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July 3, 2003

The Honorable Magalie R. Salas
Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re: California Independent System Operator Corporation
Compliance Filing
Docket No. ER03-746-____

Dear Secretary Salas:

The California Independent System Operator Corporation (“1S0")’
respectfully submits six copies of this filing in compliance with the Commission’s
June 13, 2003 order in the captioned docket concerning Amendment No. 51 to
the 1SO Tariff, 103 FERC 161,331 (“Amendment No. 51 Order”).? Two additional
copies of this filing are enclosed to be date-stamped and returned to our
messenger.

In the Amendment No. 51 Order, the Commission conditionally accepted
and suspended Amendment No. 51, subject to refund, to become effective the
earlier of November 14, 2003 or a date specified in a further Commission order in
the proceeding. Amendment No. 51 Order at ordering paragraph (1). The

! Capitalized terms not otherwise defined herein are used in the sense given in the Master

Definitions Supplement, Appendix A to the ISO Tariff.

z The ISO is also submitting today a “Request for Extension of Time,” seeking an extension
until July 9, 2003 to file additional information concerning the justification for one of the
preparatory re-run issues discussed in the present filing, namely, Issue No. 13, called “Rescission
of Unavailable Ancillary Service,” which is discussed in Attachment A to the present filing. The
ISO is requesting the extension due to the unavailability of certain ISO personnel needed to
finalize the additional information, which will be contained in the “Appendix I” that is referenced in
Attachment A.
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Commission also directed the ISO to provide certain additional information as
discussed in the body of the order. /d. at ordering paragraph (3). The present
filing complies with the Commission’s directive to provide the additional
information.

As explained below, the ISO believes it is in the best interests of Market
Participants that it have the authority requested in Amendment No. 51 to “wall
off” invoices for the preparatory re-runs and for future re-runs meeting certain
criteria. The ISO also provides explanations concerning each of the preparatory
re-runs as required by the Amendment No. 51 Order, as well as explanations of
the changes proposed in Amendment No. 51 to Sections 11.6.3.2 and 11.6.3.3 of
the ISO Tariff. Moreover, the ISO provides details concerning the “wall-off”
process and details concerning the proposed extension of the time for filing
disputes with regard to the preparatory re-runs.

Need for the ISO to Have the Authority Requested in Amendment No. 51

In the Amendment No. 51 Order, the Commission required that the 1SO
explain why it requested “wall off” authority that would apply “more broadly” than
just to the preparatory adjustments and re-runs and the re-run in the California
refund proceeding (Docket Nos. EL00-95, et al.) (“Refund Proceeding”), as well
as how the ISO anticipates using this authority. Amendment No. 51 Order at P
14.

As the ISO explained in its answer to filings concerning Amendment No.
51 ("Amendment No. 51 Answer”), it has “conducted a number of significant re-
runs (each encompassing multiple issues) of the Settlement and billing system
since its inception.” Amendment No. 51 Answer at 7-8. Unlike those earlier re-
runs, the preparatory re-runs, if not walled off from current invoicing, could visit
on some current Market Participants the financial consequences of events that
occurred during periods when they were not active in the ISO Market. /d. The
ISO believes this should be avoided; hence, the wall-off proposal, which will
contain the consequences of the re-runs within the universe of entities that were
Market Participants during the time period covered by the re-runs. The same
provisions will similarly benefit the market in the future under circumstances of
bankruptcies, adjustments of large dollar sums, and/or long time-frames.

It is reasonable to anticipate that the ISO may in the future be required to
conduct additional adjustments and re-runs, the nature of which are as yet
unknown. Such future adjustments and re-runs might, for example, stem from a
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need to account for the bankruptcy of some significant Market Participant, or
from the resolution of Good Faith Negotiations entailing a particularly large dollar
impact, or from some other cause that affects an especially long period of market
activity. The ISO believes the wall-off authority contained in Amendment No. 51
will be useful in the case of such future re-runs for the same basic reason the
ISO intends to use it in the case of the preparatory re-runs: to isolate the
consequences of such major re-runs to those Market Participants involved in the
market during the period covered by the adjustments and re-runs.

