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Before the Public Utilities Commission of the State of California
	Conditional Application of Pacific Gas and Electric Company 

(U 39 E) for a Certificate of Public Convenience and Necessity Authorizing the Construction of the Los Banos-Gates 500 kV Transmission Project


	Application 01-04-012

(Filed April 13, 2001)


Opening Brief Of The Office Of Ratepayer Advocates

On The Benefits Of The Proposed 

Los Banos-Gates Transmission Line

The Office of Ratepayer Advocates (ORA) submits this brief in accordance with ALJ Gottstein’s oral ruling at the hearings.
  

I. Introduction 

A. Background & Project Description

The proposed Los Banos to Gates 500 kv transmission line project would upgrade the section of Pacific Gas and Electric Company (PG&E) system along  “Path 15”. The new transmission line would run for about 90 miles between two substations in the San Joaquin Valley. A Los Banos-Gates 500kV line was originally proposed in 1986 by PG&E as part of the larger California-Oregon Transmission Project (COT Project), and was seen as necessary by PG&E to move cheap hydroelectric power from the Pacific Northwest south to Southern California Edison Company (Edison) and San Diego Gas & Electric Company (SDG&E), proposed participants in the COT Project. At the time, Edison, SDG&E, and the Transmission Agency for Northern California disputed the need for the Los Banos-Gates Project.

Thirteen years later, the Los Banos-Gates project surfaces again, but this time to serve a substantially different purpose.
 During periods of low hydoelectric generation availability, PG&E draws on resources from Southern California to meet customer demand in its service territory. At certain times, and due to a number of factors, the transfer capability of Path 15 between the zone south of Path 15 (SP15) and the zone north of Path 15 (NP15) reaches its limit before all available electrical resources can be moved between the zones. Congestion occurs, causing increased prices in the PG&E control area. 

As part of the CPUC’s Transmission Investigation (I.00-11-011), the CPUC Energy Division issued a report in February 2001 on transmission constraints in California and their impacts of system reliability and electric prices. 
 In her March 29, 2001 Assigned Commissioner’s Ruling in I.00-11-001, President Lynch wrote: 

Over this past year, it has become increasingly clear that constraints on the transmission of power between northern and southern California have compromised electric reliability and the ability to dispatch lowest cost power. The Energy Division's report on transmission constraints identified constraints on Pacific Gas and Electric Company's (PG&E's) Path 15 as the transmission constraint on PG&E's system that contributed most to "major reliability problems in the past year" and "likely to continue to cause problems in 2002."… 

Further, that while new generation resources may have an impact on the cost-effectiveness of transmission system upgrades, the volatility of wholesale electricity markets suggests that relieving constraints on major transmission paths is an economic insurance policy. (Id., p. 12) I am concerned that the Commission act expeditiously to evaluate the need for, and environmental impacts of, relieving this transmission constraint.  

In that Ruling, President Lynch ordered PG&E to file the present application.

Last year, at the height of the energy crisis (January-March 2001), congestion occurred on Path 15 on a regular basis. Though it was the middle of winter when demand was low, generation resources proved to be scarce. Hydroelectric resources are typically at low capacity during this period, and independently-owned gas-fired units were either on scheduled maintenance, emergency repairs, or unavailable at the owner’s discretion.  Some observers believe that generation owners were deliberately withholding supply to increase market prices, thereby exerting “market power.” Regardless of the cause of the supply shortage, the CAISO was forced to call a Stage 3 emergency, which is defined as the point where operating reserves are so low that rolling blackouts are eminent, nearly every day. The Path 15 “bottleneck” was widely reported in the media, and became well known to consumers and policy makers.

B. There Is Already A Substantial Amount of Transfer Capability on Path 15 

The Commission needs to remember that there is already about 3,900 MW of transfer capability on Path 15. The project would add an additional 1500 MW of power transfer capability to Path 15 bringing the total up to 5,400 MW.
 

Given the large amount of existing transmission capacity on this Path, the Los Banos-Gates project would provide benefits mainly when the existing transmission capacity is being fully utilized, or is congested due to the “paper congestion” described later in this brief. 

II. The Support for This Project Is Limited to the CAISO Staff

If this is such a great project, where are its champions? In the hearings, the only party that recommended approval of this project was the CAISO staff. No intervenors submitted testimony supporting the line. Even PG&E did not submit testimony supporting the line as shown below. 

A. The Applicant, PG&E, Declines To Endorse The Project 

1. PG&E’s Silence On the Merits of This Project 

A very telling feature of this application is that the applicant is not endorsing it. PG&E’s non-position regarding the merits of the project was made clear on cross examination of PG&E policy witness Dasso: “We haven't taken a position per se as to whether the project is needed or cost justified.” 

PG&E filed this application under protest only after being ordered to by President Lynch. PG&E served testimony only because President Lynch ordered it to do so.
 Subsequently, PG&E sought to withdraw its application,
  an effort that was rejected in a ruling by President Lynch.
  After its attempt to withdraw its application was denied, PG&E tried to withdraw all of its testimony.
 ALJ Gottstein denied PG&E’s request, and a very small amount of PG&E testimony made it into the record.

Remarkably, the applicant submitted no testimony on the cost-effectiveness of this project. PG&E witness Dasso tried to excuse this silence by stating that: “Because ISO agreed to provide the testimony regarding the need for the Project, PG&E has not submitted testimony regarding the need for the Project.”
  Even given that the CAISO staff submitted testimony, it is extremely unusual for the applicant not to have its own substantive analysis supporting the application.

In hearings, PG&E admitted that it had not even performed cost-benefit analyses of the project in recent years: 

Q  Have PG&E staff performed any studies of the cost-effectiveness of the Los Banos-Gates line during the last five years? 

A   To be honest, I don't really know whether -- the time frame.  I am not sure.  There have been studies previously, I am just not sure exactly the time frame of those studies. 

Q   Did you refer to PG&E's -- any studies PG&E may have done itself on cost-effectiveness of this line in preparation of your testimony? 

A   No, I did not.

PG&E’s extremely brief policy testimony (2 ½ pages) goes out of its way to avoid saying this is a good project that the Commission should approve.
 

On cross-examination, Mr. Dasso even expressed confusion about what project he was testifying about that day—thinking that the hearing was about the WAPA MOU project rather than a PG&E only project. Mr. Dasso testified: 

A   …[my prepared] testimony
 was relative to a different project or a project that was -- essentially had PG&E constructing the entire project, and that's not where we are today. 

Q   …It was my understanding that the project that was being discussed in this phase of the hearings was one wherein PG&E builds the entire project as described in the Conditional Application. 

Do you have a different understanding of what's happening in these hearings?



. . . .

[A]  There has been a lot of things that have happened since this testimony was filed originally, and it was my understanding that it was those developments that were going to be discussed here, not necessarily the original Application -- the original Application. 
  So, that that's, I guess, my confusion. 

Specifically there was a memorandum of understanding [with WAPA] that was entered into in October that was I thought to be one of the major discussion points of these hearings. We haven't taken a position per se as to whether the project is needed or cost justified. 
  

In our experience, the silence of the applicant is telling. PG&E has certainly been more supportive in the instances of its other recent transmission line cases (NE San Jose Transmission Project and Tri-Valley). We can only conclude that PG&E is following the maxim that if one can’t say something positive about the project, don’t say anything at all. That signal is there for those willing to hear.

2. The Applicant’s Total and Unquestioning Deferral of Questions of Economic Need to the CAISO Staff Is Also Remarkable

The only testimony by any party in support of the project was presented by the CAISO staff. In its own testimony, PG&E defers completely to the CAISO staff’s testimony. As PG&E witness Dasso testified: “As of this time we're simply deferring to the ISO in terms of their analysis on the need”.
 PG&E stated this policy despite the fact that the company has no position on whether the CAISO analysis is correct or not:

Q   If you did not refer to any of your own [i.e. PG&E’s] studies, how do you know whether the ISO's analysis is correct or reasonable? 

A   PG&E's making no position as to whether the ISO's testimony is correct and reasonable.
 

PG&E’s laissez-faire attitude toward this project extended even to its review of the CAISO’s work. On cross-examination, Mr. Dasso admitted that he had not read the CAISO analyses on economic need for this project prior to writing his own testimony.
 
