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August 10, 2001

The Honorable Bruce L. Birchman

Administrative Law Judge

Federal Energy Regulatory Commission

888 First Street, N.E.

Washington, D.C. 20426


Regarding:
San Diego Gas & Electric Company



Docket Nos. EL00-95-000, et al.
    
Dear Judge Birchman:


The California Power Exchange Corporation (“CalPX”) provides this letter in connection with the pre-hearing conference in the captioned proceeding scheduled for Monday, August 13, 2001.  The letter concerns these matters:  the confidentiality provisions in the CalPX tariff; the time CalPX will require to calculate certain data which will be needed to resolve the issues in the proceeding; certain threshold issues which need to be addressed on a priority basis; CalPX’s role in the refund process; and certain other matters of which the Presiding Judge should be aware. 

Briefly by way of background, as part of California’s restructuring of the electricity industry, the CalPX operated several markets for the purchase and sale of wholesale electricity.  The CalPX “Core” market was comprised of the Day-Ahead and Day-Of Markets, which established prices for the delivery of electricity the next day and the same day, respectively.  As part of its Core market operations, the CalPX also acted as the Scheduling Coordinator (“SC”) for some of its participants (including Southern California Edison Company (“SCE”) and Pacific Gas & Electric Company (“PG&E”) in the California Independent System Operator (“CAISO”) real-time market, and it continues to perform settlement and clearing functions for such transactions.
  

The amounts at issue in this proceeding from CalPX's operations amount to several billion dollars.  Therefore, CalPX has an integral role to play with respect to any refund amounts due to or from its participants and the CAISO.
  In operating its own Day-Ahead and Day-Of markets, and in acting as the SC in the CAISO real-time procurements, CalPX served as a financial conduit collecting cash from one set of participants and then paying the other participants and the CAISO.  Therefore, the interests of the CalPX involve the accurate calculation of the amounts owing to and from CalPX for its market participants and CAISO.  Otherwise, CalPX is a neutral party in this proceeding.

1. Confidentiality
During the course of the proceeding, CalPX expects to be asked to develop a significant volume of billing data for its participants.  In that regard, CalPX’s tariff imposes certain confidentiality provisions that determine the ground rules for disseminating CalPX billing data.  CalPX can provide:

· each market participant its own billing data without providing any billing data to any other party;

· each market participant its own billing data and provide aggregate billing data for all market participants to all parties;

· each market participant and each other party individual data by market participant, on a confidential or non-confidential basis as the Judge may decide; provided that even if confidentiality agreements are executed such data can be provided only if the Presiding Judge issues a subpoena.

CalPX would be willing to provide the billing data on any of the foregoing bases assuming cost reimbursement for significant items required by the participants.  

2. Data Development Time-Line
This concerns the kind of data that CalPX will be required to develop in this proceeding; the dependence of CalPX on data the CAISO would need to prepare; and the time CalPX would require to provide the data to the Presiding Judge and the parties.  A particular problem associated with the January 2001 refund calculations is highlighted.

CAISO MMCP Data:  Under the Commission’s order, CalPX must make certain billing calculations for its own Day-Ahead and Day-Of markets and also for the real-time markets operated by CAISO in which CalPX served as a SC.  However, these calculations cannot be made until CalPX receives the new mitigated market clearing price (“MMCP”)
 information and real-time data  from the CAISO.  CalPX will use the MMCP information provided by the CAISO for each hour in the period October 2, 2000 through January 31, 2001 to determine refund amounts for each CalPX participant for the Day-Ahead and Day-Of markets.  CalPX estimates that the time required to perform these calculations will be approximately three business day after it receives the MMCPs from CAISO.  

