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Washington, D.C. 20426

Re: Credit Reforms in Organized Wholesale Electric Markets
ISO Compliance Filing
Docket No. ER11- -000

Dear Secretary Bose:

The California Independent System Operator Corporation (ISO)* hereby
submits this filing to comply with the credit reform requirements of Commission
Order Nos. 741, 741-A, and 741-B (credit reform orders), which were issued in
Docket No. RM10-13.2 The instant filing includes proposed revisions to the ISO’s
existing settlements cycle and credit policy in the I1SO tariff to satisfy the
requirements of the credit reform orders.

l. INTRODUCTION
A. The Credit Reform Orders
The 1SO supports the Commission’s stated goal in the credit reform orders

of adopting uniform credit policies to be used in organized wholesale electric
power markets. The Commission has a statutory mandate to ensure that all

! Capitalized terms not otherwise defined herein have the meanings set forth in Appendix

A to the ISO tariff.
2 Credit Reforms in Organized Wholesale Electric Markets, Order No. 741, FERC Stats. &
Regs 1 31,317 (2010), order on reh’g, Order No. 741-A, FERC Stats. & Regs T 31,320, order
denying reh’g, Order No. 741-B, 135 FERC { 61,242 (2011).
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rates charged for the transmission or sale of electric energy in interstate
commerce are just, reasonable, and not unduly discriminatory or preferential.®
Pursuant to that mandate, the Commission should ensure that clear and
consistent credit practices are implemented in organized wholesale electric
power markets operated by ISOs and RTOs.

Clear and consistent credit practices assist the ISOs and RTOs in
balancing the management of risk and credit in the markets they operate. If
access to credit is too easily obtained, the markets become exposed to defaults
and customers bear the burden of those costs. As the Commission correctly
noted in Order No. 741, defaults not supported by collateral are socialized among
all other market participants in the markets.* However, if access to credit is too
restrictive, competition is reduced and entry into the markets is unnecessarily
limited.

The 1SOs and RTOs, in collaboration with their respective stakeholders,
have developed credit practices separately over time for their organized
wholesale electric markets. This has consequently led to some varying credit
practices. Correctly, the Commission identifies that because of the varying
requirements and because a participant (although not necessarily a participant in
all markets) can participate in more than one region or market, a default in one
market could weaken that participant and have consequences in other markets.
Thus, credit practices in all ISOs and RTOs may only be as strong as the
weakest credit practice.® The credit reform orders address these issues, which
became more pressing after the credit crunch of 2008 and subsequent events.®

As discussed further below, the credit reform orders directed each 1SO
and RTO to submit a compliance filing to include the following provisions in its
tariff or to explain how its tariff already includes these provisions:

(1) shortened settlement timeframes where the billing and payment
period are no more than seven days each;

(2)  limits on unsecured credit of no more than $50 million per market
participant and no more than $50 million per corporate family;

8 16 U.S.C. §§ 824d, 824e (2006).
4 Order No. 741 at P 2.
3 Id. at P 3.

6 Id. at PP 4-10.
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3) elimination of unsecured credit in all financial transmission rights
(including congestion revenue rights) markets;

4) prohibition of the use of netting and set-offs (to be addressed in a
subsequent compliance filing, as discussed below);

5) establishment of minimum criteria for market participation;

(6) clarification of when organized market administrators may invoke a
“material adverse change” to demand additional collateral,

(7 inclusion of a standard two-day period for curing collateral calls;
and

(8) application of the directives in the credit reform orders to all market
participants without any exemptions.

In Order No. 741, the Commission established June 30, 2011 as the due
date for the ISOs and RTOs to submit their compliance filings, with any tariff
revisions included therein to take effect on October 1, 2011.” Subsequently, in
Order No. 741-A, the Commission granted an extension for the ISOs and RTOs
to file any tariff revisions required to comply with the Commission’s directives on
the sole issue of prohibiting the use of netting and set-offs; the ISOs and RTOs
must submit those compliance filings by September 30, 2011, with the relevant
tariff revisions to take effect January 1, 2012.2

B. The California ISO’s Process for Complying with the Credit
Reform Orders

On February 1, 2011, the ISO initiated a stakeholder process to develop
the revisions to the 1SO tariff required to comply with the credit reform orders.’
The stakeholder process began on February 1 when the ISO posted an issue
paper on the requirements of Order No. 741 for stakeholder review.'® Based on
the comments received from stakeholders on the issue paper, the ISO prepared
and posted a straw proposal for complying with the credit reform orders on March
21, 2011. The ISO posted a final draft proposal for complying with the credit

! See id. at PP 32, 52, 54, 75, 118, 132, 150, 1509.

8 Order No. 741-A at P 25.

o Materials related to the stakeholder process are available on the ISO’s website at

http://www.caiso.com/docs/2003/04/21/2003042117001924814.html.

10 At that time only Order No. 741 had been issued. Order Nos. 741-A and 741-B were
issued during later points in the stakeholder process.
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reform orders on April 18, 2011, and posted draft tariff language to comply with
the credit reform orders on May 25, 2011. Each of these steps in the stakeholder
process was followed by an opportunity for written stakeholder comments. The
ISO held a total of four meetings and conference calls with stakeholders. On
May 18, 2011, the ISO governing board authorized ISO management to make all
necessary and appropriate filings to comply with the credit reform orders.**

Il. TARIFF REVISIONS TO COMPLY WITH THE CREDIT REFORM
ORDERS

A. Shortening the Settlement Cycle

In Order No. 741, the Commission observed that there is a correlation in
the wholesale electric markets between reducing the length of the settlement
cycle from the date service is provided to the date payment for the service is
made and reducing the magnitude of the costs attributable to a financial default
by a market participant.*> The Commission noted that no correlation exists,
however, between the length of the settlement cycles for the ISOs and RTOs.
Each ISO and RTO has a different length settlement cycle, which results in
varying levels of credit risk exposure across the county for participants in the
wholesale electric markets.™® In order to reduce default risks and decrease the
amount of collateral market participants must post, Order No. 741 directs each
ISO and RTO to submit a compliance filing by June 30, 2011 that proposes tariff
revisions to establish a settlement cycle with a billing period of no more than
sevelrl1 days and settlement period of no more than seven days after issuance of
bills.

In accordance with the Commission’s directive, the ISO proposes a
significantly shorter settlement cycle than is currently in place. At present, the
ISO publishes a settlement statement seven business days after each trading
day (“T+7B”). The settlement statement details transactions and the related
charge components (positive and negative) for the trading day. Based on the
settlement statements, the ISO issues invoices on a semi-monthly basis -- the
invoice for the first billing period of the month (first through fifteenth day of the
month) is issued seven business days after the end of the period and the invoice
for the second billing period of the month (sixteenth through the last day of the

1 Materials related to the ISO governing board’s authorization are available on the ISO’s

website at http://www.caiso.com/2b7b/2b7b91b44230.html.

12 Order No. 741, P. 17.

13 Id. at P. 16, 18.

14 Id. at P. 32.
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month) is issued seven business days after the end of the month. Invoice
payments are due to the ISO five business days after the invoice is issued, and
the ISO disperses the funds the same day.

The settlement cycle proposed by the ISO in this compliance filing
provides for a settlement statement to be issued three business days after each
trading day (“T+3B”). The ISO will then aggregate the settlement statements and
invoice seven calendar days of market transactions (Monday through Sunday) on
the following Wednesday, with payment due on the following Tuesday, four
business days after the invoice is issued. The ISO submits that this settlement
cycle complies with the directives in Order No. 741 and will put in place a
process for weekly billing and settlement that is just and reasonable for all market
participants. In addition, the overall proposal has widespread support by
stakeholders. The graphic below illustrates the proposed timeline.

