Sept enber 29, 2000

VI A E- MAI L and FEDERAL EXPRESS

Richard J. G ossi

Chai r man

New Yor k | ndependent System Operat or
3890 Carman Road

Schenect ady, NY 12303

c/o WlliamJ. Miseler

Presi dent and Chief Executive Oficer
New Yor k | ndependent System Operat or
3890 Carnan Road

Schenect ady, NY 12303

Re: Mdtion of the Transm ssion Owers, LIPA and the
Power Authority of New York in Opposition to the
Appeal by H Q Energy Services (U S.) Inc.

Regar di ng the Deci sion of the Managenent
Committee to Extend Bid Caps through April 30,
2001

Dear Chairman G ossi:

Pursuant to the " Procedurﬁl Rul es for Appeals to the
| SO Board," the Transm ssion Omers® LIPA and the Power

! The Transm ssion Omers constitute all of the Menbers of
the Transm ssion Omers Sector of the NYlI SO Managenent
Committee. They include: Central Hudson Gas & Electric

Cor por ati on, Consolidated Edi son Conpany of New York, Inc., New
York State Electric & Gas Corporation, N agara Mhawk Power

Cor poration, Orange and Rockland Uilities, Inc., and Rochester
Gas & Electric Corporation.
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Authority of the State of New York? respectfully submt three
copies of a Motion in Qpposition to the Appeal to the NYI SO
Board filed by H Q Energy Services (U.S.) Inc.

A copy of the Mdtion in Opposition has been
transmtted to Kristen Kranz of the NYISO staff who has agreed
to serve it on each nenber of the Managenment Conmittee on this

dat e.

Si ncerely,

Paul L. Goia
Counsel

cc: Kristen Kranz for distribution to Menbers of the Managenent
Commttee via e-nail

64772

2 LI PA and the Power Authority of the State of New York are
Menbers of the Public Power/Environnental Sector of the NYI SO
Managenent Conmitt ee.



Motion of The Transm ssion Owmers, LIPA
and the Power Authority of the State of New York
in Opposition to the Appeal of H Q Energy
Services (U S.) Inc. Regarding the Decision
of the Managenent Committee to Extend Bid Caps
Through April 30, 2001

In accordance with Article 5 of the |ISO Agreenent and
Sections 1.03 and 4.01 of the I\HI SO s Procedural Rul es of
Appeal , the Transm sshon Omners?, LIPA and the Power Authority of
the State of New York? (the "Menber Systens") file this notion in
opposition to the appeal of H Q Energy Services (U S.) Inc.
(the "Appellant™) requesting that the Board of Directors of the
New Yor k | ndependent System Qperator, Inc. ("NYISO') overturn
t he decision of the Managenent Committee to extend bid caps in
t he NYI SO energy markets through April 30, 2001. The Menber
Systens are conprised of the eight electric systens in the State
of New York which transferred operational control over
significant portions of their transm ssion facilities to the

NYI SO and are the largest |oad serving entities ("LSE"s) in the

! The Transm ssion Omers constitute all of the Menbers of
the Transm ssion Omers Sector of the NYlI SO Managenent
Committee. They include: Central Hudson Gas & Electric

Cor por ati on, Consolidated Edi son Conpany of New York, Inc., New
York State Electric & Gas Corporation, N agara Mhawk Power

Cor poration, Orange and Rockland Uilities, Inc., and Rochester
Gas & Electric Corporation.

2 LI PA and the Power Authority of the State of New York are
Menbers of the Public Power/Environnental Sector of the NYI SO
Managenent Conmitt ee.



New York control area. The Menber Systens urge the NYI SO Board
to reject the request to overturn the decision of the Managenent

Committee.

Backgr ound

On July 26, 2000 the Federal Energy Regul atory Conm ssion
("FERC') approved the inphenentation of bid caps of $1,000 per
MM for energy in the NYI SO Day Ahead and Real - Ti ne markets
t hrough Cctober 28, 2000.° FERC acted on a request of the NYI SO
Board, follow ng a decision by the Managenent Conmittee to
i npl enent bid caps. The Managenent Conmittee voted on Septenber
7, 2000 to take action necessary to prevent the FERC approved
bid caps fromexpiring before April 30, 2001.

