKHGXOH� WKHLU�
LPSRUWV��WKHUHE\�FRPPLWWLQJ�WR�UHVSRQG�WR�,62�UHDO�WLPH�GLVSDWFK�LQVWUXFWLRQV�RU�WR�
SD\LQJ�LPEDODQFH�SHQDOWLHV�LI�WKH\�FDQQRW�UHVSRQG�WR�WKRVH�LQVWUXFWLRQV��

����0HGLXP�7HUP�6ROXWLRQV�8QGHU�&RQVLGHUDWLRQ��

7KH�,62�KDV�IRUPXODWHG�D�QXPEHU�RI�SURSRVHG�PHGLXP�WHUP�VROXWLRQV�WKURXJK�WKH�
VWDNHKROGHU�SURFHVV��� �7KH�%RQQHYLOOH�3RZHU�$GPLQLVWUDWLRQ� �%3$��KDV� DOVR� VXEPLWWHG� LWV�
RZQ�SURSRVHG�VROXWLRQ�� �7KH� WZR�VROXWLRQV�UHFHLYLQJ� WKH�PRVW�VXSSRUW� IURP�WKH�,62�DUH���
2SWLRQ� ��� ZKLFK� ZRXOG� VHW� SUH�GLVSDWFK�PDUNHW�FOHDULQJ� SULFHV� WKDW� DOO� WLH� ELGV� ZRXOG� EH�
VHWWOHG� DJDLQVW�� DQG� 2SWLRQ� ��� ZKLFK� ZRXOG� FRQWLQXH� WKH� FXUUHQW� SUH�GLVSDWFK� SD\�DV�ELG�
PHFKDQLVP��

2SWLRQV���DQG���VKDUH�PDQ\�LPSRUWDQW�IHDWXUHV���%RWK�ZRXOG�FRQWLQXH�WR�LQWHJUDWH�
WKH�SUH�GLVSDWFK�SXUFKDVHV�RI�LPSRUWV�URXJKO\����PLQXWHV�DKHDG�RI�HDFK�RSHUDWLQJ�KRXU�ZLWK�
WKH�DYDLODEOH�VXSSO\�RI�UHVRXUFHV�ZLWKLQ�WKH�,62�FRQWURO�DUHD�WKDW�DUH�GLVSDWFKDEOH�RQ�D���
PLQXWH�EDVLV�ZLWKLQ�WKH�RSHUDWLQJ�KRXU����2SWLRQ���ZRXOG�WUHDW�LPSRUWV�V\PPHWULFDOO\�ZLWK�
UHVRXUFHV� ZLWKLQ� WKH� ,62� FRQWURO� DUHD� LQ� WKH� UHDO�WLPH� PDUNHW�� � ,QWHUWLH� ELGV� FRXOG� EH�
GLVSDWFKHG�DW�WKH�VWDUW�RI�WKH�KRXU��RU�DQ\WLPH�ZLWKLQ�WKH�KRXU��DQG�VXSSO\�D�IL[HG�DPRXQW�RI�
RXWSXW�GXULQJ� WKH�KRXU�� �+RZHYHU�� WKHVH� UHVRXUFHV�ZRXOG�EH� VXEMHFW� WR� LPEDODQFH� HQHUJ\�
FKDUJHV�WR�WKH�H[WHQW�WKDW�WKH\�IDLO�WR�UHVSRQG�WR�DGGLWLRQDO�GLVSDWFK�LQVWUXFWLRQV�GXULQJ�WKH�
KRXU��%RWK�2SWLRQV���DQG���ZRXOG�HVWDEOLVK�VHSDUDWH��SUH�GLVSDWFK�PDUNHW�SULFHV� WKDW�ZLOO�
JHQHUDOO\� GLIIHU� IURP� UHDO�WLPH� SULFHV�� � %\� VHWWLQJ� SULFHV� LQ� DGYDQFH�� WKH� ,62� DYRLGV� WKH�
SUREOHP�RI�PDNLQJ�D�FRPPLWPHQW�WR�EX\��RU�VHOO��SRZHU�EHIRUH�LW�DFWXDOO\�NQRZV�WKH�SULFH����

