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May 12, 2008

Comments of Pacific Gas and Electric Company on the CAISO’s “Preliminary Results of High Level Prioritization of Market Elements” Paper of April 23, 2008
Introduction
PG&E appreciates this opportunity to provide comments on the CAISO’s paper, entitled “Preliminary Results of High Level Prioritization of Market Elements” and subsequent comments raised at the April 30, 2008 stakeholder meeting.  Implementation of MRTU Release 1 has shown that the costs of implementing changes in the market design can be significant for both the CAISO and stakeholders.  This effort to prioritize and plan for future market enhancements is important because it will ensure that the CAISO and stakeholders focus their limited time and resources on the initiatives that have the highest value.  
Recommendations Concerning Process and Criteria
The CAISO should prioritize market enhancements and develop a project plan simultaneously.  The CAISO is proposing a sequential process for developing a work plan addressing proposed enhancements listed as part of the Five-Year Market Initiatives Roadmap.  The CAISO proposes to first prioritize issues and then develop a work plan for implementing priority stakeholder market enhancements and FERC-mandated market enhancements.  However, this sequential process does not allow for stakeholder engagement on potential timing trade offs between high priority market enhancements, which are likely to involve commitment of greater time and effort by stakeholders and CAISO staff, and lower priority market enhancements which are likely to involve commitment of less time and effort by stakeholders and CAISO staff and therefore could be implemented more expeditiously.  For this reason, PG&E strongly recommends that the CAISO integrate the prioritization process and project planning phases of the Five-Year Market Initiatives Roadmap project.
As a part of the prioritization process, the CAISO should estimate and quantify the cost to the CAISO and market participants of implementing each significant market enhancement.  Initiatives with a high benefit to cost ratio should receive a higher priority.  The CAISO should give serious consideration to removing initiatives with benefit to cost ratio lower than one unless there is substantial stakeholder consensus that the initiative is desirable for other reasons e.g., high correlation with public policy objectives.
Recommendations Concerning Prioritization of Issues
The CAISO’s preliminary high level prioritization has identified the following issues as having priority:

· Standard resource adequacy product

· 30 Minute operating reserves

· Multi-Settlement system for ancillary services

· Import and export of ancillary services
· Multi-Day unit commitment capability in IFM
· Transition to a Auction Revenue Rights System

It is PG&E’s understanding from discussion during the April 30 stakeholder meeting that the CAISO has tentatively identified the following additional issues as having potential for high priority despite the fact that stakeholder comments did not reflect that these initiatives should have a high priority.

· Simultaneous RUC and IFM

· Improved Tagging Procedures

· Exchange of Day Ahead Scheduling Information

· A/S Regional Procurement and Cost Allocation

For reasons stated previously, PG&E agrees with the CAISO’s preliminary assessment with respect to the need to begin the effort to develop a standard resource adequacy product.  In addition, the CAISO should confirm commitments made at the April 30th stakeholder meeting with respect to priority i.e., that the following two issues are currently being addressed by the CAISO and therefore are considered to have a high priority.  First, the CAISO has stated that issue 2.2.3.30 “Economic Methodology for Transmission Outages” has been identified as a high priority issue and is currently in queue for inclusion in the CAISO’s work plan.  Second, PG&E understands that issue 2.2.5 “Regional A/S Procurement, Scarcity Pricing and Cost Allocation” is currently under consideration as a component of the Markets and Performance (MAP) effort currently underway.  
If left unaddressed, the lack of an economic methodology for assessing transmission outages could cost consumers of each major Participating Transmission Owner (PTO) hundreds of thousands of dollars annually.  These cost consequences to PTOs and their customers occur due to the lack of transmission maintenance/construction outage flexibility introduced by the unsophisticated methodology to be employed with MRTU Release 1.  Inflexibility in transmission outage scheduling makes it more difficult for PTOs to efficiently schedule work to be performed by construction and maintenance crews.
In addition the development of a standard resource adequacy product, the three following issues are of very high priority to PG&E:
· Issue 2.2.3.26 - Strengthening General Market Power Provisions