Specifically, the ISO proposes to wall off future adjustments and re-runs
that:
1. Involve trade days over 12 months old,
2. Involve participant bankruptcies or major defaults that would prevent total
cash clearing,
or
3. Involve amounts above $15 million.

As noted in Amendment No. 51, the ISO would invoke the wall-off provisions only
after providing the market with 30 days notice. Also, the ISO notes that it has the
authority under the Tariff currently to conduct these re-runs and adjustments,
subject to Board authorization, and apply them to current month invoicing.
Amendment No. 51 only seeks to wall off or separate the invoicing.

Details Concerning the Preparatory Re-runs

The Commission also directed the ISO to “explain and justify each
proposed adjustment for the 18 major revisions and address the concerns and
provide details as described below [in the rest of the Amendment No. 51 Order].”
Amendment No. 51 Order at P 15. In response to the Commission directive
about the “major revisions,” the 1ISO provides, in Attachment A, a table providing
details concerning each of the “major revisions,” which are currently 17 in
number.* For each of these revisions, the table provides information concerning

3 The present filing satisfies each Commission directive to “address the concerns and

provide details.”

At the time the ISO submitted Amendment No. 51, it contemplated that it would need to
conduct a preparatory re-run to reflect a manual adjustment concerning Bonneville Power
Administration (“BPA”). The ISO has since determined that this manual adjustment concerns
charges during a single hour. Because the impact will be de minimis, the ISO does not now
consider it necessary to include the manual adjustment among its preparatory re-runs.
Therefore, the number of preparatory re-runs the 1ISO currently expects to conduct is 17 rather
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the relevant issue, the date range, the estimated impact in megawatts or in
dollars (where available), the Charge Types potentially affected, the allocation
methodology to be employed, and the reason for the revision.

The 1SO also notes the following with regard to Attachment A:®

e Attachment A only concerns the preparatory re-runs that must be
conducted prior to the Refund Proceeding re-run. The preparatory re-runs
will only affect the refund period (i.e., October 2, 2000 through June 20,
2001) and/or the preceding time period (i.e., prior to October 2, 2000).

e Some of the 17 preparatory re-runs will be automated, full Settlement
system recalculations, and others will be manual uploads into the
Settlement system (either for the refund period or for the time period prior
to the refund period). The ISO is able to separate the impacts of the
manual uploads from those of the automated recalculations, and to isolate
the impacts of each of the manual uploads. However, the Settlement
system does not provide any method of separating or isolating the impacts
of one automated recalculation from the impacts of a different automated
recalculation.

than 18. Itis possible that additional re-runs (as yet unforeseen) will need to be included with the
preparatory re-runs. The ISO will inform the Commission and parties to this proceeding about any
additional re-run and the justification for it. The wall-off methodology in Amendment No. 51 will
apply to all of the preparatory re-runs, mcludmg any additional ones.

Certain subjects are not reflected in Attachment A; that is, the ISO will not be conducting
re-runs based on certain events. Attachment A does not include a re-run for over-reported Meter
Data, for the reasons explained in the Amendment No. 51 Answer. See Amendment No. 51
Answer at 11-12. One instance has also been identified in which Dynegy under-reported
generation. The ISO considers under-reporting of generation to be simply the obverse of over-
reporting of Meter Data (i.e., over-reporting of Load). Therefore, for the same reasons that no re-
runs should be conducted with regard to over-reported Meter Data, as explained in the ISO
Answer, the ISO believes that no re-runs should be conducted with regard to under-reported
generation.

