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Consistent with the CRR Contingency Plan as conditionally accepted by the Federal Energy Regulatory Commission (FERC) on March 31, 2008, the CAISO has initiated its process for unwinding a portion of CRR Holders’ portfolios due to the delay in the start-up of Market Redesign and Technology Upgrade (MRTU).
  This process will affect CRR Holders that participated in the 2008 Annual CRR Auction held in 2007 with net positive or net negative portfolio values for the months of April through September 2008.  The methodology described below is consistent with the methodology described in CAISO’s recent FERC filing as further enhanced by the CAISO’s answer to Citadel’s protest and further clarified by the filing related to the withdrawal of Citadel’s protest.
   

Key dates for affected CRRs include:
1/7/2008
Interest accrual start date
4/23/2008
April invoice date

4/30/2008
April payment due date



Interest accrual end date 
Unwinding distribution date

5/22/2008
May invoice date


5/30/2008
May payment due date

Unwinding distribution true-up date (if necessary)
A.
Unwinding of CRRs

On March 27, 2008, at its Board of Governors Meeting, the CAISO announced that it would not commence operations under MRTU until after summer.  Based on this decision, the CAISO determined that it was certain that MRTU would not be in effect for the months of April through September in 2008.  Pursuant to Section 44.1 of the CAISO tariff as conditionally accepted by the FERC on March 31, 2008, the CAISO reduced the terms of Seasonal CRRs released in the annual CRR Allocation or CRR Auction for 2008 and Long Term CRRs released in the annual CRR Allocation by the months of April through September 2008.  For these reduced CRRs, the new term will begin at the start of the first hour of that CRR’s time of use period in which the CAISO begins operations under the MRTU Tariff, and will end at that CRR’s originally specified expiration. At this time the new term of the CRRs begins as of October 1, 2008.  If MRTU operations do not begin as of October 1, 2008, the CAISO will further reduce the terms of the released CRRs as appropriate consistent with the conditionally accepted tariff provisions.  
In addition to reducing the terms of the CRRs, consistent with Section 44.2 of the CAISO Tariff as conditionally accepted on March 31, 2008, for CRRs released in the CRR Auction for 2008 whose term is reduced as described above and in Section 44.1 of the Tariff, the CAISO calculated an adjustment to the CRR Auction Settlement by taking the net CRR Auction Settlement amounts for Summer and Fall seasons for each CRR Holder. 
Section 44.2 of the Tariff specifies that the CAISO “calculate an adjustment to the CRR Auction Settlement by: 1) dividing the number of hours (on-peak or off-peak) that the term of the CRR was reduced by the number of hours (on-peak or off-peak) in the original term, and then 2) multiplying this ratio by the original CRR Auction Settlement amount for the CRR.” As the CAISO had determined that MRTU would not be in effect for the first two full seasons between April 1st and September 30th 2008, it was determined by inspection that the pro-ration amounts would be equivalent to the entire original settlement amounts for these two seasons as all hours in each respective season were being unwound. 
The CAISO then determined that to the extent that an adjustment to a CRR Auction Settlement is a positive amount, such amount will represent a payment due from the CAISO to the entity that received the CRR in the annual CRR Auction for 2008.  To the extent that an adjustment to a CRR Auction Settlement is a negative amount, such adjustment will represent a charge due to the CAISO from the entity who received the CRR in the CRR Auction for 2008.  
B.
Interest Rate Calculation

One business day following the payment due date of the 2008 Annual CRR Auction (1/7/2008), the net proceeds of the auction were transferred into an interest bearing account.  This account accrues interest daily and pays monthly based on the 1 Day Yield as published by the financial institution where the funds are being held. Therefore, on any given day, the End-of-Day Balance plus the Month-to-Date Accrual less the initial deposit amount represents the total interest earned on the net proceeds of the auction.  The interest accruing period for this unwind process is the period from the interest accrual start date through the unwinding distribution date, inclusive, for all CRR Holders with holdings for the affected months.  
Since only six of the nine months of the awarded CRRs are being unwound, it was necessary to first determine what portion of the total interest earned to allocate among affected CRR Holders.  This was determined by dividing the net auction proceeds for the CRRs being unwound by the total net proceeds of the 2008 Annual CRR Auction, and multiplying the result by the total interest earned between the interest accrual start date and the unwinding distribution date (which is also the interest accrual end date).  The result of this calculation is the total amount of interest to allocate to the affected CRR Holders.  This amount was then allocated among the affected CRR Holders by prorating based on each CRR Holder’s net CRR auction payment for the months of April through September compared to the total net auction proceeds for the CRRs being unwound.  In this way, all affected CRR Holders (holders of net positive and net negative valued portfolios) will have the same effective interest rate applied and all funds in the monthly balancing account will net to zero as a result of the unwinding process.  The CRR Holder’s net CRR auction payment for an affected month (principal) plus the result of the prorated interest (interest) will show on the CRR Holder’s April invoice as a single positive (owed to CRR Holder) or negative (owed to CAISO) amount for that month. For each CRR Holder the aggregate net CRR auction adjustments for all affected months will be netted with each other and with other market obligations.   Any resulting amounts to be paid to the CRR Holder or owed to CAISO will be settled on the April payment due date (i.e., unwinding distribution date).
The period of time between the date CAISO Settlements requires the CRR unwinding information for invoicing and the unwinding distribution date represents a lag during which CAISO will not have daily yield information.  Therefore, it will be necessary for CAISO to approximate the value of the CRR account on the unwinding distribution date to achieve the results outlined above.  As a result, CAISO anticipates a minimal amount of interest that will need to be allocated according to the same methodology described above and distributed as a true-up during the May invoicing period.  Note that according to CAISO Tariff, if the true up amount is less than $10 and it is the only item on the invoice, no invoice will be issued. (See CAISO Tariff Section 11.6.2.1).
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� 	See California Indep. Sys. Operator Corp., 122 FERC 61, 296 (2008) which can be found at http://elibrary.ferc.gov/idmws/File_list.asp?document_id=13594595.


� 	See FERC Docket No. ER07-519-000.
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