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KNOW THE ISO EVENT REPORT 
ISO Market Stabilization Plan 
Changes in the April 6th Version Sent to FERC Staff 


This document updates the ISO’s draft Market Stabilization Plan (“Plan”) for changes from the “detailed narrative” sent April 6th in response to a FERC staff request.  The Plan is intended to ameliorate major market problems before summer 2001.  

We start with a Plan version incorporating the changes from the conference call last week (see the March 27th Market Stabilization Plan Conference Call Event Report).  The modifications (changes and additions) in the April 6th document are indicated clearly in red italics. 

A FERC decision on the market power monitoring/mitigation system to replace the current $150 “soft cap” structure on May 1st is expected in the next week or two.  The ISO is planning to wait until that decision to file tariff language.  
  
Note from the KTISO meeting schedule circulated on April 6th that a conference call on the Plan is scheduled for Tuesday, April 10th.  You can send questions in advance to Byron Woertz at bwoertz@caiso.com.  

Other areas not explicitly in the Plan but mentioned in the filing

· Modifying Existing Contracts:  One option being considered by the ISO to increase transmission capacity available to forward markets is conformance of contract scheduling deadlines in Existing Contracts (those in existence before ISO creation) to ISO timelines.  The ISO says that this:

· Would be “within the sole jurisdiction” of FERC;  and 

· Would reduce “phantom congestion” caused by the need to hold capacity open for possible EC scheduling after the close of the ISO markets.

· Outage coordination:  
· Supports FERC staff conclusions that there needs to be greater coordination by the ISO of scheduled outages and reporting of “questionable” forced outages; and 

· States that California is likely to go further (through legislation, and a subsequent ISO tariff filing at FERC) by adding to that concept:

· Generator maintenance standards;  and
· Coverage of non-FERC jurisdictional units.

· Congestion management:  Will be changed significantly by the Plan;  further changes (e.g., to the existing zonal structure) will consider broader market changes and will follow some time later.

· Natural gas prices (“an underlying concern that pervades and underlies all of the issues at play in the California electricity market”)
· Short term
· Encouraged by FERC actions examining allegations of market power exercise in gas transportation in the West;  and

· Urges FERC to review its natural gas pricing policies as part of consideration of electricity market reform, and “take appropriate action in order to mitigate prices in those markets.”

· Long term:  The State should consider:
· Whether diversifying the resources mix would be good public policy;  and

· Expanding pipeline/storage capability in California.


REVISED ISO MARKET STABILIZATION PLAN
As of April 6th, 2001

(Changes from March 27th version shown in red italics.)

Problems with the California market today
· High cost of Real-Time energy purchases:  Imbalance Energy and Out-of-Market (OOM) costs are unjust and unreasonable, and supplier market power must be mitigated before the summer. 

· Real-time operational uncertainty:  The ISO is still buying energy in Real Time for an “extremely large” portion of the market, causing uncertainty into the operating hour about exactly which units will be used to meet this need.

· MW Laundering (“significant” ISO Control-Area supplies scheduled for export Day Ahead and then sold back to the ISO in Real-Time OOM transactions at higher prices - aka “boomerang” or “ping-pong” schedules).  This practice frustrates any ISO market price limits and “adds significantly to the real-time uncertainty facing ISO operators.”

Major Plan elements
· Resource-specific cost-based bid caps (RCBCs) in ISO markets, to control generator exercise of market power;

· New ISO Day Ahead and Hour Ahead markets for “energy and unit commitment” (to cover “net short” position, i.e., difference between ISO load forecast and Day Ahead load/generation schedules), to facilitate price transparency, market liquidity, and forward scheduling;  and

· Control-Area resources obligation (voluntary for others) to serve system load (i.e., interrupting exports) under “capacity shortage conditions”, at RCBC prices (standing bid).  