3. This Project Was Not Part of PG&E’s Planning Prior to the CAISO Staff’s Endorsement and the Public Attention to Path 15

Given the perception of need for this project by the CAISO staff and the public pronouncements by the U.S. Department of Energy, one might have thought that this recognition of need was shared by PG&E in its own transmission planning efforts. However, this is not the case; PG&E did not perceive a need for this project as can be seen from the testimony of PG&E witness Dasso:

Q  Prior to Commissioner Lynch's March 29th [2001] ruling [directing PG&E to file this application], what were PG&E's plans for requesting a Certificate of Public Convenience and Necessity for this project? 

A   PG&E had no plans at that time.

Q   When you say that PG&E had no plans, would I be correct to understand that PG&E did not have a date in the future at which it was anticipating filing an Application for this -- for a Los Banos-Gates project? 

A   That's -- that's correct. Also PG&E was -- again had -- had no plans specifically with regard to a CPCN. 

Q   …not limiting it just to a CPC&N, prior to March 29th, did PG&E have a plan wherein it anticipated a need for a Los Banos-Gates to be in service by a certain date? 

A   No, it did not.
   

B. Why Is the Only Proponent For this Line the CAISO Staff?

It is remarkable that after all this time, the only party to present testimony in support of this project is the staff of the CAISO, a public benefit corporation. No generators, no purchasers of generation, and no utilities have stepped forward to endorse this project. Indeed, the record suggests that of those independent private parties that have looked at the economics of the line, nearly all of the original paying partners in the WAPA MoU have withdrawn their participation.
 The Commission should ask itself where is the accountability of the CAISO staff? In principle, it is accountable to the CAISO Board of Governors, but in this case the staff has not even presented the project to the Board for approval.

III. The WAPA MOU Version of the Project 

The record before the Commission mainly concerns the financial configuration of this project wherein it is entirely financed and built by PG&E. However, the Commission is well aware that the Secretary of U.S. Department of Energy, through the Western Area Power Administration (WAPA), has been proposing an alternate ownership proposal of the same physical project wherein the project would be financed and owned a consortium of public and private owners. The proposal has been memorialized in a Memorandum of Understanding signed on October 16, 2001 by WAPA, the Transmission Agency of Northern California (TANC), Kinder Morgan Power Company, Mirant Americas Development, Inc., PG&E National Energy Group, Inc, Trans-Elect, Williams Energy Marketing and Trading Company, and PG&E.
 

In its November 6, 2001 Notice/Motion to Withdraw Its Application, PG&E represented that the proposed WAPA consortium approach represented a much better deal for PG&E’s ratepayers than a project wherein PG&E built the line by itself. However, PG&E included no analysis or testimony supporting this view.

Neither PG&E nor any other party has presented any testimony or analysis of the proposed WAPA consortium approach. In her discussions of the scope of the hearings held to date in this case ALJ Gottstein directed that these hearings should examine the benefits to the project as described in PG&E’s application, and that any examination of the merits of a proposed WAPA agreement would be deferred until details of more final agreements regarding the proposal had emerged. 

[T]he purpose of this phase of the proceeding was to develop either a value or a reasonable range of valuable values for project benefits, the Path 15 project benefits against which, when we get more information from the MOU implementation agreements -- against which we will look at the updated project cost and, more specifically, the allocation of those costs and the reasonable range of benefits that we identify in this phase to PG&E.
 

ALJ Gottstein ordered that once the operating agreements contemplated in the MoU were signed, PG&E should file those with the CPUC within three days. Such agreements have not yet been supplied to the CPUC.

Since the MoU was signed, most of the signatories to the MoU have abandoned their participation in the project. The list of parties that have quit the project include TANC (which was to have 45% of the capacity of the line under the MoU), PG&E National Energy Group, Kinder Morgan Power Company, Mirant Americas Development, Inc., PG&E National Energy Group, Inc, and Williams Energy Marketing and Trading Company. 

At this time, the only parties still participating in the WAPA version of the project are WAPA (which under the MoU was to get a 10% share of the capacity), Trans-Elect, and PG&E.
 Neither PG&E nor any other party introduced any testimony or other statement as to why all these would-be proponent/owners of this transmission project have abandoned their participation.

Under the MoU, the shares of both WAPA (10%) and PG&E were fixed. (PG&E was to get a portion of the capacity of the line commensurate with the portion of the cost of the substation upgrades to total project cost.) The remaining capacity on the line was to be allocated among the other owners. Now, Trans-Elect is the only other owner. This means, unless the MoU has been amended, Trans-Elect would acquire something between 60-70 percent of the transmission capacity on this line.

ORA is concerned about this development, because there is nothing on the record as to how Trans-Elect would operate its share of the project once constructed. It is not clear whether Trans-Elect would seek to recover its costs from IOU ratepayers through a CAISO tariff. It is not clear the extent to which Trans-Elect would make this capacity available to other market participants that participate in the CAISO’s scheduling of transmission capacity. There is simply no record on this.

ALJ Gottstein suggested at the hearings that the allocation of benefits and costs to IOU ratepayers might reflect a straightforward sharing of benefits and costs proportional to PG&E’s participation in the project.
  ORA pointed out that the allocation of benefits and costs may be nowhere near so straightforward.

The issue was left with ALJ Gottstein stating: 

I think that part of the testimony in the next phase will address whether or not the benefits side of the analysis is still applicable and to what extent.  I will make that commitment to explore that if there is any question.
  

Consistent with ALJ Gottstein’s ruling, ORA expresses no opinion on the merits of the WAPA proposal in this brief. We intend to analyze that proposal (if it gets finalized) and if it gets submitted to the CPUC at the appropriate time. Finally, we note that PG&E has contends that its participation in the WAPA agreement does not need a certificate of public convenience and necessity from the CPUC; ORA disputes that position.

IV. Reliability Issues

A. Los Banos-Gates Is Not Needed To Meet Reliability Criteria

In her March 29 Ruling, President Lynch paraphrased the Energy Division report stated that:

Path 15 [w]as the transmission constraint on PG&E’s system that contributed most to “major reliability problems in the past year” and [was] “likely to continue to cause problems in 2002. (“Relieving Transmission Constraints, February 13, 2001, page 9)

It is important for the Commission to understand that no party is contending that construction of Los Banos-Gates is needed to meet the CAISO’s reliability criteria.
 CAISO witness Perez testified at the hearings:

Q   Is it your testimony today that the ISO finds this project is necessary for reliability purposes? 

A   No. That's not my testimony. 

Q   …Is it the position of the ISO that this project is needed for reliability purposes? 

A   The position of the ISO is that this project is not needed to meet the reliability criteria of the ISO. (emphasis added) 
 

The CAISO staff testified that even though Los Banos-Gates is not needed to meet CAISO reliability criteria, it suggested there are collateral reliability benefits that should be taken into account. However, the CAISO staff presented no quantitative analysis describing these benefits or attempting to value them. ORA suspects that any such benefits, though real, are quite small and would not affect the economic analysis.

B. If The Project Is Built, Outages on Path 15 Would Become PG&E’s Single Largest Contingency

PG&E witness Morris testified to reliability issues associated with this project. Earlier the CAISO had testified to vague reliability benefits of this project. Mr. Morris’ testimony brings up some of the reliability costs associated with increased reliance by utility distribution companies on distant generation imported over high voltage transmission lines.

The problem Mr. Morris discussed would arise if two transmission lines were to fail simultaneously. The WSCC requires utilities to plan to have enough resources available to be able to withstand such an outage without resulting in cascading blackouts throughout the utility’s system or California. If a double line outage might lead to such cascading outages, the utility must have a Remedial Action Scheme (RAS) that would be invoked immediately
 in such an event. To avoid cascading outages, the RAS in the case of Path 15 during a period of South-to-North flows on the line involves the nearly simultaneous shedding of load north of the outage and shedding generation south of the outage.
        

Construction of Los Banos-Gates would increase the south-north flows on Path 15. Consequently, a sudden loss of two lines along this path north of the Los Banos substation would require greater load shedding. Specifically, PG&E’s Plan of Service contains an RAS that would increase the amount of load north of Los Banos that would have to be shed nearly instantly from 229 MW to nearly 1,000 MW.
 This is a huge amount of load to be lost.  Even though this is a relatively low probability event, it is frequent enough to be worth planning for on an engineering basis. The potential costs associated with such outages should have been included in the CAISO’s analysis, but was not.

