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The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, NE

Washington, DC 20426

Re: California Independent System Operator Corporation
Docket No. ER19- -000

Tariff Amendment to Improve the Reliability Must Run
Framework

Dear Secretary Bose:

The California Independent System Operator Corporation (CAISO)
submits this tariff amendment to implement numerous revisions to improve its
Reliability Must Run (RMR) program and further differentiate it from the capacity
procurement mechanism (CPM) backstop procurement framework.? The
CAISO will continue to use CPM procurement to backstop for Resource
Adequacy (RA) showing deficiencies, Significant Events, and Exceptional
Dispatches. The CAISO will use RMR procurement to address resource
retirement and mothball notifications and retain resources it needs for reliability.
All retirement-related procurement authority, including what currently is called
risk of retirement CPM, prospectively will be addressed solely through the
revised RMR tariff. The proposed tariff revisions will also “modernize” the 20-
year-old RMR contract and related tariff provisions to better align them with the
CAISO'’s current operating framework and needs. The revised backstop
procurement framework will enhance the CAISO’s ability to maintain grid
reliability and resilience, while allowing for the orderly retirement and
mothballing of resources.

For Commission action on this filing, the CAISO discusses in Section IV
which elements of the filing it believes are standalone and are severable from
other elements, and which elements are interrelated.

The CAISO respectfully requests that the Commission issue an order by
July 19, 2019 accepting the proposed tariff revisions effective July 22, 2019.

1 The CAISO submits this filing under Section 205 of the Federal Power Act, 16 U.S.C. §
824d, Part 35 of the Commission’s Regulations, 18 C.F.R. § 35, et seq., and rules 207 and 602
of the Commission’s Rules of Practice and Procedure, 18 C.F.R. 8§ 385.207 and 385.602. The
capitalized terms not otherwise defined have the meanings as specified in the CAISO tariff.
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EXECUTIVE SUMMARY

This tariff amendment filing is the culmination of an extensive effort by the
CAISO to review and consider certain improvements to its RMR and risk of
retirement CPM backstop procurement mechanisms. The CAISO initiated this
process based on its experience in 2017 implementing three new RMR agreements
and two annual CPM designations and to address issues identified by the CAISO
and stakeholders associated with such backstop procurement. The Commission’s
April 12, 2018 order rejecting the CAISO'’s tariff amendment to make incremental
changes to its risk of retirement CPM tariff provisions? informed the CAISO'’s efforts
to develop a holistic package of RMR and risk of retirement CPM reforms.

Three important drivers for the proposed tariff amendments are: (1) the
existing RMR construct and pro forma RMR Contract date to CAISO start-up and
must be “modernized” to align with current (and expected) operations and needs;
(2) stakeholders sought greater distinction regarding when the CAISO will use RMR
and when it will use CPM; and (3) a more effective and orderly approach to address
resource retirements and the potential need for backstop procurement is needed in
an era where conventional resources are facing financial pressure due to an influx
of resources with low marginal costs. Regarding the first driver, the RMR tariff
provisions are approximately 20 years old. The current RMR construct and RMR
Contract were developed before the resource adequacy (RA) program, the must
offer obligation, CPM, implementation of the CAISO’s current market design based
on locational marginal pricing (also called the Market Redesign and Technology
Upgrade (MRTU)), California’s renewable portfolio standards (RPS), and the
CAISO'’s need for flexible capacity. The time has come to update RMR to align it
with the current operating paradigm and ensure critical resources are available to
meet the CAISO’s changing operational needs.

Regarding the second driver, when the CAISO was making RMR and CPM
designations in 2017, some stakeholders argued to the CAISO Governing Board
that greater clarity was needed regarding the circumstances when the CAISO will
use RMR and when it will use CPM. These stakeholders also objected to certain
provisions of the pro forma RMR contract that hardwired a rate of return that was
20-years old and may not reflect current market conditions. Stakeholders also
expressed concerns that the existing RMR construct did not provide ratepayers the
full benefit of what they were paying for, namely the full cost of service (e.g., RMR
units did not have a must offer obligation (MOO).

Regarding the third driver, the risk of retirement of generation needed for
reliability has been, and remains, a significant concern to the CAISO. Having the
tools to maintain reliability in the face of changing system conditions is essential to

2 Cal. Indep. Sys. Operator Corp., 163 FERC 1 61,023 (2018) (ROR CPM Order).
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the CAISO’s core responsibilities. The number of resources interconnecting to the
CAISO controlled grid has increased dramatically and is expected to grow further,
largely due to adding resources to meet California’s RPS requirements and clean
energy goals. At the same time, market prices and the revenues available to cover
the costs of existing conventional resources have decreased, a trend the CAISO
expects to continue. These developments, and the risks they present, have been
well-documented by the CAISO and other entities in the region. Under these
circumstances, it is important that the CAISO’s retirement and backstop
procurement provisions be effective and efficient to ensure that resources the
CAISO needs to maintain system reliability and integrate renewable energy
resources remain operational and that retirement requests are processed in a
timely, orderly, and efficient manner that recognizes the significant business and
financial decisions resource owners must make in deciding whether to retire or
continue operating.

The stakeholder process for this tariff amendment was at times contentious,
and the comments submitted in response to this filing likely will reflect those types
of diverse views. However, the CAISO developed the proposed tariff revisions with
the range of the differing stakeholder positions and the needs of the CAISO as
system operator, in mind, and the CAISO made changes to its proposal based on
stakeholder feedback where appropriate and consistent with the CAISQO’s reliability
needs. The tariff revisions constitute a set of just and reasonable changes that
balance these various considerations, while producing a more effective, efficient,
and fair backstop procurement framework for retiring and mothballing resources.

The CAISO is retaining both its RMR and CPM procurement mechanisms.
The revised tariff sheets set forth clear rules for when the CAISO will use RMR and
when it will use CPM to procure backstop capacity. The CAISO will continue to use
CPM to backstop the Resource Adequacy (RA) program (i.e., address deficiencies
in annual and monthly RA showings) and for Significant Events and Exceptional
Dispatches. The CAISO will use RMR procurement to address reliability needs
arising from formal resource retirement and mothball requests. Before issuing an
RMR designation to a retiring or mothballing resource, the CAISO will conduct a
reliability technical study and must find that the retiring/mothballing generating unit
is needed to meet applicable Reliability Criteria. The CAISO will not use RMR to
backstop mere RA deficiencies and will not offer CPM designations to retiring or
mothballing resources. CPM designations will occur through the CPM competitive
solicitation process. The CAISO also proposes to “update” the RMR construct to
streamline it and align it with current conditions.

Key elements of the revised framework are:
¢ All retirement/mothball-related procurement authority, including what

currently is called “risk of retirement” CPM procurement authority,
prospectively will be addressed solely through the RMR tariff provisions. All
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retiring and mothballing resources will be required to submit a formal
retirement/mothball notification and attestation to the CAISO. Thus, a
resource that wants to be considered for an RMR designation must first
submit a formal notice of retirement/mothball and attestation to the CAISO.
The CAISO will eliminate the risk of retirement CPM tariff provisions and
incorporate aspects of its risk of retirement CPM procurement authority into
the RMR construct.

e The retirement/mothball notice requirement includes a notarized attestation
from an officer with authority to bind the resource owner attesting to the
reason for the retirement/mothball (including whether it is uneconomic for the
resource to continue operating) and attesting that the decision to
retire/mothball is definite unless the CAISO procures the resource, the
resource is sold to a non-affiliated entity, or the resource enters into an RA or
some other contract. These are all legitimate business opportunities that a
resource owner should not be required to forgo if they arise after the
resource owner has submitted a retirement/mothball notice. Also if the
owner of a resource that has mothballed seeks to return to service, the
resource owner must attest that one of these condition has occurred or that it
is now economic to return the resource to service.

e The CAISO provides two paths for assessing retirement/mothball notices.
Under the first path, a resource without an RA contract for all or part of the
current year can submit a retirement/mothball notice at any time consistent
with the notification requirements of the Participating Generator Agreement
(PGA), and the CAISO will promptly assess the request. This reflects the
traditional retirement construct that exists today.

e Under the second path, a resource without an RA contract in the upcoming
calendar year that desires “a longer runway” to make important retirement or
continued operation decisions for the upcoming calendar year can submit a
retirement/mothball notice by February 1. Resource owners stressed that an
early determination of need for a generating unit to plan for the upcoming
year facilitates timely planning, major maintenance, staffing, and potential
decommissioning decisions. Under the enhancements proposed in this
filing, the CAISO will study the reliability need for the resource and will inform
stakeholders of the reliability study results by May 15. The CAISO will post
its study results and provide stakeholders an opportunity to comment. The
resource would receive an RMR designation at the next feasible CAISO
Governing Board meeting, conditioned on the resource not being procured
by a load serving entity (LSE) as an RA resource prior to the deadline for the
annual RA showings in late October. This will allow sufficient time to finalize
an RMR Contract for filing by November 1 if no LSE procures the resource.
This also allows LSEs to first procure the resource to satisfy their RA
obligations before the CAISO procures it as an RMR resource, while proving
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adequate time for a filing, and Commission action on, an RMR agreement.
Compared to the current framework that allows a generating unit owner to
request an RMR designation for the upcoming calendar year at any time,
CAISO'’s proposal produces a more orderly and structured process on
upcoming year RMR designations than exists today and facilitates
opportunities for LSEs first to procure resources as part of their RA
compliance efforts. Providing an earlier signal regarding a resource’s
reliability need can prevent unnecessary over-procurement. If the owner of
an RA resource provides notice after February 1, the only commitment the
CAISO has is to inform the resource of the study results within 60 days prior
to the expiration of its current RA contract (if it has one) or 90 days of the
request, whichever is later.

The CAISO'’s two paths allow the CAISO to study the reliability need for a
retiring/mothballing generating unit in the current year and the upcoming
year, and the CAISO may study the reliability need for the generating unit in
the following year.?

The CAISO proposes to eliminate the Condition 1 RMR option (under which
RMR resources receive partial cost of service and also retain all market
revenues). The revised RMR construct will follow the same approach as
today’s Condition 2 form of RMR (full cost of service recovery with market
rents netted from cost of service payment).

RMR resources will have a must offer obligation (MOO) like RA and CPM
resources, subject to the rules in CAISO tariff Section 40.6. RMR resources
must submit market bids at a specified, marginal cost-based price that
includes all applicable bid components, including opportunity costs. As it
does for non-use-limited resources, the CAISO will submit bids for non-use
limited resource that do not submit bids. The CAISO will also have authority
to Exceptionally Dispatch RMR resources to meet reliably needs. The
CAISO is paying the full annual cost of service of an RMR resource and will
have access to all of the RA-type attributes of the RMR resource, i.e.,
system, local, and flexible capacity, and the resource’s full participation in the
markets based on the resource’s marginal costs. Imposing a MOO on RMR
resources also recognizes that increasing variability and unpredictability on
the CAISO system require all capacity resources (RA, CPM, and RMR) to be
available when needed to meet reliability needs that can arise at any time.
RMR resources with Effective Flexible Capacity will be expected to submit
economic bids just like flexible capacity RA and CPM resources. An RMR
resource in a local capacity area will be treated as Listed Local RA Capacity

3

Under the existing risk of retirement CPM framework the CAISO studies the reliability

need for a resource in the “following” year. Under the proposed framework, studying reliability
needs in the following year will be at the CAISO'’s discretion, not mandatory.
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under existing provisions of the CAISO tariff and consequently must provide
substitute capacity from the same local capacity area when on outage to
avoid non-availability charges. The CAISO'’s proposal will align dispatch of
RMR resources with the dispatch of RA and CPM capacity, allowing the
market software to select the optimal resources to meet grid operational
needs, as opposed to the CAISO having to manually dispatch RMR
resources, which is sub-optimal and can distort prices and impose
unnecessary burdens on CAISO operators. No undue price suppression will
occur under the CAISO'’s proposal because, as the Commission has
recognized, in a competitive market resource bids should closely track their
marginal costs. An RMR resource’s energy market bids will be based on its
full marginal costs. Some other independent system operators (ISOs) and
regional transmission organizations (RTOs) impose similar bidding
requirements for their RMR resources and comparable reliability resources.

e RMR resources will be subject to the Resource Adequacy Availability
Incentive Mechanism (RAAIM) just like RA resources. This will incent
compliance with the RMR resource’s MOO, just like RA and CPM resources.
The RAAIM penalty price applicable to RMR resources will be the RMR
Contract price.

e The CAISO will no longer allocate RMR costs to Responsible Utilities or
Participating Transmission Owners. Consistent with the practices of other
ISOs and RTOS, the CAISO proposes to allocate RMR costs not recovered
from market revenues to load. Specifically, the CAISO will allocate RMR
costs to the scheduling coordinators of LSEs that serve load in the
transmission access charge (TAC) areas(s) in which the need for the RMR
arose base on the percentage of actual metered demand of each LSE in the
TAC area(s) to the total metered demand in the TAC Area(s) as recorded in
the CAISO’s settlement system for the actual days of any settlement month
in which the RMR agreement was in effect. This proposed allocation
methodology also follows with the Commission-approved methodology for
allocating similar CPM reliability costs, including risk of retirement CPM. The
proposal recognizes that LSEs, not Participating Transmission Owners, are
the primary beneficiaries of these costs, and the CAISO will allocate these
costs to the proximate load, i.e., load in the TAC area where the reliability
need exists. Also, the CAISO’s proposal will effectively account for any intra-
year load migration and will increase the visibility of RMR costs to LSEs by
allocating such costs directly to each LSE’s scheduling coordinator, rather
than through the PTOs.

e The CAISO’s RMR cost allocation proposal has another beneficial feature.
Because the CAISO is allocating RMR costs to LSESs, the CAISO will
allocate system, local, and flexible capacity RA credits, based on an RMR
resource’s capacity attributes, to LSEs to offset their RA requirements.
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e To align the RMR Contract with the current RMR tariff provisions, the CAISO
will remove provisions in the RMR Contract that limit dispatch to meeting
local reliability needs or managing congestion on non-competitive paths.

e The CAISO proposes to streamline and automate the RMR settlement
process by leveraging existing systems and processes. The automated
process will replace the CAISO’s current practice of performing RMR
settlement manually outside of the CAISO settlements system, improving
efficiency.

Two proposals in particular -- the revised retirement, mothball, and RMR
designation process and RAAIM -- generated significant stakeholder discussion and
polarized stakeholder positions.

The Path 2 retirement/mothball notification process and requirements
reasonably balance the concerns of suppliers who desire fewer restrictions and a
“longer runway” to make business decisions regarding retirement or continued
operation and certain stakeholders who express some concern about potential
“front running” of the RA process for the upcoming calendar year. Stakeholders
raising “front running” concerns ignore that under the current RMR framework,
resources can come in at any time to request an RMR designation for an upcoming
calendar year. Resource owners have indicated they were considering retiring and
asked the CAISO to assess the reliability need for their generating unit more than
12 months before the expiration of their RA contracts. Thus, the possibility of “front
running” already exists today; the CAISO’s proposal does not create it. Today,
resource owners are not required to submit a formal notice of retirement under the
PGA for the CAISO to study their reliability need and potentially offer an RMR
Contract. Also, under the current RMR and retirement framework, resources
submitting retirement/mothball notices to the CAISO do not have to submit a
notarized attestation to the CAISO stating the reason for the retirement/mothball
and that the retirement/mothball is definite (unless certain specified events occur).
The CAISO'’s proposed framework adds more structure, process, and stricter
requirements than exist today. The attestation also places robust, yet reasonable,
limitations on a resource owner’s ability to rescind a retirement/mothball notice or
return from mothball. By having to submit a notarized attestation, resource owners
face potential referral to the Commission if they submit false or misleading
information, a risk that does not exist today.

Further, identifying needed resources that are seeking to retire or mothball in
the upcoming calendar year early in the process will prevent LSEs from paying
twice for capacity, once for the cost of the needed RMR resource and again for the
“redundant” resource that an LSE procured bilaterally. The proposed process
enhancements will establish a more orderly and efficient RMR designation process
and facilitate more efficient resource procurement and retirement.
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There are additional reasons why circumstances surrounding the proposed
revised RMR and retirement/mothball framework proposal differ significantly from
the circumstances surrounding the CAISO'’s risk of retirement CPM filing. The
instant filing represents the holistic approach to RMR and risk of retirement CPM
reform that the Commission strongly encouraged in its ROR CPM order.* First, the
CAISO'’s proposal incorporates risk of retirement CPM into RMR, thus establishing
only one backstop procurement framework for retiring/mothballing resources (which
the Commission suggested the CAISO evaluate). Second, since the ROR CPM
Order, the California Public Utilities Commission (CPUC) has adopted multi-year
procurement requirements for local capacity (100 percent in years 1 and 2 and 50
percent in year three). Because RMR procurement is most likely for local capacity
needs, multi-year RA procurement for local capacity greatly diminishes any
potential for any front-running. The pro forma RMR Contract is for a calendar year.
Third, unlike risk of retirement CPM resources under the CAISO’s 2018 proposal,
RMR resources do not retain all market revenues in addition to recovering their full
annual cost of service. The CAISO credits back all above-cost revenues earned by
RMR resources and credits them against RMR fixed-payment costs. Fourth, under
the CAISO’s proposal, LSEs will receive a significant benefit because RMR
resource’s will have to submit marginal cost bids into the CAISO’s energy markets.
The CAISO's risk of retirement CPM proposal did not contain a similar requirement.
Thus, the compensation for RMR resources differs significantly from the
compensation risk of retirement CPM resources would have received under the
CAISQO'’s 2018 proposal the Commission rejected.

Some stakeholders (1) sought a stricter affidavit requirement that requires
resource owners to state under oath it is uneconomic to continue operating their
generating unit, and/or (2) desired that the CAISO assess a resource’s finances
and first determine that it is uneconomic for the resource to continue operating
before it can receive an RMR Contract. In response to the first concern, the CAISO
modified the attestation to require generating unit owners to state the reason for
retiring or mothballing the generating unit (including whether it is uneconomic to
continue operations). The generating unit owner must also state that the decision
to retire/mothball is definite unless one of the specified events occurs. Resource
owners submitting the attestation are subject to referral to the Commission if they
submit any false or misleading information. The Commission has found that an
attestation requirement of this nature will deter resource owners from making false
or misleading claims and that also requiring them to submit financial information to
demonstrate that they are uneconomic before they can receive a backstop
procurement designation is unnecessary. The Commission has required no other
ISO or RTO to assess a retiring/mothballing resource’s finances and to find a
resource uneconomic before exercising any backstop procurement authority to
retain a resource needed for reliability.

4 ROR CPM Order, 163 FERC 1 61,023 at PP 46-48.
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Some stakeholders recommended that mothballing generating units should
not be eligible for RMR designations or that the CAISO should adopt stricter
measures for granting RMR designations to mothballing generating units. Both the
New York Independent System Operator Corporation (NYISO) and the
Midcontinent Independent System Operator, Inc. (MISO) tariffs permit the RMR-
type procurement of generating units that have filed mothball notifications. If the
CAISO needs a generating unit for reliability it must have the authority to order a
mothballing generating unit to remain in service or return from a mothball outage.
The attestation requirements and restrictions the CAISO places on resource owners
seeking to mothball their generating units — including the limitations on a resource
owner’s ability to rescind a mothball notice or return from a mothball outage -- are
both reasonable and sufficiently robust to prevent resource owners from submitting
mothball notices simply to “fish” for RMR designations. Also, a CAISO finding that
a mothballing resource is not needed for reliability does not benefit the resource
owner, particularly because the CAISO posts the status of resources that have
submitted retirement and mothball notices.

Regarding the RAAIM proposal, certain stakeholders argued that the RAAIM
assessment hours are insufficient for RMR resources and that RAAIM should be
assessed based on 24 x 7 availability. They suggest that reliability might be
jeopardized absent a 24 x 7 availability metric. On the flip side, one stakeholder
argued that the existing Commission-approved RAAIM tolerance band may be too
stringent for resources nearing end of life and that may run more than they have
previously.

There is no need to assess RMR resource bidding and impose penalties
based on a 24 x 7 assessment period. Even the existing pro forma RMR Contract
does not assess RMR resource performance on a 24 x 7 basis. RMR generating
units can be on outage at any time with an outage rate equal to their five-year
average to avoid any impact to their fixed cost payment and there is no requirement
to submit bids to offer capacity into CAISO markets. Whereas under the proposed
RMR Contract, resources the CAISO expects to receive RMR designations will
have a 24 x 7 MOO and an effective flexible capacity (EFC) value. RAAIM for such
resources is based on an assessment of 17 hours per day, seven days a week.
The Commission has recognized that a resource’s failure to comply with its MOO
could be deemed a tariff violation and/or violation of the Commission’s market
behavior rules. In conjunction with the Commission’s market behavior rules,
RAAIM plus a MOO are more than sufficient to incent RMR resource availability to
maintain reliability, especially given the CAISO will insert bids for non-use-limited
RMR resource if necessary. The CAISO has successfully maintained reliability
relying on RAAIM and the MOO for RA resources, more than 20,000 MWs of which
meet local reliability needs similar to the needs typically met by RMR resources.
There is no reason the CAISO will be unable to maintain reliability by applying
RAAIM and MOO to a few RMR resources. Finally, in response to comments of its
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Market Surveillance Committee, the CAISO added a provision to the revised pro
forma RMR Contract that allows it to offer a performance metric other than the
default RAAIM if it believes RAAIM is not adequate given the CAISO’s specific
reliability needs and the characteristics of the generating unit. Thus, ample
measures exist to ensure that reliability will be maintained.® As discussed infra, the
availability metrics other ISOs and RTOs apply to RMR (and similar) resources
further highlight the reasonableness of the CAISO’s proposal.

The CAISO'’s proposal also includes several measures to protect owners of
older, use-limited RMR resources from unfairly being exposed to RAAIM penalties.
First, RMR resources with use limitations under the CAISO tariff or RMR Contract
must submit bids with opportunity cost and major maintenance cost adders, which
will help manage the dispatch of the resource limited start-ups, run hours, or MWhs
depending on the limit across the month and year. Second, consistent with the
treatment of use-limited RA resources, use-limited RMR resources can submit an
outage card to manage their use-limits. Such outage cards exempt the resource
from RAAIM for the period of the outage. Finally, the CAISO proposes to
“modernize” the existing RMR tariff provision that permits it to direct an RMR
resource not to participate in the market to ensure the CAISO can meet reliability
needs at other times of the year. To align with today’s operating paradigm, the
CAISO is revising that provision to permit it to direct an RMR resource to submit an
outage card so it will not impair the CAISO'’s ability to meet reliability needs later in
the year.

The CAISO is retaining (and not modifying) several important features of its
existing Commission-approved RMR construct. First, acceptance of an RMR
contract or an RMR contract extension by a resource will continue to be mandatory.
Second, consistent with today’s Condition 2 RMR option, the CAISO will continue to
pay RMR resources their full annual cost of service, and all above cost market
revenues will be clawed back and credited against the CAISO’s fixed cost
payments to the RMR resource. Some stakeholders urged the CAISO to pay RMR
resources their going forward fixed costs (possible with some adder). The CAISO’s
RMR compensation scheme follows Commission precedent that where accepting a
backstop procurement offer is mandatory, the ISO or RTO must pay the resource’s
full cost of service, not merely its going forward costs. Third, the CAISO is retaining
the Commission-approved anti-toggling measures in the RMR agreement.

Because accepting RMR designations and RMR Contract extensions is mandatory,
generating unit owners cannot voluntarily toggle back-and-forth between RMR
status and cost recovery through the market. The CAISO alone holds the option to
extend an RMR Contract, and if the CAISO does not extend the contract, it is
because the resource is no longer needed for reliability. Unlike other ISOs and

5 As explained in greater detail below and in the March 21, 2019 opinion of the CAISO’s
Market Surveillance Committee (MSC) provided as Attachment D to this filing, the MSC agrees
with the general framework of the proposed RMR and CPM enhancements.
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RTOs, the CAISO does not upfront fund an RMR resource’s capital improvement
costs. Rather, under the CAISO’s RMR Contract, the RMR owner upfront funds
such costs, and the CAISO only compensates the owner annually for a one-year
portion of its capital addition costs based on the depreciation schedule for such
costs approved by the Commission. Also, the CAISO will apply all above market
revenues the unit earns towards the fixed cost recovery under the RMR Contract.
Once the RMR agreement terminates, the CAISO’s contribution towards any
balance of unpaid capital costs terminates if the unit returns to the market.

The primary focus of the underlying stakeholder initiative was on
modernizing the RMR Contract and related tariff provisions, clarifying when the
CAISO will use its RMR authority and when it will use its CPM authority, and
addressing backstop procurement associated with resource retirements and
mothballs (which implicated both RMR and risk of retirement CPM). Certain
stakeholders requested far-reaching changes regarding CPM compensation, e.g.,
changing the level of the CPM soft-offer cap, adopting a three-pivotal supplier test
for CPM bids, and changing the CPM pricing for annual CPM designations to cure
RA procurement deficiencies. Considering these types of changes to the CPM was
beyond the scope of the CAISO’s stakeholder initiative and are not within the scope
of the CPM tariff provisions the CAISO proposes to revise in this proceeding (which
are limited to removing all risk of retirement CPM provisions). Further, the tariff
changes the CAISO proposes to make do not affect the existing tariff provisions
certain stakeholders seek to overhaul. The CAISO notes that tariff section
43A.4.1.1.2 requires the CAISO (or the California Energy Commission) to conduct a
cost of generation study and the CAISO to convene a stakeholder process to
consider the study results in determining whether to change the CPM soft offer cap.
Under the existing Commission-approved CAISO tariff, a cost of service study is a
prerequisite to holding a stakeholder process to assess changes to the CPM soft
offer cap. No study has commenced, and there are no study results to consider. At
the March 27, 2019 Governing Board meeting, the CAISO committed that it would
commence the cost of service study under tariff section 432A.4.1.1.2 and
corresponding stakeholder process this year. In that stakeholder process, the
CAISO will assess changes to the CPM soft offer cap. Any CPM compensation-
related changes certain stakeholders seek are best addressed with the discussion
of the cost of service study results so that any changes can be considered based
on current cost data and market conditions.

. BACKGROUND

The CAISO tariff includes resource adequacy provisions to ensure that
sufficient resources are available when and where needed to serve load, meet
reserve requirements, and support reliable operation of the CAISO controlled grid.®

6 Existing tariff section 40, et seq. For the sake of clarity, this filing distinguishes between
existing tariff sections (i.e., sections in the existing CAISO tariff), revised tariff sections (i.e.,
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There nevertheless may be circumstances in which the resource adequacy capacity
procured by LSEs may be inadequate to fulfill the CAISO’s operational needs and
enable it to meet reliability criteria. The CAISO tariff provides the CAISO with
authority to designate backstop capacity to meet reliability needs under its CPM
and RMR mechanisms, as described below.

A. CPM
1. CPM Tariff Authority Generally

The CPM, as set forth in Section 43A of the CAISO tariff, serves as a
backstop mechanism to allow the CAISO “to procure capacity to address a
deficiency or supplement resource adequacy procurement by load serving entities,
as needed, to maintain grid reliability.”” Resources designated under the CPM
essentially are treated as resource adequacy resources and are subject to a must
offer obligation.® The CPM supplements the resource adequacy program rather
than supplanting or interfering with it. The CAISO may designate CPM capacity
only under certain specified circumstances in CAISO tariff Section 43A:

(). Insufficient Local Capacity Area Resources in an annual or monthly
Resource Adequacy (RA) Plan;®

(2)  Collective deficiency in Local Capacity Area Resources;*°

3) Insufficient Resource Adequacy Resources in an LSE’s annual or
monthly Resource Adequacy Plan;!!

sections in the existing tariff that the CAISO proposes to revise in this filing), and proposed tariff
sections (i.e., new tariff sections that the CAISO proposes to add in this filing).

7 Cal. Indep. Sys. Operator Corp., 153 FERC 1 61,001, at P 2 (2015).

8 CAISO tariff section 43A.5.1.

9 Id. at 43A.2.1.1 and 43A.2.1.2, respectively.

10 Id. at 43A.2.2. A collective deficiency occurs when the local capacity resources

procured by LSEs and reflected in their annual RA showings fail to ensure compliance in one or
more local capacity areas with the Local Capacity Technical Study provided in tariff section
40,3,1,1, even if no there is no overall deficiency in the amount of local capacity area resources
that LSEs procure. In other words, no LSE may be deficient in procuring local capacity
resources to meet its RA obligations, but the specific resources LSEs have procured are
insufficient to meet reliability in certain local areas or sub-areas. This can occur because the RA
program has only required LSEs to procure their allocated quantity of local capacity resources
within a broader Transmission Access Charge (TAC) area. The RA program currently does not
require LSEs to procure a pro rata share of resources in each local capacity area (or sub-area)
within a TAC area, although, this will change for the PG&E TAC area starting in 2020.

1 CAISO tariff section 43A.2.3.
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(4) A CPM Significant Event;'?
(5) A reliability or operational need for an Exceptional Dispatch CPM;*3
(6) Resources at risk of retirement;** and

(7) A cumulative deficiency in the total Flexible RA Capacity included in
the annual or monthly Flexible RA Capacity Plans, or in a Flexible
Capacity Category in the monthly Flexible RA Capacity Plans.®

There were no annual designations of CPM capacity for 2019 to fill RA deficiencies.

With one exception, resources designated under the CPM are compensated
based on their bids into a competitive solicitation process with a soft offer cap (
$6.31/kW-month),'® or they can cost-justify a higher resource-specific rate by
making a filing with the Commission based the formula in Schedule F of the pro
forma RMR agreement in Appendix G of the CAISO tariff.1” The latter option allows
CPM resources to recover their full, annual fixed cost of service. CPM resources
retain all revenues they earn in the CAISO markets.®

A resource owner may not propose — and will not be compensated based
upon — an offer price higher than the price submitted in its bid in the competitive
solicitation.'® The resource will receive the price that the Commission finds to be
just and reasonable for the remainder of the calendar year in which it is approved
and for the next two calendar years, unless superseded by a subsequent

12 Id. at 43A.2.4. As defined in Appendix A of the CAISO tariff, a Capacity Procurement
Mechanism Significant Event is a “substantial event or a combination of events determined by
the CAISO to either result in a material difference from what was assumed in the resource
adequacy program for purposes of determining the Resource Adequacy Capacity requirements,
or produce a material change in system conditions or in CAISO Controlled Grid operations, that
causes, or threatens to cause a failure to meet Reliability Criteria absent the use of a non-
Resource Adequacy Resource(s) on a prospective basis.

13 Id. at 43A.2.5.
14 Id. at 43A.2.6.
15 Id. at 43A.2.7.
16 The CPM soft offer cap is based on going forward fixed costs (i.e., fixed operations and

maintenance costs, ad valorem taxes, and insurance) of a merchant constructed, mid-cost, 550
MW combined cycle with duct firing, plus a 20 percent adder.

17 The competitive solicitation process does not apply to risk of retirement CPM
designations.

18 CAISO tariff section 43A.7.3.

19 Id. at 43A.4.1.1.1.
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Commission-approved CPM capacity price during that period.2°

The CAISO treats CPM resources like RA resources. The tariff sets forth
availability (and other) obligations for CPM resources, including the obligation for
CPM capacity to meet the day-ahead and real-time availability requirements
specified in section 40.6 of the CAISO tariff and any applicable obligations under
section 40.10 (regarding flexible capacity).?* Like RA resources, CPM resources
are also subject to the Resource Adequacy Availability Incentive Mechanism
(RAAIM). The RAAIM price applicable to a CPM resource is the higher of its CPM
price or the RAAIM price applicable to RA resources.??

The CAISO allocates the costs of CPM designations to Scheduling
Coordinators representing LSEs.?® For Significant Event, Exceptional Dispatch,
and risk of retirement CPM designations, the CAISO allocates based on the
percentage of load served by each LSE in the TAC area(s) in which the need for
the CPM designation arose based on the percentage of actual Load of each LSE
represented by the Scheduling Coordinator in the TAC Area(s) to total Load in the
TAC Area(s) as recorded in the CAISO Settlement system.?*

The tariff requires the CAISO to credit certain CPM designations against the
resource adequacy obligations of scheduling coordinators for LSEs.?> These tariff
provisions include the requirement to credit ROR CPM designations to the resource
adequacy obligations of scheduling coordinators for LSEs if the term of such a
designation is for more than one month.?® The LSE receives a credit toward its
Demand and Reserve Margin requirements determined under tariff section 40 equal
to the LSE’s pro rata share of the designated CPM capacity.

Finally, CPM participation is voluntary on the part of resources.?’ The
CAISO does not require resources to submit bids into a CPM competitive
solicitation. However, if a resource does submit a bid, and the CAISO accepts the
bid, the resource must accept the CPM designation. If a resource does not submit
a bid into a CPM competitive solicitation, and the CAISO offers the resource a CPM
designation, the resource may decline the CPM designation, but it still remains
available to respond to CAISO dispatch instructions.

20 Id.
21 Id. at 43A.5.1.

22 Id. at 43A.5.4.

23 Id. at 43A.8.

24 Id. at 43A.8.5, 43A.8.6, and 43A.8.7.
2 Id. at 43A.9.

2 Id. at 43A.9(d).

2 Id. at 43A.5.2.
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2. Risk of Retirement CPM

The risk of retirement CPM tariff provisions permit the CAISO to procure the
capacity of a non-RA resource that has attested that it plans to retire because it will
be uneconomic for the resource to remain in service because it has not been
procured for the current or imminent (i.e., upcoming) resource adequacy
compliance year, but whose operation the CAISO needs to meet operational or
reliability needs by the end of the calendar year following the year in which the
resource is at risk of retirement. For example, if in 2019 a resource requests a risk-
of-retirement CPM designation for 2020, the CAISO would assess whether the
resource is needed for reliability before the end of calendar year 2021. Ifitis, the
CAISO would issue the resource a risk-of-retirement CPM designation for 2020.28
Risk-of-retirement CPM essentially serves as a “bridge” until the year the
generating unit is needed for reliability. The ROR CPM backstop mechanism
enables the CAISO to maintain capacity on-line that is otherwise uneconomic and
at risk of retirement in the current or upcoming year, but is necessary to meet
reliability needs in the following year.

Capacity procured under the risk of retirement CPM framework is not
designated based on offers submitted into the CPM competitive solicitation process.
Instead, risk of retirement CPM capacity is compensated based on the resource’s
requested compensation, up to the CPM soft offer cap, or based on a resource-
specific rate based on Schedule F of the pro forma RMR Contract.

The separate process for seeking, processing, and awarding a risk of
retirement CPM designation is in tariff section 43A.2.6. A resource owner seeking a
risk of retirement CPM designation must submit an affidavit signed by an executive
officer of the company with the legal authority to bind such entity, that it will be
uneconomic for the resource to remain in service and that the decision to retire is
definite unless CPM procurement occurs. RMR does not have a similar
requirement.

The term of an ROR CPM designation is a minimum of one month and a
maximum of one year, based on the number of months for which the capacity is to
be procured within the resource adequacy compliance year.?® Risk of retirement
CPM designations do not carry over into the next calendar year.

28 In such a circumstance, the resource does not meet current RMR eligibility requirements
because, under the RMR framework, the CAISO would only study whether the resource is
needed for reliability in calendar year 2020.

29 Existing tariff section 43A.3.7. The CAISO will rescind the CPM designation for any
month during which the resource is under contract with an LSE to provide resource adequacy
capacity. Id.
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In approving the risk of retirement CPM framework, the Commission
recognized that risk of retirement CPM was carefully designed to address the
reliability need for a resource beyond the current or imminent resource adequacy
compliance year. 3 The Commission rejected protesters’ assertions that the risk of
retirement CPM duplicated the CAISO’s RMR authority. The Commission noted
that the risk of retirement CPM assesses reliability needs in the following year;
whereas, RMR authority assesses needs in the previous year.3* The Commission
recognized that a situation could arise where a resource at risk of retirement but
needed for reliability would not be eligible for an RMR contract.3?> Therefore, the
Commission found that the “CAISO has demonstrated a need for the risk of
retirement category that is not met by CAISO'’s reliability must-run procurement
authority.”33

The Commission found that the risk of retirement CPM category would not
duplicate or interfere with the CPUC’s or other local regulatory agencies’
jurisdiction.3* Consistent with the intent of the tariff provisions, the Commission
directed the CAISO to clarify in the tariff that the risk of retirement CPM designation
would not be used to circumvent existing capacity procurement mechanisms that
could adequately address reliability needs.®

The Commission also rejected arguments that offering risk of retirement
CPM designations would create significant market distortions or opportunities for
gaming.®® The Commission noted that the CAISO’s proposal contained multi-layer
safeguards and stringent requirements that would adequately protect against the
possibility that resource owners would manipulate the system to receive CPM
designations. The Commission rejected the CAISO’s proposal to review and
assess a resource’s financial condition as a deterrent against gaming.3’ Because

30 Cal. Indep. Sys. Operator Corp.,134 FERC { 61,211 (2011) (2011 CPM Order). The
Commission explained that “[w]hile the resource adequacy program provides the primary means
for CAISO to ensure that needed resources are available, we believe that the risk of retirement
category will provide CAISO with an additional, last resort tool to address reliability needs,
particularly as the makeup of generation resources changes over time.” Id. at P 124.

81 Id. at P 128. Building on the example from the previous page, if the resource seeking
backstop procurement in 2019 was needed for reliability in 2020 it would be eligible for an RMR
contract for 2020; if the resource was not needed for reliability until 2021, it would be eligible for
a risk of retirement CPM designation in 2020, but not an RMR contract.

32 Id.
33 Id.
34 Id. at P 126.
35 Id. at P 130.
36 Id. at P 131.

37 2011 CPM Order at P 132.
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market participants are prohibited from submitting false or misleading information,
the Commission found that the required affidavit stating that it will be uneconomic
for the generating unit to remain in service was sufficient to establish that a
resource cannot continue to operate economically. The Commission stated that if
the CAISO Department of Market Monitoring has reason to suspect a resource
submitted false, inaccurate, or otherwise misleading information in its affidavit, the
CAISO tariff requires it to refer such suspected violation to the Commission for
sanction.3® Accordingly, the Commission found “CAISO’s proposal to conduct
financial assessments of resources requesting risk of retirement CPM designations
to be unjust and unreasonable and hereby reject it.”3°

3. Need to Improve the Risk of Retirement CPM Framework

As the CAISO has documented, risk of retirement of resources needed for
reliability is an important concern for the CAISO as the number of resources
needed to meet renewable portfolio standards increases, energy market prices
decrease, and the revenues to cover the fixed costs of existing, traditional
generation resources decline.*® Under these circumstances, it is important that
retirement-related backstop procurement mechanism be effective to ensure that
resources the CAISO needs to maintain reliability and effectively integrate

38 Id.
39 Id.
40 Comments of the California Independent System Operator Corporation in Response to the

Commission’s Request for Comments about System Resiliency and Threats to Resilience, Docket
No. AD18-7, pp. 12, 14-15, 35-37,March 9, 2018; CAISO Tariff Amendment to Improve the Risk of
Retirement Capacity Procurement Mechanism, Docket No. ER18-641, pp. 1-2, n.3. Jan. 12, 2018,
citing CAISO 2016-2017 Transmission Plan at 205-19 (Mar. 17, 2017), available at
http://www.caiso.com/Documents/Board-Approved 2016-2017TransmissionPlan.pdf; CAISO
Presentation, Risks of Early Economic Retirement of Gas-Fired Generation — Sensitivities of the
2017-2017 TPP Studies, passim (Sept. 21, 2017), at pages 117-37 of the PDF document available
at http://www.caiso.com/Documents/Day2 ISO-Presentation 2017-
2018TransmissionPlanningProcess_PreliminaryReliabilityResults.pdf; CAISO Department of Market
Monitoring 2016 Annual Report on Market Issues & Performance at 15-16, 47-51 (May 8, 2017),
available at http://www.caiso.com/
Documents/2016AnnualReportonMarketissuesandPerformance.pdf; California Energy Commission
workshop with the California Public Utilities Commission (CPUC) and CAISO (Joint Workshop)
regarding Risk of Economic Retirement for California Power Plants, the transcript of which is
available at: http://docketpublic.energy.ca.gov/PublicDocuments/17-IEPR-14/TN217616
20170516T131659 Transcript of 04242017 Joint Agency IEPR Workshop on Risk of Ec.pdf;

California Energy Commission, 2017 Draft Integrated Energy Policy Report at 102 (Oct. 16,
2017), available at http://docketpublic.energy.ca.gov/PublicDocuments/17-IEPR-01/TN221520
20171016T153945 Draft 2017 Integrated Energy Policy Report.pdf; Comments of Southern
California Edison Company, Pacific Gas and Electric Company, and San Diego Gas & Electric
Company on the Order Instituting Rulemaking to Oversee the Resource Adequacy Program,
California Public Utilities Commission Rulemaking Proceeding No. 17-09-020, at 2-3 (Oct. 30,
2017), available at http://docs.cpuc.ca.gov/PublishedDocs/Efile/GO00/M198/K355/198355179.
PDF
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renewable resources remain operational and do not retire prematurely.

In recent years, resource owners have advised the CAISO that the existing
risk of retirement CPM framework (1) does not give them enough time to address
the issues they face and decisions they must make when contemplating whether to
retire or continue operating a generating unit, and (2) includes features that
diminish the utility of seeking a risk of retirement CPM designation. The CAISO has
considered these concerns and concluded that they have some merit.

The problems resource owners have identified have become magnified in an
era of deteriorating market dynamics, the transitional state of the system, increased
procurement of variable energy resources in RA procurement, and uncertainty
regarding the reliability need for their generating units and their ability to receive an
RA contract or some other capacity-type payment. The identified issues generally
fall into two categories: (1) resource owners cannot learn of the potential for
receiving a risk of retirement CPM designation for the upcoming RA compliance
year until December of the current year (or later), and this late notice is problematic
for planning and can require them to operate uneconomically for a longer period
than is necessary; and (2) the attestation requirements are unduly stringent and
dissuade resource owners from seeking risk of retirement CPM designations
because if the CAISO does not grant a risk of retirement CPM designation , the
resource owner must retire its resource and is precluded from accepting other
business opportunities such as contracting with an LSE.

A letter that Calpine Corporation (Calpine) sent to the CAISO on November
28, 2016, illustrates the first of these issues.*! Calpine explained that it had four
peaking generating units under resource adequacy contracts that would terminate
at the end of 2017, and the purchaser had advised Calpine that it would not renew
them. Calpine stated it had made diligent efforts to sell capacity from these
generating units following contract expiration but was unsuccessful and that,
commencing January 1, 2018, it would be uneconomic to operate the peaking
generating units without contracts that provide for fixed cost recovery. Calpine
stated that complicated and transformational activities leading to an orderly and
rational cessation of operations would require months to plan and implement, and
those activities would place a significant burden on Calpine’s commercial,
operational, legal, and personnel functions. These activities include: (1) retaining
the engineering and permitting consultants necessary to develop the required
permitting, decommissioning, or redeployment plans for each generating unit; (2)
assessing major maintenance expenditures for operations in 2018 and beyond if
the generating units remained in service;*? (3) engaging in the budgeting process

41 The CAISO provides the letter in Attachment E to this filing.

42 In particular, Calpine stated that in the first half of 2017 it either needed to move forward
with staffing plans for changing the status of the generating units or have sufficient assurance of
a revenue stream so it could invest in capital maintenance for any resource needed to maintain
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for 2018, which would establish the operations, maintenance, personnel and/or
closure or relocation budgets for generating units and which would conclude in mid-
2017; and (4) filing for California Energy Commission (CEC) approval to close one
plant by mid-2017, to satisfy CEC licensing requirements before commencing
decommissioning activities.*?

Calpine emphasized that the existing risk of retirement CPM tariff provisions
did not allow a sufficient planning period, or “runway” to undertake these activities in
a timely manner. Calpine noted that even if the CAISO determined that the peaking
units were needed for reliability, the existing risk of retirement CPM provisions could
require Calpine to operate the resources uneconomically into 2018, after their
contracts expired, but before the CAISO could designate them as risk of retirement
CPM resources. Calpine asserted that continued uneconomic operation with
unknown compensation was an unacceptable business outcome. Accordingly,
Calpine advised the CAISO that it would not pursue a risk of retirement CPM
designation. Instead, Calpine indicated that the CAISO had the unilateral right to
designate the units as RMR if they were required for reliability.

In a letter sent on June 2, 2017, Calpine expressed similar concerns
regarding its Metcalf unit.#* Calpine stated that it had no RA contract for any part of
2018 and expected no such contract to materialize. The CAISO determined that
the concerns expressed in these letters were valid. CAISO studies showed that the
Metcalf unit and two-of-the-four peaking units were needed for reliability in 2018.

reliability.

43 Calpine noted that the decommissioning planning and implementation process for
combined cycle generating units (as opposed to peaking generating units) is an even longer
process because many CEC licenses require submitting a decommissioning or closure plan to
the CEC for review and approval of such a plan at least 12 months prior to the commencing
decommissioning activities. That requirement also compels a resource owner seeking a risk or
retirement CPM designation to ascertain as early as possible whether its resource is needed for
reliability and eligible for a risk of retirement CPM designation. With earlier notice that the unit is
not needed, a resource owner can begin the decommissioning process sooner, thus limiting the
amount of time the owner must operate the resource uneconomically without an RA contract
before it can shut down the unit and stop incurring costs.

44 In the June 2, 2017, letter (June 2 letter), Calpine informed the CAISO that it was
assessing a decision to make the Metcalf unit unavailable for 2018 because the unit lacked any
form of capacity payment for 2018 or beyond and was facing a cyclical major maintenance
project with a budget in excess of $20 million. In light of these facts, Calpine asked the CAISO
to determine whether the resource would be needed for reliability in 2018. The letter sought an
early indication of need so that Calpine could (1) prepare for the continued operation of the unit,
including the cyclical major maintenance; and (2) prepare for the multifaceted process for
staffing, budgeting, and permitting associated with shutting down such a large generating facility.
Calpine again advised the CAISO that the risk of retirement CPM provisions did not allow a
sufficient planning period or “runway” for such complicated and transformational activities such
as major, maintenance, budgeting, and personnel. The CAISO provides the June 2 letter in
Attachment F to this filing.
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Because the three units were needed for reliability in 2018, RMR was the
appropriate course of action under the CAISO tariff. Risk of retirement CPM was
not an option. Had the CAISO found that the generating units were not needed for
reliability until 2019, risk of retirement CPM designations, not RMR contracts, would
have been the only available option. Although the three generating units received
RMR contracts, not risk of retirement CPM designations, Calpine’s letters illustrated
there were problems with the existing risk of retirement CPM process that needed
to be addressed.*®

Other resource owners echoed similar concerns in the ROR CPM
stakeholder process.*¢ They have stated that it is problematic to require resource
owners to wait until mid-December at the earliest to learn about any potential risk of
retirement CPM designations for the upcoming year given they typically make
power plant investment decisions well ahead of that time. Because the risk of
retirement CPM process for an upcoming RA compliance year starts so late,
resource owners do not know whether to invest in keeping their plants available
until after the time frame in which such decisions typically are made. As such,
resource availability could suffer absent major maintenance, resources could incur
additional costs that turn out to be unnecessary if they are not designated as risk or
retirement CPM capacity, or resources may have to operate uneconomically for an
extended period because of the late timing of risk of retirement CPM notifications
for the upcoming year. Like Calpine, these resource owners argued there needs to
be a more forward risk of retirement CPM planning mechanism that can apply when
the end of a resource’s RA contract term is imminent so they can make timely and
rational decisions either to suspend operations or pursue a backstop risk of
retirement CPM designation. Resource owners noted these same process
obstacles do not apply to RMR.

As to the second general issue identified above, some stakeholders
expressed concern that the risk of retirement CPM attestation requirement is unduly

45 Calpine summarized these problems again in comments during the stakeholder process
on the Metcalf RMR agreement:
Most simply put, CPM allows no runway for the complicated and time-
consuming decisions required for asset disposition...the timing limitations
associated with CPM...do not allow generators to perform normal; planning in
advance of the delivery year. Pursuant to the tariff, CPM designation would
occur, at the earliest, only a few weeks (mid-December) before the anticipated
availability date. That gives the generator owner no time to prepare for the
disposition of an asset or the going forward operation of an asset that maybe, as
is the case with Metcalf, entering a cyclical major maintenance period.
See Comments of Calpine Corporation on RMR designation for the Metcalf Energy
Center at 2 (Oct. 6, 2017). Calpine’s comments are available at
http://www.caiso.com/Documents
[CalpineComments PotentialReliabilityMust Run MetcalfEnergyCenter.pdf.

46

See, e.g., Comments of NRG Energy Inc. on Issue Paper in Risk of Retirement
CPM initiative , June 6, 2017; Comments of Diamond Generating Corp. on Issue Paper,
June 1, 2017.
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stringent and advised the CAISO that certain resource owners had not requested
risk of retirement CPM designations. They emphasized that the attestation
requirement only gives the resource owner one option if the CAISO does not grant
it a risk of retirement CPM designation — retire its resource (or face potential
penalties from the Commission for providing false information). Some resource
owners argued that it is unreasonable to expect them to attest that their resource
will retire unless it receives a risk of retirement CPM designation, without knowing
whether the resource might ultimately be offered an RA contract. Other resource
owners noted that the existing attestation requirement would even preclude them
from pursuing other legitimate business opportunities such as selling the resource.
The CAISO concluded these concerns have merit.

4. Risk of Retirement CPM Tariff Amendment Filing

The CAISO recognized that there was a need to implement an earlier study
and notification process for risk of retirement CPMs so interested resource owners
might know earlier in the year whether their resources are needed for reliability so
they can timely undertake the steps required either to retire their resources or
ensure they are ready for continued operation in the upcoming year. On January
12, 2018, the CAISO filed limited, near-term changes to its risk of retirement CPM
tariff provisions to provide an opportunity for generators contemplating retirement to
receive earlier notification of their reliability need so they might more effectively and
timely plan for their retirement or continued operation. The key feature of the
CAISO'’s proposal was to create two request windows, one in the spring and one in
the fall, to allow resource owners more time to make important decisions about
retirement or continued operation. The CAISO also proposed to eliminate the
existing market based compensation methodology, and retain only the existing
cost-based methodology, for ROR CPM designations. The CAISO did not propose
to change the existing, separate CPM tariff provision that allows designated
resources to retain their market revenues.

Several parties protested the filing arguing it was inappropriate to pay a CPM
resource based on its full annual cost of service and also permit it to retain all
market revenues. Some parties also argued that the CAISO’s proposal would
inappropriately front-run the RA bilateral procurement process and unduly distort
the prices in that process.

On April 12, 2018, the Commission rejected the risk of retirement CPM tariff
amendment filing in its ROR CPM Order. The Commission found that the
protesters’ concerns regarding the potential for the spring request window to distort
prices or otherwise interfere with the bilateral resource adequacy (RA) process had
merit. The Commission stated that because a resource at risk of retirement likely
has costs greater than what a resource can earn in the competitive market, the
proposed compensation offered by the CAISO would likely exceed what the
resource would earn in the bilateral RA market. The Commission found that,
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without other comprehensive reforms, the benefits resulting from the CAISO’s
incremental improvement were outweighed by the deleterious effects on the
competitiveness of capacity procurement under the RA program.

However, the Commission stressed in its order it was not concluding that a
risk of retirement CPM designation can never precede the bilateral RA process
because of the potential for front-running.*’ Indeed, the Commission recognized
that the record contained evidence that suggested certain resources could benefit
from earlier notice of a potential risk of retirement CPM designation.

The Commission recognized in the ROR CPM Order that the “CAISO has
initiated a stakeholder process to holistically examine both the RMR and CPM
programs.” The Commission stated that this indicated the need to coordinate
reform of the RMR and CPM programs rather than proposing incremental changes
addressing only a portion of the underlying challenges, as the CAISO had done in
the risk of retirement CPM tariff amendment.*® The Commission “encourage[d] the
CAISO to propose a package of more comprehensive reforms” and “expecte[d] that
any such proposal will recognize the need to balance appropriate compensation for
resources with consideration of ratepayer concerns, as well as the need to strike a
balance between CAISO’s backstop procurement authority and primary
procurement of supply needed for resource adequacy purposes.”*® The
Commission “strongly encourage[d] CAISO and stakeholders to make progress in
the ongoing stakeholder process and to adopt a holistic, rather than piecemeal,
approach,” including, evaluating whether both risk of retirement CPM and RMR
need to be retained as separate mechanisms.®°

B. The CAISO’s Existing Reliability Must Run Authority

Under the CAISO Tariff, the CAISO has the right “at any time . . . to
designate a Generating Unit as a Reliability Must-Run Unit” based upon the
CAISO's technical analyses and studies.> Those studies include the annual Local
Capacity Technical Study required by section 40.3.1 and any additional technical
studies necessary to ensure compliance with Reliability Criteria.®> Once the CAISO
designates a resource for Reliability Must-Run service, the resource owner must
propose rates for negotiation with the CAISO.>® For this purpose, the CAISO

a7 ROR CPM Order at P 45.
48 Id. at P 46.

49 Id.

50 Id. at P 48.

51 CAISO tariff section 41.
52 Id. at 41.3.

53 Id. at 41.2.
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maintains a pro forma Reliability Must Run Contract as Attachment G to the CAISO
Tariff.>* Although the CAISO tariff provides broad authority to designate a resource
to meet reliability criteria, the pro forma RMR Contract was developed as part of a
global settlement at the Commission in the early 2000s with a somewhat narrower
focus than that authorized by the tariff.>> Under the existing pro forma RMR
Contract, the CAISO’s energy dispatch right is limited to dispatches for local
reliability and non-competitive congestion.>®

Before the RA program, resource owners competed for energy rents in the
CAISO markets. Before implementing local market power mitigation rules, the
CAISO used RMR contracts for resources with local market power. If the CAISO
needed a resource, then the resource could command a very high energy price.
The pro forma RMR Contract provided the CAISO with a cost-based call option for
energy to mitigate local market power. The pro forma RMR Contract can be
implemented in two ways, at the option of the RMR Owner. Under Condition 2, the
RMR Owner is paid its full cost of service and its actual variable costs of providing
energy. However, an RMR unit owner under Condition 2 may not engage in CAISO
market transactions, unless the CAISO issues a relevant dispatch notice.>” When
the CAISO dispatches the Condition 2 RMR unit for reliability purposes, the owner
of the generator unit must bid all of its capacity at formula-based prices.%® A
Condition 2 unit is only allowed and required to submit cost based bids for energy
and Ancillary Services during RMR Dispatch period. The RMR Owner shows all
market revenue earned by the resource as a credit (aka, “SC Credit”) against the
fixed and variable cost payment to the resource.

Under Condition 1, the CAISO pays the RMR Owner only a portion of its
fixed costs, and the unit still participates in the market and retains all market
revenues it earns.

