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The Honorable David P. Boergers [
Secratary pr i
Federal Energy Regulatory Commission =
BB8 First Streat, N_E. =
Washington, D.C. 20428

Re: MNEO California Power LLC v. California Independent System
Operator Corporation
Docket No. EL0Z-18-D00
Dear Secratary Boergers:

Enclosed for filing please find the Anawer of the California Independent

System Operator Corporation o the Complaint of NEQ California Power LLC,
submifted in the above-captioned docket.

Two additional copies of the enclosed filing are alse provided to be
time-stamped and returned to our messenger. Please contact the undersigned
with any questions. Thank you for your assistance in this matter.

Respectiully submitied,
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Zﬂoﬁéﬁfﬂ % /f’};’,f .rm’/&d_e:_.f
Dawid B. Hlﬁf

Bradley R. Millauskas

Swidler Berlin Sheraff Fredman, LLP

3000 K Streat, WY
VWashington, D.C. 20007
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ORIGINAL
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UNITED STATES OF AMERICA & S
BEFORE THE Rep £ Py :
FEDERAL ENERGY REGULATORY COMMISSION "‘34;35;.; e s
Corivg,
¥
5
MEO California Power LLC, , Ty
)
Complainant, }
)
¥. ] Docket No. ELO2-18-000
)
California Independent System |
Operator Corporation, |
}
Respondent. }

ANSWER OF THE CALIFORNMIA INDEPENDENT SYSTEM
OPERATOR CORPORATION TO COMPLAINT OF
NEO CALIFORNIA POWER LLC

L INTRODUCTION

Fursuant to Rule 213 of the Commission’s Rules of Practice and
Procedure, 18 CF.R. § 385213, the California Independent System Operatar
Corporation (1507} submits this Answer to the Complaint Requesting An Order
e Compel and Show Cause Or, In the Alternative, An Evidentiary Hearing With
Fast Track Processing ("Complaint™) submitted by NEO California Power LLC
("NEQ California™) in the above-referenced proceeding on Movember 13, 2001,

NED California requests that the Commissien require the IS0 “immediately to

' Capitalzed terms nol atberwise defined herein ane defined in the Master Defintans

ETED, |
DOCKETED
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pay for capacity already sold, to comply with the July 12 Order® and provide
MEQ California with a creditworty buyer or assurance of payment for futura
tramsactions, to show cause why it has nol wiolated the Commission's orders and
its tariff, and to suspend NEO California’s obligations under the [Summer
Reliability Agreements ("SRAs")] until the Cal 150 complies with the July 12
Order and the Cal ISO's tariff.” For the reasons described below, the
Commission should find that the relief NEO California requests was already
granted through the 150's compliance with the Commission’s November 7, 2001

Order ¥ and that NEQ California’s Complaint shoukd therefare be denied.

Il BACKGROUMND

On August 24, 2000, the 150 issued a Request for Bids seeking proposals
to provide 3,000 MW of new generation of peaking capacity. Afer reviewing the
responses, the 150 Governing Board, at its October 4, 2000 meeting, authorized
IS0 management to enter into such agreements for approximately 2,045 MW of
additional generation at an estimated total cost not to exceed $255 million per
year, The IS0 accordingly entered into certain SRAs, including the SRAs with

MNED California, and filed them with the Commissian for informational purposes

? San Nego Gas & Elscinc Company v Salers of Enargy andg Anciiany Sanvicss fnip
Marials Cparsted by the California ndependant System Opermatar aad the Caiforua Power
Exchange, 38 FERC 181,051 (20011

Camplainl at 12

Calfornia Independent Sysfem Operaior Covporsdion, 7 FERC 181,151 (2001)
"Movember 7 Cindes™)

4
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on January 10, 2001 The Commission accepted the information filing in Docket
Mo, ER01-22%-000 by letler order dated February 8, 2001

The SRAs require the 150 to make B0% of the foed capacily payments
maonthly in each summer month (June throwugh October) and to true-up the
penalties and offsets with the remainder of the Fized Charge after the last month.
On March 30, 2001, the 150 Governing Board directed IS0 management to
recover costs incurmed under the SRAs as described in the 150 Tanff Section
2.3.5.1.8, which states that, except az otherwize provided, "all costs incurred by
tha ISO . . . shall ba charged to each Scheduling Coardinatar pro rala based
upon the same proportion as the Scheduling Coordinatar's metered hourly
Dremand {including exports) bears to the total metered hourly Demand {including
exports) served in that hour”

