September 21, 2000

Richard J. Gross

c/o William J. Musdler

Chairman, Board of Directors

New York Independent System Operator
3890 Carman Road

Schenectady, NY 12303

Re  Apped of the NYISO Management Committee's
September 7, 2000 Decision to Seek Extension of Bid Caps

Dear Mr. Grossi:

H.Q. Energy Services (U.S) Inc. (*HQUS’) hereby appedls to the Board of Directors of
the New York Independent System Operator (“NYISO’) the decison of the NYISO's
Management Committee at its September 7, 2000 meeting to seek an extension of bid cgps in
New Y ork from October 28, 2000 through April 30, 2001.

Summary

On June 5, 2000, the NYISO Management Committee voted to ingtitute bid caps in the
NY [SO-administered markets for the summer season. HQUS opposed this proposa, and filed an
appeal with the NYISO Board on June 16, 2000. As explained therein, HQUS opposes bid caps
on the sde of energy, as bid caps hinder the development of robust energy markets, adversey
affect rdiability, provide an unwarranted regulatory hedge, and conflict with the conditions
under which various taiff-based transactions were conducted. A bid cap proposad was
nevertheless submitted to the Federal Energy Regulatory Commisson (“FERC’). In an order
dated July 26, 2000 (“July 26 order”), FERC authorized bid caps in New York through October
28, 2000 based on the posshility of price increases during energy shortages and the effect of
various unresolved market problens® The present bid caps apply to the Day-Ahead Market,
Andllary Services, and the Red-Time Market, and include a $1000/MWh bid cap for energy
bids. At its September 7, 2000 meseting, the Management Committee approved a motion to
extend the bid caps through April 30, 2001. To effectuate such an extenson, the NYISO woud
have to request authorization from FERC pursuant to Section 205 of the Federal Power Act.

HQUS continues to oppose bid caps on energy sales in New York, and urges the NYISO
Boad to overturn the Management Committee's decison and refran from filing any bid cap
proposd a FERC. In deciding this issue, the Board must carefully consider whether there is in
fact any legitimate need for bid caps for the winter. Despite the Management Committee's vote

! New York Independent System Operator, Inc., 92 FERC 161,073 (2000), rehearing pending. HQUS did
not seek rehearing of this order on account of the time the order was issued.
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— which merdy reflects the desire of energy purchasers for lower energy prices — no facts have
been produced to judtify bid cgps for the upcoming winter season. The NYISO's own daa
suggests that loads will be sgnificantly lower in the winter than in the summer, while generaing
cgpacity in the winter is even higher than in the summer. The effect of less load and more
energy should be to further increase competition in the energy market. While FERC had cited
the lack of demand-side respondveness to price as a sgnificant reason for authorizing bid caps,
the absence of such forma mechanisms is obviated by the winter’s reduced demand and
increased energy supplies.

In addition, the NYI1SO has ether resolved or is currently addressng the market problems
discussed by FERC in the July 26 order. No showing has been made that the issues ill under
consderation by the NYISO warrant extending the bid caps into winter. Indeed, the continued
excuse of unresolved market-related issues would likedy mean that so long as the NYISO was
working to improve its operations, proponents of bid caps could argue this was sufficient
grounds for requiring bid capsin New Y ork.

It is becoming clear that bid caps are nothing but an attempt by cetan market
participants to cagp their exposure to higher prices through what amounts to a regulatory hedge.
The NYISO Board should refrain from encouraging the creation of such regulatory hedges. Any
energy purchaser unwilling to risk the inevitable fluctuations in the red-time market should
ingead obtain protection in the market, whether through bilaterd contracts or avalling itsdf of
hedging products.

The perpetuation of bid caps in New York would aso continue to ham market
participants who took actions in reliance on the absence of bid cgps. As HQUS pointed out in its
June 16 apped to the Board, imposing bid cgps would cause sgnificant financid harm to parties
who purchased Transmisson Congestion Contracts (“TCCs’) through the auspices of the
NY SO, and would contravene the basis of those sales under the NY1SO’s FERC tariffs.

This apped is being submitted pursuant to the Procedural Rules for Appeals to the ISO
Board (the “Procedurd Rules’), and Section 5.07 of the 1ISO Agreement, which provides that the
ISO Board shdl review and determine appeds from actions of the Management Committee. In
support of this gpped, atached as Exhibit A is the statement of Roy Shanker, Ph.D. HQUS
requests expedited processing of this apped pursuant to Article 2.06 of the Procedural Rules.
HQUS resarves dl its rights to pursue any other remedies concurrent to processing of this appedl.
Pursuant to Article 5.01 of the Procedura Rules, HQUS requests a waiver of the 10-page limit
under Article 2.04.