Attachment A also does not include the settlement between the State of California and
Williams, because the ISO does not believe this settlement should result in a re-run. The
settlement is described in the "Motion for Partial Dismissal, Request for Expedited Consideration
and Request to Shorten Time Period for Answer of thams Energy Marketing & Trading
Company,” Docket Nos. EL00-95-045 and EL00-98-042 (filed Nov. 25, 2002). Based on the
ISO's understanding of that filing, implementation of the settliement would involve manual

calculations and adjustments of the combined invoicing of the preparatory re-runs and the Refund
Proceeding re-run.
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e As explained in Attachment A, financial consequences of transactions
associated with energy exchanges (Issue No. 7) were originally allowed to
flow through market neutrality accounts, i.e., what has been called the
neutrality adjustment charge type (Charge Type 1010). Although this was
the ISO's practice historically, the neutrality adjustment charge type
should only include amounts that were charged pursuant to Section 11.2.9
of the ISO Tariff — which energy exchange transactions were not. On
June 10, 2003, in Docket Nos. EL00-111, ELO1-84, and ER01-607, the
ISO provided a report to the Commission (and truncated versions of the
report to Scheduling Coordinators) explaining, inter alia, that only costs
credited or debited pursuant to Section 11.2.9 will be included in Charge
Type 1010, and that costs recoverable other than under Section 11.2.9 will
not be included in Charge Type 1010, starting with the Settlement
Statements to be sent to Scheduling Coordinators on Trading Day August
1, 2003.

e As noted in footnote 2, above, Appendix | to Attachment A, containing a
detailed explanation of and justification for the re-run associated with
Issue No. 13, will be filed by July 9, 2003.

Change to Section 11.6.3.2 of the 1ISO Tariff

The Commission directed the ISO to provide an explanation for the
proposed change to Section 11.6.3.2 of the Tariff “and a detailed explanation of
the criteria the Governing Board would use to assess payment of the costs of a
Settlement Statement re-run and with all of the allocation factors.” Amendment
No. 51 Order at P 16.

The purpose of the change to Section 11.6.3.2 is to address equitably the
consequences of a Scheduling Coordinator’s request for a re-run. (No
Scheduling Coordinator has requested a re-run, and the ISO does not intend to
seek Scheduling Coordinator funding for the preparatory adjustments and re-runs
or the Refund Proceeding re-run.) If a Scheduling Coordinator requests a re-run,
the 1ISO Governing Board would determine whether the results of the re-run
would benefit primarily the Scheduling Coordinator requesting the re-run, or
whether the results of the re-run would be to the benefit primarily of the market
as a whole. In the former situation, the costs of the re-run would be allocated to
the Scheduling Coordinator that requested it, and in the latter situation, the costs
of the re-run would be allocated to the entire market (absorbed in the Grid
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Management Charge (“GMC”)). If the results of the re-run would benefit both the
Scheduling Coordinator that requested it and the market, in approximately equal
measure, half of the costs of the re-run would be allocated to the requesting
Scheduling Coordinator and the other half would be allocated to the entire market
(absorbed in the GMC). The ISO believes it is most equitable to allocate re-run
costs in this manner whenever a Scheduling Coordinator has requested the re-
run, rather than to always allocate them just to the Scheduling Coordinator that
requested the re-run, as Section 11.6.3.2 had provided prior to the filing of
Amendment No. 51.

Change to Section 11.6.3.3 of the ISO Tariff

The Commission stated that the impact of the ISO’s proposed deletion of
the last sentence from Section 11.6.3.3 of the Tariff is not apparent from the
ISO’s filing, and directed the ISO to “provide a detailed explanation of how it
intends to allocate any amounts it cannot recover from one customer to other
customers and whether, or to what extent, this proposal differs from its current
tariff provision or practice.” Amendment No. 51 Order at P 17. The referenced
sentence in Section 11.6.3.3 read, “The net balance of all adjustments shall go
into a balancing account, on a debit or credit, to the Grid Management Charge.”
The ISO addresses the Commission’s directive and discusses the sentence in
Section 11.6.3.3 below.

