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Chair Zibelman: Thank you for joining us for this actually first meeting of the New York Public Service Commission and the Federal Energy Regulatory Commission.  I’d say as Commissioner Moeller just said, this is commissioners on Broadway.  We are all excited to be here.  First of all, I want to thank Chairwoman LaFleur for her suggestion, actually, initially that we have this meeting.  I thought it was a wonderful idea, and I am appreciate of both the FERC commissioners, as well as the PSC commissioners for agreeing to get together because we think this is such an important matter, as we move forward.  From the perspective of New York, and it is something that I always like to keep in mind is that every year New Yorkers pay about 21 billion dollars in electricity.  For many of our customers, this electricity is their first-or-second-largest expense.  Last winter, we at the State Commission, and I know the FERC, all had a wakeup call, but particularly the State Commission, where we saw so many customers who had trouble paying their bills after the polar vortex.  We had more issues of arrearages, and thanks to the work of both Consumer Service staff and our utilities, we have been able to maintain the amount of shutoffs, but it was a struggle and, I think I probably speak for everyone at this table, we would like not to see a repeat of last winter in terms of its effect on consumers because it is hard.  When I think about today and what we are trying to do, it is always in the context of the Public Service Commission’s role and our focus on making sure electricity is affordable, is reliable, and clean.  As a bias for us, we believe at the Commission that one of the best ways we could move forward in that direction is always to take a look at the availability of markets, where there are markets, and how to manage and get to the innovation that is there for the benefit of consumers.  So in that vein, as many of you know, last year, the State Commission undertook a very broad initiative to really reexamine our markets and also our regulation with the eye towards recognizing as the technology has changed, as innovation has changed, as customer demands are changing; we need to make sure that we don’t see anything as sacrosanct and really take a hard look at what we are doing well, what we need to improve, and to make sure both the industry and the regulatory climate moving forward is meeting the needs of consumers and taking advantage of where we can go to achieve the goals we want in the 21st century.  So it really is a looking-forward approach.  One of the things that I am always aware of, of course, is that however well we can design the retail market, we are only going to be as good as to make sure that there is alignment in the wholesale markets and that in this curious regulatory arrangement that we have in the United States, we are essentially joined at the hip with FERC.  In thinking about what we need to do in wholesale policy, in terms of price setting and making sure of reliability in the supply side and how that aligns with what we are trying to do in the retail side, and make sure that as both agencies are very concerned about the outcome is to see and to always be aware of how we can examine things and get things better.  For me, part of the test of market is really the confidence that we can build, first in consumers and also in investors and other market participants.  I think part of what we are looking at today is trying to really start this conversation, thinking about where we can go with the market, and really hearing from all the stakeholders, as we would want to continue to do, as well as the market operators and the market monitors, what we need to improve.  It is not necessarily a condemnation of the past, but it is a recognition that technology is changing, there is innovation occurring, and what we need to think about is not what we did wrong, but what do we need to continue to do to make things right.  One of the thoughts that I had as I was coming over here, this is a part I think of age, is that since I was around when the market started, we are kind of in the second decade of the RTO markets, and it is kind of a little bit like your fifteen-year-old.  There is like the good fifteen-year-old and the bad fifteen-year-old, but the good fifteen-year-old is probably doing 70 percent of the things okay, but you kind of want to make some adjustments as they are getting into adulthood to make sure that things are continuing to move in the right direction.  I sort of am taking this from the standpoint that I think the markets are working pretty well, but it is always a good time to sit back and say what can we do better, as we move forward to make sure that they continue to do well, and we continue to maintain and grow the confidence of the people that rely on the markets.  I am looking forward to the conversation today, as we start this dialogue.  One of the things that Brandise has always said is that the laboratories or the states are the laboratories of democracy.  I think one of the great advantages that we have as single-state ISO is that we can be a great laboratory of change.  We can be nimble, we can work together, we can work in partnership with the stakeholders that are interested in both sides of the market, as well as with the FERC.  I think that this to me, and I am very much appreciate of Chairwoman LaFleur and the other commissioners of saying let’s get together, let’s start looking at these things, and let’s start figuring out how we together can make it better.  So thank you and what I am going to do now is turn the gavel over to Chairwoman LaFleur, and we will go from there.  
Chairwoman LaFleur: Well thank you, thank you very much Chair Zibelman.  I really am honored to be here with all the colleagues from New York and my colleagues from Washington.  We know that the issues we are working on are important.  That’s demonstrated by the sold-out attendance at the conference, as well as the protestors out on the street outside.  These issues matter to a lot of people.  I really appreciate the efforts that the staff from both FERC and the PSC have made to stage this event in a place that is home to neither of us, and I think they have done a great job of pulling it together.  I want to offer a few thoughts about why I did suggest the conference and lay out my objectives for the day.  I really have two goals in thinking about it.  I do agree with Audrey, I think that competitive markets and capacity markets in particular are at a critical point in their evaluation.  I think it is a very timely opportunity to look at them and to make sure that they are properly functioning for the challenges that we see now, in terms of attracting capital.  I know that some of FERC’s decisions here in New York, not far from here, have been very controversial, so it seems like the timely time, if that’s redundant, to talk about how the market is doing.  Secondly, I know from conversations with Audrey around the time of the polar vortex, when we were together at the tech conference, that New York is working on some innovative approaches to look at regulation at the distribution level and distributed resources, and I think it is important to think about how those will interact with the wholesale markets, and that’s on this afternoon’s agenda.  We are seeing across the country a dramatic change in the nation’s resource mix, and that is certainly true here in New York with more reliance on natural gas and renewables, and that is really stressing the competitive markets.  The competitive markets were designed, back when they were not teenagers, to shift investment risks from customers to investors, dispatch resources more efficiently over a broader footprint, pass along savings to customers more quickly, and they have done all of those things and done them quite well.  Customers have benefited from early recognition of lower fuel costs and more efficient dispatch and planning.  Now that we are seeing so much in the way of power supply changes and fleet turnover, it’s pushing markets into a major investment cycle.  It is much easier to like markets when prices are going down than when prices are going up, but not just here in New York and around the country; the need for investment that the markets are calling on is making prices rise.  We saw this when we approved the request to create the Lower Hudson Valley Capacity Zone, earlier this year.  Understandably, this created a lot of controversy due to concern over high prices, but we believed it was not only required under the existing rules, but necessary to protect future reliability, and I believe it is already working to do so.  But those decisions are not easy, and we will have to continue to make them, I think, around the country.  Some of the things we are really working on right now with respect to markets that I saw teed up in some of the presentations; the first is, are the markets properly defining the products they seek, especially the capacity product definition to protect reliability.  With so much more reliance on natural gas, looking at whether the markets price the fuel insurance to produce either the pipeline infrastructure that is needed or other fuel infrastructure to keep the lights on, and that is something I am interested in hearing about from our guests from the New York ISO.  Also have done a lot of work to make sure that different new resources compete fairly in the markets.  That dovetails with the work that our New York colleagues are looking at at the state level, and it is an important effort to see how those fit together.  Just want to do one little lawyerly thing before we start.  We did put out a list of dockets that may come up during the course of the day, particularly some of the New York capacity market dockets, not surprisingly.  The purpose of the conference is not to discuss specific cases, but we knew those might come up in passing.  Unfortunately, there is one thing we can’t discuss that we would like to, which is order 745, the commission’s order on compensation of demand response in competitive markets, and especially the energy market, which has been vacated by the DC circuit Court of Appeals.  Because there is a complaint pending on that, under our ex parte rules, we can’t discuss it either, affirmatively or in listening, so we will have to reserve that for some future conversation.  And with that little warning, I’ll turn it back to my colleagues.  
Chair Zibelman: Thank you.  So before we begin with the panelists, let me just open it to any other commissioners who might want to say anything.

Man: First of all, I just want to thank you for doing this with us today because I think this is incredibly valuable.  Secondly, is this a fifteen-year-old boy or a fifteen-year-old girl?  I have had both, and they are very different.

Chair Zibelman: Both difficult.  But you know we all have like the good kid and the bad kid.  
Man: Yeah, exactly.

Commissioner Burman: I think my mother said I was the bad kid, so I am a little bit concerned.  I just wanted to give a minute or two of my perspective and what I am looking for out of this conference.  First I thank both the Chairs for doing this.  I think this is excellent and including us, the commissioners, is really very helpful.  To me, this conference is about our two commissions coming together and actively listening to whether and how capacity markets need to evolve to reflect changes in the industry.  The primary overarching issue for me is system reliability.  That is an essential and critical feature of the electric market.  Frankly, I think that core issue is really one I believe we all embrace and permeates throughout all of our respective regulatory responsibilities.  The initial narrow purpose of the capacity markets was to resolve the missing money issue.  How much capacity should and is procured is determined by what’s needed for reliability, and that is a perfect place for where the markets should come into play.  But with this, there is going to be a natural friction or blurred lines for just differences of opinions over our respective jurisdictional roles and how we work together to get to a successful resolution, but I believe we can work together.  I do believe if designed properly, capacity markets do send a powerful signal to private investors that if they can build dependable generation, revenues will be there to recoup part of their outlay, regardless of the vagaries of the energy markets or even at times what might feel to some like interference from the public sector.  Given that, it is clear that we need to hear from stakeholders today on how the markets might be improved to support those resources that are most dependable and that could be better coordinated with the energy and ancillary services market.  My inclination is that I believe well-designed capacity markets are in the long run the best approach for customers in New York, as a whole.  I think that any changes discussed or contemplated today need to be implemented with extreme care, so as not to create either windfalls or busts unnecessarily for market participants or to cause so much uncertainty that we actually unintentionally discourage investment, even in the short term.  So in conclusion, I am really very glad to be here today, to listen today on how to find pathways that help guide all of us on what is the proper evolution of the markets and how folks think we should respond to them.  Thank you.  
Female: Good morning.  It’s always nice to be part of a first ever, and this is very exciting.  We know we are in exciting times.  But the one thing I have learned since I have been on the commission is that nothing is ever perfect, and something can always be improved.  I think it is our obligation as commissioners, both federal and at the state level, to really sit here, listen, to do more listening possibly than speaking, and before we ever make decisions to fully understand all the interests.  We are going to talk about a lot of things here today, and I think that it is something that, it is important that we have this dialogue, but I don’t think anybody should walk away today with any preconceived notion that we have made any determinations.  This is all up for discussion, and so communication is probably the most important aspect of what we do as commissioners.  So I am looking forward to getting this going.  
Male: I am delighted to have this joint session.  I think everybody up here at this whole table shares the goals of power that is affordable, reliable, and clean, and markets that are customer focused, competitively driven, and fair to all participants.  Somehow, we have to ensure that the intricately designed wholesale market dovetails neatly with the retail market that we are looking at changing so dramatically.  It is a tall order, and it is wonderful to have us all together here.  
Another Male: I’d like to send thanks to the New York Commission for hosting us and for all involved in setting this up, the first of its kind on Broadway.  It is great to be here.  I think back on the eight years I have spent on this commission, and I have frankly spent a disproportionate amount of time on New York issues and a disproportionate amount of time in New York.  
Female: But all fun, right? 

