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My internet feed flagged the Public Power Council's endorsement of Southwest Power Pool's
Markets+ proposal, as well as the equally interesting story on the Federal Energy Regulatory
Commission's show cause on Ketchup Caddy's successful exploit that sold imaginary demand
response to the Midcontinent Independent System Operator.

These would seem to be unrelated, but at heart they reflect the seductive nature of what was
referred to, in my youth, as a gatefold of computer reports, of a piece.

| read the SPP’s description of their own expertise, popularity, and cost effectiveness with some
interest. And, of course, with a bit of perplexity.

The Ketchup Caddy story is a very typical tale of homegrown grifting in organized electric markets.
A firm that sells ketchup holders for cars faces a show cause order from FERC for $27 million for
selling imaginary DR services to MISO for three successive auctions. On balance, | found the claims
of a firm that they would reduce demand and delay production of automobile ketchup holders the
more credible explanation.

SPP has a reputation for illiquidity, fanciful and volatile prices, and slow settlements. In seeking
suppliers for a consumer-owned utility, | was surprised that only two of thirty possible suppliers
showed interest. The most common response from the traders was that their risk managers did not
allow trades in SPP.

To see why, we can look back two years to the Texas cold snap. Unseasonably cold weather
stressed the Electric Reliability Council of Texas, the grid operator in most of the state. Even with
the help of Texas Gov. Greg Abbott's frequent telephone calls, ERCOT interrupted their own
natural gas supplies and turned off power to a huge swath of Texas. The independent system
operator administratively set the price to $9,000/MWh which benefited a few at the cost of the
many.

You might well ask, why would this affect SPP prices? This is a very good question since ERCOT
and SPP are not interconnected. Notwithstanding, prices increased dramatically in SPP. In

North Dakota, which is an SPP member 1,500 miles away from Texas, the locational market price—
which reflects the value of power at different locations by accounting for load, generation, and
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transmission system conditions—increased to $2,644.57/MWh. In a sense, this was a bargain—
ERCOT's nonmarket pricing decision was $9,000/MWh. Consumers in the far north were only
paying 30 percent as much.
And while the high price in Texas could have been due to the natural gas shortage there after
ERCOT cut electricity to wells and pipelines, this explanation fails in North Dakota, since the
Bakken formation—which underlies parts of North Dakota, as well as Montana, Saskatchewan and
Manitoba—is one of the nation's quickest growing sources of natural gas.

Was it possibly a form of the Ketchup Caddy exploit to blame? We will never know since market
surveillance at ISOs is often insufficient.

How does this affect a decision to join an aspirational market sponsored by a doubtful market
maker that actually has a very limited interconnection to the Pacific Northwest? Quite a bit, | would
argue. We should never forget that in the 26 years since the California Independent System
Operator was formed on that fateful April Fools' Day in 1998, the organized markets have never
delivered the reduction in rates promised so frequently. The average rates in ISO states have never
approached rates in non-ISO states. There are many reasons for the continuing gap:

e Open outcry markets are more transparent—you can ask a counterparty why their prices are outrageous.

¢ Free entry and free exit—one of economist Paul Samuelson’s rules for perfect competition—are present in
open outcry markets but not in administered markets.

e There is no quasi-governmental authority to intervene in pricing. Such interventions vary from ISO to I1SO,
but allowing governments to overrule market results is a step that should be allowed infrequently and
then only with the greatest reluctance.

Some years ago, the president of a national public power entity remarked that "organized" is a
term more often associated with crime than competition.

When considering the case for entering into SPP's Markets+, | would recommend looking before
leaping—or even more, looking before fleeing.

Robert McCullough is principal of Portland-based McCullough Research. He's been in the business

32 years, advising governments, utilities, and First Nations on energy, metals, paper and chemical
issues.
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