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The Honorable Magalie R. Salas 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: Request for Extension of Tariff Authority for "As-Bid" Settlement of 
Pre-dispatched lntertie Transactions 
Docket No. ER05-718-000, Amendment No. 66 to the CAlSO Tariff 

Dear Secretary Salas: 

Pursuant to Section 205 of the Federal Power Act ("FPA), 
16 U.S.C. 5 824d, and Sections 35.1 1 and 35.13 of the regulations of the Federal 
Energy Regulatory Commission ("Commission"), I 8  C.F.R. •˜•˜ 35.1 1, 35.13, the 
California Independent System Operator Corporation ("CAISO")' respectfully 
submits for filing, in accordance with the Commission's "Order on Tariff Filing", 
I I I FERC 7 61,008 (2005) on April 7, 2005 ("A66 Order") an original and five 
copies of its proposal to maintain the "as-bid" settlement rules for settling intertie 
transactions (importiexport bids) as the longer-term solution to remain in effect 
beyond the September 30, 2005 sunset date specified in the A66 Order. 

Since its Amendment No. 66 filing, the CAlSO has spent more than three 
months studying the effectiveness of the "as-bid" settlement rules and meeting 
with stakeholders to discuss alternatives. In light of the effectiveness of the "as- 
bid" solution, based on evidence incurred to date, and the need to focus the 
CAISO's resources on achieving the goal of the CAISO's Market Redesign and 
Technology Upgrade ("MRTU") project of implementing a locational marginal 
pricing ("LMP") market design as of February 2007, the CAISO has concluded 

1 Capitalized terms not otherwise defined herein are defined in the Master Definitions 
Supplement. CAlSO Tariff Appendix A, as filed August 15. 1997, and subsequently revised. 
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that retaining the "as-bid" solution as the longer-term solution until 
implementation of MRTU is "just and reasonable" and the best alternative 
available to the CAIS0.2 The CAlSO will include as part of its November 2005 
MRTU Tariff filing a long-term methodology for settling intertie bids in the Hour 
Ahead Scheduling Process (HASP), which under the current MRTU timeline 
would become effective as of February 2007. Between now and the start-up of 
the MRTU markets the CAISO will continue to monitor the effectiveness of the 
"as-bid" solution and will propose corrective action to the Commission if 
necessary. 

Because the tariff language implementing the "as-bid" methodology has 
already been filed with, and approved by, the Commission on an interim basis, 
the CAlSO is not herein re-filing that identical language. Instead, the C A E 0  
respectfully requests that the Commission extend the effectiveness of those tariff 
provisions, indicating that they will continue to apply as of October 1, 2005 until 
such time as the CAISO exercises its rights under section 205 of the FPA by 
filing to implement an alternative methodology, or is directed by the Commission 
to replace the "as-bid" methodology pursuant to a finding made under Section 
206 of the FPA that the "as-bid" rule is not (or is no longer) just and reasonable. 

1. BACKGROUND 

During the early months of 2005, the CAlSO observed that the 
combination of the pre-dispatching of impodexport bids and the "bid or better" 
settlement rule, implemented as part of Phase 1B of MRTU in October 2004, 
along with variations between the real-time market clearing price and the 
projected price used to clear impodexport bids at the interties, created an 
incentive for Scheduling Coordinators to bid in a manner that dramatically 
increased uplift costs incurred by the CAISO. As described by the CAlSO in its 
March 23 Amendment No. 66 filing, this situation came about because, pursuant 
to Phase 1 B, the CAlSO pre-dispatches impodexport bids at least forty minutes 
prior to real-time based on the intersection of an incremental and decremental 
pricelquantity curve. However, under the "bid or better" settlement rule, which 
guaranteed that System Resources received the better of their bid price or the 
real-time Market Clearing Price ("MCP"), when the real-time MCP diverged from 
the price at which imporVexport bids were pre-dispatched, the difference was 
reflected as additional uplift costs that the CAlSO must allocate to Market 
 participant^.^ Exacerbating this problem is the manner in which these uplift costs 

2 As explained further below, the Commission granted the CAISO's request for clarification 
that the CAlSO would be permitted to file to continue using the "as-bid methodology if it 
concluded that that methodology represented the best solution going-forward. 

3 Attachment A to this filing contains a more detailed discussion of the manner in which 
these uplift costs are created, and includes graphical examples illustrating this phenomenon. 
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are allocated. Under the CAlSO Tariff, uplift charges are allocated first to 
Scheduling Coordinators based on their net negative uninstructed deviations and 
then to all metered demand (excluding pre-dispatched export transactions). 
Thus, Scheduling Coordinators submitting impodexport bids are not financially 
responsible for the uplift costs created when those bids are cleared, creating an 
incentive for those Scheduling Coordinators to submit large volumes of 
overlapping incremental and decremental bids, which the CAlSO would then 
clear, despite the fact that during many intervals the CAlSO had no need for 
additional energy from System Resources in real-time in order to meet load in the 
CAlSO Control Area. 

To address this problem, the CAlSO filed, on March 23, 2005, 
Amendment No. 66 to the CAlSO Tariff, in which the CAlSO proposed, on an 
interim basis, to settle pre-dispatched impodexport bids for incremental and 
decremental energy on an "as-bid" basis. Under this modification, pre- 
dispatched suppliers would be paid (or pay the CAISO) their original bid price, 
rather than the greater (or lesser) of their bid and the ex post real-time MCP. 
Because of the magnitude of uplift costs being incurred by the CAlSO under the 
"bid or better" settlement rule? the CAlSO requested that the Commission 
consider Amendment No. 66 on an expedited basis. 

On April 7, 2005, the Commission issued an order approving Amendment 
No. 66.5 effective from March 24, 2005, as requested, until the earlier of (a) 
September 30, 2005, or (b) the effective date of a tariff filing providing a long- 
term solution fi!ed by the CAlSO and accepted by the Commission. The 
Commission explained that if no proposed tariff amendment has been filed to 
become effective by September 30,2005, then on October 1,2005, the 
Amendment No. 66 provisions will sunset, and those tariff sections will revert to 
their pre-Amendment No. 66 versions. The Commission also ordered the CAlSO 
to monitor and file weekly reports on the market impacts and effectiveness of the 
"as-bid" settlement rule, specifically (a) whether the liquidity of bids at the 
interties is diminished, and (b) the extent to which the "as-bid" rule caused 
bidders to change the level of their bids to the expected clearing price, and the 
resulting effect on the overall costs to customers from both of these possible 
problems. Finally, the Commission directed the CAlSO to present to the 
Commission, within 30 days from the date of this order, the CAISO's plan 
(including milestones) for addressing the problems identified in this order. 

4 Between the implementation of Phase l B  and March 22, 2005, the CAlSO estimates that 
about $33.6 miltion in uplift costs were incurred, approximately $18.5 million of which were 
attributable to the "overlapping" incremental and decrernental bids that were cleared, but netted 
out so that no net energy was provided or received from the CAlSO System. In the month prior to 
the filing of Amendment No. 66, the uplift associated with overlapping incremental and 
decremental bids for market clearing reached approximately $10.5 million, averaging nearly 
$400,000 per day. 

5 11 1 FERC 11 61,008 (2005) ("A66 Order"). 
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The CAlSO sought clarification and rehearing of the A66 Order. 
Specifically, the CAlSO asked the Commission to clarify that the CAlSO would 
not be precluded from proposing, as its preferred "longer-term solution" to the 
problem of clearing overlapping intertie bids, retention of the interim "pay as-bid" 
payment methodology. The CAlSO also requested rehearing of the 
Commission's requirement that the CAISO implement a "long-term solution" to 
the problem of overlapping intertie bids by September 30, 2005, and requiring the 
CAlSO to reinstate the "bid or better" methodology for settling intertie 
transactions unless such a solution is filed to become effective by September 30, 
2005. The CAlSO explained that it could not implement the leading alternative to 
the "as-bid" option, settling predispatched bids based on a uniform pre-dispatch 
market clearing price, by the sunset date of October 1, 2005, and estimated that 
it might not be able to do so until March 2006. The CAlSO also explained that 
any longer-term solution would likely be modified or entirely replaced by MRTU 
Release 1, which is scheduled to be implemented on February, 2007. Moreover, 
the CAlSO stated that reverting to the "bid or better" settlement methodology 
during the period between October 1, 2005, and the date on which the longer- 
term solution is implemented would be highly detrimental to Market Participants. 

On May 20,2005, the Commission issued its order on rehearing and 
clarification of the A66 0 rder .Vhe  Commission granted the CAISO's request for 
clarification that the CAlSO is not precluded from proposing the retention of the 
current "as-bid" payment methodology, and noted "[wlhen the CAISO makes that 
filing, the Commission will consider it on its own merits." However, the 
Commission denied the CAISO's request for rehearing of the September 30, 
2005 sunset date for Amendment No. 66. The Commission noted that the 
approval of Amendment No. 66 was made on an expedited basis due "in part, 
based on the CAISO's commitment that it would conduct a full stakeholder 
process and be able to shortly file a solution that was developed through that 
process," and that it would hold the CAlSO to that commitment. Id. at P 16. 

II. RATIONALE FOR EXTENSION OF AS-BID AUTHORITY 

A. Stakeholder Process Post-Amendment No. 66 

Since the approval of Amendment No. 66, the CAlSO has conducted an 
extensive stakeholder process in order to determine the best longer-term solution 
to the problem of settling import and export bids from System Resources for the 

6 11 I FERC 7 61.235 (2005) ("A66 Rehearing Order"). In this order, the Commission also 
approved Amendment No. 69 to the C A B 0  Tariff, which made several minor modifications to the 
Tariff language proposed in Amendment No. 66, in order to correctly implement the "as-bid 
methodology. 
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period between October 1, 2005 and implementation of the CAISO's new LMP 
market design in February 2007. 

The CAlSO has conducted several stakeholder meetings and calls to 
discuss and solicit input on this issue. On April 28, 2005, the CAlSO held a 
stakeholder meeting to discuss various pre-dispatch settlement options under 
review, update Market Participants concerning the performance of the CAlSO 
markets under the "as-bid" settlement rule, and outline potential modifications to 
settlement provisions relating to how pre-dispatch costs are allocated. 

