
 

 

 
UNITED STATES OF AMERICA 

BEFORE THE  
FEDERAL ENERGY REGULATORY COMMISSION 

 
   
California Independent System Operator 
Corporation 

 Docket No. ER16-1649-000 

   
 

MOTION TO INTERVENE, PROTEST, AND COMMENTS OF THE  
WESTERN POWER TRADING FORUM AND THE ELECTRIC POWER 

SUPPLY ASSOCIATION      
 

Pursuant to Rules 211, 212 and 214 of the Federal Energy Regulatory 

Commission’s (“Commission”) Rules of Practice and Procedure1 and the Commission’s 

May 9, 2016 Combined Notice of Filings #2,2 the Western Power Trading Forum 

(“WPTF”) and the Electric Power Supply Association (“EPSA”) (together, the “Joint 

Commenters”) hereby move to intervene,3 protest and comment in the above-captioned 

proceeding regarding the California Independent System Operator Corporation’s 

(“CAISO”) May 9, 2016 filing proposing amendments to its tariff (“CAISO Tariff” or 

“Tariff”) to address the limited operability of the Aliso Canyon natural gas storage 

facility.4   

I. MOTION TO INTERVENE  

Pursuant to Rules 212 and 214 of the Commission Rules of Practice and 

Procedure, WPTF hereby moves to intervene and participate as a party in the above-

captioned proceeding.  WPTF is a California nonprofit, public benefit corporation.  It is a 

                                                 
1 18 C.F.R. §§ 385.211−385.212, 385.214 (2015). 
2 Combined Notice of Filings #2 (May 9, 2016). 
3 On May 13, 2016, EPSA filed a motion to intervene in the above-captioned proceeding.  
4 See Cal. Indep. Sys. Operator Corp., Tariff Amendment to Enhance Gas-Electric Coordination to Address 
Risks Posed by Limited Operability of Aliso Canyon Natural Gas Storage Facility, Docket No. ER16-1649-
000 (filed May 9, 2016) (“Aliso Canyon Tariff Amendment”).  Citations herein to “Transmittal Letter” or 
specific Exhibits refer to the various pieces of the Aliso Canyon Tariff Amendment filing.  



 

 

broad-based membership organization dedicated to enhancing competition in Western 

electric markets while maintaining the current high level of system reliability.  WPTF 

supports development of competitive markets throughout the West and of uniform rules 

to facilitate transactions among market participants.  The membership of WPTF includes 

energy service providers, scheduling coordinators, generators, power marketers, financial 

institutions, energy consultants, and public utilities, all of which participate actively in 

the California market and other markets in the West and across the country.  WPTF’s 

intervention in this proceeding is in the public interest.  WPTF’s interests will not be 

adequately represented by any other party.  WPTF therefore respectfully requests that this 

motion to intervene be granted. 

II. CORRESPONDENCE AND COMMUNICATIONS 

All correspondence and communications in this proceeding should be directed to 

the following persons: 

David Perlman 
Jennifer Lias 
Bracewell LLP 
2001 M Street NW, Suite 900 
Washington, DC 20036 
(202) 828-5800 
david.perlman@bracewelllaw.com 
jennifer.lias@bracewelllaw.com 
 
Nancy Bagot 
Senior Vice President 
Electric Power Supply Association  
1401 New York Avenue, NW, Suite 1230 
Washington, DC 20005  
(202) 628-8200  
NancyB@epsa.org 

Gary Ackerman 
Executive Director 
Western Power Trading Forum 
411 E. Huntington Dr. 
Suite 107-222 
Arcadia, CA 91006 
(925) 299-9271 
(925) 299-0152  
gackerman@wptf.org 
 
 
 

 
 

The Joint Commenters request that the foregoing persons be placed on the official 

service list for this proceeding and respectfully request waiver of Rule 203(b)(3) of the 



 

 

Commission’s regulations, 18 C.F.R. § 385.203(b)(3), in order to permit designation of 

more than two persons for service in this proceeding. 

III. OVERVIEW OF EPSA 

EPSA is the national trade association representing leading competitive power 

suppliers, including generators and marketers.  Competitive suppliers, which collectively 

account for 40 percent of the installed generating capacity in the United States, provide 

reliable and competitively priced electricity from environmentally responsible facilities 

serving power markets.  EPSA seeks to bring the benefits of competition to all power 

customers.  The comments contained in this filing represent the position of EPSA as an 

organization, but not necessarily the views of any particular member with respect to any 

issue. 

IV. BACKGROUND 

A. Aliso Canyon Event 

In October 2015, employees of Southern California Gas Company (“SoCalGas”) 

discovered a large natural gas leak at the Aliso Canyon gas storage facility, one of the 

largest gas storage facilities in the United States and the largest serving southern 

California.  By February 2016, the leak was permanently plugged.  However, the facility 

is still not operational.   As a result, concerns have been raised regarding the potential that 

fuel supply to certain gas-fired resources could be affected, resulting in risks to system 

reliability. 

