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1. In this order, the Commission addresses proposed tariff revisions submitted by the
California Independent System Operator Corporation (CAISO) to offer participation in
the imbalance energy portion of its real-time market to other balancing authority areas
(BAA) in the Western states.

2. Under the proposed Energy Imbalance Market (EIM) tariff provisions,
participating entities will be able to purchase and sell five-minute real-time energy, under
a market-driven regime for meeting energy imbalance needs. Entities within BAAs
outside of CAISO may sign service agreements to take part in the imbalance energy
portion of the CAISO real-time energy market alongside participants from within the
CAISO BAA.! Participation in the EIM is voluntary and there is no exit fee for leaving
the market. CAISO will run its market software to economically dispatch the energy
system of any BAA that joins the EIM (an EIM Entity).> This will allow for optimization
of imbalance energy across the broader EIM footprint to the extent that transmission
between an EIM Entity and CAISO, or among EIM Entities, is available. The CAISO
EIM tariff provisions do not propose any changes to the current North American Electric
Reliability Corporation (NERC)-registered reliability functions for CAISO or EIM
Entities such as PacifiCorp.

l. Background

3. The Commission requires public utility transmission providers to offer energy
Imbalance service to transmission customers and generators as ancillary services under
the pro forma open access transmission tariff (OATT).? In addition, balancing authorities

! An order on PacifiCorp’s Filing of proposed revisions to its tariff to enable
participation in the EIM is being issued concurrently in Docket No. ER14-1578-000.

2 The proposed tariff defines a balancing authority that opts to participate as an
EIM Entity. See CAISO Tariff, proposed Appendix A (Master Definition Supplement).

% See Promoting Wholesale Competition Through Open Access Non-
Discriminatory Transmission Services by Public Utilities and Recovery of Stranded Costs
by Public Utilities and Transmitting Utilities, Order No. 888, FERC Stats. & Regs.
131,036, at 31,705 (1996) (Order No. 888), order on reh’g, Order No. 888-A, FERC
Stats. & Regs. 31,048, order on reh’g, Order No. 888-B, 81 FERC { 61,248 (1997),
order on reh’g, Order No. 888-C, 82 FERC 1 61,046 (1998), aff’d in part and revd in
part sub nom. Transmission Access Policy Study Group v. FERC, 225 F.3d 667 (D.C.
Cir. 2000), aff’d sub nom. New York v. FERC, 535 U.S. 1 (2002); Preventing Undue
Discrimination and Preference in Transmission Service, Order No. 890, FERC Stats. &
Regs. 131,241, order on reh’g, Order No. 890-A, FERC Stats. & Regs. {31,261 (2007),
order on reh’g, Order No. 890-B, 123 FERC 1 61,299 (2008), order on reh’g, Order

(continued...)
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are responsible for maintaining balance between supply and demand in their areas.
CAISO states that, as a transmission provider and balancing authority, it fulfills these
responsibilities through its operation of an automated, bid-based, real-time energy
market, which determines the most economic commitment and dispatch of resources,
taking into account system constraints.* CAISO settles the real-time market using
locational marginal prices (LMPs) that reflect the energy clearing prices, the marginal
cost of congestion, and the marginal cost of losses at the delivery location.

4, In other BAAs in the West, each utility largely maintains balance between supply
and demand on an individual basis through the manual dispatch of generating resources
available to it. For several years, industry leaders in the West have examined the
potential benefits of a regional energy imbalance market that could replace the energy
imbalance services that utilities in the region currently offer under schedules 4 and 9 of
their respective OATTs. CAISO and PacifiCorp® studied the benefits of an energy
imbalance market between their BAAs.® The study projected annual economic benefits
of between $21 and $129 million, with benefits for customers resulting from economic
efficiencies, improved renewable integration, and increased reliability.

5. Following the EIM Benefits Study, CAISO and PacifiCorp executed a
memorandum of understanding in February 2013 to begin development of a regional real-
time energy imbalance market by October 2014. On June 28, 2013, the Commission
approved an implementation agreement between CAISO and PacifiCorp to establish the

No. 890-C, 126 FERC { 61,228, order on clarification, Order No. 890-D, 129 FERC
161,126 (2009).

* CAISO Transmittal Letter at 5.

> PacifiCorp operates two BAAs, PacifiCorp East and PacifiCorp West. As
proposed, both BAAs would be the initial participants in the proposed EIM. Id. at 6 n.7.
NV Energy, Inc. also has announced its intent to join the EIM, subject to the approval of
the Public Utilities Commission of Nevada. Id. at 7 n.11. The Commission accepted the
implementation agreement between CAISO and NV Energy setting forth the terms under
which NV Energy, Inc. will participate in the EIM on June 13, 2014. Cal. Indep. Sys.
Operator Corp., 147 FERC 1 61,200 (2014).

® See Energy and Environmental Economics, Inc., PacifiCorp —1SO Energy
Imbalance Market Benefits (Mar. 13, 2013) (EIM Benefits Study), which is provided in
Attachment E to CAISO’s Transmittal Letter and is available on the CAISO website at
http://www.caiso.com/Documents/PacifiCorp-ISOEnergylmbalanceMarketBenefits.pdf.
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scope and schedule of implementing the energy imbalance market service and to account
for PacifiCorp’s upfront costs.’

6. CAISO’s current proposal utilizes its existing real-time market by adding new
procedures to accommodate the voluntary participation of other balancing authorities.®
Specifically, to implement the new EIM, CAISO proposes the following tariff
amendments: (1) a new section 29 of the tariff with provisions specific to the EIM;

(2) new definitions specific to the EIM in Appendix A; (3) revisions to existing tariff
provisions and definitions necessary to accommodate the EIM; and (4) new pro forma
agreements in Appendix B for use by participants in the EIM. CAISO requests a July 1,
2014 effective date with respect to the various agreements to be executed by participants
in the EIM and a September 23, 2014 effective date for the proposed tariff revisions, so
that necessary advance data submissions may be made prior to the EIM’s anticipated
October 1, 2014 start date.

1. CAISO Filing

A. Overview

7. According to CAISO, the proposed EIM does not represent a new market. CAISO
explains that the proposed tariff revisions do not change the actual operation of the real-
time market; they expand the market to cover a broader geographical scope and to
involve a larger number of participants than is currently the case.” CAISO asserts that the
proposal takes advantage of its successful existing real-time market by adding new
procedures to accommodate the voluntary participation of other balancing authorities
without disrupting the current market structure.®® CAISO claims that the proposed

" California Indep. Sys. Operator Corp., 143 FERC { 61,298 (2013).

® The EIM builds upon CAISO’s recent introduction of a 15-minute market, in
response to Order No. 764. Integration of Variable Energy Resources, Order No. 764,
FERC Stats. & Regs. 1 31,331 (Order No. 764), order on reh’g and clarification, Order
No. 764-A, 141 FERC 1 61,232 (2012), order on clarification and reh’g, Order No. 764-
B, 144 FERC 61,222 (2013). See also Cal. Indep. Sys. Operator Corp., 146 FERC
161,205 (2014) (accepting CAISO’s Order No. 764 compliance filing, subject to further
modification).

% CAISO Transmittal Letter at 14.

10d. at 2.
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procedures accommodate balancing authorities whose operations in advance of real-time
operations (i.e., day-ahead and other forward operations) differ from CAISO’s day-ahead
market.*

8. As noted above, participation in the EIM is voluntary both for balancing
authorities and for individual resource owners within a participating BAA. According to
CAISO, a balancing authority’s decision to participate in the EIM does not involve
“joining” CAISO on either a full or limited basis.** CAISO also will not assume
operational control over the transmission facilities in the BAA, except to the extent a
transmission owner or rights holder may have separately placed a facility or entitlement
under CAISO’s operational control.*®

9. CAISO notes that each balancing authority that chooses to participate in the EIM
will remain responsible for maintaining the reliability of its BAA, including meeting
operating reserve and capacity requirements, scheduling, and curtailment of the
transmission facilities under its operational control, and manually dispatching resources
out-of-market to maintain reliability. CAISO states that it will financially settle the EIM
In @ manner that appropriately recognizes the costs attributable to each participating
BAA. The participating balancing authorities then will be responsible for allocating
these amounts according to their respective OATTSs to their transmission customers that
are not EIM participants.**

10.  Each interested balancing authority must enter into an implementation agreement
with CAISO, establishing an implementation date and fee consistent with CAISO’s
expected implementation costs with respect to such balancing authority. Each
implementation agreement will be separately filed with the Commission." In order for
balancing authorities to implement the EIM in their BAAs, it may be necessary for the

1d. at 2-3.
121d. at 10.

B 1d. Similarly, a balancing authority’s participation in the EIM does not, in itself,
provide the opportunity to participate in other CAISO markets, including CAISO’s
ancillary service market and day-ahead energy market, and PacifiCorp does not currently
propose to participate in these other markets.

%1d. at 3.

5d. at 11.
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balancing authorities to include specific EIM implementation, cost recovery, and
operational requirements in their OATTs.*

11.  Transmission access to the EIM will be provided under the applicable
transmission service providers’ tariffs. CAISO will dispatch transfers between BAAs
participating in the EIM using transmission rights specifically made available for that
purpose. CAISO asserts that these transfers will not use the rights of non-participants.

A transmission service provider, customer, or rights holder within an EIM Entity’s BAA
may make its transmission rights on interties, including transmission rights it may have
outside of the EIM Entity’s BAA, available for use in the EIM.'" The EIM processes will
allocate any such transfer capacity made available on an economic basis.

12.  CAISO proposes that there will be no incremental transmission charge for the use
of transmission to support EIM transfers between participating BAAs. CAISO states that
within the first year of operation, it will consider, in consultation with stakeholders,
whether to continue this arrangement.*®

13.  Similarly, termination of participation in the EIM will not be subject to an exit fee
because the balancing authority would have paid its startup costs under the
Implementation agreement and its ongoing costs under the tariff and associated
agreements. Accordingly, an EIM Entity that wishes to terminate participation in the
EIM need only provide CAISO with at least six months’ advance written notice.
Although there is no exit fee, the EIM Entity will remain responsible for charges and
financial obligations incurred during the term of its participation.*

14.  According to CAISO, the proposal also recognizes the need for resources that
serve load in California through the EIM to comply with California’s greenhouse gas
(GHG) cap and trade regulations. CAISO asserts that it will allow resources selling into
California as a result of bidding supply into the EIM to include the costs of compliance in
their energy bids and will incorporate this cost into its dispatch of generation as

16 1d. at 10.

71d. at 12. According to CAISO, PacifiCorp has indicated that its marketing
function, PacifiCorp Energy, which holds transmission rights on facilities connecting
CAISO and the PacifiCorp BAAs, intends to make those rights available for the EIM
transfers at no charge.

18 1d. at 4.

91d. at 13 (citing CAISO Tariff, proposed section 29.4(b)(4)).
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appropriate. CAISO further states that it will not consider this cost when it dispatches
generation that is attributable to serving load outside the CAISO BAA and therefore,
CAISO claims that GHG regulation compliance costs will not affect locational prices
outside the CAISO BAA.?

15.  CAISO also notes that it will use a process based on its existing local market
power mitigation approach—which mitigates bids which might have an effect on prices
at transmission constraints deemed non-competitive via CAISO’s dynamic competitive
path assessment—to mitigate market power in each BAA participating in the EIM, and
will monitor and assess the need for market power mitigation at the interties before and
after implementation.”*

16.  Finally, the proposed revisions grant CAISO the short-term authority to suspend
certain operations in the event of unforeseen circumstances. With each addition of an
EIM Entity to the EIM, there will be a 60-day period during which CAISO may
temporarily discontinue the participation of the new balancing authority in the real-time
market if system operational issues adversely affect any portion of the market’s operation
in the combined BAAs. If CAISO identifies a solution to the issues within 60 days of the
temporary discontinuation, it may reinstate the normal operations upon five days’ notice.
If it does not identify the solution in this period, CAISO will terminate the participation
of the new EIM Entity. The terminated balancing authority can then only be reinstated
by a Commission order.?

B. Market Design

17.  CAISO explains that the structural differences between the CAISO BAA and other
participating BAAs necessitate a supplemental set of rules and procedures to allow
entities outside CAISO’s BAA to serve their imbalance needs through participation in
CAISO’s real-time market.”® For example, inputs to the real-time market for the energy
needs of the CAISO BAA, such as day-ahead schedules from the day-ahead market,
ancillary services awards, and capacity procurement mechanism designations, do not

1d. at 3-4.
L 1d. at 3.
22 |d. at 14 (citing CAISO Tariff, proposed section 29.1).

2 |d. These rules and procedures are included in proposed section 29 of CAISO’s
tariff.
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apply to entities outside the CAISO BAA.?* In addition, CAISO balancing authority
responsibilities and emergency dispatch authority are limited to the CAISO BAA.

C. Roles within the EIM

18.  The EIM introduces four new types of participants in the real-time market,
collectively known as “EIM Market Participants”: EIM Entity, EIM Entity Scheduling
Coordinator, EIM Participating Resource, and EIM Participating Resource Scheduling
Coordinator.?® All EIM Market Participants must comply with the CAISO tariff to the
extent that its provisions are relevant to participation in CAISO’s real-time market. Thus,
according to CAISO, the market rules unique to the EIM are integrated with the
remainder of the CAISO tariff, thereby ensuring comparable treatment with other CAISO
market participants.?

19.  Proposed section 29.2 of the CAISO tariff sets forth the process for a balancing
authority to become an EIM Entity.?” An EIM Entity is responsible for identifying
available transmission capacity in its BAA for use in the EIM and, through its EIM Entity
Scheduling Coordinator, for scheduling all load and resources in its BAA that do not
participate in the EIM (known as non-participating load and non-participating resources)
and for settling non-EIM charges and payments related to non-participating load and non-
participating resources. The EIM Entity is also responsible for recovering its costs
associated with payments to CAISO through its OATT.

20.  An EIM Entity Scheduling Coordinator is the entity through which an EIM Entity
participates in the EIM. In order to prevent the inappropriate sharing of information
regarding transmission and generation, an EIM Entity Scheduling Coordinator cannot be
a scheduling coordinator for a supply resource unless it is a transmission provider subject
to the Commission’s standards of conduct set forth in the Commission’s regulations.*®

*1d. at 13.

2> CAISO Tariff, proposed section 29.4.

2 CAISO Transmittal Letter at 15.

27 |d. (citing CAISO Tariff, proposed section 29.2(b)).

%8 1d. (citing 18 C.F.R. § 358 (2013)).
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21.  EIM Participating Resources are the owners or operators of resources that wish to
bid supply into the EIM. These resources can be generating units, participating load,
demand resource providers, or other resources qualified to deliver energy or similar
services, such as non-generation resources. Each type of resource that is eligible to
participate in the current CAISO real-time market is eligible to participate through the
EIM,” but only if the EIM Entity supports participation by that type of resource and the
resource meets the technical requirements for such participation pursuant to the terms and
conditions of the CAISO tariff and the EIM Entity’s OATT.

22.  An EIM Participating Resource Scheduling Coordinator is the entity through
which an EIM Participating Resource participates in the real-time market. Similar to
CAISO’s proposal with regard to the EIM Entity Scheduling Coordinator, to prevent the
inappropriate sharing of information regarding transmission and generation, an EIM
Participating Resource Scheduling Coordinator cannot be an EIM Entity Scheduling
Coordinator unless it is a transmission provider subject to the Commission’s standards of
conduct set forth in the Commission’s regulations.®

23.  Finally, to participate in the real-time market through the EIM, each entity
described above must enter into an agreement with CAISO that sets out the parties’
respective obligations with respect to the entity’s role.®* CAISO includes the proposed
pro forma EIM Entity Agreement, EIM Entity Scheduling Coordinator Agreement, EIM
Participating Resource Agreement, and EIM Participating Resource Scheduling
Coordinator Agreement (collectively, the EIM Service Agreements) as proposed
Appendices B.17, B.18, B.19, and B.20 of its tariff.

D. Communications

24.  Under proposed section 29.6 of the CAISO tariff, an EIM Entity must meet certain
technical requirements of the Inter-Control Center Communication Protocol and
Reliability Standards to enable communications with CAISO necessary to support market
operations.** Proposed section 29.6 also provides for the development of procedures to

2% |.e., resources capable of delivering energy, curtailable demand, demand
response services, or similar services. See CAISO Tariff, proposed section 29.4(d)(1)).

30 CAISO Transmittal Letter at 15.
31 1d. at 16.

%2 1d. According to CAISO, it intends to publish supporting details for these
technical requirements in the business practice manual for the EIM that it is currently
developing and plans to publish prior to the planned July 8, 2014 market simulation.
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address loss of communications and affirms that in such a circumstance, the EIM Entity
remains responsible for managing its imbalance energy without the EIM. Proposed
section 29.6 also requires EIM Market Participants to comply with the existing
communications requirements in section 6 of CAISO’s tariff in connection with their
participation in the EIM.*

25.  Finally, CAISO proposes that the provisions of current section 6 regarding
publication of market results will apply to results from the expanded real-time market
under section 29.6. Thus, for the EIM, CAISO will publish the same results it currently
publishes for the existing real-time market. CAISO will make the non-public information
that it specifically makes available to individual market participants under section 6
available to EIM Market Participants in a similar manner as in its existing real-time
market.*

E. Market Operations

26.  CAISO asserts that under the EIM, it will not be assuming operational
responsibility for the transmission systems in EIM Entities’ BAAs. Therefore, proposed
section 29.7 provides that CAISO will administer the transmission made available to the
real-time market to manage energy imbalances in the EIM area under normal conditions.
This section also provides that CAISO will not issue dispatch instructions to load that has
not been bid into the market.®

27.  Proposed section 29.7 also provides special procedures for the management of
EIM transfers, which involve transfers from one EIM Entity BAA to another through the
EIM. Specifically, EIM transfers will not require individual resource e-Tags; will not
constitute inadvertent energy; will reflect intra-hour incremental EIM transfers between
CAISO and each EIM Entity BAA; will be updated within 60 minutes after the end of
each operating hour to include the sum of all EIM transfers within each BAA for
purposes of inadvertent energy accounting; and will subsequently be updated as
necessary consistent with the requirements of the Western Electricity Coordinating
Council (WECC), NERC, and North American Energy Standards Board standards and

% 1d. at 17. CAISO notes that requirements in section 6 applicable only to
communications regarding such matters as ancillary services and the day-ahead market
do not apply to EIM Market Participants because the EIM does not include those
features.

4.

%1d. at 17-18.
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business practices. CAISO states that it will model changes in the net scheduled EIM
transfers that result from real-time dispatch as dynamic schedules between CAISO and
the relevant EIM Entity for the accuracy of automatic generation control and derive from
the dynamic net scheduled EIM transfers the dynamic schedules on interties between
CAISO and the EIM Entity for tagging purposes. According to CAISO, these provisions
separate EIM transfers from normal interchange accounting among balancing
authorities.*

28.  CAISO explains that proposed section 29.7 recognizes the authority of the EIM
Entity to issue “exceptional dispatch” instructions®’ (defined as “EIM Manual
Dispatches” in the proposed tariff revisions) when necessary to address reliability or
operational issues in such EIM Entity’s BAA.* According to CAISO, the EIM Entity
must immediately inform CAISO of such dispatches and identify the resources that have
been manually dispatched. CAISO also notes that the EIM Entity remains responsible for
communications to the reliability coordinator with respect to its BAA. When an EIM
Entity informs CAISO that it has issued an EIM Manual Dispatch, CAISO will reflect the
change in the 15-minute schedules and five-minute dispatch. CAISO will not include the
EIM Manual Dispatch in the determination of LMPs, but it will settle the EIM Manual
Dispatch at the price for instructed imbalance energy in the appropriate real-time market.

29.  Proposed section 29.7 also provides that CAISO may declare an interruption of the
EIM in circumstances that are analogous to a system emergency in the CAISO BAA or
when a disruption of communications prevents EIM Market Participants from receiving
information from, or submitting information to, CAISO. In response, CAISO states that
it may isolate the affected area, curtail EIM transfers, transfer dispatch responsibility for
the affected area to another balancing authority, establish an administrative price, or
remove bids in accordance with its existing real-time market authority. According to
CAISO, during the interruption, balancing authorities in the EIM area must follow
applicable NERC standards, and their scheduling coordinators must keep CAISO
informed of actions taken by the balancing authority. CAISO asserts that it will reinstate
normal operations once it determines that the disruption has been resolved.*

% 1d. at 18.

37 «“Exceptional dispatch” instructions are used to address circumstances under
which reliability or operational issues require CAISO to dispatch resources outside of the
market. 1d.

4.

3 1d. at 19.
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30.  Finally, section 29.7 addresses congestion management and unscheduled flows.
CAISO notes that ordinarily it will manage congestion through the EIM. However,
according to CAISO, certain factors, such as the amount of transfer capacity available to
the market, may limit CAISO’s ability to fully manage congestion throughout the EIM
area. If this occurs, CAISO states that it will inform other balancing authorities in the
EIM area when it is unable to resolve congestion in their areas. In addition, CAISO notes
that it or another balancing authority in the EIM area may initiate WECC’s Unscheduled
Flow Mitigation Plan when appropriate. At this point, the balancing authority must
adjust its schedules according to the procedure and inform CAISO, which will
incorporate the schedules in the real-time market.*

31.  According to CAISO, even though it is not controlling outages, CAISO must have
information about outages in order to operate the real-time market efficiently. Therefore,
proposed section 29.9 of the CAISO tariff requires the EIM Entity Scheduling
Coordinators to provide CAISO the same type of information regarding generator and
transmission maintenance outages that participating transmission owners and
participating generators provide CAISO when seeking approval of outages. Section 29.9
also requires EIM Entity Scheduling Coordinators to comply with the communications
and information requirements in CAISO tariff section 9 regarding forced outages, and
allows updates to outage information consistent with sections 9 and 29.9.*

32.  Proposed section 29.10 of the CAISO tariff requires the EIM Entity to ensure that
all EIM Participating Resources and non-participating resources in the EIM Entity BAA
become either a CAISO metered entity or a scheduling coordinator metered entity.
Therefore, all EIM Participating Resources and non-participating resources in the EIM
Entity BAA will be subject to all CAISO metering requirements in section 10 of
CAISO’s tariff applicable to such entities. Additionally, each EIM Participating
Resource and non-participating resource in an EIM Entity’s BAA that is not a generating
unit, or is a generating unit with a rated capacity of 10 megawatts (MW) or greater, and
each EIM intertie must have telemetry meeting the requirements of the business practice
manual for the EIM.*

401d. at 19-20.

*11d. at 20. Section 29.9 also requires the EIM Entity Scheduling Coordinator to
inform CAISO of physical limits under the base case and contingencies, scheduling limits
for intertie transactions based on e-Tags, and any contractual limits on interfaces where
the EIM Entity has transmission rights.

421d. at 20-21.
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33.  Finally, proposed section 29.10 also requires metering for all interties between
EIM Entities and other BAAs for purposes of calculating unaccounted for energy. EIM
Entity Scheduling Coordinators also must submit to CAISO, for each bid for an intertie
with a BAA outside the EIM that clears the 15-minute market, the corresponding hourly
transmission profile and 15-minute energy profiles from the respective e-Tags at least 20
minutes before the start of the operating hour. According to CAISO, this information
determines the net interchange for operation and settlement of the EIM.*

F. Market Processes

34.  CAISO proposes to incorporate the EIM into the operation of the real-time market
in accordance with section 34 of its tariff. CAISO also proposes that its tariff provisions
governing markets and process™ and the provisions governing bid and self-schedule
submission® applicable to the real-time market apply as well to EIM Market Participants.
However, according to CAISO, certain variations from the requirements of these sections
are necessary to permit seamless real-time market participation by EIM Market
Participants, particularly because they do not participate in other CAISO markets and are
located outside the CAISO BAA.*®

1. Timeline

35.  Under CAISO’s proposal, the EIM participation process begins with preparation
of demand forecasts. CAISO will prepare mid-term (seven-day) and short-term (four-
and-one-half hour) demand forecasts.*” CAISO notes that the EIM Entity has the option
of using CAISO’s demand forecast or one of its own. However, if the EIM Entity elects

“4d.
* See CAISO Tariff, section 27.
% See id., section 30.

8 CAISO Transmittal Letter at 22-23. CAISO notes, for example, that EIM
Market Participants may not submit inter-scheduling coordinator trades under existing
section 28 of CAISO’s tariff or participate in the day-ahead market unless they are
otherwise eligible to do so under CAISO’s current tariff. See id. at 23 n.40; CAISO
Tariff, proposed sections 29.28 and 29.31.

7 See id., proposed section 29.34(d).
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to use its own demand forecast, it may be subject to under-scheduling or over-scheduling
charges.*®

36. CAISO states that its day-ahead operations currently provide the baseline for the
operation of the real-time market within CAISO. According to CAISO, the EIM resource
plan will serve that purpose with regard to other BAAs participating in the EIM. CAISO
asserts that the EIM resource plan will present the complete picture of each EIM Entity’s
circumstances prior to real-time operations and will be comprised of EIM base schedules;
energy bids (applicable to EIM Participating Resources only); reserve capacity meeting
the WECC requirements for regulating reserves, in incremental MW (applicable to
resources only); reserve capacity meeting the WECC requirements for regulating
reserves, in decremental MW (applicable to resources only); spinning reserves in MW,
non-spinning reserves in MW; and, if the EIM Entity Scheduling Coordinator is not
relying on CAISO’s demand forecast, a demand forecast. CAISO contends that this
resource plan sets forth the base schedules that allow CAISO to run a power flow
analysis in parallel with CAISO’s day-ahead market, putting EIM Market Participants on
an “equal footing” with day-ahead market participants going into real time. Moreover,
CAISO asserts that it also allows the EIM Entity to review the results and consider what
base schedule changes may be appropriate to meet its BAA needs.*

37.  CAISO states that the EIM base schedule represents the financially binding
starting point in the real-time market and must reflect the demand forecast for the EIM
Entity BAA. According to CAISO, each EIM Participating Resource must also submit a
base schedule, which must be within the bid range included in the EIM resource plan. To
determine if supply is sufficient, CAISO will use the EIM Entity base schedule for non-
participating resources and the bid ranges of EIM Participating Resources. Next, CAISO
will use the sum of the highest quantity offers from the bid range in determining whether
there is insufficient supply and the lowest quantity bids in determining whether there is
excess supply.*

38.  Next, all EIM scheduling coordinators must provide EIM base schedules for real-
time operations at least 75 minutes before the start of the operating hour and will have
two opportunities to revise the schedule. In addition, EIM Entity Scheduling
Coordinators must submit EIM interchange schedules with other BAAs at the relevant
EIM interties and must update these EIM intertie schedules with any adjustments, when

48 CAISO Transmittal Letter at 23.
Y 1d. at 23.

%0 1d. at 23-24.
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applicable, as part of the hourly resource plan revision. CAISO will derive an initial EIM
base schedule for each EIM Entity’s load from the CAISO demand forecast for the EIM
Entity BAA, estimated transmission losses, and an assumed load distribution.™

39.  According to CAISO, it will validate the EIM resource plan on the day before the
operating day, and following the submission of EIM base schedules or adjustments to
EIM base schedules. CAISO then will notify the EIM Entity Scheduling Coordinator if:
(1) the EIM resource plan is not balanced; (2) the EIM resource plan provides insufficient
flexible ramping capacity to meet requirements; and (3) CAISO anticipates congestion
based on the submitted EIM resource plans. CAISO notes that if supply in the EIM base
schedules is insufficient to meet the demand forecast, CAISO will reduce the demand in
the EIM base schedule, which will result in the shortfall being settled through the EIM
unless adjusted by the EIM Entity Scheduling Coordinator through this iterative
process.*

40.  According to CAISO, EIM Participating Resource Scheduling Coordinators must
submit energy bids in accordance with the same schedule that applies to other supply
resources in the real-time market. CAISO notes that an EIM Participating Resource
Scheduling Coordinator may also bid an EIM intertie schedule between the EIM Entity
and a neighboring BAA into the 15-minute market if both BAAs support economic
bidding of 15-minute schedules.*®

G. Market Actions

41.  According to CAISO, section 34 of its current tariff will govern operation of the
EIM in the EIM area. However, proposed section 29.34 of the tariff supplements section
34 with matters specific to the expansion of the EIM to other BAAs that participate in the
EIM.