Male: Oh, I will get to that.  There have been a lot of difficult decisions in the attempt to make sure that the markets were as best as they can, trying to make sure that there are adequate resources here, a more robust transmission system, and some of those decisions were tough and sometimes controversial, but I was always motivated by what is best for New York and the consumers up here.  So I am looking forward to a good thorough discussion today.  I also want to commend the New York Commissioner, Audrey, for your leadership and kind of reexamining issues.  Now I am not going to say that I am going to endorse everything in your plan, but the fact that you are willing to take another look, particularly as it pertains to price formation, price responsiveness, and sending accurate price signals to consumers because I trust the consumers.  I think if we give them the right information, they can make good decisions that will be in their benefit and the benefit of the system.  Finally, dovetailing a little bit on your comment about the fifteen-year-old; for those folks who weren’t around when the markets began or in part of these discussions, it’s easy to forget how much benefit the markets have given to consumers.  We kind of take it for granted now, but in the days before markets, it was a much less efficient system, and consumers didn’t benefit from it.  So as we move forward, I think it is important to remember that we can take the benefits of markets for granted, but we shouldn’t.  In the meanwhile, we are trying to improve them and make it better, both for reliability and the consumer impacts of the system.  So again, thank you for having us.  Look forward to a good discussion today.  
Another Male: Thanks, as well, to my colleagues, both state and on the FERC, and thanks to all of you for being here.  I would have the question, why are we here?  And I don’t mean like what is on the agenda.  We know what is on the agenda, but sort of like Phil, talking about the disproportionate amount of time spent on New York issues, I totaled up one day the total amount of load in New England and New York combined, and I think it is about seven percent of the US load.  I think it is probably about 70 percent of my workload.  So the commission spends a great deal of time on these issues.  This type of technical conference is a very rare thing.  The only thing I can think of that is somewhat similar to it, where we sit down and talk about regulatory construct issues between the state and the federal government was probably one in California.  So we have got one in California, and we have got one in New York.  The interesting thing is we don’t hold these in a lot of other parts of the country.  They don’t have anything like this in the Southeast, we don’t have anything like it in the Northwest, or my native Midwest.  I would suggest that the common factor, which drives a lot of the concerns to the surface, whereby then we have a meeting like this is in areas where we have high electricity rates, and that really brings it to the fort.  Now it won’t surprise any of you in the room, I am not a New Yorker.  I am from North Dakota, which has typically about the lowest electricity rates in the country, I think, six or eight cents was the retail rates, which was about what they were when I left the state.  So the question is then, what are the underlying causes of it?  Why are retail electric rates so high?  And I hope that’s what we can focus in on, and I share the concern that Chair Zibelman raised earlier today here.  So folks will point to the markets generically, either capacity markets or otherwise, but I just make the observation that if you look at the parts of the country that restructured, like New York and New England; they have the highest electric rates before restructuring.  Now we are through restructuring and still continue to be areas of the country that have very high electric rates.  What I would suggest is that there is some underlying factors there that are driving that, and the market prices that we are getting out are really just a symptom of some of those underlying factors.  So hopefully over the next few weeks and months, as we study this, we will be able to talk a bit about that.  I would suggest, and I have talked about it on a number of occasions, that it probably comes down in a lot of incidences to infrastructure issues.  Often times, lack of specific infrastructure in places that need it.  It can come from rapidly transitioning and energy generation fleet from traditional sources of energy, which tend to be very affordable to something else that might be more expensive.  It can come from high state local taxes or other burdens that can be placed at the state and local level.  My point is that there are a lot of underlying drivers, and my hope is we all work through this, and we should look at markets and capacity markets and ensure that they are functioning properly, that we look at the whole suite of issues that I think are really driving some of the cost concerns that all of us are hearing here in New York, but also in the greater Northeast.  So it is a big chore, I am sure we will be studying it a lot over the next few weeks and months, but thanks to all of you and all of the presenters who will be here today to help us dig into those questions.  
Another Male: I, too, wish to thank the New York Public Service Commission for hosting this conference on New York markets and infrastructure.  This conference, when you look at the agenda, you can see that it covers a lot of ground, and it examines important, tough questions on New York’s capacity markets, as well as other issues.  I look forward to hearing the reports of the New York ISO and the independent market monitor, and then the presentations, the two panels that follow their reports.  Two of the most important questions in my mind are first, how is the New York ISO capacity market doing?  Obviously there have been a lot of reports, and there have been a number of concerns that have been expressed, but now we have the opportunity to hear from the New York ISO and from the market monitor.  Is it achieving its goals and ensuring adequate reserve margins and doing so in a way that provides value to consumers?  A number of people here today have raised the question of whether or not there are potential tweaks to the market that should occur.  A second question for me is, and this is echoing comments from other commissioners, is that are there things that FERC and the New York Public Service Commission can do to work more effectively together, to work more closely together?  Obviously a sign of FERC’s commitment to that relationship is the fact that we are here today doing this joint technical conference.  As federal and state regulators, we are more effective when we have good communication and collaboration while recognizing that we have different authorities and jurisdiction.  
Chair LaFleur: Thank you.  The order of play here is that I am going to moderate the morning session, and Chair Zibelman is going to monitor the afternoon session.  So we are going to kick off with to set the stage for our discussions a brief presentation from the New York ISO and the independent market monitor for the New York ISO, so we are fortunate to have with us Steve Whitley, the CEO of the New York State ISO; Emilie Nelson, the vice-president of market operations at the New York ISO; and Dr.  David Patten of Potomac Economics, who is the independent market monitor, to tell us a little bit about how the market is functioning from their perspective, and some things that might be in the pipeline, no pun intended, in terms of market changes.  So we will kick it off with Steve.
Steve Whitley: Good morning.  Thank you Chair LaFleur and Chair Zibelman for the opportunity for the New York ISO to be here today to talk about our markets in general and specifically the capacity markets.  Let me say at the beginning that I see this as an opportunity for the FERC and the New York PSC and the New York stakeholders to continue the collaboration that was started in the 1990’s, when the NYISO was first conceived and formed to benefit New Yorkers.  I look forward to a constructive dialogue, which will help the NYISO provide additional benefits to New York electric consumers.  I have been partially involved in the operation of wholesale electricity markets now for fifteen years and can confidently say that the NYISO market design, which includes both capacity and energy, is working well to achieve the goals that were envisioned by the NY PSC’s competitive opportunities case and by the FERC and its orders in approving ISO administrative markets.  First, the New York locational energy and capacity price signals have gotten generation built and gotten it built in the right places.  That is very important.  We have already seen significant new entering at Southeastern New York, which is the state’s largest load center.  My experience in New England was much different because there we initially put in markets without locational price signals, and as a result, generation actually located closest to the intersection of gas pipelines and the transmission line, and that wasn’t where the load was, and of course, as you all know, that resulted in about six-to-ten billion dollars’ worth of transmission investment to get it to the load center.  In New York, it went in initially with a market with correct price signals right from the get go, and it worked.  Since the inception of the NYISO, most of the new entrants have been clean, efficient, combined-cycle units, which has contributed to New York’s generation fleet’s improved heat rate, saving billions of dollars and reducing harmful emissions.  Contributing to this positive environmental trend is the fact that 6,000 megawatts of older generation has retired or ceased operations since the startup of the NYISO.  Old, dirty, and inefficient units ultimately go away under competition.  The NYISO’s competitive markets have also given generators the incentive to always be available to operate, especially during peak conditions.  New York generators have much higher availability and capacity factors than they did under the previous cost-of-service regime, and these attributes are obviously very good for reliability.  For the most part, the units are now owned and operated by merchant developers, which has shifted the risk of investment away from end uses, who have historically borne much of the cost of stranded investments.  If a power plant proves uneconomic under today’s model, ratepayers are protected from having to pay for that project over and over again.  In an effort to send accurate price signals, the NYISO has worked hard to get the marginal units to set energy prices and most recently we have improved shortage and scarcity pricing rules to take the pressure off of the amount of capacity market revenues needed.  Sending accurate price signals minimizes out-of-merit dispatch and uplift costs that loads cannot hedge.  Now when I started at the NYISO in 2008, we had a major uplift challenge, remember the Lake Erie loop flows, and the end-use consumers, particularly the large commercial and industrial customers, let me know about this at a high decibel level, and some of those folks are on your panels later this afternoon.  I am proud to say that the NYISO, working with our stakeholders, has successfully addressed that issue and now experience very low uplift in New York, and that was even demonstrated during the polar vortex this last winter.  We do have some major challenges.  First, it is important to understand that we have a highly constrained transmission system that cannot adequately deliver power from Upstate New York into the southeastern part of New York, particularly the lower Hudson Valley and New York City.  We have abundant generating resources in Western and Northern New York but simply lack the transmission to get it downstate.  Second, although we have had a lot of new capacity entry in New York over the past 15 years, between 2012 and 2014, we saw our supply resources above the minimum reserve requirement shrink from 5,000 MW to only 1,900 MW.  This reduction is not cause for alarm.  It is largely the result of the interplay of competitive forces.  Effective NYISO market and planning mechanisms are already in place to preserve reliability.  For example, during the summer of 2013, when we had extreme hot weather for five days in a row, we called on our demand response resources all five days during that prolonged period of high temperatures.  A long-standing transmission constraint and shrinking resource margins caused us to create a new capacity zone in the lower Hudson Valley and New York City.  A locational price signal was needed to attract generation and retain existing units needed to maintain reliability.  The new capacity zone has caused a great deal of controversy and litigation.  But the alternative, risking reliability, was unacceptable to the New York ISO, as the entity entrusted with keeping the lights on in New York.  Despite the controversy, the capacity zone is working.  Two major generating facilities, Danskammer and Bowline, are in the process of returning to service based on the strong proper market signals.  So we are successfully retaining units needed for reliability, and as these units go back into service, wholesale prices are expected to go down.  Emilie Nelson, the NYISO’s Vice President for Market Operations, will describe this in more detail during her presentation.  Now does this mean we do not need transmission in New York?  Absolutely not.  New York needs new investment in both transmission and generation to maintain system reliability.  We need it for several reasons.  First, we have an aging transmission grid that needs to be upgraded.  Although we are meeting minimum reliability requirements, new transmission will enhance reliability and provide operational flexibility and benefits to consumers.  Second, there is a great deal of concern about fuel diversity, and I share this concern.  Last winter, we successfully operated the system through the polar vortex events in large part because we were able to switch to oil when gas supplies got tight.  We know, however, we cannot depend solely on natural gas to fuel our power plants one hundred percent of the time during the kind of events we had last winter.  The good news is that in New York, we already have a very diverse fleet of resources, some of the best diversity anywhere in the country.  In Northern and Western New York, we have abundant non-gas-fired resources, including hydro, wind, and nuclear, but we cannot deliver that power to the load center.  As you look at the graph that we have up there on fuel diversity, if you look at New York’s fuel mix there, you can see when you look statewide, there is a great diversity on the system, but when you look downstate on the next slide, at the lower Hudson Valley, Long Island, and New York City, you can see that it is dominated by gas.  So if we had adequate transmission, we could enjoy the fuel diversity where we need it the most at the load center.  Finally, building new transmission to optimize our use of resources will help improve our air quality and yield environmental benefits for New York.  The governor’s energy highway initiatives and the PSC’s AC transmission proceeding can help solve the problem of our over reliance on natural gas.  Emilie Nelson will talk about our successes so far.  My view is that New York already has a solid market design, but the NYISO is committed to making it better and with all of your support and input, we can do that.  Emilie is going to give you some more detail about how our capacity market works, hurdles we are working to overcome, capacity and energy market initiatives we are working on, and how we are preparing for extreme weather like we saw last winter.  Then Dr.  Patton, the NYISO’s Independent Market Monitor, will provide his assessment of how the New York capacity market is working and things we can do to improve it.  Thank you.  Emilie? 
Emilie Nelson: Thank you.  I will explore four of the key points raised by Steve in more detail.  These include the core of reliability purpose of the capacity market, the importance of locational signals that the markets provide an opportunity for many resource types to compete, and then the initiatives we are pursuing to position New York for the future.  First, let us consider that despite the narrowing margins mentioned by Steve, the capacity market has helped to maintain reliability in New York.  The primary purpose of the capacity market from a reliability perspective is to make sure that there are sufficient reserves to meet the load when electricity demand is greatest on the hottest days of the summer and the coldest days of the winter.  The capacity market has been marginally responsible for maintaining reserves for resource adequacy for nearly fifteen years, including meeting the all-time summer peak load in July of 2013, followed by the all-time winter peak in January of 2014.  The market is structured around the concept of having an installed reserve margin to provide reserves above the forecasted peak load.  This allows for some degree of resource unavailability, transmission outages, and higher actual loads.  The required margin is established annually by the New York State Reliability Council and used to determine the minimum installed capacity requirement.  It is designed to help meet the Northeast Power Coordinating Council’s requirement that the loss of load expectation cannot exceed one day in ten years.  In 2002, the New York PSC proposed a sloped-demand curve to recognize the marginal reliability value of incremental capacity resources beyond the minimum needed.  The sloped-demand curve construct is still in use today and has become a model for other markets.  By recognizing capacity above the minimum requirement, the demand curves provide a more predictable revenue stream to generators and help reliability.  On this graph you can see the average annual loading goal, which is on average 19,000 megawatts, and the actual peak load in dark green is almost twice that value.  The required resources are shown in light green, and the total available resources in blue, representing the margin available above requirements.  It is by design that capacity market has resulted in the procurement of sufficient resources to meet the resource adequacy needs.  Next, let us consider how the markets incent investments in the locations where they are needed.  Together, the energy and capacity markets should send economic signals that maintain our liability.  They should also provide competitive resources and opportunities to recover both their variable and fixed costs.  Although the focus of today’s conference is the capacity market, it is worthwhile to spend a moment on the energy and ancillary-services markets that we have established in New York.  We all work hard to have the energy markets provide effective signals.  Some of the features of our market include the simultaneous co-optimization of energy operating reserves and regulation.  We include energy scarcity pricing and reserve shortage pricing rules, and what this means is that we are establishing schedules on a five-minute basis for all of these resources, taking into account all of these factors.  We establish individual prices for each generator location and for each of the NYISO’s eleven specific load zones Generator schedules, prices, and settlements are determined on a five-minute basis, providing strong incentives for resources to meet the real-time system needs in New York’s highly constrained transmission system.  To illustrate the point that energy and capacity markets work in tandem, this slide shows that for a gas turbine in New York City, the estimated energy related revenues are roughly thirty percent of total revenues.  The percentage of revenues recovered through the energy market and the capacity market does vary by location and technology type and can also change through time with market design modification.  Similar to the energy market, the capacity market should send locational signals to incent investment where it is needed the most.  In the capacity market, zones are used to recognize the impact of transmission bottlenecks or on resource adequacy.  The zones also help value resources consistent with the locational needs of the system.  This concept is not new.  The Long Island and New York City zones date back to the launch of the capacity markets in 2000 and reflect major transmission constraints that continue today.  Demand curves are set for each capacity zone and for the New York control area as a whole.  The curves are established based on the lowest cost unit needed for reliability or proxy unit that would enter the market to meet demand.  The demand curves allow the proxy unit to recover its cost, but do not guarantee that all resources will be made whole.  Under this topic of the importance of locational signals, I would like to address the formation of the lower Hudson Valley capacity zone.  As shown here for 2013, the reduction in the number of resources in the lower Hudson Valley resulted in no capacity margin for the area.  This is a concern, given the transmission constraints into the region and a much different situation than the margins available more broadly upstate.  As system conditions change, resources respond to market signals.  They will be incented to stay or enter if prices are high and to exit if prices are low and they are not needed.  In 2014, in order to address a longstanding transmission constraint that limits power flows into Southeastern New York, and faced with shrinking resource margins in that area, we established a new capacity zone encompassing the lower Hudson Valley region and New York City.  We understand that the creation of the new zone has led to wholesale capacity price increases and that has had retail price impacts, as well.  But the creation of the new zone was necessary, fully consistent with tariff requirements, and will benefit all New York consumers over time.  Investment in the lower Hudson Valley is now being made that will bolster long-term reliability and lower capacity prices in the region and the state as new resources enter service.  As you can see here in the second bar to the right, a significant portion of the proposed generation in the state is in the lower Hudson Valley.  Publicly announced investments underway at this time include the return to service of the Danskammer generating station and the potential restoration of Bowline Unit Two to its full capacity.  We estimate for the 2015-2016 capability year, total capacity costs in New York will be approximately 400 million dollars lower, due to the increases in its supply and driven by the creation of the new zone, and the total costs in Zones G through I, will also decrease below what they otherwise would have been.  This can be seen in this graph as the relative difference between the two bars.  Moving to point three, the New York capacity market is open to a variety of resources.  Conventional generation, renewable resources, imports from other regions, and demand response are all able to participate in the capacity market.  We work with our stakeholders to accommodate the participation of innovative technologies.  Markets evolve with changes in economics, technology, and policy.  Open markets provide an avenue for competitive resources to be compensated for the value that they provide.  They accommodate public policy by providing a means for resources to compete, to satisfy the goal of a reliable system.  Along these lines, we look forward to working with the PSC and stakeholders on the REV proceeding initiative.  As Steve communicated, New York has a diverse mix of generation resources.  The contribution of the different resource types that met the 2013 electric demand are shown here.  As you can see, renewables, including hydro, solar, and wind, provided 23 percent of the 2013 generation mix.  The real-time performance of each resource impacts how much it can offer to the capacity market and how much revenue it has an opportunity to make.  Performers that are reliably available make more and poor performers less.  We estimate that the overall availability performance of traditional generation types in New York is roughly 10 percent better than it was prior to restructuring long shift competitive market.  Consistent with public policy objectives, we had helped to achieve beneficial environmental gains by incorporating new technologies, such as wind and solar resources into our markets and operations.  The market rules accommodate participation by these technologies while recognizing their specific operating characteristics.  The amount of wind in the state has grown substantially over the past decade, increasing from roughly 50 megawatts, up to 1,700 megawatts on the system today.  As an example of the innovation that occurs at the NYISO, in conjunction with our stakeholders, we ensure order integrated a centralized wind forecast in our energy markets, determined a means for wind resources to be included in the real-time dispatch, established capacity payments for wind, based on their performance on peak days, and upgraded the control center in 2013 to improve operator situational awareness over the long term.  All of these things demonstrate our technical leadership.  We have also put forth an exemption from buyer-side capacity market power mitigation for renewable energy resources.  We also supported a repowering exemption that could facilitate older existing plants, making upgrades, for example, to be more environmentally friendly.  These proposed rules would eliminate a potential impediment to entry projects that are unlikely to be used for artificial price suppression.  Another example of the intersection of the NYISO’s markets and public policy is with respect to emissions.  New York participates in the regional greenhouse gas initiative or RGGI.  This is a multi-state policy initiative that seeks to reduce emissions from the power sector.  Our energy markets allow generators reflect the cost of emissions in their energy offers.  Charges for carbon dioxide output, as part of REGGI, have reduced emissions in the Northeast by making large emitters more expensive to operate.  We also recognize the need for environmental control technology and the cost of the proxy unit used to establish the demand curve.  Much of the investment in New York since the start of the NYISO has been in clean, efficient, combined-cycle units.  Six thousand megawatts of older and generally higher-emitting generation has retired or ceased operations since the start of the capacity market.  We were also asked to address, as part of this conference, winter preparedness.  I’d like to describe this in two parts; the work that we have already done and what we need to consider for the future.  Last winter, New York had many of the market features and operational requirements in place that served us well.  The markets include the ability to provide unique hourly offers into real time and increase them, based on expected fuel prices.  We also have an early warning day-ahead market posting that allows day-ahead market-committed suppliers time to secure gas that they need, based off of their schedules.  There are also duel fuel requirements driven in large part by the minimum oil burned criteria established by the New York State Reliability Council for New York City and Long Island.  This prevents gas shortages for jeopardizing electric reliability.  Roughly 46 percent of our resources have duel fuel capability.  Other ISO’s and RTO’s are pursuing changes to implement similar features that have long been part of doing business in New York.  For this winter, the NYISO has taken additional steps to improve operations, and we are interested in continually improving.  Adding an experienced gas system operator in the control center to monitor conditions on gas pipelines and provide overall gas-electric coordination, improve the ability to update fuel costs, using generator day-ahead reference levels.  That was implemented in June of this year.  We have improved fuel inventory monitoring in collaboration with our generator.  But now, let’s consider what is needed over the longer term, as represented in the third column of this graph.  Looking toward the future, the proposed generation in New York is predominately relying on natural gas, as represented in the green and pink bars in this graph.  Even though a large portion of this generation is required to have duel fuel capabilities, we certainly see that the overall reliance on gas is going to continue to grow.  This is echoed on a national scale.  The increased use of natural gas is occurring across the country.  Although the NYISO’s current market designs already incent performance, consideration of fuel assurance is increasingly important, given the widespread expectation that New York and other regions will be more dependent on natural gas going forward.  It is important that we build upon the current market design to make sure that the right incentives are in place to incent operational flexibility and resource performance on the days when it is needed most.  During peak days, there is a high demand and competition across the region for power, coupled with fuel supply uncertainty.  We need to make sure that resources are available to New York during these stress conditions.  A number of interrelated energy and capacity market initiatives are under consideration.  On the energy and ancillary-services side, we are building on the existing shortage and scarcity-pricing rules to reward resources that perform in real time and decrease revenues to poorer performers.  As part of the comprehensive shortage pricing, we are considering enhancing the use of regulation and reserve demand curves, carrying more reserves on a statewide basis, and establishing a unique Southeast New York reserve requirement.  We are targeting implementation for summer 2015 for these changes.  The Comprehensive Scarcity Pricing Project, which is currently scheduled for 2016, would further ensure that the energy market reflect the value of demand reductions in the market.  On the capacity market side, given that generators receive a significant portion of their revenues from the market and that the current performance measurement is over a longer-term basis, we are considering rule changes to provide additional incentives to maximize resource availability during tight operational periods.  These targeted incentives would apply to a limited number of critical operating days and would complement the existing performance evaluation and compensation rules in place today.  We intend to move forward with these initiatives, which are currently proceeding through the stakeholder process in a timely and measured manner.  With respect to the other initiatives we are pursuing; we currently administer six-month capability period auctions, along with a monthly-spot auction.  The spot market provides an efficient signal against which resources can make longer-term-forward arrangements outside of the capacity auction itself.  Market participants can and do execute longer-term-bilateral-capacity contracts.  Overall, the capacity market construct leaves risks with suppliers and investors, rather than with consumers.  We are taking a fresh look at the question of forward-capacity markets.  A forward auction may facilitate investments and result in earlier notice of retirements.  On the other hand, a forward auction may result in over procurement or diminish the ability to quickly respond to changing market conditions.  We will not make any decision on this subject until the ongoing evaluation of the forward-capacity market construct is complete.  We are also considering changes to decrease the frequency of the demand-curve reset process, which currently occurs every three years.  Having appropriate energy and capacity market power mitigation measures that avoid both over and under mitigation is important to a well-designed, competitive market.  We have proposed new exemptions from buyer-side mitigation that we believe are justified.  But to date, there hasn’t been sufficient stakeholder support under a shared government model.  In addition to the exemptions already mentioned, we believe that it would be an improvement to establish a competitive entry exemption available to projects that are receiving no subsidies.  A competitive entry exemption would allow a merchant project to enter without an offer based on its own assessment of future market conditions.  We continue to be open to working with stakeholders to try to implement these incremental improvements.  We would also like to see enhanced planning processes to identify local issues earlier.  This would allow for timely construction of transmission fixes and mitigate the need for out-of-market contracts with units that may be uneconomic.  We are open to exploring opportunities in this area.  As we consider these changes, there is value in maintaining a consistent market design to minimize regulatory uncertainty and investment risk; however, modifications are necessary over time to address system reliability and market efficiency and to avoid the creation of new scenes with neighboring control areas.  We think we have balanced these objectives well through time.  In closing, the NYISO-administered-capacity market is working well overall.  It has helped to preserve reliability, while sending economic signals that stimulate investments where needed.  It has successfully accommodated different classes of resources and given them incentives to perform well.  But we understand that it will always be possible to do better, and we look forward to working collaboratively with FERC, the New York PSC, and all stakeholders, concerning New York’s public-policy objectives and possible enhancement to strengthen reliability, improve economic signals, and ultimately better serve consumers.  Thank you.  
David Patton: Good morning.  I appreciate the opportunity to speak this morning.  I think this is a great idea, this conference, to really get together and talk about some of these key issues.  I will be moving relatively quickly through a number of topics, including why we have capacity markets, and I think Steve and Emilie have done a really good job of talking about some of the aspects of the New York markets, so I am not going to dwell on that.  But as far as our background, we have been evaluating the performance of capacity markets in New York, New England, the Midwest, and we monitor the markets in Texas, as well, and we have the luxury of monitoring four markets, so that we are doing four entirely different things to try to address resource adequacy.  To foreshadow some of the comments that you will hear later, I think, it is our conclusion that New York is, by far, the best-structured and performing market of the four that we monitor, and I will talk about that a little bit more in a minute.  But quickly, why we have capacity markets; there is in terms of wholesale market signals, there are only three sources of revenues that will motivate market participants to make long-term decisions, and those decisions include investment decisions, which we often focus on, but equally important is making good decisions on when to retire units and how much money to spend on maintenance and capital investments to extend the life of units.  So all of those things are important to think about when you evaluate how well the markets are performing to facilitate those decisions.  The three sources of revenues are the energy and ancillary-service markets during non-shortage periods; the revenues during shortage periods; and then the capacity-market revenues.  It is the case that markets can function without a capacity market, and we have heard of that as an energy-only market, but what will happen is you probably will get somewhere in the range of eight-to-ten percent capacity margins, and we require fifteen-to-seventeen percent, so you won’t get to what you need, and you have a couple of options then.  One is to greatly exaggerate your shortage pricing, and New England and Texas are going in that direction.  The second is to have a capacity market that represents your planning requirements to develop market-based signals that augment the energy and ancillary-service markets to facilitate the decisions that you need to get you to the planning requirement and the fifteen-to-seventeen percent range.  Next I talk about why we have missing money.  I think we all sort of realize, and I have explained that it is really the higher reliability requirements that you will get in an energy-only market that generate the missing money.  We are going to skip ahead to how do you know, how do you evaluate a capacity market?  How do you know whether it is operating well?  I propose that there are four things that you should think about in that regard.  One is, are you getting the investment when you need it and where you need it?  Secondly, the flip side of that is do you see capacity retiring in an efficient manner?  Third, is market power being exercised?  The fourth deals with the transparency of the signal and whether that signal is something that investors can forecast and use to make good decisions.  It is important to recognize that you don’t need the capacity market to do everything that an investor might want or a market participant might want.  The capacity market functions as one component in a broader wholesale electricity market that includes bilateral markets that are entirely outside the RTO construct, but also the energy and ancillary-service markets.  So based on these criteria, and I think Emilie and Steve did a really good job of going this, I think the NY markets, we have concluded, have functioned really well.  We have gotten a lot of investment.  We have gotten it where and when we have needed it.  The outcomes have been consistently competitive.  We have found very little capacity being withheld from the market.  And retirement decisions have generally been efficient.  The one exception to that is the delay in defining the Southeast New York capacity zone did lead to some inefficient retirements and hindered investments and ultimately raised costs in other areas in Southeast New York because it compelled the NYISO to have to make excess capacity procurements in New York City, where it is very expensive to satisfy the Southeast New York needs.  Now why has New York performed well?  And this is a list of the key components of the capacity market, and one thing I often say is there is one consistent characteristic that differentiates functional capacity markets in this country from those that are not functioning, and that is the sloop-demand curve.  So let that sink in.  New York was just as dysfunctional as the Midwest is now prior to implementing the sloop-demand curve, as was New England.  A second and equally important aspect of the New York market, in part because New York is one of the most transmission-constrained areas in the country, is to have good locational signals.  New York has ten-to-twenty times the amount of congestion that New England has, even though it is only about fifty percent larger, and that is because the network in New York is highly constrained, and it leads to planning needs that are highly local in nature, and there is no way the capacity market can adequately do its job in facilitating good decisions without having a really good locational set of requirements embedded in it.  Thirdly, are good market power mitigation measures.  Now although it is performing relatively well, there are two areas where we have recommended a number of improvements.  The first is with regard to the mitigation measures.  Most of the improvements that I have listed on this slide are improvements that would help ensure that the mitigation measures are effective, but that they don’t hinder investment in economic resources.  So we have identified a number of improvements to the buyer-side mitigation to help ensure that that is not the case, and then one key change on the supply side to ensure that supply-side market power mitigation can’t be circumvented.  The second set of, and probably more important set of improvements that I think would result in important changes in the New York capacity market is to make the locational framework more dynamic.  The reality is that locational needs can arise relatively quickly and disappear relatively quickly as resources retired, as resources are built or the topology of the system changes and it’s highly beneficial for the capacity market prices to immediately reflect those changes and needs and that’s difficult to accomplish under today’s framework.  So one thing that we’d do having a more dynamic locational framework is it would mitigate price volatility because when participants see that something’s coming like a big retirement that’s going to create a locational need, they’ll start taking actions in response to that even before the price appears and therefore you don’t get the lag in response with the high price, significant price changes that we see in today’s market.  It also reduces the need for reliability agreements.  
Now I’m just going to address a few of the questions that were posed for this technical conference.  The first is, do the NYSIO capacity markets need to provide a longer revenue certainty?  Our view is that this is not necessary because a transparent spot capacity signal will facilitate bilateral contracting that can provide that revenue certainty.  If the NYISO were to move in the direction of voluntarily facilitating bilateral contracting that could potentially be beneficial, but it’s not necessary for the base capacity market to do that.  
Secondly, and I’m asked this a lot, is the New York capacity market, how does it compare with the forward market designs to the north and south of New York?  I would say that there’s strong evidence that the New York capacity markets are performing well.  The theory of the forward capacity market is that if you move them 3 years out new resources can participate in the auction.  The reality is that investments in resources that’s a 30 to 40 year decision.  So deciding based on an auction that’s going to provide you one year set of revenue 3 years in advance is not likely to really drive investment efficiently.  In reality, investors are probably going to make decisions much in the same way that they make decisions under the New York spot market which is based on their expectation of revenues over the long-term.  But it does, by locking in an obligation 3 years in advance, it does raise risk for both the investor who took that obligation and may not be able to make it in in 3 years, as well as the existing resource that has to keep their unit in operation for the next 3 years and there can be significant uncertainty around that.  And so for that reason it might even be less effective than the New York spot market.  And that brings us to the lock-in provision which is designed to overcome much of what I just said about the 1 year capacity revenue.  At lock-in provision that locks in multiple years of revenues we’re concerned that it can significantly increase the cost over the long-term.  So I think although the forward markets have been moving in that direction, I think it’s worthwhile to be very careful and evaluate how that performs before concluding that that’s something that’s going to benefit consumers over the long-term.  And the NYISO is engaging in an independent study of these issues.  We look forward to reviewing those results.  
The next question surrounded whether long-term bilateral contracts are a feasible alternative to the procurement model in New York.  I’d say that I think bilateral contracts are a compliment to the New York capacity market.  I don’t think they’re a reasonable substitute because they don’t provide transparent price signals and can’t facilitate efficient decisions by suppliers.  A contact mechanism, a bilateral contract mechanism as opposed to the multilateral coordination of the NYISO market would create pay as good incentives and would create a variety of challenges, not the least of which is how you address market power in transmission constrained areas.  And long-term bilateral contracts as a substitute for the capacity market would tend to shift risk from investors and suppliers onto the customers that are required to hold those contracts.  
Then there’s a couple of questions on whether there are changes in the capacity market needed to motivate better resource performance and fuel assurance.  In both of those areas I think it’s very important to recognize that our short-term energy and ancillary service shortage pricing should be the primary incentive that suppliers have to perform well and to have alternative fuel sources.  Because when we enter into shortages because of either gas system contingencies or poor resource performance, the resources that are performing or have alternative fuel or have arrangements to procure gas when gas is scarce, make a lot of money.  So there’s a large carrot there but when they can’t perform it’s also a substantial stick.  So getting the shortage pricing right I think has to always be your first objective and then the NYISO is also considering whether there’s complimentary changes in some of the aspects of the capacity market too that would augment that.  
And I talked about fuel firmness.  So to wrap up, the New York capacity markets are functioning well.  I think we proposed a number of incremental changes in the area of the locational framework as well as the mitigation measures.  
The last thought I want to leave you with is stability in the design of the market is extremely important because we’re asking market participants to make very long-term commitments and investments so it’s important not to raise the risk associated with those investments and to focus as much as possible on maintaining a stable market design that evolves over time.  Thank you.

Chairwoman LaFleur: Well thank you all I thought that was an excellent set up presentation of where the markets are now and I appreciated Dr.  Patton’s thoughts on some of the various market design issues we’re looking at.  I want to start with the question that points a little bit toward the future because if there’s one thing that I know is that children in their 20s can still have lots of issues, not just when they’re teenagers.  And I know in the New York ISO capacity needs assessment there’s a significant capacity need in 2019, 5 years out and I wonder, I’m interested in whether you’re confident that with the current market design you can meet that need through the market or do you think we’ll need a lot of out of market resources that will need exemptions and so forth to do that? 
Male: Well let me just first say that I’m confident that it can be met because of the activity we’ve had in the interconnection cue with new units in the lower Hudson Valley that have gone through the interconnections process, the 3 phases of the interconnection studies, gone through the buyer side mitigation analysis and so forth and so there are units prepared to go and break the ground once that need gets more real.  And I think the big driver on making investment and putting a shovel in the ground is driven mainly by supply and demand.  When they see that supply and demand is getting closer and they know we have a slope demand curve that’s going to mean the prices will go higher, they can make investments.  If we’re in a surplus situation, obviously they don’t.  So as we see that need getting closer, and then there’s also the uncertainty of Indian Point in New York.  What’s going to happen with Indian Point?  And I think there’s a whole host of processes working to try to protect their liability for that and then there’s investment waiting to jump in including a line from Canada that you’ve all read about and other more localized generating resources.  And then we have the REV proceeding that’s going to unleash the behind the meter resources which will also bear additional, much value I think to New York so we’ve very excited to work with the PSC to cheer the PSC and PSC team on that.

Chairwoman LaFleur: I think David already answered this, thank you.  But you’re not worried that if dynamic markets sets a high price for while money floods in and then that price corrects down and there’s no kind of forward period of lock-in that, I mean I can ask the investors this at a future panel but you’re confident you’ll get what you need? 
Male: Well we’re exploring the idea of a forward capacity market.  We have an independent assessment being made.  We’ve had 2 before and why are we doing that?  The past year or so I’ve been getting more favorable reports from Perry Boston and Gordon Van Valley about the way that PJM and New England forward markets are beginning to get investment.  Terry is especially excited about what has cleared in PJM and so that’s making us take pause and look at this and make sure we’re understanding the value of forward capacity market and the pros and cons.  So we’re in the midst of that analysis right now and we’ll have some conclusion to that by second quarter of next year.
David Patton: Can I add a comment on there?  So we monitor the planning process and it’s relatively frequent that we see these reliability needs coming up in different areas.  It’s never been the case that New York’s had to rely on backstop solutions to come in and fill the gap because the market didn’t perform.  I think to your point of the boom and bust cycle, one thing that’s valuable about the New York market structure is the demand curve creates a performance in the capacity market that can be forecasted by investors.  So if I’m an investor and I can see what other people are doing, which I can because the investment process is relatively transparent in New York and I can forecast where prices are going with the response other people are making and my own response, and make good decisions on whether to enter or not enter, which I think overcomes the kind of problem that you’re thinking about.  
Chairwoman LaFleur: So you think the RMRs are just local things here and there and not a sign of…

David Patton: Yeah, RMRs always exist when you have local needs that aren’t reflected in your capacity markets.  And so in New England before they had local requirements, they had something like 40% of their capacity in RMR…

Chairwoman LaFleur: Oh I remember that.

David Patton: In New York, New York’s never had to rely on RMRs extensively, very small number of them, and they’re for extremely local requirements right now that you really couldn’t design a capacity market requirement around.  
Chairwoman LaFleur: Thank you.

Chair Zibelman: First of all, thank you to all the panels.  I think this is very helpful and just a few questions sort of moving on and maybe, so one is in terms of picking up, David on your last point, so when you’re talking about a dynamic pricing market you’re thinking about a larger area than a single unit could solve like a short-term RMR, we call it RSS…

David Patton: Yeah it’s easier.

Chair Zibelman: That’s okay to solve a potential delimited transmission constraint.  Is that? 

David Patton: Yes.  
Chair Zibelman: So and a dynamic market would be more like a load zone that could get created where it could be either soft like multiple generation or multiple solutions and…

David Patton: Yes.

Chair Zibelman: So with that I just want to pick up on this issue.  One of the things from the terms of the capacity market is as we talked about it’s just to actually incent entry into the market and to be absolutely technology neutral relative to the resource itself.  And that would apply to transmission as well right?  Because I’m thinking about in terms of the new capacity zone, it was a transmission constraint not necessarily an adequacy issue and it could have been solved with transmission as well as with generation.  
Emilie Nelson: We do take into account different resource types as far as establishing the proxy unit which is then setting the demand curves.  So we revisit the demand curves every three years.  We are by tariff required to use basically the most cost effective resource to solve the demand that we’re projecting but from the perspective of being a technology agnostic, other than making sure it’s the most efficient resource we do allow all different resource types to come in and participate in our markets.  We think it is important that the value that they receive from the market is consistent with that they provide on a reliability perspective.  
Chair Zibelman: Sure.  I guess my question was more, not necessarily setting the unit itself but when we think about capacity zones moving forward and the need to create a new capacity zone we, the ability to side and build transmission and reduce congestion can be just as important a vehicle to eliminate the need for a new zone than building localized generalization.  
David Patton: Yeah in fact part of our recommendation on the dynamic framework is to establish effectively capacity transfer rights that would motivate investors to build transmission because they’d get the value of satisfying the local need through transmission so that we’re not only incenting generation.

Chair Zibelman: Right and so from your perspective if in fact we had transmission built to eliminate a constraint then you wouldn’t want a localized capacity zone because that would be sending out the bag signal if it wasn’t a constraint market.

David Patton: So in the kind of dynamic framework that we’re talking about, the constraint would just stop binding and prices would equalize and whether a zone exists or doesn’t exist becomes sort of academic because the prices would be the same.

Chair Zibelman: The other thing I just wanted to touch on is this whole issue of moving forward with bulk capacity and bi-lateral contracts.  Because one of the things that I think is important for us, and as I think about this maybe the different obligations on FERC and the state commission.  For the commission and I know this is the FERC, I know you’re really focused on reliability and you don’t get into issues in terms of fuel type relative to “do we prefer one fuel type or another,” it’s fairly neutral.  The state on the other hand has an intense interest from a policy perspective of maintaining fuel diversity and meeting our clean energy goals as well as making sure we’re looking at things to maintain fuel reliability etc.  You know thinking about gas pipeline and use-up land and all those various things.  So David what I’m hearing from you is that you think a well-designed capacity market, that essentially enables bi-laterals of some type because it sends the right price signal, maybe the ideal situation rather than just looking at a forward price curve and allowing the market to respond.  But I would think that in that construct so long as the bi-lateral was not intended to reduce prices but actually to secure either a public policy goal or what other goal, that you would think that it would be important not to mitigate those contracts because otherwise you would disincent people from entering into them.  
David Patton: I think one thing we always have to recognize is the market exists to address reliability.  And there are an awful lot of benefits outside the realm of reliability that aren’t priced in our markets and that’s what a lot of public policy is really designed to get at, environmental benefits and other things.  So there’s no reason why the markets should be, there should be any conflict between efforts to secure those benefits and the markets.  
Chair Zibelman: So then I would hope that going forward to the ISO’s point, we could work together because, and I think this is where the rug is sometimes, is where the state is trying to effectuate certain local policy issues such as clean energy.  Maybe looking at local reliability issues.  Things like that that we would want to make sure that the markets are complimenting these objectives and it would seem to me that we can do that in a non-disruptive way.  
David Patton: I definitely think that’s right.  I think if the objectives are reliability, like local reliability, the best way to do that is to try to embed that in the market design but for all the other objectives I think you’re right.

