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| nt r oducti on

Thank you very much for inviting me to cone here today
to share ny views on market nonitoring and mtigation. FERC
serves the industry and itself well by hol ding technical
conferences of this type and inviting so many qualified speakers
to appear and share their views. Processes |like these
contribute substantially to inproved understandi ng and better
deci si on naki ng.

We at the New York Public Service Comm ssion ( NYPSC)
bel i eve that we have a perspective that is valuable to share
with the FERC in hel ping you to do as good a job as possible in
your own nonitoring efforts. Qur staff has access to the
confidential data at the New York I ndependent System Operator
(NYISO. W evaluate bids and other data to gauge the
conpetitiveness of the markets and to | ook for anomal ous
behavi or that may be indicative of market power. Thus, we have
hands-on experience in the data issues that are at the heart of

this conference.



We are regulators, |ike FERC, and we are pursuing a
policy in which we believe markets—specifically, conpetitive
mar ket s—best serve consuners. Like FERC, however, we
acknow edge the current inperfections in the markets and the
need for market nmonitoring units (MVMJs) to vigorously nonitor
them and even to intervene where it is thought that
i ntervention serves consuners better than not doing so. W
think that our perspective, as regulators, is valuable to FERC
My overall observations, before | turn to sone
specific areas, are that the FERC Notice of Proposed Rul emaki ng
(NOPR) and the staff paper distributed in preparation for this
conference have done an excellent job of identifying needed data
anal yses. Mst of the key analyses that | would recomend have
been described in these docunents. Furthernore, | appl aud
FERC s goal of bringing consistency in the types of a data
anal ysis that is done across independent transm ssion providers.
Such consistency will be a great benefit to entities of al
kinds that desire to understand the conpetitiveness of narkets
in any one particular place or across the nation as a whol e.

Look at Bids and Look at Bills

One question posed to ne is to describe the nost
val uabl e ki nds of data analysis that the NYPSC does. M/ advice
tothe FERCis to do two things. First, |look at the bids, and

| ook at themoften. Set up algorithns that can conpare bids to



your own estinmates of marginal costs and identify situations in
whi ch bids deviate dramatically from margi nal costs. Wen
unusual |y high bids occur, ask a lot of questions of the |ISQ
Keep themon their toes; inplore themto explain why the bids
are reasonable, and if they are not reasonable, why they should
or should not be subject to mtigation. Second, |ook at the
bills of generating conpani es and individual generators. By

| ooking at bills, one can spot an unusually |arge paynment or a
pattern of unusually | arge paynents that can be indicative of a
mar ket power problem (but not necessarily so). Sinply | ooking
at bids does not tell one whether or not the bids were accepted
and resulted in unreasonable prices. But, looking at bills

gi ves one an indication of situations in which unusually high
bi ds have been accepted. Such situations trigger the need to

| ook further.

Wil e there are many ot her anal yses that one can do
with the confidential data, these two are the nost inportant
ones, and tend to the be nost revealing. For exanple, while one
can look at a wde variety of data anal yses, there is nothing
i ke seeing extraordinarily high bids occurring over and over
again. Such an observation hits one square in the face and
i mredi ately focuses one’s inquiry on the player submtting the
unusual |y high bids in an attenpt to determ ne the cause, and

whet her or not there is a narket power problem Keep in mnd



that high bids sonetinmes mani fest thenselves in uplift paynents,
such as the uplift paynments for out-of-nerit generation, and
therefore fail to produce price spikes that attract the
attention of anal ysts.

Conpetitive Reference Bids (Reference Levels)

The | nportance of Valid Conpetitive Reference Bids

The FERC NOPR uses the concept of Conpetitive
Reference Bids. A Conpetitive Reference Bid is an estimate of a
reasonable bid, a.k.a. a bid that an entity facing full
conpetition would subnmit. The FERC NOPR also refers to them as
“bid caps.” In New York State, they are called “reference
| evel s” or sonetines “reference prices.” The effective
detection of market power and mtigation of market power
absolutely requires valid and up-to-date estinates of
Conpetitive Reference Bids. If a MMJis not using good quality
Competitive Reference Bids, then it will have difficulty
properly detecting market power and, when mtigating, wll
mtigate to the wong bid level. As such, nothing could be nore
inportant to the effective inplenentation of a nonitoring and
mtigation effort.