42.  For example, under proposed section 29.34, if an EIM Entity Scheduling
Coordinator’s approved EIM resource plan does not have sufficient bids to resolve
congestion, CAISO will relax the relevant transmission constraints when clearing the
market. According to CAISO, if it cannot resolve congestion through that process, the

*1 |1d. at 24. See CAISO Tariff, proposed sections 29.34(i)(1), 29.34(g), and
29.34(j).

°2 CAISO Transmittal Letter at 24. See CAISO Tariff, proposed section 29.34(k).

>3 CAISO Transmittal Letter at 25. See CAISO Tariff, proposed sections 29.34(h)
and 29.34(i)(2).
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EIM Entity will become responsible for managing its congestion through other means,
such as EIM Manual Dispatch. CAISO states that it will determine prices for congestion
consistent with transmission constraint relaxation parameters established in the business
practice manual for the EIM until the constraint is no longer binding in the real-time
market.>*

43.  According to CAISO, proposed section 29.34 also establishes procedures for
addressing flexible ramping constraints. CAISO explains that it will establish a flexible
ramping constraint capacity requirement for each EIM Entity BAA using the CAISO
demand forecast and the CAISO variable energy resource forecast for each BAA in the
EIM area and each combination of balancing authorities. CAISO will then review EIM
resource plans to determine if there are sufficient bids to meet those requirements, in each
case according to procedures in the business practice manual for the EIM. CAISO states
that it will reduce the requirement for each participating balancing authority by its pro
rata share of a calculated “diversity benefit,” which may be limited by the available net
import EIM transfer capability into the BAA.”

44,  CAISO asserts that if its review determines that the EIM resource plan includes
insufficient flexible ramping constraint capacity, CAISO will not include the EIM Entity
BAA in any flexible ramping constraints for combinations of BAAs. Instead, CAISO
will formulate only individual constraints for the EIM Entity BAA and will hold the EIM
transfer limit into the EIM Entity BAA at the value for the last15-minute interval. This
prevents balancing authorities with insufficient ramping capacity from “leaning” on those
balancing authorities that have sufficient ramping capacity.>

45.  Finally, under the proposal, each EIM Entity is responsible for its operating
reserves (or its share of required operating reserves under the terms of a reserve-sharing
group agreement), and is responsible for deploying operating reserves. According to
CAISO, the EIM Entity must immediately inform CAISO of any contingency that causes
changes in the EIM base schedule or the dispatch of reserves. The EIM Entity
Scheduling Coordinator also must include any deployed reserves, if time permits, in the
EIM base schedule, or otherwise in EIM Manual Dispatch instructions. CAISO notes
that the EIM Entity must also adjust the EIM base schedule to reflect any changes in the
response to the contingency. According to CAISO, it will continue to send dispatch

> CAISO Transmittal Letter at 27 (citing CAISO Tariff, proposed section
29.34(0)).

 |d. at 28.

% 4.
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instructions based upon pre-contingency conditions until CAISO receives resource
operating limit updates. After CAISO receives the updates and reflects them in real-time
dispatches, CAISO will account for the dispatches in providing net scheduled interchange
data to the EIM Entity Scheduling Coordinators.’

H. Settlement and Accounting

46.  CAISO proposes to use the settlements procedures and timelines set forth in
CAISO tariff section 11 and proposed section 29.11 for settling and billing EIM Market
Participants. CAISO notes that it has included all charges that it will bill to EIM Market
Participants in section 29.11. According to CAISO, the charges described in section
29.11 generally are associated with the participation of EIM Market Participants in the
real-time market. CAISO states that it will allocate charges attributable to non-
participating load and non-participant resources to the EIM Entity Scheduling
Coordinator for allocation to such load and resources. CAISO notes that some of these
charges affect cost allocation with CAISO market participants and accordingly are
included in section 11.%

47.  According to CAISO, it will determine unaccounted for energy for each EIM
Entity BAA as the difference between metered demand and the sum of the metered
supply and the metered values at the interties, adjusted for losses. CAISO will charge the
EIM Entity Scheduling Coordinator for unaccounted for energy at the hourly real-time
load aggregation point price.>

48.  CAISO notes that it will assess under-scheduling and over-scheduling charges to
EIM Market Participants to encourage resource sufficiency. CAISO will assess the
charges in two levels, according to the deviations from the EIM base schedule: (1) if
metered demand deviates from the schedule by between five to ten percent (level 1); and
(2) if metered demand deviates from the schedule by more than ten percent (level 2). If
the deviation within either range is at least two megawatts, the following charges apply:
the level 1 charge will be a 25 percent increase (under-scheduling) or decrease (over-
scheduling) of the hourly real-time load aggregation point price for the entire deviation;
the level 2 charge will be a 100 percent increase or 50 percent decrease. CAISO will
distribute the revenues from these charges pro rata to load in the EIM area that was not
subject to penalties. CAISO asserts that EIM Entities that use CAISO’s demand forecast

> 1d. at 29.
%8 1d. at 31.

9 1d. See CAISO Tariff, proposed section 29.11(c).
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and approve EIM base schedules for their resources within one percent of CAISO’s
demand forecast will be exempt from these charges because such EIM Entities have
taken steps to ensure the availability of sufficient resources to meet CAISO’s demand
forecast.*

49.  According to CAISO, it will collect two types of neutrality charges from EIM
Market Participants to recover the difference between receipts from load and payments to
supply for energy in the real-time market: (1) a real-time imbalance energy offset charge;
and (2) a real-time congestion offset charge. As described by CAISO, the real-time
imbalance energy offset has two components. The first is based on the sum of the net
value of EIM transfers and the settlements of imbalance energy, less the real-time
congestion offset. CAISO will adjust this initial calculation of the EIM Entity BAA
charge to reflect flows between EIM Entity BAAs in order to align the allocation more
closely with causation.®* CAISO then will assess the amounts allocated to EIM Entity
BAAs to the applicable EIM Entity Scheduling Coordinator and will assess the amounts
allocated to scheduling coordinators for load in the CAISO BAA. The second component
distributes any residual neutrality amount among EIM Market Participants based on
measured demand.®

50.  The real-time congestion offset charge is the application of the existing provision
for a real-time congestion offset to the broader EIM. The proposed charge determines the
contribution of each EIM Entity BAA to the congestion component of LMPs. Because
virtual bids are applicable only in the CAISO BAA, the calculation includes an
adjustment for the impact of virtual bids. Each EIM Entity BAA’s share of the costs is
assessed to its EIM Entity Scheduling Coordinator and the share allocated to the CAISO
BAA is assessed as provided in section 11.5.4.2 of CAISO’s tariff. The virtual bid
adjustment is assessed to scheduling coordinators that submit virtual bids.®

51.  CAISO notes that EIM Participating Resources will be available for short start unit
commitment and will receive the same real-time bid cost recovery as other real-time
market resources. Energy included in an EIM base schedule will be treated the same as a
self-schedule and will not be eligible for start-up or minimum load bid cost recovery.

The net real-time market uplift charge for each BAA in the EIM is calculated according

% CAISO Transmittal Letter at 32.
%! 1d. at 33 (citing CAISO Tariff, proposed section 11.5.4.1(c)).
%2 1d. See CAISO Tariff, proposed section 11.5.4.1.

63 CAISO Transmittal Letter at 33-34.
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to the methodology in CAISO tariff section 11.8.6. This approach assesses the uplift to
the load served by the resource that is paid the bid cost recovery. Bid cost recovery is
tracked by resource, however, not by the location where the energy sinks. Therefore,
CAISO has added an adjustment to account for EIM transfers. The net real-time market
uplift charge will be assessed to the applicable EIM Entity Scheduling Coordinator.®

52.  CAISO will calculate payments for flexible ramping constraint capacity according
to section 11, except that the real-time ancillary services market price for spinning
reserve, a component of that calculation, will be deemed to be zero, because EIM
Participating Resources cannot provide ancillary services in the real-time markets in their
capacity as EIM Participating Resources. CAISO will charge the costs of these payments
to the applicable EIM Entity Scheduling Coordinator based on the ratio of the EIM Entity
BAA’s requirement to its contribution to the applicable constraint constraint(s).®®

l. Transmission Charges and Administrative Fee

53.  Because CAISO concluded that avoidance of pancaked rates for EIM transfers
between BAAs participating in the EIM was critical to the creation of a real-time market
that spans the service territories of multiple transmission providers, CAISO is proposing
what it terms “reciprocity” whereby each EIM Market Participant will pay the
transmission rate of the transmission provider in whose service territory it is located—
I.e., a license plate rate. CAISO currently assesses the transmission charge to internal
load and a wheeling access charge to exports. Under the EIM, internal load will continue
to pay the access charge. To avoid rate pancaking and in recognition of load’s payment
of transmission charges in the receiving BAA, EIM transfers will be exempt from
wheeling charges that might otherwise be imposed by the participating BAA from which
the energy is exported.®® CAISO has made a commitment to commence review of the
transmission rate issue within the first year of operation and to propose a new rate if
circumstances suggest a different approach would be preferable.®’

*1d. at 35.
% Id (citing CAISO Tariff, proposed sections 11.25.4 and 29.11(g)).
% |d. at 36 (citing CAISO Tariff, proposed section 29.26).

%" 1d. at 38.
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54.  Currently, CAISO recovers the costs of operating its markets through the grid
management charge.?® The grid management charge comprises three components, each
of which recovers the costs of a different category of services: (1) market services;*
(2) system operations;® and (3) congestion revenue rights services. According to
CAISO, it uses activity-based accounting to identify and capture costs based on
significant activities, and then allocates the costs of those activities to the appropriate
service category.”

55.  CAISO is proposing that EIM Market Participants share in the cost of operating
the real-time market. To develop the administrative charge, CAISO first analyzed the
components of the grid management charge to determine the amounts attributable to the
real-time market. According to CAISO, 63 percent of market services costs were
attributable to the real-time market and 37 percent to the day-ahead market; and

48 percent of system operations costs were attributable to real-time dispatch and

52 percent to BAA services. "

56.  Next, CAISO explains that it used the 2012 rates and allocation from CAISO’s
2010 cost of service study that supported the most recent grid management charge to
derive a rate for operation of the real-time market. According to CAISO, the 2012
market services rate was $0.09/MWh. Thus, the share attributable to real-time is
$0.06/MWh. The 2012 system operations rate was $0.27/MWh, yielding a share of
$0.13/MWh attributable to real-time. By combining these amounts, CAISO calculated a
real-time market charge of $0.19/MWh. CAISO proposes to charge this amount as a
fixed rate administrative fee to each EIM Market Participant based on the greater of:

% The grid management charge is a formula rate, and the current grid management
charge is subject to a rate cap through fiscal year 2014. CAISO is required to file a tariff
amendment to establish a new rate cap for subsequent years. See CAISO Tariff, section
11.22.

% The market services category encompasses all activities in scheduling both the
day-ahead market and real-time market.

"% The system operations category includes all activities in dispatching energy on
the grid and BAA activities such as transmission planning.

L CAISO Transmittal Letter at 39.

2 1d. CAISO states that it did not include congestion revenue rights in the
analysis because EIM Market Participants are not included in the allocation of congestion
revenue rights.
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(1) the gross absolute value of that participant’s imbalance energy for supply and load, or
(2) five percent of the total gross absolute value of supply and five percent of the total
gross absolute value of demand for all EIM Market Participants.”® CAISO will use the
revenues from the administrative fee to reduce the grid management charge within
CAISO so as to remain revenue neutral. CAISO market participants pay a bid segment
fee of $0.005 per bid segment submitted to the market and a scheduling coordinator 1D
fee of $1,000/month for each scheduling coordinator ID. CAISO proposes to assess the
same charge to EIM Market Participants.”

J. Greenhouse Gas Emissions Costs

57.  CAISO recognizes that EIM resources outside California will incur GHG
compliance costs when dispatched into California. In its proposal, CAISO would allow
EIM resources outside California to submit a bid adder with their energy bids to cover the
costs of complying with California Air Resources Board’s (CARB) GHG regulations.”
Under CAISO’s proposal, resources that do not want to, or are legally barred from,
complying with GHG regulations could use a high bid adder to signal the market that the
resource does not want to be dispatched into the California market, and thus, avoid GHG
compliance costs.”®

58.  CAISO’s proposal specifies that it will optimize dispatch across the EIM footprint
accounting for the bid adder when resources are dispatched into California but excluding
it for resources that are not dispatched into CAISO. CAISO explains that its current
$1,000/MWh energy bid cap will apply to the sum of a resource energy bid and GHG bid
adder.”” To address concerns about the potential abuse of the GHG bid adder, a resource
would submit its GHG bid adder daily rather than hourly.

K. Market Monitoring and Mitigation

59.  CAISO proposes that EIM Market Participants be subject to the rules of conduct
in CAISO tariff section 37, except for section 37.2, which requires compliance with

" 1d.; id., Attachment D, Declaration of Michael K. Epstein at P 9.
™ 1d. at 39-40.

" Id. at 25 (citing CAISO Tariff, proposed section 29.32).

" 1d. at 26.

71d. at 25-27.
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operating orders issued by CAISO. According to CAISO, the exclusion of this section is
consistent with CAISO’s lack of authority to issue dispatch instructions to EIM Market
Participants except through the real-time market.

60.  According to CAISO, CAISO’s Department of Market Monitoring will provide
market monitoring services for the participation of EIM Market Participants in the real-
time market. The services will include monitoring the markets for actual or potential
ineffective market rules, market abuses, market power, or violations of Commission or
CAISO market rules; coordinating with CAISO business units that review and monitor
the performance and quality of the CAISO markets; providing recommendations about
potential market design flaws or ineffective market rules; and referring a matter to the
Commission if there is sufficient credible evidence that a violation of Commission or
CAISO market rules has occurred.”®

61. CAISO states that it also will apply real-time local market power mitigation to the
participation of EIM Market Participants in the real-time market. According to CAISO,
the procedures will be essentially the same as those applicable in current CAISO tariff
section 39.7, but CAISO will apply them separately to bids which would have an effect
on prices within a transmission-constrained submarket within each EIM Entity BAA.
Similarly, the procedures for LMP decomposition will be the same as in section 31.2.1,”
but CAISO will also apply them separately within each EIM Entity BAA. Furthermore,
CAISO states that it may apply real-time local market power mitigation to bids which
affect prices at transmission constraints limiting EIM transfers into an EIM Entity BAA if
it determines that one or more entities have market power at the level of the EIM Entity
BAA and if such action is authorized by the CAISO Board of Governors (Board). When
real-time local market power mitigation procedures are applied, either due to projected
congestion on a constraint within an EIM Entity BAA or on a transfer constraint into an
EIM Entity BAA, CAISO will use the methods set forth in section 39.7 for determining
default energy bids.*

8 1d. at 40.

" Under section 31.2.1 of CAISO’s tariff, the congestion component of each LMP
determined in the market power mitigation process is split (or “decomposed”) into
competitive and non-competitive congestion components to determine bid mitigation.

8 CAISO Transmittal Letter at 40-41.
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L. Miscellaneous Provisions

62.  Under the proposed tariff, EIM Entity Scheduling Coordinators and EIM
Participating Resource Scheduling Coordinators will be subject to the requirements of
CAISO tariff sections 12 (creditworthiness), 13 (disputes), 14 (force majeure, indemnity,
liabilities, and penalties), 20 (confidentiality), and 22 (miscellaneous provisions) with
respect to their participation in the real-time market. According to CAISO, this
requirement is designed to ensure that these administrative requirements are applied
equally by CAISO to all market participants, including EIM Market Participants.®

63.  Proposed section 29.22 also provides additional provisions that parallel those
applicable to market participants for transactions within the CAISO BAA. Thus, if
CAISO incurs any tax liability as a result of the participation of EIM Market Participants
in the real-time market, CAISO will pass those taxes on to the EIM Entity Scheduling
Coordinator for the area where the transactions triggered the tax liability. Furthermore,
neither CAISO nor the EIM Entity will be a “Purchasing Selling Entity” for purposes of
e-Tagging of EIM transfers. Finally, title for energy in the real-time market passes
directly from the entity that holds title when the energy enters the CAISO controlled grid
or the transmission system of an EIM transmission services provider, whichever is first
following dispatch, to the entity that removes the energy from the CAISO controlled grid
or the transmission system of an EIM transmission services provider, whichever last
precedes delivery to load. According to CAISO, these provisions also ensure equivalent
treatment of CAISO and EIM Entities with respect to participation of EIM Market
Participants in the real-time market.®

64.  Proposed section 29.17 of CAISO’s tariff requires that the EIM Entity provide
CAISO with EIM transmission service information regarding the network topology
associated with its transmission capacity and that of EIM transmission service providers
in its BAA that is available for use in the real-time market. The EIM Entity must update
the information at least as frequently as the update schedule for CAISO’s full network
model. The EIM Entity also must ensure that the information is accurate and that the
capacity is made available, and must inform CAISO of any changes in availability.
Further, the EIM Entity must establish a maximum EIM transfer limit at least 90 days
before the first day in which it trades in the real-time market and provide CAISO with the

8 1d. at 21.

81d. at 22.
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available EIM transfer limit prior to the start of each dispatch interval in accordance with
the business practice manual for the EIM.®

M. Effective Date and Request for Waivers

65.  CAISO requests an effective date of September 23, 2014, for the proposed tariff
changes to allow for a first trading date of October 1, 2014. According to CAISO, the
effective date must be seven days before the first trading date because data submissions,
such as demand forecasts, begin seven days before the related trading date. CAISO
requests an effective date of July 1, 2014 for the EIM Service Agreements. CAISO
asserts that this will allow it to begin market simulation on July 8, 2014. Finally, CAISO
requests a Commission order on its filing by June 20, 2014. CAISO asserts that to
conduct an effective simulation of the EIM, which is scheduled for July 8, 2014, CAISO
and market participants must know the rules that will apply.®*

66. CAISO requests waiver of the Commission’s notice requirement to permit the
tariff changes contained in this filing to go into effect on September 23, 2014, for a first
trading date of October 1, 2014. Specifically, pursuant to section 35.11 of the
Commission’s regulations, 18 C.F.R. § 35.11 (2013), CAISO requests waiver of the
notice requirement contained in section 35.3 of the Commission’s regulations to allow
the requested effective date.®

67. CAISO asserts that this filing substantially complies with the requirements of
section 35.13 of the Commission’s regulations, 18 C.F.R. § 35.13 (2013). CAISO also
requests waiver of any such requirement to the extent this filing does not satisfy that
requirement. Specifically, CAISO requests waiver of the requirement to submit Period 1
and Period 2 schedules, because the administrative fee is based on accepted components
of the grid management charge included in the current CAISO tariff and is not based on
historical data in Period 1 schedules or on the projections in Period 2 schedules. CAISO
contends that there is good cause to waive filing requirements that are not material to the
Commission’s consideration of the filing, including the proposed administrative fee.®

8 1d. (citing CAISO Tariff, proposed section 29.17).
%1d. at 42,
%1d. at 43,

8 4.
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I11. Notice and Responsive Filings

68.  Notice of CAISO’s tariff filing was published in the Federal Register, 79 Fed.
Reg. 13,291 (2014), with interventions and protests due on or before March 21, 2014.
The Commission subsequently extended the comment period to March 31, 2014. The
Public Utility District No. 2 of Grant County, Washington, the City of Los Angeles
Department of Water and Power, J.P. Morgan Ventures Energy Corporation, Puget
Sound Energy, Inc., M-S-R Public Power Agency, Goshen Phase Il LLC, Avista
Corporation, NRG Companies,®” Cogeneration Association of California, Balancing
Authority of Northern California, California Department of Water Resources State Water
Project, Alliance for Retail Energy Markets, Golden State Water Company, Morgan
Stanley Capital Group Inc., Salt River Project Agricultural Improvement and Power
District, Xcel Energy Services Inc. (Xcel),? and Public Generating Pool filed timely
motions to intervene.

69.  The California Public Utilities Commission (CPUC) filed a notice of intervention
and comments. The City of Seattle (Seattle), Western Area Power Administration
(WAPA), Portland General Electric Company (Portland General), Southern California
Edison Company (SoCal Edison), City of Redding, California (Redding), California
Municipal Utilities Association (CMUA), Northern California Power Agency (NCPA),
the City of Santa Clara, California (Santa Clara), Iberdrola Renewables LLC (Iberdrola),
PacifiCorp, San Diego Gas & Electric Company (SDG&E), Pacific Gas and Electric
Company (PG&E), Modesto Irrigation District (Modesto), Transmission Agency of
Northern California (TANC), Western Power Trading Forum (WPTF), Electric Power
Supply Association (EPSA), Utah Associated Municipal Power Systems (UAMPS),
Tri-State Generation and Transmission Association (Tri-State), Public Utility District No.
1 of Chelan County (Chelan PUD), and the Cities of Anaheim, Azusa, Banning, Colton,
Pasadena and Riverside, California (Six Cities), filed timely motions to intervene and
comments. The American Wind Energy Association, the California Wind Energy

¥ The NRG Companies are: NRG Power Marketing LLC, GenOn Energy
Management, LLC, Cabrillo Power | LLC, Cabrillo Power Il LLC, EI Segundo Power
LLC, NRG Delta LLC, NRG Marsh Landing LLC, NRG California South LP, High
Plains Ranch 11, LLC, Long Beach Generation LLC, NRG Solar Alpine LLC, NRG Solar
Borrego | LLC, NRG Solar Blythe LLC, NRG Solar Roadrunner LLC, and Avenal Solar
Holdings LLC.

% Xcel intervenes on behalf of Public Service Company of Colorado.

8 UAMPS also filed a motion to consolidate Docket No.ER14-1386-000 with
consideration of PacifiCorp’s filing in Docket No. ER14-1578-000.
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Association, the Center for Energy Efficiency and Renewable Technologies, and
Renewable Northwest (collectively, Wind Parties) timely filed a joint motion to intervene
and comments. Similarly, Nevada Power Company d/b/a NV Energy and Sierra Pacific
Power Company d/b/a NV Energy (collectively, NV Energy) timely filed a joint motion
to intervene and comments. The Natural Resources Defense Council and Public Utility
Commissioners’ EIM Working Group (PUC EIM Group) filed timely comments.
California Energy Commission and CARB timely filed joint comments. United States
Senator Harry Reid submitted comments on May 20, 2014 and Governor Edmund G.
Brown, Jr. of California and Governor Brian Sandoval of Nevada submitted joint
comments on June 2, 2014.

70.  The Bonneville Power Administration (BPA) filed a timely motion to intervene,
comment, and protest. Powerex Corporation (Powerex) filed a timely motion to
intervene and protest. The Imperial Irrigation District, Los Angeles Department of Water
and Power, and Sacramento Municipal Utility District (collectively, Neighboring
Systems) timely filed motions to intervene, joint comments and a request for technical
conference. On April 25, 2014, Redding, TANC, Santa Clara, and Modesto filed motions
to intervene in Docket No. ER14-1578% and Docket No. ER14-1386-000 that included
motions to consolidate the two proceedings. On May 14, 2014, CARB filed a motion to
intervene out-of-time in this proceeding.

71.  On April 15, 2014, motions for leave to answer and answers were filed by PG&E,
PacifiCorp, Six Cities, and CAISO. On April 22, 2014, PacifiCorp filed a motion to file
answer and answer to the answer filed by PG&E. On April 23, 2014, SoCal Edison filed
a motion for leave to answer and answer to CAISO’s answer. Powerex filed a motion for
leave to answer and answer to CAISO and PacifiCorp’s answers on April 30, 2014.

1VV. Discussion

A. Procedural Matters

72.  Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure, 18
C.F.R § 385.214 (2013), the notice of intervention and filing of timely, unopposed
motions to intervene serve to make the movants parties to the proceeding. Pursuant to
Rule 214(d) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.

8§ 385.214(d) (2013), the Commission will grant CARB’s late-filed motion to intervene
given its interest in the proceeding, the early stage of the proceeding, and the absence of
undue prejudice or delay.

% pacifiCorp submitted its EIM implementation filing with the Commission in
Docket No. ER14-1578-000.
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73.  Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.
8§ 385.213(a)(2) (2013), prohibits an answer to a protest or an answer unless otherwise
ordered by the decisional authority. We accept the answers to comments and protests
filed by PG&E, PacifiCorp, Six Cities, and CAISO because they have provided
information that assisted us in our decision-making process. We are not persuaded to
accept the answers to answers filed by SoCal Edison and Powerex and will, therefore,
reject them.

B. Substantive Matters

74.  We conditionally accept CAISO’s proposed tariff revisions for filing to be
effective September 23, 2014, and CAISO’s proposed EIM Service Agreements to be
effective July 1, 2014, as requested, subject to further modifications, as directed in this
order. CAISO’s EIM proposal sets forth the rules and procedures by which CAISO will
offer participation in the imbalance energy portion of its real-time market to other BAAs
in the Western states. Under the proposed EIM tariff provisions, entities within BAASs
outside of CAISO may voluntarily take part in the imbalance energy portion of the
CAISO LMP-based real-time market alongside participants from within the CAISO
BAA. CAISO states that its proposal does not represent a new market, but rather “takes
advantage of its successful existing real-time market by adding new procedures to
accommaodate the voluntary participation of other balancing authorities without
disrupting the current market structure.”®*

75.  As CAISO submits, the proposed EIM will yield both quantitative and qualitative
benefits. In particular, CAISO explains that the EIM Benefits Study projected economic
benefits for customers of between $21 and $129 million per year, stemming primarily
from the availability of a broader pool of resources to serve load and savings from
replacing existing manual processes with CAISO’s automated process.’? CAISO asserts
that the EIM will also help integrate variable energy resources and increase reliability.

76.  As an initial matter, we note that CAISO’s EIM filing differs from regional
transmission organization (RTO) or independent system operator (ISO) filings of a
consolidated tariff for an overall footprint. The proposal encompasses—within one real-
time balancing market—entities within an ISO market and entities outside an RTO/ISO
market operating BAAs pursuant to OATTs. The structural differences between these
areas require differences in treatment within the context of a single EIM, which raise the
concerns of some participants in this proceeding. At the same time, parties to this

%1 CAISO Transmittal Letter at 2.

%21d. at 6.
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proceeding generally agree that addressing imbalances in the West across a wider
footprint can provide significant benefits.”® The CPUC states in its comments that it
“strongly supports the goals of the EIM.”** Senator Reid states that the EIM will help to
more effectively integrate variable energy supplies and ensure greater reliability in the
West, and urges the Commission to accept CAISO’s filing “so this important initiative
can move forward to implementation this year.” Governor Brown and Governor
Sandoval likewise express support for the EIM “as an important step to capture the
benefits of regional coordination and build a clean energy future.” Parties generally
concur that expansion of CAISO’s energy imbalance market beyond its BAA will
provide customers with a range of benefits, including reduced costs, more efficient
dispatch, improved integration of renewable resources, and enhanced reliability.*®

% See, e.g., Powerex Protest at 2-3 (supporting CAISO’s general objectives for the
EIM and commending CAISO’s staff as having the sophistication, tools, and
commitment to support CAISO’s role as the operator of such a market); Iberdrola
Comments at 2 (praising CAISO’s proposal as the “first credible initiative with promise
to help the West take its first meaningful step toward a more efficient market structure,”
with a design that is “well positioned to test a much needed, new energy market concept
in the West”); EPSA Comments at 3 (characterizing the proposal as a “positive first step
headed in the right direction,” and a “solid foundation” for the development of an energy
imbalance market in the Western Interconnection); PG&E Comments at 3, 11; CARB
Comments at 1-2; SoCal Edison Comments at 2-3; Portland General Comments at 2, 4,
12; PacifiCorp Comments at 4; NRDC Comments at 1; WAPA Comments at 1; WPTF
Comments at 3, 10; Xcel Comments at 3; NV Energy Comments at 2; Seattle Comments
at 3; Neighboring Systems Comments at 2. BPA, NCPA, and CMUA state that they do
not oppose the filing, while Redding, TANC, and Santa Clara expressly take no position
as to whether the proposal should be approved.

