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'XULQJ� WKH� SXEOLF� FDOO� RQ�$SULO� ���� �����ZKHQ�ZH� DGRSWHG� RXU� ´2SLQLRQ� RQ� WKH�
&DOLIRUQLD� ,62·V�0DUNHW� 5HGHVLJQ� DQG� 7HFKQRORJ\� 8SJUDGH� �0578�� &RQFHSWXDO� )LOLQJ�µ�
VHYHUDO� TXHVWLRQV� DERXW� WKH� RSLQLRQ� ZHUH� UDLVHG� E\� VWDNHKROGHUV� WKDW� ZH� EHOLHYH� UHTXLUH�
IXUWKHU�FODULILFDWLRQ���7KLV�DGGHQGXP�GLVFXVVHV�WKHVH�LVVXHV��

)LUVW�� RQ� SDJHV� �� DQG� ��� ZH� VWUHVV� WKH� QHHG� IRU� ORDG�VHUYLQJ� HQWLWLHV� �/6(V�� WR�
SXUFKDVH� WKHLU� HQHUJ\� DQG� DQFLOODU\� VHUYLFHV� QHHGV� LQ� WKH� IRUZDUG� PDUNHW� IRU� GHOLYHU\� WR�
ORFDWLRQV� LQ� WKH�&DOLIRUQLD� ,62�FRQWURO� DUHD�ZKHUH� WKHVH�SURGXFWV� FDQ� DFWXDOO\�EH�XVHG� WR�
VHUYH� WKH� HQHUJ\� DQG� DQFLOODU\� VHUYLFHV� QHHGV� RI� WKH� /6(� WKDW� SXUFKDVHG� WKHP�� �:H� DOVR�
HPSKDVL]HG� WKDW� LQ� D� QRGDO�SULFLQJ� PDUNHW� WKH� &DOLIRUQLD� 3XEOLF� 8WLOLWLHV� &RPPLVVLRQ�
�&38&�� FDQ� PRUH� SUHFLVHO\� VSHFLI\� WKH� GHOLYHU\� SRLQWV� DQG� GHOLYHU\� TXDQWLWLHV� IRU� ERWK�
HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�WKDW�WKH�/6(V�PXVW�SXUFKDVH�LQ�WKH�IRUZDUG�PDUNHW��UDWKHU�WKDQ�
VSHFLI\�GHOLYHU\�DQ\ZKHUH�ZLWKLQ�D�FRQJHVWLRQ�]RQH�VXFK�DV�13����63����RU�=3����DV�LV�WKH�
FDVH� IRU� WKH� FXUUHQW� ]RQDO� PDUNHW� GHVLJQ�� � 7KLV� LV� RQH� DWWUDFWLYH� IHDWXUH� RI� D� ORFDWLRQDO�
PDUJLQDO�SULFLQJ��/03��PDUNHW�GHVLJQ���,W�DOORZV�/6(V�WR�VSHFLI\�SK\VLFDOO\�IHDVLEOH�GHOLYHU\�
SRLQWV�IRU�LWV�IRUZDUG�FRQWUDFWV�WR�FOHDU�DJDLQVW���$V�QRWHG�LQ�WKH�2SLQLRQ��LI�D�VXSSOLHU�IDLOV�
WR�WDNH�WKH�DFWLRQV�WKDW�DOORZ�WKH�/6(�WR�SXUFKDVH�WKH�FRQWUDFWHG�TXDQWLW\�RI�HQHUJ\�DW�WKDW�
ORFDWLRQ��WKH�VHOOHU�RI�WKH�IRUZDUG�FRQWUDFW�EHDUV�WKH�FRVW�RI�WKH�H[WUHPHO\�KLJK�VKRUW�WHUP�
SULFHV� DW� WKDW� ORFDWLRQ�� � ,Q� DGGLWLRQ�� ZH� EHOLHYH� WKDW� WKRVH� /6(V� WKDW� GR� QRW�PDNH� WKHLU�
IRUZDUG�SXUFKDVHV�LQ�D�SK\VLFDOO\�IHDVLEOH�PDQQHU�VKRXOG�EHDU�WKH�SRWHQWLDOO\�KLJKHU�FRVWV�RI�
LQFUHDVHG� VKRUW�WHUP�HQHUJ\� DQG� DQFLOODU\� VHUYLFHV� GHPDQGV� WKDW� UHVXOW� IURP� WKLV� GHFLVLRQ��
0RUHRYHU��WKHVH�/6(V�VKRXOG�EH�XQDEOH�WR�WUDQVIHU�VRPH�RI�WKHVH�FRVWV�WR�RWKHU�/6(V�DV�LV�
WKH�FDVH�XQGHU�WKH�FXUUHQW�]RQDO�PDUNHW�GHVLJQ��

'HVSLWH�RXU� VWURQJ� GHVLUH� IRU� WKH�&38&� WR� HQVXUH� WKDW� WKH�/6(V� WKDW� LW� UHJXODWHV�
PDNH�SK\VLFDOO\� IHDVLEOH� IRUZDUG�PDUNHW�SXUFKDVHV�RI� HQHUJ\� DQG� DQFLOODU\� VHUYLFHV��ZH�GR�
QRW� PHDQ� WR� LPSO\� WKDW� WKHVH� /6(V� VKRXOG� UHO\� RQ� WKH� /RFDO� 0DUNHW� 3RZHU� 0LWLJDWLRQ�
�/030�� PHFKDQLVP� WR� SURFXUH� WKHVH� SURGXFWV�� ,I� WKHUH� LV� HIIHFWLYH� FRPSHWLWLRQ� DPRQJ�
VXSSOLHUV� WR� SURYLGH� WKH� QHFHVVDU\� ORFDO� HQHUJ\� DQG� DQFLOODU\� VHUYLFHV�� WKH\� VKRXOG� EH�
SXUFKDVHG�LQ�IRUZDUG�FRQWUDFWV�FOHDULQJ�DJDLQVW�WKHVH�ORFDWLRQV�LQ�WKH�&DOLIRUQLD�,62�FRQWURO�
DUHD���:H�GR��KRZHYHU��QRWH�WKDW�WKH�)HGHUDO�(QHUJ\�5HJXODWRU\�&RPPLVVLRQ��)(5&��QHHGV�
WR�SURYLGH�DGHTXDWH�ORFDO�PDUNHW�SRZHU�PLWLJDWLRQ�LQ�DUHDV�ZLWK�VHYHUH�ORFDO�PDUNHW�SRZHU�
DQG�KLJK�EDUULHUV� WR�HQWU\�WR�HQVXUH�WKDW�FRQVXPHUV�SD\� MXVW�DQG�UHDVRQDEOH�SULFHV� IRU� WKH�
QHHGHG�ORFDO�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�ZKHWKHU�RU�QRW�WKH\�DUH�SXUFKDVHG�LQ�WKH�IRUZDUG�
RU�VKRUW�WHUP�PDUNHW��8QOLNH�XQFRQVWUDLQHG�DUHDV��D� ORQJHU� WLPH�KRUL]RQ�EHWZHHQ�FRQWUDFW�
QHJRWLDWLRQ�DQG�GHOLYHU\�ZLOO�QRW�DSSUHFLDEO\�H[SDQG�WKH�SRRO�RI�SRWHQWLDO�VXSSOLHUV� LQ�ORDG�
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FHQWHUV� ZKHUH� WKH� EDUULHUV� WR� QHZ� HQWU\� DUH� VXEVWDQWLDO�� $EVHQW� DQ� HIIHFWLYH� /030�
PHFKDQLVP�� FRQVXPHUV� LQ� WKHVH� DUHDV� ZLOO� DOPRVW� FHUWDLQO\� IDFH� XQMXVW� DQG� XQUHDVRQDEOH�
SULFHV�IRU�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV��

