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Docket Nos. ER02-922-000 -2-
and EL0O2-51-000

ORDER ACCEPTI NG | N PART AND REJECTI NG I N PART
TARI FF AMENDMVENT NO. 42 AND DI SM SSI NG COVPLAI NT

(I'ssued March 27, 2002)

On January 31, 2002, the California |Independent System
Qperator Corporation (Cal 1SO filed Anendrment No. 42 proposing
changes to its Qpen Access Transmission Tariff (OATT) relating to
participation in the 1SO markets by Eligible Intermttent
Resources, allocation of |1SO Settlenment Charge Type 487,
managenent of intra-zonal congestion, and the cal culation of the
target price for increnental and decrenental |nbal ance Energy
bids. As discussed below, we will accept in part and reject in
part Cal SO s Anendnent No. 42. On January 16, 2002, the
California Electricity Oversight Board (EOB) filed a Conplaint in
Docket No. EL02-51-000. As discussed below, we will dismss the
EOB conpl ai nt.

This order benefits custonmers by addressing a najor obstacle
to devel opnent of new wind and other intermttent generation.
Encour agi ng the devel opnent of intermttent generation wll
i ncrease diversity in the resource base, thereby inproving system
reliability as a whol e.

l. NOTI CES OF FI LI NGS AND PLEADI NGS
Amendnent No. 42

Notice of the Cal |SO Anendnent No. 42 was published in the
Federal Register, 67 Fed. Reg. 6,918 (2002) with coments,
i nterventions and protests due on February 21, 2002.

Tinely notions to intervene and reject, requests for
suspensi on, hearing, and nodifications, coments and protests
were filed by the Anerican Wnd Energy Association (AWEA),
California Departnent of Water Resources (DWR), California
El ectricity Oversight Board (EOB), California Public Uilities
Conmi ssion (CPUC), Center for Energy Efficiency and Renewabl e
Technol ogi es (CEERT), the Cities of Redding, Santa Clara, and
Palo Alto, California and the MS-R Public Power Agency
(CitiesIMS-R), the Gty and County of San Francisco (San
Franci sco), the City of Vernon, California (Vernon), Duke Energy
North America, LLC and Duke Energy Tradi ng and Marketing, LLC
(Duke), Dynegy Power Marketing, Inc., (Dynegy), FPL Energy, LLC
(FPL), Independent Energy Producers Association (1EP), Modesto
Irrigation District (MD), Mrant Anericas Energy Marketing, LP,
Mrant California, LLC, Mrant Delta, LLC, and Mrant Potrero,
LLC (Mrant), the Metropolitan Water District of Southern
California (MAD), Pacific Gas and El ectric Conpany (PGEE),
Power ex Corporation (Powerex), Reliant Energy Power GCeneration,
Inc. And Reliant Energy Services, Inc. (Reliant), Southern

Docket Nos. ER02-922-000 -3-
and EL0O2-51-000
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Cal i forni a Edi son Conpany (SoCal Ed), Sacranento Muni ci pal
Uility District (SMJD), Transni ssion Agency of Northern
California (TANC), Turlock Irrigation District (Turlock),
Wl lians Energy Marketing & Trading Conpany (WIIlians), and
West ern Power Tradi ng Forum (\WPTF).

Duke Energy, Dynegy, IEP, Mrant, Reliant, and WIIlians
filed a joint notion for a technical conference. Additionally,
Dynegy filed an untinely protest and notion to reject the Cal
| SOs Arendrment No. 42. The Cal 1SO filed an answer on March 8,
2002. The DWR fil ed suppl emental conments on March 12, 2002.

EOB Conpl ai nt

Notice of the EOB' s conplaint was published in the Federal
Regi ster, 67 Fed. Reg. 3,486 (2002) with answers, conmments,
i nterventions and protests due on February 5, 2002. On January
30, 2002, the Conmi ssion issued a notice of extension of tine to
file until February 12, 2002.

The AES Corporation, Arizona Electric Power Cooperative,
Inc., Automated Power Exchange, Inc., Cal pine Corporation and
1
Geysers Power Conpany, LLC (collectively, Calpine), Edison,
2

Exel on Corporation, the Metropolitan Water District of Southern
3

California, Mrant, the Cty of Santa Clara, California, Reliant
4
Conpani es, Southern California Edi son Conpany, the Northern
Cal i forni a Power Agency (NCPA),
5
Dynegy, the City of Pasadena, California, the Transm ssion
Agency of Northern California, and Wl lians Energy Marketing &

1
Edi son includes Edison M ssion Energy, Edison M ssion
Mar keting & Trading, Inc. And Sunrise Power Conpany, LLC.
2
Exel on Corporation filed on behalf of its subsidiaries,
Exel on Generati on Conpany, LLC, Commonweal th Edi son Conpany and
PECO Ener gy Conpany.
3

M rant includes Mrant Anmericas Energy Marketing, LP,
Mrant California, LLC, Mrant Delta, LLC, and Mrant Potrero,
LLC
4
Rel i ant Conpani es includes Reliant Energy Services, Inc.,
Rel i ant Energy Coolwater, LLC, Reliant Energy Ellwod, LLC,
Rel i ant Energy Etiwanda, LLC, Reliant Energy Mandal ay, LLC, and
Rel i ant Energy Ornond Beach, LLC.
5
Dynegy includes Dynegy Power Marketing, Inc., El Segundo
Power, LLC, Long Beach Generation LLC, Cabrillo Power | LLC and
Cabrillo Power 11 LLC

Docket Nos. ER02-922-000 -4-
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and EL0O2-51-000

Tradi ng Conpany filed tinely answers, responses and conments to
the conpl aint.