Chair Zibelman: Thank you.

Cheryl LaFleur: I wasn’t going to ask another question but I want to push a little.  Even if an out of market contract that specifies a certain fuel which might be for extremely worthy purposes is not designed to reduce prices, doesn’t it still reduce prices if you just pull it out of the market?  When you look at things like RGGI, they price the environmental attributes right into the market.  But if you have exempt out of market contracts, they might have nothing, the desire might have nothing to do with price formation but don’t they still effect price formation?

David Patton: They do.  But you have to ask yourself if we were pricing all of these things, what would the market do?  The market would naturally select a different resource than we would select in our market.  So if the bi-lateral contract is basically leading you towards the outcome that you would get if you were pricing some of these un-priced benefits then although it impacts the market it’s not a distortion.

Cheryl LaFleur: So you’re saying that if you could perfectly price the environmental externalities in the market they’d be priced in, we’ll assume for a minute that RGGI’s pricing at least to the extent they put the price on carbon in the market, but the bi-lateral contracts if you get it right are a surrogate that somehow…

David Patton: Yeah.  What you always have to be careful of is not to have bi-lateral contracts that are premised on providing compensation for attributes that are fully priced in the market.  Because that’s just a distortion.  
Cheryl LaFleur: I’m going to pass the mic along.

Phillip Moeller: I want to pick up something that you said Audrey about transmission.  One of the more effective presentations I have seen in New York was probably seven years ago and I was shown dynamics of the transmission constraints going into the lower Hudson Valley.  The thunderstorms come in, knock them out.  You have LMP’s that go through the roof.  The point is you need more transmission in this market.  Something I’ve been working on to some degree of effectiveness over the years and as Commissioner Brown will note, I’m pro-transmission and I commend your governor for recognizing it.  But here seven years later and there’s still arguably a lack of transmission.  My point being, yes it’s a good solution but it’s getting harder and harder to put wires up and pipes in the ground so hence part of the motivation for me backing the new zone.  I wish you well but it’s going to be very hard.
Steve Whitley: I just wanted to comment that just to make sure you’re up for it.  There is going to be new transmission and service this summer.  It’s going to give significant additional reliability value called the TOTS Project.  The AC transmission preceding is going through the PSC and the NYISO is very involved in running analysis for the PSC and all those activities.  So I think it does take time to get transmission built but I’m very encouraged by what’s happening now.

Chair Zibelman: And Phil I appreciate your comments but as you know we’re hard at work on this to get this done.

Phillip Moeller: Yeah I know.

Chair Zibelman: But just if I could pick up because this is an important part for us going forward.  We have had, if I understand, about six thousand megawatts of new build.  Five thousand megawatts of new build and additions in New York since the markets started?

Steve Whitley: We had that many with time but about ten thousand being built.

Chair Zibelman: Ten thousand being built.  But from what I understand only about a third of those are truly merchant, the rest are through some form of bi-lateral agreements.  Is that correct?

Steve Whitley: I’d say all of the resources end up in bi-lateral contracts.  Every resource does because they want portfolio sales just like those who do stock portfolios.  So our market is open and encourages bi-lateral.

Chair Zibelman: And I think that was my point, not necessarily that prices would stay the same but that you can do bi-laterals and they are a way to actually further incent investment and if mitigated they could actually disincent investment and so we need to be careful about what we’re trying to incent and disincent.
Emilie Nelson: I think that’s a fair comment.  I think it’s a matter of if the market is short, then it makes sense to have that investment.  Be it through contracts or through merchant build.  And if the market is long, so signals aren’t there and that’s when we encounter some of the contentious mitigation issues that she said that we face.  
Chair Zibelman: I just have one more question.  It’s my understanding that since 2011 the capacity builds that went through ISO went from about a billion to three billion from this last summer?  That’s right?

Emilie Nelson: That’s approximately correct.  They increased substantially from 2012 compared to the most recent figures.

Chair Zibelman: And what can we do.  Is that going to be a continuing phenomenon or are there things that we could be doing or what’s, if you could sort of elaborate what’s causing that.

Steve Whitley: What’s causing it is supply and demand.  I mean prices were fifty cents in the rest of the state for capacity.  These units couldn’t pay their taxes.  So they started retiring.  And when they start retiring and you have a slope demand curve, prices are going to go up.  And they stop retiring and start rebuilding and getting new investment so that’s just the way it works.  When prices are low and with fifty cents, that’s low, the units couldn’t survive and so the fifty cent number is probably where the one billion came from.  It seemed like a big number, one billion, but when it’s spread over that many units and that many megawatts it’s really not.  It effected their financial liability and now the prices are in a higher range but when you look at other ISOs around us they’re in a very reasonable range.  And if you look at the cost of a proxy unit, what it takes to build a new unit and to keep the lights on, it’s all based on that.  So when supply is high, prices are going to be low and people will retire and more inefficient units will retire so it’s actually, the system is working.  
Chair Zibelman: There again I would think that if part of the problem we have is in western New York is low capacity prices, higher price zones downstate, the ability to eliminate constraints in a market could be as good an influence in terms of help moderate prices and retain these units that are needed for tax purposes.  
Steve Whitley: Absolutely.

David Patton: What I was saying about good locational signals, both in capacity and energy is that it really allows you to determine where transmission is most valuable and helps in the planning process.  
Chair Zibelman: Thank you.  Now I am done.

Cheryl LaFleur: I know Commissioner Clark has a question and I don’t want to…
Tony Clark: I just have one and it’s a follow up on something Audrey asked because I think she put her finger right on word, I think you mentioned where the rub is and I think it really is the core issue and it’s one that I’ve struggled with for a time and I just want to understand Dr.  Patton where you’re going with this.  Because I’ve contended for some time and I can understand how investments get made and how capitol formations happen and decisions are made about generation resource planning in still vertical integration states, whether they’re outside of markets, whether they’re in an operating energy market.  But, and I can understand where states that have just totally restructured or unbundled and said we’re going to let the market decide where everything gets placed and that’s that.  Which probably Ercot is closest to that.  But the challenge in the rub seems to be in these areas like New York and other places in the mid-Atlantic northeast where there’s still a, call it almost a quasi integrated resource planning that happens at the state.  I don’t know if the states individually call it that but it’s an attempt to shape the generation profile.  
Chair Zibelman: We actually call it that.  We’re kind of old school.

Tony Clark: So explain to me how that fits together and works because that is where I hear a lot of concern from stakeholders is we end up potentially if it doesn’t work well in a situation where you get the worst of all worlds.  You have kind of a market operating that’s supposed to drive for investment gets made.  But at the same time one where price press can be very easy to happen and so you don’t get quite the market outcomes that you otherwise would.  But I’m hearing today that you think there’s a way to structure those bi-laterals in a way that takes care of that concern that I think Cheryl started to scratch the surface on?

David Patton: Yeah that actually is one of the most difficult problems to try to address in these markets.  And I think the, from a planning perspective, the objective should always be to bring as much consistency between the planning requirements and the market requirements as you can so that the markets drive the satisfaction of those requirements.  I think that what I was suggesting is that almost all of the planning requirements in all of these markets that we are addressing are reliability requirements so if you hear that there’s state action for reliability purposes that’s a red flag.  But you can’t discount that there are other benefits provided that aren’t captured in our markets.  And so to the extent that the action is being taken to capture some of those other benefits it’s to most economists that’s not irrational as long as the actions that are taken are commensurate with the benefits that they’re capturing.  So you’re right that it’s extremely difficult and it’s one of the reasons why the structuring mitigation measures that don’t’ serve as an uneconomic barrier entry is so difficult and why we’re taxing FERC with so many incremental changes to those measures to try to make sure that they function properly and they strike the right balance and solve that problem.
Tony Clark: Ok, thanks.

Cheryl LaFleur: Other questions?

Male: I’d like to follow up on a concept that you introduced Dr.  Patton about transfer of capacity pricing to maybe to a transmission owner that is putting in that acts really the same as adding new generation for a constrained location.  That sounds like maybe an entirely new way of pricing transmission and could you elaborate on that?
David Patton: Yeah so under note of markets, one of the things we do is we establish financial transmission rights that are the economic property right associated with the congestion between locations and so if somebody builds transmission that increases capability into let’s say New York City.  Then they can receive those sorts of congestion rights to compensate them for the value that they provided to the system.  So that’s on the energy side and that’s sort of well understood but I think one that that we’re seeing in these markets is that when you move outside the operating horizon and congestions there’s substantial value to transmission from a planning perspective to solve things like transmission security issues which is one of the big issues that necessitated the creation of the lower Hudson Valley zone.  And if somebody building transmission, let’s say two thirds of the benefit of the transmission is that we can procure less in southeast New York or we can procure less capacity in New York City.  That value could very well be greater than the congestion value that we’re giving them in the form of a financial transmission right.  So if we want to motivate potentially private investment in transmission or even provide some offset to the regulatory compensation for transmission investment then defining that sort of right and granting it to folks building transmission would be an important way to do that.
Steve Whitley: I just wanted to comment that the notable FERC Order 1000 now opens up the door for us to quantify those kind of benefits in the state and its associated transmission projects that we could roll through the processes working in New York.

Cheryl LaFleur: Well I want to thank their panelists but they’re going to be sitting right in the front row so they can participate in the next conversation as well as appropriate but I guess we’ll call up the next panel.  We’re not going to take a formal break is my understanding but people can go in and out as needed and we may also.  Thank you.

Chair Zibelman: Just one observation.  If you spend a lot of time on New England and New York, I think Steve is the common denominator

Steve Whitley: Also I swarmed in co-snaps and he raced in and followed me.

Cheryl LaFleur: Well good morning everyone.  In our last panel we heard from the ISO and the market monitor about the markets and some impressions from both this side of the table and from them about how the markets incent investment as needed for reliability and other goals at just and reasonable costs.  Now we have in the next panel some of the people who are making or advising those who make the investment.  I’m a little bit handicapped by not having name tags so I’m going to ask, and of course your backs are to the other audience so, or perhaps there are name tags coming.  I mean name tent cards.  But I’m going to try to introduce people, but maybe the first time you speak you could introduce yourself.  Oh, here we are thank you.  And we’re going to try to do something a little different in this panel which is where, something I’ve always wanted to do so here we are breaking new ground, not having everybody go and talk for ten minutes and you just have a couple minutes for questions but really trying to start a dialog.  So first I will welcome our panelists; Gavin Donohue from the Independent Power Producers of New York, Glen Hake from the New York Power Authority, Marji Phillips of Direct Energy, Mike Meager of Multiple Intervenors, Ray Kinney of New York State Electric and Gas, and Robert Gurman form Pocono Manor Investors.  We welcome you all.  I would like to start by focusing in on the decisions that you make, and I know many of you do business not just in this geographic market but in other markets around the country so you can bring that comparative perspective.  But the decisions you make that when you yourself are advising someone to make an investment or if you evaluate investments from other perspectives.  What do you think the aspects of the capacity market that are most important to the investment community in making those investments and are you have all your regulators, state and federal, arrayed in front of you, are there changes that either barriers that you see to get the right investments made?  Or changes that you need that you think that we should consider?  And I’ll start with Gavin if that’s ok.
Gavin Donohue: Lucky me.

Cheryl LaFleur: Or…

Gavin Donohue: No I’m just kidding.  Thank you Cheryl.  In an effort not to be redundant I think the ISO’s presentation was very well done this morning.  I’d like the latitude to put a written statement into the record after this is over because there is some really technical issues that I want to throw into the weeds here today.

Cheryl LaFleur: And we’re going to collectively work out what the next steps are at the end.

Gavin Donohue: Ok.  What drives the generator community is uncertainty, not regulatory uncertainty.  I think the other issue is intervention in the marketplace.  New York is a strong place.  A tough place to business.  We have a very active public service commission.  So when my members come to me about investing in New York they’re constant threat of intervention in the marketplace.  Whether it’s the lower Hudson Valley zone issue and fighting that in court or the AC Transmission Proposal, depending on where your perspective is on that.  And then the overall out of market contracts and uneconomic retention of units and uneconomic entry mitigation policies.  Those are the things that really drive decisions lately in New York.  Wholesale electricity rates, one of the things I didn’t hear this morning are really as a commodity very flat over the last twelve years in New York.  I know there’s issues surrounding the level of electricity payment in bills but I think the wholesale electricity markets have a very positive story to say.  And the fact that NRG just announced to bring the Bowline Facility back, the Danskammer Facility.  I think market sales when administered properly, policed properly, and implemented fairly, will send the correct market signals for the generators in the future.  
Cheryl LaFleur: Thank you.  I was feeling bad for putting you on the spot but you don’t’ seem to have suffered too much from going first.  So your answer was certainty and not having market intervention and uneconomic entry in the market.

Gavin Donohue: Yeah and to address mitigation rules.  I think everyone here knows we’ve had a longstanding complaint to FERC on how to deal with that issue.  And we’re hopeful that sooner than later FERC will address that issue because that’s really impacting the marketplace in most the state.

Cheryl LaFleur: Message received.  Marji.  Ms.  Phillips.

Marji Phillips: No, Marji.

Cheryl LaFleur: Usually I ask Marji not to ask questions and here I am just putting myself into that.

Marji Phillips: I am with direct energy but I was asked to speak on behalf of RSA, which is the Retail Supplier Association and not surprisingly we do not have a uniform view.  So anything that I say that is wrong it’s for Direct and anything right it’s for RSA.  I think the most important thing when an LSE is coming in to provide a retail service is can we hedge.  That’s the value that we add is that we are able to use a large portfolio, go out to all the resources, physical and financial, hedge the risk , and then provide our customers the benefits from hedging.  One of the things that does, while you can hedge in the forward markets, I would point out that hedging in PJM while some of our companies feel it is very doable many of us feel it’s a challenge.  And that is because the actual capacity price in PJM changes daily.  I don’t know if you’re aware of it but there’s actually a daily zonal factor that goes in.  So every day the LSE’s cost change.  In addition because it’s forward and three years out, they have incremental auctions that impact the pricing.  So the hedging in these forward markets is very challenging.  The difference in NYISO is, and I have to get this in, Steve I have to respond just real quick to his comments about functionality.  You’ve seen both in New England and PJM, major overhauls.  ISO New England just found they’re performance based.  PJM is claiming emergency and going to file something and that is because there are flaws in the forward that you don’t see in New York because New York is seasonal and that allows us to hedge and we can hedge our obligations.  They can be monthly or seasonal.  And the other really critical piece is in New York you can sell supply.  And I would add that my former employer Hess built a power plant so that it could sell its supply, its capacity if it needed to.  It was the ultimate hedge if you will..  That’s what a power plant is, the ultimate hedge.  In the other forward markets the RTOs are procuring on behalf of us so I can’t do a physical hedge and turn around and give it to the RTO and say this is what I want.  I must take the clearing price as a LSE.  Some of our LSEs are very comfortable with that and say they can hedge it.  Many of us frankly, I think it’s fair to say that and particularly Direct much prefers the New York model where I can sell supply.  I can actually use physical assets to hedge which in PJM you don’t, and in New England you would probably use the financial markets as an LSE because there’s no incentive to the generator to go into a contract because it’s going to be cleared by the RTO.  So I would say the ability to hedge efficiently is probably the most important thing to us and regulatory stability because we enter into contracts and every time regulators, whether it’s you guys or New York or whomever enters in it undermines what we thought we were bringing to the customer and somebody is going to incur those costs.  If we incur it then, somehow we’ll find a way to push it through in the future.  Or otherwise the customer gets hit with the cost right away.  So regulatory stability like Gavin said is really critical to us.  
Cheryl LaFleur: So Marji that was really interesting.  So when you say you’re relatively happy with the hedging opportunities that come out of the NYISO market design, is that, you mention the lack of a forward market but are there other things that make NYISO more effective for hedging?

Marji Phillips: Yes.  For one thing, it’s actually a much more transparent market.  I don’t know why.  I’ve tried to get this from my traders and basically there’s a couple things that NYISO does.  One, they have their gold book which predicts out a lot of information about generation and from what I understand form my traders, and I’m not a regulatory person, is that they are able to analyze if you build the data that’s put out by New York and come very very close to figuring out where the capacity’s going to trade.  Not only that, when they’re wrong they actually see where they went wrong given the data.  When you look at the forward markets, the data I simply not transparent the way it is in New York.  Now again I want to add that there are some RSA members who are very comfortable with the New England and PJM models.  So I am speaking on behalf of those of us that think that New York perhaps provides more transparency and makes it easier for us to hedge.  
Cheryl LaFleur: Thank you.  I want to turn to Ray Kinney from NYSEG and Rochester Gas and Electric.  
Ray Kinney: Thank you.  Certainly I would concur with our colleagues with regards to the stable market rules and transparent pricing.  We’re not convinced and obviously the utilities in New York, they’re largely invested of supply assets so we’re not necessarily in the business of meeting to build or to purchase those assets for other than servicing the capacity contracts to our customers.  However we’re not convinced that the very short-term nature of today’s capacity markets are that conducive to consenting to investment in New York.  Forward capacity markets may not be the fantasy after all this but we certainly think and we commend the ISO for looking at forward capacity markets.  That is something we should at least be considering.  We should be looking at, looking for our neighbors to see how they’re working.  Looking for maybe a slightly longer commitment period when a capacity contract under the NYISO markets are signed instead of the one month procurement period that we have currently under the demand curve markets effectively.  As far as hedging, I think the one thing we have to be careful with in New York is we have retail access.  So the customers you’re serving can move on a relatively frequent basis.  So there’s definitely a need to balance that forward procurement and a longer procurement period with that recognition that there is retail access and loads are certainly different ESCOs and transmission owners over the course of time.  
Cheryl LaFleur: Thank you.  From the customer perspective Mike Meager from Multiple Intervenors.

Mike Meager: Thank you.  Good morning everyone.  For those of you who may not know Multiple Intervenors is an association of sixty of New York’s largest industrial, commercial, and institutional energy consumers.  We have a somewhat unique perspective in terms of investment because we’re the ones who ultimately pay for everything.  And so in terms of making investment decisions our members look at what the resulting prices are and what rates are and they make their decisions to stay in New York or to move their business elsewhere.  So obviously prices are extremely important.  We want capacity markets to insure our liability.  But we don’t want to overpay for surplus capacity.  So looking at things we see definite improvements that can be made but from a big picture taking a step back we do think the NYISO’s capacity markets do work very well.  We have added a significant amount of capacity in the state.  It has been located where it’s been needed the most and New York has not suffered from inadequate capacity.  So while there are definite improvements that can be made and I’m sure we’ll get to them, we think the market is working relatively well.  We have concerns about buyer-side mitigation as serving a competitive and continuing entry.  We are also very concerned about forward capacity markets where I disagree with my colleague, we don’t want them.  We’ve seen how they work in other regions and prefer not to go down that route.  We thought it made sense when the NYISO examined forward capacity markets the first time.  The second time they looked at it four years alter we kind of understood it, we didn’t know if it was necessary.  The third time barely a year later, we don’t think it’s necessary to go at this again.  In terms of capacity markets and the state we need to figure out a way to have what the state does work well with the capacity markets.  And that’s a very thorny issue.  From the consumer standpoint the worst possible outcome would be the state to do something and then have it be mitigated and have consumer essentially pay for it twice.  Once on a retail level and a second time not having it recognized in the wholesale markets.  So we’re very concerned about making sure that doesn’t happen.  I’ll stop here for now to give others a chance.

Cheryl LaFleur: I definitely understand your point that if you have to pay for a resource and then it’s not allowed to bid into a market because there’s two different masters, I understand the point you made.  Is there a counter-veiling point that if resourced aren’t mitigated then you have two different systems working in parallel then some day when you needed the market to produce the reliability do you worry at all that it will have been hurt?  Because that’s something that we worry about a lot that if we don’t have the proper mitigation rules, will the market still function?  Or are you paying a lot and not necessarily going to be able to count on the reliability that, I mean I don’t mean to debating or disputative or whatever but I’m just interested in how you sort of factor that long-run reliability versus…
Mike Meager: We’ll look up, you know Gavin mentioned New York as being a strong state with an active commission.  It’s been that way since the NYISO started operations and since then we have not had capacity problems.  We have had adequate capacity.  So to date, fifteen years into the NYISO’s operation, it has not been an impediment to insuring that the lights stay on and that there’s adequate capacity.  I think people can differ in terms of to what extent mitigation is or is not needed.  And you’ll probably hear concerns from both sides of the fence on that one and it’s going to be up to you to strike the right balance.

Cheryl LaFleur: Absolutely.  That’s why the panel is set up this way.  Thank you.  Next is Glen Hayke from the New York Power Authority.  
Glen Hayke: Thank you.

Cheryl LaFleur: Another unique institution in New York.

Glen Hayke: Yes thank you Chairwoman.  I represent the Power Authority but I’ve also worked with Municipal Electric Utilities Association and the New York Association of Public Powers as well as LIPA, Long Island Power Authority and I’m going to try to reflect their views in my comments.  I guess from our view the ability to have a fair opportunity to recover your costs is probably the primary concern for investment.  I think we tend to lose track, although Dr.  Patton may have mentioned this, the voluntary and mandatory auctions administered by the ISO are really just a part of the capacity market.  And there really is approximately fifty percent of the market that is in bi-lateral contracts.  So for Public Power it’s really important that the ISO market rules compliment and not impede that bi-lateral marketplace.  But our concern is that the excessive fireside mitigation rules that exist can cause a significant impedance, absent some exemption that we think are required to the ability of self-supply public power entities to engage and manage their systems through self-supply transactions and importantly to the achievement of public policy objectives.  And we think this is not a process that can be in a peace milled fashion.  You know about two years ago the New York ISO came forward with a competitive entry exemption that was applicable only to merchant entrants.  And at that time NIPA raised the point that if you do a competitive entry exemption in isolation it actually exacerbates the challenges faced by public power entities to achieve self-supply transactions and to achieve public policy goals.  Because of the sort of the first mover advantage that these have and I’ll get more into that, I don’t want to dominate the time.  But we’ve maintained consistently that this needs to done as a package of coordinated exemptions.  And to your question Chairwoman, clearly there’s a tension between having an unfettered marketplace, which I think Dr.  Patton just said, doesn’t necessarily procure all the attributes, products, and services that we need.  And the bi-lateral contracts provide a greater opportunity to value versus having exemptions that accommodate these types of things.  And really what this has to be is a balancing of the interests and there need to be limitations on these exemptions to ensure that we’re not over investing in public policy projects and so forth.  I guess I’ll leave it there for my part.

Cheryl LaFleur: I feel like this is a cornucopia of issues that are unopened up but between all of our questions I’m sure we’ll be able to pull on some of the different threads.  There are like ten different metaphors in that sentence but next is Robert Gurman from Pocono Manor Investors.  
Robert Gurman: Thank you Commissioner and all of you Commissioners.  As an investors and a potential future investor I’d like to make the point that formation of capital really starts sooner than most people have been addressing.  You don’t just have price signals, however derived, and presto capital forms around it investment a generator or some form of new capacity.  Especially if the signal itself and that methodology is source agnostic, because you need therefore to give developers and the development capital time to put together the most cost competitive response to the price signal.  I just don’t think that this is addressed enough.  This is also the highest risk capital and is not necessarily institutional capital but it is usually the most innovative capital.  And that’s very important in the assessment and addressing the markets capacity needs.  So I think that more visibility earlier on, a queue is a good idea.  Certainly without giving any guarantees that a certain capacity will be required in the future.  But again to give that development capital time to work and get some ideas into the queue.  
Cheryl LaFleur: So do you mean more of a forward market or is there something else you mean by more visibility earlier on?

Robert Gurman: Well it’s both the forward market but it is in fact earlier on as the planning commission, as the planning entities are developing in more concept.  Now speaking of the forward markets I think it is also important to distinguish or my perspective is that the forward markets for new capacity, particularly large installations, you definitely need a minimum of five to seven years but perhaps longer in less robust markets of price and hopefully contractual certainty.  Otherwise you can’t attract either debt or equity in the new build, new investment thesis.

Cheryl LaFleur: So is that happening now through a combination of the relatively short-term capacity market and the bi-lateral contract?

Robert Gurman: I think it’s the bi-lateral contracts.  And I’ll just make one more distinction in that being in the market myself, New York, New York City Zone J is very hot in terms of both the investor and the lender community.  And I’d just like to make the distinction which is obvious but it needs to be said that for example we’ve been told for our plant that we have eighteen months until our contract runs off and that is providing good visibility to the future markets.  That’s only good because it’s an existing asset.  The eighteen month forward visibility would not be enough to get a new facility financed and built.  
Cheryl LaFleur: I want to ask colleagues if they want to pick up and ask the next question.

Chair Zibelman: Sure.  So where to start.  Well I’ll start with the microphone.  So let me start actually going back, Marji to your comment.  When you’re hedging forward, what period are you looking at?

Marji Phillips: Most of us hedge forward only about three years.  For one thing the industry has really changed over the couple of years and the collateral requirements are so high and can in fact be a barrier to longer term contracting.  Gas markets typically contract out up to five years.  The electric markets are typically about three years.  There’s a bunch of reasons why that’s so as well and so the collateral you have regulatory stability which is unheard of in our industry and so there’s a lot of risk.  That pretty much defines the landscape.