Resource-specific cost-based bid caps (RCBCs) in ISO markets
Applicability:  Sales in ISO markets (Energy, Ancillary Services, Congestion Management) by “Participating Resources,” i.e.:

· All generators with Participating Generator Agreements (PGAs) with the ISO;  and

· “Participating sellers,” other generators who agree to make themselves available to the ISO for dispatch in the Day Ahead market, based on an annual election and (NEW) a mutually agreeable “standing bid” in place of the RCBC.

·  Exemptions include the following:

· Generators owned or under contract as energy or reserves to serve municipal utility loads, if they have no PGA and aren’t otherwise FERC-jurisdictional; 

· QF generator capacity under contract to a utility;  and

· Generation exporting under an “Existing Contract,” i.e., an agreement that pre-dates the creation of the ISO.

Costs included  
· Incremental costs for fuel, NOx emissions, O&M (NEW) and an adder included in RCBCs, (NEW) defined by a “piecewise step function” (up to 10 horizontal linear segments).  NEW DETAILS:

· Fuel costs based on:
· Heat rate (fuel-use efficiency (Btu/kWh)):  Based on the individual unit characteristics;  and

· Fuel prices:
· “May” vary daily and by region;  
· Indexed to forward and spot fuel market prices [doesn’t say how];  and
· Based on published price data.

· Emissions costs based on:
· Amount of emissions (lbs/kWh):  Based on individual unit emissions curve;  and

· Emissions price:  Based on published price data.

· Adder:
· “On the order of” 10%;  and
· “Intended to:
· Cover any revenue shortfalls due to modeling inaccuracy;  and
· Provide participation incentives.”


· Start-up/no-load costs (CLARIFICATION:  resource-specific) will be reimbursed when incurred as a result of unit commitment to the ISO, but they wouldn’t be included in the RCBC (and the Market-Clearing Price (MCP) set by the RCBC of the highest-cost unit committed – see below) – instead, they will be covered through a separate payment. 

New ISO Day Ahead and Hour Ahead markets
Market features  
· “Market Separation Rule:” Scheduling requirement for balanced load/supply would be eliminated.  (CLARIFICATION) The ISO is still considering how to maintain the integrity of bilateral trades (i.e., avoid adjusting the resources down if the optimization program would otherwise do so, except in cases where the adjustment is done for congestion purposes).

· Services purchased:  “Energy and unit commitment” (“transmission-constrained unit commitment and dispatch”) to cover (CLARIFICATION/NEW TERM) “Unmatched Demand,” the difference between ISO load forecast and SC scheduled resources. 

· (NEW) Settlements for Unmatched Demand in forward markets vs. real time

· Forward Markets (Day Ahead/Hour Ahead):  Allocated based on the difference between SC scheduled load and SC scheduled resources.

· Real Time: Allocated based on “Residual Load,” the difference between Metered Demand and SC scheduled load.

· Procurement method:  Energy procurement, Congestion Management, and Ancillary Services procurement performed simultaneously through cost-minimizing optimization model.  
· Adjustment Bids, including Inter-SC Trade Adjustment Bids:  Would no longer submitted – the model will optimize between portfolios.

· (CLARIFICATION) Ancillary Services self-procurement:  Still allowed.

· (NEW DETAILS) Software program:  An off-the-shelf Unit Commitment Economic Dispatch (UCED) model.  Though only 24 hours of results would be used to produce Day Ahead schedules, the model would minimize costs over a rolling multi-day time horizon to “ensure optimal use of available resources,”e.g., those with:

· Performance constraints (long start-up times, ramping constraints, no-load costs, etc).;  or

· Potential energy limitations (e.g., hydro availability, emissions limits)

· Other features
· Existing zonal structure retained
· Existing RMR pre-dispatch practices retained
· Loads will be able to submit bids to be curtailed
· (CLARIFICATION) Existing radial network model retained, though the ISO hopes to move to a more accurate looped configuration model in the future.