The Public Service Conpany of New Mexico, the Turl ock
Irrigation District, Pacific Gas and Electric Conpany (PG&E), and
Constel | ati on Power Source, Inc. filed tinely notions to
i ntervene.

1. PROCEDURAL MATTERS

Pursuant to Rule 214 of the Conmission's Rules of Practice
and Procedure, the tinely notions to intervene, answers,
responses and comments in the dockets in which they intervened,
serve to nake those who filed a party to that proceeding.

Due to the early stage of the proceeding in Docket No. ER02-
922-000, its interest in the proceeding, and the |lack of undue
prejudi ce or delay, we find good cause to grant Dynegy's untinely
notion to intervene, as well as DWR' s untinely suppl enent al
conment s.

Rul e 213(a)(2) of the Conmission's Rules of Practice and
Procedure prohibits the filing of an answer to a protest or
answer unless pernitted by the decisional authority. We wll
accept the Cal 1SO s answer in Docket No. ER02-922-000 because it
will aid our decision in these proceedings.

I'11. AVENDMENT NO. 42

The Cal 1SO seeks an April 1, 2002 effective date for the
Anmendrment 42 nodifications to its OATT.

A Intermttent Resource Proposa

Backgr ound

The special operating characteristics of intermttent energy
resources can act as a barrier to those resources participating
in the Cal |1SO energy market. Wnd generators and ot her
intermttent resources generally are unable to adjust their
generation output to | SO Dispatch instruction. In addition
avai l abl e" Energy fromintermttent resources is difficult to
forecast accurately for nore than one or two hours into the
future due to the significant variability of the fuel source
e.g, wind, sunlight. The Cal I1SO presents its intermttent
resource proposal as a solution to these barriers.

as-

The proposal requires eligible internmttent resources to
execute the 1SO s Participating Generator Agreenent, install an
| SO approved neter, and install an | SO approved Data Processing
Gateway to permit the real-tinme telenetry of operation and

Docket Nos. ER02-922-000 -5-
and EL0O2-51-000
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met eorol ogi cal date. In addition, Scheduling Coordinators for
participating intermttent resources nust subnit schedul es that
are consistent with an hourly energy forecast that is devel oped
under | SO supervision, and will be assessed a fee to defray the
| SO costs of the forecasting service.

Sunmary of Protests

Most interveners support the Cal 1SO s proposed nodification
for Intermttent Resources. The EOB supports the Intermttent
Resour ces Proposal, but recomends that uninstructed deviations
for intermttent resources should be treated the same way other
generating resources are treated when deviations are the result
of anything other than the Cal |1SO forecast errors. |EP strongly
supports the Intermttent Resource Proposal, but suggests that,
in the event there are "residual" uninstructed deviation costs
associated with Intermttent Resources generation, such costs be
al | ocated to Scheduling Coordinators with net negative
uni nstructed devi ations on the basis of total netered Demand.

O her interveners, including Mrant, MAD, SoCal Ed and TANC,
oppose certain aspects of the proposed nodification, such as the
proposal to exenpt participating Intermttent Resources from
charges for uninstructed devi ati ons except where there are
aggregat e negative uninstructed devi ati ons over a cal endar nonth.
Interveners note that other generating resources are charged for
such deviations on a ten-minute settlenent basis. Mrant
requests the Conmi ssion provide conparable treatnment to all other
generating resources whose output varies as a result of anbient
envi ronment al conditions.

Di scussion of Intermttent Resource Proposa

Most interveners support the Internittent Resource Proposal
but sone express concerns about the allocation of costs,
specifically the proposed nethodol ogy for settling Participating
Intermttent Resources' negative uninstructed deviations. Inits
Answer, the Cal |1SO argues that since intermttent resources have
special constraints that preclude operational control of the
units to prevent uninstructed deviations, that "it is patently
clear that a one-size-fits-all approach will not suffice" (Ca
| SO Answer at 7). The Cal |1SO explains that the settl enent
procedure is consistent with the settlenment of uninstructed
devi ations for any type of generating unit. "[T]he only
di fference between settlenment of uninstructed deviations for
Participating Intermttent Resources and those by other types of
generating units is the summation of such deviations across the
nmonth, to account for intermttent resources' |ack of operationa
certainty due to environnental conditions. The proposed design
i s neither designed nor expected to create any subsidy for
settlenent of Uninstructed |Inbal ance Energy by Participating

