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DESCRIPTIONS OF COMPETITIVE MARXET MODELS

This paper is intendéd to help pamc1pants in the CPUC’s Working Group understand the

various market structure models bemc7 consmered in the CPUC’s electric restructuring
proceeding. A key task of the Working Group is% to understand how the various models deal
with the public policy issues listed in the:CPUC’s December 7, 1994 Order. The model
descriptions are meant to be general and somewhat simplified, focusing primarily on those
features of each model that appear to be most reiei/ant to the Working Groub’s tasks.

As required by the CPUC’s Order, three generic models are described hére, but the
descriptions  do not quite match the three rﬁodels listed in the CPUC Order on page 9. The
reason is that the advocates of the models described in this paper may not always agree with the
way the Order characterizes their models. To avoid this problem and make ﬁhe Working
Group’s efforts more relevant, this paper attempts to describe the models in ways that the
advocates would do so for their own models, but to use generic terms as much as possible so
that the similariies and differences between the models can be more clearly seen and

understood.

. Readers are cautioned to remember that each of the principal model advocates are
continuing to develop their models (and examine competing models) and to make refinements.
Advocates of each model may wish to add further details, clarifications, or corrections to reflect

their models more accurately and to assist the Group.
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Model A: A Phase-in of Dlrect Access with a Limited Independent System Operator -

Utility pmpcnem PC—&E o

i e e - e e
IR I A g v

Under this model, retail customers would be allowed cilirect access to alternmative
generation suppliers under a staged process or "phase-in." The ph'ase-in would begin with the:
largest industrial customers and gradually bring in smaller customers over a period of severai
years.. The CPUC’s "Blue Book" would stretch thié phase-in deer a period of six years,
beginning in 1996. Under PG&E’s proposal this phase-in would also begin in 1996 with the

largest industrial customers and occur over a 12-year period, eventually including residential

customers by 2008.

Those customers eligible for direct access to competing generation services would be free
to choose between continuing to purchase electricity supplies from the local franchise utility
(e.g., PG&E) or to purchase that power from competing suppliers other than the utility.
Regardless of the supplier chosen, the’ power would be transmitted and distributed over the
existing utility grid and distribution system. In that physical sense, all custorners, direct access
or otherwise, would continue to be connected to the local utility. However, billing for electricity
services would be separated and come partly from the utility (e.g., for distribution services) and
partly from competing suppliers (for the electricity supplied). The utility itself would be free

td compete to be the electricity supplier for direct access customers.

The "duty to serve" under Model A: Under PG&E's direct access proposal, the utility




would use its entire resource portfolio -- the plants it owns and the power it has under various
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competition and vthos’e customers not yer eligible for direct access. However, the utility’s
"obligation to serve” would not be the same for all customer types. For direct access customers
supplied by other suppliers, PG&E’s obligation would be limited to the responsibility to conni:;t
‘the customer to the distribution system énd to allow those customers access to the competitive
generation market, including access over PG&E-owned transmission and distribution linesJito
competing suppliers. For remaining customers — "utility service customers” -- PG&E’s
obligation would include the traditional obligation to serve. For these latter customers, PG&E
- would remain the exclusive provider of electricity supplies and related services. Given that
obligation, this paper assumes that, for utility service customers, PG&E would be the entity with
the responsibility for acquiring resources and maintaining an economic, reliable, (and diverse)
resource mix, as well as the responsibility for operating that resource mix in a way that
minimized costs to those customers.

[The Working Group may wish to consider the implications for resource procurement, DSM and
diversiry polices flowing from this conrinuing obligarion 10 serve some customers during the
phase-in period.]

The competitive generation market. Under Model A, competing generation suppliers,

-

which might include the utility itself, would compete with each other to mest the electricity
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supply needs of direct access customers. Under a phase-in, this market would therefore include

(9]

. -contracts with- otiier suppli€rs~= to serve both direct access customers. it retained m the 7




a few customers at first, and gradually more customers over time. The size of the direct access

S

market would thus grow over time at a rate tied to the phase-in schedule.