CAISO conducted an expedited stakeholder process to consider Tariff revisions to 

mitigate potential negative consequences to gas and electric system reliability in summer 

2016.5  On May 9, 2016, CAISO filed proposed Tariff amendments (“Proposed 

                                                 
5 Transmittal Letter at 3. 



 

 

Amendments” or “Proposal”) with the Commission.6  CAISO requested expedited 

treatment of the Proposal, with comments due May 16, 2016, an order from the 

Commission by June 1, 2016, and with most of the Proposed Amendments going into 

effect June 2, 2016.7 

B. Overview of CAISO’s Proposed Tariff Amendments  

In its May 9, 2016 Proposal, CAISO suggests Tariff amendments to “mitigate 

operational risks that might lead to electric service interruptions on the CAISO electric 

grid due to restrictions of gas deliveries to electric generators” and “additional procedures 

to ensure generators have the opportunity to recover their fuel costs during the summer 

months when they are operating pursuant to a CAISO dispatch.”8  With these general 

goals in mind, CAISO proposes nine specific changes to its Tariff to: 

 provide two-day-ahead, non-binding, advisory commitment schedules, based 
on “available bids and forecasts of system conditions” to generator scheduling 
coordinators;9 

 use a volume-weighted average price calculated by the Intercontinental 
Exchange (“ICE”) as the gas price index for the day-ahead market, instead of 
its current procedure which calculates the index based on certain publications, 
such as Natural Gas Intelligence or Platt’s Gas Daily, amongst others;10   

 increase “the gas commodity price used to calculate commitment costs and 
default energy bids for generators served by the affected gas systems;”11 

 allow resources to rebid resource commitment costs in the real-time market 
when the resource was not committed in the day-ahead market;12 

 prevent the commitment of resources in the real-time, short-term unit 
commitment process that were not committed in the day-ahead—the updated 
short-term unit commitment process will instead utilize “bids that were 
previously submitted in the real-time market by the scheduling coordinator for 

                                                 
6 See generally Aliso Canyon Tariff Amendment. 
7 Transmittal Letter at 1-2. 
8 Transmittal Letter at 1. 
9 Transmittal Letter at 3, 11-12. 
10 Transmittal Letter at 3, 12-14. 
11 Transmittal Letter at 3, 14-20. 
12 Transmittal Letter at 4, 20-22.  



 

 

the trading hour” or “clean bid[s] from the day-ahead market if the resource 
has a day-ahead schedule or received a start-up instruction in RUC for the 
trading hour or if the resource has a real-time must-offer obligation for that 
trading hour;”13 

 include a new constraint in the market that will constrain the maximum and 
minimum amount of natural gas that can be burned by natural gas-fired 
resources in certain applicable gas regions, during specific hours, as 
anticipated by CAISO;14 

 provide CAISO unilateral authority to adjust transmission constraints, at 
CAISO’s discretion, based on anticipated conditions on the natural gas 
delivery system;15   

 provide CAISO unilateral authority to suspend convergence bidding when, at 
CAISO’s discretion, it is deemed to adversely affect market efficiency;16 and   

 add provisions to the Tariff which will allow scheduling coordinators to 
recover costs after-the-fact through section 205 filings with the Commission.17 

CAISO notes that it “may not need some of the tariff revisions this winter” or that 

it “may need additional tariff changes” at that time “depending on the circumstances and 

the experience with the proposed set of tariff revisions.”18  Accordingly, CAISO proposes 

that all of the outlined amendments be effective only on an interim basis, with the Tariff 

reverting automatically to its original state on November 30, 2016.19 

V. PROTEST AND COMMENTS 

The Joint Commenters’ members are longstanding participants in the CAISO 

market.  They recognize the importance of reliability and the impact that the Aliso 

Canyon event could have on reliability, particularly in the high demand summer period.  

As a result, the Joint Commenters do not object to changes to the CAISO Tariff that are 

essential to ensure reliability.  

                                                 
13 Transmittal Letter at 4, 23-24. 
14 Transmittal Letter at 4, 24-31. 
15 Transmittal Letter at 5, 32-34. 
16 Transmittal Letter at 5, 35-36.  
17 Transmittal Letter at 5, 36-38.  
18 Transmittal Letter at 2.  
19 Transmittal Letter at 2. 



 

 

However, in addition to reliability, competitive markets and their resulting prices 

are essential features of the CAISO.  It has been the goal of the Commission to create a 

transparent, fair, well-designed competitive market in the CAISO footprint.  Such a 

market is essential to the existence of just and reasonable rates.  It is this foundation that 

market participants, including the Joint Commenters’ members, require to confidently 

participate in the market.  Thus, as the Commission considers this filing, it must act to 

support the CAISO’s goal of protecting system reliability, but should encourage the 

CAISO to meet its goals in a manner that is consistent with the Commission’s long-

standing wholesale market principles and does not intrude on competitive market 

features.   

The Commission should view with skepticism the requested changes that permit 

the suspension or alteration of competitive markets that, rather than containing 

transparent and objective criteria, effectively delegate the suspension of competitive 

markets to the unbridled discretion of CAISO staff.  Further, any Tariff amendments 

shown to be necessary for reliability purposes, but that impact competitive markets, 

should be continually re-evaluated to determine whether they continue to be necessary 

and should be withdrawn as soon as practicable. Such amendments do not necessarily 

need to last until the winter.   