Docket Nos. ER02-922-000 -6-
and ELO02-51-000
6
Intermttent Resources.” (Cal |SO Answer at 9). The Conmi ssi on
agrees that nonthly netting of energy inbalances allows a | eve
playing field without subsidizing Internittent Resources.
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| EP rai ses the concern that the proposed tariff |anguage
addressing "residual" uninstructed deviation costs after the
monthly netting calculation nmay not properly allocate any
"residual" costs to scheduling coordinators with net negative
uni nstructed deviations on the basis of their total netered

demand (IEP at 4). It appears to the Conmm ssion that | EP may
7
have misread the tariff. Moreover, the overall benefit of
having intermttent resources able to schedule will outweigh any
8

resi dual costs, which are expected to be snall

SMUD is concerned that participating internmittent resources
shoul d be specifically required to take "best efforts" to avoid
devi ations, and the EOB raises concerns that internmttent
renewabl e resources nay seek to mani pul ate energy output by
wi t hhol di ng during peak | oad periods, or over-generating during
|l ow | oad periods. In its answer, Cal |SO states that failure of
a Participating Intermttent Resource to schedule in accordance
with the forecast results in the withdrawal of the risk
mtigation provided by the instant proposal. Cal |SO contends
that since these resources are, by their nature, non-

Di spatchabl e, the opportunity for nanipulating output is |imted.
Consequently, the Cal 1SO s proposal neither increases nor
decreases any existing incentive for such behavior. The Cal |SO

6
Moreover, in its Answer the Cal 1SO highlights the extra
costs intermttent resources will have to incur in order to
participate, and states that the proposal "is far froma 'free
ride' for intermttent resources." See Cal |SO Answer at 7
7
The tariff |anguage states that the residual bal ance
"shal |l be assigned to each Scheduling Coordinator in the sane
proportion that such Scheduling Coordi nator's aggregate Net
Negative Uninstructed Deviations in that nonth bears to the
aggregate Net Negative Uninstructed Deviations for all Scheduling
Coordinators in the Control Area in that nonth." See | SO proposed
tariff section 11.2.4.5.1.
8
According to the Cal I1SO and other stakehol ders who filed
comments in this proceedi ng, any such residual anbunts are
expected to be zero or close to zero. Moreover, the Cal |SO has
committed to continually work to inprove forecast accuracy to
ensure that the residual costs remain snall. Finally, in |ight
of the 1SOs commitnent to entertain i nprovenents to the system
we believe Scheduling Coordinators will have an adequate forumto
raise issues to the Cal 1SOif they believe the residual bal ance
is becoming a significant anmount.

Docket Nos. ER02-922-000 -7-
and EL0O2-51-000

mai ntains that there is no evidence of intermttent resources
currently seeking to mani pul ate output. As such, the Cal [|SO
believes it is sufficient to closely nonitor uninstructed
deviations and, if systematically undesirable behavior is
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observed, the Cal 1SOw |l consider nodifications to the proposed
treatnment of such resources (Cal |SO Answer at 8).

The Conmission finds Cal 1SO s argunent to be reasonabl e.
EOB' s concern is based on specul ati on of possible future abuses,
and it is premature for the Conmission to address such
possibilities. W expect the Cal 1SO and its market nonitor to
nmoni tor for wi thholding or overgeneration by intermttent
resources and propose corrective neasures to the Conmm ssion for
appr oval

Rel i ant and SoCal Ed request a review of the new scheduling
and settlenment procedures after a trial period, for exanple after
16 months. The Cal 1SO asserts in it Answer that it will be
nmoni toring the programfor costs and forecast accuracy, and has
pl edged to file an update and request additional nodifications as
appropriate. The Cal 1SO also has no objection to Reliant's
suggestion that the Cal |1SO provide a report to the Comm ssion
detailing the performance of the proposed program 16 nonths
after the Conmi ssion's adoption of the program (Cal |SO Answer at
9-10). The Conmm ssion will accept the Cal 1SO s proposal to file
a report after 16 nonths.

TANC states that while it supports the need to encourage
renewabl e resource devel opnent, it expresses "cautious concern"
that the proposal contains obvious discrimnatory provisions
which favor intermttent resources”" (TANC at 10). Simlarly,

M rant wants the proposal to be elinminated as "an unjust subsidy
for renewabl e resources" unless it is modified to include
Mrant's Delta thermal steamunits (Mrant at 17). The

Conmi ssion notes that the proposed all owances for the unique
operating characteristics of intermttent resources (such as w nd
and sol ar energy) are not dissinmlar fromthe accomobdations
currently built into the Cal 1SO Tariff Dispatch Protocols to
reflect the ranping requirenents of thernmal units. The proposa
presented here seeks to bal ance general principles of charges
based on cost-causation with the public's interest in

encour agenent of diverse sources of power, and the Conm ssion
finds the proposal to be reasonable.

Regarding Mrant's request to alter the proposal to allow
its Delta units to participate, the Comm ssion believes that
Mrant's request is outside the scope of this proceeding. The
i ssue before the Cormission in the instant filing is the Ca
I SO s request for approval of its intermittent resource proposal
and not issues of eligibility of specific units. However, we
note that the Cal 1SO has stated in its Answer that if another

Docket Nos. ER02-922-000 -8-
and EL0O2-51-000

generating unit can show it is simlarly operationally-
constrai ned by anbi ent environnental conditions, then the | SO
woul d carefully consider appropriate accommodati ons for any such
units as well.