The CAISO had many resources operating under RMR contracts prior to the
RA program. Following the development of the RA program and implementation of
the local market power mitigation rules, the CAISO has generally relied on the RA
program as supplemented by CPM to secure resources needed for reliability. The
CAISO has had only one long term remaining legacy RMR resource under contract

54 Id. at 41.4.

55 See Stipulation and Agreements filed on April 2, 1999 and August 14, 2000 in Docket
Nos. ER98-441-000 et al.

56 CAISO tariff, Appendix G, Form of Reliability Must Run Contract, Section 4.1(b).

57 Id.

o8 Id. The RMR Contract pays for fixed costs (Schedule B) and variable costs (Schedules

C and D). The fixed costs may include capital item additions (Schedule L-1) or repair items
(reimbursed through an RMR invoice) which are approved through the process defined in the
RMR agreement in Article 7.

www.caiso.com



Honorable Kimberly D. Bose
April 22, 2019
Page 24

to meet local reliability needs in the Oakland local area.>® In recent years, the
CAISO has used the RMR authority and customized the pro forma RMR Contract to
obtain voltage support service from AES Huntington Beach synchronous
condensers during the 2013-2017 period.®® More recently, the CAISO designated
three Calpine resources (Metcalf, Feather River and Yuba City) for reliability service
beginning in 2018 to ensure their continued availability to meet local reliability
needs, with two of the three Calpine resources still under an RMR contract. Today,
the CAISO has only 260.2 MW of capacity under RMR contracts. The CAISO has
identified infrastructure solutions in its annual transmission planning process that
will allow the CAISO to terminate all of these RMR contracts once the solutions are
placed in service. The CAISO did not enter into RMR contracts with any new units
for 2019 and terminated its RMR Contract with Metcalf following the end of the
2018 Contract Year. These legacy RMR contracts are not affected by this tariff
amendment and the applicable legacy RMR tariff provisions will continue to apply.
These tariff provisions will be identified as either applicable only to RMR legacy
resources in the main body of the tariff or included in Appendix H applicable to
Grandfathered RMR Contracts.!

Under tariff section 41.3, besides performing the Local Capacity Technical
Study under tariff section 40.3.1 of the tariff to determine if an RMR Contract is
needed, the CAISO may also perform additional technical studies to ensure
compliance with Reliability Criteria. The CAISO tariff defines Reliability Criteria as
“[p]re-established criteria that are to be followed in order to maintain desired
performance of the CAISO Controlled Grid under Contingency or steady state
conditions.”®? After performing technical reliability studies, the CAISO will
determine which units it requires as RMR units, which RMR contracts it needs to
extend, and which RMR contracts it can terminate. Accepting an RMR designation
is mandatory.®® The CAISO may conduct these studies and designate a unit as
RMR “at any time.”®* The CAISO generally awards RMR contracts to generators
on a calendar year basis. Since inception of the RA program, RMR designation has
narrowed to only the resources needed to meet Reliability Criteria that have not
been procured as RA or were unlikely to be procured as RA. The CAISO also

59 Docket No. ER19-231, Dynegy Oakland, LLC tariff filing per 35.13(a)(2)(iii: Annual
Reliability Must Run Agreement and Schedule F Informational Filings to be effective January 1,
2019.

60 Order on Reliability Must-Run Agreement, 142 FERC 61,017 (2013) (order approving
AES Huntington Beach RMR Contract for synchronous condensers).

61 Proposed Appendix H to CAISO tariff. See also proposed Appendix J 1 (summary of
tariff changes relating to Legacy RMR Units).

62 Id. at Appendix A.

63 Id. at section 41.2.

64 Id.
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holds the sole option to extend an RMR Contract for the following calendar year on
an annual basis.®®> The RMR Owner may terminate the RMR Contract only under
extremely narrow circumstances such as CAISO default, condemnation of the unit,
or if the CAISO rejects proposed capital items or repairs that make it illegal,
uneconomical, or impractical to continue operation without it.%¢ Every year the
CAISO conducts studies to determine if the RMR contract remains necessary or if
there are other less costly alternative available.®” Also, in its annual transmission
planning process the CAISO will assess transmission and non-transmission
alternatives to RMR contracts.

Unless special circumstances exist, the CAISO exercises its RMR authority
in the context of resource withdrawal from the markets—either through a notice of
retirement or mothball status. Under the Participating Generator Agreement (PGA),
a resource owner must provide 90 days’ notice before withdrawing its resource.
Upon receiving such notice, the CAISO studies whether it can permit the resource
to retire or mothball without causing any reliability problems. If the CAISO needs a
resource for reliability, it will designate the resource for RMR service which then
triggers the tariff obligation that the resource owner to offer proposed rates and to
negotiate the RMR Contract with the CAISO. As discussed in the next section,
resource owners can submit retirement/mothball notifications to the CAISO at any
time, as long as they follow the minimum notification requirements of the PGA. In
determining whether the CAISO needs to designate a resource for RMR service to
maintain reliability, the CAISO will assess reliability needs in the current year and
the upcoming year. For example, if a generating unit submits a retirement or
mothball notice in June of 2019, the CAISO will study whether the unit is needed for
reliability for the remainder of 2019 or in 2020. In contrast, if the resource had
sought a risk of retirement CPM designation, the CAISO would study whether the
unit is needed for reliability before the end of 2021. The CAISO will also assess
whether there are any lower cost alternatives before executing an RMR Contract.

RMR agreements allow a generator to recover the costs associated with
planned and unplanned capital expenditures that occur during the term of the
agreement. However, the CAISO does not up-front fund such expenditures on an
accelerated basis. Rather, the CAISO only pays a one-year share of such costs
based on the depreciation schedule for such costs, which the Commission
ultimately must approve.®® If an RMR contract is terminated and the unit closes
within six months of termination, the CAISO will pay the unit owner any remaining
unpaid capital costs, plus interest at the FERC-interest rate, over a 36-month period

65 Id. at Appendix G, Form of Reliability Must Run Contract, Section 2.
66 Id. at section 2.2.
67 CAISO Tariff at section 41.4.

68 Pro forma RMR Contract, Schedule B, Equation B-9 and Schedule L-1.
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if the unit remains out of service. The CAISO will stop such payments if the unit
returns to service within that 36-month period.®°

The CAISO allocates RMR fixed and net variable costs not recovered
through market revenues costs to the Responsible Utility, i.e., participating
transmission owner identified in the RMR contract.’”® The Responsible Utility owner
then re-allocates the RMR costs to its transmission customers under a methodology
specified in its applicable Commission-approved reliability services tariff.

Under Section 4.1 of the pro forma RMR Contract, the CAISO can dispatch
an RMR unit for energy solely to meet local reliability needs or manage non-
competitive congestion constraints. Dispatch for local reliability includes any local
reliability need, i.e., not just the immediate local reliability reason for the RMR
designation. RMR dispatches for Ancillary Services, except for voltage support or
blackstart, are more limited per 4.1(c) — such dispatches require a bid insufficiency
test. Under Section 41.9 of the tariff, for Condition 2 units only, the CAISO may
Exceptionally Dispatch an RMR Unit for reasons other than stated under the RMR
agreement if needed for energy or operating reserve, or to manage congestion, if
no other generating unit is available to meet the need.

RMR unit owners may substitute a unit under the RMR agreement. The
substituted unit may not necessarily be an RMR unit, under the circumstances
existing at the time; however, it must be capable of providing equivalent system
reliability benefits.”

The CAISO can limit the RMR owner’s market transactions under section 6.1
of the RMR Contract, if an RMR Unit could exceed its Contract Service Limits or
impair the CAISO'’s ability to dispatch the unit to meet reliability needs during other
times of the Contract Year.’?

C. The CAISO’s Existing Generation Unit Retirement and
Mothball Framework

Under Section 3.2.2 of the CAISO’s pro forma Participating Generator
Agreement (PGA)”3 a Participating Generator must give the CAISO at least 90 days
written notice to terminate its PGA, or to remove a generating unit from a PGA for
reasons other than its sale, or the Participating Generator no longer had contractual

69 Id. at Section 2.5.

70 Id. at Article 1 and 9.

7 Pro forma RMR Contract, Article 1 and Section 5.1(c).
72 Id. at Section 6.1(b).

73 Attachment B-2 to the CAISO tariff.
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entitlement to the unit. A Participating Generator may submit a notice of retirement
at any time.

The CAISO'’s Business Practice Manual for Generator Management
specifies four scenarios for retiring or mothballing a generating unit. The scenarios
are:’

Scenario 1: Repowering / Entered Queue. Participating Generators
that wish to retire a Generating Unit and retain the Generating Unit's
Deliverability status and have either:

a. been approved for the affidavit repowering process pursuant to
Section 25.1.2 of the CAISO Tariff or the appropriate PTO’s tariff; or

b. entered the CAISO or PTO generator interconnection queue to be
studied for repowering pursuant to the GIDAP.

Scenario 2: Undecided and decommissioning Generating Unit.
Participating Generators that wish to decommission and retire the
Generating Unit and retain the Generating Unit's Deliverability status but
have not yet:

a. committed to or completed the assessment for the repowering
process; or
b. entered into the CAISO or PTO generator interconnection queue after

a determination that it is ineligible for the affidavit repowering process.

Scenario 3: Permanent Retirement/Release of Deliverability.
Participating Generators that wish to permanently retire the Generating Unit
and will not repower, and have no need to retain the Generating Unit’s
Deliverability status.

Scenario 4: Mothball (make unavailable) / Generating Unit to
remain intact. Participating Generators that wish to mothball the
Generating Unit for the time being until its next steps have been determined

& Pro forma RMR Contract, Schedule B, Equation B-9 and Schedule L-1.

4 Id. at Section 2.5.

4 Id. at Article 1 and 9.

& Pro forma RMR Contract, Article 1 and Section 5.1(c).

& Id. at Section 6.1(b).

4 Attachment B-2 to the CAISO tariff. Business Practice Manual for Generator

Management, section 12.
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which could be: restarting, decommissioning, permanently retiring,
repowering or entering the generator interconnection queue. The
Generating Unit and interconnection facilities must remain intact until a
decision on next steps is made and reported to the CAISO for further
direction.

A Participating Generator’s written notice of retirement/mothball includes no
affidavit requirement, except for the repowering process under Scenario 1 in which
a resource owner certifies there are changes to the unit and they are accurately
reflected. For Participating Generators under Scenarios 1, 2, and 4, the CAISO will
respond to the Participating Generator within approximately 60 days from receiving
the retirement/mothball notice.”®> For Scenario 3, the CAISO will respond within 90
days.’® The Business Practice Manual for Generator Management provides
instructions and requirements for generating units under each scenario.’’

The CAISO studies every generating unit that submits a retirement/mothball
notice to determine whether the CAISO can maintain reliability without the retiring
or mothballing unit. The CAISO will assess other generation and non-generation
alternatives that can be implemented in the timeframe available before the
proposed off-line date for the resource, before offering an RMR contract to the
retiring Participating Generator. The CAISO must conduct these reliability studies
because it must ensure compliance with Reliability Criteria and cannot allow a unit
to retire or mothball if doing so will cause reliability problems. If the CAISO
determines that it cannot ensure compliance with Reliability Criteria when the unit
retires or mothballs, then the CAISO will offer the unit an RMR contract, which the
unit owner must accept. Mandatory studying of all retiring/mothballing units and
mandatory RMR contracts is necessary to ensure the CAISO can maintain reliable
grid operations.

D. RMR and CPM Enhancements Stakeholder Process

The CAISO initiated the RMR and CPM Enhancements stakeholder
initiative largely in response to concerns and issues brought to light in 2017 in
connection with the CAISO’s implementation of three new RMR agreements and
two annual CPM designations for 2018. The guidance the Commission
provided in its Risk of Retirement CPM Order also informed the effort.

Ultimately, three factors primarily drove the need for tariff revisions: (1)
the existing RMR construct and pro forma RMR Contract date to CAISO start-up
and need to be “modernized” to align with current operating conditions and

7 Id.
76 Id.
” Id. at sections 12.1 and 12.2.
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needs; (2) stakeholders sought greater distinction regarding the CAISO’s use of
RMR versus CPM; and (3) a need for a consistent, effective, and orderly
approach to addressing resource retirements and the potential need for
backstop procurement. The RMR tariff provisions are approximately 20 years
old, and the CAISO and stakeholders believed the RMR construct required a
holistic review to ensure it meets the needs of a rapidly transforming grid, aligns
with current conditions and CAISO needs, and remains a viable backstop
procurement mechanism. Numerous stakeholders also objected to provisions of
the pro forma RMR contract that hardwired a rate of return that did not reflect
current market conditions and claimed that the RMR Contract did not provide
ratepayers with the full benefit of a unit for which they were paying the full cost
of service. Also, when the CAISO was making RMR and CPM designations in
2017, some stakeholders argued to the CAISO Board of Governors that greater
clarity was needed regarding when RMR or CPM procurement occurs. Finally,
the risk of retirement of generation needed for reliability is a significant concern
for the CAISO, and measures are needed to allow resource owners to make
important business and financial decisions regarding potential unit retirement or
continued operation in an orderly, timely, and prudent manner.

On January 23, 2018, the CAISO posted an Issue Paper and Straw
Proposal for Phase 1 Items.”® After reviewing stakeholder comments on the
issue paper, the CAISO issued a Draft Final Proposal for Phase 1 Items and
Items Under Consideration for Phase 2 on March 13, 2018. In Phase 1 of the
initiative, the CAISO proposed to (1) make RMR Condition 1 and Condition 2
units subject to a must offer obligation for energy and ancillary services, and (2)
notify stakeholders when a resource informs the CAISO it is planning to retire.
The CAISO identified the following items as within the scope of Phase 2 of the
initiative:

¢ RMR and CPM
o Clarify when RMR procurement is used versus CPM procurement

o Explore whether RMR and risk of retirement CPM can be merged into
one backstop procurement mechanism

o0 Review allowed rate of return on capital for RMR compensation and
CPM bids above the soft offer cap

0 Explore expanding CAISO’s tariff authority regarding Local Capacity
Requirement criteria and integration of renewable resources

e RMR

78 Materials issued by the CAISO and submitted by stakeholders in the stakeholder process
are available at the following link:
http://www.caiso.com/informed/Pages/StakeholderProcesses/ReliabilityMust-
Run_CapacityProcurementMechanismEnhancements.aspx

www.caiso.com
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o Consider whether both Condition 1 and 2 units are still needed
o Streamline and automate RMR settlement process
o Lower banking costs associated with RMR invoicing
0 Review cost allocation alternatives for RMR procurement
o0 Ensure RMR designation authority includes flexibility needs to

maintain reliability
Consider allocating flexible capacity RA credits from RMR
designations

@]

e CPM

o Align risk of retirement CPM tariff to current RMR rules that allow for
recovery of needed capital additions
0 Review year-ahead CPM cost allocation to address load migration

o In accordance with the 2015 CPM offer of settlement, evaluate if LSEs
used CPM for primary capacity procurement for the 2018 RA
compliance year.”®

& The CAISO’s May 26, 2015 CPM tariff amendment filing in Docket No. ER15-1783
included an offer of settlement between the CAISO and stakeholders regarding all aspects of the
filing. The offer of settlement included two separate triggers to assess whether load serving
entities might be using the CPM for primary capacity procurement: (1) within a rolling 24-month
period, the same load serving entity twice relies on the CPM to meet any resource adequacy
deficiency; or (2) any load serving entity meets more than 50 percent of its annual or monthly
obligation for a year or month, respectively, with CPM capacity procured by the CAISO on the
load serving entity’s behalf. The offer of settlement provided that the first time the trigger is met,
the CAISO would open a stakeholder initiative to explore whether load serving entities have
relied on the CPM to an unacceptable extent, as the primary means of capacity procurement. It
also provided that the stakeholder process may consider prospectively applicable remedial
measures designed to avoid load serving entity reliance on the CPM. The Commission
approved the tariff amendment filing as just and reasonable but found that the offer of settlement
was not a settlement filed under Rule 602. Rather, the Commission treated the offer of
settlement component of the CAISO’s filing “as record evidence in support of CAISO’s section
205 filing.” Cal. Indep. Sys. Operator Corp., 153 FERC 1 61,001 (2018) at P49, n. 53. In
December 2017, the CAISO made an annual RA deficiency and Collective Deficiency CPM
designation in the San Diego area that met the second trigger. Even though the Commission
had not accepted the offer of settlement, the CAISO honored its commitments thereunder and,
in the stakeholder process leading to the instant tariff amendment filing, the CAISO evaluated
whether LSEs were using the CPM as their primary capacity procurement. The CAISO
discussed this issue at a May 30 Working Group meeting and at stakeholder meetings, sought
stakeholder comment on the issue, and addressed the matter in its straw proposals. The CAISO
concluded that the December 17 designations were driven by circumstances unrelated to the
design of CPM. Review of Reliability Must Run and Capacity Procurement Mechanism,
Stakeholder Working Group Meeting, May 30, 2018, slides 12-23; Revised Straw Proposal at
37-38; Second Revised Straw Proposal at 37-38; Draft Final Proposal at 44. In particular, LSEs
were prohibited from contracting with generation resources for deliveries beyond their once-
through cooling (OTC) compliance date, even if such resources received compliance extensions
to continue operating. That was the case with certain OTC resources in the San Diego area. No
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Following review of stakeholder comments, on June 26, 2018, the CAISO
issued a Straw Proposal. The CAISO merged Phase 1 and Phase 2 into a
single effort. The Straw Proposal added a few items to the scope of the
initiative: (1) develop an interim pro forma RMR contract that would apply to new
RMR designations before this initiative is completed and that would allow any
changes resulting from this initiative to be reflected in future RMR contracts;®°
(2) update the allowed rate of return on capital for RMR compensation; and (3)
make RMR resources subject to RAAIM.

The CAISO issued a Revised Straw Proposal on September 10, 2018
and a Second Revised Straw Proposal on December 12, 2018. Stakeholders
had an opportunity to submit written comments on each proposal, and the
CAISO held stakeholder meetings to discuss both proposals and obtain
stakeholder input. On January 23, 2019, the CAISO issued a Draft Final
Proposal, and the CAISO posted draft tariff revisions in Sections 41 and 43A
reflective of the Draft Final Proposal. The CAISO held a stakeholder meeting on
January 30, 2019 to discuss the draft final proposal and posted draft tariff
language.® Then stakeholders submitted written comments.

On January 25, 2018, the CAISO’s proposals in this initiative were
discussed at the CAISO Market Surveillance Committee (MSC) meeting. The
CAISO Governing Board (Board) voted to authorize this tariff amendment filing
at its public meeting held on March 27, 2019.8?

stakeholder submitted written comments opposing the CAISO’s conclusions. The CAISO
expressed its commitment to continue monitoring future CPM procurement.

80 On August 31, 2018, the CAISO filed a tariff amendment to implement a revised pro
forma RMR Contract that provided the CAISO with the option to terminate an RMR Contract
when the Commission has accepted a replacement pro forma RMR Contract at the conclusion of
the instant stakeholder process. The revised pro forma RMR applied only to RMR Contracts
that became effective on or after September 1, 2018, i.e., interim RMR Contracts. The
Commission accepted the tariff revisions on October 20, 2018, Cal. Indep. Sys. Operator Corp.,
165 FERC 1 61,059 (2018).

81 During the course of the initiative, the CAISO also held three Working Group meetings
to focus on targeted issues.

82 Materials regarding the CAISO Board’s authorization of this tariff amendment filing are
included in Attachment C. These materials include (1) a March 20, 2019 memorandum to the
Board from Keith Casey, Vice President, Market & Infrastructure Development entitled Decision
on reliability must-run and capacity procurement mechanism enhancements , (2) a March 27,
2019 presentation to the Board by Keith Johnson, Infrastructure and Regulatory Policy Manager,
entitled Decision on reliability must-run and capacity procurement mechanism enhancements
proposal, and (3) Department of Market Monitoring Comments dated March 20, 2019. In the
near future, the CAISO will make a tariff amendment filing to implement some minor
clarifications to the CPM tariff and to revise compensation for CPM resources with cost offers
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Besides the draft tariff language the CAISO posted on January 24, 2019,
the CAISO posted a draft revised pro forma RMR Contract (and additional draft
tariff language) on February 15, 2019. The CAISO held a stakeholder call to
discuss the draft tariff language on March 13, 2019. Then the CAISO posted
revised draft tariff language and a revised draft pro forma RMR Contract on
March 20, 2019 and April 3, 2019 and held calls with stakeholders to discuss the
revisions on April 2, 2019 and April 15, 2019.

E. Market Surveillance Committee Opinion

On March 18, 2019, the CAISO’s MSC issued its Opinion on Reliability
Must Run and Capacity Procurement Mechanism Enhancements (MSC
Opinion).8 The MSC “agrees with the general framework for RMR as targeting
risk-of-retirement by resources needed to provide essential reliability services
that are not sufficiently compensated for in ISO markets to be accompanied by
cost-of-service payments for those units.”® The MSC supports a regulatory
approach that “does not pro-forma link these cost-of-service payments to a
depreciation schedule chosen previously by the owner, but instead determines
an appropriate depreciation schedule on its own regulatory merits.”8°

The CAISO notes that although the RMR Unit owner proposes a
depreciation schedule in its RMR Contract filing with the Commission, the
Commission ultimately determines the just and reasonable depreciation
schedule to be utilized under the contract. All stakeholders can intervene in the
proceedings at the Commission and litigate (or settle) the appropriate
depreciation schedule. As discussed in greater detail in Section 111.B.10.c., infra,
the pro forma RMR Contract requires the RMR unit owner to follow the
Commission’s Uniform System of Accounts to determine Gross Plant
Investment, Depreciation Reserve, and Depreciation Expense under the
contract.

The MSC agrees that performance requirements for RMR and CPM
resources are highly desirable, especially for RMR where there is no other
economic incentive to be efficient and available when needed.®® The MSC
recognizes that the units likely to receive RMR designations will be subject to

above the CPM soft offer cap. Those tariff changes stand-alone from the RMR and risk of
retirement CPM changes the CAISO proposes in this filing.

83 The MSC Opinion is included in Attachment D.
84 MSC Opinion at 3.
85 Id.

86 Id.
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RAAIM 17 hours per day, seven days per week, so “generators that comply with
that requirement are very likely providing the reliability services that are needed
under almost all foreseeable scenarios.”®” The MSC states that for “extremely
idiosyncratic scenarios in which a unit is needed at other times, the ISO could
maintain the ability to negotiate targeted performance metrics for units that are
meeting niche reliably needs.”® As discussed in Section 111.B.3, infra, in response
to the MSC’s recommendation, the CAISO is adding a provision in Section 8.5 of
the revised pro forma RMR Contract that would allow it to offer an alternative non-
availability mechanism to RAAIM if it determines that RAAIM is not adequate given
the reliability needs and the resource characteristics of the unit.

The MSC agrees with imposing a must offer obligation on RMR units.8°
The MSC states that it “is crucial to ensure that default energy bids (DEBSs)
reflect all critical costs.”®® The MSC states that a concern with applying the
RAAIM is that RMR or CPM status might be granted to generators with high
outage rates near the end of their useful life.® The MSC notes that it might be
uneconomic to upgrade these units to avoid outage rates and corresponding
exposure to RAAIM penalties, so some units nearing the end of their useful life
potentially might face unrecoverable RAAIM penalties. The MSC acknowledges
that the “CAISO proposal recognizes these issues and addresses them through
the inclusion of opportunity costs into the ... (DEBs) of RMR... units.”®?> The
MSC suggests that if the opportunity cost framework proves insufficient to
address these concerns, the CAISO should consider a unit-specific benchmark
for such units, applying the same RAAIM framework but with a different
reliability target threshold.%3

The CAISO believes its opportunity cost proposal adequately addresses
the MSC's concerns. The CAISO recently implemented its opportunity cost tariff
provisions as part of the Commitment Cost Enhancement 3 initiative. Under the
CAISQO’s opportunity cost framework, resources with eligible use-limits can
establish opportunity cost adders for start-up cost bids (including transition costs
for multi-stage resources), minimum load cost bids, and energy bids, which can
be included in default energy bids. Once established, the CAISO updates the

87 Id.

88 Id.

89 Id.

90 Id. at 4.

91 Id.

92 Id. The CAISO'’s opportunity cost process provides for opportunity costs for start-up

costs and minimum load costs (for run hour limitations) for resources with eligible use limits as
well as opportunity costs for energy bids based on MWh limitations, which would be included in
default energy bids.

93 Id.
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adders each month to ensure the accuracy of the bid adders based on the most
recent market prices and unit usage information. Theoretically, resources
should be able to submit bids in all hours. Because it has just implemented the
opportunity cost initiative, the CAISO recognizes that scheduling coordinators
may not be able to fully manage use limited resources with opportunity costs.
Accordingly, scheduling coordinators of use limited resources can continue to
utilize existing outage cards designed to manage use limits.

The CAISO is also proposing additional eligible use limits on start-ups,
run hours, and MWhs applicable only to RMR resources under the revised pro
forma RMR Contract. The purpose of the RMR-only use limits is to manage the
timing and prudency of scheduling major maintenance and upgrades. For
example, the CAISO may designate a resource for a reliability reason that the
CAISO expects to be mitigated with infrastructure enhancements in the following
year. If possible, the CAISO would prefer to avoid major maintenance costs in
the current RMR contract year if the generating unit has enough start-ups, run
hours, and MWhs remaining before needing major maintenance. If the CAISO
is satisfied there are enough remaining start-ups, run hours, and MWhs to meet
the current RMR contract year’s reliability needs, the CAISO will use these limits
in its opportunity cost calculation if such limits are more binding than the limits
the resource has based on tariff-eligible use limits. The RMR owner will provide
this information on limits annually.® Using the above example, if, as expected,
the resource is no longer needed for RMR service in the next RMR contract
year, then the cost of major maintenance can be avoided. In a variation on this
example, if the CAISO expects the reliability need to require at least two years
of RMR service and major maintenance will be required either in the current or
following RMR contract year, then the CAISO and RMR owner can make an
informed decision regarding the scheduling and scope of major maintenance.
This ensures RMR designations are cost-effective.

As noted above, scheduling coordinators on behalf of use-limited RMR
resources can submit the appropriate use limit reached outage card (just like RA
resources), which will enable them to manage their usage if use limits may be
reached earlier than expected. Use of this outage card to manage monthly
limits allows them to avoid RAAIM charges.

Further, the CAISO is retaining existing authority in the RMR contract that
permits the CAISO to direct an RMR resource not to participate in the market if it
would impair the CAISO’s ability to dispatch the generating unit to meet
reliability needs at other times during the year.%® Thus, the CAISO’s proposal

94 These are the same parameters Use Limited Resources submit in the Opportunity Cost
process.
95 The current RMR authority allows the CAISO to direct the RMR owner not to bid. The

CAISO is “modernizing” this authority to direct the RMR owner to submit an outage card. Use of
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contains ample mechanisms to address the MSC’s concerns. In any event, the
CAISO commits to monitoring the situation and acting immediately if for some
unexpected reason these measures prove inadequate.

The MSC acknowledges that toggling back and forth between RMR and
market-based operations can be a concern. However, the MSC correctly notes
that the CAISO alone holds the option whether to renew an RMR contract if the
RMR resource is still needed for reliability; so, a generating unit owner does not
possess the same market power upon returning to the market if it chooses, i.e,,
the CAISO will have concluded that the generating unit is no longer needed for
reliability.®® In Section 111.B.10.b, the CAISO discusses further why existing
measures in its Commission-approved pro forma RMR Contract adequately
protect against toggling.

The MSC also supports the general framework for CPM.®’ The MSC
recognizes that future CPUC actions and CAISO initiatives may impact RA and,
if so, changes to some elements of the CPM may need to be revisited.®® The
MSC also “note[s] that the current level of the CPM soft-offer cap needs to be
re-evaluated,” but recognizes that the CAISO has scheduled a stakeholder
initiative starting in the near future to address this issue. % As discussed in
Section II.D, issues regarding the level of the CPM soft-offer cap and potential
mitigation of bids below the cap were beyond the scope of the underlying
stakeholder initiative and this tariff amendment filing. The MSC correctly
recognizes that the CAISO will be initiating a new stakeholder initiative this year
to examine the level of the CPM soft-offer cap and other similar issues, including
local market power mitigation.

Finally, the MSC recommends that transmission planning, which could
affect the need for an RMR designation, recognize that the avoided cost of
generation will include just the generating unit's going forward costs and not the
generating unit’s full cost of service.'© The MSC states that such an approach
would recognize that a transmission investment that removes the need for RMR
status would be less expensive than the full cost of the RMR resource, but more
costly than its going forward costs. The MSC states that under such a scenario
the CAISO could offer the RMR resource compensation comparable to the
projected transmission project cost, which might be below the resource’s full

the appropriate outage card will prevent RAAIM penalties. See Revised pro forma RMR
Contract, Section 6.1(f).

96 Id. at 3.
97 Id.
98 Id.
99 Id.

100 Id. at 4.
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cost of service. This recommendation, which involves determining in the
transmission planning process what constitutes the more cost effective or
efficient solution to meet an identified reliability need, is beyond the scope of this
initiative. This recommendation also ignores that under Commission precedent,
mandatory backstop procurement -- like the CAISO’s RMR framework — allows
for compensation at the resource’s full cost of service. If a generating unit
desires to be compensated based on its full cost of service, assessing
transmission solutions based on the going forward costs of the generating unit
would seem impractical.

II. PROPOSED TARIFF CHANGES

The CAISO proposes to revise certain RMR and CPM tariff provisions
and the pro forma RMR Contract. The revised pro forma RMR Contract
provisions will not apply to the generating units under existing RMR contracts
unless their owners voluntarily agree to execute the revised pro forma RMR
Contract. These resources are providing RMR service under existing,
Commission-approved RMR Contracts that pre-date the existing pro forma RMR
Contract in Appendix G of the CAISO tariff. The CAISO does not seek to disrupt
existing contractual obligations. As noted above, there are only 260.2 MW of
capacity operating under the existing RMR contracts, and the CAISO has
approved replacement transmission solutions for these units. Thus, these
existing RMR contracts should be terminating in the next few years.

Similarly, provisions described in the next section regarding a generating
unit’s return from mothball status will not apply to mothballed or submitted
mothball notifications prior to the effective date of the proposed tariff provisions.
This ensures that owners’ expectations when they mothballed their generating
units will not be unduly disrupted and avoids any potential retroactive
ratemaking issues.

Finally, the CAISO also notes that several stakeholders seek changes to
RMR and CPM that are beyond the scope of this initiative. The following
discussion does not attempt to re-justify existing, Commission-approved tariff
and contract provisions that the CAISO does not propose to change and that are
not affected by the changes the CAISO proposes to make.

A. Tariff Revisions Affecting Both RMR and Risk of Retirement CPM

1. General Changes to the RMR and CPM Procurement
Framework

An important focus of this initiative was the scope of RMR and CPM
procurement. Several stakeholders sought additional clarity regarding when the
CAISO will undertake RMR procurement and when the CAISO will undertake CPM
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procurement. The CAISO committed to its Governing Board to provide further
clarity between the two as part of this initiative.

The CAISO is retaining both the CPM and RMR procurement mechanisms.
The CAISQO'’s proposal sets forth clear rules for when it will use either RMR or CPM
to procure capacity. The CAISO will use RMR authority to procure resources that
would otherwise retire or mothball but are needed to maintain reliability. All future
retirement/mothball-related procurement authority, including what is currently called
risk of retirement CPM, will be addressed through the RMR tariff provisions. Thus,
the CAISO proposes to eliminate all risk of retirement CPM tariff provisions°! and
will merge certain relevant provisions of its risk of retirement CPM authority into the
RMR tariff. The CAISO discusses its revised RMR procurement process in greater
detail in Section Il1l.A.2. The CAISO will continue using CPM procurement to
backstop the RA program and for Significant Events and Exceptional Dispatches.
The CAISO will not use RMR to backstop the RA program. If a resource declines a
CPM designation, the CAISO will offer a CPM designation to the next best resource
that meets the reliability need and not move directly to offering the resource an
RMR designation. Resources seeking RMR designations must follow the
retirement/mothball notification and attestation process discussed in Section I11.A.2
to be eligible for an RMR designation. Also, the CAISO must conduct a technical
study and determine that a resource is needed to meet Reliability Criteria before it
can issue an RMR designation.

The CAISO is retaining several key features of the RMR and CPM
procurement framework, including, but not limited to:

e CPM procurement remains voluntary if a resource has not submitted a
bid into the competitive solicitation process (CSP);

e If a resource voluntarily submits a bid into the CSP and the CAISO
accepts that bid, then the resource cannot decline the CPM
designation;

e Resource acceptance of an RMR designation is mandatory, and RMR
pricing will continue to be based on a resource’s full annual cost of
service; and

e Toreceive an RMR designation a resource must be needed for
reliability based on a CAISO reliability study.

101 The CAISO proposes to eliminate tariff sections 43.A.2.6, 43A.3.7, 43A.8.7 and 4A.9 (d),
and the reference to risk of retirement CPM in tariff sections 43A.2 and 43A.4.
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Because these provisions are not modified by this filing or affected by other
changes the CAISO is making, they are not subject to re-examination in this
proceeding under Section 205 of the Federal Power Act (FPA).

The flow diagram below shows the proposed future framework for CPM and
RMR procurement:

CPM RMR
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A couple of stakeholders expressed concern that resource owners might
be able to “pick and choose” between RMR and CPM, which have different
compensation methodologies. These stakeholders ignore that under the current
backstop procurement framework, opportunities exist for resource owners to
pursue RMR or CPM. For example, resource owners have advised the CAISO
not to consider them for CPM and only consider them for RMR. The CAISO’s
revised framework does not create new opportunities. Rather, it provides
clearer differentiation between RMR and CPM compared to the existing
framework. It also places greater restrictions on resources desiring RMR
contracts than exist today. It is difficult to understand how the CAISO'’s
proposed framework can be less just and reasonable than the existing
framework under these circumstances.

First, the CAISO is eliminating any opportunity for resource owners to
choose between RMR and risk of retirement CPM as they have attempted to do
in the past. All retirement and mothball-related backstop procurement will now
occur only through RMR. Thus, the CAISO is eliminating the risk of retirement
CPM pricing that would allow retiring resources to be paid their full cost of
service and retain all market revenues; whereas, retiring generating units
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seeking RMR designations that are needed for reliability will not be permitted to
retain net market revenues. There no longer will be any pricing differentiation
between RMR and CPM for resources that are retiring or mothballing.

Second, the CAISO will not use RMR to backstop RA procurement
deficiencies.'%? If there is an RA showing deficiency, the CAISO will only
backstop it with CPM. A resource that might be able to fill the RA deficiency
cannot request, and will not receive, an RMR designation to fill the RA
deficiency. Rather, the CAISO will fill the RA deficiency with another resource
from the CPM competitive solicitation process. If no other resource is available,
the CAISO still will not offer an RMR contract to the generating unit because it
remains available for CAISO dispatch. Under the CAISO’s proposal, the CAISO
will use RMR for resources that have submitted a retirement/mothball notice and
attestation and that the CAISO has found are needed to meet Reliability
Criteria.1%3 In other words, a generating unit desiring an RMR designation must
submit a formal notice of retirement/mothball and attestation (discussed in the
next section) to even be eligible to receive an RMR designation. This
requirement does not exist today. Also, the CAISO must conduct a reliability
study to establish that the resource is needed to meet applicable Reliability
Criteria before it can be eligible to receive an RMR designation. An RA showing
deficiency does not, by itself, mean that a resource is needed to meet Reliability
Criteria; it only means that LSEs have not procured sufficient capacity to meet
their RA obligations. The CAISO'’s reliability study must show that a reliability
need exists and that only the resource to be designated can meet it, i.e., the
resources procured in the RA process or that otherwise have not retired, do not
meet all of the CAISO’s reliability needs and the CAISO needs the
retiring/mothballing resource to meet applicable Reliability Criteria. Thus,
resources will not arbitrarily be able to choose between accepting an annual
CPM designation or receiving an RMR Contract.%

Third, the CAISO will not offer a resource that submits a
retirement/mothball notice and is needed for reliability a CPM designation; it will
only offer the resource an RMR designation. All CPM designations occur

102 Proposed revised CAISO Tariff Section 41.3 (CAISO does not use its RMR authority to
address Resource Adequacy deficiencies).

108 The CAISO tariff provides that RMR designation can occur at any time based on
technical studies. The CAISO reserves the right to exercise this authority under circumstances
that require the CAISO to take action to maintain the reliability of the grid.

104 See, e.g., Cal. Indep. Sys. Operator Corp., 134 FERC 61,211 at P 127 (2011) (2011
CPM Order) (“[W]e note that the Commission has approved CAISO’s backstop procurement
authority under the [Interim Capacity Procurement Mechanism] and its predecessor, the
[Transitional Capacity Procurement Mechanism], and that since its inception, CAISO has also
had authority to procure reliability must-run generation to address local reliability needs. . . . We
find that the risk of retirement feature of CPM is an appropriate extension of CAISO’s existing
and past backstop procurement authority.”).
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through the competitive solicitation process and the CPM tariff provisions in
CAISO tariff section 43A.

Fourth, regarding the interrelationship between RMR and the remaining
categories of CPM, the CAISO notes that Exceptional Dispatch and Significant
Event CPMs generally result in one or two month capacity designations to meet
short-term reliability needs. On the other hand, RMR designations are contract
year or remainder of contract year designations intended to meet longer term
reliability needs. Also, the tariff requires the CAISO to issue Significant Event
and Exceptional Dispatch CPM designations through the competitive solicitation
process in Section 43A of the tariff, not through the retirement/mothball
notification process applicable to RMR designations.

Fifth, as discussed in greater detail herein, accepting an RMR
designation or an RMR Contract extension is mandatory on the part of a
resource. Thus, an RMR resource cannot voluntarily toggle from RMR to CPM.

Sixth, stakeholders’ concerns appear to be that CPM and RMR have two
different compensation methodologies, and that resource owners might be able
to choose the backstop procurement type with the compensation best suited for
them. That CPM and RMR have different pricing does not arise from the
CAISOQO’s proposal; it exists today and has for many years. The CAISO is not
proposing to change RMR and CPM pricing in this filing (except to the extent the
CAISO is incorporating risk of retirement CPM into RMR).

The CAISO points out that although other ISOs and RTOs do not have
multiple backstop procurement mechanisms like RMR and CPM, they permit a
generating unit owner that is needed for reliability to select the compensation
scheme it desires from two alternatives, either cost of service recovery or pricing
based on some pre-established mechanism, typically based on going forward
costs. Thus, the CAISO’s two compensation schemes are not “out-of-line” with
the practices of other ISOs and RTOs.1% Indeed, for retiring and mothballing
generating units, the CAISO only provides one option -- RMR pricing.

For example, PJM Interconnection LLC (PJM) gives owners of
deactivating generating units the option to select between two distinct pricing
alternatives -- either a traditional cost of service rate to recover its entire cost of
service or a Deactivation Avoidable Cost Credit based on an established
formula (essentially avoidable going forward costs plus an adder) set forth in the

105 The CAISO notes that, as a general rule, the Commission permits significant regional
variations among the terms and conditions of ISO and RTO tariffs. However, this filing
discusses comparable tariff provisions from other ISOs and RTOs where appropriate to illustrate
the justness and reasonableness of the tariff revisions proposed by the CAISO.
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tariff.1% The New York Independent System Operator Corporation (NYISO)
permits deactivating owners to choose compensation based either on an owner-
developed cost-based rate or an Availability and Performance Rate that is
based on RMR Avoidable Costs, Variable Costs, an Availability Incentive, and a
Performance Incentive).%” Further, in ISO New England, Inc. (ISO-NE),
delisting resources that ISO-NE finds are needed for reliability elect whether to
be compensated based on (1) the terms of a Commission-approved cost of
service agreement or (2) the Commission-approved Permanent De-List bid or
Retirement De-List Bid for the relevant Capacity Commitment Period.1%® These
examples illustrate why there is no basis to find the CAISO’s differentiation
between RMR and CPM procurement and separate RMR and CPM pricing
schemes are unjust and unreasonable.

Finally, the stakeholders objecting to separate RMR and CPM
procurement ignore that the CAISO’s RMR procurement authority and CPM
procurement authority (and its predecessors) have co-existed for almost 15
years with different pricing methodologies. Thus, their arguments constitute a
collateral attack on prior Commission orders approving the two separate
backstop procurement constructs with different pricing schemes.

2. A Revamped Process Will Apply to Resource Retirement and
Mothball Requests and RMR Designations

a. The Revised Process

The CAISO proposes to integrate RMR and risk of retirement CPM into a
single, cohesive CAISO backstop procurement mechanism to address resource
retirement and mothball requests. The CAISO will assess all of the following
reliability need horizons - the current year (RMR), the upcoming year (RMR),
and the following year (risk of retirement CPM) - under a single backstop
procurement mechanism, i.e., RMR. The CAISO proposes to delete from the
CPM tariff in Section 43A all risk of retirement CPM tariff provisions. Under the
revised framework, “following year” reliability assessments will be at the
CAISO'’s discretion. The CAISO will not be required to undertake the reliability
need assessment reflected in the existing risk of retirement CPM tariff
provisions.1%® The CAISO describes the proposed process below. The revised

106 PJM Open Access Transmission Tariff; Sections 113.2, 114, 116, 117, and 119.

107 NYISO, Open Access Transmission Tariff, Attachment FF, Appendix C Form of RMR
Agreement, Articles 1, 1,5, 1,1,26, and 4.1.

108 ISO-NE, Market Rule 1, Section 111.13.2.5.2.5.1 (b). The resource owner must make the
election within six months after ISO-NE files the results of the relevant Forward Capacity Auction
with the Commission. Id.

109 Studying the need for the resource in the upcoming Resource Adequacy Compliance
Year is consistent with the CAISO’s current RMR practice. Under the current risk of retirement
CPM tariff, the CAISO studies the need for the resource before the end of the calendar year
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process will apply to all generating units filing retirement and mothball
notifications beginning on the effective date of this tariff amendment.

The CAISO proposes to require every resource seeking to withdraw from
the CAISO markets to submit a formal notice of retirement or mothball and
attestation with the CAISO.119 Thus, any resource seeking an RMR designation
must first submit such formal retirement or mothball notice to the CAISO.

The form of Notice of Generating Unit Retirement or Mothball the CAISO
proposes to include in the Generator Management Business Practice Manual is
attached in Attachment J. The retirement/mothball notice will include an
attestation signed by an officer of the company with the legal authority to bind
such entity. The attestation requires the affiant to state the reason the
generating is seeking to retire or mothball. The attestation states it is being
signed under penalty of perjury, and it must be notarized.

The resource owner must attest that it is planning to retire or mothball the
resource at a certain date, but no later than 90 days before the date the
resource intends to stop service.!*! Under the Participating Generator
Agreement (PGA), resource owners must provide at least 90 days’ notice to
terminate a PGA or remove a resource from a PGA. A resource owner will also
be required to complete the notice/attestation to rescind a pending
retirement/mothball notice or return from mothball status.

Among other things, the Notice of Generating Unit Retirement will require
the generating unit owner to attest that:

[] In accordance with the BPM for Generator Management, it
is retiring the Generating Unit in accordance with the BPM for
Generator Management effective [month], [day],
[year]. The Generating Unit does not have a contract for
Resource Adequacy Capacity for [check one or both] the
current year and/or the upcoming year, it is uneconomic for
the Generating Unit to remain in service for such year(s), and the
decision to retire is definite unless the CAISO procures the

after the upcoming Resource Adequacy Complacent Year. The CAISO is modifying this to
permit it to study the need for the resource in such year, but not to require the CAISO to
undertake such a study. In the overwhelming majority of instances, if a reliability study shows a
resource is not needed in the upcoming Resource Adequacy Compliance Year, it is highly
unlikely the resource will be needed in the following year. The proposed tariff language gives
the CAISO flexibility to study (or not study) the “following year” given the particular
circumstances of each individual resource. This will relieve the CAISO of having to undertake
studies that are unnecessary and unlikely to show any reliability need.

110 Proposed tariff section 41.2.1.
111 |d
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Generating Unit, the Generating Unit is sold to an unaffiliated third-
party, a third-party contracts with the Generating Unit for Resource
Adequacy purposes, or the Generating Unit obtains some other
contract.

[] In accordance with the BPM for Generator Management,
it is retiring the Generating Unit effective [month],

[day], [year]. The Generating Unit does not
have a contract for Resource Adequacy Capacity for [check one
or both] the current year and/or the upcoming year
and it is retiring the Generating Unit for reasons other than it is
uneconomic for the unit to remain in service during such year(s).

Owner is retiring the Generating Unit for the following reason(s)
(state with specificity the reason for retiring the unit):

The decision to retire the Generating Unit is definite. Note: the CAISO
may designate the resource for RMR service if needed for reliability

State with specificity any legal, regulatory, or other reason(s) that
might preclude the Owner from accepting an RMR Contract for the
Generating Unit:

[] In accordance with the BPM for Generator Management, it
is mothballing the Generating unit effective [month],

[day], [year]. The Generating Unit does
not have a contract for Resource Adequacy Capacity for [check
one or both] the current year and/or the upcoming
yeatr, it is uneconomic for the Generating Unit to remain in service
for such year(s), and the decision to mothball is definite unless the
CAISO procures the Generating Unit, the Generating Unit is sold
to an unaffiliated third-party, a third-party contracts with the
Generating Unit for Resource Adequacy purposes, or the
Generating Unit obtains some other contract.

[] It is rescinding its prior notice to retire or mothball the
Generating Unit before the effective date of the retirement or
mothball because the CAISO has procured the Generating Unit, the
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Generating Unit was sold to an unaffiliated third-party, a third-

party contracted with the Generating Unit for Resource Adequacy
purposes, or the Generating Unit obtained some other contract

State with specificity the reason for rescinding the prior notice:

[] It is terminating the Generating Unit's mothball status
because the CAISO procured the Generating Unit, the Generating
Unit was sold to an unaffiliated third-party, a third-party contracted
with the Generating Unit for Resource Adequacy purposes, the
Generating Unit obtained some other contract, or it is economic for
the unit to return to service.

State with specificity the reason for returning from mothball status:

Thus, the Notice of Generating Unit Retirement of Mothball will allow the
unit owner to indicate whether it is seeking to retire the generating unit because
it iIs uneconomic to continue operating, retire the generating unit for other
reasons, mothball the generating unit because it is uneconomic to continue
operating the generating unit, rescind its pending retirement or mothball notice
because it has satisfied one of the specified reasons, or return from mothball for
specified reasons. The CAISO proposes to include the foregoing language both
in proposed tariff section 41.2.1 and in the form of Notice of Generating Unit
Retirement or Mothball in the Generator Management Business Practice
Manual.

The CAISO'’s proposal provides two paths for resources to notify the CAISO
of their intent to retire/mothball a resource and for the CAISO to study the reliability
need for such resources and potentially grant RMR designations. The CAISO
proposes specific process steps under each path. This will make the overall
process more orderly, mitigate any impacts on the RA program, and provide a
longer planning “runway” for interested resource owners, if they so choose, to make
significant business decisions regarding retirement/continued operation. The two
paths are summarized below.

Path 1 applies to the owner of a resource that is not an RA resource at some
point in the current calendar year and is planning to retire or mothball the resource.
This is the most common retirement/mothball scenario, and the process largely
tracks the general process that the CAISO applies today in processing retirement
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and mothball notifications and assessing potential new RMR designations. These
rules apply:1*?

e Aresource owner can submit a retirement/mothball notice and attestation
at any time during the year and the CAISO will inform the resource owner
of the reliability study results when it completes the study.

e |f aresource owner wants to obtain an earlier determination of need to
facilitate its retirement/mothball decision, the resource can submit its
notice and attestation before the 90-day deadline in the PGA.13

e The CAISO will study whether the resource is needed for reliability in the
current calendar year or by the end of the upcoming calendar year. If the
CAISO finds that a retiring resource is needed for reliability in either of
these timeframes, it will grant the resource an RMR designation for the
remainder of the current calendar year. If the CAISO finds that a
mothballing resource is needed for reliability in the current year, it will
grant the resource an RMR designation for the remainder of the current
calendar year.*** The CAISO will pursue any RMR designations at the
next feasible CAISO Governing Board meeting. RMR designations will
be conditioned on the resource not receiving a contract for Resource
Adequacy Capacity.

An example of Path 1 is: in 2020 (or in 2019 after the annual RA showings
have been submitted at the end of October) a retiring resource without an RA
contract for 2020 (or with an RA contract that expires sometime in 2020) would
submit a retirement notice to the CAISO meeting the 90 day notice requirement in
the PGA; the CAISO would study the reliability need for the resource in 2020 and
2021; if the CAISO determines that the resource is needed in one of those years,
the CAISO will offer the resource an RMR contract for 2020 (or the remainder of

112 Proposed tariff section 41.2.2(a).

113 For example, if a resource owner has an RA contract that terminates mid-year, the
resource owner can submit its retirement notice and attestation 90 days or more before the RA
contract terminates. If the CAISO finds that the unit is needed for reliability for the remainder of
the current year or the upcoming calendar year, it will offer the unit an RMR Contract for the
remainder of the year.

114 Under Path 1, the CAISO will not issue an RMR designation to a mothballing resource
that is only needed for reliability in the upcoming calendar year and not in the current calendar
year. A mothballed resource is not a retired resource, and it will still be in existence and
potentially available to meet any reliability need in the following calendar year without having an
RMR contract in the current year. The CAISO has the authority to call a unit out of mothball and
to grant it an RMR designation. Allowing the unit to mothball in the current year is simply
granting the mothballing unit's request. Under Path 2, discussed infra, a mothballing unit
needed for reliability in the upcoming calendar year can obtain an RMR contract for that year.
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2020 after the expiration of the RA Contract); under the provisions of the pro forma
RMR Contract, the term of the contract cannot extend into the next calendar
year);11% if the resource is not needed for reliability, the CAISO will expect the
resource to retire consistent with the commitment in its attestation. If the generating
unit was submitting a notice and attestation to mothball in 2020, and the CAISO
found that the generating unit was needed in 2020, the CAISO would designate the
resource for RMR service.

Under Path 2, if a resource is not RA in the upcoming calendar year and is
planning to retire or mothball, these rules apply:*1¢

e The resource owner may submit a notice and attestation by the deadline
established in the applicable business practice manual, and the CAISO
will study the reliability need for the resource and post the study results
by the deadline established in the business practice manual. 17 Initially,
the CAISO will establish February 1 as the deadline for submitting
retirement/mothball notifications under Path 2, and May 15 as the date
the CAISO would publish the results of its reliability study.

e The CAISO will study whether a retiring resource is needed for reliability
in the upcoming calendar year and may study whether the resource is
needed for reliability in the following calendar year. For the reasons
discussed above, the CAISO will only study whether a mothballing
resource is needed for reliability in the upcoming calendar year.8

e The CAISO will post the results of its reliability study indicating the
reasons why a generating unit is need for reliability. Consistent with the
existing risk of retirement CPM tariff provisions, stakeholders will have no
less than seven days to review and submit comments on the reliability
study. If the CAISO finds that a retiring resource is needed for reliability

115 However, the CAISO may extend the term of the contract. See Section 2.1 of existing
and revised pro forma RMR Contract.

116 Proposed tariff section 41.2.2 (b). The resource may or may not be an RA resource
during the current Resource Adequacy Compliance Year.

117 The proposed tariff language provides that the notice/attestation deadline will be in the
first quarter of the year, and the deadline for the CAISO to post the study results will be end of
the second quarter. Proposed tariff section 41.2.2. (b). The CAISO will initially establish
February 1 as the deadline for unit owners to file the retirement/mothball notice and attestation
and May 15 as the deadline for the CAISO to post the results of the reliability study. Given the
lack of experience with this framework and a desire to avoid tariff waiver filings if the CAISO
misses a study date by one day or a deadline falls on a weekend, the CAISO seeks “bounded”
flexibility in the tariff to establish and change the specific dates through its BPM change
management process, which provides for stakeholder input.

118 As discussed above, a mothballed resource is not retired. It remains available to return
to service. If reliability studies show that the CAISO needs a mothballed unit for reliability, it has
the authority to bring the unit back from mothball status.
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in either the upcoming calendar year or the following calendar year, it will
grant the resource an RMR designation for the upcoming calendar year.
If the CAISO finds that a resource slated for mothballing is needed for
reliability in the upcoming calendar year; it will receive a conditional RMR
designation for that year; however, it will not receive an RMR designation
for the following calendar year. The CAISO will pursue an RMR
designation for a needed resource at the next feasible CAISO Governing
Board meeting before the termination of the 90 day notice termination.
RMR designations will be conditioned on the resource not being procured
as an RA resource before the deadline for the annual Resource
Adequacy showing for the upcoming calendar year (which occurs at the
end of October). Thus, LSEs will first have the opportunity to procure a
needed resource as part of the LSE’s RA compliance efforts before the
CAISO executes any RMR agreement. Thus, new RMR designations
arising from the CAISO'’s study results in the second quarter will be
conditional to allow LSEs to procure such resources prior to the end-of-
October deadline for submitting annual RA showings. This process also
provides earlier notice to resources filing retirement and mothball notices
that they are needed (or not needed) and will be procured as RMR if they
do not receive an RA contract, thus providing them a longer “runway” to
plan and make important business and financial decisions for the
upcoming year.1%°

e If the owner of an RA resource provides notice after February 1 (or a
different date established in the business practice manual), the only
commitment the CAISO has is to inform the resource of the study results
within 60 days prior to the expiration of its current RA contract (if it has
one) or 90 days of the request, whichever is later.1?0 If a resource is
needed for reliability, the CAISO would pursue any RMR designations at
the next feasible CAISO Governing Board meeting. The RMR
designation would be conditioned on the resource not receiving a
contract for Resource Adequacy Capacity.

An example of the Path 2 process is: before February 1, 2020, a resource
without an RA contract for 2021 would submit a retirement notice to the CAISO; the

119 If the CAISO finds that a resource is needed for reliability in the upcoming calendar year
or the following calendar year, the CAISO will offer the resource an RMR designation only for the
upcoming calendar year (assuming an LSE does not procure it). As discussed above, the pro
forma RMR Contract does not provide for a term longer than one calendar year. Thus, a
resource needed only in the year following the upcoming calendar year would receive an RMR
contract for the upcoming calendar year, which would be subject to the terms of the RMR
Contract. The CAISO would offer to extend any RMR contract an additional year if it finds the
resource is still needed for reliability in the following calendar year (following a new reliability
study).

120 Proposed tariff section 41.2.2 (b).
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CAISO would post its study results identifying the need for a resource by May 15,
2020; LSEs would have an opportunity to comment on the study results; the
CAISO would seek an RMR designation for 2021 at the next feasible Governing
Board meeting, and the RMR designation would be conditioned on the resource not
obtaining an RA contract for 2021; if the generating unit was submitting a notice
and attestation to mothball in 2021, and the CAISO found that the generating unit
was needed in 2021, the CAISO would offer it an RMR designation; LSEs would
have the opportunity to procure the needed resource before the end of October;
the CAISO will begin negotiating an RMR contract with the resource in September
2020 to ensure there is sufficient time to finalize and file the RMR Contract by
November 1; if an LSE does not show the resource on its annual RA showings by
the annual showing deadline (late October), the CAISO will execute the RMR
contract; the term of the RMR contract cannot exceed one calendar year; if the
resource is not needed for reliability, the CAISO will expect the resource to retire
consistent with the commitment in its attestation; if the resource does not submit a
retirement notice until March 1, 2020, the CAISO does not have to provide a
response until the latter of 60 days from the resource’s current year RA contract (if
any) or 90 days from the retirement notice.