V. Project Economics—The Benefits Are Likely To Be Substantially Less Than The Costs

A. Introduction

ORA has chosen to use the CAISO staff’s analyses as a starting point for ORA’s evaluation of the economics of this project. We do so despite the fact that we find these analyses to be seriously flawed. The CAISO staff’s analyses represent the most favorable analysis available regarding this project. If this analysis does not support the project, as we argue it does not, then other better analyses would be unlikely to support the project either.

B. This Project Would Result In About $50 Million of Annual Costs to Ratepayers

In its testimony, PG&E estimates the total cost of the Project as being between $323-359 million depending on the route chosen.
 ORA is not asking the Commission to make any finding regarding either the specific route or cost cap for this project at this time. However, the Commission can and should consider the approximate costs of this project at this time as necessary to put the forecast benefits of the project in context. At the end of the day, ratepayers care about net benefits from projects, not gross benefits. 

The project costs are best understood in terms of the annual revenue requirement associated with the project. For the project to have net economic benefits for ratepayers the benefits would have to exceed the revenue requirement on a cumulative basis. Levelized cost factors of between 15-18 percent have been used recently to evaluate transmission projects. As applied to the this project, these ///

///

///

cost factors would result in the following range of annual revenue requirements: 

Table 1. Range of Annual Costs to Ratepayers for Los Banos-Gates

	Total Cost
	15% C.F.
	18% C.F.

	$307,017,370
	$46,052,606
	$55,263,127

	$323,139,210
	$48,470,882
	$58,165,058

	$343,524,952
	$51,528,743
	$61,834,491

	$359,646,792
	$53,947,019
	$64,736,423


PG&E’s preferred route is the second on with an estimated cost of $323 million. This table shows that revenue requirement associated with this cost would be between $48-58 million/year depending on what levelized cost factor was used between 15 and 18 percent. For the purposes of ORA’s analysis and this brief, we have used $50 million/year as an approximate cost against which to measure the forecast benefits of the project.
 Thus, $50 million per year becomes the threshold of annual gross benefits that must be realized by the project before ratepayers see a single dollar of net benefits.

One serious limitation of the CAISO staff studies is that the CAISO staff modeled only a single year, 2005. However, this project, if built, would likely have a useful life of 30 or more years. As shown below, the economics of the project are very sensitive to the assumption of whether it is a drought or non-drought year in northern California. The drought year modeled occurs with a 1 in 10 year frequency.
 However, the CAISO’s analysis models only a single year, and does not attempt to weight drought year results to reflect their low frequency. We will come back to this point later, but wanted to introduce the issue here before discussing the results of the CAISO staff analysis to warn that dry year results, looked at in isolation, seriously overstate the benefits of the line.

C. Absent Huge Amounts of Market Power Abuse, the Project Is Clearly Not Cost-Effective 

1. The CAISO Staff’s First Study (Attachment 3)

The CAISO staff’s first study (Exh. 201, Attachment 3) evaluates the benefits of constructing Los Banos-Gates in terms of (1) reduction in market clearing prices due to reduced congestion on Path 15, and (2) the reduction in costs associated with serving load based on resource bids. In the CAISO’s jargon, these benefits are referred to as (1) reductions in the “energy cost to load” and  (2) reductions in the “re-dispatch cost.” The re-dispatch costs benefits tend to be a very minor component of total benefits and are generally unimportant to the following discussion. The CAISO staff using a simulation model to estimate the generation production costs of the ISO Control Area with and without the Path 15 Upgrade in the study year, 2005.
 

The key assumption of the CAISO’s first study is that market power is not being exercised. Generators are assumed to bid their actual marginal costs. During periods of no congestion, market prices will reflect marginal costs. During periods of congestion, different market clearing prices will appear in the three ISO control area zones (NP15, SP15, and Zonal Path 26). The transmission upgrade will reduce the impact that congestion has on the market clearing prices. 

The CAISO developed three scenarios for new generation development, based on current CEC information and judgment. The CAISO staff also developed two hydroelectric scenarios, ranging from average year (2000) to drought year (64 percent of 2000). The CAISO staff did not develop any scenarios involving greater than average hydro years. Finally, the ISO used its own assumptions for transmission constraints and Reliability Must-Run (RMR) requirements. 

2. The CAISO Staff Admits That In the Absence of Market Power This Project Is Unlikely to Be Cost-Effective

As the CAISO staff admits, it is very hard to justify the construction of this project if one assumes that market power is controlled. 

Under these assumptions, the results of the main study indicate that significant economic benefits from upgrading Path 15 only arises under a worst case supply scenario that assumes a drought year and a “low” new generation scenario in which very little new generation is built in northern California and the Pacific Northwest. 
 

ORA agrees with this conclusion, although we would point out that the absence of “significant economic benefits” occurs in the presence of a $50 million/year cost ratepayers would be paying for this line. When the CAISO says there is a lack of “significant benefits” they could be referring to gross benefits. The scenario involving high levels of new generation, continuation of the DWR contracts and reduced phantom congestions results in negligible benefits (only about $100 thousand dollars of benefit per year.)
  Six other scenarios result in less than $1 million in gross benefits per year,
 and eight more scenarios with less than $5 million in gross benefits per year.
 

Only 3 of the 24 scenarios show net benefits for a single year from the project. All of these scenarios assume “Dry” hydro conditions and low amounts of new generation. The Commission must remember that by definition, the Dry hydro condition modeled only occurs with a 1 year in 10 frequency. Thus, the benefits of these resulted must be weighted to account for the fact that 9 years out of 10 the hydro conditions are going to wetter than a drought, and for about 5 years out of 10 they will even be wetter than the average hydro year the CAISO staff modeled. The CAISO staff did not correctly do this weighting. Instead, the CAISO staff simply added different combinations of 3 years without regard to the time value of money and without regard to the fact that this still over-weights the drought year benefits by a factor of 3.  

In all the scenarios where either (1) average hydro year conditions or (2) medium or high new generation north of Path 15 are assumed, the annual benefits of the line are less than the cost, regardless of the level of new generation development north of Path 15. In the scenarios that assume average hydro conditions, the project costs exceed benefits by $47 million/year or more, regardless of the level of new generation assumed.

The negative net benefits accumulated in the average hydro years are far greater than the positive net benefits accumulated in the drought years. Put another way, for every five years of average hydro conditions, you would need six yeas of drought conditions for the Project to accumulate positive net benefits. That does not seem to be an appropriate scenario to plan for.

VI. The CAISO Staff’s Market Power Analyses Reflect Too Extreme a Pessimistic View of the Future And Should Not Be Used By the Commission

The CAISO staff’s analysis essentially assumes results that justify the project, rather than tests whether the line would provide net benefits. We recommend that the Commission not use the results of this second study. 

A. The CAISO Staff’s Second Study Assumes Massive Market Power Abuse

Unsatisfied with the results of its first study on the benefits of this project, the CAISO moved for an extension of time to present its testimony to perform an additional study that would justify construction of this line.
 Like the first study, this one looked at the forecast benefits of the project for a single year, 2005. In this second study (“Attachment 4”
), the CAISO staff assumed that generators would exercise market power at will to the maximum extent feasible, there would be no price caps, and that FERC would lift the existing restrictions on generators and take no action whatsoever to prevent gouging of the California ratepayers. 

The first question the Commission needs ask itself is whether any of these scenarios are realistic. Neither the CAISO nor ORA can predict with confidence what FERC will be doing in 2005. The CAISO staff chose to model a worst case scenario. ORA does not object to modeling worst case scenarios; we just do not think it appropriate to plan economic projects based on a worst case scenario. 

B. The CAISO Staff’s Analysis Suggests That Los Banos-Gates Would Only Eliminate A Small Portion of the Market Power Costs on Path 15

ORA agrees that construction of Los Banos-Gates would have some beneficial effect in reducing market power cost. However, it is very far from a total solution. The amount of market power costs that the CAISO staff forecasts would remain even if Los Banos-Gates were built can be seen in the following table. The CAISO staff subtracted the “With Los Banos-Gates” values from the “Status Quo” values to derive a benefit estimate attributed to the transmission line. We present the same table for a different purpose, calling the Commission’s attention to the large amount of market power costs that would remain even with Los Banos Gates (i.e. the “with Los Banos-Gates” values below).