T+3B Initial Settlement Statement Invoice
that includes Sunday; Invoice date  due date

Mon ¢ » Sun Wed <« » Tues

7 calendar days 4 business
of market days
transactions

The billing period will consist of seven trading days, Monday through
Sunday of each week. The invoice for that weekly billing period will be issued
three days later, on the following Wednesday. The average time that the trading
days in each weekly billing period will pend before they are invoiced will be six
days. For Monday trading days, nine days will lapse prior to invoicing, which is
the longest pendency period, while for Sunday trading days, the lapse will be
only three days and the Sunday trading days will be invoiced on the same day
that their initial settlement statement issues. The ISO considered issuing the
initial settlement statement sooner than three business days after the trading
day, but concluded that a lag of only one or two days would not allow sufficient
time for the 1SO to complete after-the-fact data processing and conduct cursory
data validations necessary to ensure reasonable and accurate settlement of
market transactions. More specifically, the ISO pulls market data into one
calculation engine, makes manual workaround adjustments to the data, runs the
calculation engine and then transfers that data to Settlements. Settlements takes
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the market data along with various data from other sources and calculates the
settlements charges. There are various control points in those process steps to
catch system processing or data issues. Publishing statements earlier than
T+3B limits the ability of the 1SO to effectively manage those control points. In
addition, additional hardware and software upgrades would have been
necessary.

The 1SO selected a structured billing period, with Wednesday as fixed day
for publishing invoices throughout the year, because issuing the invoice on
Wednesday will rarely conflict with a holiday and will result in a payment calendar
that has the least amount of variability for stakeholders. In the event that
Wednesday is a holiday, the 1SO will issue the invoice on the next business day
and maintain the same four business day invoice clearing timeframe. Thus, an
invoice published on Thursday will be due the following Wednesday (provided
the following Wednesday is not a holiday).

This shorter settlement cycle will be achieved by implementing four key
changes to the ISO’s existing billing and invoicing processes. First, the ISO
proposes to amend ISO Tariff Section 11.29.7, Settlements Cycle, to move
forward issuance of the initial settlement statement from seven business days
after the trading day to three business days after the trading day. Issuing the
initial settlement statement at T+3B, rather than T+7B under the current process,
is necessary in order to accommodate preparation and issuance of the weekly
invoice.

Second, the ISO proposes to base the quantity values in initial settlement
statement T+3B only on estimated meter data calculated by the ISO. Existing
ISO Tariff Section 10.3.6.1 provides that scheduling coordinators must submit
actual or estimated settlement quality meter data for the entities they represent
for calculation of the initial settlement statement. In the absence of such data,
the ISO will estimate the entity’s settlement quality meter data for any
outstanding demand or generation. The ISO proposes to eliminate the
requirement that stakeholders submit actual or estimated settlement quality
meter data for the initial settlement statement. The ISO will add ISO Tariff
Sections 10.3.6.1, No Meter Data Submission for Initial Settlement Statement
T+3B, and Section 11.1.4, CAISO Estimates for Initial Settlement Statement, to
provide that initial settlement statement T+3B will be based entirely on ISO
estimated meter data. True-up of the ISO estimated meter data to actual
settlement quality meter data will occur on the next recalculation settlement
statement.

The ISO is proposing to change to an all-estimated initial settlement
statement in order to expedite preparation and issuance of that statement and
the weekly invoice. The ISO is not confident that all Scheduling Coordinators will
have sufficient time for processing actual or estimated settlement quality meter
data by the day following the trading day, and then that the ISO will be able to
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validate and process the meter data in time to consistently include it on the T+3B
settlement statement. Before scheduling coordinator data can be used to
calculate quantity values for the initial settlement statement, the ISO must have a
consistent amount of meter data to include in the settlements process. The
meter data estimation process already established for the payment acceleration
settlement timeline is based on the available data from the day-ahead and real
time markets. The ISO performed a study utilizing historic meter data that
showed the ISO estimated meter data to be more accurate than estimated meter
data submitted by scheduling coordinators. Therefore, to establish consistent and
more accurate results, the ISO proposes to estimate all meter data associated
with the T+3B initial statement.

Although stakeholders favored moving the initial settlement statement
forward to T+3B, there were differing views on using all-estimated meter data for
the quantity values. A few stakeholders expressed concern that they would not
be able to compile meter data or prepare meter data estimates for submission to
the ISO in time for those values to be reflected on the earlier initial settlement
statement at T+3B. Other stakeholders claimed that scheduling coordinators can
submit more accurate generation meter values or estimates and/or that the 1ISO
should permit such data to be submitted and should use it in the calculation.

The 1SO believes that its proposal to use only ISO estimated meter data
on the initial settlement statement is reasonable and appropriately balances
these differing stakeholder views. The use of ISO estimates will expedite the
settlement process by reducing the time that the ISO would otherwise utilize in
reviewing and validating the meter data submitted by scheduling coordinators. If
some scheduling coordinators are rushed to compile and submit their settlement
guality meter data to the ISO by around T+1B in order for the data to be used in
the calculation of initial settlement statement T+3B, there is potential for the 1ISO
to encounter significant data problems that require correction before the
statement issues in order to avoid an adverse market impact. If the problems
cannot be resolved prior to T+3B, the initial settlement statement may be
delayed, which could in turn affect the timely production of the weekly invoice.
This is particularly true if the problems are inherent in scheduling coordinator
data for a Sunday trading day because the initial settlement statement for that
day is issued the same day as the weekly invoice that includes the Sunday
trading day. In addition, using only ISO estimates will provide a more level
playing field for all scheduling coordinators. The same methodology will be used
for the estimations, rather than relying on estimates from scheduling coordinators
that would likely result from multiple different methodologies and assumptions.
Accordingly, implementing a streamlined process based on ISO estimation is an
important step in enabling the 1ISO to meet the settlement requirements
established in Order No. 741 and timely issue the initial settlement statement at
T+3B and the weekly invoice.
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Further, the 1ISO will calculate the ISO estimated meter values for the
initial settlement statement T+3B using the same overall methodology that is
already contained in the tariff. Proposed Tariff Section 11.1.4, CAISO Estimates
for Initial Settlement Statement T+3B, will incorporate the methodology in existing
Tariff Section 11.1.5 to estimate settlement quality meter data for metered
generation, metered demand, and proxy demand resources when scheduling
coordinators fail to submit the required data. It should be noted that Tariff
Section 11.1.4 will depart slightly from this methodology for a limited number of
charge codes that have a very minor impact on the market. The ISO will not
estimate unaccounted for energy, the proxy demand response default load
adjustment, the rescission of payments for regulation up and regulation down, or
the MSS deviation penalty for inclusion on the initial settlement statement. The
ISO does not have the processing time or available data to produce sufficiently
reliable estimates for these charge codes.

The existing estimation methodology has been utilized successfully,
without controversy or questions about its accuracy, since it was implemented in
conjunction with the 1SO’s payment acceleration initiative on November 1, 2009.
There is no reason to expect that the methodology will now produce less
accurate estimates when used to calculate meter values for an all-estimated
settlement statement.

Moreover, to the extent that variances occur between the 1ISO estimates
and subsequently available actual meter values, they will be captured as
incremental changes between the initial settlement statement and the
subsequent recalculation settlement statements and will be reconciled with
interest. At present, the recalculation settlement statement that follows the initial
settlement statement is issued thirty-eight business days after the trading day.

As a result of a stakeholder initiative the ISO has just completed, the issuance of
the first recalculation settlement statement will be moved forward to just twelve
business days after the trading day (“T+12B").> Assuming that the filing
resulting from that initiative is accepted by the Commission, the differences
between the ISO’s estimated meter data on initial settlement statement T+3B and
available actual data will be reconciled much earlier, on recalculation settlement
statement T+12B; they will not pend for a lengthy period of time. In addition, they
will be subject to interest.