3ULFH�UHVSRQVLYH�ILQDO�GHPDQG�LV�HYHQ�PRUH�YDOXDEOH�ZLWKLQ�WKHVH�ORFDO�UHJLRQV�WKDQ�
LQ� OHVV�FRQVWUDLQHG�DUHDV�RI�WKH�&DOLIRUQLD�,62�FRQWURO�DUHD�� �7KH�&38&�VKRXOG�PDNH� LW�D�
KLJK� SULRULW\� WR� SURYLGH� LQFHQWLYHV� IRU� FRQVXPHUV� WR� EHFRPH� DFWLYH� ZKROHVDOH� PDUNHW�
SDUWLFLSDQWV���,I� ODUJH�FXVWRPHUV�KDYH�D�ILQDQFLDO� LQFHQWLYH�WR�EHFRPH�SULFH�UHVSRQVLYH��WKLV�
FDQ�RQO\�LPSURYH�WKH�SHUIRUPDQFH�RI�WKH�VKRUW�WHUP�HQHUJ\�DQG�DQFLOODU\�VHUYLFHV�PDUNHWV���
+RZHYHU��ZH�FDXWLRQ�WKDW�LQ�DUHDV�ZLWK�OLWWOH�RU�QR�FRPSHWLWLRQ�IRU�VXSSO\��SULFH�UHVSRQVLYH�
GHPDQG��ZKLOH� H[WUHPHO\� YDOXDEOH�� LV�QRW�E\� LWVHOI� VXIILFLHQW� WR� HQVXUH� MXVW� DQG� UHDVRQDEOH�
SULFHV�� �$OWKRXJK� WKH�SUHVHQFH� RI�SULFH� UHVSRQVLYH� ILQDO� GHPDQG�FDQ� OLPLW� WKH� DPRXQW�RI�
ORFDO�PDUNHW�SRZHU�D�VXSSOLHU�FDQ�H[HUFLVH��LW�GRHV�QRW�HOLPLQDWH�WKH�QHHG�IRU�D�SURVSHFWLYH�
/030�PHFKDQLVP��

A second question concerns the meaning of our statement on page 4 that “having 
adequate installed capacity to service demand does very little by itself to prevent the 
exercise of market power in the short-term energy and ancillary services markets.” Our 
point is that generation capacity that is purchased by an LSE and that carries a weak or 
non-existent performance requirement, as is typically the case for capacity purchased 
through an installed capacity market, is of little value in limiting the exercise of market 
power in the short-term energy and ancillary services markets. Forward market purchases 
should require a commitment for performance.  Such performance would include the 
supply of energy, but to a lesser extent will include the purchase of ancillary services, 
options, and other forms of "stand-by" performance that may be required in order to 
operate the system reliably.   

Simply making a payment to a generation unit owner for their installed capacity 
with the only obligation that the unit bid into the short-term energy or ancillary services 
market if the unit is available to supply energy does not, in our view, purchase the 
necessary performance commitment to limit the ability of this supplier to exercise 
unilateral market power in the short-term energy and ancillary services markets.  As we 
note in the opinion, it is difficult, if not impossible, to determine if a unit has failed to 
comply with the requirement to bid into the market if it is available, and the penalties 
associated with failure to comply are often insufficient to deter this behavior given the 
increased profits that are available to the supplier from exercising unilateral market 
power in the spot market.  As noted in the opinion, it is virtually impossible for an entity 
besides the owner of the generation unit to determine whether or not that unit is truly 
available to operate. The advantage of buying a performance guarantee, such as a forward 
contract for energy or an option contract to provide energy if the short-term price is 
above some level, is that the supplier bears the responsibility for any unit outages.  
Because of the price guarantee implicit in this forward contract or option, the purchaser is 
                                                
1 It is important to note that price-responsive demand can take the form of participating load that is actively 
bidding into the energy or ancillary services markets and the more passive form of simply reducing 
consumption upon notification of the price level.  Because of the infrastructure and transactions costs 
necessary for active participation, we expect that the passive form of price-response would be more 
widespread.   
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indifferent to the short-term energy or ancillary services price changes that result from a 
generation unit outage, regardless of the cause.  As a consequence, the seller of either 
contract has a strong financial incentive to make their unit available to provide the 
contracted energy or ancillary services when it is truly available to do so. 

Page 2 of the opinion states that, "we believe it may be more cost-effective for the 
ISO to formulate a long-term solution to the pre-dispatch of intertie bids before 
committing to a design for the HASP."  During the public call, the CAISO noted that it 
was necessary to file the HASP design in May in order to obtain FERC conceptual 
approval of this major market design element in July in order to meet the February 2007 
MRTU implementation date.  The CAISO argued that doing so would not foreclose 
modifications to the proposed settlement of inter-tie bids under HASP.  However, we 
note that a commitment to HASP may foreclose options outside of the HASP framework, 
such as an hour-ahead energy and ancillary services market.  The CAISO is undertaking a 
stakeholder process over the next several months to address the inter-tie issue and will 
file any proposed changes to the settlement of interties under HASP when it submits its 
MRTU Tariff filing in November.  Therefore a delay in HASP could possibly lead to a 
more cost-effective long-term solution to the intertie bidding problem, but would also 
increase the likelihood of a delay in the implementation of MRTU. 


