UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
California Independent System ) Docket No. ER11-2128-000
Operator Corporation )

ANSWER TO MOTIONS TO INTERVENE AND COMMENTS, AND
MOTION TO FILE ANSWER AND ANSWER TO PROTESTS, OF THE
CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION

On November 15, 2010, the California Independent System Operator

Corporation (“1ISO”)! submitted a filing in this proceeding (“November 15
Compliance Filing”) to modify the provisions of the ISO tariff regarding
convergence bidding, in compliance with directives contained in the “Order
Accepting Tariff Revisions, Directing Compliance Filing and Granting Waiver
Request” issued by the Commission on October 15, 2010.%2 Several parties filed

motions to intervene, comments, and protests in response to the November 15

Compliance Filing.

! The ISO is also sometimes referred to as the CAISO. Capitalized terms not otherwise

defined herein have the meanings set forth in the Master Definitions Supplement, Appendix A of
the IS0 tariff. In this answer, the terms convergence bidding and virtual bidding, and the terms
convergence bid and virtual bid, are used interchangeably.

2 California Independent System Operator Corp., 133 FERC {61,039 (2010) (“October 15
Order”). In the October 15 Order, the Commission conditionally accepted the tariff amendment
the 1SO submitted on June 25, 2010 (“June 25 Tariff Amendment”), to implement convergence
bidding in the ISO market effective February 1, 2011. The June 25 Tariff Amendment was filed
and the October 15 Order was issued in Docket No. ER10-1559-000. Pursuant to the
Commission’s eTariff requirements, the November 15 Compliance Filing was filed in Docket No.
ER11-2128-000.

3 The following entities filed motions to intervene, comments, and protests: the California
Department of Water Resources State Water Project (“SWP”); Modesto Irrigation District; Pacific
Gas and Electric Company (“PG&E”); Powerex Corp. (“Powerex”); SESCO Enterprises, LLC,
Jump Power, LLC, Silverado Energy LP, JPTC, LLC, and Solios Power, LLC (collectively,
“Financial Marketers”); and Western Power Trading Forum (“WPTF”).



The ISO hereby files its answer to the comments along with a motion to
answer any protests submitted in this proceeding.4 As explained below, the
Commission should accept the November 15 Compliance Filing without
modification or condition except for certain clarifications the ISO commits to

make in a further compliance filing as discussed herein.

. Answer
A. The Commission Should Not Direct the ISO to Make Revisions
to the ISO Tariff that Are Inconsistent With the October 15
Order or Outside the Scope of the Compliance Filing.

In the October 15 Order, the Commission directed the ISO to make
specific tariff changes in its compliance filing. As explained in the November 15
Compliance Filing and this answer, the ISO has made the tariff changes required
by the October 15 Order. Financial Marketers and Powerex, however, now
request that the Commission direct the ISO to make tariff changes that are
inconsistent with the directives set forth in the October 15 Order or go beyond the
scope of the issues raised in the November 15 Compliance Filing.

Financial Marketers argue that the ISO should not be permitted to release

virtual bid data on a daily basis.> However, in the October 15 Order, the

4 The ISO submits this answer pursuant to Rules 212 and 213 of the Commission’s Rules

of Practice and Procedure, 18 C.F.R. §§ 385.212, 385.213 (2010). The ISO requests waiver of
Rule 213(a)(2), 18 C.F.R. § 385.213(a)(2), to permit it to make an answer to the protests. Good
cause for this waiver exists here because the answer will aid the Commission in understanding
the issues in the proceeding, provide additional information to assist the Commission in the
decision-making process, and help to ensure a complete and accurate record in this case. See,
e.g., Entergy Services, Inc., 116 FERC ] 61,286, at P 6 (2006); Midwest Independent
Transmission System Operator, Inc., 116 FERC 961,124, at P 11 (2006); High Island Offshore
System, L.L.C., 113 FERC {61,202, at P 8 (2005).

5 Financial Marketers at 8-12.



Commission found that the 1ISO’s information release policy is just and
reasonable and rejected these arguments about the information release policy as
unjustified.® In compliance with the Commission’s directives, the ISO included in
the November 15 Compliance Filing new Section 6.5.8 of the I1SO tariff, which
states that the ISO will “post on OASIS [the Open Access Same-Time
Information System] the net cleared quantities of Virtual Awards at each Eligible
PNode or Eligible Aggregated PNode by the close of the Real-Time Market for
each Trading Day.” Financial Marketers do not contest that the Commission has
authorized the daily release of virtual bid data. As they acknowledge in their
comments, Financial Marketers filed a request for rehearing of those
Commission directives.” Indeed, as Financial Marketers themselves note, they
make the same arguments on the issue, often using the same words, in both
their request for rehearing and their protest.8

Powerex accurately notes that, in the October 15 Order, the Commission
accepted Section 30.10 of the ISO tariff as proposed in the June 25 Tariff
Amendment, subject only to the ISO’s correction on compliance of a minor

typographical error in the section.” The ISO included Section 30.10 with the

6 October 15 Order at PP 88-89.

4 Request of Financial Marketers for Rehearing, Docket No. ER10-1559-001, at 4-5, 7-11
(Nov. 15, 2010) (arguing that “[tlhe October 15 Order errs . . . in approving CAISO’s unjust,
unreasonable, and unduly discriminatory proposal to release net cleared quantities of
convergence bids at each node at the close of the real-time market for each trading day.”).