One approach to devel opi ng Conpetitive Reference Bids
is to use the average of accepted bids froma generator, given
that the accepted bids occurred during tinmes (e.g., hours,

nmont hs) of effective conpetition. However, as | wll discuss



nore fully a little later, there are often instances in which
accepted bids cannot be used either because there are not enough
of them or they do exist but do not cone froma conpetitive
environment. In such a situation, and these situations occur
often and are inportant, an alternative nethodology is needed to
estimte Conpetitive Reference Bids.

FERC Gui dance on CGeneric Estimati on Met hodol ogies i s Needed

The basic task in devel oping a Conpetitive Reference
Bid is to estimate the short-run margi nal cost of production of
a generator. This is hard to do. It is not straightforward.

It involves lots of issues and lots of judgnent. At the NYPSC,

we know that this is a difficult exercise because we’ve tackled
it for 25 years’ worth of marginal cost studies and, in the | ast
3 years, as part of our efforts on ISOmtigation natters.

A generic nethodol ogy to guide the estinmation of
Conpetitive Reference Bids, issued by FERC, is needed: 1) to
ensure the reasonabl eness of the Conpetitive Reference Bids, so
that both buyers and sellers can be assured that the mtigation
IS being done properly by a given ITP;, and 2) to ensure the
consistency in the estimation of Conpetitive Reference Bids
across ITPs. In order for the FERC to be confident that the
mtigation policies are producing just and reasonable rates, it
is critical that the Conpetitive Reference Bids, which are the

single nost critical conponent in mtigation, are being



esti mated reasonably. Consunmers will be assured of adequate
protection fromunconpetitive markets that contain market power
problenms only if FERC is explicit in setting forth policies that
guide I'TPs in estimting Conpetitive Reference Bids.
Furt hernore, many generators have significant questions about
the processes used by 1SGs in estimating Conpetitive Reference
Bi ds, and these generators face uncertainty about prospective
mtigation activities; this uncertainty can be | essened by
met hodol ogi cal gui dance on margi nal cost estinmation by the FERC
Finally, for many of the data anal yses that have been
di scussed and recomended at this conference, the conparison of
the results across ITPs is valuable only to the extent that the
estimates of marginal costs, a.k.a. Conpetitive Reference Bids,
are reasonably consistent across |ITPs. For exanple, if price is
$70 in two different regions, but one | TP estimates nargi nal
cost to be $65, whereas the other estimates it to be $40, the
estimates of Lerner |Indexes (which key off of the difference
between price and marginal cost) will differ dramatically from
the one region to the other, tenpting the policymaker to
conclude that there is a big difference in the conpetitiveness
bet ween the two regions when the real difference is just in how

each | TP estimates margi nal costs.



The Unbal anced Process for Establishing Conpetitive

Ref erence Bi ds

Consi der the process by which an | TP estimates a given
generator’s marginal cost for use as its Conpetitive Reference
Bid. Due to confidentiality concerns, no market parties other
t han the individual generation owner whose margi nal costs are
being estimated are allowed to be part of the process. Were
the only two entities involved in estinmation of Conpetitive
Ref erence Bids are the generation owner and the | TP, the process
i s unbal anced. The 1SO is the adjudicator that deci des what the
Conpetitive Reference Bid should be and it hears pleadings from
t he generator, presumably argunents for the 1SOto adjust its
initial estimate upward. An obvi ous weakness of this process is
that there is no counterpart at the table to nmake a case for
downward adj ustnments that nay be warranted. One woul d expect a
generator that observes an overstated nargi nal cost estinmate to
stay silent and allow it to remain in place, whereas any
conponents of the marginal cost estimtes that appear to be
understated will surely be highlighted by the generator. Unless
the | TP does a perfect job, with inperfect information, such a
process woul d, on average, lead to overstated Conpetitive
Ref erence Bi ds.

