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Submitted by Company Date Submitted

Brian Theaker 530-295-3305 Dynegy 9/11/2008

The CAISO is requesting written comments on3$kendard Capacity Product Issue Papleat
was discussed at the Septemb&Cdnference Call. This template is offered as aetor
entities to submit comments; however participantsvgelcome to submit comments in any
format. There is a section at the end of the d@&rurto comment on topics that may not be
covered in this questionnaire.

All documents related to the Standard Capacity Bcbbhitiative are posted on the CAISO
Website at the following link:

http://caiso.com/2030/2030a6e025550.html

Upon completion of this template please submitM#® Word) toscpm@caiso.com
Submissions are requested by close of businestiarsday, September 11, 2008.

Please submit your comments to the following qoestin the spaces indicated. If you are
offering proposals or recommendations, please geothe business justification or other
rationale for your proposals, including illustraiexamples wherever possible.

SCP Overview
1. Slide 8 of the “Review of the Standard Resourceqdey Capacity Product Issue
Paper” presentatiornitp://caiso.com/2030/2030a6e025550.htpnbvides an
overview of the SCP in the RA Process. Do youagrith this characterization? If
not, how would you modify it?

Yes.

Roles and Responsibilities
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2. What is the dividing line between the obligatiomswppliers of RA capacity and
those of the LSEs? Does the LSE’s responsibility with its submission of SCP tags
to meet its RA requirements, or would there beuriistances where a supplier’s
failure to deliver required some action on the pathe LSE whose submitted RA
capacity is affected?

An LSE should not be obligated to take furtheractollowing a forced outage of any of
the capacity for the duration of the applicable sitg period. As an example, if RA
showings apply on a monthly basis, an LSE shoule hatake no further action for a
forced outage within a given showing month, buushbave to take action for a forced
outage that lasts beyond a given showing montmv@wsely, if RA showings applied on
a calendar year basis, an LSE would have to takaation for a forced outage within
that calendar year.

Further, it may be prudent and reasonable for aik lt& take action to procure

additional supply if the capacity lost to forcedage exceeds the forced outage rate built
into the planning reserve margin. For exampleéhd forced outage rate built into the
PRM is 3%, but 5% of an LSE’s supply is on forcethge, the LSE should procure an
additional 2% of qualifying supply.

Obligations of RA Capacity

3. What is required of the RA capacity or supplierhiitthe delivery period? In
particular, what modifications to the existing RASMD are needed? Do parties agree
that RA capacity must be available to provide Alacyl Services to the extent they
are certified? What other obligations need to Bx#ed in the RA-MOO?

The supplier should be obligated to offer the amafirsold tags into the CAISO’s energy
markets. Dynegy does not oppose requiring a seipfaioffer the amount of capacity
certified to provide an ancillary service into tB&ISO’s ancillary service markets, but
notes that imposing an A/S offering obligation raeate conflicts when a supplier
satisfies the offering obligation through self-sghkng energy. In light of the CAISO’s
proposal to impose another offering obligation apgliers, Dynegy notes that requiring
suppliers to offer the full amount of sold RA capaio the CAISO’s Day-Ahead market
at the same time demand is not similarly obligateparticipate in the Day-Ahead
market and may shift up to 15% of its procurenterhe real-time market creates an
opportunity for demand to manipulate day-aheadgwsicMarket participants will have
no recourse to address this manipulation untilithplementation of convergence
bidding.

4. How standard is standard? How does a “standa@tiymt deal with details like
Local Capacity Requirements (LCR)? Use limitatridon-standard generation,
such as demand response or pumped storage hydedfeke other flavors of the
SCP that need to be defined?

The CPUC has already applied a “top-down” approaohRA procurement, and created
“buckets” of different types of energy-limited styppand limits on the amount of supply
that can be procured from each bucket. Furthes, @PUC has established counting
rules that define the amount of NQC from diffetgpes of intermittent resources.
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Creating different types of “standard” RA capacioducts undermines the purpose of
creating a standard RA product, namely, to proadanuch market liquidity for that
product as possible. The standard product shoelgust that — a standard capacity
product, and complexities such as local area prement, ancillary services and energy
limitations should be dealt with outside of theimigbn of a standard product.

Facilitating Procurement, Registration & Compliance Showings

5. Stakeholders have suggested that the scope simclddé a bulletin board to
facilitate transactions.

a. What do parties envision as the scope and fundtigmd such a bulletin board?

In its simplest form, a bulletin board would simfdgilitate transactions between buyers
and sellers seeking to transact using the standaphcity product. Transaction
reporting could be added to provide some price sparency, though the need to define
rules around price reporting would add significaamplexity. Further, a bulletin board
that merely listed sellers with available capadiy sale but provided no information on
buyers seeking capacity would not be an equitalslket-making mechanism.

b. Is this element essential to getting the SCP upranding? Could the SCP
function without it? Can this element be defemetll a later time? Could it be
developed by a third party?

