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COMMENTS OF THE WESTERN POWER TRADING FORUM IN SUPPORT


OF THE CALIFORNIA POWER EXCHANGE CORPORATION’S


MOTION TO INTERVENE AND MOTION FOR


EMERGENCY EXPEDITED MODIFICATION OF


CAISO TARIFF AMENDMENT NO. 33





Pursuant to 18 C.F.R. §§ 385.212 and 385.214, the Western Power Trading Forum (“WPTF”) moves to intervene in this proceeding in support of the December 11, 2000, emergency motion of the California Power Exchange Corporation (“PX”) for expedited modification of the California Independent System Operator Corporation’s (“CAISO’s”) Tariff Amendment No. 33.  Amendment No. 33 was approved by the Commission on December 8, 2000, the same day it was filed by CAISO.  


There are three essential elements to Amendment No. 33:  (1) a “soft cap” of $250/MWh for energy bids in the CAISO real-time markets; (2) a proposed allocation of costs for energy purchases above the soft cap to those scheduling coordinators who are found to have underscheduled load or overscheduled generation; and (3) proposed penalties for generators that do not comply with CAISO dispatch instructions.  Unfortunately, Amendment No. 33 does not also modify the cap on Adjustment Bids in a manner consistent with its other changes.


WPTF agrees with the PX that there is a serious, unintended consequence which is being caused by the implementation of Tariff Amendment No. 33, without addressing Adjustment Bids.  It causes distortions in California prices as compared to those of surrounding markets, (e.g., Mid-C, Palo Verde, etc.) including the CAISO’s own out-of-market and real-time operations and other control areas.  As a result, there is likely to be a significant supply migration out of forward markets, which is clearly contrary to the Commission’s previous direction.  


As described herein, WPTF supports the modifications proposed by the PX on a temporary, interim basis.  However, WPTF also notes that the Commission should continue to monitor this situation closely, in case further unintended consequences should occur.  Moreover, WPTF reemphasizes its earlier statements in various proceedings before this Commission, that price caps are inefficient, counter-productive and harmful to markets generally.  Therefore, the Commission should continue to move in the direction of eliminating them entirely.





I.	INTRODUCTION AND MOTION TO INTERVENE


WPTF is a California non-profit, mutual benefit corporation.  It is a broadly based membership organization dedicated to enhancing competition in Western electric markets in order to reduce the cost of electricity to consumers throughout the region while maintaining the current high level of system reliability.  WPTF actions are focused on supporting development of competitive electricity markets throughout the region and developing uniform operating rules to facilitate transactions among market participants.  The WPTF provides a voice through which members can influence the development of market structures throughout the region.  The membership of WPTF includes energy service providers, scheduling coordinators, generators and power exchanges, all of which are active participants in the restructured California electricity market.  WPTF has a vital interest in the development of a competitive electric market and in the reduction of barriers that may exist in the very structure of new markets.  Therefore, WPTF has a material interest in CAISO Amendment No. 33 and the resulting PX emergency motion.  No other party can adequately represent WPTF’s interests, and its participation in this case will be in the public interest.  


	For purposes of notice and communications, WPTF requests that the following name be placed on the service list in this proceeding:


Daniel W. Douglass


Arter & Hadden LLP


5959 Topanga Canyon Blvd.  Suite 244


Woodland Hills, CA 91367


Telephone (818) 596-2201


Facsimile   (818) 346-6502


E-mail: douglass@arterhadden.com





II.  ANALYSIS


The PX’s requests that the Commission issue an emergency modification of Tariff Amendment No. 33, which the CAISO filed on Friday, December 8, 2000.  The Commission authorized the Amendment that day, as the PX notes, “without notice or opportunity for comment” � by interested parties.  WPTF agrees with the PX that Amendment No. 33 threatens to cause significant, and irreparable, unintended consequences to California markets, due to the fact that Amendment No. 33 is highly likely to result in a significant supply migration out of the California PX day-ahead and day-of markets into real-time ISO markets.  In fact, the PX notes that it has already been informed by several market participants that Amendment No. 33 will cause them to be no longer able to bid their generating resources into the PX day-ahead or day-of markets.  


This is a significant, and unintended result of Amendment No. 33.  Moreover, it is contrary to Commission direction with regard to increasing the liquidity of California forward markets.  As the Commission noted in its November 1 Order in Dockets EL00-95-000, et. al.:


Moving significant amounts of wholesale transactions into forward markets will (1) reduce reliance on spot markets, thereby directly reducing both the likelihood and the adverse economic consequences of pricing volatility; [footnote omitted] (2) eliminate the adverse reliability impacts that the ISO faces each day as its obligation to operate a real-time balance market has become transformed into operating the major commodity exchange at the last minute; (3) increase the likelihood of new generation entry because the uncertain revenue stream from spot markets will not attract the necessary capital investments; and (4) limit the ability of sellers to exercise market power in spot markets.  To address this critical problem and ensure that market participants have access to forward markets, this order proposes certain remedies intended to facilitate forward contracting. �





Given this clear statement by the Commission as to the importance of maximizing forward market participation, it is clear that the rapid approval of Amendment No. 33 was done without cognizance of the unintended negative effect on California markets. While the ISO’s “need to encourage suppliers to bid into some market” � cannot be underestimated, encouraging forward market participation is more consistent with the Commission’s previous issuances and reduces Real-Time volumes, which in turn improves reliability and reduces the workload and strain of ISO operators.  Instead, the ISO recognizes that its amendment has the significant possibility to move more generation, and thus load, into the ISO’s Real-Time market.  