Table 2.  Market power costs remaining even if Los Banos-Gates were built (Assuming DWR’s long-term contracts remain in place).

	
	Normal Hydro Year (Year 2000) $MM

	
	Excluding ETC
	Including ETC

	
	Medium
	Low
	High
	Medium
	Low
	High

	Status Quo
	311
	589
	136
	80
	186
	26

	With Los Banos-Gates
	203
	386
	85
	48
	119
	14

	
	Bad Hydro Year

	Status Quo
	611
	1,454
	271
	163
	389
	57

	With Los Banos-Gates
	407
	776
	176
	102
	235
	33


The CAISO staff also prepared a table showing similar information assuming that the DWR contracts disappear.
 The values reflected in that table for residual market power costs in the presence of Los Banos-Gates are even higher.

Looking at the table above, it is clear that Los Banos Gates would, at best, only reduce market power problems along Path 15 under the CAISO scenarios by less than 50 percent. In many scenarios, the reduction in market power costs would only be about one-third. 

If Los Banos-Gates does not get these costs down below the high residual levels shown above, there would remain great incentive for a regulatory fix of the problem. This might happen through FERC action or through increased long-term contracting as part of the CPUC procurement policies. To the extent such regulatory approaches reduce market power, the benefits of those policies would overlap with benefits here attributed to the presence of Los Banos-Gates. If we are going to get regulatory fixes anyway, it is not clear that some of these benefits from reducing market power should be attributed to Los Banos-Gates. 

C. The CAISO’s Standard for Determining Appropriate Cases to Plan For With Respect to Economic Projects Is Too Pessimistic

The CAISO staff’s study paints a bleak, nightmarish picture of the future
. They see a future with FERC taking a totally laissez-faire attitude toward the California market, as it did in the past. The CAISO staff think that any current reduction in market power abuse is temporary.
  

In its role of planning for system reliability, an engineering question, the CAISO is following traditional practice of planning for worst-case scenarios. This was shown above in the discussion of the required Remedial Action Schemes that PG&E prepared for outages occurring on Path 15. The CAISO staff appears to have taken a similar approach to its economic planning as shown in the following testimony:

When the decision concerns reliability, planners typically examine worst case contingency scenarios and examine the impact these contingencies would have with and without the transmission upgrade. Given California’s past experience with market power and the substantial cost impact it will ultimately have on California consumers, it would seem prudent to give heavy weight to the worst case scenarios in considering the economic impact of transmission expansions.

ORA submits that planning to maximize economic benefits is a different exercise than planning for system reliability. In the case of economic planning, we suggest that the Commission should focus on most likely scenarios rather than worst case scenarios. The Commission should certainly be aware of worst case scenarios, and the CAISO staff have ensured that they will be. At the end of the day, the Commission should not buy insurance to protect itself against every possible regulatory or marketplace contingency. Ratepayers simply cannot afford that level of protection. 

D. The CAISO Staff’s Analysis of Market Power Mitigation Benefits Is Fundamentally Flawed

1. The Forecast Benefits Are Heavily Dependent On Several Input Assumptions

a) Drought Conditions in Northern California

As was the case in the first CAISO study, the benefits of Los Banos-Gates increase substantially during drought years. Again, the CAISO staff did not effectively weight the benefits that would occur during drought years to weight for their infrequent occurrence. As a result, the CAISO staff results tend to overstate the relative impact of the benefits that would occur during drought years. 

b) Persistence of the DWR or Equivalent Long-Term Contracts

The potential value of Los Banos-Gates as a tool to mitigate market power is directly related to the size of the market that is subject to market power abuse. With respect to this project, market power benefits can only be associated with future transactions, either on the spot market or in other new contracts designed to satisfy the utilities’ (and ESPs’) net short positions. If the DWR contracts remain in place, the size of this market is relatively small. Market power abuses would impact only this small market and the magnitude of the total dollar costs of any market power abuse would be small.
 

This contrasts dramatically with the situation in 1999/2000 when the utilities were required to satisfy a much larger net short requirement on the spot market. The size of the market over which market power abuse could operate was vastly greater than it is today.

To describe scenarios that maximize the perceived benefits of this project, the CAISO staff assumed for several scenarios that the DWR contracts would simply disappear without being replaced by other long-term contracts. This is not only a worst-case analysis as the CAISO staff admits
; it is simply unrealistic.

Generators will simply “give up” on the contracts because current spot market prices are below the contracted prices. The state expended a tremendous amount of effort and resources to secure firm power commitments from suppliers at a time when the regulated utilities were unable due to financial problems. While it has been reported, and it is possible that renegotiations may take place, it is difficult, if not impossible, to imagine that DWR wouldn’t ensure that resources would be available from the market to replace any contracts that are voided.

In any instance, the Commission should disregard the 12 scenarios that assume that the DWR contracts disappear without replacement of any other long-term contract.

c) The CAISO Staff Assumptions About New Generation Are Biased

The CAISO staff recognize that the cost-effectiveness of this project is highly sensitive to assumptions about future generation development in northern California.
 In choosing what assumptions to use in their analysis, the CAISO picked a biased sample that favors this project. Specifically, the CAISO staff assumed that new generation would appear with equal likelihood north and south of Path 15.
  

The CAISO staff argues that there is a:

 high degree of uncertainty associated with the development and location of new generation.   Thus, upgrading Path 15 provides added insurance against potential high costs if for some reason that cannot be predicted at this time, a low level of new generation develops north of Path 15.
  

The CAISO analysis overstates the vaguaries regarding the location of future generation because it ignores the ability of policy makers to encourage new genertion development north of Path 15. For example The California Power Authority has expressley stated that new generation north of Path 15 will be given greater weight than SP15 generation in its selection process. Additionally, we note that the CPUC has the authority to allocate the existing DWR contracts in a manner that minimizes congestion on Path 15. President Lynch issued a Ruling on April 2 in the “Procurement Rulemaking (R.01-10-024) wherein she tentatively assigns to PG&E all power associated with the DWR contracts with delivery points in NP15
. Both of these state agencies are highly sensitive to the Path 15 problem, and we believe they can affect the location of new generation.

The CAISO did three sensitivity analyses involving “Low”, “Medium”, and “High” forecasts of new generation. Again, the greater the amount of new generation built north of Path 15, the less the benefits of adding the line.

d) Paper Congestion Arising From Existing Transmission Contracts

Nearly a full day of hearing was devoted to exploring the amount of “paper congestion” that exists on Path 15 today as a result of existing transmission contracts. This issue is discussed in more detail in a later section. The cost impacts of this paper congestion are huge. For example, in one example, the presence or absence of these existing transmission contracts and the paper congestion they create altered the outcome by $176 million.
  

The CAISO staff did three sets of sensitivities surrounding future ETC. At the most pessimistic end it assumed that all the transmission capacity historically reserved in association with ETCs would be reserved in 2005 as well. Optimistically, it assumed that all the capacity subject to ETCs would be available for scheduling by market participants. Subsequently, the CAISO selectively reviewed some scenarios using an intermediate assumption for ETCs as described in the CAISO testimony.

2. The CAISO’s Staff’s Projection of Past Price-Cost Markups to 2005 Is An Extremely Pessimistic Assumption, Not the Result of Rigorous Analysis

The CAISO staff’s position that Los Banos-Gates is cost-effective is almost entirely dependent on its assumptions regarding future market power abuse. The CAISO staff has translated its assumptions into numeric values through the use of its “model” which correlates indices of market concentration to price/cost markups for wholesale electricity. It is only through the use of these markups that the CAISO staff is able to elevate the forecast benefits of this project by one or more orders of magnitude to levels where the line looks like it generates positive net benefits.

Given the critical importance of the CAISO’s formula for forecasting market prices assuming rampant market power, it behooves the Commission to examine the CAISO’s methodology and formula for estimating market power mitigation benefits closely.

The CAISO process involves six steps. First, the CAISO forecast what the competitive market prices should have been during the period October 1999 to November 2000.
 Second, the CAISO collected recorded prices during the same period, and subtracted the forecast competitive cost to derive the market power price-cost markups (more specifically the Lerner indices). 
 Third, the CAISO used a regression analysis on the Lerner indices, the Residual Supply Indices (a measure of market concentration) and load to derive a formula for translating load and RSI values into price-cost markups.
 

