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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

California Independent System ) Docket No. ER98-3760-000
Operator Corporation )
California Independent System ) Docket Nos. EC96-19-000

Operator Corporation and ER96-1663-000

)
)
) [Not Consclidated])

JOINT INITIAL BRIEF ON ISSUE L.3 OF THE
CITIES OF REDDING, SANTA CLARA,
VERNON, ANAHEIM, AZUSA, BANNING,
COLTON AND RIVERSIDE, CALIFORNIA,

THE M-S-R PUBLIC POWER AGENCY,
AND DYNEGY POWER MARKETING, INC.

The City of Redding, California (“Redding”), the ,
Z.zy ¢I Santa Clara, Califcrnia (“Santa Clara”), the M-S-R
Zuzllc Power Agency [(“M-S-R”) (collectively “Cities/M-S-R”),

—ne Zity cf Verncn, California [“Wernon”), the Cities of

Anane.m, ARzusa, 3anning, Colton and Riverside, California
‘“Scuthern Cizies”) and Dynegy Power Marketing, Inc.
‘"Dynegy”) (all collectively “Joint Prcponents”), file their

cQLnT Initial Brief 1n the above-captioned proceedings and
say as follows:

I. PRELIMINARY STATEMENT AND INTRODUCTION

Al

1. This JcinZ Initcial Brief is filed in

Znergy Regulatory Commilssion’s

b

allclrdance wiln The regera
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a
Tormerly, =he Neutral:ty Adjustment was lntended IO Zure

merely cash ilmbalances due O ICu
4. The Joint Proponents submit that the

Neutrali=y Adjustmen:t should not be accepted as a Zfcrmula

rate in the ISO Tariff. Commission precedent requ.res that

formula rate be one which can be applied mechanically,

[\Y]

using easily identifiable and verifiable data inputs.
However, the inputs related to the items covered in the
Neutrality Adjustment eithér constitute, or are developed
from, data held by the IS0, and the ISO has steadfastly
refused to disclose to stakéholde:s the components of the
charge and how they are calculated. Until such time as the,
InDUTS O a Neutrali<y Adjustment formula are easily and

accurately identifiable, the ISO’s proposed Neutrality

AZ-ustment i1s not appropriate Ior formula rate treatment.
5. However, 1f formula treatment is allowed, a

cap ¢I two mills per kWh should be placed on the amounts
that can be collected under the Neutrality Adjustment.
.nce the charges covered by the Neutrality Adjustment are
numerous and their verirf:cation 1s difficult, a cap is
appreopriate since 1t will a_low certain flexibility in
assessing charges related o the Neutrality Adjustment,
wh..e establishing reasonarle l.mits on such charges. If

N

ne proposed two mill cap :s reached, the ISO must file with

i £ssrences 1n t“he lLecss calculaticons and cther crnarges. ~—
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unted for Energy (“UFE”) should be excluded from the
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ARGUMENT *

L.3.

With respect to the ISO’s Neutrality Adjustment:

a. Is the ISO’s Neutrality Adjustment
sufficiently defined and should it be
included as a formula rate in the ISO Tariff?

b. Should there be a cap on the amounts that can
be collected?

c. What items are properly zncluded in the
Neutrality Adjustment?

d. How should the charges be allocated?

Issue Nos. 204, 208, 229, and 304, Docket Nos.
EC96-19-021 and ER96-1663-022, and Issue No. 403,
Docket No. ER98-3760-000. Proponents - Dynegy,
Southern Cities, Cities/M-S-R, and City of Vernon,
California (“Vernon”)]

7. As originally proposed, the Neutrality

stment was a fudge factor aimed at curing cash

imbalances due to rounding. Who can guarrel with this?