Energy payment to Participating Resources  
· Largely based on “mitigated prices,” i.e., RCBCs ((NEW) or, for Participating Sellers, an “agreed-upon standing bid price”);  with

· Accepted bids paid (CLARIFICATION) zonal Market-Clearing Price (MCP), i.e., (NEW/CLARIFICATION) the higher of: 

· The mitigated price of the last (highest-priced) Participating Resource committed by the ISO*;  or

· (NEW) The price of an unmitigated bid (i.e., from a Non-Participating Seller) that clears the market at a lower price than unselected available Participating Resource mitigated bids [however, there is some uncertainty about this – see section immediately below].  

*(NEW) Exception:  Only “flexible” resources can set the MCP.  Resources thus excluded from setting the MCP include:

· Resources not operating at the time and/or constrained due to ramping or minimum operating-time constraints;  and

· Resources that can only operate at specific output levels with no adjustment range (e.g., most combustion turbines).

The difference between the zonal MCP and the operating cost of inflexible resources (including start-up and no-load costs) would be paid by the ISO through “side payments” recovered through “an uplift charge payable by the demand served.”

Energy payment to “Non-Participating Sellers” (out-of-Control-Area resources (“Non-Participating Resources”) who don’t agree to become Participating Sellers):  May submit any bid they want. 

· Bids below MCP:  Will be accepted and paid the MCP if it’s priced below that level.  

· (NEW) Bids above MCP:  The last Plan version stated that bids from Non-Participating Sellers priced above the MCP set by Participating Resources would be rejected even if that led to a resource deficiency (and export curtailments).  However, though the language is a little ambiguous, this version seems to state that such bids:

· If priced below unselected higher-priced Participating Resource RCBCs/standing bids, will be accepted, and can even set the MCP;  and

· If priced above the highest-priced Participating Resource RCBC/standing bid, might still be accepted, but they would be paid “as bid,”i.e., can’t set the MCP.

[However, the language below about A/S capacity payments for Non-Participating Resources calls this last point into question – hopefully the call on Tuesday will provide some clarification.]

(NEW) This same pricing approach is also proposed for Non-Participating Resources/Sellers in the Real Time energy markets.

Ancillary Services capacity payments for Participating Resources:  In addition to any capacity payment for standing availability (see next section below), units selected for Ancillary Services capacity commitment but not dispatched for energy would receive a capacity payment equal to the difference between the energy MCP (discussed immediately above) and their RCBC/standing bid.  [In other words, they would earn the same margin whether or not they were dispatched.] 

 (NEW) Ancillary Services capacity payments for Non-Participating Resources:  
· If the bid price is below the MCP, would receive the MCP;

· If the bid price is above the MCP, it’s not clear what’s intended.  The document says:

“…if available capacity from Participating Resources and from bids below the RCBC of the highest-cost Participating Resource are not adequate to meet both Ancillary Service requirements and Residual Load energy requirements, the ISO will meet its Ancillary Services requirements first.”

This implies that bids from Non-Participating Resources above the highest-cost Participating Resource RCBC would either:
· Be accepted and allocated solely to Residual Load;  or
· Be rejected even if it meant curtailing Residual Load.

(NEW) Replacement Reserve Ancillary Service:  Would no longer be required “since the ISO would have the ability to dispatch any remaining capacity of Participating Resources in Real Time by virtue of the availability requirement.”

Control-Area resources obligation to serve system load
Principle:  Requirement that in-area resources make full capacity available to meet ISO system loads in the Day Ahead market in hours when “capacity shortage conditions” are expected – (CLARIFICATION) declaration of a System Emergency (reserves <7%) not required.

Trigger:  ISO projection that reserves will fall below a yet-unspecified minimum level on the operating day.

Mandatory market participation  
· ISO ability to call on Participating Resources at RCBC prices (standing bids);

· Interruption of scheduled exports to the extent the ISO deems necessary, in Day Ahead schedules (see below).  

· FTR priority:  If it’s not necessary to interrupt all exports, those scheduled without Firm Transmission Rights (FTRs) will be interrupted before those scheduled with FTRs.