The Joint Commenters believe that there are a number of aspects of CAISO’s 

Proposal that have been shown to be necessary for reliability and that are consistent with 

competitive markets.  In particular, the Joint Commenters support CAISO’s proposals to:  

 allow resources to rebid commitment costs in the real-time markets;20 

                                                 
20 Transmittal Letter at 4, 20-23.  



 

 

 modify its short-term unit commitment process to not commit resources in 
real-time that were not committed in the day-ahead market and did not submit 
real-time market bids;21 and 

 permit scheduling coordinators to seek after-the-fact cost recovery from the 
Commission through a Section 205 filing to the extent that other mechanisms 
lead to under-recovery.22 

As discussed further herein, the Joint Commenters believe that there are a number 

of areas where the appropriate balance has not been struck between preserving reliability 

and promoting a transparent, fair, well-designed competitive market.  For example, 

CAISO’s proposals to give itself new authority to reserve internal transfer capability, 

suspend or limit convergence bidding, and deem paths uncompetitive would confer 

virtually unlimited discretion on CAISO to intervene in its markets in a manner that 

would undermine competition and disrupt prices, without any demonstration that these 

measures are necessary to preserve system reliability. Nor are they narrowly tailored to 

avoid undue harm to the market.  Proposals that negatively impact competitive markets 

should not be implemented without such showings. 

While the Joint Commenters do not oppose implementation of some of the other 

aspects of the CAISO’s Proposal on an interim basis, a number of these proposals contain 

elements that have the potential to undermine the transparent and efficient functioning of 

the CAISO markets.  As discussed further herein, these proposals should not become 

permanent features of the CAISO market rules and should be revised or withdrawn as 

appropriate.  Additionally, in order to ensure that CAISO’s proposals are not adversely 

affecting the CAISO market, the Commission should require there to be a meaningful and 

                                                 
21 Transmittal Letter at 4, 23-24. 
22 Transmittal Letter at 5, 36-38. 



 

 

transparent process for all affected parties to evaluate the efficacy of any amendments to 

make mid-course corrections or withdraw them as soon as practicable.    

A. Certain Amendments Proposed by CAISO Are Overreaching; They Will 
Inappropriately Expand CAISO’s Authority and Obstruct Markets  

1. CAISO Has Failed To Demonstrate That Its Proposal To Reserve 
Internal Transfer Capability and The Related Withholding of 
Congestion Revenue Rights Is Just And Reasonable 

In its filing, CAISO proposes to revise Section 27.5.6 of the Tariff to give itself 

the authority to withhold internal transfer capability in the day-ahead or real-time markets 

and to release this capability at its discretion based on its assessment of grid conditions or 

potential market efficiencies.23  In support of its proposal, CAISO claims that it 

“anticipates needing flexibility to reserve sufficient internal transfer capability to ensure 

reliable grid operations during this summer, including meeting energy needs in southern 

California due to differences between day-ahead forecast of loads and real-time load 

(forecast error) and assuring deliverability of ancillary services.”24  CAISO adds that it 

“expects to need this flexibility with regard to Path 26, but it may also need this 

flexibility to reserve capability on other internal transmission paths.”25  CAISO also 

states that it is evaluating the impact that reserving available transfer capability will have 

on congestion revenue right (“CRR”) revenue sufficiency and that it plans to revise its 

tariff to permit it to adjust the amount of additional CRRs it releases in the monthly CRR 

auction and allocation process to reflect these adjustments.26   

CAISO has failed to make any showing that this proposal is narrowly tailored to 

ensure reliability while minimizing disruption to its markets.  In fact, CAISO fails to 

                                                 
23 Transmittal Letter at 32-34; Attachment B (Marked Tariff Records) at 4-5. 
24 Transmittal Letter at 32. 
25 Id. 
26 Transmittal Letter at 34. 



 

 

provide any evidence that its proposal is, in fact, necessary to preserve reliability and 

acknowledges that reserving internal transfer capability has the potential to distort day-

ahead and real-time prices.27  In addition to the adverse effects identified by CAISO, 

artificially withholding a path’s transfer capability in the day-ahead market for purposes 

of ensuring real-time balancing necessarily will result in market distortions and cost shifts 

between those needing day-ahead transportation across the CAISO grid and those 

benefitting from the additional supplies for the real-time energy market.28  The only 

justification that CAISO offers in support of its request that it be permitted to withhold 

and release transfer capability is that it anticipates needing additional flexibility this 

summer.  Remarkably, CAISO seeks a blank check to withhold and release capacity as it 

sees fit on any path within the CAISO market, without providing any evidence or 

analysis to support its claims.  