Fourth, the CAISO staff assumed that the same RSI + load to price-cost markup as had occurred during October 1999 to November 2000 would occur in 2005.  This is a key point, so it is worthwhile reviewing exactly what CAISO witness Casey testified:

Q   Then, as I understand the fourth step, was you assumed that the same RSI and load to price cost markup function that you had calculated for 2000 would apply in 2005?

A   What we assumed was that the relationship between the Lerner Index and RSIs and load, that that relationship would still apply in 2005.

Q   …[T]his was an assumption built into your analysis, it wasn't a result of your analysis; is that correct?

A   Yes, I guess that would be a fair way to characterize it.  We used historical relationship between price cost markups and RSIs and load, and basically argued that if similar system conditions exist in 2005, that we ought to see similar price cost markups. (emphasis added)

This step is critical to understanding the CAISO staff’s market power analysis. The CAISO staff assumed that a simple formula based on California’s experiences in 2000 when the utilities were buying all their power through the spot market is a reasonable forecast of price-cost markups that could occur in 2005. This analysis assumes that (1) nothing has changed in the regulatory world between 2000 and 2005, (2) those changes will have no effect on mitigating market power, or (3) whatever changes have occurred will disappear between now and 2005 (e.g. the level of FERC oversight of the California market). Once the CAISO staff made this assumption, then the high benefits from this project essentially generate themselves.

In the fifth step of the analysis, the CAISO staff forecast energy prices in a competitive market for 2005. Finally, in the sixth step, using forecast RSI values and load levels, the CAISO staff applied the formula derived in the fourth step to calculate the dollar value of the market power abuse forecast to occur with and without this project. Subtracting one from the other yields the market power mitigation benefits attributed by the CAISO staff to the Los Banos-Gates project.

Finally, the CAISO in effect assumes that the benefits from the single year 2005 will be representative of benefits for years after 2005. The $50 million per year revenue requirement ratepayers will have to pay does end after 2005. The possibility that the benefits of the line might decrease after 2005 was not studied by the CAISO in its analysis.

ALJ Gottstein correctly questioned the reliability of the assumption the CAISO staff made that 2005 price/cost markups would resemble those of October 1999 to November 2000. The 1999/2000 period used as the sample period to derive the formula was highly anomalous, with the utilities having to purchase all of their energy in the spot market and FERC refusing to put any lid on energy prices in California. Times have changed. There is much new generation in northern California. Much of the generation that was off-line during the sample period is now back on line. FERC has imposed restraints on prices in California.

When the CAISO staff tried to “validate” their model using recorded 2001 model, the forecast market prices did not fit the recorded data convincingly. See Exh. 221, Figure 1, p.4. For example, CAISO staff’s model predicted that the price-cost markup for May 2001 would be less than 45%, whereas the recorded markup was nearly 90%. In mid-summer (June 21-July) the relationship between the forecast markup (67%) far exceeded the actual markup (10%). There seems to be little, if any correlation between the forecast and actual figures.

The CAISO staff tried to salvage their model by doing a further validation study using forecast and recorded data for November 1998 to October 1999. (See  Exh. 221, Figure 3.) This figure appears to show a closer correlation between actual and forecast price/cost markups, except when the markup was high where the predictive power of the model seems weak. However, it is particularly during the times when the potential for a high price/cost markup exists that the potential benefits of Los Banos-Gates would be approved. The fact that the model predicts low price/cost markups when there is plenty of capacity on the market is unsurprising, but largely irrelevant to this analysis that depends so heavily on the periods of high price/cost markups.
E. The Problem of Paper Congestion

As the CAISO staff have described this problem: FERC has required the CAISO to honor all existing transmission contracts (ETC).  Many ETCs give their rightsholders scheduling rights up to 20 minutes (or less) prior to transaction times.

As a result, the transmission capacity associated with ETCs is unavailable to Market Participants, until 20 minutes or less prior to transaction time. Since all other Market Participants must submit Hour-Ahead Schedules to the CA ISO two hours prior to the hour in which a transaction occurs, Market Participants cannot utilize any ETC capacity that may become available 20 minutes prior to an hour.  While FERC has on several occasions asked questions about its policy of honoring ETCs, to date it has maintained the policy.
  

There is pending at FERC a complaint filed by Morgan Stanley against the CAISO that argues that the CAISO can and should change its operations to reduce the amount of paper congestion. The CPUC is a party to this FERC proceeding. Indications at hearing were that not much progress is being made in this complaint proceeding.

VII. The CAISO’s Processes and Policies As Reflected In The Staff’s Evaluation of This Project

A. The CAISO’s Process of Review Of This Project

1. The CAISO Staff’s Finding Of Need for This Project

In their testimony, the CAISO staff state that the purpose of their testimony is to:

set forth the rationale the CA ISO’s conclusion that…PG&E should be granted a Certificate of Public Convenience and necessity…to upgrade Path 15. The CA ISO has determined that upgrading Path 15…at a cost of approximately 300 million is economically justified…
 

When asked who at the CAISO was authorized to speak for the corporation as to that conclusion and when the corporation had reached that conclusion, the CAISO witnesses became remarkably vague. ORA had assumed that since the Board had not yet spoken on the need for the project, that the corporation would have a structured, orderly process among the staff for coming up with a staff position regarding this project. However, if such an orderly process exists, it was not apparent from the CAISO witnesses’ testimony. The witnesses saw the defining moment of when “the CAISO” determined that the CPUC needed to grant a CPC&N for this project to be the moment when they themselves reviewed their own internal studies.
  ORA pressed the witnesses on this point, distinguishing between the timing of their own personal determination that the project was needed and the CAISO’s determination of such need. Rather than revealing an orderly internal process at the CAISO, the witness’ response referred back to his own personal determination.
 At the end of this examination, we were still no clearer as to how the internal staff review process for these projects works at the CAISO.

So, ORA moved on to the question of who in the CAISO staff chain had “determined” that “the CAISO’s” position is that the CPUC should approve this application. Again, the CAISO staff’s answers failed to give much comfort that there was much senior management oversight over this determination in the name of the CAISO.
  

ORA would hope that the CAISO Governing Board, in its oversight role, would have intervened somewhere during the last six months to endorse the staff’s testimony, or at least clarify their internal processes. However, during this period, the CAISO Governing Board appears as missing in action on this high profile project with national attention as seen in the following section.
2. Where Is the Determination by the CAISO Governing Board?

At the May 10 prehearing conference, the CAISO counsel stated that a draft of the staff’s analysis of the future need for the Los Banos-Gates project would be completed in mid-June. However, this schedule slipped. On June 8 prehearing conference, the CAISO counsel indicated the staff would update the CAISO Governing Board on the work regarding Path 15 during the CAISO's July 2001 board meeting and would present the project to the CAISO Governing Board for a vote during the August 24th Governing Board meeting and urged the CPUC to delay its proceeding pending this determination of the Governing Board. The CAISO:

Recommend[ed] that opening testimony should be filed in late September 2001.  This schedule would permit the CA ISO to complete and review studies underway to assess the Path 15 upgrade from the perspectives of reliability and economics, and to present the Path 15 upgrade to the CA ISO Governing Board for approval.  Given the unique nature of this application, which was filed conditionally in response to an order by President Lynch, the CA ISO proposes to submit opening testimony along with PG&E, setting forth the results of the assessments and the CA ISO Governing Board's consideration of the project. (emphasis added) 
 

This schedule slipped too. The CAISO’s Board canceled that meeting, requesting the CPUC to again wait for the CAISO Board determination. In its August 17th, 2001 motion for an extension of time to submit its testimony, the CAISO represented that: 

The ISO is committed to completing the economic assessment of Path 15 as soon as possible within the resource constraints described above and to presenting the Path 15 project to its Governing Board at the next scheduled Governing Board meeting on September 20th. [emphasis added]

However, the CAISO staff did not “present the project” to the CAISO Board for approval in September. Instead, the CAISO staff merely “shared” their conclusions about the project with the Board.
  

Q   Based on this sharing, did the ISO board make any formal findings or determinations? … 

A   Not to my knowledge.