Z“cwever, on March 23, 1988, the IS0 tendered for £filing its
crcpcsed Amendment No. € to the IS0 Tariff and Agreement
‘“Amendment No. 6€”). Amendment No. 6 covered thirteen

:ndependent areas of mod:fications to the IS0 Tariff,

8. By Order :1ssued March 30, 1998, the

Ccmmission accepted, .n part, Amendment No. 6. 82 FERC

b

6l

» 327

(1998). The Commission recognized that its March

-t =

1s5.10n review, the arguments in this
Dear Tnhe designations utilized in the
c{ Issues Z..ed herein on January 4,



30, 1998 OJrcer preceded Tne gate IOI Ilii0G COmmEHL-> -..

Ko

Amenzmen= No. 6, and spec:fically stated that it would
aidress in a later order the substani.ve lssues ralsed Dy
-ne intervenors in their comments. See id., at 61,327, n.s.

9. Amendment No. 6 seeks to expand the use of
zhe Neurtraliry Adjustment to include: Control Area
~nadvertent iﬁergy interchanges; real time Inte;-Zonal
Congestion; differences in the calculation of Transmission
Losses on imports in formulae for Imbalance Energy and UFE:
imbalances in forward markét schedules; and differences in
settlements due to prior calculations for instructed and
uninstructed deviations. ﬁég Amendment No. 6 at 70-71.

10. As noted below, the ISO’'s currently proposeds
Neuzrality Adjustment 1s neither just nor reasonable and
regulres sukbstantial revision.

a. Is the ISO’s Neutrality Adjustment sufficiently
defined and should it be included as a formula
rate in the ISO Tariff?

1. The Joint Prcponents submit that the
de_egaticn to the ISC, on a permanent Or an interim basis,
cI The authority to determine the nature, level and
allocation of charges relazed to the Neutrality Adjustment
s an i1mprcper delegaz:ion of ratemaking authority to the
-Dw .

i2. The Join:t Prcponents are aware, of course,

it
[

i

tre Commlssion has previously approved tariff

e R g
CVISLCZns WIlCoML act as
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ormula rates. However, for a



icrmula TO De approvea DYy The COMMISS.ICOn, TNe MeLIildv-woy

f2r determining rates and cost allocations must be

specific.4 Further, the Commission has noted:
[O)Jur acceptance of formula rates 1is
predicated upon their fixed, predictable
nature. That necessarily reguires that

the various components of the Iformula be

predictable and the periodic adjustments

to the specific numerical values

assigned to the components be made in

essentially a mechanical fashion. -
CCean States Power I, 69 FERC g 61,146 at 61,552 (1994).

13. Examples of formula rates which have received
Ccmmission approval are: (1) fuel adjustment clauses where
specifically identified classes and amounts of fuel, as
specifically booked by the jurisdictional utility, are used

[y

in the Igrmula; (2) rates which utilize as their input

spec:fic data from TEIRC Form 1 submissions: and (3) formula

ne common factor running through these formula

rzZes s that the formula can clearly be applied and the

2z72 whilch comprise the inputs to the formula are easily and

14. Neither cf these characteristics is present

:n the IS0O’'s proposed Neutrality Adjustment. In Amendment

L

See Camoridge Zlec, c.sh- Co, B6 FERC § 61,222 at
62,796 [(1899); Ma.ne Yankee R-om:z 2ower (Co,, 42 FERC
¢ €.,3C07 az €1,923 ..388:
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750, in the Neuzrality Adjustment:

Control Area inadvertent Energy
interchanges: Scheduling
Coordinator import and export
Schedules at intertie points are
“deemed” to egual the actual merter
reads. This 1s because there are
muitiple schedules at each tie, and
it is not possible to disaggregate
nourly reads and assign them to -
individual schedules. This
“deeming” results in zero
import/export imbalances while
there may be aggregate imbalances
at the interties due to inadvertent
flows. Unaccounted-for-Energy
(UFZ) 1is increased (or decreased)
by these :imbalances every hour and
is charged to Scheduling
Coordinators without any ocffsetting
counter-charge (or credit).