Basisfor Apped

1. No Facts Have Been Presented to Justify a Bid Cap for the Winter

The Management Committee mgority has provided no evidence to support any need for
bid caps for the upcoming winter. Rather, it gppears that despite prior representations to the
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contrary to this Board, the strategy of bid caps proponents is smply to roll-over the existing bid
caps. Thus, regardiess of actud need and irrespective of FERC's statement that it did not intend
bid caps to “become a permanent measure’ in New York? these proponents of bid caps
obvioudy intend to inditutiondize bid caps. HQUS urges the Board to consder that if the facts
do not indicate a need for bid caps, then there is no reason to impose such an atificid price
control on the market. When FERC approved bid caps in the July 26 order it principaly relied
on two factors. Firg, FERC took into account that forecasts for the summer indicated that
energy supplies were tight. It therefore concluded that price spikes could arise from the
“combination of short supplies during pesk periods and a lack of demand-responsveness to
price... .”® Second, FERC noted the existence of various aleged market problems that had been
rased by various market participants and not yet been resolved by the NYISO.*  Neither
proposition judifies extending bid caps into the winter. As discussed below, there is no
indication that there will be energy shortages this winter, which diminishes any immediae need
for new demand-sde mechanisms. Also, the issues Hill being addressed by the NYISO do not
warrant extension of bid capsto the winter.

Firg, the proponents of bid caps have produced no evidence that price spikes are likely to
occur in the winter. In fact, the NYISO's own projections show there will be sufficient energy
supplies this winter to meet expected demand. The NYISO's July 1, 2000 Load & Capacity
Data report shows that expected pesk load for the winter 2000-2001 will be 24,250 MW.® This
is considerably less than the 28,114 MW pesk load that occurred in the summer of 2000,° and
even more lower than the NYISO's projected pesk load for the past summer, which was 30,200
MW.” Also, according to the NYISO's own projections, the available generating resources for
this winter are 36,735 MW, which is dightly higher than the generating resources avalable last
summer®  The net result is that loads in New York are significantly lower in winter than in
summer, which, coupled with dightly more generation, makes the market even more competitive
inwinter than it isin summer. (R. Shanker 110-11).

The lack of formd demand-side mechanisms in conjunction with predictions of tight
supplies during the summer, was one of the man reasons for FERC's authorization of the current
bid caps® As explained in the July 26 order, such mechanisns can hep reduce load when
energy prices are rising to levels a which loads may wish to reduce their energy consumption to

92 FERC at 61,305.

92 FERC at 61,303.

92 FERC at 61,298-300. .

Load & Capacity Data a 5.

Thisfigureis obtained from the NY SO’ s website.

The NY1SO's projection of asignificantly lower load in winter than in summer is consistent with historical
datafor New York. For theten yearsfrom 1990 to 1999 winter |oads averaged only 85.95 % of summer loads. For
the more recent years of 1997-19999, winter loads averaged only 81.12 % of summer loads. Load & Capacity Data
at 6-7.

8 Id. a 74.

o “We are similarly concerned that the lack of demand-side responsiveness to price and the predictions of
tight suppliesin the New Y ork Control Area (NY CA) will exacerbate the potential problems for the NY SO this
summer.” 92 FERC at 61,302.

o g~ W N
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incur lower cods. This role of demand-side mechanisms means tha they are not as important for
periods when sharp price increases are not expected to occur, for the smple reason that if
aufficient generating capability is avalable, there is no need for entities to reduce demand by
decreasing their energy consumption.  As discussed earlier, the NYISO's own projections
indicate that there is more than enough generating capacity avalable to satiSfy energy demands
this winter, which obviaes the urgent need for demand-sde mechanians under the
circumstances described in the July 26 order. This in turn undermines any purported need for
winter bid caps. In any event, as discussed below and in the statement of Dr. Shanker, there has
been more than adequate opportunity for market participants to hedge their exposure to do so.
Such longer term hedging is in fact a readily-avallable type of price senstive demand response
by load. (R. Shanker § 15-16).

