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Oakland, LLC, and Dynegy South Bay, LLC.

Dynegy appreciates the opportunity to submit tleesaments.

Dynegy also appreciates the work the CAISO has dofeilitating this Standard
Capacity Product (“SCP”) stakeholder process artkireloping a straw proposal.
Dynegy supports the concept of a SCP to facilitictéing and to promote a liquid
secondary Resource Adequacy (“RA”) capacity market.

However, Dynegy is concerned about several aspétie CAISO’s proposal, as
discussed below.

Timing and process. As noted in previous comments, Dynegy preferstti@ SCP
stakeholder process remain active and the SCPobgltkfully and carefully developed
instead of rushed ahead to meet the wishes of dmm@pt all, stakeholders. Some
aspects of the CAISO’s proposal, especially aspbeatswere first proposed in the most
recent “final” proposal, warrant further stakeholdescussion. Dynegy urges the CAISO
to carefully consider the merits of submitting &pproval the SCP as it stands now
against the merits of further refining the SCP tigto additional stakeholder discussion.

Proposal to exempt certain resources from the SCPRvailability provisions. Dynegy

is concerned about the CAISO'’s latest proposakémmpt hydro resources, intermittent
resources, Qualifying Facilities and demand respoesources from the SCP’s proposed
availability provisions. This proposal is a stpay from, not towards, a “standard” RA
product. While the issue of determining Qualityi@apacity for intermittent resources
and the issue of “double counting” intermittenton@e outages are currently being
considered in California Public Utilities CommissiDocket R.08-01-025, simply
exempting these and other types of resources fhen$SCP’s availability provisions
unacceptably fragments, rather than standardizes®RA product. Exempting these
resources means that financial penalties will h@ieg to certain types of resources
providing RA capacity but not to other types ofaeces providinghe exact same

product.

Mismatch in the time frame for the development andapplicability of the proposed
availability standard. The CAISO proposes to develop an annual availglstandard,
but apply the standard to each month rather thaancamnual basis. (CAISO January 8,
2009 SCP at 14.) Dynegy remains concerned alpplyiag an annual availability
target on a month-by-month basis. As the figur@age 20 of the CAISO’s proposal
shows, a resource may meet the annual availabaliget in some months, and fail to
meet it in other months, even if its annual avalilgtis exactly equal to the CAISO’s
annual target availability. A resource therefooeld be exposed to financial penalties
on a monthly basis even if its annual availabiitys equal to, or even high than, the
annual availability target. For example, assulna & resource’s availability in the first
eleven months of the year exceeded the annuak tayg24%. Under the CAISO’s
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proposal, because the additional availability wakiwthe +/- 2.5% deadband, the
resource would not be entitled to any bonus paysiefihen assume that the unit was
available only 55% in December, such that its ahauailability was equal to 80%,
which, for the purposes of this example, is assutode the annual availability target.
Under the CAISO’s proposal the unit would incuiligngicant financial penalty for the
non-RA month of December but receive no bonus paysier the other eleven months,
including for the five RA months May through SepbaEm in which the unit’s availability
exceeded the annual target.

In sum, Dynegy does not understand why the CAISfpgses to calculates the
availability target on an annual basis but appbnita monthly basis. Dynegy
respectfully requests that the CAISO further exptae rationale for this proposal.

“Cliff” for availability. The CAISO’s proposal (at 22) to create a “cliff"#1%
availability, below which a financial penalty wilk applied as if the full amount of RA
capacity was not available, is not fully explaireedl may create perverse incentives.
First, the CAISO provides no rationale for why a tinat may be 49.9% available in a
month is penalized as if it were not availablelat &econd, such a penalty will not
encourage a unit owner to return a unit to semvic month if they are going to achieve
less than 50% availability — a perverse disincentivDynegy respectfully requests that
the CAISO further explain the rationale for thi®posal.

Cap on bonus payments. Dynegy understands the CAISO'’s proposal thatuband
penalty payments be, in aggregate, revenue neubalegy also understands the
CAISQO'’s perception that suppliers will receive arfdfall” in months in which there is
relatively little over-performance relative to thmount of under-performance. Given
that there is much less room for “upside” than “dswle” in availability performance,
especially given the proposed “cliff” at 50% avhildy, the proposed cap of three times
the penalty rate may be too low to reflect the asgtnic reward/penalty potential.
Applying the availability bonus and penalties oreammual basis rather than on a monthly
basis may help moderate the possibility of so-ddWendfall” payments.

Transition Issues. This new proposal needs more discussion. ,Rkusen the CAISO
notes that grandfathered contracts must contaiteddy provisions that are “at least as
robust” as those in the CAISO tariff, does that memwat the availability target in the
contract to be grandfathered must be at leastgdisthat proposed by the CAISO? Or
that the penalty rate must be at least as highaaptoposed by the CAISO? Or both?
What if the availability target in the contracthkie grandfathered applies on an annual
rather than a monthly basis? The phrase “at Emsbbust” is key to the CAISO’s
proposal, but what would meet this standard iduibt explained. Second, the proposal
to prevent grandfathered contracts from being tikedis not fully explained and does not
seem to address the fundamental “problem” of catgnaot meeting the CAISO’s
availability requirements.
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Unit Substitution. Dynegy supports the CAISO’s proposal to allow nok-Rits to be
substituted for RA units on outage so as to migghe effects of the outages of non-RA
units.  While the principle of “pre-approval” sage reasonable (to prevent any real-time
disputes about what units may substitute for otimétis), Dynegy would appreciate
further discussion on what factors (e.g., locat@perating characteristics, etc.) the
CAISO will consider in determining what units mag ubstituted. Further, given that
the obligation of a unit that provides RA is toesfinto the CAISO’s markets, not to
meet any particular operating characteristic, imgitsubstitution based on operating
characteristics — if that is the CAISO’s intent aynmot be reasonable.

Credit requirements. Dynegy supports the CAISO’s position on credituisgments.

AS MOO for RA less than PMin. Dynegy reiterates its previous comments that in
situations in which a unit has sold less than EBrPas RA, it should not be required to
offer AS, particularly when the unit is not dispgadble at its PMin level.

AS MOO for hydro units. Dynegy does not support creating requiremenss in
“standard” capacity product that apply differertthydifferent types of resources selling
the same product. The CAISO'’s proposal to exemgh sesources from having to offer
AS if they self-schedule their daily energy assuthes such resources have no ability to
shift energy production from day to day when suetources may be completely capable
of doing so.