Real time Inter-Zonal Congestion:
Inter-Zcnal Congestion in real time
will require resources to be
dispatched in the importing and
expcrting 2ones to mitigate the
overload. To the extent that
payments and charges in each
separate Zcne are not identical,

5

there wi_l. be cash i1mbalances.

Differences in calculation of
Transmission Losses on imports in
formulae for Imbalance Energy and
UFE: Lcsses associated with 1mpors
schedules are calculated in the

impor: devizazions formulae based on
Schedul:ng Cccrdinactors’ schedules.,
Losses asscc.ated with import

“actuals” are calculated as part of

the UrFE Se:t-.ement and are based on

intertle mecered values. Since the
lntertie metered values net import
and export schedules, there may be
smalle m

I amcunts of losses computed
nan n the Imbalance Energy

proposed to include the followlng .zems,

v
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cash .mbalances.

o Imbalance in forward market
schedules: 7o the extent the sum
of scheduled Generation, Imports,
Loads, exports and Inter-Scheduling
Cocrdinator Trades is not balanced
(yet within allowable ISO mismatch
tolerance - which is set by the ISO
at amounts between 1 MW and 20 MW
as discussed in part K), the ISO
may find UFE which is not offset by
any Imbalance Energy charge or 7~
payment.

® Differences in settlements due to
price calculations for instructed
and uninstructed deviations:
Payments for instructed Imbalanced
Energy in the new Real Time Market
pricing methodology will be paid
based on the Energy “instructed.”
Any differences between this
instruction and the meter reads .
from the Generation Units will be
charged (or paid) at the Imbalance
Cnergy Price for uninstructed
deviations. The differences in
these prices will cause revenue
mismatches whenever units fail to
meet ISO instructions.d

bos
%)

None of these items proposed for inclusion in

o
1)

ne

Z
n

eutrality Adjustment 1s susceptible to mechanical

[}

on or ease of dentification. Indeed, nearly all

[y

at

)
e
._1.

j=3¢)
ci these items either ccnsti:tute, or are developed from,
data held by the IS0 or devolve into fictions such as
“deeming” exports and imports to equal actual meter reads

{Control Area inadvertent Inergy i1nterchanges) or allowing
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srward marke: schedules).

16. The Jcint Proponents submit that thls data
does not rise to the level of certainty, predictability and
ascer-ainability which are necessary to permit the use of
such data in a formula rate. The ISO should not be
permitted to apply the Neutrality Adjustment as a fermula
rate. | |

b. Should there be a cap on the amounts that can
be collected?

17. As noted, in Amendment No. 6, the ISO added
Section 11.2.9 to the 1S5S0 Tariff, incorporating a concept
tnat the ISO had already included in SABP 3.1.1 of the
Se--lement and Billing Protocol. The ISO referred to the
additional charges contemplated in proposed Section 11.2.9
as “Neuzrality Adjustmenzs.” For the reasons described
oelow, <he IS0’'s ability =0 impose Neutrality Adjustments
should net be unlimited, and the Commission should establish

a cap on <the Neutral:ty Adsustments under the ISO's

18. The ISC acknowledges that the potential
impact of SABP 3.1.1 was not fully appreciated by Market
Participants.s In the SA3P, the additional charges
provided for in Section 3.... were described in terms of

adjustments to correct for revenue and payment differences
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paymerzs due o ISO Creditors and amounts due
Der-ors. As regards Amendment No: 6, however, <the ISO
iden-ified five additional sources cf revenue/payment
:mbalances that could be substantial, including Control Area
inadvertent energy interchanges and costs associated with
mizigation of real zime Inter-Zonal Congestion. Attachment
C to that Amendment listed more types of potential errérs
and accounting problems that the ISO would propose to deal
wish through SABP 3.1.1 Neutrality Adjustments. Under SABP
3.1.1, the net amounts of such Neutrality Adjustments will
be allocated among all Schedﬁling Coordinators involved in

“ransactions on the Trading Day in which revenue/payment

.mbalances arise in proportion to their demands during the

18. The IS0 has correc:tly observed that SABP

- -

3...1 has taken on increased significance with the

(8}

.mbalances requiring Neuzrality Adjustments. The ISO had
propesed to track such adjustments by category and promised
T0 work with stakeholders to identify items that are
significant enough to warrant development of mechanisms for
acportioning cost responsibility in other ways.f Although

“ne I50's commitment toO mon:itor Neutrality Adjustments was a

i
L
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~hat cause them tTo be incurred.