When the 150 entered info the SRAs with NED California in Movamber
2000, all Scheduling Coordinatars, including Pacific Gas and Electric Company
"PG&E") and Southem California Edison Company ("SoCal Edison”) met the
crediteonhiness standards of the 1S0 Tarff. Subseguently, the extracedinary
events in the California electricity market resulted in credit downgrades and
payment defaults by PGEE and SoCal Edison in January 2001,

On February 14, 2001, the Commisslon issued an order concerning the
IS0's proposed Amendment No. 36 and the creditworthiness provisions of the

IS0 Tarfl* The Commission required the 15O to ensure credit support “for that

| The 150 and NEC Califomia erfered into byvo SRAS, one corcerning 1he Chowchilla il
genesating plant, @nd the other concerning the Rersson Junchon {a.k 3. "Red Bluff) genesahng

lark
P Califarmia indapandent Syslem Operafar Corparation, B4 FERC 81,132 (2001)
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portion of power that i not salf supplied by [PGAE and SoCal Edison).” Ina
subsequent order issued on May 25, 2001, the Commission stated that it had
“previously ruled that generators are entitled to assurances of payment for all
energy they provide through the IS0 and hals) directed the 150 to ensure the
prasance of a creditworthy counterparty for all power that any third-party
suppliers provide to PGAE and SoCal Edison.™

In exchange for the monthly fixed capacity payments, the SRAs gave the
IS0 the right to call on the generation under these agreements to produce
energy up to 500 hours during peak times June through Ociober, The SRAs did
not call for the 150 to pay the owners for energy produced at the 1S0's request.
but instead directed that the owners sell the energy requested to another market
participant and, fo the extent possible, schedule these sales in the forward
markets. While the SRAs did not include energy payments, the IS0 did, in early
February 2001, seek to have the California Department of Water Resources
{"DWRT), which, at that time, was serving as a creditworthy backer of 150 real-
time energy purchases on behalf of PGAE and SoCal Edison, back the SRA
capacity payments. Of the 30 SRAs, the 150 executed 14 agreements with
D'WR and either suspended or terminated the SRAs. One project was cancelled,
7 SRAs were terminated because the units were not built, and the remaining 8
SRAs are with the IS0, On June 8, 2001, howevar, DWR wrote a letter io the

IS0 stating that DWR would “not be responsible or liable for any monetary

M. at 51,511

280 Dego Gas & Electne Company . SeNers of Enargy and Ancilary Sendces ila
Markais Operaled by the Calfomia indepandenl Sysfem Cperstor and the Calfarmia Power
Exchanga, 95 FERC 61,275, at 81,872 (2001) [amphasis added),
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abligations arising under any IS0 Summer Refiability Agreement to which the
Department is not a party and which has not heretofore been superseded by a
bilateral contract entered into by and between the Department and an Owner.™
While a numiber of enfities with SRAs entered into agreements with DWR and
consequently ferminated their SRAs, NED California elected nof to do 50,

On June 13, 2001, NEQ Calfornia's Chewehilla || plant bagan commercial
operations, The 150 has provided invoices far payments due NEQ Califarmia in
accordance with the procedures outlined in July 6. 2001 and July 25, 2001
notices o Market Participants." Under Section .4 of the SRA. the 150's
obligation to make any payments was expressly conditioned on the 1S0's
recovery under the 150 Tariff of costs it invoices under the agreement. Both
FPGE&E and SoCal Edison defaulted on payments, and so NEO California
racaived only its pro rata share of the actual payments made.

On November 7, 2001, the Commission issued another arder concermning
the creditworthiness requirements. In the November 7 QOrder, the Commission
concluded that:

[Blecause DWR has assurmed respansibility for purchases by the

IS0, and because DWR functions as a Scheduling Coordinatar for

this net short position of PGEE and SoCal Edison, DWR must

abide by the requirements of the IS0 Tanff and the Scheduling

Coardinator Agreement. For this reason, we disagres with the

I50's argument that under the Tariff, it is required to send invoices

to PG&E and SoCal Edison — rather than DWR - for generation it

dispaiches to serve their respective loads. The 150 s obligated
under its Tariff to invoice, collect payments from and distribute