$150 “Breakpoint”:  The calculations for January 2001 will be complicated severely if a judgment is made that the $150 “breakpoint” imposed by the Commission’s December 15, 2000 order is to figure in the refund calculations for that month.  CalPX previously calculated the impact of the breakpoint on aggregate billing data for January 2001 and supplied those data to the Commission.  However, factoring the “breakpoint”  into the hourly refund calculations would entail a very labor intensive and time consuming work effort.  CalPX would also have to make extensive programming adjustments to handle the “pancaking” of the refunds based on the MMCP and breakpoint methodologies.  In all, adding the breakpoint to the January refund calculations will add substantial time to the process of determining the refunds with the exact amount of time depending on the complexity of the procedure selected for integrating the two refund methods.  The total time required to develop these data could involve several weeks or months.

SC Data:  During the same October 2, 2000 through February 28, 2001 period, CalPX acted as an SC in the procurement activities conducted by the CAISO (“real-time”).  CalPX will be required to calculate amounts owed to and by each of its participants for whom it acted as SC during these hours.  CalPX is uncertain, at this time, whether the CAISO will provide detailed data pertinent to each of its SCs or whether it will merely provide aggregate hourly SC data.  If CalPX receives accurate and complete detailed SC data for each of its participants by resource, CalPX estimates that it will be able to develop its own required billing data in approximately three to six weeks depending on the specifics provided by CAISO with the data.  If CalPX receives only aggregate SC data from the CAISO, CalPX will require a longer period of time that will be dependent on CAISO's providing the required information in detail.  

3. Consideration should be given to resolving certain threshold issues before addressing other issues.  


Calculation of MMCPs:  The calculation of the MMCP data is a threshold step in the overall calculation of refunds due.  If there are issues regarding the CAISO’s calculation of the MMCP data, those issues must be identified and resolved before issues regarding refund calculations are addressed.  Otherwise, the refund calculations will constantly change as changes are made in the MMCP calculations.  The result will be wasted effort by all parties in calculating refunds and in the review of refund calculations which will be superceded by additional refund calculations when the revised MMCP data are calculated.  The ultimate end result will be a confused record and a protracted proceeding.

The $150 “Breakpoint”:  As pointed out above, the $150 “breakpoint” is an issue of major procedural importance to the case.  A requirement that CalPX recalculate January prices using the Commission's $150 breakpoint methodology
 would result in a significant delay in the case while the requisite calculations are developed.  Thus, the time and effort spent on one month, January 2001, in the overall nine-month refund period at issue in this proceeding would exceed the time and effort for the remaining eight months taken in the aggregate.  It is unclear whether the Commission’s adoption of the MMCP methodology obviates the need to apply the $150 breakpoint and thus create a “pancaked” refund methodology.  However, this issue occupies a critical path that necessitates addressing this issue at the outset of the proceeding.

Other Refunds:  Refunds ordered by the Commission during the last several months total in excess of $20 million.  The exact amount of those refunds needs to be quantified.  A determination will then need to be made as to the impact of those refunds on the refunds to be ordered in this proceeding from various market participants or to the CAISO.  The two sets of refunds obviously have a relationship to each other and it is important that this relationship be addressed at an early stage of the proceeding.

4. CalPX role in the refund process
a. Refund Implementation Procedures.  The logical way to implement the refunds related to CalPX Day-Ahead and Day-Of transactions and its SC activity is to “reverse the process” in which participants were paid.  To accomplish this reversal, any refunds must be classified first as “CalPX” refunds due to transactions in CalPX’s Day-Ahead and Day-Of markets or as “CAISO” refunds related to its real-time transactions.  CalPX will then allocate the “CalPX” refunds among its participants using its systems for the Day-Ahead and Day-Of markets.  CalPX also expects to process that component of the “CAISO” refunds involving CalPX’s role as the SC for some of its participants (including SCE and PG&E).  Thus, to the extent that refunds pertain to the CAISO's real-time transactions, the refunds logically should flow to CAISO, then to CalPX for the pro rata share attributable to its SC activity, then to CalPX participants for their pro rata share. 


Through its participation in this refund and allocation process, CalPX will ensure accuracy for its market participants and ensure that CalPX’s final duties are executed consistent with tariff requirements and Commission orders.  

b.
Issues arising from SCE and PG&E non-payments.  The Commission’s July 25th order requires the Presiding Judge to make findings regarding both the amount of refunds owed by each supplier and the amount owed to each supplier.  This two-pronged responsibility will necessitate assessment of the liabilities attributable to the failure by SCE and PG&E to pay substantial amounts due to CalPX for activities undertaken on their behalf by CalPX.  These SCE and PG&E non-payments to the CalPX have had a domino effect on all participants in the market.  There are four major areas in which the SCE and PG&E non-payments affect CalPX and its participants.  

· SCE and PG&E have failed to pay for energy purchased in CalPX’s Day-Ahead and Day-Of markets, and correspondingly, the sellers of that energy have not been paid.  

· The SCE and PG&E non-payments prevented CalPX from paying (1) CAISO in connection with the CalPX’s SC role on behalf of SCE and PG&E and (2) other CalPX market participants. 

· California’s Governor commandeered certain long-term contracts of SCE and PG&E that were being held as collateral valued by CalPX at approximately $1 billion.  CalPX intended to liquidate this collateral to cover part of the SCE and PG&E non-payments.  Payment by the State of California of all or part of this amount would inure to the benefit of CalPX participants and the CAISO.

· CalPX’s Core surety bond in the amount of $20 million as been claimed against SCE’s first non-payment and is currently being pursued against the carrier for payment.  The carrier claims there has been no default by SCE and thus this will probably result in litigation for collection. 

As part of the refund process, the Commission will need to address how CalPX should account for the SCE and PG&E non-payments, the possible future reimbursement for the commandeered contracts, and proceeds from the surety bond.

c.
The need for a definitive cut-off date for past transactions.  Definitive refund calculations cannot be made because some of the past transactions continue to be “moving targets” in the sense that the CAISO continues to send “adjustments” to CalPX for various past real-time transactions and still has outstanding “good faith negotiations” in progress that may affect CalPX.  In order to achieve closure, it will be necessary to establish a cut-off date at which the parties can take a final “snapshot” of their position.  This cut-off date for adjustments should apply to all CAISO transactions pre-dating 2/28/01, the last date CalPX operated as an SC.  This would prevent the CAISO from processing any further adjustments, corrections, or other billings to CalPX and allow the CalPX to make these Commission ordered refunds from this proceeding the FINAL refund calculations.  

d.
Allocation of refunds to demand (buyers).  As part of these proceeding the method of allocation of refunds to buyers must be addressed.  CalPX proposes to use its share-fraction allocation method to determine how to spread the refunds among its participants if there are no specific Commission orders on how to allocate the refunds.


CalPX looks forward to working with the Presiding Judge, the Commission Staff and the parties to resolve these and other related issues during the upcoming proceeding.  CalPX has filed an original and fourteen copies of this letter with the Commission Secretary and has served each person on the official service list.  







Very truly yours,







Carmen L. Gentile







David E. Goroff







James H. McGrew

Counsel for California Power Exchange

Corporation

cc:
The Honorable David P. Boergers

  
Mr. George Sladoje, CEO and President, CalPX

Ms. Lynn M. Miller, CFO and Controller, CalPX

Lisa G. Urick, Esquire, Managing Attorney, CalPX
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� 	CalPX also operated a Block Forwards Market for the sale and delivery of electricity on a long-term basis.


� 	The Commission's December 15, 2000 order in this proceeding (93 FERC ¶ 61,294) terminated CalPX’s Core Market Rate Schedules as of April 30, 2001.  However, CalPX suspended the operation of its markets on January 31, 2001 because it was not able to implement certain conditions imposed by the December 15 order.  Therefore, refunds involving CalPX would not extend beyond that date.  CalPX subsequently filed for protection under Chapter 11 of the United States Bankruptcy Code on March 9, 2001.  


� 	The term “mitigated market clearing price” is used by the CAISO to reflect hourly prices calculated in accordance with the Commission's July 25, 2001 order.


� 	The Commission’s January 29, 2001 order, San Diego Gas & Electric Co., 94 FERC ¶ 61,085 (2001), requires CalPX to pay suppliers their as-bid price above the $150/ MWh breakpoint.