15 In the Settlements Process Timeline Change stakeholder initiative, the ISO considered

changes that will shorten the settlements cycle and enhance the settlements process in addition
to the directives in Order No, 741 to establish weekly billing and invoicing periods. The ISO has
completed that initiative and expects to seek approval of the final recommendation by the ISO
governing board at its meeting on July 13-14, 2011. The ISO then anticipates filing the necessary
tariff amendments by the end of July and requesting Commission acceptance of the modifications
so they may become effective on October 1, 2011 along with the tariff amendments proposed in
this compliance filing. Information pertaining to this initiative is posted the ISO’s website at
http://www.caiso.com/2b6b/2b6b81c056f40.html.
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Several stakeholders objected to the application of interest for variances
between the T+3B and the subsequent recalculation settlement statement that
are attributable to ISO estimations. They claimed that assessing interest would
“punish” stakeholders for ISO errors. The ISO disagrees with this argument.
The application of interest is not punitive. It is necessary in order to account for
the time value of money — those stakeholders with positive incremental changes
were underpaid on the initial settlement statement and are entitled to receive
interest to compensate them for the time value of money on the short funds;
while those stakeholders with negative incremental changes were overpaid on
the initial settlement statement and should pay interest to account for the time
value of money for the excess funds they held. Importantly, the Commission’s
decision on the ISO’s payment acceleration tariff filing expressly supported this
economic principle. The Commission stated that “compensating scheduling
coordinators for the time value of money is an important objective throughout the
proposed settlement process.”®

The third significant change from the 1ISO’s existing billing and invoicing
processes is that initial settlement statement T+3B will not be disputable. The
ISO proposes to amend Tariff Section 11.29.8.2, Review of Initial Settlement
Statement T+3B, to provide that the statement will not be subject to dispute for
any terms it contains and that it will be financially binding on the scheduling
coordinator, CRR holder, black start generator, or participating TO to which is
relates. Because that statement will be calculated using ISO estimates of meter
values that will be reconciled to actual data on subsequent recalculation
settlement statements, any calculational differences on the initial settlement
statement will be automatically adjusted. There is no need for a separate dispute
process to review and correct errors. Market Participants will be able to review
the first recalculation settlement statement and submit relevant disputes for ISO
review and resolution.

Fourth, the ISO proposes to amend Tariff Section 11.29.10 to shorten the
period between the date the invoice is issued and the date payment is due from
five business days to four business days. The invoices will be published each
week on Wednesday and the payment due date will be the following Tuesday.
As discussed above, this invoice period is designed to avoid, as much as
possible, the invoice date or payment due date falling on a holiday. If the fourth
business day after the invoice date falls on an ISO holiday, the payment date for
the invoice will likewise be extended to the next business day. In addition the
invoice period is designed to establish a structured settlement cycle that provides

16 Cal. Indep.Sys. Operator Corp., 128 FERC 1 61,265 (2009) at P. 53.
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certainty to market participants in the timing of the payments they will remit and
receive.

Most stakeholders support the proposed invoice period. A few
stakeholders requested that the 1ISO issue invoices no later than noon on the
invoice publishing date. The ISO does not propose to amend the tariff to adopt
this requirement. While the ISO endeavors to publish invoices as early in day as
possible, it receives settlements data pertinent to an invoice even on the invoice
date, and reconciles that data before publishing the invoice. The ISO believes
that taking the time to reconcile the latest data and include it on the invoice so
that the invoiced amounts are as current and accurate as possible provides a
greater benefit to the market than issuing an invoice earlier in the day that is
incorrect.

For these reasons, the 1ISO requests that the Commission accept this
proposed settlement cycle as complying with the Commission’s directive in Order
No. 741 to establish a billing period of no more than seven days and settlement
period of no more than seven days after issuance of bills.

B. Limit on Unsecured Credit

In the credit reform orders, the Commission determined that the allocation
of unsecured credit should be no more than $50 million per market participant,
and no more than $50 million per corporate family.” Section 12.1.1 of the
existing 1SO tariff already limits each market participant’s maximum unsecured
credit amount to $50 million. To comply with the credit reform orders, the ISO
proposes to revise Section 12.1.1 to include language that provides that the $50
million credit limit applies to corporate families. In connection with this proposed
tariff change, the 1SO also proposes to modify Section 12.1.1.4 of the tariff to
delete language stating that the ISO may (but is not required to) determine the
maximum unsecured credit limit specified in Section 12.1.1 based on the
combined activity of market participant affiliates.

C. Elimination of Unsecured Credit for Financial Transmission
Rights Markets

The credit reform orders eliminated unsecured credit for financial
transmission rights markets or for their equivalent in the ISO, congestion revenue
rights markets.™ This Commission directive requires candidate and current
congestion revenue rights holders to post a secured form of collateral such as a
letter of credit, escrow account or cash to meet their congestion revenue right
pre-auction credit requirements and holding credit requirements.

1 Order No. 741 at P 52; Order No. 741-A at P 9; Order No. 741-B at PP 8-12.

18 Order No. 741 at PP 70, 75; Order No. 741-A at PP 14-16.
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The 1SO proposes to modify Sections 12.6.1, 12.6.2, 12.6.3.1, and
12.6.3.4 of its tariff to implement the Commission’s directive that candidate and
current congestion revenue rights holders must post a secured form of collateral.
In order for the 1ISO to implement this directive, a candidate congestion revenue
rights holder must ensure it has sufficient secured collateral available to
participate in the auction.

In order to satisfy this elimination of unsecured credit for financial
transmission rights and congestion revenue rights, the ISO has revised Section
12.6.2 of its tariff to require congestion revenue rights holders satisfy the credit
requirements of Section 12.1 of the tariff and to have secured credit as described
in 12.1.2 of the tariff.

D. Minimum Criteria for Market Participation

The Commission determined in the credit reform orders that each ISO and
RTO should include language in its tariff that specifies minimum participation
criteria for participation in the organized wholesale electric market. By including
specific criteria, the Commission concluded that it will protect the markets from
risks posed by under-capitalized participants or those who do not have adequate
risk management procedures in place. The Commission did not prescribe the
criteria, but suggested that minimum criteria include the capability to engage in
risk management or hedging, including outsourcing of this capacity, with periodic
compliance verification to ensure that each market participant has adequate risk
management capabilities and adequate capital to engage in trading with minimal
risk to the market as a whole.*®

The Commission directed each ISO and RTO to develop these criteria
through its stakeholder process. Based on the stakeholder process described
above, the 1ISO has revised Section 12.1 of its tariff to explicitly set forth the
minimum criteria requirements for entry into the ISO markets.