On May 20. 2005, the CAlSO held a follow-up stakeholder conference call 
to discuss the information requested at the April 28 meeting for which the C A E 0  
had posted informational white papers in advance of the call. The four areas of 
discussion were: I )  description of pricing during the hourly pre-dispatch process, 
2) description of generation deviation and its effect on Imbalance Energy 
requirements, 3) discussion of allocation of hourly pre-dispatch uplift costs and 4) 
discussion of bid revenue adequacy using pre-dispatch prices. 

On May 27, the CAlSO held one final stakeholder discussion in which the 
CAISO discussed its evaluation of the options and its recommended approach. 
During this discussion, the CAlSO advised Market Participants that it planned to 
request CAISO 8oard approvai to fiie with the Coiiimission to continiie ijsing :he 
"as-bid" methodology to settle imporVexport bids from System Resources after 
the September 30,2005 Amendment No. 66 sunset date. 

Through this stakeholder process, the CAlSO and Market Participants 
considered a number of potential longer-term solution options. These options 
are summarized in the table included as Attachment A to this filing. Of these 
various options, two in particular received the most support from Market 
Participants, the CAISO, and the Market Surveillance Committee ("MSC"):' (1) 
setting a pre-dispatch market clearing price that all import and export bids from 
System Resources would be settled against8; or (2) retaining the "as-bid" 
methodology, under which System Resources that are dispatched are paid their 
bid price. For the following reasons, the CAlSO believes that of these two, 
retaining the "as-bid" methodology would be the most appropriate longer-term 
solution to remain in place until February 2007: 

7 As part of this process, the C A E 0  requested that the MSC provide a recommendation as 
to the most appropriate longer-term solution for settling intertie bids. The MSC participated in the 
stakeholder process, and provided, on June 24, 2005 an opinion endorsing the continuation of 
the "as-bid" methodology. This opinion is included as Attachment B to this filing, and was also 
filed separately with the Commission on June 27. 2004 in this docket. 

8 As detailed in the table included as Attachment A, the CAlSO and Market Participants 
examined three sub-alternatives to this option. For purposes of this filing letter, references to the 
"pre-dispatch market clearing price" option refer to what is set forth as Option 1 b in Attachment A, 
under which pre-dispatched bids would receive a pre-dispatch market clearing price plus an uplift 
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As shown in the weekly reports prepared by the CAISO's DMA 
detailing the implementation of Amendment No. 66, the "as-bid" 
methodology has worked extremely well in curbing the problems 
observed with settling import and export transactions using the "bid 
or better" rule. 

The "as-bid" settlement rule offers most of the same benefits as a 
"pre-dispatch market clearing price" methodology. 

Based on the CAISO's experience operating under the "as-bid" 
methodology, the potential downsides to the "as-bid" methodology 
are not significant. 

The "as-bid" methodology requires no additional expenditure of 
resources or time to implement, while implementing the "pre- 
dispatch market clearing price" methodology would prove costly, 
and in any event, could not be put in place prior to the Spring of 
2006, only to be displaced entirely by the implementation of MRTU 
Release 1 in February 2007. 

In addition, a couple of Market Participants proposed new potential 
sotutions during the stakeholder process. Bonneville Power Administration 
("BPA") felt strongly that the objective of the longer-term solution should not 
necessarily be that a System Resource recover its bid price, but rather that it be 
compensated the value of the energy delivered. Therefore, BPA suggested that 
the CAlSO should adopt a system that differentiates between those intertie bids 
that were pre-dispatched to meet real-time imbalance energy needs and those 
that were pre-dispatched as a result of market clearing in the pre-dispatch run 
(i.e. the overlapping bids where irnporVexport quantities net out). According to 
BPA, the portion of bids dispatched for imbalance energy needs should be 
settled based on a "bid or better" settlement rule with uplifts allocated according 
to the benefits received from that energy, while the portion of bids identified as 
pre-dispatched as a result of pre-dispatch clearing should be settled at the pre- 
dispatch clearing price. In response, the CAlSO analyzed the BPA alternative 
and discussed it with the MSC. The CAlSO concluded, however, that BPA's 
suggestion would not prove practicable under the circumstances, because there 
is not an easy and transparent way to determine if a bid was pre-dispatched due 
to market clearing versus imbalance energy needs. Furthermore, the C A E 0  
determined that the level of effort required to implement the BPA's proposed 
alternative would be even greater than that necessary to implement the pre- 

- 

payment in case of rare circumstances in which the pre-dispatch price was insufficient to allow a 
pre-dispatched System Resource to recover its bid price 
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dispatch market clearing option, which as noted above, could not be 
accomplished until the spring of 2006. 

Sempra Energy Trading ("Sempra") advocated a pricing approach that is 
similar to that which was in place prior to the implementation of MRTU Phase IB, 
where any pre-dispatch energy is settled strictly at the real-time price with no 
guarantee that the applicable System Resources will recover their bid prices. 
The CAlSO does not believe such an approach is appropriate, however, because 
of the uncertainty that it would create with respect to whether suppliers would be 
able to recover their costs, and would likely reduce the level of imports that would 
be made available to the CAlSO Market. Prior to the implementation of MRTU 
Phase 1 B, the amount of energy bid into the CAlSO Markets from imports was 
significantly less than current levels, even after taking into account the 
implementation of the "as-bid" methodology. Finally, the CAlSO disagrees with 
Sempra's contention that the CAISO's real-time market is an appropriate market 
for parties throughout the west to procure firm energy from. Rather, the primary 
purpose of the CAISO's real-time market is to provide the means for the CAISO 
to balance its System due to differences between forward market schedules and 
actual real-time load. 

6. Continuation of the "As-Bid" Methodology for Settling Pre- 
Dispatched lntertie Bids is Just and Reasonable and is the 
Best Option in Light of All Considerations 

1. The "As-Bid" Rule Has Worked and Continues to Work 
Well and Solves the Problems Identified with the "Bid 
or Better" Settlement Rule 

As the CAlSO explained in the Amendment No. 66 filing, the combination 
of the pre-dispatch of importiexport bids, the "bid or better" settlement rule, and 
the variance between real-time market clearing prices and the predicted price for 
pre-dispatched bids, created an incentive for Scheduling Coordinators 
representing System Resources to bid in large quantities of offsetting incremental 
and decremental energy, which in turn led to a substantial increase in the 
magnitude of uplift costs incurred by the CAISO, even when the CAlSO had no 
need for energy from resources outside the CAlSO Control Area to meet load 
within the CAlSO Control Area. 
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The "as-bid" methodology has worked extremely well in curbing this 
phenomenon. The amount of overlapping incremental and decremental bids 
cleared by the CAISO dropped dramatically as soon as the C A B 0  moved from 
the "bid or better" settlement rule to the "as-bid" settlement rule. As detailed in 
the weekly DMA reports on the implementation of Amendment No. 66, since the 
effective date of Amendment No. 66, an average of only about 26 MW of off- 
setting incremental and decremental bids have been pre-dispatched each hour, 
as opposed to an average of about 600 MW per hour in the month prior to 
implementation of Amendment No. 66. 

Moreover, as shown in the weekly DMA reports, costs incurred by the 
CAISO associated with clearing the market by dispatching overlapping 
incremental and decremental bids from System Resources have been essentially 
eliminated under the "as-bid" settlement rule, because revenues received by the 
CAISO for decremental bids pre-dispatched to clear the market meet or exceed 
payments for off-setting incremental bids pre-dispatched to clear the marketg As 
noted in the CAISO's Amendment No.66 filing, the costs attributable to clearing 
of overlapping (or off-setting) incremental and decremental bids averaged about 
$400,000 per day in the month prior to Amendment No. 66. In other words, 
although the export and import quantities off-set each other, or netted-out, 
sellers/buyers were still entitled to be paid (or pay) their "bid or better" creating 
the uplift charge even though no energy was generated for the overlapping 
quantity. Thus, the implementation of the "as-bid" methodology has resulted in 
an estimated savings to the C A E 0  Markets of about $400,000 per day. 

Additional analysis comparing the performance of the CAISO's 
import/export market under the "bid or better" and "as bid" settlement rules is 
included in the DMA White Paper entitled "CAISO IrnporVExport Market 
Performance Under 'As-Bid' versus 'Bid-or-Better' Settlement Rules," which is 
attached to this filing as Attachment C. 

9 See, e.g., Repoff on Market Impacts of Amendment 66: "As-Bid" Settlement of Pre- 
dispatched Inter-tie Bids for Real Time Energy. filed in Docket No. ER05-718 (July 15, 2005) at 5. 
After the change to the "as-bid settlement rule, minor net costs from market clearing have 
resulted from the fact that the methodology used to calculate net costs is based on the total 
overall average price for all incremental and decremental energy pre-dispatched in hour. Thus, 
when incremental energy exceeds decremental energy pre-dispatched, the weighted average 
price per MWh of incremental energy may exceed the weighted average price of all decremental 
bids pre-dispatched. In practice, market clearing would be revenue neutral or produce a small 
positive net revenue. However, due to the very small volume of off-setting inc and dec bids pre- 
dispatched under the "as-bid rule any net revenues from clearing the market on an "as-bid basis 
have been minimal. 
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For these reasons, the CAlSO submits that the "as-bid" methodology 
implemented in Amendment No. 66 has proven, and continues to prove, 
extremely effective in curbing the excessive costs that resulted from the 
intersection of the "bid or better" settlement rule for settling pre-dispatched 
intertie transactions under MRTU Phase 1B. 

