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1. BAA Grouping Approach: Please provide your organization's feedback on the proposed
BAA grouping methodology for market power mitigation:

a) Do you support grouping BAAs to assess competitiveness? Why or why not? b) What changes, if any, would
you recommend for the testing approach? c) What changes, if any, would you recommend for determining the
competitive LMP?

The California Community Choice Association (CalCCA) appreciates the opportunity to comment on the
California Independent System Operator’s (CAISO’s) Balancing Authority Area (BAA) Level Market Power
Mitigation (MPM) working group discussions. CalCCA supports the grouping approach for assessing BAAs for
competitiveness as presented by the CAISO at its November 6, 2024, working group meeting. This approach will
improve the CAISO’s BAA-level MPM methodology by including available supply from other BAAs in its test for
competitiveness. CalCCA agrees this will better reflect actual market conditions and competitive dynamics.

The CAISO should continue to use the dynamic competitive path assessment (DCPA), which uses a three
pivotal supplier test to test for competitiveness under the grouping approach. While some stakeholders
expressed concern with the grouping approach because a BAA could pass individually but fail as a group, this
outcome is not a flaw with the grouping approach. For example, assume an MPM test of a group with two
BAAs:

BAAL BAA 2 Combined
Load: 1000 MW Load: 2500 MW Load: 3500 MW
G1: 150 G11: 850 G1: 150
G2: 150 G12: 850 G2: 150
G3: 150 G13: 850 G3: 150
G4: 150 G14: 100 G4: 150
G5: 150 Total Gen: 2650 MW G5: 150
G6: 150 G6: 150
G7: 150 G7: 150
G&: 200 G&: 200
G59: 200 G59: 200
G10: 200 G10: 200
Total Gen: 1650 MW G11: 850
G12: 850
G132: 850
G14: 100

Total Gen: 430d

In this example, the following conclusions can be drawn:

« On its own, BAA 1 does not have any pivotal suppliers and should be competitive;

« On its own, BAA 2 has pivotal suppliers (Load cannot be met without G11, G12, and G13)

« |f BAA1 and BAA2 were combined, G11, G12, and G13 are still pivotal as the 3500 MW load will need all
three to operate even if all other resources are operating.

Therefore, even though BAA 1 could pass if it were fested on its own, in reality, there is direct transfer capability
between BAA 1 and BAA 2. This means supply from BAA 1 is available to serve BAA 2 load and vice versa.
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Therefore, because the combined BAA 1 and BAA 2 load cannot be met without G11, G12, and G13, the group
fails the three pivotal supplier test and supply in BAA 1 and BAA 2 should be subject to mitigation.

The CAISO should include the CAISO BAA in the grouping approach. In doing so, the CAISO BAA would be
treated like any other BAA rather than assumed to be competitive. If there is the potential for the CAISO BAA to
be structurally uncompetitive in some hours, the CAISO should have a mechanism to mitigate against the
exercise of market power. The ability to mitigate market power when there is the potential for suppliers to
exercise it will ensure ratepayers are protected against excessively high costs. At the same time, there is little
risk of resources not recovering their costs with the CAISO BAA included in the grouping approach, as 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). For these reasons, the CAISO
BAA should be tested for competitiveness under the grouping approach.

2. Pivotal Supplier Treatment: Please share your feedback on the concepts for identifying and
mitigating pivotal suppliers:

a) Should mitigation only apply to pivotal suppliers, or should it extend to all suppliers in uncompetitive BAAs? b)
What are your thoughts on dynamically evaluating pivotal groups to identify pivotal suppliers?

The CAISO should not only apply mitigation to pivotal suppliers. It should instead extend mitigation to all
suppliers in uncompetitive BAAs, as it currently does under its system MPM in the Western Energy Imbalance
Market and its local MPM for the CAISO BAA. CalCCA agrees with the reasons presented by the CAISO to
mitigate all suppliers in uncompetitive BAAs.[1] The presence of pivotal suppliers indicates structural issues with
market competitiveness within a BAA, and non-pivotal status does not mean a supplier cannot exercise market
power. The CAISO should not risk adding computational time or introducing opportunities for gaming or
collaboration by modifying its methodology to mitigate only pivotal suppliers.