20. The Commission should not permit the IS0 o
exercise the virtually unlimited discretion provided in SA3P
3.1.1 and proposed Section 11.2.9 of the ISO Tariff.
Alchough theAJoint Proponents agree that the ISO should have
some flexibility to address incidental revenue/péyment

imbalances, that flexibility should have reasonable limicts.

icant cost items should be charged to the Market

n
th

5

nz

Lo

'y

arcicipants that cause them to be incurred. The Joint

ty

Proponents respectfully urgé the Commission to establish a .
cap on the Neutrality Adjustments that can be collected
cnrough SEBP 3.1.1 and to require the ISO to file with the
Commission any proposal to collect Neutrality Adjustments in
excess of the established limits. A reasonable cap, at
~east Initlally, would be Two mills per kWh.

c. What items are properly included in the
Neutrality Adjustment?

21. As noted :n Part III(a), sSupra, the IS0
rropeses to include a broad range of charges and costs in
1Ts Neutrality Adjustmenz. In response tO a criticism that

the IS0 should not be allowed %o ccllect one or more items

in 1ts Neutrality Adjustment barrel, the ISO would be

3

expected TO repeat 1ts mantra that the ISO has no

>

[ON

'Y

ndependent source of funding and that all expenses, costs



allC Cnarges must De palda il one Laslilion I alloiier DYy -u«
Market Participants. In such a venue, the distinct.cns
between allocation of costs and inclusion of costs become
blurred, since, according to the ISO, all costs must be
bcrne by someone.

22. However, if the allocation provisicns ZIor
Neutrality Adjustments under the ISO Tariff remain
unchanged, cone item of charge, ji.e,, Unaccounted for Energy
(“WJFE”) charges, should be excluded from coverage in the
Neutrality Adjustment and éhould be assessed elsewhere.”’

23. Section 11.2.9(c) of the ISO provides that
Neutrality Adjustment Chargés will be “allocated amongst the
Scheduling Coordinators who traded on that Trading Day pro ,
raza O thelr metered Demand (including imports) in MWH of
..... gy for that Trading Day.” In short, every ISO entity
actve In a given Trading Zay will be allocated a portion of
212 Neutrality Adjustment charges, including UFE charges.

24. As this Ccmmission has recognized, UFE
cnzrges “are attributed to meter measurement errors, energy

theft, statistical load preofile errors and distribution loss

/

deviations.”? Thus, a large portion (if not all) of the

..

“IEL charges relate to distribution level service.

- JFE mactters are alisc covered in the brief filed
respecting isste L.3.

cber 1997 Order a:z 61,322.
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rcoper zssessment ©f the distribution-related UFE charges .s

U

~na- -he municipal ut:ilities receiving service from the ISO
absorb all of their own distribution-related meter
measurement errors, energy theft and distribution 10Ss
deviations. The municipal utilities receiving service Zrom
the ISO are interconnected utilizing revenue qu§}ity mete:s.
That being the case, since power and energy cross the meters
into the municipal utility’s service territory, the
municipal utility’s cost oBligations are established by
~hose revenue gquality meter readings. Any theft, losses,
etc., which occur on the muﬁicipal utility’s side of the
reveriue cuality meter are completely absorbed, accounted for
and pa:d for by such municipal utility with po support from
any other entity. Once power and energy pass through the
meter and into the munic:ipal utility’'s service territory
tzhus being fully accounted for on the ISO Controlled Grid),
all distribution-related energy losses are, as a physical
and economic matter, the problem of the municipal utility

and only the municipal ut:ility.