8 Financial Marketers at 2 (“Financial Marketers reiterate here the arguments it has made
in its request for rehearing of the October 15 Order”). Compare Financial Marketers’ request for
rehearing at 8-11 with Financial Marketers’ protest at 9-12.

o Powerex at 9-10 (citing October 15 Order at P 252). Section 30.10 concerns the ISO’s
use of an alternating current (“AC”) solution and nodal MW constraints. See also October 15



required minor correction in the November 15 Compliance Filing. Nevertheless,
Powerex now requests that the Commission direct the ISO to make additional
changes to Section 30.10." Powerex also requests that the Commission require
the 1ISO to make additional changes to Section 11.32(iii) of the ISO tariff, which
the Commission accepted in the October 15 Order subject only to commitments
the ISO had made to add back an unintentionally omitted subsection (11.32(ii))
and to make revisions to Section 11.32(v) on compliance."’ The November 15
Compliance Filing included these changes to Sections 11.32(ii) and -(v). The
November 15 Compliance Filing made no changes to what is now Section
11.32(iii).

The Commission should not require the ISO to make the additional tariff
changes requested by Financial Marketers and Powerex. Those parties had the
opportunity to present the arguments described above in the filings they
submitted in response to the June 25 Tariff Amendment, but Powerex declined to
do so and Financial Marketers had their arguments rejected in the October 15
Order. By arguing now that the Commission should require additional tariff
changes, Financial Marketers and Powerex are essentially asserting that the
October 15 Order itself is in error. Therefore, although not styled as such, these

parties’ arguments on these issues constitute requests for rehearing of the

Order at P 202 (“[W]e find reasonable CAISQO’s proposed tariff revisions that enforce megawatt
constraints in the integrated forward market when an AC solution is not otherwise attainable.”).
10 Powerex at 10-11. Powerex requests additional clarification concerning the use of an AC
solution and nodal MW constraints.

" See October 15 Order at PP 241, 248, 251-52. The ISO committed to make these
changes to Sections 11.32(ii) and -(v) in the answer to comments and protests regarding the
June 25 Tariff Amendment that the ISO filed on August 2, 2010 (“August 2 Answer”).



October 15 Order. Court and Commission precedent clearly state that the
Commission is barred by Section 313(a) of the Federal Power Act, 16 U.S.C.
§825I(a), from considering any request for rehearing that is submitted more than
30 days after the issuance of the order that the request for rehearing concerns.'?
Also, the Commission has stated that it will reject protests of a compliance filing
that constitute untimely requests for rehearing of, and thus collateral attacks on,
the underlying order.” Therefore, the Commission should reject the arguments
of Powerex described above as collateral attacks on the October 15 Order.
Moreover, although the ISO continues to believe Financial Marketers’ arguments
concerning the daily release of virtual bid data are without merit, the proper forum
for the Commission to address this issue is in response to the rehearing request
of Financial Marketers.

B. The Commission Should Not Require the ISO to Further Modify
Section 30.9 of the ISO Tariff.

In the October 15 Order, the Commission directed the ISO to modify
Section 30.9 of the ISO tariff to make clear that virtual bids can be submitted at

interties.™ Accordingly, in the November 15 Compliance Filing, the 1SO revised

12 See, e.g., Cities of Campbell v. FERC, 770 F.2d 1180, 1183 (D.C. Cir. 1985); Boston Gas
Co. v. FERC, 575 F.2d 975, 977-98, 979 (1st Cir. 1978); Alabama Electric Cooperative, Inc., 116
FERC 161,115 (2006).

3 California Independent System Operator Corp., 119 FERC § 61,240, at P 13 (2007)
("Moreover, these protests should have been raised on rehearing and/or clarification of the
January 22 Order, and therefore we reject their requests to alter the CAISO's compliance filing as
untimely and a collateral attack on the Commission's January 22 Order."); PJM Interconnection,
LLC, 104 FERC 161,020, at P 13 n.8 (2003) ("FirstEnergy's protest on this issue is a collateral
attack on the November 1 Order. FirstEnergy should have sought rehearing of the November 1
Order if it believed the compliance obligation was incorrect, rather than raising it in a protest to
the compliance filing.").

" October 15 Order at P 253. Section 30.9 contains provisions that explain features of
virtual bids.



Section 30.9 to state that virtual bids may be submitted at Eligible PNodes or
Eligible Aggregated PNodes located at interties where virtual bidding is
permitted. Powerex argues that the words “where virtual bidding is permitted”
should be deleted from Section 30.9, because its understanding is that virtual
bidding will be permitted at all interties."

The Commission should accept the revisions to Section 30.9 proposed in
the November 15 Compliance Filing. There are in fact a handful of locations that
are treated as interties for system modeling purposes but not for scheduling
purposes. The ISO will maintain on OASIS the list of locations at which virtual
bidding is allowed. Thus, the words “where virtual bidding is permitted” indicate
that virtual bidding is permitted only at designated locations published on OASIS,
not all locations.™®

Powerex suggests that other provisions in the I1SO tariff do not limit the
applicability of virtual bidding at the interties.” This is incorrect. The definitions
of the terms Eligible PNode and Eligible Aggregated PNode filed in the June 25
Tariff Amendment and accepted by the Commission in the October 15 Order
expressly state that these locations include interties where virtual bidding is
permitted. The revisions to Section 30.9 filed in the November 15 Compliance

Filing are fully consistent with these accepted tariff definitions.

15 Powerex at 4-6.

16 In the market simulations the ISO is conducting in preparation for the implementation of
virtual bidding, the ISO publishes and updates for market participants the list of Eligible PNodes
and Aggregated Eligible PNodes located at interties where virtual bidding is permitted. The ISO
will continue to publish and update this list on OASIS when virtual bidding is implemented.

v See Powerex at 5.