Chair Zibelman: And then Michael, because I think this is where there’s a huge conundrum and I’m struggling with and I think we need to think through, when you’re purchasing the MI customers, actually when we were chatting about this last April you said about the same period when you’re purchasing forward you’re looking at three to five.  
Mike Meager: Yeah I would say from the large consumers to the extent they hedge they’re actually probably even a little shorter in duration from like one to three for the majority.  
Chair Zibelman: So if I can then sort of try to piece all this together.  What I’m hearing then is on the investor side, probably five to ten year minimum on some sort of uptake.  And then on the hedging stride, so how do we sort of put all this together.  
Marji Phillips: Can I…

Chair Zibelman: Yeah I knew you would have an answer Marji.

Marji Phillips: I think the point is people don’t realize, you know they look at lows and think that I’m not making an investment a generator is.  Well it’s true I’m not making a one shot hundreds of millions of dollars investment.  But I have to tell you that our collective company is very expensive to acquire customers and we spend a lot of time and money and resources and we are not in this game for three years, we are in this game for long-term.  And our views of the market are long-term and if I can speak for direct formerly Hess when we made the BEC investment, in fact I even had this discussion with Commissioner LaFleur earlier on, we weren’t looking at a one year or a six month strip, this is a twenty or thirty year asset.  When the investment decisions are made we were looking that we want to serve load forever and what do we see ultimately as our forward projections over twenty thirty years.  What I think is very important in the long-term and short-term investor is market integrity and the opportunity for everybody to earn a fair return, not a guarantee, and for LSE’s we want price transparency and we are here for the long-term and will continue to buy the generation.  We have to or we go out of business, but I think we tend to speak in short-term when all of us really have longer-term views.  
Mike Meagher: I guess I just want to add, I think stability is very important when we talk about what investors may or may not need.  I mean to extent we have a capacity market that’s working.  We know that demand occurs, having work.  We know that prices are going to go up when things get short and prices are going to come back down when we go long.  We know the process for updating the demand curve.  Maybe we can talk about whether it should be four or five years instead of three and that would be a helpful improvement.  I get nervous when there’s discussion about price or revenue certainty for generators who are developers because to me that doesn’t sound like a competitive market, it sounds more like the risk of the generation has been shifted back from the developer to the customers.  That we’re going to have to provide price certainty for someone for seven to ten years or something regardless of new technology, of how the market is working, the supply and demand situation.  So as a consumer that gets me nervous.  None of our members who sell in all sorts of industries and manufacture products, none of them have revenue certainty going six months out, let alone years.  
Gavin Donohue: I’d like to jump in here.

Cheryl LaFleur: I think everybody does.  You got to ask the relevant question.

Gavin Donohue: Well I appreciate Mike’s perspective but just a little case history here.  When FERC acted on the lower Hudson Valley zone it took a lot of pressure to stand up to the pressures here in New York, I appreciate that and you should be commended for that.  That’s been a market signal.  Nobody asked for guarantees, nobody asked for certainty, folks came into the marketplace avenues by bowline.  There was commitment yesterday and at Danskammer.  Let’s back up a little bit and talk about in-city mitigation.  When FERC corrected that market impediment and NRG brought back units in New York City, as Marji mentioned they own energy center was located in the city and just recently US Power Gen announced that they’re bringing back a facility.  And if we didn’t have those facilities brought back into the city, I’m not sure what we would have been dealing with with the polar vortex.  I respect Mike’s opinion in many ways but the guarantees; we’re not looking for guarantees.  What we’re looking for is fairness and markets being administrated transparently.  That’s what we’re looking for.

Chair Zibelman: Let me just follow up though because what I’m hearing is a real challenge.  I mean on one hand you have folks who are saying “I’m willing to put money into these plants” and we’re seeing this in the same company you’re mentioning is NRG who’s obviously came to us with an RSS requirement to keep a plant open and saying I need to, I can’t obviously operate at a loss and in certain circumstances and I’m not going to necessarily build a new plan based on a forward price curve unless I have a counter-party that I can actually work with.  And it would just strike me that when we’re talking about these issues is what I’m hearing is a consistency there needs to be a confidence that the price on a forward basis is transparent enough that the person buying the power as well as the person investing in the resource knows that they’re striking up there a deal.  And that doesn’t necessarily require a forward market as opposed to forward price information.  And that’s sort of what I’m at least hearing and I would just be curious if you guys would agree with that.  That you don’t need a five year market fix price as opposed to knowing five years out if I’m going to price it at this level, I’m going to be in market.  But if you think you’re going to be mitigated that’s going to chill your willingness to actually do that.  
Cheryl LaFleur: I’m also interested, just to clarify, when we talk about forward price certainty the ISO showed a chart for a peaker or turbine where they at 70% of the revenue through the capacity market.  But I thought for most of the combined cycle the vast majority of their revenue was for the real time energy market without price certainty in the part that a capacity market was locking in a considerably smaller part of the revenue.  Because most of the money comes from the energy market which has a transparency but not forwardness but I’m interested in, if I’m correct there.  Because I think we’re muddling capacity, energy, and other revenue streams.

Gavin Donohue: I mean obviously we need an energy market that’s granular and sends the right price signals or resource adequacy.  And if we have local reliability issues we need to make sure there’s transmission built.  Maybe the answer isn’t the generation of all time but if we don’t have adequate transmission we’re forced into some of the positions that we’re forced into today.  I think that’s the Commissioner Muller’s point.  As an organization we’re not unified on a position on a forward capacity market, we’re anxious to see what the report is from the analysis group and we commend the ISO for looking at it.  But we do believe a look forward in the marketplace is important.  A three year, seven-year look is something we’ve debated as an association in term but we don’t have a unified position on what that forward market would look like.  
Cheryl LaFleur: But what percentage of your revenue comes from that…

Gavin Donohue: Twenty percent.

Garry Brown: My understanding is that that is upside down between the city and upstate, our two states that we deal with.  In New York City a vast majority of the income, I think the one chart that the ISO showed up comes actually from the capacity market, upstate it’s just the opposite.

Cheryl LaFleur: So we are in a multi-state ISO.

Garry Brown: Yes you are.

Ray Kinney: But I think it’s very important to recognize that these markets were designed that all of the revenues come from a combination of energy insular services.  And anything that we do we have to recognize the inner (inaudible due to coughing in the audience) those three distinct revenue streams.

Steve Remples: Commissioner LaFleur this is Steve.  I just wanted to comment it’s not really upstate or downstate, it’s whether you’re a peaking type of unit that just runs a few hours, then obviously you’re not going to get many energy revenues.  You’re going to get most of your revenues from the capacity market and most of the peaking capacity is downstate which is where we have needed it.  
Cheryl LaFleur: I’m going to ask my colleges if they have any questions.  I know some folks have to leave early, I don’t want to.  Keep going?

Diane Burman: I just have a quick question, and anyone can really answer it, is under REV we’re beginning a comprehensive regulatory overview and new scheme and primarily the focus has been from some folks on the creation of the DSPP or DSP.  Does your analysis change on a forward capacity market based on who controls, who is the DSPP, and especially with the ESCOs, does that change because now there is a new regulatory scheme as to the DSP?

Marji Phillips: First of all I know Steve Remples participating tomorrow on behalf of RSA, I don’t really want to comment on red except to say what was really interesting in RSA is when we did go to discuss this it turns out the group had never taken a position on the wholesale capacity structure in NYISO.  So if that adds any clarity meaning that I think we tend to view it as two separate issues but I’m sure Steve hearing this question will be ready to address it more thoroughly tomorrow.

Diane Burman: Okay thanks and I think the focus on looking at it from the perspective of how is what we’re doing in REV affecting the wholesale market indirectly or directly, intentionally or not, and what does that do.

Marji Phillips: I’m comfortable speaking for Direct if you want to hear it.  I’m not comfortable speaking for RSA.  I think our views are, we think competition works, my company in particular is bringing a lot of innovative technology to the forefront.  We are interested in partnering with everybody, including utilities, but we’re very concerned.  We think the structure as it actually consists currently in terms of the wholesale market and going into it and providing some of the services a very valuable thing.  And we are concerned about how it’s ultimately structured so it would not hurt the competitive aspect of what we want to do.  Which isn’t to say that we wouldn’t be interested in partnering but we do think that New York, the seeds for competitive markets are already there.  You don’t necessarily need to be creating entities to achieve those goals.  But I think again you’ll hear a lot more about it from RSA tomorrow.  
Mike Meager: I guess my take on it is I don’t think that there’s necessarily conflict.  It does not change Multiple Intervenors decision on forward capacity markets.  I think, not to pry, but I think David Patent identified a number of concerns with forward capacity markets.  I could speak more about them in terms of over procurement, the price volatility, the higher prices, simply the sheer amount of resources of the NYISO and stakeholders that would likely be diverted for years at an unknown cost to even design a new forward capacity market and the one we have is working just fine.  In terms of REV, as I see it the commission, one of its primary goals is to increase distributive energy resources at the retail level.  Primarily I hear of magra sponse[sounds like] and distribute generationers, two of the most common DERs.  I think that both of those resources can exist perfectly fine within the existing wholesale market construct.  NYISO is already examining how it can accommodate having a lot more DERs on the system to which credit the NYISOs been on top of this from the very beginning so I don’t think it presents any reliability issues what so ever.  I don’t see how increasing demand response at a retail level is in any way inconsistent with a market.  I think markets need both supply and demand so having more demand response is perfectly appropriate.  I don’t see anything wrong with distributive generation.  I guess the only caution, the only way I could see there being a conflict, I think is if PERs are kind of subsidized in a way that are built where maybe they’re not economic.  And that could have subsequent impacts on wholesale markets.  But simply facilitating, removing barriers, accommodating DERs I think is wholly consistent with the existing wholesale market.

Glen Hayke: I’d like to jump in.  You know last year the average load was about nineteen thousand megawatts and the peak was around thirty four thousand and that trend has been diverging so that the peak and the differential has been growing and I take it that one of the objectives of the REP preceding is to shrink that differential so that we have a more efficient system and less resources that we have to pay for sitting around idle for many hours.  You know if we’re successful in doing that, over time, that’s going to have significant applications for the amount of missing money that is needed in the capacity market and for energy pricing because we’re going to have a flatter curve but a broader curve.  So I think those are a couple of the challenges and the challenge is to make sure that these two new types of resources that are going to come whether we want them or not and by the way I think we do want them, is to make sure that they’re accommodated in such a way that we maintain system reliability and we do justice to the competitive market outcomes.  If I could just take a second to go back because Public Power didn’t really get an opportunity to weigh in on the forward capacity market.  We too are interested in seeing and keeping an open mind on the forward capacity market report that the ISO is presenting.  But we’re not convinced that the a one year fixed price three years out is superior to a three years’ worth of command curves and we would support the idea of moving to four or five years’ worth of demand curves for a number of reasons.  But in our view neither one really is going to be sufficient to fully support project financing.  And we’ve seen that with all of the resource additions other than Marji’s Hess project and one other that have come along since the ISO has started.  They’ve all relied on bi-lateral contracts, usually through competitive procurement proceedings and that’s fully consistent with competition and is something again that the market rules need to facilitate.  
(Female member of the board): I think Phillip Moeller had a question.

Phillip Moeller: First I’d like to thank all the panelists for appearing before us today.  I find your comments to be very helpful.  One thing that’s very interesting to me is that even though you represent very different constituencies, there seems to be a general agreement that the NYISO capacity market is working.  There seems to be a general level of satisfaction which that, and let me know if that’s not so, but the one question I have for you is, and this has been raised by some of you but not by others perhaps, is there anything that you would change with respect to their capacity market or would you basically keep it the way that it is now?

Ray Kinney: I think that there’s certainly in any market always opportunities for improvement.  Fuel certainty is one thing that I think that we continue to look at.  The ISO has a process where they’re having those discussions right now but certainly fuel certainty is one aspect that needs some consideration.  I think Dr.  Patent, when he was giving his presentation, touched on a very important piece with regards to the lower Hudson Valley capacity zone and any of the smaller capacity zones and that is one where he’s I think suggested that we need a way to price in the value of transmission in aiding this.  One of the things in the NYISO market overall today is there’s really not good price signals and market-based driven transmission investment, you haven’t seen it.  At this point I think we need to examine the overall planning process and the capacity market process and look at putting both market based transmission and maybe regulated transmission on an even field with market based supply solutions.  And you know I think this is something that we recommended more discussion on.  ISO I think is undertaking this.  I think Dr.  Patent has recognized there is an opportunity here where we’re missing a project, a process.  We’ve put in a place, a lower Hudson Valley capacity zone with really no vehicle at this point to drive price convergence in the absence of that congestion.  Or when a new transmission line or transmission project would remove that congestion and I think that’s a key piece.  To Commissioner Burman’s question on REV, I think it presents a golden opportunity here to bridge the part of the system that the NYISO looks at with the part of the system that’s below that and can bring some market based solutions to that piece of the system and kind of meld those two things.  
Gavin Donohue: Jumping into the capacity market changes.  I know we’ve repeated ourselves up here about looking forward and that we still think that we should look forward and have that debate as it comes.  I think the main issue for us in the capacity market is mitigation rules in dealing with uneconomic entry and uneconomic attention.  I think that’s the eight hundred pound gorilla in the room as it relates to New York’s capacity markets and I don’t want to beat a dead horse or infringe on any ex parte issues but that’s a big issue for New York’s capacity market.  We also think exemptions in the market should be few and clear.  They’re awful tough to administer and at least make sure that properly in obviously high demand time we need certainty in a market, an energy market and insularly services in setting the right price when resources are available.  And to compliment Ray’s comment, I think planning needs to be done better.  I think we do an ok job at but I think better coordination amongst the PSC, the FERT, the ISO on coordinating long-term needs in planning would be forth while.  
Glen Hayke: Now Commissioner Bay, from the public power sector, we share Gavin’s view that mitigation rules are the biggest issue that we’d like to change but I think in a slightly different fashion.  You know I should be upfront that the NIPA is one of the appellants in the mitigation of new capacity zones so I won’t belabor this but that conversation is often couched in terms of price insurgence being the only issue in the case and really from our perspective a bigger issue is that when the upgrades are made through the Energy Highway Initiative that render that constrained region no longer constrained, then the justification for having mitigation in that region evaporates and at that point load in that region can be served by lower prices outside the region and should be able to do so.  They shouldn’t be saddled with what then would become artificially elevated pricing and there’s really no economic justification because there’s no longer a market concentration problem to limiting, to applying mitigation to resources that would locate in that region and I think that’s an important thing that the commission should consider.  There’s one other mitigation item that I think is very important and I would like to raise for the commission; we believe that there’s a fundamental inconsistency in the way transmission is treated versus generation and demand response that’s effective in these market rules.  Under order 1000 the commission has wisely created a cooperative process between state and federal entities.  When the commission public service commission finds the transmission need that’s driving public policy requirement that’s driving new transmission, then the ISO is charged with looking at all the various sources whether it be transmission generation or demand response to see which is the most cost effective and efficient solution for that need.  Now if a transmission solution is the identified best choice, it’s able to get a guaranteed cost recovery under the NYISO Tariff.  But if a generation resource is the most efficient solution and it happens to be located in a mitigated region, it faces the specter of non-cost recovery because it, that transmission, that public policy transmission may not be accompanied by a resource adequacy shortage in the region.  So you can have the most cost effective solution stymied by not having a public policy exemption in the mitigation rules and we think that is critically important.

Mike Meager: On behalf of Multiple Intervenors I would identify five improvements that I think we can do the capacity markets which I do agree are working relatively well.  And I won’t belabor some of them that have already been mentioned.  One would be to lengthen the demand curve reset process from three years to either four or five years.  I think the process is appropriately comprehensive because it’s a very difficult fact-intensive process but when it was created on a three year cycle we didn’t imagine that it would take us two plus years every time to get through it.  So I think having a longer breather between reset processes would be helpful.  I think there should be a greater link between the performance between peak periods and compensation in the capacity market.  I think the NYISO is already looking at that but I’d like to just give you an example of specifically what I’m referring to.  In New York the Runner River Hydro Projects get paid capacity payments based on their performance during the twenty highest peak hours for the last five capability years.  Similarly intermittent facilities such as Wind and Solar receive capacity payments based on their performance during summer peak hours in the afternoon during the months of June, July, and August.  Demand Response similarly receive at capacity payments for the last twenty hours during the NYISO’s forty highest peak periods.  In contrast, kind of traditional generation is based on six twelve month rolling periods which encompass an eighteen-month period.  So basically if a typical generator is out for two hundred hours in a year they can receive the same capacity payments irrespective of whether those outages occurred during a low usage peak shoulder period or happened during the peak periods and we think that could be improved so that there’s a greater link between compensation and performance during peak periods.  The third would be, I’ve already mentioned this that we think the fireside mitigation is too intrusive.  We understand the purpose to be to prevent inappropriate exercises in market power and not to guarantee revenues or create barriers to new entry and I think some of the exemptions that we would support are competitive entry, exemption for merchant projects, projects needed to maintain reliability, and intermittent renewables which are not capable of exercising market power.  I think there needs to be a little better coordination between capacity markets and energy markets in terms of for instance the new capacity zone was approved includes the lower Hudson Valley and New York City but not Long Island.  Now withstanding the fact that Long Island both receives and provides assistance to the lower Hudson Valley.  At the same time the NYISO is working on its scarcity pricing and looking at a new southeastern New York reserves region which includes the lower Hudson Valley, New York City, and Long Island because of their assistance that Long Island provides there.  So there seems to be a disconnect on that issues.  And then finally I think it was already mentioned but we would like to processes in place for the elimination of capacity zones that are no longer needed.  Right now the FERC has approved a test that where basically if you fail the deliverability test, boom a new capacity zone is created.  And to the extent that new transmission is added and the constraint is eliminated entirely, it makes sense to also eliminate the zone.  Thank you.

Robert Gurman: If I could just mention.  I would just make a couple of points to Phillip Moeller’s question.  One is I agree with Gavin that the mitigation rules have to be more consistent and simplified.  But also in terms of shifting the demand curve and flattening it and the missing money issue, that’s very important for investors and I certainly see the public policy issues with flattening the curve and making a more efficient system but the missing money is an important economic feature for investors.  So just leave it at that.  
Marji Phillips: If I could, since I haven’t spoken shockingly.  I wanted to get back to something Ray said and this goes directly back to Commissioner Burman’s issue, there are already entities looking at the distribution level to bring a kind of innovative solutions and that would be important because we just want to make sure that whatever is done in the REV proceeding doesn’t undermine what is already some of us in that space are already trying to achieve.  Phillip Moeller, one thing that I think our group feels about, we understand the LHV was seven years in the making however we couldn’t price it because we had to wait for the new demand curve to come in and then LHV came and it was six months and as I mention some of our contracts go out three years.  So our plea would be a longer lead-time, you know it’s not that we oppose getting the market signals right but it’s always our mantra that the longer lead-time we have the better off we are.  This is a kind of interesting conundrum and we are both the beneficiary of it and now we’re not.  Unlike in the other markets the New York spot market actually trades every day and it moves.  And I give this by way of example I went to the bathroom once and my trader, it was something in a New York meeting and I got back and my trader sends me this note “what is going on, the markets are going crazy,” and I had to like call everybody and text them who were at the meeting to find out what little kernel of whatever had just been said at this meeting that the markets reacted to.  That’s a very good thing, but you have to be very careful so that it’s very important that any kind of information is transparent and available to everybody sort of on an equal playing field.  And what is a little challenging is we’re agnostic on the mitigation, we’re not going to comment, but what is interesting is the units that are getting mitigated have an inside track on what the clearing price for capacity is going to be.  And we don’t know how you handle that but you do know because you’ve been told your unit passes or doesn’t pass and then you know where it is.  And believe me we were the lucky beneficiaries one year in my former company but it is a challenge that frankly all the organized markets make when they’re mitigating units that unit owner has a clear inside track on what the price is likely to be.  Don’t know how you’d fix it, in an ideal world we would.  And then finally I would say, turn your question around and say, how can we continue to improve energy markets?  That’s really where the focus should be.  It would suggest that New York’s focus on shortage and scarcity should be very very helpful.  It should incent generators without penalties that want to be there when the price is right and frankly from an LSC prospective the more costs that we can get into LMP and the energy markets, the better able we are to head for our customers and actually bring real benefits.  Cause energy markets are really where the game was supposed to be and that’s where we have the most tools to actually help customers manage their energy needs most efficiently.

Cheryl LaFleur: This is such a rich broth, I barely even know which nugget to sort of ladle up and start talking about.  I always say that we’re in a complex ecosystem in our energy world and this really demonstrates it because I talked about how you make investment decisions but we have the generation investment decisions, transmission investment decisions on a different time scale, vastly different time scale sometimes, and then targeted environmental programs that are being layered in and the people who are the retail side trying to make sense of all that.  Most of the specific questions I feel like were at graduate school level and all the questions I brought were like “what do you think of a forward capacity market?”  Well I think that’s been answered by everyone more than once.  I guess I strongly take Marji’s point that we can’t look at capacity markets in isolation and in fact the commission has started, with our wonderful staff some of whom are here, a major effort of looking at price formation in the energy markets cause we know other than New York City that’s where most of the money comes from and if we don’t get the price formation right in the energy markets that also strongly influences investment decisions.  But I think on the capacity markets, although they are usually a smaller percentage, are playing a critical role in getting the investment we need for reliability and I’m concerned if we’re not sharp in what we want them to do, we won’t have a prayer in long-term sustaining a system in where they do that.  I seem to hear different people wanting different things out of the markets and that’s in terms of whether you want a long-term price signal or just a short-term price signal that you can build a contract around, a clear price unalloyed by any other money coming in that’s not reflected versus let it all, let a thousand flowers bloom and we’ll just let this do what it does.  It feels like there’s just quite a lot of different expectations being layered on and I just want to be able to distill it in my own mind and I think that if we’re going to have a capacity market and it’s quite a lot of money going through it, having a clarity of that is for long-term investment whether it’s a long-term market or not, it’s for a long-term investment seems to me to be what’s most critical.  On some of the other more innovative things we’re doing I think maybe are not in the capacity market, it’s more of a comment than a question but that’s just what was coming to me as I was listening to the prism being turned so many different ways.  
Chair Zibelman: Sure I think its great discussion and I think bringing it back to recognizing the capacity market is just one piece of it.  The other I think piece of this which is certainly foremost in our mind and thinking about some of these questions is that what we’re really talking about is driving system market efficiency and system efficiency and one of the points that seems to be lost in this last bit of discussion which is that we did the capacity markets in the first place as the ISO points out to get investment in, where needed and when needed and get investment out when needed or when no longer needed.  And I think that part of this discussion of how moving forward and I know we’re going to talk more about this in the afternoon, the retail markets and the wholesale markets need to work together is as I felt is there was an impairment in the retail markets in getting the consumers to be able to act in a way so that they could reduce their consumption when economic to do so.  So that we could either take investment or retire a generation that was no longer needed or avoid making investments and resources that are only required only a few hours of the year.  So if that’s true and if in fact we can reduce our reliance on generation resources that are largely just there for peaking requirements and then start focusing on the missing money issues associated with the energy market, I think that we can drive the markets in a way that will meet both the needs of the investors and the generators as well as the consumers which will be driving efficiency.  And my concern as we move this is that as I was listening it’s not so much as attracting the new investment that may be sort of the thing that New York is struggling with but actually the retention of certain investments that actually should be there but are not getting the money they need.  And I’m concerned that’s more of a, not concerned, but I want to make sure that we’re identifying the problem correctly and then we’re fixing the right problem and if the problem is that we need to think about the energy market, we need to be pricing reliability better, let’s focus on that rather than thinking this is just a capacity issue.

Glen Hayke: Could I respond to that?  Yeah I think that those are very important points and it seems like I’ve heard some parties complain that because of we have RSSA agreements that indicates a failing of the market.  But I think we need to keep in mind that really the capacity market is designed to assure resource adequacy and there are a number of attributes, products, and services that the capacity market is, some of the suggestions should be called upon to procure.  And from the public policy’s perspective we think that’s not the efficient way to proceed.  If public policy determines that we want to ensure that we have access to non or low carbon producing resources or that we need a stable fuel supply.  We think that a targeted insularly market system a more efficient way to go about that.  And so that’s one point that I’d like to make.  The second point really is that as we try to differentiate the capacity market into greater products and services and ask it to do more and more things if we were to go that route.  And as we geographically bifurcated into more and more resources, more and more segments, we increase the potential for the exercised market power.  You know we increase the need for mitigation and we increase the complexity substantially.  So those are all things that I think we really want to try to avoid and again I keep getting back to beating the dead horse that I think that it was Dr.  Patent said bilateral contracts really give you the ability to value each resource and the attributes, products, and resources that it provides uniquely as compared to other resources.  So we need to make sure the market rules facilitate rather than block those.  
Gavin Donohue: You know from the generative perspective, we recognize the state has very strong public policy goals and we support many if not all of them.  We’re big supporters of the RGGI Program and looking for national policy on RGGI.  We recognize these things are going to happen from time to time but we think the way to best address those issues and those goals the governor may have is not through a capacity market because of exactly what Glen said, it’s about resource adequacy.  But it should be somewhere in the marketplace seeing what’s the best market investment for the consumer.  We do not want to keep putting more costs on consumer bills.  New York has a strong liking to want to do that and what we want to do is look at a competitive market model to address those public policy goals.  It should not be in the capacity market as a way to attract investment.  
Chair Zibelman: If I could pick up on this because Gavin, this is I think is an important point.  So if we say that the capacity market itself should be technology agnostic, but there needs to be mechanisms in order for us to bring resources with different attributes to be invested in and build.  Then that does get back to an issue is that there is an issue that if those resources then become mitigated our ability to achieve that goal becomes more and more expensive.  So I think that’s where we need to get back to is that if we’re going to mitigate on the buyer side it has to be for economic reasons.  But there are other public policy reasons that we need to achieve which you just said you understand have to be occurred, we have to be also mindful of finding was to do this at the lowest possible expense to consumers otherwise consumers are not going to get confidence in the markets and I hate to argue with you, that’s it gets down to not only investor confidence but consumer’s confidence and if they think that markets are too expensive, we’re going to find you know they’re going to look for ways to get to certain policy objectives short of markets which I don’t think any of us want to have happen.  
Gavin Donohue: Just to push back a little bit as I indicated at the beginning in wholesale rates are at our all-time low over the last fifteen years, the small percentage of folks with electricity bills.  Our association wants…

Chair Zibelman: Before you go there there’s just one clarification that we always have to make.  A lot of that is because a lot of our RPS requirements are placed on the delivery portion of the bill, not the commodity.