rt

26. With that understanding, it becomes evident
why the inclusion of UFE charges in the Neutrality
Adjustment 1is improper. The UFE, as reflected in the
Section 11.2.9(c) allocation, relates to meter errors,
energy losses, etc., primarily in the systems of the major

nvestor-owned utillties :n California. Unlike municipal
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me-ers, the energy losses, thefts, etc., of the lnvestcr-
owned utilicies reflec:z themselves as losses on the system
which the ISO has the cbligation to balance -- both
electrically and menetarily. Thus, UFE losses, which cannot
be attributed to retail service in the municipal utilities’

- -

service areas,? should be borne by the entities whose

-

customers or service characteristics caused the losses --
primarily the investor-owned utilities.

27. To assess an ;cross—the-board allocation
chrough the Neutrality Adjustment of UFE charges related to
energy lcsses, meter e:ror,Aet:., on the investor-owned
utilicy systems wlill result in a double charge on the
municipal systems. Those municipal utilities will have
acsorbed, accounted for and paid for all of the distribution
ated losses on their own systems and the Neutrality

-

Accustment allocation under Section 11.2.9(c) of the ISO

1nvestor-owned utilities’ distribution related losses.

28. This assessment 0of a double charge to the
munlcipal systems violates cost causation principles and is
ctherwise unjust and unreasonable. UFE charges should not

be included in the Neu:rali:ty Adjustment.

= R1l such UFE losses have already been absorbed by the
municipal utilities,.



d. How should the charges be allocated?

29.- Tn addizicn -o the UFE matters discussec
above, other allccation lssues arise with respect O
Neuzrality Adjustment, which are much akin to the
supbstantial controversy surrounding the ISO's assessment ct

“he Grid Management Charge (“GMC”). The Neutralit

Adjustment allocation, as noted above, 1is allocated to all

wn

iuling Coordinators which traded on the Trading Day in

62
(1]
Q

-~
-

estion, pro rata to their metered Demand of Energy for

Q
f

~nhat Trading Day. Thus, irrespective of whether the
Neutrality Adjustment charggs result from inadvertent Energy
in-erchanges, real time Inter-Zonal Congestion Or price
iculacions for instructed and uninstructed deviations, all
Neutrality Adjustments are allocated in the same way. This
gives rise to obvious and meritorious concerns that a more

mis-icazed allocaticn methodeclogy is needed to properly

0
QO
0
I

zzsunt for the Neutralizy Adjustment on a cost causation

sas:s. These concerns are what caused the brawl in the GMC

30. As long as :zhe Neutrality Adjustment amounts
are minor, a rough jus:z:ce allocaticon of the lump sum on a
me-ered Demand in MWH bas.s might be an appropriate
acministrative resolution. However, Neutrality Adjustment
charges have not been small during the ISO's operations to

cate, and a more detailed allocation methodology is needed.



31l. While & more aeriineqa a.l.,LoCcatlon IeLndoaC.Cyy
may be needed, the Market Pzrticipants have lnadeguate da
upon which to develop an :nformed cpinion respecting the
appropriate allocation of the Neutrality Adjustment into its
various categories of cost components. In its Amendment No.
6 £iling, at page 71, the ISO committed to “make publicly
available, on a periodic basis, the amounts flowing through

Ia)
“a

(1]

ct

Neutrality Adjustment by category.” In addition to
these efforts, however, the ISO should prepare a full
analysis, akin to what has been required in the GMC
controversy, wnich inter alia, identifies with specificity
zhe level of the Neutrality Adjustment, the utilities in
whose service area the Neutrality Adjustment’s costs are
ing incurred, the categories of costs and a proposal for
an eguitable allocation of such costs on a cost causation
zasis.

IV, CONCLUSION

WHEREFORE, Zfor the fcregoing reasons, the Joint

Prcponents respectfully regquest that the Commission amend



730 Tariff and Protocols a

:mplement zhe proposals made a

s above requested and

bove by the Jecint Propcnents.
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