No, yes, yes, and yes.
6. What is the preferred vehicle for transferring cajyatags between parties?

a. Should a confirmation letter be used to procuredapacity? If so, what should
be the form and standard content of such confiondatter?

b. If not, what is the preferred vehicle for transiflegrSCP tags between parties?
c. Isthis element crucial for the initial filing

a. A confirm should be required.

b. N/A

c. Yes, a confirm should be required for trackingposes.

7. Is an electronic RA Registry essential to the Sfidtte particularly if it may impact
the ability to make a FERC filing in early 2009°dull the RA Registry be
developed in a later phase?

Dynegy supports the development of a registrywuatld obviate the need for suppliers
to submit supply plans and buyers to submit shasvingsuch a registry would be
completely aligned with a stated goal of develo@rgiandard capacity product, namely,
to reduce transaction and compliance costs. Whgedevelopment of such a registry
may be secondary to the development of a standadlipt, and could be deferred to a
second phase, it is one of the integrated beneffigssstandard product and should not be
unduly deferred.
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a. What systems or infrastructure are needed or désita (1) facilitate trading (2)
track ownership (3) enable registration of SCP?abl®w can we meet such
needs by a relatively simple interim approach lfernear term, to be developed
later into an end-state approach?

A centralized capacity market, run by the CAIS@ulgh which all standard capacity is
cleared, would provide all these things. The valtirear-term implementation of
temporary, piecemeal solutions to any of theseesshould be questioned.

b. Isthere a reason why an RA Registry is essemtipte¢vent double-counting of
RA capacity? The CAISO and CPUC have been valida®A capacity for
several years now to ensure that no double countingrs. Is the current system
sufficient?

Is an RA Registry essential? No. But if an RASdggessens the significant burdens of
making compliance demonstrations and complianctatians, it provides substantial
benefits to all parties and should be pursued.

What is required of the RA capacity or supplieopto the delivery period? For
example, should the CAISO assume continued userodit procedures such as
submission of supply plans, or should alternataesnhancements be considered
within the scope of the SCP? If an RA Registrgresated, does it need to include a
level of sophistication that would allow the eliration of year-ahead and month-
ahead showings and supply plans? Is this aspelsed®A Registry essential? There
also is the reality that the CAISO requires sugg@ns from its SCs because it is the
SCs with whom it has a contractual relationshig;the LSEs. RA resource data is
currently validated through the supply plans and the supply plan information on
RA capacity that is entered into and used in théSTAoperating systems. Also, will
the CPUC be interested in departing from the ctifR&convention of year-ahead
and month-ahead showings submitted directly tg itdjurisdictional entities? In
essence, is it realistic to expect that an eleanmechanism can replace the current
system of showings (both RA showings and supplggpla

A registry should include the level of sophistigatthat would eliminate the need to

submit showings and supply plans. Dynegy belithashis is a key benefit to a
registry, and questions the value of a registryt th@es not accomplish this.

Performance Standards for RA Capacity

9.

10.

Do all stakeholders agree that all obligationsplerformance should be on the
supplier? Are there certain circumstances whexe 8E should be required to take
some action, particularly if there is a long leswlet in which to act?

Please see answer to question 2.

What challenges are posed by use-limited resoam@slemand response resources?
What metrics will allow fair and reasonable treatinef these and all other types of
resources?

Given that the peak demand may occur in any daymonth (including, possibly, a
Sunday, as SDG&E’s 2006 peak occurred on Sunday 23, 2006), and that the
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purpose of creating an RA obligation is to ensus&k have sufficient capacity available
and operating to meet the peak demand, the chalponged by use-limited resources is
to ensure that the use-limited resources are abdland capable of operating to serve
the peak demand within a showing period, no mattezn the peak may occur may occur
within the showing period. To ensure this may meglimiting the amount of capacity
from use-limited resources that may be used totdmuvards meeting RA requirements.
An alternate approach may be to discount the NQ@setlimited resources, similar to
the discount applied to intermittent resourcesielitect the probability of unavailability

of those resources.

11. How shall an outage be defined for purposes otutatling availability metrics?
What is an acceptable forced outage rate? Showuddy by technology type?

An outage is the unavailability of all or part ofgenerating unit’s capacity. The
guestion about what is an “acceptable” forced owdagte cannot be answered in
isolation, but must be answered in the context@raprehensive planning reserve
margin analysis. For example, intermittent res@stave a very high equivalent forced
outage rate relative to meeting system peak demgaatdyecause California state policy
encourages the deployment of these kinds of ressusach resources will be a part of
the Resource Adequacy mix. Accordingly, and tally, forced outage rates will vary
by technology type. What must be standardizeth®odeployment of a standard
capacity product is the way NQC is determined tarhsdifferent resources.