The diagram illustrates how the Path 2 process might work:

‘ LSEs procure needed resources

Jul1-0ct 31
I l 1
Feb1 May 15 May 22 Jull Sept 1 Oct 31 Mov 1
| r ] ‘ ‘
P CAISO If an LSE has Year-
may submit holds nat yet ahead
retirement/ stakeholder pracured the annual Resource
mothball call to discuss resource, Adequacy
notice results of CAISO showings
study starts due
negotiation of
CAISO CAISO requests MR
publishes conditional RMR agreement If no LSE has
results of designation at procured the
retirement, next feasible resource, RMR
mathball Board meeting agresment
study, and (Board does not filed at
provides meet eyery FERC
this information manth)
to LRAs/LSEs

Under revised tariff section 41.3, when determining whether an RMR
designation is necessary to meet an identified reliability need(s), the CAISO will
evaluate whether any more cost-effective option(s) is available that would avoid
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the need for an RMR contract. This replaces existing tariff language in section
41.4 that the CAISO will select the “cheapest” option. As it does today, in its
RMR studies, the CAISO will continue to assess other options (including non-
generation options) that would allow the CAISO to avoid an RMR designation.
These typically will be solutions that are already available or implementable in
the near-term. In its transmission planning process, the CAISO will study
alternatives to the long-term use of RMR. For example, in October 2017, the
CAISO issued an RMR designation to the Metcalf unit for 2018. The CAISO
studied the situation, and measures were implemented that allowed the CAISO
to terminate the RMR contract after one year. The deadlines in the Path 2
process will allow the CAISO to study longer-term alternatives to continued
RMR designations in the upcoming year’s transmission planning cycle (i.e., the
planning cycle that will culminate in a final transmission plan in March of the
following year). The study deadline will also closely correlate with the annual
Local Capacity Requirements study that the CAISO typically completes by May
1, allowing time to complete other reliability studies to determine a generating
unit’s need by May 15.

Under proposed tariff section 41.2.2 (c), if multiple generating units file
the requisite notice and attestation with the CAISO and can meet the reliability
need identified by the CAISO, but the CAISO does not need all of the generating
units to meet the reliability need, the CAISO will ask each owner to submit a
proposed annual fixed revenue requirement for its resource plus the total cost
for planned capital additions calculated in accordance with the schedules
specified in the pro forma RMR Contract. Incorporating CPM tariff provisions, %!
the CAISO will determine which resource receives an RMR designation by
selecting the generating unit with the lowest combined proposed costs for RMR
service, including planned capital additions, provided that if the total costs of two
or more resources are within 10 percent of each other, then the CAISO will grant
the designation in its discretion based on these criteria: (1) relative effectiveness
of the resource in meeting local and/or zonal constraints or other CAISO system
needs, including flexible capacity needs; and (2) relative operating
characteristics of the resource including dispatch ability, ramp rate, and load
following capability. Also consistent with existing CPM tariff provisions,*?? if the
generating unit that would receive an RMR contract based on cost effectiveness
criteria has use limitations so the generating unit, in the CAISO’s reasonable
discretion, poses the risk of being unavailable to fully meet the reliability need
identified by the CAISO, then the CAISO may in its reasonable discretion, and
giving due regard to for meeting cost effectiveness considerations, instead grant
the designation to another generating unit that fully meets the reliability need. In
exercising this discretion, the CAISO cannot unduly discriminate against

121 See CAISO tariff sections 43A.4.2 and 43A.4.2.3.
122 See id. at 43A.4.2.2.
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generating units with use limitations. Also consistent with existing CPM tariff
provisions,'?3 the designated RMR resource (1) will not be able to propose to
the Commission, and will not be compensated by the CAISO, for any costs
higher than the resource’s proposed annual fixed revenue requirement and (2)
will not be able to propose to the Commission, and will not be compensated by
the CAISO for any capital addition costs higher than those it submitted to the
CAISO.

b. The CAISO’s Proposal Will Produce an Orderly,
Effective, and Timely Process for Retirements,
Mothballs, and RMR Designations

The proposed process will allow the CAISO to address retirement and
mothball requests, and any retirement/mothball-related backstop procurement,
in an efficient and orderly manner. It eliminates the separate risk of retirement
CPM tariff provisions and incorporates all retirement-related backstop
procurement into a single mechanism -- RMR. The CAISO'’s proposal effectively
integrates aspects of both the RMR and risk of retirement CPM processes into a
single framework.1?* The revised framework provides for a more consistent and
orderly retirement of resources, and the Path 2 option gives interested resource
owners sufficient lead time to make resource planning decisions for the
upcoming Resource Adequacy Compliance Year.

The CAISO proposes two paths for retiring/mothballing resources. First,
for resources that are not currently RA resources, and that seek to retire, the
process preserves the existing 90-day notification requirement reflected in the
pro forma Participating Generator Agreement (PGA) and executed PGAs. The
CAISO did not believe it was appropriate to undo this existing timeline that
applies to all generating units that have executed PGAs. The CAISO has
successfully managed retirements and mothballs, maintained reliability, and
assessed alternatives to RMR under this approach. There is no reason to
eliminate this path. Unlike the current practice, however, resources will now
have to submit the attestation with their retirement/mothball notifications. This is
necessary to ensure that a resource is intending to retire/mothball and not
simply attempting to “fish” for an RMR contact with no intention of retiring or
mothballing.

Second, the proposed process also establishes a new, formal
retirement/mothball “window” and designation/study timeline (i.e., Path 2) for
resources without RA contracts for the upcoming calendar year and are
intending to retire or mothball in that year. In contrast, the CAISO’s current

123 Id. at 43A.4.1.1.1.

124 In particular, it incorporates into RMR the CAISO'’s existing CPM procurement authority
to assess whether a unit is needed for reliability in the year following the upcoming calendar
year.
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practice allows resource owners that do not have RA contracts for an upcoming
calendar year to submit retirement/mothball notifications at any time. As
discussed, supra, the CAISO has received retirement notifications 13 months in
advance of the calendar year in which the generating unit would retire, and
others 10 months, seven months, and three months before the upcoming
Resource Adequacy Compliance Year. The CAISO has studied the reliability
need for these resources and issued conditional RMR designations
approximately nine, six, and two months before the upcoming Resource
Adequacy Compliance Year. Thus, the CAISO’s existing framework has
resulted in the CAISO addressing upcoming-year retirement notifications and
potential RMR designation requests unpredictably, inefficiently, sporadically,
and serially throughout the year. The Path 2 process provides more structure to
upcoming-year retirement and mothball requests.

The new Path 2 process will encourage resource owners without RA
contracts for the upcoming Resource Adequacy Compliance Year to submit their
retirement/mothball notifications by the deadline established by the CAISO.
Otherwise, the CAISO is under no obligation to process the resources’
retirement/mothball notifications until the latter of 60 days after the termination of
the resource’s RA contract or 90 days after the retirement/mothball notification.
The CAISO'’s proposal will improve the CAISO'’s planning and allocation of
resources and better promote the orderly retirement of resources.

Importantly, the proposed Path 2 process applicable to resources without
RA contracts for the upcoming calendar year also gives resources (and
stakeholders) notice in May that they are needed for reliability (or not needed),
thus providing them with lead time to make important resource planning,
maintenance, capital addition, staffing, or decommissioning decisions for the
upcoming calendar year. This occurs while providing more structure and order
than the existing retirement/mothball and RMR study process. The proposed
Path 2 timeline improves the (1) the existing RMR practice, which imposes no
boundaries on the timing of retirement/mothball notifications, RMR requests,
and reliability need studies, and conditional RMR designations for the upcoming
Resource Adequacy Compliance Year, and (2) the existing risk of retirement
CPM process that does not inform resources until the end of the year (at the
earliest) whether they are needed for reliability in the upcoming Resource
Adequacy Compliance Year. Resource owners have stressed that the existing
risk of retirement CPM process provides them with insufficient lead time to make
prudent business decisions regarding the disposition of their resources that are
at risk of retirement, thus making timely planning, maintenance, staffing, and
potential decommissioning decisions problematic.'?® Also, it can force them to

125 Under the current risk of retirement CPM framework, resource owners typically would
not find out whether they are needed for reliability and eligible to receive a risk of retirement
CPM designation for the upcoming Resource Adequacy Compliance Year until December or
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operate uneconomically for longer than necessary because CAISO need
determination occurs so late in the year. The CAISO agrees and the
Commission, too, has recognized that there is evidence that earlier notification
could benefit certain resources at risk of retirement.*26

The existing backstop procurement framework, which has separate and
different processes for RMR procurement and risk of retirement CPM
procurement, has resulted in resource owners proactively informing the CAISO
they will not pursue a risk of retirement CPM designation, which will not be
known until the end of the year at the earliest. Instead, they have requested that
the CAISO study their need under the RMR process, which does not limit when
the CAISO can make a conditional RMR designation and does not require the
generating unit owner to submit an attestation regarding the definiteness of their
retirement. The CAISO'’s proposal eliminates this gap by addressing all
retirement-related backstop procurement in a single process that provides lead-
time for making important business decisions for the upcoming Resource
Adequacy Compliance Year for those resources desiring it.

The proposed process also establishes an attestation requirement for the
owners of retiring/mothballing resources that does not exist today under the
RMR framework. Only risk of retirement CPM has an attestation requirement.*?’
The proposed process will also require resource owners to attest that their
retirement/mothballing is definite unless certain specific conditions change
before the CAISO will even study whether a resource is needed for reliability.
Requiring the proposed attestation will discourage resource owners not
intending to retire or mothball their generating units from simply seeking, without
potential consequence, a CAISO determination regarding the need for their
resource.

Today a resource seeking to retire or mothball need only provide written
notification to the CAISO at least 90 days in advance that it is retiring or

later. This can force resource owners that are not needed to operate uneconomically well into
the next year before they can even retire their unit. Providing earlier notification to resources
that the CAISO determines are not needed for reliability purposes and thus may retire will
reduce the amount of time such resources must operate uneconomically, followed by the lengthy
resource shut-down and decommissioning process. Early notification that a resource is needed
will allow the resource adequate time to plan for, finance, and undertake any needed upgrade or
maintenance projects and prepare for continued operation of the resource.

126 Cal. Indep. Sys. Operator Corp., 163 FERC 1 61,023 at P 45 (2018).

127 Under CAISO tariff section 43A.2.6, resources seeking a risk of retirement CPM
designation must attest that it will be uneconomic for the generating unit to remain in service and
that the decision to retire is definite unless CPM procurement occurs. As indicated above, risk of
retirement CPM involves an assessment of need for the “following year”; whereas, RMR involves
an assessment of need in the current and upcoming year. See CAISO tariff section 43A.2.6 (3)
and pro forma RMR Contract, Article 2.
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mothballing. There is no attestation requirement, the owner need not state that
the decision to retire or mothball is definite, nor must the owner provide any
reason why it is retiring or mothballing. Further, submitting a formal notice of
retirement or mothball is not a prerequisite to a resource owner requesting, and
the CAISO granting, an RMR designation. Under the existing RMR paradigm, at
any time resource owners can request that the CAISO study them for a possible
RMR designation for the upcoming year without even having to submit a formal
retirement notice. That will no longer be the case if the Commission approves
the CAISO’s proposal. The CAISO will (1) implement a specified timeline for
processing retirement/mothball notices that could lead to RMR designations,
and (2) impose more robust notification/attestation requirements on
retiring/mothballing resources to ensure they are not simply “fishing” for an RMR
designation. Thus, the proposed process contains more robust requirements
than exist under the current RMR framework.

The proposed process will promote overall resource portfolio optimization
and help protect against potential over-procurement and unnecessary cost
incurrence. Providing early notice of a resource’s need (and conditional RMR
designation) for the upcoming calendar year will provide LSEs ample
opportunity to procure such needed resources for their annual RA showings at
the end of October, obviating the need for the CAISO to procure the resource.
This will prevent LSEs from paying twice for capacity, once through the CAISO’s
RA procurement and again through their bilateral procurement when they
procured a different resource in lieu of the needed resource. This will help
prevent situations where LSEs meet all of their RA obligations by procuring
other resources and then the CAISO still has to procure additional resources to
satisfy unmet reliability needs. 128

Under the proposed Path 2 process, the CAISO will post its study results
showing the reliability need for a resource. This is consistent with the process
reflected in existing CPM risk of retirement tariff provisions. Also consistent with
the existing risk of retirement CPM tariff provisions, stakeholders will have at
least seven days to submit comments on the study results. One stakeholder

128 The Commission has found unjust and unreasonable measures that produce inefficient
and unreasonable results by requiring ratepayers to pay twice for the same capacity need and
result in over-procuring capacity. For example, the Commission followed this principle in
accepting ISO-NE’s proposal to enter fuel security resources into the forward capacity market as
price takers and rejected the NYISO's proposal to price reliability resources (i.e., RMR) above a
zero price offer. 1SO New England, Inc., 165 FERC 1 61,202 at PP 82-85 (2018). Just as
reliability resources not clearing the capacity market is inefficient and unreasonable, and results
in a greater procurement quantity, it is similarly unreasonable and inefficient for LSEs not to
procure needed reliability resources in the RA procurement process. This can result in
customers paying twice for capacity -- once for the cost of the RMR contract and again for the
generator that an LSE procured instead of the RMR resource. The CAISO’s proposal is
consistent with the principle the Commission has followed in the aforementioned cases.
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requested that the CAISO provide additional detail on the types of reliability
studies the CAISO will perform, how the CAISO will conduct the studies, what
specific reliability criteria the CAISO will apply, and what study assumptions and
analysis the CAISO will use to support the determination of need for an RMR
designation. Consistent with the existing RMR and risk of retirement CPM tariff
provisions and the Commission’s prior decision approving the risk of retirement
CPM tariff provisions, the CAISO will include additional details regarding the
reliability technical assessment in the business practice manual, not in the
tariff.1>® There is no requirement that the CAISO specify every single reliability
criterion it might apply in the tariff, and it would be unreasonable to do so as
such criteria can change, and new ones can be added. No other ISO or RTO
includes such specific information in the backstop procurement provisions of
their tariffs.

Under the existing tariff, the CAISO determines what resources it needs
to become RMR, what resources it no longer requires to be RMR, and what
resources it requires to continue to be RMR.1*° The tariff provides that the
CAISO will procure RMR from the “cheapest available sources” and terminate
RMR contracts that are no longer necessary or can be replaced by less
expensive resources and/or more competitive resources.”'3! As indicated
above, in the revamped RMR study process the CAISO will continue to assess
alternatives to offering an RMR Contract to a specific generating unit, and
subsequently, in the transmission planning process the CAISO will study
transmission and non-transmission alternatives to extending RMR Contracts.
The CAISO proposes to revise the tariff to provide that it will make RMR
designation decisions based on whether there are any more cost-effective
options available.'3? This recognizes that the cheapest option may not be the
best, most efficient, or the most prudent option. For example, if the CAISO

129 See 2011 CPM Order, 134 FERC 61,211 at P 134.
130 CAISO tariff section 41.3.
131 Id. at section 41.4.

132 CAISO proposed tariff section 41.3. As it does today, before issuing a new RMR
designation, the CAISO will continue to evaluate whether there are any other options that can
fully meet the identified reliability need in a timely manner and obviate the need for an RMR
designation. Alternatives to designation a generating unit for RMR service might include
redispatch/reconfiguration through operator instruction, remedial action schemes, special
protection schemes, demand response, alternative generation, and transmission upgrades or
additions. Feasible alternatives to a new RMR designation may be limited by the timing of the
retirement/mothball notification, which is a minimum of 90 days under the PGA. As discussed
above, the CAISO does not want to undo the longstanding provision in all PGAs providing for
owners to give the CAISO a minimum 90-day notice of its intended retirement. In any event,
even if the CAISO enters into a new RMR contract, the CAISO will assess in the upcoming
annual transmission planning cycle whether there is a more cost-effective or efficient
transmission or non-transmission alternative to maintaining the RMR contract.
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identifies two reliability needs, the CAISO may procure a more expensive
solution that meets both needs rather procuring separate resources to meet
each need that are individually cheaper but result in higher overall costs. This
approach is also consistent with the CAISO’s Order No. 1000-compliant tariff
provisions that require the CAISO to select “the more efficient or cost-effective”
solution to meet a reliability need.*33 In both the RMR study process and again
in the transmission planning process the CAISO is assessing solutions to meet
a reliability need.

The proposed tariff provisions also give the CAISO reasonable discretion
to select a more expensive resource that does not have use limitations if there is
a risk of the cheaper, use-limited unit not being fully available to meet the
reliability need. The CAISO cannot act in an unduly discriminatory manner in
exercising this discretion. This provision is consistent with a corresponding
Commission-approved provision regarding the CAISO'’s selection of units for
CPM designations.134

In the unexpected event that two or more resources that can fully meet
reliability need(s) submit retirement/mothball notices, the CAISO will apply the
“tiebreaker” described above. The Commission has approved this tiebreaker for
the CPM selection process, and the CAISO has applied it effectively in
connection with some CPM designations. The CAISO believes this approach
equally applies to, and will be equally effective for, RMR designations.'*> The
CAISO recognizes that a slightly more expensive resource can provide
additional benefits or services (e.g., providing flexible capacity) beyond merely
satisfying the immediate reliability issue, thus making it the more prudent and
more cost-effective solution in the long-term. Other ISOs and RTOs evaluate
comparable considerations. For example, besides pure cost considerations, the
NYISO, considers factors such as how a solution (1) affects system flexibility,
including generation dispatch, access to operating reserves, access to ancillary
services, and the ability to remove transmission for maintenance, and (2) could
affect the costs related to operating a system, including how it could affect the
need for operating generation for reliability, reduce the system need to cycle
generation, and provide more balance in the system. As discussed in greater
detall, infra, the CAISO grid is facing increased variability and unpredictability.
Besides resources that can meet specific, readily identifiable reliability needs,
the CAISO also needs resources that are flexible enough to address the
multitude of challenges the CAISO will face in the future, which are not precisely

133 CAISO tariff section 24.4.6.2.

134 See CAISO tariff section 43A.4.2.2. For example, the Midcontinent Independent System
Operator, Inc. (MISO) tariff includes provisions that an alternative solution’s demand-side
contract be of sufficient duration such that a reliable solution can be assured. MISO FERC
Electric Tariff, Module C, section 38.2.7c.

135 See CAISO tariff sections 43A.4.2.2 and 43A.4.2.3.
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predictable, and which may arise at any time. The CAISO proposal gives the
CAISO a reasonable and prudent tool to better address this variability and
unpredictability, while still respecting cost considerations.

Finally, the proposed tiebreaker provisions prevent gaming among
competing generating units by precluding a resource owner from submitting a
low “cost offer” to the CAISO so it can obtain the RMR designation over a
competitor, and then filing with the Commission for higher compensation after it
has received the RMR designation. This rule follows the Commission-approved
CPM rule that a “resource owner may not propose -- and shall not be
compensated based upon -- an offer price higher than the price submitted in its
bid to the CAISO for the designated capacity.”136

c. The Proposed Affidavit Is Sufficiently Robust to
Discourage Resources From “Fishing” for RMR
Designations

A well-discussed issue during the stakeholder process was the content of the
Notice of Generating Unit Retirement or Mothball (Notice) and information
submission requirements for retiring/mothballing units. Several stakeholders urged
the CAISO to require the unit owner to attest that it is uneconomic for the unit to
remain in service. Some stakeholders argued that the CAISO should go even
further and (1) require resource owners submitting retirement/mothball notices to
submit financial information demonstrating it is uneconomic for their resource to
continue operating and (2) provide that either the CAISO or the CAISO'’s
Department of Market Monitoring (DMM) assess the information to ensure that the
financial data actually supports the retirement/mothball decision. These
stakeholders expressed concern that the retirement/mothball notification process
would grant resource owners a “free bite” at price discovery or a “reliability need
determination” with no adverse consequences. One stakeholder suggested that
mothballing resources should be ineligible to receive an RMR designation. Another
stated that the attestation burden on the resource owner is low because if the
CAISO or some other entity procures the resource or the resource is sold to an
unaffiliated third party it need not retire/mothball. DMM stressed that the
submission of false or misleading information or evidence of any market
manipulation will be referred to the Commission.

In response to stakeholder comments, the CAISO modified its initially
proposed notice and attestation (contained in Attachment N and reflected in
proposed tariff section 42.2.2) to include provisions applicable to resources retiring
or mothballing for economic reasons. The notice requires such unit owners to
attest that they are retiring/mothballing if it is uneconomic for the unit to remain in
service, and that the decision to retire is definite unless the CAISO procures the
unit, the unit is sold to an unaffiliated third-party, or the unit obtains an RA or some

136 Id. at 43A.4.1.1.1.
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other contract. The proposed attestation language builds on the existing attestation
requirement applicable to resources seeking risk of retirement CPM
designations.3’

However, the CAISO'’s extensive experience with resource retirements
shows that resources retire for many reasons other than economics or their desire
to determine if they are needed for reliability or to obtain an RMR contract (e,g.,
condemnation, environmental issues, license loss or expiration, loss of the site,
non-compliance with regulations, the age of the resource, repowering a resource,
which results in a new resource under the CAISO’s rules, catastrophe, community
pressure to close, pursuing other business opportunities).*3 Accordingly, the
proposed Notice of Generating Unit Retirement or Mothball also provides unit
owners the option to state they are retiring for reasons other than it is uneconomic
to continue operating their unit. For these situations, the unit owner must state the
specific reason why it is retiring the unit and attest that the decision to retire is
definite (but notes that the CAISO may offer the resource an RMR Contract if it is
needed for reliability). In other words, these units are retiring and not seeking RA or
other contracts. As discussed above, the CAISO must study every
retiring/mothballing unit, including a unit retiring for reasons other than economics,
to ensure that it is not needed for reliability before the CAISO can permit it to retire
or commence mothball status. If the CAISO needs the unit for reliability, it can offer
the unit an RMR Contract. To facilitate such effort, the proposed Notice requests
the unit owner to identify any potential legal, regulatory, or other impediments to the
unit accepting an RMR contact if offered.

The Commission should reject requests to require unit owners to submit
financial data demonstrating it is uneconomic for the resource to continue operating
and to require the CAISO to assess the information to confirm the resources are
uneconomic. These requirements are unnecessary.

The Commission’s rules against submitting false or misleading information to
an ISO or RTO render it unnecessary for the CAISO to also require unit owners to
submit information demonstrating their financial condition and for the CAISO to
assess a unit’s financial condition to determine if it is uneconomic.**° In approving
the CAISO's risk of retirement CPM tariff provisions, the Commission found that the

137 See CAISO tariff section 43A.2.6.

138 The CAISO'’s experience shows that almost all resources submitting retirement and mothball
notices are not needed for reliability and do not receive RMR designations.

139 See, e.g., 18 C.F.R. § 35.41(b) (“A Seller must provide accurate and factual information
and not submit false or misleading information . . . in any communication with . . . Commission-
approved regional transmission organizations [and] Commission-approved independent system
operators”); see also 18 C.F.R. 81c.2 (“It shall be unlawful for any entity . . . in connection with
the purchase or sale of electric energy or . . . transmission services . . . [tjo make any untrue
statement of a material fact or to omit to state a material fact”).
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CAISO'’s proposal to require an affidavit stating that it is uneconomic for the unit to
remain in service and that the decision to retire was definite unless CPM
procurement occurred was sufficient to establish that a resource cannot continue to
operate economically.'*® The Commission ruled that because market participants
are prohibited from submitting false or misleading information to the CAISO, the
affidavit should be sufficient to establish that a resource cannot continue to operate
economically. Accordingly, the Commission found it was unnecessary for the
CAISO also to assess the resource’s financial condition. The Commission stated
that if the CAISO’s Department of Market Monitoring has reason to suspect that a
resource has submitted false, inaccurate, or otherwise misleading information in its
affidavit, it could refer such suspected violations to the Commission.4' The
Commission thus rejected the CAISO'’s proposal to assess the financial condition of
units seeking risk of retirement CPM designations. The Commission should
similarly reject the need for any financial assessment here. The notarized
attestation, which builds on the CPM attestation requirement, will require a unit
owner to state if it is retiring or mothballing because it is uneconomic to remain in
service and that the decision to retire/mothball is definite unless one of the four
specified events occurs. Resource owners submitting attestations could face
penalties it they submit false or misleading information in their retirement/mothball
attestation/notice.14?

Further, the Commission has not required an ISO/RTO (or its market
monitoring unit) to find that a resource seeking to retire or mothball is uneconomic,
based on a financial assessment, before it can ensure the continued operation of a
resource needed for reliability under its RMR (or similar) backstop procurement
authority.143

The NYISO requires resource owners to submit financial information so the
NYISO and its market monitoring unit can review the costs that will recovered in the
RMR agreement, determine reference levels for an RMR unit's market bids, and
conduct a capacity market power review of deactivating generators to determine
their impact on capacity market clearing prices and whether they are physically

140 2011 CPM Order, 134 FERC 1 61,211 at P 132.
141 Id.

142 The Commission has previously recognized that false retirement claims can constitute
false or misleading conduct. See N.Y. Indep. Sys. Operator, Inc., 124 FERC 61,301 at P 135
(2008).

143 The following are relevant RMR or comparable backstop procurement provisions for
other ISOs and RTOs. NYISO, Open Access Transmission Tariff, Section 38 Attachment FF;
MISO FERC Electric Tariff, Module C, section 38.2.7; PJM Open Access Transmission Tariff,
Part V, Generation Deactivation; ISO-NE, Market Rule 1, Section 111.13 et seq, Forward Capacity
Market.
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withholding.'** The NYISO has the ability (but not the obligation) to undertake and
audit to determine if a proposed generator deactivation has a legitimate economic
justification, but this review relates to applying region-specific market power
mitigation provisions related to NYISO’s capacity markets and does not prevent the
NYISO from designating a resource needed for reliability as an RMR unit.

Similarly, the review of economic information of a retiring resource or a
resource being mothballed in the other ISO’s and RTOs does not preclude the ISO
or RTO from retaining the operation of resources that must run for reliability
reasons.

PJM requires the generation owner, after PJM notifies it that deactivating the
unit would cause reliability concerns, to file with the Commission a cost of service
rate to recover the entire cost of the unit until the generating unit is deactivated.'#®
Alternatively, the unit owner may receive a Deactivation Avoidable Cost Credit.
PJM’s market monitoring unit and the generating unit owner will attempt to
negotiate each component of the Deactivation Avoidable Cost Credit.1#¢ Units
needed for reliability beyond their deactivation date must file with the Commission,
for information purposes, cost support for its Deactivation Avoidable Cost Rate and
an attestation by an officer of the unit owner that the cost information is accurate.4’
The unit owner must provide PJM with a copy of its Deactivation Avoidable Cost
filing with the Commission.14®

In ISO-NE, the market monitor reviews de-list bids and financial information
provided by the unit owner to ensure they follow bidding requirements for the
forward capacity market.14° De-list submittals must include an affidavit executed by
a corporate officer attesting to the accuracy of the contents. If the market monitor
determines that a de-list bid is inconsistent with specified parameters, the market
monitor may determine its own price for the bid.1%°

144 NYISO Open Access Transmission Tariff, Attachment F, Sections 38.3.1.4, 38.3.1.6,
38.7, 38.8, 38.16, and 38.18, and Attachment B; NYISO Market Administration and Control Area
Services Tariff, Attachment H, Sections 23.3.1.4 and 23.4.5.6.1.

145 PJM Open Access Transmission Tariff, Section 113.2.
146 Id. at 114.
147 PJM Open Access Transmission Tariff, Section 116. Alternatively the resource owner

may file for a cost of service rate to recover the entire cost of the generating unit for the period of
time that it is deactivated. The market monitoring unit can petition the Commission to include an
appropriate cost component if a unit owner files a cost component that is inconsistent with its
agreement with the market monitoring unit or is inconsistent with the market monitoring unit's
calculation of such component. Id. at sections 114 and 119.

148 PJM Open Access Transmission Tariff, Section 116.
149 ISO-NE, Market Rule 1, Section 111.13.1.2.3.2.1.
150 Id. at section 111.13.1.2.3.2.1.1.1.
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MISO requires all units under System Support Resource (SSR) agreements
to provide MISO and its market monitoring unit a copy of all compensation-related
filings with the Commission.'>? Certain costs are subject to audit by MISO and the
independent market monitoring unit.152

Similarly, under Schedule F of the RMR Contract, the RMR unit owner must
provide cost and related information to the CAISO to assess its Annual Fixed
Revenue Requirement. The unit owner also must submit marginal cost based
market bids using resource specific costs submitted to the CAISO pursuant to the
CAISO Tariff and RMR Contract.'>3 In negotiating an RMR Contract with the unit
owner, the CAISO reviews the submitted cost information. Under Section 12.2 of
the RMR Contract, the CAISO may audit the owner’s books, accounts, and
documents regarding invoices, statements, charges, and computations. The
CAISO is retaining these provisions in the revised pro forma RMR Contract. Thus,
the CAISO has access to cost information to assess the rates being proposed by
the RMR owner, just like other ISOs and RTOs. Like other ISOs and RTOs, the
CAISO is not assessing the financial information to determine if the resource is
even eligible for an RMR agreement. Like the other ISOs and RTOs, that
determination is based on the reliability need for the unit.

The CAISO also notes that its proposed retirement/mothball notice and
attestation requirements are in-line with, or more robust than, the retirement and
mothballing notification/attestation requirements of other ISOs and RTOs. This is
further evidence that the proposed attestation requirements are just and
reasonable, and adequately address any stakeholder concerns that they will unduly
allow resources to “fish” for RMR designations.

PJM requires the unit owner, no later than 90 days before its deactivation
date, to provide a written notice of its proposed deactivation, stating when the unit
will be retired or mothballed, the desired deactivation date, and a good faith
estimate of any project investment that would be needed and the amount of time
the unit would be out of service for repairs, if any, that would be required to keep
the unit in operation.'> Unlike the CAISO’s proposal, PJM’s provisions do not
require a notarized affidavit, do not require the unit owner to state a reason for the
deactivation, and do not require the unit owner to attest that the decision to
deactivate is definite (unless certain specified events occur).

151 MISO, FERC Electric Tariff, Module C, Section 38.2.7j.
152 Id. at section 38.2.7j(ii).

153 Revised RMR Contract Section 6.1(d) and CAISO Tariff Section 4.6.4 (Participating
Generators must provide the CAISO accurate information).

154 PJM Open Access Transmission Tariff, Section 113.1.
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Attachment FF, Section 38.3.1 of the NYISO’s Open Access Transmission
Tariff requires a unit owner seeking to retire or mothball to submit a Generator
Deactivation Notice in the form in Appendix A to Attachment FF of its Open Access
Tariff with the supporting certification from a duly authorized officer that the
information is true and correct.’®®> The Generator Deactivation Notice Form merely
requires the unit owner to indicate whether the notice is for the generator to retire or
mothball. The generator does not have to provide a reason for retiring or
mothballing. If the notice is for retirement, the generator must indicate the date of
its proposed retirement if it is to be retired on a date other than 365 days after the
generator’s deactivation date. If the notice is for mothballing, the unit owner must
indicate the start date of the mothball outage and the date the resource proposes to
resume participation in the NYISO’s markets if the entity is proposing the generator
to be mothballed on a date other than 365 days after the generator deactivation
start date. The Generator Deactivation Notice contemplates that the unit owner can
rescind its Generator Deactivation Notice. The unit owner is also required to submit
the information required under Appendix B to Schedule FF, which is primarily cost-
related information. The NYISO uses this information primarily to determine a
resource’s costs for purposes of assessing RMR service offers, entering into an
RMR agreement, and for assessing market power and physical withholding.'%¢ A
generating unit may rescind its Generator Deactivation Notice, but if it does so after
the NYISO determines the notice to be complete, it must reimburse NYISO for any
costs NYISO incurred in assessing the deactivation.

MISO requires the unit owner to submit an Attachment Y notice,®” which
requires a notarized attestation from an officer that the unit owner will suspend all or
a portion of a unit for economic reasons on a specified date.>® The Attachment Y
notice requires the unit owner to state the date the unit will suspend operations.
Under the MISO tariff, to “suspend” operations of a unit means “the cessation of
operation of a Generation Resource or SCU for more than two (2) months
commencing on a specified date that is provided to the Transmission Provider.”t>°
A unit owner may also submit the Attachment Y notice to rescind its prior notice to

1585 The CAISO includes a copy of the NYISQO’s Generator Deactivation Notice as
Attachment G to this filing.

156 NYISO, Open Access Transmission Tariff, Attachment FF, Section 38.11.1.
157 MISO FERC Electric Tariff, Module C, section 38.2.7.a.

158 MISO FERC Electric Tariff, Attachment Y. A copy of MISO’s Attachment Y notice is
included in Attachment H to this filing. Attachment Y is titled Notification of Generation
Resource/SCU/Pseudo-tied Out Generator Change of Status, Including Notification of
Rescission.

159 MISO FERC Electric Tariff, Module A, Definitions-S.
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suspend the facility.1%% A unit owner that has submitted a notice to Suspend may
rescind its notice before MISO publishes the results of its reliability study.6? If
MISO has already published the results of its reliability study and the unit owner has
been notified that the unit is not needed for reliability, the unit owner may rescind its
decision to Suspend (or modify the start date of suspension) any time before the
end of the period for rescission following the effective date.®? The MISO tariff also
contains provisions permitting unit owners that have been advised their unit is not
needed for reliability to rescind their Attachment Y notice after they have
commenced suspension.t®® A unit owner who has been told that its unit is not
needed for reliability may also convert its Attachment Y Notice to retirement. A unit
owner that rescinds an Attachment Y notice before MISO determines whether the
unit is needed for reliability must pay MISO for the costs it incurred to conduct the
reliability study.164

In ISO-NE, a resource seeking to deactivate submits a de-list bid in the
forward capacity market auction qualification process.1%®> The market monitor then
reviews the de-list bid and may mitigate it. The resource then has the option to
retire or elect conditional treatment; if it chooses neither option, the market
monitor’s prices will be the finalized price used in the forward capacity market
auction.1®® The resource owner may also request that ISO-NE review the resource
for reliability.*®” If ISO-NE determines that the resource is needed for reliability,
ISO-NE may request that the resource remain in service. After the determination,
the resource owner must choose whether it will remain in service or retire. If it
remains in service it may choose to receive either (1) the Commission-approved de-
list bid instead of the Forward Capacity Market clearing price, or (2) a cost based
rate approved by the Commission.168

The CAISO also notes that the Commission accepted cost-of-service
compensation to ensure fuel security for the Constellation Mystic Power unit with no
finding that the plant was uneconomic and without any formal attestation
requirement.'%® The Commission also accepted a fuel security program for ISO-NE

160 See id. at Attachment Y.
161 Id., section 38.2.7.d(i).
162 Id., section 38.2.7.d(ii)(1).
163 Id., section 38.2.7.d(iii).

164 Id., section 38.2.7.e (i).

165 ISO-NE, Market Rule 1, section 111.3.1.2.3.1.5(b).
166 Id., section 111.13.1.2.4.1.

167 |d

168 Id., section 111.13.2.5.2.5.1.

169 Constellation Mystic Power, LLC, 164 FERC 1 61,022 (2018). The Commission also
established a hearing in that proceeding. Following the hearing, the Commission issued a
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that allows ISO-NE to retain units needed for fuel security. Specifically, ISO-NE will
retire resources needed for fuel security that submit a retirement de-list bid and
trigger one of two modeling outcomes demonstrating a fuel security need.1’® Fuel-
security resources selected for retention will have the option either to (1) engage in
a cost of service agreement and be entered at a zero bid in the forward capacity
market, or (2) receive their retirement de-list bid price, as reviewed and approved
by the market monitor.1’* There is no requirement that eligible resources first
demonstrate that they are uneconomic.'"?

The prior discussion shows that the various ISOs and RTOs have diverse
notification and/or attestation requirements for retiring and mothballing resources.
To discourage resources from “fishing” for RMR designations or submitting false or
misleading information, the CAISO submits that its proposed notification/attestation
provisions are “in-line” with those of other ISOs and RTOs, and in many instances
are more robust. The CAISO requires a notarized attestation from an officer of the
company with legal authority to bind the entity attesting, under penalty of perjury,
that the resource will either be retired or mothballed, and that the decision to
mothball or retire is definite unless the CAISO procures the resource, the resource
is sold to a non-affiliated entity, or the resource receives an RA contract or some
other contract. The resource owner must also attest to the reason the resource is
retiring or mothballing. Only MISO has a similar attestation requirement.

If a resource subsequently wants to come out of mothball status or rescind
its retirement/mothball notice, the resource must submit a formal notice to the
CAISO attesting to which of the specified events has occurred to enable the
resource to return to service. The other ISOs and RTOS permit a unit to rescind a
retirement/mothball notice or return from mothball (or even retirement) for any
reason (and without having to state a reason). The CAISO'’s attestation provisions
appropriately discourage the submission of false or misleading information and
provide safeguards to ensure that retirement and mothball intentions are genuine.

The CAISO, unlike MISO and NYISO, does not charge generating units
rescinding their retirement/mothball notices for any costs incurred in processing
their requests prior to rescission. The CAISO notes, however, that MISO and the
NYISO permit unit owners to rescind their retirement/mothball notices for any
reason, but the CAISO does not. CAISO resource owners may only rescind their
retirement/mothball notices for limited, specified reasons. The CAISO'’s different

subsequent order that accepted the cost-of-service agreement subject to a compliance filing and
established a paper hearing on return on equity. Constellation Mystic Power, LLC, 165 FERC
61,267 (2018).

170 ISO New England Inc., 165 FERC 1 61,202 at PP 40, 53-56 (2018).
e Id. at P 40.
172 ISO-NE, Market Rule 1, 111.13.2.2.2.5A.
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attestation requirements and framework renders the MISO and NYISO approaches
unnecessary and problematic. All CAISO retirement/mothball notices and
attestations and RMR designations are conditioned on the resource not receiving a
Resource Adequacy contract. For example, the CAISO’s Path 2 process occurs
prior to the deadline for the annual RA showings. It would be unfair to permit a unit
owner to avail itself of that process and then charge the unit owner that
subsequently receives a Resource Adequacy contract (or an RMR designation from
the CAISO) for the costs of the reliability study. The CAISO wants to encourage
LSE procurement of needed resources through the RA compliance process to avoid
over-procurement and double-paying for capacity, and to ensure RMR remains a
measure of last resort. The CAISO also presumes that if an LSE procures a
resource that submitted a mothball notice, there must be some benefit to the LSE
that led it to procure that resource instead of some other resource. A resource
owner should not be penalized for accepting an RA contract in these
circumstances. Particularly under these circumstances, it would be an unnecessary
and undue administrative burden for the CAISO to track the costs of such reliability
studies, especially given that many of these studies may track or be incorporated
into other ongoing and standard reliability studies the CAISO conducts. The CAISO
also notes that once units retire on the retirement effective date, they cannot
rescind their retirement notice. They may return as a different resource, but then
they are required to follow the steps required for new resources either by submitting
a new interconnection request or through the repowering process.

One stakeholder suggested that the provisions allowing resource owners to
rescind their retirement/mothball notifications if one of the specified conditions is
satisfied is too lenient. As discussed above, other ISOs’ and RTOs’
retirement/mothball notification procedures permit resource owners to rescind their
retirement/mothball notifications without having to provide any reason. The
CAISO'’s attestation is stronger because it provides that the decision to
retire/mothball is definite unless one of the specified events occurs.

The CAISO submits that the specified conditions under which a unit might
rescind its retirement/mothball notice or return from a mothball outage are
reasonable, and do not create huge loopholes as alleged by one stakeholder. They
are limited and reflect reasonable business opportunities that a resource owner
should not be precluded from pursuing. The existing, Commission-approved risk of
retirement CPM attestation provides that retirement is definite unless the unit is
procured as CPM. Procurement of the resource by a third-party can achieve the
same objective, i.e., providing it some bilateral procurement revenues. This should
be encouraged because RMR is -- and should be -- a procurement measure of last
resort. If an LSE procures such a resource then there must have been some
benefit to the LSE that led it to procure such resource instead of a different
resource. Such opportunities should not be unreasonably precluded. Similarly,
selling the unit to an unaffiliated third-party is a legitimate business opportunity that
should not be precluded.
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The same stakeholder argued that a resource could merely sell 1 MW and
avoid retiring or mothballing the resource. Obviously, that behavior would raise
suspicion of submitting false or misleading information because the resource owner
is required to state the reason for the mothball or retirement. If a resource states
that it is retiring or mothballing because it is uneconomic to continue operating the
unit, and then returning to service after selling only 1 MW, that would clearly “raise
a flag” regarding the submission of potentially false or misleading information.

Another stakeholder argued that if a resource has mothballed, there should
be no conditions on its returning to service. The CAISO disagrees. The resource
will have attested that it was uneconomic for the unit to remain in service and that
decision to mothball was definite unless the unit was procured or sold. Allowing the
unit to return to service for any other reason would encourage resources to attempt
to find out they are needed, and if not, then simply mothball for a short period of
time and return to service for any reason, including a reason inconsistent with its
attestation. This could lead to a “revolving door” of mothball requests to “fish” for an
RMR designation without any potential adverse consequences. A robust attestation
requirement applicable to resources returning from mothball outages, such as that
proposed by the CAISO, is reasonable to discourage resources from simply
seeking a need determination from the CAISO with no potential consequence. The
CAISO notes that the attestation requirement for units returning from mothball adds
an additional reason to justify the unit’s return -- it permits a resource to return from
mothball status by attesting that it is economic for the unit to return (e.g., the market
may have improved, other resources in the area may have retired, or the unit owner
may have restructured its operations to make the unit more economic). If a unit
cannot meet this standard, then that calls into question its prior attestation it was
uneconomic for the unit to continue operating. With this additional justification, the
CAISO'’s attestation requirements are not unduly punitive to resources returning
from mothball outages.

One stakeholder suggested a minimum term (three-six months) for
mothballing resources to deter “gaming” of the process. As noted above, MISO has
a minimum two-month “suspension” term, but the NYISO has no minimum term.
The CAISO'’s attestation requirements render the need for any arbitrary minimum
mothball term unnecessary. A mothballed resource can return to service only if the
reason for it mothballing is remedied, i.e., the CAISO procures it, it obtains another
contract, or it becomes economic to return the unit to service. If the reason a
resource mothballed is “cured”, it should be able to return to service without being
required to remain mothballed for a specified period of time. As discussed above,
the limitations the CAISO has included in the notice and attestation are strong
enough to deter resources from “fishing” for RMR designations without
consequence and can result in referrals to the Commission if a resource is
suspected of filing false or misleading information. On the other hand, resources in
MISO can rescind their suspension notices for any reason. Further, if there was a
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minimum mothball term in the tariff and the CAISO needed the mothballed resource
to meet reliability before the end of the minimum term, the CAISO would need to
seek a tariff waiver to bring the unit out of mothball before the end of the mothball
term. Similarly, if an LSE prefers to procure a mothballed resource instead of some
other resource (or if no other resource is available), a resource owner should not be
precluded from accepting such designation simply because there was a minimum
mothball term. A minimum mothball term would be detrimental both to the LSE and
the unit owner in these circumstances.

Finally, recommendations that mothballing units should not be eligible for
RMR designations at all are misplaced. Both the NYISO and MISO processes
permit issuing RMR designations (or System Support Resource designations in the
case of MISO) to units submitting a mothball notice (or suspension notice) that are
needed for reliability. If the CAISO needs a specific unit to maintain reliability, it
should be able to require the unit to accept an RMR designation; otherwise, the unit
could go out on mothball and jeopardize reliability.

d. The Proposed Path 2 Process Effectively Strikes a
Balance between RMR Procurement and RA
Procurement

A couple of stakeholders argued that the proposed RMR process does not
effectively address concerns regarding “front running” of the bilateral procurement
market. They worried that suppliers will withhold from the bilateral market and seek
higher compensation through RMR contracts. On the other hand, some suppliers
preferred that the CAISO provide an even longer “runway” for them to make
prudent capital and operating decisions regarding retirement or continued operation
of their units in the upcoming Resource Adequacy Compliance Year. One stated
that RMR designations in the September timeframe might leave inadequate time for
them to develop and negotiate an RMR agreement for filing by November 1.

The CAISO believes that its proposed process for considering RMR
designations strikes a proper balance between RMR backstop procurement and
bilateral RA procurement. The process effectively balances RA “front running”
concerns with resource owners’ desire for a longer “runway” to rationally plan for
potential resource retirement or continued resource operation. The proposed
revisions to the RMR framework provide an opportunity for resource owners
interested in and willing to commit to retiring or mothballing their units to obtain
early notice of their need in the upcoming calendar year in limited, well-defined
circumstances.

The two stakeholders concerned about “front running” ignore that the
existing RMR tariff provisions already allow a resource owner to come in at any
time of the year and request an RMR designation for the upcoming calendar year
and does not require them to submit a formal retirement/mothball notification or
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affidavit.1”® Indeed, under the existing framework, resource owners are not even
required to submit a formal retirement notice to be considered for an RMR
designation. In other words, the existing RMR process already allows for “front
running” of the RA process; the discussion in Section 111.A.3 of this filing shows
several examples of this. Thus, the CAISO’s RMR proposal does not create front-
running concerns; they already exist under the current process.

In conjunction with significant changes in the RA program starting in 2020,
the proposed revisions to the RMR procurement process creates an overall
backstop procurement framework that does not unduly front-run bilateral RA
procurement. The revised framework differs dramatically from the backstop
procurement framework the Commission rejected in the CAISO'’s risk of retirement
CPM tariff amendment filing.

First, to be eligible for RMR designations, resource owners will now be
required to attest to the reason for their retirement/mothballing and attest that
their retirement/mothballing is definite unless certain specified events occur,
e.g., the resource is procured or sold. This presents potential consequences to
a resource owner that do not exist under today’s retirement/mothball and RMR
procurement framework, including possible referrals to the Commission for
submitting false or misleading information. It also provides generators and other
stakeholders with a transparent and clear process to seek RMR designations
from the CAISO.

Second, the Path 2 process establishes is a defined “window” within which
retiring/mothballing resources must seek any advance determination of need and
possible RMR designation for the upcoming calendar year. That window provides
some structure and predictability that does not exist today and ensures that the
CAISO will select the best resource if more than one resource submitting a
retirement/mothball notice can meet the identified reliability need.

Third, the CAISO’s Path 2 timeline provides ample opportunity for LSEs

173 Risk of retirement CPM reviews, in which the CAISO assesses reliability needs in the
year following the upcoming Resource Adequacy Compliance Year, occur after the RA
showings. As discussed above, this has proved problematic for suppliers and led them to forgo
seeking risk of retirement CPM designation and instead asking to be reviewed only under RMR.
Also, as noted above, the CAISO is “dialing back” its risk of retirement CPM procurement
authority that is being incorporated into the revised RMR tariff provisions. Studying “following
year” reliability needs will now be discretionary on the part of the CAISO, as opposed to the
mandatory review that occurs under the existing risk of retirement CPM. As discussed above,
on November 28, 2016, Calpine sought RMR designations for 2018 for four generating units,
and the CAISO issued conditional RMR designations to two of the generating units in March
2017. On February 28, 2018, NRG notified the CAISO that it was closing two generating units,
one effective October 1, 2018 and the other effective on January 1, 2019. The CAISO issued
conditional RMR designation to the two generating units in July 2018.
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to procure the needed resource as part of their RA compliance efforts before the
CAISO executes an RMR contract with the unit. As indicated above, the CAISO
will seek to post its study reports regarding the need for a resource by mid-May,
and will only execute the RMR contract if the resource has not been procured as
RA by the end of October. Thus, actual RMR procurement will be a measure of
“last resort.”

Fourth, the CPUC'’s recent approval of new multi-year procurement
requirements for local capacity resources beginning in 2020 also mitigates
concerns about undue front-running of the RA process.*’* The CPUC decision
requires CPUC-jurisdictional LSEs to procure 100 percent of their local capacity
requirements in years one and two, and 50 percent of their requirements in year
three. The CPUC also disaggregated located capacity procurement in the
Pacific Gas & Electric Company-Other local area, which should reduce the need
for any CAISO backstop procurement compared to the regime that exists
today.1’> The CAISO is most likely to offer an RMR contract to a resource to
meet a local capacity need. Because a resource with an RA contract for the
upcoming Resource Adequacy Compliance Year is ineligible to obtain an RMR
designation through the Path 2 process, and because LSEs will be procuring
100 percent of their local capacity RA obligations for the upcoming two years in
advance, the Path 2 process should have no significant impact on the bilateral
RA process. The CAISO expects the number of local capacity resources even
eligible to use the Path 2 process would be limited.

A simple example demonstrates why the Path 2 process should have
limited impact on bilateral RA procurement: in 2019, LSEs will procure 100
percent of their local capacity RA requirements for 2020 and 2021 and 50
percent of their requirements for 2022; a resource in a local capacity area
procured as RA for 2021 is ineligible to participate in the Path 2 process; a
resource without an RA contract for 2021 can submit a retirement/mothball
notice by February 1, 2020, and the CAISO will determine whether it is needed
for reliability in either 2021 or 2022; if it is, the CAISO will offer the resource an
RMR contract only for 2021 (a mothballing resource needed only in 2022 would
not receive an RMR designation). This does not front-run the RA local capacity

174 Decision D.-19-02-022,0rder Instituting Rulemaking to Oversee the Resource Adequacy
Program, Consider Program Refinements, and Establish Annual Local and Flexible Procurement
Obligations for the 2019 and 2020 Compliance Years, Decision Refining the Resource
Adequacy Program, Rulemaking 17-09-020 (Feb. 21, 2019).

175 The PG&E-Other local area includes Humboldt, Sierra, Stockton, Greater Fresno, North
Coast, and Kern. Today, LSEs in the PG&E-Other area can procure capacity anywhere in the
local capacity area to satisfy their local capacity obligations. Now they will have to procure
sufficient capacity in each of these sub-areas, thus reducing the likelihood that the CAISO will
have to engage in backstop procurement to address reliability needs in the sub-areas that go
unmet do to a less granular procurement requirement.
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procurement process for 2021 because LSEs will already have procured 100
percent of their local capacity obligations for 2021. This does not front-run local
capacity RA procurement for 2022 because the CAISO has not offered — and
cannot offer -- the resource an RMR contract for 2022. Even if there was
potential front-running, the local capacity resource gains no undue advantage in
negotiating an RA contract. For 2021, the resource would be competing for a
system or flexible capacity contract, and system capacity sells for less than local
capacity.1’® Even if the CAISO finds that the resource is needed for reliability in
2022, the CAISO can only offer the resource a one-year contract for 2021, and
in 2021 (and annually thereafter) the CAISO is required to re-study the reliability
need for the resource to determine if it is eligible for an RMR contract in the
upcoming year. Further, the CAISO will immediately assess alternatives to
extending the RMR in the upcoming annual transmission planning cycle. In
other words, the resource owner accepting an RMR Contract instead of an RA
contract faces the risk that the CAISO will approve an alternative to RMR in the
transmission planning process thus rendering the RMR Contract unnecessary in
future years. For example, new transmission enabled the CAISO to terminate
the Metcalf RMR Contract after one year, and the CAISO has approved
transmission solutions that should allow termination of the Feather River and
Yuba City RMR designations unless needed for other reliability issues. On the
other hand, the CAISO does not proactively assess transmission and non-
transmission alternatives to individual RA resources in the transmission planning
process.

Fifth, besides the new multi-year local capacity procurement obligation
that did not exist when the Commission rejected the CAISO’s risk of retirement
CPM tariff amendment filing last year, the compensation scheme for RMR
resources differ significantly from the compensation scheme the CAISO
proposed for risk of retirement CPM resources. The CAISO believes that the
proposed RMR compensation scheme better “balance[s] appropriate
compensation for resources with the consideration of ratepayer concerns” as the
Commission directed.'’” In that regard, in the risk of retirement CPM proposal,
the CAISO proposed to pay designated resources their full annualized cost of
service, while permitting them to retain all market revenues. The CAISO’s DMM
and numerous stakeholders vehemently objected to resources being permitted
to retain all market revenues (including revenues above actual cost) while being
paid their full annual cost of service. The instant proposal cures that “flaw”
because RMR resources are not permitted to retain net market revenues. The
CAISO will claw-back all net market revenues of RMR resources and credit
them back against the fixed-cost payments made to the resource.

176 Aggregated RA contract prices for 2017-2021 show an average system price of $1.76
kW-year compared to an average local capacity price of $2.59 kW-year. CPUC Energy Division,
The 2017 Resource Adequacy Report, p. 23, August 2018.

17 ROR CPM Order, 163 FERC 1 61,023 at P 46.

www.caiso.com



Honorable Kimberly D. Bose
April 22, 2019
Page 70

Also, under the risk of retirement CPM proposal, designated resources
would have received a guaranteed 12.25 percent return on their investment (as
specified in Attachment F to the existing pro forma RMR Contract). As
discussed infra, the CAISO proposes to eliminate this guaranteed return feature
in the RMR Contract and, instead, require resource owners to justify, and the
Commission to determine, a just and reasonable return on capital.

Further, under the risk of retirement CPM proposal, there were no
restrictions on the level of resource’s bids into the CAISO’s energy and ancillary
services markets. On the other hand, the CAISO proposes herein to require
RMR resources to submit market bids reflecting their actual marginal costs. If a
non-use-limited RMR resource does not submit a marginal cost-based bid, the
CAISO will submit one for the resource.’® The CAISO’s proposal ensures that
entities paying the “full freight” of the RMR resource are receiving the full
benefits of the resource, including marginal cost energy bids. Thus, LSEs are
deriving a significant benefit from the CAISO'’s proposal that was not part of the
risk of retirement CPM filing.

Sixth, the CAISO’s assessment of the reliability need for the resource in
the “following” year was mandatory under the risk of retirement CPM provisions.
Under the CAISO’s proposal, “following year” reliability reviews will now be at
the CAISO’s reasonable discretion.

A couple of stakeholders suggested that the CAISO’s process will give
resource owners without RA contracts for the upcoming year a free shot at
“price discovery” regarding their resource and possibly market power. However,
a resource receives no “price discovery” from a CAISO determination that it is
not needed for reliability. The unit owner will be expected to retire/mothball the
resource consistent with its commitment. LSESs interested in procuring the unit
will know that it the unit is not needed for reliability. Even if a study report
indicates a resource is needed for reliability, the resource owner knows that it
will only receive one-year cost-of-service compensation as an RMR unit.1’® |t
will not receive a multi-year contract, which it might receive under the CPUC’s
new multi-year local procurement requirements. Thus, the resource owner is in
no position to command a price from LSEs (or the CAISO) higher than its annual
cost of service.'® The Commission has recognized that cost of service

178 As indicated supra, the CAISO does not generate bids for use-limited RA resources and,
accordingly, will not generate bids for use-limited RMR resources.

179 This is the same compensation the resource would receive if the CAISO waited until the
end of the year to determine that the resource was needed for reliability.

180 Ultimately the Commission, not the resource owner, determines the just and reasonable
compensation for the resource. Thus, at the time of RA contract negotiations, the resource
owner does not know the exact level of RMR compensation the Commission may approve, and
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recovery is not a “windfall” and that for mandatory backstop procurement
mechanisms, compensation must be based on a resource’s full cost of
service. 18!

Further, these stakeholders ignore that if a resource needs major
maintenance and capital improvements costing millions of dollars to continue
operating, whether or not the CAISO offers the resource an RMR contract, the
resource owner will need sufficient compensation to recover these costs, or else
it will likely consider retiring. As the Calpine letters described above bear this
out and demonstrate that, absent a compensatory contract that provides
sufficient funds to undertake the necessary capital projects, resource owners
likely will retire their units.'® Under these circumstances, it is not the likelihood
of an RMR contract that would cause a resource owner not to execute an RA
contract, but rather its inability through an RA contract to earn sufficient
revenues to undertake the necessary major maintenance and capital additions
and earn sufficient revenues to remain in service.