The Managenent Conmittee decision was based in its
determ nation that the concerns that justified the
i npl enentation of bid caps during the sumrer capability period
will continue to exist during the winter capability period,
whi ch begi ns on Novenber 1, 2000 and, consequently, that it
woul d be inprudent to allow the bid caps to expire on COctober
28. The Managenent Committee's decision to extend the bid caps
will provide mninmal protection for the public against
unreasonabl e electricity prices while the NYI SO markets continue
to evol ve and mature.

The argunents raised by the Appellant do not provide

adequate justification for overturning the Managenent

3 New Yor k | ndependent System Qperator, Inc., 92 FERC Y 61,
073.



Comm ttee's decision. The Managenent Conmittee's decision has a
sound basis and is a reasoned response to the current state of
the NYI SO narkets and the current |evel of concern with respect
to the adequacy of the protections provided the public in the

deregul ated electricity markets.

1. Appellant Has Not Provi ded Adequate Justification
For Overturning the Decision of the Managenent
Committee to Extend Bid Caps Through April 30, 2001

A The Managenent Conmmittee Action Has a Sound Basi s

Appel | ant seeks to denigrate the Managenent Commttee's
action by stating that it "nmerely reflects the desire of eneﬁgy
purchasers for | ower energy prices" and that no facts have been
produced to justify bid caps for the upcom ng wi nter season.*

To the contrary, there is a very sound basis for the
Managenment Conmittee's action, which was clearly articul ated and
fully discussed at the Managenent Commttee's neeting on
Septenber 7th. The bid caps currently in place are the result
of actions taken by the Managenent Commttee, the | SO Board and
FERC. Inplenentation of the current bid caps was based on a
recognition that the NYISOis in the process of addressing
various problens in the NYI SO markets and that the NYI SO narkets
continue to evolve. The current bid caps also reflect an
under st andi ng that prudence requires that reasonabl e action be
taken to protect the public fromunreasonably high prices during
the transition fromregul ated to deregul ated electricity

mar ket s. It is clear that during the winter capability

4 Appeal , p 2.



period, the NYISOw ||l continue to address concerns related to
the NYI SO narkets and that the mniml protection provided to

the public by the bid caps will continue to be warranted.

B. Current Bid Caps Were Not | nposed Prinmarily To Address
The Sumrer Peak

The Appel l ant m stakenly suggests that the primary reason
for inplenentation of the current bid caps was the approaching 0
summer peak and, therefore, that there is no justification for
continuation of the bid caps past the summer capability period.?

What Appellant fails to acknomﬁedﬁe is that all of the
concerns that led to inplenentation of bid caps, which have been
docunented in various FERC proceedi ngs®, and all of the events
that underlie those concerns, occurred prior to the sunmer
period. The oncom ng sumer peak did provide some urgency in
t he adoption of bid caps because of the reasonabl e expectation
that the existing problens in the NYI SO nmarkets, and the
consequences of those problenms, would be exacerbated during the
summer peak period. However, to suggest, as the Appellant does,
that the end of the sumer capability period automatically

elimnates the legitimte concerns that justified the adoption

of bid caps is totally incorrect.

3 Appeal , p 3.

6 New Yor k | ndependent System Qperator, Inc., Docket No.
ER00- 3038-000; New York State Electric & Gas Corporation v. New
Yor k | ndependent System Operator, Inc., Docket Nos. ELOO-70-000
and ELOO-70-001, 92 FERC { 61, 073.



C. Fl aws And Problens I n The NYI SO Market Conti nue To Be
Addr essed

The Appellant states that the Managenment Conmittee's
decision is "not tied to any of the remaining alleged nmarket
probl ens in New York" and points to the NYI SO conpliance filing
on Septenber 1, 2000 as support for its contention that all of
t he concernﬁ that justified the adoption of bid caps have been
elimnated.’

The Menber Systens agree that the 1SO staff and the | SO
commttees continue to work to identify, analyze and address
problens in the NYI SO markets, and that progress is being nade.
It is incorrect, however, to suggest that all of the problens
affecting the NYI SO markets have been el i m nated.