2. The "As-Bid" Rule Shares the Most Important Features 
of a Pre-Dispatch MCP Solution 

The "bid or better" settlement rule and the process of clearing the market 
for incremental and decrernental energy from bids received from System 
Resources (beyond projected CAlSO imbalance needs) were designed to 
increase system reliability by increasing the participation in, and efficiency of, the 
CAISO's import markets. However, the "bid or better" settlement rule resulted in 
excessive cost related to bids that were pre-dispatched simply to clear the 
market. Both the "as-bid" and the "pre-dispatch market clearing price" options 
prevent the incurrence of uplifi costs that would be allocated to C A E 0  rate 
payers stemming from the process of clearing intertie bids for incremental and 
decremental energy beyond the level needed for projected CAlSO system 
imbalance energy needs. Under a "pre-dispatch market clearing price" approach, 
the same pre-dispatch market clearing prices would be used to settle incremental 
and decrernental intertie bids pre-dispatched to clear the market (beyond 
projected CAlSO imbalance needs). Thus, the revenues from any decrernental 
bids pre-dispatched to clear the market would cover the payments associated 
with any incremental bids pre-dispatched as part of the market clearing process 
and there would be no "uplift" charges. However, the "pre-dispatch market 
clearing price" option is not superior to the "as-bid" option in this regard, because 
the "as-bid" settlement rule also guarantees that revenues from any decremental 
bids pre-dispatched to clear the market at least equal (or even exceed) the 
payments associated with any incremental bids pre-dispatched as part of the 
market clearing process. 

In addition, both the "as-bid" and "pre-dispatch market clearing price" 
methodologies would ensure that System Resources recover the full bid price of 
any incremental energy bids pre-dispatched by the CAISO (and pay no more 
than the bid price of pre-dispatched decremental energy bids)." Thus, both of 
these methodologies ensure that System Resources will be able to cover their 
operating costs. Moreover, both settlement solutions would provide the 
opportunity for System Resources to receive prices in excess of their costs. The 

10 In order to ensure full bid recovery using clearing prices generated by the CAISO's Real- 
Time Market Application ("RTMA") software, the pre-dispatch market clearing price option 
provides that supplement payments be made, if necessary, to ensure full bid price recovery of 
incremental energy bids (or payment of no more than the bid price of pre-dispatched decremental 
energy bids). 
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"pre-dispatch market clearing price" provides for such a result when the pre- 
dispatch market clearing price exceeds a supplier's bid price for incremental 
energy. Under the "as-bid" methodology, System Resources could receive 
prices in excess of their costs based on the market value of energy by 
incorporating expectations of the real-time MCPs into their bid prices. 

3. The Potential Downsides of the "As-Bid" Settlement 
Rule Have Not Been Observed in Practice, and are 
Unlikely to Present a Significant Problem Going-Forward 

At the time Amendment No. 66 was implemented, the CAISO, Market 
Participants, and the Commission recognized that there might be some potential 
downsides to the "as-bid "settlement rule. Specifically, the CAISO noted that 
under the "as-bid" rule, importiexport bid prices might reflect expectations of 
prices rather than marginal costs, which could lead to market inefficiencies. In 
addition, in the A66 Order, the Commission expressed concern that the 
implementation of "as-bid" would lead to a reduction in the sufficiency and 
liquidity of intertie bids from System Resources. For these reasons, the 
Commission directed the CAISO's DMA to prepare and file weekly reports 
examining the impact of the "as-bid'' methodology. 

To date, the CAISO has filed fifteen weekly reports detailing the 
consequences of the implementation of the "as-bid" methodology. Additional 
analysis comparing the performance of the CAISO's importiexport market under 
the "bid or better" and "as bid" settlement rules is included in the DMA White 
Paper entitled "CAISO ImpoNExport Market Performance Under 'As-Bid' versus 
'Bid-or-Better' Settlement Rules," which is attached to this filing as Attachment C. 

These reports show that none of the concerns expressed with respect to 
the "as-bid" methodology have materialized. First, the CAISO has not 
experienced any problems in terms of bid sufficiency or liquidity of incremental or 
decremental energy import bids since the switch to an "as-bid" settlement rule. 
In fact, as shown in weekly DMA reports, the volume of incremental energy bids 
has consistently been higher this year than during the comparable period in 
2004. Also, the volume of lower priced incremental energy bids has also 
increased since the switch to the "as-bid" methodology. 

Second, there is no indication that the average prices paid for pre- 
dispatched incremental energy during the period after the implementation of the 
"as-bid" settlement methodology have increased based on price expectations by 
suppliers. Generally, average prices for pre-dispatched incremental energy from 
imports have tracked those observed prior to the implementation of Amendment 
No. 66. Although there have been several weeks in which the average price for 
pre-dispatched incremental energy has increased, those price increases have 
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accompanied similar increases in the ex post MCP in the CAISO's real-time 
market, as well as the weighted average price reported for hourly spot market 
transactions in bilateral markets (using data available through the Powerdex 
Weekly Subscription Service). This suggests that these price increases have not 
been the result of any potential inefficiencies inherent in the "as-bid" 
methodology. Additionally, although data shows that intertie bid prices for 
incremental energy have increased relative to bilateral spot market prices during 
peak periods, as shown in the DMA Whitepaper included as Attachment C, when 
additional payments above bid prices received under the "bid or better" 
settlement rule are included in the analysis, effective bid prices for incremental 
energy from imports have declined since the implementation of Amendment No. 
66, relative to bilateral spot market prices." 

Moreover, given the makeup of the CAISO's markets, and the timing of 
this filing in conjunction with the CAISO's ongoing MRTU market redesign 
process, the CAlSO does not anticipate that the potential downsides of the "as- 
bid" methodology will present a significant problem going forward. First, as the 
MSC noted in its June 24, 2005 opinion, the possible inefficiencies introduced by 
the "as-bid" methodology are not particularly significant because the amount of 
net imports that are pre-dispatched by the CAlSO before the start of the real-time 
market is but a small fraction of the total CAlSO System load." Therefore, any 
possible inefficiencies resulting from System Resources bidding in an effort to 
predict real-time market clearing prices would constitute only a fraction of total 
production costs on a small fraction of total supply. 

In addition, as the CAISO noted in its request for clarification and 
rehearing of the A66 Order, the "as-bid" methodology (or any longer-term 
solution implemented under the CAISO's current market structure) would be 
effective only until February 2007, when the CAlSO implements MRTU Release 
1. Rather than develop a long-term methodology for settling intertie bids under 
MRTU as part of the instant proceeding, the CAISO intends to craft and 
implement a more permanent long-term solution to be included as part of the 
Hour-Ahead Scheduling Process ("HASP"), which is one of the core design 
elements that will be implemented in February 2007 as part of MRTU Release 
1 .I3 Currently, the CAlSO is engaged in a stakeholder process in the context of 
the MRTU proceeding to determine the best methodology for settling intertie bids 

11 See Attachment C at 17-1 8 

12 Attachment B at 5 

13 In the Commission's July 1, 2005 "Order on Further Amendments to the California 
Independent System Operator's Comprehensive Market Redesign Proposal," 112 FERC 7 61, 
013 (2005) at PP 69-70, the Commission indicated that the CAlSO would file the "long-term" 
solution to settling intertie bids in the Amendment No. 66 proceeding. The CAlSO intends to 
request clarification of that order to confirm that the long-term solution to settling intertie bids will 
be developed and implemented as part of the MRTU process. 
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under HASP. This methodology will be filed by the CAlSO as part of its MRTU 
Tariff filing, to be made in November 2005. Although the CAISO's experience 
with the "as-bid" methodology, and the stakeholder process in the present 
proceeding, will be instructive in developing the methodology to be used under 
MRTU, the substantial market and operational changes introduced by MRTU 
Release 1, including the move to a LMP congestion management approach, the 
creation of an integrated formard market, and the integration o f  intertie pre- 
dispatch into the HASP, necessitate the development and implementation of a 
new solution for settling intertie bids. Therefore, any potential inefficiencies 
resulting from the application of the "as-bid" settlement rule are not likely to be of 
significant duration, because the CAlSO fully intends to implement the optimal 
methodology for settling intertie bids as part of MRTU Release I, which is 
scheduled to go into effect in February 2007. 

Finally, as the MSC notes, the entire reason for the CAISO's pre- 
dispatching of imports is based on the CAISO's desire to accommodate the 
timing of import practices within real-time system operations in a manner that 
encourages imports. To the extent that importers are able to dynamically 
schedule their imports to respond to IS0  real-time dispatch instructions, 
however, their supply will be unaffected by the "as-bid" rule (or any other rule 
implemented to accommodate the pre-dispatch process) because those supplies 
will settle in the same manner as internal resources and be paid the Real-Time 
MCP. Therefore, importers have the option to mitigate any potential downside to 
the "as-bid" settlement rule by taking advantage of the ability to schedule 
dynamically by entering into an agreement to do so with the CAISO. Thus, the 
"as-bid" settlement rule also has the benefit of encouraging importers to pursue 
dynamic scheduling arrangements with the CAISO, which both the CAlSO and 
the MSC believe will enhance the long-term efficiency of the CAlSO  market^.'^ 
Significantly, the two parties who have expressed the most concern with respect 
to the issue of settling intertie transactions, BPA and Powerex, have both entered 
into agreements to allow them to dynamically schedule their transactions with the 
CAISO, which should mitigate their concerns about the impact of the "as-bid" 
settlement rule. 

4. The Time, Effort and Cost of Developing and 
Implementing an Alternative Solution to the "As-Bid" 
Rule are Not Justified 

First and foremost, the relevant time-frame for the longer-term solution is 
from October 1, 2005, the current sunset date for the "as-bid" solution, to 
February 2007, when the CAISO's LMP MRTU market design is implemented. 
Because the CAlSO is already operating under the "as-bid" methodology, 
continuing to operate under this methodology after September 30, 2005 will not 

14 Attachment B at 5. 
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involve any additional implementation costs or allocation of resources. On the 
other hand, the implementation of a "pre-dispatch market clearing price" option, 
or any other of the options considered during the stakeholder process, would 
require significant resources and time to implement. The CAlSO estimates that 
implementing a "pre-dispatch market clearing option" would take at least 6-8 
months, and would require a budget of approximately $600,000, in addition to the 
use of internal CAlSO resources. One of the complicating features of 
implementing a "pre-dispatch market clearing price" option in particular is that the 
CAlSO would need to develop and execute a new pre-dispatch pricing run. This 
effort was not originally anticipated when the CAlSO first examined the feasibility 
of this option. Devoting substantial resources to a solution that would be in effect 
for less than a year is not cost effective in light of the effectiveness of the "as-bid" 
solution and the commitment to develop a long-term solution as part of the LMP 
MRTU design to be filed in November 2005 and implemented in February 2007. 