¥ Advocates of this approach expect that direct access customers, either individually or in
;’groups, would shop for the most compétitive electricity supplies and enter into "bilateral
contracts” with suppliers. Brokers, supply coordinators, and other market intermediaries would
imempt to match customers and suppliers at agreed-upon ixices and terms. A supply coordinator
(which might be a generator, a customer, or an intermediary) would then be responsible for
coordinating with the overall system operator to ensure that the generators’ supplies and the

| customers’ loads could be scheduled safely and reliably on the electricity grid and distribution

system.

Supply coordinators could have a range of interactions with the system operator. Ata
minimum, the coordinator would provide the suppliers’ scheduling information (planned output
amounts and times) and the customers’ load information to the system operator. If there were
no devia‘tions from those schedules and no congestion on the transmission grid to inhibit the -

transaction, little further interaction with the system operator would be necessary.

If there were deviations, such as might occur when the customers took more or less
power than anticipated by the bilateral contract, or the generator produced more or less than
specified by the contract, then one of two things might happen. First, the supply coordinator

might itself attempt to rebalance generation and loads between the suppliers and the customers,




possibly arranging through further bilateral contracts with other generators or customers to

increase (decrease) generation or [odds. Poteitially, there could be market pla.CeS_....(OI_f'huhs;',’)' L

futures markets, and other means through wtich coordinators could buy or sell supplies, to assist
_in this rebalancing. Information about these rebalancing efforts would then be provided to the
_ l | A

system operator, and payinents for these adjustments would flow strictly between the various .

bilateral parties.

i
J

Alternatively, for small (or short-term) imbalances the supply coordinator could rely on
the system operator to rebalance generation and loads. In that case, the system operator would
presumably have at least some amount of flexible generating capacity (or flexible customer
loads) under its control which could be called upon to either increase or decrease generation (or
loads) to rebalance the system. If this approach were used, the system operator would then have
to charge the bilateral parties for any imbalances made up by the system operator. For example,
if the system operator provided additional generation (e.g., to cover higher than expected
demands or less than expected generation by the bilateral parties), it would need to charge the
bilaterai parties for any additional generation provided and pay the backup suppliers -for the

backup generation provided.!

Limits on the system operator’s functions. In the PG&E proposal, the functions of the

system operator would be purposely limited to performing only those grid control and

U The process, common to all models, of accounting for and paying or collecting these
payments and charges is sometimes referred to as the "settlement” mechanism. In the PG&E
proposal there would be a "settlement agent” to perform this function.
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- rebalancing functions necessary to maintain system reliability and stability. The degres to Whlch

bilateral parms .vouh, rely c;n che system operator for rebalancing -- 1e making up for =
imbalances caused by deviiﬁons 'Béwéri'-'ﬁé supply and demand anticipated by the bilateral
contract and the amounts actﬁally generatgd and consumed -- would be correspondingly limited.
Suppliers and customers, and their sup‘ply coordinators, would be expected to make all
reasonable efforts to maintain their own balances, and not to impose large imbalances on the
remainder of the system or the system opejrator. The bilateral parties would assume some of the
risks of failing to achieve these balances. Under this approach, PG&E expects that the

remaining balancing function that would have to be provided by the system operator would

require only about 400 megawatts, at least for the initial years of direct access.

The role of "economic dispatch.” In today’s electricity system, each utility performs
"economic dispatch," which in general means the process of selecting the least-cost mix of
available resources to meet total loads at any given moment and then calling upon those
resources in the correct "merit order™ to achieve the least cost operation. In the PG&E
approach, PG&E would continue to perform the economic dispatch function with respect to all
its own plants, which would be supplying both its direct access and utility service customers.
Presumably, supply coordinators for non-utility plants associated with bilateral contracts with
other direct access customers would conduct their own economic dispatch, calling upon the least
ekxpensive plants available 10 them at any given moment to meet the contract requirements.
Thus, there could be multiple economic dispatches occurring, but there would be no central

entity pursuing an overall economic dispatch for all plants available to meet the needs of all




customers throughout the system.