Second, the proponents of bid caps have not tied any of the remaning dleged market
problems in New York to a need to extend the bid caps. FERC's July 26 order gpproving bid
caps relied on a number of stated market problems that FERC concluded justified imposing the
temporary bid caps. The July 26 order aso directed the NYISO to file with FERC a status report
on any changes or revisons it made to address these market problems. On September 1, 2000
the NYISO filed this compliance report.’® The NYISO reported that it had either corrected or
was in the process of addressing the market problems discussed in the July 26 order.*! Nothing
in the compliance report indicated that the NYISO needed bid caps for the winter. Even those
problems not yet resolved do not necesstate that drastic step.  While it has become clear that
proponents of bid cgps will point to any unresolved issues as grounds for bid cap, the fact
remains that no one has shown why bid caps are necessary to remedy any of tese unresolved
issues.  In this connection, HQUS aso believes that the NYISO, as wdl as FERC, should
diginguish carefully between various kinds of market problems that are unlikdy to have any
ggnificant effect on pricing and truly sgnificant market flaws that may have such an effect. In
this regard, many of the purported market “flaws’ mentioned by bid cap proponents and cited by
FERC appear to be nothing more than policy issues that are ill subject to discusson, rather than
being debilitating “flaws’ in the market design. Such policy issues include, for example, the
dispatch of fixed block generation, an issue that recently was the subject of a petition for
rehearing to FERC by the NYISO, and appears to be the source of a legitimate policy
disagreement between various parties rather than amagjor “ market flaw.”

The absence of facts supporting any need for bid caps conflicts not only with the July 26
order but dso FERC's more recent rgection of another request for price caps. In ruling on a
request to lower price caps in Cdifornia, FERC emphasized that bid caps must be judtified based
on the record.*? FERC pointed out that the proponent of the bid capsin Cdifornia:

10 New York Independent System Operator, Inc.’s Combined Compliance Filing and Report, September 1,

2000, Docket Nos. ER00-3038, ez al. The NY SO submitted a corrected compliance report on September 8, 2000.

. Id. at 33-61.

12 San Diego Gas & Electric Co. v. Sellers of Energy and Ancillary Services Into Markets Operated by the
California Independent System Operator and the California Power Exchange, 92 FERC 161,172 (2000).
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has provided no evidence to demondrate that al potentid sdlers are able to exercise
market power, has not documented a single indance of a seler exercisng market power
during times of scarcity, and did not atempt to show that the conditions underlying the
Commisson’s gpprova of market-based rates for public utility sdlers of energy and
ancillary services have changed '

Similarly, proponents of extending the bid capsin New Y ork to the winter season have
produced no evidence that extension of the bid cap is warranted.

Fndly, it bears emphasizing agan that if the NYISO detects market problems during the
upcoming winter, it has authority under its Taiffs to correct these problems. The FERC-
goproved Market Monitoring Plan enables the NYISO to mitigate conduct that would
subgtantidly digtort competitive outcomes in the New York markets, while avoiding unnecessary
interference with competitive price sgnds'® The Market Monitoring Plan requires the NY1SO
to firs identify the dleged offending conduct, and, after it is shown that the questioned conduct
is not consstent with competitive behavior, dlows the NYISO to apply mitigation measures that
are gppropriately talored to respond to the specific problem it has identified. These steps are the
exact opposite of imposing bid caps without factua support. In addition, the NYISO can use its
Temporary Extreordinary Procedures authority (if extended further by FERC) to redress certain
types of problems!® However, as with the Market Monitoring Plan, the use of TEPS requires
gpecific factud findings about market problems. Agan, these fact-specific remedies contrast
with the lack of facts judtifying any kind of artificid price controls.

2. Market Participants Wishing to Hedge ther Energy Purchases Should Obtain Hedging
Products from the Market rather than be Gven Regulatory Hedges

Bid caps are nothing but an atempt by certain market participants to cagp their exposure
to higher prices through a regulaiory hedge. However, bid caps are nether necessary, nor
gppropriate for that purpose. There are ample private devices avalable to market participants
who do not want to risk the price fluctuations inherent to the red-time market. These include
bilatera contracts, forward contracts, and various hedging devices such as swaps and options.
For example, in June of 2000, on-pesk energy supplies in Zone J, the most expensve region of
the state, were available for the fourth quarter at $53.50 per MW, and for January and February
on-pesk energy supplies were available at $67 per MW. In zone A comparable on-peak products
were available at $39.50 and $44. (R. Shanker T 15-16.) Market participants can use these and
other drategies to protect themselves from the fluctuations in the red-time market.  Accordingly
a regulatory hedge is amply not necessary. Nor is it appropriate, because those parties that act
prudently by hedging themsdves againgt price fluctuations are now pendized by the gratuitous
cregtion of a regulatory hedge. Moreover, market confidence is decreased by the uncertainty of
unanticipated and arbitrary bid caps. (R. Shanker 9.)