Also, claims that CAISO findings of need for specific units will cause
resource owners to withhold from the RA market are not supported by actual
experience. The CAISO issued conditional RMR designations to the Ormond
Beach and Ellwood units in July 2018. Subsequently, the CPUC issued an
order directing Southern California Edison Company (SCE) to attempt to
negotiate contracts with these units.'® The CPUC stated that SCE should sign
contracts “only if doing so is expected to be less costly than any applicable
backstop procurement measures.”'8 SCE executed contracts with the units,
and the CPUC approved the contracts, thus obviating the need for the CAISO to
enter into RMR contracts.'® Also, as discussed above, there are numerous
reasons a resource owner would prefer an RA contract to an RMR contract.

it faces the risk that the Commission will approve a different compensation level than it desires.
Accepting an RA contract eliminates any risk the generating unit owner might face in litigating (or
settling) compensation in a Commission proceeding.

181 See Midcontinent Indep. Sys. Operator, Inc. 148 FERC 1 61,057 at P 86 (2014); PSEG
Power Conn., LLC, 110 FERC 1 61,020 at P 30 (2005).

182 Calpine estimated that the expenditures required to complete necessary major
maintenance at the Metcalf Energy Center totaled well over $20 million. See Attachment F.

183 CPUC Decision D.18-06-030, Order Instituting Rulemaking to Oversee the Resource
Adequacy Program, Consider Program Refinements, and Establish Annual Local and Flexible
Procurement Obligations for the 2019 and 2010 Compliance Years, Decision Adopting Local
Capacity Obligations for 2019 and Refining the Resource Adequacy Program, Rulemaking 17-
09-020 p. 35 (June 21, 2018).

184 |d
185 CPUC, Bilateral Resource Adequacy Capacity Agreements to Meet Local Area

Reliability Needs in 2019 Pursuant to D.18-06-030, Advice Letter 3854 (U 338-E) (Sept. 26,
2018).
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One stakeholder suggested limiting retirement/mothball requests to
certain times of the year so it would not impact the bilateral RA market. This
stakeholder ignores that the existing RMR framework already permits the
CAISO to conditionally designate a resource as RMR for the upcoming calendar
year before the annual RA showings. Rejecting the CAISO’s proposal and
reverting back to the framework that exists today would remove the added
restrictions and protections the CAISO is proposing. The stakeholder’s proposal
would constitute a drastic change to the retirement/mothball paradigm that
exists today where resource owners can seek to retire/mothball at any time of
the year as long as they provide the requisite 90-day notice under the existing
Commission-approved terms of the PGA. Such a drastic change would disrupt
the expectations of every resource that has executed a PGA. Also requiring a
resource owner that is uneconomic to “hang around” longer, without
compensation, to wait for the window when it can submit a retirement or
mothball notice is unjustifiable.

The stakeholder’s suggestion also defeats a key objective of this tariff
amendment and fails to address an important issue identified by suppliers --
units that must decide whether to retire or continue operating in the upcoming
calendar year face important planning decisions with significant financial and
business implications. They often need a longer planning horizon to make those
important decisions prudently. The existing RMR framework is preferable to the
option presented by the stakeholder. This stakeholder’s suggestion would also
force resources that are uneconomic and not needed for reliability to continue
operating longer than is necessary simply because they would be required to
wait until after the annual RA showings at the end of October to submit a
retirement/mothball notice. Based on the standard process that requires the
CAISO to assess the RA showings for RA deficiencies and collective local
deficiencies, and then allow a 30-day cure period, the CAISO would not be in a
positon to begin reviewing retirement/mothball notices and studying the need for
specific units until mid-December. The proposed and existing
retirement/mothball process gives the CAISO approximately 90 days to study
the need for a retiring unit. This would drive the RMR procurement process well
into the next year, forcing unit owners to operate longer than necessary without
a contract. Even assuming that a process could be established where the
CAISO could identify needed resources in late December, such a process would
ignore the critical facts that RMR contracts require Board approval, require
negotiation between the CAISO and the unit owner, require the unit owner to
prepare an RMR filing and a case to support a requested return on investment,
and require a Commission order to implement. Completing all of these
necessary steps within a few-day period at the end of the year is unrealistic.
Thus, the stakeholder’s suggestion is both problematic and impractical.

Finally, stakeholders objecting to an early finding of need for a unit ignore
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that the Path 2 process can reduce the potential for over-procurement and
incurrence of unnecessary costs. By identifying needed resources early in the
procurement process, the CAISO can facilitate LSE’s procurement of needed
resources as part of their RA portfolios. If LSEs procure sufficient resources to
meet their resource adequacy requirements but do not procure a needed
resource, the CAISO will then have to procure the resource. This will result in
LSEs ultimately paying for more capacity than is needed compared to the LSEs
procuring the needed resource in the first instance.

e. The Path 2 Process Provides a Sufficient “Runway” for
Resources to Make Important Planning and Retirement-
Related Decisions

Although some suppliers may prefer an even longer “runway” to make
planning decisions, the CAISO believes that its Path 2 proposal provides a
sufficient “runway” and should not unduly hinder resource owners submitting
retirement or mothball notices for the upcoming Resource Adequacy
Compliance Year. Unit owners should know by May 15 if they are needed for
reliability. 18 The CAISO will seek an RMR designation at the next feasible
Governing Board meeting, and resource owners will know that they will receive
an RMR contract if they are not procured by an LSE in the bilateral RA
procurement process.'8’ Alternatively, resource owners will learn by May 15
that they are not needed for reliability and can plan for retirement or mothball
more than six months before their planned retirement/mothball date.

The proposed framework also provides ample time to negotiate and
finalize an RMR Contract and filing with the Commission. The CAISO
historically has approved RMR extensions for the upcoming year and

186 The CAISO will not, and will not need to, re-study the need for the resources. There
should not be any changed circumstances that would render unneeded in September a resource
the CAISO found to be needed in its reliability study in May. If anything, it is more likely that any
changed circumstances that occur after May 15 would reinforce or increase the need for the
backstop procurement or support additional backstop procurement. This can arise due to
unexpected resource retirements, long-term resource outages, and delays in the in-service
dates of approved transmission and generation projects. There will not be a new load forecast
for the upcoming Resource Adequacy Compliance Year between May and September. The
CAISO will have already determined that there are no short-term solutions that would obviate the
need for offering the RMR Contract for the upcoming calendar year. Further, the CAISO has
already modeled in the transmission planning process all potential new generation and
transmission facilities projected to be in service in the upcoming calendar year. The CAISO is
aware of the projected in-service dates of new transmission and generation. The transmission
planning base cases also account for demand response programs. Most importantly,
negotiating and executing and RMR procurement should be a “last resort” and occur only after
LSEs have had a reasonable opportunity to procure the resource.

187 The CAISO notes that this timeframe is close to (or earlier than) the timing of the
Ormond Beach and Ellwood conditional RMR designations that occurred in July.
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terminations of RMR agreements at its September Board meeting. That timeline
has not unduly hindered RMR contract negotiations or prevented resource
owners from filing their RMR contracts by November 1. Presumably resource
owners know what their costs are when negotiating RA contracts, and the RMR
cost of service formula is set forth in Schedule F of the RMR agreement.
Resource owners will have from mid-May onward to plan for any potential RMR
filing if they do not receive an RA contract.

B. RMR Revisions Other Than the Procurement Framework
1. Eliminating Condition 1 RMR

The CAISO currently has two types of RMR designations: RMR
Condition 1 and RMR Condition 2. Condition 1 pays a resource a portion
of its fixed costs and allows the resource to retain all of its market
revenues. Condition 2 pays the owner all of its fixed and variable costs,
and it does not retain net market revenues. The resource owner alone
selects either Condition 1 or Condition 2 for its unit.188

The CAISO proposes to eliminate Condition 1 RMR and update
the Condition 2 RMR form of Contract. The CAISO intends to use its
authority to designate resources for RMR service to be used as a
measure of last resort to retain resources needed for reliability that would
otherwise seek to retire or mothball. A mandatory, cost-of-service RMR
construct best aligns with this objective. A generating unit desiring an
RMR designation will be attesting that it is uneconomic for the unit to
continue operating and that retirement or mothballing is definite unless it
is procured. If a generating unit is uneconomic, requiring it to earn most
of its revenues in the market will likely be impractical for most resources.
As a “last resort” backstop procurement mechanism for retiring, RMR
should not create an opportunity for resources to earn more than their
cost of service by being guaranteed recovery of a portion of their fixed
costs and then earning more than their unreimbursed cost of service
through the markets.

Eliminating RMR Condition 1 will also simplify the RMR framework
and more clearly distinguish RMR from the CPM framework, which allows
resources to retain their market revenues.

The CAISO will continue to compensate RMR resources based on traditional
full cost of service rate making on a yearly basis as are current RMR Condition 2
resources. 89 Accepting an RMR designation is mandatory. In Section 111.B.10.a,

188 Article 11l of pro forma RMR Contract,

189 Revised pro forma RMR Contract, Schedules B, F and L.
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infra, the CAISO discusses why it is not changing the full cost of service
compensation for RMR resources. Fixed cost payment includes actual amortized
fixed costs based on booked costs in Schedule F of the RMR contract, plus annual
share of any necessary capital additions, plus variable costs that the resource
accrues while operating and, potentially other costs such as repair costs. The fixed
costs and the capital additions will be included in the fixed RMR payment, while the
variable costs will be recovered through market revenues, except that all market
revenues the RMR resource earns above its variable costs will be credited against
the RMR unit’s fixed cost payment.1®® This ensures that the unit is paid no more
than its actual fixed and variable costs, including the annual capital addition and
repair costs. If market revenues are insufficient to cover the unit’s variable costs,
then market payments will be “trued up” via the bid cost recovery mechanism.

2. Must Offer Obligation for RMR Resources
a. Description of RMR MOO

RA and CPM resources have a day-ahead and real-time must offer
obligation (MOO) to self-schedule or submit economic bids into both the energy and
ancillary services markets, subject to specific conditions for certain types of units.19
The MOO is essentially a 24 x 7 obligation.

Historically, RMR resources have not had a formal must offer obligation.
RMR resources operating under Condition 1 have an implicit must offer obligation
because they must earn market revenues to make up for a lower fixed cost
payment contribution. This incents the unit owner to participate fully in the CAISO
markets by submitting market bids for all energy products and services. Condition
2 resources have a limited must offer obligation. Under the RMR Agreement,
whenever the CAISO issues an RMR dispatch for local reliability or to mitigate non-
competitive congestion, owners of RMR Condition 2 units must submit cost-based
bids for all RMR capacity for the duration of the RMR dispatch. Under Section 6.1
of the pro forma RMR Contract, however, the CAISO may order the owner not to
bid to participate in Market Transactions if the CAISO determines that such
participation would cause a unit to exceed Contract Service Limits or impair the
CAISO'’s ability to dispatch the unit to meet reliability needs at other times during
the Contract Year.'®2 RMR Condition 2 resources, however, are otherwise
precluded from participating in CAISO market transactions. The CAISO can also
issue dispatch instructions to both RMR Condition 1 or Condition 2 RMR resources

190 Revised pro forma RMR Contract at Section 8.1 and proposed CAISO Tariff
Section11.13.

o1 CAISO tariff sections 40.6, 40.10.6, and 43A.5.1.

192 Pro forma Reliability Must Run Contract, Section 6.1.
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for ancillary services, but only if bids in the Ancillary Services markets are not
sufficient.193

The CAISO proposes to establish a MOO for RMR resources like the MOO
currently applicable to RA and CPM resources under existing tariff provisions in
CAISO tariff section 40.6.2°* Further, if the RMR resource has effective flexible
capacity (EFC), it will have a flexible capacity MOO for the highest flexible capacity
category for which the RMR capacity qualifies under the existing tariff.1®> This
change will update the RMR agreement to align it with the RA and CPM resources
the CAISO relies on to serve demand and meet reliability needs through market
optimization.

Under the CAISO’s proposal, RMR resources, which will be a modified and
updated version of the Condition 2 type going forward, will be obligated to submit
marginal cost-based bids for start-up costs, minimum load costs and energy costs.
These bids are designed to reflect the unit’s full marginal costs'®® and allow
ratepayers who are paying the entire cost of the unit to capture the full value of the
resource without depressing market prices.

For example, for a gas-fired RMR resource, commitment costs bids must
reflect the proxy cost methodology for start-up and minimum load costs set forth in
CAISO tariff section 30.4.1.1, except that the bids may reflect a higher or lower fuel
price than reflected in the CAISO’s gas price index to reflect the resource’s actual
gas costs'®’ and the requirement to bid the opportunity cost.1%

193 Id. at Section 4.1 (c).
194 Proposed CAISO tariff section 41.5.1; revised pro forma RMR Contract, Section 6.1.

195 An RMR resource’s obligations will be identical to the obligations of RA capacity under
existing tariff provisions. RMR resources will have a flexible capacity obligation if they have an EFC.
RA and CPM resources have a flexible capacity obligation only if they are procured to meet a flexible
capacity RA obligation or flexible capacity RA deficiency. Under RMR, the CAISO is always
procuring the entire generating unit and paying its full cost of service, including the costs of any
necessary capital additions.

196 Revised pro forma RMR Contract at Article IV and Article VI.

197 Gas costs include the fuel commodity price plus transportation costs. See Attachment C
to the Business Practice Manual for Market Instrument.

198 Revised pro forma RMR Contract at Schedule L (RMR owner must submit information
on remaining start-ups, minimum load and MWhs until major maintenance is required, which are
not eligible limits for an opportunity cost). The RMR owner may also just include the CAISO’s
calculated gas price index in its commitment costs bids.
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Thus, start-up costs,® including transition costs for natural gas fired RMR
resources, for example, must include the following components in addition to the
fuel cost:

e Cost of auxiliary power

e Greenhouse gas cost adder, if applicable

e CAISO’s market services charge and System Operations Charge
e Major maintenance adder if applicable

e Opportunity cost adder, if applicable?%°

Minimum load costs?! for natural gas fired RMR resources must include the
following components in addition to the fuel cost:

e Variable operation and maintenance cost per Section 39.7.1.1.2
e Greenhouse gas cost adder, if applicable

e Market Services Charge and System Operations Charge

e Bid Segment Fee

e Major maintenance adder, if applicable

e Opportunity cost adder, if applicable.?%?

Energy bids for natural gas field resources must include the generated
energy bid components resource adequacy generated bid components and default
energy bids with the exception of the 10% adder normally included in default energy
bids.?%3 As with commitment costs, scheduling coordinators on behalf of RMR
resources may include the gas price index or actual gas costs and must also
include the opportunity costs, if any:

e Variable operation and maintenance cost per Section 39.7.1.1.2
e Greenhouse gas cost adder, if applicable

199 The new revised pro forma RMR Contract (Section 6.1) requires Commitment Costs to
be calculated pursuant to the Proxy Cost Methodology pursuant to CAISO Tariff Section
30.4.1.1.

200 Only use-limited resources have opportunity costs.

201 The new revised pro forma RMR Contract (Section 6.1) requires Commitment Costs to
be calculated pursuant to the Proxy Cost Methodology pursuant to CAISO Tariff Section
30.4.1.1.

202 Only use-limited resources have opportunity costs.

203 RMR resources must select either the Variable Cost Default Energy Bid or the
Negotiated Option Default Energy Bid. The Variable Cost Default Energy bid for RMR resources
will not include the 10% adder. See proposed new CAISO Tariff Section 39.7.1.6.
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e Grid Management Charge
e Opportunity Cost, if any.

Thus, RMR resources will be required to bid into the market at their full
marginal cost reflecting the bid components itemized above for gas fired resources.
This will help ensure that all market commitment and dispatch decisions are based
on the full marginal cost of the RMR resource similar to the bid costs we expected
to see reflected in Resource Adequacy resources.?%4

The following additional bidding rule will apply to gas-fired RMR resources:

e Submit $0 MW Ancillary Services bids 2°° and $ 0 MW RUC bids
(the $ 0 MW RUC bid applies to RA resources).2%

RMR resources will be entitled to a Daily RMR Capacity Payment2®7
based on the Schedule B of the applicable RMR Contract consisting of two
components:

e Daily Availability Payment?°® component reflecting the day’s pro
rata portion of the Annual Fixed Revenue Requirement derived
from Schedule F of the RMR Contract; and the

e Daily Surcharge Payment?® reflecting the day’s pro rata portion of
any costs associated with Capital Items from Schedule L.

RMR resources will be entitled to a Daily Variable Cost Payment?° to
recover variable costs for market transactions through market revenues and the

204 Actual major maintenance costs will be fully compensated through the Daily Surcharge
Payment, similar to the current RMR design for Legacy RMR Units.

205 Revised pro forma RMR Contract at Section 6.1. The $ 0/MW bid for Ancillary Services
recognizes that the CAISO has procured the entire generating unit for RMR service and all its
attributes under a full cost of service contract. There is no marginal cost associated with the
RMR resource offering its Ancillary Services Capacity.

206 Id. Under CAISO tariff section 40.6.1(4), the CAISO optimizes RA capacity participating
in RUC using a $0/MW-hour bid. RMR resources being paid their full cost of service should be
treated similarly to RA resources in this regard. This practice is also consistent with the
Commission’s precedent to price reliability and fuel security resources as price takers in capacity
market auctions. See discussion in Section I1l.A.2.b.supra.

207 Proposed CAISO Tariff Section 11.13.2 and proposed Revised pro forma RMR Contract
Section 8.1

208 Id.

209 Id.

210 Proposed CAISO Tariff Section 11.13.3 and revised pro forma RMR Contract Sections
8.1and 9.1.
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CAISO’s Bid Cost Recovery mechanism if market revenues are not sufficient,
including commitment costs adjusted to remove major maintenance costs and
opportunity costs.?!! Similarly, RMR resources will also be entitled to variable
cost recovery for Exceptional Dispatch energy through the Daily Additional Cost
Settlement.?1?

If market revenues exceed the Daily Variable Cost Settlement, the excess
revenues, which will be used to offset the Daily RMR Capacity Payment. This is
similar to what is done today for Legacy Condition 2 RMR Units to implement the
cost of service Legacy RMR Contracts.?!3

In addition, for RMR costs that are not recoverable through market revenues,
RMR owners can invoice the CAISO through for any variable cost that is not
recoverable from market revenues. One example is motoring costs for
synchronous condensers. RMR owners will be able to invoice the CAISO and be
reimbursed by the CAISO.

In addition, the CAISO is making the following changes to how RMR
resources will participate in the CAISO markets:

e For RMR units that do not have a tariff exemption, such as use-limited
resources, CAISO will insert generated cost-based bids if the unit submits
no bids (just like the CAISO does for RA units that are not exempt from
bid generation rules, such as use-limited resources);?!*

e As discussed in greater detail in the next section, the CAISO is
eliminating the existing RMR non-performance penalty structure and
subject RMR resources to the same performance incentive mechanism
applicable to RA resources.

e The CAISO is modifying and “modernizing” the existing RMR provision in
Section 6.1 of the pro forma RMR Contract that allows the CAISO to
order an RMR unit not to submit bids in the market if it would cause the
unit to exceed contract service limits or impair the CAISO’s ability to
dispatch the unit to meet reliability needs at other times during the
contract year. The revised provision will permit the CAISO to direct the
RMR resource to submit an outage card if the CAISO determines that

21l Major maintenance adders are recovered through the daily capacity payment.
Opportunity costs are not recoverable but are used to ensure that cost based bids reflect the
resources’ full marginal costs as discussed elsewhere in this transmittal letter.

212 Proposed CAISO Tariff Section 11.13.4 and revised pro forma RMR Contract Sections
8.1and 9.1.

213 Proposed CAISO Tariff Section 11.13.6 and revised pro forma RMR Contract Sections
8.1 and 9.1.

214 See CAISO tariff section 40.6.8 (a)-(b) and (e
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participation in the CAISO markets will impair the CAISO’s ability to
dispatch the unit to meet reliability needs at other times during the
year.215

b. RMR MOO is Just and Reasonable.

Most stakeholders, including the CAISO’s Market Surveillance Committee
and Department of Market Monitoring, support the MOO and marginal cost bidding
proposals, but a few stakeholders object to them.

The RMR construct was developed at CAISO startup, before the
establishment of the RA program, CPM, current versions of exceptional dispatch,
renewable portfolio standards, the must offer obligation, and the need for flexible
capacity. System needs and operations have changed dramatically since the RMR
construct was developed. As the CAISO has advised the Commission,?6 the
significant increase in variable energy resources on the system, along with
increasing rooftop solar installations, distributed energy resources, and electric
vehicles make load and supply output increasingly more variable and unpredictable.
Now it is much more difficult, if not impossible, to predict with precision when a
resource (including an RMR resource) might be needed for reliability or what
specific need it might be required to address. As the CAISO indicated in its CCE3
filing and as recognized in the Commission order conditionally approving the CCE3
filing,%!” the CAISO might need resources (including use-limited resources) at any
time. It is important to “modernize” the RMR construct to reflect current and
expected future operating conditions, needs, and increasing system variability and
unpredictability. This is not the “old world” in which the RMR construct originated.
In this rapidly changing environment, the CAISO cannot predict with certainty the
specific hours every day a resource will be needed during the year and that the
resource will only need to be available during those specific hours. The CAISO
needs resources to be available to meet reliability needs at any time. Approving a
MOO for RMR resources will ensure that resources for which the CAISO is paying
the full cost of service will be available to meet reliably needs whenever they arise
through the market optimization.

To support CAISO reliability and resilience effectively under current and
expected conditions, RMR units should have a MOO for the energy and ancillary
service markets similar to RA and CPM resources. A MOO for RMR resources that
corresponds to the resource’s capacity attributes, i.e., system, local, and/or flexible

215 Revised pro forma RMR Contract at Section 6.1(f). RMR units will no longer have
contract service limits. These provisions were intended to limit operation of the RMR Unit to the
five (5) year historical average and provide additional compensation when the use attributable to
reliability dispatch exceeded this average.

216 CAISO Tariff Amendment Filing to Implement Commitment Cost Enhancements Phase
3 Initiative, Docket No. ER18-1169, pp 3-4, 14, March 23, 2018 (CCES3 Filing). See also Cal.
Indep. Sys. Operator Corp., 163 FERC 1 61,211 at P 5 (2018) (CCE3 Order).

a1 CCE3 Filing at 3-4, 14; CCE3 Order, 163 FERC 1 61,211 at P 5.

www.caiso.com



Honorable Kimberly D. Bose
April 22, 2019
Page 81

capacity, and the requirement that RMR resources submit market bids reflecting
their marginal costs, is appropriate because the RMR designation applies to the
entire RMR unit, and ratepayers are paying the full annual fixed costs of the RMR
resource, including capital additions and repairs. Further, as discussed in Section
[11.B.7, infra, the CAISO is providing RA credits for the capacity of the RMR unit to
LSEs being allocated the costs of the designation. Under these circumstance, less
than full participation of the RMR resource could lead to unnecessary over-
procurement (including potential additional CAISO backstop) and ratepayers not
receiving the full value of the resource for which they are paying “full freight.” It is
just and reasonable for RMR resources to have a MOO and patrticipate in the
market for all hours the resource can physically submit bids, just like comparable
RA and CPM resources, with the market making commitment and dispatch
decisions based on the bid cost of the resource.

A MOO for RMR units also is a key element of the CAISO’s proposal to align
RMR with the RA and CPM reliability capacity constructs and streamline the
process for dispatching market resources economically to meet the system’s needs.
With the MOO in place, the CAISO will dispatch RMR resources using the same
process used to dispatch RA and CPM resources. The proposed approach aligns
dispatch of RMR resources with the market mechanisms used to dispatch RA and
CPM capacity to maintain system and local reliability using modeled constraints that
enable market software to select resources to meet grid operational needs and
enables the CAISO to use Exceptional Dispatch as necessary in the same way
CAISO dispatches any other generator. The alternative to market-based dispatch
for Condition 2 resources would be to continue manually committing them based on
study cases that can result in suboptimal dispatch of the RMR resources, distort
market prices, and impose an additional and unnecessary burden on CAISO
operators. The MOO ensures that resources are bidding into the market every day
as opposed to these resources staying outside of the market and waiting for a
CAISO dispatch.

A couple of stakeholders argue that the proposed MOO could inappropriately
suppress prices in the energy markets. The CAISO disagrees. ISO/RTO markets
are based on the premise that, in a competitive wholesale electricity market, a
resource’s offer will be approximately equal to its marginal costs.?'® In the CAISO
markets, this includes major maintenance and opportunity costs, as applicable.

The CAISO will require RMR resources to include these costs, and all other
applicable costs, in their market bids. Thus, bids from RMR resources will not be
below their marginal costs. The proposed cost-based pricing of RMR market bids is
consistent with the Commission’s competitive pricing principles.

218 See, e.g., Offer Caps in Markets Operated by Regional Transmission Organizations and
Independent System Operators, Notice of Proposed Rulemaking, FERC Stats & Regs. 132,714
at PP 2-3, 7-10, 44-48, 53 (2016), Final Rule, Order No 831, FERC Stats. & Regs. 131,387 at
PP 2-7, 34-37 (2016).
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One stakeholder argued that a MOO with cost-based bids may be
problematic for an RMR unit near the end of its life because the unit may have to
run more than it has in the past. This may or may not be true in individual cases,
but the argument ignores that RMR resources with high marginal costs, reflecting
fuel and heat rate and major maintenance costs and other variable costs, will have
high RMR cost-based bids and therefore will run infrequently compared to lower
costs resources. Further, RMR resources will have to bid any major maintenance
adders and opportunity costs, if applicable. As discussed above, the CAISO will
require an RMR resource that has eligible use-limits to apply to for use-limited
status and establish an opportunity cost during the RMR agreement negotiation
process. Also, the CAISO is proposing that RMR resources can establish an
opportunity cost based on remaining start-ups, run hours, or MWhs prior to their
next major maintenance investment. This authority may produce higher opportunity
costs for a unit that would be available under the CCE3 process, which will help
limit the use of the resource and avoid unnecessary investments in a specific RMR
contract year.

Further, use-limited RMR units can manage their limits through use of
outage card(s) under existing tariff section 40.9.3.4 (d) and Section 9.3.3 of the
Reliability Requirements Business Practice Manual to effectively manage their use
limitations.21°

Finally, as a last resort, under Section 6.1 (f) of the revised pro forma RMR
Contract the CAISO has the authority to direct an RMR unit with use limitations
under the CAISO tariff or the RMR Contract to submit an outage card if necessary
to preserve its availability to meet reliability needs later in the year. This
“modernizes” the CAISO'’s existing authority under Section 6.1 of the pro forma
RMR Contract to order an RMR unit not to participate in market transactions so it is
more consistent with the current market paradigm that contemplates the use of
outage cards.

Finally, practices of other ISOs and RTOs illustrate the reasonableness of
the CAISO’s MOO proposal, combined with a marginal cost bidding requirement.
The NYISO’s Commission-approved RMR framework includes a MOO for RMR
units and requires the resource owner to submit bids at or below a NYISO-

219 The CAISO tariff requires the operator or scheduling coordinator of a generator that will
be going on an outage to, among other things, provide the CAISO with information about the
outage and work to be performed (i.e., submit an outage card) using the nature-of-work
categories set forth in the business practice manual. CAISO tariff section 9.3.3(2). The
Business Practice Manual for Outage Management lists various nature-of-work outage
categories for the operator or scheduling coordinator to select from when it submits an outage
card for the generator outage. These nature-of-work outage categories include several that are
specific to use limits — namely, annual use limit reached, monthly use limit reached, other use
limit reached, and short-term use limit reached. Business Practice Manual for Outage
Management, Version 17, at 18-19 (Oct. 31, 2018).
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determined reference level.??? In the NYISO, if an RMR generator faces
operational constraints, the NYISO and the generator will develop reference levels
that will permit the generator to operate consistent with the identified constraints,
while ensuring that the generator will be available to (1) resolve the reliability needs
the generator is being retained to address, and (2) for an economic commitment
when appropriate.?2!

Similarly, deactivating units in ISO-NE needed for reliability that execute cost
of service agreements under ISO-NE’s Market Rule 1 are treated as Generating
Capacity resources with a Capacity Supply Obligation.??? These resources not only
have a Day-Ahead and Real-Time must offer obligation,?23 they must submit energy
and ancillary services bids equal to their Stipulated Variable Costs, which are
intended to reflect the unit's marginal costs.??*

A MISO System Support Resource “shall offer its SSR Capacity into the
MISO'’s Energy and Ancillary Services Market to the extent permitted by the
Operational and Environmental Limitations when the SSR Unit(s) is/are available
and not needed to address the reliability issues pertaining to this Agreement,
consistent with Section 38.2.7."225 Offers into the MISO markets “shall be cost-
based, including Start-up, No-Load, and Energy Offers.”

220 NYISO Open Access Transmission Tariff, , Attachment FF, Appendix C Form of RMR
Agreement, Sections 3.5, 3.6; NYISO Market Administration and Control Area Services Tariff,
Attachment H, Section 23.6.1 and 23.6.2. Under Section 3.5 of the NYISO'’s pro forma RMR
agreement, the “Owner shall offer for sale into the Day-Ahead and Real-Time Markets all of the
Energy and Ancillary Services each RMR Generator is capable of providing by submitting ISO-
committed flexible bids (offers) at or below (equally or less restrictive than for physical
parameters) the Reference Levels that are currently on file with the ISO and approved for use by
the ISO’s MMA.” The section goes on to state that “RMR Generators that are not Installed
Capacity Suppliers, or that have not sold all of their Unforced Capacity, must still be offered into
the Energy and Ancillary Services markets consistent with this obligation.” Further, the section
states “[c]onsistent with Section 23.6.1.1 of the Services Tariff, Owner shall offer Energy,
Operating Reserves and Regulation at prices that are equal to or less than each RMR
Generator’s ISO-approved Reference Levels.” Under Section 3.6 of the NYISO'’s pro forma
RMR agreement,”[c]hanges to an RMR Generator’s reference levels must be made consistent
with the mitigation measure rules specified section 23.6.2 of MISO’s Market Services Tariff.
“Changes to an RMR Generator’s variable costs for purposes of providing Energy, Reserves,
and Regulation shall be addressed via modifications to the RMR Generator’'s Reference Levels
using the adjustment process set forth in Section 23 of the Service Tariff.” Cost-based reference
levels are intended to reflect a resource’s marginal costs. NYISO Market Administration and
Control Area Services Tariff, Section 23.3.1.4.1.3.1 and 23.6.2.

221 NYISO Market Administration and Control Area Services Tariff, Section 23.6.2.3.
222 ISO-NE, Market Rule 1, Appendix |, Section 3.1.

223 Id., Section 111.13.6.1.1.1.

224 Id., Appendix I, Sections 3.4 and 3.4.1.

225 MISO FERC Electric Tariff, Attachment Y-1, Section 8C(4).
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3. Applying the Resource Adequacy Availability Incentive
Mechanism to RMR Resources

Under Section 8.5 of the existing pro forma RMR Contract, absent a force
majeure event, the CAISO applies a non-performance penalty to a RMR unit that
fails to comply with a CAISO dispatch instruction. Under the existing RMR
agreement, the CAISO only issues dispatch instructions to RMR units: (1) for
energy to meet a local reliability need or manage congestion on non-competitive
paths and (2) except for blackstart or voltage support required to meet local
reliability needs, for ancillary services only if the available bids in the ancillary
services markets or do not provide sufficient capacity to meet the CAISO’s
requirements. Under Section 8.5, a unit is deemed compliant with a dispatch notice
if it delivers at least 97 percent of the requested MW or not more than 2 MW less
than the requested MW.

Under Schedule B—Monthly Option Payment of the pro forma RMR
Contract, RMR units have target availability hours (TAH). An RMR unit's TAH
represents the number of hours the CAISO expects the unit to be available and not
on outage during the year. The TAH calculation starts from the 8,760 hours of the
year and then subtracts both the hours corresponding to the unit’s long-term
planned outages and the unit’'s average hours on outage from other outage types
over the prior five years. The hourly availability charge is equal to the annual fixed
revenue requirement (AFRR) divided the TAH. The annual fixed payments for the
RMR Unit are determined by multiplying the actual available hours by the hourly
availability charge. The fixed portion of the payments are capped at the annual
total fixed cost value; however, if the RMR Unit is available for fewer hours during
the year than the TAH, then the RMR Unit will under collect on its fixed costs.

RA and CPM resources are subject to the Resource Adequacy Availability
Incentive Mechanism (“RAAIM”), set forth in Section 40.9 et seq. of the tariff.
Through RAAIM, the CAISO assesses monthly non-availability charges and makes
monthly availability incentive payments to RA and CPM capacity that falls below
94.5 percent availability or exceeds 98.5 percent availability, respectively, during
specified availability assessment hours. The RAAIM availability assessment hours
for non-flexible system and local capacity comprise the five-hour period from 4:00-
9:00 p.m.??6 The RAAIM assessment hours for Category 1 flexible capacity, which
is the most common category of flexible capacity, are from 5:00 a.m. — 10:00
p.m.??” The existing tariff establishes a uniform RAAIM price for RA resources to

226 CAISO tariff section 40.9.3.1.

221 Id. at 40.9.3.2 and 40.10.6.1(a)(1). Different assessment hours apply to Category 2 and
Category 3 flexible capacity, which are intended to apply to narrowly targeted resource-types.
See CAISO tariff section 40.9.3.2 and 40.10.6.1(a) (2) and (3). BPM for Reliability
Requirements section 7.1.1.
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determine their the total RAAIM charges or incentive payments. The RAAIM price
is set at 60 percent of the CPM soft offer cap.2?®

The CAISO proposes to eliminate the existing availability and performance
mechanisms in Sections 8.5 and 8.6 of the pro forma RMR Contract. Instead, RMR
resources will be subject to the same incentive mechanism that applies to RA and
CPM resources.??® For example, for an RMR unit without effective flexible capacity,
the CAISO will assess RAAIM based on the five RAAIM assessment hours
established each year. For an RMR resource with effective flexible capacity, the
CAISO will assess RAAIM based on the highest category of flexible capacity the
resource has. RMR units with effective flexible capacity likely will be Category 1
and thus will have an assessment period of 17 hours per day, seven days per
week. The CAISO proposes that the RAAIM penalty price it will use to calculate
RAAIM charges for RMR resources that are available at levels below the RAAIM
threshold will be the RMR agreement price. The price paid to RMR resources is
known to the CAISO; whereas, RA bilateral prices are not. Also, accepting RMR
designations is mandatory. It would be unjust and unreasonable to require an RMR
unit to face a potential RAAIM price higher than its contract price. Such a RAAIM
price would be overly punitive because it would result in the unit paying more for
RAAIM than it is being paid under the RMR Contract.

To mitigate their exposure to RAAIM penalties, RMR resources can provide
substitute capacity for both outages using the same rules applicable to RA and
CPM resources.?*® RMR units in local capacity areas will be treated as Listed Local
RA Capacity. When Listed Local RA Capacity is on outage for a non-RAAIM-
exempt nature of work, that RA Resource must provide substitute capacity from a
resource in the same Local Capacity Area. If that “listed local” resource fails to do
so, then it will face RAAIM exposure for the outage.?*! The logic behind this
approach is that Listed Local RA Capacity has been identified, through the RA
showing process, as having been procured specifically to meet a local need. To
mitigate the impact of its outage, the substitute capacity should be in the same local
capacity area. When the CAISO enters a RMR contract with a unit, it will procure
all of that unit’s attributes, including its ability to meet a local need if it is in a local
capacity area. The CAISO'’s proposal to treat RMR units in a local area as being
Listed Local RA Capacity aligns the RMR unit’s substitution obligations with the
obligations of the category of capacity being procured and recognizes that CAISO
ratepayers are paying the unit’s full cost of service.

228 CAISO tariff section 40.9.9.6.1(b).

229 Proposed CAISO tariff section 41.7.

230 Proposed CAISO tariff section 41.7 and CAISO tariff section 40.9, 40.
231 CAISO tariff, Appendix A, Definitions—Listed Local RA Capacity.
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In response to the MSC’s recommendation regarding applying RAAIM to
meet peculiar or “niche” reliability needs, the CAISO proposes to add a provision to
the RMR contract that will allow the CAISO to offer a different non-performance
mechanism if the CAISO believes that RAAIM is not adequate given the CAISO’s
reliability needs and the unit’s characteristics.?3?

The CAISO will calculate RAAIM charges and RAAIM payments separately
from the daily RMR settlements. The CAISO will treat RMR Capacity the same way
as RA Capacity except that the RAAIM penalty for RMR Capacity will be based on
the RMR Capacity Payment.?3®> RAAIM incentive payments are available only if
other RA or CPM resources incur RAAIM charges. Some resources must perform
below the tolerance band for resources performing above the tolerance band to
receive an incentive payment. The redistribution of payments from under-
performing resources to performing resources provides the appropriate incentive for
all resources, including RMR resources, to perform when they are most needed.
The strong incentive for resources to perform should reduce the number of hours
the system faces operational challenges, resulting in a more reliable system. Also,
RAAIM is calculated monthly, not annually. This provides some opportunity for an
RMR resource that may have under-performed in one month to earn back some of
its lost cost of service by performing better in another month (assuming other
resources under-performance).??* Otherwise the RMR resource would be “locked-
in” for the entire year at receiving less than its cost of service.

It is important that RA, CPM, and RMR resources have performance
incentives so they are motivated to be available and submit bids. RA and CPM
resources are subject to the RAAIM performance incentive mechanism, and the
CAISO believes that RMR resources, too, should be subject to RAAIM, especially
given that RMR resources will have the same MOO as RA and CPM resources.
The availability and performance mechanisms in the existing pro forma RMR do not
incent a resource to comply with its MOO. This unduly limits the CAISO’s ability to
streamline the RMR settlement process by requiring the CAISO to track and
validate availability in a separate tracking system. In particular, the RMR system
does not track an RMR unit’s compliance with its MOO. The CAISO believes
applying the same performance mechanism to RA, CPM, and RMR resources, in
conjunction with a MOO, is the best solution and will effectively support system
reliability. RMR resources will be subject to RAAIM, like RA and CPM resources,
and the CAISO will no longer use the separate availability payment incentive or the
non-performance penalty provisions in the existing pro forma RMR Contract. This
will greatly streamline settlements, improve market participation of RMR resources

282 Revised pro forma RMR Contract, Section 8.5.

233 Proposed CAISO Tariff Section 40.9.6(e). Revised pro forma RMR Contract at Section
8.5.

234 RAAIM payments and charges are separately settled and are not part of the RMR Daily
Settlement at proposed CAISO Tariff Section 11.13.
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and reduce the burdens on CAISO staff. CAISO staff spends approximately 32
hours per month separately processing four RMR invoices. RMR Owner staff and
Responsible Utility staff also spends time each month preparing and reviewing the
RMR Invoices.

Stakeholders offered various reasons why applying RAAIM to RMR
resources is inappropriate -- LSEs contend that applying RAAIM to RMR resources
is not stringent enough; some suppliers argue that applying RAAIM is too strict.
Combined with the MOO, applying RAAIM to RMR resources -- just as the CAISO
applies RAAIM to RA and CPM resources -- effectively balances these competing
concerns. Applying RAAIM to RMR aligns the RA, CPM, and RMR procurement
programs in terms of the incentives for availability and bidding, streamlines the
CAISO'’s application of penalties to resources providing reliability services thus
reducing the administrative burdens on the CAISOs, better supports the CAISO’s
reliability needs, and better incents RMR resources to comply with their MOO
compared to the existing penalty structure in the RMR agreement.?3®

a. More Stringent Incentive Measures are Unnecessary

The Condition 2 form of RMR Contract, which will be the only form of RMR
that emerges from this initiative, contains no incentives for RMR units to submit
market bids. The existing non-performance penalties in the RMR contract are not
based on bidding or compliance with a resource’s MOO. RAAIM provides such an
incentive. The availability incentive mechanism in the pro forma RMR Contract also
lacks incentives designed to ensure that resources are always available because it
only requires the RMR resource to be available for the aggregate of hours equal to
the Target Availability Hours, which does not require availability during any specific
hours and is based on a generating unit’s historical average performance. On the
other hand, the combination of a MOO and RAAIM will provide for and incent
increased availability of a resource for which the CAISO is paying its full cost of
service.

Some LSEs argue that RAAIM cannot ensure RMR resources will be
available when needed to meet reliability because RAAIM only assesses penalties
in specified hours of the day, which may not reflect all of the hours an RMR
resource is needed. They claim that RMR resources will have no incentive to
provide availability during hours outside of the RAAIM availability assessment hours
(4:00-9:00 p.m. for an RMR resource that only has “generic” system and/or local
capacity attributes), and 5:00 a.m.—10:00 p.m. for an RMR resource that has
Category 1 flexible capacity attributes). They suggest that the penalty for RMR
resources should be based on their actual performance over all hours of the day

235 The existing penalty structure in the RMR Contract consists of payments for availability
reported in the outage management system, non-performance penalty when requested service
is not delivered, and the long-term planned outage adjustment. The availability payments only
incent the RMR Unit to be available (not on outage) for at least the number of hours equal to its
five-year historical average. It does not incent them to participate in the market.
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(i.e., 24 x 7) without the RAAIM tolerance band. These LSEs argue that because
the CAISO is paying an RMR resource its full cost of service, more stringent
availability measures than RAAIM are required.

The CAISO strongly disagrees that RMR resources require a different
availability metric than RA and CPM resources or that RMR resources will not be
available to meet reliability needs under RAAIM.?%¢ This strong disagreement is
founded on the following 10 considerations. First, the RAAIM assessment hours
reflect the hours the CAISO has identified as being the most important for
resources to be available in the market. Second, if RMR resources are not
available in the market, the CAISO will have the right to issue Exceptional
Dispatches if necessary for reliability.

Third, the opponents of applying RAAIM to RMR resources ignore that if an
RMR resource has effective flexible capacity it will have a flexible capacity must
offer obligation. The CAISO assesses RAAIM for Category 1 resources over a 17-
hour period, seven-days-a week. The CAISO expects that resources likely to
receive an RMR designation, i.e., gas-fired resources, will be a Category 1 flexible
capacity resource. Inthat regard, every resource that has received an RMR
designation, Exceptional Dispatch CPM, or annual CPM, or been mothballed in the
past two years would qualify as a Category 1 flexible capacity resource. The
CAISO'’s review shows that all gas-fired resources under PGAs, except gas fired
cogenerators, qualify as Category 1 flexible capacity. Resources most likely to be
designated as RMR resources will already have a 17-hour must offer obligation. It
is unreasonable to suggest that an RMR resources will be available 17 hours a day
to meet the RAAIM assessment hours and then mysteriously be unavailable during
the seven late night and early morning hours.

Fourth, in response to the MSC’s recommendation, the CAISO has reserved
the right in the revised pro forma RMR Contract to offer a different availability metric
if for some unexpected reason if it believes that RAAIM is inadequate given the
specific reliability needs and resource characteristics of the RMR resource (e.g.,
synchronous condensers that do not produce energy such as those associated with
the Huntington Beach synchronous condensers that were under RMR contract.)
The Commission would need to accept any “custom” metric as a non-conforming
change to the pro forma RMR contract. Thus, the CAISO is retaining the ability to
seek a different availability measure if necessary.

236 RMR resources will be expected to meet the same needs met by RA and CPM resources.
That is why the CAISO is providing RA credits for RMR designations. The RAAIM assessment
hours typically represent the hours of greatest need for the CAISO, and the CAISO reassesses
those hours annually. The opponents of RAAIM are hanging on to the narrow concept of RMR that
may have been appropriate 20 years ago, but is no longer appropriate given current and expected
future circumstances.
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Fifth, these opponents of RAAIM ignore that RMR resources will have the
same MOO applicable to RA and CPM resources. Non-use-limited gas-fired
resources have a 24 x 7 MOO under Section 40.6. The CAISO expects that
resources likely to be designated as RMR will have a 24 x 7 MOO. The
Commission has recognized that a capacity resource’s failure to meet its energy
market obligations may be a tariff violation.?®” In that regard, in ruling on ISO-NE’s
pay-for-performance proposal, the Commission noted that under the capacity
market rules a resource unavailable during a shortage event would be subject to
penalties. However, the Commission noted that even if there is no shortage event,
resources with a capacity supply obligation had a day-ahead must offer obligation
and to leave that offer open to follow ISO-NE dispatch instructions. The
Commission stressed that failure to meet these obligations could result in a tariff
violation. Similarly, if an RMR resource fails to follow its must offer obligation, it
could be subject to a Commission investigation regarding a tariff violation. This
incents an RMR resource to be available outside of the RAAIM assessment hours.
The CAISO notes that it is including in Section 6.1 of the revised pro forma RMR
Contact a provision whereby the CAISO will monitor compliance with an RMR
resource’s bidding obligation. This will enable the CAISO to promptly identify any
non-compliance and take appropriate action.

Sixth, the CAISO will insert bids for non-use-limited RMR resources if they
do not bid, just like the CAISO does for non-use-limited RA resources. Thus, any
concern that RMR resources will not be bidding 24 x 7 is restricted to RMR
resources that qualify for a bid insertion exemption, such as use-limited RMR
resources. Under section 6.1 (e) of the Revised pro forma RMR Contract the
CAISO will monitor compliance with bidding obligations of those RMR resources
that are exempt from bid insertion. Thus, the CAISO will be well-positioned to refer
to the Commission any RMR resource that are not complying with their must offer
obligations. This provides an additional layer of protection to stakeholders that are
concerned RMR resources might not be available to maintain reliability when
needed. The MOO, RAAIM, and the Commission’s market behavior rules are an
effective and sufficient combination to ensure that RMR resources are available
when needed to meet the CAISO’s needs.

CAISO bid insertion essentially makes RAAIM a forced outage metric for
RMR resources. Itis not credible to suggest that RMR owners will, without adverse
consequence, provide a resource every day only during the RAAIM availability
assessment hours, while taking forced outages during the other hours of the day.
The CAISO'’s experience is that forced outages generally last more than a few
hours and typically for a day or longer. Given this, the proposed assessment hours
for each day will effectively provide an incentive for the RMR resource to be

287 ISO New England, Inc., et al., 147 FERC 61,172 at PP 37-38 (2014). The
Commission has also recognized that strong market behavior rules and the CAISO’s must-offer
obligation is sufficient to prevent the exercise of market power. Cal. Indep. Sys. Operator Corp.,
112 FERC 1 61,310 at P 39 (2005).
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available. An RMR resource out for a full day will have an availability of 0% for that
day whatever the RAAIM assessment hours are.

Seventh, RA, CPM, and RMR resources all meet the CAISO'’s reliability
needs and will have the same MOO. RA and CPM resources may meet narrow
reliability needs, and they do not have a 24 x 7 performance measure. Further, the
CAISO is proposing to provide RA credits for RMR designations to LSEs. The
CAISO believes that a resource required to meet a specific reliability need should
not have a different CAISO availability obligation depending on whether it is
procured as RA, RMR, or CPM; yet, that is what the opponents of RMR RAAIM are
essentially proposing. For example, all resources in a local capacity area help meet
the CAISO’s local capacity requirements. An RMR resource need not have a
different availability obligation than the 20,000 MW plus of RA capacity in a local
capacity area. An example that highlights the reasonableness of the CAISO'’s
approach is the Feather River generating unit that the CAISO procured for RMR
service to meet voltage support needs in a local area. Until 2018, the Feather River
unit was meeting the same needs as an RA unit without having a 24 x 7 RAAIM
assessment period. When the resource’s RA contract was not renewed, the CAISO
designated the resource for RMR service so that it could continue to meet the need
that it served when the resource was under an RA contract. It is unclear how a
resource that satisfied the specific voltage support needs as an RA resource
through application of RAAIM would no longer satisfy those same needs through
application of RAAIM when the resource becomes RMR and has the same offer
obligations as an RA unit. Maintaining a separate set of incentives for each
individual RMR resource creates inconsistencies between capacity procurement
mechanisms, adds unnecessary complexity to the CAISO’s systems and
processes, and creates inefficiencies in the CAISO’s market optimization and
settlement processes. Under the enhancements proposed in this filing, the CAISO
will no longer be operating in a regime where it issues manual dispatch instructions
to RMR resources when it needs them. RMR resources will have a 24 x 7 MOO
and will be dispatched by the market as needed and subject to exceptional dispatch
if manual dispatches are needed for reliability, such as may occur during low prices
hours of the day even with a MOO. In arguing that a generating unit meeting a
reliability need must have a performance incentive meticulously crafted to match
that unique need, these opponents of the proposal have waged a collateral attack
on RAAIM.

Eighth, LSE concerns that RMR resources might be unavailable when
needed for reliability are also effectively addressed by the CAISO’s outage
coordination process in Section 9 of the CAISO tariff. Under Section 7.2 of the
revised pro forma RMR Contract, RMR units will be subject to the outage provisions
of Section 9 of the CAISO tariff. Under tariff section 9.1, the CAISO is authorized to
coordinate and approve outages in accordance with applicable Reliability Criteria.
Whenever a resource requests a planned outage, CAISO operations engineers
review the time frame of the outage relative to other outages and system operating
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conditions to ensure the outage does not impact reliable operation of the grid.
Operations engineers will not approve RMR outages affecting reliable grid
operation and will require mitigation or cancellation of other outages before
approving an outage. The CAISO has successfully implemented its outage
coordination and approval process to maintain reliability and will continue to do so
in the future. This process has ensured that RMR resources, RA resources, and
CPM resources have been available when needed to meet reliability. Specifically,
the CAISO can deny, cancel, or reschedule an outage that is likely to have a
detrimental effect on the efficient use or reliable operation of the grid.?3®

Ninth, it does not follow that an RMR resource should be assessed over a 24
X 7 period solely because it is paid its full cost of service. The existing Condition 2
construct does not require an RMR resource to meet such an availability threshold
to receive full cost recovery. Also, as discussed above, paying RMR resources cost
of service does not constitute a windfall. Availability measures must be just and
reasonable and cannot be punitive. The Commission has found RAAIM to be just
and reasonable for RA and CPM resources that retain all market revenues; it is
likewise just and reasonable for RMR resources that are paid their cost of service,
but retain no net market revenues.

Tenth and finally, other ISOs and RTOs pay reliability resources their full
cost of service and impose a MOO on them, but they do not assess performance
penalties based on 24 x 7 market participation. The practices of other ISOs and
RTOs regarding capacity and backstop resources highlight the reasonableness of
the CAISO’s approach.

The NYISO, which imposes a MOO on RMR generators, applies no
“customized” performance metric for an RMR resource failing to be available at a
specified level.?%° Rather, in the NYISO, RMR generators face the same penalties
and deficiency charges applicable to generators generally under the NYISO tariff.24°

238 CAISO tariff sections 9.1, 9.3.1.3, 9.3.1.3.3.1 (c) (2), 9.3.1.3.3.2 (c) (2), 9.3.3.3.3.3 (¢)
(3), 9.3.1.1.1.4 (c) (2)-(3), 9.3.6.5.1, and 9.3.6.9-9.6.3.10.

239 See NYISO Open Access Transmission Tariff Att. FF, Appendix C, Form of RMR
Agreement.

240 Id. at Section 4.7. The NYISO can also terminate the RMR agreement if the RMR
generators fail to meet the minimum performance standard, minimum availability standard, or
Operation to Address the Reliability Need Standard specified in the contract. Id. at Section
2.2.2. The NYISO Form of RMR Agreement also provides for an availability incentive payment
and a performance incentive payment if a resource performs above specified baseline
availability and performance levels; however, there is no mechanism for charging an RMR
resource that performs below its baseline availability and performance levels. Id. at Sections 4.4
and 4.5.
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In ISO-NE, the performance assessment (and potential penalties) applicable
to a capacity resource with a Capacity Supply Obligation only apply when there is a
Capacity Scarcity Condition.?*! If a resource provides more than its share of energy
during these periods it receives an incentive payment, if it provides less than its
share it will receive a negative capacity payment.?*?> A deactivating generator that
ISO-NE finds is needed for reliability and operates pursuant to a cost of service
contract is treated as a Generating Capacity Resource with a Capacity Supply
Obligation.?** Under the pro forma cost of service agreement, such resource has
no performance metrics other than those generally applicable to other capacity
resources in ISO-NE.?*

Similarly, the Commission approved PJM'’s proposal to assess the
performance of capacity performance resources only during performance
assessment hours, which would be trigged when PJM declares an emergency
action.?#® Like ISO-NE, PJM imposes a charge on resources that under-perform
during an emergency event, and pays resources that over-perform.246

System Support Resources in MISO are only expected to operate in the
hours and at the levels instructed by MISO. They are subject to a performance-
related adjustment if they fail to respond within a tolerance band of 95 percent,?*’
which is close to the CAISO’s 94.5 percent level where RAAIM charges kick-in.

The CAISO'’s proposal to apply its existing RAAIM scheme (including the
generally applicable RAAIM assessment hours) to RMR resources is not unjust and
unreasonable when compared to the performance incentive mechanisms other
ISOs and RTOs have in place for capacity resources providing reliability services.
The availability assessment hours under RAAIM are those that reflect the period of
greatest CAISO need and when the availability of capacity is most critical to
maintaining system reliably. RAAIM, which applies to specified hours every day,
provides a broader assessment period relative to the more limited penalty
assessment periods of other ISOs and RTOs, which generally are tied to
emergency events, capacity scarcity conditions, or ISO reliability dispatches.

241 ISO New England, Inc., et al, 147 FERC 1 61,172 at PP 6, 36-38 (2014).

242 ISO-NE Market Rule 1, Section Ill. 13.7.2.4-111.13.7.3.
243 Id., Appendix I, section 3.1.
244 See id.

245 PJM Interconnection, LLC, 151 FERC 1 61,208 at PP 6, 13, 77, 106-110, 158 (2015).
The Commission accepted PJM'’s proposal to rely on an estimate of 30 hours of emergency
action to formulate the non-performance charge rate. Id. at P 163.

246 PJM Open Access Transmission Tariff, Attachment DD, Section 10A.

247 MISO FERC Electric Tariff, Attachment Y-1, Standard Form System Support Resource
Agreement, Section 9.B.

www.caiso.com



Honorable Kimberly D. Bose
April 22, 2019
Page 93

Some LSEs argue that RMR resources should not be permitted to provide
substitute capacity because there may not be another resource available to meet
the specific reliability need for which the CAISO procured the RMR resource. They
also note that the substitute resource can retain all market revenues unlike the
RMR Resources and, although the substitute resource will be subject to RAAIM, it
will have a different RAAIM penalty. They argue that this undermines the intent of
crediting net market revenues against the RMR cost of service and allows the
resource owner to be compensated with no non-performance penalties.

The CAISO expects that RMR designations will continue to be primarily for
local capacity needs. All RMR resources in a local capacity area will be treated as
Listed Local RA Capacity, which means they can only provide substitute capacity
from the same local capacity area. This ensures that any substitute resource will
meet the CAISO’s local capacity area requirements. Permitting an RMR resource
to provide substitute capacity from the same local area may enable the CAISO not
to issue a CPM designation to another resource in the local capacity area. But
forbidding a local RMR Resource from procuring substitute capacity in the same
local capacity area will increase the likelihood of the CAISO to issue a CPM
designation, which carries a two month term (and capacity payment) because it is in
a local capacity area. Allowing RMR resources to provide substitution benefits the
CAISO by providing another reliability resource in the local area and benefits LSEs
by avoiding a potential CPM designation. Having a substitute resource is a far
superior option than having no substitute capacity all. A prudent operating
framework should incent substitution.