Gavin Donohue: I understand that.

Chair Zibelman: And so I think that tends to be an artifice on how we look at what the wholesale markets have done versus the retail markets.

Gavin Donohue: I guess my point is that we don’t think regulators have to pick winners and losers.

Chair Zibelman: I agree.

Gavin Donohue: And that to me it sounds like to get to that public policy goal, there’s a position to advocate for that type of decision.  We think the market place can do that.  We’ve stepped up time and time again and we want to continue to do that but we don’t think regulators should be determining what’s best for the marketplace.  Ultimately you get to the lowest rate and the lowest cost for consumers through the private industry.

Tony Clark: I have to apologize I’m going to have to leave here shortly.  I have a pre-existing commitment so I’ll have to sneak out but just to make a couple observations, you folks don’t necessarily need to respond but please feel free to.  On the issue with the lower Hudson Valley because it’s come up a number of times.  To me I would just make the observation that that issue and the consternation that came about because of it is probably related to this as much as anything of this mismatch in timing hear and understand the concerns of folks in New York and we got to plan for the next three years, five years out, whatever that timing frame is but from a FERC standpoint we’re concerned about liability next summer.  And the engineering studies and the analysis is uncontroverted in that particular case and the issue of Long Island was brought up if I remember off the top of my head and FERC analyzed that issue.  NYISO analyzed that issue.  We looked at import capabilities and the numbers just weren’t there.  So the issue was really that for a FERC standpoint liability next summer and I understand from New York’s standpoint trying to plan for the energy future three to five years out.  So that’s just an observation.  My ongoing hope is that we can try to find a way to thread the needle, I don’t know what that exactly looks like moving forward but to explore options that maybe answer that question.  Is there a way to continue to have an operating functional wholesale energy market that ensures that those generators that have had a substantial burden placed upon them because they’re unbundled, they don’t have a captive rate there to support them anymore, that they have a viable path forward in a FERC jurisdictional market by virtue of the federal power act itself.  But that to the degree a state wishes to continue to plan, are there ways for them to be able to do that that doesn’t undermine the integrity of that market?  Perhaps achieves public policy outcomes that they think are things that they want to do but understand that there may be out of market costs that come with that and to the degree they’re willing to accept that.  That may be an acceptable outcome.  So it’s a big task but as I said before we’ve just scratched the surface.  With that I’ve looked in fray a discreet way that I can sneak out of this and it looks to me that the only way I can do it is right behind the entire day is here so I’ll have to do that but I apologize for that I do have a couple of advisors here.

Cheryl LaFleur: Speak and pretend you’re on Broadway and are just running out through the audience.

Tony Clark: Jazz hands.

Mike Meager: Well before you sneak away.  I guess I just, since you brought up the lower Hudson Valley I mean I think it’s important to note that from a consumer perspective that we saw more than doubling of capacity prices essentially overnight.  That had significant impacts on consumers both residential and businesses and that impacts their decisions too as well as their confidence in the markets.  And perhaps reliability, I believe would have been maintained had we done something differently.  Perhaps a phase in.  I guess I disagree that we have to go to great lengths, I think you mentioned that unbundling was opposed on the generators and I don’t look at it that way because in New York either the generators decided to build or they willingly purchased existing generating plants when we were doing unbundling.  So in that case they knew full well what they were buying.  So I know that there’s a lot of opinions on that I just, you invited a response so I felt I’d give one.

Glen Hayke: I could jump in.  Your comment raises a different issue in my mind and that is you know we’ve got a very short-term market here in New York, six months at the longest.  And you know while the power public sector is agnostic on the benefits of a forward capacity market, one of the benefits is that you get a much longer notice of retirements and an ability to plan the system to either add transmission to accommodate loss of a centrally located resource or add generation or demand response.  We’re not convinced however that you need to move to a forward capacity market to get the benefits of that and we think that in the stakeholder process one of the things we should be considering is whether we can accommodate and implement a longer notice requirement in New York State that would give us the opportunity to respond, give the market and/or in regulated entities the opportunity to respond to these foreseeable changes.  Clearly the generators are able to make plans three years out because they do so in our neighbors to the east and the west.  And so why not in New York?  And just as an added benefit that would reduce the need for any resource and reliability to supply a services agreement.

Tony Clark: Just as a quick note.  Just as a quick response and not to be argumentative but sitting in a FERC commissioner’s spot, when you have engineers who are telling you this is a problem, I understand all those cost concerns having been a state regulator for twelve years I understand as well as anybody because I had to pass along some of those.  But you also come into it as an understand in the chair I sit in now where you say I know people are angry now about the potential cost impact we’re going to have in the short-term but if there’s a reliability event next summer they’re going to be even more angry at me at that point and so it’s always a balance as we regulators take into consideration.

Chair Zibelman: Commissioner Clark and I appreciate that and I just want to be clear on this, I think that from the state’s perspective we recognize the importance of price signals and these kind of end-zonal signals where you see a reliability constraint.  The challenge always becomes though is when you see a forward problem and for example in the situation of lower Hudson Valley there was not going to be necessarily a problem for this past summer and then the question then becomes how do we send the signal to get the investments but not load cost on consumers before the investment can even be feasibly made because that’s what it feels to consumers like somebody’s getting a windfall but I’m not getting anything else in exchange.  And I think that if we could fix that and set these as forward signals that everybody knows that if you don’t do this, this is what’s going to happen.  Then at least it gives people a fair opportunity to respond and I think those are the types of things that would be great for us to dialog around because I don’t think anyone wants to impose a cost on a consumer where there’s no additional asset that can be made to respond to it.  But enough because we’ve debated this, it’s in front of the courts.  But I think that’s, I just wanted to make sure we’re all clear of that.  
Cheryl LaFleur: But I think that there’s a thread running through a lot of the discussion of the timescales on which decisions are made.  How does transmission fit with generation of, I mean, I think you could at least as easily make an argument that we were too late with the zone than too early and that it would have been smoother if it had been done at a different timescale but we have so many different decision makers that are coming, and I don’t just mean these two sets of decision makers I mean all the decision makers in the markets at the retail and the wholesale level, coming at things with different timeframes and what they’re looking at and I think what we’re going to talk about this afternoon potentially has with all the upside the potential to make it even more complicated in terms of those different vectors driving on what happened.

Garry Brown: I just wanted to take this bit back generically and get us out of the lower Hudson Valley.  Two phrases I’ve heard a lot about from you folks is regulatory certainty and we also talked about public policy objectives.  On the face of it those two conflict with each other because when there’s public policy objectives that means that somebody wants to take an action to make something different happen than might of happened normally through the workings of the marketplace.  Regulatory certainty is “don’t change the rules on me seven years into my twenty year investment because you just blew the investment out of the water.”

Marji Phillips: Not certainty stability.  
Garry Brown: Ok.

Marji Phillips: We are ok with markets evolving.  That’s what they’ve done.  What we don’t, what we’re not ok with is when we make existing contracts and as I’ve said ours are not even that long-term, if you do have a social policy at least give us some notice.  That’s really, so at least from our perspective it’s not certainty, it’s stability.  So that we can, you know, when you’re going to make a major change we can price it and then we can provide the value that we do.  It’s not that we ask you to never, you know to keep the market static.  
Garry Brown: Wasn’t bad, I almost got halfway through my question before Marji had something to say.

Mike Meager: I just want to say I totally agree with Marji on that.  I mean I’ve been doing this for twenty-five years and I’ve never experienced two years of regulatory stability and certainty.  I mean every, this market is constantly changing.

Garry Brown: Well the market changes but also the rules change.  Renewable portfolio status has been passed by thirty-seven states.  We’ve all learned to live with them.  It’s a market, it’s outside the market, but everybody’s learned to live with renewable portfolio standards.  If you’re in the automobile industry you don’t get to build whatever car you want to.  You have to meet café standards for your fleet.  If you build refrigerators you have to meet efficiency standards.  Those are all public policy objectives layered on the markets and I think that Marji half-answered the question that I was going to ask is how can we achieve simultaneously both these goals?  Because states are going to want to achieve public policy objectives.  We are never going to blindly close our eyes and look five years later and hope all the markets were all exactly how we intended to.  We’re going to keep our eyes on them.  That’s the regulatory both for the feds and the states job.

Mike Meager: I think the two responses would be one to try to be sensitive and try to signal change as comfortably in advance as possible.  But also recognize that regulatory risk or change is a risk that’s born by every segment of the market, consumers as well as generators.  You know no one invests in the market thinking it’s going to be completely static.  Everyone assumes that risk.  And so it’s unavoidable but it also impacts everyone not just owners of generation or owners of transmission.  It equally impacts consumers as well.  So it’s unavoidable.  I think these regulators have to be sympathetic to the impacts of their decisions on all constituents and wherever possible try to signal change as far in advance as reasonably possible.  
Gavin Donohue: You know, Garry you and I have had this conversation back before it through years.  If the state of New York has a goal; fine, pay for it.  But don’t put that goal and make it part of the marketplace that would disenfranchise other folks that are trying to compete and make those investments.  
Garry Brown: But isn’t the RPS exactly that?

Gavin Donohue: Well it is and it isn’t.  I mean you’re stifling, when I’m talking about economic retention of units and how it’s handling capacity prices I just think public policy goals should be outside the marketplace because when you talk about the need for certainty in building things you can’t have that uncertainty in the marketplace.

Female: Can I just jump in on the dialog between yourself and Michael?  Everyone knows, and I think Cheryl just mentioned before, that there are so many stakeholders.  Nothing we ever do gets done overnight.  It takes forever and in fact sometimes it takes too long.  So again, I think not only is this technical conference extremely important but again communication and keeping, our doors are always open.  Not a lot of people who make complaints often come through those doors.  We hear it later on.  So I think that it’s really important if you have a stake in this that you have to communicate before or while we’re thinking of something is extremely important.  Because we do want to know.

Marji Phillips: Can I tell you the challenge of that?  Let’s take a hypothetical creation of a new zone that creates costs and I’m going into the market.  I can do one of two things.  I see LHB coming, I see there’s a filing excerpt that’s changing the demand curve that’s going to raise the price.  I can add that and my customers say “what’re you doing?  That’s not in there, that hasn’t passed yet.  You don’t know that FERC’s going to approve it.  You don’t know that they’re going to approve the demand curve.  What’re you doing?”  Ok so I take it out.  It happens and then what happens when I go to customer safety I was right and just pricing it right.  Now I’m either going to eat it and I’ll get you later or I have to pass it through.  And I think that’s what we’re trying to say that there is a balance between you’re right we are on notice and it is important to dialog.  But I just wanted to give you a sense of the challenge of trying to price something that’s before one of you guys when you are as unpredictable, you know all of us would play lottery if we…

Garry Brown: Is there a product on Earth where you do know what’s going to happen in the next three years?

Marji Phillips: With my kids I have an idea.

Garry Brown: Good luck with that.

Commissioner Muller: I’m struggling to come up with a line from a Broadway musical to sum this up.  The song Orlando does come to mind but maybe that’s cause it’s freezing in here.  The cliché about if we get the market rules right, the prices right, a lot of the issues related to capacity markets tend to go away.  That’s not the case with the lower Hudson Valley but there’s a lot to that.  If we get the markets right this discussion will be at least tampered down a bit and that’s why I commend what Chairman LaFleur’s doing on our price formation efforts which are pretty extensive.  I commend what you’re doing about trying to get the retail prices what I would consider right which is real-time and look back on the polar vortex one of the frustrating elements was other than altruism, customers had no reason to cut back when we were extremely high peak levels and yet they paid for it eventually anyway.  So it’s not like the money didn’t get spent.  I know New Hampshire is looking at fifty six percent rate increase this week I think.  But I’m curious your thoughts on because they are related, how we get the pricing signals better in the energy markets.  And if you have thoughts on it, and Marji I know you do.

Marji Phillips: A couple things, and one thing that’s really been interesting that we’ve been struggling with and you’ve heard it a little bit is this need for flexibility like the RTO formation.  It’s very interesting to me that RTOs were saying we don’t want to price a five-minute transient event but maybe pricing it half an hour at scarcity is too long and so you want these flexible units.  And I think I heard Glen suggest well that should be in the ancillary markets.  One of the things we’re struggling with is where do you compensate those units?  The problem from an LSE perspective is the ancillary markets are not markets.  They’re not competitive, we can’t hedge them.  So the more you put in that the less we can do for our customers.  So that’s a challenge that I don’t know what you do.  I can tell you that probably, this is really direct speaking, we think the cap on the energy market should come up.  We think that we saw in the polar vortex that if you want those gas generators to be able to get the gas in real-time then you need to cut a little, give them the confidence that they can go and get that.  We’re one of the largest gas marketers on the east coast and I can tell you that my guys said “had the customers come to us and said we will pay you X we had customers we could have flipped during that polar vortex that we didn’t.”  But in all fairness the generators had no confidence that they were going to be compensated.  That was a big topic of discussion and I know that Direct is in the minority about raising the cap but again we think that getting, and I’m not speaking of RSA so the RSA guys can kill me later, but we do think that getting the price right that would go forward.  The scarcity and shortage pricing that you’re seeing should really help.  I think that some of the things you’re seeing on gas-electric coordination, some of those, should help again letting the generators, and New York already does this actually to their credit, letting generators bid their true gas cost both stay ahead in real-time.  The other RTOs don’t let them do it so New York is kind of advanced and so those are some of the areas that I see that would really help the market.

Gavin Donohue: I agree with Marji before it goes down that way.

Commissioner Muller: Thanks Gavin.

Ray Kinney: You know I think one of the key pieces and she talked about how we can go out and get the fuel.  If you’re counting on someone for capacity yet they don’t have the fuel to back that up, that’s problematic.  We’re discussing fuel assurance policies here in New York and I think that’s a key element.  I think that Mike Meager mentioned earlier, counting on that capacity during the times when you really need it, how is their performance it close providing some type of operating capacity commitment in trading.  If you’re not there you’re going to have to buy out of that commitment.  It’s going to hit your capacity payment because you’re not there when the system needs you.  Those I think are market-based things that we can make changes on that provide for that certainty when we’re in those situations.

Mike Meager: I’ll just make two comments.  The first is after kind of taking a shot to NYISO for the third forward capacity market study I feel inclined that I have to give them kudos on their energy markets as well as the existing capacity market.  I think the NYISO energy markets are working really well.  I think they’re some of the most advanced in the country.  I think to extent you have a lot of New York ISO matters before you from time to time I would wager that the vast majority of them are related to the capacity markets and not the energy markets.  I think the energy markets are functioning very well.  The other comment I would make is I’m disagreeing with Marji about lifting the thousand-dollar cap the NYISO had start and received from you guys a waver during the polar vortex to go beyond the cap if necessary.  They did an extensive examination and at no point did they find any bids or need to go beyond that cap.  And so what we had was maybe a worst-case scenario in terms of a polar vortex, certainly the worst winter conditions in decades and exceeding the cap was never justified based on the facts of the evidence that the NYISO examined.  So maybe at one point in the future it may be appropriate to lift the cap but I don’t think we’ve gotten to that point yet.  And my concern for the consumer perspective obviously is that you know, you lift the cap and then prices go beyond a thousand dollars a megawatt hour and then you find out maybe they shouldn’t of been.  And at that point maybe it’s too late to go back and fix the markets.  And consumers can be hurt significantly in a very quick period of time.  So that’s my one disagreement with Marji on that issue.

Marji Phillips.  Can I say that we probably agree that while the prices should be raised there needs to be market monitoring and oversight.  It’s not a pre-pass.  The raising of the price is to give generators the confidence that if they have to do it, they don’t have to sit around and wait for waver which may or may not be granted.  The idea is the mechanism is already in place.  But we agree that you need strict oversight and this is not intended to be a free for all to raise prices.  It’s really during peak stress system that you want to extend the note that I will pay you anything to keep the lights on and that’s what raising the cap would be for those extreme situations.

Chair Zibelman: And I know we’re not going to go there but that would apply equally to sending the consumers the benefit of being able to reduce their consumption.

Marji Phillips: We’re big, we’re not supposed to mention the you know what here but we are big fans of it.  
(Male on Board): Mike I appreciate your perspective it’s good but you know we are dealing with filings in PJM where a thousand wasn’t enough.  And so it may not have been an issue in New York but it sure was in PJM.

Glen Hayke: I’m not going to take on the thousand-dollar cap because it wasn’t in my homework assignment but I guess I want to respond a little bit to Marji.  There are ancillary services like Vulture Support which is done on a cost to service basis.  It never changes and maybe those are one category and then there are ancillary services like regulation reserves where we have reserve demand curves.  I’m surprised to hear that you can’t hedge against some of those and I assume you could.  
Marji Phillips: You’re right but I think a lot of things actually do get thrown into that voltage market a lot more than particularly and I’m sorry but I’m going off of a PJM experience, we had millions of dollars in reactive charges and we actually went to the generators and said “can we buy this?”  Can we buy it directly from you the generators because we can’t hedge it.  So the problem is when you have ramping and these flexibility requirements often does go into this un-hedge able.  But you’re right, reserves that doesn’t really go to flexibility that goes to resource adequacy.  That’s what I’m concerned about is that we do need more flexible units and how do you price them.  That’s not really a supply issue and there they get into these thornier ancillary services that you can’t buy it from a generator and then we’re exposed to it.  That’s my concern.

Glen Hayke: Ok, and just a very short second component to my comment which was why again we think these costs should be in the ancillary service markets?  For example the demand curves for the lower Hudson Valley and New York City have baked into them costs for dual fuel capability and you know I’m not going to debate whether dual fuel capability is a good idea but since there’s no requirement for all resources to have dual fuel capability or even for all new resources to pay the costs to implement that.  By including it into the command curve costs we are giving windfall to those resources that choose not to invest in dual fuel capability and so rather than having a, trying to build in requirements into the demand curve that only a subset of the people receiving the demand curve capacity payments are going to invest it, we think it’s better to have targeted, target ancillary services markets.

Gavin Donohue: Can we have another tech conference on dual fuel capabilities?

Robert Gurman: Commissioner Muller I’d just like to make one point in terms of the energy markets.  I’m not an operator, I’m a finance guy but having gone through the winter and talked a lot to operators I would recommend that since there is a lot of discussion around the polar vortex and how markets and the system performed, just go out and talk to actual plant operators.  Guys and women who were pushing buttons, who are managing markets procuring supplies, dealing with barges, dealing with the frozen facilities and all of that stuff and see what they say about how the markets perform.  
Cheryl LaFleur: Well I’ve also been struggling to come up with a good show tune but I haven’t found a perfect one but all I can think of is that Meryl Streep chick flick, It’s Complicated.  But I do know that it’s intermission so we will resume at one o’clock.  I want to thank this panel very much for their good terrific discussion.

Chair Zibelman: Just before we begin I would one note for the panelists.  Because and normally we’re all used to having cameras so that people can see, the audience doesn’t necessarily know who’s speaking so before you answer a question if you could just announce your names so that people know who’s talking.  What I’m going to do is I’ll, what I’d like to do is rather than introduce each of the panelists by name, why don’t we just start going right to left.  If you could introduce yourselves and then just take a couple minutes not to state your position just who your organization is so that we all know who you represent and things like that.  So with that Patricia would you want to start?

Patricia Stanton: Sure.

Chair Zibelman: And welcome to everybody.  Thank you for joining us.

Patricia Stanton: Hi, thank you for having me.  I’m Pat Stanton.  I’m with Conservation Services Group and many of you may know us as a residential efficiency implementer but I’m here today representing our clean energy markets division where we represent distributed generations, solar power and energy efficiency in the quote capacity market in New England.  So that’s the perspective that I bring today.

Jackson Morris: I’m Jackson Morris.  I’m director of Eastern Energy with the Natural Resources Defense Council.  I represented the environmental parties in the NYISO government’s process since 2009.  And I’ll leave it at that so we can get right down to business.

Jim Holiday: Good afternoon.  Thank you for the opportunity to talk.  I’m Jim Holiday.  We’re representing National Grid and the other investor owned utilities in New York State.  National Grid as you may know is an international electric distribution transmission generation company.  So we have a lot of interest in both New York and New England on how these markets interact as well as representing the utilities.  
Chair Zibelman: We’ve also been asked to ask people to speak closely to the microphone.  So your eager hordes of audience can…

John Reese: I’m John Reese with US Power Generating Company.  We own about two thousand megawatts, fifteen percent of New York City’s generating capacity.  I’m the incoming chairman of IFNY but I’m sure most of their members would say that I don’t speak for them.

Kevin Lang: Good afternoon commissioners my name is Kevin Lang.  I’m here on behalf of the City of New York.  Welcome to our city today.  We appreciate you being here and today we are speaking on behalf of consumers.  
Scott Harden: Scott Harden with FTI Consulting.  I have an ongoing consulting relationship with the New York ISO and was involved with the TOs informing transition from the New York Power to New York ISO.  I also have an ongoing relationship with the Midwest ISO.  I’m a member of the California Market Surveillance Committee.  I’m appearing not representing anybody here today.  I’m appearing at the invitation of PERC and your public service commission staff.  
Chair Zibelman: Well thank you and as we did in the morning and I thought that actually worked quite well.  Each of us will have some questions.  We’d like this as much as possible to be a dialog interaction.  Things like that and to me this morning we heard about sort of the focused on the changes and the potential changes in the capacity market about attracting investment.  This afternoon I really would like the focus to start moving to how are we going to create this appropriate interface between what we’re trying to do at the state level around public policy and how and what we should be doing to effect the markets so that we maintain robust markets but we can make certain that there are market mechanisms that allow us to achieve public policy goals.  So with that one of the challenges that I see in the market is that there are the need to protect reliability etcetera doesn’t necessarily accommodate our interests at the state level around renewables, around man management, around sending the right price signals so we can promote efficiency.  And I would be interested in the panelists thoughts about what type kind of changes can you envision in the market so that we can use market mechanisms to enable clean energy better, to enable efficiency better, things like that.  And I’m mindful we’re not moving into the 7-45 but I’m more talking about just as sort of a generically what would you like to recommend and things that we should be talking about.  So I’ll throw it open.  Pat do you want to start?

Patricia Stanton: Sure.  Thank you this is right down my alley.  We represent our customers in a number of markets including capacity market and I believe that the multiple markets, for example the trifecta for my clients if is you can get renewable credits could you use a renewable fuel source.  Combined heat and power because you have a combined heat and power installation so you get combined heat and power credits and then you also are in the forward capacity market.  So you’re getting three additional revenue streams for a meeting the goals of public policies.  While it seems challenging it’s cleaner than trying to roll those things into a single market mechanism.  With that having been said you do have to take into account when can solar be there and that kind of thing and make sure that’s appropriately accounted for.  I will say that when there’s skin in the game, when small behind the meter generators or energy efficiency has skin in the game, we step up.  We step up in terms of better metering, better quality metering.  We step up in terms of scheduling maintenance so that it isn’t the wrong time of day from the perspective of the grid operators.  And providing good data so that the picture of what’s going on is clearer.  So I do think that there’s a real benefit even if we’re really little and don’t make a whole lot of money there’s a lot of benefit to the system as a whole to have these types of resources in the game.  
Kevin Lang: I’ll jump in here.  One of the concerns that we see is that there can be a tension between public policy considerations and economic considerations.  Renewables may not necessarily be able to compete and certainly not just on the market revenues.  And right now we have RPS which was talked about this morning and there are contracts that are associated with that.  And it ties into looking specifically at the capacity markets, the issue of Buyer Side mitigation.  We can’t have a situation where we’re making investments for public policy purposes but those are then excluded from the markets because of mitigation or because of a contract and then we have to buy the capacity twice from an incumbent.  The Buyer Side Mitigation rules when they were first designed were intended to simply to protect the ins market power.  They were never intended to be a tool to protect incumbency and to allow incumbents to continue to maintain their revenue streams.  And as we move forward and I would submit that these issues aren’t just at the state and logo level of look at what the EPA is doing with their in house gas rules, it’s at the federal level as well.  And we have to figure out a way to harmonize these public policies with the capacity markets and one way is to insure that all resources are recognized in the market and are able to compete against each other and that we’re not doing things that are simply protecting those entrants that are already in the markets.  In fact if we go back to the 1990s the whole reason that the New York State level and the federal level would move to competition was this idea that new technologies and more efficient plants were going to come in and take the place of older plants.  And if we look in New York City, right now we have many plants that are fifty sometimes sixty years old.  And the markets are to a certain extent stifling new development.  If you look in New York City, with the exception of bay owned, most of the plants that have come in have come in with contracts.  Because there aren’t real market signals there to say I’m going to go make a billion or a billion and a half dollars of investment.  So we need to harmonize the idea that investors need long-term certainty and we certainly understand that.  But they’re not necessarily going to get it whether it’s a one year or a three year signal and that we need to figure out a way to harmonize the contractual relationships along with the market signals to allow everything to work together.  And the other thing that I just wanted to note along the same vein; there was some conversation this morning about the lower Hudson Valley capacity zone and look at what came back.  What came back?  A fifty-year-old coal plant that’s being converted to gas but it’s still a fifty-year-old plant.  And Energy recently announced that they were going to bring back Bowline which is thirty or forty years old.  Our market shouldn’t be about preserving old plants and bringing back old plants it should be about encouraging new plants.  Whether it’s solar.  Whether it’s wind.  Whether it’s super-efficient combined cycle units.  That’s what we need to be designing as we move forward.  
John Reese: But to get back to your question.

