
 

UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
Offer Caps in Markets Operated by                   )  Docket No. RM16-5-000 
Regional Transmission Organizations      ) 
and Independent System Operators     ) 
 
 

MOTION FOR EXTENSION OF TIME OF THE 
CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION 

TO COMPLY WITH ORDER NO. 831 
 

 The California Independent System Operator Corporation (CAISO) respectfully 

requests an extension of time until no later than May 1, 2018 to submit a filing to comply 

with the directives of Order No. 831.1  Order No. 831 requires regional transmission 

organizations (RTOs) and independent system operators (ISOs) to amend their tariffs to 

cap incremental energy offers at the higher of $1,000/megawatt hour (MWh) or a 

resource’s verified-cost based offer and to cap verified cost-based incremental energy 

offers at $2,000/MWh when calculating locational marginal prices (LMPs).   

A key element of the final rule is that each RTO/ISO must implement a process 

to timely verify cost-based incremental energy offers above $1,000/MWh prior to market 

clearing.2  In Order No. 831, the Commission stated that it expected that an RTO/ISO 

would create such a process by “build[ing] on its existing mitigation processes for 

calculating or updating cost-based incremental energy offers.”3  Unlike other 

                                                
1  Offer Caps in Markets Operated by Regional Transmission Organizations and Independent 
System Operators, Order No. 831, 81 Fed. Reg. 87770 (Dec. 5, 2016) (“Order No. 831”).  The CAISO 
files this motion pursuant to Rules 212 and 2008(a) of the Commission’s Rules of Practice and 
Procedure, 18 C.F.R. §§ 385.212, 385.2008(a). 

2  See id. at PP 103, 139, 141. 

3  Id. at P 141 (footnote omitted). 
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ISOs/RTOs, the CAISO does not currently have a process to verify supplier costs prior 

to market clearing.4  However, the CAISO is currently undertaking a stakeholder 

process aimed in part at potentially modifying the CAISO’s framework for determining 

bid cost reference levels including examining potential methodologies for market 

participants to submit cost-based bids or for the CAISO to verify costs based on market 

participant provided information.   

Designing and implementing verification procedures as required by Order No. 

831 will require careful consideration of the complexities of verifying cost-based bids, as 

well as ensuring consistency with the CAISO’s larger market design efforts.  Therefore, 

the CAISO needs to undertake the robust stakeholder process that is already in 

progress to examine the framework for determining bid cost reference levels.  The 

CAISO anticipates holding additional working group meetings, issuing a final proposal, 

and bringing the proposal before the Board of Governors by the end of Fall 2017.  The 

CAISO respectfully requests that the Commission grant it an extension until no later 

than May 1, 2018 to submit its compliance filing as required by Order No. 831.       

I. Background 

A. Order No. 831 

On November 17, 2016, the Commission issued Order No. 831.  Order 

No. 831 requires RTOs and ISOs to cap each resource’s incremental energy 

offer at the higher of $1,000/MWh or that resource’s verified cost-based 

                                                
4  As explained below, other ISOs/RTOs either have market power mitigation procedures that 
include provisions for determining cost-based reference levels based on cost-based bids submitted by 
market participants (e.g., PJM) or include provisions for adjusting ISO determined reference levels on a 
resource specific day-by-day basis using information provided by the market participant (e.g., NYISO, 
ISO-NE, MISO).   
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incremental energy offer.5  Each RTO and ISO must also cap verified cost-based 

incremental energy offers at $2,000/MWh when calculating LMP.6  With respect 

to the verification requirement, the Commission determined that RTOs/ISOs must 

verify those costs before the offer can inform locational marginal prices.7 

The Commission directed RTOs/ISOs to explain in their compliance filings 

what factors the RTO/ISO or its market monitor will consider in the verification 

process for cost-based incremental energy offers above $1,000/MWh and 

whether the RTO/ISO considers such factors in existing market power mitigation 

provisions or whether new practices or tariff provisions are necessary given the 

final rule’s verification requirement.8  The Commission also stated it that in 

creating such a verification process, “we expect that the RTO/ISO would build on 

its existing mitigation processes for calculating or updating cost-based 

incremental energy offers.”9 

                                                
5  Order No. 831 at P 42.   

6  Id.  

7  The Commission stated that: “The costs underlying a resource’s cost-based incremental energy 
offer above $1,000/MWh must be verified before that offer can be used for purposes of calculating 
Locational Marginal Prices.  If a resource submits an incremental energy offer above $1,000/MWh and 
the costs underlying that offer cannot be verified before the market clearing process begins, that offer 
may not be used to calculate Locational Marginal Prices and the resource would be eligible for a make-
whole payment if that resource is dispatched and the resource’s costs are verified after-the-fact.  A 
resource would also be eligible for a make-whole payment if it is dispatched and its verified cost-based 
incremental energy offer exceeds $2,000/MWh.” Id.  