Not only is the process unbal anced, the results of the

process—the Conpetitive Reference Bid itself—+s considered



confidential and renmains conpletely out of the view of all of
the market parties, other than the generator. As such,
consuners and consuner advocates have no idea what the
Conpetitive Reference Bids that their ITP is using actually are.
They do not know enough to conpl ain about overstated Conpetitive
Ref erence Bi ds because they have no way of know ng whet her they
are over st at ed.

| suggest two ways of addressing this unbal anced,
confidential process. First, |ITPs should be required to publish
aggregate information on Conpetitive Reference Bids. Consistent
wth retaining confidentiality, subaggregations should be
publ i shed, such as average Conpetitive Reference Bids by types
of generators (e.g., peakers, baseload) and the average | evels
of the various conponents of a Conpetitive Reference Bid (for
exanpl e, fuel costs, variable O&M costs, environnenta
conpliance costs, etc.). Second, the FERC should establish a
revi ew process, one in which confidential data continues to be
protected, by which the FERC would screen Conpetitive Reference
Bids and cull out just a few for review each year. Certain
generating units will stand out as critical ones froma narket
power mtigation perspective, and can be reviewed nore often
than other units. For exanple, the bids of peakers tend to be
nore inportant in setting conpetitive market clearing prices

during times of high | oad than the bids of other units, since



the profitable exercise of market power by a generation firm
that owns a fleet of units is easier done via the economc

wi t hhol ding of its peaking units than its basel oad units.
Furthernore, generators located in transm ssion-constrai ned
areas would be high priority candidates for review. Some review
process of this type is needed, since the buying side of the

mar ket has no way of requesting review of specific val ues that

t hey cannot see.

Pitfalls of the Accepted Bid Met hod

The SMD notes that the Comm ssion has approved a
met hod of setting Conpetitive Reference Bids in which they are
set equal to the average of the previously accepted in-nerit
bi ds of a generator (paragraph 420). The use of accepted bids
to establish Conpetitive Reference Bids can work quite well for
sone generating units, such as basel oad units, but can work
poorly for other types of units, especially peaking units. It
is inmportant to understand the pitfalls of using accepted bids
as the basis for Conpetitive Reference Bids for peaking units,
and therefore to appreciate the inportance of estimating the
mar gi nal costs of such units, since nmarginal cost estimation is
what will, in many cases, need to be used to establish the
Conmpetitive Reference Bids for peaking units.

Consi der a generating firmthat has a fleet that

consi sts of 2,000 negawatts of basel oad units and 500 negawatts



of highly inefficient, older vintage, peakers. This firnis
peakers will hardly ever run, since they are anong the nost
expensive units in the system Another way of looking at it is
to note that the firmis peaking units are | ocated on the steep
part of the supply curve, or, at best, at the very end of the
non-steep part of the curve, just before the curve goes
vertical. A generation firmwth this kind of portfolio could
well find it profitable to have a policy of submtting bids for
t he peakers that are $100 above their margi nal costs for every
hour of the year. The reason it is profitable is that the
peakers, if bid conpetitively, would act as a brake that hel ps
prevent prices fromrising to extrenely high |levels during high
| oad situations. By economcally w thhol ding the peakers,
t hrough the use of excessively high bids, the generation firm
can force the systemto slide up the steep part of the supply
curve in any hour in which the peakers woul d ot herw se have been
found economc. This drives the price up dramatically any tine
t he peakers woul d ot herw se have been needed, but does not cause
the firmto forego nmuch in ternms of profits fromthe peaking
units thensel ves, since they virtually never run at any ot her
times other than the high |oad periods in which market power is
profitable.