Moreover, other than referencing Path 26, CAISO fails to provide any detail 

regarding the paths over which it plans to need to reserve transmission or to set any 

meaningful limits on its authority.  While Path 26 is a well-known constraint between 

Northern and Southern California, CAISO has failed to provide any evidence that 

constraints on Path 26 will impair reliability in Southern California or that there are other 

constraints of any significance between these regions.  Even if CAISO were able to 

provide evidence that reserving internal transfer capability is necessary to maintain 

reliability in Southern California, CAISO’s ability to exercise this authority should be 

                                                 
27 See, e.g., Transmittal Letter at 33-34. 
28 CAISO recognizes the adverse effects that limiting the transfer path would create in its accompanying 
proposal to also intervene in the CRR and virtual bidding market mechanisms because the CAISO’s 
markets will no longer continue to function naturally with this out-of-market action.  CAISO should instead 
explore whether there are other changes that it could make to its market rules with respect to resource 
adequacy, reserves, flexible ramping capability and its Residual Unit Commitment process to ensure that 
sufficient balancing energy exists.   



 

 

limited to only those paths where there is a demonstrated risk that transfer constraints 

may impair the reliable supply of energy to California.   

In addition, contrary to what it suggests, allowing CAISO to unilaterally adjust 

the CRR model on a monthly basis will create further distortions in the CAISO markets.  

In effect, CAISO’s proposal will give it the authority to make unilateral adjustments to 

the CRR model as it sees fit to do.  As a practical matter though, at the time that CAISO 

adjusts the CRR model, it will have no way of knowing the amount of reservations that it 

will be making in the real-time and day-ahead markets.  As a result of this mismatch, 

there is little assurance that the monthly CRR adjustments made by CAISO will 

accurately reflect actual transmission availability.  Consequently, CAISO’s adjustments 

will merely serve to create further distortions in the market.     

Given CAISO’s failure to provide any evidence that its proposal is necessary to 

preserve reliability, the Joint Commenters request that the Commission reject CAISO’s 

proposal to reserve transmission and to adjust the CRR model.  In the event that the 

Commission is inclined to accept CAISO’s proposal on an interim basis, then the 

Commission should direct CAISO to make a compliance filing specifically identifying 

those paths over which it needs to reserve transfer capability, including an analysis of 

why those paths are critical to preserving reliability, and limiting CAISO’s authority to 

those paths.  Further, the Commission should direct the CAISO to detail in an operating 

procedure or Business Practice Manual the process by which it will both determine how 

much transmission to withhold and how it will communicate that reservation to the 

market sufficiently in advance of the market, that market participants can transact and 

hedge accordingly.  Additionally, if the Commission accepts CAISO’s proposal to make 

adjustments to the CRR process in accordance with anticipated path reservations, the 



 

 

Commission should limit CAISO’s authority to make adjustments to the CRR model to 

only those paths that are expected to be derated during the day-ahead market.  The 

Commission also should require CAISO to document the manner in which it will 

determine and communicate those adjustments in its Business Practice Manuals.   

2. CAISO Has Failed To Justify Its Proposal To Expand The 
Circumstances In Which It Can Suspend Or Limit Convergence 
Bidding  

CAISO proposes to revise Section 7.9.2 of its Tariff to expand the circumstances 

in which CAISO may suspend or limit convergence bidding.29  Currently, Section 7.9.2 

gives CAISO the authority to “suspend or limit the . . . virtual bidding activities of one or 

more Scheduling Coordinators [that] detrimentally affect System Reliability or grid 

operations.”30  Under CAISO’s Proposal, Section 7.9.2 would be expanded to allow 

CAISO to suspend or limit convergence bidding whenever “[s]ubmitted Virtual Bids 

detrimentally affect CAISO market efficiency.”31  CAISO claims that such a provision is 

reasonable because “virtual bidding behavior that adversely affects market efficiency can 

cause problems for system reliability[.]”32  In support of its assertion, CAISO contends 

that convergence bidding could interact with its proposal to reserve and release available 

transfer capability in a manner that impairs reliability:  

When the CAISO releases the reserved transfer capability in real-time, the 
day-ahead congestion price of the transfer path is likely to be higher than 
the real-time congestion price. Virtual supply placed downstream of the 
path and virtual demand placed upstream of the path could expect to profit 
from this difference in the path’s congestion price. However, downstream 
virtual supply and upstream virtual demand would reduce the day-ahead 
schedules of downstream gas-fired generation and increase the day-ahead 

                                                 
29 Transmittal Letter at 35-36; Attachment B (Marked Tariff Records) at 2-3. 
30 CAISO Tariff at 7.9.2. 
31 Attachment B (Marked Tariff Records) at 2-3. 
32 Transmittal Letter at 35. 



 

 

schedules of upstream generation.33 

It is telling that the only example that CAISO provides in support of its proposal 

involves a situation where CAISO has exercised its requested authority to reserve internal 

transfer capability, artificially driving up the congestion component of day-ahead prices, 

and releasing this capacity in real-time.  Rather than providing a basis for accepting 

CAISO’s proposal to expand its authority to limit or suspend virtual bidding, CAISO’s 

example merely highlights the market distortions that are likely to result in the event that 

CAISO is granted authority to reserve internal transfer capability.  In other words, it is 

not the activity of convergence bidders that is problematic; it is CAISO’s proposed 

intervention into the markets that is the cause of any purported inefficiencies.  