Q  [In your]… September 25th, 2001 [testimony
] you say:  

“The California ISO management has not yet presented the project to the California ISO Governing Board for its approval, an action that, consistent with its existing practice regarding large transmission projects (i.e., projects with a value of $20 million or greater), is necessary before the California ISO can authorize PG&E to proceed with permitting and construction of the project. 

Q In the five months that have passed since the ISO served your testimony…has the ISO Governing Board approved this project? 

A  No, they haven't.

Q   Has the ISO staff presented the project formally to the board for approval? 

A   No, we haven't. 

Q   Is there additional testimony or analysis that the ISO staff seeks before presenting this project to the ISO Governing Board for approval? 

A   (Greenleaf) …Typically when we take a transmission project before our board or ask for our board approval on a specific project, we want the final details, technical specifications of that proposal -- we want these finalized before we bring it to the board. 

In this case, the specifications of the project have not been finalized.
 

3. CAISO Procedure and Policy for “Economic Projects”

In its planning process, the CAISO attempts to draw a sharp line between projects that are needed to meet reliability criteria, and those that might be desirable for economic reasons but not needed to meet reliability criteria. In the instances of all the other transmission projects considered by the CPUC in a CPC&N process where a project has already had a finding of need by the CAISO or CAISO staff, the CAISO’s finding of need was based on reliability criteria, not economic cost-effectiveness  (see PG&E’s Northeast San Jose Transmission Project
 and its Tri-Valley Transmission Line). 

In reviewing the need for transmission lines to meet reliability criteria, the CAISO staff has developed a somewhat formal multi-step planning process.
  However, as this Commission is aware, there are transmission projects that have been proposed that are not needed to meet reliability criteria, but that might have significant economic benefits and thus should be approved by the CPUC. One recent example of this is SDG&E’s proposed Mission-Miguel transmission upgrades, subject to hearings in the “Transmission OII” (I.00-11-001) and now submitted, pending a proposed decision. 

The Los Banos-Gates project did not go through this CAISO planning process.
 The CAISO did not consider it to be a project needed for reliability needs. The CAISO staff has a separate category of projects that they deem “economic projects” that go through a different process and are tested for need under a different standard. The CAISO staff considers Los Banos-Gates to fit within this category of “economic project”.

In their prepared testimony the CAISO’s witness describe the separate criteria the CAISO uses to determine whether an “economic project” is needed: 

Economic projects are deemed to be needed if either the project sponsor commits to pay for the cost of the upgrade or has proposed a cost allocation methodology that assigns the cost of such project to the identified beneficiaries of the proposed project (subject to the ISO's dispute resolution procedures).
 

However, under cross-examination, the CAISO staff admitted that they had not in fact used these criteria in determining to support the Los Banos-Gates project. CAISO staff witness Greenleaf admitted that there was nothing in the record that showed that this project would satisfy either of these criteria:

Q To your knowledge, has Pacific Gas and Electric Company committed to paying for this project?

A   I'm not aware of a formal statement that they have committed to pay for this project… 

Q   Has PG&E presented to the ISO a cost allocation methodology that assigns the cost of Los Banos-Gates to identified beneficiaries? 

A   I'm not aware that PG&E has submitted any such analysis to the ISO.
 

The CAISO staff gave no indication as to why they did not apply these criteria to the project. 

The CAISO staff determined that the project was “economically justified” without defining what they meant by that criterion. ORA will have more to say about this finding by the CAISO staff in the discussion on the merits of the line later in this brief. We raise this issue here to point out the difficulty of trying to understand what significance the CPUC should give to the CAISO staff’s determination that an economic project is needed. Nothing that we have seen either in the CAISO’s process for reviewing this project nor in the CAISO staff’s analysis suggests to us that the CPUC should give much, if any deference to the CAISO staff’s finding that the project is economically justified. The Commission needs to make its own determination of the cost-effectiveness of this line. 

B. The CAISO Staff’s Vision of More Robust Transmission Systems

The CAISO staff’s support for this project seems largely driven by their vision for the future of electric services in California, rather than the specific economic benefits and costs of this project. The CAISO staff’s rebuttal testimony is replete with references to “a fundamental difference in views” between the CAISO staff and ORA.
 The CAISO sees more and more infrastructure (= transmission lines) as the answer, and regulatory measures to mitigate market power or increase efficiency of use of existing transmission capacity as mere temporary, stopgap measures (except in the case of local reliability problems and Reliability Must Run (RMR) contracts).
  The CAISO staff’s vision embraces a “backbone” of 500 kV transmission lines criss-crossing the state. As CAISO witness Perez states:

In particular, the CA ISO has begun developing a vision of an adequate 500 kV backbone transmission system for the state.  Several key projects have been identified and Path 15 has been determined to be one of the highest priority projects.  There are also plans to increase the transmission capability between Southern California Edison Company and PG&E transmission systems on Path 26, and to increase transmission capability between the San Diego area and the rest of the state. (emphasis added)
 

Key components of the vision include the unquestioned need for a robust wholesale generation market that spans both northern and southern California with very high levels of transfer capacity. In addition, the vision assumes that FERC will return soon to a hands-off approach to prices in California and the west, but do little to make the use of existing transmission capacity more efficient. 

It is certainly useful to have a goal for the future. However, ORA is concerned by the narrow perspective the CAISO has on this project that may stem from its focus on transmission lines and its lack of direct accountability to ratepayers. The CPUC has more tools in its toolbox to address the electric service needs of ratepayer, which is the true goal here. Creating a competitive wholesale generation market is not, and should not be, an end in itself. It is merely one means of potentially delivering more reliable and economic electric services to ratepayers. Projects such as Los Banos-Gates should be made to compete against other non-transmission means of providing these services. We do not see that having happened in this case. It is imperative for the CPUC to exercise its mandate in the ratepayers’ interest to ensure that the processes and review of large capital projects adequately consider all the alternatives.

VIII.  Conclusions

The Los Banos-Gates project in its current configuration only makes sense for ratepayers if the Commission makes very pessimistic forecasts for the future. To justify this line economically, the Commission would have to perceive a high risk that the wholesale electric market in 2005 and subsequent years will be as unbridled as California experienced in the winter and spring of 1999/2000. ORA thinks this bleak view of the future is overly pessimistic.

There is a remarkable dependence of this project on FERC not acting to effectively mitigate market power. For if FERC regulation (plus new generation in northern California) does the job, then Los Banos-Gates is not needed. For the CAISO staff view of the need for Los Banos-Gates to be proven accurate, FERC needs to return regulation of California power prices to the bad old days. Of course, ironically, if Los Banos-Gates is built, it would provide a further justification for FERC to do just that – resume a laissez-faire attitude to California energy prices, since the transmission line would appear to have made the market more competitive. 

ORA also is skeptical of excessive reliance on the CAISO staff’s models of reductions in market power if Los Banos-Gates is built.  If generators were able to exercise market power during the winter of 1999/2000 when system load was relatively low, why is the CAISO so confident that they could not find a way to exercise it if Los Banos-Gates were built? If, as the CAISO staff’s testimony shows, that generators could exercise huge amounts of market power even in the presence of Los Banos-Gates, how confident can we be that the CAISO staff analysis correctly captures the amount of market power costs that could occur if Los Banos-Gates were built? 

ORA does not accept the notion that the FERC would abandon the market power mitigation measures currently in place simply because the timetable says those measures should expire next year.
 It is more reasonable to assume that the FERC would be cautious, will listen the parties such as the CAISO and the CPUC, and would relax the market mitigation measures only if it was evident that the market was ready and that consumers were protected.

The CAISO staff also raise the alarm that the DWR long-term contracts so painstakingly obtained by Governor Davis will suddenly disappear leaving the utilities at the mercy of the spot market again. The CAISO staff also tends to fear that 2005 will be a drought year
, and sees a high risk of little new generation being built.

There is a general public perception, reflected in the CPUC Energy Division’s report that had Los Banos-Gates been in place in 1999 and 2000, it well might have reduced the market power abuse seen and prevented some rolling blackouts. ORA does not dispute this assertion. However, it is mainly of historic interest. By authorizing this line, the Commission can do nothing to fix the problems or 1999 or 2000 and return money to ratepayers.