12.  Should availability factors be broken out and stadd developed for specific classes
of resources to reflect their unique operating abearistics, i.e., combustion turbine,
hydroelectric, demand response, wind, solar?

No. Segmenting the market into various technolgggs with different performance
standards undermines the purpose of “standardiziagiapacity product. The NQC of
such technologies may be discounted to accounhé&dr unique operating
characteristics, but the standard product shoultl m® differentiated to account for such
differences.

13. What are the criteria which would trigger procuremef replacement capacity to
replace RA capacity that does not or cannot perfufficiently, as opposed to
relying on the margin built into Planning Reservarlyin-based (PRM) RA
requirements?

Please see the answer to question 2.

a. Should the “forced is forced” principle be contiduas is, or is some modification
needed in conjunction with the SCP proposal?

Please see the answer to question 2.
b. How should costs of replacement capacity be aléxtat

To short LSEs in proportion to their individual shpositions during each qualification
period.

14.  When, if ever, should insufficient performance b§ &apacity have an impact on the
LSE that submitted the capacity to meet its RA m&guents? For example, in the
context of the current monthly RA model, suppos&arresource is suddenly forced
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out and will be out for three months of its conteacdelivery period. Should the LSE
that submitted that resource be required to obeplacement capacity by the next
monthly showing?

Please see answer to question 2.

Penalties & Other Corrective Actions

15.

16.

17.

What are the different functions and incentive @feof financial penalties vs.
adjustments to NQC?

The purpose of either financial penalties or adjusts to NQC should be to provide a
reasonable incentive for capacity to be availabMeither is a perfect mechanism.
Adjustments to NQC, assuming they occur prospégtivethe next delivery period,
imposes risks on both the buyer and the sellerPop®ducts that span delivery periods
(e.g., multi-year products). In-delivery-periadancial penalties for outages may
impose a financial burden on the supplier during #trong time, namely, when the
supplier is incurring costs to return a unit to gee and receiving no energy or ancillary
services revenue from that unit.

To what degree and under what circumstances shioelddjustment of NQC of a
resource occur?

Adjustments to NQC should not unduly penalize afantransient unavailability, and
NQC should not be punitively adjusted becauseretant outage. NQC should reflect
a unit’'s availability over a reasonably long periofitime.

How might seasonal penalty rates be applied torereswery high incentive for
resources to perform in high demand periods?

If the energy and ancillary services markets aredoicing prices that appropriately
reflect what unit is on the margin and overall slypgnd demand conditions, or if the
standard capacity product includes a peak energy deduction, capacity suppliers
already have incentives to ensure their units are avadabl be operating to earn those
appropriate market prices and to hedge againstpiak energy rent deduction.

Properly designed seasonal penalty rates can supghe those incentives, but care must
be taken not to create punitive seasonal penalgsréhat expose an undue proportion of
a supplier's revenue in a narrow time frame to gatoutages.

Credit Requirements

18.

19.

What credit requirements should apply to RA supplies. Scheduling Coordinators
for RA capacity?

The credit requirements for both RA suppliers a@d Should be based on a reasonable
expectation of the costs they may incur in progdin purchasing the standard product.
In no way should these credit requirements produaedue amount of exposure.

What is correct method for calculating the optimiadit requirement?
No comment at this time.
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20.  Should the credit requirement required for the S@RAd alone or should the liability
associated with this product be netted againsbv¥keall Accounts
Receivable/Accounts Payable (AR/AP) of the SC dased with the RA supplier?

It should be netted.

I mplementation Details

21.  Given that an early 2009 tariff filing with FERCtise working target to enable
parties to begin RA capacity negotiations basetherSCP as early as possible, what
elements of the SCP must be in place to meet betbdmmercial and the reliability
objectives of the SCP by the desired target?

a. Which elements are crucial for the initial filing?

b. What additional elements can be resolved in timeafoearly 2009 FERC filing?
c. Which elements can wait for a subsequent FERQyflin
d

. Should this be a staged or phased implementatidnplanned enhancements in
future filings?

a. The crucial elements are (1) defining the offemhdjgations for suppliers of the
standard RA product, and (2) the penalties assediatith unavailability.

b. It would be ideal to develop a registry that woplévent double selling and
eliminate the need to submit buyer showings anddiiply plans.

c. A bulletin board or other mechanism to support sactions could be deferred.

d. Yes. The standard product should be defined &rsl,the systems to facilitate
transacting and tracking the standard product skidog¢ defined second.

22.  Assuming the SCP proposal is filed and approveBERC in spring 2009, should
the SCP take effect immediately for use in the miyrRA showings for the
remainder of 2009, or only come into play for RAvaaity procured for delivery in
20107?