Discussion Concerning “the Net Balance of All Adjustments”

First, the ISO provides an explanation concerning the phrase “[t]he net
balance of all adjustments.” A settlements re-run will be balanced among
Scheduling Coordinators except for rounding (residual pennies). The Tariff
provides for such rounding to be charged to neutrality based on load and exports.
See ISO Tariff, § 11.2.9. Except for any rounding amounts, there is no remaining
“net balance of all adjustments” after Scheduling Coordinators are charged or
credited for the changes arising from the re-run. Additionally, with the wall-off
provisions of Amendment No. 51, only those Scheduling Coordinators who had
charges or credits in the market period covered by a re-run will have charges or
credits arising from that re-run. Scheduling Coordinators that participate in
current markets but did not participate during the re-run period will not receive
charges or credits resulting from the walled-off re-run. As described below, if
there are payment defaults, the shortfalls resulting from such defaults will be
prorated to all creditors in the re-run. Thus, with respect to settlement charges or
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credits, a re-run does not create a resulting settlement imbalance that would be
charged to the GMC. For this reason, the ISO proposed eliminating the last
sentence of 11.6.3.3 as unnecessary.

Discussion Concerning How the ISO Intends to Allocate Amounts |t
Cannot Recover from One Customer to Other Customers

In the event that bills are not totally collected in a period, typically a
monthly billing, the ISO must prorate the shortfall to creditors for that billing
period. The same is intended for the re-runs that are walled off as proposed
under Amendment No. 51. If there are payment defaults for the walled-off re-
runs, the shortfalls resulting from such defaults will be prorated to the creditors in
those re-runs. Those shortfalls will not affect the clearing of the current market.
Sections 11.16.1 and 11.20.1 of the ISO Tariff apply to defaults and authorize the
ISO to prorate the cash shortfall from any payment default to the creditors in that
invoicing cycle and also authorize the ISO to take all necessary legal action to
enforce collection from the defaulting Scheduling Coordinator. Thus, the deletion
of the last sentence of 11.6.3.3 has no impact on how the ISO would collect
funds from or disburse funds to Scheduling Coordinators as a result of a market
re-run.

Details Concerning the Wall-Off Process

The Commission also directed the ISO to “provide specific details
regarding the separation process that it plans to implement.” Amendment No. 51
Order at P 18. The purpose of the process contained in Amendment No. 51 is to
separate the invoicing and clearing of re-runs from normal monthly closings. The
ISO Tariff generally refers to closings (the settlement of invoices) associated with
a given Payment Date. See ISO Tariff, § 11.11. Thus, shortfalls arising from
defaulted payments from debtors for invoices due on a given Payment Date are
prorated amongst the creditors’ invoices that are payable on that same Payment
Date. See ISO Tariff, § 11.16.1. There have been bankruptcies in the ISO’s
Market covering periods prior to December 2002. A bankrupt Scheduling
Coordinator typically does not pay the invoices submitted to it. Thus, the unpaid
creditors whose invoices were due on the same Payment Date that the bankrupt
Scheduling Coordinator defaulted become creditors in that Scheduling
Coordinator’s bankruptcy. Each of the 17 preparatory re-runs to be conducted by
the I1SO involves at least one Scheduling Coordinator that declared bankruptcy
on a date during the re-run period. The ISO believes charges to the Scheduling
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Coordinator that are affected by the bankruptcy date should not be commingled
with settlements covering current trade months. Further, the large sums of
money involved in the preparatory and refund re-runs would likely disrupt the
current month and subsequent months’ market clearing. Thus, the ISO proposes
to ensure that Payment Dates for invoices resulting from preparatory re-runs and
adjustments do not coincide with current market Payment Dates; this will avoid
commingling of the settlements of those invoices with the settlements of current
trade months. Section 11.16.1 of the ISO Tariff (allocations of payment shortfalls
pro rata among creditors) will only apply to payments and collections of invoices
due on a specific Payment Date.