13 92 FERC a 61,606.

14 See New Y ork Independent System Operator, Market Monitoring Plan, 1 1(3).

15 HQUS is concerned, however, that the NY1SO not exceed the scope of the TEP authority granted to it by
FERC by impermissibly “correcting” prices with which it does not agree.
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3. Imposing Bid Caps Would Cause Harm to Market Participants Who Purchased Long-
Tem TCCs in Rdiance on Exiging Market Conditions under Rules Proposed and
Implemented by the NY1SO

Extending the bid cgps in New York would continue to cause sgnificant financid harm
to entities that engaged in vaious transactions in the spring of 2000 with the expectation that
there would be no bid caps in the New York energy markets. As HQUS explained in its June 16
appedl, parties sdling ICAP and purchasng TCCs last spring vaued these assets based on a
market without bid cgps. The vdue of TCCs and ICAP was dgnificantly affected by the
subsequent imposition of bid caps. With respect to ICAP, the damage has dready been done, as
the 2000 ICAP period expires on October 31, 2000.° However, last spring paties aso
purchased TCCs of up to two years duration, with the expectation that no bid cgps would limit
their value. To extend the bid caps would continue the devaluing of these TCCs.

In March and April of 2000, the NYISO sponsored auctions for the sae of TCCS,
incduding TCCs with two-year terms expiring on April 30, 2002. The vaue of a TCC is based on
the difference between the energy price a the point of injection ad the point of withdrawd. In
evauating what to pay for TCCs, HQUS edtimated the potentiad congestion rents for the duration
of the TCCs, based on the projected spread between energy prices on ether sde of a
tranamisson condraint during various times, including the pesk summer season. The presence
or absence of a bid cap is essentiad to properly vauing a TCC, because a bid cap would cap the
Spreads between these energy prices, and thus cap the vaue of the TCC. HQUS and other
purchasers of TCCs last spring had no notice that bid caps would be imposed. Ingtead, in
making their financia decisons for the TCC (and ICAP) transactions, HQUS and others relied
on exiging market conditions and provisons in the FERC-gpproved Open Access Transmission
Taiff (“OATT”) and Maket Adminigration and Control Area Services Tariff (“Services
Taiff”). Based on these conditions, including the absence of bid caps, HQUS and others spent
tens of millions of dollars to purchase TCCs, including two-year and shorter-term TCCs. (R.
Shanker 1 15-16.) Had bid caps been in effect, the TCC prices would without doubt have been
lower. Within weeks of these auctions, however, the NYI1SO decided to impose bid caps that in
effect retroactively change the financiad terms of the TCC (and ICAP) transactions. The bid caps

16 As HQUS explained in its June 16, 2000 appeal, the sale of ICAP by energy suppliers to Load Serving
Entities (LSES"), which was sponsored by the NYISO pursuant to Sections 5.9 — 5.15 of the Services Tariff, was
predicated on the absence of bid caps. The maximum call price for energy under ICAP therefore stood to be
$9,999/MWh. Based on this premise, HQUS and other energy suppliers sold significant amounts of ICAP to LSEs
for the period May 1 to October 31. ICAP providers thereby obligated themselves to allow the NYISO to call the
energy associated with that capacity in the day-ahead market and during emergencies — in exchange for receiving
“market rates for meeting their ICAP responsibilities.” 90 FERC { 61,319 at 62,063 (2000). The subsequent
imposition of bid caps effectively changed the terms of the ICAP contracts, because the maximum call price was
reduced by afactor of 10. Although the value of capacity sold with an energy call of $1,000 is significantly greater
than capacity sold with an energy call of $9,999, ICAP providers were not compensated to reflect that they had to
provide a much higher valued service than what they originally sold under the NY1SO Services Tariff auction. In
contrast if the NYISO had already proposed bid caps at the time of the ICAP sales, ICAP suppliers would have
insisted on higher prices because the value of the right to call would have been greater under abid cap.
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in place during the summer severdy compromised the vaue of the TCCs, and extending these
bid caps to the winter would continue harming holders of two-year TCCs.

