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Resolution E‑3672.  Pacific Gas and Electric Company requests authorization to participate, and recover costs associated with its participation, in the California Power Exchange Corporation forward market for ancillary services.  Approved with modifications.

By Advice Letter 1986-E, filed on March 30, 2000.

SUMMARY  

By Advice Letter 1986-E, Pacific Gas and Electric Company (PG&E) requests authorization to participate, and recover costs associated with its participation, in the California Power Exchange Corporation (PX) block forward market (BFM) for ancillary services.  PG&E proposes quarterly trading limits for its participation, and requests that the term of its participation be through the end of its rate freeze.  PG&E’s request includes proposed changes to Schedule PX and the establishment of a memorandum account to record costs incurred by PG&E to participate in the energy, enhanced energy, and ancillary service BFMs.  This Resolution approves the advice letter with modifications.

BACKGROUND  

The Federal Energy Regulatory Commission (FERC), by its Order of May 26, 1999 (87 FERC ¶ 61,203) approved a proposal by the California Trading Services Division (CTS) of the PX to establish a Block-Forward Market (BFM) for sales and purchases of energy for delivery through the PX.

On July 8, 1999, the Commission issued Resolution E-3618 approving revisions to PG&E’s and Southern California Edison Company’s (SCE’s) Schedule PX to include costs of trades in the energy BFM.  In Resolution E-3637, issued October 7, 1999, the Commission approved a new memorandum account for SCE to track costs directly resulting from PX requirements to participate in the energy BFM. 

On December 31, 1999, the PX, on behalf of CTS, filed a proposal at the FERC to expand its energy BFM with enhancements to the services available (California Power Exchange Corporation, Docket No. ER00-951-000).  The FERC conditionally approved the PX’s proposal (California Power Exchange Corporation, 90 FERC ¶ 61,173 (2000)) on February 24, 2000.

On February 17, 2000, the PX, on behalf of its CTS, filed tariff amendments and rate schedule revisions with the FERC which would, among other things, allow CTS participants to trade ancillary services on a forward basis (California Power Exchange Corporation, Docket Nos. ER00-1641-000 and ER00-1642-000).  The PX requested that these tariff amendments and rate schedule revisions become effective by May 1, 2000.  The CTS proposed two categories of service enhancements relating to the availability of ancillary services. The first category is bilateral scheduling and delivery of ancillary services.  The second category is a monthly forward market for physical ancillary services.

In Resolution E-3658, issued March 16, 2000, the California Public Utilities Commission (Commission) authorized SCE and PG&E to participate in, and to recover costs of participation in, the expanded energy BFM until the end of each utility’s respective rate freeze. 

By Advice Letter 1443-E, filed on March 21, 2000, SCE requested authorization for recovery of costs associated with its participation in the PX forward market for ancillary services.

By Advice Letter 1986-E, filed on March 30, 2000, PG&E requests authorization to participate, and recover costs associated with its participation, in the PX forward market for ancillary services.  PG&E limits its request to the five following ancillary services: 1) spinning reserve, 2) non-spinning reserve, 3) replacement reserve, 4) regulation up reserve, and 5) regulation down reserve.   In its request, PG&E proposes quarterly trading limits for its participation, and requests that the term of its participation be through the end of its rate freeze.  PG&E’s request includes proposed changes to Schedule PX and the establishment of a memorandum account to record costs incurred by PG&E to participate in the energy, enhanced energy, and ancillary service BFMs.   In its advice letter, PG&E also references only participation in the monthly forward market for physical ancillary services, and makes no request to engage in bilateral scheduling and delivery of ancillary services.

The California Independent System Operator (ISO) filed a letter of support for PG&E’s Advice Letter 1986-E on April 13, 2000.  The ISO’s Department of Market Analysis believes that a BFM for ancillary services provides a valuable hedging option to California’s day-ahead and hour-ahead ancillary service markets, and that allowing participation by the Investor Owned Utilities (IOUs) will create a more robust and efficient California wholesale energy market.  

A joint letter of support for PG&E’s Advice Letter 1986-E was filed by the Office of Ratepayer Advocates (ORA) and The Utility Reform Network (TURN) on April 18, 2000.  ORA and TURN state their general support of the development of forward markets for ancillary services at the PX.  They believe that adding new products to the PX BFM and allowing PX customers to procure ancillary services within the PX will expand market participation, enhance market liquidity, and enhance market efficiencies.  They believe PG&E’s participation in the ancillary services BFM will provide an option that will allow PG&E further flexibility to hedge against potential price spikes in ancillary services.