Even if the Commission elects to approve CAISO’s proposal to reserve internal 

transfer capability, CAISO has failed to provide any evidence that its proposal to allow it 

to suspend or limit convergence bidding whenever “Virtual Bids detrimentally affect 

CAISO market efficiency” is necessary to safeguard reliability or is otherwise just and 

reasonable.  CAISO argues that its request is necessary to protect reliability.  However, 

CAISO’s proposal does not appear to be limited to circumstances where there is a risk of 

adverse reliability impacts.  Instead, it appears to give CAISO the authority to interrupt 

normal market activities by limiting or suspending convergence based on its subjective 

assessment that the activities at issue are “inefficient”—a vague and amorphous standard 

that will give CAISO virtually unfettered discretion to suspend convergence bidding if 

and when it deems appropriate.  CAISO has failed to provide any justification that would 

warrant giving CAISO the ability to interrupt normal market operations based on its 

subjective impressions regarding the efficiency of a market participant’s bids. 

                                                 
33 Transmittal Letter at 35. 



 

 

Even if CAISO’s proposal was limited to circumstances where convergence 

bidding creates reliability risks, there still would not be any basis for accepting CAISO’s 

proposal.  Notably, Section 7.9.2 of CAISO’s Tariff already gives CAISO the authority to 

suspend or limit the ability of scheduling coordinators to submit virtual bids where they 

detrimentally affect system reliability or grid operations.34  It is unclear why this 

authority would not be broad enough to encompass those limited circumstances where 

convergence bidding endangers system reliability such that CAISO’s revisions are 

necessary.  

While the Joint Commenters support the objective of protecting reliability, 

CAISO has failed to provide any evidence or explanation that would provide a basis for 

finding that CAISO’s proposed revisions to Section 7.9.2 are just and reasonable.  Rather 

than accepting a proposal that appears to give CAISO discretion to suspend or limit 

convergence bidding activities, the Commission should reject CAISO’s proposal and 

affirm that CAISO’s existing authority under Section 7.9.2 allows CAISO to suspend 

convergence bidding where it presents reliability risks.   

3. CAISO Has Not Provided Any Evidence That It Requires 
Authority To Deem Paths Uncompetitive Outside Of Its Local 
Market Power Mitigation Process 

 In conjunction with its proposal to implement a new constraint reflecting the 

maximum or minimum amount of natural gas that can be burned by natural gas-fired 

resources, CAISO proposes to revise its Tariff to modify the conditions under which 

CAISO will apply its local market power mitigation (“LMPM”) measures to market 

participants.35  Under CAISO’s existing LMPM measures, bid mitigation is applied based 

upon whether a binding constraint is competitive or non-competitive as determined by an 
                                                 
34 CAISO Tariff at 7.9.2. 
35 Transmittal Letter at 24-31. 



 

 

automated dynamic competitive path assessment (“DCPA”).36  Where the DCPA 

determines that a binding constraint is uncompetitive, then resources that can relieve 

congestion on that constraint are subject to mitigation based on their Default Energy Bid 

(“DEB”).  Now, as part of the current Proposal, CAISO proposes to revise its Tariff to 

grant itself the authority to unilaterally deem internal constraints to be non-competitive 

when enforcing the natural gas constraint based upon CAISO’s subjective assessment of 

electric market conditions.37   

 Once again, CAISO is proposing to revise its Tariff to give itself largely 

unchecked authority to interfere with the functioning of its markets without any 

demonstration that doing so is necessary to safeguard reliability.  Although the Joint 

Commenters support the objective of protecting against the exercise of market power, 

CAISO has failed to provide any evidence that its existing LMPM framework will be 

ineffective given conditions at Aliso Canyon.  To the contrary, CAISO itself 

acknowledges that the impact of the proposed gas usage constraint on the efficacy of the 

DCPA cannot be determined or estimated at this time.38   

 In fact, the limited explanation that CAISO has provided indicates that CAISO’s 

proposal is unduly broad and will result in the mitigation of market participants who do 

not pose any market power concerns.  CAISO’s proposal appears to be driven by a 

concern that gas limitations in Southern California will limit the availability of resources 

able to provide counterflow during those intervals when Path 26 is congested in the 

north-to-south direction.39  Under CAISO’s proposal, it appears that CAISO would deem 

                                                 
36 CAISO Tariff, Section 39.7.2.2. 
37 Transmittal Letter at 31.  
38 Transmittal Letter at 31, Attachment F at 11 (noting that the impact of the gas constraint on the DCPA 
cannot be determined or estimated). 
39 Attachment F (DMM Comments) at 10. 



 

 

Path 26 uncompetitive whenever it believes that it is being affected by gas usage 

constraints in Southern California, with the result that all bids effective at relieving this 

constraint in Northern and Southern California will be subject to bid mitigation.  What 

CAISO ignores, however, is that, regardless of conditions in Southern California, there 

will be ample resources available in Northern California.  The mere fact that there may be 

supply limitations in Southern California, does not mean that resources in Northern 

California will exercise market power.  Yet, under CAISO’s Proposal, it appears that 

these resources will be subject to bid mitigation anytime that CAISO believes that gas 

usage restrictions in Southern California create competitive concerns.  