Time Period for the Filing of Disputes

Lastly, the Commission stated that it would defer action on the 1ISO’s
request for waiver of the Tariff provision concerning the time period for the filing
of disputes, and directed the ISO “to provide a detailed explanation of how
Market Participants can dispute the re-run assessments, including when the
dispute period begins.” Amendment No. 51 Order at P 19.

Primarily, Market Participants will be allowed to dispute re-run
assessments according to the existing provisions of the ISO Tariff. See ISO
Tariff, § 11.4.2. Under Section 11.6.1.2 of the ISO Tariff, Scheduling
Coordinators have 8 business days from the 1ISO’s issuance of preliminary
settlement statements, to dispute those statements. Due to the large amount of
information that will be provided by the ISO as a result of the preparatory re-runs,
and the accelerated timeline in which the information is being presented, the ISO
proposed to extend the dispute deadline (for walled-off reruns only) to 15
business days after the settlement statements for the last trade date of a given
month are issued by the ISO. For example, when the ISO presents settlement
statements for the month of November 2000, Market Participants may submit
disputes relating to the November data up to 15 business days after November
30, 2000 rerun statements are published.

The ISO maintains that the 15-day dispute window should be triggered
when the ISO publishes statements to Scheduling Coordinators, instead of being
triggered when the Scheduling Coordinators’ clients receive their statements.®
The ISO does not have any control over how Scheduling Coordinators settle with
their clients, and believes that allowing the 15-day dispute window to be triggered

6 See ISO Answer at 9 n.23.
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by the Scheduling Coordinators’ clients receipt of their statements would
unnecessarily delay the entire re-run process.

Materials Included in the Present Filing

In addition to this transmittal letter, the present filing includes the following
attachments:

Attachment A Table providing details concerning the preparatory
re-runs
Attachment B A form notice of filing, suitable for publication in the

Federal Register, along with a computer diskette
containing the notice in WordPerfect format.

If there are questions concerning this filing, please contact the
undersigned.

Respectfully submitted,

Cbahs Pl i, Brody 7 Yl Miaerion

Charles F. Robinson J. Phillip Jgfdan
General Counsel Bradley R. Miliauskas

Gene L. Waas Swidler Berlin Shereff Friedman, LLP
Regulatory Counsel 3000 K Street, N.W., Suite 300

The California Independent Washington, D.C. 20007

System Operator Corporation
151 Blue Ravine Road
Folsom, CA 95630
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ATTACHMENT B



NOTICE OF FILING SUITABLE FOR PUBLICATION
IN THE FEDERAL REGISTER

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

California Independent System ) Docket No. ER03-746-____
Operator Corporation )

Notice of Filing

Take notice that on July 3, 2003, the California Independent System
Operator Corporation (ISO) submitted a filing in compliance with the
Commission’s June 13, 2003 order issued in the above-referenced docket, 103
FERC 1 61,331. The ISO has also served copies of this filing upon all entities
that are on the official service list for the docket.

Any person desiring to intervene or to protest this filing should file with the
Federal Energy Regulatory Commission, 888 First Street, N.E., Washington,
D.C. 20428, in accordance with Rules 211 and 214 of the Commission’s Rules of
Practice and Procedure (18 C.F.R. §§ 385.211, 385.214). Protests will be
considered by the Commission to determine the appropriate action to be taken,
but will not serve to make protestants parties to the proceedings. Any person
wishing to become a party must file a motion to intervene. All such motions or
protests should be filed on or before the comment date, and, to the extent
applicable, must be served on the applicant and on any other person designated
on the official service list. Copies of this filing are on file with the Commission
and are available for public inspection. This filing may also be viewed on the
Internet at <http://www.ferc.gov> using the “FERRIS” link. Comments, protests,
and interventions may be filed electronically via the Internet in lieu of paper. See
18 C.F.R. § 385.2001(a)(1)(iii) and the instructions on the Commission’s Internet
site under the “e-Filing” link.

Comment Date:




