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McCullough Research
Foreéastmg Phllosophy

When Mr. Raccoon wanted to know how long
the W|nter would Iast he went to I\/Ir Hedge
Hog. Mr. Hedge Hog explained that his~ .
approa{ch was very scientific. He che&ked the
coats onthe forest animals and sawfwhether
the moss was ‘onthe north or the s{outh side of
the trees. Mos{ of alli, he w to_fthe edge of
the forest to see-how larg > t ._1*q,qcz,lﬁpai_§es the
humans had built. g




The Robber Barons
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Roosevelt steps In

Globe-Photos INe =




Artifice or Reality: Pricing In

the Eastern Interconnectlon
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Filtering Market Signals
From Somal Englneerlng

* What have we Iearned from Callfornla S mlstakes’?
* How eiﬂment are'prices in New England and PJM?
* Do prices reflect changes in markét cohditl%)ns’?




California’s Mistakes
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* Since May. 2000, we have seen’ Ieng term prices
far moré sensitive ta administrative. c,:hanges --
primafily FERC decisions than fundamemms

* Qverall pricing has been very mefﬂmenpln the
sense that we see major swings unrelated to the
supplydemand balance &
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Californ__i_g___IS
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Actl_l__g_l___I_SQ Operations




COB Futures Markets
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Dfe_rati:ng California
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* In 1997, Callfornla peak loads were hlgher and

resources were Iess than in 2000 - J
. Notwﬂbetandlng, :ghe ISO believes that i was
Capaeity constralnedpn 2000 ‘- "'!;:-.-:‘-ﬂ,a-l

* The primary reasons turn out to be fallqres in the

ISO modeling and dispatch =

° ISO~proe,edures derate capacity resources by 2,999
MW dué teo: é‘om?nunlcatlon problems .‘

* |SO transmlsélon atch is highly questlonable --
Path 15 is ofte{1 constrain Fen the intertie is
unloaded -'




Eastern Interconnection
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We see similar probjems with ISO N = and PJM
Contrary to FERC's: misconceptions;: ISO NE

make§ more sense than PJM ~ # - ‘huadty
Neltlner market reflects supply |nformat|on very
eff|C|entIy
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PJM and IS_Q NE Pricing
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Qctober 2001
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In October. a major SUppIy deC|S|on was made that
could not have been. predicted by the- market

For the past five years, Hydro-Quebec’ ha.db
practlced a peculiar experiment in marlget ﬁower
they attempted to set the price of energy
development in Quebec and Labrador at $20 U.S.
This policy “effe Ct)yely ended energy .development
in 30% of the &\F’CBK




October Pricing For 2003
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ReV|S|t|ng The Contract Path
) FaHacy
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e The Contract Path, Fallacy
0 TheC ongestion Mahagement FaIIaCy




The Contract Path Fallacy
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* Everyoneis famlllar Wwith the appalhng poor il
between contrac{\paihs and actual transm|SS|on
constraints G = !L.*-g-*:,a-l
Our traditional approach is to operate the system
make judgments concerning transfer capabilities,
and fﬁ‘con’tract paths into this limit .- g

While low’ tecQ “the- approach had the merit that

actual capabilitiesWwére a the process
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Upping The Ante -- The
Congestlon Pncmg FaIIacy

* The various ISO/RTO |mplemen‘tatlons have
effectlvely reduced the operational baS|s in favor of
arbitrary models ¢ - HNES

* We are familiar with the substantial deratlng of the
systém by the California 1ISO, but we have a less
precise un’dersta?ndlng of the problerrrs this

approach ma;gbe,,causmg elsewhere
I | *‘“




Does Congestion Pricing
Cause CQngestlon’?
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* The lessan from Cahfornla is that.it doeSr

2 Expansmn of that Iésson to other regrens is difficult
without the massive.amount of data weand\#v Have
on Galifornia operations i “‘

* The broblem Is caused by the complexlty of the

congestron management process

. Adjustment bi ?p ~California routinely.fail to materialize

* Anecdotal evidencedndicates that this‘is the rule rather
than the exceftign. ¢« .=\ *




Loads and Resources
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* While NRCC is in good shape Quebec - 30% of
the area - is facing brownouts if it had contlnued
on thé current path--: 7 HEI

* Overall, Quebec (and Labrador) has mgre ’fhan
0 ObO MW of hydro development and.9;000 MW
of cogenaratlon at Iower prices than. Frame 7
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NPCC (US) Load Resource
.. Balance