SoCal Ed requests that the Conmission direct the Cal 1SOto
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remove the exclusion of PURPA or non-PGA intermittent resources
fromspecial settlenent treatnent of uninstructed energy. SoCa
Ed argues that Amendnment No. 42 should apply to all renewable
resources, on a non-discrimnatory basis, including PURPA non- PGA
generators and solar thernal technol ogy, even if such sol ar
technol ogy uses sonme anount of natural gas (SoCal Ed at 5). The
Cal I1SOresponds inits Answer that any Eligible Intermttent
Resource, "regardl ess of when built or first on-line, is eligible
to be a Participating Internittent Resource, so long as it neets
appl i cabl e requirenents, including anong other things, that such
a resource not be under an Existing Contract or other form of
pre-exi sting power purchase agreenent." (Answer at 9).

The Conmi ssion finds that the Cal |1SO has not indicated why
this proposal should not be expanded to internittent resources
with existing contracts. Therefore, while we will accept the
Intermttent Resource Proposal, we will direct the Cal 1SOto
file, within 15 days of the date of this order, either 1) a
tariff filing to expand the programto include intermttent
resources with existing contracts, or 2) an explanation as to why
these parties should not be included in the program

Lastly, SMJUD argues that the Cal |SO should include the
techni cal standards for Participating Intermttent Resources in
its tariff, rather than posting the standards on its honme page.
The Conmi ssion agrees. Technical standards represent the
eligibility requirenents for participation in this program As

9

such, they should be included in the tariff.

The Conmi ssion comends the Cal SO s efforts to facilitate
entry of intermttent resources, and to develop the Intermttent
Resource Proposal through extensive coll aborative di scussions
between the Cal 1SO regulators, utilities, and other narket
participants. Wth this proposal, the Cal SO provides a fair
and effective neans of accommodating the scheduling needs of
intermttent generation, while avoiding inposing additional costs
on ot her nmarket participants.

B. Charge Type 487 Allocation Methodol ogy Modification

9
However, to encourage participation in this program and
to provide information about the program we believe it would be
hel pful if the Cal |1SO would al so post these standards on its
website.

Docket Nos. ER02-922-000 -9-
and EL0O2-51-000

Backgr ound

The Cal 1SO proposes changes to the allocation of |SO
Settl enment Charge Type 487 (CT487), which represents the
10
"All ocation of Excess Costs for Instructed Energy". Accor di ng
to the Cal 1SO under the current mtigation neasures, bids above
the mtigated price, when Dispatched, are paid as bid, with the

http://cips.ferc.gov/Q/CIPSELECTRIC/ER/ER02-922.00A. TXT 3/29/02
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bi dder receiving two paynents: a CT401 paynent based on the
Market Clearing Price (MCP) and a CT487 paynent that nakes up the
di fference between the MCP and the bid price. The Cal |SO

expl ains that the CT487 paynents (i.e., "Above MCP Paynents") are
al | ocated to Schedul i ng Coordi nators havi ng negative Uninstructed
Energy during the sanme trading interval (i.e., negative

devi ations). Above MCP Paynents are subject to refund if the
correspondi ng bids are determ ned by the Conm ssion to be unjust
or unreasonable. (See Cal ISOfiling at 4-5.)

In the instant filing, the Cal |1SO asserts that the proposed
changes will account for the reality that the anount of
I nstructed Energy can sonetines exceed the anpbunt of negative

11

devi ati ons. According to the Cal 1SO, such over-procurenent of
I nstructed Energy can occur for a nunber of reasons, including
(1) when positive Instructed Energy is needed to bal ance
Unaccounted for Energy (UFE) in the System (2) when positive
Instructed Energy is part of a pre-dispatch of 1SO Control Area
interties, that cannot be altered during the follow ng operating
hour, or (3) when positive Instructed Energy is needed to bal ance
other decrenental instructions that nmay have been pre-di spatched.
The Cal 1SO proposes to allocate to Negative Instructed
Deviations a nodified rate equal to the total Above MCP Paynents
di vided by the greater of the total negative deviation in the
System or the anpbunt of positive Instructed Energy procured above

10
According to the Cal I1SO filing: "lnbal ance Energy" is

the difference between the Metered Quantity and the Energy that
corresponds to the final Hour-Ahead Schedule. "Instructed
I nbal ance Energy" is the portion of Inbalance Energy that is
produced or consuned due to Dispatch instructions. The renaining
| mbal ance Energy constitutes "Uninstructed | nbal ance Energy."
See Cal |1SO proposed tariff sheets at Section 11.2.4.

11

According to the Cal 1SOs filing, under idea
operational conditions, the |ISO would procure just enough
Instructed Energy to balance the real tinme Energy requirenents of
the 1SO Control Area. Under such optimal conditions, the Cal |SO
states that Market Participants causing negative deviations woul d
pay for all of the resulting Above MCP Paynents. However, the
Cal 1SO asserts that in reality the anmount of Instructed Energy
can sonetinmes exceed the anount of negative deviations. See Ca
ISO filing at 5.

Docket Nos. ER02-922-000 -10-
and EL0O2-51-000

the MCP. The Cal 1SO states that the nodified rate will achieve
the following: (1) Wen the anpbunt of Instructed Energy procured
with a cost conponent above the MCP is |less than or equal to the
anount of negative deviation, the nodified rate is the sane as
the existing rate and the entire Above MCP Paynents are all ocated
to the Scheduling Coordinators with negative deviations; and (2)
When the anmount of Instructed Energy procured with a cost
conponent above the MCP is greater than the anobunt of negative
devi ation, each Scheduling Coordi nator with negative deviations
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will be assigned one MW of weighted average above MCP costs for
each MM of negative deviation

Sunmary of Protests

Several intervenors express strong support for the proposed
changes in CT487 allocations. |EP states the changes are
"consistent with notions of cost causation" (IEP at 4) and M rant
states the changes are reasonable and "will properly align the

benefits, i.e., energy reserves, and the burdens, i.e., reserve
procurenent costs, of the 1SO s procurenent actions (Mrant at
18).