% CPUC Comments at 2.

% See, e.g., SoCal Edison Comments at 2 (“The inclusion of additional resources,
geographic diversity to integrate renewable resources, and load diversity will allow for a
more efficient dispatch of resources to meet load, which will then reduce costs and, in
turn, benefit [SoCal Edison’s] customers.”); Powerex Protest at 2; CPUC Comments at 2;
PacifiCorp Comments at 4; Wind Parties Comments at 4-5; WPTF Comments at 3; Xcel
Comments at 3; SDG&E Comments at 3; PUC EIM Group Comments at 2; NV Energy
Comments at 2; Portland General Comments at 2.
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77.  While we conditionally accept the EIM proposal, below are the Commission’s
discussion and findings that primarily address aspects of CAISO’s proposal that have
been contested by various commenters. Our review of the aspects of CAISO’s proposal
that are not contested and not specifically discussed herein indicates that they are just and
reasonable and are hereby accepted for filing, with the effective dates requested by
CAISO.

1. General and Legal Issues

Background

78.  CAISO asserts that the proposed EIM is the result of an extensive stakeholder
effort and will provide benefits to new market participants with minimal risk.”® CAISO
explains that it held five full-day stakeholder meetings in an approximately six-month
period, as well as five technical workshops, to discuss elements of particular interest to
stakeholders in more detail.”” CAISO states that stakeholders unanimously supported the
goal of establishing the EIM, but held differing views as to some of the specific elements
of the proposal.

Comments

79.  Powerex asserts that CAISO has not met its burden of proof under section 205 of
the Federal Power Act (FPA) to affirmatively demonstrate that its proposed tariff changes
are just and reasonable.”® Powerex requests that the Commission issue an order,
consistent with the order rejecting Southwest Power Pool, Inc.’s (SPP) initial filing of its
energy imbalance market in 2005, rejecting certain of the proposed tariff provisions and
providing CAISO with guidance to address the deficiencies in its filing.*® Similarly,
Chelan PUD and Seattle request that the Commission provide guidance on proposed
provisions that do not meet the Commission’s policies, and require CAISO to work with
its stakeholders to develop alternative approaches.'®

% CAISO Transmittal Letter at 2.

Id. at 8.

% Powerex Protest at 7-9 (citing 16 U.S.C. § 824d(e)).

% 1d. at 8-9 (citing Southwest Power Pool, Inc., 112 FERC { 61,303 (2005)).

190 chelan PUD Comments at 6; Seattle Comments at 7.
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80. UAMPS requests that the Commission suspend CAISO’s proposed tariff revisions
for a nominal period, to become effective as requested by CAISO, and set the matter for
hearing and settlement proceedings and investigation of the market power and
governance issues raised in its comments.*™ Neighboring Systems request that the
Commission establish a technical conference to discuss and resolve operational seams
issues raised by CAISO’s filing.**

81.  Redding asks that the Commission consider whether the EIM proposal was
developed pursuant to a sufficiently robust stakeholder process that afforded interested
parties the opportunity to be heard.'® Specifically, Redding notes that the CAISO Board
approved the EIM design less than a year after the EIM was initially proposed, and that
multiple stakeholders complained about the proceeding’s “intentionally aggressive
timeline.” Several other commenters, however, commend CAISO for the transparent and
extensive stakeholder process.'®*

82. UAMPS and Tri-State each move to consolidate the proceedings in this docket
with consideration of PacifiCorp’s filing of proposed tariff revisions to reflect its
participation in the EIM in Docket No. ER14-1578-000. UAMPS asserts that
consolidating the proceedings will permit the two dockets to inform each other and the
Commission’s analysis, particularly with regard to market power mitigation issues.'*
Tri-State contends that a consolidated proceeding will allow the parties to examine how
the CAISO and PacifiCorp markets will interact, and may help to expose gaps in the
CAISO proposal.'%

101 UAMPS Comments at 6.
192 Neighboring Systems Comments at 21.
103 Redding Comments at 11-13.

104 See Wind Parties Comments at 4; PUC EIM Group Comments at 1-2; Iberdrola
Comments at 1-2; SDG&E Comments at 5; PacifiCorp comments at 4.

105 UAMPS Comments at 5-6.

196 Tri-State Comments at 3-4.
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Answers

83.  CAISO and PacifiCorp each assert that consolidation is not necessary, as CAISO
and PacifiCorp purposefully aligned the timing of their filings to permit concurrent
review and the ability to identify and evaluate any gaps.*’

Commission Determination

84.  Except as discussed below, and as explained more thoroughly in the body of this
order, we find that CAISO has met its burden of proof to demonstrate that the proposed
tariff revisions and EIM Service Agreements are just and reasonable pursuant to section
205 of the FPA. Consequently, there is no need to reject, suspend, or defer action on the
CAISO’s proposal. We also find it unnecessary to set the proposed tariff revisions and
EIM Service Agreements for hearing. We find that the record in this proceeding is
sufficient for the Commission to make determinations, and to direct compliance filings,
where necessary, to modify the proposed tariff revisions and EIM Service Agreements.
Further, we are satisfied that the stakeholder process, while expeditious, permitted
stakeholders a meaningful opportunity to be heard. Accordingly, except with respect to
the specific matters noted below, we find that CAISO’s proposed tariff revisions and EIM
Service Agreements are just, reasonable, and not unduly discriminatory, and will accept
them.

85.  We deny the requests to consolidate Docket No. ER14-1386-000 with Docket
No. ER14-1578-000. The Commission’s policy is to consolidate matters only if a trial-
type evidentiary hearing is required to resolve common issues of law and fact and
consolidation will ultimately result in greater administrative efficiency.'® Because we
are not setting either filing for hearing and settlement judge procedures, there is no need
for consolidation.

86.  We find good cause to grant waiver of the Commission’s maximum 120-day
notice requirement, 18 C.F.R. 8 35.3(a)(1) (2013), to permit CAISO’s requested
September 23, 2014 effective date for its proposed tariff revisions. Granting waiver of
the prior notice requirement will permit CAISO to proceed with its scheduled July 8,

197 CAISO Answer at 94; PacifiCorp Answer at 4.

198 See Southern Cal. Edison Co., 129 FERC 1 61,304, at P 26 (2009), amended by
130 FERC 1 61,092 (2010); Midcontinent Express Pipeline LLC, 124 FERC { 61,089, at
P 27 (2008), order on reh’g, 127 FERC 61,164 (2009), order on remand, 134 FERC
161,155, reh’g denied, 136 FERC 1 61,222 (2011); Startrans 10, L.L.C., 122 FERC
161,253, at P 25(2008).
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2014 market simulation and to ensure that the necessary tariff provisions are in place
prior to the anticipated October 1, 2014 start date for the EIM. Accordingly, we grant
CAISO’s request for the EIM Service Agreements to become effective on July 1, 2014,
and for the proposed tariff revisions to become effective September 23, 2014.

87.  Lastly, we grant CAISO’s request for waiver of the applicable requirements of
section 35.13 of the Commission’s regulations, 18 C.F.R. § 35.13 (2013) to the extent not
satisfied in CAISO’s filing. In particular, we grant CAISO’s request for waiver of the
requirement to submit Period 1 and Period 2 cost of service information, because the
administrative fee is based on accepted components of the grid management charge
included in CAISO’s tariff and is not based on historical data (Period 1) or projections
(Period 2).

a. Business Practice Manuals

Background

88.  CAISO states that it is in the process of developing a new business practice
manual for the EIM that will supplement the EIM tariff provisions to address unique
technical matters and serve as a single point of entry to CAISO’s other business practice
manuals. CAISO explains that the new business practice manual will be issued prior to
its planned EIM market simulation.*®

Comments

89. Redding and Santa Clara assert that, without the EIM business practice manual, it
is difficult to understand the complete scope of CAISO’s proposed tariff revisions.
Redding states that the yet-to-be-developed business practice manual will contain
important information, such as: how CAISO will reflect EIM Market Participant
schedules in the event WECC’s Unscheduled Flow Mitigation Plan is initiated, how EIM
Entity Scheduling Coordinators are to notify CAISO of enforceable limits on
transmission capacity made available to the EIM, and the timeline for updating EIM
transmission service information.*’® Redding and Santa Clara request that approval of the

199 CAISO plans to start its market simulation on July 8, 2014. CAISO
Transmittal Letter at n.27.

119 Redding Comments at 13.
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EIM be conditioned on the satisfactory resolution of the open business practice manual
: 111
issues.

90. Powerex argues that CAISO’s proposal inappropriately leaves issues having an
Impact on rates, terms, and conditions of jurisdictional service to the business practice
manual. Powerex states that in order to meet FPA section 205 obligations, the
Commission requires that the tariff, not manuals or handbooks, must define the rates,
terms, and conditions of jurisdictional services.'*? Powerex identifies multiple places
where CAISO’s proposed tariff provisions indicate that certain procedures, calculations,
etc. will be covered in the EIM business practice manual. In particular, Powerex
contends that the following should be included in CAISO’s tariff rather than a business
practice manual: (1) how CAISO will determine whether an EIM Entity is exempt from
under-and over-scheduling charges (section 29.11(d)(4)); (2) whether resources that are
subject to interruption, or whose output is not controllable, are properly included within
the validation for EIM base schedules being balanced with the demand forecast (section
29.34(e)(3)); (3) how CAISO will derive an initial EIM Base Load Schedule for each
EIM Entity (section 29.34(g)(3)); (4) the manner for calculating the flexible ramping
constraint requirement (section 29.34(m)(3)); (5) how CAISO will review the EIM
Resource Plan to verify that it meets the flexible ramping constraint capacity requirement
(section 29.34(m)(4) (A)); and (6) how CAISO will determine prices for congestion when
an EIM Entity Scheduling Coordinator’s approved EIM Resource Plan does not have
sufficient bids to resolve congestion (section 29.34(0)). Powerex requests that the
Commission direct CAISO to include these provisions in its tariff.***

Answer

91. In response to Powerex, CAISO states that it believes the detail included in

proposed section 29 is consistent with the detail provided in the current CAISO tarif
CAISO maintains that the reference to the business practice manual in proposed section
29.11(11)(d)(4) does not pertain to the determination of exemption, which is already set

114
f.

11 1d. at 13; Santa Clara Comments at 8.

112 powerex Protest at 85 (citing Energy Spectrum, Inc. v. N.Y. Indep. Sys.
Operator, Inc., 141 FERC {61,197, at P 51 (2012); Quest Energy, L.L.C. v. The Detroit
Edison Co., 106 FERC { 61,227, at PP 18, 20 (2004); Atlantic City Electric Co. v. PIM
Interconnection, L.L.C., 91 FERC { 61,063, at 61,219-61,220 (2000)).

113 1d. at 86.

114 cAISO Answer at 88-90.
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forth in sections 29.34(g) and 29.34(i). CAISO states instead that the reference in
proposed section 29.11(d)(4) pertains to the determination of the demand forecast, the
procedures for which are already described in a business practice manual. CAISO asserts
that there is no basis to apply a different standard to the EIM.

92.  CAISO states that section 29.34(e) does not contain a business practice manual
reference and therefore it cannot determine what procedures Powerex is asserting must be
in the tariff. CAISO further states that the determination of an initial EIM base load
schedule under section 29.34(qg) is a technical matter. CAISO asserts that the tariff
identifies the inputs necessary for determining the EIM base load schedule and provides
specific timelines by which those inputs must be provided. CAISO states that this is
more than sufficient to satisfy the rule of reason. CAISO does not believe additional
tariff revisions are necessary, but states that it would be willing to specify in the tariff the
specific point in time that the final binding base load schedule is determined.

93.  CAISO asserts the manner in which it will calculate the flexible ramping
requirement and determine whether it is met under sections 29.34(m)(3) and
29.34(m)(4)(a) are also technical matters.**> CAISO contends its current tariff provides
for a flexible ramping requirement for the CAISO markets. CAISO is extending these
same requirements to EIM Entity BAAs and thus argues that there is no reason to require
additional details in the CAISO tariff with respect to requirements that already exist with
respect to operation of the real-time market.'*®

94.  Lastly, CAISO asserts that the reference to the business practice manual in section
29.34(0) identifies where the transmission constraint relaxation parameters are
established, not the manner of determining prices. CAISO states that there will be
different transmission constraint relaxation parameters for different constraints and
therefore it is not the type of detail that the rule of reason requires in a tariff.

115 1d. at 89.

116 Id
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Commission Determination

95.  Decisions on whether to place an item in CAISO’s tariff or the business practice
manual are shaped by the Commission’s “rule of reason” policy,**’ which dictates that
provisions that “significantly affect rates, terms, and conditions” must be included in the
tariff."*® The Commission has found that it is appropriate for a business practice manual
to contain “implementation details, such as instructions, guidelines, examples and charts,
which guide internal operations and inform market participants of how the CAISO
conducts its operations under the. .. tariff.”*** The Commission has also found that the
“rule of reason” test requires evaluation on a case-by-case analysis, comparing what is in
the CAISO tariff against what is in the business practice manual.*?°

96.  Based on our preliminary analysis of the references to the EIM business practice
manual in the proposed tariff provisions and CAISO’s description in its pleadings of the
information to be included therein, it appears that the proposed EIM tariff revisions
contain the important factors through which CAISO will operate the EIM and that the
implementation specifics can be classified as implementation details that may be placed
in the business practice manual. As described in CAISO’s proposal, the business practice
manual appears to include implementation details, such as instructions, guidelines,

117 See, e.g., City of Cleveland v. FERC, 773 F.2d 1368, 1376 (D.C. Cir. 1985)
(finding that utilities must file “only those practices that affect rates and service
significantly, that are reasonably susceptible of specification, and that are not so
generally understood in any contractual arrangement as to render recitation
superfluous™); Public Serv. Comm'n of N.Y. v. FERC, 813 F.2d 448, 454 (D.C. Cir.
1987) (holding that the Commission properly excused utilities from filing policies or
practices that dealt with only matters of “practical insignificance” to serving customers);
Midwest Indep. Transmission Sys. Operator, Inc., 98 FERC at 61,401, clarification
granted, 100 FERC 1 61,262 (2002) (“It appears that the proposed Operating Protocols
could significantly affect certain rates and services and as such are required to be filed
pursuant to Section 205.”).

118 Cal. Indep. Sys. Operator Corp., 119 FERC { 61,076, at P 656 (2007) (citing
ANP Funding I, LLC v. ISO New England Inc., 110 FERC { 61,040, at P 22 (2005);
Prior Notice and Filing Requirements under Part 11 of the FPA, 64 FERC { 61,139, at
61,986-61,989 (1993), order on reh’g, 65 FERC { 61,081 (1993)).

119 cal. Indep. Sys. Operator Corp., 122 FERC { 61,271, at P 16 (2008).

120 Cal. Indep. Sys. Operator Corp., 116 FERC { 61,274, at P 1370 (2006), order
on reh’g, 119 FERC 1 61,076, order on reh’g, 120 FERC { 61,271 (2007).
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examples, and charts, which guide internal operations and not the significant provisions
found in the tariff. Additionally, the detail included in proposed section 29 seems to be
consistent with the detail provided in the current CAISO tariff with respect to CAISO’s
other markets. Accordingly, we will not require CAISO to describe these technical
specifications in the CAISO tariff at this time. However, given that CAISO is still
developing the EIM business practice manual, we find that our analysis under the “rule of
reason” is only preliminary. We direct CAISO to continue working with stakeholders to
develop the EIM business practice manual. Once this process is completed, we direct
CAISO to file, within 30 days after the completion of the business practice manual
stakeholder process, any necessary additions to its tariff identified during such process.

97. Inlight of the above, we disagree with Redding and Santa Clara that it is necessary
for stakeholders to have the completed EIM business practice manual before accepting
CAISO’s EIM tariff revisions. In addition, we note that CAISO has stated that the EIM
business practice manual will be issued prior to its planned market simulation.

b. Use of Information

Background

98.  Proposed section 29.20 of CAISO’s tariff provides that the confidentiality
provisions in section 20 of the existing tariff will apply to the participation of EIM
Market Participants in the real-time market.*?*

Comments

99.  Powerex asserts that CAISO’s existing confidentiality provisions were not
developed with non-CAISO market participants in mind, and thus are not sufficient to
protect EIM Market Participants obligated to submit information regarding transactions
external to the CAISO markets from “harmful impacts.”*?> Powerex contends that
CAISO should be required to implement safeguards to ensure that CAISO staff cannot
utilize information obtained by EIM Market Participants “for any purpose other than the
EIM.”*?® powerex further contends that, if CAISO intends to use information shared by
EIM Entities for non-EIM purposes, CAISO should seek the agreement of external

121 CAISO Transmittal Letter at 21; CAISO Tariff, proposed section 29.20.
122 powerex Protest at 84.

123 Id
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transmission providers and BAAs, and that any agreement relating to sharing such
information should be filed with the Commission.'**

Answer

100. In its answer, CAISO states that it is unclear what Powerex means by “non-EIM
purposes.”? CAISO asserts that existing section 20 of its tariff has been approved by
the Commission as just and reasonable and should adequately protect confidentiality in
the EIM, while ensuring transparent operations and permitting CAISO to comply with its
regulatory obligations.*”® However, CAISO states that, if Powerex identifies specific
types of information that EIM Entities would provide that are not protected under the
current confidentiality provisions, it will consider appropriate revisions to section 20.*

Commission Determination

101. We accept CAISO’s proposal to apply the confidentiality provisions in section 20
of the current CAISO tariff to the EIM. We find that section 20 of CAISO’s tariff
adequately protects the confidentiality of the information supplied to CAISO by EIM
Market Participants. Furthermore, at this time, Powerex’s concerns are too vague to
adequately address through any amendment or addition to the current provisions. In the
future, should non-CAISO market participants believe that information submitted in
connection with EIM participation is being misused, we expect CAISO and EIM Market
Participants to work together to develop any necessary amendments.

102. Moreover, we note that existing section 20.4(b) obligates CAISO to notify a
market participant if it is required to disclose a market participant’s confidential
information by law, regulation, or in the course of an administrative or judicial
proceeding, prior to disclosing the information.*®® The market participant may then
defend against the disclosure requirement, and CAISO will work with the market
participant to minimize any such disclosure and to obtain confidential treatment of the
information by the individual seeking disclosure. Accordingly, CAISO’s existing

124 1d. at 85.
125
CAISO Answer at 8.
126 Id
127 |d.

128 CAISO Tariff, section 20.4(b).
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confidentiality provisions provide a mechanism for EIM Market Participants to be
notified of, and take actions to minimize, any disclosure of their confidential information.

2. EIM Governance Structure and Market Monitor

Background

103. CAISO proposes that its Department of Market Monitoring act as market monitor
for the EIM, including making recommendations about potential market design flaws or
ineffective market rules to CAISO and the Commission, and referring suspected
violations to the Commission.*?*

104. Additionally, for initial operation of the EIM, CAISO proposes to vest its Board
with governance of the EIM.**® Accordingly, CAISO does not propose any changes to its
tariff with respect to governance at this time.** CAISO explains that a transitional
advisory committee (comprised of nine members nominated by stakeholders and
appointed by the Board) (Transitional Committee) will advise the Board on matters
related to EIM implementation and will develop a proposal for an independent EIM
governance structure. CAISO expects that the Transitional Committee will develop a
recommendation for establishing an independent EIM governance structure within 12 to
18 months, and that tariff changes reflecting that proposal should be filed with the
Commission in time to potentially be implemented within two years."*

Comments

105. The PUC EIM Group, the CPUC, and PacifiCorp support CAISO’s proposal
regarding the EIM’s initial governance and the process to consider a future governance
structure.*®

129 CAISO Transmittal Letter at 40; CAISO Tariff, proposed section 29.38.
130 CAISO Transmittal Letter at 4, 9, and Attachment H.
1311d. at 4.

132 5ee id., Attachment H, Memorandum from Karen Edson, CAISO Vice
President Policy & Services, to CAISO Board of Governors (Dec. 11, 2013) at 1; id.,
Attachment H, Energy Imbalance Market, Draft Final Governance Proposal (Nov. 7,
2013) at 8.

133 pUC EIM Group Comments at 2 (supporting CAISO’s development of short-
and long-term governance structures, including use of the Transitional Committee);

(continued...)
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106. Several commenters, however, assert that extending the authority of an RTO or
state entity to a hybrid or multi-state market is unprecedented and does not comport with
the Commission’s independence criteria.*** Powerex contends that the Commission has
previously guarded against the actions of one state having undue impact on an RTO.*®
UAMPS and Powerex express concern with the fact that the Board will have the authority
to authorize market power mitigation of market participants who have no representation
within the CAISO governance structure—particularly, Powerex notes, as there is no
mechanism for stakeholders to challenge the Department of Market Monitoring or the
Board’s market power mitigation decisions.’* Powerex further asserts that the
Department of Market Monitoring will have “very natural biases” toward approaches and
conclusions best suited for CAISO’s markets, which may not apply with equal force to

CPUC Comments at 2 (noting with approval that CAISO’s proposed governance process
“will ensure an independent EIM governance structure, and full representation by a broad
range of experienced and geographically diverse leaders”); PacifiCorp Comments at 4
(expressing appreciation for CAISO’s ongoing efforts to conduct a concurrent
stakeholder process to design an independent governance structure).

134 See Powerex Protest at 9 (noting that “the proposed structure represents the first
time a single-state entity would be charged with market monitoring outside of its home
state”); id. at 15-18 (asserting that the Board does not meet the Commission’s
independence criteria for a multi-state entity); Chelan PUD Comments at 4 (stating that
use of a single-state Board and market monitor is “problematic and makes independence
difficult”); UAMPS Comments at 5 (observing that UAMPS is “aware of no other market
in the country that operates as a hybrid market both within and without an organized
RTO or ISO market,” and asserting that CAISO has not supported its proposed
governance structure); Seattle Comments at 6 (“As a party outside of the CAISO BAA
and without representation on that body, participating in the EIM as proposed would
entail accepting secondary status regarding governance and market design decision-
making.”); id. (“Under the EIM, market participants outside of California would be
subject to market monitoring and market mitigation by a non-independent entity.”);
Redding Comments at 13 (arguing that it is too early in the stakeholder process to
conclude whether that ongoing process “will result in adequate representation for all
affected interests”).

135 powerex Protest at 10 (citing PJM Interconnection L.L.C., 143 FERC { 61,090,
at P 58 (2013); Midwest Indep. Transmission Sys. Operator, 122 FERC { 61,283, at
PP 64-68 (2008)).

136 See id. at 12-13; UAMPS Comments at 5.



Docket No. ER14-1386-000 -41 -

Pacific Northwest markets characterized by unique seasonal upstream and downstream
obligations, treaty requirements, fish and ice flow restrictions, and other operational and
economic considerations.™®” Accordingly, Powerex requests that the Commission direct
CAISO to: (1) issue a request for proposals to select a truly-independent market monitor
prior to implementation; and (2) accelerate the development of an independent
governance structure and provide reporting by the Transitional Committee to a
Commission designee in the interim.*®® UAMPs requests that the Commission set all
market power mitigation and governance issues for hearing and settlement judge
procedures.™*

Answers

107. CAISO disagrees with these concerns, noting that the Commission has already
found that the Department of Market Monitoring meets the independence requirements of
Order No. 719.*% In their answers, CAISO and PG&E both point out that the
Department of Market Monitoring already has extensive experience with the existing
energy imbalance market, and thus is in the best position to monitor the expanded
EIM.* CAISO and PG&E both further assert that Powerex has provided no evidence
that the Department of Market Monitoring will lose its independence as a result of
expanding the market beyond CAISO’s BAA.™? CAISO notes that the Department of
Market Monitoring does not have the authority to impose mitigation or penalties under
CAISO’s tariff."*®

108. CAISO likewise argues that the Commission already has found that its governance
structure complies with the independence requirements of Order Nos. 888, 2000, and
719, and that the Commission has not established different independence requirements

137 Powerex Protest at 14.
138 1d. at 14, 18-19.
139 UAMPS Comments at 6.

149 CAISO Answer at 82-84 (citing Cal. Indep. Sys. Operator Corp., 129 FERC
161,157 (2009), order on compliance, 134 FERC { 61,050 (2011)).

1411d. at 87-88; PG&E Answer at 5.
142 CAISO Answer at 83-84: PG&E Answer at 5.

143 CAISO Answer at 86-87.
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for multi-state 1SOs.*** CAISO states that, under the EIM, it remains the case that no
Board member will be employed by, affiliated with, or have a financial interest in a
market participant, and that Board meetings will continue to be public.**> CAISO notes
that the Commission did not require changes to CAISO’s governance structure when
Valley Electric Association, which is located in Nevada, joined CAISO, and similarly did
not require changes to Midcontinent Independent System Operator, Inc.’s governance
structure when Entergy joined, nor when it began providing Reliability Coordination
Service to non-members.**® Finally, CAISO reiterates that participation in the EIM is
voluntary, and notes that participants can seek recourse with the Commission if CAISO
acts in an unduly discriminatory manner in administering the EIM.**’

Commission Determination

109. We are not persuaded by commenters’ concerns regarding CAISO’s proposal that
the Department of Market Monitoring act as market monitor for the EIM, and that its
Board oversee governance of the EIM, assisted by the Transitional Committee. The
Commission previously has found that the Department of Market Monitoring and the
CAISO Board satisfy the Commission’s independence requirements,**® and stakeholders

%4 1d. at 76-82 (citing Cal. Indep. Sys. Operator Corp., 112 FERC { 61,010, at
PP 18-36 (2005); Cal. Indep. Sys. Operator Corp., 133 FERC 1 61,067, at PP 46-57
(2010)).

145 1d. at 79.
148 1d. at 81.
147 1d. at 81-82.

1%8 see Cal. Indep. Sys. Operator Corp., 129 FERC { 61,157 (2009), order on
compliance, 134 FERC 1 61,050 (2011) (accepting CAISO’s Order No. 719 compliance
filing with language regarding independence and oversight of the Department of Market
Monitoring); Cal. Indep. Sys. Operator Corp., 112 FERC {61,010, at PP 18-36 (2005)
(finding that CAISO’s proposed Board selection process was “consistent with the
principles of independence that the Commission has previously enumerated and
acceptable for purposes of the Order Nos. 888 and 2000 independence requirements” and
that the current Board was independent pursuant to Order No. 888); Cal. Indep. Sys.
Operator Corp., 133 FERC { 61,067, at PP 46-57 (2010) (finding that CAISO’s
governance structure meets the requirements of Order No. 719: inclusiveness, fairness in
balancing diverse interest, representation of minority position, ongoing responsiveness,
and public posting of mission statement or organizational charter).
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have not presented evidence or compelling arguments that expanding the EIM beyond
CAISO will jeopardize this independence. Moreover, as CAISO correctly notes, the
Commission did not require changes to CAISO’s governance structure when Valley
Electric Association, a Nevada cooperative, became a participating transmission owner in
CAISO. We conclude that the same logic applies in the context of CAISO’s EIM
proposal. Accordingly, we find that CAISO’s proposed governance structure is just and
reasonable and we therefore accept it. Additionally, we agree that the Department of
Market Monitoring is a logical choice to act as market monitor for the EIM, as it has
extensive experience in monitoring an imbalance market in the West and with CAISO’s
software. We recognize that CAISO has committed to a process to consider governance
in the future.**® Finally, the EIM is a voluntary market and participants may seek
recourse with the Commission if they believe CAISO or the Department of Market
Monitoring is acting in an unduly discriminatory manner in administering the EIM.