As with similarly situated RA and CPM generating units, RMR generating
units designated for flexible capacity needs can provide substitute capacity in the
same or a higher flexible capacity category, i.e., an RMR resource with Category 1
flexible capacity must provide substitute capacity from a Category 1 flexible
capacity resource.?*® Thus, substitutions for system and flexible capacity RMR
resources pose no potential reliability issues.

Further, the CAISO plans outages to mitigate any adverse reliability impacts.
The CAISO will do the same for RMR resources under RAAIM. Also, as discussed
above, RA resources can meet a specific reliability need (that may not be met by
any other resource), and they can provide substitute capacity. The CAISO has
reliably operated the grid allowing RA resources to procure substitute capacity
under these circumstances; there is no reason the CAISO will be unable to do the
same by allowing RMR resources to procure substitute capacity. Not allowing RMR
resources to provide substitute capacity in a framework where the CAISO is

248 CAISO Tariff Section 40.9.3.6.3 (RAAIM substitution rules). Revised pro forma RMR
Contract Sections 8.1 (RMR Resources are subject to all Resource Adequacy tariff provisions)
and 8.5 (RMR Resources are subject to the same performance incentive mechanism as
Resource Adequacy Resources).
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seeking to align RA, CPM, and RMR procurement would be unjust and
unreasonable. Any substitute capacity an RMR resource procures is subject to
RAAIM for failing to comply with its MOO.

Finally, any claim that substitution will allow an RMR resources to be fully
compensated and avoid all of its obligations under the RMR contract is mere
hyperbole, and unfounded. As an initial matter, substitution only applies when the
RMR resource is on an outage, and the RMR resource has an obligation to find and
procure the substitute capacity. If RMR resources seek to provide substitute
capacity when they are not on a legitimate outage, they face potential referral to the
Commission. Thus, suggestions of rampant substitution are speculative.
Importantly, if an RMR resources fails to perform a material obligation under the
RMR Contract, the CAISO can terminate the agreement.?*® Thus, if an RMR
resource unit is failing to perform or meet the CAISO’s needs, the CAISO can treat
such non-performance as a default and terminate the contract.

b. An Availability Metric Less Stringent than RAAIM is
Inappropriate

The arguments raised by some suppliers objecting to RAAIM do not warrant
its rejection. RMR resources units likely will be resources that sought (and did not
receive) RA contracts. RAAIM applies to RA resources. If RAAIM would have
been acceptable to a supplier under an RA contract, it should be no less acceptable
under an RMR contract where sources are recovering their full cost of service, plus
the costs of capital additions. The substitution rules applicable to RA and CPM
resources will apply to RMR resources as well; so, they are not being treated in an
unduly discriminatory manner.?®© That resource owners might prefer a less robust
availability scheme that allows less performance from them does not mean that
RAAIM is unjust and unreasonable. They will have a MOO just like RA resources,
and a comparable availability metric should apply. One stakeholder suggested that
RAAIM might be problematic for a resource approaching the end of its life. An
initial matter, RAAIM is not a performance metric; it is an availability metric that only
assesses a unit’'s compliance with its MOO.

Further, as discussed in Sections II.E and 111.B.2, supra, the CAISO identified
the several mechanisms available to address this concern effectively. The CAISO

249 See revised pro forma RMR Contract sections 2.2 and 11.4.

250 The CAISO permits resources to take planned outages without being subject to potential
RAAIM penalties if they provide substitute capacity and believes that RMR resources do not face
significantly different exposure in finding substitute capacity than do RA or CPM resources that are
located in a local area. The ability to substitute for both planned and forced outages would be
available to RMR resources because the resources will be modeled like RA and CPM capacity in the
CAISO systems, and this will help to mitigate exposure to RAAIM penalties associated with outages.
Also, the CAISO does not apply RAAIM to planned outages that do not require substitution. See
CAISO tariff sections 40.9.3.4(a) and 9.3.1.3.3.
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will only briefly touch on them here. First, RMR resources must bid their marginal
costs, including major maintenance and opportunity costs. RMR resources with
higher maintenance costs, limited run hours, and/or limited starts will be able to
reflect these limitations in their marginal cost bids (including opportunity costs),
making them less likely to be economically dispatched. Second, if resources are
running more than expected, their opportunity costs can be adjusted to better
preserve future availability. Third, use-limited RMR resources can utilize the
applicable outage card to manage their run hours. This exempts them from RAAIM
for the hours they are on a use-limited outage.?%*

Fourth, the CAISO is authorized under the revised pro forma RMR Contract
to direct an RMR resource to submit an outage card to preserve its availability for
future periods. These CAISO-directed outages are not subject to RAAIM. Thus,
there are adequate measures to ensure that an RMR resource near the end of its
life is not unduly exposed to RAAIM.

Finally, some stakeholders note that the CAISO is considering possible
alternatives to RAAIM in its ongoing RA Enhancements stakeholder initiative. They
argue that adopting RAAIM for RMR resources while this initiative is ongoing is
inappropriate. These stakeholders ignore that until any different mechanism is
developed, approved, and implemented — which likely would not be until 2022 at the
earliest given implementation and other challenges, RA and CPM resources will
continue to be subject to RAAIM. The CAISO proposes that RAAIM also apply to
RMR resources during such period. The CAISO does not believe that RMR
resources should have a different incentive mechanism especially given that all
such resources will have the same MOO, and the CAISO is seeking to streamline
its systems and processes, including the application of the same incentive
mechanism. RMR resources subject to a must offer obligation should not have a
different penalty structure than RA or CPM simply because the CAISO is exploring
alternatives to RAAIM in an ongoing stakeholder process. If the CAISO adopts a
different performance metric(s) in the RA Enhancements stakeholder process, it will
be applied prospectively. At this point in time, the CAISO is in the early stages of
its RA Enhancements initiative, and nothing has been decided. One option is for
the CAISO to continue applying RAAIM to RMR and CPM resources.

c. Requiring RMR Owners to Justify a Return on Investment
in Their RMR Filings with the Commission

The existing RMR contract provides for an Allowable Pre-Tax Rate of Return
equal to 12.25 percent plus 30 percent of the amount by which (a) the latest
available 6-month average of yields on 10-year U.S. Treasury Bonds, as of the date
of the RMR filing, exceeds (b) the latest available 6-month average of yields on 10-

251 CAISO tariff section 40.9.3.4 (d).
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year U.S. Treasury Bonds.?*> The RMR owner may apply to the Commission in a
limited section 205 proceeding to establish a different Allowable Pre-Tax Rate of
Return.?>® The Allowable Pre-Tax Rate of Return is applied to the ‘net-investment’
value (undepreciated assets) for resources eligible for RMR.?** The RMR Owner
may also propose this rate for capital items under Article 7 and Schedule L of the
RMR Contract.

Despite changing economic and business conditions, the allowed rate of
return under the RMR contract has not been updated since the original language for
the RMR contract was implemented approximately 20 years ago. The CAISO
proposes to eliminate the “hardwired” return on investment provisions of the pro
forma RMR Contract and instead require the RMR owner to propose and justify a
resource-specific rate of return as part of its RMR rate schedule filing with the
Commission following designation for RMR service. The Commission would then
determine the resource’s just and reasonable rate of return. The rate of return for
new capital additions under RMR Schedule L will continue to be handled per the
Schedule L submission with that rate established for each individual project based
on project costs. The CAISO'’s proposal will result in an “up-to-date” rate of return
for each RMR contracts based on the assets of each owner.

Stakeholders overwhelmingly supported this proposal; although, one
stakeholder preferred the return on investment be “hardwired” into the RMR
contract. The proposed modification will allow the rate of return to change as
conditions change and reflect then current conditions at the time of the RMR
agreement is initially filed. Although RMR owners may need to retain an expert
consultant to justify a proposed rate of return, that cost is recoverable as an
administrative and general cost (specifically as a regulatory commission expense
under Account No. 928) under the RMR agreement.?%

The cost of service-based backstop mechanisms of the other ISOs and
RTOs require the RMR owner to file its proposed cost of service with the
Commission for approval; they do not “hardwire” a specified return on net plant
investment. MISQO’s pro forma System Support Resource Agreement provides for
Commission approval of the fixed cost compensation for an SSR resource.?®® 1SO-

252 CAISO Tariff, Appendix G, Attachment F, Part B, Section 5.

253 |d

254 Id. at Section 3.

255 Id. at Section 2(A)(4).

256 MISO FERC Electric Tariff, Attachment Y-1, Standard Form System Support Resource

Agreement, Exhibit 2, Section A. For example, the Commission ruled on the justness and
reasonableness of the cost of capital for two SSR agreements with Wisconsin Electric Power
Company. Midcontinent Indep. Sys. Operator, Inc., 161 FERC { 61,059 at PP 26-32, 79-85
(2017). The NYISO also permits a resource owner to receive the Availability & Performance
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NE provides for the recovery of taxes and return as determined by the
Commission.?®” In PJM, the resource owner can file with the Commission a cost of
service rate to recover the entire cost of operating the generating unit.?>® The
NYISO’s pro forma RMR agreement allows the generator to file an owner-
developed rate or an Availability and Performance Rate for Commission
approval.?®® Finally, the CAISO notes that the Commission recently established a
paper hearing to determine whether and how the new methodology for determining
the return on equity for public utilities that the Commission announced in 2018
should apply to the Constellation Mystic Power plant located in ISO-NE.2¢°

4. Clarifying the Reliability Needs that Enable RMR Designations

Existing CAISO Tariff Section 41.2 provides that “[tjhe CAISO will ... have
the right at any time based upon CAISO Controlled Grid technical analyses and
studies to designate a Generating Unit as a Reliability Must-Run Unit.” CAISO
Tariff Section 41.3 provides that “[ijn addition to the Local Capacity Technical Study
under 40.3.1, the CAISO may perform additional technical studies, as necessary, to
ensure compliance with Reliability Criteria.” In Appendix A, the CAISO tariff defines
Reliability Criteria as “[p]re-established criteria that are to be followed to maintain
desired performance of the CAISO Controlled Grid under Contingency or steady
state conditions.” Thus, the CAISO tariff authorizes the CAISO to enter into RMR
contracts to meet any NERC, WECC or CAISO established reliability requirement
that otherwise cannot be met without the designated resources. CAISO tariff
section 41.9 also permits the CAISO to Exceptionally Dispatch a Condition 2 RMR
unit for reasons other than prescribed in the RMR Contract to (a) meet forecast
demand and operating reserve requirements or (2) manage Congestion and no
other generating unit that is available is capable of meeting the identified
requirement.

To date, the CAISO has implemented its RMR authority through the existing
pro forma RMR Contact, which provides the CAISO with authority to issue

Rate approved by the Commission or an owner developed rate filed under Section 205 of the
Federal Power Act, as approved or modified by the Commission. NYISO Open Access
Transmission Tariff, Attachment FF Appendix C, Form of RMR Agreement, Article 4.

257 ISO-NE, Market Rule 1, Appendix |, Section 4.3 and Schedule 3.
258 PJM OATT, Section 119.

259 NYISO OATT, 38.26 Attachment FF Appendix C, Section 4.1. The Availability and
Performance Rate calculated in accordance with a particular schedule (Schedule 8) in the
NYISO Services Tariff permits the owner to recover RMR Avoidable Costs, RMR Variable Costs,
an Availability Incentive, and a Performance Incentive. Id.

260 Constellation Mystic Power, LLC, 165 FERC 1 61,267 at PP 12, 31-34 (2018)
(referencing new methodology for determining rate of return proposed in Martha Coakley v.
Bangor Hydro-Elec. Co., 165 FERC { 61,030 (2018). The paper hearing is currently ongoing.)
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dispatches for energy to meet local reliability needs or manage uncompetitive
congestion.?%? The current pro forma RMR Contract also allows the CAISO to issue
a dispatch notice to an RMR resource for Ancillary Services if available bids in the
Ancillary Services markets do not provide sufficient capacity to meet CAISO
requirements and certain requirements are met.?%? The decision to implement the
CAISO’s RMR tariff authority in the RMR Contract more narrowly than permitted by
the tariff dates back to the early days of the CAISO where the CAISO relied on the
market to meet reliability needs and expected that RMR use would be limited to
instances where a resource was needed for local reliability and could exercise
market power in the energy market if the CAISO needed the resource to operate.

The RMR tariff provisions allow the CAISO to issue RMR designations to
meet all reliability needs, not just local reliability needs. To ensure that this
authority is not unduly limited by the terms of the RMR Contract, the CAISO is
modifying the RMR pro forma to require the RMR resource to participate in the
CAISO markets and to respond to Exceptional Dispatches. Specifically, the CAISO
proposes to eliminate the existing provisions of Section 4.1 of the pro forma RMR
Contract that limit RMR dispatch for local reliability or to resolve noncompetitive
congestion and ancillary services only under specified circumstances. RMR
resources will have a must offer obligation and will be fully subject to the CAISO’s
exceptional dispatch authority.?®® Most stakeholders support the CAISO’s proposed
clarification, but one stakeholder believes the CAISO should specify all applicable
Reliability Criteria and the studies it will perform to ensure such Reliability Criteria
are met. Another stakeholder even suggested that the CAISO should not have the
authority to issue RMR designations to meet reliability needs that are not local
needs.

The CAISO grid is rapidly transforming to one where variable energy
resources and energy-limited resources, both grid connected and behind-the-meter,
will be the predominant energy technologies. The California Public Utilities Code
states that “[i]t is the policy of the state that eligible renewable energy resources
and zero-carbon emission resources supply 100 percent of all retail sales of
electricity to California end-use customers and 100 percent of electricity procured to
serve all state agencies by December 31, 2045.”?%4 The transition to a more
variable and energy-limited resource fleet creates distinct planning and operational
challenges for the CAISO. The CAISO is operating a system with increased
variability and less predictability. Maintaining reliability on this rapidly transforming
system is not now -- and will not be in the future -- limited to meeting only narrow,
local reliability criteria. Flexible capacity needs have grown dramatically, and the

261 CAISO Tariff, Appendix G, Pro Forma RMR Contract, Section 4.1.
262 Id. at Section 4.1 (c).

263 See Revised pro forma RMR Contract, Section 4.1(c) and 6.1.

264 Cal. Pub. Util. Code, Section 454.53 (a) (2019).
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CAISO risks losing resources needed to maintain reliability to retirement because of
their inability to earn sufficient revenues in the CAISO markets. The CAISO must
have the tools necessary to maintain grid reliability and resilience in this
transformational period. If any type of reliability need arises, the CAISO must be
able to procure a retiring or mothballing resource that is necessary to meet the
reliability need. These might involve meeting flexible and system capacity needs
besides the local capacity needs traditionally met by RMR resources.?®® RMR must
be available and fully effective as a “last resort” mechanism to address all types of
reliability needs that arise, not just local needs. Clarifying the RMR tariff provisions
and pro forma RMR Contract to indicate that RMR is not limited solely to meeting
local reliability needs but can be used to meet all reliability needs is necessary to
support grid future grid reliability and resilience in light of changing grid conditions.

Other ISOs and RTOs do not expressly limit the scope of their backstop
procurement authority to narrow local reliability needs. PJM will notify resources
whether deactivation of the generating unit “would adversely affect the reliability of
the Transmission System.”?66¢ MISO can procure System Support Resources “that
are required to maintain the reliability of the Transmission System based on
[MISQO’s] Attachment Y Reliability Study.”?6” The NYISO can procure RMR
resources to meet a Generator Deactivation Reliability Needs, which are defined as
“a violation or potential violation of one or more Reliability Criteria and applicable
local criteria.?%8 Under the NYISO tariff, reliability needs can result, inter alia, from
resource adequacy (including statewide and New York Control Area resource
deficiencies).?®® 1SO-NE can review de-list bids “to determine whether the capacity
associated with that bid is needed for reliability reasons during the Capacity
Commitment Period associated with the Forward Capacity Auction.”27°

The CAISO notes that the Commission recently issued an order that
conditionally accepted a cost of service agreement providing for the continued
operation of Constellation Mystic Power units 8 and 9 to address fuel security
concerns in New England.?”* Moreover, the Commission recently approved a tariff

265 Examples include, among other things, the CAISO needing a resource because (1) it
does not have sufficient system operating reserve to meet established reliability criteria, (2) it
does not have sufficient system ramping capability to meet operational criteria, and (3) it does
not have sufficient system inertia to meet planning and/or operational criteria.

266 PJM Open Access Tariff, Section 113.2.

267 MISO FERC Electric Tariff, Section 38.2.7a(1).

268 NYISO Open Access Transmission Tariff. Attachment FF, Section 38.1.
269 Id. at section 38.22 et seq.

210 ISO-NE, Market Rule 1, 111.13.2.5.2.5.

en Constellation Mystic Power, LLC, 164 FERC 1 61,022 (2018)..
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framework that allows ISO-NE to procure resources needed for fuel security
reliability under short-term cost of service agreements.?7?

There is no prudent reason to limit the CAISO’s RMR procurement authority
only to local reliability needs, especially given that LSEs are receiving RA credits for
RMR capacity, and RMR resources will have a MOO.

Regarding one stakeholder’s preference that the CAISO list in the tariff all
reliability criteria that the CAISO might apply and reliability studies the CAISO might
undertake to justify an RMR designation, the CAISO notes the neither the current
CAISO RMR tariff provisions nor the CPM tariff provisions contain such information.
The Commission has found that it is unnecessary to include the precise details of
the CAISO’s RMR and CPM technical assessments and types of technical studies
performed to be included in the tariff.2’ There is no basis to change this approach.
Further, the backstop procurement tariff provisions of other ISOs and RTOs do not
contain such details.

5. Revised Methodology for Allocating RMR Costs

The CAISO currently allocates RMR costs above the costs covered by
market revenues to the “Responsible Utility in whose PTO Service Territory the
Reliability Must Run Units covered by such Reliability Must Run Contracts are
located or, where a Reliability Must Run Unit is located outside the PTO Service
Territory of any Responsible Utility , by the Responsible Utility or Responsible
Utilities whose PTO Service Territories are contiguous to the Service Area in which
the Generating Unit is located, in proportion to the benefits that each such
Responsible Utility receives, as determined by the CAISO.”?’4 Under the CAISO
tariff, a Responsible Utility must be a party to the Transmission Control Agreement,
i.e., be a Participating Transmission Owner (PTO). Thus, the CAISO essentially
allocates RMR costs to PTOs. The Responsible Utility/PTO?’® reallocates any
RMR costs to its transmission customers under its separate reliability services tariff.
The existing RMR cost allocation scheme is approximately 20 years old and
predates the concepts of RA and LSE in the CAISO tariff.?’® The Commission
found that:

2r2 ISO New England Inc., 165 FERC 1 61,202 (2018).
273 2011 CPM Order, 134 FERC 1 61,211 at P 134 (2011).
274 CAISO tariff section 41.7.

275 Id. at Appendix A, Definitions of “Responsible Utility” and “Transmission Control
Agreement.”

276 See Cal. Indep. Sys. Operator Corp., 89 FERC Y 61,229 at 61,683-84 (1999), order on
reh’g, 90 FERC 1 61,315 at 62,042 (2000) (orders accepting CAISO tariff amendment to
allocated costs for RMR units located outside of the PTO service territory of a Responsible
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such an assignment of RMR costs is appropriate because the
benefits of RMR service are localized: The RMR designation
indicates that the particular unit (when called upon for local
reliability purposes) is the only one that can, because of system
constraints, serve the demand in question.?’”

The CAISO proposes to change the allocation of RMR fixed costs to allocate
them to load serving entities (LSES) rather than Responsible Utilities/PTOs. Under
revised tariff section 41.9, the CAISO proposes to allocate RMR costs not
recovered through market revenues to the Scheduling Coordinators for LSEs that
serve load in the TAC area(s) in which the need for the RMR contract arises based
on the percentage of metered demand of each LSE in the TAC area(s) to the total
metered demand in the TAC area(s) as recorded in the CAISO settlement system
for the actual days of any settlement month period for which the RMR agreement
was in effect. This methodology provides transparency and certainty and tracks the
Commission-approved methodology for allocating the costs of risk of retirement
CPM designations, Exceptional Dispatch CPM designations, and Significant Event
CPM designations, i.e., all CPM reliability designations not resulting from RA
showing deficiencies. If an RMR designation addresses a reliability need in more
than one TAC area, the costs of the RMR can be allocated to load in all TAC areas
that benefit from the designation, just like CPM designations needed to maintain
reliability in more than one TAC area. For example, if the CAISO made an RMR
designation to meet a system reliability need, the CAISO would allocate the costs to
load in all TAC areas. Under the proposed RMR reliability assessment and
procurement process, there is no reason to allocate RMR costs differently than how
the CAISO allocates risk of retirement CPM costs. The existing RMR cost
allocation is based on an outdated concept and needs to be “modernized” to track
the true beneficiaries of RMR procurement.

Not only is the proposed methodology for allocating RMR costs consistent
with the methodology for allocating the costs of CPM procurement associated with
similar reliability needs, it will spread the RMR costs to the Scheduling Coordinators
for the proximate load, i.e., the LSEs that serve load in the TAC area where the
reliability need will exist. The cost responsibility for RMR designations will be
spread to those entities that will benefit most by the CAISO’s backstop
procurement. LSEs, not PTOs, are the ultimate beneficiaries of RMR costs and
should bear the costs directly based on their proportionate use of the system while
the RMR contract is in effect. The proposed allocation methodology recognizes
that load using the grid during the period an RMR agreement is in effect benefits

Utility, in addition to the existing allocation of RMR costs within the CAISO Controlled Grid to
Responsible Utility in whose PTO Service Territory the RMR unit is located).

2n San Diego Gas & Elec. Co., 94 FERC 1 61,200 at 61,746 (2001) (internal quotation
marks omitted) (citations omitted).
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from the capacity the CAISO has procured to address the reliability need in the TAC
area(s). For example, RMR capacity will have a 24 x 7 availability obligation, thus
supporting daily and hourly reliability during the month. Because the CAISO will
allocate RMR costs monthly based on actual monthly load that, its proposal will
effectively address any load migration that occurs during the term of the RMR
contract. The CAISO’s proposal to allocate RMR costs to LSEs also aligns with the
CAISO providing RA credits for the procured RMR capacity to LSEs.

In addressing the NYISO’s RMR construct, the Commission stated that
NYISO should ensure that any cost allocation regime is consistent with the
Commission’s cost allocation principles and precedents.?’® For example, the
Commission noted that PJM allocates costs to the load in the zone(s) of the
transmission owners that will be assigned financial responsibility for the reliability
upgrades necessary to alleviate the reliability impact that would result from a unit’s
deactivation.?’® Although other ISOs and RTOs have adopted different approaches
to address the recovery of costs associated with agreements like RMR agreements,
they all allocate such costs to LSEs, not to participating transmission owners. 28
The CAISO proposes to change its outdated methodology to do the same.

6. Providing RA Credits for RMR Designations

Because the CAISO proposes to allocate RMR costs to LSEs, the CAISO
will provide RA credits to LSEs for such RMR designations. The CAISO
currently provides RA credits to LSEs for CPM designations.?®! No stakeholder
opposed allocating RA credits to LSEs for RMR designations. Providing RA
credits for RMR designations will also mitigate against unnecessary over-
procurement and LSEs paying twice for capacity.

Under revised CAISO tariff section 41.8, the CAISO will allocate RA
credits (local, system, and flexible RA capacity, whichever apply) for annual and
monthly RA showings to the Scheduling Coordinators of LSESs that serve load in
the TAC Area(s) in which the need for the RMR contract arose in an amount
equal to the LSE'’s pro rata share of the eligible net qualifying capacity or flexible
capacity of the RMR resource. The CAISO will allocate RA credits to all
Scheduling Coordinators for LSEs that serve load in the applicable TAC Area(s)
in accordance with the LSE’s proportionate share of the LSE’s applicable TAC
Area load at the time of the CAISO’s annual coincident peak Demand set forth
in the annual peak Demand Forecast for the next Resource Adequacy

28 N. Y. Indep. Sys. Operator, Inc., 150 FERC { 61,116 at P 20 (2015).
2r PJM Interconnection, LLC, 107 FERC 1 61,112 at P 22 (2004).

280 MISO FERC Electric Tariff, Section 32,8,7.(1); NYISO Open Access Tariff, Attachment
FF, Section 38.22-24.

281 CAISO tariff section 43A.9.
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Compliance Year as contemplated under CAISO tariff section 40.2.2.3. The
credited amount will be broken down in monthly values. The monthly values
could be different if the monthly net qualifying capacity or monthly flex capacity
of the RMR resource varies by month. This approach follows how the CAISO
provides RA credits for CPM designations other than LSE-specific RA showing
deficiencies. For example, the CAISO allocated RA credits to LSEs for the
portion of the 2018 Encina and Moss Landing CPM designations pertaining to a
collective local deficiency.

The CAISO recognizes that it proposes to allocate the costs of RMR
designations monthly based on LSEs’ actual load during each month the RMR
designation is in effect, but provides RA credits based on each LSEs forecasted
annual proportionate share of the LSE’s applicable TAC Area load at the time of
the CAISO’s annual coincident peak Demand set forth in the annual peak
Demand Forecast for the next Resource Adequacy Compliance Year. The
CAISO cannot assign RA credits to LSEs in precisely the same manner as it
allocates the RMR costs because that would require retroactive crediting which
would be a meaningless and impracticable exercise under the CAISO’s RA
paradigm. The CAISO must allocate RA credits before year ahead RA
showings and actual monthly performance. The allocation should be as
constant as possible to facilitate LSE procurement of their remaining RA
procurement needs. In that regard, LSEs’ annual RA showings for the
upcoming Resource Adequacy Compliance Year are due by the end of October,
and any curing of RA deficiencies occurs in December -- before the RMR
Contract for the upcoming year even goes into effect. Hence, actual load for
each of the upcoming 12 months is unknown when the CAISO must apply the
RA credits to the annual RA showings. Similarly, LSES’ initial monthly RA
showings are due 45 days before the first day of the month for which they
apply.?®? Again the actual load for that RA month is unknown when the LSE
submits its RA showing for that month. The CAISO’s approach provides
certainty for LSEs and allows them to plan their procurement in advance. Also,
it is efficient and easily implementable.

7. Streamlining and Automating the RMR Settlement Process

The historic RMR settlement process has remained relatively unchanged for
20 years. The RMR Owner transactions and costs are captured on a spreadsheet
and submitted to the CAISO for invoicing. The RMR invoice amount is based on
calculations and validations executed manually outside of the CAISO’s existing
settlements system and timelines, then billed through a manual pass-through-bill
mechanism. The RMR Owner submits monthly RMR Invoices, which the CAISO
and the applicable Responsible Utilities (RUs) then review. The CAISO invoices
the applicable RUs following review and then pays the RMR Owner when the

282 CAISO tariff sections 40.2.1 (a) and 40.2.2.4 (b).
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applicable RUs pay. The CAISO prepares monthly invoices in an Excel
spreadsheet based on a uniform template created in 1998. As the CAISO markets
and systems have changed over the years, the CAISO and stakeholders have
revised the invoicing process and some changes to inputs. These include
availability data from the outage management system, dispatch and price
information from market systems, meter reads, fuel price index data, reference data
defining the resource characteristics, and formulas to calculate monthly settlement
for each RMR Unit based on all these inputs. Introduction of the Resource
Adequacy (RA) program in 2006 caused a significant decline in the number of RMR
Contracts, so most of the RMR Invoicing validation regressed to manual processes
as it became uneconomic to support automation with the limited number of RMR
units. When the number RMR Units increased in 2018, the CAISO identified many
challenges with the current RMR Implementation framework.

Another aspect of the RMR Invoice process that presents a challenge for the
CAISO Settlements team is the unique settlement timeline for RMR Contracts. The
RMR Invoice submittal intervals do not align with the market settlement timeline and
contain steps that do not align with the market process. This presents challenges
because CAISO staff must track a separate calendar for the RMR process, and the
inputs from the market settlements timeline do not align with the RMR invoice
calendar. Integrating the RMR invoicing into the market settlement process will
resolve these challenges.

The complicated settlement calculation performed in the RMR Invoicing
template is necessary to implement the terms and conditions in the RMR Contract.
The Monthly Option Payment portion represents the fixed components of the RMR
compensation, and the RMR Owner invoices for these on an hourly basis by
multiplying the hourly rate by the hourly availability and summing them for the
month. The hourly rate is determined by dividing the annual fixed costs by the
expected hours of availability. There are also limits to payments to ensure the
Monthly Options Payments do not exceed the annual fixed compensation and
includes an adjustment for long-term planned outages.?®® This structure incents the
resource not to be on outage more than its five-year average outage rate, but it
includes no incentive for the unit to participate in the market, and it does not
include a must offer obligation. The other payments are for variable costs, startup,
pre-empted dispatch, and excess service cover costs for hourly dispatches when
the unit is required for reliability operation. Other challenges include maintaining a
separate portal for RMR Invoice submittal, maintaining a separate RMR Dispatch
guantity report that impacts market optimization efficiency, and maintaining several
separate processes for communications and financial transactions.

283 Pro forma RMR Contract, Schedule B, Equation B-6 for limit on Availability Payment and
Section 8.6 for long term planned outage adjustment.
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The CAISO proposes to transition to a more automated RMR implementation
by utilizing capabilities now available through the CAISO markets and systems that
were not available at the inception of RMR. These include an automated
settlement system, bid cost recovery mechanism, and automated bids.
Stakeholders supported changes to simplify, streamline, and automate the RMR
settlement and invoicing process. They recognized that allowing the CAISO to
leverage existing systems, data, and processes can provide significant benefits.
Below the CAISO discusses the specific changes it will implement.

The CAISO proposes to align RMR implementation to the extent possible
with the RA/CPM paradigm for bidding, dispatch, penalties, incentives,
settlements, and payment to streamline RMR functionality and promote more
efficient market and reliability systems operations and maintenance. The
CAISO'’s goal is to revise the RMR implementation process and streamline it to
align with existing market and reliability tools. The CAISO proposes to apply RA
and CPM bidding and dispatch rules to new RMR Units. This will allow the
market optimization to determine dispatch of RMR units rather than using a
separate manual process.

Simplifying and automating the RMR settlement process will require
streamlining of the RMR process used to dispatch RMR resources because many
of the manual processes in RMR settlements arise from the RMR paradigm for
dispatching RMR resources. The CAISO proposes to represent RMR resources in
CAISO systems as RA/CPM resources:

e Establish a MOO and bid insertion rules for RMR resources by
modeling RMR capacity as RA/CPM capacity?84

e Consolidate the reliability dispatch processes by eliminating RMR
dispatch procedures and modeling RMR capacity as RA/CPM
capacity, which enables using existing market and reliability
mechanisms applicable to RA/CPM capacity to dispatch all
reliability capacity when needed

e RMR capacity will be represented in CIRA as reliability capacity

284 A MOO for RMR resources is also a key element of streamlining the RMR dispatch process.

The CAISO market design includes mechanisms to dispatch resources for modeled constraints and
use Minimum Online Commitment (“MOC”) or Exceptional Dispatch for issues identified in Voltage
Stability Analysis (“VSA”) and Dynamic Stability Analysis (“DSA”) tools or offline studies. These
mechanisms rely on bids in the market, so the proposed MOO is critical to the streamlining effort.
The MOO must be supported with a bid insertion mechanism (for non-use-limited resources as is the
case today with RA resources) to ensure bids are available at all times. Modeling the RMR capacity
in CAISO systems as RA/CPM capacity will allow the CAISO to use the existing bid insertion SIBR
rules applicable to non-use-limited resources, apply RAAIM, and use of existing processes for
dispatch, thus allowing the CAISO eliminate to the workarounds and extra procedures used under
current manual RMR process.
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e SIBR RA/CPM bidding rules will apply

The pro forma RMR Contract contains several limitations on the CAISO’s
ability to dispatch RMR units, and these limitations were designed when there was
no market power mitigation and no capacity procurement requirement by LSEs.
These limitations include dispatch for non-competitive congestion, and dispatch for
Ancillary Services only after a bid insufficiency criterion has been met. 28> The
CAISO proposes to remove the Ancillary Service bid insufficiency test from the pro
forma RMR Contract and revise the dispatch provisions to align with current market
paradigm. Under the current CAISO market construct, the CAISO has designed the
obligations to ensure there is sufficient capacity bidding into the market where
energy and Ancillary Services bids are co-optimized in the Day-Ahead Market
(“DAM”) and Real-Time Market (“RTM").28¢ Further, the CAISO may commit
additional capacity in the DAM to meet bid insufficiency conditions under Tariff
section 31.5.4. With these mechanisms in place, the bid insufficiency limitation
designed in the pro forma RMR Contract serves no purpose, and the CAISO can
remove it. This will allow for more efficient use of the RMR unit to meet CAISO
reliability needs. Also, even with current co-optimization of energy and Ancillary
Services bids, the CAISO still must be able to address inter-hour Ancillary Services
needs in the RTM. The CAISO can fill this gap by increasing its flexibility to
dispatch for Ancillary Services beyond mere “bid insufficiency” because such
situations arise despite sufficient bids in DAM. Applying an energy and Ancillary
Services MOO for RMR units, just like RA and CPM units, makes the bid
insufficiency test anachronistic.

The structure of RMR compensation also affects the CAISO'’s ability to
streamline the RMR process. The CAISO proposes to maximize the use of existing
market functions and eliminate all RMR provisions that can be addressed by an
existing market mechanism.

The CAISO proposes to simplify the RMR compensation structure by
applying a flat rate to cover fixed costs and applying bid cost recovery mechanism
to cover variable costs. Schedule F will continue to define the fixed costs of
operating the RMR resource, i.e., the Annual Fixed Revenue Requirement (AFRR).
There will be no changes except that the RMR Owner will propose and support the
return on investment, replacing the existing default 12.25 percent rate of return.
The CAISO proposes to revise the hourly rate in Schedule B by replacing the
concept of target available hours (TAH) with hours in the year. This will enable the
CAISO to use of an hourly settlement similar to CPM.

285 Pro forma RMR Contract, Sections 4.1(a)-(b).
286 CAISO tariff sections 31.2, 31.2.2, 34.1.5.1, and 31.5.3.
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The CAISO will also streamline the rules applicable to variable cost recovery.
The variable cost provisions of the RMR Contract should ensure market dispatches
keep RMR resources whole for variable costs. These costs are currently defined in
Schedule C for costs associated with MWhs delivered and in Schedule D for startup
costs. The Bid Cost Recovery (BCR) provisions of the CAISO Tariff provide this
mechanism over each trade day,?8” and the CAISO proposes to replace Schedules
C and D and instead apply the BCR provisions of the tariff. Consistent with current
practice for Condition 2 RMR resources, the CAISO will calculate the market
revenues the RMR resource receives that exceed its variable costs and credit these
amounts back to the LSEs who are allocated the fixed costs (monthly availability
payment and capital item charge) of RMR agreements. The CAISO will calculate
costs using values and processes used in BCR mechanism, and will make
adjustments as needed to ensure RMR resources do not “double-recover” their
costs. This approach is similar to the RMR Contract variable cost definition as both
use fuel price index to calculate cost based on the resource heat rate. These
processes eliminate the need to identify RMR Dispatches which must be manually
identified in the current market structure.

The CAISO proposes to leverage its current market settlement system and
interface to automate the RMR validation and invoicing processes. The CAISO
manages invoice cycles for market settlement and separate invoice cycles for RMR
settlement, which is prone to delays due to late invoice submittals by the scheduling
coordinator. Further, the RMR Contract’s separate and unique invoicing timeline
does not align with the CAISO market settlement timeline.?®8 For all parties to
manage resources more effectively, the CAISO will merge the timeline for RMR
invoicing and statements with the current market settlement timelines.

The CAISO will streamline RMR invoicing. The current process for invoicing
RMR contracts is done manually in an Excel spreadsheet template due to the
complicated nature of the calculations involved with tracking of outage system
availability, RMR dispatch hours, MWh, startups, fuel prices, market interval
dispatches and bifurcation of RMR versus non-RMR service to compute monthly
charges. With the simplifications regarding bidding, dispatch, compensation
structure, and by eliminating RMR contract service limits, the CAISO can transform
RMR Invoicing into a more efficient approach resulting in a few line items within the
CAISO market settlement invoice process.

Thus, the CAISO will replace RMR invoicing template and owner submitted
Excel based invoices and instead use the general CAISO settlement system invoice

287 CAISO tariff section 11.8, et seq.

288 Compare CAISO tariff section 11.13.3 and pro forma RMR Contract, Section 9.1 (setting
forth RMR invoicing timeline), with CAISO tariff section 11.29.7. et seq. (setting forth CAISO
market settlement timeline).
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process and timeline.?8® By simplifying the fixed payment to a fixed daily amount,
no complicated calculations are required because the settlements systems will
receive the daily amount through the same mechanism used to provide the CPM
monthly payment amounts. The CAISO will create additional charge codes to track
and allocate costs presently allocated to the Responsible Utility to LSEs. This will
also allow the CAISO to track net market revenues earned by the RMR unit so the
CAISO can credit such excess revenues to the LSEs being allocated RMR fixed
costs. The CAISO can eliminate the cumbersome RMR invoicing steps and RMR
payment calendar by using the CAISO market settlement timeline and invoicing
process. In addition, the CAISO will eliminate the separate invoicing and
settlements process defined in the RMR contract and replace it with the process in
the CAISO tariff.?? In addition, the CAISO will use the CAISO tariff dispute
resolution process for settlements related disputes, but retain the RMR dispute
resolution for other issues that may arise under the RMR Contract.?%*

Because the CAISO is proposing to allocate the costs of RMR agreements to
load serving entities, the new RMR agreement will no longer contain roles and
responsibilities for the Responsible Utility. This aligns better with the new cost
allocation mechanism, and streamlining of the RMR agreement to better align with
tariff provisions and to leverage existing CAISO business processes. All affected
parties of interest will continue to be able have to participate in the Commission
proceedings regarding RMR filings as intervening parties, as allowed under the
Commission rules and regulations.?%?

Finally, the CAISO proposes to remove or revise certain provisions from
pro forma RMR Contract to complete the simplification process and maximize
streamlining efforts. The CAISO will update the pro forma RMR Contract, by
deleting Schedules D, E, G, H, M, O and P, and modifying Schedules A, B, C, F,
I, J and K. The CAISO will replace most of the provisions previously contained
in_Schedules C and Schedule M by applying existing CAISO Tariff provisions

289 CAISO tariff section 11.29.7, et seq.

290 CAISO tariff sections 11.13.6.4 and 11.29.8.4 (setting forth CAISO tariff settlement
statement dispute processes) and Revised pro forma RMR Contract, Section 9.1.

291 Schedule K of RMR Contract.

292 The market credit risk for RMR resources will differ from the current approach because
the CAISO proposes to allocate RMR costs to Scheduling Coordinators representing LSEs (see
Section III.B.6. infra). Under the current structure, the RMR owner bears the risk of default if the
Responsible Utility defaults. Pro forma RMR Contract, Sections 9.3-9.4. With the costs
allocated to Scheduling Coordinators of LSEs and treated as energy costs, RMR owners will be
at risk of a general market default, but no longer will be at risk for the Responsible Utility
defaulting. The default loss allocation spreads market defaults broadly across all market
participants based on measures representing levels of market participation. CAISO tariff section
11.29.7 et seq.
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and BPM rules for bidding and dispatch of generating units.?®> The CAISO has
tariff provisions and BPM sections for calculating the GHG cost adder for bids,
DAM and RTM gas price indices, resource heat rate curves, and GMC based
scheduling coordinator charges, which will apply to RMR resources just as they
apply to similar resources under the CAISO Tariff.

Moreover, under Schedule A, the CAISO will require all resource
characteristics of the RMR Unit to be reflected in Master File which will
accommodate RMR units with multi stage generator characteristics. The CAISO
is also removing the concept of Contract Service Limits, Total Availability Hours,
and Non-Performance Penalties, and instead will look to use existing outage
functionalities and RAAIM to manage the availability, bidding and dispatch of the
resources. The CAISO is modifying Schedule C to allow for RMR units to
invoice the CAISO for any costs not recovered under the CAISO Tariff, such as
additional fuel costs, motoring charge for synchronous condensers, and Black
Start capability payments. The CAISO will delete Schedule G because the
additional compensation for use of RMR unit above service limits will no longer
apply. The CAISO proposes to delete Schedule H because the CAISO no
longer needs separate accounting for generating units operating on fuel oil. The
CAISO also proposes to delete Schedule M. Instead, RMR units will bid cost
based bids consistent with existing CAISO Tariff provisions and BPM rules. The
CAISO notes that it included some of these concepts in the RMR agreements
for Metcalf Energy Center, LLC and Gilroy Energy Center, LLC, with support
from all parties. The Commission approved these agreements.?** The CAISO
believes that these provisions improve efficient operation and administration of
RMR units.

8. Lowering Banking Costs Associated with RMR Invoicing

Currently, the tariff requires the CAISO to establish two segregated
commercial bank accounts (RMR Owner Facility Trust Account and Responsible
Utility Facility Trust Account) for each RMR Contract.?®> The CAISO uses these
accounts to collect charges paid by the Responsible Utility and disburse revenues
to the RMR owner (and vice-versa). These accounts carry no balances because
RMR funds are disbursed on the same day they are received. The protocol of

293 See, e.g., pro forma RMR Contract, Schedule C, Section A (8), Table C1-8, and Section
F.

294 Metcalf Energy Center, LLC, 161 FERC 1 61,310 (2017), order accepting settlement,
163 FERC 1 61,073 (2018); Gilroy Energy Center, LLC, 161 FERC 1 61,311 (2017), order
accepting settlement agreement, 163 FERC 1 61,072 (2018).

295 CAISO tariff section 11.13.2.1.
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establishing two accounts serves no discernable purpose because all funds are
tracked and recorded, regardless of where they are received. Accordingly, the
CAISO proposes to eliminate the requirement to open new accounts for each RMR
contract. In its place, the CAISO will use its established market clearing account to
administer RMR-related transactions.?%® Going forward, all payments and
disbursements will be made from this account. Stakeholders strongly supported
this proposal.

The proposal will result in revisions to the following CAISO tariff sections:

. 11.13.2.1 Facility Trust Account — References the establishment of
the two accounts per contract.

. 41.6 —Reliability Must-Run Charge — References the payment of
RMR invoices to the established accounts.

. 11.29.9.2 CAISO Accounts to be established — References the
establishment and using the clearing account.

The advantages to the proposed revisions are:

. Streamlined process - Because the CAISO will process RMR
transactions using one account, it will be simpler for both the
CAISO and the RMR contract party to process payments and
disbursements.

o Faster RMR contract implementation - Opening new bank
accounts when new RMR contracts are signed requires time and
effort. In addition, multi-stage testing is necessary to ensure
these accounts are visible to the CAISO and the RMR contract
party. Under this proposal, testing will be reduced or eliminated
(if the RMR contract party has another RMR contract in place).

. Reduced bank fees - The CAISO pays a maintenance fee for
each bank account that is active. Each account costs $125 per
month plus monthly charges for additional services (Wire
Transfer, Payment Manager). Having fewer accounts to maintain
will produce both financial and non-financial benefits (monitoring,
reconciliation).

9. Existing RMR Provisions That the CAISO Is Retaining
The CAISO is retaining many existing RMR provisions of the CAISO tariff

and the pro forma RMR Contract. Although the CAISO is not required in a
Section 205 filing to re-justify existing provisions of its tariff, the following

296 Revised pro forma RMR Contract, Article 9.
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discussion explains how retaining these provisions works with the RMR
enhancements discussed above.

a. Continuing to Compensate RMR Resources Based on
Their Full Annual Cost of Service Is Just and
Reasonable Because Acceptance of an RMR
Designation Is Mandatory

The CAISO is retaining its existing fixed cost compensation scheme for
RMR resources. Specifically, RMR resources will continue to be compensated
based on their full annual cost of service as calculated under Schedule F —
Annual Revenue Requirement of Must Run Units of the pro forma RMR Contract
(except that the CAISO is modifying the rate of return provision as discussed
above). During the stakeholder process, some stakeholders argued that the
CAISO should modify the fixed cost compensation to include only going forward
fixed costs or going forward fixed costs plus some modicum of return on
investment.

There is no basis to adopt a compensation scheme for RMR resources
based on going forward fixed costs. As indicated above, accepting an RMR
Contract and any RMR Contract extension is mandatory, not voluntary.
Commission precedent is clear that where an ISO or RTO makes accepting a
reliability backstop designation mandatory, full fixed cost of service pricing is
appropriate, not going forward cost pricing.?°” The CAISO's fixed cost
compensation scheme for RMR resources follows this precedent.

297 The Commission has previously found that where a CAISO has an exclusively mandatory

RMR regime that can require a unit needed for reliability to remain in service, the CAISO should
“provide for compensation at a full cost-of-service rate.” N.Y. Indep. Sys. Operator Corp., 150 FERC
161,116 at P 17 (2015), order on compliance and reh’'g, N.Y. Indep. Sys. Operator Corp., 155 FERC
161,076 at P 84 (2016); Midcontinent Indep. Sys. Operator, Inc., 148 FERC 61,057 at P 84 (2014)
(finding it unjust and unreasonable to not allow system support resources, i.e., RMR-type resources,
to receive compensation for the fixed costs of existing plant given MISO’s authority to unilaterally
require a generator that seeks to retire or suspend operations to remain online to address reliability
concerns). The NYISO precedent arose in a Section 206 proceeding where the Commission,
among other things, stated that NYISO could adopt either a mandatory or a voluntary RMR regime.
The Commission stated that if NYISO adopted a mandatory RMR regime that required a unit to
remain in service, “NYISQO’s proposal should provide for compensation at a full cost-of-service rate.”
N.Y. Indep. Sys. Operator Corp., 150 FERC § 61,116 at P 17. The MISO precedent also arose in
the context of a Section 206 complaint proceeding. The Commission found MISO'’s tariff was unjust
and unreasonable because it did not compensate reliability resources for the fixed costs of existing
plant even though the tariff required the generator that sought to retire or suspend operation to
remain online to address reliability concerns. The Commission stated that where a unit is operating
voluntarily in the competitive marketplace, MISO need only provide it the opportunity to recover its
costs, such as embedded costs, but when a unit seeks to retire or suspend operations, and MISO
requires it to remain online to maintain reliability, MISO must revise its tariff to provide that “SSR
compensation should not exceed a resource’s full cost-of-service, including the fixed costs of
existing plant (rather than providing that this compensation must not exceed a resource’s going-
forward costs).” Midcontinent Indep. Sys. Operator, Inc., 148 FERC 1 61,057 at PP 84-87. See also
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Full cost of service pricing is also appropriate because the CAISO is
requiring the RMR owner to keep the generating unit in service and make any
necessary capital additions and repairs to ensure the generating unit can meet
the CAISO's reliability needs. Thus, the CAISO is essentially mandating the
RMR owner to invest in its generating unit, thus depriving the RMR owner of
other potential business opportunities and preventing it from making other
business decisions it may prefer. Full cost of service pricing is appropriate
under these circumstances. In MISO, the Commission rejected arguments that
“allowing recovery of embedded costs would allow Ameren to receive a windfall
at the expense of customers in the MISO region, or otherwise provide an
incentive to keep SSRs in operation for as long as possible.”??® The
Commission stated that in circumstances where MISO determines a generating
unit is needed for reliability and assesses other alternatives to continued
operation of the generating unit, recovery of fixed costs is not a windfall.?®°

The CAISO also notes that the Commission recently approved
Constellation Mystic Power, LLC’s cost-of-service agreement for continued
operation to provide fuel security service in ISO-NE. That agreement was
based on the resource’s full cost-of-service, including a return on investment
(that the Commission directed be determined in a paper hearing that is
ongoing).300

b. Existing Commission-Approved RMR Provisions
Adequately Address Toggling Concerns

The CAISO recognizes that the Commission has expressed concern in
other ISO/RTO markets with RMR resources toggling between cost of service
recovery and market recovery. In that regard, the Commission has stated that
rules governing RMR status should be designed to “eliminate, or at least
minimize, incentives for a generator needed for reliability to toggle” between

AmerenEnergy Resources Generating Co. v. MISO, 153 FERC 1 61,062 at P 35 (2015) (finding that
because MISO has the ability to force a generator that wishes to retire to continue to provide utility
service to meet reliability needs, even though it may be uneconomic for the generator to do so, “a
generator would effectively be denied the opportunity to recover its fixed costs if it were only
permitted to recover going-forward costs. Therefore, when a generator in the MISO region is forced
to continue to operate for reliability reasons under the Tariff, even though it has made a business
decision to suspend or retire due to economic or other reasons, the generator should be provided an
opportunity to recover its fixed costs through a full cost of service rate” (citation omitted)).

298 Midcontinent Indep. Sys. Operator, Inc., 148 FERC Y 61,057 at P 86.

299 Id.

300 Constellation Mystic Power, LLC, 165 FERC { 61,267 (2018).
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RMR and market status.®°* On the other hand, the Commission has also stated
that terms for re-entering the market when RMR status ends should not be so
unattractive that they will “discourage an otherwise efficient generator from
continuing to operate to the detriment of customers.”30?

The CAISO'’s existing, Commission-approved pro forma RMR Contract
already has provisions to address toggling effectively. The CAISO is retaining
those existing anti-toggling measures in the revised pro forma RMR Contract.
Accepting an RMR Contract and any RMR Contract extension offered by the
CAISO is mandatory. The CAISO holds the sole option to extend an RMR Contract
for another year.3> An RMR owner can unilaterally terminate an RMR Contract
only in very limited circumstances: (1) the CAISO defaults, (2) the generating unit
is condemned by a governmental entity, (3) the owner loses its license or other
necessary authorizations, or if the license or other necessary authorizations are
reissued or modified so it becomes illegal, uneconomical or otherwise impractical
for the owner to continue operating the generating unit, or (4) the CAISO rejects a
proposed capital item or repair not reversed by alternative dispute resolution, it
would be uneconomical, impractical, or illegal for the generating unit to continue
operation under such circumstances, and the owner obtains Commission
authorization (if required by law to do so) to terminate the agreement.3%* Otherwise,
the CAISO controls the resource’s status once it becomes an RMR resource. Thus,
the RMR Contract prevents a resource owner from voluntarily switching back and
forth between RMR and the market or between RMR and CPM for economic
reasons. The RMR Contract has an initial term of one Contract Year defined as a
calendar year with expiration at the end of the calendar year.3°® The CAISO has
the unilateral option of extending the RMR Agreement for an additional calendar
year or can terminate the RMR Contract if the CAISO finds the RMR resource is no
longer needed for reliability or the CAISO finds a more cost effective solution to
replace it. As the MSC Opinion recognizes, in those circumstances, the resource
returning to the market no longer has any market power as the conditions that lead
to the RMR designation have been fully mitigated.30®

301 N. Y. Indep. Sys. Operator, Inc., 150 FERC ¥ 61,116 at P 9 (2015). The Commission
stated that its approval was subject to the conditions described in the order. I1d.

802 N. Y. Indep. Sys. Operator, Inc., 155 FERC { 61,076 at PP 127-128 (2016).

303 CAISO Tariff, Appendix G, Pro Forma Reliability Must run Contract, Section 2.1 (b);
revised pro forma RMR Contract at Section 2.1.

304 CAISO Tariff, Appendix G, Pro Forma Reliability Must run Contract, Section 2.2 (b);
revised pro forma RMR Contract at Section 2.2.

305 CAISO Tariff, Appendix G, Pro Forma Reliability Must run Contract, Section 2.1 (a) and
Article 1; revised pro forma RMR Contract at Section 2.1.

306 MSC Opinion at 3, 13.
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One stakeholder expressed concern during the stakeholder process that the
existing RMR provisions are not adequate to deter a resource from “toggling”
between RMR procurement and market participation. The stakeholder points to the
Commission’s decisions regarding the NYISO’s RMR program.3°” There, the
Commission identified two toggling concerns: (1) a resource deactivating earlier
that it otherwise would have in expectation of being needed for reliability and
therefore receiving more revenues under an RMR service agreement than
remaining in the market; and (2) a generating resource re-entering the market after
having received accelerated recovery of the cost of additional investments being
made under the RMR agreement. The NYISO addressed the second toggling
concern by requiring the RMR owner to reimburse the NYISO for the capital
expenditure costs, less depreciation, a condition for operating after termination of
the RMR agreement. The Commission found this did not deter toggling by
resources that do not require capital expenditures during the term of an RMR
agreement. The Commission directed the NYISO to provide that if an RMR
generator wishes to continue operating after its RMR agreement it must pay the
NYISO the higher of (1) the capital expenditures less depreciation, that NYISO
reimbursed the generator to remain in service during the term of the RMR
agreement, or (2) the above-market payments the generator received during the
term of the RMR agreement.3® The NYISO complied with the order by providing a
formula that claws-back the above-market revenues from an RMR generator that
exceed the going-forward cost rate calculated by the NY1SO.30°

Concerns that the CAISO’s existing anti-toggling measures are inadequate
are misplaced. The CAISO’s RMR compensation rules follow Commission
guidance and address toggling incentives appropriately. The CAISO’s RMR
framework differs significantly from the NYISO’s RMR framework. First, the
CAISO’s RMR framework is mandatory; the NYISO’s RMR framework is voluntary.
Thus, RMR resources cannot voluntarily “toggle” between RMR and the market
year-by-year. If the CAISO offers an RMR agreement to a resource or an extension
of an existing RMR agreement, the resource owner must accept it. To prevent
resources from “fishing” for an RMR contract, if the CAISO finds the resource is not
needed for reliability, the CAISO will expect the resource to retire or mothball
consistent with its affidavit.

Second, as discussed in Section Ill.B supra, Commission precedent provides
that full cost of service pricing is appropriate for mandatory RMR schemes;
whereas, voluntary RMR schemes, like the NYISO’s, need only provide for going
forward cost recovery. Because the CAISO’s RMR regime is mandatory, the

307 N. Y. Indep. Sys. Operator, Inc., 150 FERC { 61,116 (2015), order on compliance and
reh’g, 155 FERC 1 61,076 (2016).

308 N. Y. Indep. Sys. Operator, Inc., 155 FERC 1 61,076 at P 126.

309 See NYISO Compliance Filing, Docket No. ER16-120-005 (Jan. 16, 2018) approved by
Commission Letter Order dated April 24, 2018.
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CAISO compensates RMR resources based on their full annual cost of service, not
their going forward costs.

Third, CAISO settlements mechanisms particularly under the historic
Condition 2 form and the proposed new pro forma RMR contract, ensure that RMR
resources are not compensated above their established cost of service. All market
revenues above the RMR Contract cost of service entitlement are applied to offset
fixed costs payable under the RMR Contract.3® Thus, CAISO RMR resources
cannot recover amounts in excess of their Commission-approved fixed cost of
service and actual variable costs.3!!

Fourth, the CAISO differs significantly from New York in that the CAISO does
not up-front fund all capital addition costs. The accelerated, up-front payment of
needed capital improvements that exists in the NYISO does not exist in the CAISO.
Rather, the RMR owner must up-front fund or finance all capital additions. Each
capital addition will have a depreciation schedule with the RMR compensation
limited to the pro rata annual contribution for each year the resource remains under
an RMR agreement. Thus, the CAISO only compensates the RMR owner for a
one-year portion of its capital addition costs for each year of RMR service based on
the Commission-approved depreciation schedule.3'?