Thus, a profitable strategy is to bid the peakers at

$200, for exanmple, every hour of the year. The peaker’s $200

10



bids will inevitably be accepted during the heat waves, or
per haps on extrenely cold days, but not at other tinmes. As far
as establishing Conpetitive Reference Bids, these units wll
produce a pattern of $200 accepted bids which would yield a
Conpetitive Reference Bid of $200. The obvious problemhere is
that the accepted $200 bi ds should not be considered useful data
because they do not cone out of a conpetitive bidding strategy.
Any relatively high-cost peaking unit is susceptible
to a bidding strategy |i ke the one described above. Such a
strategy nmakes the accepted bid nethodol ogy for establishing
Conpetitive Reference Bids invalid for the peaking units that
use this strategy. It is, therefore, inportant for all MMJs to
exam ne the results that are obtained froman accepted bid
nmet hodol ogy by conparing the average of the accepted bids to
estimates of marginal costs. Were there is a substantia
di fference, one nmust check carefully to determ ne whether the
mar gi nal cost estimate actually forns a better basis for the
Conmpetitive Reference Bid than does the average of accepted
bids. In practice, it mght nake sense to use nmargi nal cost
estimates rather than accepted bids for the bul k of the peaking
units in any given electric system This is especially so for
peaking units that are in | oad pockets, since such units tend to

operate in situations that are not conpetitive.

11



Lerner | ndi ces

There are three types of Lerner Indices that woul d
appear to be valuable in exam ning the conpetitiveness of
whol esal e electricity markets. First is the standard Lerner
| ndex, which is a conparison of the market price of electricity
to the market’s marginal cost of providing it. Second is a
conpari son of the annual revenue streamthat the market’s actual
prices would yield for a new entrant to the margi nal cost of
entry, i.e., tothe full total cost (annualized) of a new
entrant. Third is a variation of the Lerner Index in which one
measures, on a generator-by-generator basis, the difference
bet ween the energy bids of each generating unit and its marginal
costs, and then aggregates this difference over all of the units
in the systemto get an overall system average differenti al
bet ween bids and nmargi nal costs. This last version of a Lerner
Index is the one that | would like to focus your attention on
and recommend be used in addition to the other two nore commonly
di scussed versions. But first, let nme describe the other two.

Lerner Index 1 — Market Price vs. Market Margi nal Cost

In its nost pure form the Lerner Index involves a
conparison of the market’s price to the market’s margi nal cost
of providing the marginal unit of output. The easy part of this
calculation is to neasure the market’s prices, which can be

separately stated for every hour of the year; averaged over the

12



year; or stated in terns of averages during high | oad peri ods,
medi um | oad periods, etc. The hard part of the calculation is
estimating the market’s marginal cost. Wat nakes this so
difficult is not necessarily neasuring the margi nal cost of each
i ndi vidual unit, although as | have descri bed above in ny
Conpetitive Reference Bid conmments, this itself is a difficult
task. Rather, the hard part is to nodel the electric system
under the hypothetical scenario in which each generator’s bids
equal its marginal costs, and then to sinulate the systems flow
of power, etc., to produce an estimate of what the market’s
mar gi nal cost is. Stated another way, this nodeling exercise
produces an estimate of what the market price would have been
if, hypothetically, all generating units had bid their margina
cost s.

A substantial anmount of work has been done on the
nodel i ng conpl exities, and the approach is reasonably well
understood.? It is a good approach and should be used. Its
downsi de, however, is the substantial roomfor error in the
nodel i ng of the system Thus, when conparing fromone region to
another, there will invariably be nodeling infirmties, and/or
di fferences in nodeling nethods, that are the cause of sone of

t he apparent differences in conpetitiveness across regions, no

2 Severin Borenstein, James Bushnell, and Frank Wl ak, “Measuring
Mar ket Inefficiencies in California s Restructured Wol esal e
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matter how hard one tries to get the nodeling as good as it can
be. This does not nmake the nethod useless; it just makes it
something to use with caution.