The PX also filed a letter of support for PG&E’s Advice Letter 1986-E on April 19, 2000.  The PX believes that participation in the CTS ancillary services market will provide PG&E with an important opportunity to protect against potential price volatility and contribute to greater efficiency in the California energy market.  The PX requests that the Commission approve this advice letter as expeditiously as possible in order to allow PG&E’s customers to benefit from this new tool during the critical summer months.

On April 25, 2000, the FERC authorized the PX to begin trading of ancillary services products on May 1, 2000. California Power Exchange Corporation, 91 FERC¶ 61,079.  With this authorization, forward trades involving the sale of ancillary services will be scheduled for delivery in the PX Day-Ahead Market.  Currently, the ISO provides the only market for ancillary services.  The ISO operates only day-ahead and hour-ahead ancillary services markets and not the type of forward markets that the PX will offer. The new forward markets will supplement the existing spot market for ancillary services currently administered by the ISO. 

On May 4, 2000, the Commission adopted Resolution E-3666, which authorized SCE to recover costs associated with its participation in the PX forward market for ancillary services.  

NOTICE  

Advice Letter 1986-E was served on other utilities and government agencies, and to all interested parties who requested such notification, in accordance with the requirements of General Order 96-A. 

PROTESTS
The Energy Division did not receive any protests to Advice Letter 1986-E.

DISCUSSION  

In Resolution E-3658, we made various statements recognizing the potential value to ratepayers of forward contracting in the enhanced energy market.  In Resolution E-3666, we confirmed those statements and found that the same ratepayer benefits apply to forward contracting in the ancillary services market.   Specifically, we found that SCE’s participation in a forward market for ancillary services would provide the opportunity to lock-in manageable prices and allow it enhanced flexibility to hedge against volatility in the ancillary services market on behalf of its bundled service customers.  We believe the same is true for PG&E’s participation in the ancillary services market. 

Similar to SCE, PG&E limits its request for cost recovery to the five following ancillary services: 1) spinning reserve, 2) non-spinning reserve, 3) replacement reserve, 4) regulation up reserve, and 5) regulation down reserve.  PG&E does not seek authorization regarding other products that may be offered by CTS at this time.  We note further that PG&E does not seek authorization to engage in bilateral scheduling and delivery of ancillary services.  If PG&E wishes to participate in other markets offered by the PX, PG&E must file for Commission authorization in a separate advice letter filing. 

PG&E requests that it be allowed to purchase ancillary service capacity from any of the five BFM ancillary services offered by CTS so that the sum of all ancillary service capacity does not exceed 5 percent of its historical hourly demand averaged over a given quarter.  The amounts broken down by megawatts (MW) per quarter are 475, 525, 600, and 500 for the 1st, 2nd, 3rd, and 4th quarters, respectively.

As we stated in Resolution E-3666, we support the use of explicit position limits and believe that aggregated position limits will enable PG&E to purchase ancillary services in a manner that mimics the ISO's "rational buyer" program should perverse prices make an appearance in the PX's ancillary services markets.

So that the Commission has a basis for better understanding the evolving nature and direction of the market for ancillary services, we believe PG&E should report the results of its trading periodically to the Commission.  In Resolution E-3618, we required PG&E and SCE to file monthly reports on their new transactions and their outstanding positions in the energy BFM.  We think similar information, but on a quarterly basis, would be useful to monitor PG&E’s activities in the ancillary services BFM.  Specifically, PG&E should show the type, quantity, price, date and time of purchase or sale, and applicable time period for each ancillary service transaction.  Any sale of previously held ancillary service BFM commitments should indicate the gain or loss on that transaction.  PG&E should also provide the market value of all BFM ancillary services held at the close of each reporting quarter, valuing them at the latest available market price.  This report may be filed on a confidential basis under Public Utilities (PU) Code Section 583 with the Energy Division. 
To be able to recover costs associated with PG&E’s participation in the PX ancillary service BFM, as well as the energy and enhanced energy BFMs, PG&E submits revisions to Schedule PX and adds a new Preliminary statement to create the “Block-Forward Market Memorandum Account (BFMMA)”.  The purpose of the BFMMA is to record costs incurred by PG&E, that are not billed to PG&E by the PX or the ISO, to participate in the energy, enhanced energy, and the ancillary service BFMs. 