An RMR owner’s ability to terminate the RMR Contract is extremely limited.
On the other hand, the CAISO has the option to extend the contract for an
additional year or terminate the contract if it is no longer necessary, or a cheaper
solution is available.3*®* Once the RMR agreement is terminated, the CAISO’s
contribution towards any balance of unpaid capital additions costs terminates if the
resource returns to the market. If the resource retires following RMR service, the
CAISO must pay a termination fee under section 2.5 of the RMR Contract (and the
revised RMR Contract) if the resource closes within six months following the
termination of the RMR agreement and stays closed for 36 months. The CAISO
pays the termination fee (which includes the undepreciated portion of any
previously approved capital costs) in 36 equal monthly installments. However, the
termination fee is calculated differently from the annual capital additions payments.
The capital additions compensation includes a return on investment. The
termination fee does not include this return on investment. The termination fee
consists solely of the unpaid balance of cost of the capital addition, plus interest at
the FERC rate. A generating unit that is out of service for 36 months also loses its
deliverability and must re-enter the interconnection queue. The RMR owner

310 Pro forma RMR Contract, Sections 3.1(ii) and 9.1.

811 Under the RAAIM mechanism, resource can be penalized for non-performance or earn a
share of revenues from penalties collected from non-performers, for performing well.
812 Id., Sections 7.4 and Schedule L-1.

313 Id., Sections 2.1 (b).
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recovers its costs over a 36-month period with no return on the investment it made
for the capital addition. RMR owners have complained about this existing provision
and have wanted a higher rate of return on investment and/or accelerated recovery
of its costs. Given that the RMR agreement must provide for capital additions for
reliability and safe operations, which generators may see as a benefit of RMR not
provided by CPM or single year RA agreements, the CAISO has minimized any
incentives for resources owners to desire RMR just for the termination fee
provision.

In addition, the Commission has recognized that each market is different,
and thus there is no “one size fits all” approach appropriate for all RMR
regimes.3 The CAISO notes that the Commission recently rejected arguments
it should impose the NYISO anti-toggling scheme on the cost of service
agreement for Constellation Mystic Unit addressing fuel security needs in New
England, and instead found that applying the MISO anti-toggling mechanism
was just and reasonable.3®> Under the MISO anti-toggling mechanism, if a
resource owner re-enters the market after its cost-of-service agreement
terminates, it must refund, with interest at the Commission-approved rate, all
costs less, less depreciation, for repairs and capital expenditures needed to
continue operation of the generating unit as an RMR unit.316

The CAISO believes its approach of (1) only paying a one-year depreciable
slice of capital addition costs and (2) clawing back all net market revenues above
the RMR contract rate follows the Commission’s guidance regarding toggling.
When combined with the mandatory nature of the CAISO’s RMR construct and the
fact the CAISO alone holds the option to extend an RMR Contract, these features
provide adequate anti-toggling protections and do not permit a resource owner
voluntarily to toggle back and forth between RMR, CPM, and the market. There is
no basis or need to change these existing, unchanged anti-toggling provisions. Any
changes to the CAISO'’s existing — and unchanged -- anti-toggling provisions must
be effectuated under Section 206 of the Federal Power Act.

c. There Is No Basis to Change the Depreciation Provisions
of the RMR Contract

The Department of Market Monitoring (DMM) and the California Public
Utilities Commission (CPUC) suggest that RMR owners have too much discretion in

314 PJM Interconnection, LLC, 107 FERC 1 61,112 at P 15 (2004).

815 Constellation Mystic Power, LLC, 165 FERC { 61,267 at P 208 (2018) (citing MISO
FERC Electric Tariff, Module C, Section 38.2.7.e(ii)).

316 Id. at P 208.
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selecting the depreciation schedule used for RMR compensation, and that they will
seek to maximize RMR compensation. DMM suggests that the CAISO “should
consider refining its RMR policy to at least prevent resources from choosing one
depreciation method and set of input parameters for tax filings or financial
statements and then choosing a different method and input parameters to maximize
RMR compensation.”3” The CPUC states that the RMR agreement allows
generators to use short book lives for tax purposes and long book lives for cost-of-
service compensation thus maximizing their compensation. The CPUC requests
that the CAISO require the RMR owner to use the finance life of the asset to
develop depreciation book costs, not the service life of the generating unit.

The CAISO notes that although the RMR owner includes a depreciation
schedule in its RMR Contract filing with the Commission, the Commission
ultimately determines the just and reasonable depreciation rate and net plant
value to be utilized under the contract consistent with Commission precedent
and policy. The RMR owner does not — and cannot -- dictate the depreciation
rates and net plant value used in setting RMR rates. All stakeholders can
intervene in the RMR contract filing proceedings at the Commission and to
litigate (or settle) the issue of just and reasonable depreciation. The
Commission can, and will, reject depreciation rates and plant values that are not
justified based on the specific facts and/or inconsistent with Commission policy.
Interveners opposed, and the Commission recently rejected, plant values and
depreciation rates proposed for the Constellation Mystic Power plant.3*® The
Commission determined the appropriate method for determining the
depreciation period, deprecation rate, and net plant values for the Mystic units.
The same Section 205 scrutiny the Commission applied in that proceeding
applies to Section 205 RMR filings not settled by the parties.

Depreciation is a complicated issue that turns on many factors.
Ultimately, deprecation and net plant determinations are issues for the
Commission to decide based on the facts and Commission policy, and the
CAISO is reluctant in a Section 205 filing to unilaterally dictate a specific
depreciation period that must be filed (and used by the Commission), just as it is
reluctant to retain the “hardwired” rate of return in the RMR Contract. The
CAISO has reviewed the NYISO’s pro forma RMR agreement,3® MISQO'’s pro
forma SSR agreement,3?° and ISO-NE’s Form of cost-of service agreement32!

817 Memorandum to ISO Board of Governors, DMM Comments—Decision on reliability
must-run and capacity procurement mechanism enhancements proposal, at 8 (Mar. 20, 2019).

318 Constellation Mystic Power, LLC, 165 FERC 1 61,267 at PP 53-71 (2018).
819 NYISO Open Access Transmission Tariff, Attachment FF, Appendix C.

320 MISO FERC Electric Tariff, Attachment Y-1, Form of System Support Resource (SSR)
Agreement.

s21 ISO-NE Tariff, Market Rule 1, Appendix I.
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and none have a “hardwired” methodology or specified depreciation period for
determining net plant values and depreciation rates. Rather, these backstop
procurement agreements leave it to the Commission to decide the matter, as
does the CAISO'’s pro forma RMR Contract, as part of the RMR owner’s rate
case following its filing of an RMR rate schedule

Finding that an RMR Contract for a generating unit meets a reliability
need is comparable in certain ways to the CAISO approving a transmission
facility to meet a reliability need. The CAISO does not dictate the depreciation
rates of its Participating Transmission Owners; rather, facility owners make
Section 205 rate filings with the Commission proposing depreciation rates and
plant values, and the Commission approves just and reasonable values, which
may, or may, not be the rate proposed by the transmission owner. RMR
Contracts function similarly. The RMR owner must make a Section 205 rate
filing with the Commission, and the Commission must determine the just and
reasonable rate and individual components of that rate.

The CAISO notes that the Commission’s Uniform System of Accounts and its
ratemaking precedent base depreciation on a facility’s useful service life.3??
Schedule F of the existing and revised pro forma RMR agreement requires the
RMR owner to follow the Commission’s Uniform System of Accounts to determine
Gross Plant Investment, Depreciation Reserve, and Depreciation Expense used in
establishing the fixed annual revenue requirement under the RMR Contract.
Further, accelerated depreciation for tax purposes and a longer depreciation term
for ratemaking purposes is not a new issue for the Commission.*?* The
Commission has recognized that a public utility’s income taxes to the IRS during
any period differ from its income tax allowance used for ratemaking during the
same period, largely because utilities can utilize accelerated depreciation for tax
purposes by calculating rates based on straight line depreciation. The difference
between the income taxes paid by the public utility based on straight-line
depreciation and the actual income taxes paid by the public utility generally are
reflected in an accumulated deferred income tax (ADIT) account under the Uniform
System of Accounts. Benefits from accelerated depreciation are passed on to
customers throughout the asset’s life, i.e., tax normalization. Schedule F of the
existing and revised RMR Contract requires RMR owners to apply ADIT, in
accordance with the Uniform System of Accounts, to determine Net Investment
recoverable through the RMR Contract. The CAISO does not believe that any
changes to the RMR Contract are required or warranted.

822 See Depreciation Accounting, Order No. 618, FERC Stats. & Regs, 1 30,104 at 31,694
(2000); Constellation Mystic Power, LLC, 165 FERC 1 61,267 at PP 64-65, 70, 153 (2018).

823 See, e.g., Inquiry Regarding the Effect of the Tax Cuts and Jobs Act on Commission-
Jurisdictional Rates, 162 FERC 161,223 at PP 9-12 (2018).
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C. CPM Compensation Changes Recommended by Certain
Stakeholders Are Beyond the Scope of This Filing

As indicated above, this initiative focused on three areas: (1) modernizing
the RMR agreement, (2) clarifying when the CAISO will use CPM procurement
authority and when it will use RMR procurement authority; and (3) addressing
retirement-related backstop procurement (i.e., RMR and risk of retirement CPM).
Certain stakeholders proposed unrelated and far-reaching changes to the CPM
compensation scheme that the CAISO declined to adopt and is not proposing in this
tariff amendment. These changes include changing the level of the CPM soft offer
cap, changing the pricing for 12-month CPM designations to require RMR-type
pricing, and applying a three-pivotal supplier test to all accepted bids in the CPM
competitive solicitation process. These stakeholders’ proposals would require new
tariff sections or changes to tariff sections that the CAISO does not propose to
change in this filing, and are beyond the scope of the tariff changes the CAISO
proposes herein and actively considered in the underlying stakeholder initiative.
The only CPM-related tariff changes the CAISO proposes in this tariff filing involve
removing the risk of retirement provisions from the CPM tariff in Section 43A.3%4
Changes these stakeholders desire can be pursued under Section 206 of the
Federal Power Act. As shown in Section II.D., supra, CAISO never intended these
specific issues to be within the scope of this stakeholder initiative and tariff
amendment filing.

Also, CAISO tariff section 43A.4.1.1.2 requires the CAISO (or the California
Energy Commission) to conduct a cost of generation study and for the CAISO to
convene a stakeholder process to consider the study results before determining
whether to change the CPM soft offer cap. There are no such study results to
consider at this time and, as such, the prerequisite in the CAISO tariff for changing
the soft offer cap has not been satisfied.

At the March 27, 2019 Board meeting where the CAISO Board authorized
filing the instant tariff amendments, the CAISO indicated its intent to undertake the
requisite cost of service study under tariff section 432A.4.1.1.2 this year, and to
commence a stakeholder process to assess the study results and consider changes
to the CPM soft offer cap. The additional CPM compensation-related changes
certain stakeholders seek are best addressed in connection with the discussion of
the cost of service study results so any changes to CPM pricing at or below the
CPM soft offer cap can be addressed in a single initiative and be informed by
current cost data.

324 In the near future, the CAISO will be making a targeted tariff filing to make some minor
clarifications to the CPM tariff and to revise compensation for CPM resources with cost offers
above the CPM soft offer cap. Those tariff changes stand-alone from the RMR and risk of
retirement CPM changes the CAISO proposes in this filing.
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The CAISO also notes that in the entire history of CAISO backstop
procurement (Reliability Capacity Services Tariff, Transitional Capacity Procurement
Mechanism, Interim Capacity Procurement Mechanism, and CPM) there have
never been additional mitigation measures beyond setting the CPM soft offer cap
or, before that, the CPM administrative price paid to all resources. The
administrative prices and the soft offer cap have always been established based on
comprehensive and detailed California Energy Commission cost of service studies.
The current CPM soft offer cap is based on the going forward fixed costs of a mid-
cost, combined cycle resource, plus a twenty percent adder to permit resources to
have some opportunity for fixed cost recovery.32°

V. SEVERABILITY OF THE PROPOSED TARIFF PROVISIONS

From a substantive perspective, the proposed tariff amendment filing
contains many revisions that are discrete and can stand on their own. Such
tariff provisions are merely separate elements of a multi-part filing severable
from each other and are not interrelated, interdependent, or affected by
Commission actions on any other element of the filing. These discrete revisions
are found in separate tariff or pro forma RMR Contract provisions. The
Commission should evaluate the justness and reasonableness of these
provisions based on their individual merits.

There are also certain elements of this filing that are interrelated so
material changes adopted by the Commission to one element potentially could
affect other elements. To assist the Commission in its review of this filing, the
CAISO identifies below which elements of this filing it believes (1) stand on their
own and are severable from all other elements of the filing, or (2) are
interrelated with other specific elements of the filing.

The CAISO submits that the following elements of the filing are severable
and can be approved, rejected, or materially modified by the Commission
without affecting other elements:

. The rate of return provision in Schedule F of the revised pro forma
RMR agreement

. The revisions in tariff section 41.1

o The revisions in tariff section 41.2

The CAISO submits that the following elements of the filing are
interrelated with other elements of the filing:

e Tariff revisions eliminating the risk of retirement CPM (43A.2 (6),
43A.2.6, 43A.7, 43A.8.7, and 43A.9 (d)) and tariff revisions

825 Cal. Indep. Sys. Operator Corp., 153 FERC 1 61,001 at P 13 (2015).
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implementing a single backstop procurement mechanism for
retirement and mothball related backstop procurement (41.2.1 and
41.2.2 are interrelated with each other, but severable from other
elements of the filing.

The RA crediting provision in revised tariff section 41.8, the RMR
cost allocation provisions in revised tariff section 41.9, references
in the pro forma RMR Contract to the Responsible Utility, and
related settlements changes in Section 11 regarding the allocation
of RMR costs to LSEs instead of Responsible Utilities are
interrelated, but severable from other elements of the filing.

Revisions in tariff section 41.3 and eliminating the provisions of
tariff section 41.4 are interrelated with each other, but severable
from other elements of the filing.

Tariff and pro forma RMR contract changes pertaining to
elimination of Condition 1 RMR, replacing RMR dispatch
provisions with a must offer obligation, performance measures for
RMR resources (i.e., replacing the existing measures with RAAIM),
marginal cost bidding, tariff section 11 settlement changes (other
than those related to cost allocation), and streamlining changes
(other than those related to cost allocation) are interrelated with
each, other but severable from other elements.

V. EFFECTIVE DATE

The CAISO respectfully requests that the Commission issue an order by
July 19, 2019, accepting the tariff revisions in this filing effective July 22, 2019.
The CAISO requests that the Commission grant any and all waivers necessary
to approve the filing, as requested.

VI. COMMUNICATIONS

In accordance with the Commission’s regulations,3?® correspondence and
other communications concerning this filing be served upon the following
individuals, whose names should be placed on the official service list
established by the Commission with respect to this filing:

Anthony J. lvancovich Sidney Mannheim

Deputy General Counsel Assistant General Counsel
California Independent System California Independent System
Operator Corporation Operator Corporation
250 Outcropping Way 250 Outcropping Way

326 18 C.F.R. § 385.203(b)(3).
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Folsom, CA 95630
Tel: (916) 608-7135
Fax: (916) 608-7222

aivancovich@caiso.com

VII.  SERVICE

Folsom, CA 95630
Tel: (916) 608-7144
Fax: (916) 608-7222
smannheim@-caiso.com

The CAISO has served copies of this filing on the California Public
Utilities Commission, the California Energy Commission, and all parties with
Scheduling Coordinator Agreements under the CAISO tariff. In addition, the
CAISO has posted a copy of the filing on the CAISO website.

VIll.  CONTENTS OF FILING

The following documents, in addition to this transmittal letter, support the

instant filing:
Attachment A 1

Attachment A 2

Attachment B 1

Attachment B 2

Attachment C

Attachment D

Attachment E

Clean CAISO tariff sheets of proposed tariff changes;

Clean CAISO tariff sheets the proposed pro forma
RMR Contract;

Red-lined marked document showing the proposed
tariff changes;

Red-lined marked document showing the proposed
pro forma RMR Contract;

March 20, 2019 memorandum to the Board from
Keith Casey, Vice President, Market & Infrastructure
Development entitled Decision on reliability must-run
and capacity procurement mechanism
enhancements; a March 27, 2019 presentation to the
Board by Keith Johnson, Infrastructure and
Regulatory Policy Manager, entitled Decision on
reliability must-run and capacity procurement
mechanism enhancements proposal, and;
Department of Market Monitoring Comments dated
March 20, 20109.

MSC Opinion

Letter from Mark Smith to Steve Berberich dated
November 28, 2016;
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Attachment F

Attachment G
Attachment H

Attachment |

Letter from Mark Smith to Steve Berberich dated
June 2, 2017

NYISO’s Generator Deactivation Notice
MISO’s Attachment Y Notice
CAISO Form of Notice of Generating Unit Retirement

or Mothball to be included in BPM for Generator
Management
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Attachment J 1 Table of Proposed Tariff Revisions relating to Legacy
RMR Units

Attachment J 2 Table of Proposed RMR Contract Revisions

IX. CONCLUSION

The CAISO respectfully requests that the Commission issue an order by
July 19, 2019, accepting the tariff changes proposed in this filing to effective July
22, 2019.

Respectfully submitted,

By:/s/ Sidney L. Mannheim
Roger E. Collanton
General Counsel
Anthony J. lvancovich
Deputy General Counsel
Sidney L. Mannheim
Assistant General Counsel
California Independent System
Operator Corporation
250 Outcropping Way
Folsom, CA 95630

Attorneys for the California Independent
System Operator Corporation
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4.9.13.2 Load-Following or Non Load-Following Election

The MSS Operator has the option to elect to operate a System Unit or Generating Units in the MSS to
follow its Load, provided that: (a) the Scheduling Coordinator for the MSS Operator shall remain
responsible for purchases of Energy in accordance with the CAISO Tariff if the MSS Operator does not
operate its System Unit or Generating Units and bid or schedule imports into the MSS, to match the
metered Demand in the MSS and exports from the MSS; and (b) if the deviation between Generation and
imports into the MSS and metered Demand and exports from the MSS exceeds the MSS Deviation Band,
then the Scheduling Coordinator for the MSS Operator shall pay the additional amounts specified in
Section 11.7. If an MSS Operator elects Load-following and net Settlements, all generating resources
within the MSS must be designated as Load-following resources. If an MSS Operator elects Load-
following and gross Settlements, generating resources within the MSS can be designated as either Load-
following or non-Load-following resources. Consistent with these requirements, the MSS Operator may
also modify the designation of generating resources within the MSS within the timing requirements
specified for such Master File changes as described in the Business Practice Manuals.

If the MSS Operator has elected gross Settlement and is a Load-following MSS: (i) it must designate in
the Master File which of its generating resources are Load-following resources, (ii) it must complying with
the additional bidding requirements in Section 30.5.2.5, and (iii) the generation resources designated as
Load-following resources cannot set Real-Time prices. However, Load-following resources will be eligible
to receive Bid Cost Recovery to ensure that the price paid for Energy dispatched by the CAISO is not less
than the MSS Operator’s accepted Bid price. Bid Cost Recovery for a Load-following MSS resource is
only applicable to generation capacity provided to the CAISO Markets by that MSS resource and is not
applicable for the generating capacity that is designated or used by an MSS Operator to follow its own
Load.

An MSS Operator may designate RMR Resources as Load-following. Load-following RMR Resources
must be available to the CAISO for Dispatch up to the RMR Contract Capacity specified in the RMR
Contract. Energy shall be accounted for as a delivery from the MSS to the CAISO for the purposes of
determining if the MSS Operator followed its metered Demand and exports from the MSS as described in

this Section 4.9.13.2 except that Energy from an RMR Resources in a Day-Ahead Schedule can be used



for Load-following to satisfy Day-Ahead scheduled Demand like any other non-RMR Resource Load-
following resource. If no RMR Dispatch Notice is received for a Load-following RMR Resource, such
Load-following RMR Resource may participate in the CAISO Markets as any other non-RMR Load-

following resource subject to Section 30.5.2.5.

* k k k k %k

6.5.3.1.3 Between 5:00 a.m. and 10:00 a.m., the CAISO will provide feedback to Scheduling
Coordinators about their validated ETC and TOR quantities, and calculated Default Energy Bids curves
and in addition, the RMR Proxy Bids for Energy and the Minimum Load and Start-Up Cost Bid curves for
Legacy RMR Units.

6.5.3.1.4 After the close of the DAM bidding at 10:00 a.m., the CAISO will send a message to the
Scheduling Coordinators regarding the outcome of the Bid validation.

6.5.3.1.5 By 1:00 p.m., the CAISO will publish the result of the DAM and the resource will be
flagged if it is being dispatched under its Legacy RMR Contract and will be deemed an RMR Dispatch

Notice under the Legacy RMR Contract.

* k k k k%

6.5.3.1.7 The results of the Day-Ahead Market will be published by 1:00 p.m. and will include:
(a) Unit Commitment status for resources committed in the IFM,;
(b) Day-Ahead Schedules and prices;
(c) Day-Ahead AS Awards and prices;
(d) RUC Awards and RUC Capacity and resource-specific RUC Prices;
(e) RUC Start-Up Instructions;
) Start-Up Instructions resulting from the ELC Process;
(9) Post-market summary of Day-Ahead and Real-Time Energy Schedules, Ancillary Service

Awards, RMR Dispatches, and Legacy RMR Units;



(h)
(i)

6.5.5.1.2

Day-Ahead final resource Bid mitigation results; and

Day-Ahead finally qualified Load following capacity.

* k k k k%

Every five (5) minutes for Target T+10, the CAISO will send Dispatch Instructions via the

secure communication system. The Dispatch Instruction will be flagged if a resource is being dispatched

under a Legacy RMR Contract.

* k kk k%

7.7.2 Market Participant Responsibilities in System Emergencies.

(@)

Response to CAISO Dispatch Instructions. All Market Participants shall respond

immediately to CAISO Dispatch Instructions during System Emergencies.

Responsibilities of UDCs and MSS Operators During a System Emergency.

(1)

Compliance with Directions and Procedures. In the event of a System
Emergency, UDCs and MSS Operators shall comply with all directions from the
CAISO concerning the avoidance, management, and alleviation of the System
Emergency and shall comply with all procedures concerning System
Emergencies set forth in this CAISO Tariff, the Business Practice Manuals, and
the Operating Procedures. and shall comply with all procedures concerning
System Emergencies set forth in the CAISO Tariff, Business Practice Manuals
and Operating Procedures.

Communications. During a System Emergency, the CAISO shall communicate
with the UDCs and MSS Operators through their respective control centers and
in accordance with procedures established in individual UDC and MSS Operating
Agreements.

Notifications of End-Use Customers. Each UDC and MSS Operator will notify



its End-Use Customers connected to the UDC'’s or the MSS’s Distribution
System of any voluntary curtailments notified to the UDC or to the MSS Operator

by the CAISO pursuant to the provisions of the Electrical Emergency Plan.

(c) Responsibilities of Generating Units, System Units and System Resources During

System Emergencies.

(1)

(2)

In General. All Generating Units and System Units that are owned or controlled
by a Participating Generator are (without limitation to the CAISO’s other rights
under this CAISO Tariff) subject to control by the CAISO during a System
Emergency and the CAISO shall have the authority to instruct a Participating
Generator to bring its Generating Unit on-line or off-line or to increase or curtail
the output of the Generating Unit and to alter scheduled deliveries of Energy and
Ancillary Services into or out of the CAISO Controlled Grid, if such an instruction
is reasonably necessary to prevent an imminent or threatened System
Emergency or to retain Operational Control over the CAISO Controlled Grid
during an actual System Emergency.
Prerequisite for Dispatch Instructions. The CAISO shall, where reasonably
practicable, use Ancillary Services which it has the contractual right to instruct
and which are capable of contributing to containing or correcting the actual,
imminent, or threatened System Emergency prior to issuing instructions to a
Participating Generator under this subsection, except that the CAISO need not
take such action if it determines such action is unlikely to be effective.
Legacy RMR Condition 2 Units.
(A) Prerequisite for Dispatch Instructions. The CAISO shall only instruct
a Legacy RMR Unit whose owner has selected Condition 2 of its Legacy
RMR Contract to start-up and change its output if the CAISO has
reasonably used all other available and effective resources to prevent a
threatened System Emergency without declaring that a System

Emergency exists.



(B) Compensation. If the CAISO dispatches a Condition 2 RMR Unit
pursuant to subparagraph (A), it shall compensate that unit in
accordance with Section 11.5.6.3 and allocate the costs in accordance
with Section 11.5.6.3.2.

4) Qualifying Facilities. A Scheduling Coordinator that represents a QF subject to
an Existing QF Contract that is not subject to a PGA or Net Scheduled PGA will
make reasonable efforts to require such QFs to comply with the CAISO’s

instructions during a System Emergency without penalty for failure to do so.

*k kk k%

11.2.21 Settlement of RUC Availability Payment

Scheduling Coordinators shall receive RUC Availability Payments for all eligible capacity awarded in the
RUC process. Resource Adequacy Capacity and RMR Capacity are not eligible for RUC Availability
Payments in the DAM. The RUC Availability Payment shall be calculated for each resource based on the
product of the RUC Price and the RUC Availability Quantity for the relevant Settlement Period. The RUC
Availability Payment amounts are allocated through the RUC Compensation Costs allocation in Section

11.8.6.5.

* k k k k%

11.5.6 Settlement Amounts for RTD Instructed Imbalance Energy from Exceptional Dispatch

For each Settlement Interval, the RTD IIE Settlement Amount from each type of Exceptional Dispatch
described in Section 34.11 is calculated as the sum of the products of the relevant FMM Instructed
Imbalance Energy or RTD Instructed Imbalance Energy quantity for the Settlement Interval and the
relevant FMM or RTD LMP Settlement price for each type of Exceptional Dispatch as further described in
this Section 11.5.6. For MSS Operators the Settlement for FMM Instructed Imbalance Energy or RTD

Instructed Imbalance Energy from Exceptional Dispatches is conducted in the same manner, regardless



of any MSS elections (net/gross Settlement, Load following or opt-in/opt-out of RUC). Except for the
Settlement price, Exceptional Dispatches to perform Ancillary Services testing, to perform PMax testing,
and to perform pre-commercial operation testing for Generating Units are otherwise settled in the same
manner as provided in Section 11.5.6.1. Notwithstanding any other provisions of this Section 11.5.6, the
Exceptional Dispatch Settlement price that is applicable in circumstances in which the CAISO applies
Mitigation Measures to Exceptional Dispatch of resources pursuant to Section 39.11 shall be calculated
as set forth in Section 11.5.6.7.
11.5.6.1 Settlement for FMM Instructed Imbalance Energy or RTD Instructed Imbalance
Energy from Exceptional Dispatches used for System Emergency Conditions, for a
Market Disruption, to Mitigate Overgeneration Conditions or to Prevent or Relieve
Imminent System Emergencies
The Exceptional Dispatch Settlement price for incremental FMM Instructed Imbalance Energy or RTD
Instructed Imbalance Energy that is delivered as a result of an Exceptional Dispatch for System
Emergency conditions, for a Market Disruption, to mitigate Overgeneration conditions, or to prevent or
relieve an imminent System Emergency, including forced Start-Ups and Shut-Downs, is the higher of the
(a) applicable FMM or RTD LMP; (b) the Energy Bid price; (c) the Default Energy Bid price if the resource
has been mitigated through the MPM in the Real-Time Market and for the Energy that does not have an
Energy Bid price; or (d) the negotiated price as applicable to System Resources. The Exceptional
Dispatch price for incremental FMM Instructed Imbalance Energy or RTD Instructed Imbalance Energy
that is delivered from an RMR Resource as a result of an Exceptional Dispatch for System Emergency
conditions; for a Market Disruption; to mitigate Overgeneration conditions; or to prevent or relieve an
imminent System Emergency, including forced Start-Ups and Shut-Downs, is the higher of (a) applicable
FMM or RTD LMP; (b) the Energy Bid price adjusted to remove Opportunity Costs; or (c) the Default
Energy Bid price adjusted to remove Opportunity Costs. Costs for incremental Energy for this type of
Exceptional Dispatch are settled in two payments: (1) incremental Energy is first settled at the applicable
FMM or RTD LMP and included in the total FMM IIE Settlement Amount or RTD IIE Settlement Amount
described in Sections 11.5.1.1 and 11.5.1.2; and (2) the incremental Energy Bid Cost in excess of the

applicable FMM or RTD LMP at the relevant Location is settled pursuant to Section 11.5.6.1.1. The



Exceptional Dispatch Settlement price for decremental FMM Instructed Imbalance Energy or RTD
Instructed Imbalance Energy that is delivered as a result of an Exceptional Dispatch Instruction for a
Market Disruption, or to prevent or relieve a System Emergency, is the minimum of (a) the FMM or RTD
LMP; (b) the Energy Bid price subject to Section 39.6.1.4; (c) the Default Energy Bid price if the resource
has been mitigated through the MPM in the Real-Time Market and for the Energy that does not have an
Energy Bid price; or (d) the negotiated price as applicable to System Resources. The Exceptional
Dispatch price for decremental FMM Instructed Imbalance Energy or RTD Instructed Imbalance Energy
that is delivered from an RMR Resource as a result of an Exceptional Dispatch for Emergency System
conditions; for a Market Disruption; to mitigate Overgeneration conditions; or to prevent or relieve an
imminent System Emergency, is the minimum of the (a) applicable FMM or RTD LMP; (b) the Energy Bid
price adjusted to remove Opportunity Costs; or (c) the Default Energy Bid price adjusted to remove
Opportunity Costs. All Energy costs for decremental FMM Instructed Imbalance Energy or RTD
Instructed Imbalance Energy associated with this type of Exceptional Dispatch are included in the total
FMM IIE Settlement Amount or RTD IIE Settlement Amount described in Sections 11.5.1.1 and 11.5.1.2.
11.5.6.1.1 Settlement of Excess Cost Payments for Exceptional Dispatches used for System
Emergency Conditions, for a Market Disruption, and to Avoid an Imminent System
Emergency
The Excess Cost Payment for incremental Exceptional Dispatches used for emergency conditions, for a
Market Disruption, or to avoid an imminent System Emergency is calculated for each resource for each
Settlement Interval as the cost difference between the Settlement amount calculated pursuant to Section
11.5.6.1 for the applicable Exceptional Dispatch at the FMM or RTD LMP and delivered Exceptional
Dispatch quantity at one of the following three costs: (1) the resource’s Energy Bid Cost; (2) the Default
Energy Bid cost; or (3) the Energy cost at the negotiated price, as applicable for System Resources, for
the relevant Exceptional Dispatch. The Excess Cost Payment for incremental Exceptional Dispatches
used for System Emergency conditions; for a Market Disruption; or to avoid an imminent System
Emergency for an RMR Resource is the cost difference between the Settlement amount calculated
pursuant to Section 11.5.6.1 and one of the following two costs: (1) the RMR Resource’s Energy Bid price

adjusted to remove Opportunity Costs; or (2) the Default Energy Bid price adjusted to remove Opportunity



Costs.
11.5.6.2 Settlement of Instructed Imbalance Energy from Exceptional Dispatches Caused
by Modeling Limitations
The Exceptional Dispatch Settlement price for FMM Instructed Imbalance Energy or RTD Instructed
Imbalance Energy that is consumed or delivered as a result of an Exceptional Dispatch to mitigate or
resolve Congestion as a result of a transmission-related modeling limitation in the FNM as described in
Section 34.11.3 is the maximum of (a) the FMM or RTD LMP; (b) the Energy Bid price; (c) the Default
Energy Bid price if the resource has been mitigated through the MPM in the Real-Time Market and for the
Energy that does not have an Energy Bid price; or (d) the negotiated price as applicable to System
Resources. The Exceptional Dispatch Price for FMM Instructed Imbalance Energy or RTD Instructed
Imbalance Energy that is consumed or delivered by an RMR Resource as a result of Exceptional
Dispatch to mitigate or resolve Congestion as a result of a transmission-related modeling limitation in the
FNM as described in Section 34.11.3 is the maximum of: (a) the applicable FMM or RTD LMP; (b) the
Energy Bid price adjusted to remove Opportunity Costs; or (c) the Default Energy Bid price adjusted to
remove Opportunity Costs. Costs for incremental Energy for this type of Exceptional Dispatch are settled
in two payments: (1) incremental Energy is first settled at the FMM or RTD LMP and included in the total
FMM IIE Settlement Amount or RTD IIE Settlement Amount described in Sections 11.5.1.1 and 11.5.1.2;
and (2) the incremental Energy Bid costs in excess of the applicable LMP at the relevant Location are
settled per Section 11.5.6.2.3. The Exceptional Dispatch Settlement price for decremental FMM
Instructed Imbalance Energy or RTD Instructed Imbalance Energy for this type of Exceptional Dispatch is
the minimum of (a) the FMM or RTD LMP; (b) the Energy Bid price; (c) the Default Energy Bid price if the
resource has been mitigated through the MPM in the Real-Time Market and for the Energy that does not
have an Energy Bid price; or (d) the negotiated price as applicable to System Resources. The
Exceptional Dispatch Settlement price for decremental FMM Instructed Imbalance Energy or RTD
Instructed Imbalance Energy for this type of Exceptional Dispatch from an RMR Resource is the minimum
of: (a) the FMM or RTD LMP; (b) the Energy Bid price adjusted to remove Opportunity Costs; or (c) the
Default Energy Bid price adjusted to remove Opportunity Costs. Costs for decremental FMM Instructed

Imbalance Energy or RTD Instructed Imbalance Energy associated with this type of Exceptional Dispatch



are settled in two payments: (1) decremental Energy is first settled at the FMM or RTD LMP and included
in the total FMM IIE Settlement Amount or RTD IIE Settlement Amount described in Sections 11.5.1.1
and 11.5.1.2; and (2) the decremental Energy Bid costs in excess of the applicable LMP at the relevant
Location are settled per Section 11.5.6.2.3.
11.5.6.2.1 [NOT USED]
11.5.6.2.2 [NOT USED]
11.5.6.2.3 Settlement of Excess Cost Payments for Exceptional Dispatches used for
Transmission-Related Modeling Limitations
The Excess Cost Payment for Exceptional Dispatches used for transmission-related modeling limitations
as described in Section 34.11.3 is calculated for each resource for each Settlement Interval as the cost
difference between the Settlement amount calculated pursuant to Section 11.5.6.2 for the applicable
delivered Exceptional Dispatch quantity at the FMM or RTD LMP and one of the following three costs: (1)
the resource's Energy Bid Cost; (2) the Default Energy Bid cost; or (3) the Energy cost at the negotiated
price, as applicable for System Resources, for the relevant Exceptional Dispatch. The Excess Cost
Payment for Exceptional Dispatches for transmission-related modeling limitations as described in Section
34.11.3 is calculated for each RMR Resource for each Settlement Interval as the cost difference between
the Settlement amount calculated pursuant to Section 11.5.6.2 for the applicable delivered Exceptional
Dispatch quantity at the FMM or RTD LMP and one of the following two costs: (1) the resource’s Energy
Bid Cost adjusted to remove Opportunity Costs; or (2) the Default Energy Bid cost adjusted to remove
Opportunity Costs, for the relevant Exceptional Dispatch.
11.5.6.2.4 Exceptional Dispatches for Non-Transmission-Related Modeling Limitations
The Exceptional Dispatch Settlement price for incremental FMM Instructed Imbalance Energy or RTD
Instructed Imbalance Energy that is consumed or delivered as a result of an Exceptional Dispatch to
mitigate or resolve Congestion that is not a result of a transmission-related modeling limitation in the FNM
as described in Section 34.11.3 is the maximum of the (a) FMM or RTD LMP; (b) Energy Bid price; (c) the
Default Energy Bid price if the resource has been mitigated through the MPM in the Real-Time Market
and for the Energy that does not have an Energy Bid price; or (d) the negotiated price as applicable to

System Resources. For RMR Resources, the Exceptional Dispatch Settlement price for incremental



FMM Instructed Imbalance Energy or RTD Instructed Imbalance Energy as a result of an Exceptional
Dispatch to mitigate or resolve Congestion that is not a result of a transmission-related modeling limitation
in the FNM as described in Section 34.11.3 is the maximum of: (a) FMM or RTD LMP; (b) Energy Bid
price adjusted to remove Opportunity Costs; or (c) the Default Energy Bid price adjusted to remove
Opportunity Costs. All costs for incremental Energy for this type of Exceptional Dispatch will be included
in the total FMM IIE Settlement Amount or RTD IIE Settlement Amount described in Sections 11.5.1.1
and 11.5.1.2. The Exceptional Dispatch Settlement price for decremental FMM Instructed Imbalance
Energy or RTD Instructed Imbalance Energy for this type of Exceptional Dispatch is the minimum of the
(a) FMM or RTD LMP; (b) Energy Bid Price; (c) Default Energy Bid price if the resource has been
mitigated through the MPM in the Real-Time Market and for the Energy that does not have an Energy Bid
price; or (d) negotiated price as applicable to System Resources. For RMR Resources; the Exceptional
Dispatch Settlement for decremental FMM Instructed Imbalance Energy or RTD Instructed Imbalance
Energy for this type of Exceptional Dispatch is the minimum of the: (a) FMM or RTD LMP; (b) Energy Bid
price adjusted to remove Opportunity Costs; or (c) Default Energy Bid price adjusted to remove
Opportunity Costs. All costs for decremental FMM Instructed Imbalance Energy or RTD Instructed
Imbalance Energy associated with this type of Exceptional Dispatch are included in the total FMM IIE

Settlement Amount or RTD IIE Settlement Amount described in Sections 11.5.1.1 and 11.5.1.2.

* k k k k%

11.5.6.3 Settlement for Instructed Imbalance Energy from Exceptional Dispatches for
Condition 2 Legacy RMR Units
11.5.6.3.1 Pricing for Exceptional Dispatch of Legacy RMR Units
If the CAISO dispatch a Legacy RMR Unit that has selected Condition 2 of its Legacy RMR Contract to
Start-Up or provide Energy other than a Start-Up or Energy pursuant to the Legacy RMR Contract, the
CAISO shall pay as follows:
(a) if the Owner has elected Option A of Schedule G, two times the Start-Up Cost specified

in Schedule D to the applicable Legacy RMR Contract for any Start-Up incurred, and 1.5
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Equation 1a

times the rate specified in Equation 1a or 1b below times the amount of Energy delivered
in response to the Dispatch Instructions;

if the Owner has elected Option B of Schedule G, three times the Start-Up Cost specified
in Schedule D to the applicable Legacy RMR Contract for any Start-Up incurred, and the
rate specified in Equation 1a or 1b below times the amount of Energy delivered in

response to the Dispatch Instruction.

Energy Price ($/MWh)=(AX3 + BX2+ CX +D)*P *E

Equation 1b

X + Variable O&M Rate

Energy Price ($/MWh)=A * (B + CX + De™) * P *E

Where:

X + Variable O&M Rate

for Equation 1a, A, B, C, D and E are the coefficients given in Table C1-7a of the
applicable Legacy RMR Contract;

for Equation 1b, A, B, C, D, E and F are the coefficients given in Table C1-7b of the
applicable Legacy RMR Contract;

X is the Unit output level during the applicable settlement period, MWh;

P is the Hourly Fuel Price as calculated by Equation C1-8 in Schedule C using the

Commodity Prices in accordance with the applicable Legacy RMR Contract;

Variable O&M Rate ($/MWh): as shown on Table C1-18 of the applicable Legacy RMR Contract.

11.5.6.3.2

(@)

Allocation of Costs from Exceptional Dispatch Calls to Condition 2 RMR Units
All costs associated with Energy provided by a Condition 2 Legacy RMR Unit operating
other than according to a RMR Dispatch shall be allocated in accordance with Section
11.5.4.2.

Start-Up Costs for Condition 2 Legacy RMR Units providing service outside the Legacy

RMR Contract shall be treated similar to costs under Section 11.5.6.2.5.2.
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11.8.2.1 IFM Bid Cost Calculation
For each Settlement Interval, the CAISO shall calculate IFM Bid Cost for each Bid Cost Recovery Eligible
Resource as the algebraic sum of the IFM Start-Up Cost, IFM Transition Cost, IFM Minimum Load Cost,
IFM Pump Shut-Down Cost, IFM Energy Bid Cost, IFM Pumping Cost, and IFM AS Bid Cost. For Multi-
Stage Generating Resources, in addition to the specific IFM Bid Cost rules described in Section 11.8.2.1,
the CAISO will apply the rules described in Section 11.8.1.3 to further determine the applicable MSG
Configuration-based CAISO Market Start-Up Cost, Transition Cost and Minimum Load Cost in any given
Settlement Interval. For Multi-Stage Generating Resources, the incremental IFM Start-Up, Minimum
Load, and Transition Costs to provide Energy Scheduled in the Day-Ahead Schedule or awarded RUC or
Ancillary Service capacity for an MSG Configuration other than the self-scheduled MSG Configuration are
determined by the IFM rules specified in Section 31.3. For RMR Resources, the CAISO shall calculate
the IFM Bid Cost as the algebraic sum of the IFM Start-Up Cost adjusted to remove Opportunity Costs
and Major Maintenance Costs, IFM Transition Cost adjusted to remove Opportunity Costs and Major
Maintenance Adder Costs, IFM Minimum Load Costs adjusted to remove Opportunity Costs and Major
Maintenance Adder Costs, IFM Energy Bid Cost adjusted to remove Opportunity Costs, and IFM AS Bid
Cost.
11.8.2.1.1 IFM Start-Up Cost
The IFM Start-Up Cost for any IFM Commitment Period shall be equal to the Start-Up Costs submitted by
the Scheduling Coordinator to the CAISO for the IFM divided by the number of Settlement Intervals within
the applicable IFM Commitment Period. For each Settlement Interval, only the IFM Start-Up Cost in a
CAISO IFM Commitment Period is eligible for Bid Cost Recovery. The CAISO will determine the IFM
Start-Up Costs for Multi-Stage Generating Resources based on the CAISO-committed MSG
Configuration. The following rules shall apply sequentially to qualify the IFM Start-Up Cost in an IFM
Commitment Period:

(a) The IFM Start-Up Cost for an IFM Commitment Period shall be zero if there is an IFM

Self-Commitment Period within or overlapping with that IFM Commitment Period.
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(f)

The IFM Start-Up Cost for an IFM Commitment Period shall be zero if the Bid Cost
Recovery Eligible Resource is manually pre-dispatched under a Legacy RMR Contract
prior to the Day-Ahead Market or the resource is flagged as an RMR Dispatch in the Day-
Ahead Schedule in the Day-Ahead Market anywhere within the applicable IFM
Commitment Period.

The IFM Start-Up Cost for an IFM Commitment Period shall be zero if there is no actual
Start-Up at the start of the applicable IFM Commitment Period because the IFM
Commitment Period is the continuation of an IFM, RUC, or RTM Commitment Period
from the previous Trading Day.

If an IFM Start-Up is terminated in the Real-Time within the applicable IFM Commitment
Period through an Exceptional Dispatch Shut-Down Instruction issued while the Bid Cost
Recovery Eligible Resource was starting up, the IFM Start-Up Cost for that IFM
Commitment Period shall be prorated by the ratio of the Start-Up Time before termination
over the total IFM Start-Up Time.

The IFM Start-Up Cost is qualified if an actual Start-Up occurs within the applicable IFM
Commitment Period. An actual Start-Up is detected when the relevant metered Energy in
the applicable Settlement Intervals indicates the unit is Off before the time the resource is
instructed to be On as specified in its Start Up Instruction and is On in the Settlement
Intervals that fall within the CAISO IFM Commitment Period. The CAISO will determine
whether the resource is On for this purpose based on whether the resource’s metered
Energy is at or above the resource’s Minimum Load as registered in the Master File, or if
applicable, as modified pursuant to Section 9.3.3.

The IFM Start-Up Cost will be qualified if an actual Start-Up occurs earlier than the start
of the IFM Commitment Period if the advance Start-Up is a result of a Start-Up instruction
issued in a RUC or Real-Time Market process subsequent to the IFM, or the advance
Start-Up is uninstructed but is still within the same Trading Day and the Bid Cost
Recovery Eligible Resource actually stays on until the targeted IFM Start-Up.

The Start-Up Costs for a Bid Cost Recovery Eligible Resource that is a Short Start Unit

13



11.8.2.1.2

committed by the CAISO in the IFM and that further receives a Start-Up Instruction from
the CAISO in the Real-Time Market to start within the same CAISO IFM Commitment
Period, will be qualified for the CAISO IFM Commitment Period instead of being qualified
for the CAISO RTM Commitment Period; and Start-Up Costs for subsequent Start-Ups
will be further qualified as specified in Section 11.8.4.1.1(h).

IFM Minimum Load Cost

The Minimum Load Cost for the applicable Settlement Interval shall be the Minimum Load Cost submitted

to the CAISO in the IFM, and as modified pursuant to Section 30.7.10.2, if applicable, divided by the

number of Settlement Intervals in a Trading Hour subject to the rules described below.

(@)

(d)

For each Settlement Interval, only the IFM Minimum Load Cost in a CAISO IFM
Commitment Period is eligible for Bid Cost Recovery.

The IFM Minimum Load Cost for any Settlement Interval is zero if: (1) the Settlement
Interval is in an IFM Self Commitment Period for the Bid Cost Recovery Eligible
Resource; or (2) the Bid Cost Recovery Eligible Resource is manually pre-dispatched
under a Legacy RMR Contract prior to the Day-Ahead Market or the resource is flagged
as an RMR Dispatch in the Day-Ahead Schedule for the applicable Settlement Interval.
If the CAISO commits a Bid Cost Recovery Eligible Resource in the Day-Ahead and the
resource receives a Day-Ahead Schedule and the CAISO subsequently de-commits the
resource in the Real-Time Market, the IFM Minimum Load Costs are subject to the Real-
Time Performance Metric for each case specified in Section 11.8.4.4. If the CAISO
commits an RMR Resource in the Day-Ahead and the resource receives a Day-Ahead
Schedule and the CAISO subsequently de-commits the resource in the Real-Time
Market, the sum of IFM Minimum Load Costs, adjusted to remove Minimum Load
Opportunity Costs and Minimum Load Major Maintenance Costs, are subject to the Real-
Time Performance Metric for each case specified in Section 11.8.4.4.

If a Multi-Stage Generating Resource is committed by the CAISO and receives a Day-
Ahead Schedule and subsequently is committed by the CAISO to a lower MSG

Configuration where its Minimum Load capacity as registered in the Master File in the
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Real-Time Market is lower than the CAISO IFM Commitment Period MSG Configuration’s
Minimum Load as registered in the Master File, the resource’s IFM Minimum Load Costs
are subject to the Real-Time Performance Metric for each case specified in Section
11.8.4.4. If the CAISO commits an RMR Multi-Stage Generating Resource in the Day-
Ahead and the resource receives a Day-Ahead Schedule and the CAISO subsequently
de-commits the resource in the Real-Time Market, the sum of IFM Minimum Load Costs,
adjusted to remove Minimum Load Opportunity Costs and Minimum Load Major
Maintenance Costs, are subject to the Real-Time Performance Metric for each case
specified in Section 11.8.4.4.

If the conditions in Sections 11.8.2.1.2 (c) and (d) do not apply, then the IFM Minimum
Load Cost for any Settlement Interval is zero if the Bid Cost Recovery Eligible Resource
is determined to be Off during the applicable Settlement Interval. For the purposes of
determining IFM Minimum Load Cost, a Bid Cost Recovery Eligible Resource is assumed
to be On if its metered Energy in a Settlement Interval is equal to or greater than the
difference between its (i) Minimum Load as registered in the Master File, or if applicable,
as modified pursuant to Section 9.3.3, and (ii) the Tolerance Band, and the Metered
Energy is greater than zero (0) MWh. Otherwise, such resource is determined to be Off.
For Multi-Stage Generating Resources, the commitment period is determined based on
application of section 11.8.1.3. If application of section 11.8.1.3 dictates that the IFM is
the commitment period, then the calculation of the IFM Minimum Load Costs will depend
on whether the IFM CAISO Committed MSG Configuration is determined to be On. Ifitis
determined to be On, then, the IFM Minimum Load Costs will be based on the Minimum
Load Costs of the IFM committed MSG Configuration. For the purposes of determining
IFM Minimum Load Cost for a Multi-Stage Generating Resource, a Bid Cost Recovery
Eligible Resource is determined to be On if its metered Energy in a Settlement Interval is
equal to or greater than the difference between its IFM MSG Configuration Minimum
Load as registered in the Master File, or if applicable, as modified pursuant to Section

9.3.3, and the Tolerance Band, and the Metered Energy is greater than zero (0) MWh.
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Otherwise, such resource is determined to be Off.
(9) The IFM Minimum Load Costs calculation is subject to the Shut-Down State Variable and
is disqualified as specified in Section 11.17.2.

11.8.2.1.4 IFM Pumping Bid Cost
For Pumped-Storage Hydro Units and Participating Load only, the IFM Pumping Bid Cost for the
applicable Settlement Interval shall be the Pumping Cost submitted to the CAISO in the IFM divided by
the number of Settlement Intervals in a Trading Hour. The Pumping Cost is negative. The Pumping Cost
is included in IFM Bid Cost computation for a Pumped-Storage Hydro Unit and Participating Load
committed by the IFM to pump or serve Load if it actually operates in pumping mode or serves Load in
that Settlement Interval. The IFM Energy Bid Cost for a Participating Load for any Settlement Interval is
set to zero for actual Energy consumed in excess of the Day-Ahead Schedule for Demand. The IFM
Pumping Cost for any Settlement Interval is zero if: (1) the Settlement Interval is in an IFM Self-
Commitment Period for the Bid Cost Recovery Eligible Resource; or (2) the Bid Cost Recovery Eligible
Resource is manually pre-dispatched under a Legacy RMR Contract prior to the Day-Ahead Market or the
resource is flagged as a Legacy RMR Dispatch in the Day-Ahead Schedule for the applicable Settlement
Interval.
11.8.2.1.5 IFM Energy Bid Cost
For any Settlement Interval, the IFM Energy Bid Cost for Bid Cost Recovery Eligible Resources, except
Participating Loads, shall be the integral of the relevant Energy Bid used in the IFM, if any, from the
higher of the Bid Cost Recovery Eligible Resource’s Minimum Load as defined in the Master File, or if
applicable, as modified pursuant to Section 9.3.3, and the Day-Ahead Total Self-Schedule up to the
relevant MWh scheduled in the Day-Ahead Schedule, divided by the number of Settlement Intervals in a
Trading Hour. The IFM Energy Bid Cost calculations are subject to the application of the Day-Ahead
Metered Energy Adjustment Factor, and the Persistent Deviation Metric pursuant to the rules specified in
Section 11.8.2.5 and Section 11.17.2.3, respectively. In addition, if the CAISO commits a Bid Cost
Recovery Eligible Resource in the Day-Ahead and receives a Day-Ahead Schedule and subsequently the
CAISO de-commits the resource in the Real-Time Market, the IFM Energy Bid Costs are subject to the

Real-Time Performance Metric for each case specified in Section 11.8.4.4. If the CAISO commits a Multi-
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Stage Generating Resource in the Day-Ahead Market and the resource receives a Day-Ahead Schedule
and subsequently the CAISO de-commits the Multi-Stage Generating Resource to a lower MSG
Configuration where its Minimum Load capacity as registered in the Master File in the Real-Time Market
is lower than the CAISO IFM Commitment Period MSG Configuration’s Minimum Load as registered in
the Master File, the resource’s IFM Energy Bid Costs are subject to the Real-Time Performance Metric for
each case specified in Section 11.8.4.4. The CAISO will determine the IFM Energy Bid Cost for a Multi-
Stage Generating Resource at the Generating Unit level. The IFM Energy Bid Cost for RMR Resources
shall be the integral of the relevant Energy Bid used in the IFM adjusted to remove Opportunity Costs
from the higher of the RMR Resource’s Minimum Load as defined in the Master File, or if applicable, as
modified pursuant to Section 9.3.3, and the Day-Ahead Total Self-Schedule up to the relevant MWh
scheduled in the Day-Ahead Schedule, divided by the number of Settlement Intervals in a Trading Hour.
11.8.2.1.6 IFM AS Bid Cost

For any Settlement Interval, the IFM AS Bid Cost shall be the product of the IFM AS Award from each
accepted IFM AS Bid and the relevant AS Bid Price, divided by the number of Settlement Intervals in a
Trading Hour. The CAISO will determine and calculate IFM AS Bid Cost for a Multi-Stage Generating
Resource at the Generating Unit level. The IFM AS Bid Cost shall also include Mileage Bid Costs. For
any Settlement Interval, the IFM Mileage Bid Cost shall be the product of Instructed Mileage associated
with a Day Ahead Regulation capacity award, as adjusted for accuracy consistent with Section 11.10.1.7,
and the relevant Mileage Bid price, divided by the number of Settlement Intervals in a Trading Hour. The
CAISO will determine and calculate IFM Mileage Bid Cost for a Multi-Stage Generating Resource at the
Generating Unit level. For any Settlement Interval, the IFM AS Bid Cost for an RMR Resource shall be

Zero.

* k k k k%

11.8.3.1 RUC Bid Cost Calculation
For each Settlement Interval, the CAISO shall determine the RUC Bid Cost for a Bid Cost Recovery

Eligible Resource as the algebraic sum of the RUC Start-Up Cost, RUC Transition Cost, RUC Minimum
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Load Cost and RUC Availability Bid Cost. For Multi-Stage Generating Resources, in addition to the
specific RUC Bid Cost rules described in Section 11.8.3.1, the rules described in Section 11.8.1.3 will be
applied to further determine the applicable MSG Configuration-based CAISO Market Start-Up Cost,
Transition Cost, and Minimum Load Cost, as modified pursuant to Section 30.7.10.2, if applicable, in any
given Settlement Interval. For Multi-Stage Generating Resources, the incremental RUC Start-Up,
Minimum Load Costs, and Transition Costs to provide RUC awarded capacity for an MSG Configuration
other than the self-scheduled MSG Configuration are determined by the RUC optimization rules in
specified in Section 31.5. For each Settlement Interval, the CAISO shall determine the RUC Bid Cost for
an RMR Resource as the algebraic sum of the RUC Start-Up Cost adjusted to remove Opportunity Costs
and Major Maintenance Costs, and RUC Transition Cost adjusted to remove Opportunity Costs and Major

Maintenance Costs.

* % k k k%

11.8.3.1.2 RUC Minimum Load Cost

The Minimum Load Cost for the applicable Settlement Interval shall be the Minimum Load Cost of the Bid
Cost Recovery Eligible Resource, as adjusted pursuant to Section 30.7.10.2, if applicable, divided by the
number of Settlement Intervals in a Trading Hour. For each Settlement Interval, only the RUC Minimum
Load Cost in a CAISO RUC Commitment Period is eligible for Bid Cost Recovery. The RUC Minimum
Load Cost for any Settlement Interval is zero if: (1) the Bid Cost Recovery Eligible Resource is manually
pre-dispatched under a Legacy RMR Contract or the resource is flagged as an RMR Dispatch in the Day-
Ahead Schedule in that Settlement Interval; (2) the Bid Cost Recovery Eligible Resource is not committed
or Dispatched in the Real-time Market in the applicable Settlement Interval; or (3) the applicable
Settlement Interval is included in an IFM Commitment Period. For the purposes of determining RUC
Minimum Load Cost for a Bid Cost Recovery Eligible Resource recovery of the RUC Minimum Load Costs
is subject to the Real-Time Performance Metric as specified in Section 11.8.4.4. For Multi-Stage
Generating Resources, the commitment period is further determined based on application of section

11.8.1.3. The RUC Minimum Load Cost calculation will be subject to the Shut-Down State Variable and
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disqualified as specified in Section 11.17.2.