Revised Section 12.1 provides that each prospective or existing market
participant must provide an annual certification representing that it: (a) has
written policies, procedures, and controls, approved by the appropriate officer or
corporate authority of the prospective or existing market participant’s governing
body, which provide an appropriate, comprehensive risk management framework
that, at a minimum, clearly identifies and documents the range of risks to which
the prospective or existing market participant is exposed, including but not limited
to legal risk, credit risk, liquidity risk, risk of loss of financial security amounts held
and invested by the ISO, custody and investment risk, concentration risk, default

19 Order No. 741 at PP 131-33; Order No. 741-A at P 33.
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risk, operation risk, market risk, and business risk; (b) has appropriate operating
procedures and technical abilities to promptly and effectively respond to all
applicable ISO communications and directions, including but not limited to the
ISO’s issuance of invoices and collateral requests to the market participant; and
(c) has satisfied any applicable ISO training requirements.*

In addition to the certification component, the ISO has added Section
12.1(ii) to the tariff to set forth certain capitalization requirements. Section
12.1(ii) requires a prospective or existing market participant to have at least $1
million in tangible net worth or $10 million in total assets, or to post a secured
form of collateral that the market participant cannot use to meet any of its
minimum credit requirements or collateral requirements as further described. In
order to address concerns about barriers to entry into the market, while at the
same time balancing the risk of adequate capitalization, the ISO developed the
following methodology regarding secured collateral: if a prospective or existing
market participant cannot meet the $1 million requirement or the $10 million
requirement, then the entity must post $500,000 in a secured form of collateral if
the entity is a prospective or existing market participant with fewer than six (6)
months of ISO market activity. Once the market participant has established a
record with the ISO market and has complied with all credit policy requirements,
then the secured form of collateral will be reduced to $100,000 for an existing
market participant with six (6) months or more of ISO market activity and whose
highest estimated aggregate liability for the preceding six (6) months is less than
or equal to $100,000. The posting requirement remains at $500,000 for an
existing market participant with six (6) months or more of market activity and
whose highest estimated aggregate liability for the preceding six (6) months is
greater than $100,000. The ISO will review whether the prospective or existing
market participant continues to satisfy the capitalization requirements set forth in
Section 12.1(ii) every six (6) months.

Stakeholders were largely in favor of the ISO’s proposed minimum
participation requirements. The only notable stakeholder concern was raised by
Olivine, Inc., through written comment in a letter dated May 13, 2011, as well as
during the public comment period at the May 18, 2011 ISO governing board
meeting. Olivine asserted that it and other similarly situated entities will be
unable to participate in the ISO markets if the proposed capitalization
requirements of the credit reform initiative are approved and implemented.
Olivine stated that the initial requirement of posting $500,000 for prospective

20 The ISO has initiated a supplemental stakeholder process to develop a more robust

verification component beyond what is proposed here. The ISO held an initial stakeholder call on
June 24, 2011. On June 28, 2011, the ISO issued a market notice to notify market participants of
(1) the publication of the new draft verification proposal, including an officer certification form, and
(2) that the proposal will be discussed on a conference call scheduled for July 5, 2011. The ISO
plans to seek Board approval on July 13 or 14 and submit the supplemental compliance filing to
the Commission shortly thereafter.
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participants was a barrier to entry and that even if the minimum collateral is
reduced to $100,000 after six months based on certain market activity, the
amount is still excessive. The ISO believes its proposal to add new Section
12.1(ii) to the tariff strikes an appropriate balance and recognizes the needs of
smaller market participants while maintaining some assurance that the market
participant has adequate capitalization to continue its participation in the market.
The 1SO recognizes that the minimum criteria would create a barrier to entry for
some entities, but it is necessary to reduce the risk of under-capitalized entities
disrupting the market. However, ISO management committed to the governing
board that we will monitor the market and concern regarding barriers to entry for
smaller participants and be prepared to reassess this recommendation at a future
date if it proves to inhibit meaningful participation by smaller market participants.

As a final component of the minimum criteria requirements for market
participation, revised Section 12.1also requires that each prospective or existing
market participant meet the training requirements for scheduling coordinators or
congestion revenue rights participants as set forth in Section 4.5.1 or Section
4.10.1, respectively. Revised Section 12.1 states that if any prospective or
existing market participant fails to satisfy the requirements of Section 12.1, then
the prospective or existing market participant will not be permitted to participate
in the ISO market.

In connection with these proposed revisions to Section 12.1, the ISO also
proposes to revise Section 12.5.1 of the tariff to state that the ISO may take the
enforcement actions specified in Section 12.5.1 if a prospective or existing
market participant that fails to satisfy all of the minimum participation
requirements set forth in Section 12.1 does not cure that failure within thirty (30)
days of notification of when the failure occurs.

E. Meaning of a “Material Adverse Change”

In Order No. 741, the Commission directed each ISO and RTO to specify
in its tariff conditions under which the ISO or RTO would request additional
collateral due to a “material adverse change.” The Commission did not require
each ISO and RTO to create an exhaustive list, but rather an illustrative list of
events that if they occurred would trigger an ISO or RTO to request additional
collateral.?! In this regard, the Commission acknowledged the material adverse
change language recommended by the ISO / RTO council as a good start, but
noted that it generally included items that potentially lagged the events that
constituted a material adverse change. The Commission encouraged the 1ISOs
and RTOs, through their respective stakeholder processes, to identify more
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forward-looking criteria that would allow an ISO or RTO to request collateral
before a market participant is in financial distress.*?

The equivalent of a material adverse change under the 1SO tariff is a
material change in financial condition. To comply with the Commission’s
directives, the ISO has modified Section 12.1.1.5 of its tariff to include examples
of material changes in financial condition as currently identified in its Business
Practice Manual for Credit Management (“BPM”) with further forwarding looking
and other enhancements (i.e. , items (a), (f) and (g) listed below)). The new
Section 12.1.1.5 provides examples of a material change in financial condition
that include, but are not limited to, the following:

(@) a credit agency or Moody’s KMV equivalent rating downgrade to
below investment grade;

(b) being placed on a negative credit watch list by a major rating
agency;,

(c) a bankruptcy filing;
(d) insolvency;

(e) the filing of a material lawsuit that could significantly and adversely
affect past, current, or future financial results;

) restatement of one or more financial statements for a prior year in a
way that reduces the amount of unsecured credit that was
previously provided;

() adefault in another organized market for which any cure period has
expired; or

(h)  any change in the financial condition of the market participant that
exceeds a five percent (5%) reduction in the market participant’s
tangible net worth or net assets for the market participant’s
preceding fiscal year, calculated in accordance with generally
accepted accounting practices.

These proposed revisions to Section 12.1.1.5 are largely in line with the
ISO/RTO council’'s recommended language. Moreover, in accordance with
Order No. 741, the ISO has included in Section 12.1.1.5 forward-looking metrics
such as significant changes in Moody’s KMV estimated default frequency and

= Order No. 741 at PP 147-50.
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Moody’s KMV resultant equivalent rating. At this time, due to the lack of industry-
specific standards about acceptable thresholds for credit default swaps and
liquidity ratios for the various types of entities participating in the ISO market, the
ISO proposes to enhance the existing language in Section 12.1.1.5 to make a
Moody’s KMV equivalent rating downgrade a type of material change in financial
condition. Moody’s KMV estimated default frequency is a measure of the
probability that a firm will default over a specified period of time, typically one
year. According to the Moody’s KMV estimated default frequency model, a firm
defaults when the market value of its assets (the value of the ongoing business)
falls below its liabilities payable (the default point). Therefore, to remove any
element of subjectivity, the ISO has further clarified that a material change in
financial condition would result from a “credit agency or Moody’s KMV equivalent
rating downgrade to below investment grade.”

In addition to including the Moody’s KMV metric, the ISO proposes to
further enhance Section 12.1.1.5 by including restatement of prior-year financials
and a default in another organized market as conditions for types of material
changes in financial condition. Invoking a material change in financial condition
due to restatement of prior-year financials recognizes the fact that an unsecured
credit limit may have been set based on prior-year financials and that
restatement of those financials may result in a condition requiring reduction of an
unsecured credit limit.

Finally, because ISO market participants or their affiliates may participate
in other ISOs and RTOs, a default in another market may trigger a similar event
in the 1ISO. Therefore, it is prudent for the ISO to be aware of such an event and
take any appropriate actions to mitigate a similar, potentially disruptive event in
the 1ISO market.

The 1SO developed the proposed revisions to Section 12.1.1.5 in
collaboration with its stakeholders and with other ISOs and RTOs. No party
raised notable objections to the proposed revisions.

