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1. Do you agree with the proposed timeline for Scarcity Pricing/BAA-Level Market Power
Mitigation? If not, what modifications would you suggest?
The California Community Choice Association (CalCCA) appreciates the opportunity to comment on the Price
Formation Enhancements Discussion Paper and agrees with the timeline for the scaricity pricing/BAA-
levelmarket power mitigation (MPM) scope items.

2. Are there additional Scarcity Pricing elements you believe should be included in the scope
for Phase 2? Please explain.
Yes. CalCCA understands the CAISO’s desire to ensure the market sends the right price signals.  Prices should
rise as supply becomes scarce and prices should remain high during scarce conditions to ensure the market
sends the right price signals during periods of scarcity to attract supply and encourage generator performance
and to ensure the market allows for cost recovery of the marginal unit. Scarcity pricing should not, however,
incentivize resources to bid above marginal costs or bid in a manner that triggers scarcity pricing. “Maintaining
incentives for resources to bid marginal costs” is missing from the scope, problem statements, and Discussion
Paper generally. CalCCA’s highest priority within the scarcity pricing element of the initiative is to maintain the
incentive for supply to bid its marginal cost and refrain from creating incentives for supply to bid above marginal
costs or bid in a manner that is intended to trigger scarcity pricing whether a scarcity event is actually present.

Comments on the Scarcity Pricing Scope Items in the Discussion Paper

The Discussion Paper states that “some key administrative penalty prices in the ISO market’s pricing run may no
longer align with the evolving conditions in the Western Interconnection.”  It also states that “there is no inherent
reason why penalty prices must be tied to a bid cap,” and an alternative anchor could be the Value of Lost Load
(VOLL).

The Discussion Paper fails to recognize that there are inherent differences between the CAISO balancing
authority area (BAA) and the rest of the Western Interconnection necessitating differences between CAISO’s
administrative penalty prices and scarcity pricing in the rest of the West. The CAISO operates a wholesale
energy market with a market clearing price that all generators are paid based upon the bid price of the marginal
resource. The resource adequacy program compensates resources for dedicating themselves to the CAISO
market through a must-offer obligation. Other BAAs, outside of their participation in Western Energy Imbalance
Market or a future Extended Day-Ahead Market, do not have market clearing prices, and can therefore pay the
next generator more during times of scarcity without having to pay all the other generators it transacted with the
same price. Attempting to align penalty prices in the CAISO’s market with prices in a scarce bi-lateral market will
come at the expense of California ratepayers who must pay all generators, not just the marginal resource, a
market clearing price that (1) is attempting to compete with a buyer that does not have to pay all generators the
same price, and (2) is not reflective of its marginal costs.

The CAISO should not presume scarcity pricing should be set based on the VOLL rather than the costs of the
marginal resource. As the Discussion Paper notes, scarcity pricing is currently tied to the bid cap. During times
of scarcity, demand response resources are typically the marginal unit and therefore set the price at their VOLL
for voluntary load curtailment, which is typically at or near the current bid cap. Therefore, demand response
resources are likely to be the last available supply to be dispatched. Once demand response has been fully
utilized, regardless of whether consumers are willing to pay more to avoid involuntary demand curtailment, there
is no additional supply to pay for and simply increasing prices would not result in more available supply.

A scarcity pricing mechanism that sets prices based upon demand’s willingness to pay to avoid involuntary load
curtailments is problematic because it can (1) compensate supply above the marginal resource’s costs at a cost
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to consumers, (2) degrade the incentives for resources to bid at their costs, and (3) create perverse incentives
for generators to intentionally withhold supply in order to artificially trigger scarcity pricing. It will be extremely
difficult to determine a value that adequately reflects consumers’ willingness to pay to avoid involuntary load
curtailments while protecting consumers from excessively high prices. This is especially the case when demand
is inelastic and scarcity conditions are present, or participant bidding can give the appearance the scarcity
conditions are present even if they are not.

[1]            Discussion Paper, at 11 (footnote omitted).

[2]            Id.