Tu A copy of the letter s included as Exhibit G to the NEQ Califomia Complaint

Copies of he market notices ara pravided a3 Altachments & and B 1o this responsa. &s
axplainad balow, the precedures contained in the market ratices demonst-aie that NEG
California's concerms regarding the relationship beswaen e payment provisians of the 5845 and
the paymant timefines under the 150 Tariff are urfounded.
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paymeants to DWR, as the Scheduling Coordinatar far all seheduled

and unscheduled trangactions made on behalf of DWER, including

transactons whera DWR sarves as tha cradibworthy countarparty

for the applicable portion of PGAE's and SoCal Edison's load, '’
The Commizsion also determined that:

DWR does not have unilateral discretion to determine the rates for

purchases it makes on behalf of PGAE and Solal Edison and

instead must accept and pay the rates sat by this Commission. If

DWR disagrees with these rates, it may challenge the rates through

an appropriate filing with this Commisssan.'?

As explained below, the 150 believes that the Commission’s November 7
Order moots MEO California's complaint, The 150 has billed DWR for all
charges applicable to the net short loads, incleding the propes allocation of SRA
charges, Once payment is received from DWR, the funds will be disbursed in

accordance with the SRAs and the 150 Tandf

. ANSWER
A.  NEO California’s Complaint Has Been Mooted By the
Commission's November 7, 2001 Order and the I50's
Compliance With That Order
Although the NEC California Complaint discusses the Movember 7 Order
in regards to crediworthiness requiremants, the Complaint fails to recognize the
impact the Movember ¥ Order has on the relief requested in the Complaint. The
IS0 has complied with the reguirement in the November 7 Order that the 150
imvaica CWH for amounts due, including transactions where OWR = the

creditworthy counterparty for the applicable partion of PGAE's and SaCal

. i gt 61,655 [cation crithed),
! i, al 81,680
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Edisan's Load."”? The Navember 21 Compliance Filing explained that the IS0
has invaiced DWR; the mvoice included charges for SRAs. The 150, in
complying with the Movember 7 Order, has dane all that is within the 1S0°s power
to ensure that enfifies to which payments are due — including NEQ Califarnia —
receve thoss payments. However, it has not yvet received them. Thus, NED
California is incormect in arguing that “[tlhere is no vald reason why, if invoices o
all Scheduling Coordinators were Bsued, the Cal 150 would not have sufficient
funds to pay NEQ California ™"

Moreower, NEO California does not give sufficient consideration to the
provision in Article 9 of each SRA, which explaing that:

The: 1S0's abligation to make any payments required wnder this

Artficle 8 is expressly conditioned on the [S0's recovery under the

IS Tariff of costs # incurs under this Agreement.’”
Again, the 150 has provided the necessary invoices, but has not recaived
payrment of the amounts contained in the invoices. The 150 is sympathetic to the
concerns of entities, such as NED California. that seek payment of amounts
awad, and the |50 will provide them with payment as soon as it receives those

aAMmaunts,

B. The Payment Provisions of the SRAs and the IS0 Tariff Are
Consistent With One Another

Contrary to the assertions of NEQ Califarnia, " the payment provisions of

the SRAs are entiraly consistent with the 150 Tanff. The procedurna for billing

! Sea 150 Complanca Filing, Decket Nos. ERD1-3013-000 and ERO1-885-008 (Mov. 21,
2001 ) MMovermber 21 Comgliance Filing”)
" See Complaint at 23
3 See Secton 94 of the SRA batween the 150 and NED Califarnia coneerning the
Ehowehilla 1l generating plant, included as Exhibit A 1o the NEQ Calforna Complaint

o0 Complair &l 20.25
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under the SRAS is that bifting is done on an estimated basis, and the bills are
subsequently irved-up in accordance with the amount of actual funds available
Dnoe payment & recedhved, it is disbursed in accordance with the terms of the
IS0 Tariff. However, as explained above, the 150 has not received full payment
for the SRAs, and so has not been in a position to apply the disbursement
provisions of the IS0 Tarifl to fully compensate the SRA haolders, Thare iz no
inconsistency batwean the billing procadures under the SRAs and the terms of
the |30 Tarff, the point in the process in which the terms of the IS0 Tariff are 1o
be applied has simply not been reached with regard to amounts under the SRAs

that are sfill due

. CONCLUSION
Wharefare, for the reasons described above, the requests for relief

contained in the Complaint filed by NEQ California should be denied.