In Order No. 741, the Commission also directed the ISOs and RTOs to
provide reasonable advance notice to a market participant, when feasible, when
the ISOs and RTOs are compelled to invoke a material adverse change clause.
The Commission stated that the notification should be in writing, contain the
reason behind the invocation of the material adverse change clause, and be
signed by a person with authority to represent the 1ISO or RTO in such actions.?®
To comply with this directive, the 1ISO proposes to modify Section 12.1.1 of its
tariff to state that, in the event the ISO determines that the unsecured credit of a
market participant must be reduced as a result of a subsequent review due to a

= Id. at P 151.
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material change in financial condition, the 1SO will notify the market participant of
the reduction in writing and will provide the market participant with a written
explanation of the reasons for the reduction, either in advance of the reduction if
reasonably practicable or after the reduction was made if providing the written
notification and explanation in advance is not reasonably practicable, as set forth
in the BPM.

F. Grace Period to “Cure” Collateral Posting

The credit reform orders require a two-day grace period for curing
collateral calls.?* The current I1SO tariff provides a three-day grace period for
curing collateral calls. To comply with the Commission’s directive, the ISO has
revised Sections 12.1.3.1.1, 12.4, 12.4.1, 12.4.2, and 12.5.2 of its tariff to allow
market participants no more than two (2) business days to post additional
collateral in the event of a collateral call or the occurrence of a material change
in financial condition.

G. General Applicability

The Commission determined that the credit practices set forth in Order
No. 741 would apply to all market participants without any exemptions.?
Consistent with that Commission determination, the ISO does not seek an
exemption to any of the Commission’s directives in this compliance filing.

[I. COMMUNICATIONS

Communications regarding this filing should be address to the following
individuals, whose names should be placed on the official service list established
by the Secretary with respect to this submittal:

Nancy Saracino
General Counsel
Sidney Davies
Assistant General Counsel
Beth Ann Burns
Senior Counsel
Grace Arupo
Counsel
The California Independent System Operator
Corporation

2 Order No. 741 at P 160; Order No. 741-A at P 35.

5 Order No. 741 at P 165.
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250 Outcropping Way
Folsom, CA 95630
Tel: (916) 608-7144
Tel: (916) 608-7146
Tel: (916) 608-7107
Fax:(916) 608-7296
sdavies@caiso.com
bburns@caiso.com
garupo@caiso.com

V. EFFECTIVE DATE

Pursuant to the directives Order No. 741 discussed above, the ISO
proposes that the tariff revisions contained in this June 30, 2011 compliance filing
be made effective on October 1, 2011.

V. SERVICE

The ISO has served copies of this transmittal letter and all attachments
upon all parties on the official service list for Docket No. RM10-13, the
Commission proceeding in which the credit reform orders were issued. In
addition, the ISO is posting this transmittal letter and all attachments on the 1SO
website.

VI. ATTACHMENTS

The following documents, in addition to this transmittal letter, support the
instant filing:

Attachment A Revised ISO tariff sheets to comply with the directives
in the credit reform orders

Attachment B ISO tariff revisions show in black-line format
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VIl.  CONCLUSION

For the foregoing reasons, the Commission should accept the instant filing
as satisfying the ISO compliance obligations with respect to the directives in the
credit reform orders.

Respectfully submitted,

By: /s/ Grace Arupo

Nancy Saracino

General Counsel
Sidney Davies

Assistant General Counsel
Beth Ann Burns

Senior Counsel
Grace Arupo

Counsel
California Independent System
Operator Corporation
250 Outcropping Way
Folsom, CA 95630
Tel: (916) 351-4400
Fax: (916) 351-4436
garupo@caiso.com
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10.2.1.3 Provision of and Access to Settlement Quality Meter Data
Scheduling Coordinators may obtain Settlement Quality Meter Data relating to the CAISO Metered
Entities they represent by directly accessing the Settlement Quality Meter Data Systems as specified in
the applicable Business Practice Manual.
e For CAISO Metered Entities, Revenue Quality Meter Data obtained by successfully
polled meters will be validated, estimated and edited by the CAISO to produce
Settlement Quality Meter Data (actual), which will be made available to Scheduling
Coordinators within five (5) Business Days from the Trading Day (T+5B) and will be used
in the Recalculation Settlement Statement T+7B calculation.
e Inthe event that Revenue Quality Meter Data remains unavailable at noon on the fifth
Business Day after the Trading Day (T+5B) due to unsuccessfully polled meters or facility
and/or systems failures, the CAISO will estimate Settlement Quality Meter Data for
CAISO Metered Entities for any outstanding metered Demand and/or Generation for the
Recalculation Settlement Statement T+7B calculation as provided in Section 11.1.5.
o |fthe CAISO is notified in accordance with Section 10.2.13.2 that the revenue quality
meter for a CAISO Metered Entity requires repair, the CAISO will produce Settlement
Quality Meter Data (actual) for that entity using the estimation procedures referred to in
Section 10.2.9, which will be made available to the Scheduling Coordinator for the CAISO
Metered Entity within forty-three (43) calendar days from the Trading Day (T+43C) and

will be used in the Recalculation Settlement Statement T+38B calculation.

* k%

10.3.6 Settlement Quality Meter Data Submission

Scheduling Coordinators shall submit to the CAISO Actual Settlement Quality Meter Data or Scheduling
Coordinator Estimated Settlement Quality Meter Data, as provided in Section 10.3.6.2(a), for Scheduling
Coordinator Metered Entities they represent for each Settlement Period in an Operating Day according to
the timelines established in Section 10.3.6.2 and the CAISO Payments Calendar and as provided in the

applicable Business Practice Manual. Scheduling Coordinators must also submit Settlement Quality



Meter Data (actual and Scheduling Coordinator estimated) on demand as provided in the applicable
Business Practice Manual.

10.3.6.1 No Meter Data Submission for Initial Settlement Statement T+3B

Because Initial Settlement Statement T+3B is solely based on CAISO Estimated Settlement Quality
Meter Data for metered Demand and Generation, Scheduling Coordinators cannot submit Actual
Settlement Quality Meter Data or Scheduling Coordinator Estimated Settlement Quality Meter Data for the
entities they represent for purposes of the Initial Settlement Statement T+3B calculation.

10.3.6.2 Timing of Settlement Quality Meter Data Submission for Calculation of
Recalculation Settlement Statement T+7B.
Scheduling Coordinators must submit Actual Settlement Quality Meter Data or Scheduling Coordinator

Estimated Settlement Quality Meter Data for the Scheduling Coordinator Metered Entities they represent
to the CAISO no later than noon on the fifth Business Day after the Trading Day (T+5B) for the
Recalculation Settlement Statement T+7B calculation. Scheduling Coordinators cannot submit Estimated
Settlement Quality Meter Data for Proxy Demand Resources.
€) In the absence of Actual Settlement Quality Meter Data, Scheduling Coordinators may
submit Scheduling Coordinator Estimated Settlement Quality Meter Data using interval
metering when available, sound estimation practices, and other available information
including, but not limited to, bids, schedules, forecasts, temperature data, operating logs,
recorders, and historical data. Scheduling Coordinator Estimated Settlement Quality
Meter Data must be a good faith estimate that reasonably represents Demand and/or
Generation quantities for each Settlement Period.
(b) When Actual Settlement Quality Meter Data or Scheduling Coordinator Estimated
Settlement Quality Meter Data is not received by the CAISO for a Scheduling Coordinator
Metered Entity within five (5) Business Days from the Trading Day (T+5B), the CAISO will
estimate the entity’s Settlement Quality Meter Data for any outstanding metered Demand
and/or Generation for use in the Recalculation Settlement Statement T+7B calculation,
as provided in Section 11.1.5.