Cities/MS-R and SoCal Ed argue that the proposed
nodi fication msallocates procurenent costs to participants that
did not create the need for those costs. The EOB all eges that
the nodification will encourage participants to w thhold energy
and force the Cal 1SO to accept higher priced bids. Duke seeks a
clarification fromthe Cal I1SO that the 487 charges wll be
cal cul ated in accordance with Conmi ssion directives in other Ca
| SO conpliance filings.

Di scussi on of Charge Type 487 All ocation Methodol ogy
Modi fi cation

TANC, Cities/MS-R Vernon and SoCal Ed all raise concerns
that the proposed change in allocation of CT487 viol ates the
cost-causation principle. In its Answer, the |ISO responds that
the Cal 1SO s procurenent of such energy benefits the entire Ca
| SO Controlled Gid by balancing supply and demand, thus
enhancing reliability for all entities using the grid. The
Conmi ssion agrees that this proposal is fully in accordance with

12
cost-causation principles.

12

See e.g., San Diego Gas & Electric Conpany, 97 FERC
0 61,293 at 62,370 (2001) where the Conmmi ssion found: "W agree
with the 1SOthat total gross |load is the nost appropriate nethod
to assess these costs. As we stated in our Decenber 15 Order,
the 1 SO provi des inbal ance service needed for transm ssion
service. Additionally, on July 25, 2001, the Conm ssion issued

(continued...)

Docket Nos. ER02-922-000 -11-
and EL0O2-51-000

Along a simlar vein, Vernon objects to the nethodol ogy for
spreading the costs for one of the conponents of the CT487
Unaccounted for Energy (UFE). Vernon argues that "any | oad
served by generation resources |ocated behind the city gate of an
| SO custoner necessarily receives none of the high priced energy
acquired by the 1SOto nmake up for this unaccounted for or
"m ssing' energy... Such load is served by energy that never
| eaves the city gate to becone unaccounted for" (Vernon at 4).
Vernon therefore argues that the cost of UFE should be allocated
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on the basis of a custoner's net load, not its gross |oad. For
the reasons cited above, the Commission rejects Vernon's
argunent s.

TANC, Cities/ MS-R and Vernon al so protest proposed
13

Section 11.2.4.2.2 "Allocation of Above- MCP Costs" because t hey
are concerned that the proposed arrangenent woul d encourage

gam ng and ot herwi se provide inproper incentives with respect to
scheduling. Simlarly, the EOB, while giving its support for the
proposed changes to allocation of CT487, expresses concern that
the proposal "nmay encourage resources to w thhold energy and
thereby force the Cal 1SO to accept higher-priced bids" (EOB, 5).
Inits Answer the Cal |1SO notes that the Comm ssion's nust-offer
obligation prevents resources from wi thhol di ng Energy.

We agree with the Cal 1SO that under current operating
requirenents, the nust-offer obligation prevents entities from

engagi ng in wthhol ding strategies. The Conmi ssion al so notes

12
(...continued)
an order which stated that | SO narket purchases are nade in order
to procure the resources necessary to reliably operate the grid.
We have previously found that the use of gross load is the
appropriate billing unit for the 1SO s open access transm ssion
access charge. Accordingly, the use of gross load as the basis
for the assessnent of emi ssions and start-up fuel costs is
appropriate in that all users of the transmission grid will be
assigned these costs consistent with the 1SO s narkets performng
areliability function.” (Footnotes omtted.)
13

This section reads: "The Scheduling Coordinator shall be
exenpt fromthe allocation of above-MCP costs in a BEEP interva
i f the Scheduling Coordinator has sufficient increnental Energy
bids from physically avail able resources in the |Inbal ance Energy
mar ket to cover the net negative Uninstructed Deviation in the
given interval of a resource and the prices of these Energy bids
do not exceed the applicable NECPL."

14

Wth regard to any concern about the elinmination of the

protection provided by the nust-offer requirenent, which is
(continued...)

Docket Nos. ER02-922-000 -12-
and EL0O2-51-000

that if entities engage in such behavior, appropriate conpliance
and enforcenent neasures are available. See, San Diego Gas &

El ectric Conpany v. Sellers of Energy and Ancillary Services Into
Mar kets Operated by the California | ndependent System Operator
and the California Power Exchange, 95 FERC 0O 61, 418, at 62,551-54
(2001).

Duke says it has no objection to the proposed allocation of

CT487, but does object to the Cal 1SO s characterization of how
it calculates the market clearing price (MCP) to arrive at CT487
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costs. Duke asserts that the Cal |1SO Transnittal Letter is
confusing and "seens to indicate ... that the Cal |SO appears to
i gnore the Commission's clear directive to calculate the MCP
using the proxy price of the marginal unit" (Duke at 5). Duke
asserts that the Cal 1SO should clarify that it is calculating
CT487 charges in accordance with the Conmmi ssion's Decenber 19
Conpliance Filings Order rejecting the "lesser of bid or proxy

15
price" approach to the Allocation of Settlenent CT487 prices.
The Cal ISOinits Answer clarifies that it is calculating CT487
charges in accordance with the Conmi ssion's directives.

