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The Bad News: Three “Truths” 

• New England needs infrastructure 

 

• Infrastructure costs money 

 

• Consumers will pay (or else) 
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New England Needs Infrastructure 

• Reliability needs require some mix of new 

generation, transmission, and pipeline capacity 

• Generation 

 Retiring assets – coal, oil, nuclear 

 State policies – wind (near and distant), solar 

 Diversity, carbon objectives – hydro 

 Load growth (?) 

• Transmission 

 Reliability projects underway to address load pocket 

challenges; greater Boston solution needed ASAP 

 Combination of retiring assets and increasing variable 

wind/PV could change flows and introduce new needs 

 State policies will require long-distance transmission to 

unlock major wind and hydro capacity to the north 
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New England Needs Infrastructure 

Natural gas transportation capacity 

 Fuel-certainty risks jeopardize reliable system 

operations 
 Winter 

 Pipeline upgrades/maintenance 

 Natural gas system contingencies 

 Consumer impacts – relatively short-lived price 

separation due to pipeline constraints carries huge 

price tag (witness this past winter) 
 Can affect electric and gas consumers over time 

 Disproportionate impact on lower-income consumers 

 Next-best alternative – dual-fuel/oil generation 
 Challenges with switching time, ramp requirements 

 Price inversion can draw down inventory; replenishment an issue 

 Permit use limits; environmental objections 

 Existing/new LNG – replenishment, cost risks 
 But this winter may provide some insights 
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Alternatives to New Infrastructure 

• Accept a lower standard of reliability 

 E.g., lower RA standard (1 in 10); “economically optimal level of reliability;” 

relaxed system security/contingency analysis 

 Not an option for ISO on its own – violation of FERC/NERC/NPCC standards 

carries substantial enforcement risks 

 Would require contentious federal proceeding(s) on reliability standards, 

and FERC/NERC/NPCC action  

 What would you do as FERC Commissioner? 

 Blackouts as an operational tool – risky from public health/safety and 

economic perspectives  - and can become political quickly 

• Recognize:  this path is not 

feasible until and unless 

enforceable federal 

law/standards have changed 

 …and that is unlikely to happen 

in any event 

 Until then, ISO and asset owners 

have legal obligations 
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Alternatives to New Infrastructure 

• Distributed system architecture 

 “Utility of the future,” “reforming the energy vision,” “grid 

modernization,” “grid defection,” etc. 

 EE, PV/wind, CHP/fuel cells, EV, microgrids, storage, TOU rates   

 Timeframe? 
 Cost curves still not there 

 Limits to public funding 

 Distributed infrastructure expensive 

 Untested; operational, financial, cyber risks 

 Legal/jurisdictional questions of microgrid  

systems, system operational responsibilities 

 Near-impossible rate transition 
 Technology proliferation, TOU pricing  

are regressive; (at best) challenging  

issues of rate fairness, continuity 

 Transition to customer fee/demand-based  

pricing needed; “death spiral” potential 

 Change likely to be gradual 

 Can not wait  
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Benefits often overlooked 

• Infrastructure is costly – must focus on the level, 

reasonableness, and distribution of costs 

• But too often neglect what it brings us 

• What we get from power/gas system infrastructure 

 Reliable service 

 Heating, cooling, food  

 Safety, health, security, recreation 

 Economic activity & growth; transportation 

• What new electric/gas infrastructure will also bring 

 Ability to meet policy goals 

 Lower prices for natural gas 

 Less out-of-market reliability commitment and dispatch/uplift 

 Time for measured  transformation of the industry 

 Time, flexibility and options to address climate change 
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The Challenge 

• The gas infrastructure problem is real, large, and will not abate 

any time soon 

 Gas infrastructure is needed for reliability and economics  

 Fundamental disconnects exist between electricity and gas markets, 

industries, and law/regulation 

• Additional capacity will be needed to replace legacy units; 

“nimble” capacity needed to facilitate renewable integration 

• ISO has taken steps within its purview – focused on market 

solutions to deliver low-cost, efficient outcomes 

 Incentives for investments for fuel assurance and performance when 

needed – FCM PI, 7-year lock-in, sloping demand curve 

 Reserve levels and pricing; energy market timing and flexibility 

 Performance auditing, increased vision into gas system conditions 

• ISO’s actions are necessary – but likely not sufficient 

 Electric & gas market disconnect – electricity market incentives can 

not support long-term pipeline capacity commitments 

 Policy and legal action can stop infrastructure development 
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The Challenge  

• How to get 

 The right infrastructure, in the in right amounts 

 In the right locations, and at the right times 

 In the most competitive and efficient way possible, at the lowest 

feasible cost 

 With an equitable distribution of costs and benefits 

• Confounded (in any market or regulatory structure) by many 

external factors 

 Competing market interests 

 Competing visions for the industry 

 Competing policy interests 

 State challenges in agreeing on solutions and the allocation of 

costs & benefits 

• Creating (intentionally and unintentionally) gridlock in market 

outcomes, state actions  

 And the clock is ticking… 



Page 9 

Unpleasant Possibilities 

• No impacts (the “fingers crossed” option) 

• A blackout 

 Many scenarios – a cold snap with limited oil  

replenishment capability; summer heat wave  

with pipeline maintenance or outage; local  

contingency events 

 Possible outcomes – disruption of commerce; public safety failures; 

inconvenience tied to heat, water, food 

 Likely to spur quick, but possibly suboptimal, response 

• Expensive fallback solutions 

 Extended periods of expensive out-of-market unit commitment and 

dispatch with regional, zonal uplift 

 Rolling load curtailment  

 “Gap RFPs” to meet local needs 

• Abandonment of energy/environmental policy goals due to 

ineffectiveness, cost 
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Observations 

• Our energy industry is a complicated, difficult mix of: 
 Energy & environmental law and policy 

 Engineering & economics 

 State & Federal jurisdictions 

 Interstate and local politics 

 Regulated and market constructs 

 Profit, consumer, and climate objectives 

• We are currently in a vulnerable moment 
 Major, legacy system assets are going away 

 Replacement infrastructure, policy infrastructure, and fuel 

supply infrastructure is increasingly stymied by local 

opposition, stakeholder processes, and litigation 

 Coordinated state response thwarted by inter- and intra-state 

disagreements 

 Potential for system impacts is growing 

• Tired (but true) old cliché:  We are all in this together 
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Wrap Up 

• CLG is focused on consumer impacts of wholesale market 

operations, ISO administration of system and markets 

• …but biggest consumer impacts and risks are currently tied to 

factors largely outside the control of ISO or FERC 

• Recent wholesale market rule changes are a necessary response 

to emerging reliability, operational and market challenges  
 Short run impacts may increase or decrease costs (compared to no 

changes) 

 Long-run impacts should – all else equal – lead to a more reliable and 

efficient system 

• Most important consumer risks of power sector are currently 

driven by external factors impeding infrastructure development 

in our region  

• Despite recent setbacks, states are in a unique position 
 Intrastate decision making needs to consider reliability risk – cost 

tradeoffs  

 Need to continue to engage each in discussions of solutions 

 Particularly important with respect to gas transportation infrastructure 
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APPENDIX:  PI COST IMPACT ANALYSIS 
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Scenarios:  

Near-Term Equilibrium with Gas Shortages 

FCM PI Under Near-Term Equilibrium Conditions with Gas Shortages 

Equilibrium with Gas 

Reserve Shortage Levels: 

 

• PI results in: 

• More resources across 

many resource types 

• Fewer oil-fired 

resources 

• More resources in 

aggregate 

  

• PI shifts the resource mix 

toward higher performing 

(high ‘A’) resources across 

all resource types 
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Resource Mix Impact: Gas Dependency 

FCM PI Under Near-Term Equilibrium Conditions with Gas Shortages 
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Summary - Historical and Equilibrium Scenarios 

Summary of Market and System Outcomes with and with PI 

Historical Scenario Near-Term Equilibrium Scenario

FCM 

without PI

No Gas 

Shortages

Gas 

Shortages

High Gas 

Shortages

No Gas 

Shortages

Gas 

Shortages

High Gas 

Shortages

FCA Clearing Price with PI ($/kW-month) $1.31 $1.84 $2.46 $2.91 $3.83 $3.64 $3.25

Total Payments to Suppliers with PI ($bil) $0.54 $0.76 $1.02 $1.20 $1.59 $1.51 $1.35

Average Capacity Payments by Load ($/MWh) $4.07 $5.71 $7.63 $9.01 $11.89 $11.29 $10.08

% Change Relative to 2012 Level -57% -39% -18% -4% 27% 21% 8%

Cost of New Entry ($/kW-month) $9.66 $9.48 $8.94 $8.39 $9.41 $8.93 $8.46

Surplus Capacity Above ICR (MW) 0 0 0 0 1,198 1,259 957

Expected Reserve Shortage Hours 21 - - - 10.0 10.5 10.5

Incremental Dual Fuel Capacity (MW) 0 226 3,092 6,081 39 3,472 6,340

Notes:

[1] Analysis does not account for changes in energy markets.

[2] Surplus Capacity Above ICR does not reflect any surplus capacity from the marginal unit.

[3] Expected Reserve Shortage Hours reflects the quantity of surplus capacity above ICR.  Values are not reported for the Historical Scenarios 

because the assumed level of reserve shortages (based on past levels) does not results in a consistent equilibrium from both a market and system 

persective.  