Kevin Lang: Sorry.

John Reese: We promised to poke each other.

Chair Zibelman: Well keep us all away.  
John Reese: That’s right.  So at the end it’s all about the cost.  The cost for the ratepayer that who one way or another at the end is paying for all of it.  New York has been very good historically in integrating public policy initiatives into the wholesale market over the last ten years.  The RPS is arguably the lowest cost per megawatt RPS in the country.  It is one of the minimal impact RPS that developers who have to develop the renewable projects are in the market.  To get based on capacity and energy revenues for a substantial portion of their financing and developing the project.  And the state policy portion takes care of the part you couldn’t do in the marketplace.  That the wholesale market doesn’t recognize.  We have the RGGI Program which started in New York, which is in my view sort of the best example of a public policy effort that recognizes lower emitting units in a way that uses the market structure.  It’s in our price.  I don’t get dispatched to bomb and older less-efficient unit.  It is a way to accomplish for the ratepayer an optimized lowest cost energy price and recognize emissions.  And so as you look forward in REV, which I think is visionary, I think that creating a construct that allows technology to develop and preserves the necessary infrastructure is absolutely essential.  I think look at the national recognition on this effort.  But I think you need to be mindful in the implication of the components of REV at the distribution level is that people are still paying.  And if it’s a subsidized level at the distribution level that causes wholesale market prices to go down beyond the cost of production, units are going to go away.  The reason that we have, as Kevin pointed out, a whole lot of old generation coming back.  We brought a hundred and eighty megawatts back in New York City that will be available online next summer.  We did it without a contract.  We did it on a merchant basis because capacity price reached the level where we could fix the unit.  The reason, we have two development projects.  One to build a hundred megawatts another four hundred megawatts.  We have to be ready to do that but there isn’t that price signal that says bring in that million-dollar project.  It’s a price signal that says repair the older less efficient units.  
Jackson Morris: I just wanted to touch on a couple, I am going to answer the question but also I just wanted touch on something that Commissioner Ram mentioned when he said that we’ve learned to live with our RPS’s in thirty seven states.  We’ve also learned to live longer as a result of those RPS’s because of the air quality benefits whom those have driven.  These zero fuel cost resources have had huge benefits in the markets where they’ve been able to participate effectively.  So that go Kevin’s point from NRDC’s perspective a blanket exemption for renewable projects is kind of a no brainer.  And to the NYISO’s defense, over the past couple of years through the government’s process they have worked very hard to bring together a package approach to addressing various exemptions that stakeholders in the governor’s process have highlighted.  I think to some extent maybe peeling out this renewables exemption may be a way to move more quickly on a piece that we see should be put in place sooner than later.  And for the reasons Kevin mentioned on renewables you’re going to have consumers paying for resources that advance public policy and then not benefiting from that capacity in the market.  And then the other piece I want to touch on is the RGGI price that was mentioned this morning when we were discussing the idea of well if we have that extra anonymity incorporated into prices, doesn’t that mitigate the need for public policy standalone program?  Couple of things, I mean RGGI is a model for the country to pursue and consider as they look at options to comply with the clean power plan.  I’d also point out that we’re looking at five bucks a ton right now.  The social cost of carbon is five to ten times that number.  We’re looking at a ten dollar price in the lower latter part of this decade so it’s, while a step in the right direction, it by no means is fully internalizing the environmental impacts of the power sector.  We’re moving in that direction but we’re not there yet and until we are we absolutely need these fundamental complimentary policies such as an RPS, such as an EEPS, and we need to make sure that the consumers in the state of New York who are funding those programs are also reaping the benefits in the market.  And the most perfect example of that is the fact that on the list that Emily had this morning of the resources that participated in the capacity market of New York, glaringly omitted from that is energy efficiency.  It is not able to bid into the capacity market in New York and right now that is a value, it is a market failure that is not compensated.  So I think that is just another discreet example of if we’re not going to compensate that resource for its value on the wholesale markets then maybe we need to pursue a way to reflect its value through a retail tariff.  But it can’t be nothing, it’s got to be compensated somewhere.  
Chair Zibelman: Let me just follow up on that and I know there are other questions.  One of the fundamental purposes of markets or at least as I always say it is when we went to this construct and we had independent market operators we didn’t have folks who had an economic interest in retaining the status quo looking at things.  And as we know in this industry, everybody wants in then they become the status quo.  So then they’re resistant for other folks coming in who might upset their potential market model and the value with independent markets is they should be independent of that poll and always looking at driving efficiency and driving towards better use of assets.  So your point John is if in fact you have the ability to use load better so that you’re not procuring in the wholesale market, that’s an economic value and whether value that at the retail level or value it at the wholesale level, shouldn’t we be driving towards market designs that allow for if you send a market signal and consumers respond as opposed to just investors responding, the markets need to accommodate that.  And we shouldn’t see that as a market failure or a market problem, it’s actually showing that the markets are working.  We have the demand side and the supply side working and the challenge then is how do we make certain that the supply side actually accommodates what the demand side is moving.

Jim Holiday: I think from the utilities point of view.  I think we fully support REV and it’s got to couple of directives.  One is to help drive retail markets.  The other one is to improve capacity yield as you were just saying.  If you look at the way the markets were designed originally, they were all about resource adequacy reliability and the lowest cost.  And they didn’t necessarily accommodate fuel diversity or renewables.  To the extent that we want to price in attributes into those markets for those very things.  That’s a great thing.  There doesn’t’ seem to be a mechanism to do that now.  There doesn’t seem to be a mechanism to say if I need FERME fuel for gas generators, I can’t necessarily get it.  The paradigm of the difference between the way gas pipelines are built versus electric generation and transmission is built, it’s a wide disparity.  Pipelines won’t build unless they have fifteen, twenty, twenty five-year contracts.  Where the generator’s not sure what he’s going to need on a day-to-day basis right?  So there has to be some improvement in the capacity energy ancillary markets.  Would every one of those three or all three that you want to put those kind of cost benefits in to help drive that and then the last issue is just that DER, there’s a very good place in the markets for DG and DR to the extent that it moves out of the wholesale markets and moves into the retail markets is fine as long as we can still recognize the capacity, the benefits of that.  With DER it’s not the man response, it’s really serving load, just serving load at a different place.  So to the extent that you price attributes in for renewables, you know low-carbon whatever, you should have the same pricing signals at the retail level as we do at the wholesale level otherwise you may drive inefficiencies while trying to drive efficiencies.  
Chair Zibelman: Scott I just, cause I know you haven’t had a chance to speak yet.

Scott Harden: No that’s fine.  I tend to agree with Pat’s comments at the beginning that we should try to keep the capacity market incentive separate from the others.  If you think about a goal with emissions reduction, that really has to do with energy output, not capacity.  You’re going to have a resource that operates a year that provides capacity but emission reductions means reducing energy output, not capacity.  Even thinking about things like deliver rules for capacity.  When you’re talking about capacity on peak you’re saying do we have the ability to deliver this resource on peak.  When you’re talking about re-using carbon emissions you’re talking about can you back down the other unit off peak.  And you can use the same capacity.  So I think that we want to keep them separate and I agree with the gentleman, sorry I don’t know your first name from the National Resource Defense Council, but yeah the incentives aren’t strong enough in the energy market but it would be better to put those resources in the energy market and apply symmetrically to all resources as opposed to some of the things we see happening looking at other places as well where sometimes we end up with a zero emission resource going out and business replaced with gas and somewhat low emission resource.  So giving substitutes to one particular resources you got to remember it’s going to push back in other places.  So it’s better to the extent you can align the incentives with your goals.  
Kevin Lang: I think we need to be careful that as we move forward in time what we’re talking about markets that exist today and let’s just go back for a second, what we started with was vertically integrated utilities that did distribution transmission and generation.  And in the 90’s we said we’re going to split up the generation and make that competitive and we’re going to open up transmission to anyone that can use the transmission system.  But it was still the same structure.  Generation transmission distribution.  Looking at what we’re doing in the REV which is really recognizing what’s going on very generically or organically in the world today is that the whole structure of electric supply and electric delivery is changing.  We have micro-grids.  We have CHP facilities that you can build that can serve three or four buildings in New York City particularly or any dense area.  You have folks that are putting solar panels and back-yard wind and there’s all sorts of technologies that we don’t yet know about.  There’s fuel cells that can serve your facility or maybe could serve five or six facilities.  And that traditional hundred-year-old structure of generation transmission distribution, as we move through time is probably going to become far more blurred than it has been.  There was some conversation and Gavin had mentioned this morning about regulators being careful not to pick winners and losers.  I actually do agree with that.  In our view the purpose of regulation should be to ensure a level playing field.  A fair and equitable playing field.  And to be monitoring costs.  But it shouldn’t be stifling innovation.  I’m not suggesting that either the FERC or the PSV are doing that, I don’t think they are.  But as we go forward and to some extent you have to look at the difference between the short-term and the long-term.  We need to take steps in the short-term that allow this innovation to prosper.  What the Public Service Commission is looking at in the REV, and looking at all these different paradigms and it might be seven years, ten years from now we’re not going to have the same traditional energy and capacity ancillary service markets that exist today.  They might be a part of it but there might be a whole set of other markets as well because of the other ways folks are getting electricity.  So we just need to be careful as we’re going forward that as we’re acknowledging the need for public policy we’re also acknowledging the changes in technology and making sure that we put procedures and rules in lace to allow those to grow and prosper not there to inhibit.

John Reese: I think that Kevin actually makes a good point.  As I look at this, this is not a revolution.  This is an evolution.  This is going to take, over the last five years, forth percent of the demand response has left the capacity market.  They received a price signal that exceeded the capacity market by a factor of two in some of the networks.  It’s not just about money, it’s about reliability and it’s about the technology to conserve the services that we need both in the marketplace and in the consumer and I think what REV does is it opens the door for the consumer part of this equation in a way that we haven’t had before.  They have information to be able to control their own resources.  To do it on a local level.  But at least in my view and maybe I’m jaded, this is going to take time and it’s going to take technology evolution.  And my concern is what I don’t want to see on either side is sort of a radical rush to bright lines.  And that is very consistent with what Kevin said and I had to say at least one thing.  It was very consistent.

Chair Zibelman: Just one follow up on that and then I’ll hand over the gavel.  On that there’s the issue as you say and I think we would all agree that government shouldn’t be picking technologies.  In fact what REV is trying to do is move away from government picking technologies but instead providing the market at element to allow innovation and animation and consumer choice to actually occur.  But by the same token and I’ve seen this in markets is that as new technologies come on and they can meet the needs of the system of meeting instantaneous demand, moving to the millisecond, different types of technologies will have different attributes and capabilities and I think just, and I was just interested in your response to that, just as we need to gaur against I would think regulation looking like its’ driving towards a particular solution I think it’s also important to make sure that the markets are accommodating different types of resources.  So that if we have a resources like a storage which could be very effective in providing reactive power and quick responding but they’re restricted from entering into the market because they have to supposedly perform for four to six hours.  Isn’t that sort of the same type of barrier that we’re trying to destroy and limit everywhere else?  And how do we make sure that just as you’re saying, it’s an evolution, that the evolution can occur at the pace that it wants to occur as opposed to being impeded because we’re trying to sort of hold onto the past.

Kevin Lang: I would agree on that.  John is right that we’ve had a lot of reduction in demand response but when you dig down into it it’s not just a price issue it’s also the rules.  And one of the biggest reasons why demand response has dropped off is because of the very restrictive rules that they have to meet.  And I absolutely agree with you that when you look at these new technologies they’re going to need different sets of rules and it shouldn’t be getting down to the real nitty-gritty.  I mean at the end of the day it’s all about safe and adequate service and adjusting reasonable rates, it’s about system reliability, it’s about keeping the lights on.  But once we’ve done that we should be careful in how much we’re imposing on the rules.  Now I recognize from the NYISOs perspective and from the utilities perspective it makes it far more complicated to operate the system.  But somehow we’re going to have to figure out how to get there and do it in the least restrictive way possible.  
Patricia Stanton: I would like to second that and also say having taken a number of new technologies through both either ISO rulemaking or state rulemaking, I think a real commitment to come to, seriously sitting down and looking at new technologies and using the comparable rule as sort of a touchstone to say that it isn’t the same technology so it doesn’t need the same rule but it should be comparable in terms of the service and in terms of the, how it will benefit the system.  And I think that if you do that and if you make that commitment to having an open door for each technology to come in and sit down and say yeah but you know I only work when the sun is out, so how do we deal with that?  I think that we can, and for energy efficiency, if peak load is a big issue then energy efficiency can and should step up on time of day savings.  If we have skin in the game it’s easier to do that.  
Jim Holiday: I guess from our perspective, completely agree with the comments and Audrey with your observation that there’s attributes that are very important to policy makers.  They again can be fuel diversity, renewables, low no carbon.  I think that what we’re thinking is that we support, as utilities, we support exemptions for wind and renewables to a large extent.  I think without having those attributes priced into the market is very hard for those generators to get built.  We’re fairly opposed to long-term power purchase agreements that give those developers a long-term certainty as far as their revenues, because the more you go into power purchase agreements the further you get away from market characteristics.  But in order to get those done the markets right now don’t work for those types of generators so it’s important that we get paid or the generators get paid for those attributes.  It’s also important I think that we recognize fuel diversity.  With the low Shell gas prices I think the United States has become nearly fuel independent finally and the last thing we want to do is shut down that resource and not make it available to either gas LDCs or to gas generators.  But the pricing mechanism would need to be there to help these generators to cover the costs of whatever time of firmly contracts they need.  And the last thing I’ll say is just that the markets can be fuel agnostic, they can be technology agnostic, but they should also be market agnostic.  So to the extent that renewables on a very large scale are or aren’t more efficient than distributor energy resources on a small retail scale.  We just need to make sure that we strike the right balance there so that customers aren’t paying a lot more potentially for distributive resources versus large-scale resources.  So as long as you price the attributes the same and you let the competitive markets work you can make sure your state renewable goals I think.

Patricia Stanton: I would just like to put in a word for tradable credit markets at the retail or distribution all level that are specific to specific public policy objectives such as combined heat and power or solar or the advantage of the tradable credit markets in those areas is it really allows a lot of small players to get involved.  And there’s a clear vehicle for how they can monetize the attribute that they’re bringing o the market or bringing to the grid and it sets up an administrative process that makes it easy to get a lot of mass-market type of players involved.  
Cheryl LaFleur: Alright I want to say something and then I will try to get around to a question that I will keep as clear as I can.  Speaking for myself, I have a great affinity for a lot of the environmental programs that have been talked about.  I ran first generation conservation programs to plan them and ran them for four years at the old Lake Great Niece.  With all due respect John, the firs R in RGGI stands for regional and New England didn’t think it was designed in New York.  It was designed in multiple states together.  And I worked on the first generation renewable portfolio status so these are all good efforts.  Now that I’m at FERC I have the responsibility to oversee the wholesale markets and the idea of a market is that you set up a structure and the market selects the resource by some criteria that are impartial in the market whether it’s picking the next thing to run every five minutes.  Whether it’s picking to buy in the next six months, next year, next three years, is run by the market.  And it’s, no matter how worthy the programs are directly intention with or at odds with a regulator or anyone else saying I’ll have so much of this or so much of that and so much of this is directly intentional with the idea of a market.  And I want to just say one thing, we’ve bounced around the buyer side MOPA rules all morning, the purpose of the MOPA rules is not to protect incumbency.  A market by definition is supposed to be open to all comers.  It’s to make sure that when a market uses its mechanisms to set that price it gets the right price because all the things are in there and the prices being set.  I want to parse like at a deeper level if we could why it is that when we try to take, and we’ll say renewables cause we want to stay away from demand response and price it into the wholesale markets, why it needs exceptions.  And I heard a few themes but I want to ask the panelists to comment.  One is economically it needs subsidies because it can’t compete.  Even though we heard zero fuel cost, I know conservation can be cheaper than generation but there might be some that need subsidies because where they are in their lifespan so if they had to go in and set a price equal they couldn’t compete because of economic subsidies.  That gets to carbon pricing which could be set up, it doesn’t have to be at the RGGI price when you have your own state implementation plan on 111(d), I mean that’s a way to set it but it gets to pricing.  If the subsidy is wrong, that’s one thing.  The second is somehow the scale is different.  That you can’t take a lot of little solar rooftops and compete it against a combined cycle plant and the scale is off and somehow we need to do that.  A third is that somehow there’s a structural difference.  You know one thing is retail and one thing is wholesale and 111(d), it’s the state versus the region.  Is it all about subsidies or what is the reason for the tension because if we can figure out why the programs are not going to work in the markets then we can figure out if we can, what you would do with least damage to the market.  If it’s all at the distribution level and the market just sees it as a demand curve then you can do everything at the distribution level and it shouldn’t have a market imperfection.  But it’s when you start saying we need this exception to this rule and the fourth one I wrote down is if there’s a specific market rule like hey when you say it has to run so many hours that messes us up, I think we’ll all say it I feel like I spent the last four years doing case after case to break down those barriers.  Steward isn’t working for this reason and we’ll change this rule to that.  If there’s more we missed, we need to know what those rules are.  But if it’s like it needs a different price, why?  And then because if you don’t know the answer you can’t solve it.  So that’s what I want to hear.  What are the problems, why we’re having this meeting?  What are the tensions?

Patricia Stanton: As I have a position of about twenty megawatts demand side resources distributed generation solar combined heat and power, it’s about a hundred individual assets that have been aggregated into that twenty megawatts and from the perspective of the capacity market, I think it’s best that the capacity market that we play on a level playing field.  We get the same price.

Cheryl LaFleur: That’s structural.

Patricia Stanton: Structurally totally now.  Those resources may also get state credits through retail, other markets.  Which is great.  But I’m not looking for any exception and certainly energy efficiency has played exactly on a level playing field in New England.

Cheryl LaFleur: But if you were a generator and you were getting credits you would have to deduct them somehow right?  But you don’t, you want to keep the credits and get the market price too?

Patricia Stanton: Yeah.  The credit is a completely different market.  It’s a different currency so to speak.  And that way I get three different currency streams if I’m renewable and I’m a combined heat and power and I do the capacity market but they’re three separate markets.

Chair Zibelman: So you’re talking about in New England, efficiency bids into the capacity.

Patricia Stanton: Yes.

Chair Zibelman: But if in fact we did adjust the converse which is is that if you reduce demand, so you’re procuring less as a load serving entity, as long as the economic signals the same it ends up having the same effect.  Right.

Kevin Lang: So let’s just take, addressing your specific question of the capacity market is not based on a competitive price it’s based on an administrative construct.  And that administrative construct is in downstate New York a dual fuel gas facility and in upstate New York a single fueled gas facility.  That’s not indicative of the costs of building a hydro.  It’s not indicative of the costs of building solar.  It’s not indicative of the costs of building wind.  So you’re not actually, you’re getting a price signal but it’s not the price signal to build all of these other facilities.  The city right now is building, looking at, well we’ve actually gotten license for building a hydroelectric facility in the Catskill Mountains.  And I’ve been very involved in that process and we’ve looked at the economics of it.  No private entity would ever build that plant because the price signals just aren’t there.  The city is doing it because it has a very important public policy purpose agreement power purpose and we can also afford to recover the costs over a very long period of time that a private entering can’t do and it’s in part because of the pricing of the markets isn’t reflective of the cost of these other technologies.  
Cheryl LaFleur: Well wasn’t the market set up that way?  The concept I thought was that it’s trying to use economics to choose resources and that was assumed to be the marginal units so that would be the proxy and you’re saying you don’t want that assumption anymore cause you don’t want that.  I mean they didn’t just make that up like everything has to be like gas.  
Kevin Lang: Sure.

Cheryl LaFleur: Now I’m over my skis but there was some reason gas was chosen because it was going to be on the margin.

Kevin Lang: Right.  Absolutely.  But renewables aren’t necessarily on the margin.  I mean wind is blowing overnight when it’s, and wind might be there on that peak day but it might not.  If there’s no wind then the wind facility isn’t blowing.  If you have very cloudy days the efficiency of your solar is way down.  The market and that market price was designed not based on renewables and not based on public policy, it was based on least cost economics.

Cheryl LaFleur: You want those resources for a reason other than…

Kevin Lang: Least cost economics.

Cheryl LaFleur: They’re a cheaper way to make your meet the customers.

Kevin Lang: Absolutely and that’s going to your question of why do we need these exemptions and why do we need these other rules.  It’s because there is an incompatibility between why you would do renewables versus purely least cost economics.  Con Edison in a PSE filing came up with some information very recently on the cost of different technologies.  In some of them are orders of magnitude higher than the cost of a gas plant.  
Cheryl LaFleur: So why not just go back to IRM, sorry God, go back to IRM and say we’re going to do so much of this, so much of that.  We’re New York, this is what we want.  And then just do an RFP for however much gas you want or whatever.

John Reese: It comes back to what is the function of the capacity market and the reason that there’s a gas fired dual fuel unit perhaps incorrectly designed, that sets the cost of new entry price is it is the lowest cost in the wholesale market for delivering that product, the capacity product.  And it sort of comes to the core of all these discussions is what is the capacity market.  If the capacity market is about reliability and supplying electricity then that isn’t where you make these changes.  Because you end up with hundreds and hundreds of adjustments.  My set of rules that I live under today compared to when Con Ed owned the plants I own thirty years ago is exponentially larger.  And if we’re going to make them again exponentially larger, we’re not going to have efficiencies in the market.  Whether it’s the public policy objective or the reliability objective.  And so I guess from my view the place and perhaps separate from a lot of the members of my sector, I’m a strong supporter of demand response in the wholesale market, I won’t talk about the case but I believe it is integral to the functioning of a wholesale market.  I think somebody just died in the back.

Chair Zibelman: I think Gavin just.

John Reese: He might of, he might of.  But I mean whether it comes to the ISO or it comes to Con Ed that is going to be responsible for integrating the public policies into their operation.  They’re going to have to deal with reliability at the end.

Chair Zibelman: So John, my point is that the capacity market is to procure the resource required to maintain, to keep reliability adequacy more than reliability.  But the point is that I understand where Kevin was going, there are other public policy objectives beyond that that may not be within what FERC would look at as to a well-designed wholesale market but the state has a desire to do based on our obligation of meeting economic interests and environmental interests as well as with 111(d) now some federal obligations as well.  So the point is not necessarily that we need to fix the markets in order to enable that but how do we make certain that the markets themselves are not the barrier to that implementation of adding more costs on because of a design that’s based on whatever in terms of avoiding uneconomic purchases and instead is actually preventing us from meeting our public policy goals.

Cheryl LaFleur: And I would say vise-versa, how do we make sure public policy goals don’t strip the value out of the market that then when you say hey now we’re going to use the markets because we ran out of something, they don’t really work anymore because so much has come out of them.  In which case you can just regulate but if you kind of try to have a market you take so much out.  If you said I want to have a two hundred kilowatt solar goal in New York most people would say well that’s noise in the whole mini-gigawatt capacity market but if it gets to be that it’s so big some of these things that it could really effect the market.  Where do they hurt each other?

Chair Zibelman: And right we’ll talk to you guys.

John Reese: We’re glad we could facilitate you guys speaking, it’s you know.

Chair Zibelman: And I’ll hand it but.

Jim Holiday: I think we know what this show is really about.

Chair Zibelman: But no I just want to be clear because from New York’s perspective where we’re headed is not necessarily saying we want two hundred megawatts of solar and a hundred megawatts of storage and three hundred megawatts of wind and that will be a gorgeous stew.  What we want to say is we want to reduce our carbon footprint and we want to do it in the least cost way possible.  And what we need to do, and that’s what I keep getting back to, is to make sure that the wholesale markets as we move is that if in fact there’s a value for example around storage and we want to move to the millisecond of dispatch because that really values storage which when we built the markets around slow moving generators, that didn’t make a lot of sense but makes a lot of sense for these types of resources.  Or if we want to move towards recognizing efficiency because we see this is a goal, is not to necessarily pick a solution but to make sure the market design rules.  I’m not thinking about yesterday’s technology but are enabling tomorrow’s technology.

Kevin Lang: And I would just add one piece to that is that as we do implement those, the consumers aren’t paying twice.  
Chair Zibelman: Right.

Kevin Lang: That we’re paying for those and then because of the market rules we have to pay for normal gas fire or some other type of fire generation in the market because the market refuses to recognize all of these other resources.

Phillip Moeller: Again I want to thank the New York Commission and our staff for putting this together.  I’ll watch the rest of it on the webcast and I’m sure we will be discussing many of these items for the foreseeable future.