10.3.6.3 Timing of Settlement Quality Meter Data Submission for Recalculation Settlement
Statement T+38B



Scheduling Coordinators must submit Actual Settlement Quality Meter Data for the Scheduling

Coordinator Metered Entities they represent to the CAISO no later than midnight on the forty-third (43)

calendar day after the Trading Day (T+43C) for the Recalculation Settlement Statement T+38B. A

Scheduling Coordinator that timely submits Actual Settlement Quality Meter Data for the Recalculation

Settlement Statement T+7B pursuant to Section 10.3.6.2 may submit revised Actual Settlement Quality

Meter Data for the Recalculation Settlement Statement T+38B no later than the forty-third (43) calendar

day after the Trading Day pursuant to this Section.

(@)

(b)

()

When Actual Settlement Quality Meter Data is not received by the CAISO for a
Scheduling Coordinator Metered Entity by forty-three (43) calendar days after the
Trading Day (T+43C), the Scheduling Coordinator has failed to submit complete and
accurate meter data as required by Section 37.5.2.1 and will be subject to monetary
penalty pursuant to Section 37.5.2.2.

Any Scheduling Coordinator Estimated Settlement Quality Meter Data submitted by a
Scheduling Coordinator on behalf of the Scheduling Coordinator Metered Entities it
represents that is not replaced with Actual Settlement Quality Meter Data by forty-three
(43) calendar days after the Trading Day (T+43C) has failed to submit complete and
accurate meter data as required by Section 37.5.2.1 and will be subject to monetary
penalty pursuant to Section 37.5.2.2. In the absence of Actual Settlement Quality Meter
Data, Scheduling Coordinator Estimated Settlement Quality Meter Data will be used in
the Recalculation Settlement Statements.

The CAISO will not estimate a Scheduling Coordinator Metered Entity’s Settlement
Quality Meter Data for any outstanding metered Demand and/or Generation for use in a
Recalculation Settlement Statement calculation. Any previous CAISO Estimated
Settlement Quality Meter Data that the Scheduling Coordinator does not replace with
Actual Settlement Quality Meter Data by forty-three (43) calendar days after the Trading
Day (T+43C) will be set to zero. The CAISO will follow the control process described in
the BPM for Metering to monitor and identify the CAISO Estimated Settlement Quality

Meter Data that was not timely replaced and will take proactive measures to obtain the



Actual Settlement Quality Meter Data. A Scheduling Coordinator that fails to replace
CAISO Estimated Settlement Quality Meter Data with Actual Settlement Quality Meter
Data by forty-three (43) calendar days after the Trading Day (T+43C) has failed to
provide complete and accurate Settlement Quality Meter Data as required by Section
37.5.2.1 and will be subject to monetary penalty pursuant to Section 37.5.2.2.

10.3.6.4 Timing of Settlement Quality Meter Data Submission for Recalculation Settlement
Statements after the Recalculation Settlement Statement T+38B

Scheduling Coordinators may continue to submit Actual Settlement Quality Meter Data for the Scheduling
Coordinator Metered Entities they represent to the CAISO for use in Recalculation Settlement Statements
subsequent to the Recalculation Settlement Statement T+38B according to timelines established in the
CAISO Payments Calendar.

*x ok
111 Settlement Principles
The CAISO shall calculate, account for and settle payments and charges with Business Associates in
accordance with the following principles:

(a) The CAISO shall be responsible for calculating Settlement balances for any
penalty or dispute in accordance with the CAISO Tariff, and any transmission
Access Charge to UDCs or MSSs and Participating TOs;

(b) The CAISO shall create and maintain computer back-up systems, including off-
site storage of all necessary computer hardware, software, records and data at
an alternative location that, in the event of a Settlement system breakdown at the
primary location of the day-to-day operations of the CAISO, could serve as an
alternative location for day-to-day Settlement operations within a reasonable
period of time;

(c) The CAISO shall retain all Settlement data records for a period which, at least,
allows for the re-run of data as required by this CAISO Tariff and any adjustment
rules of the Local Regulatory Authority governing the Scheduling Coordinators

and their End-Use Customers and FERC;



11.1.4

(d)

()

The CAISO shall calculate, account for and settle all charges and payments for
Initial Settlement Statement T+3B based on CAISO estimates and for all other
settlement statements based on the Settlement Quality Meter Data it has
received, or, if Settlement Quality Meter Data is not available, based on the best
available information or estimate it has received in accordance with the
provisions in Section 10 and the applicable Business Practice Manuals; and
Day-Ahead Schedules, RUC Awards and AS Awards shall be settled at the
relevant LMP, RUC Price, and ASMPs, respectively. HASP Intertie Schedules
shall be settled at the relevant HASP Intertie LMP at the relevant Scheduling
Point. All Dispatch Instructions shall be deemed delivered and settled at relevant
Real-Time Market prices. Deviations from Dispatch Instructions shall be settled

as Uninstructed Deviations.

* % %

CAISO Estimates for Initial Settlement Statement T+3B

Notwithstanding any other provisions of the CAISO Tariff, Initial Settlement Statement T+3B shall be

solely based on CAISO Estimated Settlement Quality Meter Data for metered Demand, metered

Generation, and Proxy Demand Response Energy Management. CAISO Estimated Settlement Quality

Meter Data shall be calculated as follows:

(@)

(b)

CAISO Estimated Settlement Quality Meter Data for metered Generation will be based on
total Expected Energy and dispatch of the resource as calculated in the Real-Time
Market and as modified by any applicable corrections to the Dispatch Operating Point for
the resource.

CAISO Estimated Settlement Quality Meter Data for metered Demand, including Non-
Participating TO demand will be based on Scheduled Demand by the appropriate LAP.
This value will be increased by fifteen (15) percent if the total actual system Demand in
Real Time, as determined by the CAISO each hour, is greater than the total Scheduled
Demand by more than fifteen (15) percent. CAISO Estimated Settlement Quantity Meter

Demand for Participating Load will not be increased by fifteen (15) percent.



(c) CAISO Estimated Settlement Quality Meter Data for Proxy Demand Response Energy
Management will be calculated using the same method as set forth in Section 11.1.4(a)
for metered Generation. The Proxy Demand Response Default Load Adjustment will not
be estimated or applied for purposes of calculating Initial Settlement Statement T+3B.

(d) CAISO will not estimate Unaccounted For Energy under Section 11.5.3, the rescission of
payments for Regulation Up and Regulation Down Capacity under Section 8.10.8.6 or
MSS deviation payments under 11.7.1 for purposes of calculating Initial Settlement
Statement T+3B.

11.1.5 SQMD For Recalculation Settlement Statement T+7B
The CAISO'’s Recalculation Settlement Statement T+7B shall be based on the Settlement Quality Meter
Data (actual or Scheduling Coordinator estimated) received in SQMDS. In the event Actual Settlement
Quality Meter Data or Scheduling Coordinator Estimated Settlement Quality Meter Data is not received
from a Scheduling Coordinator or CAISO Metered Entity, the CAISO will estimate Settlement Quality
Meter Data for that outstanding metered Demand or Generation, including a Proxy Demand Resource, for
the Recalculation Settlement Statement T+7B calculation. CAISO Estimated Settlement Quality Meter
Data for metered Generation, metered Demand, and Proxy Demand Response Energy Management will
be calculated using the same method as set forth in Section 11.1.4.

*x ok
11.23 Penalties For Uninstructed Imbalance Energy
Effective December 1, 2004, the CAISO shall not charge any Uninstructed Deviation Penalties pursuant
to this Section 11.23 until FERC issues an order authorizing the CAISO to charge Uninstructed Deviation
Penalties pursuant to this section. Beginning with Settlement Statements for the first Trading Day for
which FERC authorizes the CAISO to charge Uninstructed Deviation Penalties pursuant to this section,
the CAISO shall charge Scheduling Coordinators Uninstructed Deviation Penalties for Uninstructed
Imbalance Energy resulting from resource deviations outside a Tolerance Band from their Dispatch
Operating Point, for dispatched resources, or their Day-Ahead Schedule otherwise. Publishing of

Uninstructed Deviation Penalty results will not occur on the Initial Settlement Statement T+3B but rather



will occur on the Recalculation Settlement Statement T+7B. The Uninstructed Deviation Penalty will be

applied as follows:

(@)

(b)

()

(d)
(e)

The Uninstructed Deviation Penalty for negative Uninstructed Imbalance Energy
will be calculated and assessed in each Settlement Interval. The Uninstructed
Deviation Penalty for positive Uninstructed Imbalance Energy will be calculated
and assessed in each Settlement Interval in which the CAISO has not declared a
staged System Emergency;

The Uninstructed Deviation Penalty will apply to pre-Dispatched Bids from Non-
Dynamic System Resources identified, when such a pre-Dispatch Instruction is
issued more than forty (40) minutes prior to the relevant Operating Hour, subject
to the following conditions: (i) the Uninstructed Deviation Penalty will only apply
to the pre-Dispatched amount of the Bid that is declined or not delivered, (ii) the
Uninstructed Deviation Penalty will not apply to a portion of a pre-Dispatched Bid
that is subsequently not delivered at the direction of a Balancing Authority,
including the CAISO, due to a curtailment of transmission capability or to prevent
curtailment of native firm load occurring subsequent to issuing the pre-Dispatch
Instruction, (i) the Uninstructed Deviation Penalty will not apply to Uninstructed
Imbalance Energy resulting from declining subsequent intra-hour Dispatch
Instructions. Dynamically scheduled Dynamic System Resources, to the extent
they deviate from their Day-Ahead Schedule plus any Dispatch Instructions, will
be subject to the Uninstructed Deviation Penalty.

The Uninstructed Deviation Penalty will not apply to Load, Curtailable Demand,
or Demand Response Services.

[NOT USED]

The Uninstructed Deviation Penalty will not apply to Regulatory Must-Run
Generation or Participating Intermittent Resources that meet the scheduling
obligations established in the Eligible Intermittent Resources Protocol in

Appendix Q. No other applicable charges will be affected by this exemption.



(f)

(9)

(h)

(i)

0
(k)

The Uninstructed Deviation Penalty also will not apply to Qualifying Facilities
(QFs), including those that are dynamically scheduled, that have not executed
and are not required pursuant to this CAISO Tariff to execute a Participating
Generator Agreement (PGA) or Qualifying Facility Participating Generator
Agreement.

All MSS resources designated as Load-following resources pursuant to Section
4.9.13.2 (regardless of gross or net settlement election) are exempt from
Uninstructed Deviation Penalties in this Section 11.23. All MSS resources not
designated as Load-following resources pursuant to Section 4.9.13.2 (regardless
of gross or net Settlement election) are subject to Uninstructed Deviation
Penalties in this Section 11.23.

The Uninstructed Deviation Penalty will apply to Generating Units providing
Regulation and dynamically scheduled Dynamic System Resources providing
Regulation to the extent that Uninstructed Deviations from such resources
exceed each resource’s actual Regulation range plus the applicable Tolerance
Band. Resources providing Regulation and generating within their relevant
Regulating range (or outside their relevant Regulating range as a direct result of
CAISO control or instruction) will be deemed to have zero (0) deviations for
purposes of the Uninstructed Deviation Penalty.

The Uninstructed Deviation Penalty will be calculated and assessed for each
resource individually, except as specified in Appendix R, which specifies when
Uninstructed Deviations from individual resources may be aggregated.

The Uninstructed Deviation Penalty shall not apply to any Uninstructed
Imbalance Energy resulting from compliance with a directive by the CAISO or the
Reliability Coordinator.

[NOT USED]

The Uninstructed Deviation Penalty will not apply when the applicable LMP is

negative or zero.



o

(m)

(n)

(0)

The Uninstructed Deviation Penalty for positive Uninstructed Imbalance Energy
will be the amount of the Uninstructed Imbalance Energy in excess of the
Tolerance Band multiplied by a price equal to one hundred percent (100%) of the
corresponding LMP. The relevant LMP will be calculated for each UDP Location
as the ten-minute weighted average price of two five-minute Dispatch Interval
LMPs and the two five-minute optimal Instructed Imbalance Energy quantities.
The net effect of the Uninstructed Deviation Penalty and the Settlement for
positive Uninstructed Imbalance Energy beyond the Tolerance Band will be that
the CAISO will not pay for such Energy.

The Uninstructed Deviation Penalty for negative Uninstructed Imbalance Energy
will be the amount of the Uninstructed Imbalance Energy in excess of the
Tolerance Band multiplied by a price equal to fifty percent (50%) of the
corresponding Resource-Specific Settlement Interval LMP or, in the case of
aggregated resources, the Settlement Interval Penalty Location Real-Time LMP.
The Uninstructed Deviation Penalty will not apply to deviations from Energy
delivered as part of a scheduled test so long as the test has been scheduled by
the Scheduling Coordinator with the CAISO or the CAISO has initiated the test
for the purposes of validating unit performance.

The Uninstructed Deviation Penalty shall not apply to any excess Energy
delivered from or any shortfall of Energy not delivered from an Exceptional
Dispatch, involving a Generating Unit or a System Unit unless the CAISO and the
supplier have agreed upon the time of, duration of, and amount of Energy to be
delivered in the out-of-market transaction and the CAISO reflects the out-of-
market transaction in its Real-Time Expected Energy calculations. The
Uninstructed Deviation Penalty shall apply to Energy outside the Tolerance Band
from out-of-market transactions with dynamically scheduled Dynamic System
Resources to the extent the agreed-to Energy is not delivered or over-delivered,

and to any Energy from Non-Dynamic System Resources to the extent the



(p)

(a)

(r)

agreed-to Energy is not delivered if that over- or under-delivery was due to action
taken by or not taken by the System Resource and not the result of action taken
by a Balancing Authority due to a curtailment of firm transmission capability or to
prevent curtailment of native firm load occurring subsequent to the out-of-market
transaction.

The Uninstructed Deviation Penalty shall not apply to Generating Units and
dynamically scheduled Dynamic System Resources with Uninstructed Imbalance
Energy if the Generating Unit or dynamically scheduled Dynamic System
Resource was physically incapable of delivering the expected Energy or if
systems malfunctions prevent receipt of Dispatch Instructions, provided that the
Generating Unit or dynamically scheduled Dynamic System Resource had
notified the CAISO within thirty (30) minutes of the onset of an event that
prevents the resource from performing its obligations. A Generating Unit or
dynamically scheduled Dynamic System Resource must notify CAISO operations
staff of its reasons for failing to deliver the Expected Energy in accordance with
Section 9.3.10.6 and must provide information to the CAISO that verifies the
reason the resource failed to comply with the Dispatch Instruction within forty-
eight (48) hours of the Operating Hour in which the instruction is issued.
Adjustments to any Generating Unit, Curtailable Demand and System Resource
Day-Ahead Schedules or HASP Intertie Schedules made in accordance with the
terms of TRTC Instructions for Existing Contracts or TORs shall not be subject to
Uninstructed Deviation Penalties. Valid changes to ETC Self-Schedules or TOR
Self-Schedules submitted after the close of the HASP or the RTM shall not be
subject to Uninstructed Deviation Penalties.

Any changes made to Schedules prior to the CAISO issuing HASP Intertie

Schedules shall not be subject to Uninstructed Deviation Penalties.



(s)

(t)

(u)
v)

Uninstructed Deviation Penalties shall not be charged to any deviation from a
Dispatch Instruction that does not comply with the requirements set forth in this
CAISO Tariff.