C. I ntra-zonal Congestion Managenent Mbdifications
Backgr ound

The Cal 1SO proposes to nodify its intra-zonal congestion
managenent nodel. Specifically, the Cal |1SO seeks Commi ssion
authority to limt generators' schedules in the forward narket
when it determnes that congestion will occur. Under the
nodi fi ed procedures, the Cal 1SOw Il determ ne aggregate intra-
zonal transfer linmts two days before the operating day and
all ocate these linits to generators operating in the area based
on the generators' operating capability and costs. |f generators
do not subnmit schedules that adhere to the linmits, the Cal |SO
wi Il adjust the generators' schedules with no conpensation for
the adjustnent. The Cal |1SO al so seeks Conmmi ssion authority to
cap bids when | ocal congestion occurs.

14
(...continued)
schedul ed to term nate on Septenber 30, 2002, the Conmmi ssion
notes that the CT487 charges, their allocation, and any
nodi fi cations of the nust-offer requirement will be addressed as
part of the Cal 1SO s conprehensive narket redesign, due May 1,
2002. See infra note 16
15

See San Diego Gas & Electric Conpany v. Sellers of Energy
and Ancillary Services into Markets Qperated by the California
I ndependent System Operator and the California Power Exchange, 97
FERC O 61, 293 at 62, 364 (2001).

Docket Nos. ER02-922-000 -13-
and EL0O2-51-000

Sunmary of Protests

A nunber of interveners oppose the nodification pointing out
that the Cal 1SO has been directed to file a conprehensive
congesti on managenent proposal in another Conm ssion proceedi ng.
They also argue that this nodification is pieceneal and
premature; that it is the wong renmedy for a discrete problem
and that it fails to account for network | cops which conplicate
anal yzi ng the power flow across interfaces and nmake sone
generators nore effective than others in elininating congestion
They argue further that the Cal 1SO s allegations of gam ng as
justification for the nodification are unsupported and

http://cips.ferc.gov/Q/CIPSELECTRIC/ER/ER02-922.00A. TXT 3/29/02



Page 13 of 18

exagger at ed.

Interveners also argue that the proposed tariff revisions
associated with this nodification are unjust and unreasonabl e
because the nodification disregards narket solutions, provides
di sproportionate inpacts to market participants, and inhibits
forward contracting. Interveners also argue that the Cal |SO has
not provided sufficient detail as to how the intra-zona
congesti on managenent proposal woul d worKk.

Di scussion of Intra-zonal Congestion Managenent
Modi fi cati ons

Protestors argue that this is a pieceneal and premature
approach to intra-zonal congestion nmanagenent that should be
addressed in the conprehensi ve congestion managenent proposal due
to the Conmmi ssion by May 1, 2002. Moreover, interveners
hi ghli ght nmany questions that renmai n unanswered as to how t he
proposal woul d be inpl enented, and assert that the Cal 1SO s
procedures are substantially inconplete. Protesters assert that
the Cal 1SOs filing fails to nmeet the m ni nrum standard of
18 CF.R Part 35 which requires that filings to change tariff
provi sions be supported by sufficient explanation

The Conmi ssion agrees and restates here,"while the |1 SO has
identified a serious problemin inplenenting its intra-zona
congesti on managenent nechani sm we are not convinced that this
is the appropriate renmedy.... and calls out for the design of a
conpr ehensi ve repl acenent congestion managenent approach ... a
pi eceneal repair to a faulty systemis not an adequate response”
and noreover, "this redesign should be pursued with input from
al | stakehol der groups" California Independent System Operator
Corp., 90 FERC O 61, 006 at 61,014 (2000).

As the Cal I1SO admits in its Answer, a longer term
conprehensive design is to "be filed in the next several nonths"
(Cal 1SO Answer at 15). The Conmission therefore will reject
this portion of Tariff Anmendnent No. 42. The Conmi ssion does not
bel i eve anot her pi eceneal approach presented in isolation from

Docket Nos. ER02-922-000 -14-
and EL0O2-51-000

other respects of the California narket design, is just and
reasonable. The Cal |1SO needs to address this issue in
conjunction with other nmarket design problens, and should do so
in the inpending May 1, 2002, filing of Cal 1SO s conprehensive
16

mar ket redesi gn proposal
D. Target Price Methodol ogy Modifications

Backgr ound

The Cal 1SO proposes to nodify the Target Price nethodol ogy
for calculating the Uninstructed Deviation Penalty in its OATT to

provi de market participants flexibility in their Dispatch
Qperating Point along with operational flexibility for generating
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resources. According to the Cal 1SO, the proposed nodification
will allow generators flexibility to deviate fromtheir D spatch
Operating Point by a certain anpbunt wi thout incurring penalties,
and al |l ow Met ered Sub-System and sel f-serving Load Market
Participants the ability to load-follow, with penalties only
applied to the net |SO expected energy deliveries. Under the
proposed nodification certain entities such as intermttent
resources and units providing regulation will be exenpt fromthe
penal ty.