8  Id. at P 141. 

9  Id. 
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To comply with the directives in Order No. 831, the Commission stated that each 

RTO and ISO is required to make a compliance filing amending its tariff to implement 

the final rule, due 75 days after the order’s effective date (i.e., May 8, 2017).10 

B. The CAISO’s Commitment Costs and Default Energy Bid Enhancements 
Stakeholder Process 
 

A number of CAISO stakeholders have raised concerns that the CAISO’s current 

market design introduces risks that their units could be inaccurately valued in the 

market processes, reducing the efficiency of market solutions and potentially 

compromising cost recovery.11  In response to these concerns, the CAISO initiated the 

Commitment Costs and Default Energy Bid Enhancements stakeholder process.  As 

part of this process, the CAISO released an Issue Paper on November 18, 2016.  

Therein, the CAISO explained that this stakeholder process would focus on: (1) 

evaluating its bidding flexibility design, and (2) determining whether to pursue design 

modifications.12   

To address stakeholder concerns, the CAISO is reviewing both commitment 

costs and default energy bids through this process.  In particular, the CAISO is 

considering options focusing on making bids and mitigation more reflective of suppliers’ 

actual cost expectations, including potentially moving from mitigated price reference 

levels based solely on published natural gas prices indices to reference levels based 

                                                
10  Id. at P 220.  Order No. 831 was published in the Federal Register on December 5, 2016, and 
became effective February 21, 2017.  Therefore, RTO and ISO tariff compliance filings are due by May 8, 
2017. 

11  Commitment Costs and Default Energy Bid Enhancements issue paper (“Issue Paper”) at 6. A 
copy of the Issue Paper can be found at: 
https://www.caiso.com/Documents/IssuePaper_CommitmentCost_DefaultEnergyBidEnhancements.pdf 

12  Id. at 4.  
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either on suppliers’ bid-in cost-based offers or alternatively based on ex ante 

adjustments to natural gas price reference levels based on published natural gas prices 

indices, based on suppliers’ expectations of actual fuel costs.  The stakeholder initiative 

is also examining related topics including potential changes to the market power 

mitigation method for commitment costs and allowing hourly variation in minimum load 

costs.   

As part of this stakeholder process, the CAISO is developing the standards 

against which it would verify a supplier’s submitted cost-based bid.  This will include 

potential changes to the cost components that are acceptable to be included in bids and 

the basis for determining the costs of these individual components.  For example, the 

CAISO and stakeholders are currently examining the degree of cost risk that can be 

included in bids and the basis for determining natural gas costs and hydro opportunity 

costs.  In conjunction with this, the CAISO and stakeholders will develop the types of 

information that a supplier would have to provide to support their claimed costs and the 

CAISO’s procedures for using this information to verify costs.  For instance, the CAISO 

currently has no established standards for verifying natural gas cost information 

submitted by suppliers.  The CAISO establishes reference levels used in its market 

power mitigation process by using published natural gas price indices.  Though the 

CAISO tariff has provisions for negotiated default energy bids, the cost inputs for these 

are fixed and do not include provisions for day-by-day adjustments to fuel prices based 

on cost information submitted by a supplier and upon a supplier’s request for an 

adjustment.  The CAISO provisions use fuel costs as published in an index.   
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Although this initiative was originally focused on the cost basis of reference levels 

used for market power mitigation, the CAISO would use these same procedures for 

verifying costs of bids greater than $1,000/MWh, as required by Order No. 831, both in 

terms of the ex ante and ex post verification processes required by the final rule.  

Because of this overlap, the CAISO determined that the most efficient course was to 

merge the Order No. 831 compliance requirements into its ongoing stakeholder 

process.  The CAISO is currently conducting a series of working group meetings with 

stakeholders and plans to issue a final proposal, bringing that proposal to its Board of 

Governors by the end of Fall 2017.  The CAISO also anticipates filing the resulting tariff 

changes with the Commission in 2018.  After that time, the CAISO will be able to make 

its Order No. 831 compliance filing based on the bid-verification process that results 

from this stakeholder process.   

II. Motion for Extension of Time 

The CAISO respectfully requests an extension of time to file updated tariff 

provisions in compliance with Order No. 831.  Specifically, the CAISO requests an 

extension so that it can develop and implement provisions necessary to verify cost-

based energy bids over $1,000/MWh through the stakeholder process that was already 

ongoing at the time Order No. 831 was issued, and in which the CAISO and its 

stakeholders are considering substantially similar issues.   

In Order No. 831, the Commission directed each RTO/ISO to explain in its 

compliance filing the factors that will be considered by the RTO/ISO or its market 

monitoring unit in the process for verifying incremental energy offers above the 
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$1,000/MWh price cap.13  The Commission determined that this requirement was not 

needlessly cumbersome because RTOs/ISOs could “build on existing processes for 

market power mitigation.”14 

The CAISO plans to fully comply with the Commission’s directives in Order No. 