In Resolution E-3637, we recognized that costs may be incurred by SCE which will not be billed by the PX or ISO, and thus authorized SCE to establish a BFMMA.  However, we adopted very specific language regarding the costs that could be recorded in the account. We also ordered that cost recovery of balances in the BFMMA would be reviewed in the Revenue Adjustment Proceeding (RAP), and that any costs approved for recovery must be included in the PX credit calculation.  Although PG&E used SCE’s BFMMA as a template, it proposes some modifications.  Of those modifications, the following are not acceptable: 1) addition of language allowing the recording of costs incurred for acquisition or modifications of systems needed to capture, track and settle block forward market transactions, 2) insertion of the word “non-utility” into the sentence excluding costs associated with legal counsel, consultants, or advisors, and 3) modification of the sentence to reflect that costs will be collected as determined in future Commission decisions.  

As stated above, the purpose of the BFMMA is to record costs incurred by PG&E, that are not billed to PG&E by the PX or the ISO.  It is our understanding that the PX and ISO have established systems to capture, track and settle block forward market transactions, and that the cost of these systems flow through the BFM prices.  PG&E states that its proposed systems are not duplicative of the PX or ISO systems but rather are new or modified systems that are essential to participate in the BFM.   Although this may be true, PG&E is already compensated in its distribution rates for the ongoing costs associated with its energy procurement process.  This rate component includes the maintenance, enhancements or refinement of its management tools and systems.  In D. 99-06-058, the 1998 Revenue Allocation Proceeding (RAP), parties were directed to examine the allocation of the costs from distribution rates which were derived in the unbundling decision, D. 97-08-056.  The 1999 RAP is addressing this issue raised by ORA in the 1998 RAP.  In this advice letter, PG&E is seeking, without adequate justification, incremental allowance for new or modified systems specifically related to BFM procurement costs when it already has an allowance for this built into its current rates.   Accordingly, a debit entry for these costs should not be booked into the BFMMA.

In Resolution E-3637, we specifically stated that costs tracked in the BFMMA balances “may not include discretionary costs such as legal counsel, advisors, or consultants”.  We intended this to cover utility and non-utility legal counsel, advisors, and consultants.  PG&E’s proposal to limit the exclusion to non-utility personnel is not acceptable.  

We also stated in Resolution E-3637 that “costs in the BFMMA approved for recovery must be included in the PX credit calculation as the costs are associated with procuring energy for resale to retail customers.”  PG&E has proposed alternative tariff language that essentially defers the determination of the inclusion of these costs to future Commission decisions, namely, PG&E’s pending RAP application and its future application for a cost recovery mechanism to collect procurement costs. Although the Commission could change cost recovery mechanisms in the future, unless and until it does, it is important for PG&E to state the manner in which approved costs will be collected.  Accordingly, PG&E should modify its tariff language to state “amounts authorized by the Commission in the RAP shall be included in the PX credit calculation.”

COMMENTS
The draft resolution of the Energy Division in this matter was mailed to parties in accordance with PU Code Section 311(g)(1).   Comments were filed on May 23, 2000 by PG&E.  

The draft resolution found that PG&E had not justified the need for the acquisition or modifications of systems required to capture, track, and settle BFM transactions.   In its comments, PG&E states that its proposed systems are not duplicative of the PX or ISO systems but rather are new or modified systems that are essential to participate in the BFM.  Specifically, PG&E argues that the additional systems would allow it to a) verify and reconcile reports and invoices issued by the PX for BFM trades, b) monitor compliance with limits authorized by the Commission, c) internally manage and control BFM activities, and d) comply with regulatory orders to report monthly, or quarterly, on BFM activities, and reflect in authorized cost recovery mechanisms the results of BFM participation. 

We considered PG&E’s comments and modified the text in response to them.  

FINDINGS  

1.
By Advice Letter 1986-E, PG&E requests authorization for recovery of costs associated with its participation in the PX forward market for ancillary services, subject to quarterly trading limits, until the end of its rate freeze. PG&E request includes proposed changes to Schedule PX and the establishment of a memorandum account to record costs incurred by PG&E to participate in the energy, enhanced energy, and ancillary service BFMs. 

2.
Consistent with our findings for SCE in Resolution E-3666, PG&E’s participation in a forward market for ancillary services would provide the opportunity to lock-in manageable prices and allow it enhanced flexibility to hedge against volatility in the ancillary services market on behalf of its bundled service customers. 

3. 
Cost recovery should be limited to costs associated with monthly forward purchases of the five following ancillary services: 1) spinning reserve, 2) non-spinning reserve, 3) replacement reserve, 4) regulation up reserve, and 5) regulation down reserve.  If PG&E wishes to participate in the auction for other forward products offered by the PX, it should file for Commission authorization in a separate advice letter filing.  PG&E has not requested, and the Commission is not authorizing, PG&E use of the PX CTS bilateral scheduling and delivery of ancillary services products.