C. The Commission Should Accept the Virtual Award Charge
Filed by the ISO As Just and Reasonable.

Financial Marketers argue that, in the November 15 Compliance Filing, the
ISO “proposes to establish a new ‘virtual award charge’ which the ISO has not
demonstrated to be just and reasonable.”® Financial Marketers are incorrect as
to both the newness of the ISO’s proposal to establish the virtual award charge
and the information offered by the ISO to demonstrate that this charge is just and
reasonable.

The ISO submitted proposed tariff revisions to implement the virtual award
charge in the June 25 Tariff Amendment.'® In the October 15 Order, the
Commission explained the virtual award charge is simply another name for the
convergence bidding charge, which the Commission had already “found
reasonable” subject to the ISO’s provision and the Commission’s acceptance of
“details concerning the level” of the charge.?® The Commission stated that it
would defer making a determination on the level of the charge until after the ISO
removed an ambiguity created by the use of the phrase “a percentage” in the

relevant ISO tariff language.?' In the November 15 Compliance Filing, the ISO

Financial Marketers at 5-7.

19 See Transmittal Letter for June 25 Tariff Amendment at 34-35.
20 October 15 Order at PP 213-14 (citing California Independent System Operator Corp.,
130 FERC 161,122, at P 111 (2010)).

21 October 15 Order at P 218. The relevant tariff language is contained in paragraph 9 of
part A of schedule 1 of Appendix F of the ISO tariff, which sets forth how the rate for the virtual
award charge is calculated.



complied with the Commission’s directive to remove the ambiguity by replacing
“a percentage” with the specific percentage figure of 9 percent.??

Contrary to the assertions of Financial Marketers, the ISO has fully
demonstrated the justness and reasonableness of the 9 percent level for the
virtual award charge. In the November 15 Compliance Filing, the ISO explained
that this is the percentage it determined should be used in the calculation of the
virtual award charge rate through the 2011 budget and GMC stakeholder
process. The ISO also explained that this percentage was presented for
stakeholder review and input in a series of public meetings, and provided
electronic links to three 1ISO documents that discussed the 9 percent figure.?®

Although the ISO believes that the discussion and electronic links
provided in the November 15 Compliance Filing are sufficient to demonstrate that
the proposed 9 percent level is just and reasonable, in order to provide a more
readily accessible set of supporting materials in the record of this proceeding, the

ISO is attaching to this answer the three documents cited in the November 15

Compliance Filing, as well as the meeting notes for the April 21, 2010, ISO

2 Transmittal Letter for November 15 Compliance Filing at 7. As revised by the November

15 Compliance Filing, the relevant tariff language reads as follows:

The rate in $/MWh for the Virtual Award Charge will be calculated by dividing the
GMC [Grid Management Charge] costs, as determined in accordance with Part C
of this Schedule 1, allocated to this service category in accordance with Part E of
this Schedule 1, by the annual forecasted total virtual supply and virtual demand
cleared in the IFM [Integrated Forward Market]. This service category will be
allocated a-percentagenine (9) percent of the Forward Scheduling Charge and
Market Usage Charge — Forward Energy service categories based upon the total
annual forecasted cleared supply and demand.

2 Transmittal Letter for November 15 Compliance Filing at 7 & n.24.



stakeholder meeting that was the subject of one of the documents cited in that
compliance filing.?*

The attached meeting notes include questions asked by stakeholders at
the April 21 meeting and the ISO’s responses. In response to the stakeholder
question “What have other ISO’s rate designs looked like?”, the ISO explained
that “[a]fter benchmarking, our rates are very similar to other 1ISO’s.”® As part of
this process of benchmarking against the convergence bidding practices of other
Independent System Operators and Regional Transmission Organizations, the
ISO determined that it was reasonable to assume that, in the year that
convergence bidding is implemented (2011), the implementation of convergence
bidding will cause the ISO to experience an incremental increase of
approximately 10 percent in the MW volume of cleared virtual and physical bids
as compared with the MW volume of cleared physical bids in the preceding year
(2010), which means that the MW volume of cleared virtual and physical bids in
2011 is anticipated to be 110 percent of the MW volume of cleared physical bids
in 2010. The ISO derived the 9 percent figure that Financial Marketers protest by
dividing the 10 percent incremental increase for 2011 by the 110 percent volume
figure for 2011. This derivation of the 9 percent figure is reflected in the attached
meeting notes. In response to the stakeholder question “How did you derive the

9%7?”, the ISO stated: “Assume you have 100% of the costs for physical. Once

24 These four documents are provided in Attachments A, B, C, and D to this answer. The

meeting notes are also posted on the ISO’s website at
http://www.caiso.com/278f/278fc04011a90.pdf.

% Attachment D at page titled “Convergence Bidding Overview,” Question #2 and I1SO

response.



you increment the virtuals will be 10% more. Then what we need to do to
recover would be 10% / 110%.”%® Thus, the 1SO explained in the stakeholder
process exactly how it determined the 9 percent figure.

Financial Marketers’ apparent lack of awareness of how this figure was
determined seems to be the result of Financial Marketers’ lack of participation in
the stakeholder process in which the 9 percent figure was developed as well as
its failure to fully explore the links included in the November 15 Compliance
Filing. As indicated in the attached meeting notes, all of the other parties
commenting on the compliance filing (as well as numerous other interested
stakeholders) took part in that stakeholder process, but Financial Marketers were
either absent or silent.?” It is no coincidence that Financial Marketers are also
the only parties who argue that the Commission should not accept the 9 percent
figure as just and reasonable.