Additionally, implementing alternative options would require the extensive 
utilization of internal CAlSO staff time and resources that are currently scheduled 
to work on settlement conversion projects and, most importantly, the 
implementation of MRTU Release 1 by February 2007. Thus, implementation of 
alternative options would result in the incurrence of significant opportunity costs 
in terms of having to delay work on these other projects. The most direct impact 
of attempting to implement an alternative to the "as-bid" methodology would be to 
the Settlement and Market Clearing (SaMC) project timeline, which is a critical 
part of the MRTU Release 1 implementation process. The SaMC Phase 1 project 
is currently scheduled to begin parallel operations in December 2005 and last 
three months, and will go "live" in the first quarter of 2006. The modifications 
necessary to implement an alternative option, in particular the "pre-dispatch 
market clearing price" methodology, would require either the postponement of 
SaMC Phase 1 parallel operations, or the postponement of the alternative intertie 
settlement option modifications until after SAMC Phase 1 cutover in the first 
quarter of 2006. Given the February 2007 MRTU Release 1 implementation 
date, neither of these options is desirable. 

Ill. COMMUNICATIONS 

Communications regarding this filing should be addressed to the following 
individuals, whose names should be placed on the official service list established 
by the Secretary with respect to this submittal: 

Charles F. Robinson J. Phillip Jordan 
Sidney Mannheim Davies Michael Kunselman 
The California Independent System Swidler Berlin LLP 

Operator Corporation 3000 K Street, N.W. 
151 Blue Ravine Road Washington, D.C. 20007 
Folsom, California 95630 Tel: (202) 424-751 6 
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Tel: (91 6) 351-4400 
Fax:(916) 608-7296 

Fax: (202) 424-7647 

IV. SERVICE 

The CAlSO has sewed copies of this transmittal letter, and all 
attachments, on the California Public Utilities Commission, the California Energy 
Commission, the California Electricity Oversight Board, all parties with effective 
Scheduling Coordinator Service Agreements under the CAISO Tariff and all 
parties to Docket No. ER05-718. In addition, the CAlSO is posting this 
transmittal letter and all attachments on the CAlSO Home Page. 

V. ATTACHMENTS 

The following documents, in addition to this letter, support this filing: 

Attachment A Table of lntertie Settlement Options Considered in the 
CAISO's Stakeholder Process 

Attachment B June 24, 2005 MSC Opinion "Medium Term-Solution 
to Clearing lntertie Bids in the Real-Time Energy 
Market" 

Attachment C DMA Whitepaper entitled "CAISO ImpoNExport 
Market Performance Under 'As-Bid' Versus 'Bid-or- 
Better' Settlement Rules" 

Attachment D Notice of this filing, suitable for publication in the 
Federal Register (also provided in electronic format). 

Two extra copies of this filing are also enclosed. Please stamp these 
copies with the date and time filed and return them to the messenger. Please 
feel free to contact the undersigned if you have any questions concerning this 
matter. 
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Respectfully submitted, 

General Counsel ~ i c h a e l  Kunselman 
Sidney Mannheim Davies Swidler Berlin LLP 

Senior Regulatory Counsel 3000 K Street, N.W., Suite 300 
The California Independent Washington, D.C. 20007 

System Operator Corporation Tel: (202) 424-7516 
151 Blue Ravine Road Fax: (202) 424-7643 
Folsom, CA 95630 
Tel: (916) 351 -4400 
Fax: (916) 608-7296 
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hledium-Term Solution to Clearing Intertie Bids 
in the Real-Time Energy Market 

"Y 
Frank A. Wolak, Chairman; Brad Barber, Member; 

James Bushnell, Member; Benjamin I:. Hobbs, Member 
Market Suiveillance Committee of the California I S 0  

1. Introduction 

I+:RC set ;i sunset date of Septemhcr 3'1; 2003, when it :ipproveii rlie current ji,iy-,is- 
I i i i c c I i ; ~ i i ~ s ~  1 r i l  7 ,  2 Tlic I S 0  1i;is implen~cntcd a stakcholiicr prcxess ti, .~sscss 
, i s  ~'imediurn term" o p t ~ o ~ i s  to llc irnplemcnicd Ixtwcen Septctn1,cr i 1 ,  20ii5, : I M ~  
i:cI,ru;iry 20i)T, \x-hcr~ i \ IR l 'L '  is expected to lx in !pl;lce. 1-ong-rc:m up tons  ii:i- the, 

scttle~ment of interties uniicr \llVi'C x i :  Iprr of  ongoing iiiscussions of tlic I lour .'Jil:,~cl 
iclicddirig Process 1 . 1 .  I I 7. 2005, rlie 1 5 0  illeii : I  rcqucsr t?,r 

cl,1riiic;1t1oii/re1ie-~11-ing on ;lie :\mcndrnert 66 decistoii for settling inra-rres. I:: t l w  rdi!-i$~.. 
t!1c I S 0  ti ihrmed 1:1111C th i t  a pre-iiispitch mirkcr-clcxing price solution-i!ic ISO's 
Opti,.)~ 1--couli! nor he implemented until Spring o i  2006, ;ipproxim;ite!y one yc;ir i r t iwc 
h1ll'l'L: is cspected to be im;~lemented. '1'11~ IS0 ;i!so rcipcsted clarii?c:ition on wiivrhcr 
p~ )x - ! , i c  could l)c cvtisidercd as a midiurn term option until hl1Vl'Ll w n  implcinciircii. 
O n  11:iy 20, 2005, Fl<RC ruled tlmr p:ty-;is-l)id could he considered as ;in option. 1 lo\vc~-er, 
ir :i!si., r111i.d t1i;it if the I S 0  did not proposc xi  acceptable medium renn solution. the current 
p!.,fi-iiid mcc11;inis:n \\:oulii ix replaced by the previous bid-or-1)ctter niechinisn~.  

I Cover letter for Amendment 66 to t h e  California I S 0  Tanif. Docket No. EROS-718-000. March 23. 2005, p 5 

' ibld 0.5 
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2. Background 

'I'lic incentive to crcatc uplift p;i!mcrirs uiiiicr rlie oi?g~n;il :mplc:nt:nt;ition , v C  li 'l '?l,\ 
v-:is c;i~ised by hvo ~spec t s  oi 11mv I I I I C S ~ I C  liids ;irC ire;itcd in the sertlemmt priiicss. 

\ .  s AI: . cx;impie, if;m ~imiporr IXC ihii otSX!iV\Y'I? is cle,irr:r! ;~g.iiiist :in import l1i:X: 
lud oi $60iM\X'h; bur rlie rml-time price is either over $60/'11\.'h or under SSi)/\l\X'li, :it: 
l i t  is r : r e i .  For instmce, a rw-rime pnce of S7O/!vi\X'h mwns r l i x  the Ijl.IC; l,:d is 
rci'utiiied $lO/M\Vli ii-oni the re;>!-time pricc. while :; real-time pricc of $35/AI\X% \vouli? 
ii~stc:id imply :I $ l i / \ l \~ ' l i  uplift p:lymerit to the INC Ixd. 130rli o i  those siiu:itions resiilt in 
rhc C;\1S0 paying our money wirhout :iny c1i;inge in net powcr tloms into Caliii?riin 

Market Surveillance Cornmlt:ee of CAISO Pagr 2 ai 6 





June 26, 2005 

3. Medium ?'ern1 Solutions Under Consideration 

O~TXXS 1 and 2 sh;il-(. rnmy imjion:int t'cmxes. Both mould conrlnue to intcgr;,tc 
r!i(, i~w-ciisp:ncli lp~~rcli,lses o i  imports n)ugl i !~ -15 minims ;ilie;id oi c;lcli oper,iriii!~, h i ~ w  wlrli 
tiic .1\~,111~hlc su?ply or r e s ~ ~ ~ ~ i ~ - e c s  \\ \ : i t I~:r i  k c  IS0  ,:oiit~-ol ;~re:i ili;~t x e  ~iisp:!tclid~lc 011 , I  .5 
niiliuic Ib~sis \viil?iri :he olier:~riiig ]lour. O p m n  -3 would t~-eat irnpol-t< syminctr~c,~ll! \v1t!7 
I I I ~  t l i n  t i  I S  c l  I I I 1 1 1 t m c  r e .  Inicrrie liiiis couli lic 
ijisp;~rclied -11 lhc start (if the liour (ur ; iripme witliin tlic l1ou9 ;inti suppi!- : I  tixcci ,iiiio;mr i,i 
initput durii~g ilic hour. Ilo\vc\~er, tliese resources \\\:ouiii be subject i ( >  imh;ii;rncc uicrj;!. 
ch.tr5ys t o  thc. c i t e r~ t  tliat tiicy t h l  io rcspijind to additional disp:~cIi instru~tions d~isiiip, rhc 
I .  130111 Optii,ns 1 :md 2 would cst:~blish seliar~ire, pre-dispatch m.1rkt.t priccs t11.i~ \viL 
c:eiicr:illy differ irom rc;il-nmc prices. 13: setring prices in ;idiance, the I S 0  ;wi,ii;s the 
I m h l c ~ r  (it m A n g  ;I commitment I!) buy (i!r sell) power 1)eforc it ;icru:~lly lmoms the 1ir:cc. 