PG&E’s proposal contsripliates thatih_epverall system operator would be an independent
entity; that is, it would be independent of PG&E and any other market participant.? As noted
above, the functions of the ;ndependent system Qperatoi' Iso) wouid be 1imited, and the amount
of ‘ﬂexible generation made available to the ISO for maintaininé system balance and reliability
would be purposely limited, to allow and encourage direct access J]custorners and their bilateral
contract suppliers to provide their own generation/load balancing. Under this approach,

therefore, the ISO would not provide a central economic dispatch function. This feature of the

PG&E model distinguishes it from the "pool-based” model described later in this paper.

Pricing for electricity and related services. The phase-in of direct access could result
in two different pricing schemes, one for direct access customers, the other for utlity service
customers. Direct access customers would presumably receive a bill for distribution and related
services from the local monopoly utility and receive a separate bill -- for the amount of
electricity consumed - from the competitive supplier with whom the customer had a bilateral
contract.’ In simple terms, billing for the "commodity" -versus the "delivery” would be
separated or "unbundled.” Billing arfangements for the unbundled commodity would be

unregulated and determined by the contracting parties. The bill from the utility for "delivery”

" 2 PG&E expects the independent status of the system operator would be achieved by about
1997, about one year later than PG&E’s proposed starting date for direct access for the first
group of large industrial customers.

? Physically, these "separate” bills could be united, as now occurs for local and long-
distance phone service.

~}




and related services would be based on rates regulated by the CPUC. Finally, the costs of

- ancillary: services p_r»-g'adea by th ;”ISO would be billed eithier separately or within the ummes '

 bill for distribution services.
|

Under the PG&E proposal, the bill for utility service customers -- those irieligible for
direct access (and perhaps thosé who are eligible but who choése to rémain with the utility) --
.could remain completely "bundled,” combining both the commoadity and the deliverj' charges in
a single rate. However, there is no inherent reason why various aspects of the total utility
service could not be unbundled and priced separately, even for these customers. Thus,
unbundled prices for all customers, which might facilitate DSM and customer choice options
other than direct access to generation, could be an opton in the PG&E approach without

undermining its basic concepts.

Resource diversity under Model A. The Model A approach would allow a diversity
of generation in at least two different-ways. First, the utility itself could acquire diverse
resource.s on its own through competitive auctions 01; separate contracts and purchases. Since
the utility would have the obligation to serve those customefs still ineligible for direct access,
it would also have the duty to plan the résource mix. State tax and regulatory policies could be

used to encourage or subsidize any "preferred” resources in the utility’s resource mix.*

z

4 These options are merely possible under this model. They are not necessarily part of the
PG&E proposal.




- Second, supply coordinators (or the utility itself) could offer power supplies from one

or more portfolios of. diverse res:

]

"POrtfoﬁo, For exmﬁe’»-#"Q§féq?§?w,a.b1§: por;fq_l%g," could include a mix of both low-cost and
higher-cost plants to allow the portfolio as a whole to be reasonably competitive. Or, a higher-
cc%st portfolio could be offered to those customers willing to pay a premium for "preferred”
resou;ces. In another variatid;l, the attracdvenes$ of a "biomass portfollio " could be assisted by
supplemental payments (such as tipping fees and residue collection fees) derived from those
en‘tities who received the "externality benefits” of biomass operations. The success of these

portfolios in the direct access market would depend on their competitiveness and the willingness

of customers to pay any premium.