Financial Marketers attempt to excuse their own non-participation in the
stakeholder process on the grounds that “only a small segment of convergence
bidders currently participate in the stakeholder process because the market is not
yet open to them.”® It is unreasonable for Financial Marketers to sit on the
sidelines while decisions are being made in a robust stakeholder process but
then to attempt an end run around that process by protesting the decisions to the

Commission without any acknowledgement of explanations provided in the

% Id. at page titled “Convergence Bidding Overview,” Question #4 and ISO response.

2 Id. at pages 1-2 (listing all of the parties in this proceeding other than Financial Marketers

as participants in the April 21, 2010, stakeholder meeting).

8 Financial Marketers at 5.
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process. It is also unfair to the other market participants who took the time and
effort to participate in the stakeholder process. For the reasons explained above,
the Commission should accept as just and reasonable the 9 percent level of the
virtual award charge, which the ISO has fully justified and which is not opposed
by the numerous affected parties that did participate in the ISO’s stakeholder
process.

D. The Commission Should Not Require the ISO to Further Modify
the Tariff Provisions Regarding the Daily Market Report.

WPTF argues that new proposed Section 6.5.3.2.3 of the ISO tariff should
be revised to include more detail regarding the daily market report regarding
submitted and cleared physical quantities and Virtual Awards that the ISO will
issue on OASIS after the results of the day-ahead market are published. WPTF
asserts that the October 15 Order required the ISO to include in Section 6.5.3.2.3
a similar level of detail as is provided in Section 6.5.3.2.2 of the 1SO tariff.2°

WPTF requests that the ISO make tariff revisions that go beyond the
scope of the Commission’s compliance directive. In the October 15 Order, the
Commission directed the ISO to “include a provision in its tariff describing the
information it plans to release, consistent with the other information it plans to
publish on OASIS” pursuant to Section 6.5.3.2.2.3° The Commission issued this
directive in response to an argument made by Financial Marketers that the 1ISO
“cannot acknowledge on the one hand that tariff revisions are required for

[Section 6.5.3.2.2], while at the same time insisting that no tariff filing is

2 WPTF at 1-3.

% October 15 Order at P 90 & n.56.

11



necessary to implement daily releases of virtual bid data.”' Thus, the
Commission found that it would be inconsistent for the ISO to believe that
revisions are required to Section 6.5.3.2.2 but to dispute that new tariff provisions
are also required to implement daily releases of virtual bid data. The
Commission only found that the types of detail in the tariff on these daily releases
must be consistent with other tariff provisions on information release, and did not
make any finding that the new tariff provisions contained in Section 6.5.3.2.3
must be in the same format as Section 6.5.3.2.2.

Pursuant to the Commission’s directive to include a provision in the ISO
tariff describing the information the ISO plans to release, Section 6.5.3.2.3 states
that the ISO will “publish on OASIS a daily market report that includes a
summary of information regarding submitted and cleared physical quantities and
Virtual Awards.” This description of the daily market report fully satisfies the
Commission’s compliance directive and matches the level of detail regarding the
daily market report that the 1ISO explained it would provide in the June 25 Tariff
Amendment.*

The ISO provides additional details regarding a number of information-

related provisions of ISO tariff Section 6.5 in the Business Practice Manual

¥ Id. at P 15. Financial Marketers were the only parties who mentioned Section 6.5.3.2.2 in

their comments on the June 25 Tariff Amendment, which makes it clear that their comments that
were the impetus for the Commission directive quoted above.

% Transmittal Letter for June 25 Tariff Amendment at 45 (“[T]he ISO will issue a daily
market report that includes a summary of information regarding submitted and cleared physical
and virtual bids.”).

12



(“BPM”) for Market Instruments.*®* Consistent with that that approach, the ISO
plans to add to the BPM for Market Instruments further detail regarding the daily
market report set forth in Section 6.5.3.2.3. The ISO intends to implement those
additions to the BPM before the start of virtual bidding on February 1, 2011.%*
E. The Commission Should Accept the ISO’s Proposal to Clarify
Its Tariff Provisions Regarding the Allocation of Net RTM Bid
Cost Uplift.

In the November 15 Compliance Filing, the ISO included revisions to
Section 11.8.6.6 of the ISO tariff, regarding the allocation of Net Real-Time
Market (“RTM”) Bid Cost Uplift, which the ISO had committed to make in the
August 2 Answer and the Commission accepted in the October 15 Order.** SWP
requests that the ISO clarify in Section 11.8.6.6 that entities that reduce loads or
generation resources at the request or direction of the ISO will not be allocated
additional costs due to their reduction of those loads or generation resources.*

The ISO agrees that it should address this subject and provides the
following clarifications in response to SWP’s comments. Additional costs will not

be allocated to a load or generation resource pursuant to Section 11.8.6.6 if the

day-ahead schedule is tagged and subsequently reduced at the request or

B See BPM for Market Instruments at Section 12. The BPM for Market Instruments is

available on the ISO’s website at https://bpm.caiso.com/bpm/bpm/version/000000000000110.

3 The ISO has posted on its website proposed revisions to Section 12.4 of the BPM for

Market Instruments that contain further detail regarding the daily market report. See “Document:
PRR CB_init_post_v3.doc,” available at
https://bpm.caiso.com/bpm/prr/show/PRR000000000341. The proposed BPM revisions are
currently open to review and comment by all stakeholders, including WPTF.

= See October 15 Order at PP 251-52.

% CDWR at 1-3.