3. Are there additional MPM elements you believe should be included in the scope for Phase
2? Please explain.
No. There are no additional MPM elements CalCCA recommends for the scope of Phase 2. CalCCA supports
the following MPM elements documented in the Discussion Paper:

Modify the BAA-Level MPM Methodology to Use a Grouping Approach: CalCCA supports “evaluat[ing]
and refin[ing] the proposed BAA grouping approach.” The CAISO should consider this a high-priority
scope item.

Determine if the CAISO Should be Included in BAA-Level MPM: The BAA-level MPM methodology should
treat the CAISO BAA like any other BAA, meaning it would not assume the CAISO BAA to be competitive.
CalCCA supports this treatment. If there are hours where the CAISO BAA is not structurally competitive,
the CAISO should have a mechanism to mitigate against the exercise of market power. MPM only
mitigates uncompetitive hours, not every hour, and it only mitigates bids that are above the resources’
default energy bids (DEBs) or the competitive locational marginal price (LMP), so there is little risk
associated with including the CAISO in BAA-level MPM. For these reasons, the CAISO should highly
prioritize including the CAISO BAA in the BAA-level MPM approach.

The CAISO should consider removing the following MPM elements documented in the Discussion Paper:

Modify the BAA-Level MPM Methodology to Only Mitigate Pivotal Suppliers: Before modifying the
methodology to only mitigate pivotal suppliers, the CAISO should evaluate whether only mitigating bids
from pivotal suppliers will result in a market power mitigation mechanism that ensures competitive
outcomes. If the CAISO only mitigates pivotal suppliers, could the CAISO risk creating additional pivotal
suppliers that go unmitigated? This will depend on how competitive the market is beyond the three pivotal
suppliers (or the three highest pivotal suppliers and any supplier replacing the third while the residual
supply index is less than one). Before determining whether to modify the methodology to only mitigate
pivotal suppliers, the CAISO should explore further whether doing so will ensure just and reasonable
rates. 
Consider an Impact Test to Only Mitigate Offers with LMP Impacts Above a Defined Threshold: CalCCA
does not support only mitigating offers with LMP impacts above a defined threshold. The need for this
proposal could negatively impact ratepayers, and no stakeholder has demonstrated the need for such a
change. Again, MPM mitigates only uncompetitive hours and only bids that are above the resources’ DEB
or the competitive LMP. DEBs ensure that the mitigated resources still recover their costs. At worst, the
mitigated bid will cover all costs of providing the energy in the market and if the market clearing price is
higher, the resources will still receive market rents.

4. Do you agree with the proposed timeline for fast-start pricing? If not, what modifications
would you suggest?
CalCCA agrees the CAISO should consider fast-start pricing on a slower track than scarcity pricing/BAA-level
MPM. Discussions in the first phase of working groups have not demonstrated benefits associated with fast-start
pricing to justify associated cost increases. The CAISO has other mechanisms for ensuring fast-start resources
recover their costs without the customer cost impacts associated with fast-start pricing. Spending time
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developing fast-start pricing is not a good use of CAISO and stakeholder time and resources when the CAISO
already fully compensates fast-start resources for their start-up costs.  

5. What specific design elements related to fast-start pricing do you believe are crucial to
include in the upcoming working group discussions?
The CAISO has other mechanisms for ensuring fast-start resources recover their costs without the customer
cost impacts associated with fast-start pricing. The CAISO compensates fast-start resources for their start-up
costs outside the market rather than in the locational marginal price. Under fast-start pricing, fast-start resources’
total compensation would remain the same, but the market clearing price would rise to include start-up costs and
award that higher price to all resources that clear the market.

The CAISO, the Department of Market Monitoring, and stakeholders have raised a series of concerns with fast-
start pricing, including its impacts on the CAISO’s ability to procure flexible resources in real-time, resulting in
infeasible dispatches and weakening price signals to provide ramping capability. The CAISO should not ignore
these concerns in favor of implementing a seemingly unnecessary pricing structure that would increase
customer costs for an unclear benefit.

For these reasons, CalCCA continues to oppose including fast-start pricing in the scope of the Price Formation
Enhancements initiative.

6. Please provide any additional feedback on the proposed scope items and timeline of Phase
2 of the Price Formation Enhancements initiative.
CalCCA has no additional feedback at this time.
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