Even if CAISO were able to adduce evidence that its existing LMPM framework is 

inadequate given the conditions at Aliso Canyon, there would be no justification for 

approving a structure that lacks any objective standard for when LMPM measures should 

be applied and that ties the application of bid mitigation solely to the market operator’s 

subjective assessment of grid conditions.  If approved, CAISO’s proposal will allow it to 

apply its LMPM measures to mitigate the offers of market participants whenever CAISO 

is enforcing its newly proposed natural gas constraint.  Unlike under the existing 

structure, where bid mitigation is tied to an objective assessment of whether a particular 

path is competitive, application of bid mitigation under CAISO’s proposal will be driven 

by little more than CAISO’s subjective assessment of grid conditions.  CAISO has failed 

to provide any evidence that adopting a LMPM structure predicated on the subjective 

discretion of the market operator is necessary to safeguard reliability in California. 



 

 

B. The Joint Commenters Do Not Oppose Approval Of The Balance Of 
CAISO’s Proposals On An Interim Basis, Subject to Certain Further 
Actions 

Although the Joint Commenters request that the Commission reject the measures 

described above, the Joint Commenters do not oppose approval of the other measures set 

out in CAISO’s filing on an interim basis subject to certain modifications identified 

below.  This is not to say that CAISO’s proposals represent the optimal solutions to 

addressing the issues presented by Aliso Canyon or that they should become permanent 

features of the CAISO market.  In fact, the Joint Commenters believe that aspects of 

these proposals have the potential to undermine the efficient functioning of the CAISO 

markets and that these proposals should be monitored closely.  In order to provide 

transparency into the impact of CAISO’s measures on the market and avoid any undue 

harm, the Joint Commenters request that, in addition to the changes requested herein, the 

Commission require CAISO to submit periodic reports on any measures adopted in this 

proceeding and that the Commission hold a technical conference in late summer to 

further consider the issues arising from Aliso Canyon.  

1. CAISO’s Implementation Of The Gas Constraint Has The 
Potential To Distort Market Prices And Settlement  

In its filing, CAISO proposes to implement a new gas constraint in order to ensure 

that CAISO dispatches resources in a manner that reflects gas limitations associated with 

the Aliso Canyon facility.40  When this constraint is binding, CAISO states that the 

shadow price of the constraint will be reflected in the locational marginal price (“LMP”) 

at the location of affected gas-fired resources, but will not be reflected in prices at the 

point of injection onto the CAISO grid, including trading hubs, the prices used to settle 

                                                 
40 Transmittal Letter at 24. 



 

 

load, or the prices used for settlement of CRR positions.41  

While the Joint Commenters do not oppose CAISO’s proposal for a gas constraint 

per se, it is important to recognize that CAISO’s proposed implementation of this 

constraint threatens to create new inefficiencies and market distortions.  In effect, 

CAISO’s proposal results in a disconnect between the settlement of generators and the 

settlement of other associated products otherwise used to hedge transactions at, or from, 

the generator’s location.  That is, the CAISO proposes to settle the generation resources 

affected by the constraint at their “Connectivity node” or “Cnode” when the constraint 

binds.  The related “Pricing node” or “Pnode” would not be based on the gas constraint 

shadow price and it would be the Pnode price that would be reflected in the pricing of 

CRRs, virtual transactions, and trading hubs.42 This disconnect will create misalignment 

between a generator’s settlement and the settlement of CRRs, virtual transactions, and the 

aggregate trading hub.  Moreover, since the CAISO does not publish the Cnode prices on 

which affected generators will be settled, affected generators will be unable to validate 

their CAISO settlements through independent means.  The CAISO seems to justify its 

position based on a fear that a financial participant could “take a large position at little or 

no cost.” Yet this makes little sense and is not otherwise substantiated by the CAISO.43 

                                                 
41 Transmittal Letter at 27. 
42 Transmittal Letter at 28.  
43 Contrary to what CAISO suggests, it is not just financial participants that participate in the CRR auction 
and allocation process or use virtual transactions.  It is unclear why CAISO singles out financial entities.  
Moreover, there is ample liquidity in the markets for these products and no one participant or sector of 
participants can “take a large position at little cost.”  Similarly, while CAISO claims that such entities could 
“profit at the expense of revenue inadequacy balancing accounts largely allocated to load serving entities,” 
CAISO ignores that load serving entities are major participants in the CRR allocation and auction 
processes.  The Joint Commenters are not aware of any way in which either a CRR participant or a party 
taking a virtual position could reap undue profits from reflecting the natural gas constraint in the prices 
used for CRRs and virtual bids.  If the CAISO is aware of some market power concerns with financial 
entities or virtual players it has not shared any of this information with market participants.  In fact, if the 
CAISO prices the Pnodes consistent with the Cnodes, the virtual transactions will properly act to converge 
the day-ahead and real-time market prices, which will make the management of the gas constraint more 



 

 

As proposed, the policy to not reflect the gas constraint in the Pnode settlement is not 

reasonable. The Commission should reject CAISO’s proposal and prevent market 

misalignment by requiring CAISO to align the Cnode and Pnode pricing thereby 

reflecting the shadow price of the gas constraint in all prices used for settlement of those 

nodes associated with affected resources. 