3. Market Design and Operation

a. Resource Sufficiency

Background

110. Under CAISO’s proposal, CAISO and each of the EIM Entities would retain their
respective resource adequacy regimes to ensure the long-term availability of resources in
each BAA.™ In addition, CAISO states that the EIM includes a number of measures to
ensure that each EIM Entity has sufficient resources to meet load reliably, including:

(1) the requirement that EIM Entities’ base schedules be balanced; (2) feasibility of EIM
base schedules (i.e., deliverable within resources’ operational capability and without
unresolved congestion); and (3) flexible ramping capacity requirements. CAISO asserts
this design will ensure that EIM participants will gain the benefits of increased resource
diversity, while not allowing them to inappropriately “lean” on other BAAs (i.e.,
consume capacity at no charge as provided by the broader EIM footprint).

149 \We note that at its May 29, 2014 meeting the CAISO Board appointed nine
members to its EIM Transitional Committee which will advise the CAISO Board on
EIM-related matters and develop a recommendation over the next 18 months on a long-
term EIM governance structure.

130 c AISO Transmittal Letter at 3.
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Comments

111. CMUA asserts that there is no symmetry between the forward market processes
and resource sufficiency rules between the EIM Entity and the CAISO balancing
authority, which can cause disruption or inequitable leaning on California resources.***
CMUA and NCPA contend that the Commission should require CAISO to examine this
issue and report on options to align these key market elements as part of a comprehensive
assessment of all costs and benefits resulting from the first year implementation of the
EIM." CMUA further asserts that the EIM design does not include measures to isolate
the effects of insufficient energy bids, nor does it have measures to ensure resources
included in an EIM Entity’s base schedules will perform as represented.

112. Powerex asserts that the proposed resource sufficiency test fails to ensure that
sufficient committed resources will be available to serve load. Powerex further asserts
that a resource sufficiency framework must be applied both in day-ahead and real-time
(as is done in SPP’s final approved energy imbalance market design), with material
consequences for EIM Entities that fail either of these tests, and maintains that the
CAISO proposed flexible ramping requirement will not prevent EIM participants from
“leaning” on the capacity of neighboring systems.™>® Powerex argues that: (1) its
proposal to apply charges for generation deviations is superior to CAISO’s proposal,

(2) CAISO’s proposal does not include rules to ensure imports can be relied on to deliver
energy in real time; and (3) the sufficiency test for external BAAS prior to real time
should be based on capacity, not on forecasted energy. According to Powerex, because
of these deficiencies, CAISO’s proposal could result in serious reliability and efficiency
consequences.” Powerex further complains that CAISO’s EIM filing defers to a future
business practice manual all details regarding how the flexible capacity requirement will
be determined by CAISO and requests that the Commission require CAISO to provide
additional detail on the methodology. Powerex also asserts that CAISO has not
demonstrated how the deficiencies in CAISO’s own resource adequacy framework will
not result in CAISO “leaning” on the EIM Entities, and that the Commission should
require CAISO to propose a robust day-ahead and real-time capacity based resource

11 CMUA Comments at 2, 8-10. Santa Clara and Redding expressly adopt the
comments filed by CMUA in this proceeding, and NCPA states that it agrees with
CMUA'’s comments in this proceeding.

192 1d. at 3: NCPA Comments at 3.
153 powerex Protest at 64-70.

1% 1d. at 57-64.
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sufficiency test that would be applied to all EIM Entities, including both PacifiCorp and
CAISO, prior to approving the EIM design.'*®

113. Chelan PUD shares some of Powerex’s concerns, including the concern that
resource sufficiency standards should be based on capacity rather than forecasted
energy.™® Six Cities assert that load-serving entities within CAISO are subject to
stringent resource adequacy requirements and both the loads and resources of CAISO
load-serving entities have no option to limit, hedge, or control their exposure in the
EIM."™" Six Cities further assert that the EIM design includes no measures to ensure that
resources included in an EIM Entity’s base schedule will perform as represented. Six
Cities urge the Commission to convene a technical conference to evaluate resource
sufficiency issues further and develop measures to ensure that load-serving entities within
the CAISO BAA are not forced to bear the cost of capacity resources needed to support
the EIM or to disproportionately commit resources (i.e., the flexible ramping
requirement) as a result of the EIM.

114. According to Portland General, EIM Entities with load-serving responsibilities
have a strong obligation to maintain resource sufficiency, but other entities that do not
serve as the provider of last resort for firm load service may push the limit of resource
sufficiency rules. *® Portland General cautions that allowing entities to lean on free
capacity within the EIM could degrade the value of capacity resources within the region
and that gains in short-term efficiencies under the EIM may come at the cost of long term
reliability and viability for load-serving entities, especially those that are not inside the
CAISO footprint.

115. SoCal Edison asserts that, in order to ensure equal treatment for resource
participants, the EIM should not be permitted to develop its own allocation for flexible
constraints costs, but concedes that resolution of this issue is not crucial for initial start-
up of the EIM and can be deferred.™

% 1d. at 70-72.

1% Chelan PUD Comments at 4-5.
17 Six Cities Comments at 8-10.

'8 Portland General Comments at 9.

5% SoCal Edison Comments at 17 and Appendix B.
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116. Arguing to the contrary, Iberdrola asserts that the proposed EIM resource
sufficiency framework is adequate.’® Iberdrola states that the EIM is a real-time energy
market and that suggestions for expanded resource sufficiency tests into the day-ahead
timeframe are out of scope and inappropriate. Iberdrola suggests, however, that it may be
appropriate to implement some level of scheduling accuracy requirements for variable
energy resources, similar to the one CAISO is implementing for imported variable energy
resources as part of its new Order No. 764 market implementation.*®*

117. CARB states that the proposed resource sufficiency testing and settlement
structures have been discussed and vetted through multiple stakeholder meetings and that
the EIM proposal improves the reliability and visibility of each balancing authority area’s
system, while facilitating the integration of valuable renewable resources over a larger
geographic area.’®* Similarly, the CPUC states that expanding and diversifying resources
available to the EIM will aid in optimizing efficiencies, leading to cost savings and
increased reliability, and that the upcoming tariff amendment filing on CAISO’s full
network model will be an important companion to the EIM design.'®®

118. PG&E expresses concern that, under the EIM, CAISO does not take on the
responsibility, either with respect to cost or accuracy, for the development of the base
schedules.'®* PG&E thus recommends that proposed section 29.34 be amended to add a
statement clarifying that the EIM Entity Scheduling Coordinator will remain solely
responsible for approving and communicating the final hourly resource plan to CAISO.

Answers

119. Inits answer, CAISO asserts the proposed resource sufficiency tests adequately
ensure the sufficiency of energy to serve load and protect against leaning and that the
concerns of Powerex, CMUA, and Six Cities are misplaced.’®® CAISO explains that it is

180 1berdrola Comments at 5.

181 1d. at 6 (citing proposed section 5.2.1 of CAISO’s tariff revisions in Docket
No. ER14-495-000).

162 cARB comments at 2.
183 cPUC Comments at 2-3.
164 PG&E Comments at 6-8.

185 CAISO Answer at 34-41.
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proposing an expansion of its real-time market, which does not incorporate a forward
capacity requirement, and that it is not appropriate to impose such requirements on EIM
participants. CAISO asserts that instead it is proposing robust scheduling and bidding
requirements appropriate for a real-time market to ensure the availability and adequacy of
energy, and that these tools are sufficient and should be tested prior to the imposition of
additional requirements. In response to Powerex’s contention that the proposed resource
sufficiency framework will not prevent CAISO from leaning on EIM Entities, CAISO
states that resource sufficiency is ensured through the CPUC’s robust resource adequacy
requirement (under which utilities must demonstrate sufficient capacity to service

115 percent of forecast load) and through CAISO’s backstop to that program for
noncompliance and for any failure of any non-CPUC jurisdictional load-serving entities
to provide sufficient capacity.

120. CAISO states that it may consider implementing additional scheduling accuracy
requirements for variable energy resources, as suggested by Iberdrola, in the future if
actual operational experience suggests such measures are necessary.'®® Finally, with
regard to Powerex’s concerns on penalties for over- or under-scheduling of demand and
not of generation, CAISO explains that such penalties are irrelevant for EIM Participating
Resources which are dispatched by bid, not schedule, and that the requirement for
balanced schedules will ensure that EIM Entities that overschedule generation will be
subject to demand-based penalties.*®’

121. Similarly, in its response, PacifiCorp asserts that intervenors’ arguments regarding
resource sufficiency and leaning as a result of the expansion of the CAISO real-time
market to include the PacifiCorp EIM Entity are unproven.'®® PacifiCorp asserts that the
resource planning process for PacifiCorp, overseen by state commissions, is analogous to
the process utilized by CAISO, in which a planning reserve margin is set by the CPUC
for entities subject to its jurisdiction and by the appropriate local regulatory authority for
governmental entities, and that PacifiCorp’s integrated resource planning process is
comparable to that set forth in the CAISO tariff.™®® PacifiCorp disagrees with Six Cities’

1% 1d. at 40.
7 1d. at 44.
168 pacifiCorp Answer at 15-22.

189 Under section 42 of CAISO’s tariff, CAISO prepares an annual forecast of
weekly generation capacity compared to weekly peak demand, and develops market
mechanisms to bring peak periods into compliance with reliability criteria if the forecast
identifies any issues.
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contention that an EIM Entity may not provide sufficient capacity resources to meet its
imbalance energy needs, and with Chelan PUD’s assertion that some EIM participants
will opt out of capacity commitment processes in their source balancing authority.
PacifiCorp maintains that the EIM is not intended to supersede or diminish the existing
mechanisms and responsibilities present in either the CAISO or PacifiCorp BAAs to
ensure resource adequacy and sufficiency.

Commission Determination

122.  We accept CAISO’s proposal regarding EIM resource sufficiency and its proposed
measures for the prevention of leaning, and direct CAISO to include further details of its
proposal in the EIM business practice manual, as discussed below. Overall, we find
CAISO’s proposal to be reasonable, as it allows EIM participants to gain the benefits of
increased resource diversity, while preventing them from inappropriately leaning on other
BAAs. We find that the proposed sufficiency test is adequate to ensure that sufficient
committed resources will be available to serve load. We find that each BAA’s native
resource adequacy programs and obligations to comply with NERC reliability standards
will provide an adequate resource sufficiency framework for the EIM.

123.  We decline to require CAISO to make the changes to its proposal requested by
intervenors and will not convene a technical conference to address these issues. In
particular, we are not persuaded that forward capacity obligations should be required for
EIM Entities. The proposal before us is an expansion of CAISO’s real-time market only.
That market does not incorporate a forward capacity requirement. With regard to the
concerns of Powerex and Chelan PUD that some EIM participants may opt out of the
capacity commitment process in their source balancing authority in order to consume
capacity at no charge as provided by the broader EIM footprint, we note that each EIM
Entity’s resource adequacy rules and obligations will continue after the EIM is
operational. Additionally, we do not share Powerex’s concern that the proposed resource
sufficiency framework fails to prevent CAISO from “leaning” on EIM Entities because
CAISO does not apply the same resource sufficiency requirements on EIM Entities that it
imposes on resources within its own BAA. Load-serving entities in CAISO are subject to
the resource adequacy requirements of the CPUC or other local regulatory authorities and
in CAISO’s tariff; collectively, these resource adequacy rules protect against
insufficiency.

124. We agree with PG&E’s assertion that, under the EIM, the EIM Entity Scheduling
Coordinator is responsible for the accuracy of the resource plan and the base schedules it
submits to CAISO. However, for purposes of transparency, CAISO should include in its
EIM business practice manual a description of its proposed sufficiency tests and the

validation processes it proposes to perform in day-ahead and real-time. Such description
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should include a detailed explanation of the power flow analysis CAISO proposes to run
in parallel with its day-ahead market to put EIM Market Participants on an equal footing
with day-ahead market participants.’” In addition, the description should clearly indicate
the responsibilities for CAISO, EIM Entities, the reliability coordinator (Peak
Reliability), and any other entities involved in these processes.

b. Transmission Usage Charge

Background

125. Under its current tariff, CAISO assesses a transmission access charge to internal
load (to pay for transmission of energy consumed in CAISO) and a wheeling access
charge to exports (to pay for transmission of energy sent through and consumed outside
CAISO).'™ CAISO is not proposing to change the application of these charges for non-
EIM participants. Rather, CAISO proposes to implement reciprocal transmission rates
for EIM transfers.'”> Under the proposal, CAISO load will continue to pay the
transmission access charge, which may include EIM transfers from other EIM Entity
BAAs, but would not be assessed charges on transmission used for such EIM transfers in
the other EIM Entity BAAs. Similarly, CAISO proposes that EIM transfers will be
exempt from the CAISO wheeling access charge assessed on other CAISO exports.
CAISO commits to commence review of its proposed transmission rate structure within
the first year of operation and may propose a new rate if appropriate.’’

173

126. CAISO states that the Commission previously has found both CAISO and
PacifiCorp’s transmission rates to be just and reasonable and not unduly discriminatory,
and that therefore the approach proposed in its filing is also just and reasonable.'”

170 5ee CAISO Transmittal Letter at 23.

1 1d. at 36. The CAISO high voltage wheeling access charge is currently

$8.36/MWh.

72 1d. EIM transfers are transfers of energy in real-time between an EIM Entity

BAA and the CAISO BAA, or between EIM Entity BAAS, using transmission capacity
made available to the real-time market through the EIM. See CAISO Tariff, Appendix A
(Master Definition Supplement).

173 CAISO Transmittal Letter at 36.
174 1d. at 38.

175 1d. at 36.
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CAISO argues that the elimination of pancaked transmission rates between EIM Entity
BAAs is consistent with the FPA.'"® CAISO notes that its proposal is similar to the
removal of pancaked transmission rates within 1ISOs and RTOs, which the Commission
has consistently approved.’”” CAISO asserts that the Commission has also directed the
removal of pancaked transmission rates within and between 1SOs and RTOs.'"®

127. Further, CAISO argues that EIM transfers represent a new form of transmission
service under its tariff that is different from transmission service for forward transactions,
and thus its proposed treatment of EIM transfers does not represent selective transmission
service discounting. CAISO also argues that all customers purchasing energy in the EIM
will enjoy the benefits of the EIM transmission rates and any BAA in the Western
Interconnection is eligible to join the EIM, so its reciprocal transmission rate proposal is
not unduly discriminatory. CAISO further contends that stakeholder concerns about how
its proposal may affect market behavior or the distribution of revenues are premature and
ignore the benefits that market participants receive through forward or other real-time
transactions. CAISO also asserts that the greater efficiency of the EIM outweighs any
lost transmission revenues that CAISO and PacifiCorp may incur as a result of reciprocal
transmission rates.!"

128. Finally, CAISO disagrees with stakeholder concerns that its proposal is not truly
“reciprocal” because PacifiCorp’s EIM proposal in Docket No. ER14-1578-000 requires
EIM Participating Resources to take transmission under PacifiCorp’s OATT. CAISO
argues that if an EIM resource takes long-term firm transmission service under
PacifiCorp’s OATT, the cost of such service will be a fixed cost to the resource and will
not be included in the marginal cost bid of the resource. Alternatively, if the resource
takes short-term transmission service under PacifiCorp’s OATT, CAISO argues that its

176 Id

77 1d. at 36 (citing Regional Transmission Organizations, Order No. 2000, FERC

Stats. & Regs. 1 31,089 (1999) (Order No. 2000), order on reh’g, Order No. 2000-A,
FERC Stats. & Regs. 1 31,092 (2000), aff’d sub nom. Pub. Util. Dist. No. 1 v. FERC, 272
F.3d 607 (D.C. Cir. 2001)).

178 1d. at 36 (citing Midwest Indep. Transmission Sys. Operator, Inc., 104 FERC

161,105, at P 35, order on reh’g, 105 FERC { 61,212 (2003); ISO New England Inc. v.
New England Power Pool, 106 FERC 1 61,280, at P 95 (2004); and ISO New England
Inc. v. New England Power Pool, 109 FERC { 61,147 (2004)).

19 1d. at 37.
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treatment of the cost in its energy bid will be consistent with the pro forma OATT, which
requires additional payments for transmission associated with off-system sales.*®

Comments

129. The PUC EIM Group and PacifiCorp support CAISO’s proposal to examine
transmission usage charges with stakeholders in the first year of EIM operation.'®! The
PUC EIM Group asserts that this approach is appropriate because it is not yet clear how
much energy will be transacted through the EIM and how to charge for the transmission
associated with EIM energy and states that establishing a charge for EIM transactions
between BAASs now, other than the reciprocal approach proposed by CAISO, would
inhibit liquid operation of the EIM."® SDG&E supports CAISO’s proposal because it
believes that not having an incremental transmission charge is important for the efficient
operation of a centralized real-time market. Further, SDG&E asserts that the
transmission costs used to transfer energy between BAAs already have been incurred and
should have no effect on the dispatch of resources to meet energy imbalance needs.'®?

130. Other commenters, however, believe that CAISO’s proposal should be rejected
because it is unjust and unreasonable, unduly discriminatory, constitutes unduly
preferential transmission rates for EIM transactions, and because CAISO has not
supported its claim that its proposal is just and reasonable.'®* Commenters note that
otherwise identical transactions in the same market would be charged differently for
transmission, depending on whether the transaction is EIM or non-EIM, which will give a
price advantage to resources participating in the EIM.'® Powerex argues that an export
from CAISO uses the same transmission facilities (and incurs the same cost of service)

189 1. at 38 (citing Order No. 888, FERC Stats. & Regs. 31,036 at 31,751).
181 pUC EIM Group Comments at 2; PacifiCorp Comments at 7-8.

182 pyC EIM Group Comments at 2.

183 SDG&E Comments at 4.

184 powerex Protest at 19-21, 27-39: BPA Comment and Protest at 5-7; TANC
Comments at 19-21; Seattle Comments at 5; Portland General Comments at 7;
Neighboring Systems Comments at 13-15; WAPA Comments at 4-5; CMUA Comments
at 5; Redding Comments at 7-9.

185 powerex Protest at 22-24, 26;: BPA Comment and Protest at 5-6; Portland
General Comments at 7.
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regardless of whether it is arranged day-ahead, through an export in the real-time market,
or through the EIM; therefore, Powerex contends that the wheeling access charge should
apply to all three transactions.’® WAPA argues that similarly situated entities should pay
the same price for the same service.®” Commenters assert that the difference in wheeling
access charges between EIM and non-EIM market participants could cause EIM
participants to shift their transactions into the EIM and could cause distortions to Western
wholesale energy and transmission markets.*®

131. WPTF is concerned that the CAISO proposal includes preferential treatment for
EIM resources that wheel through CAISO and sink in another EIM Entity’s BAA (e.g., if
an EIM Participating Resource in one of the PacifiCorp BAAs wheels through CAISO to
another EIM Entity, it pays no CAISO wheeling access charge, but if a CAISO generator
wheels outside of CAISO, it pays the CAISO wheeling access charge). WPTF believes it
Is reasonable for load in each EIM Entity BAA to pay transmission for EIM energy when
that energy sinks there, but asserts that a distortion is created when an EIM Participating
Resource sells through CAISO and is not required to pay the same wheeling access
charge that a CAISO resource would have to pay.'®

132. Powerex states that it supports removal of rate pancaking in the appropriate
context, but that CAISO’s proposal effectively sets up a “free transmission zone”
between CAISO and the EIM Entity BAAs that applies exclusively to EIM
transactions.’® Powerex asserts that more appropriate methods of eliminating rate
pancaking, such as a single OATT transmission rate, should be implemented across all
market timeframes and should result from a thorough and inclusive stakeholder

186 powerex Protest at 25-26. Powerex also provides an example of such
transactions in its protest and in the attached statement of William W. Hogan. Id. at 23-
24 id., Attachment B at 10.

87 WAPA Comments at 4-5. WAPA notes that it supports BPA’s comments
regarding CAISO’s reciprocal transmission proposal.

188 powerex Protest at 21, 29-30; id., Attachment B at 10; Redding Comments at
8-9; TANC Comments at 20; BPA Comment and Protest at 6; CMUA Comments at 5-6;
Neighboring Systems Comments at 13, 15; Seattle Comments at 5.

189 \WPTF Comments at 3-4.

190 powerex Protest at 37-38.
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process.’™ Powerex would support an approach that would eliminate wheeling access
charges for all exports in all market timeframes.**

133. Powerex claims that CAISO’s assertion that the proposal is not discriminatory
because all customers purchasing EIM energy enjoy the benefit of the non-pancaked
transmission rate ignores the fact that resources can only participate in the EIM if the
BAA in which they are located elects to participate in the EIM, and that requiring
transactions through a specific market to avoid being charged a discriminatory rate does
not eliminate the underlying discrimination.*® Neighboring Systems similarly argue that
CAISO’s claim in this regard does not address the concern that preferential transmission
rate treatment, rather than the merits of the EIM, will cause some parties to join the
EIM.** BPA asserts that the fact that the Commission has previously found CAISO and
PacifiCorp’s transmission rates to be just and reasonable does not support CAISO’s
proposal to selectively exempt certain transmission system users from these approved
rates.”® CMUA asserts that the avoidance of rate pancaking does not determine whether
a rate is just and reasonable.*®® Similarly, Redding argues that avoiding pancaked rates
does not justify CAISO’s dismissal of unresolved concerns about the effect of its
transmission proposal on non-EIM participants.*®’

134. Commenters note that prior Commission orders approving or requiring removal of
pancaked transmission rates were applied to all market participants, not a subgroup of
market participants.’®® Powerex argues that the cases cited by CAISO in support of its

1 1d. at 38.

192 Id

%9 1d. at 28.

194 Neighboring Systems Comments at 15.
195 BPA Comment and Protest at 6.

1% CMUA Comments at 5.

197 Redding Comments at 9.

198 powerex Protest at 35 (citing Pennsylvania-New Jersey-Maryland
Interconnection, 81 FERC 61,257 (1997), order on reh’g, 92 FERC { 61,282 (2000),
vacated on other grounds sub nom Atlantic City Elec. Co. v. FERC, 295 F.3d 1 (D.C. Cir.
2002); Midwest Indep. Transmission Sys. Operator, Inc., 84 FERC { 61,231 (1998),
order on reh’g, 85 FERC 1 61,372 (1998)); BPA Comment and Protest at 7.
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proposed elimination of pancaked transmission rates do not demonstrate that its proposal
is just and reasonable.'® It notes that the Commission concluded that rate pancaking
between RTOs is allowed, while within an RTO, rate pancaking is prohibited under
Order No. 2000.2° Powerex asserts that CAISO’s proposal diverges from this precedent
because CAISO proposes to eliminate only the wheeling access charge for certain
transactions within a single market.? Similarly, Neighboring Systems highlight a
concern of Imperial Irrigation District that CAISO’s proposal is not consistent with
Commission precedent on rate pancaking because the EIM will not be an RTO (e.g., EIM
participants’ transmission facilities will not be under CAISO’s control) and the proposed
reciprocal transmission rates are not available to all transmission customers in the
region.?? Powerex also argues that CAISO’s reference to 1ISO New England Inc., v. New
England Power Pool does not support CAISO’s proposal because the seams elimination
in that case involved all transaction timeframes and did not eliminate rate pancaking for
one market while preserving it in all others.”

135. Powerex argues that the CAISO proposal amounts to a discount that is contrary to
Commission policy, which requires discounts to be offered to all eligible customers for
the same time period on all unconstrained paths that go to the same point of delivery.?®*

136. Neighboring Systems argue that CAISO’s proposal is inconsistent with the
Commission’s cost causation principles.*® Similarly, CMUA asks whether CAISO’s
proposal is inconsistent with cost causation principles because it allows EIM Entities to
inequitably “lean” on CAISO transmission investments.?%

199 powerex Protest at 36.

200 |d.. (citing Midwest Indep. Transmission Sys. Operator, Inc., 104 FERC

161,105, at P 35, order on reh’g, 105 FERC { 61,212 (2003)).
1 1d. at 37.
202 Neighboring Systems Comments at 12 n.30.

203 powerex Protest at 37 (citing 1ISO New England Inc., 106 FERC 61,280
(2004)).

4 1d. at 33,
205 Neighboring Systems Comments at 14.

208 CMUA Comments at 5.
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137. Powerex asserts that CAISO’s proposal is inconsistent with the Commission’s SPP
energy imbalance market determinations, in which the Commission supported SPP’s
proposal that market participants who have not previously paid for transmission service
pay for transmission to support energy imbalance service transactions.?’’

138. Powerex asserts that CAISO selectively compares transmission service for
forward transactions and EIM transactions, ignoring the fact that non-EIM real-time
transactions are also treated differently. Further, Powerex argues that the Commission
approves differences in transmission rates based on priority and duration of service, not
differences in market design.”®

139. Commenters contend that transmission revenue will decrease due to CAISO’s
reciprocity proposal, that this revenue loss will increase in significance as more BAAS
join the EIM, and that transmission revenue lost due to EIM transfers will be shifted to
other transmission customers.?®® With regard to CAISO’s assertion that greater EIM
efficiency will outweigh lost transmission revenues, Powerex contends that a cost-benefit
analysis is not the appropriate test for whether the transmission rate proposal is just and
reasonable.”’® Neighboring Systems also argue that the benefits of the EIM do not justify
the transmission subsidy paid by non-EIM participants under CAISO’s proposal because
EIM benefits will go exclusively to EIM participants.®*

140. Further, Neighboring Systems note that one of CAISO’s main justifications for not
assessing the wheeling access charge on EIM transfers during the first year of EIM
operation is that transfer capability would be limited.?*> Neighboring Systems contend
that even if the transmission revenue shortfall is limited, that does not make CAISO’s
proposal lawful ?** Neighboring Systems are concerned that CAISO’s proposed tariff

207 powerex Protest at 31-32 (citing Southwest Power Pool, Inc., 114 FERC
161,289, at PP 98-104 (2006)).

208 |d. at 28.

299 1d. at 29-31: BPA Comment and Protest at 6: WAPA Comments at 5:
Neighboring Systems Comments at 13-16.

219 powerex Protest at 29.
21 Neighboring Systems Comments at 14.
212 1d. at 15-16.

213 1d. at 16 (citing FPC v. Texaco Inc., 417 U.S. 380, 399, (1974)).
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amendments do not place any limits (in amount or duration) on the proposal, which
means that CAISO transmission customers may be subsidizing EIM transactions
indefinitely.”** Neighboring Systems state that EIM transfer capability could grow to
800 MW with only PacifiCorp’s participation, and an additional 1,500 MW if NV Energy
joins the EIM, so transmission revenue shortfalls could be significant and should not be
allowed to go on indefinitely.?*

141. SoCal Edison asserts that each EIM Entity will separately interpret “reciprocity.”
It believes that because EIM resources in PacifiCorp’s BAAs are required to purchase
transmission, these resources’ EIM energy bids will likely include costs associated with
this transmission that CAISO load will pay, while PacifiCorp load will not pay for
transmission on CAISO’s system when it receives EIM energy from CAISO. SoCal
Edison argues that this unequal treatment of transmission costs should not continue long
term and that the Commission should require CAISO to submit a compliance filing
within one year that includes a more balanced transmission rate recovery between CAISO
and EIM Entities.?® Similarly, WPTF notes that EIM resources in the PacifiCorp BAAs
must pay transmission in order to participate in the EIM, and if that energy serves CAISO
load, the load will also pay CAISO’s transmission access charge. Therefore, WPTF
argues that CAISO’s proposal does not avoid rate pancaking and that rate pancaking is
unavoidable because there are not uniform transmission rates throughout the EIM.

WPTF asserts that, since avoidance of rate pancaking is not possible, there is insufficient
rationale to give EIM resources wheeling through CAISO a competitive advantage over
CAISO exports by not charging EIM resources the wheeling access charge.”’