The question before the Commission is will Los Banos-Gates provide on average more than $50 million per year of benefits in 2005 and the following years. As discussed above, the line will generate more than that level of benefits only if there is substantial market power abuse going on in the market. The scenarios where the project has the most benefits involve huge amounts of market power abuse even with the construction of Los Banos-Gates. ORA suggests that such scenarios are unlikely. If the problem is so bad, then we anticipate FERC will intervene, and reduce the benefits associated with this project.

ORA does agree that Los Banos-Gates would reduce the opportunities for market power abuse. However, as the CAISO staff’s own study demonstrates, Los Banos-Gates cannot eliminate market power abuse on Path 15. In fact, it reduces such abuse only by a relatively small amount.    

The record in this case makes clear that the existing transmission capacity on Path 15 is not being used efficiently. The problem of “paper congestion” on this Path is severe and costs ratepayers substantial amounts of money. From an economic perspective, the reservation of transmission capacity under these contracts which is not utilized represents an inefficient use of the transmission line resources. This is not a problem that can be solved by the CPUC or the CAISO; it appears it will require FERC action. However, dealing with this problem needs to be a priority for the CPUC, CAISO, and FERC, whether or not Los Banos-Gates is built. 

ORA is also concerned about the processes for review of “economic” transmission projects at the CAISO and the CPUC. The role of the CAISO board on these projects is very unclear, as can be seen by the fact that the CAISO staff has not even presented this project to the CAISO board for its approval. The economic analysis used by the CAISO staff in this proceeding has been substantially different than the analyses the CPUC normally reviews, and much more dependent on forecasts of market power abuse. The CAISO has contracted London Economics to develop a new methodology for evaluating economic transmission line projects. The draft of London Economics proposal has not been made public or available to ORA yet. We would hope that this initiative will lead to better coordination in the analyses done by the CAISO staff and the Commission’s needs for a rigorous analysis of the cost-effectiveness of projects that will eventually have to be paid for by ratepayers.

Finally, we wish to address the “insurance” argument. In her March 29, 2001 Ruling, President Lynch paraphrased the Energy Division report and wrote that:

the volatility of wholesale electricity markets suggests that relieving constraints on major transmission paths is an economic insurance policy.

The CAISO staff explicitly adopt this view stating: “[I]t is important to recognize that investments in transmission upgrades can be best thought of an an insurance policy.”

ORA agrees that policies to insure against blackouts are important tools the CPUC can use to protect ratepayers, as can be seen by the Commission’s interruptible programs. Policies and projects may also insure against the risk of high prices in the future. The Commission has before it in other dockets various hedging contracts designed to achieve just such a reduction in risk of high prices. The use of contracts to mitigate price risk is also being considered in the Commission’s Procurement OIR (R.01-10-024).

However, one should ask the insurance salesman what is the cost of the premium and what is the amount of coverage. Here, the premium is high ($50 million per year), and the coverage limited. The project would protect ratepayers if generators exercise market power again as they did in 1999/2000, but it would only protect ratepayers from a relatively small amount of the risk they face. 

Finally, we note that the applicant continues to pursue the WAPA MoU version of this project. PG&E recently obtained a Ruling in the Bankruptcy Court authorizing it to spend up to $75 million on this project as part of its participation in the WAPA MoU. The Commission needs to stay on top of this alternative. It may or may not provide a better deal for ratepayers depending in large part as to how Trans-Elect would operate its share of the majority of the project. It seems to us imprudent to assume that the benefits and costs of the MoU for IOU ratepayers could be simply derived from the record created here depending on PG&E’s share of the project under the MoU. There is no record in this proceeding on the benefits or operation of the project under the MoU. The Commission needs to ensure that such a record gets made as soon as the information about Trans-Elect’s participation becomes available. The best way to do that would be for the Commission to direct PG&E to file testimony explaining how the MoU arrangement compares with the record created to date in this proceeding.
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� 9 TR 971.


�  No longer is there discussion of large amounts of inexpensive PNW hydropower that can be brought into southern California. Instead, the current perceived need is for expanded transmission capacity south to north into PG&E’s service territory. This is a new perceived need for this project. In the discussion of need for the project contained in TANC’s 1988 Draft Environmental Impact Report submitted by PG&E in April as part of its current application, there is discussion of need for the Los Banos-Gates project to give PNW generators better access to the California market, but there is no mention of the need for LB-G to bring power from southern California north. DEIR p. 1.2-1. Interestingly, one benefit of the COTP/Los Banos-Gates projects identified in the DEIR was the deferral of the construction of new generation (DEIR p. 1.1-3), a goal presumably no longer endorsed by PG&E or the ISO!


� “Relieving Transmission Constraints” prepared by the CPUC Energy Division, February 13, 2001.


� 8 TR 807.


�  8 TR 791.


� See Assigned Commissioner’s Ruling and Scoping Memo, July 13, 2001.


�  See  PG&E's Notice Of Withdrawal Of Conditional Application No. A.01-04-012, November 6, 2001. (The Docket Office re-characterized this as a Motion to Withdraw Application.)


� Assigned Commissioner Ruling Consolidating Application 01-04-012 With Investigation 00-11-001 And Denying Gas And Electric Company’s Motion To Withdraw, November 30, 2001.


� “MR. RAUSHENBUSH:  Actually, your Honor, and perhaps I have missed something, but the order rejected PG&E's notice of withdrawal of the Application. 


    We also withdrew the testimony.”  8 TR 788, lines 26-28.


� PG&E Testimony, Exh. 214, p. 1-2.


� Testimony of Kevin Dasso,  8 TR 797-98


�  What it does say is that PG&E will not build the project unless certain conditions have been met, including PG&E management approval of the project. PG&E/Dasso, Exh. 214, p. 1-1. To date there has not been any PG&E management approval.


� Exh. 214, chapter 1.


�  Mr. Dasso thought that PG&E had withdrawn its application to build the project by itself. “A   Yes.  PG&E has since withdrawn its Conditional Application or has made notice of that withdrawal.  It's not pursuing that Application.” PG&E/Dasso, 8 TR 792.


�  8 TR 791-94


�  8 TR 791.


� 8 TR 797-98.


� “Q Prior to submitting your testimony on September 25th, had you reviewed the ISO's September 25th prepared testimony? 


A   No, I had not. 


It was -- I read it after it was filed.” 8 TR 798, lines 8-12.


� 8 TR 790-91.


� 9 TR 973.


� A copy of the MoU was submitted by PG&E on January 2, 2002, in response to ALJ Gottstein’s Ruling.


� 8 TR 838-39.


� 9 TR 973.


�  At the hearings, ALJ Gottstein stated: “But the whole intent of bifurcating…[the proceeding] is that once we get those percentages we have to apply it to some number that we think the whole project yields in benefits.” 9 TR 974.


�  9 TR 795.


� The CAISO’s reliability criteria meet the reliability criteria set by the Western Systems Coordinating Council (WSCC), and the North American Electric Reliability Council (NERC).


� 6 TR 357 line 28 through 358 line 10.


� “Q   Let's take this one step at a time.  When you trip the generation and lose the load, approximately how rapidly do those events have to occur?  I am just looking for a ballpark.


A   Just roughly, it would be about 20 cycles.  So about a third of a second.” PG&E witness Morris,  8  TR 810


� See generally testimony of PG&E witness Morris at 8 TR 808-809 and PG&E’s Prepared Testimony Exh. 214 at Tab 6, page 1: “"The remedial actions for the double line outage between Los Banos and Gates consists of dropping loads north and generation resources south of Path 15."


� Testimony of PG&E witness Morris, 8 TR 811, 814.


� In its testimony, PG&E has the following table regarding Total Project Costs:


Complete Project Alternative�
Grand Total Cost�
�
Plan of Service 1 – Eastern Corridor Route�
$343,524,952�
�
Plan of Service 1 – Western Corridor Route�
$359,646,792�
�
Plan of Service  2 – Eastern Corridor Route�
$307,017,370�
�
Plan of Service 2 – Western Corridor Route�
$323,139,210�
�
Opening Testimony of PG&E, Exh. 214 at p.3-3.


� Testimony of ORA witness Logan, Exh. 217 at p.6, lines 28-32.


� “[T]he drought conditions modeled in the CA ISO studies have a one-in-ten year probability of occurring.” Exh. 200 at 9.