Respectfully submitted,

s B Polbiniry” Boradlhy 72 Wiinih,

Charles F. Robinson David B. Rubfn

Margaret &. Raostker Bradley R Mikauskas

The California Independent Swidler Berlin Shereff Frisdman, LLp
System Operator Corporation 3000 K Street, MW, Suite 300

151 Blue Ravine Road Washington, D.C. 20007

Folsom, California 95830 Tel: (3)2)424-7500

Tel {816} 351-4400

Datad: December 3, 2001
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ATTACHMENT A
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. Miliauskas, Brad
From: CRCommunications [CRCommunications@eaiso com)
Sant: Friday, July 06, 2001 2-16 PM
Tan: 150 Markat Particpants; S5C Setlemants Contacts; TSWG
Subject: CAISD NOTIFICATION - NEW CHARGE TYPE |:ﬂ'|' 1123) Summer Reliability Canfrac
Capacity PaymentiCharge
Importance: High
Market Fanicipants:

= Summer Reliability Contract Capacily PayrentiChargs
= Charge Typs 1120
=

= To asslst in meeting the peak damand conditions during the sumimer period,
= tha California Independant Syatam Oparabor contracted lor few ganarslion
= through the Summer Reliability Agreements (SRA). On March 30h the 150
= Board direcled management bo recdver Gosls incurmed under the Summes

= Reliability Agreemants as provided in the S0 Tanff Saction 2.3.5.1.8.

=

= The SRA Fized Chargpe armounts will be charged through Charge Type 1120
= |Swnmer Rekabilty Conlract Capacity PaymantiCharge) on the Praliminary
> stalement fior the last day of the Trade manth before payment is due. The

= 150 will charge the market based on an astmate of the matared Demand

= (including Exports). This will be the manth just prior 1o the actuat

= piling month. For example, the June 2001 changes will be antered on e

= Predmanary Stetement for Trade Date 503101, The SRA charges will then

* pa adusied ncluding panalbes and ofesls on the Final stabemand for

= Trade Date /30001 (the |ast day of each actual biling manth) 1o match

= aclual charpes calculated based on melered Demand (ncluding Exparts)

E

= Tha first charge for June 2001 will app=ar on the Preliminary Statement
= for Trade Cabe May 31, 2001. This Prefrminary Statement will publish on
= Juby 25, 2001, Adjustments for June 2001 will appear on tha Final

= E?nh“lmm for Trade Date &R0, which will publsh cn September 12,
> .

>

= CT 1120 will be & manual charge type within the Manual Line llem Racords,
> Mo siruchural changas will accur in he Specification for Sefflement

> Stabernent Files, Version 13.0c.

=

= Should you have questions, plesse contact your 150 Client Relations”
= Acoount Managear.
>

= Client Relations Communication

= CRCommunmications@icaiso, com
=

=
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ATTACHMENT B
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. Miliauskas, Bradiey
From: CGRCommunézations [CRCommunicationsi@catse com)|
Eant: Wednasday, July 25, 2001 8:29 PM
Tao: 150 Market Participants; SC Salflemants Contacts
Ce: Morrisan, Stephan; Mg, Chi-Pui Burns, Bath Ann: Woartz, Byron; Gill, Julietta; Fuller, Don;
Deluca, Tony, Baodine, Catherine; Gerber, Spance; Shata, Masoud, Sibley, Ches
Subject: CAISO Revisaed Matica - Summer Reliablity Contract Capscily Payme nliCharge

REVIZED MARKET MOTICE fram July & 2001 @ 11:184AM
Summer Relabiity Conlract Capacity PaymentCharge
Charge Type 1130 [Estimarle) and

Charge Typa 1121 {Actual)

IS0 Market Participants:

S0 Setbemeant Conlacts:

The California Independent System Operabor has contracted for peaking

genaration thraugh the Summer Relabdity Agreements (SRA) to assest in
rediability needs this summar. On 30th, 2001 the 1530

Gorverming Bosrd dirsctad Managamant bo recover coats incumed under the

Summer Rekabilty Agreements 83 provided in he 150 Tarif! Secticn

23.51.8. (i.e: "al costs incurred by he 150, shall be changed 1o

each Scheduling Coordinator pro rata based upon the same proporticn as the

Seheduling Coordinators metered haurly Demand (including exports] baars to

tha total metered howrdy Demand (inchding exports] in st howr.")