Inefficimcies of Pay-As Bid Marker 

Itiefiicitmcies c;in ;~lso ;inse when firms liarc diffcrcnr idr:is ;1h(81it \\-h:it rlic rn;irl<rt- 
c1c:inng pnce \vill be. I:nm A. mli~cli has iow cost generation units, coulii cxpecr :i liigli Ipricc 
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\i:cordrng to rlic C:\iSO, irnplcrncnr,ition iof ;:n ;ilrcrn:itive prv disp;ircli sct tic~ni.:lt. 
siicli ,is 11i;i: encomp;issed in rile C;iIiforc:,i ISO's Option 1 or in ti:<, pnipos;il l iy  131' \, 
~ d i l  cnrxi ;I comrnimienr of signitic,int time ;ind resources. 'l'lic I S 0  csr :~i i~ir~s  t i i , i ~  

OIXM):~ 1  would rdx ;it l e ~  6 to 8 inonrhs to irnpicrnent ;it ;I WST ( j i  ;ipproxii~~;!te~! 
$()i)O.OO(! 11: ,liidirion ro rlic usc o! iiirern,11 IS0  resources.'' ln ~1dc1111o1i t o  t in ;u~ct i  I-csourci:~. 
rlic iie\-clopmciit ot ;in ;ilrer:::iiive prc-dispatch sertlernmt schernc w-iiuli: tnl-olvc: no~: - t~- rW 
;isiii,urits ofsrakclioldcr ;ind C:\lSO stiff time h i t  \would otliei?wise he ibcased on  t1:c rnijre 
prcsn:g lxol~lcms d iniplemcnting IilVl'C ;i:id rcsourcc :ideiju;icy jrro\~tsions. K c  I>rlie\-c 
rli , i t  rhis time is better spent on die longterm design of the m;rrkct, i-:ttlier than rr:insiciir 
~ssucs tl;;lt .iftect only :t w ry  srn:ill fr;ict:ori of the cncsg:- trans:icrecl in <;,-If ,t I orni~i. 

j1.r recognize the finite resources available ro thc (:.-\is0 an[? n:~rket p;irtrcip:;ilts i ; i  

I f o : - I ;  'l'liesc resoiircei are hest employed if rliey ,ire iociiscd on tlic timcl!. 
iiiiplcment;itron (it long-term solurions to the most sig~~iticarir problems i;ictng the C;rlti~i-nu 
mirkel-. 'llic implementation o t  ;in dtcrn:iri~e scrdemenr cclicmc icir tlic pre-tiispltch O F  
intertic sdes is neither a sipificant nor long-term prolilem in (:Ai-orni;!. 'l'lie :~X!!ICI(:IJCICS 

;issoci;ited with tlic ciirrenr pa!.-as-bid s)'?.rern ;Ire tlicorettc:~!iy piiusil~lc, but l-i~ugh 
c;ilcui;~riwii ;ind common scnsc ;II-guc tli.ir they cinriot hi: large. 17~~rrhcrrnorc. ;lrly 
;;lrcri~.iri~-e scilution would rake nc:irIy ;t )-car to dcvclop ; i d  hc in p l x c  i i ~ r  only ;riwt~t . I  !c.ir 
cu re!- ri1;il. ;ind i t  is rioi gu;irmlcK~ to pet-form ;my bcttel- t!i<tn the currefir p , i ~ - : l s ~ ~ : ~ d  s < h t ~ o r i .  
C;irei: the out-of-pocki-: ;in& opportuiiity costs in\;ol\-ed in i ieieiqxnp all :ilrcrri;iti~~e. \., c <<:el 
th.ir t11c conriiiu;irion oi the current system is cleariy rile best clioicc .irnimp rile ;~u;i;rlilc 
,~Itel-~l~irl\-es. 

5"Settlement for Pre-Dispatched fntenie Bids" Presentation by Eric Hiidebrandt at the Market SuiveiiianceCommitlee 
Meeting, May 24. 2005, p. 10 

"'~einoiandum to iSO Board on Modificaiion of Settlement for Pre-Dispatched Bids from lntenies. ' by Mark  Rothledei, 
Director of Market Operations, and Anjaii Sheffiin. Director of Market Analysis. June 8. 2035. p 4 
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CAlSO ImportlExport Market Performance 
Under "As-Bid" versus "Bid or Better" Settlement Rules 

I. Background 

In Amendment No. 66, the California Independent System Operator ("CAISO") proposed to 
modify the CAlSO Tariff so that bids for incremental and decremental energy on inter-ties with 
neighboring control areas that are pre-dispatched by the CAlSO are settled under an as-bid 
rule. With this modification, bids would be settled at their original bid price, rather than being 
settled under the bid or better rule in effect since October 1, 2004.' 

In its April 7, 2005 order on Amendment No. 66, the Federal Regulatory Energy Commission 
("Commission") approved the as-bid settlement rule effective as of March 24 until the earlier of 
September 30, 2005 or the effective date of a long-term solution filed and accepted by the 
 omm mission.^ The Commission also ordered the CAISO's Department of Market Analysis 
("DMA) to file weekly reports on the market effects of these interim tariff provisions, including 
"the liquidity and sufficiency of bids at the inter-ties" until the earlier of the effective date of a 
future tariff change implementing a long-term solution or September 30, 2005. 

The CAISO's DMA has submitted weekly reports pursuant to the above directive in the 
Commission's Order on Amendment 66. Three key findings are highlighted in these reports: 

The volume of offsetting incremental and decremental energy bids pre-dispatched by the 
IS0 to clear the market (beyond the level of bids that would be pre-dispatched to meet net 
IS0 imbalance energy) has been dramatically reduced under the as-bid settlement rule. 
Since the effective date of Amendment 66, an average of only about 26 MW of off-setting 
inc and dec bids have been pre-dispatched each hour, as opposed to an average of about 
600 MW per hour in the month prior to implementation of Amendment 66. 

The additional costs incurred for off-setting incremental and decremental energy bids pre- 
dispatched by the IS0 to clear the market have been eliminated under the as-bid settlement 
rule, because revenues received by the CAlSO for dec bids pre-dispatched to clear the 
market meet or exceed payments for off-setting inc bids pre-dispatched to clear the market. 
As noted in the ISO's Amendment 66 filing, total uplift costs incurred prior to the ISO's 
March 23 filing were estimated at $33.6 million, with about $18.6 million of these uplift costs 
attributable to clearing of overlapping (or offsetting) inc and dec bids under Phase Ib.  Costs 
attributable to clearing of overlapping (or offsetting) inc and dec bids averaged about 
$400,000 per day in the month prior to Amendment 66, 

' Under the bid or beffer settlement rule, inter-tie bids for incremental energy pre-dispatched by the 
CAlSO prior to each operating hour were paid the higher of their bid price or the ex post real time market 
clearing price. Inter-tie bids for decremental energy pre-dispatched by the CAlSO paid the lower of their 
bid price or the ex post real time market clearing price. See Amendment No. 66 Transmittal Letter. 

Caljfornia Independent System Operator Corporation, 11 1 FERC 7 61,008 (2005) ("Amendment 66 
Ordei'). 



To date, the CAlSO has not experienced problems in terms of bid insufficiency or liquidity of 
incremental energy import bids since the switch to an as-bid market under Amendment 66. 
The volume of incremental energy bids has typically been higher this year than during the 
comparable period in 2004, and has consistently been well in excess of the quantity of bids 
actually pre-di~patched.~ 

The remaining sections of this report provide a more detailed analysis of market 
performance under the as-bid versus bid or better settlement rule. Sections I1 and Ill 
specifically address suggestions for the type of analysis that should be performed by the IS0 
made by Powerex in its June 8, 2005 protest to the ISO's most recent market redesign filing.4 

Section I compares the costs and revenues of incremental and decremental energy pre- 
dispatched by the IS0 relative to bilateral market price indices before and after Amendment 66. 
Key findings of this analysis are summarized below: 

Results of this analysis indicate that performance of the IS0 impoNexport market has 
improved under the as-bid settlement rule, as the cost of real time imports by the IS0 has 
decreased and revenues from exports have increased relative to bilateral market prices. 
Under the as-bid settlement rule the cost of net incremental energy pre-dispatched by the 
IS0 has exceeded the bilateral price index by $6.24, compare to a difference of about 
$21/MWh under the bid-of-better settlement rule. Meanwhile, the analysis indicates that 
revenues received for net decremental energy pre-dispatched by the IS0 were about 
$151MWh lower than bilateral price index prior to Amendment 66, but were only $12.52 less 
than the bilateral price index since Amendment 66. 

Section I also illustrates how the approach used to calculate costs for net energy pre- 
dispatched by the IS0 for system needs that appears to be proposed by Powerex ignores 
the additional costs incurred by the IS0 for off-setting incremental and decremental bids that 
were pre-dispatched t~ clear the market under the bid or better settlement rule. Ignoring the 
costs incurred from clearing the market under the bid or better settlement rule significantly 
underestimates the actual cost of net imports pre-dispatched for IS0 system needs, and 
overestimates revenues for net exports pre-dispatched for IS0 system needs. 
Nevertheless, as shown in Section 2, the methodology that appears to be proposed by 
Powerex still shows that performance of the IS0 impoNexport market has improved under 
the as-bid settlement rule, as reflected in a lower cost of real time imports and an increased 
in revenues from exports relative to bilateral market prices. 

Section Ill compares the bid prices for incremental and decremental energy at relative to 
bilateral market price indices before and after Amendment 66. Key findings of this analysis are 
summarized below: 

Under the bid or better settlement rule, bidders would be expected to assess the expected 
value of the additional payments received when the ex post MCP exceeds their bid price. 

e.g. See Reporf on Market lmpacfs ofAmendment 66: "As-Bid Settlement of Pre-dispatched lnter- 
tie Bids for Real Time Energy, Prepared by the Department of Market Analysis, California Independent 
System Operator, July 22. 2005. pp. 9-14. 

4 Protest of Powerex Corp (herein referred to as "Powerex"), filed on June 8, 2005 in protest of the 
ISO's Comprehensive Market Redesign Proposal, May 13, 2005, Docket No. ER02-1656-026. 



and incorporate the expected value of these payments into their bidding strategy by offering 
supply at a lower bid price than they would offer under a pure as-bid settlement rule, ceterus 
paribus. However, in addition to causing suppliers to bid lower than in an as-bid market, 
the additional uplift payments received under the bid or better settlement rule represent 
additional costs to procure energy under the bid orbeffer settlement rule. For these 
reasons, any comparison of inter-tie bid prices under the as-bid and bid or better settlement 
rules should account for the impact of these additional uplift payments on bid prices and 
imbalance energy payments. 

In order to account for the impact of uplift payments under the bid or better settlement rule 
on bid prices for incremental energy, this study first converts incremental bids submitted 
under the bid or better settlement rule to an effective bid price, equal to the hiqher of the bid 
price or the actual ex post MCP for the corresponding hour. For decremental bids, the 
effective bid price under the bid or beffer settlement rule is equal to the lower of the bid price 
or the actual ex post MCP for the corresponding hour. For bids submitted while the bid or 
better settlement rule was in effect, these effective bid prices reflect what each bid actually 
would be paid (or pay) if pre-dispatched by the ISO. No such adjustment is appropriate for 
bids submitted under the as-bid settlement rule, because bids are simply settled based on 
their actual bid price. 