4. Bid Caps Would Reduce Energy Supply and Harm Rdiahility in New Y ork

HQUS bdlieves that if competitive markets are to develop in New York, the NYISO must
dlow the maket to determine prices free of the market digtortions entailed by artificia price
limits. Rather than protecting the market, bid @ps may in fact harm the market, both in the short
and long-term.  Fird, a times of the highet energy demand, energy suppliers will seek the
highest price they can obtain for energy. Bid caps in New York will therefore encourage energy
sales to be made outsde New York by out-of-sate suppliers, as well as in-state suppliers who
have flexibility to bid dsewhere. It is therefore likely that a large amount of energy supply will
avoid the New York market. If supply is reduced in this way, energy prices in New York may in
fact conagtently rise closer to the $1000 level than would occur in the absence of bid caps.
Second, imposing bid caps and the ensuing possbility that they will be re-indtituted a some
future time will create long-term uncertainty regarding the New York market. Whereas correct
price dgnas would encourage development of new generation in New York, bid caps would
have just the oppodte effect, because energy suppliers will have a reduced incentive to <l
energy in New York. (R. Shanker T 19.) Findly, the reduced energy supply in New York
created by bid caps will threaten reliability in New Y ork, and thus further harm consumers.

Concluson

The proponents of bid caps have offered no evidence to justify bid caps in the upcoming
winter in the NYI1SO-administered markets, and indeed there is none. HQUS respectfully urges
the NY SO Board to overturn the decison of the Management Committee.

Sincerdly,

Jod F. Zipp
Gunnar Birgisson

Counsd for
H.Q. Energy Services (U.S) Inc.

Attachments

cC: Robert E. Fernandez
IraL. Frelicher



Statement of Roy J. Shanker

1) My name is Roy J. Shanker. | reside at 9009 Burning Tree Road, Bethesda, MD,
20817.

2) | am sdf-employed as a conaultant in the naturd resources area, with the mgority
of my work related to the dectric utility and natura gas indudtries. | have worked in

these areas for approximately 27 years.

3) | have worked as an independent consultant since 1981, conducting over 400
engagements for a wide range of independent power developers, dectric utilities,
regulators, private invesors, and financid inditutions. In this capacity | have been
associated with the development of numerous power facilities representing thousands of
megawaetts of e ectric generating capacity.

4) Currently 1 am extendvey involved in the restructuring of the wholesde power
markets in both the New York Independent System Operator (NYISO) and the
Pennsylvania, New Jersey and Maryland Office of Interconnection (PIM OI). In New
York | participated for several years in the stakeholder process leading up to the
activation of the NYISO in November 1999. | am a member of the NYISO's Business
Issues Committee and participate in a number of working groups including the
Scheduling and Pricing Working Group, the Market Structure Working Group and the
Ingtalled Cepacity Working Group. In PIM | paticipae in the Energy Markets
Committee, Taiff Advisory Committee and Member's Committee as well as specid
committees on a vaiety of issues including the sde of ancllay services such as

regulation.



5) | have served as an expert witness on humerous occasions before state and federa
regulators and in various date and federal courts A more detalled summay of my
education and experienceis provided as Exhibit 1.

6) | was retained in this matter by Hydro Quebec Energy Services (U.S) Inc.
(HQUYS). | was asked by HQUS to review the proposed extenson of the origind bid cap
that is currently in effect for the NYISO. The origina price cap was gpproved by the
FERC on July 26, 2000, and would have expired on October 28, 2000. The proposed
extension was adopted at a meeting of the NYISO Management Committee on September
7, 2000. In summary, the proposd would extend until April 30, 2001 the current
“temporary” cap that is scheduled to expire at the end of the summer capability period, on
October 28, 2000. | was asked by HQUS to comment on the impact of the extension of
the bid cap on (1) the origind adverse effects | identified in a previous statement to the
Board; and (2) the judtification of the extendgon in terms of the origind reasons stated by
the Board and the FERC for gpproving the bid cap.

7) My concluson is that the proposd is hamful to market participants, including
both those that made commercia transactions under the tariff as well as others. Further,
there has been no demondration of any continuing need for such bid cgps. The man
elements that both the Board and FERC rdied on as judifying the impostion of caps
during the summer period have not been demondraied to exig for the winter. In
paticular, the basc supply demand conditions that were thought to potentidly “dran”
the sysem during the summer will not exis during the winter cgpability period; the
reliability of the NYISO's peformance has improved, and the NYISO d&ff itsdf haes
indicated in its filings to FERC that it believes that it has corrected most of the mgor
problems that is has faced; and most importantly, there has been ample opportunity for
market demand participants to have engaged in longer term price responsive behavior to
protect themsdves from any sgnificant price excurdons that may occur. In the following

sections | discuss each of these items.