Jackson Morris: Just real quick I wanted to just act out what Kevin was saying.  I think at the end of the day to take your specific question on renewables and so why does it need a special exemption.  Right so I think it’s just to take it out of the weeds where we all live way too often, if you’re going to explain to your mother in law that you’re paying into a public policy platform that’s going to advance zero emission resources in New York State with the RPS.  We’ve also got this market that actually is, and those megawatts are real, they have a capacity value to you and to your system.  But because of the rules we’re going to set up in our market those aren’t going to “count”.  And I just think at the end of the day the federal power act is a consumer statute and if you can try and make that case to a consumer that I’m going to pay for a resource that is advancing in public policy and not also see the value it provides to the market reflected in the market, that’s why the renewables exemption is just again, take it way out of the weeds, I mean that’s the end of the day how can you make the case of that make sense.  On the efficiency side, to Chairman Zibelman’s question, I think on the efficiency side yes you can skin the cattle out of different ways to reflect the value of that resource but to your question about do you want to get credits over here or this subsidy or this revenue stream and participate in the market?  If the market is working, that’s not double counting.  That’s compensating the value that resource is providing to the system.  And that’s not the same as the load forecast being lower than next year because that’s socializing it, there’s a time lag and the person who made a five million dollar investment with some subsidies into their commercial building can reduce load and reduce the capacity allegation of a load-serving entity is not receiving that compensation.  And also I won’t go as far as efficiency can provide Black Start capability, but not yet.  But I mean to flip it around if I’m a generator and I’m providing Black Start capability, you better be sure I get paid for that.  And right now efficiency is not receiving the capacity payment that it provides to the system in New York.

Cheryl LaFleur: But if you’re a renewable generator and you get a subsidy and you’re also bidding in the capacity market and somebody else is bidding in the capacity market and not getting a subsidy abut they’re bidding at a price and you’re bidding at a price, then if the capacity market is an auction for the value for a megawatt hour, it’s not a fair market.  If there’s something else you’re also auctioning at the same time then you have to honestly price that in.  I mean that, yeah, yes.

Patricia Stanton: I’d like to respectfully disagree.  I think that the capacity market is for capacity and if a renewable provides X amount of capacity comparable a megawatt hour is a megawatt hour is a megawatt hour.  If they’re getting…

Cheryl LaFleur: I agree that’s why if you’re getting eight dollars here and two dollars there then you get ten dollars all together just like the gas plant gets ten dollars.  I mean that’s what a mopar is.  But I’m sorry.

Patricia Stanton: I think that the renewable attribute that you’re getting your subsidy for is a special attribute.  It’s not energy, it’s not capacity, it’s the environmental and fuel diversity benefit that society is paying for.  It’s completely different than either energy or capacity.

Chair Zibelman: So your point is, as I understand, is this a separate market.

Patricia Stanton: It’s a separate market.  
Chair Zibelman: And the fact that there’s a separate market that the state has created for public policy purposes that are not within the federal power act but are under state law should not be discredited on a wholesale market but is fact that there is another payment trade is just a fact of…

Phillip Moeller: But it still impacts market, it skews a market.

Chair Zibelman: Right and that sort of there lies the rub.  Right?

Phillip Moeller: Right.

Chair Zibelman: Because FERC has the obligation to run a wholesale market but the selection and determination of resources becomes a state issue and if it’s mitigated then what’s happening is there’s a federal intrusion into the state objectives.  And so how to accommodate both becomes a challenge.

Phillip Moeller: I really don’t want to leave now.

Garry Brown: Before Phil leaves.  I didn’t get a chance to disagree with Phil yet today yet so here’s my opportunity.  If the state of New Jersey provides tax credit and income tax incentives for the widget manufacturer, the widget manufacturer doesn’t have to change his price on the market to reflect that, he just has a competitive advantage.  Because the state decided for whatever public policy economic development reasons to give that incentive.  You could make the same analogy with renewables.  The state wants renewables for all the reasons that were articulated.  And they shouldn’t be punished in the market because of that they should be treated equally in the market because of that.  Now you can go Phil.

Phillip Moeller: But that’s the point behind the marpra[sounds like], not punishing it’s leveling.  
Scott Harden: I think there’s a little confusion here because the capacity market values the capacity value of the resources, Pat and other people said.  It’s based on the costs of the gas plant and their venues of a gas plant.  But a solar unit has different costs, it also has different revenues and we don’t mitigate based on those other revenues it’s got other revenues and it gets emission, it doesn’t have emission costs.  And it gets RPS values and that isn’t a subsidy, that’s just part of the market.  But if you tell the story that even with the RPS costs and even with the zero emissions and even with everything else your plant is still hopelessly economic, uneconomic, I mean there’s something wrong there.  But the idea is that you can say it’s because the emission is you know, we should have a fifty-dollar Co2 price and that’s a point.  But that should be in the RPS standard or whatever so it flows through but we aren’t going to mitigate somebody saying oh you can’t get the RPS value because that’s not a gas plant doesn’t have that.  It has fuel costs and everything’s different.  So I think these things can be combined and in terms of the value of resources again I think that, put these things in the energy market, it becomes very very difficult to as you move to the REV and as we get more renewables in New York and as they have to deal with flexibility issues that California and the MISO do and that’s very very hard to put in a capacity market for the kind of things about how do you deal with flexibility four hours, or three hours, how do you think it would run in these conditions and that conditions.  But if you do put those incentives on the energy market, which New York actually does best in terms of the generators actually see the consequences of the five-minute price.  We have shortage pricing with the regulation of, you see spikes when we have a temporary imbalance and there’s a rational signal going out.  So there are strong incentives for resource, you know for those kind of resources with flexible attributes to come in.  So it does fit together for the REV vision the ISO is putting out a five-minute price and if you put that five-minute price to consumers they’ll be able to respond to it.  
Cheryl LaFleur: I just want to respond to something Gary said and it might sound heretical.  We don’t have an obligation to run a wholesale market.  We have an obligation to run a wholesale market that’s just and reasonable if there is one.  If this is a single state ISO, you could vertically reintegrate, use the NYISO is the world’s best dispatch center and buy whatever you want.  But if we run a wholesale market then we have an obligation to keep it fair.  So I mean we’re not forcing the market on anyone that was a choice that was not made at FERC.  I don’t think.  Now Steve probably passed out.

Jim Holiday: Could we move to PJM or New England instead.

Jackson Morris: One example I wanted to speak in PJM, the one example that we see as kind of a massive overcorrection and kind of overreaction to the polar vortex situation is that the PJM capacity performance proposal.  Going back to voiding barriers to innovation, barriers to the resources, you know we’re moving to a more nimble and flexible system where we need fast ramping capacity.  We need more renewable energy, more distributive resources.  That proposal is a step two decades back because of the rules it sets up.  You know we understand the need to maintain reliability but we just think that proposal is a great example of going too far and having very negative consequences on the resource mix that will come out of that if it is approved.  And then one point that goes back also to the coordination issue and it’s a much longer conversation than today but on the planning side of this as we enter into the REV future here in New York, one concern that we have that is going to be really important to hammer out is from a system planning perspective making sure that this proliferation of distributed resources are “visible” to the ISO.  With New York Sun we’re going to see three thousand to thirty five hundred megawatts of behind the meter solar by 2023.  Under the REV we’re going to see potentially thousands of megawatts of distributive resources and if the NYISO and through the RNA process can’t see those resources and can’t count on those resources, we’re going to have a grossly overbuilt system that’s ridiculously redundant, way too expensive, and also more polluting than it otherwise would be if we coordinated those processes very carefully.

Chair Zibelman: So are there two ways to see those resources?  I mean one way would be for the ISO to see everything.  The other way would be to give the LSE the opportunity to really dispatch load in and have the commitment around load.  So in that instance it takes the obligation to essentially manage those resources way from the ISO, places it on the distribution utility who now has the responsibility to meet whatever their dispatch schedule is.  It’s sort of active load management as opposed to reactive.  But in either way the thought is that somebody has to have the responsibility to say this is what the instantaneous load is and have a vehicle to pay the penalties if folks don’t respond.

Jackson Morris: Right.

Chair Zibelman: So I’m not suggesting distribution utilities are going to take the risk, but someone needs to dispatch those.

Jackson Morris: And I guess to that point it’s really a market within a market that you’re talking about.

Chair Zibelman: Right.

Jim Holiday: Right?  To my earlier points the price signals have to be consistent between those two markets otherwise you’re not going to get an efficient market.  The capacity and energy markets weren’t designed to pay for those kind of attributes that are now wanting to be valued so it’s market but it’s not necessarily delivering the right products.  To the extent we could calculate probably years until we can agree on what kind of pricing you use for those types of attributes but to the extent that you can and you build them into the market whether it’s wholesale or retail as long as there’s a consistency between the two you may get to the best answer.

Patricia Stanton: Right and I think the consistency issue is perhaps the one argument that I would put on the table for having these resources be seen in the capacity market at the ISO level because you have a lot of different distribution companies in New York and the consistency of data and the consistency of the rigger of EM and V and all of that has real value and having everybody, having that visible I think is perhaps the strongest argument for it being the capacity component of that all being in one place.

Kevin Lang: This conversation just reinforces the point that as we move forward through time there’s going to be a very significant blurring of what is really wholesale and what is really retail and I think that this kind of a forum with both commissions talking to each other directly and through us and directly between you is exceedingly important because there aren’t going to be clear bright lines between what exactly is for jurisdictional and PSE jurisdictional and what is actually in the capacity market versus some utility construct versus the energy market or some market that we don’t yet know exists but will be creating in a couple of years.  But what’s most important is that there is harmony between state and federal regulation.  This morning there was a lot of discussion of the need for stability and clarity.  And as we go through time and whether it’s from a consumer perspective, a generator perspective, a utility perspective, a DER perspective, everybody that participates needs to understand what those rules of the road are that there can’t be whipsawed between federal and state regulation.  And it just become exceedingly important, maybe, yes we always like to take credit for everything in New York but the fact that we are a single state ISO gives us the opportunity to do a test bed for some of these things to see what works and doesn’t work that maybe they can apply in other regions, maybe not.  But it gives us this opportunity to try to figure out how to harmonize the two so that we’re creating something that everybody wanting to participate in these different designs can be tried out without one set of regulators saying well we don’t like that design so we’re not going to let that one go forward.  
: I kind of feel like I should move closer.  
Chair Zibelman: Come here.

Norman Bay: To help protect, I’m kind of way out here on the, I don’t know whether it’s the right coast or the left coast.  But I’m out here and ok and I will and I’m kind of reminded of my days as a law professor.  Kelly knows that I once taught at the University of New Mexico Law School, some of you might not know that otherwise but I used to teach first year students and one of the things you do with first year students is you torment them with really difficult hypotheticals.  And they’re really game about the first five or six weeks of the semester.  You know the hands would go up, I’ll try to answer the hypothetical.  You throw more facts at them and it drives them to an ever more extreme position.  And finally they realize that they can’t win and there’s really only one right answer when the professor acts the hypothetical that is it depends.  And here we’re having a very kind of complex discussion involving some novel questions under the federal power act and I think it’s just very hard to answer any abstract.  For example I’m assuming the hypothetical rests on the assumption that whatever the costs are for this renewable unit, that they would be mitigated under certain rules and the capacity price would have to go.  But who knows if that’s true right?  Who knows if this facility could take advantage of PURPA for example.  Where it would be receiving the voided costs that the utility would otherwise have to incur.  So I mean there are a whole bunch of things.  I don’t know whether for example the state could enter into long-term power purchase agreement with that facility it provides it with the financial support it uses so that it exercises its authority under state law while avoiding any potential federal questions.  So I just raised that point to kind of say that we can engage in this discussion and I think it’s an important discussion to have and actually I think that’s one of the most important things about this afternoon session that we’re having this conversation about tough issues and having a frank exchange of views.  But I would also caution people from jumping to any conclusions about what the outcome might be under federal law.  To me there are a number of questions.  One is what can FERC do under federal law?  And we’re certainly hearing the concerns raised by any number of people here today.  Both those who would like there to be some recognition of public policy and I think there’s some other individuals here representing different interests who maybe have some concerns about what it could do to the market and the like.  I respect that too.  They’re difficult questions and the question is what can we do under federal law.  The other question would be you know what’s good policy?  Both at the federal level and at the state level.  And given the constraints of federal law and state law, what’s the best path forward.  But again I think in terms of getting to that point having this discussion is a great starting point.  And now I’m going to move over next to the chairman.

Chair Zibelman: I have actually another question that maybe relates to this but I can get folks thinking about it.  Let’s just, and I will offer a hypothetical, but you know one of the things which we’ve been struggling with and I’ve been struggling to try and answer is this.  Parts of one of our concerns moving forward is as we move towards a much more gas intensive environment, how do we maintain fuel diversity?  And as we all know one of the things that renewable energy and in this context I’m not talking about hydro, which is obviously renewable energy, but solar and wind is that it’s non-dispatch able.  But it has occurred to us that if you could structure agreements where there’s a value in reducing the amount of volatility by using a non-gas fuel purpose, gas based resource paired with a dispatch able resource so that from the market standpoint it’s fully deliverable, can we develop market rules that are purely economic that value the fact that you have some resources that are zero fuel and they could be used in combination with other resources if we had a market design that could create that, incent that type of pairing and that type of structuring.  And that’s been something that sort of befuddled me and how we can do that.  And is it around things like increasing the capacity factor for solar and wind if it’s paired by resource and it can demonstrate its dispatch able.  Does that solve some of the problems that we’re thinking about?  I’ll throw that out and you guys can tell me if I’m nuts but it’s just…

Patricia Stanton: I think that figuring out, figuring what you want in terms of service and then putting that out in the market particularly in storage and other technologies are just on the cusp and if there’s a clearly defined way of defining what it is you would like the renewables to accomplish that the technologies are out there.

Chair Zibelman: So does that, and this is where I’m sort of struggling, is that the market has always looked at resources, individual resources.  A generator needs to meet this REQ capacity this requirement.  But it’s never really looked at how about if you have pairings of resources.  Can they come in as a group and in that context can we value that as a group as opposed to each individual resources.  
Jackson Morris: So it’s almost kind of taking the concept of the distributive level you might have diverse demand side management portfolio that involves some storage and maybe involves some PV and maybe has some CHP and that bundle of resources is aggregated and then active in the market as a portfolio but kind of taking that to a wholesale utility scale level.  Don’t have the answer.  It sounds really intriguing but the one that would give me pause is that depending on how you structured that if it had the unintended consequence of leaving the market outcome that for some reason solar or wind on its own is not a viable resource.  You know that would be one unintended consequence that would give me pause.  So that you would want to recognize the fact that might be a new product that could be bundled but by no means implies that other intermittent resources on their own don’t provide value to the system and can still participate.

Chair Zibelman: Sure.  
Cheryl LaFleur: I mean this one seems to me to be more of a definitional thing that I mean in, it might be Arizona but I’ll say it’s New Mexico because I’m sitting next to Norman, there’s solar paired with molten salt storage that almost behaves like base load.  You have nuclear plants next to pump storage all over the place.  The thought of having things paired to bid somehow does not seem on the face of it to create the issues that we were talking about in the last conversation with what if people get different revenue streams and all.  I mean it’s a definitional and we have micro grids like the Princeton University micro grid has a little bit of solar, couple of different co-gents, a big and a small, a bunch of customer side of the meter demand stuff, and they bid into PJM with all that stuff.  So I mean it’s going to require definition but this one doesn’t seem to me to be like a big structural thing at odds with the market by definition.  
Patricia Stanton: And I would just say that two examples, one is we have aggregation resources where we get lots of little things but to ISO New England would look like one thing.  And the other is we, in one of our assets where we have solar we have to partner with a winter resource so we actually do a joint bid with a winter resource.  I mean it’s not as complicated as what you’re talking about.  We’re not a sophisticated technology but it’s the concept of pairing is something that we’re already living with.  
Jim Holiday: And I think from a capacity utilization, we haven’t discussed it here today but there have been proposals to bring hydropower down and balance it with wind so if you’re going to build transmission infrastructure at least you create the capacity utilization of that transmission line.  Doing something like this in the retail market makes sense.  The concept makes sense to me.  The question is how you do it.  So the technology for storage isn’t yet matured so that’s a very expensive technology at this point.  So if you take an expensive solar technology, which is high capacity cause for free energy costs and you combine that with an expensive storage solution you get a very expensive solution that might be balanced but it’s really expensive.  So until those technologies mature we have to see how that goes.

John Reese: As the owner of existing dual fuel units I think it’s a great idea.  If I owned one of New York’s nuclear facilities I might not feel that way cause as a resource that is available, doesn’t see the kind of shortages we see in gas and oil, has no air emissions to mention.  So I think definition is the issue.  How you define it and how you incorporate at least the opportunity.  
Kevin Lang: I’m just going to add that to a certain extent I think we’re in, some folks have already said it, I don’t think the technology is there yet but we’re getting there.  Right now the premise of your comment or your question was that solar and wind aren’t dispatch able.  And that’s true today.  But two, three years from now that might not be true anymore.  Because if you look at what Solar City and Tesla are doing and matching batteries with solar you can potentially if we get the technology there at some point and we’re not there yet, you can make these facilities dispatch able facilities.  Now are you going to get them to the same level of one of John’s facilities?  Probably not.  But if you have a disaggregated system, that in of itself is probably how we’re going to get the fuel diversity in this state.  I mean one of the benefits that we’ve had over New England in some other areas is we traditionally have had tremendous fuel diversity here and thank god for our large hydro facilities, our wind facilities, but we’ve benefited from that.  We’re not as subject as New England certainly was to some of the batteries of the gas markets.  I mean we are, but we’re getting there.  And it’s another example where you can’t just look at the wholesale solution.  You have to look at the entirety of the industry.  And you might not get five hundred megawatts of a solar facility in one place.  But as Jackson said you’re going to get three thousand megawatts of solar across the state.  It’s going to have the same ultimate effect in providing that balance and that fuel diversity.  And when you get it with a battery storage that is cost effect and it’s not there yet but when it does get there and I think it will be, then it’s going to be able to compete and you’re going to not have those same concerns about being so reliant on the gas system.  
Scott Harden: While bundling sounds good I actually think it might discourage the other resources because it ties them to a particular resource they’re bundled with as opposed to just having it in the spot market and they’re good.  You know the storage resource gets the storage value and the solar gets its solar value.  The difference between the New York and New England method of handling demand resources, you know, you don’t have to bundle.  If you’re a winter resource you’re clear in the winter and if you’re a summer resource you’re clear in the summer and you don’t have to mix and match with somebody and be dependent.  But we have to make sure to get the capacity value for the storage resource right so that if it gets a capacity value and another resource is good at providing energy and when you think about gas you know that’s energy, if we had wind blowing in the winter, that’s backing down gas.  Even if it isn’t every hour, it’s backing down gas consumption over the day.  
Chair Zibelman: I guess what my question was Scott is that, and it doesn’t have to be mandatory but let’s say I think we offer solar is like a seventeen percent capacity factor in the New York ISO?  And somebody said well hey, well whatever it is, twenty percent.  Whatever it is if I can increase it by thirty percent and because I’m pairing it with some load response or other types of resources, economically now that’s a value to me.  What I’m looking for is not necessarily an obligation but a price signal.  And saying if this becomes dispatch able it becomes more valuable to the market because now we know it’s going to be there just like in E4.  If you’re highly valuable, you have a higher E4 than if you’re not of value.  So I think it’s just a matter of allowing innovation and making sure that the market doesn’t keep market players from saying well here’s another product we can offer, we meet your needs, please don’t label us as solar and therefore we’re stuck in the solar box if we look a lot more like a dispatch able resource.

: I think we need to be a little careful in when we’re talking about the price signals, we’re talking about administrative involvement.  And when you look at solar for example at least on the retail level, I don’t live far from a Home Depot and there is now and I don’t know which company it is but there’s a company that has a table set up as soon as you walk in the door “sign up here to buy solar.”  And it’s becoming so prolific and it’s becoming its own competitive market.  There’s a number of players out there.  They’re making a big push with media.  You don’t necessarily need regulatory intervention when you have an actual competitive market taking over.

Chair Zibelman: To be clear I’m not looking for regulatory invention I’m looking to eliminate market barriers that may exist because of the just the market rules.  I’m not favoring any resource, I just think that we need to be flexible enough to suggest to a resource if you want to get a higher capacity factor, here’s what you need to do.  Go out and if you can prove it, prove it.  We’re ready to accommodate that.  
(Female from the audience): Chair Zibelman I would like to address this if I could.  I think that this is a great question because it really ties into the opportunity between the energy markets and the capacity markets.  So thus far from the NYISO’s perspective we have included wind and bulk solar within the energy market.  They certainly have a great opportunity to make infra-marginal revenues because they’re free from a fuel perspective.  And your question really is if there are innovations in technology, where they have a greater opportunity to take advantage of the capacity market revenues, is that something that could be accommodated?  I think the fact that we have rules that accommodate intermittence in our capacity market today is an example of how in New York we have tried to accommodate different resources.  So what you’re describing certainly isn’t an insurmountable problem to pursue when the technology is there I think we’ve had a history of showing that we figure out how to take advantage of that value.

Cheryl LaFleur: Does anyone further…

(Female on the board): Yeah I have a question.  Since we’re talking about markets and that’s been the topic of conversation and this conference is about markets and infrastructure I think I’d like to ask our utility panelist what are his thoughts on fixing the gas infrastructure.  Do you have thoughts on that?  And how would like to fix it.

Jim Holiday: There’s a issues which I spoke about before that the paradigm about getting something built between the two markets is extremely different.  Generally yes pipelines don’t want to build anything unless they got a long-term contract for fifteen or twenty years with credit worthy counterparts.  We’ve done some work in New England.  National Grid not the other joint utilities in New York but we’ve done some work and have proposals out there where the electric distribution company might take on that capacity contract with the gas pipeline to get that infrastructure built as long as that electric distribution company can then release that capacity to the generators on an equivalent basis or on a fair basis.  First let the generators bid for that capacity on the pipelines so they can firm up their fuel and then whatever capacity is not utilized you release on the secondary market as any LDC does today when it procures capacity for its LDC.  So without that kind of a construct, especially in the northeast, is very difficult for a pipeline to be willing to come in and build that infrastructure.  There are other areas of the country where they will do that and there are other areas of the country where you get producer push, so the producers are taking the bet and paying that capacity cost that it can deliver the gas into the markets and recover those costs.  The problem in the northeast especially in New England and it may become a problem in New York depending on how many renewables we add and how you can balance those if we can’t do it with storage, electric storage or something else the first thing that comes to mind is gas peaker.  So between generation retirements and new infrastructure for renewables we may actually be seeing a large increase in gas dependency in New York.  Again the only way to do that because it’s a peaking problem and it’s not a base load problem, generators generally don’t want to buy FERME fuel b excuse they can’t recover those costs in the marketplace.  So without an attribute in the markets to give them that it becomes a question of who else can step in to take on that capacity contract with the pipeline.  We as the EDC in New England have proposed that northeast utilities and UIL has questioned that whether or not whatever capacity is not recovered in the marketplace, whether or not electric distribution company can collect those costs from the retail customers.  So you could look at it is an LDC procuring more capacity to satisfy the gas LDC as well as the electric generation but the reliability issue here is really on the electric market, it’s not on the gas market.  So it’s a question of fairness.  Should the electric customer pay for that contract, whatever shortfall there is to satisfy the EDC?  And as the EDC we’re willing to kind of step up and put our credit and our balance sheet at risk because we haven’t seen any other way to get it done up till this point.  On the other hand we don’t’ want to insert ourselves and then take a huge risk of not recovering those costs and then damage our balance sheet when we’re trying to help the markets.  
Jackson Morris: Just one additional kind of thought on that.  I think going back to the last point that he just made about what’s fair to who’s going to bare those costs.  Is it going to be the LDC that the gas end used customer versus electric customers and I think that when you start thinking about those questions you know, what are we really doing in the long-term from a public policy perspective?  Gas infrastructure is forty, fifty, sixty, seventy years.  It’s a massive massive expenditure that, have we really taken a hard enough look to look at leakage rates on the distribution system?  There’s some studies that it was shown even during the polar vortex you had the bulk system for gas at eighty, eighty five percent.  So it wasn’t an issue of, so I think without getting into the question I think that form our perspective we need to be maxing out gas and electric efficiency first.  We need to be maximizing the use of existing infrastructure before we even talk about expanding this infrastructure because the other piece that’s relevant to this is with the EPA Clean Power Plan we’ve got a twenty-thirty reduction target.  If we just chased a dispatch away from coal to gas and build out trillions of dollars of gas pipeline and then get to twenty-thirty and we’ve still got fifty percent reduction to get to by 2050, what have we done?

Jim Holliday: Yeah the only thing I’ll add to that is in New England especially there’s a huge gas constraint.  That gas constraint has increased electric costs in the order to three to five billion a year for the past couple of years.  The gas pipeline can relieve that constraint for two and a half to three billion dollars and bring energy costs down.  So even if it’s just a bridge solution until you can get to the renewables, it should still be considered.  I mean it’s not trillions of dollars but the capacity costs and the recovery for customers from the capacity of that pipeline would me more than outweighed by the benefit that we would see in the commodity costs coming down to both gas LDCs and to the electric generators.  It’s a question of how you can get that paid for.

Cheryl LaFleur: I had a question, maybe a little bit provocative but the topic of this afternoon is how we reconcile the state public policy initiatives and goals with wholesale competitive markets and as a single state ISO, New York has options that would be harder to do in a multi-state ISO and would you consider something that tried to price the environmental attributes, whether it’s carbon or whatever into the market in some sort of a, I don’t want to say like carbon but some kind of a, so then you could have your wholesale market still solve for the economic and you could price in whatever the environmental attributes through a carbon trading or whatever.  You have options as a state that you don’t have to bring thirteen other states along.  I just don’t know if that, it seems like it would be elegantly solve some of the problems.  I’m sure it would perhaps create others but is that something, because Mr.  Morris made the comment that RGGI would be great, but it sets too low a price on carbon so it doesn’t make the things that you want the solution to solve for come with the solution you want because it still undervalues the environmental externalities that you feel are there.  Which is why you’re reaching for those other solutions.  I just don’t know if anyone wants to touch that.  But whether that would be, you know, I think what under 111(d) will see states do different things.  But I don’t have a crystal ball what they might be.  
Jackson Morris: So since it’s my fault I guess I’ll have to answer.