142. CMUA states that CAISO’s commitment to a stakeholder process examining its
transmission rate proposal is a helpful start to addressing stakeholder concerns and states
that the process must include a full examination of options addressing market effects and
equitability issues both within and outside the EIM.?*® Powerex argues that CAISO’s
proposal to reevaluate its transmission rate proposal in a stakeholder process during the
first year of EIM operation does not mitigate concerns with the proposal.?* Redding

214
Id.

> 1d. at 16-17.

218 50Cal Edison Comments at 2.
21" \WWPTF Comments at 4-5.

218 CMUA Comments at 6.

219 powerex Protest at 32.
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contends that the first year of operation may not be indicative of problems in later years
of operation because additional entities and transfer capacity may be added to the EIM.?
Similarly, TANC is concerned that any negative effects of CAISO’s proposal on non-
EIM transmission facilities may increase as EIM transfer capability increases and
requests that the Commission ensure that non-EIM transmission facilities will not be
negatively affected by CAISO’s proposal.?* Further, Redding argues that after-the-fact
monitoring will not protect non-EIM participants from potential market distortions
associated with CAISO’s proposal.??

143. Powerex suggests that CAISO should apply its existing wheeling access charge to
EIM transactions and immediately engage in a stakeholder process to address
transmission rate pancaking.??®> Similarly, BPA requests that the Commission reject
CAISO’s proposal or, in the alternative, expand it to include all exports.?** WPTF also
requests that the Commission direct CAISO to apply the wheeling access charge to EIM
exports from CAISO or, in the alternative, to file a revised EIM wheeling proposal within
one year of commencing EIM transactions and implement the revised proposal no later
than spring of 2016.2> BPA requests that if the Commission approves the CAISO
proposal, such approval should be conditional and subject to refund, with a requirement
for CAISO to file a report with the Commission after a year of EIM operation to
determine whether market participants were adversely affected by the proposal.?®°
Neighboring Systems propose that the Commission require CAISO to submit a non-
subsidized transmission rate proposal for EIM transactions with an October 1, 2015
effective date. They request that if the Commission allows CAISO’s reciprocity proposal
to go into effect, then an ““at-risk” condition should be placed on the shareholders of
PacifiCorp and the CAISO public utility transmission owners that choose to participate in
the EIM to ensure that they bear any transmission revenue shortfalls resulting from EIM

220 Redding Comments at 8-9.

221 TANC Comments at 20-21; Santa Clara Comments at 6-7 (expressing similar
concerns and stating that it adopts TANC’s and CMUA’s comments as its own).

%22 Redding Comments at 8-9.

223 powerex Protest at 32.

224 BPA Comment and Protest at 7.
?> WPTF Comments at 6.

226 BPA Comment and Protest at 7.
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transactions.””” Imperial Irrigation District requests (through Neighboring Systems’

comments) that when it becomes a CAISO participating transmission owner, it will not
be required to bear any revenue shortfall resulting from CAISO’s reciprocal EIM
transmission rates.”*®

Answers

144, CAISO responds that commenters’ concerns that EIM transmission charges may
be unduly discriminatory are unfounded.”® CAISO claims that the provision removes
pancaked rates for those participating in the EIM. CAISO explains that transactions
within its market are similarly not charged pancaked rates and that it is reasonable to
apply the same policy to participants in the EIM. CAISO points to a Commission order
where the Commission accepted a proposal to remove pancaked rates between RTO
regions stating that the proposed removal of pancaked rates “serves as an incentive to
transmission owners that are not currently members of Alliance or Midwest ISO to join
one of those organizations.”?*° In response to WPTF, CAISO clarifies that EIM transfers
that are exempt from the wheeling access charge would not be allowed to export out of
the EIM footprint, as those transactions would not be considered EIM transfers.?*

145, CAISO further argues that the Commission has approved the removal of pancaked
rates in both intra-RTO and inter-RTO cases.?** Additionally, CAISO acknowledges that
the proposed EIM would be the first imbalance energy market to extend beyond the
borders of an existing RTO, but asserts that would not render the removal of pancaked
rates in the EIM unjust, unreasonable, or unduly discriminatory or preferential. CAISO
states that the EIM provides a qualitatively different service than the day-ahead and 15-
minute markets and therefore it is acceptable to differentiate the charges applied to
customers of the different markets.

22T Neighboring Systems Comments at 17.

228 1d. at 20-21.

229 CAISO Answer at 50.

2% 1d. at 51 (citing 11l. Power Co., 95 FERC { 61,183, at 61,644 (2001)).
21 d. at 53.

232 1d. at 54.
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146. CAISO explains that the removal of pancaked rates in the EIM is not a discounted
transmission charge that would be prohibited by Order No. 890-A.?** CAISO explains
that the prohibition of discounted rates applies only when that discount is not offered to
all customers of a given transmission service. However, CAISO argues that the EIM
represents a different service when compared to the day-ahead and 15-minute markets
and therefore should not be characterized as a discounted transmission rate. CAISO
explains, moreover, that any resource not currently in an EIM Entity BAA can
dynamically schedule into the CAISO EIM and therefore would be able to receive the
benefits of the EIM, including the removal of pancaked rates for EIM transfers.

147. To support the characterization that the EIM represents qualitatively different
service compared to CAISO’s day-ahead and 15-minute market exports, CAISO explains
that EIM transfers are dynamically set every five minutes and are not guaranteed to
transfer outside of the five-minute dispatch. By contrast, day-ahead and 15-minute
exports are static transactions that will not be curtailed (except in emergency situations)
and will not be exposed to congestion costs.?** Additionally, CAISO argues that there is
no exchange of forward transmission capacity between EIM Entity BAAs. Finally,
CAISO reiterates that any BAA that wishes to join the EIM will benefit from the removal
of pancaked rates in the EIM.

148. CAISO responds that there is no evidence to support the concern that the removal
of pancaked rates in the EIM will lead to customers moving their transactions from the
CAISO day-ahead and 15-minute markets into the EIM.?** CAISO explains that it will
evaluate whether or not the EIM is causing a shift in transactions from its other markets
to the EIM and will propose solutions if they are warranted.

149. CAISO argues that both CAISO and PacifiCorp have mutually agreed to accept a
potential reduction in wheel-through revenues for the economic benefits that the EIM will
provide.?®® Further, CAISO argues that none of its customers that would be affected by a
reduction in wheel-through revenue have complained about the proposed removal of
pancaked rates for EIM transfers.

233 1d. at 56.
234 1d. at 57.
2% 1d. at 62.

236 1d. at 65.
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150. Six Cities request that the Commission not accept BPA’s suggestion to remove all
wheeling access charges for exports from CAISO.?” While Six Cities do not comment
on the proposal not to charge EIM transfers the wheeling access charge, they state that
the removal of wheeling access charges for all exports from CAISO would result in
higher transmission charges for load in CAISO and would be inconsistent with the
Commission’s cost causation principles.

151. Six Cities claim that it would be inappropriate for transmission service costs to be
included in default energy bids for generation in the PacifiCorp BAAs. Six Cities argue
that including transmission service costs is inconsistent with the reciprocal transmission
agreement proposed by CAISO and PacifiCorp. Six Cities state that EIM participating
load in CAISO would be subject to undue discrimination in terms of transmission charges
compared to EIM participating load located outside of CAISO.**®

152. PacifiCorp asserts that the exemption of wheeling access charges for EIM
transfers is not unduly discriminatory.?® Noting that BAAs located outside of the EIM
are not similarly situated to, nor do they face the same obligations as, EIM Entity BAAs,
PacifiCorp argues that the differential treatment of the two groups in regards to
transmission charges is justified. PacifiCorp also asserts that the exemption from
wheeling access charges does not result in preferential treatment of PacifiCorp
resources.?*® PacifiCorp argues that both CAISO and PacifiCorp resources benefit from
CAISO’s reciprocal transmission proposal and asserts that CAISO resources will benefit
more than PacifiCorp resources. PacifiCorp also states that any resource within a
participating EIM Entity BAA will receive reciprocal transmission treatment and any
BAA may join the EIM. Further, PacifiCorp clarifies that resources located in the
PacifiCorp BAAs will need to purchase transmission rights to participate in the EIM.
According to PacifiCorp, this will ensure that EIM Participating Resources do not
unreasonably shift their costs to those transmission customers who do not participate in
the EIM.

27 Six Cities Answer at 2-3.
%8 1d. at 5.
239 =

PacifiCorp Answer at 5.

#01d. at 6.
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Commission Determination

153. We accept CAISO’s proposal regarding reciprocal transmission charges with other
EIM Entity BAAs. We find CAISO’s proposal not to charge EIM transfers the wheeling
access charges to be just and reasonable and not unduly discriminatory. We find that
EIM transfers are not similarly situated to other CAISO exports for the purpose of
CAISO’s transmission rate proposal. Rather, the EIM represents a sufficiently different
market structure to justify different rate treatment of EIM transfers and other CAISO
exports. One such difference is the fact that CAISO has dispatch authority over EIM
Participating Resources in both the CAISO BAA and in the EIM Entity BAAs. CAISO’s
reciprocal transmission proposal allows for similar treatment of transmission charges
when compared with transmission charges in the CAISO market (load-serving entities
pay the transmission access charge and resources are only assessed a wheeling access
charge for exports), except here the market has been expanded to the EIM.

154. Additionally, we note that there are also differences in transmission service
between forward market exports (exports scheduled in the day-ahead and 15-minute
markets) and EIM transfers.?** Therefore, even if an EIM transfer uses the same
transmission facilities as other CAISO exports, as some commenters argue, we find it just
and reasonable that CAISO charges differently for these transactions because there are
underlying differences in transmission service that allow for different rate treatment.

155. Many of the comments submitted in this proceeding focus on the Commission’s
past treatment of both inter-RTO and intra-RTO transmission rates. As a matter of
policy, the Commission generally has not required the elimination of inter-RTO rate
pancaking, but has required the elimination of intra-RTO rate pancaking.?*> The
circumstances presented here—an energy imbalance market utilizing an existing ISO’s
market software beyond the borders of that ISO—do not fall precisely under either
circumstance. However, we believe that some of the goals that led to the formation of the
EIM (e.g., enhanced efficiency and reliability) can be met using some of the same tools
utilized by RTOs.

241 gee CAISO Answer at 57. CAISO explains that EIM transfers are dynamically
set every five minutes and are not guaranteed to transfer outside of the five-minute
dispatch. In contrast, day-ahead and 15-minute exports are static transactions that will
not be curtailed (except in emergency situations) and will not be exposed to congestion
costs.

22 Order No. 2000, FERC Stats. & Regs. 1 31,089 at 31,083, 31, 174-31,175.
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156. One such tool is the elimination of pancaked transmission rates within the EIM.
Given that the EIM is one market dispatched by CAISO, we find that the elimination of
the seam between CAISO and the EIM Entity BAAs promotes more efficient and
competitive electricity markets, provides customers in the EIM and in CAISO access to
additional energy supplies, decreases the number of transactions that must pay pancaked
rates, and therefore enhances competitive electricity markets in the region. This
competition should result in downward pressure on market prices, resulting in lower
energy costs overall and thus benefitting native load customers in CAISO and in an EIM
Entity BAA who largely bear transmission costs.

157. In Illlinois Power Company, the Commission allowed for non-pancaked rates
between two RTOs but allowed pancaked rates for entities outside of the two RTOs.
Specifically, the Commission allowed the single rate for participants within the two
RTOs but not for other entities because (1) the non-pancaked “rate creates a benefit for
customers” within the RTOs; (2) the non-pancaked rate “may provide to [RTO]
customers additional supply alternatives that might otherwise be uneconomic”; and

(3) the application of pancaked transmission rates to transmission outside of an RTO
“serves as an incentive to transmission owners that are not currently members...to join
one of those organizations.”®*® Similarly, in regard to the EIM, we find that the proposed
non-pancaked rate provides a benefit to EIM participants and an incentive for EIM
participation that need not be offered to non-EIM entities.

158. In response to commenters asserting that CAISO’s proposal is not truly reciprocal
because EIM resources in PacifiCorp’s BAAs are required to purchase transmission, we
find these comments to be outside the scope of this proceeding because those arguments
pertain to PacifiCorp’s separate proposal. Issues relating to PacifiCorp’s EIM proposal
are addressed in the order issued in Docket No. ER14-1578-000.

159. Regarding WPTF’s concern that, when PacifiCorp wheels through CAISO to
another EIM Entity, it will not pay CAISO wheeling access charges, we note that the
party receiving the energy in the EIM Entity BAA would pay the transmission charge in
the BAA where the energy sinks. In addition, as CAISO states in its answer, no EIM
transfers will be eligible for export outside of the EIM footprint, so a transfer from an
EIM Entity BAA that sinks outside the EIM would be assessed CAISO’s wheeling access
charge.

22 111. Power Co., 95 FERC at 61,644, reh’g denied, 96 FERC { 61,026 (2001).
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160. Finally, we note that CAISO has committed to commencing a stakeholder process
within the first year of implementation to evaluate the need, if any, to adjust transmission
charges for EIM transfers. We note that the current CAISO proposal may not be the only
just and reasonable proposal regarding EIM transmission rates and will consider an
alternative proposal if one is filed.

C. Allocation of Uplift Charges to EIM Transfers

Background

161. CAISO proposes to define an “EIM Transfer” as “the transfer of Energy in Real-
Time between an EIM Entity [BAA] and the CAISO [BAA], or between EIM Entity
[BAAS], using transmission capacity made available to the Real-Time Market through the
[EIM]. The EIM Transfer is not a Real-Time Export Schedule or a Real-Time
Interchange Import Schedule.”**

Comments

162. Powerex contends that CAISO’s proposed definition of “EIM Transfer” serves to
categorically exclude EIM transfers from being allocated CAISO uplift costs that are
charged to all other exports.** For example, Powerex states that by excluding EIM
transfers from the definition of Real-Time Interchange Export Schedule, CAISO’s
proposed definitions will prevent allocation of uplift charges to EIM transfers.

163. Portland General, Powerex, and WPTF argue that CAISO’s proposal to exempt
EIM participants from CAISO uplift charges for energy exported out of CAISO could be
discriminatory, affording CAISO EIM Entities a competitive advantage over non-EIM
CAISO participants. These parties assert that both entities participating in the EIM and
those CAISO participants not participating in the EIM will be bidding into the same
market, but the pricing inequities will only be imposed on those not participating in the
EIM who will be wheeling the same exported intertie energy to serve load outside of
California.?*® Portland General requests the Commission require CAISO to ensure that
the EIM is structured in a way that does not unduly disadvantage non-EIM participants.

24 See CAISO Tariff, proposed Appendix A (Master Definition Supplement).
2> powerex Protest at 26.

246 portland General Comments at 7; WPTF Comments at 4; Powerex Protest at
19-20, 26-32, 39.
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Answer

164. In response to arguments above, CAISO counters that EIM transfers will pay a fair
share of uplift charges. CAISO explains that proposed sections 11.5.4.1 and 11.8.6.3.2 of
its tariff apportion uplift costs according to the amount attributable to each EIM Entity
BAA, including the “EIM exports” to which Powerex refers.?*’ CAISO explains that
Powerex mistakes the definition of “EIM Measured Demand” for that of “CAISO
Measured Demand,” which correctly excludes EIM Transfers. CAISO asserts that
including EIM transfers as a component of “CAISO Measured Demand” would result in
an inappropriate double charge of such transfers, i.e., both BAAs would pay the uplifts
associated with the charge.?*®

Commission Determination

165. We accept CAISO’s proposal regarding the allocation of uplift charges to EIM
Transfers. First, Portland General, Powerex, and WPTF are incorrect in asserting that no
uplift charges will be allocated to EIM transfers that are charged to all other exports. We
find that proposed sections 11.5.4.1 and 11.8.6.3.2 of CAISO’s tariff clearly allocate the
Real-Time Congestion Offset, Real-Time Imbalance Energy Offset, Net Residual Unit
Commitment Bid Costs, and Real-Time Bid Costs to the BAA in the EIM area. Second,
in attempting to show that CAISO’s proposal excludes the allocation of uplift to EIM
Transfers, Powerex confuses the definition of “CAISO Measured Demand” with “EIM
Measured Demand.” We therefore reject commenters’ arguments.

d. Centralized Counterparty

Background

166. Inits filing, CAISO proposes that neither it nor the EIM Entity will be a
“Purchasing Selling Entity” for purposes of e-Tagging of EIM transfers.?*® CAISO goes
on to state that title for the energy in the real-time market passes directly from the entity
that holds title when the energy enters the CAISO controlled grid or the transmission
system of an EIM transmission service provider, whichever is first following dispatch, to
the entity that removes the energy from the CAISO controlled grid or the transmission

247 CAISO Answer at 43.

248
Id.

249 CAISO Transmittal Letter at 22.
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system of an EIM transmission service provider, whichever last precedes delivery to
load.?*°

Comments

167. Powerex alleges that CAISO’s proposal is incompatible with serving as the
“centralized counterparty,” as defined by the Commission in Order No. 741.%' Powerex
notes that in Order No. 741%°? the Commission established the centralized counterparty
construct as an option to protect ISOs and RTOs, in the case of a market participant
declaring bankruptcy, from having to pay amounts due to a market participant without
being able to net amounts the market participant owes. Powerex claims that the goal was
to provide 1SOs and RTOs wishing to serve as the centralized counterparty the ability to
clarify their “legal status to take title to transactions, thereby becoming the central
counterparty for transactions in an effort to establish mutuality in the transactions as legal
support for set-off in bankruptcy.”®® Powerex asserts that CAISO’s unwillingness to
take title to energy associated with EIM transfers is inconsistent with its decision to serve
as the centralized counterparty to the sales in its market.?*

Answer

168. In its answer, CAISO asserts that its proposed EIM filing with regard to
centralized counterparty obligations is consistent with its Order No. 741 compliance
filing that was accepted by the Commission.?*

250
Id.

251 powerex Protest at 90.

2 Credit Reforms in Organized Wholesale Electric Markets, Order No. 741,
FERC Stats. & Regs. 1 31,317 (2010) (Order No. 741), order on reh’g, Order No. 741-A,
FERC Stats. & Regs. 1 31,320, order denying reh’g, Order No. 741-B, 135 FERC
61,242 (2011).

253 powerex Protest at 90 (quoting Order No. 741, FERC Stats. & Regs. { 31,317
at P 82 (emphasis added)).

254
Id.

2> See Cal. Indep. Sys. Operator Corp., 142 FERC § 61,111 (2013).
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Commission Determination

169. We conditionally accept CAISO’s proposal, subject to CAISO making a
compliance filing within 30 days after the date of issuance of this order revising proposed
section 29.22 of its tariff so that CAISO takes title to energy associated with EIM
transfers consistent with its role as the centralized counterparty.

170. The establishment of ISOs and RTOs as the centralized counterparty in all market
transactions was a major element of Order No. 741. In Order No. 741, the Commission
found that the ability of an ISO or RTO to “net” market obligations for the purposes of
setting collateral requirements was vulnerable to a challenge by a participant in
bankruptcy that the ISO and RTO had not established “mutuality.”**® The ability to
establish “mutuality” was viewed as the best practice in established bankruptcy precedent
to allow “netting” of market obligations. Without this protection, a bankrupt market
participant could assert that it was owed any payment for energy sold but that it could not
“owe” any payment for energy received or other obligations. This would not only cause
great disruption to the cash-flow of other market participants but would possibly lead to
collateral obligations based on “gross” market activity (both money owed and money to
be paid) which would be a large encumbrance to market participant balance sheets and
could lead to higher costs to consumers.

171. Inits order on CAISO’s Order No. 741 compliance filing, the Commission agreed
with CAISO’s request that its role as the centralized counterparty in all market
obligations did not require CAISO to be the owner of e-Tags that would be used by
CARB to establish responsibility for procuring emissions permits.?>’ However, this
exception to the CAISO centralized counterparty role was applied only to e-Tags, not to
energy sold into its real-time market, which would include EIM transfers. Therefore, we
find that CAISO’s proposal in this regard is inconsistent with our findings on CAISO’s
Order No. 741 compliance filing. Accordingly, we direct CAISO to make a compliance
filing within 30 days after the date of issuance of this order revising proposed section
29.22 so that CAISO takes title to energy associated with EIM transfers consistent with
its role as the centralized counterparty.

26 gee Order No. 741, FERC Stats. & Regs. 1 31,317 at PP 94, 119.

27 See Cal. Indep. Sys. Operator Corp., 140 FERC 61,169, at PP 27-28 (2012).
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e. Convergence Bidding Uplift

Background

172. CAISO will operate its day-ahead market (with convergence bidding) as well as
the EIM in the real-time market. However, because the EIM only involves the extension
of CAISO’s real-time market, and not its day-ahead market, to new BAAs, the proposed
tariff revisions do not provide for convergence bids in EIM Entity BAAs. To account for
this difference in market structure, CAISO will insert each EIM Entity’s base schedule
forecast (as discussed in more detail above) into the day-ahead schedule. These EIM
forecasts, however, are not financially binding for the EIM Entities, and CAISO will not
enforce the modeled EIM transmission constraints until the real-time market.?®

173. CAISO states that some stakeholders have raised concerns that the participation of
convergence bids in CAISO’s day-ahead market after implementation of the EIM could
Increase the amount of the real-time congestion offset charged to market participants in
CAISO’s BAA.®® CAISO asserts that this potential is not a new issue stemming from
the EIM. The potential for convergence bidders to take advantage of differences in the
approaches employed to model the day-ahead market and the real-time market in a way
that increases the uplift associated with real-time congestion currently exists and has
little, if anything, to do with the EIM. CAISO states that it is addressing these concerns
through a separate initiative to enhance and expand the modeling of the full network
model to more effectively model grid operations by better reflecting conditions outside its
boundaries and to help manage the impacts of unscheduled flows on the EIM area and
CAISO.*®

Comments

174. Six Cities, SoCal Edison, and the CPUC argue that the inherent differences in the
day-ahead market and the EIM real-time market present added complexity to CAISO’s
efforts to have the day-ahead market accurately reflect what happens in real time and
that, to the extent convergence bidders discover systematic differences in the errors from
this activity, they can unfairly profit by taking positions against CAISO’s forecast error,

258 CAISO Transmittal Letter at 23-24.
259 |d. at 34.

260 Id
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which in turn creates uplift to load.?®* SoCal Edison states that CAISO’s Market
Surveillance Committee investigated this issue and concurred that this is a valid concern,
but was unable to draw any conclusions on the dollar impact and recommended the issue
be studied during market simulation.?®* Six Cities contend that it is not appropriate to
implement a market design change that will result in differences between the day-ahead
and real-time markets without consideration of the potential effects on uplift costs paid
by load.?®® PG&E recommends that CAISO provide an analysis of uplift costs similar to
the periodic reports on market performance provided by CAISO’s Department of Market
Monitoring.?®* SoCal Edison states that the Commission should require CAISO to hold a
stakeholder process to develop a proposal to address convergence bidding uplift created
as a result of the EIM design as well as report the impact of the EIM on congestion rent
shortfalls due to convergence bidding, and present a proposal to resolve this and other
design issues by October 2015.%%

175. SoCal Edison believes that the full network model framework to be proposed by
CAISO at a later date, as well as alternatives to that framework, could be viable
solutions.?®® However, Six Cities contend that there is no reason to anticipate that
improvements in the modeling of the day-ahead process will be sufficient to offset
potential impacts resulting from the EIM, and that even if the improved day-ahead model
were to be accurate, the implementation of the EIM will change the resource utilization
pattern in real-time. Six Cities argue that because the EIM will function as a single,
integrated-real-time market, changes from the day-ahead market are likely to affect nodes
internal to CAISO separate and apart from the effects of constraints in an EIM Entity
BAA.

176. Six Cities state that in a recent order conditionally accepting CAISO’s tariff
amendments to implement a 15-minute market design, the Commission conditioned
acceptance of CAISO’s proposal to “reinstate convergence bidding, 12 months after

261 Six Cities Comments at 4: SoCal Edison Comments at 15; CPUC Comments
at 3.

262 soCal Edison Comments at 16.

263 Sjx Cities Comments at 5.

264 PG&E Comments at 10.

2% goCal Edison Comments at 16-17.

266 1. at 17.
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implementation of the 15-minute market, on CAISO filing a report to demonstrate that
the new market structure is providing the expected price convergence.”®’ Six Cities urge
the Commission to require CAISO to submit a comparable report evaluating the potential
effects of convergence bidding under the EIM design, including an analysis of the costs
versus benefits of convergence bidding, and, to the extent expected benefits do not justify
anticipated costs, proposing remedial measures. %

177. WPTF argues that a CAISO convergence bidder’s presumed flows may impact an
EIM constraint in the direction of its congestion in real-time (contributing to the cost of
the constraint’s congestion) or in the direction opposite to the congestion in real-time
(alleviating the constraint’s congestion costs). WPTF argues that it is not reasonable that
CAISO’s proposal does not similarly provide a credit to the convergence bidder when its
convergence bids alleviate EIM participants’ congestion costs. WPTF contends that a
symmetrical treatment of convergence bids would create smooth and predictable
congestion results in the EIM that may enable EIM participants’ forward activities and
improve incentives.?*

178. SDG&E states that the planned EIM market simulations provide an opportunity to
explore whether convergence bidding could have unintended impacts on the operation of
the EIM, whether the LMPs used to settle imbalance services outside CAISO’s BAA
fairly reflect the marginal cost of providing imbalance services at those locations, and
whether there are other operational or settlement issues that would require modification
to the proposed EIM before it becomes binding on participants.?”

Answer

179. Inits answer, CAISO argues that convergence bids do not cause the system
differences that can lead to uplifts. Instead, CAISO contends that these are caused by
flow impacts originating outside its system.?”* CAISO states that the appropriate
response is to remedy any underlying modeling issues and that it is addressing these

287 Six Cities Comments at 5-6 (citing Cal. Indep. Sys. Operator Corp., 146 FERC
161,204, at P 103 (2014)).

268 14, at 6.
29 \WPTF Comments at 6.
210 SDG&E Comments at 5.

211 cAISO Answer at 46.
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matters in its separate full network model expansion proposal that was approved by
CAISO’s Board and is expected to be filed with the Commission in the near future.?’
Lastly, CAISO disagrees with WPTF and states that providing a credit would provide
create avenues to the type of convergence bidding positions designed to exploit the
failure to enforce constraints within an EIM Entity BAA.

180. CAISO contends that SoCal Edison’s request to require CAISO to present a plan
to resolve the impact of EIM base schedule errors on convergence bidding uplift within a
year of the implementation of the EIM is outside the scope of this proceeding. CAISO
states that issues associated with convergence bidding already have been addressed.?”

Commission Determination

181. We accept CAISO’s proposal to insert each EIM Entity’s base schedule forecast
into the day-ahead schedule. The potential for price separation between day-ahead and
real-time markets is not new, and can be affected by the quality of CAISO’s modeling
and its ability to predict real-time conditions in the day-ahead model. CAISO’s proposal
includes a mechanism to incorporate expected EIM results into the day-ahead market.
The quality of this modeling effort may determine the extent to which price separation
between the day-ahead and real-time market occurs. Further, existing modeling and
market price separation can be affected by conditions, such as loop-flow, arising outside
CAISO’s borders. Enhanced insights into markets outside CAISO from the addition of
balancing authorities in the EIM, as well as CAISO’s full network model proposal, may
improve CAISO’s modeling and convergence of prices in the two markets. Our review
of CAISO’s full network model filing in Docket No. ER14-2017-000 will determine
whether that proposal is just and reasonable under the FPA.

182. We do not believe that a comparable report to the one required in the March 20,
2014 order on CAISO’s 15-minute market filing is necessary here.””* The concerns
presented in this proceeding regarding convergence bidding are different and distinct
from those in CAISO’s 15-minute market filing. Specifically, that proceeding dealt with
reinstating convergence bidding at CAISO external interties, whereas the current
proceeding raises concerns about convergence bidding and the use of forecast EIM base
schedules. We note that the potential magnitude of uplifts due to congestion caused by

272 |d. at 11. CAISO’s proposed tariff revisions implementing the full network

model expansion were filed on May 22, 2014 in Docket No. ER14-2017-000.
2% Id. at 92.

