Discussion Draft


Straw Proposal – Capacity Product Definition: 
Capacity Product Categories  - The following four categories of generating capability reflect the possible forms of market participation and corresponding obligations. ISO market rules and tariffs need to be revised to link some or all of the capacity related services with participation in that market.

(i) Committed Capacity - Generating capability owned or purchased by LSEs at the time of the ISO’s planning horizon review (3 years in advance of need) submitted as part of LSE’s supply in the system reliability planning assessment. These resources are obligated to support the assurance of reliable electric service to NE load and are incorporated in the baseline resource adequacy assessment in the planning analysis. The scope of their capacity related requirements include (in order of decreasing lead times):

a. Generator obligated to seek ISO-NE approval for:

i. Deactivation or retirement (generally not expected, but occasions may arise where a major equipment failure or change in regulation makes continued operation uneconomic) of a “committed” resource.

ii. Maintenance outages.

iii. Economic Outages.

b. Subject to all bid restrictions required under the tariff at the time of the resource plan submittal (prospective new requirements under the tariff do not apply retroactively) and to the degree any restrictions exist in tariff at that time;

i. minimum operating level restriction, 

ii. minimum run time restriction

iii. restriction on frequency of update of bid components (start-up and no load)

iv. restriction against rebidding energy bid prices for energy not sold in the DAM (possibly – there may be good efficiency reasons for not restricting these resources either given the absence of a RT availability bid under contemplated operating reserve market design).

v. FERC-approved energy bid cap (e.g., $1000/mwh)

vi. Any other restrictions must be explicitly defined as obligations assumed upon the sale of another market product. 

c. Energy Call Option to buyer - Energy bids from these resources would be limited to the general FERC-approved bid cap (e.g., $1000/mwh) and where associated generation in hours where respective DAM or RTM LMP’s exceed $1000/mwh, buyer would receive a payment equal to the respective LMP less $1000 and the seller would be assessed a charge in equal amount. (This provides incentives for the market to distinguish between capacity resources on the basis of both location and performance.) Market system would allow LSE buyer to negotiate lower strike price in a bilateral sale and have that mutually agreed strike price reflected in the settlement of the “call option”.

d. May export energy to a neighboring control area, but such energy exports would be ultimately recallable by resident RTO/ISO to satisfy its system reliability needs. (Certainly in the DAM. Further discussion needed to determine whether appropriate to restrict in RTM if not scheduled in DAM.)

e. Required to get RTO/ISO approval of planned outages to facilitate RTO/ISO management of operable capacity supply to meet aggregate system needs.

(ii) Capacity Exports - Generating capability physically located inside New England, but owned or purchased by an LSE in a neighboring transmission system to satisfy its portion of committed capacity needs on that neighboring system. These resources would be considered as “Committed Capacity” of the purchasing region and thus subject to its requirements and not available to ISO-NE for satisfying planning horizon reliability criteria or other than economy energy purposes in real time operations.

(iii) “Capacity Listed to Meet Deficiencies”  - An owner of a merchant generator not purchased as capacity by an LSE or Districo (ie, not “Committed”) may elect to “list” its unit as eligible for purchase by the RTO/ISO on behalf of deficient loads (either deficient due to failure to meet planning criteria or due to changes in system configuration following the planning period). If such capacity is purchased as deficiency capacity, it would be required to accept all of the same obligations as “Committed Capacity” for the applicable portion of the resource sold as capacity for the duration of the term of purchase. Portion of facility not purchased as capacity would not be under those obligations. Any amount of capacity not purchased and thereby “Committed” is not obligated to support the assurance of reliable electric service to NE load and therefore is not incorporated in the baseline resource adequacy assessment in the planning analysis.

(iv) “Un-listed” Generating Capability – A generator owner may determine that compensation offered for its capacity service at the auction clearing price is insufficient (ie, the price does not meet or exceed the generator owner’s offer) and will not assume the capacity obligations at the prevailing market price. These generators would:

a. not be included in the ISO-NE RTEP baseline resource adequacy assessment and hence could retire, deactivate or implement a planned outage at any time (perhaps some minimal lead time). 

b. preserve their option to sell their “capacity” services on an hourly or other basis to the market of their choice and are not subject to the obligations of Committed Capacity unless they subsequently sell their capacity services for a forward term and thereby “list” their unit as a Committed Resource.

c. They are not subject to any bid restrictions other than a higher safety net bid cap (eg, $3000/mwh.  This reflects their possible need to recover annual capacity value in a relatively few hours out of the year). Unlike Committed Capacity, they have full freedom to bid in all elements of their bid on at least a daily basis and may rebid prices for energy not sold in the day ahead market or may choose to sit out RTM if not chosen in DAM (similar to NYISO market design).

d. May export energy to a neighboring control area on a non-recallable basis. 

e. Only required to notify RTO/ISO of planned outages. RTO/ISO cannot deny their outage schedule or otherwise rely on their operable capacity to satisfy aggregate system reliability needs.

f. Will set the LMP if economic energy dispatched by ISO-NE.

g. Are not subject to the bid restrictions required of Committed Capacity, including, but not limited to the following;

i. minimum operating level restriction, 

ii. minimum run time restriction

iii. restriction on frequency of update of bid components (start-up and no load)

iv. restriction against rebidding energy bid prices for energy not sold in the DAM

v. restriction against non-zero availability bids for operating reserves in either the DAM or the RTM,

vi. FERC-approved general energy bid cap (eg, $1000/mwh).

h. Any other restrictions.

Minimum Term of Purchase -  One year minimum purchase commitment.  In the current lending climate, financing of new generation projects (where they may be needed) may demand even longer duration purchase commitments.

Methods of assuring competitive price results:

(1) Purchase lead time long enough to facilitate new entry – Market opportunity invites new entry and that disciplines price. Price contestability should be provided through opportunity for market entry, not price caps. This is achieved by requiring LSEs or Districos to satisfy “their” reliability requirement 3 years in advance of the period of need.  Short term (1 year duration) capacity purchases provide LSEs with the option value to avoid irreversible investments and hence the value LSEs receive exceeds the regulated revenue requirement cost. Where new generation is the only solution, LSEs or Districos might be required to enter into longer term contracts if that is what the lending community requires. This approaches also allows LSEs/Districos to purchase additional capacity services beyond the minimum requirement when the cost of that capacity provides adequate economic or reliability benefit to justify its purchase.
(2) Demand Curve Approach -  In conjunction with forward  commitments, a demand curve could provide additional benefits.  The primary one is that there would be no risk of ‘bipolar’ price outcomes as the supply/demand balance varies around the deterministic capacity requirement.  In addition, this would provide an explicit mechanism for valuing capacity in excess of the minimum requirement, which is important because such excess capacity does, indeed, provide additional reliability value.  The narrower bandwidth of price volatility in the forward period could also promote bilateral transactions, since the risk is reasonably small that the actual price will diverge substantially from the forward ‘curve’.  The smoother price signals that might result from forward procurement with a demand curve could reduce the probability of drastic boom/bust cycles in the supply sector, and might facilitate sustainable levels of investment.  

In either case, deficiency cannot be an option.