� The ISO obtained the majority of the model input assumptions from the California Energy Commission (CEC), including loads, imports, fuel prices, unit operating characteristics, and plant retirements.


� Exh. 201, Attachment 4 at 1.


� See Exh. 201, Attachment 3 Study column, scenario 1.


� Id., scenarios 2,3,4,5,7,12.


� Id. scenarios #6,8,9,10,11,13,15,16,18.


� “The CA ISO wishes to inform the CPUC and the parties to this case that there has been a delay in finalizing the economic assessment, in large part due to the need to undertake an assessment of market impacts that were not accounted for and reviewed in the initial work.” Status Report And Motion For Extension Of Time Of The California Independent System Operator Corporation, August 17, 2001 at 3.


� Exh. 201, Attachment 4.


� Source for this table is CAISO, Exh. 201, Attachment 4, Table 4, p. 20.


� Id. Table 3, p. 19.


� “We believe that it is very plausible to assume that if suppliers have the ability to exercise market power they will do so; that drought conditions will materialize with a one-in-ten year probability, as they have in the past; and that unused ETC capacity for unexpired ETCs will continue to be constrained from full utilization.  In addition, we believe that there continues to be significant uncertainty about whether and where new generation will materialize.  Finally, we believe that it is possible (although not necessarily likely) that the State may seek to renegotiate or terminate long-term contracts that it has secured.” (Testimony of Armando Perez, Stephen Thomas Greenleaf, and Keith Casey, p.7.)


� “While current measures adopted by the Federal Energy Regulatory Commission (FERC) have somewhat curbed the ability of suppliers to continue the practice of bidding significantly above their costs, FERC has indicated that these measures are of a temporary nature.  Accordingly, the CA ISO believes that it is necessary and prudent to put into place the infrastructure necessary to permanently diminish the ability of suppliers to exercise market power in California, such as upgrading Path 15”.  (Id. at 9)


� Exh. 201, Attachment 4 at 21.


� The CAISO staff acknowledge this: “As one might expect, the cost benefit to load from expanding Path 15 are significantly lower when one factors in the State’s long-term contracts.” Exh. 200, Attachment 4 at 17.


� “By not including these contracts in estimating the IOU’s net short position, this analysis provides a worst case scenario in which the IOU’s entire net-short position is subject to shorter-term markets and the spot markets where market power can be easily exercised.” Exh. 200, Attachment 4 at 17.


� “The economic benefits of upgrading Path 15 vary significantly depending on the extent and location of new generation development.   If little generation develops north of Path 15, upgrading Path 15 becomes particularly economically attractive.  Upgrading Path 15 is far less economically beneficial if substantial new generation develops north of Path 15.” Id. at 12.





� Testimony of Casey/Greenleaf/Perez, Exh. 200  at 12. 


� Id. at 12.


� “In the meantime, for utilities to prepare a procurement plan, I provide the assumptions each should use with respect to allocating the load contracted for by DWR:


For those contracts with specific delivery points/locations identified, the contract volumes are allocated to the utility in whose service territory the deliver point is located.


Unless delivery points/locations are specified in the contracts, all NP15 contract volumes should be allocated to PG&E and all SP15 volumes to SCE and SDG&E.”


Assigned Commissioner’s Ruling Establishing Category and Providing Scoping Memo, R.0110-024, April 2, 2002 at 16.


� Exh. 100, at 7, 6 TR 551-552.


� Rebuttal testimony of the CAISO, Exh. 202 at 7.


� 7 TR 675-76.


� “Q   The second step was you took the actual recorded costs from the same period and subtracted out your estimated competitive market costs to come up with a price cost markup?


A   That is correct.” Id. at 676.


� Id. at 677.


� Id. 7 TR 678.


� 7 TR 678-79.


� 7 TR 679. In contrast, in A.01-03-036, SDG&E’s application for the Valley-Rainbow Transmission Project, both SDG&E and ORA modeled six years (2005-2010) to derive their estimates of the value of the project.


� Exh. 200 at 9.


� CAISO Testimony of Perez/Greenleaf/Casey, Exh. 200 at p. 1, lines 24-26.


� “Q   When did the ISO conclude that this project is economically viable?


WITNESS CASEY:  A  Well, the market power study we did, the [Exh. 201] Attachment 4 study, was completed in September of 2001. 


So from the work that I did on assessing this project, it was at the completion of that study that we made that assessment -- that I made that assessment.


Q   I'd like to have the other witnesses answer it if they have an answer that may differ from that.


WITNESS PEREZ:  A  I do not -- I do not have an answer.


WITNESS GREENLEAF:  A  My answer doesn't differ from that.” CAISO witnesses Casey, Perez and Greenleaf, 6 TR 530-31.   


� “Mr. Casey, I think you answered that in -- as saying that it was your determination that the project was economically viable when you had seen the results of the market power study.


My question was:  When did the ISO conclude that the project was economically viable?


WITNESS CASEY:  A  Well, I think the testimony is really based on -- the supporting evidence in the testimony that the path is economically viable is really based on two studies, the first of which I was not directly involved in; and that was a look at the historical congestion costs on Path 15.  The second study, which is the market power assessment study, was the one that I was involved in. 


So I believe the ISO made that assessment at the time the second study was completed and we filed our testimony.                                        


So it was a combination of the two studies together.” CAISO witness Casey, 6 TR 531 (emphasis added).


� “Q   When you say that the ISO finds the project as needed -- or who in the ISO is making that determination? 


A   Well, in this particular case, it was through the combined studies:  the market power study, which was held by the Department of Water Analysis under my direction; and the historical study, which I believe was led by the Operations Department, but I'd like to check with Mr. Perez if he can verify that. . . . .


      WITNESS PEREZ:  A  As far as I know, the lead department was DMA, Department of Market Analysis.  So the decision was made based on the studies done by the Operations Department that did part of the studies and the DMA group that did the part of the studies, and together they formed the foundation for the department. 


WITNESS GREENLEAF:  A …ISO senior management obviously concurred in putting this testimony forth when it was filed in September.  


So ultimately, the decision was one made by senior management at the ISO.” 6 TR 532-33 (emphasis added).


� Second Prehearing Conference Statement of the California Independent System Operator, June 8, 2001 at 2.


� See the CAISO’s ISO's August 17th, 2001 motion for an extension of time to submit its testimony.


�  “These conclusions were shared with the California ISO Governing Board on September 20th, 2001.” Exh. 200, page 4 at line 23,


� Exh. 200, page 5, lines 2-7.


� 6 TR 533.


� See D. 01-05-059 (May 17, 2001) as supplemented by D.01-12-017 (December 11, 2001).


� See Exh. 200 at 12-17.


� 6 TR 539; 7 TR 584, lines 19-22.


� Exh. 200, p. 13, lines 28ff.


� CAISO witness Greenleaf, 6 TR 538-39.


� See Rebuttal Testimony of Perez/Greenleaf/Casey Exh. 202 at 2.


� Id. at 5, lines 5-17.


� Exh. 200 at 19, lines 10ff.


� ORA understands that the CAISO, both through a stakeholder process leading to a May 1, 2002 filing at FERC (as required by order 97 FERC 61,275 (2001)) on market reform, and in concert with a state agency task force, is working hard to make sure that in fact FERC does not abandon these measures.  The CAISO outlined its market reform proposals at a FERC technical conference just last week (April 4 and 5).  While ideally FERC would approve these by September, the CAISO has also asked that the current mitigation measures in place be extended as insurance.


� “The benefits of a Path 15 upgrade are most significant in drought hydro conditions.   Drought hydro conditions are a recurring phenomenon in the West: the drought conditions modeled in the CA ISO studies have a one-in-ten year probability of occurring. There is no question that there will be drought years in the future that will affect the California electricity market; the only real question is when these will occur.  Moreover, there is a possibility of more than one drought hydro year in a row.  In these circumstances, the benefits of upgrading Path 15 would become particularly significant.” (Exh. 200. at 9) The CAISO staff creates mini-scenarios of 1 dry year and several normal years resulting in payback of the project. However, this approach totally ignores the time value of money. The project would have significantly less value to ratepayers if a dry year occurred in 2007 rather than in 2005. The CAISO staff’s analysis essentially assumes that the dry year will be in 2005.


� Exh. 201, Attachment 4 at 21.
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