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Introduction

Under the RCST Tariff, if the CAISO issues a denial of must-offer waivers (MOWD) to a
FERC Must-Offer Generator on four separate days in a calendar year, the CAISO must
evaluate whether a Significant Event has occurred that warrants designation of the
FERC Must-Offer Generator to provide service under the RCST (MOWD Evaluation).
The CAISO must conduct a MOWD Evaluation after every four separate days on which
the CAISO denies a must—offer waiver request for such a FERC Must Offer Generator.
The CAISO is required to publish the results of its MOWD Evaluation, including an
explanation of whether to designate FERC Must-Offer Generator capacity as RCST, in
a Significant Event/Repeat Waiver Denial Report. The RCST Tariff also requires the
CAISO to publish a RCST Report that shows, among other things, the resource(s)
designated as RCST, the term of the designation, and the reason for the designation.
This report provides a summary of the results of the CAISO’s Significant Event
evaluations for the period 6/1/06 through 2/28/07.

As required by the RCST tariff, the “Significant Event/Repeat Waiver Denial Report”
explains why the ISO denied the must-offer waiver request that triggered the
assessment of whether a Significant Event occurred, and whether any Resource
Adequacy Resources, RMR units, or resources designated to provide service under the
RCST were available and called upon by the ISO prior to its denial of the FERC Must-
Offer Generator’'s must-offer waiver request. In addition, the report explains why Non-
Generation Solutions were insufficient to prevent the use of must-offer waivers for local
reasons. Finally, in the event that the ISO denies a must-offer waiver request for
reasons that do not constitute a Significant Event or are not due to a Resource
Adequacy Resource non-performance, the report includes an explanation for such
issuance.

If the CAISO issues four MOWD commitments on four separate days in any calendar
year, the CAISO must evaluate whether a Significant Event has occurred. A Significant
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Event is defined as follows: For 2006, a Significant Event is an event that results in a
material difference in ISO Controlled Grid operations relative to what was assumed in
developing the LARN Report for 2006 that causes, or threatens to cause, a failure to
meet Applicable Reliability Criteria. For 2007, a Significant Event is an event that results
in a material difference in ISO Controlled Grid operations relative to what was assumed
by the CPUC and Local Regulatory Authorities in developing Local Resource Adequacy
Requirements for 2007 that causes, or threatens to cause, a failure to meet Applicable
Reliability Criteria.

This summary report examines the timeframe from 6/1/2006 through 2/28/2007. It
includes the criteria used by the CAISO to designate Significant Events and RCST
resources due to these Events, and summarizes which periods and which resources
were designated, as well as which ones were not. This report and the individual weekly
reports can be utilized as a guide by Market Participants to determine how the CAISO
will designate Significant Events and resulting RCST designations going forward.

Retroactive Summary of MOWD Commitments

Number of day-ahead MOWD commitments | 172

Number of real-time MOWD commitments 82

Total number of MOWD commitments 254

During the reporting period, there were 254 MOWD commitments. Of the MOWD
commitments, 172 occurred during the day-ahead timeframe. The remaining MOWD
commitments occurred in real-time. Real-time commitments during the period were
made by the Real-Time Commitment application which was implemented with the
MRTU Phase 1B project in October 2004. The commitments made by this application
are based solely on economics, and, as such, are not the result of any Significant
Event. The nature of the day-ahead MOWDs are set forth in the chart below:

Unit summary:

Resource Name Local System Zonal Total RCST'
Alamitos unit 1 6 1 12 19 N
Alamitos unit 2 2 11 13 N
Contra Costa unit 6 16 16 N
Coolwater Station 4 Aggregate 1 2 3 N
Huntington Beach unit 2 222 22 N
Mandalay unit 2 1 4 1 6 N

! Refers to whether the CAISO will designate the unit as RCST for the retroactive period. See later sections for
details.

? The large number of local calls to this unit were due to an operator error regarding which units were RA and which
were not. This occurred in January 2007and was corrected in early February.
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Ormond Beach unit 1 4 4 N
Ormond Beach unit 2 1 1 16 18 N
Pittsburg unit 7 6 15 21 Y
Redondo Beach unit 6 5 2 15 22 N
Redondo Beach unit 7 1 7 20 28 N
GRAND TOTAL 42 49 81 172

Significant Event Review

There are two ways in which a Significant Event Review might be triggered. These
include;
1. Evaluation triggered after every 4th day the CAISO denies a Generating Unit's
Must Offer waiver request.
2. The CAISO on its own accord undertakes a Significant Event Review as a result
of a contingency, change in system conditions or for some other reason.
The first step in the Significant Event RCST designation process is for the CAISO to
determine whether a Significant Event has occurred. A Significant Event is defined as
an event that results in a material difference in ISO Controlled Grid operations relative
to what was assumed in developing the LARN Report for 2006 that causes, or threatens
to cause, a failure to meet Applicable Reliability Criteria (ARC). Applying this definition
and the designation criteria set forth in the tariff, the CAISO has determined that one
event during the period would have resulted in a Significant Event RCST designation.