Results of this analysis indicate that bid prices for imports have increased and decremental 
bid prices have decreased relative to bilateral market prices since the switch from the bid or 
better to the as-bid settlement rule. However, when uplift payments above bid prices 
received under the bid or better settlement rule are included into the analysis, effective bid 
prices for imports have declined relative to the bilateral spot market prices since Amendment 
66. Effective bid prices for decremental energy, meanwhile, have decreased since the as- 
bid settlement went into effect. 

Finally, it should be noted that the various indicators of exporVimport market performance 
are likely affected by a variety of other factors beyond the bid or better or as-bid settlement 
rules, ranging from market and operational conditions within the CAlSO system to supply and 
demand conditions throughout the western states. However, results of the various analyses 
summarized in this report indicate that the overall performance of the IS0 impotVexport market 
has improved since the bid or better settlement rule was replaced by the as-bid settlement rule. 



II. Cost Impacts of Amendment 66 

Powerex contends that pre-Amendment 66 costs cited by the IS0 in previous filings and 
reports overestimate the savings attributable to Amendment 66 for two reasons. First, Powerex 
contends that the pre-Amendment 66 costs cited by the IS0 overstate the net costs incurred 
from the bid or better rule since it does not account for any benefits that may result from the 
extent to which the bid or beffer rule resulted in attracting "a deeper and more competitive set of 
offers to buy and sell energy at various interties", which can be used to meet IS0 imbalance 
energy needs. (Powerex at 1 I ) . ~  Second, Powerex contends that the pre-Amendment 66 costs 
cited by the IS0  also overstate the savings from Amendment 66 since there has been better 
convergence between price projections used in the pre-dispatch process and the actual ex-post 
MCP for each operating hour since Amendment 66. 

Finally, Powerex goes on to suggest that "a more meaningful measure of pre-dispatch 
energy transaction 'savings' due to implementation of Amendment 66 would be to compare the 
"pre-dispatch premium", defined as the difference between: 

1. The net price paid by the IS0 for pre-dispatched incremental energy (or the price for 
decremental energy sold by the ISO); and 

2. The Real Time bilateral prices prevailing each hour (as approximated by the Bilateral 
Hourly spot Index published on a subscription basis by POWERDEX). 

Powerex further indicates that the net price should be calculated separately for incremental 
and decremental bids, and should include the sum of all costs divided by the total volume of 
MWs pre-dispatched for both system demand and market clearing. 

While DMA agrees that the concept of comparing the cost and revenues from incremental 
and decremental energy pre-dispatched by the IS0 to a bilateral price index in order to assess 
changes in relative prices over time, DMA disagrees with the manner in which Powerex appears 
to suggest that the cost and revenues from incremental and decremental energy pre-dispatched 
by the IS0 should be calculated. Specifically, the approach suggested by Powerex appears to 
ignore the additional net costs incurred by the IS0 under the bid or better settlement rule when 
the IS0 pre-dispatched large volumes of offsetting incremental and decremental bids to clear 
the market. This aspect of Powerex's suggested approach differs from the manner in which net 
costs have been calculated in various IS0 reports in that net costs reported by DMA include 
uplift costs incurred due to offsetting incremental and decremental energy bids dispatched to 
clear the market. 

Powerex's filing actually refers to these benefits as benefits of "the market clearing function of 
Phase lb." and does not actually refer to the "bid or better" settlement rule. Since Amendment 66 did not 
remove the market clearing function of Phase I b, but simply replaced the "bid or better" settlement rule 
with an "as bid" settlement rule, we assume that Powerex actually meant to say that the "bid or better" 
settlement rule would result in a "a deeper and more competitive set of offers to buy and sell energy at 
various interties" than the "as b id  rule. 



For example, as described in Appendix A of the ISO's first weekly report on Amendment 66, 
during hours when the IS0 is a net purchaser of pre-dispatched energy (i.e. when total 
incremental energy bids pre-dispatched exceed any decremental energy pre-dispatched), 
DMA's reports calculate cost for incremental energy pre-dispatched by the IS0 by taking total 
net costs and dividing by total net incremental energy pre-dispatched: 

Net Incremental Energy Purchased, = Maximum (0, Total Inc MW, -Total Dec MW,) 

Net Cost, = Total Jnc Paymentst +Total Dec Payments, 

Net Cost 
Net Costot Incremental Energy, = 

Net Incremental Energy Purchased, 

Similarly, during hours when the IS0 is a net seller of pre-dispatched energy (i.e. when total 
decremental energy bids pre-dispatched exceed any incremental energy pre-dispatched), 
DMA's reports calculate cost for decremental energy pre-dispatched by the IS0 by taking total 
net revenues and dividing by total net decremental energy pre-dispatched: 

Net Decremental Sales, = Maximum (0, Total Dec MW, -Total Inc MW,) 

Net Revenues, = Total Inc Payments! + Total Dec Payments, 

Net Revenues, 
Net Revenue from Decremental Energy, = 

Net Decremental Sales, 

Under this approach, extra net costs associated with uplift payments for off-setting 
incremental and decremental energy bids dispatched to clear the market (rather than for IS0 
system demand for either incremental or decremental energy each hour) are accounted for as 
part of the net price paid (or received) by the IS0 for pre-dispatched incremental (or 
decremental) energy. 

However, it appears that Powerex's suggested approach would not include these uplift 
costs, and would instead calculate the costs and revenues from incremental and decremental 
energy pre-dispatched, respectively, based on a gross basis each hour, as reflected in the 
equations below: 

Incremental Energy Costs, 
Gross Cost of lncremental Energy, = 

Gross Incremental Energy Purchased, 

Decremental Energy Revenues, 
Gross Revenue from Decremental Energy, = 

Gross Decremental Energy Sold, 



The difference between these two methodologies is further illustrated in Figure 1, which 
shows calculations for two hypothetical hours under both approaches. As shown in this 
example, calculating pre-dispatched energy on a gross basis as suggested by Powerex tends to 
underestimate the purchase cost of pre-dispatch energy and overestimate the revenues from 
decrernental energy under the bid or better settlement rule in cases where off-setting bids are 
pre-dispatched to clear the market and the ex post real time price is then either higher or lower 
than the bid price of energy pre-dispatched to clear the market. 

In Hour 1 of the example shown in Figure 1, the IS0 is a net purchaser of 500 MWh of pre- 
dispatched incremental energy, but also pre-dispatches another 500 MWh o f  incremental 
energy (at a bid price of $50/MWh) and 500 MWh of decrernental energy (at a bid price of 
$55/MWh) to clear the market. During this hour, the ex post real time price ends up to be 
$25/MWh, so that the 500 MWh of incremental energy pre-dispatched to clear the market is 
paid the $50/MWh bid price, while the 500 MWh of decremental energy (bid at $55/MWh) is 
charged only $25 MWh. Under DMA's methodology, the net cost of the 500 MWh of net 
incremental energy pre-dispatched by the IS0  in Hour 1 is $75 (the $50 bid price for 
incremental energy, plus a $25 loss on the 500 MWh of off-setting incremental and decremental 
bid pre-dispatched to clear the market). Under Powerex's approach, however, the price for 
incremental energy reflect only the $50 bid price for 1,000 MWh of gross incremental energy 
pre-dispatched). 

In Hour 2 of the example shown in Figure I .  the IS0 is a net seller of 500 MWh of pre- 
dispatched decrernental energy, but also pre-dispatches another 500 MWh of incremental 
energy (at a bid price of $50/MWh) and 500 MWh of decremental energy (at a bid price of 
$55/MWh) to clear the market. During this hour, the ex post real time price again ends up to be 
$25/MWh, so that the 500 MWh of incremental energy pre-dispatched to clear the market is 
paid the $50/MWh bid price, while the 500 MWh of decremental energy (bid at $55/MWh) is 
charged only $25 MWh. Under DMA's methodology, the net revenue from the 500 MWh of net 
decrernental energy pre-dispatched by the IS0 in Hour 2 is $0, while Powerex's approach 
results in revenue of $25/MWh for decremental energy. 

When results of Hours 1 and 2 in Figure 1 are combined, Powerex's methodology results in 
an incremental energy price significantly lower than the net cost calculated by DMA's approach 
($50 versus $75), and a decremental price that is higher than the net revenue calculated by 
DMA's approach ($25 versus $0). Figure 2 shows results for the same example, except under 
the assumption that the ex post real-time price ends up to be higher (rather than lower) than the 
pre-dispatch bid prices ($75 versus $25). As illustrated in these examples, the approach 
suggested by Powerex tends to underestimate the purchase cost of pre-dispatch energy and 
overestimate the revenues from decrernental energy under the bid or better settlement rule. 
This difference between the two methodologies is further evident in the comparison of results of 
the analysis of actual market data provided in the following section. 