Dynegy sees no reason to defer use of the SCle &0ttD RA program if it is approved
in time to be available for the 2009 monthly shasin

23.  The CAISO understands that the end-state visiothlBeSCP is that it will apply to
100% of the capacity procured to meet RA requirdmedan the SCP definition be
applied to 100% of RA Capacity from the starthiré a need for a transition period
to a full implementation of SCP (i.e., short-tergn&ndfathering” of some existing
RA capacity)?

a. If atransition period is needed what is the ratlerfor it and how should it be
defined?

First, it seems a tall and likely unnecessary ortterequire that parties only transact RA
using the SCP, especially immediately upon impléamtien. The CAISO’s goal in
defining the SCP should be to create a product thatket participants will want to use
in lieu of anything else. Missing that mark and seekingnipose the end product on the
market as a mandatory requirement will almost deitelead to protracted litigation.
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It seems inevitable that there will be a need tons transition period. For whatever
reason, parties may be unwilling to unwind existogtracts that still meet all the
requirements to qualify for the RA program. TH3JC, not the CAISO, seems better
suited to consider and impose limitations on n@mdard products and facilitate the
transition to a SCP-only paradigm.

A CAISO-established registry that eliminates thedn® submit separate supply plans
and showings for capacity transacted using the 8@Rd facilitate use of the SCP.

b. What criteria should be used to define categorig&foresources eligible for
grandfathering during the transition period? Wietres of RA capacity do these
categories represent, and what are the practigdidations — e.g., any relaxation
of performance obligations, reduction in tradagpilimpacts on existing supply
contracts — of allowing them to be grandfathered?

To be eligible for grandfathering, RA resources tmaset all requirements necessary to
qualify as RA capacity. RA requirements — inclgdime performance obligations to be
developed as part of this SCP process - should@aotlaxed.

24.  What change management provisions need to be io@iga into the SCP proposal?
Besides specifying the provisions for a transipeniod, if one is determined to be
needed, what other change management scenariovenashsidered?

The SCP will perform a vital function and will aftehe rates, terms and conditions of
service provided under the CAISO tariff. Consetjyethe provisions of the SCP should
be put into the CAISO tariff. Change managementilshbe governed by the CAISO
stakeholder process and the Federal Power Act &e@05/206 requirements.

25.  Assignment of SCP tags to eligible RA Capacity

a. Should the SCP simply take the existing countingsiand NQC determination
process as given, or are there issues with thesengxfeatures of the RA process
that need to be addressed in conjunction with S For example, if different
flavors of the SCP have different performance nexjuents, how can we ensure
that simply adding up the pre-determined quantitg©P tags will result in
achieving the desired level of overall system hality?

The SCP tags should reflect the RA counting rufesthe question points out, if different
“flavors” of an SCP reflect different levels of alability performance, simply adding up
the amount of SCP tags may not and likely willeradure sufficient dependable capacity
to meet RA requirements.

b. Are there other factors besides the counting ridesting of maximum operating
capacity, deliverability assessment, and performamiteria that should figure in
the calculation of a resource’s MW tag quantity8dfplease describe.

No. While some things, such as energy limitataors RA counting rules, must be
accounted for as part of the overall assessmeR“otompliance and effectiveness, these
things should not affect the resource’s tag MW.

c. Can we equate the quantity of tags for a resoards NQC, or is there a need to
maintain a distinction between these two terms?
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The resource’s tag MW should equal the resourc€€N Failing to do so will introduce
major complexities into the RA program and may amaee its fundamental purpose of
ensuring sufficient available and operating res@as¢to meet demand.

d. What is the duration of a tag? Are tags issued azeh year with a one-year
term? Or are tags permanent once they are acdqoyradesource? If the latter,
must a resource that retires or has its NQC redincagubsequent year buy back
all or some of its outstanding tags? Can NQC baaed within a given delivery
year based on supplier performance?

A tag should be for a full year. Consistent wite answer to question 16, adjustments to
NQC should be based on a longer, rather than atshoperiod. NQC should not be
adjusted within a delivery period as doing so ingsosubstantial risk on both a buyer
and a seller.

e. How are tags assigned to new capacity investmeat far construction or
commercial operation?

Tags for new resources whose dependable capaaitytia function of the security and
consistency of its fuel supply (e.qg., fossil-fueld plants) should be based on the net
dependable capacity determined during commissiotasting. (Parties could contract
for the expected new capacity prior to the deteatiom of this number but would do so
understanding the risk that the actual capabilityte plant may differ from the
projected number). The amount of tags for neermittent resources should be
determined by applying the discount factor (i.€QQNdivided by nameplate capacity) for
similar resources in the same CAISO TAC area.

Other Comments:

Dynegy appreciates the opportunity to submit tleesements.
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