11.8.3.1.3 RUC Availability Bid Cost

The RUC Availability Bid Cost is calculated as the product of the RUC Award with the relevant RUC
Availability Bid price, divided by the number of Settlement Intervals in a Trading Hour. The RUC
Availability Bid Cost for a Bid Cost Recovery Eligible Resource for a Settlement Interval is zero if the Bid
Cost Recovery Eligible Resource is operating below its RUC Schedule, and also has a negative
Uninstructed Imbalance Energy (UIE) magnitude in that Settlement Interval in excess of: (1) five (5) MWh
divided by the number of Settlement Intervals in the Trading Hour; or (2) three percent (3%) of its
maximum capacity divided by the number of Settlement Intervals in a Trading Hour. The CAISO will
determine the RUC Availability Bid Cost based on the Multi-Stage Generating Resource Generating Unit

level. The RUC Availability Cost for a Bid Cost for an RMR Resource for a Settlement Interval is zero.

* k k k k%

11.8.4.1 RTM Bid Cost Calculation

For each Settlement Interval, the CAISO shall calculate RTM Bid Cost for each Bid Cost Recovery
Eligible Resource, as the algebraic sum of the RTM Start-Up Cost, RTM Minimum Load Cost, RTM
Transition Cost, RTM Pump Shut-Down Cost, RTM Energy Bid Cost, RTM Pumping Cost and RTM AS
Bid Cost. For each Settlement Interval, the CAISO shall calculate RTM Bid Cost for each RMR Resource
as the algebraic sum of the RTM Start-Up Cost adjusted to remove Opportunity Costs and Major
Maintenance Costs, RTM Transition Costs adjusted to remove Opportunity Costs and Major Maintenance
Costs, RTM Energy Bid Cost adjusted to remove Opportunity Costs and Major Maintenance Costs, and
RTM AS Bid Cost. For Multi-Stage Generating Resources, in addition to the specific RTM Bid Cost rules
described in Section 11.8.4.1, the rules described in Section 11.8.1.3 will be applied to further determine
the applicable MSG Configuration-based CAISO Market Start-Up Cost, Transition Cost, and Minimum
Load Cost, as modified pursuant to Section 30.7.10.2, if applicable, in given Settlement Interval. For
Multi-Stage Generating Resources, the incremental RTM Start-Up Cost, Minimum Load Cost, as modified

pursuant to Section 30.7.10.2, if applicable, and Transition Cost to provide RTM committed Energy or
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awarded Ancillary Services capacity for an MSG Configuration other than the self-scheduled MSG
Configuration are determined by the RTM optimization rules in specified in Section 34.

11.8.4.1.1 RTM Start-Up Cost

For each Settlement Interval of the applicable Real-Time Market Commitment Period, the Real-Time
Market Start-Up Cost shall consist of the Start-Up Cost of the Bid Cost Recovery Eligible Resource
submitted to the CAISO for the Real-Time Market divided by the number of Settlement Intervals in the
applicable Real-Time Market Commitment Period. For each Settlement Interval, only the Real-Time
Market Start-Up Cost in a CAISO Real-Time Market Commitment Period is eligible for Bid Cost Recovery.
The CAISO will determine the RTM Start-Up Cost for a Multi-Stage Generating Resource based on the
MSG Configuration committed by the CAISO in RTM. The following rules shall be applied in sequence
and shall qualify the Real-Time Market Start-Up Cost in a Real-Time Market Commitment Period:

(a) The Real-Time Market Start-Up Cost is zero if there is a Real-Time Market Self-
Commitment Period within the Real-Time Market Commitment Period.

(b) The Real-Time Market Start-Up Cost is zero if the Bid Cost Recovery Eligible Resource
has been manually pre-dispatched under a Legacy RMR Contract or the resource is
flagged as a Legacy RMR Dispatch in the Day-Ahead Schedule or Real-Time Market
anywhere within that Real-Time Market Commitment Period.

(c) The Real-Time Market Start-Up Cost is zero if the Bid Cost Recovery Eligible Resource is
started within the Real-Time Market Commitment Period pursuant to an Exceptional
Dispatch issued in accordance with Section 34.11.2 to: (1) perform Ancillary Services
testing; (2) perform pre-commercial operation testing for Generating Units; or (3) perform
PMax testing.

(d) The Real-Time Market Start-Up Cost is zero if there is no Real-Time Market Start-Up at
the start of that Real-Time Market Commitment Period because the Real-Time Market
Commitment Period is the continuation of an IFM or RUC Commitment Period from the
previous Trading Day.

(e) If a Real-Time Market Start-Up is terminated in the Real-Time within the applicable Real-

Time Market Commitment Period through an Exceptional Dispatch Shut-Down Instruction
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issued while the Bid Cost Recovery Eligible Resource is starting up, the Real-Time
Market Start-Up Cost is prorated by the ratio of the Start-Up Time before termination over
the Real-Time Market Start-Up Time.

(f) The Real-Time Market Start-Up Cost shall be qualified if an actual Start-Up occurs within
that Real-Time Market Commitment Period. An actual Start-Up is detected when the
relevant metered Energy in the applicable Settlement Interval(s) indicates the unit is Off
before the time the resource is instructed to be On as specified in its Start Up Instruction
and is On in the Settlement Interval that falls within the CAISO Real-Time Market
Commitment Period. The CAISO will determine whether the resource is On for this
purpose based on whether its metered Energy is at or above the resource’s Minimum
Load as registered in the Master File, or if applicable, as modified pursuant to Section
9.3.3. The CAISO will determine that the Multi-Stage Generating Resource is On based
on the MSG Configuration that the CAISO has committed in the Real-Time Market.

(9) The Real-Time Market Start-Up Cost for a Real-Time Market Commitment Period shall
be qualified if an actual Start-Up occurs earlier than the start of the Real-Time Market
Start-Up, if the relevant Start-Up is still within the same Trading Day and the Bid Cost
Recovery Eligible Resource actually stays on until the Real-Time Market Start-Up,
otherwise the Start-Up Cost is zero for the Real-Time Market Commitment Period.

(h) For Short-Start Units, the first Start-Up Costs within a CAISO IFM Commitment Period
are qualified IFM Start-Up Costs as described above in Section 11.8.2.1.1(g). For
subsequent Start-Ups of Short-Start Units after the CAISO Shuts Down a resource and
then the CAISO issues a Start-Up Instruction pursuant to a CAISO RTM Commitment
within the CAISO IFM Commitment Period, the Start-Up Costs shall be qualified as Real-
Time Start-Up costs, provided that the resource actually Shut-Down and Started-Up
based on CAISO Shut-Down and Start-Up Instructions.

11.8.4.1.2 RTM Minimum Load Cost
The RTM Minimum Load Cost is the Minimum Load Cost of the Bid Cost Recovery Eligible Resource

submitted to the CAISO for the Real-Time Market, as adjusted pursuant to Section 30.7.10.2, if
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applicable, divided by the number of Settlement Intervals in a Trading Hour. For each Settlement
Interval, only the RTM Minimum Load Cost in a CAISO RTM Commitment Period is eligible for Bid Cost
Recovery. The RTM Minimum Load Cost for any Settlement Interval is zero if: (1) the Settlement Interval
is included in a RTM Self-Commitment Period for the Bid Cost Recovery Eligible Resource; (2) the Bid
Cost Recovery Eligible Resource has been manually dispatched under a Legacy RMR Contract or the
resource has been flagged as a Legacy RMR Dispatch in the Day-Ahead Schedule or the Real-Time
Market in that Settlement Interval; (3) for all resources that are not Multi-Stage Generating Resources,
that Settlement Interval is included in an IFM or RUC Commitment Period; or (4) the Bid Cost Recovery
Eligible Resource is committed pursuant to Section 34.11.2 for the purpose of performing Ancillary
Services testing, pre-commercial operation testing for Generating Units, or PMax testing. A resource’s
RTM Minimum Load Costs for Bid Cost Recovery purposes are subject to the application of the Real-
Time Performance Metric as specified in Section 11.8.4.4. For Multi-Stage Generating Resources, the
commitment period is further determined based on application of Section 11.8.1.3. For all Bid Cost
Recovery Eligible Resources that the CAISO Shuts Down, either through an Exceptional Dispatch or an
Economic Dispatch through the Real-Time Market, from its Day-Ahead Schedule that was also from a
CAISO commitment, the RTM Minimum Load Costs will include negative Minimum Load Costs for Energy
between the Minimum Load as registered in the Master File, or if applicable, as modified pursuant to

Section 9.3.3, and zero (0) MWhs.

* k k k k%

11.8.4.1.5 RTM Energy Bid Cost

For any Settlement Interval, the RTM Energy Bid Cost for the Bid Cost Recovery Eligible Resource
except Participating Loads shall be computed as the sum of the products of each RTD Instructed
Imbalance Energy portion, except Standard Ramping Energy, Residual Imbalance Energy, FMM
Exceptional Dispatch Energy or RTD Exceptional Dispatch Energy, FMM Derate Energy or RTD Derate
Energy, MSS Load Following Energy, Ramping Energy Deviation and Regulating Energy, with the

relevant Energy Bid prices, the Default Energy Bid price, or the Locational Marginal Price, if any, as
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further described in Section 11.17, for each Dispatch Interval in the Settlement Interval. For Settlement
Intervals for which the Bid Cost Recovery Eligible Resource is ramping up to or down from a rerated
Minimum Load that was increased pursuant to Section 9.3.3 for the Real-Time Market, the RTM Energy
incurred by the ramping will be classified as FMM Derate Energy or RTD Derate Energy and will not be
included in Bid Cost Recovery. For a Bid Cost Recovery Eligible Resource that is ramping up to or down
from an Exceptional Dispatch, the relevant Energy Bid Cost related to the Energy caused by ramping will
be settled on the same basis as the Energy Bid used in the Settlement of the Exceptional Dispatch that
led to the ramping. The RTM Energy Bid Cost for a Bid Cost Recovery Eligible Resource, including
Participating Loads and Proxy Demand Response Resources, for a Settlement Interval is subject to the
Real-Time Performance Metric as described in Section 11.8.4.4 and the Persistent Deviation Metric as
described in Section 11.17. Any Uninstructed Imbalance Energy in excess of FMM Instructed Imbalance
Energy and RTD Instructed Imbalance Energy is also not eligible for Bid Cost Recovery. For a Multi-
Stage Generating Resource the CAISO will determine the RTM Energy Bid Cost based on the Generating
Unit level. For RMR Resources, the CAISO will determine the RTM Energy Bid Cost based on the
relevant Energy Bid adjusted to remove Opportunity Costs.

11.8.4.1.6 RTM AS Bid Cost

For each Settlement Interval, the Real-Time Market AS Bid Cost shall be the product of the average Real-
Time Market AS Award from each accepted AS Bid submitted in the Settlement Interval for the Real-Time
Market, reduced by any relevant tier-1 No Pay capacity in that Settlement Interval (but not below zero),
with the relevant AS Bid price. The average Real-Time Market AS Award for a given AS in a Settlement
Interval is the sum of the 15-minute Real-Time Market AS Awards in that Settlement Interval, each
divided by the number of 15-minute Commitment Intervals in a Trading Hour and prorated to the duration
of the Settlement Interval (10/15 if the Real-Time Market AS Award spans the entire Settlement Interval,
or 5/15 if the Real-Time Market AS Award spans half the Settlement Interval). For a Multi-Stage
Generating Resource the CAISO will determine the RTM AS Bid Cost based on the Generating Unit level.
The Real-Time Market AS Bid Cost shall also include Mileage Bid Costs. For each Settlement Interval,
the Real-Time Mileage Bid Cost shall be the product of Instructed Mileage associated with a Real-Time

Regulation capacity award, as adjusted for accuracy consistent with Section 11.10.1.7, and the relevant
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Mileage Bid price divided by the number of Settlement Intervals for the Real-Time Market in a Trading
Hour. The CAISO will determine and calculate the Real Time Market Mileage Bid Cost for a Multi-Stage
Generating Resource at the Generating Unit level. For an RMR Resource, the RTM AS Bid Cost shall be

Zero.

* k k k k%

11.10.1.4 Voltage Support

The total payments for each Scheduling Coordinator for Voltage Support in any Settlement Period shall
be the sum of commitment costs, FMM Instructed Imbalance Energy or RTD Instructed Imbalance Energy
Settlement as a result of Exceptional Dispatch pursuant to CAISO Tariff Section 11.5.6 and any
opportunity costs, if any, due to an Exceptional Dispatch that limits Energy output to enable reactive
energy production. The opportunity cost shall be calculated based on the product of the Energy amount
that would have cleared the market at the price of the FMM or RTD LMP minus the higher of the Energy
Bid price or the Default Energy Bid price. The Opportunity Cost for an RMR Resource shall be calculated
based on the product of the Energy amount that would have cleared the market and the price of the FMM
or RTD LMP minus the higher of the Energy Bid price adjusted to remove Opportunity Costs or the
Default Energy Bid price adjusted to remove Opportunity Costs.

If applicable, Scheduling Coordinators shall also receive any payments under any long-term contracts
due for the Settlement Period. FMM Exceptional Dispatches or RTD Exceptional Dispatches for
incremental or decremental Energy needed for Voltage Support procured through Exceptional Dispatch
pursuant to Section 34.11.2 will be paid and settled in accordance with Section 11.5.6. RMR Resources
and Condition 2 Legacy RMR Units providing Voltage Support are not eligible for an Opportunity Cost

pursuant to this Section 11.10.1.4.

* k k k k%
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11.13 Settlements of RMR Charges and Payments

This section applies to RMR Resources, which are resources subject to an RMR Contract entered into
after September 1, 2018. For Legacy RMR Units, refer to Appendix H.

11.13.1 Daily RMR Settlement

The Daily RMR Settlement for each RMR Resource will include the Daily RMR Capacity Payment plus
the Daily Variable Cost Payment plus the Daily Additional Cost Settlement minus the Daily RMR Excess
Revenues minus the Daily RMR Exceptional Dispatch Revenues.

11.13.2 Daily RMR Capacity Payment

The Daily RMR Capacity Payment consists of the Daily Availability Payment plus the Daily Surcharge
Payment from Schedule B of the applicable RMR Contract.

11.13.3 Daily Variable Cost Payment

For each Trading Day, the CAISO shall calculate IFM Bid Cost Recovery Amount described in Section
11.8.2 and RTM Bid Cost Recovery Amount described in Section 11.8.4 for each RMR Resource while
adjusting to remove Major Maintenance Cost and Opportunity Cost adders, calculated pursuant to
Section 30.4.1.1.6, including any if the limits used to calculate the Opportunity Cost are established
pursuant to Article 6 of the RMR Contract. The RMR Resource shall receive any Unrecovered Bid Cost
Uplift Payment(s) as described in Section 11.8.5. The Daily Variable Cost Uplift Settlement is the sum of
the IFM Unrecovered Bid Cost Uplift Payment as described in Section 11.8.5.1 and the RUC and RTM
Unrecovered Bid Cost Uplift Payment as described in Section 11.8.5.2.

11.13.4 Daily Additional Cost Settlement

For each Trading Day, the CAISO will calculate any additional Costs associated with an RMR Resource
responding to a CAISO-issued Exceptional Dispatch pursuant to Section 34.11 to calculate the Daily
Additional Cost Settlement.

11.13.5 Daily RMR Excess Revenues

For each Trading Day, the CAISO will calculate the Daily RMR Excess Revenues as the total CAISO daily
sum of IFM excess payment, RC excess payment, and RTM excess payment. The RMR Resource will
have its RMR Capacity Payment reduced by the IFM excess payment, it the net of all IFM Bid Cost

Shortfalls and IFM Bid Cost Surpluses calculated pursuant to Section 11.8.2 over a Trading Day is

25



negative. The RMR Resource will have its RMR Capacity Payment reduced by the RUC excess
payment, if the net of all RUC Bid Cost Shortfalls and RUC Bid Cost Surpluses calculated pursuant to
Section 11.8.3 over a Trading Day is negative. The RMR Resource will have its RMR Capacity Payment
reduced by the RTM excess payment, if the net of all RTM Bid Cost Shortfalls and RTM Bid Cost
Surpluses calculated pursuant to Section 11.8.4 over a Trading Day is negative.

11.13.6 Daily RMR Exceptional Dispatch Excess Revenues

Daily Exceptional Dispatch excess payment is the total CAISO daily sum of Settlement Interval
Exceptional Dispatch surplus payments. For each Settlement Interval, the Exceptional Dispatch surplus
payment is the net of Settlement Bid Cost Amounts for FMM Instructed Imbalance Energy and RTD
Instructed Imbalance Energy from Exceptional Dispatch and FMM IIE Settlement Amounts and RTD
Instructed Imbalance Energy from Exceptional Dispatch pursuant to Section 11.5.6, where Exceptional
Dispatch Settlement amounts for exceeds Exceptional Dispatch Bid Cost Settlement amounts. Bid Cost
Settlement amounts for FMM Instructed Imbalance Energy and RTD Instructed Imbalance Energy from
Exceptional Dispatch is calculated as the products of the relevant FMM Instructed Imbalance Energy or
RTD Instructed Imbalance Energy quantity for the Settlement Interval and the relevant Bid Cost
Settlement price. The Exceptional Dispatch Bid Cost Settlement price for incremental FMM Instructed
Imbalance Energy or RTD Instructed Imbalance Energy for this type of Exceptional Dispatch is the
maximum of; (a) the Energy Bid price adjusted to remove Opportunity Costs; and (b) the Default Energy
Bid price adjusted to remove Opportunity Costs. The Exceptional Dispatch Bid Cost Settlement price for
incremental FMM Instructed Imbalance Energy or RTD Instructed Imbalance Energy for this type of
Exceptional Dispatch is the maximum of: (a) the Energy Bid price adjusted to remove Opportunity Costs;
and (b) the Default Energy Bid price adjusted to remove Opportunity Costs.

11.13.7 Daily RMR Cost Allocation

The CAISO shall allocate amounts paid to RMR Resources through the Daily RMR Settlement to
Scheduling Coordinators representing Load-Serving Entities that serve load in the TAC Area(s) in which
the need for the RMR Contract arose. These amounts paid will be allocated to each such Scheduling
Coordinator based on the pro-rated share of each Load-Serving Entity’s TAC Area Metered Demand total

TAC Area metered Demand recorded in the CAISO settlement system for actual days of any settlement
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month period for which the RMR Contract was in effect.
11.13.8 [Not Used]
11.13.9 [Not Used]

11.13.10 [Not Used]

* k k k k%

11.18.6 Submission of Cost Invoices by RMR Owner

Scheduling Coordinators on behalf of RMR Resources that incur costs during a CAISO Commitment
Period that are not recoverable pursuant to the CAISO Daily RMR Settlement but are recoverable under
the applicable RMR Contract may submit to the CAISO an invoice pursuant to Schedule C of the RMR
Contract in the form specified on the CAISO Website with appropriate documentation. The CAISO will
review and any amounts accepted will be paid by the CAISO on the next practicable Invoice and

allocated pursuant to Section 11.13.5.

* k kk k%

11.29.24.1 Preparation
In September of each year, the CAISO will prepare a draft CAISO Payments Calendar for the following
calendar year showing for each Trading Day:
(a) The date by which Scheduling Coordinators are required to provide Actual Settlement
Quality Meter Data or Scheduling Coordinator Estimated Settlement Quality Meter Data
for all their Scheduling Coordinator Metered Entities for each Settlement Period in the
Trading Day;
(b) The date on which the CAISO will issue Initial Settlement Statements T+3B and Invoices
and Payment Advices to Scheduling Coordinators or CRR Holders, Black Start
Generators and Participating TOs for that Trading Day;

(c) The date on which the CAISO will issue the Recalculation Settlement Statements T+12B;

27



T+55B, T+9M, T+18M, T+33M, and T+36M, and Invoices and Payment Advices to
Scheduling Coordinators, CRR Holders, Black Start Generators and Participating TOs for
that Trading Day;

(d) The dates by which Scheduling Coordinators, CRR Holders, Black Start Generators and
Participating TOs are required to notify the CAISO of any disputes in relation to their
Recalculation Settlement Statements T+12B, T+55B, T+9M, T+18M and T+33M.

(e) The date and time by which CAISO Debtors are required to have made payments into the
CAISO Clearing Account in payment of Invoices for that Trading Day;

(f) The dates and times on which the CAISO Clearing Account will remit payments to the
CAISO Creditors of amounts owing to them for that Trading Day; and

(9) In relation to RMR Charges and RMR compensation, the details are set out in Sections

11.13 and 41 and Appendix H for Legacy RMR Units.

* k k k k%

12.7 [Not Used]

* k k k k%

30.5.2.5 Supply Bids for Metered Subsystems

Consistent with the bidding rules specified in this Section 30.5, Scheduling Coordinators that represent
MSS Operators may submit Bids for Energy and Ancillary Services, including Self-Schedules and
Submissions to Self-Provide an Ancillary Service, to the DAM. All Bids to supply Energy by MSS
Operators must identify each Generating Unit on an individual unit basis. The CAISO will not accept
aggregated Generation Bids without complying with the requirements of Section 4.9.12 of the CAISO
Tariff. All Scheduling Coordinators that represent MSS Operators must submit Demand Bids at the
relevant MSS LAP. Scheduling Coordinators that represent MSS Operators must comply with Section 4.9

of the CAISO Tariff. Scheduling Coordinators that represent MSS Operators that have opted out of RUC
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participation pursuant to Section 31.5 must Self-Schedule one hundred percent (100%) of the Demand
Forecast for the MSS. For an MSS that elects Load following, the MSS Operator shall also self-schedule
or bid Supply to match the Demand Forecast. All Bids for MSSs must be identify each Generating Unit
on an individual unit basis or a System Unit. For an MSS that elects Load following consistent with
Section 4.9.13.2, the Scheduling Coordinator for the MSS Operator must include the following additional
information with its Bids: the Generating Unit(s) that are Load following; the range of the Generating
Unit(s) being reserved for Load following; whether the quantity of Load following capacity is either up or
down; and, if there are multiple Generating Units in the MSS, the priority list or distribution factors among
the Generating Units. The CAISO will not dispatch the resource within the range declared as Load
following capacity, leaving that capacity entirely available for the MSS to dispatch. The CAISO uses this
information in the IFM runs and the RUC to simulate MSS Load following. The Scheduling Coordinator
for the MSS Operator may change these characteristics through the Bid submission process in the RTM.
If the Load following resource is also an RMR Unit, the MSS Operator must not specify the RMR Contract
Capacity specified in the RMR Contract as Load following up or down capacity to allow the CAISO to

access such capacity for RMR Dispatch.

* k k k k%

31.2 Day-Ahead MPM Process

After the Market Close of the DAM, and after the CAISO has validated the Bids pursuant to Section 30.7,
the CAISO will perform the MPM process, which is a single market run that occurs prior to the IFM Market
Clearing run. The Day-Ahead MPM process determines which Bids need to be mitigated to the
applicable Default Energy Bids in the IFM pursuant to Section 31.2.3. For Maximum Net Dependable
Capacity of Legacy RMR Units, Bids will be mitigated to the RMR Proxy Bids pursuant to Section 31.2.3.
The Day-Ahead MPM process optimizes resources to meet Demand reflected in Demand Bids, including
Export Bids and Virtual Demand Bids, and to procure one hundred (100) percent of Ancillary Services
requirements based on Supply Bids submitted to the DAM. Virtual Bids and Bids from Demand

Response Resources, Participating Load, and Non-Generator Resources are considered in the MPM
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process, but are not subject to Bid mitigation. Bids from Participating Load resources that are not subject
to Bid mitigation will also be considered in the MPM process. Bids from resources comprised of multiple
technologies that include Non-Generator Resources will remain to be subject to all applicable market
power mitigation under the CAISO Tariff, including Local Market Power Mitigation. The mitigated or
unmitigated Bids and RMR Proxy Bids identified in the MPM process for all resources that cleared in the
MPM are then passed to the IFM. The CAISO performs the MPM process for the DAM for the twenty-four

(24) hours of the targeted Trading Day.

* k k k k%

31.2.2 [Not Used]

* % k k k%

31.2.3 Bid Mitigation If the non-competitive Congestion component of an LMP calculated in an MPM
process is greater than zero (0), then any resource at that Location that is dispatched in that MPM
process is subject to Local Market Power Mitigation. Bids on behalf of any such resource, to the extent
that they exceed the Competitive LMP at the resource’s Location, will be mitigated to the higher of the
resource’s Default Energy Bid (or RMR Proxy Bid for Legacy RMR Units), as specified in Section 39, or
the Competitive LMP at the resource’s Location. To the extent a Multi-Stage Generating Resource is
dispatched in the MPM process and the non-competitive Congestion component of the LMP calculated at
the Multi-Stage Generating Resource’s Location is greater than zero, for purposes of mitigation, all the
MSG Configurations will be mitigated similarly and the CAISO will evaluate all submitted Energy Bids for
all MSG Configurations based on the relevant Default Energy Bids for the applicable MSG Configuration.
The CAISO will calculate the Default Energy Bids for Multi-Stage Generating Resources by submitted
MSG Configuration. Any market Bids equal to or less than the Competitive LMP will be retained in the

IFM.
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31.3.1.4 Eligibility to Set the Day-Ahead LMP

All Generating Units, Participating Loads, non-Participating Loads, Proxy Demand Resources, Reliability
Demand Response Resources, System Resources, System Units, or Constrained Output Generators
subject to the provisions in Section 27.7, with Bids, including Generated Bids, that are unconstrained due
to Ramp Rates, MSG Transitions, Forbidden Operating Regions, or other temporal constraints are eligible
to set the LMP, provided that (a) the Schedule for the Generating Unit or Resource-Specific System
Resource is between its Minimum Operating Limit and the highest MW value in its Economic Bid or
Generated Bid, or (b) the Schedule for the Participating Load, non-Participating Load, Proxy Demand
Resources, Reliability Demand Response Resources, non-Resource-Specific System Resource, or
System Unit is between zero (0) MW and the highest MW value in its Economic Bid or Generated Bid. If
(a) a resource’s Schedule is constrained by its Minimum Operating Limit or the highest MW value in its
Economic Bid or Generated Bid, (b) the CAISO enforces a resource-specific constraint on the resource
due to a Legacy RMR Dispatch of a Legacy RMR Unit or Exceptional Dispatch, (c) the resource is
constrained by a boundary of a Forbidden Operating Region or is Ramping through a Forbidden
Operating Region, or (d) the resource’s full Ramping capability is constraining its inter-hour change in
Schedule, the resource cannot be marginal and thus is not eligible to set the LMP. Resources identified
as MSS Load following resources are not eligible to set the LMP. A Constrained Output Generator will be

eligible to set the hourly LMP if any portion of its Energy is necessary to serve Demand.

* k k k k%

31.5.1 RUC Participation

31.5.1.1 Capacity Eligible for RUC Participation

RUC participation is voluntary for capacity that has not been designated as Resource Adequacy
Capacity. Scheduling Coordinators may make such capacity available for participation in RUC by

submitting a RUC Auvailability Bid, provided the Scheduling Coordinator has also submitted an Energy Bid
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(other than a Virtual Bid) for such capacity into the IFM. Virtual Bids are not eligible to participate in RUC.
Capacity from Non-Dynamic System Resources that has not been designated Resource Adequacy
Capacity is not eligible to participate in RUC. Capacity from resources including System Resources that
has been designated as qualified Resource Adequacy Capacity must participate in RUC. RUC
participation is required for Resource Adequacy Capacity to the extent that Resource Adequacy Capacity
is not committed following the IFM. System Resources eligible to participate in RUC will be considered
on an hourly basis; that is, RUC will not observe any multi-hour block constraints. In RUC the CAISO
may commit a Multi-Stage Generating Resource with a Resource Adequacy must-offer obligation at any
MSG Configuration with capacity equal to or greater than the MSG Configuration committed in the
Integrated Forward Market. RUC will observe the Energy Limits that may have been submitted in
conjunction with Energy Bids to the IFM. Legacy RMR Unit capacity will be considered in RUC in
accordance with Section 31.5.1.3. MSS resources may participate in RUC in accordance with Section
31.5.2.3. COG resources are accounted for in RUC, but may not submit or be paid RUC Availability
Payments. The ELS Resources committed through the ELC Process conducted two days before the day
the RUC process is conducted for the next Trading Day as described in Section 31.7 are binding.
31.5.1.2 RUC Availability Bids

Scheduling Coordinators may only submit RUC Availability Bids for capacity (above the Minimum Load as
registered in the Master File) for which they are also submitting an Energy Bid (other than a Virtual Bid) to
participate in the IFM. Any available Resource Adequacy Capacity, RMR Capacity, and CPM Capacity
will be optimized at $0/MW in RUC. For Multi-Stage Generating Resources that fail to submit a $0/MW
per hour for the Resource Adequacy Capacity, the CAISO will insert the $0/MW per hour for the
resource’s Resource Adequacy Capacity at the MSG Configuration level up to the minimum of the
Resource Adequacy Capacity or the PMax of the MSG Configuration. Scheduling Coordinators may
submit non-zero RUC Availability Bids for the portion of a resource’s capacity that is not Resource
Adequacy Capacity or CPM Capacity.

31.5.1.3 Legacy RMR Treatment

If a Legacy RMR Unit is determined to have a generation requirement for any Trading Hour of the next

day, either by the MPM process or by the CAISO through a Manual RMR Dispatch, and if any portion of
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the generation requirement has not been cleared in the IFM, the entire portion of the generation
requirement will be represented as a Legacy RMR Generation Self-Schedule in the RUC.

31514 Eligibility to Set the RUC Price

All resources that are eligible for RUC participation as described in Section 31.5.1.1 with RUC Bids that
are unconstrained due to Ramp Rates or other temporal constraints, including MSG Transitions, are
eligible to set the RUC Price, provided that (a) the RUC Schedule for the Generating Unit or Resource-
Specific System Resource is between its Minimum Operating Limit and the highest MW value in its
Economic Bid or Generated Bid, or (b) the Schedule for the eligible resource other than a Generating Unit
or Resource-Specific System Resource is between zero (0) MW and the highest MW value in its
Economic Bid or Generated Bid. If (a) a resource’s Schedule is constrained by its Minimum Operating
Limit or the highest MW value in its Economic Bid or Generated Bid, (b) the CAISO enforces a resource-
specific constraint on the resource due to an RMR Dispatch Notice or Exceptional Dispatch or (c) the
resource’s full Ramping capability is constraining its inter-hour change in Schedule, the resource cannot
be marginal and thus is not eligible to set the RUC Price. Resources identified as MSS Load following

resources are not eligible to set the RUC Price.
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31.5.6 Eligibility for RUC Compensation

All RUC Capacity is eligible for the RUC Availability Payment except for: (i) RMR Capacity from RMR
Resources; (ii) Resource Adequacy Capacity; and (iii) RUC Capacity that corresponds to the resource’s
Minimum Load, which is compensated through the Bid Cost Recovery as described in Section 11.8.
Resources not committed in the IFM that are committed in RUC, including Condition 1 Legacy RMR Units
that were not designated for Legacy RMR Dispatches and Resource Adequacy Resources, are also
eligible for RUC Cost Compensation, which includes Start-Up, Transition Costs, and Minimum Load Cost
compensation, and Bid Cost Recovery, subject to the resource actually following its Dispatch Instructions

as verified by the CAISO pursuant to procedures set forth in the Business Practice Manuals.
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34.1.5.2 Fifteen Minute Market MPM

The MPM process for the first fifteen-minute (15) interval for a Trading Hour starts with the unmitigated
Bid set as validated pursuant to Section 30.7 and Section 34.1.4. The MPM process produces results for
each fifteen (15) minute interval of the Trading Hour and thus may produce up to four mitigated Bids for
any given resource for the Trading Hour. The determination as to whether a Bid is mitigated is made
based on the non-competitive Congestion component of each LMP for each fifteen (15) minute interval of
the applicable Trading Hour, using the methodology set forth in Section 31.2.3 above. If a Bid is
mitigated in the MPM process for the first fifteen (15) minute interval for a Trading Hour, the mitigated Bid
will be utilized for all market applications for that first fifteen (15) minute interval. If a Bid is not mitigated
in the first fifteen (15) minute interval, the CAISO will still mitigate that Bid in subsequent fifteen (15)
minute intervals of the Trading Hour if the MPM runs for the subsequent intervals determine that
mitigation is needed. For each Trading Hour, any Bid mitigated in a prior fifteen (15) minute interval of
that Trading Hour will continue to be mitigated in subsequent intervals of that Trading Hour and may be
further mitigated as determined in the MPM runs for any subsequent fifteen (15) minute interval.

34.1.5.3 Hour-Ahead Scheduling Process MPM

For HASP mitigation, a single mitigated Bid for the entire Trading Hour is calculated using the minimum
Bid price of the four mitigated Bid curves at each Bid quantity level. For Legacy RMR Units, RMR Proxy
Bids resulting from the MPM process will be utilized in all RTM optimization processes for each Trading
Hour.

34.1.54 Real-Time Dispatch MPM

The RTD MPM process produces results for each five (5) minute interval of a Trading Hour. The
determination as to whether a Bid is mitigated is made based on the non-competitive Congestion
component of each LMP for each five (5) minute interval, using the methodology set forth in Section
31.2.3 above. The input Bids to the MPM for the first of the three (3) RTD runs corresponding to a
particular RTUC interval are the final Bids as mitigated pursuant to Section 34.1.5.2 for the RTD intervals

corresponding to the applicable financially binding Fifteen Minute Market run. If a Bid is mitigated in the
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MPM process for the first five (5) minute interval for an applicable fifteen-minute (15) RTUC interval, the
mitigated Bid will be utilized for all the corresponding RTD intervals in that fifteen-minute (15) RTUC
interval. If a Bid is not mitigated in the first five (5) minute interval, the CAISO will still mitigate that Bid in
subsequent five (5) minute intervals of the applicable RTUC interval if the MPM runs for the subsequent
intervals determine that mitigation is needed. For each fifteen-minute (15) RTUC interval, a bid that is
mitigated is maintained through the rest of the RTD intervals corresponding to the same RTUC interval as
the original mitigated RTD interval. The input Bids to the RTD MPM process for the second of the three
(3) RTD intervals corresponding to the RTUC interval will be the final mitigated bids used in the first RTD
intervals. The input bids to the RTD MPM mitigation process for the third of the three RTD interval
corresponding to the particular RTUC interval will be the final mitigated Bids used in the second RTD
interval.

34.1.5.5 Reliability Must Run Resources

For a Condition 1 Legacy RMR Unit, the use of RMR Proxy Bids is determined based on the non-
competitive Congestion component of each LMP for each fifteen (15) minute interval of the applicable
Trading Hour, using the methodology set forth in Section 31.2.3 above. If a Condition 2 Legacy RMR Unit
is issued a Manual RMR Dispatch by the CAISO, then RMR Proxy Bids for all of the unit's Maximum Net
Dependable Capacity will be considered in the MPM process. For both Condition 1 and Condition 2
Legacy RMR Units, when mitigation is triggered, a RMR Proxy Bid is calculated using the same
methodology described above for non-RMR Units. For a Condition 1 Legacy RMR Unit that has
submitted Bids and has not been issued a Manual RMR Dispatch, to the extent that the non-competitive
Congestion component of an LMP calculated in the MPM process is greater than zero, and that MPM
process dispatches a Condition 1 Legacy RMR Unit at a level such that some portion of its market Bid
exceeds the Competitive LMP at the Legacy RMR Unit’s Location, the resource will be flagged as an
RMR Dispatch if it is dispatched pursuant to a Legacy RMR Contract at a level higher than the dispatch
level determined by the Competitive LMP. Both Condition 1 and Condition 2 Legacy RMR Units may be
issued manual RMR Dispatches at any time to address local reliability needs or to resolve non-

competitive constraints.
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34.10 Dispatch of Energy from Ancillary Services

The CAISO may issue Dispatch Instructions to Participating Generators, Participating Loads, Proxy
Demand Resources, (via communication with the Scheduling Coordinators of Demand Response
Providers) System Units and System Resources contracted to provide Ancillary Services (either procured
through the CAISO Markets, Self-Provided by Scheduling Coordinators, or through Exceptional Dispatch
or dispatched in accordance with a Legacy RMR Contract) for the Supply of Energy. During normal
operating conditions, the CAISO may Dispatch those Participating Generators, Participating Loads, Proxy
Demand Resources, System Units and System Resources that have contracted to provide Spinning and
Non-Spinning Reserve, except for those reserves designated as Contingency Only, in conjunction with
the normal Dispatch of Energy. Contingency Only reserves are Operating Reserve capacity that have
been designated, either by the Scheduling Coordinator or the CAISO, as available to supply Energy in the
Real-Time only in the event of the occurrence of an unplanned Outage, a Contingency or an imminent or
actual System Emergency. During normal operating conditions, the CAISO may also elect to designate
any reserve not previously identified as Contingency Only by Scheduling Coordinator as Contingency
Only reserves. In the event of an unplanned Outage, a Contingency or a threatened or actual System
Emergency, the CAISO may dispatch Contingency Only reserves. If Contingency Only reserves are
dispatched through the RTCD, which as described in Section 34.5.2 only Dispatches in the event of a
Contingency, such Dispatch and pricing will be based on the original Energy Bids. If Contingency Only
reserves are dispatched in response to a System Emergency that has occurred because the CAISO has
run out of Economic Bids when no Contingency event has occurred, the RTED will Dispatch such
Contingency Only reserves using maximum Bid prices as provided in Section 39.6.1 as the Energy Bids
for such reserves and will set prices accordingly. If a Participating Generator, Participating Load, System
Unit or System Resource that is supplying Operating Reserve is dispatched to provide Energy, the
CAISO shall replace the Operating Reserve as necessary to maintain NERC and WECC reliability
standards, including any requirements of the NRC. If the CAISO uses Operating Reserve to meet Real-

Time Energy requirements, and if the CAISO needs Operating Reserves to satisfy NERC and WECC
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reliability standards, including any requirements of the NRC, the CAISO shall restore the Operating
Reserves to the extent necessary to meet NERC and WECC reliability standards, including any
requirements of the NRC through either the procurement of additional Operating Reserve in the RTM or
the Dispatch of other Energy Bids in SCED to allow the resources that were providing Energy from the
Operating Reserve to return to their Dispatch Operating Target. The Energy Bid Curve is not used by the
AGC system when Dispatching Energy from Regulation. For Regulation Up capacity, the upper portion of
the resource capacity from its Regulation Limit is allocated to Regulation regardless of its Energy Bid
Curve. For a resource providing Regulation Up or Operating Reserves the remaining Energy Bid Curve
shall be allocated to any RTM AS Awards in the following order from higher to lower capacity where
applicable: (a) Spinning Reserve; and (b) Non-Spinning Reserve. For resources providing Regulation Up,
the applicable upper Regulation Limit shall be used as the basis of allocation if it is lower than the upper
portion of the Energy Bid Curve. The remaining portion of the Energy Bid Curve, if there is any, shall
constitute a Bid for RTM Energy. For Regulation Down capacity, the lower portion of the resource

capacity from its applicable Regulation Limit is allocated to Regulation regardless of its Energy Bid Curve.
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34.11.1 System Reliability Exceptional Dispatches

The CAISO may issue a manual Exceptional Dispatch for Generating Units, System Units, Participating
Loads, Proxy Demand Resources, Reliability Demand Response Resources, Dynamic System
Resources, RMR Resources, and Condition 2 Legacy RMR Units pursuant to Section 41.9 in Appendix H,
in addition to or instead of resources with a Day-Ahead Schedule dispatched by RTM optimization
software during a System Emergency, or to prevent an imminent System Emergency or a situation that
threatens System Reliability and cannot be addressed by the RTM optimization and system modeling. To
the extent possible, the CAISO shall utilize available and effective Bids from resources before dispatching
resources without Bids. To deal with any threats to System Reliability, the CAISO may also issue a
manual Exceptional Dispatch in the Real-Time for Non-Dynamic System Resources that have not been or

would not be selected by the RTM for Dispatch, but for which the relevant Scheduling Coordinator has
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received a HASP Block Intertie Schedule.
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34.12.2 Decreasing Supply
The scheduling priorities as defined in the RTM optimization to meet the need for decreasing Supply as
reflected from higher to lower priority are as follows:
(a) Non-Participating Load increase;
(b) Reliability Must Run (RMR) Schedule (Day-Ahead manual pre-dispatch or Manual RMR
Dispatches or Dispatches that are flagged as RMR Dispatches following the MPM, for
Legacy RMR Units and Exceptional Dispatch for RMR Resources process);
(c) Transmission Ownership Right (TOR) Self-Schedule;
(d) Existing Rights (ETC) Self-Schedule;
(e) Regulatory Must-Run and Regulatory Must-Take (RMT) Self-Schedule;
(f) Participating Load increase;
(9) Day-Ahead Supply Schedule; and
(h) Self-Schedule Hourly Block
These dispatch priorities as defined in the RTM optimization may be superseded by operator actions and

procedures as necessary to ensure reliable operations.
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39.7.1.6 Default Energy Bids for RMR Resources

The Scheduling Coordinator for the RMR Resource must rank order its preferences between the Variable
Cost Option and the Negotiated Rate Option, which shall be the default rank order if no rank order is
specified by the Scheduling Coordinator. These preferences will be used to determine the Default Energy
Bids for the capacity for each RMR Resource. RMR Resources are not eligible to receive the ten percent

adder under the Variable Cost Option pursuant to Section 39.7.1.1 or the Bid Adder pursuant to Section
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39.8.
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39.8.1 Bid Adder Eligibility Criteria

To receive a Bid Adder, a Generating Unit must: (i) have a Mitigation Frequency that is greater than
eighty (80) percent in the previous twelve (12) months; and (ii) must not have a contract to be a Resource
Adequacy Resource for its entire Net Qualifying Capacity, or be designated under the CPM for its entire
Eligible Capacity, or be subject to an obligation to make capacity available under this CAISO Tariff. If a
Generating Unit is designated under the CPM for a portion of its Eligible Capacity, the provisions of this
section apply only to the portion of the capacity not designated. Scheduling Coordinators for Generating
Units seeking to receive Bid Adders must further agree to be subject to the Frequently Mitigated Unit
option for a Default Energy Bid. Run hours are those hours during which a Generating Unit has positive
metered output. After the first twelve (12) months from the effective date of this Section, the Mitigation
Frequency will be based entirely on a Generating Unit being mitigated under the MPM procedures in

Sections 31 and 33.
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40.9.2 Exemptions
(a) Capacity Exempt from RAAIM - All Provisions. The entire capacity of a resource in
any of the following categories is exempt from the RAAIM provisions in Section 40.9 —
(1) Resources with a PMax less than 1.0 MW;
(2) Non-specified resources that provide Resource Adequacy Capacity under
contracts for Energy delivered within the CAISO Balancing Authority Area;
(3) Participating Load that is also Pumping Load; and

(4) Legacy RMR Units.
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(b) Capacity Exempt from RAAIM - Local/System.
(1) The entire capacity of a resource in any of the following categories is exempt
from the RAAIM provisions in Section 40.9 applicable to local and system

Resource Adequacy Capacity —

(A) Variable Energy Resources; and
(B) Combined Heat and Power Resources.
(2) The capacity of a resource with a Load-following MSS as its Scheduling

Coordinator that is designated on a Load-following MSS’s monthly Resource

Adequacy Plan is exempt from the RAAIM provisions in Section 40.9 applicable

to local and system Resource Adequacy Capacity, to the extent that the

resource’s capacity is also designated as Resource Adequacy Capacity on the

monthly Supply Plan of that Load-following MSS or another Load-following MSS.

(3) Resources with Existing QF Contracts or Amended QF Contracts that are

Resource Adequacy Resources are exempt from the RAAIM provisions in

Section 40.9 applicable to local and system capacity —

(A) if the QF resource previously provided Resource Adequacy Capacity
pursuant to an Existing QF Contract that was executed prior to August
22, 2010 and remained in effect pursuant to California Public Utilities
Commission Decision 07-09-040 that extended the term of expiring
contracts until such time as the new contracts resulting from that
decision are available; or

(B) until the QF Resource’s Existing QF Contract or Amended QF Contract
terminates or if requested by the Scheduling Coordinator for the
resource, whichever is earlier.

(c) Capacity Exempt from RAAIM - Flexible Capacity.
(1) The capacity of Use-Limited Resources in a combination under Section
40.10.3.2(b), 40.10.3.3(b) or 40.10.3.4(b) is exempt from the RAAIM provisions in

Section 40.9 applicable to Flexible RA Capacity to the extent that the resources
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40.9.3.6.3

(a)

(b)

are committed to provide Flexible RA Capacity as a combination on their
respective monthly Supply Plans.

The Capacity of a resource with a Load-following MSS as its Scheduling
Coordinator that is designated on a Load-following MSS’s monthly Flexible RA
Plan is exempt from the RAAIM provisions in Section 40.10 applicable to Flexible
RA Capacity, to the extent that the resource’s capacity is also designated as
Flexible RA Capacity on the monthly Supply Plan of that Load-following MSS or

another Load-following MSS.
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General Provisions on Substitute Capacity

Substitution

(1

)

The Scheduling Coordinator for a Resource Adequacy Resource may provide RA
Substitute Capacity for its local and/or system Resource Adequacy Capacity or
Flexible RA Capacity on Outage. Certain types of Outages, as defined
elsewhere in Section 9 or Section 40, will not subject the Scheduling Coordinator
for a Resource Adequacy Resource to RAAIM if it declines to provide RA
Substitute Capacity.

If the Resource Adequacy Resource on Outage and the substituting resource do
not have the same Scheduling Coordinator, the Scheduling Coordinator for the
substituting resource must confirm and approve the proposed substitution in

accordance with the process set forth in the Business Practice Manual.

Availability

(1)
)

RA Substitute Capacity must be operationally available to the CAISO:
Capacity on, or scheduled to be on, a Forced Outage, Approved Maintenance
Outage, or de-rate, is not operationally available and shall not qualify to be RA

Substitute Capacity for the duration of the period that it is unavailable.
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(3) RMR Capacity, including Legacy RMR Capacity, CPM Capacity, and capacity
committed to be Resource Adequacy Capacity in a monthly Supply Plan shall not
qualify to be RA Substitute Capacity for the duration of that commitment.

(4) RA Substitute Capacity shall not qualify to be RMR Capacity, including Legacy
RMR Capacity, CPM Capacity, or Resource Adequacy Capacity in a monthly
Supply Plan, for the duration of the substitution.

(5) If a resource provides RA Substitute Capacity for multiple Resource Adequacy
Resources under Section 40.9.3.6.6, the same capacity committed as RA
Substitute Capacity for one Resource Adequacy Resource shall not qualify as
RA Substitute Capacity for a different Resource Adequacy Resource during the
same substitution period.

(6) RA Substitute Capacity will be treated as Resource Adequacy Capacity during
the period of substitution for purposes of a Forced Outage or de-rate allocation.

Timing of Substitution Request

(1 Day-Ahead Market. Requests for substitution for Forced Outages in the Day-
Ahead Market must be submitted in accordance with the timeline specified in the
Business Practice Manual and be approved by the CAISO to be included in the
Day-Ahead Market for the next Trading Day. Requests for substitution for
Forced Outages in the Day-Ahead Market submitted at or after the timeline
specified in the Business Practice Manual and that are approved by the CAISO
will be included in the Day-Ahead Market for the second Trading Day.

(2) Real-Time Market. Requests for substitution for Forced Outages in the Real-
Time Market must be submitted in accordance with the timeline in the Business

Practice Manual.

* k k k k%
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40.9.6 Non-Availability Charges and Availability Incentive Payments

(@)

(d)

(e)

Non-Availability Charges. A resource providing local and/or system Resource
Adequacy Capacity, Flexible RA Capacity, or CPM Capacity that is subject to the
availability assessment in accordance with Section 40.9.3 and whose monthly availability
calculation under Section 40.9.4 is below the lower bound of the monthly Availability
Standard of 94.5 percent will be subject to a Non-Availability Charge for the month.
Availability Incentive Payments. A resource providing local and/or system Resource
Adequacy Capacity, Flexible RA Capacity, or CPM Capacity that is subject to the
availability assessment under Section 40.9.3 and whose availability calculation under
Section 40.9.4 is above the upper bound of the monthly Availability Standard of 98.5
percent will be eligible for an Availability Incentive Payment for the month.

No Payment or Charge. A resource providing local and/or system Resource Adequacy
Capacity, Flexible RA Capacity, or CPM Capacity that is subject to the availability
assessment under Section 40.9.3 and whose monthly availability calculation under
Section 40.9.4 is equal to or between the lower bound of 94.5 percent and the upper
bound of 98.5 percent of the Availability Standard will not be assessed a Non-Availability
Charge nor paid an Availability Incentive Payment.

Advisory Period. During an advisory period of April 1, 2018 through May 31, 2018, the
CAISO will show the Non-Availability Charges and Availability Incentive Payments on
Settlement Statements but will not include those Non-Availability Charges and Availability
Incentive Payments on Invoices for financial settlement.

Separate Calculation of Payments and Charges for Flexible RA Capacity. The
CAISO will calculate separate Non-Availability Charges and Availability Incentive
Payments for Resource Adequacy Resources providing Flexible RA Capacity. For RMR
Resources, the Non-Availability Charge will be based on the RMR Contract capacity
costs. RMR Capacity is otherwise treated the same way as Resource Adequacy

Capacity.
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41, Procurement of RMR Resources

This section applies to RMR Resources, which are resources subject to an RMR Contract entered into
after September 1, 2018. For Legacy RMR Units, refer to Appendix H.

411 Procurement of Reliability Must-Run Resources by the CAISO

A Reliability Must-Run Contract is a contract entered into by the CAISO with a resource owner that
operates a Generating Unit or other resource giving the CAISO the right to call on the Generating Unit or
Resource to generate Energy, provide Ancillary Services, Black Start, Voltage Support or similar services
to maintain the reliability of the CAISO Controlled Grid.

41.2 Designation of Resources as Reliability Must-Run Resources

The CAISO will, subject to any existing power purchase contracts, have the right at any time based upon
CAISO Controlled Grid technical analyses and studies to designate a Generating Unit or other resource
as a Reliability Must-Run Resource. The CAISO will also have the right at any time based upon CAISO
Controlled Grid technical analyses and studies to designate a resource for Reliability Must-Run service
that is needed to provide Ancillary Services or other reliability services. A resource so designated shall
then be obligated to provide the CAISO with its proposed rates for Reliability Must-Run service for
negotiation with the CAISO. A pro forma Reliability Must-Run Contract applicable to resources that
receive RMR designations is attached as Appendix G. Such rates shall be authorized by FERC.

41.2.2 Processing Retirement/Mothball Notices

The CAISO will process retirement/mothball notices as follows:

(a) If the Generating Unit is not a Resource Adequacy Resource in the current Resource
Adequacy Compliance Year and is planning to retire or mothball its Generating Unit, the
owner may submit its written notice at any time during the year, and the CAISO will
inform the owner of the study results after it completes the study specified in Section
41.3. If the owner of a non-Resource Adequacy Resource desires an earlier
determination of need, it can submit its written notice to the CAISO before the 90-day

deadline specified in the Participating Generator Agreement for terminating the
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(b)

agreement or removing a resource from the agreement. Under Section 41.3 the CAISO
will study whether the Generating Unit is needed for reliability in the current Resource
Adequacy Compliance Year or by the end of the upcoming Resource Adequacy
Compliance Year. If the CAISO finds that a retiring Generating Unit is needed for
reliability in either of these timeframes, the CAISO will designate the Generating Unit as
RMR for the remainder of the current Resource Adequacy Compliance Year at the next
feasible CAISO Governing Board meeting, conditioned on the Generating Unit not being
procured as Resource Adequacy Capacity. If the CAISO finds a mothballing Generating
Unit is needed for reliability in the current Resource Adequacy Compliance Year, the
CAISO will grant the Generating Unit an RMR designation for the remainder of the
current Resource Adequacy Compliance Year at the next feasible CAISO Governing
Board meeting, conditioned on the Generating Unit not being procured as Resource
Adequacy Capacity.

If the Generating Unit is subject to any conditions to provide Resource Adequacy
Resource for the upcoming Resource Adequacy Compliance Year and the unit owner is
planning to retire or mothball its Generating Unit, the unit owner may submit a notice by
the deadline established in the applicable Business Practice Manual which will be in the
first quarter of the current Resource Adequacy Compliance Year. The CAISO will study
the Generating Unit and post the results of the reliability study to its website by the
deadline established in the applicable Business Practice Manual, which will be by the end
of the second quarter of the current Resource Adequacy Compliance Year. The CAISO
will allow an opportunity of no less than seven (7) days for stakeholders to review and
submit comments on the report and will allow Load-Serving Entities the opportunity to
procure capacity from the needed Generating Unit. Under Section 41.3, the CAISO will
study whether the Generating Unit is needed for reliability in the upcoming Resource
Adequacy Compliance Year and may study whether the Generating Unit is needed for
reliability by the end of the following Resource Adequacy Compliance Year. If the CAISO

finds that a retiring Generating Unit is needed for reliability in either the upcoming
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(c)

Resource Adequacy Compliance Year or by the end of the following Resource Adequacy
Compliance Year, the CAISO will grant the Generating Unit an RMR designation for the
upcoming Resource Adequacy Compliance Year at the next feasible CAISO Governing
Board meeting, conditioned on the Generating Unit not being shown on annual Resource
Adequacy showings for the upcoming Resource Adequacy Compliance Year. If the
CAISO finds a mothballing Generating Unit is needed for reliability in the upcoming
Resource Adequacy Compliance Year, the CAISO will grant the Generating Unit an RMR
designation for the upcoming Resource Adequacy Compliance Year at the next feasible
CAISO Governing Board meeting, conditioned on the Generating Unit not being shown
on annual Resource Adequacy showings for the upcoming Resource Adequacy
Compliance Year. For notices submitted pursuant to this Section 41.2.2, the CAISO will
not commence the RMR Contract negotiation process for any Generating Unit the CAISO
finds to be needed for reliability until September 1.

If the unit owner of a Resource Adequacy Resource provides notice after the deadline
specified in the applicable Business Practice Manual, the CAISO will inform the resource
of the study results 60 days prior to expiration of the Resource Adequacy contract or 90
days from the date of the notice, whichever is later.

If multiple Generating Units file the requisite notice with the CAISO and can meet the
reliability need identified by the CAISO, but the CAISO does not need all of the
Generating Units to meet the reliability need, the CAISO will ask each unit owner to
submit a proposed annual fixed requirement for its Generating Unit plus a total cost for
Planned Capital ltems pursuant to the rate schedules included in the pro forma RMR
Contract. If the Generating Unit that would receive an RMR Contract based on cost-
effectiveness criteria faces use limitations such that the unit, in the CAISO’s reasonable
discretion, poses the risk of being unavailable to fully meet the reliability need identified
by the CAISO, then the CAISO may at its reasonable discretion, and giving due regard
for meeting cost-effectiveness considerations, instead grant the designation to another

unit that fully meets the reliability need. In exercising this discretion, the CAISO will not
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unduly discriminative against units with use-limitations. If more than one Generating Unit
remain that can meet such criteria, then the CAISO will determine which Generating
Unit(s) receives an RMR designation by selecting the Generating Unit(s) with the lowest
combined proposed costs for RMR service including Planned Capital Items for the next
RMR Contract Year provided that if the total costs of two or more Generating Units are
within ten percent of each other, then the CAISO will grant the designation in its
discretion based on the following criteria: (1) relative effectiveness of the Generating
Units in meeting local and/or zonal constraints or other CAISO system needs; and (2)
relative operating characteristics of the Generating Units including dispatch ability, ramp
rate, and load following capability. A designated Generating Unit will not be able to
propose to FERC — and will not be compensated by the CAISO for any costs higher than
— its proposed annual fixed cost revenue requirement, plus any Planned Capital ltems
provided to the CAISO, respectively. The RMR Owner will still be allowed to recover any
costs for items not covered in its proposal, as permitted by the RMR Contract.

