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Introductory Comments and Outline 

I. Resource adequacy and/or reliability? 
 
I. Obvious:  The concept of “reliability” as we currently 

understand it, is the result of, and is therefore 
underpinned by, a specific institutional paradigm/structure 
which is, in itself fundamentally a function of the available 
technology. 

 
I. Less obvious:  New technology coupled with competition 

represent a fundamental, rather than incremental change. 
 
I. Not necessarily obvious:  Failure to understand the effects 

of competition on the legacy institutional 
paradigm/structure will be costly and ultimately 
unsuccessful. 

 
I. Suggestions for the path forward. 
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Resource Adequacy and “Reliability” 

I. Any discussion on resource adequacy is a subset of the 
larger discussion on reliability. 
A. Resource adequacy does not exist as a topic apart from the 

broader topic of reliability. 
 

II. Resource adequacy cannot and should not be separated 
from reliability. 
A. Disaggregating increases the risk of poor/bad decisions. 

B. Bad = costly, ineffective and long-lived. 
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“Reliability” 

I. How is reliability defined? 
A. “Consistently good in quality or performance.” 

I. “Good”?  “Quality”? “Performance”? 

B. “Capable of being relied upon; dependable.” 
I. “Dependable”? 

C. Difficult to be precise. 
I. But precision is required because the concept has to be operationalized. 

D. To date the industry has defined reliable through metrics and process. 
I. “1-in10”, number and length of frequency excursions, etc. 

II. 2003 and 2011? 

II. The cornerstone of the reliability paradigm is the concept 
of “loss of load”, i.e. loss of load is a negative event. 
A. In what sense is loss of load negative?   

A. Any loss…in what sense are voluntary (paid) reductions negative? 

B. Many short occurrences (peak or offpeak) or infrequent long 
occurrences (peak or offpeak)?   

C. Occurrences that are more frequent but predictable or less 
frequent but random? 

D. Difficult to operationalize “reliability” without explicit answers. 
I. What we have are implicit answers. 
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Heritage of the Reliability Paradigm  

I. Legacy:  Cost effectiveness (i.e. declining average cost) led 
to large scale generation facilities which led to utility 
construct: 
A. regulated monopolies. 
B. transmission/generation decision is 

commercially/operationally interdependent. 
C. Granting of franchises. 

A. Monopoly acquires franchise in return for “meeting/serving load.” 
B. Provider of last resort. 
C. Load is a “given” and must be served. 
D. Asset values and use of existing technology reflect this imperative. 

II. Under this paradigm it is natural for loss of load to be a 
negative. 
A. Implicit property right is that the consumer has the right to be 

served 24/7. 
B. Inelastic demand. 

A. Natural that there was limited investment in demand reduction or 
demand management. 

C. Investment and operation focused on “maintaining reliability” - 
separation of physical/financial regulation. 
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Technology and Competition  

I. Demand response is a fundamental disruptive technology. 
A. Fundamentally changes what “meeting/serving load” means and 

how it is operationalized. 
I. Adds a completely different element 

I. ”at what price” – links physical and financial. 

II. Defining reserve margins?  Planning and operating? 
I. Who makes the decision? Who pays? Stranded assets? 

B. Decentralized/disaggregated as compared to 
centralized/aggregated…despite efforts, cannot be 
incorporated. 

C. The “legacy” requires that demand management behave like a 
thermal generator. 
I. Similar to the response to intermittent resources. 

D. Smart grid, distributed generation are similarly disruptive 
technologies. 

II. Renewable energy policies…if not orthogonal to the new 
technologies, at least close to it. 
I. Storage. 

III. Allowing competition puts “force” behind the imperative of 
the new technologies. 
A. Loss of captive customers. 
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Suggestions 

I. Difficult…the world is changing and we don’t know how it 
will turn out. 
A. “The best way to predict the future is to invent it.” 

B. “Your thoughts construct patterns like scaffolding in your 
mind…In most cases, people get stuck in those patterns, just like 
grooves in a record, and they never get out of them.” 

II. The concept of reliability can be thought of as a form of 
hedging or insurance, i.e. reduction, elimination or mitigation 
of risk. 
A. In this case, the risk of a failure of the electricity network. 

III. The current paradigm is based on primarily  “physical” 
hedging/insurance, i.e. the reliance on physical solutions. 

IV. The key ingredients of the solution: 
A. Correct pricing. 

B. No bias toward one technology over another. 

C. Probabilistic approach. 
A. Something equivalent to VAR? 

D. Appropriately: (1) Flexible, (2) diversified and (3) integrated. 
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