\D

52310 those direct access customers who wanted such-a * =~ -
B z.r~ SR ame e g, '“'TA:,:‘ v 3




Model B: Creation of a Voluntary Pool to Allow Direct Access for All Customers.
Priucipal utility propinents: SDG&E, SCE
This model shares maﬁyi:c‘)'f tvﬁénc:hraﬁraé'i.c?isﬁcs of the Model A direct access approach

~ described above.] It allows customers direct access to a competitive generation market and

[
- allows those customers to engage in bilateral contracts for electricity supplies with the suppliers

of their choice. It retains the local monopoly utility as the provider of distribution services, and
hence it retains thle physical "wires" connection and a biiling relationship between customers and
their local utility. Like the Model A approach, it features an independent system operator (ISO).
And like the Model A approach, it assumes that not all customers would be ready for direct

-access all at once.

There are also differences. First, the "phase-in" of customers to direct access is treated
differently. In Model A, the length of the phase-in and the order in which customer categories
become eligible for direct access would be fixed in an agreement enforced by the regulators and
the utility. In Model B, there is a similar recognition that not all customers would be ready or
able to implement bilateral contracts all at once. However, customers and their suppliers would
be allowed to proceed when ready, thps controlling the timing of their own "phase-in" as
bilateral deals were struck and metering equipment was installed. A fixed phase-in schedule
would not be set or enforced; all customers and customer categories would be "eligible” for

direct access from the start.

Second, the "start” of Model B could be later than Model A. PG&E proposes to begin




its approach in 1996, with the transfer of system operation functions to an ISO to take place

~_sometime in 1997. Modei Bireguires «lié creation of an mechanism called ithe poal,” as. .

described below. SCE and SDG&&?Wpose tQ.T}pay;s the pool-based market functioning by 1998,
Every model’s proposed schedule-, however, is subject to numerous uncertainties about transition

I
requirements and state and federal regulatoty approvals.

Third, proponents of this approach are seeking to include several geographically close
utilities (including municipals) in a common market. The utilities would agree to participate in
a common "pool” or pool-based economic dispatch offered by a common ISO. The multi-system
ISO would then dispat;h generation in a least-cost manner to mest the combined needs of all
participating utilities and their customers. Other utilities throughout the region would be

encouraged to join the "pool” on equal terms.

Fourth, Model B does not attempt to limit the degree to which the independent system
operator (ISO) may offer an economic djspatch function nor limit the quantity of generation or
the nurﬁber of market participants (generators or customers) who can use that dispatch service.
The ISO would provide, on a voluntary basis, an economic dispatch service, based on
dispatching any flexible plants offered to the ISO. Any generator, whether it had a bilateral
contr’mt or not, could choose to participate in the economic dispatch, but would not be required
to.do so. Similarly, any customer with flexible loads, whether it had a bilateral contract or not,
could elect to participate in the economic dispatch. The ISO would then dispatch flexible plants

%

(or loads) on a least-cost, merit order basis to meet all remaining system loads not being met

|
=

&
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by scheduled plants (such as those plants associated with bilateral contracts who chose not to

-,
o

participats ir. the-economic dispiteh).  The ISO would use the flexible plants and the Gispatci

service to perform the system balan“cmgfunctlon o
o

To determine the "merit order” for its economic dis;laatch, the ISO would receive price,
quantity, and availability "bids" from those generators choosing to pam'cipa'te in the dispatch.
The ISO would examine the bids and determine the most e:‘{onomic (least cost) ordrer in which
to bring on more generation or decrease generation to maintain system balance. Customers with
flexible loads could choose to be treated the same way. In operating the system, the ISO would
ﬁ;st schedule all "non-flexible” generation associated with direct access contracts, thus allowing
those transactions to be implemented, and then use the dispatch merit order of the bidding plants
to mest the remainder of customer loads. The mechanism for accepring bids, establishing the
order for economic disparch, and sertling the payments and charges for generation provided by

suppliers and purchased by customers is collectively referred to as "the pool.”