4.
PG&E’s participation in the ancillary service forward market should be limited to 475 MWs, 525 MWs, 600 MWs, and 500 MWs maximum in any hour for the 1st, 2nd, 3rd, and 4th quarters, respectively.

5. So that the Commission has a basis for better understanding the evolving nature and

direction of the market for ancillary services, PG&E should report the results of its trading periodically to the Commission.  

6.
On a quarterly basis, PG&E should file a report on its activities in the ancillary services BFM.  Specifically, PG&E should show the type, quantity, price, date and time of purchase or sale, and applicable time period for each ancillary service transaction.  Any sale of previously held ancillary service BFM commitments should indicate the gain or loss on that transaction.  PG&E should also provide the market value of all BFM ancillary services held at the close of each reporting quarter, valuing them at the latest available market price.  This report may be filed on a confidential basis under PU Code Section 583 with the Energy Division. 

7.
PG&E is seeking, without adequate justification, an incremental allowance for the acquisition or modifications of systems required to capture, track and settle BFM transactions.  Because PG&E already has an allowance specifically related to BFM procurement costs built into its current rates, a debit entry for these costs should not be booked into the BFMMA.

8.
Consistent with Resolution E-3637, PG&E should revise its proposed BFMMA tariff sheets to 1) remove the insertion of the word “non-utility” into the sentence excluding costs associated with legal counsel, consultants, or advisors, and 2) modify the sentence allowing the collection of costs to be determined in future Commission decisions to state “amounts authorized by the Commission in the RAP shall be included in the PX credit calculation.”

THEREFORE, IT IS ORDERED THAT:  

1. Pacific Gas and Electric Company’s Advice Letter 1986-E is approved as modified in Ordering Paragraphs 2, 3, and 4.

2. Pacific Gas and Electric Company’s participation in the ancillary service forward market shall be limited to 475 MWs, 525 MWs, 600 MWs, and 500 MWs maximum in any hour for the 1st, 2nd, 3rd, and 4th quarters, respectively. Pacific Gas and Electric Company is not hereby authorized to use the PX CTS products for bilateral scheduling and delivery of ancillary services.

3.
If Pacific Gas and Electric Company wishes to participate in other markets offered by the PX, it shall file for Commission authorization in a separate advice letter filing.  

4.
On a quarterly basis, Pacific Gas and Electric Company shall file a report on its activities in the ancillary services Block Forward Market.  Specifically, Pacific Gas and Electric Company shall show the type, quantity, price, date and time of purchase or sale, and applicable time period for each ancillary service transaction.  Any sale of previously held ancillary service Block Forward Market commitments shall indicate the gain or loss on that transaction. Pacific Gas and Electric Company shall also provide the market value of all Block Forward Market ancillary services held at the close of each reporting quarter, valuing them at the latest available market price.  This report may be filed on a confidential basis under Public Utilities Code Section 583 with the Energy Division.

5.
Pacific Gas and Electric Company shall revise its proposed Block-Forward Market Memorandum Account tariff sheet to 1) remove the language allowing the inclusion of costs for the acquisition or modification of systems required to capture, track and settle block forward market transactions, 2) remove the insertion of the word “non-utility” into the sentence excluding costs associated with legal counsel, consultants, or advisors, and 3) modify the sentence allowing the collection of costs to be determined in future Commission decisions to state “amounts authorized by the Commission in the RAP shall be included in the PX credit calculation.” Pacific Gas and Electric Company shall file a supplemental advice letter with such revisions with the Commission within ten (10) days. The advice letter shall be effective today.

6.
This Resolution is effective today.

I hereby certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on June 8, 2000; the following Commissioners voting favorably thereon:  

        WESLEY M. FRANKLIN  

    Executive Director

LORETTA M. LYNCH


President

HENRY M. DUQUE

JOSIAH L. NEEPER

RICHARD A. BILAS

CARL W. WOOD

      Commissioners

� The CTS proposes to offer ancillary services for various monthly blocks of hours including Peak, Super-Peak, and Off-Peal hours.  The limits proposed by PG&E are calculated as 5 percent of the average historical demand during the Super-Peak hours during each quarter of 1999, rounded to the nearest 25 MW.   PG&E does not subtract out the amount of ancillary services that may be provided by its generating resources.
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