8) With respect to potential harm to market participants, the same basic adverse effects
that | dscussed in my previous statement to the Board are il true today. (See Statement
of Roy J. Shanker, Exhibit A to Apped of HQUS, filed June 16, 2000). Parties who
purchased rights in the NYISO markets that extend into the winter period will be directly
harmed, eg. TCC holders who purchased long term TCC's in the spring auction.  This is
because the potentia for higher prices and levels of congestion that could exist without
the bid cap were factored into the prices they paid. Further, the impostion of bid caps
will again directly penadize any parties that behaved responsbly and attempted to hedge
their pogtions in expectation of the remova of the bid cap. This is because the prices
parties paid for energy hedges or longer term bilateral capacity purchases likely reflected
the potentid remova of the bid cgps.  Accordingly, by attempting to insulate themselves
from gpeculative market exposure, these parties will have been pendized by the
imposition of the further bid caps.

9) It would be inequitable for the Board to take actions that would have the effect of
pendizing parties for responsble market behavior. This type of arbitrary extenson of the
bid caps when there is no direct need only will aso tend to increase the risks associated
with buying and sdling hedges for energy and capacity. This makes it more difficult to
obtain risk management products in the future, as participants have to somehow factor in
the potentid arbitrary impodtion of price controls. This in turn sets the stage for a
potentidly destructive cycle where market participants who fail to hedge, again lobby the
Board for bid cgps, not out of any concern for market flaws, but smply out of politica
and economic Hf-interest.  Ultimately, this places the Board in a podtion not of
protecting the functioning of the market it oversees, but rather of making politica

decisons about who will be the “winners and losers’ in the market place.

10) It is important to recognize that the basc dements cited by the Board and FERC in
judtifying the exiging bid caps smply no longer exis. One of the key reasons cited for



imposing bid caps was the need to maintain an orderly market when the potentid supply
and demand badances were severdy dressed, eg. during the times of highet summer
demand. No such concern arises for the winter capability period. As identified in the
Load and Capacity Data report the base case forecasted peak demand for summer 2000
was 30,200 MW for the NYCA, and 31,100 MW for the “NY CA Extreme Wesather” case.
Totd Summer generating resources were expected to be 36,117 MW. This resulted in a
forecasted reserve of about 5,900 MW for the base case.

11) In comparison, the forecasted pesk demand for the 2000-2001 Winter Capability
period is only 24,250 MW for the base case, and 24,650 MW for the Extreme Weather
cae.  Winter generding resources were forecast to be dightly higher than summer at
36,735 MW. This results in 12,500 MW of reserves for the winter, an excess of 50%.
This change of circumstances from the summer should diminate any concerns with
respect to the systemn being under “ stress’ for the winter capability period.

12) Another predicate of the need for bid caps was the belief that the NYISO operating
capability was potentidly inadequate, and that the staff and models had not been tested
under extreme conditions. The actud peformance of the NYISO this past summer,
coupled with the continuing efforts of the daff to improve the operations of the
underlying technicd software refute the continuing vdidity of this agument.  While
weether conditions this summer were mild, this doesn't change the fact that the basic
system performed reasonably well. Except for severd extreme weather Studtions, there
were not extreme price excursions in the market place. This observation was confirmed
by the recent staff report to the President (September 7, 2000), according to which the
average prices for the first eight months of the year were approximately $46 for dl hours.
Further, it was noted that the performance of the NYISO sysems was continudly
improving, with the need for price reservaions having been reduced to only one haf of a
per cent of al hours. Further, in the NYISO's compliance filing of September 1, 2000 to
FERC (as corrected September 8), the NYISO explaned a length the numerous



improvements that they have made to increese the rdiability and peformance of the
market systems.

13) The statements by the NYISO in the September 1 FERC filing were dso illuminating
with respect to the need and appropriateness of bid caps in the market place. In
addressing the need for continuing bid caps in the reserve markets, the NYISO was
explicit in its beief that the caps should be raised and then removed, noting that there
were potentidly long term adverse effects from leaving such caps in place, and that
leaving the caps in place might bring into question the desre of the NYISO to ever
remove the caps, whether needed or not. The NYISO aso properly observed that it
would ultimately be impossible to tell if the changes they had made to the market design

would work without removing the caps from the market.