;I'he "duty to serve" under Model B. Under a pool-based approach, the local monopoly
utility would probably not retain the traditional obligation to serve. As in Model A, the local
utility would have a responsibility to connect all customers to the distribution system and to
allow those customers access to the competitive generation market, including access over utility-
owned transmission and distribution lines to competing suppliers plus access to the ISO’s
econf)mic disparch services. However, the duty to provide electricity supplies would shift from

the local utility and be divided between the "the pool” and the competitive market. That is, the

12




duty to ensure that sufficient generating plants were economically dispatched to mest all

_.customer logd;_‘_ynglgpngrqg_’;ﬁe1_;¢sg§0fx'§ibiiity of the independent system operatar, relying on. .. ...

the pool.’s merit order of flexible piants-and:the :market prices bid in by thosé plants and
customers who chose to participate.in the economic dispatch. The responsibility fojr ensuring

that'therg: were, in fact, sufﬁciegt generating pl;mts available to meet all loads reliaEIy would
' rest with. the competitive market, relying on price signals provided by that market. Under this
approach, therefore, the current utilities would not nécessarily be responsible for: acquiring
resources or maintaining an economic (and diverse) resource mix for electricity customers.
Those responsibilities would shift to the market participants, including the customers themselves.
[The Working Group may wish to consider the implications for resource acquisition and

attainment of DSM and diversity policies flowing from this shift in responsibilities. ]

The competitive generation market. Under this model, competing generation suppliers,
which might include the utility itself, would compete with each other to meet the electricity
needs of the entire multi-area system, either through wholesale transactions via the "pool,” retail
transacﬁons with retail customers, or both. All customers would be "eligible” for direct access.

There would be at least three different methods by which generators could choose to compete:

Option 1; First, generators could choose to participate in the system operator’s economic
dispatch and could bid a price into the pool for any part of their generation output. Using the
pool mechanism, the system operator would select and dispatch those generators that bid the

X

lowest prices for any given period. Any competitively-priced generator, whether utility or

13




independently-owned, would be assured of participating in the dispatch and receiving the market

clearing price for its generation.” 0 ¢

Option 2: Second, generators":c:ould enter into bilateral contracts with any customers and
. also choose to participate in the system operator’s economic dispatch. The power offered for
economic dispatch could be either the same power linked to the bilateral contract or excess
power that the generator could produce beyond the needs of the bilateral contract (or power
unused when the bilateral customer lowered its demand). The generators could operate to mest
the needs of their bilateral customers, but the ISO might also dispatch a generator up or down
dépendmg on the generator’s price bid and the system operator’s marginal cost of generation.
For example, when the ISO’s marginal cost was below the generator’s bid price (presumably its
operating costs) the generator’s output would be curtailed, and it would rely on the ISO to mest
its bilateral contract requirements at a price lower than the generator’s operating costs. In
effect, the generator would be "buying” power from lower-cost generators participating in the

ISO’s economic dispatch to meet its bilateral contract obligations.

Option 3: Third, generators could choose to enter into bilateral contracts of the
type Edescribed in Model A, while choosing not to participate in the system operator’s economic
dispatch. Essenrially, this option is exactly the same "bilateral approach” described in Model
Al As in Model A, the generator would provide the ISO with the generator’s scheduling
infognation, but no bid price information, and update the system operator as necessary regarding

any changes resulting from its own efforts to balance its generation against the loads of its

14




bilateral customers.

Limits on the system opefétcr?ﬁ.rfunciipns, ‘I‘J[;der any of Model B’s three options, the
ISO would provide system balancing functions for all generation and loads, as needed, but
without any assuijd limitation® as to the amount of rebalancing that the market participants
nﬁght requést or need. After perfoﬁning these services, the ISO’s "pool" mechanism would
settle with all pa.rtlc{ipants, charging customers for their'consumption and paying generators for
generation supplied, with all payments and charges occurring at the market clearing price. In
effect, the payments and charges would "pass through” the pool and match or offset each other.
Of course, those bilateral generators and customers who functioned under Option 3, and who

maintained their own balancing function without reliance on the ISO for rebﬁlancing, would

settle their payments and charges between themselves.