Lerner Index 2 — Profitability of New Entry

A second variation of the Lerner Index is to | ook at
t he revenues and costs of a hypothetical new entrant. Like the
above form of the Lerner Index, this involves a conparison of
actual prices produced by the market in a given year to an
estimate of cost, in this case, an estimate of the ful
annual i zed costs incurred by a hypothetical new generation
entrant. One hypot hesi zes a new entrant, such as a conbi ned
cycle gas turbine, and estinmates how often it would have run in
t he nost recent year and what prices it woul d have received
under the prevailing actual narket clearing prices. This
generates an annual revenue estimate for the new entrant. This
is then conpared to an estimate of the annualized costs of the
new entrant, including a normal rate of return. The annual
revenue estinmate is the “price” in the Lerner |Index, and the
estimate of the annual cost of the new entrant is the “cost” in
the Lerner Index. 1In long-run equilibrium a market that is
effectively conpetitive wll yield annual revenues for a new

entrant that do not very significantly fromits annualized cost.

Electricity Market,” Anmerican Economi c Review, 92(5), Decenber
2002 (forthcom ng).

14



The new entry version of the Lerner Index is easier to
cal culate than the nore pure version of a Lerner |ndex described
above, but one nust be careful in interpreting the results. The
results are nost easily interpreted if the electric systemis in
a part of its long-run cycle in which it is characterized by
nei ther excess capacity nor tightness. 1In such a year, the
annual revenue streamthe Lerner Index woul d produce should be
about equal to the cost of a newentrant if the market is
conpetitive. An annual revenue |level that exceeds annual cost
woul d i ndicate the | ack of effective conpetition and the
opposite relationship would indicate a problem of the market
producing prices that are too low. For a market with excess
capacity, one woul d expect the revenue streamfor a new entrant
to be |l ess than the cost of the new entrant. |If that is the
result that is observed, the market may be working fine.
Conversely, during a year in which an inadequate anmount of
installed generation exists, one woul d expect the market-based
revenue streamto |ie above the cost of new entry. Wile
interpreting the results of a Lerner |Index based on the revenues
and cost of a new entrant requires care, the exercise is useful
enough to be worth doing, especially since it is easier to
cal cul ate than the nore conplicated hour-by-hour, pure Lerner

| ndex 1.
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The anal ysis woul d probably need to be done for
several types of units, including, at the mninum a basel oad
unit and a peaking unit. This is because an electric system nmay
have a sufficient amount of one type of unit but be in need of
anot her type, or vice versa. The new entrant version of the
Lerner Index is a |long-run neasure, which | ooks at whether or
not the system over tine, produces prices that equilibrate
around the cost of new entry. A systemthat does so can be
consi dered workably conpetitive. A systemthat consistently
produces prices that |lie above the cost of new entry is one that
has a persistent narket power problem As with the first form
of the Lerner Index, the controversial and nost difficult part
of the analysis is the estimation of the cost of newentry. |If
the FERC were to nandate that this analysis be done by all |ITPs,
it should direct the I TPs to work toward consi stent approaches
and assunptions, where possible, in the nmethodol ogi es used
across the ITPs to estimate the cost of new entry.

Lerner Index 3 - Bids versus Marginal Costs

A third kind of Lerner Index is to sinply conpare the
bi ds of generating units to their marginal costs. Wile this is
comonly done by a MMJ in | ooking for individual instances of
i nproper behavior on the part of a generator, it can also be
used, in aggregate, as a neasure of the overall conpetitiveness

of the market. In theory, a generating unit facing effective

16



conpetition will submt bids that equal its marginal cost. |If

t he average of the bids of all generators was observed to be
quite close to the average of those generators’ margi nal costs,
t he mar ket woul d be denonstrating nuch nore conpetitive behavior
than if the average of the bids was well above the average of

t he margi nal costs.

This version of a Lerner Index is the easiest of the
three to cal culate, although only the ITPs can calculate it
because it requires access to confidential bid data. One sinply
needs to have estimates of the margi nal costs of all of the
generating units in the system Fortunately, such estinates
shoul d be readily avail abl e because Conpetitive Reference Bids
are used in the detection and mtigation of market power as part
of the SVMD. Having valid nethods of estimating Conpetitive
Reference Bids is paranpunt; a reasonable neasure of a bid-based
Lerner Index requires that they be valid. Furthernore, for
conpari son purposes, it is inportant that the marginal cost
estimation net hods used across different | TPs be reasonably
consi stent.