14) While the NYISO made these statements with respect to the reserve markets, they
goply equdly wel to the energy market. To maintan a bid cap in place without need
undermines the willingness and determination of market participants to return to a true
market environment. It dso delays coming to grips with the basic question as to whether
or not the NYISO's improvements have been successful. The absence of extreme
demand on the sysem during the winter cgpability period coupled with the broad
improvements put in place by the NYISO represent exactly the right conditions to return
to a full market structure. Not doing so would smply provide grounds for bid cep
proponents to argue next summer that absent a full test of the sysem under extreme
conditions the caps should remain through the next cgpability period. This type of logic
is sure to be the bootstrap to ultimately making such caps permanent.

15) The find leg of the conditions cited by the Board and FERC related to the inability of
load to respond to price.  While there might have been some merit to this argument for
the past summer, it is ingpplicable to the winter. This entire argument rests on the belief

that the only response that load can make to price increases is to decrease its demand redl



time. This is incorrect. Market participants can aso counter possible price increases by
entering into longer term hedging agreements that lock in prices regardiess of the clearing
prices in the day ahead and red time markets. If someone expects to have 100 MW of
load during the winter, they can easly enter into agreements to fix the price of 100 MW
of supply for the entire winter. While some parties may not have understood the need for
such actions in time to prepare for their needs this last summer, this certainly cannot be
the case with respect to this winter. Everyone in the market has been on full notice of the
potentid for high prices, and amilaly dl paties were fully aware of the potentid for
hedging the price risk associated with their energy requirements. At present, no one can
argue ignorance of these types of risk management drategies - anyone who hasn't hedged
at this point must have made a conscious effort to speculate in the energy markets.

16) To confirm the avallability of reasonable hedging options | reviewed broker bid
sheets for futures contracts from June 1 through September 1, 2000. The results are
teling, particularly in the context of the dl-hours average of $46 per MWH reported by
the NYISO for the firsd eight months of the year. In June of 2000, onpeak energy
supplies in Zone J, the most expensve region of the date, were avalable for the fourth
quarter at $53.50 per MW, and for January and February on-pesk energy supplies were
avalable a $67 par MW. In zone A comparable onpesk products were available a
$39.50 and $44. Given that the pesk period accounts for dightly less than hdf of the
hours, parties could have locked in prices that were about the same or lower than the
average prices experienced for the firg eight months of the year, without having any
exposure to potentialy high market prices.

17) The pricing for futures contracts were aso comparable for September 1, 2000, well
after the imposition of the summer price caps.  Fourth quarter on-peak prices for Zone J
were about $60.5, and January and February on pesk prices were about $78. Zone A on
pesk prices for the fourth quarter were about $33 and $43 for January and February on-
pesk. It is adso interesting to note that contracts were available in Zone A for dl hours of



cdendar 2001 a an average pesk and off pesk price of approximaey $30.52.
(Summaries of these bids sheets are attached. )

18) It is clear that reasonably priced hedging options were avalable to al market
participants that wished to avail themselves of these opportunities. At this time there is
amply no excuse for a party fearing the risk of purchases from the day ahead or red time
markets to not have hedged itself. The Board should not act in a fashion to protect those
parties that chose to speculate in the energy markets, particularly a the expense of other
parties that have acted at their own initiative to lock in future prices.

19) The impodtion of bid caps on a long term bass will dso eventudly lead to
sgnificant rdigbility problems for the NYCA. Raiond sdlers will continue to search
for the best pricing they can receive for ther products. With the existence of bid caps,
slers will have a sgnificant motivation to sl cgpacity esewhere than New York. This
is a rationd economic response. For example, the price of Ingtdled Capacity for the
summer capability period was gpproximately $1.50 par KW month.  This is the
equivdent of about $2 per MWH for dl hours of the month. If a sdler can recognize this
much of a premium for sdes outsde of NYCA, it makes no sense to dedicate capacity
into the New York maket. This is particularly true as such resources would not be
subject to the bid caps.  Ultimatdy, as discussed in my previous testimony, this will result
in increased emergency purchases by the NYISO, the costs of which will be borne by al
market participants, including both those that acted responsbly by hedging ther
purchases and those who did not. Conversdly, if the market price were set by these same
generators as interna load, the cost would be borne only by those parties that faled to

hedge their supplies.