Figure 1. Calculation of Pre-Dispatch Energy Costs on Gross vs. Net Basis 

Example #I: Ex Post MCP = $251MWh 

Powerex Apvroach (Gross) DMA Apvroach (Net) 

Hour 1 
Inc Dec Inc Dec 

Predispatched Bids (MW) 1,000 -500 500 0 
Bid Price ($/MWh) $50 $55 

Ex-Post MCP ($/MWh) $25 $25 
Bid or Better Price ($/MWh) $50 $25 

Payment ($) $50,000 -$12,500 $37,500 
Avg. Pre-dispatch Price ($/MWh) $50 $25 $75 n/a 

Hour 2 
Inc Dec Inc Dec 

Predispatched Bids (MW) 500 -1,000 0 -500 
Bid Price ($/MWh) $50 $55 

Ex-Post MCP ($/MWh) $25 $25 
Bid or Better Price ($/MWh) $50 $25 

Payment ($) $25,000 -$25,000 $0 
Avg. Pre-dispatch Price ($/MWh) $50 $25 n/a $0 

Weighted Average Price (Hours 1 - 2) $50 $25 $75 $0 



Figure 2. Calculation of Pre-Dispatch Energy Costs on Gross vs. Net Basis 

Example #2: Ex Post MCP = $751MWh 

Powerex Approach (Gross) 

Hour 1 
Inc Dec 

Predispatched Bids (MW) 1,000 -500 
Bid Price ($/MWh) $50 $55 

Ex-Post MCP ($IMWh) $75 $75 
Bid or Better Price ($IMWh) $75 $55 

Payment ($) $75,000 -$27,500 
Avg. Pre-dispatch Price ($IMWh) $75 $55 

Hour 2 
Inc Dec 

Predispatched Bids (MW) 500 -1,000 
Bid Price ($/MWh) $50 $55 

Ex-Post MCP ($lMWh) $75 
Bid or Better Price ($IMWh) $75 $55 

Payment ($) $37,500 -$55,000 
Avg. Pre-dispatch Price ($IMWh) $75 $55 

Weighted Average Price (Hours 7 - 2) $75 $55 

DMA Approach (Net) 

Inc Dec 
500 0 

$47,500 
$95 nla 

Inc Dec 
0 -500 

-$17,500 
nla $35 



Tables 1 and 2 summarize results of the analysis of pre-dispatch costs relative to bilateral 
market price indices before and after Amendment 66 based on net energy dispatched and gross 
energy dispatched, respectively. As suggested by Powerex, the difference between pre- 
dispatch prices and bilateral prices are based on the hourly bilateral spot market price index 
developed by Powerdex on a subscription basis. Analysis of prices for pre-dispatched 
incremental energy bids are based on peak Hours Ending 13-20, while prices for pre-dispatched 
decremental energy bids are based on off-peak Hours Ending 1-8, as suggested by Powerex. 

As shown in Table 1, the cost of net incremental energy pre-dispatched by the IS0 
exceeded the bilateral price index by an average of $20.771MWh, compared to a price 
difference of only $6.24 since the as-bid settlement rule as been in effect. As shown in Table 2, 
the relative cost of gross incremental energy pre-dispatched, calculated as suggested by 
Powerex, also decreased since implementation of Amendment 66. The cost of gross 
incremental energy pre-dispatched by the IS0 exceeded the bilateral price index by an average 
of $7.49/MWh, compared to a price difference of only $5.14 since the as-bid settlement rule has 
been in effect. Thus, both these methodologies indicate that costs for incremental energy have 
dropped under the as-bid settlement rule relative to bilateral prices. 

Meanwhile, as shown in Table 1, DMA's analysis shows that the revenues received for net 
decremental energy pre-dispatched by the IS0 was about $14.81/MWh lower than bilateral 
price index prior to Amendment 66, but were only $12.52 less than the bilateral price index 
since Amendment 66. However, as shown in Table 2, using the approach suggested by 
Powerex, the revenues from gross decremental energy pre-dispatched by the IS0 have 
dropped relative to the bilateral price index since implementation of Amendment 66. Under the 
bid or betfer settlement rule, revenues from gross decremental energy pre-dispatched by the 
IS0 averaged about $8.60/MWh less than the bilateral price index, compared to a difference of 
about to $1 1.91IMWh since the switch to the as-bid settlement rule. 

Powerex, p. 12-13. 



Table 1. Costs for Net Pre-Dispatched Energy (DMA Approach) 
Incremental Enerqy 

Avg. Pre- 
Dispatch Bi-lateral 

Month Cost Index Difference 
October-04 $57.64 $45.29 $12.35 

November-04 $66.01 $53.09 $12.92 
December-04 $59.22 $50.57 $8.65 

January-05 $58.96 $47.76 $1 1.20 
February-05 $69.07 $48.18 $20.89 

Decremental Enerqy 
Avg. Pre- 
Dispatch Bi-lateral 
Revenue lndex Difference 

$33.20 $42.91 ($9.72) 
$37.65 $46.09 ($8.44) 
$39.24 $48.40 ($9.16) 
$26.31 $46.96 ($20.65) 
$20.16 $42.78 ($22.62) 

 arch-05* $102.00 $51.16 $50.85 
Total (Bid or Better) $69.65 $48.88 $20.77 

April-05* $59.25 $52.32 $6.92 $38.19 $48.29 ($10.09) 
May-05 $43.33 $36.61 $6.72 $14.55 $29.46 ($14.91) 

June-05 $42.41 $37.27 $5.14 $28.05 $39.32 ($1 1.27) 
July-05 $47.32 $40.53 $6.80 $22.47 $30.75 ($8.28) 

Total (As-Bid) $50.26 $44.02 $6.24 $23.87 $36.39 - ($12.52) 

Table 2. Cost for Gross Pre-Dispatched Energy (Powerex Approach) 

Incremental Enerqv Decremental Enerqy 
Avg. Pre- Avg. Pre- 
Dispatch Bi-lateral Dispatch Bi-lateral 

Month Cost Index Difference Revenue Index Difference 
October-04 $54.55 $45.79 $8.76 $37.90 $44.25 ($6.35) 

November-04 $54.27 $49.79 $4.48 $41.20 $46.72 ($5.52) 
December-04 $52.92 $49.51 $3.41 $41.56 $48.42 ($6.86) 

January-05 $54.58 $47.43 $7.14 $38.42 $46.90 ($8.48) 
February-05 $53.95 $46.95 $7.00 $37.14 $45.25 ($8.1 1) 

March-05* $61.06 $50.70 $70.35 $36.40 $49.66 ($1 3.26) 
Total (Bid or Better) $56.02 $48.53 $7.49 $38.69 $47.29 ($8.60) 

July-05 $44.95 $41.60 $3.35 
Total (As-Bid) $49.24 $44.09 $5.14 

* Data for March 1-24 included in March '05 "Bid or Bette? period. Data for March 25-31 
included in April "As-Bid" period. 



Ill. Inter-Tie Energy Bid Prices 

This section compares bid prices for energy over inter-ties submitted to the CAlSO before 
and after Amendment 66, which replaced the "bid or better" settlement rule with an "as-bid" 
settlement rule for inter-tie energy bid pre-dispatched by the ISO. 

The analysis compares cumulative bid prices for incremental energy at different import 
supply levels (or points on the supply curve of inter-tie energy bids) to hourly prices reported for 
bilateral transactions at major regional trading hubs.7 The basic approach is similar to the 
methodology suggested by Powerex in its protest of the ISO's most recent MRTU filing.' 
Powerex's filing suggests that a more meaningful analysis of inter-tie bids prices for incremental 
energy before and after Amendment 66 could be done by examining the following data since 
implementation Phase 1 b on October 1, 2004 to present: 

For peak hours (HE13-HE20), the Weighted Average Hourly Bid Price of each of the first 
500 MW, 1000 MW, 1500, MW and 2000 MW of inc bid available to the IS0 the Hourly 
Real Time Bilateral Price. 9 

Powerex states that such analysis would illustrate the bid premiums for IS0 imbalance 
energy intertie bids relative to the bilateral market prices, and that such analysis would provide a 
more reliable evaluation of whether the competitiveness of intertie bids submitted to the IS0 has 
been affected by Amendment 66. 

While the approach suggested by Powerex may be appropriate for assessing trends in bid 
prices under the as-bid settlement rule, this approach ignores key a key difference between the 
bid or better and as-bid settlement rules that affects the way suppliers would bid as well as the 
costs ultimately paid for pre-dispatched imbalance energy. Specifically, under the bid or better 
settlement rule bidders would be expected to assess the expected value of the additional 
payments received when the ex post MCP exceeds their bid price, and incorporate the expected 
value of these payments into their bidding strategy by offering supply at a lower bid price than 
they would offer under a pure as-bid settlement rule, ceteris paribus. Therefore, in order to be 
used to compare bid prices under these two different settlement rules, the approach suggested 
by Powerex must be modified to account for the additional payments above bid prices that result 
under the bid or better settlement rule when the ex post MCP exceeds the bid prices for pre- 
dispatched inter-tie bids. 

7 Bilateral prices are based on the Bilateral Hourly Spot Index published on a subscription basis by 
POWERDEX, an independent energy information company that publishes wholesale power indices in the 
WECC. 

Protest of Powerex Corp (herein referred to as "Powerex"), filed on June 8,2005 in protest of the 
ISO's Comprehensive Market Redesign Proposal, May 13, 2005, Docket No. ER02-1656-026. 

For decremental bids. Powerex suggests a similar analysis, but indicates that only off-peak hours 
(HE01-08) should be used (Powerex, p. 13). 



Methodology 

Bid Prices under "As-Bid Settlement Rule 

The approach for assessing inter-tie bid prices under the as-bid settlement rule is illustrated 
numerically in Table 3 and graphically in Figures 3a through 4. Key steps in this methodology 
include the following: 

1. First, bid prices for each inter-tie bid (Table 3 Column A) are compared to a reported 
price index for hourly bilateral spot market transactions (Table 3 Column A). The 
difference between the bid price and the reported bilateral price index represents the bid 
price delta (Table 3 Column C) for each bid segment, 

2. The supply of intertie bids is then sorted based on the bid price delta in ascending order. 

3. The cumulative bid cost delta is then calculated at different import supply levels (Table 3, 
Column D through G). 

4. The average inter-tie supply cost that would be paid at different import levels is then 
calculated by dividing total cumulative bid costs by the total cumulative bid quantity 
(Table 3, Column H) 

5. Finally, the average supply cost at standard points on the supply curve (250 MW, 500 
MW, 750 MW, etc) are retained in order to create a time series for use in statistical 
analysis of changes in inter-tie bid prices relative to the reported bilateral price index 
over time. 

The process is depicted graphically in Figures 3a through 4. Trends in decremental bid 
prices can also be examined using this same basic methodology, with the exception that the 
decremental bid curve is created by sorting decremental bids on the bid price delta in 
descending (rather than ascending) order. 