41.3 Reliability Studies and Determination of RMR Status

In addition to the Local Capacity Technical Study under 40.3.1, the CAISO may perform additional

technical studies, as necessary, to ensure compliance with Reliability Criteria. Although the CAISO may

base an RMR designation on the Local Capacity Technical Study, the CAISO does not use its RMR

authority to address Resource Adequacy deficiencies. The CAISO will then determine which resources it

requires to continue to be Reliability Must-Run Resources, which resources it no longer requires to be

Reliability Must-Run Resources and which Generating Units it requires to become the subject of a

Reliability Must-Run Contract which had not previously been so contracted to the CAISO. When making

this determination, the CAISO will be evaluating whether there are any more cost-effective options that

are available or may be made available to avoid the need for a Reliability Must-Run Contract.

41.4 [Not Used]

41.5 RMR Dispatch

41.5.1 Day-Ahead and RTM RMR Dispatch

RMR Resources will be subject to all of the availability, dispatch, testing, reporting, verification, and any
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other applicable requirements imposed under Section 40.6 or Section 40.10.6, as applicable to specific
types of Resource Adequacy Resources identified in Resource Adequacy Plans and Flexible RA Capacity
resources identified in Resource Flexible RA Capacity Plans. RMR Resources will meet the Day-Ahead
availability requirements specified in Section 40.6, the Real-Time availability requirements specified in
Section 40.6.2, and the Day-Ahead and Real-Time availability requirements specified under Section
40.10.6.1 for the highest Flexible Capacity Category for which the unit qualifies under Section 40.10.3.
Also in accordance with those requirements, RMR Resources that meet the definition of Short Start Units,
will be obligated to meet the availability requirements of Section 40.6.2, RMR Resources that meet the
definition of Long Start Units will have the rights and obligations specified in Section 40.6.2. If the CAISO
has not received an Economic Bid or Self-Schedule for capacity from an RMR Resource, the CAISO will
utilize a Generated Bid in accordance with the procedures specified in Section 40.6.8. In addition to
Energy Bids, RMR Resources will submit Ancillary Services Bids for the capacity to the extent the
resource is certified to provide Ancillary Service.

41.5.2 RMR Payments

RMR Resources will be paid in accordance with the RMR Contract and Sections 11.13 and 11.18.6.
41.5.3 Provisions of Ancillary Services and other Reliability Services

The CAISO may call upon RMR Resources for Ancillary Services or any other reliability service that the
RMR Resource is contracted to provide in any amounts and at any time that the CAISO has determined
is necessary.

41.6 [Not Used]

41.6.1 [Not Used]

41.6.2 [Not Used]

41.6.3 [Not Used]

41.6.4 [Not Used]

41.6.5 [Not Used]

41.6.6 [Not Used]
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41.7 Non-Availability Charges and Availability Incentive Payments

The provisions of Section 40.9 applicable to resources providing Resource Adequacy Capacity and
Flexible RA Capacity also apply to RMR Resources. RMR Resources will face a resource-specific
Resource Adequacy Availability Incentive Mechanism price under Section 40.9.6. The resource-specific
price will be the price that the resources is being paid by the CAISO ($kW/month) under the RMR
Contract. Resource Adequacy Availability Incentive Mechanism payments to RMR Resources will be
capped at the general Resource Adequacy Availability Incentive Mechanism rate. RMR Resources can
provide RA Substitute Capacity based on the same rules applicable to Resource Adequacy Resources
under Section 40.9.

41.8 Allocating Resource Adequacy Credits for RMR Designations

The CAISO will provide Resource Adequacy credits to the Scheduling Coordinators of Load-Serving
Entities that serve load in the applicable TAC Area(s) in which the need for the RMR Contract arose equal
to the Load-Serving Entity’s pro rata share of the eligible net qualifying capacity of the RMR Resource,
which shall be based upon each Load-Serving Entity’s proportionate share of the Load-Serving Entity’s
applicable TAC Area Load at the time of the CAISO’s annual coincident Peak Demand set forth in the
annual Peak Demand Forecast for the next Resource Adequacy Compliance Year. The credited amount
will be broken down into monthly values.

41.9 Allocation of Reliability Must-Run Contract Costs

As specified in Section 11.13.5, the CAISO will allocate Reliability Must-Run costs not recovered through
market revenues to the Scheduling Coordinators for Load-Serving Entities that serve load in the TAC
Area(s) in which the need for the RMR Contract arose. These amounts paid will be allocated to each
Scheduling Coordinator based on the pro-rata share of each Load-Serving Entity’s TAC Area Metered
Demand to total metered Demand recorded in the CAISO settlement system for the actual days of any
settlement month period for which the RMR Contract was in effect.

41.9.1 [Not Used]

* k kk k%
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43A.2 Capacity Procurement Mechanism Designation
The CAISO shall have the authority to designate Eligible Capacity to provide CPM Capacity services

under the CPM to address the following circumstances, as discussed in greater detail in Section 43A:

1. Insufficient Local Capacity Area Resources in an annual or monthly Resource Adequacy Plan;

2. Collective deficiency in Local Capacity Area Resources;

3. Insufficient Resource Adequacy Resources in an LSE’s annual or monthly Resource Adequacy
Plan;

4. A CPM Significant Event;

5. A reliability or operational need for an Exceptional Dispatch CPM; and

6. A cumulative deficiency in the total Flexible RA Capacity included in the annual or monthly

Flexible RA Capacity Plans, or in a Flexible Capacity Category in the monthly Flexible RA

Capacity Plans.

43A.2.6 [Not Used]
43A.3.7 [Not Used]

43A.4 Selection Of Eligible Capacity Under The CPM through Competitive Solicitation Processes
(CSP) and General Eligibility Rules
In accordance with Good Utility Practice, the CAISO shall designate and compensate Eligible Capacity as

CPM Capacity based on the results of either the Annual CSP, the Monthly CSP, or the Intra-monthly

50



CSP.

The CAISO shall designate CPM Capacity through the Annual CSP to meet designations triggered under
sections 43A.2.1.1, 43A.2.2, or 43A.2.3 (if the failure is to demonstrate sufficient Resource Adequacy
capacity in an annual Resource Adequacy Plan), and 43A.2.7(a) (if the failure is to demonstrate sufficient
Flexible Resource Adequacy capacity in an annual Flexible Resource Adequacy Plan).

The CAISO shall designate CPM Capacity through the Monthly CSP to meet designations triggered under
sections 43A.2.1.2, 43A.2.3 (if the failure is to demonstrate sufficient Resource Adequacy capacity in a
monthly Resource Adequacy Plan), or 43A.2.7(b) (if the failure is to demonstrate sufficient Flexible
Resource Adequacy capacity in a monthly Flexible Resource Adequacy Plan).

The CAISO shall designate CPM Capacity through the Intra-monthly CSP to meet designations triggered

under sections 43A.2.4 or 43A.2.5.

* % k k%

43A.8.7 [Not Used]

* k k k%

43A.9 Crediting of CPM Capacity
The CAISO shall credit CPM designations to the resource adequacy obligations of Scheduling
Coordinators for Load Serving Entities as follows:

(a) To the extent the cost of CPM designation under Section 43A.2.1.1 is allocated to a
Scheduling Coordinator on behalf of a LSE under Section 43A.8.1, the CAISO shall
provide the Scheduling Coordinator on behalf of the LSE, for the term of the designation,
credit towards (1) the LSE’s Local Capacity Area Resource obligation under Section
40.3.2 in an amount equal to the LSE’s pro rata share of the CPM Capacity designated
under Section 43A.2.1.1 and (2) the LSE’s Demand and Reserve Margin requirements

determined under Section 40 in an amount equal to the LSE’s pro rata share of the CPM
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(c)

(e)

Capacity designated under Section 43A.2.1.1.

To the extent the cost of CAISO designation under Section 43A.2.2 is allocated to a
Scheduling Coordinator on behalf of a LSE under Section 43A.8.3, the CAISO shall
provide the Scheduling Coordinator on behalf of the LSE, for the term of the designation,
credit towards the LSE’s Demand and Reserve Margin requirements determined under
Section 40 in an amount equal to the LSE’s pro rata share of the CPM Capacity
designated under Section 43A.2.2.

To the extent the cost of CPM designation under Section 43A.2.3 is allocated to a
Scheduling Coordinator on behalf of a LSE under Section 43A.8.4, and the designation is
for greater than one month under Section 43A.3.4, the CAISO shall provide the
Scheduling Coordinator on behalf of the LSE, for the term of the designation, credit
towards the LSE’s Demand and Reserve Margin requirements determined under Section
40 in an amount equal to the LSE’s pro rata share of the CPM Capacity designated under
Section 43A.2.3.

The credit provided in this Section shall be used for determining the need for the
additional designation of CPM Capacity under Section 43A.2 and for allocation of CPM
costs under Section 43A.8.

For each Scheduling Coordinator that is provided credit pursuant to this Section, the
CAISO shall provide information, including the quantity of capacity procured in MW,
necessary to allow the CPUC, other Local Regulatory Authority, or federal agency with
jurisdiction over the LSE on whose behalf the credit was provided to determine whether
the LSE should receive credit toward its resource adequacy requirements adopted by
such agencies or authorities.

To the extent the cost of Flexible Capacity CPM designation under Section 43A.2.7 is
allocated to a Scheduling Coordinator for an LSE under Section 43A.8.8, and the
designation is for greater than one month under Section 43A.3.8, the CAISO shall
provide the Scheduling Coordinator on behalf of the LSE, for the term of the designation,

credit towards the LSE’s Flexible Capacity requirements determined under Section 40 in
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an amount equal to the LSE’s pro rata share of the Flexible Capacity CPM designated

under Section 43A.2.7.

* k k k%

Appendix A

Master Definition Supplement

- [Not Used]
- [Not Used]

- Competitive LMP

An LMP calculated in the MPM process minus the Congestion component relating to non-competitive
Transmission Constraints, as calculated in accordance with Section 31.2.3.

- Condition 1 Legacy RMR Unit

A resource operating pursuant to Condition 1 of its Legacy RMR Contract.

- Condition 2 Legacy RMR Unit

A resource operating pursuant to Condition 2 of its Legacy RMR Contract.

- Daily Additional Cost Settlement

Exceptional Dispatch revenues determination for RMR Resources as described in Section 11.13.4.

- Daily Availability Payment

A component of the Daily RMR Capacity Payment as described in Section 11.13.2 and Schedule B of the

applicable RMR Contract.

* %k k k%
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- Daily RMR Capacity Payment

Description of daily capacity payment for RMR Resources described in Section 11.13.2.

- Daily RMR Excess Revenues

The determination of the amount of Exceptional Dispatch revenues, if any, will be used to reduce the
RMR Capacity Payment as described in Section 11.13.5.

- Daily RMR Settlement

Description of daily settlement for RMR Resources as described in Section 11.13.1.

- Daily Surcharge Payment

A component of the Daily RMR Capacity Payment as described in Section 11.13.2 and Schedule B of the
applicable RMR Contract.

- Daily Variable Cost Payment

Description of the amount of variable costs recoverable by RMR Resources as described in Section
11.13.3.

* %k k k%

- [Not Used]

- Excess Cost Payments

The payments made by the CAISO for costs associated with Exceptional Dispatches for 1) emergency
conditions, to avoid Market Disruption and avoid an imminent System Emergency as provided in Section
11.5.6.1.1; 2) transmission-related modeling limitations as provided in Section 11.5.6.2.3; 3) Condition 2
Legacy RMR Units as provided in Section 11.5.6.3.2; and 4) emergency Energy as provided in Section
11.5.8.1.1.

* k k k%

- [Not Used]
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* % k k%

- [Not Used]

- Legacy Reliability Must-Run Contract (RMR Contract)

A Must-Run Service Agreement between the owner of a Legacy Reliability Must-Run Unit and the CAISO.
- Legacy Reliability Must-Run Unit (Legacy RMR Unit)

A Generating Unit of a Participating Generator which is the subject of a Legacy Reliability Must-Run
Contract.

- Legacy RMR Capacity

The MNDC reflected in Schedule A of a Legacy RMR Contract and maintained in the CAISO Master File.
- Legacy RMR Contract

A Reliability Must-Run Contract that a Generating Unit or other resource entered into before September
1, 2018.

- Legacy RMR Unit

Legacy Reliability Must-Run Unit

* % k k%

- [Not Used]

* %k k%

- Maximum Net Dependable Capacity (MNDC)

A term defined in and used in association with a Legacy RMR Contract.

* k k k%

- [Not Used]

* k k k%

- [Not Used]
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* % k k%

- [Not Used]

* k k k%

- [Not Used]

- Reliability Must-Run Contract (RMR Contract)

A Must-Run Service Agreement between the owner of a Reliability Must-Run Resource and the CAISO.
- Reliability Must-Run Resource (RMR Resource)

A Generating Unit or other resource under an RMR Contract entered into after September 1,2018.

* k k k%

-[Not Used]

* %k k k%

- [Not Used]

* k k k%

- [Not Used]
- RMR Capacity
The PMax value reflected in Schedule A of an RMR Contract and maintained in the CAISO Master File.

* % k k%

- [Not Used]

* %k k%

- [Not Used]

- RMR Dispatch

The quantity of Energy or Ancillary Services that is mandated by the CAISO to be delivered in a given
market for a resource by a Legacy RMR Unit under a Legacy RMR Contract or by an RMR Resource

under an RMR Contract.
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* % k k%

- RMR Dispatch Notice
Dispatch of an RMR Resource or a Legacy RMR Unit under the applicable RMR Contract or Legacy RMR
Contract.

* k k k%

- [Not Used]

* %k k k%

- [Not Used]

* k k k%

- [Not Used]

* k k k%

- [Not Used]

* %k k k%

- [Not Used]

* k k k%

- [Not Used]

- RMR Proxy Bid

For Condition 1 Legacy RMR Units, for Energy, an amount calculated based on the hourly variable costs
as defined in Schedule C of the applicable Legacy RMR Contract in the form of a monotonically
increasing function consistent with the bidding rules in Section 30. For Condition 2 Legacy RMR Units,
for Energy, the Energy Bid defined in Schedule M of the Legacy RMR Contract. For Condition 1 and 2
Legacy RMR Units, for Start-Up costs, the amount set forth in Schedule D of the applicable Legacy RMR
Contract; and for Minimum Load costs, an amount calculated based on unit specific performance
parameters as set for the applicable RMR Contract and the gas price calculated in accordance with
Schedule C of the applicable Legacy RMR Contract.

* k k k%

- [Not Used]
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* % k k%

- RMR Resource
A Generating Unit or other resource under an RMR Contract entered into after September 1, 2018.

* k k k%

- [Not Used]

* k k k%

Appendix H

LEGACY RELIABILITY MUST-RUN CONTRACT CAISO TARIFF PROVISIONS

Notwithstanding any other provisions of the CAISO Tariff, the following provisions apply to Legacy

Reliability Must-Run Contracts entered into by Reliability Must-Run Units prior to September 1, 2018.

11.13 Settlements and Billing of RMR Charges and Payments

11.13.1 Objectives

The objective of this Section 11.13 is to inform RMR Owners which are responsible for preparation of
Invoices, and Responsible Utilities, which are responsible for payment of Reliability Must-Run Charges
pursuant to Section 41.7, of the manner in which the RMR Charges referred to in Section 41.6 shall be
verified and settled and of the procedures regarding the billing, invoicing and payment of these RMR
Charges.

11.13.2 Accounts

11.13.21 Facility Trust Account

The CAISO shall establish a Facility Trust Account for each RMR Contract. Each Facility Trust Account
shall consist of two segregated commercial bank accounts: (1) an RMR Owner Facility Trust Account,
which will be held in trust for the RMR Owner, and (2) a Responsible Utility Facility Trust Account, which
will be held in trust for the Responsible Utility. RMR Charges paid by the Responsible Utility to the
CAISO in connection with the RMR Contract will be deposited into the RMR Owner Facility Trust Account

and RMR Payments from the CAISO to the RMR Owner will be withdrawn from such account, all in
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accordance with this Section 11.13, Section 41.6, and the RMR Contract. RMR Refunds received by the
CAISO from the RMR Owner in accordance with the RMR Contract will be deposited into the Responsible
Utility Facility Trust Account and such RMR Refunds will be withdrawn from such account and paid to the
Responsible Utility in accordance with this Section 11.13, Section 41.6, and the RMR Contract. The RMR
Owner Facility Trust Account and the Responsible Utility Facility Trust Account shall have no other funds
commingled in them at any time.
11.13.2.2 RMR Owner’s Settlement Accounts
Each RMR Owner shall establish and maintain at all times a Settlement Account at a commercial bank
located in the United States and reasonably acceptable to the CAISO which can effect money transfers
via Fedwire, and, at its option, may also establish and maintain a Settlement Account for transfers via
ACH, where payments to and from the Facility Trust Accounts shall be made in accordance with this
Section 11.13. Each RMR Owner shall notify the CAISO of its Settlement Account details upon entering
into its RMR Contract with the CAISO and may notify the CAISO from time to time of any changes by
giving at least fifteen (15) days notice before the new account becomes operational.
11.13.3 RMR Payments Calendar
The CAISO shall issue an RMR Payments Calendar for the purposes of this Section 11.13 which shall
contain those dates set forth in Section 9.1 (b) of the RMR Contract and the following information:
(a) the date on which RMR Owners are required to issue to the CAISO, with a copy to the
Responsible Utility, their Estimated RMR Invoice pursuant to their RMR Contract;
(b) the date on which the CAISO is required to initiate proposed adjustments to the
Estimated RMR Invoice to the Responsible Utility and to the RMR Owner;
(c) the date by which the RMR Owners are required to issue their Revised Estimated RMR
Invoice reflecting appropriate revisions to the original Estimated RMR Invoice agreed
upon by the Responsible Utility and the RMR Owner (In the event no revisions are
required, the RMR Owner shall submit an e-mail to the CAISO and Responsible Utility
stating there are no revisions and the Estimated RMR Invoice should be deemed as the
Revised Estimated RMR Invoice.);

(d) the date on which the CAISO is required to issue to the Responsible Utility or RMR
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(e)

()

Owner the CAISO Invoice based on the Revised Estimated RMR Invoice;

the date on which RMR Owners are required to issue to the CAISO, with a copy to the
Responsible Utility, their Adjusted RMR Invoice pursuant to their RMR Contract;

the date on which the CAISO is required to initiate proposed adjustments to the Adjusted
RMR Invoice to the Responsible Utility and the RMR Owner;

the date by which the RMR Owners are required to issue their Revised Adjusted RMR
Invoice reflecting appropriate revisions to the original Adjusted RMR Invoice agreed upon
by the Responsible Utility and the RMR Owner. (In the event no revisions are required,
the RMR Owner shall submit an e-mail to the CAISO and Responsible Utility stating there
are no revisions and the Adjusted RMR Invoice should be deemed as the Revised
Adjusted RMR Invoice.);

the date on which the CAISO is required to issue to the Responsible Utility or the RMR
Owner the CAISO Invoice based on the Revised Adjusted RMR Invoice;

the dates by which the Responsible Utility and RMR Owner must have notified the
CAISO of any dispute in relation to the CAISO Invoice, Estimated RMR Invoice or
Adjusted RMR Invoice (including the Revised Estimated RMR Invoice and Revised
Adjusted RMR Invoice) or the CAISO’s proposed adjustments;

the date and time by which Responsible Utilities or RMR Owners are required to have
made payments into the RMR Owner Facility Trust Account or Responsible Utility Facility
Trust Account in payment of the CAISO Invoices relating to each Revised Estimated
RMR Invoice and each Revised Adjusted RMR Invoice; and

the date and time by which the CAISO is required to have made payments into the RMR
Owners’ Facility Trust Accounts or Responsible Utilities’ Facility Trust Accounts in
payment of the Revised Estimated RMR Invoice and the Revised Adjusted RMR Invoice

pursuant to their RMR Contract.

If the day on which any CAISO Invoice, any RMR Invoice, or any payment is due is not a Business Day,

such statement or invoice shall be issued or payment shall be due on the next succeeding Business Day.

Information relating to charges for Energy or Ancillary Services which are payable by the CAISO pursuant
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to Sections 8 and 11 to the Scheduling Coordinators representing the RMR Owners will be contained in
the RMR Payments Calendar.

11.13.4 Information Provided by RMR Owners to the CAISO

Each RMR Invoice and any Prior Period Change Worksheet shall include, or be accompanied by,
information about RMR Payments and RMR Refunds in sufficient detail to enable the CAISO to verify all
RMR Charges and all RMR Refunds, and such information shall be copied to the Responsible Utility.
Each RMR Invoice shall separately show the amounts due for services from each Reliability Must-Run
Unit.

This information shall be provided in an electronic form in accordance with the RMR Invoice template
developed jointly and agreed to by the CAISO, Responsible Utilities and RMR Owners in accordance with
the RMR Contracts and the principles in Schedule O to those RMR Contracts, and maintained on the
CAISO Website.

11.13.5 Validation of RMR Charges and RMR Refunds

The CAISO shall validate, based on information provided by each RMR Owner pursuant to paragraph 4,
the amount due from the relevant Responsible Utility for RMR Charges and the amount due to the
relevant Responsible Utility for RMR Refunds applicable to the Reliability Must-Run Generation and
Ancillary Services of that RMR Owner, but shall not represent or warrant the accuracy or completeness of
the information provided by the RMR Owner. The CAISO shall provide copies of its exception report and
information to the relevant Responsible Utility and RMR Owner.

The CAISO shall not be obligated to pay the Responsible Utility any RMR Refunds unless and until the
CAISO has received corresponding RMR Refunds into the Responsible Utility Facility Trust Account from
the RMR Owner.

11.13.6 Description of the Billing Process

11.13.6.1 Issuance of RMR Invoices by the RMR Owner

Each RMR Owner shall provide any RMR Invoice to the CAISO in the electronic form, mutually agreed by
the parties, which may be updated by agreement with the CAISO, Responsible Utilities and RMR Owners
from time to time in accordance with the requirements of Schedule O of the RMR Contract, on each of the

days specified in the RMR Payments Calendar, and shall send to the relevant Responsible Utility a copy
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of that invoice on the day of issue.

11.13.6.2

Review of the RMR Invoice by the CAISO

The CAISO shall review each RMR Invoice within the period specified in the RMR Payments Calendar

and is required to initiate proposed adjustments to that invoice to the RMR Owner and the relevant

Responsible Utility. Once the CAISO initiates proposed adjustments, the RMR Owner shall issue a

Revised Estimated RMR Invoice or Revised Adjusted RMR Invoice.

11.13.6.3

Issuance of CAISO Invoices by the CAISO

The CAISO shall provide to the Responsible Utility and the RMR Owner on the dates specified in the

RMR Payments Calendar CAISO Invoices showing:

(@)

11.13.6.4

11.13.6.4.1

the amounts which, on the basis of the Revised Estimated RMR Invoice or the Revised
Adjusted RMR Invoice, as the case may be, and pursuant to Section 11.13, are to be
paid by or to the relevant Responsible Utility and RMR Owner;

the Payment Date, being the date on which such amounts are to be paid and the time for
such payment;

details (including the account number, bank name and Fedwire transfer instructions or, if
applicable, ACH transfer instructions) of the RMR Owner Facility Trust Account to which
any amounts owed by the Responsible Utility are to be paid, or of the RMR Responsible
Utility Facility Trust Account to which any amounts owed by the RMR Owner are to be
paid.

Resolving Disputes Relating to Invoices

Review of the Invoices by the Responsible Utility

Each Responsible Utility shall have the review period specified in the RMR Payments Calendar to review

RMR Invoices and CAISO Invoices, validate and propose adjustments to such invoices, and notify the

CAISO of any dispute. Notwithstanding the above, each Responsible Utility shall have the review time

specified in Section 41.6 to dispute such invoice.

11.13.6.4.2

Dispute Notice

If a Responsible Utility disputes any item or calculation relating to any revised RMR Invoice, or any

CAISO Invoice, it shall provide the CAISO, with a copy to the RMR Owner, via email or such other
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communication mode as the parties may mutually agree upon, a notice of dispute at any time from the

receipt of the copy of such invoice from the RMR Owner or the CAISO to the expiration of the period for

review set out in Section 11.13. The CAISO shall initiate a corresponding dispute with the RMR Owner

under the RMR Contract.

11.13.6.4.3 Contents of Dispute Notice

The notice of dispute shall state clearly the Revised Estimated RMR Invoice, Revised Adjusted RMR

Invoice, or CAISO Invoice in dispute, the item disputed (identifying specific Reliability Must-Run Units and

time periods), the reasons for the dispute, and the proposed amendment (if appropriate) and shall be

accompanied by all available evidence reasonably required to support the claim.

11.13.6.4.4 Prior Period Change Agreed to by the RMR Owner

Subject to Sections 11.13.6.4.5 or 11.13.6.4.6, if the RMR Owner agrees with the proposed change, the

change shall be shown in a Prior Period Change Worksheet and included in the next appropriate May or

December Estimated RMR Invoice as specified in Article 9.1 of the RMR Contract.

11.13.6.4.5 Dispute Involving the RMR Owner

If the dispute relates to an item originating in any RMR Invoice, the applicable provisions of the RMR

Contract and Section 41.6.1 shall apply.

11.13.6.4.6 Dispute Involving an Alleged Error or Breach or Default of the CAISO’s Obligations
Under Section 41.6

If the dispute relates to an alleged error or breach or default of the CAISO’s obligations under Section

41.6, the applicable provisions of the RMR Contract and Section 41.6.1 shall apply.

11.13.6.4.7 Payment Pending Dispute

Subject to Section 41.6, if there is any dispute relating to an item originating in an RMR Invoice that is not

resolved prior to the Payment Date, the Responsible Utility shall be obligated to pay any amounts shown

in the relevant CAISO Invoice on the Payment Date irrespective of whether any such dispute has been

resolved or is still pending. The Responsible Utility may notify the CAISO that the payment is made

under protest, in which case the CAISO shall notify the RMR Owner that payment is made under protest.

In accordance with Section 9.6 of the RMR Contract, if such dispute is subsequently resolved in favor of

the Responsible Utility that made the payment under protest, then any amount agreed or determined to
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be owed by the RMR Owner to the CAISO shall be repaid by the RMR Owner to the CAISO, with interest
at the interest rate specified in the RMR Contract from the date of payment by the CAISO to the RMR
Owner of the disputed amount to the date of repayment by the RMR Owner, as specified in Section
11.13.6.4.4. If an RMR Owner does not agree to make the change pursuant to Section 11.13.6.4.4, then
such repayment shall be made by CAISO’s deduction of such amount from the next CAISO Invoices until
extinguished, or if the RMR Contract has terminated, by paying a RMR Refund in such amount to the
Responsible Utility Facility Trust Account, subject to the limitation of Section 41.6.2.

11.13.7 Payment Procedures

11.13.71 Payment Date

The Payment Date for RMR Payments to and RMR Refunds from RMR Owners shall be the due date
specified in the RMR Contract and in the RMR Payments Calendar and the same shall be the Payment
Date for the CAISO and Responsible Utilities in relation to RMR Charges, provided that the RMR Owner
has furnished the Responsible Utility and the CAISO with the Revised Estimated RMR Invoice or the
Revised Adjusted RMR Invoice no less than nine (9) calendar days before the due date. The Payment
Date shall be stated on the CAISO Invoice.

11.13.7.2 Payment Method

All payments and refunds by the CAISO to RMR Owners and Responsible Utilities shall be made via
Fedwire or, if chosen by the RMR Owner or Responsible Utility, via ACH. However, if the RMR Owner is
also the Responsible Utility, at the discretion of the RMR Owner, payments and refunds may be made by
memorandum account instead of by Fedwire transfer or ACH.

11.13.7.3 Payment by RMR Owners and Responsible Utilities.

Each RMR Owner shall ensure that the amount shown on the relevant CAISO Invoice as payable by the
RMR Owner shall be received into the Responsible Utility Facility Trust Account not later than 10:00 am
on the Payment Date.

Subject to Section 41.6, each Responsible Utility shall ensure that the amount shown on the relevant
CAISO Invoice as payable by the Responsible Utility shall be received into the RMR Owner Facility Trust
Account not later than 10:00 am on the Payment Date.

11.13.7.4 Payment by the CAISO
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The CAISO shall verify the amounts available for distribution to Responsible Utilities and/or RMR Owners
on the Payment Date and shall give instructions to the CAISO Bank to remit from the relevant Facility
Trust Account to the relevant settlement account maintained by each Responsible Utility or RMR Owner
the amounts determined by the CAISO to be available for payment to each Responsible Utility or RMR
Owner.

11.13.7.5 Payment Default by RMR Owner or Responsible Utility

If by 10:00 am on a Payment Date the CAISO, in its reasonable opinion, believes the RMR Default
Amount has not been received, the CAISO shall immediately notify the RMR Owner and the Responsible
Utility. Where the RMR Default Amount was due from the Responsible Utility, the CAISO and RMR
Owner shall proceed as set forth in Section 41.6 and the applicable provision of the RMR Contract.
Where the RMR Default Amount was due from the RMR Owner, the CAISO and the Responsible Utility
shall proceed as set forth in the applicable provision of the RMR Contract.

11.13.7.51 Default Relating to Market Payments

For the avoidance of doubt, non payment to RMR Owners, or their respective Scheduling Coordinators, of
charges for Energy or Ancillary Services which are payable by the CAISO to Scheduling Coordinators
representing such RMR Owners shall be dealt with pursuant to Sections 11.3 to 11.30 (inclusive).
11.13.7.6 Set-off

11.13.7.6.1 Set-off in the Case of a Defaulting Responsible Utility

The CAISO is authorized to apply any amount to which any defaulting Responsible Utility is or will be
entitled from the Responsible Utility Facility Trust Account in or towards the satisfaction of any amount
owed by that Responsible Utility to the RMR Owner Facility Trust Account arising under the settlement
and billing process set out in this Section 11.13.

For the avoidance of doubt, neither the CAISO nor any Responsible Utility will be authorized to set off any
amounts owed by that Responsible Utility in respect of one Facility Trust Account against amounts owed
to that Responsible Utility in respect of another Facility Trust Account or any amounts owed by that
Responsible Utility under this Section 11.13 against amounts owed to that Responsible Utility except as
provided by Section 41.6.

11.13.7.6.2 Set-off in the Case of a Defaulting RMR Owner
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The CAISO is authorized to apply any amount to which any defaulting RMR Owner is or will be entitled
from the RMR Owner Facility Trust Account in or towards the satisfaction of any amount owed by that
RMR Owner to the Responsible Utility Facility Trust Account in accordance with Article 9 of the RMR
Contract and Sections 41.6 and 11.10.2.

For the avoidance of doubt, neither the CAISO nor any RMR Owner will be authorized to set off any
amounts owed by that RMR Owner in respect of one Facility Trust Account against amounts owed to that
RMR Owner in respect of another Facility Trust Account or any amounts owed by that RMR Owner under
this Section 11.13 against amounts owed to that RMR Owner under the RMR Contract.

11.13.7.7 Default Interest

Responsible Utilities shall pay interest on RMR Default Amounts to the CAISO at the interest rate
specified in the RMR Contract for the period from the relevant Payment Date to the date on which the
payment is received by the CAISO.

RMR Owners shall pay interest to the CAISO on RMR Default Amounts at the interest rate specified in
the RMR Contract for the period from the date on which payment was due to the date on which the
payment is received by the CAISO.

The CAISO shall pay interest to RMR Owners at the interest rate specified in the RMR Contract for the
period from the date on which payment is due under the RMR Contract to the date on which the payment
is received by the RMR Owner.

The CAISO shall pay interest to Responsible Utilities at the interest rate specified in the relevant RMR
Contract for the period from the date following the date it received an RMR Refund from the relevant
RMR Owner to the date in which the payment is received by the relevant Responsible Utility.

Where payment of an RMR Default Amount is made by exercise of a right of set-off or deduction,
payments shall be deemed received when payment of the sum which takes that set-off or deduction into
account is made.

11.13.8 Overpayments

The provisions of Sections 11.29.19.3 and 11.29.19.4 shall apply to RMR Owners and Responsible
Utilities which have been overpaid by the CAISO and references to CAISO Creditors in these sections

and in the relevant Sections of the CAISO Tariff shall be read, for the purposes of this Section 11.13, to
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mean RMR Owners and Responsible Utilities as applicable. Disputed amounts shall not be considered to
be overpayments until and unless the dispute is resolved.

11.13.9 Communications

11.13.9.1 Method of Communication

CAISO Invoices will be issued by the CAISO via the CAISO’s secure communication system. RMR
Invoices and Prior Period Change Worksheets will be issued by the RMR Owner in an electronic form
mutually agreed by the parties and maintained on the CAISO Website. The CAISO shall also post Prior
Period Change examples and Prior Period Change guidelines as specified in Article 9.1 of the RMR
Contract.

11.13.9.2 Emergency Procedures

11.13.9.21 Emergency Affecting the CAISO

In the event of an emergency or a failure of any of the CAISO software or business systems, the CAISO
may deem any Estimated RMR Invoice or any Adjusted RMR Invoice to be correct without thorough
verification and may implement any temporary variation of the timing requirements relating to the
settlement and billing process contained in this Section 11.13.

11.13.9.2.2 Emergency Affecting the RMR Owner

In the event of an emergency or a failure of any of the RMR Owner’s systems, the RMR Owner may use
Estimated RMR Invoices as provided in the applicable section of the RMR Contract or may implement
any temporary variation of the timing requirements relating to the settlement and billing process contained
in this Section 11.13 and its RMR Contract. Details of the variation will be published on the CAISO
Website. Communications of an emergency nature on a due date or a Payment Date relating to
payments shall be made by the fastest practical means including by telephone.

11.13.10 Confidentiality

The provisions of Sections 11.29.10.5 and 20.5 shall apply to this Section 11.13 between and among the
RMR Owners, the CAISO and Responsible Utilities. Except as may otherwise be required by applicable
law, all confidential information and data provided by RMR Owner or the CAISO to the Responsible Utility
pursuant to the RMR Contract, Section 41.6 or this Section 11.13 shall be treated as confidential and

proprietary to the providing party to the extent required by Section 12.5 and Schedule N of the RMR
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Contract and will be used by the receiving party only as permitted by such Section 12.5 and Schedule N.

* k k k k%

41. Procurement of RMR Generation

411  Procurement of Reliability Must-Run Generation by the CAISO

A Reliability Must-Run Contract is a contract entered into by the CAISO with a Generator which operates
a Generating Unit giving the CAISO the right to call on the Generator to generate Energy and, only as
provided in this Section 41.1, or as needed for Black Start or Voltage Support required to meet local
reliability needs, or to procure Ancillary Services from Potrero power plant to meet operating criteria
associated with the San Francisco local reliability area, to provide Ancillary Services from the Generating
Units as and when this is required to ensure that the reliability of the CAISO Controlled Grid is
maintained.

41.2 Designation of Generating Unit as Reliability Must-Run Unit

The CAISO will, subject to any existing power purchase contracts of a Generating Unit, have the right at
any time based upon CAISO Controlled Grid technical analyses and studies to designate a Generating
Unit as a Reliability Must-Run Unit. A Generating Unit so designated shall then be obligated to provide
the CAISO with its proposed rates for Reliability Must-Run Generation for negotiation with the CAISO.
Such rates shall be authorized by FERC or the Local Regulatory Authority, whichever authority is
applicable.

41.3 Reliability Studies and Determination of RMR Units Status

In addition to the Local Capacity Technical Study under 40.3.1, the CAISO may perform additional
technical studies, as necessary, to ensure compliance with Reliability Criteria. The CAISO will then
determine which Generating Units it requires to continue to be Reliability Must-Run Units, which
Generating Units it no longer requires to be Reliability Must-Run Units and which Generating Units it
requires to become the subject of a Reliability Must-Run Contract which had not previously been so
contracted to the CAISO. None of the Generating Units owned by Local Publicly Owned Electric Utilities

are planned to be designated as Reliability Must-Run Units by the CAISO as of the CAISO Operations
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Date but are expected to be operated in such a way as to maintain the safe and reliable operation of the
interconnected transmission system comprising the CAISO Balancing Authority Area. However, in the
future, Local Publicly Owned Electric Utilities may contract with the CAISO to provide Reliability Must-Run
Generation.

41.4  Reliability Must-Run Contracts

A pro forma of the Reliability Must-Run Contract is attached as Appendix G. From the CAISO Operations
Date all Reliability Must-Run Units will be placed under the "As Called" conditions, but the parties may,
pursuant only to the terms of the Reliability Must-Run Contract, transfer any such unit to one of the
alternative forms of conditions under specific circumstances. The CAISO will review the terms of the
applicable forms of agreement applying to each Reliability Must-Run Unit to ensure that the CAISO will
procure Reliability Must-Run Generation from the cheapest available sources and to maintain System
Reliability. The CAISO shall give notice to terminate Reliability Must-Run Contracts that are no longer
necessary or can be replaced by less expensive and/or more competitive sources for maintaining the
reliability of the CAISO Controlled Grid.

41.5 RMR Dispatch

41.5.1 Day-Ahead and RTM RMR Dispatch

RMR Dispatches will be determined in accordance with the RMR Contract, the MPM process addressed
in Sections 31 and 33 and through manual RMR Dispatch Notices to meet Applicable Reliability Criteria.
The CAISO will notify Scheduling Coordinators for RMR Units of the amount and time of Energy
requirements from specific RMR Units in the Trading Day prior to or at the same time as the Day-Ahead
Schedules and AS and RUC Awards are published, to the extent that the CAISO is aware of such
requirements, through an RMR Dispatch Notice or flagged RMR Dispatch in the IFM Day-Ahead
Schedule. The CAISO may also issue RMR Dispatch Notices after Market Close of the DAM and through
Dispatch Instructions flagged as RMR Dispatches in the Real-Time Market.

The Energy to be delivered for each Trading Hour pursuant to the RMR Dispatch Notice an RMR
Dispatch in the IFM or Real-Time shall be referred to as the RMR Energy. Scheduling Coordinators may
submit Bids in the DAM or the RTM for RMR Units operating under Condition 1 of the RMR Contract in

accordance with the bidding rules applicable to non-RMR Units. A Bid submitted in the DAM or the RTM
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for a Condition 1 RMR Unit shall be deemed to be a notice of intent to substitute a market transaction for
the amount of MWh specified in each Bid for each Trading Hour pursuant to Section 5.2 of the RMR
Contract. In the event the CAISO issues an RMR Dispatch Notice or an RMR Dispatch in the IFM or Real-
Time Market for any Trading Hour, any MWh quantities cleared through the MPM shall be considered as
a market transaction in accordance with the RMR Contract. RMR Units operating as Condition 2 RMR
Units may not submit Bids until and unless the CAISO issues an RMR Dispatch Notice or issues an RMR
Dispatch in the IFM, in which case a Condition 2 RMR Unit shall submit Bids in accordance with the RMR
Contract in the next available market for the Trading Hours specified in the RMR Dispatch Notice or Day-
Ahead Schedule.

41.5.2 RMR Payments

RMR Units operating as Condition 1 RMR Units or Condition 2 RMR Units that receive an RMR Dispatch
Notice will be paid in accordance with the RMR Contract.

41.5.3 RMR Units and Ancillary Services Requirements

The CAISO may call upon RMR Units in any amounts that the CAISO has determined is necessary at any
time after the issuance of Day-Ahead Schedules for the Trading Day if: (i) the CAISO determines that it
requires more of an Ancillary Service than it has been able to procure, except that the CAISO shall not be
required to accept Ancillary Services Bids that exceed the price caps specified in Section 39 or any other
FERC-imposed price caps; and (ii) the CAISO has notified Scheduling Coordinators of the circumstances
existing in this Section 41.5.3, and after such notice, the CAISO determines that a bid insufficiency
condition in accordance with the RMR Contract exists in the RTM and the CAISO requires more of an
Ancillary Service. The CAISO must provide the notice specified in sub paragraph (ii) of this Section 41.5.3
as soon as possible after the CAISO determines that additional Ancillary Services are needed for which
Bids are not available. The CAISO may only determine that a Bid insufficiency exists after the Market
Close of the RTM, unless an earlier determination is required in order to accommodate the RMR Unit's
operating constraints. For the purposes of this Section 41.5.3, a Bid insufficiency exists in RTM if, and
only if: (i) Bids in the RTM for the particular Ancillary Service that can be used to satisfy that particular
Ancillary Services requirement that remain after first procuring the megawatts of the Ancillary Service that

the CAISO had notified Scheduling Coordinators it would procure in the HASP ("remaining Ancillary

70



Services requirement") represent, in the aggregate, less than two times such remaining Ancillary Services
requirement; or (ii) there are less than two unaffiliated bidders to provide such remaining Ancillary
Services requirement. If the CAISO determines that a Bid insufficiency condition exists as described in
this Section 41.5.3, the CAISO may nonetheless accept available Bids if it determines in its sole
discretion that the prices specified in the Bids and the Energy Bid Curves created by the Bids indicate that
the Scheduling Coordinators were not attempting to exercise market power.

41.6  Reliability Must-Run Charge

The CAISO shall prepare and send to each Responsible Utility in accordance with Section 11.13, a
CAISO Invoice as provided in the RMR Contract in respect of those costs incurred under each Reliability
Must-Run Contract that are payable to the CAISO by such Responsible Utility or payable by the CAISO to
such Responsible Utility pursuant to Section 41.7. The CAISO Invoices as provided in the RMR Contract
shall reflect all reductions or credits required or allowed under or arising from the Reliability Must-Run
Contract or under this Section 41.6. The CAISO Invoice as provided in the RMR Contract shall separately
show the amounts due for services from each RMR Owner. Each Responsible Utility shall pay the amount
due under each CAISO Invoice as provided in the RMR Contract by the due date specified in the CAISO
Invoice as provided in the RMR Contract, in default of which interest shall become payable at the interest
rate provided in the Reliability Must-Run Contract from the due date until the date on which the amount is
paid in full. For each Reliability Must-Run Contract, the CAISO shall establish two segregated commercial
bank accounts under the Facility Trust Account referred to in Section 11.13.2.1 and Article 9 of the
Reliability Must-Run Contract. One commercial bank account, the RMR Owner Facility Trust Account,
shall be held in trust by the CAISO for the RMR Owner. The other commercial bank account, the
Responsible Utility Facility Trust Account, shall be held in trust by the CAISO for the Responsible Utility.
Payments received by the CAISO from the Responsible Utility in connection with the Reliability Must-Run
Contract, including payments following termination of the Reliability Must-Run Contract, will be deposited
into the RMR Owner Facility Trust Account and payments from the CAISO to the RMR Owner will be
withdrawn from such account, in accordance with this Section 41.6, Article 9 of the Reliability Must-Run
Contract and Section 11.13. Any payments received by the CAISO from the RMR Owner in connection

with the Reliability Must-Run Contract will be deposited into the Responsible Utility Facility Trust Account.
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Any payments due to the Responsible Utility of funds received from the RMR Owner in connection with
the Reliability Must-Run Contract will be withdrawn from the Responsible Utility Facility Trust Account, in
accordance with this Section 41.6, Section 11.13, and Article 9 of the Reliability Must-Run Contract.
Neither the RMR Owner Facility Trust Account nor the Responsible Utility Facility Trust Account shall
have other funds commingled in it at any time. The CAISO shall not modify this Section or Section 11.13
as it applies to procedures for the billing, invoicing and payment of charges under Reliability Must-Run
Contracts without the Responsible Utility's consent, provided, however, that no such consent shall be
required with respect to any change in the method by which costs incurred by the CAISO under RMR
Contracts are allocated to or among Responsible Utilities.

41.6.1 No Offsets to Responsible Utility’s CAISO Invoice Payments

Except where the Responsible Utility is also the RMR Owner, the Responsible Utility's payment of the
CAISO Invoice as provided in the RMR Contract shall be made without offset, recoupment or deduction of
any kind whatsoever. Notwithstanding the foregoing, if the CAISO fails to deduct an amount required to
be deducted under Section 41.6.2, the Responsible Utility may deduct such amount from payment
otherwise due under such CAISO Invoice as provided in the RMR Contract.

41.6.2 Refunds of Disputed Amounts on RMR Invoices

If the Responsible Utility disputes a CAISO Invoice as provided in the RMR Contract, Revised Estimated
RMR Invoice, or Revised Adjusted RMR Invoice, or Final Invoice, it shall pay the CAISO Invoice as
provided in the RMR Contract but may pay under protest and reserve its right to seek a refund, with
interest, from the CAISO. If resolution of the dispute results in an amount paid by the Responsible Utility
under protest being due from the CAISO to the Responsible Utility and from the RMR Owner to the
CAISO, and such amount was paid to the RMR Owner by the CAISO, then such amount, with interest at
the interest rate specified in the applicable Reliability Must-Run Contract from the date of payment until
the date on which the amount is repaid in full, shall be refunded by the RMR Owner to the CAISO and
from the CAISO to the Responsible Utility, pursuant to Article 9 of the Reliability Must-Run Contract and
Section 11.13, by the RMR Owner's inclusion of such refund amount in the appropriate invoice. If the
RMR Owner does not include such refund amount (including interest) in the appropriate invoice, then

such refund amount shall be deducted by the CAISO from the next succeeding amounts otherwise due
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from the Responsible Utility to the CAISO and from the next succeeding amounts otherwise due from the
CAISO to the RMR Owner with respect to the applicable Reliability Must-Run Contract or, if such RMR
Contract has terminated, such amount shall be refunded by the CAISO to the Responsible Ultility;
provided, however, that if and to the extent that such resolution is based on an error or breach or default
of the RMR Owner's obligations to the CAISO under the Reliability Must-Run Contract, then such refund
obligation shall extend only to amounts actually collected by the CAISO from the RMR Owner as a result
of such resolution. If resolution of the dispute requires the CAISO, but not the RMR Owner, to pay the
Responsible Utility, then such award shall be recovered from any applicable insurance proceeds,
provided that to the extent sufficient funds are not recoverable through insurance, the amount of the
award (whether determined through settlement, or the CAISO ADR Procedures or otherwise) shall be
collected by the CAISO pursuant to Section 13.5, and in any event, the award shall be paid by the CAISO
to the Responsible Utility pursuant to Section 13.5.

41.6.3 Time-Frame for Responsible Utility to Dispute RMR Invoices

If the Responsible Utility disputes a CAISO Invoice as provided in the RMR Contract, a Revised
Estimated RMR Invoice, a Revised Adjusted RMR Invoice, or a Final Invoice, or part thereof, based in
whole or in part on an alleged error by the RMR Owner or breach or default of the RMR Owner's
obligations to the CAISO under the Reliability Must-Run Contract, the Responsible Utility shall notify the
CAISO of such dispute within twelve (12) months of its receipt of the applicable Revised Adjusted RMR
Invoice or Final Invoice from the CAISO, except that the Responsible Utility may also dispute a Revised
Estimated RMR Invoice, Revised Adjusted RMR Invoice, or Final Invoice for the reasons set forth above
in this Section 41.6.3, within sixty (60) days from the issuance of a final report with respect to an audit of
the RMR Owner's books and accounts allowed by a Reliability Must-Run Contract.

41.6.4 Disputes After Operational Compliance Review

If the Responsible Utility disputes a CAISO Invoice as provided in the RMR Contract, a Revised
Estimated RMR Invoice, a Revised Adjusted RMR Invoice, or a Final Invoice, based in whole or in part on
an alleged error by the CAISO or breach or default of the CAISQO's obligations to the Responsible Utility,
the Responsible Utility shall notify the CAISO of such dispute prior to the later to occur of: (i) the date

twelve (12) months following the date on which the CAISO submitted such invoice to the Responsible
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Utility for payment or (ii) the date sixty (60) days following the date on which a final report is issued in
connection with an operational compliance review, pursuant to Section 22.1.2.2, of the CAISO's
performance of its obligations to Responsible Utilities under this Section 41.6.4 conducted by an
independent third party selected by the CAISO Governing Board and covering the period to which such
alleged dispute relates. The CAISO or any Responsible Utility shall have the right to request, but not to
require, that the CAISO Governing Board arrange for such an operational compliance review at any time.
41.6.5 Invoice Disputes Subject to RMR Contract Resolution Process

Notwithstanding Section 13, any Responsible Utility dispute relating to a CAISO Invoice as provided in
the RMR Contract, a Revised Estimated RMR Invoice, a Revised Adjusted RMR Invoice, a Final Invoice,
or a RMR Charge, RMR Payment or RMR Refund shall be resolved through the dispute resolution
process specified in the relevant RMR Contract. If the Responsible Utility fails to notify the CAISO of any
dispute as provided above, it shall be deemed to have validated the invoice and waived its right to dispute
such invoice.

41.6.6 RMR Owner’s Rights as a Third Party Beneficiary

The RMR Owner shall, to the extent set forth herein, be a third party beneficiary of, and have all rights
that the CAISO has under the CAISO Tariff, at law, in equity or otherwise, to enforce the Responsible
Utility's obligation to pay all sums invoiced to it in the CAISO Invoices as provided in the RMR Contract
but not paid by the Responsible Utility, to the extent that, as a result of the Responsible Utility's failure to
pay, the CAISO does not pay the RMR Owner on a timely basis amounts due under the Reliability Must-
Run Contract. The RMR Owner's rights as a third party beneficiary shall be no greater than the CAISO's
rights and shall be subject to the dispute resolution process specified in the relevant RMR Contract.
Either the CAISO or the RMR Owner (but not both) will be entitled to enforce any claim arising from an
unpaid CAISO Invoice as provided in the RMR Contract, and only one party will be a "disputing party"
under the dispute resolution process specified in the relevant RMR Contract with respect to such claim so
that the Responsible Utility will not be subject to duplicative claims or recoveries. The RMR Owner shall
have the right to control the disposition of claims against the Responsible Utility for non-payments that
result in payment defaults by the CAISO under a Reliability Must-Run Contract. To that end, in the event

of non-payment by the Responsible Utility of amounts due under the CAISO Invoice as provided in the
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RMR Contract, the CAISO will not take any action to enforce its rights against the Responsible Utility
unless the CAISO is requested to do so by the RMR Owner. The CAISO shall cooperate with the RMR
Owner in a timely manner as necessary or appropriate to most fully effectuate the RMR Owner's rights
related to such enforcement, including using its best efforts to enforce the Responsible Utility's payment
obligations if, as, to the extent, and within the time frame, requested by the RMR Owner. The CAISO shall
intervene and participate where procedurally necessary to the assertion of a claim by the RMR Owner.
41.7 Responsibility for Reliability Must-Run Charge
Except as otherwise provided in Section 41.8 , the costs incurred by the CAISO under each Reliability
Must-Run Contract shall be payable to the CAISO by the Responsible Utility in whose PTO Service
Territory the Reliability Must-Run Units covered by such Reliability Must-Run Contract are located or,
where a Reliability Must-Run Unit is located outside the PTO Service Territory of any Responsible Ultility,
by the Responsible Utility or Responsible Utilities whose PTO Service Territories are contiguous to the
Service Area in which the Generating Unit is located, in proportion to the benefits that each such
Responsible Utility receives, as determined by the CAISO. Where costs incurred by the CAISO under a
Reliability Must-Run Contract are allocated among two or more Responsible Ultilities pursuant to this
section, the CAISO will file the allocation under Section 205 of the Federal Power Act.
41.8 Responsibility for RMR Charges Associated with SONGS
If the CAISO procures Reliability Must-Run Generation from the San Onofre Nuclear Generation Station
Units 2 or 3, it shall determine prior to the operation of such facilities as Reliability Must-Run Generation
the appropriate allocation of associated charges, if any, among Responsible Utilities. The allocation of
such charges shall be based on the reliability benefits that the CAISO reasonably identifies through
studies and analysis as accruing to the respective Service Areas of the Responsible Utilities.
41.9 Exceptional Dispatch of Condition 2 RMR Units
The CAISO may Dispatch an RMR Unit that has currently selected Condition 2 of its RMR Contract to
provide Energy through an Exceptional Dispatch under this CAISO Tariff for reasons other than as
prescribed in the RMR Contract under the following conditions:

(1) The CAISO projects that it will require Energy from the Condition 2 RMR Unit to (a) meet

forecast Demand and operating reserve requirements or (b) manage Congestion and no
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other Generating Unit that is available is capable of meeting the identified requirement;
41.9.1 Notification Required Before Condition 2 RMR Unit Dispatch
Before dispatching a Condition 2 RMR Unit in accordance with this Section, the CAISO must notify
Market Participants of (a) the situation for which the CAISO is contemplating dispatching a Condition 2
RMR Unit in accordance with this Section, and (b) the date and time the CAISO requires the Condition 2
RMR Unit so dispatched to be operating. The CAISO shall provide such notice as far in advance as
practical and prior to directing the Condition 2 RMR Unit to Start-Up
Notwithstanding anything to the contrary in the applicable RMR Contract, all MWh, Start-Ups and service
hours provided by a Generating Unit that has currently selected Condition 2 of its RMR Contract pursuant
to this Section 41.9.1 through an Exceptional Dispatch outside of the RMR Contract shall not be used to
determine future “Annual Service Limits” as defined in the RMR Contract. Payment for Dispatches

pursuant to this Section 41.9.1 is governed by Section 11.
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Appendix A
Master Definition Supplement
- Adjusted RMR Invoice
The monthly invoice issued by the RMR Owner to the CAISO for adjustments made to the Revised
Estimated RMR Invoice pursuant to the RMR Contract reflecting actual data for the billing month.* * * * * *
- CAISO Invoice
The invoices issued by the CAISO to the Responsible Utilities or RMR Owners based on the Revised
Estimated RMR Invoice and the Revised Adjusted RMR Invoice.
- Condition 1 RMR Unit

A resource operating pursuant to Condition 1 of its RMR Contract.

* k k k k%
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- Condition 2 RMR Unit

A resource operating pursuant to Condition 2 of its RMR Contract.

- Estimated RMR Invoice

The monthly invoice issued by the RMR Owner to the CAISO for estimated RMR Payments or RMR
Refunds pursuant to the RMR Contract.

- Facility Trust Account

For each RMR Contract, the account established and operated by the CAISO to and from which all
payments under Section 11.13 shall be made. Each Facility Trust Account will have two segregated
commercial bank accounts, an RMR Owner Facility Trust Account and a Responsible Utility Facility Trust
Account.

- Final Invoice

The invoice due from a RMR Owner to the CAISO at termination of the RMR Contract.

- Maximum Net Dependable Capacity (MNDC)]

A term defined in and used in association with an RMR Contract.

- MNDC

Maximum Net Dependable Capacity.

- Prior Period Change

Any correction, surcharge, credit, refund or other adjustment pertaining to a billing month pursuant to an
RMR Contract which is discovered after the Revised Adjusted RMR Invoice for such billing month has

been issued.
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- Prior Period Change Worksheet

A worksheet prepared by the RMR Owner and submitted to the CAISO following discovery of a necessary
change to an RMR Invoice after the Revised Adjusted RMR Invoice for the billing month has been issued.
- RMR Dispatch

The quantity of Energy or Ancillary Services that is mandated by the CAISO to be delivered in a given
market for a resource by an RMR Unit under an RMR Contract.

- Manual RMR Di