Amounts collected as Uninstructed Deviation Penalties shall first be assigned to
reduce the portion of above-LMP costs that would otherwise be assigned pro rata
to all Scheduling Coordinators in that Settlement Interval. Any remaining portion
of amounts collected as Uninstructed Deviation Penalties after satisfying these
sequential commitments shall be treated in accordance with Section 11.29.9.6.3.
Condition 2 RMR Units shall be exempt from Uninstructed Deviation Penalties.
The Uninstructed Deviation Penalty shall not apply to positive Uninstructed
Imbalance Energy attributable to operation below the Generating Unit's Minimum
Operating Limit from the time the Generating Unit synchronizes to the grid to the
earlier of (1) the Settlement Interval in which the Generating Unit produces a
guantity of Energy that represents an average rate of delivery over such
Settlement Interval in excess of the Generating Unit's Minimum Operating Limit
plus the applicable Tolerance Band, or (2) the first Settlement Interval after the
expiration of a period of time that begins at the end of the Settlement Interval in
which the Generating Unit synchronizes to the grid and ends after the Generating
Unit's maximum Start-Up Time as specified in the Master File. The Uninstructed
Deviation Penalty shall not apply to any positive Uninstructed Imbalance Energy
attributable to operation below the Generating Unit's Minimum Operating Limit for
a duration equal to the minimum of two Settlement Intervals or the time specified
in the Master File for the Generating Unit to disconnect from the grid after
reaching its Minimum Operating Limit following either (1) the last Settlement
Interval of an hour in which the Generating Unit had a non-zero Day-Ahead
Schedule or (2) the Settlement Interval in which the Generating Unit is expected
to reach its Minimum Operating Limit based on the applicable Ramp Rate when

the CAISO instructed the Generating Unit to Shut-Down. The amount of



Uninstructed Imbalance Energy exempted from the Uninstructed Deviation
Penalty shall not exceed the amount of the Generating Unit's Minimum Operating
Limit plus the applicable Tolerance Band. This exception from the application of
the Uninstructed Deviation Penalty does not apply to Dynamic System
Resources.

(w) UDP shall not apply to deviations by a Generating Unit that are attributable to
any automatic response to a system disturbance, including a response to correct
frequency decay, in accordance with Applicable Reliability Criteria for the
duration of the system disturbance, and for an additional five (5) minutes when a
Generating Unit's deviation is in the same direction as the mitigating frequency
response.

(x) The Uninstructed Deviation Penalty shall not apply in the event that a malfunction
in a CAISO system application causes an infeasible Dispatch Instruction to be
communicated or prevents timely communication of a Dispatch Instruction or a
SLIC malfunction prevents a resource from reporting an event that affects the
resource’s ability to deliver Energy.

y) The Uninstructed Deviation Penalty shall not apply to a failure to comply with a
manual Dispatch Instruction that is not confirmed by a Dispatch Instruction
transmitted through the CAISO’s Automated Dispatch System.

(2) The Uninstructed Deviation Penalty shall not apply if a Dispatch Instruction is
validated after the start time of the instruction from the Settlement Interval in
which the Dispatch Instruction was first effective to the earliest Settlement
Interval, inclusive, in which the resource is able to respond to the Dispatch
Instruction.

* ko
11.5.3 Unaccounted For Energy (UFE)
For each Settlement Interval, the CAISO will calculate UFE for each utility Service Area for which the 10U

or Local Publicly Owned Electric Utility has requested separate UFE calculation and has met the



requirements applicable to a CAISO Metered Entity. The UFE will be settled as Imbalance Energy at the
Settlement Interval Locational Marginal Price calculated for each utility Service Area for which UFE is
calculated separately. UFE attributable to meter measurement errors, load profile errors, Energy theft,
and distribution loss deviations will be allocated to each Scheduling Coordinator based on the ratio of its
metered CAISO Demand within the relevant utility Service Area for which UFE is calculated separately to
total metered CAISO Demand within that utility Service Area. UFE charges will not be estimated or
included on Initial Settlement Statement T+3B.

* ko
11.29 Billing And Payment Process
The CAISO will calculate for each charge the amounts payable by the relevant Scheduling Coordinator,
CRR Holder, Black Start Generator or Participating TO for each Settlement Period of the Trading Day,
and the amounts payable to that Scheduling Coordinator, CRR Holder, Black Start Generator or
Participating TO for each charge for each Settlement Period of that Trading Day and shall arrive at a net
amount payable for each charge by or to that Scheduling Coordinator, CRR Holder, Black Start Generator
or Participating TO for each charge for that Trading Day. Each of these amounts will appear in the
Settlement Statements that the CAISO will provide to the relevant Scheduling Coordinator, CRR Holder,
Black Start Generator or Participating TO.
The components of the Grid Management Charge will be included in an Initial Settlement Statement
T+3B, and any Recalculation Settlement Statement with the other types of charges referred to in Section
11.
11.29.1 Billing And Payment Process Based On Settlement Statements
The billing and payment process shall be based on the issuance of Initial Settlement Statement T+3B and
the Recalculation Settlement Statements.
11.29.2 Time-Frame For Payments Or Charges
Payments or charges for the items referred to in Section 11.1.2 (except for the charges payable under
long-term contracts) for each Trading Day in each calendar month shall be made four (4) Business Days
after issuance of the Invoices and Payment Advices issued in accordance with Section 11.29.10.

Payments for FERC Annual Charges will be made in accordance with Section 11.19.
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11.29.5 General Principles For Production Of Settlement Statements
11.29.5.1 Basis of Settlement
The basis of each Settlement Statement shall be the debiting or crediting of an account in the name of the
relevant Scheduling Coordinator, CRR Holder, Black Start Generator or Participating TO in the general
ledger set up by the CAISO to reflect all transactions, charges or payments settled by the CAISO.
11.29.5.2 Right to Dispute
All Scheduling Coordinators, CRR Holders, Black Start Generators or Participating TOs shall have the
right to dispute any item or calculation set forth in any Recalculation Settlement Statement T+7B or
Recalculation Settlement Statement T+38B, or Incremental Changes in Recalculation Settlement
Statements T+76B, T+18M, and T+35M in accordance with this CAISO Tariff, but not those set forth in
Initial Settlement Statement T+3B or Recalculation Settlement Statement T+36M.
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11.29.7.1 Timing of the Settlements Process
The CAISO will publish: (i) Initial Settlement Statements T+3B on the third Business Day from the
relevant Trading Day (T+3B), (ii) Recalculation Settlement Statements T+7B on the seventh Business
Day from the relevant Trading Day (T+7B), (iii) Recalculation Settlement Statements on the thirty-eighth
Business Day from the relevant Trading Day (T+38B), (iv) Recalculation Settlement Statements on the
seventy-sixth Business Day after the Trading Day (T+76B), (v) Recalculation Settlement Statements on
the Business Day eighteen (18) calendar months from the relevant Trading Day (T+18M) if necessary, (vi)
Recalculation Settlement Statements on the Business Day thirty-five (35) calendar months from the
relevant Trading Day (T+35M) if necessary, (vii) Recalculation Settlement Statements on the Business
Day thirty-six (36) calendar months from the relevant Trading Day (T+36M) if necessary, and (viii) any
other Recalculation Settlement Statement authorized under Section 11.29.7.3. The CAISO will issue a
notice to the market if a Recalculation Settlement Statement T+18M, Recalculation Settlement Statement
T+35M, Recalculation Settlement Statement T+36M, or any additional Recalculation Settlement

Statement is required for a Trading Day. The CAISO will notify affected Market Participants regarding



failed or late publication of any Settlement Statements specified above and will rectify such failed or l