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CALIFORNIA POWER EXCHANGE, AND CALIFORNIA PARTIES
CONCERNING SETTLEMENT OVERLAY PROCESS



Pursuant to the July 10, 2018 Order! of the Federal Energy Regulatory
Commission (“FERC” or “Commission”), and the Joint Reports submitted pursuant to
that Order on October 9, 2018 and April 1, 2019, the California Independent System
Operator Corporation (“ISO”), the California Power Exchange Corporation (“PX”), and
the California Parties® submit the following report on the status of the California Parties’
settlement overlay process.

Although substantial progress has been achieved, the settlement overlay process is
not yet complete. The California Parties propose that the Commission establish a new
date of January 31, 2020, by which time they intend to file the settlement overlay as well
as a proposed process for the final clearing of the ISO/PX markets or submit an updated
report.

As more fully explained in the October 9, 2018 Joint Report, the California
Parties, the ISO, and the PX had at that time, with one exception, resolved all disputed
issues identified in the July 10, 2018 Order. The ISO and California Parties believe they
have now resolved the single remaining unresolved issue (which concerned the treatment
of certain ISO accounts and interest amounts). The parties have agreed that the

resolution of this issue may be reflected in the settlement overlay filing, rather than being

' San Diego Gas and Elec. Co., 164 FERC § 61,019 (2018) (“July 10, 2018 Order”).

2 Report of the California Independent System Operator, California Power Exchange, and California
Parties Concerning Settlement Overlay Process and Outstanding Disputed Issues, Docket Nos. EL00-95,
et al., October 9, 2018 (“October 9, 2018 Joint Report”); Report of the California Independent System
Operator, California Power Exchange, and California Parties Concerning Settlement Overlay Process and
Outstanding Disputed Issues, Docket Nos. EL00-95, et al. April 1, 2019 (“April 1, 2019 Joint Report”).

3 For purposes of this pleading, the California Parties are the People of the State of California, ex rel.
Xavier Becerra, Attorney General, the Public Utilities Commission of the State of California, Pacific Gas
and Electric Company, San Diego Gas & Electric Company, and Southern California Edison Company.



addressed afterwards. Because this agreement was reached before the overlay
calculations were completed, the overlay filing will be a comprehensive proposal for the
clearing of the ISO/PX markets and accounts relating to these proceedings.

Below is a report on the ongoing process.

I. CALIFORNIA PARTIES’* REPORT ON SETTLEMENT OVERLAY

A. PURPOSE OF SETTLEMENT OVERLAY PROCESS

The California Parties have entered into over 60 settlements with suppliers and
other market participants.> As previously described, the reason for the settlement overlay
process is that the amounts recorded on the ISO and PX books do not reflect all of the
compromises reached in those settlements, so there is a need to revise the ISO and PX
accounts to match the agreements reached in settlement. The settlement overlay process
will adjust those accounts accordingly.

Additionally, the ISO and PX calculated refunds owed and owing, by or to each
market participant, with respect to the overall market based on the MMCP methodology,
without regard to any settlements. Because the California Parties have settled with
virtually all of the sellers, virtually all of the refund amounts owed and owing throughout
the markets need to be adjusted so that they are consistent with the settlements.

Adjustment of refunds will be done in the settlement overlay process.

4 The ISO and PX take no position regarding this section, including the description of settlement
agreements, the overlay, and the process for preparing the overlay, and reserve all rights regarding these
issues.

> The only Refund Period net sellers in the ISO/PX markets with which the California Parties have not
settled are Hafslund Energy Trading, Sierra Pacific Industries, and El Paso Electric Co.



To clear the markets, it also will be necessary to calculate and apply interest. For
the interest calculations to proceed correctly, the settlement-related adjustments described
above first have to be made. It will then be necessary to compute and allocate the
“interest shortfall,” which reflects the fact that funds (hundreds of millions of dollars)
have been held in escrow at the PX for many years, earning far less than the FERC
interest rate, thus creating a shortfall. Calculation and allocation of the interest shortfall
has now been completed and will be part of the overlay filing submitted to the
Commission.

These calculations/allocations nominally affect all market participants, but many
market participants, through their settlements, transferred their market positions to the
California Parties, and will therefore be indifferent to the results.