Sunmary of Protests

I nterveners opposing this nodification argue that the
nodi fication is premature and that the Cal 1SO should first file
a conprehensive market redesign proposal. Interveners also raise
specific concerns with the proposed tol erance band arguing that
it is inflexible and discrimnatory, a prohibited penalty, too
narrow, and discrininatory against in-state thernmal generators.

Interveners argue that the proposed nodification needs
clarification, and suggest that, if the Comi ssion accepts the
proposed nodification that, the Conm ssion should require the Ca
I SO to conpensate generators for positive uninstructed deviations
outside of the tolerance band at prices that decrease at a
reasonabl e rate as the | evel of overgeneration increases and to
i npose a surcharge on energy needed to conpensate for negative
uni nstructed deviations. Oher nodifications proposed by
i nterveners include giving Scheduling Coordinators flexibility to
substitute units within a portfolio to stay within the tol erance
band, providing for 5 percent deviations instead of 3 percent
devi ations, and allowing the tolerance band to be applied to a
singl e bus aggregation as the sumof the individual unit's
maxi mum operating level. Intervenors also protest proposed

16
See San Diego Gas & Electric Conpany, et al., 97 FERC
0 61, 275 (2001).

Docket Nos. ER02-922-000 -15-
and EL0O2-51-000

Section 11.2.4.1.2, "Penalties for Uninstructed |nbal ance Energy"
because it would give the Cal 1SO authority to nodify the val ue
or nmethod of calculation of the tolerance band w thout neking a
filing before the Conmi ssion

Di scussi on of Target Price Methodol ogy Mdifications

Interveners argue that this nodification is premature and
that the Cal 1SO should first file its conprehensive narket
redesi gn proposal. Intervenors again raise concerns about the
| ack of sufficient procedural detail in the filing as to
i mpl ementation of this proposal, and contend that the proposed
penal ti es are unreasonabl e and prohi bited.

Simlarly to the intra-zonal congestion managenent proposal

we find the target price nethodol ogy nodifications and penalty
for uninstructed deviation as presented | ack sufficient detai
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and are premature, and direct the Cal 1SO to address these issues
in the inpending May 1, 2002 filing of its conprehensive narket
r edesi gn proposal

E. Rel ated Matters
1. M scel | aneous Mbodi ficati ons

As pointed out by several interveners, the Cal |SO nakes a
nunber of nodifications to its OATT that are not specifically
identified inits transmttal letter or supported with any
evi dence, including but not Iinted to nodifications to Real-Tine
Di spatch in Sections 2.5.22.2(c) and 2.5.22.6, Pricing |Inbal ance
Energy in Section 2.5.23, Hourly Ex Post Prices in Section
2.5.23.2.2, Dispatch Instructions in Sections 2.5.22.11 and
11.2.4, Penalties for Failure to Pass Tests in Section 2.5.26.4,
Resci ssion of Paynents Wen Di spatch Instruction I's Not Foll owed
in Section 2.5.26.3, Tenporary Exenption From Resci ssion of
Energy Paynents for Participating Load in Section 2.5.26.6, and
Regul ation in Section 2.5.27.1

The Conmi ssion notes that the tariff sheets submitted by Ca
I SO contain a nunber of changes that are not expl ained or noted
inthe Cal I1SOs transmittal letter. W renmind the Cal |1SOthat
any and all proposed tariff nodifications filed with the
Conmi ssi on nust be acconpani ed by appropriate explanation and

Docket Nos. ER02-922-000 - 16-
and EL0O2-51-000

support pursuant to Section 35.13 of the Conmission's
1
regul ati ons.
2. Request for a Techni cal Conference

Several interveners requested the Conmi ssion to sponsor a
techni cal conference to review and di scuss the nodifications
proposed in Arendnent No. 42 and to facilitate ongoi ng market
redesign efforts in California. They argue that Conmm ssion
participation will pronote conmunication and ensure stakehol der
review and consideration of the Cal 1SO s market proposals. In
its Answer, the Cal |SO agrees that the Conmi ssion shoul d sponsor
a technical conference on narket design issues, but argues that
Conmi ssi on approval of Anendnent No. 42 should not be del ayed by
such conf erences.

In light of our rejection of those portions of Tariff
Amendrment No. 42 that relate to narket design, it is unnecessary
to address intervenors request for a technical conference on
these issues in this proceeding.
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V. THE EOB COWPLAI NT
Backgr ound

On January 16, 2002, the EOB filed a conplaint requesting
the Conmission to issue an order prohibiting what it perceives to

be anti-conpetitive decrenental energy bids. The EOB al so
requested the Conmission to expand the "nust-offer"” obligation to
include a requirenent that suppliers with a Participating
Generator Agreenent and scheduled to run submt decrenental bids
based on avoi ded cost nethodology. 1In the alternative, the ECB
requests the Conmission to establish a hearing to resolve these

i ssues and set the earliest allowable refund effective date.

17
18 CFR Part 35.