13



direction of the 1ISO.*” However, if the day-ahead schedule is not tagged and is
subsequently reduced at the request or direction of the 1ISO, additional costs will
be allocated to the load or generation resource pursuant to Section 11.8.6.6.%
Although these clarifications are consistent with the provisions in the BPM
Configuration Guides cited above, the ISO believes it is appropriate also to
include them in the tariff. Therefore, the ISO proposes to add the clarifications
described above to the tariff in a further compliance filing.

F. The Commission Should Accept the CRR Settlement Rule
Subject to One Clarification.

In the October 15 Order, the Commission conditionally accepted the
Congestion Revenue Right (“CRR”) settlement rule set forth in Section 11.2.4.6
of the ISO tariff, subject to the requirement that the ISO file tariff language on
compliance that clearly defines the threshold percentage value that will be used
in assessing the impact that virtual bidding has on CRR revenue.*® To comply
with this Commission directive, the 1ISO proposes to modify Section 11.2.4.6(b) to
specify that the threshold percentage is 10 percent of the flow limit for each

constraint and to delete tariff language in Section 11.2.4.6(b) providing the ISO

3 See BPM Configuration Guide 6051 at Section 3.6.8, and Section 3.7, Row 5.0. This
BPM Configuration Guide is available on the ISO’s website at
https://bpm.caiso.com/bpm/prr/show/PRR000000000335.

% See BPM Configuration Guide 6678 at Section 3.5, Row 1, and Section 3.6.8. This BPM
Configuration Guide is available on the ISO’s website at
https://bpm.caiso.com/bpm/prr/show/PRR000000000322.

3 October 15 Order at PP 153, 157.

14



with the ability to adjust the threshold percentage without making changes to the
ISO tariff.*°

PG&E states that it does not object to the ISO’s proposed use of a 10
percent threshold for the flow limit, but asserts that the Commission should
require the ISO to report on the effectiveness of the 10 percent threshold and
propose any modifications to the threshold level within one year after virtual
bidding is implemented.*’ The Commission should not require the ISO to take
the steps requested by PG&E. In the October 15 Order, the Commission did not
impose any reporting requirement with regard to the CRR settlement rule or
direct the 1ISO to modify the threshold percentage value within any particular
timeframe. Moreover, the ISO explained in the November 15 Compliance Filing
that it will file a tariff amendment if it determines that a change to the 10 percent
threshold percentage is justified in the future.*> The ISO’s Department of Market
Monitoring (“DMM”) will monitor the operation of the 10 percent threshold
percentage to determine if it should be modified. If the ISO, informed by these
DMM activities, decided to pursue a change to the flow limit threshold the ISO
will convene a stakeholder process and will file a tariff amendment to modify the
threshold percentage as appropriate. Therefore, it is unnecessary for the ISO to

provide a report or tariff modifications within a particular timeframe.

Transmittal Letter for November 15 Compliance Filing at 3-4.
“ PG&E at 3-4.

Transmittal Letter for November 15 Compliance Filing at 4.

15



Powerex argues that the ISO should modify the definition of the term Flow
Impact in Appendix A to the ISO tariff, which is used in Section 11.2.4.6, to state
that the shift factors used by the ISO in calculating a Flow Impact will be subject
to the effectiveness threshold set forth in Section 27.4.3.6 of the I1SO tariff.*> The
ISO agrees that Powerex’s suggested change to the definition of Flow Impact will
provide helpful clarity on this matter. Therefore, the ISO proposes to make that
tariff change in a further compliance filing.

Powerex requests that the ISO provide further information as to how the
CRR settlement rule will interact with the 1ISO’s process for compensating
injections in the real-time market. Powerex expresses concern that the process
for compensating injections may cause the CRR settlement rule to trigger
inappropriately and thereby to subject market participants to increased
adjustments of CRR revenue.** This Powerex request for this further information
goes beyond the directives in the October 15 Order and therefore goes beyond
the scope of the ISO’s compliance obligation. Nevertheless, in order to provide
greater clarity, the ISO will address this question in this answer. The ISO has
determined that, far from inappropriately triggering the CRR settlement rule, the
process for compensating injections will actually help prevent the inappropriate
triggering of the CRR settlement rule, because the process for compensating

injections correctly aligns limits with observed flows. Thus, the ISO’s process for

3 Powerex at 6-8. Pursuant to Section 27.4.3.6, the effectiveness threshold is currently set

at 2 percent.
4 Powerex at 8-9. Powerex only requests that the ISO provide further information.
Powerex does not assert that the information needs to be reflected in tariff changes, and the ISO
does not believe that any tariff changes are required.

16



compensating injections in the real-time market makes the modeling of flows
more accurate. As a result, the ISO expects that the process for compensating

injections will make the CRR settlement rule more effective.

Il. Conclusion

For the reasons explained in the November 15 Compliance Filing and in
this answer, the Commission should accept the November 15 Compliance Filing

without modification or condition except for the clarifications discussed herein.

Respectfully submitted,

/s/ Bradley R. Miliauskas

Nancy Saracino Sean A. Atkins
General Counsel Bradley R. Miliauskas
Sidney M. Davies Alston & Bird LLP
Assistant General Counsel The Atlantic Building
The California Independent 950 F Street, NW
System Operator Corporation  Washington, DC 20004
151 Blue Ravine Road Tel: (202) 756-3300
Folsom, CA 95630 Fax: (202) 654-4875

Tel: (916) 351-4400
Fax: (916) 608-7296

Attorneys for the California Independent System Operator Corporation

Dated: December 21, 2010

17



ATTACHMENT A
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ATTACHMENT C



Sheet Index Appendix D - 2011 Revenue Requirement - Prelim.xIs -

California Independent System Operator
2011 Cost Allocation Model
Revenue Requirement and Rate Calculations

This spreadsheet takes the O&M requirement requirement and functionalizes the debt service requirement, capital
project funding, expense recovery budget and the Operating and Capital Reserve credit. It sums these, applies the
functional association of Settlements, Metering and Client Relations costs and calculates rates applicable for 2011.