2% See Cal. Indep. Sys. Operator Corp., 146 FERC 61,205 (2014).
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convergence bidders will be evaluated during the market simulation prior to
commencement of the EIM. Additionally, CAISO has stated that it will prepare metrics
to evaluate the benefits of the EIM. Once the EIM is operational, we expect CAISO will
report on these metrics as a regular part of its ongoing market performance reporting
efforts.

183. Lastly, we are not persuaded by WPTF’s concerns. To the extent that providing a
credit to a convergence bidder when its bid alleviates congestion costs could lead to
convergence bidding strategies to exploit the failure to enforce constraints within an EIM
Entity BAA, remedying the underlying modeling issues should address this concern.

f. Administrative Fee

Background

184. CAISO proposes to charge EIM Market Participants a fixed rate administrative fee
of $0.19/MWh.?” This fee is charged to EIM Market Participants based on the greater
of. (1) the gross absolute value of the participant’s imbalance energy supply and load; or
(2) five percent of the total gross absolute value of supply and five percent of the total
gross absolute value of demand of all EIM Market Participants. CAISO explains that it
derived this fee by determining the amount attributable to the real-time market for the
market services and system operations cost components of its grid management charge.?’®
CAISO then used the 2012 rates and allocation from its 2010 cost of service study to
derive the rate of operation for the real-time market. CAISO commits to propose an
updated administrative fee when it prepares a new cost of service study for the 2015 grid
management charge.?’’

Comments

185. Modesto asserts that stakeholders should be able to take a fresh look at the
derivation of the EIM administrative fee as part of the stakeholder process for the new
cost of service study for CAISO’s 2015 grid management charge, and that the stakeholder

215 CAISO Transmittal Letter at 38-40: id., Attachment D, Declaration of Michael
K. Epstein at PP 6-9 and Exhibit 1.

278 1d. at 39; id. Attachment D, Declaration of Michael K. Epstein at PP 6-7 and
Exhibit 1. CAISO states that the grid management charge will be reduced by the
revenues from the administrative fee, so as to remain revenue neutral. Id. at 40.

217 1d. at 39-40.



Docket No. ER14-1386-000 -72 -

process should demonstrate how any ongoing EIM administrative fee is derived from the
2015 updated cost of service study, instead of the older 2010 data currently being used.?”
Modesto also states that the stakeholder process should verify that the costs of operating
the EIM are only being paid by those entities using the EIM.?”® Six Cities observe that
the EIM design does not provide for the evaluation of costs of terminating EIM
participation, and request that a provision be added to both identify, and hold the
withdzg%wing BAA accountable for, costs attributable to withdrawal of a BAA from the
EIM.

186. PacifiCorp does not express substantive concerns with the administrative fee, but
proposes three clarifying revisions to proposed section 29.11(i) of CAISO’s tariff.?*"
First, PacifiCorp requests that proposed section 29.11(i)(2) be revised to reflect that the
calculation of MWh subject to the EIM administrative charge will be performed only
once for all EIM Market Participants within a BAA (and not as a separate calculation for
each EIM Entity Scheduling Coordinator and EIM Participating Resource Scheduling
Coordinator).?®* Next, PacifiCorp requests that proposed section 29.11(i)(3) be revised to
clear up confusion from wording regarding “remaining amounts” from the allocation of a
sum.”® Finally, PacifiCorp recommends that proposed section 29.11(i) be revised,
consistent with what PacifiCorp believes to be CAISO’s intent, to reflect that the
$0.19/MWh fee will be multiplied by the sum of the imbalance energy identified in
section 29.11(i)(3)(i) and, if the resulting amount is less than the amount calculated
pursuant to section 29.11(i)(2)(i) and (ii), the “remaining amounts” are then allocated to
the EIM Entity Scheduling Coordinator, pursuant to section 29.11(i)(2)(ii).?*

?’® Modesto Comments at 4-5.
1d. at 5.

280 sjx Cities Comments at 12.

281 pacifiCorp Comments at 9-11.
?%21d. at 10,

283
Id.

2841d. at 10-11.
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Answers

187. Inits answer, CAISO asserts that the 2010 cost of service study remains the best
information available to calculate the administrative fee pending the 2015 update to the
grid management charge and that, in any event, the administrative fee based on this data
is only expected to be in effect for three months before being updated.”® CAISO also
states that stakeholders will have a full opportunity to examine the data that will support
the updated charge in connection with the 2015 grid management charge update, and to
participate in the process to establish the EIM administrative charge, which will be filed
with the Commission later this year.?®® In response to Six Cities, CAISO and PacifiCorp
each contend that the initial recovery of implementation costs, in combination with the
ongoing administrative charge, effectively means that there will be no stranded costs
from an EIM Entity exiting the market.??” CAISO also notes that “[i]mposing a future
look back cost exposure risk on EIM Entities would represent an unnecessary barrier to
their participation.”?®® PacifiCorp points to the analogous circumstance in CAISO’s
current tariff where there is no exit fee to recover costs when a participating transmission
owner voluntarily leaves CAISO, even though CAISO had presumably modified its
systems to accommaodate the new facilities, entitlements, and settlement responsibilities
resulting from the participating transmission owner’s participation.?*

188. CAISO agrees that PacifiCorp’s requested revisions to proposed 29.11(i) will help
clarify participants’ understanding of the EIM administrative charge.”® CAISO requests
that the Commission direct it on compliance to propose edits to section 29.11(i) to
address PacifiCorp’s concerns. CAISO states that it will then submit revisions that
clarify that the calculation will be performed once for all EIM Market Participants within
each EIM Entity BAA, and that more clearly set forth the calculation to be performed and
the amounts to be allocated to scheduling coordinators in the EIM.

285 CAISO Answer at 66.

% 1d. at 66-67.

87 1d. at 67; PacifiCorp Answer at 23-24.
288 CAISO Answer at 68.

289 pacifiCorp Answer at 24.

290 cAISO Answer at 68.
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Commission Determination

189. We conditionally accept CAISO’s proposed administrative fee, subject to making
a compliance filing within 30 days after the date of issuance of this order, as discussed
below. We find that the proposed fee fairly allocates the cost of providing real-time
service to EIM Market Participants. We expect CAISO to work with stakeholders, in
conjunction with the ongoing 2015 grid management charge update process and the
subsequent process to establish the EIM administrative charge, to ensure that the
administrative charge accurately reflects the costs of providing this service based on
current information.

190. We direct CAISO to submit revisions within 30 days after the date of issuance of
this order addressing the concerns raised by PacifiCorp. Specifically, as contemplated in
CAISO’s answer, we direct CAISO to submit revisions to proposed section 29.11(i) to:
(2) clarify that CAISO will calculate the MWh subject to the administrative fee once for
all EIM Market Participants in an EIM Entity’s BAA; (2) address any inconsistency
between the language in proposed section 29.11(i)(3)(i) and 29.11(i)(3)(ii); and (3) make
clear that the fee will be multiplied by the sum of imbalance energy identified in section
29.11(i1)(3)(i) and, if the resulting amount is less than the amount calculated pursuant to
section 29.11(i)(2)(i) and (ii), will allocate the remaining amounts to the EIM Entity
Scheduling Coordinator pursuant to section 29.11(i)(2)(ii).

g. Settlements

Background

191. CAISO proposes to use the settlements procedures and timelines set forth in
existing section 11 and proposed section 29.11 of its tariff for settling and billing EIM
Market Participants.?® Proposed section 29.13 provides that disputes associated with
participation in the EIM will be subject to section 11.29.8 of CAISO’s tariff. Pursuant to
section 11 of the current tariff, customers have 22 business days from issuance of their
Recalculation Settlement Statements to raise a dispute or report an exception.**

291 CAISO Transmittal Letter at 30.

292 CAISO Tariff, section 11.29.8.3.2.
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Comments

192. CARB states in its comments that the EIM settlement structure has been discussed
and vetted through fulsome stakeholder proceedings, and results in a design that
facilitates the integration of renewable resources.*”

193. PacifiCorp requests that CAISO reevaluate the appropriateness of applying the 22-
day review window in CAISO’s current settlement procedures to the EIM.?** PacifiCorp
suggests that 22 days is too short of a timeframe for it to process the EIM settlement
statement from CAISO and pass the sub-allocation on to its transmission and/or
interconnection customers in accordance with its monthly billing cycle, while still
providing those customers an adequate period to review the statements and identify any
disputes for PacifiCorp to raise with CAISO. PacifiCorp explains that it requested during
the stakeholder process that CAISO extend the timeframe for EIM Market Participants to
dispute settlements from 22 business days to 55 business days, but that CAISO has
declined to make this modification.?®® PacifiCorp does not request that the Commission
direct CAISO to modify its proposal at this time, but submits that its requested extension
may ultimately be necessary if the existing timeline proves too restrictive to permit
PacifiCorp to fully defend its customers’ rights.

Answer

194. PG&E asserts in its answer that, should CAISO comply with PacifiCorp’s request
to reevaluate settlement timing, such evaluation should ensure that all CAISO market
participants are provided with the same amount of time for settlement review.?*

Commission Determination

195.  While we encourage CAISO and PacifiCorp to continue to work together to ensure
that participants in the EIM have a meaningful opportunity to review EIM-related
settlement statements and raise disputes, we find that CAISO’s proposed treatment of
EIM billing and settlement matters, including proposed section 29.13 of its tariff, is just
and reasonable. We therefore accept it. We note that the related issue of the interaction
of PacifiCorp’s proposed treatment of EIM-related disputes with this provision is

2% CARB comments at 2.
294 pacifiCorp Comments at 8-9.
2% 1d. at 9.

2% pG&E Answer at 5.
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addressed in additional detail in the order issued concurrently in Docket No. ER14-1578-
000.

4, Market Power Mitigation

Background

196. CAISO proposes to extend its existing market monitoring and real-time local
market power mitigation tariff provisions to the EIM.?*" Under proposed section 29.38,
its Department of Market Monitoring will provide market monitoring services for the
EIM. CAISO also proposes to apply essentially the same real-time local market power
mitigation procedures as those applicable in current CAISO tariff section 39.7—i.e., local
market power mitigation for energy bids within each EIM Entity BAA.?*®

197. CAISO explains that several stakeholders, the Market Surveillance Committee,
and the Department of Market Monitoring have expressed concern that there may be
BAA-wide market power in an EIM Entity’s BAA when all or most of the generation in
the BAA is owned by one entity.?*® CAISO states that such structural market power
could be mitigated effectively by extending local market power mitigation procedures to
the EIM Entity BAA when congestion is projected to occur on a transmission intertie into
an EIM Entity BAA due to an EIM transfer limit on the intertie. In this order, we refer to
this type of mitigation as “market power mitigation on EIM interties.”

198. CAISO states that it has built the software functionality into the EIM to implement
real-time local market power mitigation on EIM interties if necessary. CAISO represents
that the Department of Market Monitoring is currently studying whether structural market
power exists within PacifiCorp’s two BAAs based on potential supply and demand
conditions under the EIM. The study will assess the degree to which PacifiCorp may be
pivotal with respect to supply of imbalance energy needed to meet other entities’
imbalance energy needs, and whether real-time local market power mitigation should be
activated.

297 CAISO Transmittal Letter at 40-42.

2% See CAISO Tariff, proposed section 29.39. Section 39.7 of CAISO’s tariff sets
forth procedures for calculation of default energy bids and competitive path designation.

299 CAISO refers to this as “structural market power.”
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199. Therefore, CAISO’s proposed tariff revisions provide that the Department of
Market Monitoring may study structural market power within an EIM Entity BAA prior
to or subsequent to EIM implementation for any EIM Entity.>® CAISO also proposes
that, based on the Department of Market Monitoring’s assessments, it may activate or
deactivate market power mitigation on EIM interties, subject to Board authorization.

Comments

200. SDG&E states that the EIM increases the number of suppliers of imbalance
service and, therefore, is an antidote to the exercise of market power.*** Wind Parties and
PacifiCorp also support CAISO’s proposed real-time local market power mitigation
approach.**

201. Powerex asserts that PacifiCorp is, and any future BAA seeking to join EIM likely
will be, the dominant supplier in its own BAA.** Powerex asserts that whether this
dominance raises market power concerns depends on whether PacifiCorp or any future
EIM Entities seek to change the price for imbalance services they provide under their
OATTs. Therefore, according to Powerex, market power mitigation issues should be
reviewed by the Commission in the context of PacifiCorp’s or future EIM Entities’
OATT filings and not be left to across-the-board bid mitigation at the discretion of
CAISO’s Board following a study by the Department of Market Monitoring. Powerex
also argues that if an EIM Entity seeks to charge EIM market prices for balancing
ancillary services under schedules 4 and 9 its OATT, there are superior ways for the
Commission to address market power concerns.®** Powerex asserts that mitigating the
bids of all resources out of concern for one EIM Entity’s market power is inequitable and
will deter participation in the EIM.

%0 CAISO Transmittal Letter at 40-41; CAISO Tariff, proposed section 29.39(d).
31 SDG&E Comments at 4.
%92 pacifiCorp Comments at 7; Wind Parties Comments at 8.

303 powerex Protest at 74-75.

%% 1d. at 75-76. Powerex suggests that charging OATT customers preexisting

rates for balancing services or capping balancing services rates to preexisting rates are
examples of superior market power mitigation measures.
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202. BPA is concerned that PacifiCorp will potentially have market power in its BAAs
as no other entity is set to participate in the EIM in PacifiCorp’s two BAAs.*®
Therefore, BPA argues that CAISO should prepare to initiate market power mitigation
measures on PacifiCorp generation, beginning at start-up of the EIM, if market power
becomes apparent during the market simulation phase of EIM roll out.

203. Six Cities strongly disagree with CAISO’s proposal to presume that interties
among BAAs participating in the EIM are competitive and assert that local market power
mitigation should be applied to the interties, and therefore across the entire EIM area.*®
Six Cities argue that potential market power in PacifiCorp’s BAAs exists because of the
limited transfer capability between CAISO and PacifiCorp and the fact that participating
resources in PacifiCorp BAAs are primarily owned by PacifiCorp. In addition, Six Cities
are concerned that a resource in one EIM Entity BAA may have market power in relation
to a transmission constraint in another EIM Entity BAA. Therefore, Six Cities suggest
that bids by resources with market power should be mitigated regardless of the location
of the constraint.

204. UAMPS contends that, given the lack of transmission capacity into the PacifiCorp
West BAA, it is a forgone conclusion that PacifiCorp will have market power in that
BAA. UAMPS does not believe that CAISO’s commitment to study structural market
power is adequate. UAMPS maintains that mitigation measures should be approved
before the market is approved.*”’

205. SoCal Edison asserts that PacifiCorp owns or controls 92 percent and 78 percent
of generation in the PacifiCorp West and PacifiCorp East BAAs, respectively.*® Given
this concentration of generation ownership, and the fact that there is limited EIM transfer
capability into the PacifiCorp BAAs to allow CAISO resources to contest and discipline
EIM prices in the PacifiCorp BAAs, SoCal Edison urges that market power analysis and
mitigation measures be in place before EIM start-up. SoCal Edison asks that CAISO file
its market power methodology and analysis with the Commission. Likewise, WPTF also
suggests that the results of the proposed market power study by the Department of
Market Monitoring are very dependent on study assumptions and requests that CAISO be

305 BPA Comment and Protest at 10.
308 gjx Cities Comments at 11.
307 UAMPS Comments at 4.

308 5pcal Edison Comments at 6-8.
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directed to file its market power mitigation analysis and its recommendations with the
Commission.**

206. Powerex, Portland General, Seattle, and Chelan PUD assert that CAISO-calculated
default energy bids®'® are not a reliable approximation of the marginal cost of generators
outside of California because much of the generation outside California is energy-limited
storage hydroelectricity, and that for these resources, opportunity cost, not variable
production cost, will determine the appropriate marginal cost of participation in the EIM.
Powerex and Chelan PUD assert that any effort to calculate the marginal opportunity cost
for hydroelectric resources will have a high error rate, which Chelan PUD asserts creates
the potential for excessive mitigation.**" Powerex submits that each of CAISO’s three
methods for calculating default energy bids is problematic when applied to hydroelectric
resources. Portland General suggests that the Commission reject CAISO’s proposal until
a more equitable solution can be developed.*

207. Powerex further argues that the local market power mitigation approach the
Commission approved for SPP is superior to CAISO’s proposal.313 Powerex avers that
the parallels between the EIM and SPP’s energy imbalance market do not require bid
mitigation in the EIM to be based on the cost of new entry, as is the case in SPP.
However, Powerex argues that the Commission’s findings regarding SPP demonstrate
that a mitigation plan that is just and reasonable for the CAISO market is not necessarily
just and reasonable for an energy-only real-time imbalance market.*"*

39 \WPTF Comments at 9-10.

310 Default energy bids are the energy bid curves used by CAISO for local market
power mitigation.

311 powerex Protest at 79; Chelan PUD Comments at 5-6.
312 portland General Comments at 8; Seattle Comments at 4.

%13 powerex Protest at 81 (citing Southwest Power Pool, Inc., 114 FERC { 61,289,
at P 171 (2006)).

314 1d. at 83.
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208. PacifiCorp advocates a change in the way default energy bids used in local market
power mitigation are calculated under the variable cost option.**® PacifiCorp argues that
PacifiCorp transmission customers with resources participating in the EIM must pay a
transmission charge as a result of their participation in the EIM. Therefore, PacifiCorp
argues that transmission charges must be an element of the variable cost option
calculation.

209. Neighboring Systems argue that the proposed transmission rate subsidy for EIM
transactions can shift trading activity from the day-ahead market to the EIM and diminish
participation in and competitiveness of the day-ahead market.**® They suggest, therefore,
that market power analyses should be performed on an ongoing basis and before each
new EIM participation agreement is executed, and that proper mitigation measures should
be put in place before any harm occurs. Neighboring Systems also request that the tariff
clarify that the Department of Market Monitoring will publish quarterly reports on the
performance of the EIM.?

210. BPA, Six Cities, and Powerex identify references in proposed section 29.39(c) of
CAISO’s tariff to a missing subsection.®*® BPA asserts that the missing subsection was
proposed by CAISO during the stakeholder process and that without it, EIM resources
may inappropriately be exempted from mitigation to relieve congestion on uncompetitive
EIM tgrgnsfer constraints. BPA argues that the missing subsection should be added to the
tariff.

Answers

211. Inresponse to Powerex’s argument that structural market power issues should be
addressed in an EIM Entity’s OATT filing, CAISO argues that it is not appropriate to
subject different regions of CAISO’s real-time market to different mitigation procedures.
Therefore, CAISO contends that whether transactions that may affect EIM transfer
constraints are subject to the market power mitigation procedure should be governed by

315 pacifiCorp Comments at 11.
31 Neighboring Systems Comments at 11-12.
371d. at 19.

318 BPA Comment and Protest at 4: Six Cities Comments at 12; Powerex Protest
at 95.

319 BpA Comment and Protest at 4.
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CAISO’s tariff.*?° PacifiCorp also contends that Powerex’s proposal is unworkable.
PacifiCorp claims that, in order to be made whole for the provision of imbalance services
it provides to its transmission customers through EIM, it must be able to recover the cost
of those services based on the same EIM pricing it is assessed by CAISO for
imbalances.?*

212. CAISO disagrees with intervenors that it should implement market power
mitigation on EIM interties on day one of EIM. CAISO asserts that it has chosen a
balanced approach under which it will only implement market power mitigation on EIM
interties if it determines, under the criteria proposed in the tariff, that there may be an
insufficient amount of competitive supply to prevent exercise of market power in an EIM
Entity BAA. Furthermore, CAISO argues that it will periodically reassess the
competitiveness of each EIM Entity BAA using empirical data and argues that its Board
is fully capable of rendering an informed, independent, and nondiscriminatory judgment
based on CAISO’s assessment.**> However, CAISO suggests that it is open to the
possibility that the Commission may determine that it must decide whether market power
mitigation on EIM interties is appropriate and, in case of such a Commission
determination, asks that the Commission do so prior to October 1, 2014. CAISO also
asks that the Commission consider how subsequent determinations regarding new EIM
Entities or updated analysis regarding existing EIM Entities should be handled without
the need for CAISO to return to the Commission each time.*?®

213.  With regard to intervenors’ argument that CAISO’s proposed default energy bid
calculation does not properly take into account the opportunity cost of resources,
especially hydroelectric resources, CAISO argues that the EIM is an extension of
CAISO’s existing real-time market and the same rules should apply to both. CAISO
contends that there are not any untoward results from the current operation of its market
power mitigation process and, given the voluntary nature of the EIM, no resource would
be called upon when it is not willing to offer energy. PacifiCorp submits that
hydroelectric resources can effectively participate in EIM and explains that it is working

320 CAISO Answer at 69-70.
%21 pacifiCorp Answer at 10-11.
322 CAISO Answer at 72.

323 Id
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with the Department of Market Monitoring on developing default energy bids for its
hydroelectric resources based on the opportunity cost of these resources.***

214, CAISO disagrees with PacifiCorp’s suggestion that transmission service charges
be included in the variable cost option of the default energy bid calculation. CAISO
suggests that its proposed EIM tariff provisions allow for inclusion of transmission
service charges under the negotiated default energy bid option. CAISO commits to
provide more detail in this regard in the EIM business practice manual.*?

215. CAISO agrees that proposed tariff section 29.39(c) incorrectly cross-references a
nonexistent section. CAISO claims that the nonexistent section was moved during the
tariff drafting process and requests that the Commission direct it to correct this error on
compliance.*?

Commission Determination

216. We accept, subject to conditions, CAISO’s proposal regarding EIM real-time local
market power mitigation, but reject, as discussed below, CAISO’s proposal to vest its
Board with discretion as to whether market power mitigation at the interties is
implemented in the future. We also direct CAISO to make informational filings
regarding the presence of structural market power, and to make a compliance filing
within 30 days after the date of issuance of this order correcting erroneous cross-
references, as discussed below.

217. CAISO proposes, for the most part, to extend its existing real-time local market
power mitigation process to the EIM footprint. We note that the Commission has found
CAISO’s real-time local market power mitigation process to be just and reasonable®*’
and, with some modifications to enhance and improve it, this process has been in place
since 2009.

218. However, CAISO proposes to determine whether real-time local market power
mitigation on EIM interties is appropriate at an unspecified future time and, if found by
CAISO’s Board to be warranted, implement market power mitigation on EIM interties
for PacifiCorp’s BAAs. Intervenors argue that the determination regarding market power

324 pacifiCorp Answer at 26-27.
%25 CAISO Answer at 75-76.
328 1d. at 76.

%27 See Cal. Indep. Sys. Operator Corp., 116 FERC 61,274 (2006).
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mitigation on EIM interties should be subject to Commission review and approval. We
agree. Real-time local market power mitigation on EIM interties affects clearing prices
in the EIM and whether or not such mitigation is implemented should be subject to
Commission review and approval. Therefore, we direct CAISO to make a compliance
filing within 30 days after the date of issuance of this order that makes real-time local
market power mitigation on EIM interties subject to filing with, and acceptance by, the
Commission.

219. We decline, however, to require real-time local market power mitigation on EIM
interties at EIM start-up, as some intervenors have requested. First, CAISO has not
proposed, and we are not persuaded, that market power mitigation on EIM interties is
warranted on EIM start-up. Second, PacifiCorp currently has market-based rate
authority, which includes authorization to sell energy and ancillary services at market-
based rates within its two BAAs.*?® Therefore, implementing real-time local market
power mitigation on EIM interties for PacifiCorp’s BAAs at EIM start-up could result in
unnecessary mitigation. However, while we will not require real-time local market
power mitigation on EIM interties at start-up, to help identify any potential for exercise
of market power, we take the following two steps. First, in the order issued
contemporaneously with this order in Docket No. ER14-1578-000, we are directing
PacifiCorp to make a market-based rate change of status filing within nine months of the
launch of the EIM so that the Commission can assess whether PacifiCorp has structural
market power in its BAAs under the EIM structure. Second, in order that the
Commission may monitor for the existence of market power at the interties during the
pendency of PacifiCorp making a change of status filing and the Commission’s review of
that filing, we direct CAISO to provide the Commission with informational status reports
every six months for two years following the launch of the EIM on the presence of
structural market power in PacifiCorp’s BAAs due to limits on transmission interties into
and between these BAAs under the EIM structure.**® The Commission will use the
information in these reports to determine if any action is necessary to address structural
market power in PacifiCorp’s BAAs under the EIM structure.

220. In addition, CAISO may file with the Commission to implement real-time local
market power mitigation on EIM interties if it believes, and can demonstrate, that such
mitigation is warranted after the Department of Market Monitoring completes its

328 See PacifiCorp, Docket No. ER97-2801-030, et al., (June 29, 2011)
(unpublished letter order accepting updated market power analysis and notice of change
in status).

329 These informational filings are for informational purposes only and will not be
noticed, nor require Commission action.
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assessment of structural market power in PacifiCorp’s BAAs. In that regard, CAISO
may propose additional tariff detail regarding its proposed structural market power
analysis and how decisions regarding activation/deactivation of market power mitigation
on EIM interties will be made. The Commission will evaluate the extent to which the
rules regarding real-time local market power mitigation on EIM interties are objective
and clearly set forth in the tariff and, based on that, decide whether future determinations
regarding market power mitigation on EIM interties should be filed with the
Commission.

221. We reject Powerex’s argument that real-time local market power mitigation at
EIM interties could lead to over-mitigation because all resources within an EIM Entity
BAA would be subject to mitigation. First, with real-time local market power mitigation
on EIM interties, resource bids will only be mitigated when an EIM intertie is congested
and if the intertie is deemed non-competitive. When a non-competitive transmission path
Is congested, potential for market power exists for all resources that provide counter-flow
to the congestion. Second, only bids that exceed a resource’s default energy bid will be
mitigated to the default energy bid level. A default energy bid represents a resource’s
marginal cost. Therefore, even if mitigated, a resource’s mitigated bid approximates
what it would have bid under competitive conditions. Powerex essentially argues that not
all resources’ bids within a transmission constrained area should be mitigated when there
Is potential for market power. This, however, is a feature of CAISO’s existing local
market power mitigation design, which the Commission has previously found to be just
and reasonable. Powerex has not presented any evidence to persuade us otherwise.

222. We disagree with Powerex that CAISO’s market rules should not necessarily be
extended to the EIM as there may be superior market design alternatives. The
Commission need only decide whether CAISO’s proposal to extend its real-time market
design to the EIM is just and reasonable, and, with the modification directed herein, we
find that it is. CAISO does not need to demonstrate that its proposal is the most just and
reasonable approach, and the Commission need not consider whether alternative
proposals are superior.**

223. We reject Six Cities’ argument that a resource in one EIM Entity BAA may have
market power in relation to a transmission constraint in another EIM Entity BAA and
should be mitigated regardless of the location of the constraint. Six Cities do not provide
any explanation for this assertion, and we will not hypothesize where Six Cities’ concerns
lie.

330 See, e.g., Cal. Indep. Sys. Operator Corp., 128 FERC { 61,265, at P 21 (2009);
City of Bethany v. FERC, 727 F.2d 1131, 1136 (D.C. Cir. 1984).
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224. We do not share intervenors’ concerns that CAISO’s default energy bid
calculation may be inaccurate because it does not properly account for the opportunity
cost of resources in the West, especially hydroelectric resources. First, as CAISO points
out, the EIM is an extension of CAISO’s existing real-time market and the same rules
should apply to both. Second, CAISO’s tariff provides for three methods of default
energy bid calculation, including a negotiated default energy bid option. Therefore,
market participants have a great deal of flexibility in how their default energy bid is
calculated and can chose an option that best reflects their resources’ characteristics and
constraints. Finally, EIM participation is voluntary and an EIM Participating Resource
has a great deal of flexibility in determining how much of its resource’s capacity it is
willing to offer into the EIM. Therefore, we dismiss the arguments to reject CAISO’s
proposal or adopt alternatives.