8QOHVV�PRUH� LPSRUW�FDSDFLW\� LV�ZLOOLQJ�DQG�DEOH� WR�VFKHGXOH�G\QDPLFDOO\��2SWLRQ���
FRXOG� VLJQLILFDQWO\� VKULQN� WKH� VXSSO\� RI� LPSRUWV� ZLOOLQJ� WR� VHOO� WR� WKH� &DOLIRUQLD� PDUNHW���
$OWKRXJK�ZH�ILQG�2SWLRQ���YHU\�DSSHDOLQJ�DQG�HQFRXUDJH�WKH�,62�FRQVLGHU�LW�DV�D�ORQJ�WHUP�
VROXWLRQ�XQGHU�0578�� WKH�TXHVWLRQ�RI�ZKLFK�RI� WKH� WZR�UHPDLQLQJ�RSWLRQV� WR� IDYRU�ERLOV�
GRZQ� WR� WKH� IROORZLQJ� LVVXHV�� WKH� WKHRUHWLFDO� HIILFLHQF\�EHQHILWV� RI� XQLIRUP�SULFH�PDUNHWV�
YHUVXV�WKH�DGGLWLRQDO�FRVWV�WR�LPSOHPHQW�VXFK�D�V\VWHP�IRU�D�UHODWLYHO\�VKRUW�SHULRG�RI�WLPH���

,QHIILFLHQFLHV�RI�3D\�$V�%LG�0DUNHW���

7KH� PDLQ� DUJXPHQW� LQ� IDYRU� RI� 2SWLRQ� �� RYHU�2SWLRQ� �� LV� WKDW� LW� SD\V� D� VLQJOH�
PDUNHW�FOHDULQJ�SULFH��7KH� FRQFHUQ�RYHU�SD\�DV�ELG� VWHPV� IURP� WKH�SRWHQWLDO� LQHIILFLHQFLHV�
FDXVHG�ZKHQ�GLIIHUHQW�PDUNHW�SDUWLFLSDQWV�KROG�GLIIHUHQW�EHOLHIV��RU�LQIRUPDWLRQ��DERXW�WKH�
PDUNHW���,Q�D�SHUIHFWO\�FRPSHWLWLYH�XQLIRUP�SULFH�PDUNHW��LW�LV�XQLODWHUDOO\�SURILWDEOH�IRU�ILUPV�
WR�ELG�WKHLU� LQFUHPHQWDO�FRVWV���,Q�D�SD\�DV�ELG�PDUNHW��ILUPV�PXVW�WU\�WR�JXHVV�WKH�PDUNHW�
FOHDULQJ�SULFH��WKH�KLJKHVW�DFFHSWHG�ELG��DQG�ELG�DV�FORVH�WR�LW�DV�SRVVLEOH��DV�ORQJ�DV�WKH�SULFH�
LV�DERYH�WKHLU�FRVWV��ZLWKRXW�EHLQJ�VKXW�RXW�RI�WKH�PDUNHW�E\�ELGGLQJ�WRR�KLJK�����

                                                
3 Summary of Proposed Solutions for Pre-dispatch and Settlement of Intertie Issues, posted on April 13, 2005, at 
http://www.caiso.com/docs/2005/04/14/2005041412094722924.pdf  
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,QHIILFLHQFLHV�FDQ�DOVR�DULVH�ZKHQ�ILUPV�KDYH�GLIIHUHQW�LGHDV�DERXW�ZKDW�WKH�PDUNHW�
FOHDULQJ�SULFH�ZLOO�EH���)LUP�$��ZKLFK�KDV�ORZ�FRVW�JHQHUDWLRQ�XQLWV��FRXOG�H[SHFW�D�KLJK�SULFH�
DQG�WKHUHIRUH�ZRXOG�VXEPLW�D�UHODWLYHO\�KLJK�ELG���)LUP�%�PD\�KDYH�KLJKHU�FRVW�JHQHUDWLRQ�
WKDQ�ILUP�$��EXW�DFWXDOO\�VXEPLWV�D�ORZHU�RIIHU�ELG�WKDQ�ILUP�$��EHFDXVH�LW�WKLQNV�WKH�PDUNHW�
FOHDULQJ�SULFH�ZLOO�EH�ORZHU���7KH�HQG�UHVXOW�RI�WKLV�FRXOG�EH�WKDW�ILUP�%�VXSSOLHV�HOHFWULFLW\�
LQVWHDG�RI�ILUP�$��GHVSLWH�WKH�IDFW�WKDW�ILUP�%�LV�PRUH�H[SHQVLYH����

6HYHUDO� RWKHU� SRWHQWLDO� SUREOHPV� ZLWK� SD\�DV�ELG� PDUNHWV� KDYH� EHHQ� SUHYLRXVO\�
QRWHG��� �)RU�H[DPSOH�� LQ�WKH�ORQJ�UXQ�WKH�EXUGHQ�RI�IRUHFDVWLQJ�HQHUJ\�SULFHV�FDQ�UDLVH�WKH�
FRVW� RI� HQWHULQJ� WKHVH� PDUNHWV�� DQG� OHDG� WR� FRQVROLGDWLRQ� RI� VXSSOLHUV�� WKHUHE\� UHGXFLQJ�
FRPSHWLWLRQ�� � ,Q� FRQWUDVW�� LQ� D� XQLIRUP�SULFLQJ� UHJLPH�� VPDOO� VXSSOLHUV�ZRXOG�QRW�KDYH� WR�
LQYHVW�LQ�SULFH�IRUHFDVWLQJ�FDSDELOLWLHV�DQG�FDQ�VLPSO\�ELG�WKHLU�PDUJLQDO�FRVWV��

:KLOH�ZH�EHOLHYH� WKDW�WKHVH�SRWHQWLDO� LQHIILFLHQFLHV�DUH� UHDO��ZH�GR�QRW�EHOLHYH� WKH\�
DUH�SDUWLFXODUO\�VLJQLILFDQW�LQ�WKLV�LQVWDQFH�IRU�WZR�UHDVRQV���)LUVW��WKH�DPRXQW�RI�QHW�LPSRUWV�
WKDW�DUH�SUH�GLVSDWFKHG�EHIRUH� WKH�VWDUW�RI� WKH�UHDO�WLPH�PDUNHW� LV�D� VPDOO� IUDFWLRQ�RI� WRWDO�
,62� ORDG�� �7KH� ´SK\VLFDOµ� YROXPH�RI� WKLV�PDUNHW� �L�H�� WKH�SRUWLRQ�RI�SUH�GLVSDWFK�YROXPH�
SXUFKDVHG�WR�PHHW�DFWXDO�&DOLIRUQLD�,62�QHHGV�DV�RSSRVHG�WR�FOHDU�DJDLQVW�RWKHU�SUH�GLVSDWFK�
ELGV��KDV�DYHUDJHG�LQ�WKH�UDQJH�RI�����0:�VLQFH�2FWREHU��������,W�LV�WKLV�SK\VLFDO�YROXPH�
WKDW�ZRXOG�EH�LPSDFWHG�E\�DQ\�PLVDOORFDWLRQ�RI�SURGXFWLRQ���7KLV�FRQVWLWXWHV�OHVV�WKDQ������
RI�WRWDO�,62�HQG�XVH�FRQVXPSWLRQ���7KXV�DQ\�SURGXFWLYH�LQHIILFLHQF\�UHVXOWLQJ�IURP�D�SD\�
DV�ELG�UXOH�ZRXOG�FRQVWLWXWH�D�IUDFWLRQ�RI�WRWDO�SURGXFWLRQ�FRVWV�RQ�D�VPDOO�IUDFWLRQ�RI�WRWDO�
VXSSO\�� � 6HFRQG�� WKH�SD\�DV�ELG� VHWWOHPHQW� LV� YHU\� OLNHO\� WR�EH� D� WHPSRUDU\� VROXWLRQ� WR�EH�
UHSODFHG�ZKHQ�0578�FRPHV�RQ�OLQH���7KHUHIRUH��WKH�ORQJ�WHUP�FRQVHTXHQFHV�RI�SD\�DV�ELG�
PDUNHWV�DUH�XQOLNHO\�WR�EH�UHOHYDQW���:H�ILQG�LW�LPSODXVLEOH�WKDW�ILUPV�ZRXOG�XQGHUWDNH�PDMRU�
LQVWLWXWLRQDO� RU� RUJDQL]DWLRQDO� FKDQJHV� LQ� UHVSRQVH� WR� D� WHPSRUDU\� IHDWXUH� RI� D� UHODWLYHO\�
PRGHVW�VL]HG�PDUNHW��

,W� LV� LPSRUWDQW� WR� UHPHPEHU� WKDW� WKH� HQWLUH� V\VWHP� RI� SUH�GLVSDWFKLQJ� LPSRUWV� LV�
QHFHVVLWDWHG�E\�WKH�ZLOOLQJQHVV�RI� WKH�,62�WR�DFFRPPRGDWH� WKH�WLPLQJ�RI� LPSRUW�SUDFWLFHV�
ZLWKLQ�UHDO�WLPH�V\VWHP�RSHUDWLRQ�LQ�D�PDQQHU�WKDW�HQFRXUDJHV�LPSRUWV���7R�WKH�H[WHQW�WKDW�
LPSRUWHUV� DUH� DEOH� WR� G\QDPLFDOO\� VFKHGXOH� WKHLU� LPSRUWV� WR� UHVSRQG� WR� ,62� GLVSDWFK�
LQVWUXFWLRQV��WKHLU�VXSSO\�ZLOO�EH�XQDIIHFWHG�E\�WKH�SUH�GLVSDWFK�UXOH�EHFDXVH�WKHVH�VXSSOLHUV�
FRXOG� VHWWOH� MXVW� OLNH� DQ\� RWKHU� LQWHUQDO� UHVRXUFH�� RU� EH� SDLG� DV�ELG� LQ� WKH� SUH�GLVSDWFK�
SURFHVV���&RQVHTXHQWO\��LPSRUWV�KDYH�WKH�RSWLRQ�WR�PLWLJDWH�DQ\�QHJDWLYH�LPSDFWV�RI�SD\�DV�
ELG�VHWWOHPHQWV�E\�FKRRVLQJ�WR�VFKHGXOH�G\QDPLFDOO\���7KHUHIRUH��2SWLRQ���DOVR�HQFRXUDJHV�
LPSRUWHUV� WR� VFKHGXOH� G\QDPLFDOO\�� VRPHWKLQJ� ZH� EHOLHYH� ZLOO� HQKDQFH� WKH� ORQJ�WHUP�
HIILFLHQF\�RI�WKH�&DOLIRUQLD�PDUNHW��

&RVWV�RI�$OWHUQDWLYH�6ROXWLRQV�

$V�QRWHG�HDUOLHU��WKH�,62�KDV�GHWHUPLQHG�WKDW�LPSOHPHQWLQJ�D�PDUNHW�FOHDULQJ�SULFH�
PHFKDQLVP�IRU�VHWWOLQJ�LQWHUWLH�ELGV�FDQQRW�EH�LPSOHPHQWHG�XQWLO�DW�OHDVW�6SULQJ�RI��������,Q�
FRQWUDVW��WKH�,62�LV�FXUUHQWO\�VHWWOLQJ�LQWHUWLHV�DV�ELG�ZLWK�QR�HYLGHQW�QHJDWLYH�UHOLDELOLW\�RU�

                                                
4 See for example, Cramton, Peter, Kahn, Alfred, Porter, Robert, and Tabors, Richard (2000). Blue Ribbon Panel Report: 
"Pricing in the California Power Exchange Electricity Market: Should California Switch from Uniform Pricing to Pay-as-Bid 
Pricing?" 
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HFRQRPLF�FRQVHTXHQFHV���7KH�0:K�DPRXQW�RI�LPSRUW�DQG�H[SRUW�ELGV�WKDW�UHVXOWV�LQ�D�QHW�
]HUR� VFKHGXOH� �L�H��� WKH� H[WHQW� RI� SXUHO\� ILQDQFLDO� VHWWOHPHQW� RI� LPSRUWV� DQG� H[SRUWV�� LQWR�
&DOLIRUQLD� GHFOLQHG� GUDPDWLFDOO\� RQ� WKH� GD\� WKH� SD\�DV�ELG� VHWWOHPHQW� PHFKDQLVP� ZDV�
LPSOHPHQWHG��� � ,PSOHPHQWLQJ� D� PDUNHW�FOHDULQJ� SULFH� PHFKDQLVP� ZRXOG� UHTXLUH� VRIWZDUH�
FKDQJHV�DQG�VLJQLILFDQW�WHVWLQJ��DQG�DV�LV�WKH�FDVH�ZLWK�DQ\�QHZ�PDUNHW�UXOH��WKHUH�LV�DOZD\V�
WKH�SRWHQWLDO�IRU�XQLQWHQGHG�FRQVHTXHQFHV����

$FFRUGLQJ�WR�WKH�&$,62��LPSOHPHQWDWLRQ�RI�DQ�DOWHUQDWLYH�SUH�GLVSDWFK�VHWWOHPHQW��
VXFK� DV� WKDW� HQFRPSDVVHG� LQ� WKH� &DOLIRUQLD� ,62·V�2SWLRQ� �� RU� LQ� WKH� SURSRVDO� E\� %3$��
ZRXOG� HQWDLO� D� FRPPLWPHQW� RI� VLJQLILFDQW� WLPH� DQG� UHVRXUFHV�� � 7KH� ,62� HVWLPDWHV� WKDW�
2SWLRQ� �� ZRXOG� WDNH� DW� OHDVW� �� WR� �� PRQWKV� WR� LPSOHPHQW� DW� D� FRVW� RI� DSSUR[LPDWHO\�
���������LQ�DGGLWLRQ�WR�WKH�XVH�RI�LQWHUQDO�,62�UHVRXUFHV����,Q�DGGLWLRQ�WR�ILQDQFLDO�UHVRXUFHV��
WKH�GHYHORSPHQW�RI�DQ�DOWHUQDWLYH�SUH�GLVSDWFK�VHWWOHPHQW�VFKHPH�ZRXOG�LQYROYH�QRQ�WULYLDO�
DPRXQWV�RI�VWDNHKROGHU�DQG�&$,62�VWDII�WLPH�WKDW�ZRXOG�RWKHUZLVH�EH�IRFXVHG�RQ�WKH�PRUH�
SUHVVLQJ�SUREOHPV�RI�LPSOHPHQWLQJ�0578�DQG�UHVRXUFH�DGHTXDF\�SURYLVLRQV���:H�EHOLHYH�
WKDW� WKLV� WLPH� LV�EHWWHU� VSHQW�RQ� WKH� ORQJ�WHUP�GHVLJQ�RI� WKH�PDUNHW�� UDWKHU� WKDQ� WUDQVLHQW�
LVVXHV�WKDW�DIIHFW�RQO\�D�YHU\�VPDOO�IUDFWLRQ�RI�WKH�HQHUJ\�WUDQVDFWHG�LQ�&DOLIRUQLD��

���&RQFOXVLRQ�

:H�UHFRJQL]H�WKH�ILQLWH�UHVRXUFHV�DYDLODEOH�WR�WKH�&$,62�DQG�PDUNHW�SDUWLFLSDQWV�LQ�
&DOLIRUQLD�� � 7KHVH� UHVRXUFHV� DUH� EHVW� HPSOR\HG� LI� WKH\� DUH� IRFXVHG� RQ� WKH� WLPHO\�
LPSOHPHQWDWLRQ�RI�ORQJ�WHUP�VROXWLRQV�WR�WKH�PRVW�VLJQLILFDQW�SUREOHPV�IDFLQJ�WKH�&DOLIRUQLD�
PDUNHW�� 7KH� LPSOHPHQWDWLRQ� RI� DQ� DOWHUQDWLYH� VHWWOHPHQW� VFKHPH� IRU� WKH� SUH�GLVSDWFK� RI�
LQWHUWLH�VDOHV�LV�QHLWKHU�D�VLJQLILFDQW�QRU�ORQJ�WHUP�SUREOHP�LQ�&DOLIRUQLD���7KH�LQHIILFLHQFLHV�
DVVRFLDWHG� ZLWK� WKH� FXUUHQW� SD\�DV�ELG� V\VWHP� DUH� WKHRUHWLFDOO\� SODXVLEOH�� EXW� URXJK�
FDOFXODWLRQV� DQG� FRPPRQ� VHQVH� DUJXH� WKDW� WKH\� FDQQRW� EH� ODUJH�� � )XUWKHUPRUH�� DQ\�
DOWHUQDWLYH�VROXWLRQ�ZRXOG�WDNH�QHDUO\�D�\HDU�WR�GHYHORS�DQG�EH�LQ�SODFH�IRU�RQO\�DERXW�D�\HDU�
DIWHU�WKDW��DQG�LW�LV�QRW�JXDUDQWHHG�WR�SHUIRUP�DQ\�EHWWHU�WKDQ�WKH�FXUUHQW�SD\�DV�ELG�VROXWLRQ���
*LYHQ�WKH�RXW�RI�SRFNHW�DQG�RSSRUWXQLW\�FRVWV�LQYROYHG�LQ�GHYHORSLQJ�DQ�DOWHUQDWLYH��ZH�IHHO�
WKDW� WKH� FRQWLQXDWLRQ�RI� WKH� FXUUHQW� V\VWHP� LV� FOHDUO\� WKH�EHVW� FKRLFH� DPRQJ� WKH� DYDLODEOH�
DOWHUQDWLYHV��

                                                
5 “Settlement for Pre-Dispatched Intertie Bids” Presentation by Eric Hildebrandt at the Market Surveillance Committee 
Meeting, May 24, 2005, p. 10. 
6 “Memorandum to ISO Board on Modification of Settlement for Pre-Dispatched Bids from Interties, “ by Mark Rothleder, 
Director of Market Operations, and Anjali Sheffrin, Director of Market Analysis, June 8, 2005, p. 4. 