Delta Dispatch Issue

A Material Difference From the LARN Report: The CAISO has determined that there
was a Significant Event in effect on June 1, 2006. The LARN Report for 2006 assumed
that the Pittsburg 7 unit was going to be out of service for the period that a certain
environmental restriction in the Sacramento-San Joaquin River Delta would be in effect,
i.e., May 1 through July 15. The objective of the LARN study was to identify the
minimum amount of capacity needed in a local area to meet the ARC. With respect to
the Bay Area local area, the LARN Report assumed that Pittsburg 7 was not needed to
meet ARC, and the LARN report identified other smaller RMR resources that were
needed. However, there were environmental constraints associated with certain
resources identified as needed to meet ARC in the Bay Area. Namely they could not be
operated without first dispatching Pittsburg 7 during Delta Dispatch Conditions. If
Pittsburg 7 was out-of-service or otherwise unavailable for commitment during this
period, then the requirements of the environmental restriction would have been
satisfied, i.e., these units could be dispatched without first having to dispatch Pittsburg
7. However, during the 2006 Delta Dispatch period, Pittsburg 7 was not out-of-service,
but was in fact available for dispatch. This was different than what the LARN report
assumed. Therefore, the assumption that other “non-Pittsburg Unit 7” resources
identified in the LARN study would be available to meet ARC unencumbered by the
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need to dispatch Pittsburg 7 first was incorrect. This constituted a material difference
from what the LARN study assumed.

Failure to Meet Applicable Reliability Criteria: During the Delta Dispatch period, the
CAISO needed to rely on Pittsburgh 7 to meet ARC in the Bay Area. Absent the
commitment of Pittsburg 7, the CAISO would have been unable to dispatch the other
resources that the CAISO had identified as needed to meet ARC. This would have
caused a failure to meet ARC.

CEC Demand Revision

A Material Difference From the LARN Report: The CAISO has also determined that a
Significant Event occurred on June 30, 2006 when the California Energy Commission
(CEC) revised its demand outlook for the summer. The local area load forecast used in
the LARN report was derived from the initial CEC system forecast for 2006. In its
revised report the CEC increased the system load forecast, i.e., the 1-in-2 Summer
Temperature Demand (Average)® by approximately 1300 MW for the July through
September timeframe. Because the local area load forecasts used in the LARN Report
are derived from the CEC system forecast, the increase in system load forecast by the
CEC resulted in an increase in forecasted load in the local areas compared to the
forecasted load levels assumed in the LARN Report.

Failure to Meet Applicable Reliability Criteria: When the CAISO reviewed the increased
load forecast and its effects at the local level, it was clear that the capacity made
available under RA and RMR was sufficient to meet ARC for all areas with the
exception of the Bay Area. However, in the Bay Area, the pool of available RA and RMR
resources was not sufficient to meet ARC given the increased load forecast.
Accordingly, the CAISO had to rely on FERC Must-Offer resources to meet the capacity
shortfall.

Summer Heat Wave

The CAISO conducted a review of events that occurred during the period 7/21/06-
7/25/06, when the CAISO issued MOWDs to three different units for system and zonal
reasons, thereby triggering MOWD Evaluations. This time period included the series of
extremely hot days when loads exceeded the revised CEC 1-in-2 Summer Temperature
Demand (Average)“. For this time period, the RA demonstration amounts exceeded the
actual loads. However, the day-ahead schedules that were submitted on these days
were less than forecast load by approximately 1000 MW, and almost all of the
remaining unscheduled capacity was represented by liquidated damages (LD)
contracts, which were not tied to a specific unit. The CAISO operators only have the

? Terms such as 1-in-2 and 1-in-50 for loads and forecasts are used in this summary. They refer to the likelihood of
the event. 1-in-2 means that the load value has a 50% chance of occurring in any one summertime period; 1-in-50
means that the load value has a 2% chance of occurring.

*. According to the CEC, the whether and load pattern during 2006 Summer Heat Wave exceeded a 1-in-2 Summer
event and may have represented a 1-in-50 year pattern
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ability to commit unit-specific RA capacity, and did so before committing MOWD
resources. During this time, the CAISO committed FERC Must-Offer units in the day-
ahead timeframe in order to ensure that sufficient capacity would be on-line in real-time
to meet forecasted load. Given that RA demonstrations exceeded actual loads, the
fleeting nature of the heat wave and the fact that there was no prospective change in
the formal CEC load forecast, the CAISO has determined that this event did not require
a designation of resources under the RCST tariff.