The 2011 Rate Structure includes:
80/20 revenue split between ETS-withdrawals (CC4505) and ETS-UE (CC4506)

Recovery of excess SMCR revenue based on Functional Association of Charge Types
No discount for Forward Scheduling (CC4511) or inter SC trades {CC4512), but retains discount for Path 15

Facilitator Inter SC trades (CC4513)

MU-Forward Energy (CC4537) based on cost of service

ETS/MU UIE PIRP rate (CC 4546) to be simple sum of ETS-withdrawals (CC4505) and MU-deviations {CC4536)

rates

CRS/ETS TOR rate (CC 4508) based on cost of service
Sheet Index:

Convergence bidding per MWh charge is made up of 9% of MUFE and 9% of FS

SMCR rate (CC4575) remains at $1000
Forward Energy bill determinant set to 20% of net of withdrawals and injections

Description

Rev Req Detail

Shows the detailed calculation of revenue requirement as the sum of O&M,
Financing Budget, Capital Project Funding, Expense Recovery Budget and the
Financial and Capital Operating Reserve

|_Rev Reg Summary

Shows the summary calcuiation of revenue requirement as the sum of O&M,
Financing Budget, Capital Project Funding, Expense Recovery Budget and the
Financial and Capital Operating Reserve

As filed Rates

Summarizes revenue requirement calculation, applies functional association of
charge types and billing determinants to calculate rates using as filed 2004 GMC
method

GMC rate

Summarizes revenue requirement calculation, applies functional association of
charge types and billing determinants to calculate rates using as settied 2004 GMC
method

Worksheet divider

Billing determinants

Historical and estimated billing units for 2011

BD Charts

Charts of Historical and forecast billing units

Revenue Forecast

Forecast of GMC revenues

Financing Budget

Functionalization of the debt service costs for bonds

Debt Mapping

Debt Mapping

Expense Recovery Budget

Functionalization of miscellaneous credits and interest

F&C Op Reserve

Functionalization of Operating and Capital Reserve credit

Rates by Charge Code

GMC rates by charge code

Revenue Requirement

Shows the summary calculation of revenue requirement as the sum of O&M,
Financing Budget, Capital Project Funding, Expense Recovery Budget and the
Financial and Capital Operating Reserve

A change in Revenue Requirement from year to year

Comparison-Year to Year

Last updated:

9/9/2010 10:47

Page 1 of 1

9/9/2010



Rev Req detait

Appendix D - 2011 Revenue Requirement - Prelim.xls

Califomia Independent System Operator
2011 Cost Allocation Model

Detailed Revenue Requirement

Energy Settlements,
Transmission Forward Market Usage Metering and
Core Reliability Services CRS/ETS TOR i Market Usage Forward Energy | Client i Total
Operations and Maintenance
2111|CEO-General $ 768729 | $ 293,971 1 8 8,532 1§ 113,645 1 § 388,819 | § 116,329 | § 487,017 | § 2,177,093
2121 Market Monitoring $ 613,153 | § - 3 - s 169,695 i § 1,278,380 | § 468,456 | § 208,217 | § 2,737,900
2122|Market Surveillance Committee (Non-labor costy $ 77,600 % - i$ LR K ] L3 & 232,500 | § = 1% - 13 310,000
2211}Planning and infrastructure Development $ 738,797 | § 648,745 | § - $ - $ - 3 - 3 - $ 1,387,542
2221|Regional Transmission-North $ 1,484,512 | § 1,089,682 | § - $ - $ - $ - $ - $ 2,574,194
2231|Regional Transmission-South $ 1,153,403 | § 959173 [ $ - $ 4 $ - $ - $ - $ 2,112,676
2241iGrid Assets $ 1,350,134 | § 625,460 1'% ol 3 hd $ - $ - $ - $ 1,976,684
2242|Generator Interconnections $ - 13 - 1$ =18 - 13 - 13 - 15 - 13 -
2251|Network Applications $ = $ 1,432521 1% - $ N $ - $ - $ - $ 1,132,521
2311|CFO General $ 1,276,566 | § 492,073 | § 14,487 { $ 135472 | § 365,689 | § 174,801 1 $ 968,521 | § 3,416,699
2321}Accounting $ 584,331 § 226,963 1 § 8,626 1% 64,391 1% 200115 | $ 83,124 | § 366,833 |'$ 1,602,382
2331jFinancial Planning and Treasury $ 478,096 | § 185,699 i § 541818 526721 8% 163,738 | § 43,4651 $ 592,784 | § 1,521,871
2341 Human Resources $ 2,377,138 | § 969,697 | § 27,523 1% 175319 | § 585,261 | $ 349,184 1 § 1,334,650 | § 5,818,763
2351|Facilities $ 3,393,218 | § 1,384,182 1 § 39,287 | § 250,257 | § 835410 | § 498,438 | § 1,905,129 | § 8,305,922
2381|Procurement and Vendor Management $ 488,593 | § 189,777.1 § 5540 % 53842 | '$ 167,328 | $ 44201 % 308,731 | § 1,256,231
2371|Enterprise Risk Management $ - 1S CH & ] -.13 - 18 =13 - 18 L ] -
2372|internal Audit $ 285,464 § 110878 1 § 3,237.1§ 31,457 1 § 97,763 | § 2595318 179,210 | § 733,961
2373|Information $ - 1$ - 13 - s - 18 L k] - 13 - 18 -
2374|Physical Security $ 1,058,308 | $ 431711 1 8 12,263 1 % 78,053 { § 260565 [ § 156,457 | § 594,189 | § 2,590,626
2411}information Technology-General $ 400,400 | § 91,563 | § 3,989 | § 92121 1% 126134 1 § 53,025 | § 372,599 | § 1,139,830
2412 Asset Management (Non-Labor costs only) $ 3,893,517 | $ 1,176,048 | § 40,263 { § 903,099 1 § 1,535,653 | § 645,053 | § 3,826,130 { $ 12,018,763
2441 Software Quality Assurance $ 305,974 | § 39,108 | § 2847 1§ 128,831 | $ 83,495 | § 123,162 | § 616,720 { § 1,300,138
2451117 Support & Operations $ 4,518,593 | § 1,215381 1 § 470631 $ 1,178022 | § 1,615466 [ § 284074 1 § 3,369,833 | § 12,129,432
2452|System & Database A $ 822,900 | § 105179 1 § 7,658 1§ 346,482 | § 224,554 | § 331,237 | § 1,668,632 | § 3,496,642
2453 Data Center & Operations $ 1,002,311 1 § 456,989 | § 12,0821 § 60,807 | $ 352,413 | § 40,978 |'$ 566,500 | $§ 2,491,080
2454] Architecture & Systems Engineering $ - $ - $ - 3 - $ - $ - $ - $ -
2462{EMS Information Technology $ 2,092646 | § 54,4031 8 17,793 1 § - $ 29648 | $ - $ © 29,648 {1 § 2,224,139
2463) Operations Information Technology $ 1,303,853 | § 389,862 1 § 13,605 { § 567,102} $ 1,099,984 | § - $ 773,502 1 § 4,147,908
2464|Corporate Systems $ 1,628,679 | § 484,300 |' $ 15184 1§ 57494 1'$ 480727 1 § 90,1661 $ 2044476 { § 4,701,025
2611 Operations-General $ 1,306,928 | § 464,542 1 § 21,183 | § 37,338 1 § 426,868 | $ 58661 % 493929 | § 2,809,449
2621|Grid Operations $ 1,375314 | § 483,438 § 28,559 1§ L4 $ 119,655 1 $ - $ - $ 2,006,867
2522)Real-Time Operations $ 9,551,257 | § 4,652,060 | § 187,780 | § - $ 1,270,296 | § - $ - $ 15,661,392
2523 Scheduling $ 1,303,553 | § 661,767 4 § 21,301 | $ - $ - $ - $ - $ 1,982,621
2524| Qutage Management $ 2,013,700 | § 7,8621% 89,293 1 § - $ 31471 | § - $ - 3 2,142,327
2531) Athambra Grid Operations $ 2,982,496 | § - $ - $ 3 $ - $ - $ - $ 2,982,496
2541|Market Services $ 41,285 | § - 3 - $ 38,646 | § 339,329 | § 60,569 | $ 287,367 | § 767,097
2542 Market Operations $ 96,497 | $ - $ - S 245635 | § 1,052,790 1 $ 385,968 | § 96,497 |1 § 1,877,388
2543/ Billing and Settlements $ 441974 | § - 3 - $ - $ - $ - $ 3,076,628 | § 3,617,602
2544)Settlement Projects $ - 1s - 1S - i3 L & ] - i R ] - 18 -
2545|Market Information $ - $ - $ - $ - $ 2426030 1% - $ - $ 2,426,030
2561 Operations Support $ 307,663 { § 156,230 | § - S - $ 14,033 1§ - $ 317,584 1 § 795,510
2562|Qperations Data and Compiiance 3 890,621 { § - $ - $ - $ - $ - $ 1,242,654 | 2,133,275
2553|Operations Procedures and Training $ 1,379,342 1 $ 802,263 | $ S ] - 18 - 13 -3 - 18 2,181,606
2554|Model & Contract implementation $ 612,157 | § - $ $ - $ 151,093 i § - $ 959,407 | § 1,722,657
2555|information Engineering & Analysis s 302,820 | $ 1,696,999 | § - 18 - 1$ - 13 - 13 1,642,846.| § 3,442,665
2561|Reliability Coordination $ - i - 18 - 18 - 13 18 - 13 - 18 -
2611|General.Counsel-General $ 28776411 § 1,117,718 | § ) 32628 1% 317,107 | $ 986,504 | § 2618171 § 1,806,635 | § 7,398,750
2621|Asst General Counsel-Corporate $ 680,382 | $ 264,270 | § 7,715 | § 74976 | § 233,040 | § 61,856 | § 427132 | § 1,749,340
2631|Asst General Counsel-Regulatory $ 580,335 [ § 225410 (S 6,580 | § 63,951 | § 198,747.1 $ 52,7601 § 364,324 | § 1,492,108
2641|Asst General Counsel Tariff & Compliance $ 604,115 | § 234,647 | $ 6,850 | § 66,572 | § 206,891 | § 54,922 | § 379,253 | § 1,553,&
2651]Asst Corporate Secretary : $ 245,842 | § 95489.1°$ 2,787 1% 27,091 1§ 841938 22,360 $ 154,336 | § 632,089
2711} Market Development-Program Mgmt-General $ 50,234 | § 100,462 | § - $ 50,234 | § 425126 | § - $ 50,234 | § 676,292
2721|Market and Product Development : $ 166,018 'S 3320141 § - ls 166,018°('§ 1,404,988 |'s - - s 166,018 |'$ 2,235,057
2722| Tariff and Regulatory/Policy Development $ - $ 88,486 | § - $ 176,972 | § 681,617 | § - $ - $ 947,076
2723 Infrastructure Policy & Contracts $ 16,7421 604,196 | § - $ h $ - $ - b $ 137,048 1% 1,367,988
2731|Program Office $ 2,416,555 1 § 938,626 | § 27,400 { $ 266,297 | § 827,596 | § 219,698 | § 1,517,073 | § 6,213,245
2741|MRTU Program $ L ] - 13 - 13 - 18 ) - 1$ L i ) -
2811|External Affairs-General $ 131,532 § 51,088 | § 1,490 | § 14,494 | § 45,045 | § 11,963 | § 765,136 | § 1,020,748
2821|Ccommunications & Public Relations $ 489,331 | § 190,063 | $ 5,548 | $ 539231 % 167,681 | $ 44,487 | $ 307,194 ' $ 1;258,127
2822|Information Products & Services $ - $ - $ - $ - $ - $ - $ 849,422 | § 849,422
2831 | State/Federal Affairs $ 563,199 | § 218,756 | § 6,336°|$ 62,063 | $ 192,878 1§ 51,203 1 § 353,567 { § 1,448,049
2841|Customer Services and Industry Affairs $ - $ - $ - $ - $ - $ - $ 4,064890 | § 4,064,890
Total Operations and Maintenance $ 64,024,341 |:$ 26,029,740 § § 734,937 $ 8,119,980 | % 21,308,363 § $ 4,783,476 | § 39,547,293 | § 162,648,130
Financing and Capital Project Budgets
1998/2000 Bond Financed Capital $ - 3 - ] - $ - $ - $ - $ - $ -
2004 Bond Financed Capital $ =13 b it ) LA & ] - .3 L & ] - 1§ LI ] -
2007 Bond Financed Capital $ 2141982 1§ 620,156 | § 22393 { § 3,210,973 | § 1,428,900 | § 3,177,490 [ § 5487395 | § 16,089,290
2008 Bond Financed Capital $ 4,466,883 1 § 1842172 | § 50,911 1S 2,548,229 {-§ 2332984 | § 2,393,708 | § 6,053,323 | § 19,688,210
2009 Bond Financed Capital $ 2011120 1§ 895446 | § 2408218 1,232,704 | $ 1,292,195 | § 699,244 | $ 1,776,459 | § 7,931,260
Cash Funded Capital $ 6,846,366 | $. 3,048.327 | § 81,982 1§ - 4196441 1§ 4,398,961 | % 2,380,405 | $ 6,047.5191 $ 27,000,000
Finance 1of2 9/9/2010