In its Septenber 1 conpliance filing, the NYISO
acknow edged that "its efforts to inprove its markets are by no
means conplete, and that participants in the NYISC)adnhnistered

markets are still adversely affected by market flaws."?®

! Appeal , p 3.

8 The Menber Systens take exception to Appellant's
characterization of dispatch of fixed block generation as a
"policy issue" rather than a market flaw. In the Comm ssion's
order on bid caps, the Conm ssion stated, "On this matter,
however, the 1SO Tariff is clear. If it is the case that
generation resources, with |ower bid prices, are dispatched
downward to accommopdat e nore expensive fixed bl ock resources,
then the marginal cost of supplying the next increnent of |oad
is equal to the bid price of the | east expensive unit that has
been backed down. ...[We direct NYISOto revise howit is
setting the price of energy with respect [to] the dispatch of
fixed bl ock resources so that it is consistent with the Services
Tariff." New York |Independent System Operator, Inc., 92 FERC |
61, 073 (2000) at 61, 306.



Furthernore, the NYI SO acknow edged that the NYI SO staff 0
recently identified certain previously undetected nmarket flaws.?
In recent comrents before the Business Council of New York
State, Inc., President Musel er discussed the efforts of the
NYI SO t o address remai ni ng market design flaws and to inpl enent
price sensitive prograns before next sumer. M. Miseler stated
that a prelimnary analysis of NYI SO s Market Advisor indicates
that the New York market appears to be workably conpetitive at
nost tinmes —but that the Advisor cautioned that the market is
not , aﬁd probably will not be, workably conpetitive at all
tines.
M. Miseler went on to state that "the NYISOw |l work with
Mar ket Participants to design a 'circuit breaker' which woul d
prevent non-conpetitively derived prices fromoccurring while at
the sane ti nE ensuring that Market Participant interests are
preserved." ' President Miuseler advised that, "if this concept
can be successfully deployed, it will elimnate any potenti al

need for price capsDt hat are disruptive to the devel opnent of

effective markets." M. Miseler added that, while the NYI SO s

o New Yor k | ndependent System Operator, Inc.'s Conbined
Conpliance Filing and Report, filed Septenber 1, 2000, Filing
Letter, pp 2&3; Resubmtted by Mtion of New York |Independent
System Qperator, Inc. For Permssion to Submt Revised Tariff
Sheets Qut O Tine And For Perm ssion To Submt A Corrected
Combi ned Conpliance Filing And Report, filed in Septenber 8,
2000.

“Menp to Market Participants fromBill Misel er, Septenber 22,
2000, p 2.

u Musel er Meno, p 2.

12 Musel er Meno, p 3.



econoni ¢ consul tants have surfaced several different concepts,
the derivation of an effective "circuit breaker"” will be very
difficult and will require the active andEijective
participation of all Market Participants.®

It is clear to any objective observer that, despite the
considerable efforts of the NYI SO and Market Participants,
serious concerns remain with respect to the operation of the
NYI SO markets. It also is clear that additional analysis is
necessary to better understand the dynam cs of the NYI SO narkets
and to determi ne what, if any, mechani snms nmust be devel oped to
ensure that consunmers are not subjected to prices above those
that would result froma fully conpetitive narket. President
Musel er' s suggestion that the NYI SO devel op sone ki nd of
"circuit breaker"™ is an inportant step in that direction. As
Presi dent Musel er indicated, however, the devel opnment of such a
mechanismwi |l be difficult and will require the dedicated tine
and effort of the NYISO and all interested parti es.

Wth respect to the need to increase price-responsive | oad,
whi ch is generally acknow edged by the Managenment Conmittee, the
| SO Board and FERC, a NYI SO Pri ce- Responsi ve Load Wbrki ng G oup
has been formed. It is unrealistic, however, to assune that
significant results in the devel opnent of price-responsive |oad
wi |l be achieved during the upcom ng winter capability period.

It is patently clear, therefore, that the problens and
concerns that justified the adoption of the current bid caps

continue to exist, and will continue to exist during the w nter

3 Musel er Meno, p 3.



capability period. Under these circunstances, continuation of
the bid caps not only is justified, it would be inprudent to

allow themto expire on Cctober 28, 2000.