2. CAISO’s Proposals Will Not Fully Ensure That Gas Costs Are 
Reflected In Prices And May Result In Under-Recovery  

In its filing, CAISO proposes to modify the prices used in the calculation of 

commitment costs and DEBs for generators.44  Although the Joint Commenters 

appreciate CAISO’s efforts to take steps to ensure that the calculation of commitment 

costs and DEBs for generators more accurately reflect costs, the goal should be to replace 

these proxies for actual costs with a mechanism that allows generators to bid their actual 

start-up and minimum load costs.  As CAISO recognized in its draft final proposal in the 

Aliso Canyon stakeholder proceeding, there is broad consensus among stakeholders that 

the existing commitment cost bid cap and mitigated energy offers may not allow 

generators to fully reflect costs.45  While CAISO has acknowledged that the logical way 

to address this issue is to allow generators to bid their real-time gas price costs, CAISO 

determined that implementation of such a proposal was not feasible by the summer and 

should be deferred for future stakeholder discussion.46 

Even with the modifications proposed in this proceeding, there is no assurance 

that the actual costs faced by suppliers will be accurately reflected in market prices, 

                                                                                                                                                 
effective.  Further, CRRs will be available to those parties to hedge delivery from the affected generators to 
the hubs and load centers.   
44 Transmittal Letter at 4, 14-20. 
45 CAISO Revised Draft Final Proposal at 15. 
46 Draft Final Proposal at 29.  



 

 

creating a real risk of under-recovery.47  Further, the CAISO’s proposal is designed 

intentionally to achieve the type of operational intervention the CAISO is seeking while 

reflecting minimal impacts in the resulting market prices of the gas constraints; the 

CAISO is intentionally designing its proxy gas prices to dampen market price signals.48 

Designing a process that intentionally dampens market prices towards the goal of 

“protecting consumers” interferes with natural market incentives for parties to efficiently 

contract and it does so at the added risk of suppliers not being able to receive market-

based rates sufficient to recover costs through the market. For these reason, the Joint 

Commenters believe that CAISO should take steps to replace these mechanisms with 

biddable startup and minimum load costs as soon as possible.49  The Joint Commenters 

recognize the time constraints under which CAISO was working when crafting its 

Proposal in this docket, but implementation of biddable startup and minimum load costs 

should not be indefinitely deferred to some future stakeholder proceeding.  Instead, the 

CAISO should immediately initiate efforts to implement biddable startup and minimum 

load costs, with the goal of replacing the interim measures proposed in this proceeding no 

later than November 30, 2016—the proposed date for sunset of CAISO’s proposal in this 

docket.  

Finally, the Joint Commenters wish to identify what we believe to be a required 

correction in the CAISO’s tariff language regarding the proposed $2.50 adder for gas 

                                                 
47 For example, the CAISO’s gas price multipliers may be insufficient to cover penalties from the gas costs.  
Further, it is unclear how the CAISO will price gas when there are very few, or no, trades on the ICE.  The 
Joint Commenters fear that, in instances where there are no trades on ICE, the CAISO’s gas price would 
not reflect actual market conditions or costs.  
48 See, e.g., Filing, Attachment F at 4-5 (stating that DMM believes that commitment cost adders could be 
set higher to achieve a limited commitment in real-time of units in the SoCalGas region because 
commitment costs are paid as bid, but that gas prices used for energy prices should not be equally increased 
because “energy bids set the price for the entire market” and that limiting the gas prices used in energy bids 
can “protect against excessive costs for consumers”).  
49 While market participants do not submit DEBs and generated bids, the CAISO must also ensure that 
these bids are based on up-to-date gas price information.   



 

 

penalties.  The CAISO indicated in its transmittal letter that the adder was intended to 

align with proposed gas penalties of SoCaGas.  However, in its proposed Tariff language, 

CAISO has neglected to include units on the adder.  To align with SoCalGas penalty 

prices, the adder would be $2.50/therm. That equates to $25/decatherm or 

$25/mmBTU.  We request the commission to direct the CAISO to file upon compliance 

to make this correction. 

3. CAISO’s Proposal To Provide Advisory Schedules To Certain 
Market Participants Is Inconsistent With Non-Discriminatory 
Access To Market Information   

In its filing, CAISO proposes to provide scheduling coordinators with advisory 

schedules on a two-day-ahead basis in order to provide them with guidance concerning 

their potential commitments.  This information would only be provided to the resource 

owners for which the CAISO can issue advisory schedules and the balance of the 

advisory results would not be posted on CAISO’s Open Access Same-Time Information 

System (“OASIS”) or disseminated more broadly to market participants.  