225. Neither are we convinced by PacifiCorp’s argument that the variable cost option
default energy bid must include a transmission charge element. As CAISO points out,
PacifiCorp can avail itself of the negotiated default energy bid option if it believes the
variable cost option does not adequately capture all variable costs of its resources.

226. With regard to Neighboring Systems’ request that market power analyses be
performed on an ongoing basis and that the Department of Market Monitoring publish
quarterly reports on the performance of the EIM, we note that CAISO has proposed that
the Department of Market Monitoring will monitor markets administered by CAISO,
which include the EIM.**! In addition, CAISO’s tariff requires the Department of Market
Monitoring to report on wholesale market trends on a quarterly basis.*** Therefore, we
find that Neighboring Systems’ concerns are adequately addressed under CAISO’s
proposal.

227. Finally, with respect to the references to a nonexistent tariff section identified by
BPA, Six Cities, and Powerex, we note that CAISO has explained that the missing
section was moved and offers to correct the erroneous cross-references to the missing
section in proposed section 29.39(c) on compliance. Accordingly, we direct CAISO to
make the correction in a compliance filing within 30 days after the date of issuance of
this order.

%31 See CAISO Tariff, proposed section 29.38.

%2 1d., Appendix P, section 5.2.
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5. Greenhouse Gas Requlation

Background

228. Proposed section 29.32 of CAISQO’s tariff describes the market rules governing
how resources can address compliance with California’s GHG regulations. The proposed
market rules recognize that EIM Participating Resources may incur costs to comply with
CARB GHG regulations if their resources are deemed to have been imported into the
CAISO BAA or other BAAs in California. The proposal permits each EIM Participating
Resource to submit a separate bid component to cover such costs. CAISO states that it
will take these bid components into account when selecting energy produced by EIM
Participating Resources for imports into the CAISO BAA or other BAAs in California,
and in calculating LMPs.*%®

229. CAISO proposes to apply its $1,000/MWh energy bid cap to the sum of the energy
portion of a bid and the portion associated with GHG compliance costs. According to
CAISO, this is the same approach it applies currently to bids in its real-time market.
CAISO asserts that it is not necessary to establish separate caps for each bid component.

230. According to CAISO, EIM Participating Resources that prefer not to be dispatched
to serve demand in California but still be available to deliver supply in the EIM Entity
BAA are able to do so by submitting a high GHG compliance bid adder and an economic
energy bid component.®*** CAISO asserts that, although it is theoretically possible that it
could dispatch a resource with a high bid adder and low energy bid component to serve
CAISO demand if energy costs in CAISO were sufficiently high to dispatch similarly
priced resources, that outcome is unlikely. CAISO contends that it probably would have
already dispatched the resource to serve non-CAISO demand because: (1) only the low
energy bid component would have been considered for that purpose; and (2) the
proximity to load would minimize congestion and losses.

231. CAISO concludes that there is no justification for the cost of compliance with
CARB regulations to be excluded from the LMP of energy exported from CAISO.
According to CAISO, GHG compliance is a legitimate cost of generators in California.
CAISO asserts that there is no basis for reducing the clearing price to deny those
generators the ability to reflect this cost element in their bids. Finally, to address the
concern that the bid adder mechanism would allow non-cost based strategic bidding and

333 CAISO Transmittal Letter at 25-27.

341d. at 26.
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price discrimination toward California, CAISO’s proposal provides that resources may
submit only a daily adder, rather than an hourly adder.**®

232.  While requesting that the Commission approve its proposed GHG bid adder as
filed, CAISO states that it has undertaken a stakeholder initiative regarding a potential
design enhancement that would allow a resource to select a flag to prevent it from being
dispatched to meet CAISO load.**® In a memorandum attached to the transmittal letter,
CAISO’s Department of Market Monitoring notes that a flag feature “could be an
Important mechanism to encourage participation by some suppliers in [the] EIM,
especially if [the] EIM becomes a broader regional imbalance market,” and expresses
support for consideration of this alternative as the EIM expands into other BAAs.**

Comments

233.  Although a number of commenters express their support,®*® others raise concerns

with CAISO’s proposal. In particular, parties voice concern regarding the potential for
adverse market outcomes from GHG adder bidding that could result in market gains
going more to external than internal resources. SoCal Edison argues that an unrestricted
bid adder could be used to capture EIM benefits that otherwise would have gone to
internal CAISO market participants.**® Powerex witness William W. Hogan argues that
the GHG bid adder could be used to manipulate LMPs and GHG allowance prices and
that, as is, the proposal would work only in a perfectly competitive equilibrium.3®

234. Six Cities maintain that CAISO’s bid adder proposal could result in an over-
recovery of costs by some market participants, as resources that do not incur compliance
costs could still use the bid adder.**" To address these concerns, both Six Cities and

335 1d. at 26-27.
336 1d. at 26.

37 1d., Attachment G, Memorandum to CAISO’s Board of Governors from Eric

Hildebrandt, Director, Department of Market Monitoring at 4-5.
%% NRDC Comments at 1; CARB Comments at 1-2; PacifiCorp Comments at 12.
%% s0Cal Edison Comments at 4-8.
340 powerex Protest, Attachment B at 1-5.

341 5ix Cities Comments at 10.
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SoCal Edison argue for a bid adder cap corresponding to 150 percent of some measure of
compliance costs.

235. Additionally, parties question whether the GHG bid adder is an effective tool to
isolate market participants from CARB regulations. Seattle and Tri-State argue that the
GHG bid adder is not an effective tool for market resources to avoid selling into
California because they would be dispatched to serve load in California if prices reached
the bid cap.** Chelan PUD and Powerex are concerned that CAISO will notify market
participants about their CARB obligation after-the-fact or as part of the dispatch
instruction.**® Chelan PUD and Portland General prefer a flag attached to a bid that
indicates the bidder’s unwillingness to export to California.***

236. Finally, part of the PacifiCorp West BAA is located in California and PacifiCorp
notes that section 29.32 sets forth provisions affecting energy that is deemed to be
imported into “the CAISO [BAA] or other EIM Entity [BAAS] in California.”
PacifiCorp requests clarification that it will not be considered an EIM Entity BAA in
California and, therefore, it would not be subject to the GHG obligations applied to EIM
Entity BAAs in California.**®

Answer

237. Inits answer, CAISO clarifies that section 29.32 does not apply to PacifiCorp’s
California service territory as CAISO states that PacifiCorp is not deemed to be located in
California, even if a small portion of its BAA is located in California.*®

Commission Determination

238. We conditionally accept CAISO’s proposal regarding the GHG bid adder, subject
to CAISO submitting a compliance filing within one year after commencement of the
EIM, as discussed below. We find that the GHG bid adder will provide a reasonable
avenue both for EIM Participating Resources to signal that they do not wish to be

342 Seattle Comments at 5-6; Tri-State Comments at 1-4.
33 Chelan PUD Comments at 2-4.
344

Id.; Portland General Comments at 9-10.

%% pacifiCorp Comments at 12 (quoting CAISO Tariff, proposed section
20.32(b)).

346 CAISO Answer at 33-34.
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dispatched into California, and for EIM Participating Resources that are dispatched into
California to recover the additional GHG compliance costs of such dispatch during the
initial operation of the EIM.

239.  We note that the fact that CAISO’s proposal allows the bid adder to be submitted
only once a day, rather than hourly, should lessen stakeholder concerns about bidding
behaviors. Further, as pointed out by CAISO’s Department of Market Monitoring,
commenters’ concerns regarding possible abuse of the GHG bid adder should be limited
by competition among resources bidding into California.>*’ In other words, bids with
high GHG adders will not be dispatched for sales into California unless the total bid price
(energy plus GHG adders) is less than the marginal price for energy in the CAISO
system. Such competition should also lessen concerns regarding over-recovery of GHG
compliance costs. Additionally, any remaining concerns of over-recovery of GHG
compliance costs, if and when the EIM expands beyond the initial participants, will be
addressed by the cost-based GHG bid adder mechanism required below. For these
reasons, we find that CAISO’s proposed use of the GHG bid adder will provide an
appropriate level of protection during the initial year of operation of the EIM.

240. However, we understand commenters’ concerns that resources using the GHG bid
adder as a signal that they do not wish to be dispatched for sales into California could still
be dispatched to serve load into CAISO if prices reach the maximum $1,000/MWh
energy bid cap. While this outcome is unlikely, and a resource seeking absolute
assurance that it not be dispatched in California has the option not to participate in the
EIM, we are concerned that this issue might deter market participation as the EIM
expands. We appreciate CAISO’s commitment to continue working with the Department
of Market Monitoring and its stakeholders toward the development of a bid flag that
could be used to preclude a resource from being dispatched to serve CAISO load. Such a
mechanism would permit greater participation in the non-California portion of the EIM.
Therefore, we require CAISO to make a compliance filing within one year after the date
on which the EIM commences operation, with a proposal to implement the flag
mechanism. Additionally, as the flag mechanism will obviate the need to use the GHG
bid adder to signify that an EIM Participating Resource does not wish to be dispatched
into California, such compliance filing should include revisions implementing a cost-
based GHG bidder concurrent with implementation of the flag mechanism. A flag and
cost-based GHG bid adder would support further expansion of the EIM.

347 CAISO Transmittal Letter, Attachment G, Memorandum to CAISO’s Board of
Governors from Eric Hildebrandt, Director, Department of Market Monitoring, at 5.
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6. Seams Issues

a. Impacts on Non-Participants

Background

241. Under the EIM proposal, CAISO will dispatch transfers between EIM Entity
BAAs using transmission rights specifically made available for that purpose. According
to CAISO, these EIM transfers will not use the rights of non-participants.**® CAISO
states that its market model and congestion management tools prevent such use of
transmission rights of non-participants. CAISO affirms that it remains committed to
working with non-participants and adjacent and intermediary balancing authorities to
ensure coordination and communication procedures and implement additional controls as
needed. CAISO states that it has entered into a memorandum of understanding with
PacifiCorp and BPA to ensure that transfers between PacifiCorp’s BAAs and CAISO’s
BAA are managed appropriately, based upon transmission rights set aside for that

purpose.®*

Comments

242. While Six Cities appreciate that, as the EIM design has evolved, CAISO has
included measures that will tend to protect non-participants from potential adverse
impacts, Six Cities remain concerned that the EIM design: (1) may not provide sufficient
protection against expanded accumulation of excessive uplift costs nor fairly allocate or
distribute such uplift costs; (2) does not ensure acceptable symmetry of capacity
obligations between the CAISO footprint and non-CAISO participants and may not fairly
align responsibility for EIM costs with EIM benefits; (3) may allow resources to over-
recover for GHG costs; (4) may not adequately address potential market power; and

(5) does not provide for consideration and fair and proper allocation of stranded costs if
EIM participation is terminated.*® According to Six Cities, the full alignment of EIM
costs with benefits should seek to achieve two objectives. First, the EIM should “do no
harm” to non-participants—i.e., market participants in one BAA should not be forced to
bear extra or incremental costs to produce benefits for the market participants in a
different BAA. According to Six Cities, while the “do no harm” rule is a necessary
element of the EIM design, it is not by itself sufficient to satisfy the cost causation

38 1d. at 11.
39 1d. at 11-12.

30 5jx Cities Comments at 6-12.
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principle.*®* Six Cities assert that the cost causation principle and fundamental fairness
also require that participants in the different BAAs bear shares of overall EIM costs that
are proportional to the shares of overall EIM benefits they receive.

243. To the extent the Commission approves PacifiCorp’s EIM proposal, TANC asks
the Commission to require PacifiCorp and/or CAISO either to provide assurances that
EIM transfers will not adversely impact non-EIM participating transmission assets, such
as the California-Oregon Intertie, or to take mitigation measures to address any such
adverse impacts.®*? In particular, TANC asserts that CAISO and PacifiCorp have not
provided sufficient assurances regarding the potential for changing usage patterns and the
resultant effects on power flows and prices. TANC further asserts the Commission
should ensure that appropriate studies are conducted prior to implementation of the EIM,
that the EIM will not adversely impact non-EIM participating transmission assets that are
integrated with PacifiCorp’s transmission system and the transmission system under
CAISO'’s control, and that the Commission should require CAISO and PacifiCorp to
enter into mitigation agreements to address any such adverse impacts or take other
measures to resolve those issues.**

244. Seattle asserts that non-participating resources and loads should not be affected by
the EIM and that the Commission should establish some benchmarks to minimize or
prevent adverse effects to parties in Western markets not participating in the EIM.>**
Seattle is concerned that many provisions of CAISO’s proposal will require non-
participants to alter their actions and incur costs. Seattle asserts that the Commission
should ensure that these changes are necessary for EIM operations and are in the interest
of the non-participants.®*

ld. at 7.

%2 TANC Comments at 9-15, 19-21. Santa Clara, Redding, and Modesto each
expressly agree with and adopt the comments submitted by TANC in this proceeding.

%3 1d. at 10-15.
34 Seattle Comments at 3-4.

% d. at 5.
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245. Neighboring Systems assert that, in the absence of appropriate clarifications and
conditions, CAISO’s EIM proposal may harm non-participants.**® Neighboring Systems
request that the Commission: (1) establish a technical conference to discuss and resolve
seams issues, including operational impacts on non-EIM participants; (2) require CAISO
to perform power flow studies, to be shared with Neighboring Systems, before any new
EIM participation agreement is executed or the amount of resources participating is
increased significantly, and if any adverse impacts are projected in the power flow studies
or occur in actual operation; and (3) direct CAISO, in coordination with the relevant EIM
participant, to negotiate mitigation measures and/or compensation with the affected non-
EIM participants.®’

246. WAPA states that it supports the formation of a properly functioning energy
imbalance market, but that the creation and operation of the EIM should not adversely
impact other BAAs within the Western Interconnection that are not participating.®*®
SDG&E also supports the EIM proposal and asserts that the proposal is structured to
allow market participants who do not wish to participate in the centralized real-time
market to avoid doing s0.**

Answers

247. PacifiCorp explains that the proposal regarding EIM transfers was particularly
designed to respect the rights of transmission owners or customers over interchange
facilities between the PacifiCorp East and PacifiCorp West BAAs or between PacifiCorp
West and the CAISO BAA.*®

248. CAISO asserts that non-participants’ concerns that EIM implementation will
adversely impact their systems are unfounded. CAISO argues that the EIM does not
include any right or obligation that would change the manner in which intertie
transactions are handled, will not use the rights of any rights holder on the California-
Oregon Intertie or elsewhere, and will use only capacity made available by CAISO’s
participating transmission owners or by EIM transmission service providers as a dynamic

%% Neighboring Systems Comments at 6.
¥71d. at 11, 21.

%8 \WAPA Comments at 3.

%9 SDG&E Comments at 5.

%80 pacifiCorp Answer at 29-30.
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schedule that will not have any impact on current flows. CAISO asserts that the only
difference between its current operations and the EIM is that the EIM will ensure that the
most efficient resources are used to serve load, recognizing the transmission constraints,
and based on available EIM transfer limits.®*

249. CAISO reiterates that it has entered into a memorandum of understanding with
PacifiCorp and BPA to ensure that transfers between the PacifiCorp BAAs and CAISO,
using transmission rights on BPA’s system made available for that purpose, are managed
appropriately. CAISO believes that this agreement should suffice to address
commenters’ concerns. CAISO also points out that BPA, the owner of the rights in
question, has not included this issue in its protest.>®

Commission Determination

250. We find that CAISO has taken sufficient steps to ensure that EIM transfers
between EIM Entity BAAs and CAISO will not adversely impact non-participant systems
and so accept CAISO’s proposal. In particular, the memorandum of understanding with
PacifiCorp and BPA, planned market simulation, and proposed normal and emergency
operations procedures should help to preclude adverse impacts to non-participants. We
expect CAISO will continue to work with adjacent and neighboring non-participating
balancing authorities to ensure appropriate coordination and communication procedures,
and to implement any necessary additional controls if unforeseen issues arise.

b. Preserving Transmission Rights

Background

251. Inits proposal, CAISO explains that the EIM will dispatch transfers between

participating BAAs using transmission rights specifically made available for that

purpose.*®®

361 CAISO Answer at 9.
%2 1d. at 10.

363 CAISO Transmittal Letter at 11-12.
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Comments

252.  Wind Parties assert that CAISO’s proposal fairly recognizes transmission rights.*®*

Iberdrola states that the market design fairly recognizes the transmission rights of entities
transacting within CAISO and the EIM Entities without undue harm or diminution of
these existing transmission rights.*®

253. Portland General contends that the increased flows and usage of dynamic transfer
capability®®® must be evaluated thoroughly before any northwest BAA joins the EIM.**’
Portland General and Seattle request that the Commission ensure that dynamic transfer
capability is awarded in a non-discriminatory and transparent manner.**® Portland
General further contends that the impact of dynamic transfer capability allocation on the
California-Oregon Intertie and of how EIM transfers will be monitored and scheduled in
the EIM may not yet be fully understood.**® Portland General also expresses concern
about the potential for increased congestion and curtailment issues on BPA’s system
given the EIM go-live date of October 1, 2014, and the implementation of BPA’s 15-
minute scheduling, scheduled for the latter part of 2014.3° Portland General requests that
the Commission assess CAISO’s proposal with these concerns in mind and consider
requiring CAISO to demonstrate that affected stakeholders have a procedural mechanism
to rapidly resolve disputes or, if necessary, rapidly request Commission action in the
event the EIM has any detrimental reliability impact once implemented.*"*

364 \Wind Parties Comments at 7.

35 1herdrola Comments at 4.

%8 portland General explains that BPA uses a dynamic transfer capability process
to accommaodate continuous ramping of a resource over the BPA transmission system on
a pre-determined range, such that the control of the electrical output of such resources
can be varied from moment to moment. Portland General Comments at 5.

367 | 4.
368 |
369 |4
379 1d. at 6.
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254. Seattle asserts that the Commission should establish some benchmarks to
minimize or prevent adverse effects to parties in Western markets not participating in the
EIM.?? Seattle contends that PacifiCorp’s participation in the EIM requires the use of
dynamic transfers on BPA’s transmission network and the California-Oregon Intertie.
Seattle argues that before starting the EIM, CAISO should be absolutely certain that
CAISO and PacifiCorp’s use of the limited dynamic transfer capability does not encroach
on the rights of other users of BPA’s dynamic transfer capability. Seattle notes that
BPA’s study of the effects of increased dynamic transfers on the California-Oregon
Intertie is still underway. Further, Seattle asserts that the Commission should ensure that
dynamically connecting two large BAAs over a nine percent share of a single intertie can
proceed without jeopardizing reliable service in the region. Seattle contends that
MidAmerican Holdings Company’s recent merger with NV Energy, Inc. creates new

connections between PacifiCorp and Nevada Power Company that also require study.*”

255. TANC asserts that any order approving the EIM must explicitly state that EIM
transfers will be made only from rights that are subject to CAISO’s operational control
and will not reduce TANC’s allocated share of the Available Transfer Capability on the
California-Oregon Intertie, including those that occur in the event of a curtailment.*™
TANC requests that the Commission confirm that under a certain curtailment scenario
illustrated in its transmittal, an EIM transfer would occur only if CAISO had a sufficient
unscheduled allocation of Available Transfer Capability available after the curtailment to
accommodate it.*”> TANC is concerned that CAISO will not take its contractual
responsibilities seriously without Commission direction.*”® Finally, TANC asserts that
impacts of the EIM on non-participating integrated systems could increase dramatically
as new EIM Entities join the EIM, and that studies would need to be conducted as each
new EIM Entity joins.*”” TANC requests that the Commission condition approval of the

372 Seattle Comments at 3.
33 1d. at 4.

3 TANC Comments at 14.
1. at 15.

376
Id.

37 1d. at 17.
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EIM on CAISO’s performance of pre-implementation testing and a demonstration that
the EIM will not adversely impact non-EIM participating transmission assets.*”®

256. CMUA is concerned that operation of the EIM may degrade CMUA’s scheduling
rights to use transmission outside of the EIM footprint, and asserts that the EIM must
work in harmony with WECC’s Unscheduled Flow Mitigation Plan.*”* CMUA asserts
that the Commission should require CAISO, as part of its testing, to examine and report
on flow changes across relevant interties as a consequence of EIM operations. If adverse
impacts are identified, CMUA asserts that a dialogue to examine solutions must ensue
before start-up.*®

Answers

257. In its response, CAISO asserts that the EIM does not include any right or
obligation that would change the manner in which intertie transactions are handled and
that EIM transfers across the California-Oregon Intertie will use PacifiCorp’s rights,
which are made available for such purposes, capacity that is currently under CAISO’s
operational control, or any other rights and capacity specifically made available to the
EIM by EIM transmission service providers.®®" CAISO also stresses that WECC’s
Unscheduled Flow Mitigation Plan will apply to EIM transfers between each of the three
participating BAAs in the same manner as the Unscheduled Flow Mitigation Plan
currently applies to dynamic schedules and to generation at locations within a BAA.
CAISO also points out that BPA has expressed concerns regarding dynamic transfers
across the California-Oregon Intertie and has established dynamic transfer capability
limits which are allocated according to its business practices. CAISO asserts it “does not
enforce such limits at this time.”*®? Regarding Portland General’s request for the
Commission to require CAISO to establish a procedural process to resolve disputes,
CAISO states that its memorandum of understanding with PacifiCorp and BPA should
suffice to address Portland General’s concerns.

378 1d. at 14.
379 CMUA Comments at 7.
30 1d. at 8.
381
CAISO Answer at 11.

32 1d. at 9 n.21.
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258. PacifiCorp states that, to the extent that Portland General is requesting the
Commission to direct that any action be taken with regard to BPA’s transmission system,
the BPA stakeholder process is the more appropriate forum for addressing such issues
and any such request and attendant issues raised should be rejected in this proceeding.®
PacifiCorp asserts that the transmission rights made available for EIM transfers will
never exceed PacifiCorp’s transmission rights and that the PacifiCorp proposed EIM
OATT provisions confirm this fact. PacifiCorp further asserts that the EIM does not
present a departure from the current reliable operation of the systems and will not
adversely impact the reliability of neighboring systems. PacifiCorp states that this
conclusion is consistent with the Commission’s prior determinations in response to
similar concerns upon the implementation of CAISO’s Market Redesign and Technology
Upgrade (MRTU) proposal.

Commission Determination

259.  While a number of parties raise concerns regarding the potential adverse impact of
the EIM on dynamic transfer capability on BPA’s transmission system and the
California-Oregon Intertie, we note CAISO’s comment that it does not enforce dynamic
transfer capability limits at this time. We are satisfied that these matters will be
appropriately addressed in the framework created by the memorandum of understanding
between BPA, CAISO, and PacifiCorp.

260. While we do not believe that Seattle has provided sufficient support for its concern
that dynamically connecting two large BAAs over a nine percent share of a single intertie
may jeopardize reliable service in the region, we expect that this matter will nevertheless
be reviewed jointly by CAISO, PacifiCorp, and the reliability coordinator (Peak
Reliability).

261. We reject intervenors’ concerns and assertions regarding preferential treatment of
EIM transfers and potential encroachment on non-participating transmission rights.
CAISO and PacifiCorp have confirmed that the EIM will use only the capacity made
available by CAISO’s participating transmission owners or by EIM transmission service
providers as a dynamic schedule and will not impact current flows. Hence, we deny
TANC’s request to state explicitly that EIM transfers will only be made from
transmission rights that are subject to the CAISO’s operational control. CAISO’s answer
has provided sufficient assurances in this regard. Furthermore, CAISO has clarified that
WECC’s Unscheduled Flow Mitigation Plan will apply to EIM transfers between each of
the three participating BAAs in the same manner as it currently applies to dynamic
schedules and to generation at locations within a BAA.

%83 pacifiCorp Answer at 12.
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262. We also reject intervenors’ assertions regarding a potential increase in congestion
and curtailments in non-participating BAAs and transmission systems due to the EIM and
their request that the Commission condition approval of the EIM on pre-implementation
testing and studies to benchmark the EIM’s potential adverse impacts on non-
participants, or that CAISO enter into mitigation agreements or other measures to resolve
any such adverse impacts that may arise. Intervenors have not provided sufficient
support for these assertions and if any adverse impacts arise, the commenters can raise
these matters through already available Commission processes. Our decision in this
regard is consistent with the Commission’s prior determinations in response to similar
concerns with CAISO’s MRTU proposal.

C. Unscheduled Flows

Background

263. Ordinarily, CAISO manages congestion through its real-time market. However,
certain circumstances, €.g., when there is limited transfer capacity available to the
market, may limit CAISO’s ability to fully manage congestion throughout the EIM area.
In such circumstances, CAISO will inform the balancing authorities in whose areas it is
unable to resolve congestion. Additionally, CAISO or other BAAs within the EIM area
may invoke WECC’s Unscheduled Flow Mitigation Plan to resolve congestion. If the
Unscheduled Flow Mitigation Plan is invoked, the balancing authority must adjust its
schedules accordingly and inform CAISO so that the affected schedules can be
incorporated in the real-time market.**

Comments

264. Several intervenors express concern that EIM operations will exacerbate
unscheduled flow curtailments in the Western Interconnection and question how
WECC’s Unscheduled Flow Mitigation Plan will work in conjunction with the EIM.*®
They suggest that CAISO should perform testing and studies (including power flow
analysis) to determine the impact of the EIM on unscheduled flows and should address
any adverse impacts prior to implementation.*® TANC argues that CAISO contradicts

38 CAISO Transmittal Letter at 19; CAISO Tariff, proposed section 29.7(k).

%8 Tri-State Comments at 5; Redding Comments at 10; TANC Comments at 17;
Neighboring Systems Comments at 10.

38 CMUA Comments at 8; Redding Comments at 11; TANC Comments at 18;
Neighboring Systems Comments at 11.
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itself when it claims that CAISO or an EIM Entity may initiate WECC unscheduled flow
procedures where appropriate, but also claims the EIM is not intended to resolve issues
associated with unscheduled flows.**’

265. As a facility owner of the California-Oregon Intertie, Portland General raises
concerns that the impacts on the California-Oregon Intertie of how EIM transfers will be
monitored and scheduled in the EIM may not yet be fully understood.**® Portland
General asserts that, when transmission curtailments occur on BPA’s transmission system
due to congestion on the California-Oregon Intertie, NERC curtailment priorities must be
honored and CAISO EIM flows should not receive preferential treatment, particularly
when the curtailment occurs prior to the scheduling hour. Once inside the hour, Portland
General asserts that firm transmission holders not participating in the EIM who have been
curtailed should not be further disadvantaged as transmission limits are reloaded by the
granting of EIM intra-hour flows while those non-EIM (hourly) participants are denied.

Answers

266. Inits answer, PacifiCorp argues that intervenors’ concerns about the adverse
impact of the EIM on unscheduled flows in the Western Interconnection are
unsupported.®®® PacifiCorp asserts that it will remain responsible under the EIM for real-
time flow management and mitigation constraints in accordance with WECC’s
Unscheduled Flow Mitigation Plan, and that all interchange between PacifiCorp East,
PacifiCorp West, and other BAAs will continue to be scheduled and subject to
operational curtailments consistent with WECC’s Unscheduled Flow Mitigation Plan.
PacifiCorp further asserts that its method of populating dynamic e-Tags with an estimated
amount of energy for the energy profile of the e-Tag for EIM transfers is compatible with
WECC’s Unscheduled Flow Mitigation Plan. PacifiCorp acknowledges that there may
be issues with WECC’s Unscheduled Flow Mitigation Plan relating to dynamic e-Tags,
but asserts that those issues are not a product of EIM implementation and are therefore
beyond the scope of this proceeding.

