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CHARLES E. SCHUMER COMMITIZES:
NEWY YORK
JOINT ECONOMIC

BANKING

Nnited States Senate mance

JUDICIARY
WASHINGTON, DC 20810 RULES

August 12, 2008

Chairman Joseph T. Kelliher

Federal Energy Regulstory Cammission
888 First Street, NE
Washington, DC 20426

Dear Chairman Kelliher,

I am writing to request that the Federal Enexgy Rogulatory Commission (FERC)
immediately and permancotly close a loophole through which a group of buyers and
sellers of power in New Youk Statc’s energy markets have profited handsomely, while
passing on costs to consumers and municipalities. It is critical that FERC quickly take a
close, hard look at these trading practices to determine how they were achieved and
whether any unwarranted, deceptive, or cven criminal action was involved.

While the New York Indepandent System Operator (NYISO) has yet to determine the
exact costs of these trading practices, some estimate that increased congestion and
“uplift” fees have cost consumers as much as $125 million in April and May of this year
alone, and as much as $240-290 million overall. Furthermore, it appears that this practice
may have played at least a part in New Yorkers spiking utility bills, as well a3 the record
bills faced by many municipal clectric utilities. Given the magnitude of economic impact
these trading practices appear to have caused, it is imperative that FERC determines the
extent to which they are to blame and if monetary recompense can or should be exacted
from the paxties involved.

According to a July 21% filing with FERC by the NYISO, beginning in January of this
year onc or & group of market participants began to schedule circuitous and inafficient
routes for tranamission betwoen staies. Direct transactions between two points —
principally from New York to cither Pennsylvania or New Jerscy — were “sent” on a
roundsbout course that purportedly would travel around Lake Erie, transporting power
through Ontario, Michigan and Ohio and then back to the intended destination.

This practice of scheduling power on circuitous routes around Lake Erie was not meroly
decoptive, but also costly to Now York and in defiance of the basic laws of physics. The
economic motive for this practice appears 10 be evading foos associated with sending
power over congested, direct lines between New York and New Jersey for which there is
a more costly transaction fee.
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However, while traders claiming onc alleged and circuitous course for transmission, the
cloctricity was actually traveling on the most direct path between two points, via the
already congested portal that should require the payment of a transaction fee. The
NYISO operations department determined that B0% of the power flow ofiginating in New
Youk and terminating in the PYM sexvice territory (comprising all or portions of 17 States
including Pennsylvania and New Jersey) traveled over the direct interface

connection between New York and New Jergey, regardless of how individuals acheduled
its path.

This means that the certain market participants were sending their power through the
most expensive and congested corridars, but not paying the foes liks everyonc clse. This
mechanism did not just allow them to avoid paying higher fees, but also meant the power
they were selling was gamexing a higher price, because, as market participants increased
the volume of power flow on the congested intarfaces, the price for power would rise,
further adding to the profits of the sellers.

‘While profiting a few handsomely, the unannounced power flowing over this portion of
the transmission grid had several serious impacts on New York ratepgyers.

Uplift Charges: The scheduling over circuitous paths increase unexpected congestion on
trangmission lines the coat of which is not attributable to a particular market participant.
Then, in the Day-Ahead Market, the NYISO was forced to increase congestion charges to
all users of the interface. That creates “uplift”™ in prices for all customers, the burden of
which is passed onto to residential on commercial users.

Congestion Rent Shortfalls: The NYISO issucs Transmission Congestion Contracty
(TCC) with awners of transmisgion that rely on fully utilizing their capacity. Thesc
contracts can provide a benefit to consumers becausc, when capacity is maximized, the
transmission owners pay a credit back to their customers under an arrangement with
NYISO. However, if they cannot collect rents from all those who are using the lines —
because some are piggybacking for froe — a diminished crodit is given. DC Energy, a
party to this case with FERC estimates that congestion rent shortfalls has cost consumers
on the order of $40 million gince the beginning of 2008.

Costly Generation: With copgestion clogging up tranemission lines, utilities cannot rely
on buying cheap power and must ramp up costly gencration. In these instancos, the

NYISO pays a premium (o generators to hastily supply power when it cannot be brought
in through transmission. This cxpensive fix is, again, passed on directly to the consumer.

The NYISO's filings with FERC give a snapshot of just how [ucrative this practice was
ta the traders, and costly to consumers. The NYISO has calculated that on May 26, 2008
over 2000 MegaWatts (MW) were scheduled on the circuitous Lake Erie

route; traveling to western New York before entering Ontario, then the
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Midwest Independent System Operator via Michigan snd Ohio and thea back to PTIM
in New Jersey or Penngylvania. According to their analysis, on this day alonc, $800,000
in uplift and congestion fees was attributable to this trading practice.

As mentioned carlier, it is my undorstanding that the NYISO is still working to determine
the cumulative cost of these trading practices. However, the snapshot of its cost on a
single day shows the magnitude of its impact, Estimates on the cost

of deceptive circuitous schaduling cover a wide range, but are all unacceptably high. DC
Energy calculates circuitous scheduling cost New York $240 million. Suez believes the
cost was $125 million in April and May slone. Others have put the cost as high as $290
million. If the practice existed before January 2008, it could be even higher then these
catimates.

These costs hit us right at bome. In upstate New York, small cities like Platsburgh,
Rouses Point and Tupper Lake have been hit with exorbitant uplift foes from NYISO,
bundreds of thousands of dollars in excess of what they usually pay.

While the relation between those trading practices and the dramatic rise in energy bills
has not boen fully demonstratad, when the NYISO shut down 8 circuitous schoduling
peths on July 21, 2008 it is my understanding that thoy noted 8 precipitous
decrease in congestion costs in the first week alone.

Scheduling energy along circnitous paths appears to have spiked between April and June
2008, but it is entirely unclear if it persistod earlier, but on a more limited basis. These
practices raise 8 host of questioas that FERC must answer. It is absolutely critical that
FERC determine exactly who has bocn engaging in these practices; for how lang have
theyhawbemwcuning;mdhowmuchithnoonNewYorkeonmmmmd
municipalities. Increascs in cost of living — especially spiking energy prices — are
buﬂ'eﬁngconsummonallaides;thebouomlincinthatNqumk'samgyconnmen
need FERC 10 be the cop on the best 10 make sure they aro not being ripped off by rogue
energy traders mvolved in deceptive practices.

Furthermore, FERC should not limit the scope of their inquiry. It must inveatigate
whether scheduling practices arc the sole reason for substantially increased transmission
charge; if it is a partinl reason; or if thexe are other prectices contributing, as well.

In the NYISO's filing thoy identified 8 circuitous routes that they would have curtailed
schcdulingonmdmnldngfotFERCtopummmﬂyahunhcmdown.NYISOhu
preemptively taken this step, but needs FERC to take action for final approval. I would
a:kthnyoumtonlyheedmeirrcqueabmlrmcﬁvelylmkmidmﬁfycthupmm
traders might attempt to use in the future to game the markets.

Finally, by some mmm,itq)pmthatahmdﬁﬂofm-ketpuﬁdpmufmnﬂalepl
method to exploit the market. In response NYISO has sought to eliminate this
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mechapism. However, it ramains ynclear whether these traderg acted within the four

corners of the law. Given the magnitude of the impact they had on New York ratepayers [
believe a filll and thorough investigation is called for.

Thank you for your consideration of this matter. [ hopo that the Commission acts quickly
on permanently closing these harmful and deceptive circuitous paths and seeks to identify

is any malfeasonce was involved in the trading practice that resulted in massive costs
bormne by New York consumers and municipalities,

Sincerely,

S

U.S. Senator



