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terminate service

*Cal 150 cperating reserve and dabt servica coverage requirements {operating reserve is maintained at 15%
of the amount of the operating and maintenance budget) debt service coverage budgeted at 125%) are built
into charges billed to customers

*Erterprisa risk management focused an risk mitigation strategies and the achievement of goals established
in a five y2ar business plan updated annually

*Expensive and difficult process for ransmission owners to replace Cal 150 including a required twa year
notice of withdraw

CHALLENGES:
*High debt leverage of assais
*MRTU contains implementation risk

*Greenhouse gas emissions regulations and integration of renewal resources to meet targets required by
state legislation could posa power resource and raliability challenges

*Highly technical operation requires maintenance of skilled workforce
"Maintaining public reputation in industry subject to event risks
"Counterparly concentration in several large invesior-owned utilities

BOND SECURITY PROVISIONS HAVE BEEN STRESS-TESTED AND REMAIN A FUNDAMENTAL
CREDIT STRENGTH

The Cal 15Q's operations and debt service are funded through the GMC, a strong and well-tested source of
securily for these bands. The GMC can be adjusted quarterly due lo changes in transmission volume
{greater than 5 percent) and market volume to ensure adequate liquidity and bond covenants are maet.
Ordinarily, the Cal ISO's annuzl rate filing for the GMC is subject to FERC approval. However, since 2004,
the Cal ISO and stakeholders have reached multi-year rate agreements {which have been approved by
FERC), such that the Cal ISO aveids annual rate case filings with FERC. Customers must meet
creditworthiness standards to conduct business with Cal 1SO. Collateral postings secure obligations above
granted unsecurad credit limits.

The strength of bond security for Cal 1SO bands was evidenced by the severe stress experienced during the
2000-2001 California power crises. Despite the $6.4 billion of defaulted paymenis by market participants to
the Cal IS0 market clearing account in 2001, Cal ISO continued to operate and debt service was paid on
time and in full. Cal IS0 had exercised its priority first claim on the non-defaulted payments from the GMC
and the market clearing account. The oparating reserve, another source of funds to pay Cal ISO costs, also
remained intact as monthly GMC collections were met In full given the priorily claim noted above, Despite the
defaulted payments ta the market clearing accaunt, thera was no cross default between the two accounts
and there was no impact on the paymant of debt service on the Cal 1SQO bonds. Since the 2000-2001 crisis
there have been no defaults of the GMC.,

STABLE CALIFORNIA ELECTRICITY MARKET: OUTLOOK REMAINS STABLE SUBJECT TO VARIOUS
INFLUENCES

The electricity market in California has been stable. The GMC at 76 cents/Mwh is above average relative to
the average for I30s in the U.S5. but it is about the same as similar sized 1S0s. Cal ISO has achieved a
relalive impravement in its cost position since 2003, when it ranked as the highest cost 180, and its GMC
casts are at the median. There appears to be confinued improved requiatory certainty with consistent
decisions by FERC on the Cal ISC's rale tariif and by the slate Public Utilities Commission in support of utility
cost recovary and market stability.

Cal ISO's debt service coverage, basad an net revenues, in 2007 was 1.22 {imes (Moody's caleulation of
income statemant covarage) and its aperating reserve al the end of 2007 was funded in excess of the
required 15% of the Q&M budget. Estimated 2008 financial results indicate sound debt service coverage,
with the confinued inclusion of the 1.25 debl service coverage included as an element of the revenue
requirgment.

The Cal ISO anlicipates Lhat there should be an adequate electric supply-demand balance in Califarnia for
the next five years. However, several other factors create challenges for the power supply outlook, including
passible faster econamic recovery that increases electric demand above forecast; the investmant In new




generation versus the retirement of more thermal generation units than planned; the unceriain impact of new
greenhouse gas regulations and the need to maintain reliability with the inclusion of renewable resources
required under state legislation; and the effect of continued drought cenditions an California hydra
production.

There is also some implementation risk as the Cal ISO continues to move ahead on a mult-year market
reform plan called MRTU, which has the overall ohjective of a more reliable and competitive whalesale
electricity marketplace. Cal ISO recsived FERC approval in Seplember 2006 for the significant aspscts of the
MRTU pragram, and has since been engaged in development and testing of the software and syslems for
MRTU. The markel design is expected to be implemented ance all programs have been {ested and are
ready. Simulation testing is currently underway with market participants, and Cal ISO projects that the system
will go-live in the fall of 2008.

MRTU includes an implementalion of locational marginal pricing, a day-ahead energy market, and the use of
a full network mode! providing enhanced operational control and understanding of the grid. Additional
enhancements such as development of a capacity markel are expected to be studied and potentially
implemeantad at a later date.

IMPROVED CREDIT QUALITY OF MAJOR ENERGY MARKET PARTICIPANTS

Substantial improvemant has taken place in the credit quality of the two major market participants; Southern
California Edison's senior unsecured credit rating is now A3 and Pacific Gas & Electric's (PG&E) A3. While
the dominance of these two counterparties is a potenlial credit risk, the demonstrated, priority first claim on
revenues deposited in the clearing account and 1SO operating account are significant mitigating factors.

CAL [SO IS AN INTEGRAL PART OF CALIFORNIA'S ELECTRICITY INDUSTRY

The Califarnia Independent System Operator Corparation, a not-for-profit public benefit corparation, is
responsible for the operation of the long-distance, high-voltage power lines that deliver electricity throughout
mast of California. The Cal ISO states that its primary objective is lo ensure the reliability of the Califomia
electricily grid, while fostering a low-cost whaolesale marketplace for eleclrical generation in the state. The Cal
ISO charges the GMG to scheduling coordinators to cover its costs. Cal ISO operates day-ahead and hour-
ahead markets for transmission congestion and ancillary services, operales a real-time market for balancing
energy, and administers reliability must-run contracts. The Cal IS0 also runs a settlement and clearing
function by collecting payments from users of these services and making pass-through payments fram users
of such services. The California ISO is governed by a five member board with staggered three-year lerms
appointed by the Governor and caonfirmed by the State Senate.

Qutlook

Moady's has assigned a stable cradit outlook given the strong and tested securily provisions, satisfactory
financial operations, more stable eleclricily market and improving credit quality of the major snergy market
participants.

What Could Change the Rating - UP:
The rating could be upgraded should the implementation of MRTU be successful.
Vhat Could Change the Ratling - DOVVYN:

The rating could be downgraded if thare ara successful challenges to the Cal ISO's rale in the state's electric
industry which impscts revenues and debt service coverage.

KEY STATISTICS:
Debt Qutstanding, 2008: $198.2 million (after current offering)
Security: Net revenues of CAL IS0

Rate Covenant:Requires inclusian of 1.25x debt service coverage in annual revenue requirement and
maintenance of an operating reserve

Debt sarvica coverage, 2007:1.22x
Peak Load Served (MW) 50,270
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