The role of "economic dispatch.” In the pool-based model, the ISO would offer an
economic dispatch service to all generators and customers who chose to use it. Participation
would be entirely voluntary. The dispatch function would also be centralized, although
generators utilizing Option 3 described above need not participate and could participate in their
own dispatch. Note, however, that even these bilaterai parties would be free to fall back on the
pool-t;ased dispatch to mest changes in their generation and consumption not anticipated by the

contracts. While these parties would be free to use other bilateral fall-back measures that might

5 Recall that in the Model A or PG&E approach, the proponents would limit the generation
available to the ISO for system balancing to 400 megawatts and encourage bilateral participants
to achieve their own generation/load balances without resort to the ISO.
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be more economic (and bear the risks of those measures failing), there would be no reason to
' _preclude or limit-their: abmty o ‘*::eme ISO s ba.lancmc7 functions to' back-stop their bilateral
transactions. With these choices, the bﬂateral(pa.rties ould decide for themselves whether or
not this option enhanced the reliablility or economic efficiency of those transactions.
' I

Pricing for electricity and reléted services. As in Model A, pricing under Model B
would require the unbundling of{ the "commodity” pﬁce from the "delivery" price. The
"delivery” price would be billed by the local utility and shown separately on the customer’s bill.
Additional charges, such as any transition charge (the "CTC"), ISO charges for ancillary

services, and‘charges/fees for public policy programs, could also be listed separately.

Under Model B, the "commodity” price could depend on which competitive option the
customers and generators used. Under Option 1, the price would be established by the pool-
based economic dispatch, with the pool’s commodity or "spot" price representing the price bid
by the last generator (i.e., the lowest-cost generator left in the merit order of dispatch) selected
by the I:S O during any given pericd. In effect, the pool’s "spot price” would represent the short-
run "wholesale price" of electricity at each location on the grid. Proponents of Model B
anticipate that this stream of wholesale prices could be simply passed through the utilities to
retail customers, in effect giving all customers direct access to the wholesale price. Customers
cduld choose either to have this stream of prices aggregated and shown as a total commodity
price\ or itemized by each time period. In the latter case, customers would then have real-time,

time-of-use pricing, based on the actual cost of generating electricity at each hour or half-hour




of the day. Using this real-time price information, customers would be free to pursue any

_number of DSM and Joad managemeiit Dpons offered to them by DSM marketers or by the -

(distribution)v utilities themselves.
|

Under Option 2, customers could also receive a bill for the stream of pool spot prices,
allowing real-time, time-of-use pricing fo occur. However, the final commodity price would be
set by the terms of the bilateral contract between suppliefs ang customers. Proponents anticipate
these prices would tend to vary around the Pool’s spot price and could be used to hedge against
the variability of that spot price. Bilateral contract prices might also reflect the contracting
parties’: value for longer-term certainty or any other factors they deemed important. The
difference ‘berween the payments and charges at the pool’s spot prices and the contract prices

would be settled between the parties through "contracts for differences.”

Under Option 3, the commodity price would also be set by the terms of each bilateral
contract,.but with no relatonship to the pool’s wholesale spot prices. Payments and charges

would flow strictly between the contracting parties.

Resource diversity under Model B. The pool-based Model B approach would allow a
| divefsity of generation resources in several ways. First, any type of generator, such as a
renewable resource, would be free to participate in the pool-based economic dispatch offered by
the ISO (Option 1, above). Those resources that were competitively priced would presumably

!

participate in the dispatch service and receive the market clearing price for their generation.
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Similarly, such resources could enter into bilateral contracts with specific customers and also

participate ini the ISO’s ecsHiottic dispatch (Option 2, above).