Moreover, there are other unintended and negative consequences of Amendment No. 33.  For example, the ISO’s tariff change could be highly unfair to interruptible customers and their energy service providers (“ESPs”), and could jeopardize demand responsiveness programs in general.  The potential harm could result from the difference between uncapped PX day-ahead prices and capped market clearing prices for over scheduled loads in the ISO imbalance market.  When customers who are on an interruptible tariff or who participate in a ISO demand responsiveness program are interrupted during an emergency situation, their load schedule will be long in the imbalance market.  This long position would only be paid the market clearing price up to the $250 soft cap limit, even though actual emergency supply costs could be well above this limit.  Furthermore, if the load was bid into the PX day ahead market and covered at the much higher uncapped supply prices, then the customers or their ESPs could face undue harm.  The upshot is that customers will have a clear disincentive to participate in these much needed programs or from bidding into the PX day ahead market because of the unfair risk imposed by the tariff.  WPTF recommends that this unintended negative consequence should be addressed by CAISO and the Commission.


Further, cogeneration units currently sit idle (e.g., 70 MW in the Los Angeles basin), because of the affect of the ISO’s Amendment No. 33. A cogeneration unit that bids and is accepted into the PX day-ahead market is then subject to the after-the-fact implementation of the $250 hard cap imposed by the ISO on adjustment bids for congestion management. This creates too much uncertainty and risk of having to operate above its costs, losing significant money in the process.  At current gas prices, for example, the costs of operating the cogeneration unit are about double the $250 cap.  Bidding into ISO markets is too risky as well.  The ISO can accept the bid for an hour, but then only dispatch the unit for only 10 minutes out of the hour.  The cogenerator cannot operate by being dispatched on and off at ten-minute intervals.  Accordingly, it sits idle at this time of great need for capacity – further indication that complicated market caps and rules have unintended and undesirable consequences.


WPTF agrees with the fundamental premise in the PX’s emergency motion that it is imperative for the Commission:


. . . to allow the existing “hard cap” on Adjustment Bids to rise from $250 per MWh to an equivalent of the energy price, that is a floating cap.  Without immediately adding this component to the CAISO proposal, forward trading in the day-ahead and day-of markets is unlikely to occur, real-time trading will dramatically increase and real-time prices can be expected to rise well above competitive levels. � 





The PX has requested an emergency order, effective as soon as possible, which would remove the hard cap on Adjustment Bids and replace it with an energy price equivalent.  As noted in the PX critique of Amendment No. 33:


This will allow suppliers to protect themselves from being forced to supply energy at prices that are below their costs, which will fully incent them to participate in the forward markets.  Additionally, because loads will also be able to submit bids to curtail demand at prices above $250, they will not be price-takers for congested energy and will thus be able to protect themselves from prices that are higher than prevailing markets.  The price certainty and price protection offered by raising the cap applies equally to both suppliers and purchasers.  As such, it is the only way to ensure that all market participants have sufficient incentive and ability to schedule forward. �





WPTF believes that the PX has accurately characterized the importance of this issue and supports the PX’s proposed remedy.


In its response to the PX’s motion, the ISO suggests an alternative to raising the adjustment bid price cap, which requires the PX to modify its customer’s bids.  This process requires more comprehensive software changes than those proposed by the PX, adds significant additional complexity to the congestion management process and limits the amount a bidder is able to move the price they are willing to pay or sell in the event of congestion.  The ISO’s criticism of the PX’s proposal, that “a higher cap on Adjustment Bids may have a greater impact on the cost of Energy in California” � is made without full assessment of its impact. �  It is thus logical to assume that the impacts of the ISO’s own alternative have also not yet been fully determined, and may not, in fact, result in lower overall costs to consumers.  


One reason to suspect the ISO’s claims may be unfounded is that, as the PX has pointed out, raising the adjustment bid cap provides both supply and demand with more flexibility to submit adjustment bids.  Loads would thus be able to submit adjustment bids, which would prevent prices rising to levels which they found unacceptable and would in fact give them greater flexibility to submit lower-priced bids than does the ISO’s proposal.  Providing both Demand and Supply the adjustment bid flexibility requested by the PX will properly incent forward scheduling, and will thus reduce the need for Real Time and Out of Market purchases by the ISO and the strain on its operators.  This should in fact lower overall costs to consumers as it can be expected that Load Serving Entities (whose primary goal is to purchase energy at the least costs for their customers) would procure less expensive energy than the ISO (whose goal is to maintain reliability, regardless of cost).





III.  CONCLUSION


WPTF concurs with the PX that there is a serious flaw in CAISO Amendment No. 33; that the flaw can be corrected by removal of the hard cap on Adjustment Bids; and that immediate action by the Commission is imperative.  However, WPTF also reiterates that (1) the PX’s proposed remedy should be viewed as merely an interim solution, to remain in effect only for so long as the CAISO Imbalance Energy “soft cap” is effective; and (2) that the Commission should continue to monitor this situation closely, as there is the potential for further unintended and negative consequences to occur, so long as the Commission permits the continued imposition of any form of price caps.  


WPTF does not support price caps of any kind.  As we have repeatedly stated in various Commission filings, price caps are inimical to the interests of California consumers.  They generally lead to higher, rather than lower, prices, and discourage investment in new generation.  The Commission has itself noted that a, “price cap is not an ideal approach to operating a competitive market, and we do not expect it to remain in place on a long-term basis.” � The November 1 Order also stated that, “the most crucial task ahead is to ensure that a robust supply enters this market, both now and in response to any future price signals.” �  Approval of the PX emergency motion should therefore be viewed as strictly a necessary interim action to assure a robust forward market, so long as the market has to cope with the bane of price caps.  As soon as possible, the Commission should act to discontinue all price caps, so that the market does not continued to be confronted with the need for repeated tinkering which is disruptive and deleterious to the development of robust and efficient markets.


Respectfully submitted,
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