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 One of the issues, which FERC addresses in the NOPR, is that of 

resource adequacy.  I would predict that, second to the general issue of 

whether SMD is a good idea or not for various parts of the country, this 

could be one of the most hotly debated issues of this docket.  It goes to the 

very heart of the philosophy behind wholesale competition. 

 At one end of the spectrum are those who believe that simple supply 

and projected demand will drive investment in resources.  Rather than, build 

it and they will come, it goes more like come and they will build it.  At the 

other is what is suggested by the NOPR, which looks very much like 

integrated resource planning.  My chief problem with the latter is that this 

shifts the risk of investment back to the consumer.  The reason many states 

such as New York moved towards competitive wholesale markets was to 

move the risk of investment over to those making the investment decisions.  

IRP would reverse that, and in the process put the generators in the drivers 

seat to drive up long-term prices, especially if these contracts are entered 

into at a time when there is great nervousness on the part of the consuming 

public and their LSE’s.   



 The New York Commission supports a compromise, one which is 

currently in place in New York, known as ICAP or UCAP.  ICAP is a 

market based means of providing a revenue stream which will ensure that 

capacity is available when needed.  Unfortunately, the way ICAP has 

worked, it has been extremely volatile.  If capacity is only slightly short in a 

given period, which can be due to withholding or other reasons, prices shoot 

through the roof.  If there is only slightly more capacity than needed, 

however, the bottom can fall out of prices altogether.  As a result, investors 

have discounted ICAP to nearly zero when making decisions about future 

generation. 

Rather than throwing the baby out with the bath water, however, PSC 

staff have been working with other stakeholders to develop a better 

economic model with a smoother curve.  If consensus is reached and it is 

adopted, the ability to rely on less volatile, market driven ICAP payments 

should be an element of future revenue stream; which investors can rely on. 

 Having said this, there is still an argument being made that current 

financial conditions are not favorable for making investments for merchant 

facilities, even with the revenue support  provided by a workable ICAP. 

 If this is the case, we need to determine what the minimum tools are 

which will get us through the current uncertain environment.  Regulators, 

politicians and businessmen should resist the temptation to overreact to a 

temporary, albeit serious situation.  You need only look to California’s 

overpriced contracts or New York’s old LRAC/6 cent contracts to see that 

point.   

 2



 If indeed some additional credit support is needed for these projects, 

LSE’s should determine what the minimal contract duration and terms are 

which will get investors over this hump of uncertainty.  Regulators should 

insure that any such contracts do not interfere with retail access goals, 

perhaps by offering ESCO’s an opportunity to participate.  The prudence 

boogey man should be dealt with decisively – not by preapproving contracts 

or promising  not to look at prudence, but by a reminder that regulated 

entities can be deemed imprudent as much by a failure to act as by taking 

affirmative action which is found to be not in the interests of their 

customers.  

 I’d like to spend a moment if I could commenting on the New York 

and New England ISO’s petition to merge, affectionately referred to at 

“NERTO”.   According to the ISO’s own petition over 90% of the year 2005 

savings attributable to NERTO, namely market rule standardization and the 

elimination of export fees, can be attained through SMD.  This can be done 

without the cost, dislocation and dissension which currently accompanies the 

NERTO proposal.  In addition, the time and attention spent on NERTO 

design, opposition and/or implementation would be much better spent on 

SMD development.  The NERTO efforts have already proven to be a 

distraction to the two ISO’s and the market participants in their seams 

efforts.  Fortunately, the FERC has begun to put pressure on the 3 ISO’s  -- 

NY, NE and PJM -- to deal with the seams issues by having them make 

routine, public reports at Commission sessions.  We applaud FERC’s 

attempts to keep everyone’s feet to the fire in these regards. 
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 One other item of note with respect to the NERTO process, in 

particular the so called “extensive stakeholder process”. . . It’s interesting to 

observe that at the June Meeting of the NYISO Management Committee, a 

motion to support the filing of the petition to form a NERTO was soundly 

defeated, with 80% of the votes opposed.  In New England, a resolution that 

the New England Power Pool participants Committee support the filing of 

the Petition was also defeated, with nearly 90% of the votes opposing it. 

 Given the proposed self-perpetuating governance provisions of the 

NERTO proposal, it is hardly surprising that the two ISO boards voted 

against the wishes of their stakeholder groups and for the merger.  However, 

this overwhelming lack of response to the stakeholders’ clear consensus 

illustrates that there is sometimes a fine line between independence and 

unaccountability. 

 This is not to say that there could not be a merger proposal that could 

meet the public interest standard which would have to be met for the NY 

Commission to approve it under §70 of the Public Service Law.  A merger 

with a fresh, non-perpetuating board, a merger of the appropriate geographic 

scope, a merger with an appropriate identifiable level of overall savings 

above and beyond that which can be attained through SMD, would certainly 

receive positive attention from this Commission. 
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