Second, just as in Model ‘A and Model B’s Option 3, independent gupply coordinators
(or {portfolio managers"), including the utility itself, could offer power f!rom a portfolio of
diverse resources to those direct access customers who wanted ‘such a portfolio. The portfolio
could include a mix of both low-cost and higher-cost pla.nts to allow the eritire portfolio to be
reasonably competitive. Or, a higher cost mix of resources could be offered to those customers

willing to pay a premium. Thus, all of the direct access diversity options available under Model

A would be avéilable under Model B.

In Model B, direct access options could be accomplished whether or not the portfolio (or
individual plants within it) chose to be part of the pool-based economic dispatch. In either case,
State/regulatory policies could be used to encourage or facilitate the success of preferred
technologies. Within the Model B framework, tax credits or other direct subsidies could
facilitate any resource’s participation in the pool-based economic dispatch or, as in Model A,
reducé the premium for a diverse resource portfolio to make-it more attractive to direct access

custqmer S.
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Model C: Pool-based economic dispatch with no (or delayed) direct access for retail

. customers.. Proponents; péssibiy s6me’ municipals.

The concept underlying Model C iS to use the pool-based economic dispatch offered by
the IS’O in Modgl B (Opton 1) while precluding retail customers from engaging in direct access
bilateral trades (Options 2 and 3). ‘As in'v:MOdel B, proponents of this approach assume that
several geographically close utilities would agres to participate in a common, pool-based
economic dispatch carried out by a common ISO. That is, a multi-system operator would
dispatch generation in the least-cost manner for generators mesting the needs of all participating
utilities an_d their customers. Unlike Model B, however, Model C would purposely limit the

ability of retail customers to obtain direct access to the competitive generation market.

In effect, Model C provides a means by which utiliies who wish to participate in the
common market afforded by the Model B approach, but which are not yet prepared to allow
direct access, may still join with utiliigs who are prepared for direct access and receive the
benefits of the open wholesale market created by the pool-based economic dispatch. Model_B
could be created by several utilities, some of whom (e.g., SCE and SDG&E) would provide
their customers all three of the Options described in Model B and some of whom (e.g., one or
more municipals) would provide their customers only Option 1. Model B thus includes Model

C {just at it includes model A).

Proponents of Model C may believe that most, if not all, of the price benefits of
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generation competiion would be obtained at the "wholesale” level through the pool-based

. _economic dlspatchmecha.msmtheresulana"wnolésale" —pri“ées could then be passed-dirsctly
through to retail customers. Propohens' M4y also assume that allowing each local fra;xchise
. utility to remain the exclusive prpvider of velectricity to retail customers limits each utility’s
exposure e strar}ded costs, since the;e is little or no risk that the utility will "lose" customers
to competing genel;;tion suppliers. (T oa lesgér degres, this risk-limiting eff&t is preseﬁt in the

 phase-in of direct access under the PG&E proposal.)

The "duty to serve" under Model C. The precise status of the duty to serve in this
model is somewhat ambiguous; it would depend on the intentions of the proponents. Under oné
view, this Model resembles Model B: the duty to ensure efficient operation of available
resources to mest all loads shifts from the local franchise utility to the pool-based economic
dispatch function of the ISQO; the duty to ensure there are sufficient resources available to
reliably mest all loads shifts from the utility to the market participants. However, it is
conceivable that participating utilities, particularly those with municipal franchises, would
continu;a to assume a utility duty to mest all franchise customer loads reliably and efficiently ;nd
to pursue diversity policies. Under this view, the duty to serve would resemble PG&E's
obligations to utility service customers, as descﬁbed under Model A.. Working Group
pam"cipanr: may wish to carefully distinguish these different uriliry perceprions when examining
how Model C mighr affect whether the wiliry continues to have responsibilities relaring 1o

resource acquisirion, DSM, and pursuit of resource diversiry.

]
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The competitive generation market. Like Model B, competing generation suppliers,

- including the utility itself, would compate wiih,2.h: «ther to mest the electricity needs of the

enti.ré: multi-franchise System. Howel\}e:r"., pé;xg{:ip‘ét;on would be limited to taking part in the
pool-based economic dispatch conducted by' the ISO. This is essentially a "wholesale market."