Roy J. Shanker
September 21, 2000



NYPP

Month(s) Demand Period Bid (MWh) Ask ($/MWh)
Zone A

Bal June 5x16 $44.00 $57.00
Jul-Aug 5x16 $88.00 $98.00
Jul-Aug 5x8/2x24 $26.00 $31.00
Sept 5x16 $39.00 $42.50
Q4 5x16 $38.00 $41.00
Jan-Feb 5x16 $40.00 $48.00
Cal 2001 5x16 $43.50 $45.50
Cal 2001 5x8,2x24 $20.00 $23.00
Cal01-04 $39.00 $41.00
Cal01-09 $37.50 $40.50
Zone C

Jul-Aug $88.00 $96.00
Zone G

Jul-Aug 5x16 $115.00 $125.00
Q4 5x16 $45.00 $48.00
Zone J

Jul-Aug 5x16 $124.00 $134.00
Sept 5x16 $51.00 $59.00
Q4 5x16 $50.00 $57.00
Jan-Feb 5X16 $62.00 $72.00
ICAP

Nov-Apr $1.05 $1.35




NYPP

Month(s) Demand Period Bid (MWh) Ask ($/MWh)
Zone A

Jul 5x16 $68.00 $72.00
aug 5x16 $58.00 $66.00
sep 5x16 $37.00 $41.00
Q4 5x16 $30.00 $31.50
Jan-Feb 5x16 $38.00 $42.00
Cal 2001 5x16 $39.00 $41.00
Cal 2001 5x8,2x24 $20.50 $21.50
Cal 01-09 5x16 $37.00 $40.50
Zone C

Zone G

Jul 5x16 $120.00 $135.00
Aug 5x16 $105.00 $120.00
Sept 5x16 $56.00 $60.00
Q4 5x16 $43.00 $48.00
Calo1l 5x16 $52.00 $57.00
Zone J

Jul 5x16 $115.00 $130.00
Aug 5x16 $110.00 $120.00
Sept 5x16 $58.00 $63.00
Q4 5X16 $50.00 $57.00
Jan-Feb 5x16 $55.00 $67.00
ICAP

Nov-Apr $1.10 $1.30




NYPP

Month(s) Demand Period Bid (MWh) Ask ($/MWh)
Zone A

BalAug 5x16 $42.00 $49.00
BalAug 5x8,2x24 $20.00 $23.00
Sep 5x16 $34.50 $35.50
Sep 5x8,2x24 $18.00 $21.00
Q4 5x16 $29.00 $31.00
Q4 5x8,2x24 $18.50 $20.00
Jan-Feb 01 5x16 $35.50 $37.50
Jun 5x16 $41.00 $49.00
Cal 2001 5x16 $34.00 $38.50
Cal 2001 5x8,2x24 $20.00 $21.00
Cal 01-09 5x16 $36.00 $40.50
Zone G

BalAug 5x16 $68.00 $74.00
Sept 5x16 $43.00 $48.00
Q4 5x16 $40.50 $42.00
Jan-Feb 5x16 $49.00 $51.00
Calol 5x16 $48.25 $49.00
Cal02 5x16 $41.50 $45.50
Cal03 5x16 $40.00 $44.50
Zone J

BalAug 5x16 $70.00 $80.00
Sept 5x16 $45.00 $55.00
Q4 5X16 $45.00 $46.50
Jan-Feb 5x16 $55.50 $57.50
ICAP

Nov-Apr $1.10 $1.30




NYPP

Month(s) Demand Period Bid (MWh) Ask ($/MWh)
Zone A

Bal Sep 5x16 $37.00 $39.00
Q4 5x16 $32.50 $34.00
Q4 5x8,2x24 $19.50 $21.50
Jan-Feb 01 5x16 $42.00 $44.00
Jun 5x16 $44.00 $52.00
Cal 2001 5x16 $39.00 $43.00
Cal 2001 5x8,2x24 $20.00 $22.00
Zone G

Bal Sep 5x16 $53.00 $59.00
Q4 5x16 $52.00 $53.00
Jan-Feb 5x16 $63.50 $65.00
Mar 5x16 $48.50 $49.50
Apr 5x16 $47.00 $48.00
May 5x16 $49.00 $50.00
Jun 5x16 $74.00 $78.00
Jul-Aug 5x16 $95.00 $100.00
Sept 5x16 $47.00 $49.00
Q4 5x16 $43.00 $45.00
Calol 5x16 $59.00 $61.00
Zone J

Bal Sep 5x16 $58.00 $63.00
Q4 5X16 $56.00 $59.00
Jan-Feb 5x16 $76.00 $80.00
Jul-Aug 5x16 $115.00 $120.00
ICAP

Nov-Apr $1.00 $1.15
May-Oct $1.50 $1.80

charts for J,J,A,&S.xlIs