Rev Req detail

Appendix D - 2011 Revenue Requirement - Prelim.xis

California Independent System Operator
2011 Cost Allocation Model

Finance

20f2

Detailed Revenue Requirement
Energy Settlements,
Transmission Forward Market Usage Metering and
Core Reliability Services CRS/ETS TOR Scheduling Market Usage Forward Energy | Client Total
Total Financing and Capital Project Budgets $ 15,466,361 | § 6,406,102 | § 179,368 | § 11,188,347 | § 9,453,040 | $ 8,650,847 | § 19,364,695 | § 70,708,760
Revenue Requirement before application of credits (debits) | $ 79,490,692 | § 32,435841 1 $ 914,304 | § 17,308,327 | § 30,761,403 | $ 13,434,323 | $ 58,911,989 | § 233,256,880
341% 13.9% 0.4% 7.4% 13.2% 5.8% 25.3% 100.0%
Credits —1
|Exp y.Budget $ (4,807,962) § {939,838)( $ 10,191}1 $ (192,827)| § (342,882)| § (149,746)| $ {1,156,663); $ {7;800,000]
[", and Capital Reserves $ 6,520,332)) § (7,495,798)1 $ (114,386)| § {2,565,608)| § (7,649,806}] $ {1,694,842)| § (4,638,281} $ (30,568,955
Total Credits $ {11,828,284)| $ {8,435,436)| $ {124,578) § {2,748,436)| § (7,892,688} § {1,844,588)| § (6,794,944)} § (38,168,968
Total Revenue Requirement $ 68,162,408 { § 24,000,405 |'$ 789,727 | § 14,659,891 | § 22,868,716 |$ 11,689,735 | ¢ 53,117,044 | § 196,087,926
Percent of Total 34.9% 12.3% 0.4% 7.5% 1.7% 5.9% 27.2% 100.0%
. $/9/2010 10:47
..iNotes
1. Translation of 2011 cost centers to the 2007/2008 cost centers shown here is daveloped in "Appendix B 2011 O&M Functionalization™.
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BD Charts

Appendix D - 2011 Revenue Requirement - Prelim.xls

California independent System Operator
2011 Cost Aliocation Model
Billing Determinant Charts
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Appendix D - 2011 Revenue Requirement - Prelim.xls
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CERTIFICATE OF SERVICE

| hereby certify that | have served the foregoing document upon all of the
parties listed on the official service list for the above-referenced proceeding, in
accordance with the requirements of Rule 2010 of the Commission’s Rules of
Practice and Procedure (18 C.F.R. § 385.2010).

Dated at Washington, D.C. this 21% day of December, 2010.

/s/ Bradley R. Miliauskas
Bradley R. Miliauskas