The CAISO states that arguments against mitigating non-pivotal suppliers may include the following: (1) non-
pivotal suppliers, by definition, cannot unilaterally influence market outcomes because small suppliers are price
takers and coordination becomes increasingly difficult with three or more suppliers; and (2) mitigation of non-
pivotal suppliers could be seen as overly restrlctlve market intervention by suppressing price signals and
discouraging efficient market entry/mvestment However the CAISO MPM is already designed to address
these concerns by only mitigating uncompetitive hours, not every hour, and only mitigating bids that are above
the resources’ default energy bids (DEBs) or the competitive LMP. Therefore, if a small supplier is a price taker
or its bid price equals its marginal cost, MPM should have no effect on the price the supplier receives as it would
receive its DEB, which should equal its marginal cost plus a buffer, or the competitive LMP if the competitive
LMP is higher than the resource’s DEB. For these reasons, the CAISO should not apply MPM to only pivotal

suppliers.
[1] November 21, 2024, presentation at 20.
[2] Id., at 21.

3. Impact Test Implementation: Please comment on the proposed "impact test” in the BAA-
level mitigation framework:

a) Do you support including an impact test? Why or why not? b) What are your thoughts on impact thresholds
and how they may vary based on: « Frequently constrained areas * System emergency conditions « Peak versus
off-peak periods * Absolute ($/MWh) or relative (%) thresholds

The CAISO should not include an impact test that tests whether a generator's bidding behavior both deviates
from expected competitive levels and “materially affects market prices.” CalCCA does not support only mitigating
offers with LMP impacts above a defined threshold, as stakeholders have not demonstrated the need for such a
change that could result in increased ratepayer costs. 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
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recover their costs. Lack of an impact test would, at worst, result in mitigated bids that would cover all costs of
providing the energy in the market. If the market clearing price is higher than the resources’ DEB, including
those that were mitigated and those that were not, resources would still receive market clearing price and any
applicable rents where that market clearing is above their marginal cost.

While the CAISO states that this proposal could help avoid “over-mitigation,” the concept of over-mitigation does
not make sense with the way the CAISO applies MPM. Assuming over-mitigation means mitigating resources’
bids when the market is competitive, then over-mitigation would have no impact on market outcomes. In a
competitive market, the marginal resource would be expected to bid its DEB (which includes costs and a margin
above costs for profit)[1], and that DEB would set the market clearing price that all other resources would
receive. In an uncompetitive market, resources with the ability to exercise market power would be mitigated to
their DEBs or the competitive LMP.

[1] Economic theory for a competitive market would dictate that the resource bid its short-run marginal
cost which would not include a margin above those costs for a level of profit that may be included in the DEB.
Therefore, it is more likely that CAISO’s MPM process results in a price level that if anything is slightly above the
competitive outcome. See section 39.7.1 of the CAISO Tariff.

4. Implementation Timeline:

a) What are your thoughts on targeting a straw proposal by May 20257 b) What changes, if any, would you
suggest for the working group sequence?

CalCCA supports the CAISO’s timeline of May 2025 for a straw proposal. The CAISO should prioritize the
implementation of BAA-level MPM improvements, including testing the CAISO BAA for BAA-level MPM, ahead
of the other two scoping items. Implementation of BAA-level MPM improvements should occur, at the very latest,
at the same time as the implementation of scarcity pricing revisions so that generators with the potential to
exercise market power cannot do so in a manner that triggers scarcity pricing without the ability for the CAISO to
properly prevent such actions.

5. Other Comments: Please provide any additional feedback not addressed in the sections
above.

CalCCA has no other comment at this time.
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