831.  However, the CAISO does not have an existing process for market power 

mitigation that is sufficient to comply with the requirements of Order No. 831.  The 

CAISO’s existing market power mitigation process is based on administratively 

calculated reference prices (known as “default energy bids”).  While these prices 

represent a reasonable proxy for a resource’s average costs, they would not be 

sufficient to validate individual cost-based offers prior to market clearing timeframes, as 

is required under Order No. 831.   In this respect, the CAISO is different from other 

ISOs/RTOs, which either have market power mitigation procedures that include 

provisions for determining cost-based reference levels based on cost-based bids 

submitted by market participants (e.g., PJM, SPP), or include provisions for adjusting 

ISO/RTO-determined reference levels on a case-by-case basis using information 

provided by the market participant (e.g., NYISO, ISO-NE, MISO).  Therefore, substantial 

refinements are necessary in order for the CAISO’s mitigation methodology to be 

sufficient for purposes of compliance with the validation requirements of Order No. 831.   

The CAISO is already considering such refinements as part of its Commitment 

Costs and Default Energy Bid Enhancements stakeholder process.  Indeed, one of the 

primary goals of this stakeholder process is to examine potential market enhancements 

                                                
13  Order No. 831 at P 141. 

14  Id. 
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that would provide greater flexibility to ensure mitigated prices are reasonable 

reflections of suppliers’ cost expectations.15  This tracks the Commission’s expressed 

goal in Order No. 831 to “ensure that all suppliers have an opportunity to recover their 

costs.”16  This issue was driven in large part by stakeholder concerns that their CAISO 

default energy bids have certain limitations and do not adequately reflect incremental 

costs, resulting in undervalued default energy bids.17  In its Issue Paper, the CAISO 

proposed a number of possible enhancements to address these concerns, including (a) 

considering moving from a reference level mitigation methodology to one based on daily 

submitted bid-in cost-based offers; and (b) retaining a reference level mitigation 

methodology but introducing ex ante fuel price adjustments to reduce the risk that 

suppliers will be faced with mitigated prices that do not reasonably reflect their expected 

costs.18 

Permitting the CAISO an extension of time in order to develop the Order No. 831 

compliance provisions in conjunction with this stakeholder process is appropriate.  In 

Order No. 831, the Commission encouraged RTOs/ISOs to build on existing processes 

for market power mitigation.19  The Commission did so in recognition of the fact that 

there are numerous complexities associated with the verification of incremental energy 

offers, including the need to ensure appropriate price mitigation.20  These statements 

support the CAISO continuing to develop its Order No.831-compliant bidding and 

                                                
15  Issue Paper at 7.  

16  Order No. 831 at P 4 (footnote omitted). 

17  Issue Paper at 30. 

18  Id. at 35. 

19  Order No. 831 at P 141. 

20  Id. 
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verification process in conjunction with its existing stakeholder process.  As explained 

above, the CAISO, unlike other ISOs/RTOs, does not have an existing market power 

mitigation process that it can leverage to verify individual cost-based energy offers.  

Therefore, even if the CAISO had not already initiated a stakeholder process to address 

these types of issues, the CAISO would still need to develop the verification procedures 

required by Order No. 831, and would do so through a new stakeholder process.   

However, because the CAISO has already begun considering these issues, it is 

important that the yet-to-be-determined enhanced mitigation methodology developed to 

comply with Order No. 831 function in an integrated and holistic fashion with the 

CAISO’s current market design goals, especially with respect to any commitment cost 

and default energy bid modifications that the CAISO and its stakeholders may wish to 

implement.  Attempting to carry out any or all of the Order No. 831 directives in a 

manner detached from this process would risk inconsistent design approaches, which 

would undermine the efficient functioning of the CAISO’s markets and likely necessitate 

further modifications to address those consequences.  For instance, the CAISO has 

stressed that any increased bidding/market power mitigation flexibility would need to be 

balanced with appropriate mechanisms to protect against market power abuses.  

Also, significant time and resources have already been devoted to this initiative.  

When the Commission issued Order No. 831, the CAISO had had already initiated its 

stakeholder process.  To date, the CAISO has posted an issue paper, solicited written 

comments on that paper, and held multiple working group meetings.21  

                                                
21  Working group meetings have been held March 30, 2017 and April 20, 2017.  See 
https://www.caiso.com/informed/Pages/StakeholderProcesses/CommitmentCosts_DefaultEnergyBidEnha
ncements.aspx.  
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For these reasons, it is appropriate for the CAISO to implement the modifications 

necessary to comply with the Order No. 831 directives in the context of its existing 

commitment cost and default energy bid stakeholder process.  Doing so is most likely to 

result in a robust bid verification process.  The CAISO plans to hold additional working 

group meetings, issue a final proposal, and bring that proposal to its Board of 

Governors by the end of Fall 2017.  The CAISO also anticipates filing the resulting tariff 

changes with the Commission early next year.  Therefore, the CASO respectfully 

requests that the Commission grant it an extension until no later than May 1, 2018 to file 

the compliance filing required by Order No. 831.  

III. Conclusion 

For the foregoing reasons, the CAISO respectfully requests that the Commission 

grant an extension of time until no later than May 1, 2018 to file the tariff changes 

directed in Order No. 831. 

    Respectfully submitted, 
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