Table 3. Illustrative Example Calculation of Average Bid Price Delta 
For Inter-tie Bids Under "As-Bid" Settlement Rule 

Bid Seqrnents Cumulative 

Reported Bid Price Bid Bid Cost Bid Cost Average Bid 
Bid Price Bilateral Price Delta Quantity Delta Bid Quantity Delta Price Delta 

$/MW $IMW $IMW MW $ MW $ $/MW 

(A) (B) (C) = (A) - (0) (D) (E=C x D) ( F ) (G) (H) = (G) / (F) 
$4 1 $40 $1 83 $83 83 $83 $1.00 
$42 $40 $2 83 $1 67 167 $250 $1.50 
$43 $40 $3 83 $250 1 250 $500 $2.00 1 
$44 $40 $4 83 $333 333 $833 $2.50 



Figure 3a. Calculation of Average Bid Price Delta for 250 MW Quantity Level 

Bid Quantity (MW) 

Figure 3b. Calculation of Average Bid Price Delta for 500 MW Quantity Level 

Bid Quantity (MW) 

Figure 3c. Calculation of Average Bid Price Delta for 750 MW Quantity Level 

I 
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Figure 4. Average Bid Price Deltas for 250, 500 and 750 MW Quantity Levels 
Under "As-Bid" Settlement Rule 

Bid Quantity (MW) 

' Delta = Difference Between Bid Price and Reported Hourly 
Bilateral Price at Nearest Trading Hub (Powerdex) 

Bid Prices under Bid or Better Settlement Rule 

Under the bid or better settlement rule bidders would be expected to assess the expected 
value of the additional payments received when the ex post MCP exceeds their bid price, and 
incorporate the expected value of these payments into their bidding strategy by offering supply 
at a lower bid price than they would offer under a pure as-bid settlement rule, ceteris paribus. 
In addition to causing suppliers to bid lower, these additional payments received under the bid 
or better settlement rule represent additional costs to procure energy under the bid or better 
settlement rule. For these reasons, any comparison of inter-tie bid prices under the as-bid and 
bid or better settlement rules should account for the impact of these additional payments on bid 
prices and imbalance energy payments. 

The methodology used to assess bid prices under the as-bid settlement rule can be 
modified to account for payments in excess of bid prices made under the bid or better 
settlement rule by including the actual ex post level of additional payments in the bid prices. 
Table 4 and Figures 5 and 6 illustrate this modification using the sample example presented in 
Table 3. 



Table 4. Illustrative Example Calculation of Average Bid Price Delta 
For Inter-tie Bids Under "Bid or Better" Settlement Rule 

Bid Seqrnents Curnrnulative 
Pre- Reported 

Dispatch Ex Post Effective Bilateral Bid Price Bid Bid Cost Bid Bid Cost 
Bid Price MCP Bid Price Price Delta* Quantity Delta Quantity Delta Average Delt. 

$IMW $IMW $IMW $IMW $IMW MW $ MW $ $IMW 
(A) (6) (c) (Dl (E) = (C) - (D) (F) (G= E x F) (H) (1) (J) = (1) 1 (HI 
$41 $44 $44 $40 $4 83 $333 83 $333 $4.00 

As shown in Table 3 and Figure 4, the key modification made to assess bids under the bid 
or better settlement rule is to first calculate an effective bid price for each inter-tie bid for 
incremental energy, representing the maximum of: 

The actual bid price 

The actual ex post Market Clearing Price ("MCP") 

In this example, for instance, if the ex post MCP was $44, the effective bid price for all 
incremental bids less than $44 would be equal to the $44 ex post MCP, while the effective bid 
price for all incremental bids above the $44 expost MCP would be equal to the actual bid price 
In other words, the effective bid price represents the actual price that would have been paid for 
each bid if it had been dispatched. 

As illustrated in Figure 5, incorporating the actual price paid for each bid under the bid-or- 
better settlement system can have a significant impact on result of the analysis of import bid 
prices at different levels of supply. While the actual level of additional payments in excess of bid 
prices under the bid or better settlement system is uncertain at the time bids are submitted, 
suppliers would be expected to incorporate the expected value of these additional payments 
into their bidding strategies. 



Figure 5. Calculation of Bid Price Deltas Under "Bid or Better" Settlement Rule 

Price Delta for Bids 
> Ex Post MCP 

Delta for Bids 
< Ex Post MCP -+ 

Bid Quantity (MW) 

' Delta = Difference Between (a) Maximum of Bid Price or ExPost MCP 
and (b) Bilateral Price at Nearest Trading Hub (Powerdex) 

Figure 6. Average Bid Price Deltas for 250, 500 and 750 MW Quantity Levels 
Under "Bid or Better" Settlement Rule 

Bid Quantity (MW) 

Delta = Difference Between (a) Maximum of Bid Price or ExPost MCP 
and (b) Bilateral Price at Nearest Trading Hub (Powerdex) 



Figure 7. Comparison of Average Bid Price Deltas 
Under Methodologies for "As-Bid" and "Bid or Better" Settlement Rule 
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As shown in Figure 6, inter-tie bid prices for incremental energy during peak periods have 
increased relative to the bilateral spot market price index since the change from a bid or better 
to an as-bid settlement rule under Amendment 66. However, when additional payments above 
bid prices received under the bid or better settlement rule are included into the analysis, 
effective bid prices for incremental energy on interties relative to the bilateral spot market price 
index have declined since Amendment 66. Effective bid prices for decremental energy, 
meanwhile, have decreased since the as-bid settlement went into effect. 

Figure 6. Comparison of Average Bid Price Deltas for Incremental Energy 
"Bid or Better" and "As-Bid" Settlement Rules 
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Figure 7. Comparison of Average Bid Price Deltas for Decremental Energy 
"Bid or Better" and "As-Bid" Settlement Rules 
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IV. Conclusion 

Finally, it should be noted that the various indicators of expodimport market performance 
are likely affected by a variety of other factors beyond the bid or better or as-bid settlement 
rules, ranging from market and operational conditions within the CAlSO system to supply and 
demand conditions throughout the western states. However, results of the various analyses 
summarized in this report indicate that the overall performance of the IS0 impodexport market 
has improved since the bid or better settlement rule was replaced by the as-bid settlement rule. 

To date, the CAlSO has not experienced problems in terms of bid insufficiency or liquidity of 
incremental energy import bids since the switch to an as-bid market under Amendment 66. 
The volume of incremental energy bids has typically been higher this year than during the 
comparable period in 2004, and has consistently been well in excess of the quantity of bids 
actually pre-dispatched. 

The extra costs associated with offsetting incremental and decremental energy bids pre- 
dispatched by the IS0 to clear the market (beyond the level of bids that would be pre- 
dispatched to meet net IS0 imbalance energy) have been dramatically reduced under the 
as-bid settlement rule. 

Even when the cost and revenues of irnportlexports bids pre-dispatched by the IS0 are 
assessed based on gross importslexport bids dispatched, as proposed by Powerex, rather 
than net imbalance energy pre-dispatched for IS0 system demand, market performance 
seems to have improved under the as-bid settlement rule, with prices for pre-dispatched 
importslexports tracking more closely with reported prices in bilateral markets. 

Bid prices for incremental energy from imports have increased and bid prices for 
decremental energy for export have decreased since implementation of Amendment 66 
relative to bilateral market prices. However, this would be expected under an as-bid 
settlement rule, as participants adjust their bids to compensate for the expected value from 
uplift payments they previously received under the bid orbetter settlement rule. When the 
actual value of the additional benefits received under the bid or better settlement rule are 
incorporated into the analysis, bid prices for incremental energy imports and decremental 
energy exports both appear to have decreased moderately. 



I, Eric Hildebrandt, PhD declare under penalty of perjury, that I am the Manager 
of Analysis and Mitigation of the CAISO's Department of Market Analysis and 
that I prepared the foregoing document entitled "CAISO ImporVExport Market 
Performance Under 'As-Bid' versus 'Bid-or-Better' Settlement Rules" and the 
analysis and assertions contained in that document are true and correct to the 
best of my knowledge. 

Executed on July 25, 2005 in Folsom, California. - 
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NOTICE OF FILING SUITABLE FOR PUBLICATION 
IN THE FEDERAL REGISTER 

UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

California Independent System ) Docket No. ER05-718-000 
Operator Corporation ) 

Notice of Filing 

Take notice that on July 26, 2005, the California lndependent System 
Operator Corporation (CAISO) tendered for filing a proposal to  maintain the 
"as-bid" settlement rules for settling intertie transactions, as contained in 
Amendment No. 66 to the CAlSO Tariff, beyond the September 30,2005 
sunset date specified by the Commission in its order approving Amendment 
No. 66, 11 1 FERC 7 61,008 (2005) ("A66 Order"). This proposal is made in 
response to the Commission's requirement in the A66 Order that the CAlSO 
develop and file with the Commission a "long term" solution to the problem of 
settling intertie transactions. 

The CAlSO states that this filing has been served upon the Public 
Utilities Commission, the California Energy Commission, the California 
Electricity Oversight Board, and all parties with effective Scheduling 
Coordinator Agreements under the CAlSO Tariff, as well as all parties of 
record in the Amendment No. 66 docket (ER05-718). 

Any person desiring to intervene or to protest this filing should file with 
the Federal Energy Regulatory Commission, 888 First Street, N.E., 
Washington, D.C. 20426, in accordance with Rules 211 and 214 of the 
Commission's Rules of Practice and Procedure (18 CFR 385.21 1 and 
385.214). Protests will be considered by the Commission in determining the 
appropriate action to be taken, but will not serve to make protestants parties 
to the proceeding. Any person wishing to become a party must file a motion 
to intervene. All such motions or protests should be filed on o r  before the 
comment date, and, to the extent applicable, must be served on the applicant 
and on any other person designated on the official service list. This filing is 
available for review at the Commission or may be viewed on the 
Commission's web site at http:i/www.ferc.~ov, using the eLibrary (FERRIS) 
link. Enter the docket number excluding the last three digits in the docket 
number field to access the document. For assistance, please contact FERC 



Online Support at FERCOnlineSupport@ferc.gov or toll-free at (866)208- 
3676, or for TTY, contact (202)502-8659. Protests and interventions may be 
filed electronically via the Internet in lieu of paper; see 18 CFR 
385.2001(a)(l)(iii) and the instructions on the Commission's web site under 
the "e-Filing" link. The Commission strongly encourages electronic filings. 

Comment Date: 