Quebec Capacity Balance




Quebec Energy Balance
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Recent Developments
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NPCC had two majq’r development |n ther past two

months* T
* Premier Landry overr}uled Hydro- Québec S.“resburce

str|ategy 7

* AlLJ Young's "Business Plan" for the Northwest RTO
was released ol

Last Wednesday;,EERC blinked
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NPCC/PJM Map
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NPCC/PJM Developments
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* FERC had announced a rapid e‘vorutlon of the New
York 1SO, ISO New England, PJM and PJM West
into a’single ISO . 2! :51

* As g critical step, all of the stakeholders We’re
mwtéd to a mediation with 400 part|0|pants

* Asa resujt of the mediation, ALJ Young released a
proposed’ busg\éss plan 0
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Northeast Mediation




ALJ Young's Business Plan

Regional Market Center

Control Area (PJM) Control Area (NYISO) Control Area (ISO-NE) Control Area (PJM West)
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New York ISO/Mirant Dialog
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* On September 1st, Mrrant placed an artlole in the
Fortnightly argumg that integrating - the. four ISOs would
add $400 million in eﬁrcrency a yeéir HSTINS {

Fixing the "seams" between small ISOs doesn't fix the probtems Only one
Northeast market with central scheduling, governance;. market monitoring,
planning and reliability rules could generate $400 meron annuaIIy of regional
fflc%ncnes;ln energy markets. This estimate is bas’ed on looking at flows
between NeW*York and PJM and New York and New England from June
2000 to Decembér 2000 ;during periods wrthout bmdrng transmission
constraints, and "re- Ulsp‘athlng" gen n among the regions-still within
transmission limitg-to:increase:ir e hlgher cost region. In other
words, trade patterns are ratlonallz, B 1S®' tuleé ‘ot transmission
constraints, impeded the efficient fore ctricity that could have lowered
consumer electricity bills, especially in New York.




NY ISO’s Response

First, the EEA analys1§ of energy flows between New York and PJIM 1nappropr1ate1y compared day-ahead prices to
real-time energy flows. If the EEA methoddlogy 1§ applied to real-time prices and real-time flows between PJM and
New York over thg'post-ECA-B period, October 1k 2000 to August 31, 2001 (ar’longer amd-rno.ne eceﬁt period
than that analyzed by EEA), the estimated price imnpact of implementing interregional real tinw s_g_;a.ﬂ:h would be
to significantly reduce PJM prices, but to either have little effect on or to actually increase New Y.drk prices.
Moreover, this %ndmg appears to be relatively insensitive to different assumptions about {he slape of the New York

supply curve. < j

| .

e Secon?f“'i't‘i's- noteworthy that most of the estimated potential gains from imﬁiementing interregional

real-time dlspa‘tch_petw_.een_.N York and PJM arise from the ehmlnat[on of uneconomic flows from
PJM to New York. This i§ why the-prlce impact gains are concentrated, in PJM, as the elimination of
these flows would lowe M pl‘lC fand raise New York prices. It is st}rtkmg that over the October 11,
2000 to August 31, 2001 pené)d th ere net real-ti gy flows into New York in over 95
percent of the hours in which sych flows would: iC based on the criteria employed by
EEA, but there were net real-time energy flows m’to . li tI avers8 percent of the hours in
which such flows would have been economic based on t ila empioyed by
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October Pricing For 2003

Churchill Falls, Rupert,
Great Whale

NE VP 0kt




Last Wednesday FERC
h x&ﬁ¢_ Bhnked
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In recogmtlgm of the fact ‘that RTO developmemt 1S In
very dlfferent stages m Various parts of th,e Gountry and
that it is.fiot possible for-all RTOs to be'in operaﬁan by
the Dec]émber 15,2001 deadline established m Order No.
2000, we intend to address in our future orders the
estabhshment ofa prpgresswe but approprlately
measured, tlmehng for continuing RTO progress In each
general region. \\ h




Prospect§__angl Suspicions
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FERC's recent order on November 7th drelays the
onrushfof eventsend can be mterpreted as
allowing more than four RTOs 7 2! :3
FERC clearly continues to prefer PJM I;a Néw York
or New England :

If we Beheve a PJM "rampant” future; we should
expect lower erces than those in ISO NE

We should also expéct an | sed level of

derating and m‘efzﬂmency
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