There would be no ability for geneyators to participate in a direct access "retail market" as

described in Model A or Model B, Options 2 and 3.

i
|

Model C assumes that there would be some mechanism to prevent retail customers from
engaging in bilateral contracts with competing suppliers. Such mechanisms would be necessary
because in a pool;based- system in which wholesale prices were passed through to retail
customers, tﬁere would no way to prevent retail customers from pursuing bilatéral "contracts for
differences” that keyed off the pool-based wholesale price. Generators could participate in the
pool-based economic dispatch and, without the knowledge of the utility or the ISO, sign bilateral
contracts with retail customers, allowing both parties to hedge the uncertainty and variability of
the pool’s spot market prices. Contract charges and payments would flow between the bilateral
parties, again without the knowledge of the utility or the ISO. Assuming advocates of Model
C regard these transactions as inappropriate, some mechanism would be necessary to foreclose

this simple, straightforward economic activity, or else Model C would quickly evolve a Model

B, Option 2.

There are at least two such mechanisms possible. First, the utility could refrain from

unburdling its services and prices, making it difficult for customers to compare the "commodity”
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price of electricity between the utlhty rates and competing supphers prices. Without an
acn.urate means to make this companscm buatg.l,'avl?;;r};a:cuons rmght be d1fﬁcu1t to HCGOchtE :ind
risky to pursue. However, this method precludes the uuhty rfom providing the customer with
the stream of pool-based spot prices, preventi.ng real—t%me, time-of-use pricing to facilitate DSM.
Second, local franchise agresments could retain the utilities’ exclusive monopoly over metering
services and exclusive access to metering information at the customer level.® Without access
to metering information, competing suppliers wouljh .ﬁnd it difficult to implement bilateral

contracts. Note, however, that limiting access to such information might also inhibit an active

market for DSM services from providers other than the local utility.

Limits on the system operator’s functions. Like Model B, Model C would place no
limits on the ISO’s ability to offer an economic dispatch function. All generators (and flexible
customers) could participate. After performing this function, the ISO’s pool/settlement
mechanism would settle with all generators and participating utilities (customers), charging
customers for their consumption and ‘paying generators for generation supplied, with all

payments and charges occurring at the market clearing price and offsetting each other.

The role of "economic dispatch.” This feature of Model C is identical to Model B,

without the direct access variations.

~

8 In the United Kingdom, the most recent phase of direct access has encountered serious
problems and delays because there were insufficient meters installed to accommeodate all current
phase customers’ desires to implement bilateral contracts. The U.K. left the local distribution
companies with the exclusive rights to install meters.
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Resource diversity under Model C. The pool-based Model C would allow a diversity

- of generation resources to occur in atleast i:wodltferent ways. " First, any generator could
participate in the poc;l-based econémic dispatch, plowded it were"competitively priced. Seéon\d,
participating utilities could, on théi; own, aéquiré their own divc?rse portfolio?. To the extent
that indivicfiual resources or portfolies were uncompetitive within the peool, the ‘uuhty could still
' bid them into the pool at a "zero price,” thus.és:suring’ their participation in the dispatch order.
The utility could then pass the "uneconomic costs” .of such resources thrdugh to its own
customers, with the added costs either rolled into the energy rate or separately specified as a
"diversity” fes on the customers’ bills. This would allow a utility, e.g., SMUD, to pursue

diverse resources within a pool framework as long as its customers agresd to pay any resulting

above-market premium associated with the diverse portfolio.

The Working Group may wish to examine all diversiry options that rely on direct or
indirect subsidies for their effect on the efficiency of the wholesale competitive market. In effect,
such options allow subsidized planzs to bid into a competirive marker, potentially displacing more

efficienr (lower-cost) plants from the dispatch order.
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