The aggregations used in cal cul ati ng aggregate
measures of the differences between bids and margi nal costs
woul d need to be carefully considered, due to the possible
unusual bidding pattern of certain types of units, and the need

to elimnate sone of the bidding data fromthe analysis. For
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exanpl e, nmany baseload units bid zero, negative, or sone other
value well below their running cost for the m ninum| oad portion
of the unit. This is done because the operators of the units do
not want to have to stop and start such units often. One way of
dealing with this data issue is to limt the analysis, as
regards baseload units, to the portion of the units that lies
beyond their m ninmum|loadings. Simlarly, the bids of hydro
units may need to be either excluded or treated in a special way
because margi nal cost estimates are hard to cone by and depend
primarily on the margi nal opportunity costs of generating at one
time of the day versus another. Despite these |imtations,

val uabl e aggregate neasures of the differences between bids and
mar gi nal costs can be had for fossil units, at a mninmum and
can be reported separately for aggregates of baseload units,
peaki ng units, or other groupings. Conparisons of such a Lerner
I ndex for a single systemthrough tine, or across different
systens, would yield valuable insights into the effectiveness of
conpetition. Because of the ease with which this nmethod can be
esti mated, and because it produces publicly avail abl e aggregate
i nformati on about confidential bids that otherw se remain hidden
to interested parties, | recomend that it be included in the
core set of analyses that the FERC nmandat es.

Estimati on of Supply Elasticities and Denmand El asticities

18



Mar ket power is nost easily exercised at tines when
the price elasticity of supply is very low, i.e., when the
mar ket is clearing on the steep portion of the supply curve.

The technical way of neasuring the steepness of the supply curve
is to measure the price elasticity of supply. It will vary

al ong the curve, being generally large on the flat portion of
the supply curve and low in the steeper ranges. A MW shoul d be
aware of the place on the supply curve at which the price
elasticity of supply becones so snmall that the exercise of

mar ket power by the systenmis largest firns becones profitable.
Hopeful Iy, other than in transm ssion-constrai ned | oad pockets,
this will occur for only a very few hours of the year in which
the systemis at its highest |oad |evels.

Simlarly, the price elasticity of demand shoul d be
measured by the MMJ. Based on the demand response prograns that
are operable in the system including any real-tine pricing that
is occurring, the MMJ should have estimates of the short-run
price elasticity of demand that would conme into play to noderate
the increase in price that mght result froman attenpt at
mar ket power. The sum of the supply and demand el asticities
yi el ds an overall nmeasure of the extent to which prices wll
rise in response to the w thhol ding of supply.

Wth data in hand on both the price elasticity of

supply and the price elasticity of demand at various price
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| evels, the MMU will be arnmed with a solid awareness of the
times in which the systemis vul nerable to market power and in
which it nust be prepared to mtigate in the event that an
attenpt at market power occurs. Hopefully, demand response
programs will continue to expand, and will do so to the point at
whi ch the sumof the price elasticities of supply and demand
will be large enough to frustrate virtually any attenpt at

mar ket power (avoiding |arge market shares is also very

i nportant), and thereby allow the FERC to relax its narket
nonitoring efforts. By nonitoring these elasticities over tine,
the MVWJ can keep track of the extent to which the systemis
maki ng progress toward such a goal, and can report on that

pr ogr ess.