RCST Determinations

The tariff gives the CAISO discretion to determine whether to designate RCST
resources as a result of a Significant Event determination. According to the tariff, the
CAISO may designate Eligible Capacity or System Resources to provide service
following a Significant Event, and taking into account the expected duration of the
Significant Event, if such an RCST designation is necessary to remedy any resulting
material difference in ISO Controlled Grid operations relative to the assumptions
reflected in the LARN Report for 2006.

When determining which resources to designate, the tariff calls for the CAISO to
consider the following factors: the effectiveness of the Eligible Capacity in addressing
local and/or zonal constraints in addition to meeting system needs; the quantity of
Eligible Capacity of the resource; the Start-Up and Minimum Load Costs associated
with the Eligible Capacity; and the effectiveness of the Eligible Capacity at reducing the
Minimum Load Costs that might otherwise be incurred as a result of must-offer waiver
denials. In addition, System Resources shall be subject to the ISO’s established import
limits as specified in accordance with the tariff section on Deliverability of Imports.
Finally the ISO shall have reasonable allowance to designate under the RCST an
amount of Eligible Capacity from a Generating Unit or System Resource that is slightly
more or slightly less than a deficiency due to the quantity of Eligible Capacity from such
Generating Unit or System Resource that is available and suitable to meet the
deficiency, consistent with the above criteria.

The analysis above indicates that there were two events that would have warranted
Significant Event designations of capacity under the RCST tariff, namely the Delta
Dispatch condition and the CEC Demand Revision. With respect to the Delta Dispatch
condition described above, the CAISO would designate Pittsburg unit 7 as an RCST
unit, for the minimum period permitted under the tariff, i.e., for the three month period
June 1, 2006 through August 31, 2006. This would cover the remaining duration of the
Environmental Dispatch Procedure which terminated on July 15, 2006. Because the
Generation Dispatch procedure requires the commitment of Pittsburg 7, no other unit
can be designated to meet the need. Similarly, the Environmental Dispatch procedure
cannot be resolved through Non-Generation Solutions. Thus, the CAISO proposes to
designate Pittsburg Unit 7 for the aforementioned three month period.
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For the CEC Demand Revision described above, the CAISO engineering group
performed an analysis of whether additional capacity was required in the local areas
identified in the LARN Report for 2006 as a result of the CEC’s change in load forecast.
For all areas, the existing RA showings covered the increased local capacity
requirements with the exception of Bay Area. In this local area, RA and RMR capacity
was not sufficient to meet this increased capacity need, Likewise, non-generation
solutions were unable to resolve the increased capacity need. The most effective units
in covering this deficiency would have been a combination of Pittsburg unit 7 and
Contra Costa unit 6. Specifically, the CAISO’s analysis shows that the deficiency in local
capacity requirements could be satisfied in one of two ways: (1) committing 260 MW
from Contra Costa unit 6; or (2) if the Pittsburg unit 7 was already designated, then 70
MW for Contra Costa unit 6 would still be required. Because Pittsburg Unit 7 would
already have been designated as RCST, the unit would not have met the definition of
Eligible Capacity at the time of the CEC Demand Revision and, therefore, would not
have been eligible for a further RCST designation on July 1, 2006. The option available
to the CAISO at this time would have been to designate Contra Costa 6 (330MW).
However, because the RCST tariff only permits the CAISO to designate units that have
a capacity that is slightly less or slightly more than the identified deficiency and 330 MW
is not slightly more than 70 MW, the CAISO will not designate Contra Costa 6.
Consequently the CAISO will not separately designate any additional resources for this
Significant Event.

Summary

Thus, based on the foregoing discussion, the CAISO would designate Pittsburg 7 as an
RCST resource for the period June 1, 2006 through August 31%2006. The issue of
whether the CAISO has the authority to make retroactive RCST designations back to
June 1% of last year is currently pending on rehearing/clarification before FERC.
Accordingly, the CAISO will not actually make any actual RCST designation or payment
to Pittsburg Unit 7, until and unless FERC issues a rehearing order granting the CAISO
the authority to make retroactive designations.

Actions Going Forward

The CAISO’s Significant Event evaluations for the period June 1, 2006 through
February 28, 2007 have been undertaken within the confines of the tariff definition of a
Significant Event and the designation criteria set forth in the RCST Offer of Settlement.
Although there were some notable events during the review period, given the
constraints of the existing tariff, these events did not rise to the level that would have
required RCST designations. The CAISO has identified a number of issues with the
existing RCST mechanism that affect its ability to fully support the CAISO’s operational
needs. In particular, overly prescriptive designation criteria and definitions limit the
CAISO’s ability to utilize the RCST to meet reliability needs. Therefore, the CAISO
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believes that the definition of Significant Event and the backstop designation criteria
need to be re-evaluated for purposes of developing an effective capacity backstop
mechanism under MRTU. The CAISO will raise these issues in the stakeholder process
for the MRTU capacity backstop and looks forward to developing a flexible backstop
mechanism that effectively meets the CAISO’s reliability needs.
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