· “Wheeling through” transactions (e.g., imports from Northwest with exports to Southwest):  Would not be exempt from export interruptions.



[Consultant notes:  
(1) Section 5.6 of the ISO tariff already grants the ISO authority to restrict exports from units with PGAs in an “actual or imminent system emergency,” but the ISO has never exercised this authority.  

(2) The Plan calls for such action Day Ahead, which ISO legal personnel were interpreting as a substantive change requiring a tariff revision;  (NEW) however, now that the proposal no longer requires an Emergency declaration, the need for a tariff change is more obvious.]

Process
· Export Interruption Advisory:  By 6pm 2 days in advance, the ISO would issue an advisory to the market if (based on its best estimates at the time) stating whether exports might need to be curtailed/interrupted on the operating day.  The purpose is to:

· Incent SCs to reduce their exports voluntarily to minimize required export curtailments for Day Ahead scheduling (see below);  and

· Reduce the cost impact on SCs with opportunity for alternative arrangements.

· Resource adequacy determination:  After Day Ahead Preferred Schedules are submitted the following day (10am deadline, same as now), the ISO would assess whether scheduled/available resources were adequate (CLARIFICATION) compared to the amount of forecasted (not scheduled) load.  [(NEW) Previous version had this assessment considering only Participating Resources and Non-Participating Seller bids priced below the Participating Resources MCP, but assuming that this version allows acceptance of above-MCP Non-Participating Seller bids in forward markets (with as-bid payment), then presumably they would also be included in this assessment.]   

This adequacy determination would be based on service to at least the 90-95% of load the ISO wants to cover in the Day Ahead market, plus some level of operating reserve (7% is the working number now, but that could change).

· Export curtailment sequence:  If there aren’t enough resources from the sources listed above, the ISO will adjust export schedules to reach adequate resource levels, beginning with exports scheduled without FTRs (see above), and run the Day Ahead optimization program.  

· Congestion iteration:  Due to “some concerns” (no more detail given), the ISO is leaning toward eliminating the congestion iteration (SC ability to adjust their schedules once after they see their congestion cost exposure if they keep their Preferred Schedules).*

* Consultant note:  Retention of the congestion iteration was a hard-fought issue last year in the Comprehensive Market Reform effort.  The ISO alleged that there might be some “gaming” associated with the iteration and proposed to eliminate it if congestion costs were higher after it than before, then (in response to protests from stakeholders) proposed to retain it, then proposed to eliminate it altogether…needless to say, it was one of the “unresolved issues” from that earlier process, and I expect that this new proposal will start it all over again.

· Final Schedules for the next day, reflecting the interrupted export schedules, would be sent to SCs by about 1pm.

· (NEW) In the Hour Ahead market:
· Day Ahead Final Schedules will not be frozen (as they are today) but will be “re-optimized as needed to satisfy both the energy and congestion management needs of the Hour Ahead market;  however, 

· To avoid “excessive schedule volatility due to Hour Ahead re-optimization,” Day Ahead Final Schedules will be “given higher scheduling priority than Hour Ahead Preferred Schedules” (changes SCs want to make in their Final Day Ahead Schedules in the Hour Ahead market).

Capacity payment for standing availability to Participating Resources (non-utility generation only*) (NEW DETAILS) 
· Designed to permit full recovery of variable costs and Annual Fixed Revenue Requirement (AFRR – total fixed costs) if all standards are met (see below);
· Paid in monthly installments;
· Tied to availability/performance standards (i.e., reduced if those aren’t met);
· Will consider revenue from above-cost MCPs**;  and
· Will consider any RMR capacity payments.

* Assumes that cost recovery for utility-owned generation is under the jurisdiction of the CPUC (per the FERC December 15th decision in Docket No. EL00-95-000, et al.) and addressed fully through retail ratemaking.

[** (NEW) Consultant comment:  The document says that efficient resources would be able to earn >100% of AFRR, but I’m not sure how this would work if the capacity availability payment is reduced when variable costs are low.]
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