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[bookmark: body]This memo provides a preliminary description a circuit-breaker that should reduce the need for bid caps in the New York markets.  As we have discussed previously, the market is the most susceptible to an exercise of market power when 1) a transmission constraint binds that isolates a small number of generators (or single generator), or 2) loads approach peak levels so that the generation held by relatively large suppliers becomes must-run (i.e., they become monopolists over the residual demand that cannot be served by other generators that are operating at full output).
The existing mitigation measures address both of these circumstances by precluding the generators with market power from withholding their supply to raise prices. The default bid measure, in particular, is effective in addressing economic withholding by allowing the NYISO to set a generating units’ bid to its reference level (average accepted bid during comparable periods over the prior 90 days).  The default bid may be imposed when a) a generator raises its bid price for a resource by 300 percent or $100 per MWH, and b) the conduct causes a 200 percent or $100 price increase.  However, there is generally a one day lag in its implementation to allow for the price effect analysis.
Description of the Proposal
Given the shape of the supply curve, conditions under which withholding will have a substantial effect on prices can be forecasted before day-ahead prices are posted (i.e., when prices are determined on the steep portion of the supply curve).  Therefore, a circuit-breaker can be designed to determine whether any supplier is large enough to cause prices to clear in the steep portion of the supply curve by withholding.  Essentially, a forecast of the system conditions would replace the price effect analysis (i.e., allowing the NYISO to presume a price effect for certain generators that withhold). 
In order to forecast the relevant conditions, I have proposed using a measure of excess capacity. When excess capacity in a geographic market is very low, suppliers with more resources than the excess capacity level can drive market prices to scarcity levels by withholding an amount of capacity close to the market’s excess capacity.  In other words, such suppliers may be considered monopolists over some portion of the market’s demand send all other supplies can be fully utilized and the large supplier’s resources will still be needed.  Therefore, the default bid would be automatically imposed when:
1)	a supplier that has more generation than the excess capacity forecasted for the market; and
2)	the supplier has withheld enough capacity to cause the market to clear at scarcity price levels;
The excess capacity could be calculated as follows:
the total rated capacity level (accounting for deratings and outages) 
+  import capability or available imports 
  the bid-in load 
  ancillary services requirements			 
	=  excess capacity 	
We have not resolved how import capability should be reflected in this calculation, but one proposal is to include the maximum import capability for the hour whether or not offers exist to utilize the capability.  In addition, the excess capacity may need to account for capacity that is essentially derated by virtue of their bid.  In other words, the steep portion of the supply curve may include a substantial amount of capacity at levels many times expected market price.
The excess capacity index should be computed for the entire State as well as for the area east of Central-East given the frequency with which this constraint is binding.  When the supplier’s capability is compared to the excess capacity measure, only the resources within the relevant area should be included (i.e., capacity in the east for the excess capacity comparison for the east).
The advantages of this proposal include the following:
· No automatic mitigation would apply during the vast majority of hours;
· Only suppliers with market power will be mitigated – small suppliers will generally not be mitigated;
· The circuit breaker will phase-in as system conditions become increasingly tight and excess capacity is reduced rather than being applied in an all or nothing fashion.
Remaining Issues
As described above, some issues regarding the calculation of the excess capacity measure needs to be settled.  In addition, some concerns have been raised regarding the reference prices that would be used to detect economic withholding and serve as the basis for the default bid.  In particular, some amount of resources may not have a reference price because they have not been scheduled in the prior 90 days.  Most of these resources are small blocks of output at the top end of the dispatch curve of units that have been scheduled, rather than entire units.  In any case, this proposal would not automatically mitigate any resources that lack a reference price since they would not exceed the economic withholding screen.
However, if the NYISO becomes concerned about some blocks of output that do not have reference prices, they have alternative means of developing a reference price as described in the mitigation plan.  For a  resource that was not scheduled during the 90 day period, the next alternative listed is to use a reference price set at: 
“A level negotiated with the Market Party submitting the bid or bids at issue, provided such a level has been negotiated prior to the occurrence of the conduct being examined by the NYISO.” (See Mitigation Plan, section 3.1.4.(a))
Lastly, the group should be discussed whether and how this circuit breaker should be applied to the real-time market.  For example, we would need to determine whether it should be implemented through the BME process or the SCD process.
Analyzing the Proposal
This proposal should not be difficult to analyze since all of the data to compute the excess capacity measures is readily available and since the reference prices for each unit have already been computed back to the beginning of the NYISO markets.  Therefore, we have the ability to examine alternative analytic methods to determine when the circuit-breaker would have mitigated bids over the past year.  Determining what the mitigated price would have been during those periods may be more difficult because this would require SCUC modeling – however, this may not be necessary.
If you all have any clarifying questions about the proposal that I don’t address in this memo, please send me an e-mail message if a response would be helpful prior to our conference call on Tuesday.
DBP
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