Cheryl LaFleur: No it’s, I…

Jackson Morris: So I think first of all even though New York is a one state RTO, you know I do think of the way the energy markets work as part, I mean we’re nested in ISO New England and PJM and Ontario and all of those, you know we’re not an island.  Even though from a regulatory perspective we are unique.

Cheryl LaFleur: We’re not an island today but the rest of the state is.

Jackson Morris: Right.  So I think my hope is that as states within the RGGI footprint and in Pennsylvania with a new governor and in Virginia and in other parts of the country as they grapple with how do we meet these obligations under 111(d) that you’re going to see a logical progression towards regional approaches.  And that, I won’t say even whether we support New York going it alone or coming up with some sort of other approach.

Cheryl LaFleur: I wasn’t advocating that, I was just asking is there a market way…

Jackson Morris: Right.  So I think in my mind a better discussion is to look at the fact that you have RGGI as a great starting point for integrating the cost of an externality into the markets fairly seamlessly, essentially fuel cost.  That’s helpful from an RTO dispatch perspective.  It’s also helpful from an asset owner perspective.  And so to the extent we can make sure that that number is actually reflective of the environmental impacts that the carbon has and that other markets can identify that as well and other states can come along.  I think that’s ultimately where we would like to head.  And I know I didn’t totally answer your question but that’s the best I can do.

Kevin Lang: I would just note two things about it.  One is if we do it solely in New York, while I’m not an economist, I’m an attorney, some very smart economists that I know have taught me about this concept called equity.  And if you just need a set amount in New York, I’m not sure you can ever create a market because there’s not going to be enough demand, it’s going to be, you’re only going to put out there exactly what’s needed.  And unless we’re going to start putting out a lot more for arbitrage opportunities which to me is just going to drive up costs, I don’t know that it’s achievable and I agree with Jackson it really needs to be done at a regional level.  When RGGI was created one of the very big issues was what they called leakage.  Which was the potential for folks to go to other states because they don’t have that RGGI cost.  New York was acknowledged earlier, it already has some of the highest costs in the country.  And from a consumer perspective and from the city’s perspective we would be very concerned about increasing costs to the point that no one else has because that’s just going to flow business and people out of New York to lower cost areas.  
Chair Zibelman: So is the question, and this gets back to the public policy type approach, one way is to sort of put a price on carbon and then internalize it into the economic dispatch of the market.  Another way would be to generate demand by imposing a clean energy, like we do with RPS, obligation on load serving entities so that regardless of whether you’re a utility or an ESCO you have an obligation to procure a certain amount of clean energy.  You generate the demand that way then it gets priced in the market.  What you’re doing is you’re not changing the wholesale price you’re just effecting the fuel mix simply by saying if you’re going to operate in New York we want thirty percent, forty percent to come from zero carbon resources.  And then which is something I think Illinois is looking at and I think these are the kind of from my perceptive going forward we need to start playing with these ideas because even while I think it’s going to be easier to do these things in New York from the standpoint as a single state ISO, I think it’s going to hit all the states.  Power is particularly the restructured states for the same reason that we’re talking about the pipeline.  Absent and integrated utility where the state regulator says thou shalt buy this, this, and this and we need to figure out what’s the procurement mechanism and we as a state of course should be thinking about how that procurement mechanism is uniform across all consumers so we don’t have a have and have not situation.  
Cheryl LaFleur: But if you do it through a souped up RPS that does, I mean not that I want to have the conversation again, that does get back to how do those whatever it is requiring them to buy, bid into the wholesale market.  I mean I think to Mr.  Lang’s point if we believe that there’s something in the environmental public policy assets that you want to procure that’s not priced to the market ‘cause they’re not loose cost, you are pricing price in to your consumers.  Maybe not as visible as a carbon tax that might look pricier but I mean you’re still saying we’re buying something because even though it’s not cheaper because we want something else.  So there is still some price right?

Chair Zibelman: I think this with Norman’s comment, this is where the federal power act stretches all our brains because it really is a question…

Cheryl LaFleur: It what?

Chair Zibelman: Stretches all our brains.  I mean least cost in 1935 was the lowest cost resource to meet demand.  If we’re moving to a circumstance where in fact through the EPA states now have an obligation to have a certain amount of clean energy in their mix, least cost has got to be the resources that meet the clean energy mix and if not then we have this huge conflict between two federal policies.  And somehow they need to be reconciled, I think, in the demand generation for their resource.  That’s, go ahead.

Jackson Morris: And I was just going to say the one, going back to the comparability discussion about wholesale retail assets, I mean I think it really is important to point out we hope to see under the REV a proliferation of zero emissions resources.  You know storage, solar, all the rest.  At the same time it’s critical to recognize that RGGI stops at twenty-five megawatts.  And so if we are going to see a system that at the wholesale level has become increasingly cleaner and cleaner which is a huge testament to the work that policy makers have done in New York, what are we going to ensure that at that distributive system level we’re not exposing ourselves to a perverse outcome where we have a bunch of reciprocating engines on top of buildings and environmental justice communities because we didn’t apply the same stringency to the distributive world as we have begun to apply appropriately at the wholesale level.  So I just think it goes both ways and it’s just Good really important to recognize that.

Cheryl LaFleur: My brain does feel stretchy so yeah.

Jim Holiday: I think the other issue that the utilities have with one of the constructs that Chair Zibelman just mentioned, we’re, I want to say opposed but it’s not in our best interest and the customers best interest necessarily to enter into long-term power agreements with wind developers or other renewable developers.  As we said before, the others have said, it’s really taking the risk of the generator bidding into the wholesale competitive markets, taking it off the generator and putting it on the utilities and its customers to meet those obligations.  To me paying an attribute for those renewable benefits that the state and the federal government as opposed to paying a carbon tax on those that are emitting, it’s just two different sides of a coin.  You either tax the generators that are emitting omissions or you can pay generators for the attributes that avoid that.  And if you can get those kind of constructs into the market then we can potentially avoid the need for long-term power purchase contracts to get those built because there's just not enough money in the market to get financing for those renewable generators.  
Chair Zibelman: So if we did something like that and imposed essentially the obligation on the New York ISO to create a mix or do a dispatch protocol differently, could we go there?  That’s to me, this is really a discussion we’re going to be having a lot as we try to figure out how to go from, how to take the EPA mandate which is a state compliance mandate, is the same question we add and place it on states that have restructured and…

Cheryl LaFleur: I think that is definitely going to be a discussion that 111(d) is going to be forcing because at least two of the four building blocks relates to states choosing to use resources different.  And so then how do the regional markets solve for that in their algorithm is definitely something that, but we haven’t’ talked about 111(d) much today.  That’s not driving your plans.

Chair Zibelman: I think that the, no.  I mean obviously from our perspective the public policy is there.  The state is committed to clean energy mix.  I mean 111(d) just further places some need to make sure we would get there.  
Jackson Morris: But I think also it just highlights that one of the attractions of a mass based regional market based approach like RGGI is that once you set that gap, you’re demonstrating compliance by a declining cap.  And so your renewables and efficiency programs are still essential and you need to do monitoring and verification to ensure you’re wisely investing dollars but at the same time you don’t necessarily have to track that megawatt hour efficiency or wind.  You don’t have to make Steve environmentally dispatch the system because you got a price on carbon that is delivering and the cap is demonstrating compliance.  Not a parallel dispatch system.

Cheryl LaFleur: Now we’ve come full circle because that’s what I asked a couple minutes ago.  Wouldn’t it be better to just price it in and then let the, you know in a perfect world.

Jackson Morris: Right.  If we have the perfect price and perfect information.

John Reese: I would say if you can’t do it that way, move it to the distribution level and get it out of the wholesale markets.

Patricia Stanton: And you know one...

John Reese: And I say that for complete self-interest because when the letters about price start flying I would rather not have it be about a capacity zone.  I would much rather have it be about a utilities distribution zone.  
Chair Zibelman: Yeah there you go.  
Cheryl LaFleur: And we can make Audrey’s brain hurt.

Patricia Stanton: And to take off my distributive generation hat and put on my energy efficiency hat I think there’s real value for energy efficiency even though our experience in New England is that almost all the energy efficiency bid into the market is bided by load serving entities through their programs.  But there are a couple of things that happen.  One is they have to put up shortly.  They have to commit to being there three years in advance.  They have to be measured just like everybody else.  And they are accountable and so it does make us, it makes energy efficiency kind of step up and be more rigorous, more transparent, more robust and more consistent in EM and V across the different utilities.  But I think that’s served us well.  So I think there’s real value in that and being able to play in a comparable way has brought value in terms of b better EM and V and better performance in meeting those obligations.

Garry Brown: Yeah I have a question for John Reese just cause I can.  
John Reese: Thank you Mr.  Brown.

Garry Brown: Forward capacity markets looking out I think we’ve heard five years, three years, one year, six months, as a generator deciding, somebody that just opened up re-opened plants, what are the benefits and the risks associated with longer-term markets.  In other words I know you put money into it and I assume that it was based on what your expected revenue is over the few years but are there circumstances where having to commit three years out might actually discourage you, maybe Scott could address this too, are there circumstances where having to commit three years out might actually discourage investment?  Because the uncertainty associated with it?

John Reese: There’s certainly some downside.  Look I am a strong proponent of a long-term market.  As somebody with two development projects with existing locations to repower units that are old and marginal, how we get to build new, how we get those investments is one of my primary objectives.  So I look at I want a three year forward market in a seven year lockup because I’ve talked to debt, I’ve talked to equity, I can finance a project on that based on that.  And I can’t without it.  As I look at bringing a unit back, a three year head on the unit we brought back, we would bring it back.  But the risk for me having older units is that something could happen in one of the existing units in the next three years.  They’re old, we put a lot of money into maintenance.

Garry Brown: They’re almost as old as you right?

John Reese: In fact I actually, there’s one that’s almost my age yes.  And so we look at that.  We consider that.  And it certainly would judge what we bid into the market but it would also be an incentive for a replacement.  It is another reason why I would want to take out an aging peaker and replace it with something that has a forty percent reduction in carbon value and I’m given heat rate efficiencies.  But today based on gas prices and a one-month effective capacity price I can’t.  
Scott Harden: I’m sure everybody would like a seven-year contract or a ten-year contract but I think we got in restrictings that didn’t want the consumers to have the bare the risk of those long-term contracts.  And power plants are getting built without long-term contracts and you have to make a decision.  Do we want to take down that risk and if we write a contract for seven years or five years or ten years for the new plant, what it means is that uplift cost cause there’s an uplift cost difference between what that person gets paid in the future and the market going prices could get allocated to the other load serving entities including the ones like maybe Marji’s Direct Energy that contracted bi-latterly on their own.  And then they’re going to have to eat some of the costs of the centrally procured capacity.  
Patricia Stanton: That’s an assumption, you’re making an assumption that the prices are going to be higher in the long-term contract.

Scott Harden: Well he wouldn’t be interested in it if he thought it would be…

Cheryl LaFleur: Well we don’t know.

John Reese: Part of it is fixing the price.  Now we’ve been through a number of refinancing over time.  We’ve looked at financing projects.  S&P have done a couple specials on us.  It is regulatory uncertainty is the biggest risk that we have.  And if you can take me out of the regulatory uncertainty that is New York, I live here I know what it’s like, is there’s a value to that.  And that’s a real value when it comes to dealing with both equity investor and debt investors.  
Kevin Lang: And that’s a real value to John but it’s not a value to consumers because he’s not going to be setting the market price now.  Someone else is.  So he is getting that uncertainty and we’re still paying higher costs.  You’re also not helping a market because now he’s locked in.  He doesn’t care about what goes on in the market for that period of time for the lock-in.  So while it certainly helps John and I appreciate that and to a certain extent form the city’s perspective, repowering to us is a very important issue.  We have a lot of old plants that are, let’s just call them less efficient than what a modern plant is.  But the market rules that exist today do not, and I agree with John on this, they do not provide any reason for him to repower his facilities or any of the other New York City generators.  That to us is a market deficiency that needs to be corrected.  We tried to do that through the NYISO process.  We appreciate the help we got from the NYISO but we weren’t able to achieve it.  But it’s a very important issue to us from not just an environmental standpoint but from a market standpoint and even from a fuel use standpoint.  A modern plant is going to use less fuel to produce the same BTUs as his older facilities.  And as gas gets tighter we have lots of Shell gas but we have supply issues.  And in New York City in particular the issue isn’t so much upstream capacity it’s the system.  The reason we have minimum oil burn requirements in parts of New York City isn’t because of upstream supply it’s because of the capacity of the gas system within New York City.  So we need to address those issues.  I don’t know that we’re ever going to address the in-city gas supply issues because the costs are so massive but we should be able to address the issues that remove the disincentives whether it’s John’s plants or the other in-city generators from stepping up as good corporate citizens and repowering their facilities with things that are more efficient and lower cost for all of us.  
Chair Zibelman: Isn’t the problem though, I mean it’s a fundamental market size issue.  So I mean if you have a capacity price and we take a unit out, right, capacity prices go up and then the unit comes back in and capacity prices drop.  If John is replacing let’s say a peaking unit that only operates a couple hours, is only there for the capacity not for the energy and he doesn’t spend a lot of time, not that you would ever do this, but you don’t spend a lot of money maintaining it, there’s no real incentive to take a lot of investment risk to put in a new plant and get the same capacity.  You might as well just run your existing plant as long as you can.  Right?

Kevin Lang: Sure.

Chair Zibelman: I mean economically for existing unit owners I would think there risk is not, they’re never going to repower but their risk is somebody else comes in and then their plant becomes somewhat irrelevant.

Scott Harden: If we’re talking about we’re going to build a new unit and never run it, that would be helplessly uneconomic.

Chair Zibelman: No, no, no.

Scott Harden: But I think the point is that if you built a new unit you’d actually build it so it would be somewhat, it’d be much more efficient than some of your competitors units so you wouldn’t be building a unit that would only run two hours.  You’d be building a unit that ran three thousand hours or eight thousand hours.

John Reese: I get what you’re saying.

Chair Zibelman: We would want that unit though to be able to collect enough in energy payments to make up for the fact that…

John Reese: And the incentive on the new units are actually, I mean on the existing units are actually multiple to replace them.  One is my least efficient units run two thirds of the time off-peak.  They have nothing to do with peak.  My units run most often for system reliability throughout the Con Ed system.  And so I have to be always prepared for operation because I am more likely to be called this evening than on the peak July day.  Or certainly as likely.  And so those units, all of my compensation are driven when you only run a hundred hours you can’t be forced out because your capacity revenues will die.  So you have an incentive to keep those units running as efficiently as possible and knowing that yes somebody else can come in and replace that unit.  And with something else.  And you’re competing with who else will come in.  But there’s a third item and that is the life of the units.  That eventually the units need to be replaced.  There’s just no question about it.  And what you want is a system that allows you to replace the units and not penalize you for that replacement.  
Kevin Lang: I would just also go to the argument and even some of these smarter comments I know disagree on it is New York City even a market.  We have such tremendous mitigation measures on both the buyer side and the seller side because it is a very constrained area that is very limited transmission that goes into it.  You’re not going to build a lot of new generation to compete with each other because there’s just not the space available.  And maybe it is a special case.  It probably is but perhaps the one-size fits all approach that we’ve been going by doesn’t necessarily work in the New York City marketplace.  And I agree with John, I think some of the New York City units, and I want to find out which ones, are getting to the point when you look at the average lifespan of a generating facility, some are there or past there and certainly we have seen with USPG and not that there’s anything wrong but units will have greater problems as they get older.  It’s just a nature of their age and material fatigue and things like that.  We need to have the right process in place that provides, I won’t call it a price signal or a market signal but the right incentives for these generators to do the right thing and to replace those facilities and this system we have says to them “keep that old generator in place as long as you possibly can,” because even if you do a megawatt for megawatt replacement of that facility you have absolutely no likelihood that that facility is going to be able to compete.  And to us that is not the right signal we should be sending to these folks.  
John Reese: I would as usually respectfully disagree with Kevin.  And I think that actually Marji’s former employer bringing in the bay owned unit is an example of someone who actually did.  They had a special situation.  They were able to do it without price certainty for five or seven years.  That was kind of unique but the fact that the capacity prices in New York were where they were allowed them to do that.  And you know what they passed mitigation and in fact in New York the non-subsidized non-government contract units are the ones that have passed the mitigation measures.  
Kevin Lang: Well I don’t want to be…

John Reese: We’ll go on forever…

Kevin Lang: I don’t want to debate that issue but I look at how many new plants came into New York and most of them have come in not on the same way that the bay owned did.

Chair Zibelman: Yeah bay owned was a jet engines set the…

John Reese: Over in, yeah…

Kevin Lang: In New Jersey.

Chair Zibelman: I mean in effect then we’re circling back to, I think, to the issue of mitigation and what do we need to do to incent.

Kevin Lang: Right.

Scott Harden: Can we take it in another direction that relates to something else the commissions talked about in that these bares on these incentives and the issue of uplift is relevant here because when John talks but if you have a unit that’s put on every day and always runs at minimum load and is never economic in the market because you weren’t pricing the New York City reserve constraint or something, then it gets reimbursed its costs.  And it doesn’t matter whether it’s costs are fifty dollars a megawatt, or a hundred dollars a megawatt it gets reimbursed as costs.  But actually has no incentive to reduce its cost because it’s going to be uneconomic.  And it’s just going to get paid.  So to the extent when you have constraints that aren’t priced resulting on units being committed out of merit, you got to realize if it’s a unit that’s happened just once in a while then it isn’t a big deal.  But if it’s chronic, it does mean that there’s no return to reducing the cost of that unit because every dollar your district costs you’re uplifting payments go down a dollar.  So to the extent we can, we’ve got constraints like that that force units to be on that would have more powerful incentive to improve their performance if they, if that’s priced in the market so that they look at their economics differently.  
Cheryl LaFleur: This is exactly why we’re looking at uplift.  But it sounds almost unimpeachable to put more of the prices into the market.  That means market prices going up though to send the right signals.  Which only as long until those signals are responded to.

Chair Zibelman: We’re actually at the end of our time so first of all I’d like to thank all the panelists.  I was a little worried, you know the after lunch panel, are we going to be able to generate that same type of energy but you guys did a great job so thank you.  And I appreciate the, as always I appreciate the John and Kevin show.

John Reese: We’re taking it on the road.

Chair Zibelman: So one, let me just, I’ll just take a couple minutes then turn it over to Chair LaFleur.  So from my perspective what we’ve heard and you know we’ll certainly take this back and think about what is it, what can we suggest, what can we approve going forward.  I think that the largest takeaway for me, every time I am in these discussions is that we always want to say that the market’s the thing but unfortunately I don’t think we can say within this sector we have pure markets.  I mean as we’re saying essentially and I can sort of channel Bill Hogan, the capacity markets are an administrative construct.  They’re not a true market, they’re full of subsidies.  Some people’s subsidies versus other people’s subsidies equity.  But as a matter of fact though I think we are entering into a new era.  A new era may be covered by certainly 111(d) as one aspect but from the state’s perspective it’s a recognition that there’s an awful lot of innovation that’s occurring at the distribution level.  There’s an awful lot of innovation that’s occurring even on the grid itself.  And that the markets were designed at a period of time where the focus was on generation and incenting innovation on traditional supply without thought of what could happen in other technologies, other capabilities.  I would end in just saying I don’t see this as a flaw in the market design but would become a flaw if we failed to recognize these changes that just need to be, and should be accommodated to hit our obligation and our goal is to getting the markets working to procure the resources that are lowest cost.  And meeting various objectives that we have going forward and opportunities.  So respective of, for me I think that there’s so much information we’ve gotten out of these conversations.  They’ve been very rich and certainly thought provoking.  I would certainly suggest that Chair LaFleur that we would want to take this back, think about it, and then maybe get back together about what could be some next steps as we move forward on both sides, the distribution side and the wholesale side.  
Cheryl LaFleur: Well I think that definitely makes sense.  I think I started the day by saying we’re stress testing our competitive markets with all of the new resources coming in and we really saw that acutely this afternoon with the new technologies an opportunities on the customer level and how those are creating a tension with some of the market constructs.  I think we’re all committed to the value of trying to do what’s right for customers in terms of a reliable supply that with the environmental attributes that customers want and at the least cost.  What I think that has been good about the discussion is we’ve been pretty honest and open eyed about the trade-offs to get there because sometimes there’s a tendency to not even acknowledge that there are trade-offs or that some of these things are intention.  I think we have to go back, talk to our smart staffs and think about opportunities on the things we talked about but we also have a number of things pending before us in real time.  These things, it’s not like we just hop from tech conference to tech conference.  All the cases we do in between this informs that discussion as well.  I just want to take another opportunity to thank, I can look out at some of the many folks at FERC and I know there’s a lot of folks from the PSC.  It doesn’t just happen to have a tech conference where you bring several dozen people to out of town for both of you when you have protestors outside and pull it together seamlessly.  And they did all of that work so thank you.

Norman Bay: I really don’t have much to add.  FERC clearly shares a very similar goal with the New York Public Service Commission, like the PSC, we want energy to be sustainable, reliable, and adjusted in reasonable rates, and FERC constantly engages an assessment of its markets and looks for ways to improve them.  So I think that this conversation today has been very helpful in terms of getting views from any number of panelists and from the New York Public Service Commission in terms of their views of the New York ISO.  One topic that came up today is the elimination of barriers to entry to the market.  That is something that FERC has been very focused on over the last few years whether it involves generator, interconnection, whether it involves market based rates for ancillary services or the like.  That work is always going to continue at FERC and I think one take away for me from this meeting today was the importance of having this meeting with the New York Public Service Commission and getting their views on some of the issues and challenges that they’re facing.  So I appreciate again and want to thank you again for hosting us for this conference.

Garry Brown: I just once again what to thank the Federal Energy Regulatory Commission, Commissioners and Staff, for coming to New York.  I thought it was extremely useful and just to parrot what Audrey’s been saying , I think we really are at a see change here.  This whole system, the whole markets were designed about the old hub and spoke system, the unit directional power plants, big power plants, far away from loads, moving the power from one end to the other.  We designed the markets because that was the reality of what existed in the mid-90’s when these markets were designed.  We’re really starting to see the technological change, some of it’s happening, some of its about to happen, some of it we can’t even predict what’s going to happen, but we need to take a look at those markets and say, “Does all the systems that we designed work in the new paradigm?”  Audrey’s leadership, we’re doing that at the State level, we’re really trying to take a hard look at our retail regulatory structure and say, “Does that work under the new paradigm?”  And I think that this is a tremendous opportunity to work with you folks as we develop that to say, Okay, how did the sale rolls down, either conflict or compliment what’s going on and are there needs for changes.  Thank you and I hope that this is a start of a dialogue.

Diane: Thank you very much.  I thought this was very informative and helpful.  I just want to say, I don’t think the markets are the problem and I think that when we look at this, I think that we’re all sort of on the same page of, it’s still an open question of how do we achieve our public policy goals, and how do we do that?  I know that this will sound a little wacky, but studying last night with my son with science, to me it’s like are you looking the Plate Tectonic Theory where you are pulling them apart, pushing them together or side-by-side, and I like to think that side-by-side, which I hope you get right what the answer was because I forget, but the side-by-side is really what we’re trying to do and that means that there is some tension in this, and so what I just want to make sure is that we don’t sort of the take away that there’s a problem with the market, actually the societal value to the markets, so that is part of public policy goal that we need to keep in mind, and so I just think that the leadership, to chair is very important as well as Steve Whitley at the ISO, because ultimately we all have to figure out this tension that we have and come up the right solution for the long term, but also not insert ourselves unintentionally in what we already have as a threshold, that the markets which are here and they may have not, they may need to evolve to certain degrees does not mean that we need to throw out everything.  So that’s just sort of my perspective in looking at that and getting to it, and I think that there’s a lot of different opinions on how to get together.  Thank you very much.

Female: I’ll just briefly thank everybody who participated today.  Cheryl and your colleagues, we really appreciate you coming today, and again as it started out, it’s always about communication and dialogue, which is really important, and certainly our panelists that participated today gave us great insight and information and we really appreciate you coming and to everybody out there in the audience.  Really, this was a great turnout and I think Audrey who’ve started something.  
Male: I’d like to add my thanks to FERC and the joint staffs, and from my background in telecommunications, I liked to urge everybody to just kind of keep an eye on the sky.  When I started with Telecom, it was all about voice and making long-distance calls by dialing telephones and then technology came down the road and these killer apps which were more hindered than helped by regulation called cellular and broadband came down the road and completely changed the landscape of the industry.  I don’t know if there’s something like that coming for energy, but I think we ought to keep looking over our shoulder and if it is, let it come.  
Chair Zibelman: Thank you.  I would be remised also in saying that the staffs, you did a great job, not just today, but I know that in preparing the questions, the back and forth, thank you for that.  Also, I want to acknowledge, we actually have other former Commissioners in the audience, Commissioner Kelly is here from FERC, we have I saw Bob Kerry was here from New York PSC, and Scott Weiner (sounds like) from the New Jersey .  Well thank you all and again appreciate your attendance and attention and it was a great day.  So thank you.