B. STATUS OF PROCESS

The California Parties, with the assistance of the ISO and PX, have been working
diligently on performing the calculations and determining the accounting adjustments
necessary for the settlement overlay. On March 29, 2019, the California Parties shared
the results of their calculations and adjustments as of that date with market participants
who may owe or be owed money as a result of those calculations and adjustments. The
main purpose of distributing the calculations was to resolve as many issues as possible
prior to the overlay compliance filing at FERC. Consequently, the April 1, 2019 Joint
Report proposed a revised schedule and anticipated a compliance filing date of October 1,
2019. The California Parties received comments from several market participants and

worked with those participants to explain the calculations and address issues they raised.



The revised schedule was also necessary to allow time to perform additional
calculations that were not reflected in the March 29, 2019 distribution. The final
settlement overlay filing will reflect the interest shortfall, as well as true-ups and other
transfers required by the various settlements, so that participants will be able to see their
overall amount owed or owing, after consideration of the various settlements, and thus
will be able to determine on an overall basis the amounts that they owe, or are owed.
Those calculations took longer than expected, and the California Parties filed and served
notices® to market participants advising them of the status.

On September 30, 2019, the California Parties distributed revised calculations that
reflected interest shortfall calculations, and settlement true ups. The September 30, 2019
distribution also reflected adjustments based on the earlier discussions with market
participants, allocations of expected PX costs that will be incurred through the financial
clearing and ultimate closure of the PX, allocations of a Default Fund that will pre-fund
potential defaults from market participants who owe money to the market in the financial
clearing, and a discussion of the anticipated financial clearing process.

As was true of the March 29, 2019 distribution of various overlay calculations, the
goal of the September 30, 2019 distribution is to narrow or eliminate disputes with as

many participants as possible who may still have a financial stake in the refund

¢ Notice Concerning ISO/PX Settlement Overlay Process, Docket Nos. EL00-95, et al. (Dec. 21, 2018)
(Accession No. 20181221-5456); Notice Concerning ISO/PX Settlement Overlay Process, Docket Nos.
EL00-95-291, et al. (June 28, 2019) (Accession No. 20190628-5328); Notice Concerning ISO/PX
Settlement Overlay Process, Docket Nos. EL00-95-291, et al. (July 31, 2019) (Accession No. 20190731-
5221); Notice Concerning ISO/PX Settlement Overlay Process, Docket Nos. EL00-95-291, et al. (Aug.
30, 2019) (Accession No. 20190830-5299).



proceedings so that, to the extent feasible, the overlay filing will include an agreed set of
calculations of the amounts owed and owing in this proceeding.

C. NEXT STEPS AND TIMELINE

The California Parties currently anticipate the timetable for the settlement overlay

process to be as follows:

Share Initial Calculations/Results with Impacted
Participants: March 29, 2019 (complete)

Submit Report to Commission: April 1, 2019 (complete)

Answer Questions/Resolve Issues concerning Initial
Calculations/Results: April-July 2019 (complete)

Share New and Updated Calculations/Results and
Proposed Market Clearing Process with Impacted
Participants: September 30, 2019 (complete)

Answer Questions/Resolve Issues concerning New
and Updated Calculations/Results and Proposed

Market Clearing Process: October — November 2019

Prepare FERC Filing: November 2019 —January 2020

File overlay at FERC: January 31, 2019

Finalize Calculations and ISO and PX Flow Cash:”  After FERC Ruling(s) and after
PG&E and PX Bankruptcy

Courts approve

II. CONCLUSION

For the foregoing reasons, the ISO, PX, and the California Parties respectfully
request that the Commission accept this report and ask that the Commission establish a
new due date of January 31, 2020, by which time the settlement overlay should be filed

or a further report should be submitted.

’Some participants will be required to make payments to the ISO/PX, rather than receive payments from
the ISO and PX. As part of the overlay filing, the California Parties will propose a phased schedule for
payment flows so that cash will not flow out until the payments owed to the ISO and PX have been
received.
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person designated on the ListServ established in Docket No. EL00-95 and on Ms. Celine

Setsaas, Head of Legal for Hafslund E-CO AS.

Dated at Seattle, Washington, this 1% day of October, 2019.

/s/ Eric Todderud

Berman and Todderud LLP
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Seattle, WA 98104
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eric@btlawllp.com
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