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NEW YORK, Oct 20 (Reuters) - The New York ISO (NYISO), nearly a year after it began operating the New York electricity grid, warned in a study on its performance that the state's newly deregulated power market was vulnerable to the same price spikes that crippled California's market this summer.

Despite power price increases of about 50 percent in New York City, NYISO found that a mild summer and low power demand were the main factors shielding consumers from even more costly price increases. 

To protect consumers next summer, the NYISO developed a programme to protect the market and consumers' pocketbooks.

In its preliminary review of the market's performance, the NYISO Board of Directors identified inadequate generating capacity, price spikes and the absence of incentives for transmission expansion as the most significant threats to a robust, competitive market in New York.

To increase the state's available generation, the NYISO said it will work with environmental groups, government agencies and market participants to find ways to expedite securing the permits needed to build new power plants.

"The lengthy time required for the state approval process has undermined the market's ability to respond to the clear signals for more investment in generation," NYISO Board Chairman Richard Grossi said in the assessment.

In addition, the Board encouraged the return to service of retired plants that were still capable of operation.

To protect consumers from price spikes, the NYISO said it will develop a protective mechanism to prevent the extreme power price increases caused by the transition from a highly-regulated to a deregulated electric power system.

"Efficiency...requires that we minimise interference with market processes. But...fairness requires that we cushion consumers against the temporary disturbances that result when an entire regulatory system is transformed," Grossi said.

The NYISO found a protective mechanism was necessary because deregulation occurred when demand was increasing, while supply remained stagnant, permitting artificially high prices to occur at times when workable competition did not exist.

The mechanism would only be triggered when market conditions indicate that competition will not be adequate to permit the normal laws of supply and demand to operate.

Finally, the Board extended the $1,000 per megawatt hour bid cap until a protective mechanism was developed.

The bid caps would be terminated only after an alternative protective mechanism was fully developed, tested, adopted by the NYISO's Management Committee and approved by the Federal Energy Regulatory Commission. 
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