267. Like PacifiCorp, CAISO states that WECC’s unscheduled flow procedures will
apply to EIM transfers between each of the three participating BAAs in the same manner
as they currently apply to dynamic schedules and to generation at locations within a

37 TANC Comments at 18.
388 portland General Comments at 5-6.

%89 pacifiCorp Answer at 9-10.
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BAA.*Y CAISO also points out that there is no reason why EIM transactions that do not
cross a BAA boundary should have any different impact on unscheduled flows than
current transactions. CAISO asserts that any questions in connection with the treatment
of unscheduled flow procedures relate to WECC procedures and tools, not the EIM filing.
In addition, CAISO notes the EIM does not alter e-Tagging requirements of participating
BAs, including PacifiCorp.

Commission Determination

268. We are satisfied that CAISO’s proposal will not subject non-participants to
unreasonable increases in unscheduled flows. As an initial matter, issues concerning the
curtailment priorities and e-Tagging procedures contained in WECC’s Unscheduled Flow
Mitigation Plan are outside the scope of the proposal before us.*** We also find no
contradiction in the fact that CAISO and other balancing authorities in the EIM area may
initiate WECC’s Unscheduled Flow Mitigation Plan when appropriate. We believe that
CAISO’s planned market simulation should help in identifying any potential problems
and providing any corrective actions prior to implementation of the EIM. Regarding
Portland General’s concerns, we expect that the WECC Unscheduled Flow Mitigation
Plan will be utilized in mitigating constraints on the California-Oregon Intertie according
to the curtailment priorities and periods set forth therein. Finally, with regard to concerns
that unscheduled flow impacts from the EIM will be forced upon non-participating
integrated transmission systems, and that such unscheduled flow impacts could increase
as new EIM Entities join the EIM, we note that changes to market operations may indeed
result in changes to flows on the integrated transmission system. This, however, is not
reason to prevent improvements to market operations that will result in increased
efficiencies and benefits to customers.

390 CAISO Answer at 11.

%! The revised WECC Unscheduled Flow Mitigation Plan, designated by
PacifiCorp as First Revised Rate Schedule No. 439, was accepted by the Commission on
May 19, 2014 in Docket No. ER14-778-000. PacifiCorp, 147 FERC {61,131 (2014).
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7. Other Issues

a. Congestion Offset Costs

Background

269. Proposed section 11.5.4.1.1(d) of CAISO’s tariff states that CAISO will allocate
the real-time congestion offset for each EIM Entity BAA to the applicable EIM Entity
Scheduling Coordinator.>*

Comments

270. PG&E explains that to the extent the collective base schedules, submitted prior to
the real-time market runs, do not satisfy all transmission constraints, the EIM will try to
remove the resulting violations, and as a result uplifts may occur.>*® PG&E asserts that
the proposed EIM design will allocate any real-time congestion offset costs that result
from infeasible forward schedules (i.e., those not deliverable in real time due to
transmission constraints) back to the BAA where the transmission constraint resides.
However, PG&E states when a transmission constraint is physically outside of the EIM
Entity BAA, but is still being modeled by the EIM and managed by CAISO, it can result
in real-time congestion offset charges. PG&E states that the tariff language is not clear
and recommends that any real-time congestion offset charges that may arise from
managing such transmission constraints for transmission rights on an external BAA that
are held and scheduled by an EIM Entity be treated the same as if the constraints were
transmgi&sion constraints in the BAA of the EIM Entity that holds and schedules the
rights.

Answer

271. Inits answer, CAISO explains that it intended the proposed tariff amendments to
address PG&E’s concern. CAISO states that it will treat real-time congestion offset
charges under these circumstances as if they were located within the applicable EIM
Entity BAA and does not believe any changes to the tariff are necessary.**> However,
CAISO states that it is willing to include additional clarification on compliance.

%92 CAISO Tariff, proposed section 11.5.4.1.1(d).
3% pG&E Comments at 3-4.
¥41d. at 4-5.

395 CAISO Answer at 47.
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Commission Determination

272. We agree with PG&E that proposed section 11.5.4.1.1(d) is unclear and
accordingly, we direct CAISO to submit, within 30 days after the date of issuance of this
order, a further compliance filing that makes clear that any real-time congestion offset
charges that may arise from managing transmission constraints for transmission rights on
an external BAA that are held and scheduled by an EIM Entity must be treated the same
as if the constraints were transmission constraints in the BAA of the EIM Entity that
holds and schedules the rights.

b. Issues in Specific Tariff Provisions

273. Powerex and other intervenors raise issues with respect to multiple tariff revisions
which they argue should be revised. These arguments are addressed separately below.

Comments

274. Powerex argues that it is unclear from the proposed tariff what process CAISO
plans to use to set administrative prices in the EIM in case of an EIM market disruption.
Powerex further asserts that CAISO started a stakeholder process to address
administrative pricing issues, but that process was not completed.**

Answer

275. CAISO responds that the methodology is set forth in section 7.7.4 of its existing
tariff and proposed section 29.7(j)(2)(d) references this existing provision.**” However,
CAISO states that it is willing to provide another cross-reference, as requested by
Powerex, if the Commission finds it appropriate to do so.

Commission Determination

276. We will not direct CAISO to provide an additional cross-reference. We are not
persuaded by Powerex’s argument. The proposed tariff provisions set forth the
conditions under which CAISO may declare an interruption of EIM Entity participation
in the real-time market and the actions CAISO may take in response to such disruption.*
Among the actions CAISO may take is setting an administrative price in accordance with

8

3% powerex Protest at 91-92.
397 CAISO Answer at 12.

%% See CAISO Tariff, proposed sections 29.7(j)(1) and (2).
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the provisions of its existing tariff.** The Commission has found these provisions to be
just and reasonable and Powerex has not demonstrated otherwise. While we encourage
CAISO and its stakeholders to further collaborate to clarify market disruption procedures,
we find CAISO’s proposal to use existing procedures for EIM market disruptions to be
just and reasonable.

Comments

277. Proposed section 29.26(b) of CAISO’s tariff provides, in relevant part, that “[t]he
determination and charges for transmission service for Real-Time Market transactions on
the facilities that are part of the contractual or ownership rights made available to the
Real-Time Market by an EIM Transmission Service Provider through an EIM Entity will
be the responsibility of the EIM Entity that made the facilities available, except that the
EIM Entity shall ensure that no EIM Transmission Service Provider imposes a separate
charge for EIM Transfers that use its facilities.”**® Powerex contends that this provision
improperly attempts to restrict charges that may be assessed by a transmission provider
outside of CAISO and should be stricken as beyond the reach of CAISO’s tariff.*%*

Commission Determination

278. We find that the proposed language purporting to require an EIM Entity to ensure
that there is no charge imposed for transmission service by a third party for EIM transfers
Is vague and serves no valid purpose. First, it is not clear how an EIM Entity would
ensure that a third party transmission provider does not propose to impose a transmission
service charge for EIM transfers on the facilities that are part of the contractual or
ownership rights of the EIM Entity. Second, to the extent that such a charge is imposed,
the proposed language provides that the EIM Entity will be responsible for such a charge.
Therefore, it does not appear necessary for the EIM Entity to ensure there are no separate
charges for EIM transfers that use non-CAISO facilities. Accordingly, we direct CAISO
to submit a compliance filing within 30 days after the date of issuance of this order

399 gee id., section 29.7(j)(2)(D). The proposed tariff provision cross-references
section 7.7.4 (Intervention in CAISO Market Operations) and section 7.7.15 (System
Operations In The Event Of A Market Disruption). Section 7.7.4(3) provides that the
administrative price in relation to each of the markets for imbalance energy and ancillary
services shall be set at the applicable price in the settlement period immediately
preceding the settlement period in which the intervention took place.

490 14., proposed section 29.26(b) (emphasis added).

401 powerex Protest at 92-93.
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deleting the language “except that the EIM Entity shall ensure that no EIM Transmission
Service Provider imposes a separate charge for EIM Transfers that use its facilities” from
section 29.26(b) of its tariff.

Comments

279. Powerex asserts that proposed sections 29.32(d) and (f) of CAISO’s tariff may be
in conflict with each other, because section 29.32(d) indicates that the scheduling
coordinator will be made aware of its dispatch instruction if its bid is deemed to be
imported into CAISO, while section 29.32(f) indicates that the energy deemed to have
been imported into CAISO will be published in conjunction with real-time market
results.**?

Answer

280. Inits answer, CAISO clarifies that section 29.32(d) explains that an EIM
Participating Resource Scheduling Coordinator will receive a dispatch instruction for a
resource dispatched to support an import into CAISO, while section 29.32(f) provides
that the EIM Participating Resource Scheduling Coordinator will receive a market results
report of the 15- and five-minute markets.*%

Commission Determination

281. We agree with CAISO that there is not an inconsistency in the proposal. Per the
explanation provided in its answer, CAISO proposes to notify the scheduling coordinator
for an EIM Participating Resource of the portion of its output deemed to be imported to
California once through the dispatch instruction and a second time through a market
results report. We find this proposal to be reasonable, and the language in the proposed
sections to be consistent with this proposal.

Comments

282. Powerex objects to proposed section 29.34(q) of CAISO’s tariff, which states that
CAISO will treat variable energy resources in accordance with section 34 of its existing
tariff.*** Powerex argues the reference is overly broad, redundant, and should be stricken
because section 34 (Real-Time Market) is 43 pages long.

492 1d. at 93.
403 CAISO Answer at 34.

404 powerex Protest at 93-94.
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Answer

283. CAISO submits that section 34 includes both provisions that apply exclusively to
variable energy resources, as well as other provisions that apply to all resources,
including variable energy resources, and contends that an attempt to identify every
applicable provision to variable energy resources in the new section 29 for purposes of
the EIM could result in the omission of relevant provisions.**

Commission Determination

284. \We agree that incorporating the entirety of existing section 34 of CAISO’s tariff
by reference into proposed section 29.34(q) is too broad and unduly burdensome to
customers. Section 29.34(q) relates to variable energy resource production forecast and
provides only that CAISO shall treat variable energy resources in accordance with section
34. Accordingly, we direct CAISO to submit a compliance filing within 30 days after the
date of issuance of this order clarifying section 29.34(q) to identify which provisions in
section 34 will be applicable to variable energy resources participating in the EIM.

Comments

285. Powerex asserts that proposed section 29.34(i)(2) of CAISO’s tariff is vague, as it
provides that an EIM Participating Resource Scheduling Coordinator may bid a
transaction at an EIM external intertie into the 15-minute market if both BAAs support
15-minute scheduling at the EIM external interties.*®® Powerex argues that it is not clear
which two BAAs are referenced in this provision and that, moreover, the relevant
transmission provider or transmission path operator may not necessarily support 15-
minute scheduling.

Answer

286. Inresponse, CAISO explains that EIM external interties are defined as a point of
interconnection between an EIM Entity BAA and an interconnected BAA other than a
BAA in the EIM area.””” CAISO agrees with Powerex that while a balancing authority
may adopt 15-minute scheduling, the relevant transmission provider or path operator may
not, and offers to make this correction on compliance.

405 CAISO Answer at 41.
408 bowerex Protest at 94.

07 CAISO Answer at 41-42.
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Commission Determination

287. We find that the reference to “both BAAs” in section 29.34(i)(2) is not vague or
overly broad and thus hold that no clarification is required. However, as asserted by
Powerex and acknowledged by CAISO, we find that for an EIM Participating Resource
to bid in the 15-minute market, the relevant transmission provider and transmission path
operator must also support 15-minute scheduling. Therefore, we direct CAISO to make a
compliance filing within 30 days after the date of issuance of this order changing the
reference to “15-minute economic participation,” as proposed in CAISO’s answer.

Comments

288. Powerex objects to the requirement in proposed section 29.10(e) that an EIM
Entity Scheduling Coordinator with an EIM external intertie bid provide hourly
transmission profiles and 15-minute energy profiles from respective e-Tags at least 20
minutes before the start of the operating hour.*®® Powerex asserts that this requirement is
inconsistent with the timeline of the 15-minute market, which provides results to market
participants 22.5 minutes before the start of any 15-minute interval.

Answer

289. In its answer, CAISO contends that by 20 minutes prior to the operating hour, it
will have completed the hourly 15-minute market and communicated the results such that
an EIM Entity will know the hourly transmission profile and the best information on its
15-minute energy profile.*”® CAISO asserts that this process is consistent with the
process within CAISO, which recognizes WECC e-Tagging deadlines.

Commission Determination

290. We find merit in Powerex’s argument. An EIM Entity Scheduling Coordinator
will know its transmission profile and best estimate of its 15-minute energy profiles 22.5
minutes before the start of the operating hour. However, to the extent that CAISO is
proposing to use the energy profile of the e-Tags for settlement purposes, it is not clear
why CAISO proposes to use the energy profile from the e-Tags submitted 20 minutes
before the operating hour, rather than the updated energy profile from the e-Tags
submitted 20 minutes before the 15-minute interval. Therefore, we reject proposed
section 29.10(e) and direct CAISO to make a compliance fling within 30 days after the

408 powerex Protest at 94-95.

409 CAISO Answer at 13-14.
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date of issuance of this order either explaining and providing support for its proposal, or
revising this provision to reflect that energy profile information must be submitted at
least 20 minutes before any 15-minute interval in the 15-minute market.

Comments

291. Neighboring Systems suggest that CAISO may have unintentionally precluded
governmental entities from qualifying as EIM scheduling coordinators by requiring in
proposed section 29.4 that scheduling coordinators be transmission providers subject to
the Commission’s standards of conduct.**® Neighboring Systems argue that, because
only public utilities are subject to the Commission’s jurisdiction, this tariff provision
should be modified to allow governmentally-owned entities to qualify as scheduling
coordinators through the use of a non-disclosure agreement that restricts sharing of
information between transmission and wholesale marketing functions or a voluntary code
of conduct comparable to the Commission’s standards of conduct.

Answer

292. In response to Neighboring Systems, CAISO states that it did not intend to exclude
governmental entities from the EIM and is willing to revise the tariff along the lines
suggested by Neighboring Systems if directed by the Commission.**

Commission Determination

293. We agree that proposed section 29.4 may have the unintended result of precluding
governmental entities from qualifying as EIM scheduling coordinators. Therefore, we
direct CAISO to submit tariff revisions that allow governmental entities that are not
subject to the Commission’s standards of conduct to become EIM scheduling
coordinators through the use of non-disclosure agreements with CAISO or other
comparable means. We direct CAISO to submit such proposal in a compliance filing
within 30 days after the date of issuance of this order.

Comments

294. Neighboring Systems also seek clarification regarding whether generating units
that import to CAISO using a pseudo-tie arrangement would be exempt from wheeling
charges under CAISO’s tariff.*'? They are concerned that under the proposal, a

19 Neighboring Systems Comments at 18.
“1 CAISO Answer at 5.

12 Neighboring Systems Comments at 20.
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generating unit that imports into CAISO using a pseudo-tie can become an EIM resource
and can participate in the EIM without obtaining consent from its host BAA.

Answer

295. Inresponse, CAISO states that imports into CAISO are not charged a wheeling
access charge.** CAISO further states that a pseudo-tie resource that participates in the
CAISO real-time market does not need to become an EIM Participating Resource to
participate in EIM and, therefore, does not require the consent of its native BAA to
participate in EIM.

Commission Determination

296. We find that CAISO’s explanation sufficiently addresses the questions raised by
Neighboring Systems.

Comments

297. Additionally, Neighboring Systems seek assurance that when Imperial Irrigation
District becomes a participating transmission owner in CAISO, “it will not be required to
bear any revenue shortfall resulting from the CAISO’s decisions to offer license-plate
rates to EIM participants.”***

Commission Determination

298. CAISO’s participating transmission owners recover their transmission revenue
requirements through their transmission owner tariffs, subject to true-ups through a
transmission revenue balancing account. Neighboring Systems do not explain how or
why there would be a revenue shortfall related to the EIM for Imperial Irrigation District
when it becomes a participating transmission owner in CAISO. However, Imperial
Irrigation District can raise any issues related to its transmission revenue recovery in the
proceedings on its transmission owner tariff.

413 CAISO Answer at 5.

44 Neighboring Systems Comments at 21.
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Comments

299. PacifiCorp seeks clarification regarding CAISO’s definition of a Scheduling
Coordinator Metered Entity and regarding tariff language on allocation flexible ramping
constraint cost.**®> PacifiCorp also seeks confirmation that EIM base schedule of supply
includes EIM base schedules for resources and interchange.**°

Answer

300. CAISO agrees with PacifiCorp that the language regarding the allocation of
flexible ramping constraint cost should be clarified and proposes to do so on compliance.
CAISO also agrees that a clarification that base schedule of supply includes EIM base
schedules for resources and interchange would be useful.**” In response to PacifiCorp’s
request for clarification regarding the term “Scheduling Coordinator Metered Entity,”
CAISO clarifies that the definition includes three types of entities.*'®

Commission Determination

301. We agree that further clarification regarding the allocation of flexible ramping
constraint cost, the definition of base schedule of supply, and the definition of Scheduling
Coordinator Metered Entity would be helpful. Accordingly, we direct CAISO to make a
compliance filing to reflect these clarifications within 30 days after issuance of this order.

15 pacifiCorp Comments at 13. PacifiCorp seeks clarification that the phrase “that
1s not a CAISO Metered Entity” apples to all resource types that precede the phrase: “[a]
Generator, Eligible Customer, Reliability Demand Response Resource, or Proxy Demand
Resource that is not a CAISO Metered Entity.”

416 1d. at 13-15.

7 CAISO Answer at 47-48.

“81d. at 6. The three types of entities are: (1) a generator, an eligible customer,

an end-user, a reliability demand response resource, or a proxy demand response resource
that is not a CAISO metered entity; (2) an EIM Entity; and (3) an EIM Participating
Resource that elects to be a scheduling coordinator metered entity with regard to some of
all of the EIM resources it represents.
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8. Implementation of the EIM

Background

302. CAISO plans to conduct a simulation of the EIM on July 8, 2014.*° CAISO
anticipates that the EIM will commence operation on October 1, 2014.

Comments

303. Intervenors request that the Commission impose conditions on, or direct changes
to, the process for implementing and expanding the EIM to address the concerns raised in
their comments. First, PG&E proposes that CAISO provide quarterly reports on the
performance of the EIM, beginning with its implementation and running through the first
year after reinstatement of convergence bidding at the interties.*® PG&E suggests that
such reports should include resource participation levels within each EIM Entity BAA,
transmission capacity made available to the EIM by each EIM Entity, and the level of
uplift costs incurred by each EIM Entity due to the EIM.**

304. Portland General requests that the Commission require CAISO to publicly post
detailed results on market simulations, including underlying data, so that CAISO
stakeholders and other entities can weigh in on the potential impacts to the Western
Interconnection and Western energy markets.*??

305. TANC states that the Commission conditioned MRTU start-up on the receipt of
CAISO’s readiness certification and until the Commission considered any stakeholder
concerns about CAISO’s readiness.””® TANC maintains that studies of unscheduled flow

419 5ee CAISO Transmittal Letter at 1-2.

20 pG&E asserts that the Commission’s conditional acceptance of CAISO’s
proposal to reintroduce convergence bidding at the interties in May 2015 adds further

complexity to the EIM’s “mixed real-time market design.” PG&E Comments at 8 (citing
Cal. Indep. Sys. Operator Corp., 146 FERC 1 61,204, at PP 96-103 (2014)).

21 1d. at 8-9.
422 portland General Comments at 6.

428 TANC Comments at 17 (citing Cal. Indep. Sys. Operator Corp., 119 FERC
161,076, at P 188 (2007)).
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Impacts on non-participating integrated systems need to be conducted as each new EIM
Entity joins.**

306. Neighboring Systems contend that there should be one year of experience
operating the EIM with CAISO and PacifiCorp before it is expanded to include other
BAAs.*” Similarly, Portland General argues that CAISO should consider a more
phased-in approach and suggests CAISO consider limiting EIM transfers to those
between the two PacifiCorp BAAs.*® Portland General asserts a phased-in approach
would allow for more careful study of the impacts of these limited transfers between the
two BAAs and assessment of the dynamic impacts to BPA’s network transmission
system and potential impacts to the rest of the Western energy market, and would also
provide more time to align the region’s business practices for 15-minute scheduling and
settlement issues before layering in the EIM.

307. Six Cities and Neighboring Systems request that the Commission convene a
technical conference to discuss and resolve outstanding issues involving the EIM.**’

308. By contrast, Wind Parties assert that the Commission should support CAISO’s
effort to have the EIM fully operational by October 1, 2014. Wind Parties state that
CAISO and PacifiCorp already have conducted extensive modeling and a lengthy
stakeholder process and intend to run a market simulation between July and October
2014. They caution that delaying the implementation of the EIM would delay the

realization of significant financial and reliability benefits to consumers in the West.*®

Answer

309. CAISO maintains that it will prepare metrics to evaluate the benefits of the EIM
such as the systematic quantification of EIM benefits on congestion management as a
redispatch cost savings.*”® CAISO further asserts that other market performance metrics

424
Id.

42> Neighboring Systems Comments at 10.

%28 portland General Comments at 11-12.

27 Six Cities Protest at 9-10; Neighboring Systems Comments at 1, 21.
“28 \Wind Parties Comments at 8.

29 CAISO Answer at 90-92. CAISO states that, at a minimum, it expects to
discuss these metrics as a part of normal market performance review offered

(continued...)
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will be updated to include parameters associated with the EIM and that the metrics will
be tested as part of the market simulation and made public. CAISO states that, once the
EIM is operational, CAISO intends to report on these metrics as a regular part of its
ongoing market performance reporting efforts. CAISO asserts that, as an extension of
CAISO’s real-time market, the EIM will include the reported metrics that will be
published in connection with CAISO’s market reports.

310. Inresponse to Portland General’s request that the Commission require CAISO to
post detailed results of its market simulation, CAISO states that no such Commission
directive is necessary.”® CAISO asserts that it will conduct a market simulation to allow
the EIM Entity, other EIM Market Participants, other market participants, and interested
stakeholders the opportunity to review results of both structured and unstructured
scenarios.”! CAISO maintains that it will make market simulation data available via
specified market systems and that technical specifications for the systems can be found
on the public release planning page. CAISO asserts that it will hold regular stakeholder
calls during the market simulation period that may be increased to three or four times a
week if needed to communicate with external parties. CAISO states that prospective
EIM Market Participants can attend these forums and can view public data on CAISO’s
website.**?

311. CAISO maintains that the phased-in approach suggested by Portland General also
is unnecessary.*** CAISO argues that the initial operation of the EIM already is limited
to three BAAS, with limited transfers between them. CAISO maintains that it has worked
with BPA to address any impact on its system and the parties have entered a
memorandum of understanding. CAISO asserts that the market simulation will provide
adequate opportunity to assess the operations. In addition, CAISO states that its

approximately every six weeks. CAISO states that it will also incorporate these metrics
in its monthly market performance reports and metric catalog.

430 1d. at 93-94.

1 CAISO states that structured scenarios will demonstrate specific, pre-defined
market scenarios and are currently posted on CAISO’s public website. CAISO maintains
that unstructured scenarios will allow PacifiCorp and other market participants to submit
input data based on their testing needs to validate the EIM results. Id.

432 1d. at 94.

433 1d. at 92.
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proposed EIM tariff provisions enable CAISO to suspend operation of the market as
necessary to address any unforeseen operational issues.

Commission Determination

312. We find that CAISO’s proposal to commence the EIM on October 1, 2014,
subsequent to completion of a market simulation, is reasonable, and will not require any
additional conditions or revisions to the proposed process. Having found CAISO’s
proposed tariff revisions implementing the EIM, subject to the compliance filings
directed herein, to be just and reasonable, we do not find it necessary to implement other
procedures, such as a technical conference, as Six Cities and Neighboring Systems
request.

313. Specifically, we decline to direct CAISO to make available periodic reports, as
CAISO already has committed to expanding reported metrics to include the EIM and to
publish these metrics along with CAISO’s market reports. We expect CAISO to report
on these metrics as a regular part of its ongoing market performance reporting efforts.
Requiring CAISO to post market simulation results is likewise unnecessary, as CAISO
has committed to holding regular stakeholder calls during the market simulation. We
expect CAISO will keep participants informed by posting detailed results of its market
simulation and providing stakeholders an opportunity to review results.

314. Additionally, in light of CAISO’s market simulation processes and the need to
promptly implement the EIM so consumers in the West can begin to realize the financial
and reliability of the EIM, we find it unnecessary to require a more phased-in approach to
implementation of the EIM, such as by initially limiting EIM transfers to the two
PacifiCorp BAAs. As discussed in section IVV.B.6.c, we do not find the potential impact
of unscheduled flows to be unreasonable. Furthermore, CAISO will be conducting a
market simulation and has committed to allowing market participants and interested
stakeholders the opportunity to review simulation results and assess the operations.

9. Issues Addressed in Docket No. ER14-1578-000

Background

315. Certain commenters raise concerns that are specific to PacifiCorp’s participation
in the EIM, as proposed in PacifiCorp’s filing in Docket No. ER14-1578-000.
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Comments

316. Powerex asserts that PacifiCorp has not demonstrated that its proposal to secure
transmission capacity for EIM transfers via a transfer of transmission capacity from its
merchant affiliate is just and reasonable.***

317. Similarly, PG&E raises concerns in its answer with respect to a provision in
PacifiCorp’s proposal that would permit PacifiCorp to suspend its participation in the
EIM if, during the first 12 months, it determines in consultation with CAISO and the
Department of Market Monitoring that there exist market design issues that could be
effectively remedied by rule or tariff changes.**® PG&E states that EIM Entities should
not be permitted to temporarily opt out of dispatch and settlement through the EIM
without proper review by the Commission.

Answers

318. Inits answer, CAISO asserts that Powerex’s concern is beyond the scope of this
proceeding, as CAISO’s proposed revisions to its tariff do not address the
implementation of the EIM with respect to any particular BAA.**® PacifiCorp maintains
in its answer that the proposed transfer of transmission capacity is not a sale, transfer, or
reassignment subject to section 23 of PacifiCorp’s OATT, and states that the ability to
co-optimize dispatch between BAA:s is crucial to realizing the full benefits of the EIM.**’

Commission Determination

319. We find the issues raised by Powerex and PG&E with respect to PacifiCorp’s EIM
proposal in Docket No. ER14-1578-000 to be beyond the scope of this proceeding.
CAISO’s proposed tariff revisions in this proceeding do not address the manner in which
the EIM will be implemented with respect to PacifiCorp or any other particular BAA.
Issues regarding PacifiCorp’s proposal regarding transfers of transmission capacity and
suspension for market contingencies are appropriately raised—and indeed have been
raised—in Docket No. ER14-1578-000, and are thus addressed in the order issued in that
proceeding.

434 Powerex Protest at 87-89.
435 PG&E Answer at 3-4.
436 CAISO Answer at 16-17.

37 pacifiCorp Answer at 27-29.
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The Commission orders:

(A) CAISO’s proposed pro forma service agreements and tariff revisions are
hereby conditionally accepted for filing, to be effective July 1, 2014 and September 23,
2014, as requested, subject to further modifications, as discussed in the body of this
order.

(B) CAISO’s request for waiver of the Commission’s maximum 120-day prior
notice requirement, 18 C.F.R. § 35.3(a)(1) (2013), is hereby granted, as discussed in the
body of this order.

(C) CAISO’s request for waiver of the applicable requirements of section 35.13
of the Commission’s regulations, 18 C.F.R. § 35.13 (2013) is hereby granted, as
discussed in the body of this order.

(D) CAISO is hereby directed to make the compliance filings specified in the
body of this order, within the timeframes provided in the body of this order.

(E) CAISO is hereby directed to file, within 30 days after the completion of the
EIM business practice manual stakeholder process, any necessary additions to its OATT.

(F)  CAISO is hereby directed to include its proposed resource sufficiency tests
and validation processes in the EIM business practice manual, as discussed in the body of
this order.

(G) CAISO is hereby directed to provide the Commission with informational
reports on the presence of structural market power, as discussed in the body of this order.

By the Commission.

(SEAL)

Nathaniel J. Davis, Sr.,
Deputy Secretary.



