Revised outline for policy paper

Introduction
· Market/RTO objectives
· Will current RTO processes meet these objectives? (No)
· What can be done by FERC quickly to get electric restructuring back on track?
Market functions
· Dispatch – the real-time market
· Why have a real-time energy market? (Critical to get correct incentives for operations and liquidity needed to unwind forward positions.
· Why have clearing LMP structure in real-time?
· Commitment – the day ahead market
· Brief overview of commitment decisions and costs
· Need for RTO to include transmission constraints in developing the day ahead schedule
· Brief overview of options for incorporating transmission constraints in unit commitment and scheduling – centralization (e.g. LMP) versus property rights trading (flow rights)
· Should plant start costs, etc. be included in the optimization? (No)
· Relationship between day ahead and real-time markets
· Forwards trading
· RTO need have no/minimal role in forward trading
· How should transmission rights be defined and allocated?
· Failures of existing FTR and allocation mechanisms
An interim model for RTOs
· Overview of proposed RTO interim model – “PJM light”
· Clearing LMP real-time energy market
· Centralized unit commitment using energy only bids
· No bid start or no load costs
· Financial transmission rights trading
· Centralized ancillary services procurement?
· Advantages of the proposed interim model over current RTO designs
· Simplicity and speed/ease of implementation
· Liquidity for forward trading
· Baseline model for future development
· Tradeoffs inherent in adopting a market design
· Sunset provisions for evaluation and re-design
Potential future evolution of the interim RTO model
· Decentralized unit commitment process
· Flow right trading
· Transmission exchanges
· Full ancillary services markets
· Continuous price discovery
Priorities for FERC – “the 100 days”
· Getting workable RTOs established quickly
· Use a simple and consistent model across the country
· Can evolve as necessary to meet local requirements
· RTO areas must cover true electrical markets – e.g. the entire Midwest (MAIN and ECAR). No “balkanization” of markets
· Address market power issues
· Divestiture of generation
· Approval of market-based rates for undivested utility generation
· Need new tools rather than HHI measures
· Retail and forwards contracting issues
· Do not approve market-based rates without a workable transition to full retail competition
· Remaining default customers served by forward contract portfolios and not pass-through of spot prices – critical to have forward looking prices
· Need metering and price responsive load from Day One on larger customers
· New supply issues
· FERC must emphasize connection charge and timing issues
· All connection decisions removed from transmission owners
Conclusions
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