While the Joint Commenters do not oppose CAISO’s proposal to provide greater 

certainty to scheduling coordinators by providing advisory schedules on a two-day-ahead 

basis, the Joint Commenters have two concerns about the CAISO’s proposal.  First, the 

Joint Commenters believe that CAISO’s decision to limit dissemination of this 

information to a select class of market participants presents undue discrimination 

concerns and reduces the transparency of CAISO’s market processes.50  In order to 

address these issues, the Joint Commenters believe that it would be appropriate for 

CAISO to post aggregated market information resulting from this advisory run, including 

at a minimum the aggregated supply and demand amounts and LMPs that result from the 

                                                 
50 Transmittal Letter at 11-12. 



 

 

advisory run.51   

Second, the Joint Commenters are concerned that acceptance of CAISO’s 

proposal here could lay the groundwork for a future requirement that all market 

participants submit bids on a two-day-ahead basis.  The Joint Commenters request that 

the Commission clarify that the submission of bids for CAISO’s two-day-ahead process 

is voluntary.  The Joint Commenters further request that the Commission clarify that, 

even where such bids are submitted, the voluntary submission of bids in no way prevents 

scheduling coordinators from subsequently modifying or adjusting their bids. 

4. The Commission Should Impose Clear Monitoring and 
Performance Requirements On CAISO 

Given the flaws in CAISO’s Proposal identified herein, the Joint Commenters 

support CAISO’s proposal to only seek approval of these measures on an interim basis 

and for these provisions to sunset on November 30, 2016, unless the Commission grants 

approval for their extension.  The Joint Commenters believe, however, that it is not 

enough to simply set a sunset date with the hope that conditions at Aliso Canyon will 

improve or that CAISO will take steps to prevent its proposals from hampering the 

efficient functioning of the market.   

In reality, it is quite likely that the issues that have been experienced at Aliso 

Canyon will not be resolved by the winter.  While the leak at Aliso Canyon has been 

plugged, the California Department of Conservation’s Division of Oil, Gas, and 

Geothermal Resources has imposed strict testing and safety requirements on the 114 

natural-gas injection wells at Aliso Canyon that must be met before the facility can 

                                                 
51 While CAISO states that it does not plan to provide pricing data as part of its advisory schedules, 
resources will be able to determine estimated locational marginal prices by comparing its advisory schedule 
with its bid curve.  As a result, CAISO will be effectively providing pricing data.  Therefore, resource 
owners will have preferential access to pricing data -- something which should be shared with all market 
participants and posted on the CAISO OASIS. 



 

 

resume normal operations.  At this point, only a single well out of 114 has passed these 

requirements.52  As a result, it is very likely that CAISO will ultimately seek to extend 

these “interim” amendments for another six months or a year, while testing of the Aliso 

Canyon Facility continues. 

For that reason, the Joint Commenters request that the Commission impose clear 

monitoring and reporting requirements on CAISO.  In particular, the Joint Commenters 

request that the Commission establish a meaningful and transparent process to allow all 

affected parties to evaluate the efficiency of any proposals adopted in this docket.  As an 

initial matter, the Joint Commenters urge the Commission to direct CAISO to make a 

filing every 30th day following the effective date of its proposed revisions, detailing the 

status and implementation of any proposals accepted in this docket.  Among other things, 

these reports should detail: 

 The status of efforts to return Aliso Canyon to full operation; 

 The issues that have been experienced as a result of the gas restrictions; 

 Whether the proposals in this docket have been effective in addressing these 
issues; 

 Whether the measures adopted in this docket remain necessary; 

 The progress of efforts to develop market rules that allow market participants 
to reflect their actual gas costs in their offers to the CAISO; 

 Any unintended consequences of the measures adopted in this docket; and  

 Steps that CAISO is taking to address the shortcomings of the proposals 
adopted in this docket.  

In addition to requiring the submission of such reports, the Commission should give 

interested parties an opportunity to comment upon CAISO’s report, including whether 

CAISO’s description matches the party’s experience and whether the party is aware of 

other issues that have arisen as a result of these proposals.  Requiring CAISO to submit 
                                                 
52 See, e.g., Test Results of Aliso Canyon Wells, 
http://www.conservation.ca.gov/dog/AlisoCanyon/Pages/Well-Detail.aspx. 



 

 

reports on an ongoing basis and providing an opportunity for comments will help both 

the Commission and interested stakeholders make a meaningful assessment of the 

impact that these measures are having on CAISO market operations and ways that they 

can be improved to minimize the disruption and harm to competitive markets.    

 In addition, 30 days after the submission of CAISO’s second report, the 

Commission should hold a technical conference in California to provide a forum for 

further considering the efficacy of the measures that have been implemented and 

whether any immediate changes are necessary to avoid harm to the market.  It will also 

provide the Commission, CAISO, and stakeholders with a forum to consider whether 

longer-term actions are necessary given the status of the Aliso Canyon facility, including 

whether the measures adopted in this proceeding should be eliminated, extended, or 

modified.  



 

 

VI. CONCLUSION 

Wherefore, for the foregoing reasons, the Joint Commenters request the 

Commission grant this intervention and issue an order consistent with the comments 

herein. 

 Respectfully submitted, 
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