· Issue 2.8.8 – Long Term CRR Auction

· Issue 2.8.7 - Flexible Term Lengths of Long-term CRRs
PG&E strongly suggests that these issues be identified as having a high priority in the CAISO’s next version of the prioritization proposal.  It is very important that the CAISO begin to enhance the market power mitigation provisions that will go into effect with Release 1 of MRTU.  There is currently no mitigation of ancillary services bids and the possible introduction of sub-regional markets with respect to these services increases the opportunity for exercise of market power.  In addition, there is no feature in MRTU Release 1 which provides any market power mitigation for either Residual Unit Commitment (RUC) or DEC bids.  Furthermore, practices such as “hockey stick bidding” and bidding just under the price caps need to be further explored to ensure consumers are adequately protected; ERCOT’s prompt disclosure of ‘at cap or near cap’ bidders provides an exceptional example of a no-cost market power mitigation measure that should be included in such explorations.  Early experiences with competitive energy markets have proven that insufficient mitigation of market power has the potential to cost consumers hundreds of millions of dollars annually.
Long-term CRRs are an important tool for hedging congestion risks associated with long-term procurement arrangements which are instrumental in assuring supply adequacy and grid reliability.  In fact, due to the long-term nature of electric supply obligations, having congestion hedging tools that allow LSEs the flexibility to match LT CRRs with terms of LT supply arrangements is critical.  Therefore, PG&E strongly supports initiatives that increase LT CRR flexibility both with respect to the acquisition process and term length.  Enhancements to the mechanisms for allocating long-term CRRs (i.e., an auction process) and the features of long-term CRRs (i.e., term lengths and start-dates) will facilitate efficient long-term supply procurement and contribute to supply adequacy.

PG&E does not believe that issue 2.5.1 Voltage Support Procurement, issue 2.2.2.5 Dynamic Pivotal Supplier Test and issue 2.8.12 Transition to ARR System should be considered high priorities.  In PG&E’s view achieving a market based mechanism for procurement of voltage support is a low priority issue because it has no impact benefiting grid reliability and almost no benefit in increasing market efficiency.  Suppliers currently internalize costs of providing these services in bids for energy, ancillary services, and/or through resource adequacy arrangements and contracts.
Similarly, implementation of a dynamic pivotal supplier test, would simply serve to relax existing market power mitigation protections in certain operating circumstances.  While PG&E is not opposed to an investigation of refinements to the pivotal supplier test it can be shown such refinements are warranted, this potential market enhancement could be very costly to implement and provide very little benefit with respect to enhancing reliability or increasing market efficiency.
Lastly, PG&E sees little need to transition to an Auction Revenue Right System at this time.  Considerable effort was expended in the stakeholder process to design and implement the current CRR allocation process.  It makes little sense to scrap the current allocation mechanism and start designing a new process for a market element that is not broken.  As identified in our comments above, PG&E supports improving the CRR market design.  However, stakeholder effort should be focused on expanding the flexibility of LT CRRs both with respect to the acquisition process and term flexibility.
Conclusion
PG&E appreciates the CAISO’s efforts to prioritized issues identified through development of the Five-Year Market Initiatives Roadmap.  We encourage the CAISO to: (1) integrate the prioritization and project planning phases of this initiative; (2) work to quantify the costs and benefits of the most significant proposed market enhancements and (3) modify the preliminary results of high level prioritization as specifically described above.
PG&E looks forward to working with the CAISO and other stakeholders in establishing a workable and prioritized plan for addressing the highest value market initiatives.  For follow-up or questions, please contact Glenn Goldbeck (415-973-3235), Kurt Hansen (415-973-2948) or Brian Hitson (415-973-7720).

�  The CAISO’s previous stakeholder comment template limited priority designations to three issues.
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