The SRAS reguire the 150 to make the manlhly fixed capacity payments in each
surnimier month [June through Oclober) and then trues-up the penalties and
offsats in the last month. Two facilities with SRAs reached Commerncial

by Jure 158, 2001 and tharefore became eligible to extend their
SRA, day for day, inko November 2001,

The 150 will allzcate these charges in two phases based on two naw Charge
Typas, “Estimated Summear Reliabilty Contract Capacity Peyment/'Charge [CT
1120)," and “Actual Summer Relabiity Contract Capacity Payment'Chargs {CT
11217, To accompligh this, the 150 will allscate an estimaled charge,

based on the previows manth's matered Demand and exports (CT1120)L  Then,
in the: fpllowing month, the entire estimated chage (CT1120) will be

ravarsed and the Scheduling Cogrdinator will be charged the acteal amount
based on actual metered Demand (including exporis) (CT1121). An example of
tha aliocation process ta as follows:

1. The |50 wil allocate the SRA amownts to the Market by spplving CT

1130 |Estimated Summear Reliablity Contract Capacity PaymentCharga) on the
Prefiminary staternent for tha last day of the Trade Month preceding the

Trade Month for which payment |8 due. The estimated charges for SRA costs
{CT 1120) applicable io Trade Moenth June 2001 will be applied to the
Fredrminary Sialement for Trade Day May 31, 2001, The IS0 astimabe will be
based on the Markel Pardicipant’'s medened hourly Demand and exports from the
prior month {in this example, the metened hourly Demand and exparts for May,
2001). Charges fof CT 1120 will aleo shaw up an the Final Statamant for

Trade Date 5/31/01.

2. The |50 will then recalculate the allocation of the SRA amounts
thraugh Charge Type 1121 (Actual Sumemes Reliabilily Contract Capacity
PaymentChange) based on the Marked Pasticipant's actual metered houry
Dwsrriand and exports for the appropriate Trade Month. Acheal (CT 1121}
charges will appaar on the Final Stabemant for the last day of each actual
billing rmznth. (In the fareqoing example, the changes would appear an the
Final Statamant for Trade Date 6/30:01.) As CT 1121 appears on the Final

L
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Siptement, CT1120 will be reversad in its entingty (8.g., the 3001 Final
Sietement will inchade a reversal of the 573101 estimate) The reversal can
be idenlified by the Trade Dale for the previcus month and it will have the
opposite dolar value s the previous manth

3. Additionady, st the end of each SRA Surmmer Parked, the SRA amounts
are recaleulated o include penalies and offsets. The Actual Summer
Relability Contract Capacity Paymant'Charge (CT 1921} will be ad)uested
after the owner of tha facility with the 584 has recatved the final markat
sattlement for the Summear Perlod.

The firsi SRA charge (CT 1120, estimated charge) will ba for the Juna 200
SRA, payment and will appear on the Prelminary Statement for Trade Dete Mey
31, 2001, This Preliminary Statemant will publish on July 25, 2001,
Agjustments for Juna 2001 through ©T 1121 (based on Actual metared
Demand and exports in June) will appear on the Final Stalesment for Trade
Diate BI30/01, which will be pultlished on Sepbermber 12, 2001,

CT 1120 and CT 1121 will ba manual charge types within the Manusl Line iem
Records, Thus, no structural changes will occur in the Specification for
Seftlement Stetamant Files, Varsion 131 and you should nof need Lo make any
changes in your own sysiems. Finaly, as this s a new process it will

remain under raview and may be subject to refinement,

ﬁu.dd}w have quastions, please contact your |50 Clent Relations Account
AnageT

Chanl Relalions Communication
CRCommunicabonsiBcaiso.com
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CERTIFICATE OF SERVICE

| hereby cartify that | have this day served the foregoing document upon
each person designated cn the official service list compiled by the Secretary in
this proceeding. in accordance with the requirements of Rule 2010 of the
Commission's Rules of Practice and Procedure (18 C.F.R. § 385.2010).

Dated at Washington, D.C., this 3 day of December, 2001,

Swidler Berlih Shereff Friedman, LLP
2000 K Strest, N,
Washington, D.C. 20007
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