Econonetric Mddeling of Market Prices

In recent years, attenpts to casually observe prices
fromyear to year and draw concl usi ons about whet her those
prices indicate increased conpetitiveness or reduced
conpetitiveness of electric whol esal e markets, have been
difficult because of the |large year-to-year variations in, anong
ot her things, fuel prices. Qher factors that have a
significant inpact on prices in any given year are the weather
(or nmore directly the I oad | evels) and the outages of
generators. Changes fromyear to year in the outages of

nucl ear plants, in gas prices, and in the intensity of heat
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waves can have such | arge inpacts on the average | evel of prices
that it beconmes difficult to sort out these effects in one’s

m nd in maki ng conparisons of prices fromone year to another.
In effect, these dom nant variabl es canoufl age one’s ability to
see the effect of changes in the conpetitiveness of the market
on prices over tine.

One way to address this problemis to build
econonetric nodels that use fuel prices, |load |levels, and
generation availability as explanatory variables in regression
equations that attenpt to explain novenents in the whol esal e
price. An econonetric nodel built for this purpose, if
successful, can be used to “normalize” the effects of weather,
fuel prices, and generator outages, and allow one to see what is
happening to prices over time in the absence of changes in these
vari abl es. For exanple, once an econonetric nodel has produced
paraneters for the above variables, “normal” val ues can be
assunmed for them and the nodel can produce values for the actual
prices, adjusted to reflect normal |evels of these key
expl anatory variabl es. These normalized prices can then be nore
easily evaluated in an attenpt to identify novenents in the
mar ket price over tinme that mght reflect changes in
conpetitiveness; the inpacts of policy changes, such as

mtigation; or other factors.
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Wiile this is a difficult exercise, it is well worth
doi ng and, given that nost of the data is publicly avail abl e,
MWUs and t he FERC coul d encourage the acadenm ¢ comunity to take
the lead in developing this kind of analysis. In New York, we
have begun work on econonetric nodels to explain these factors,
and have met with some limted success, while still having
nodel s that are in the prelimnary stages and that need further
wor K.

MWUs Shoul d Publicize Their Mtigation Activities

The FERC should require that all MVJs that have
mtigation neasures pronptly post on their websites al
mtigation activity that takes place. Preferably, the ITP
should maintain a place on its website in which all mtigation
activities are docunented and a history of mitigation activities
is maintained and regularly updated. It is inportant for
interested parties to be aware of the mtigation activities of a
MWJ. For exanple, policymakers |ike to know how often
mtigation is taking place so that, for exanple, judgnents can
be made about the natural conpetitiveness of the marketpl ace
based on how often the MMJ nust intervene in the narketplace in
the formof mtigation activity. Market participants, in their
attenpts to understand what drives prices in the narketplace,
need to know when a mitigation event has occurred that nmay have

caused a sudden drop in prices. Oherw se, market participants
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are left attenpting to explain the drop in prices with other
mar ket phenomenon and obtain a confused and incorrect
under st andi ng of the workings of the nmarketplace. As such, in
order for market participants to understand their own
mar ket pl ace as nmuch as possible, they need to be provided with
conplete and tinely information about mtigation activities. |
think this is an exanple where nore public information is a good
thing and I can see no downside to it.
Concl usi on

| enbrace the strong enphasis that FERC s SMD has
pl aced on market power mtigation and nonitoring. The detailed
effort to explore best practices on data analysis is to be
commended, and the proposal to establish a core set of questions
and anal ytical techniques that all |ITPs nust use is a good one.

Any questions on any of the coments nmade above are wel coned.

Respectfully subm tted,

Mar k Reeder
Chi ef of Regul atory Econom cs

New York State Departnent of
Public Service
3 Enpire State Pl aza
Al bany, NY 12223-1305
(518) 474-8267
Dat ed: Decenber 3, 2002
Al bany, New York
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CERTI FI CATE OF SERVI CE

|, Naom Tague, do hereby certify that I will serve on
Decenber 3, 2002, the foregoing Comments of Mark Reeder, Chi ef
of Regul atory Econom cs of the New York State Departnent of
Public Service by depositing a copy thereof, first class postage
prepaid, in the United States mail, properly addressed to each
of the parties of record, indicated on the official service |ist

conpiled by the Secretary in this proceeding.

Dat e: Decenber 3, 2002
Al bany, New Yor k

Naom Tague