18

The EOB filed an errata revising Exhibit A of the conplaint on
January 17, 2002. The EOB contends that no new notice for

th

comrent to the conplaint is triggered by the January 17 errata
filing because the errata is being filed "sinultaneously" wth
the conplaint and the parties served with the conplaint will not
be prejudiced by the one-day delay. The EOB filed a second
errata on January 22, 2002, correcting the certificate of service
and page 8 of the conplaint to correct certain data on that page

Docket Nos. ER02-922-000 -17-
and EL0O2-51-000

The EOB argues that negative decrenental energy bids result
in unjust and unreasonable rates in the Cal 1SO energy market.
The EOB contends that such bids |ack econom c justification and
create windfall profits for generators. The EOB points out that
the Conmission's current market nitigation strategy for
California' s whol esale electric rates includes, anbng ot her
things, a "nust-offer"” obligation that requires generators to
submit increnental energy (avail able capacity) bids into the Ca
SO s real-tine inbal ance energy market, and a price cap on rea
tinme energy sales. According to the EOB, generators are
exercising market power in the decrenental energy narket by
submitting allegedly anti-conpetitive decrenental bids in spite
of the Conmi ssion's narket mitigation plan. The EOB al |l eges that
generators are taking advantage of California's market structures
and infrastructure constraints such as a | ack of procedures to
address intra-zonal congestion in the forward narket.

The EOB therefore requests the Conmission to issue a cease
and desi st order prohibiting anti-conpetitive negative
decrenental bids in the Cal 1SOs real time decrenental energy
mar ket. The EOB al so requests the Conmi ssion to inpose a
symretrical nust-offer requirenent directing generators with
resources scheduled in the Cal 1SO s day-ahead or hour-ahead
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mar kets to submit unit-specific, cost-based proxy decrenental
energy bids in volunes equivalent to the difference between the
schedul ed generation and the units' mininumload capacity. In
the alternative, the EOB requests the Conmission to set these

i ssues for hearing, and set a refund effective date sixty days
fromthe filing of the conplaint.

Sunmary of Protests

In their answers, interveners argue that the EOB' s conpl ai nt
| acks nerit and should be dismissed. |Interveners argue that the
complaint is procedurally defective pointing out that the group
of respondents identified in the conplaint is overly broad.

O her interveners argue that they should not be included in the
class of respondents identified in the Board's conplaint.
Several interveners contend that the conplaint does not provide
any specific allegations for the respondents to answer. Most
intervenors note that the conplaint is nooted by the Cal 1SO s
Amendnment No. 42 in Docket No. ER02-922-000. According to
interveners, the issues raised in the EOB' s conplaint should be
addressed in the Anmendnent No. 42 proceeding. Interveners also
argue that the conplaint is a collateral attack on the

Commi ssion's "nmust offer"” orders in Docket No. ELOO-95-000, et
al .

Di scussi on of EOB Conpl ai nt

Docket Nos. ER02-922-000 -18-
and EL0O2-51-000

The Conmission will dismss the EOB conplaint at this tinme
without prejudice. 1In its conplaint, EOB requested the
Conmi ssion to issue an order prohibiting "anti-conpetitive"
decrenental energy bids. The EOB al so requested the Commi ssion
to inpose a symmetrical nust-offer requirenent for decrenental
bids. These proposed renedies are directly related to market
design issues under review by the Cal 1SO as part of its revised
mar ket design proposal which is to be filed by May 1, 2002. W
believe it is premature and a potential waste of resources at
this tinme to engage in pieceneal adjusting the current market
design when a revised design is inmnent. Furthernore, we expect
the Cal 1SO to address EOB's concerns in the revised narket
design. The EOB nay file comrents raising its concerns once the
Cal 1SO s revised narket design proposal is filed.

The Conmi ssion orders:

(A The Conmi ssion accepts the nodifications proposed for
eligible Intermttent Resources, as discussed in this order, to
becone effective on April 1, 2002

(B) The Cal ISOis directed to provide a report to the
Conmi ssion detailing the perfornmance of, and costs associ ated
with, the proposed program 16 nonths after the Commi ssion's
adoption of the program

(O The Conmi ssion accepts the nodification proposed for
al | ocati on of Charge Type 487, excess costs for instructed
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energy, as discussed in this order, to becone effective on Apri
1, 2002.

(D) The Conmi ssion rejects the nodifications proposed for
i ntra-zonal congestion nanagenent, the target price for
i ncrenental and decrenmental bids, and the penalty for
uni nstructed devi ations, as discussed in this order.

(E) The Conmi ssion hereby rejects any nodifications not
related to the two proposals we have accepted in ordering
par agraphs (A) and (C) above.

(F) Wthin 15 days of the issuance of this order, the Ca
ISOis directed to nmake a conpliance filing that elimnates those
tariff changes that have been rejected as discussed in ordering
par agr aph (E)

(9 Wthing 15 days of the issuance of this order, the Ca
ISOis directed to make either (1) a tariff filing to expand the
programto include internmittent resources with existing
contracts, or (2) an explanation as to why these parties should
not be included in the program

Docket Nos. ER02-922-000 -19-
and EL0O2-51-000

(H Wthin 15 days of the issuance of this order, the Ca
ISOis directed to nmake a conpliance filing that incorporates the
techni cal standards for Participating Intermttent Resources into
its tariff.

(n The Conmi ssion denies the request for a technica
conference.

(J) The Conmi ssion dismsses EOB's conpl aint.

By the Conmi ssi on.

( SEAL)

Li nnood A. Watson, Jr.
Deputy Secretary.
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