D. M scel | aneous Cont enti ons

Appel I ant al so rai ses several contentions that were
previously raised with respect to the adoption of the current
bid caps, and were rejected by the Managenent Committee, the | SO
Board and FERC. These include the contention that bid caps are
necessary only to protect market participants who failed to
pr ot ect thenEFIves t hrough the use of avail abl e hedgi ng
instrunments;* that bid caps harm parti es who engaged tp
transactions prior to the inplenentation of bid caps;® and thE}
bid caps will adversely affect reliability in New York State. ™

The contention that the serious problens that have been
identified in the NYI SO markets can be reﬁflved sinply by the
use of avail able hedges is not realistic.'” The NYI SO and nost
Mar ket Participants are engaged in a good faith effort to

identify and address problens in the NYI SO markets. Pretending

1 Appeal , p 5.
1 Appeal , p 6.
1 Appeal , p 7.

o Hedgi ng product prices reflect unreasonably high prices
resulting frommarket flaws and volatile prices in the RTM and
ot her markets. Hedging product prices derive fromnormally
occurring prices, and when those prices are inflated, so are the
hedgi ng product prices. Additionally, no LSE can avoid the
highly volatile RTM even if fully hedged. 1In purchasing hedge
products, the variables of weather, outages and ot her

unpredi ctabl e events necessarily affect | oad forecasts.



that they do not exist may benefit the short-termfinanci al
interests of a limted nunber of Market Participants but it is
shortsighted and will lead to nore serious problens in the
future, as well as a loss of public confidence in the NYI SO

The contention that parties engaged in transactions on the
assunption tth energy prices would exceed $1, 000/ MW also is
unreasonable.”® Simlarly, it is unreasonable to assunme that such
parties were not aware that the inplenmentation of bid caps was a
distinct possibility, especially since a simlar bid caps
al ready were in place in the neighboring PIJM market .

Finally, the Appellant provides no credible basis for its
contention that a $1, 000/ MW bid cap on energy will adversely
affect reliability in New York State. The parties who, unlike
Appel I ant, have a statutory responsibility to protect the
reliability of the New York Bul k Power System including the
Menber Systens and the New York PSC, clearly disagree with this
contenti on.

Concl usi on

The Managenent Conmittee's action to extend the current bid
caps on energy through April 30, 2001 was a reasonabl e response
to problens in the NYI SO markets that continue to be addressed,
and to public concerns that consumers do not have adequate

protection in the recently deregulated electricity markets. The

18 There is no calculation in the Appellant's Mdttion to
indicate that a $1,000 bid cap would have a significant econom c
i mpact on TCC holders. A $1,000 bid cap is sufficiently high to
i nclude the energy price plus applicable TCC congestion rents

wi t hout breaching the bid limt. Had the market for TCCs

antici pated energy prices often exceedi ng $1, 000/ MM, bids for
TCCs woul d have been nuch hi gher.



Appel I ant has presented no facts or argunents that would justify
overturning the Managenent Conmittee's decision. The | SO Board
has indicated that it will act on the appeal at its Cctober
nmeeting. Action by the 1SO Board in October is essential for

t he bidEfaps to remain in effect for the winter capability
period. *

The nenbers of the Managenent Conmittee are no | ess
commtted to conpetitive markets than the Appellant. They
reali ze, however, that the problens the NYI SO markets are
experiencing can not be ignored, but nust be confronted and
addressed, and that the public nmust be provided with sone
m ni mal protection as that process goes forward. 1In the |ong
run, the frank acknow edgnent of problens in the NYI SO narkets
and an energetic effort to address themis the only way to
ensure that the conpetitive markets will operate as intended and

to earn public confidence in the NYI SO

al 64779

9 It its Motion in Support of the Appeal, Aquila Energy

Mar ket i ng Cor poration proposes that the reports to the Board by
the 1SO staff and the Board's Market Performance Comm ttee be
subj ect to review and comment by market participants prior to
the Board's determ nation of the appeal. Aquila' s proposal is a
transparent attenpt to use delay to effectively overturn the
Managenment Conmittee's decision to continue the bid caps into
the winter capability period, which begins on Novenber 1, 2000.
The market participants already have spoken clearly on this

i ssue through the Managenent Conmitt ee.
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