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REPLY COMMENTS OF THE CALIFORNIA INDEPENDENT SYSTEM 
OPERATOR CORPORATION ON THE LOCAL RESOURCE ADEQUACY 

REQUIREMENT PHASE 1 STAFF REPORT 
 

In accordance with the scheduled established by Administrative Law Judge 

Wetzell, the California Independent System Operator Corporation (“CAISO”) 

respectfully submits the following reply comments on the Local Resource Adequacy 

Requirement Phase 1 Staff Report, dated April 10, 2006.   The CAISO is not responding 

to all of the comments filed in this docket, but rather identifying certain areas of 

agreement or disagreement with some of the parties.   

I. LOCAL RESOURCE ADEQUACY REQUIREMENTS 
 

I.A. Local Capacity Requirements 
 

 The CAISO’s comments on this topic are set forth in its 2007 Local Capacity 

Technical Analysis, dated April 21, 2006.   Moreover, the CAISO is filing, concurrent 

with these comments, an updated study based on the input received from the workshop 

held at the CAISO on April 26, 2006 to explain the study findings.   

I.B. Local RAR 
 

I.B.1 Adoption of a Local RAR Annually 
 

  



 The CAISO continues to urge the Commission to reconsider the Staff 

recommendation that a Local RAR proceeding be conducted annually. As explained in 

the initial comments, once the methodology for conducting the LCR studies has been 

established and approved in the context of this docket, there is no need to open an OIR to 

investigate that methodology each year.  Rather, a multi-year study can be provided on an 

annual basis with any necessary “true-up” to make sure that the appropriate RAR 

requirement is established for the upcoming year and future years of the study period.   

Various parties have taken a similar position and have also pointed out that a multi-year 

process would add to regulatory stability.1  The CAISO agrees that a multi-year Local 

RAR process will promote longer-term contracting and infrastructure development as 

well as promote a more efficient use of resources for all parties involved. 

I.B.2 Allocation of Local RAR to CPUC Jurisdictional LSEs 
 

 The CAISO has no further comments on this section. 
 

I.B.3 Load Forecasting and Assignment Notification of Local RAR 
 

The CAISO has no further comments on this section.  
 

I.B.4 Aggregation of Local Areas 
 

In its opening comments, the CAISO expressed concerns regarding the possibility 

of “unnecessary” procurement due to the aggregation of the Local RAR by IOU 

distribution area.  In other words, the Staff’s recommendation could result in the correct 

number of MWs procured in aggregate, but in the wrong places.  Other parties have 

raised similar concerns that a lack of procurement in certain areas could lead to higher 

backstop procurement by the CAISO, thus outweighing the administrative practicalities 

                                                 
1  Comments of Mirant California, LLC, et. al., p. 2;  Comments of Independent Generators 
Association, 3. 

  



associated with aggregating the local areas by IOU distribution area.2  Thus, the CAISO 

agrees with issues raised by PG&E3 and would encourage the Commission to consider 

some restriction on the number of MWs LSEs can procure in any one local area that 

make up the IOU distribution area.   

I.B.5 Compliance Demonstration for Local RAR 
 

 The CAISO generally supports the Staff’s recommendation on this issue and has 

no reply comments. 

I.B.6 Counting Resources for Local RAR 
 

The Commission should clarify whether or not there will be a monthly showing 

requirement for the Local RAR.  The CAISO believes the Local RAR should be an 

annual demonstration.  The CAISO is in agreement with SCE’s position that an LSE may 

not sell capacity during the periods in which the capacity is reflected in the LSE’s Local 

RAR demonstration….Otherwise, the annual Local RAR demonstration process could be 

rendered meaningless if LSEs can subsequently sell their Local RA capacity and not 

make it available to the CAISO.”4,5  

a) Counting Reliability Must Run (RMR) Condition 1 and Condition 2 

Resources for Local RAR 

As previously stated, the CAISO wants to see an established annual Local RAR 

demonstration and the replacement of RMR with a single backstop procurement 

                                                 
2  Comments of Constellation Energy Commodities Group, et. al., 6 
3  Comments of Pacific Gas and Electric Company (U 39 E) on Phase 1 Workshop Report Issues, 
4,5. 
 
4  Comments of Southern California Edison Company (U 338-E) On Advisory Staff Workshop 
Report, 21 Apr 06, p. 2.  
5  PG&E also effectively captures this point in their comments that “the LSE must uphold its 
obligation for the full extent and period identified in the demonstration, and not sell, trade, default, or 
otherwise undermine the intended availability of the resource; Comments of PG&E (U 39 E) On Phase 1 
Workshop Report Issues, 21 Apr. 06, p. 7. 

  



methodology by 2008.  TURN, in its comments, addresses the practical reality and 

difficulty of “crediting” RMR capacity due to the fact that “RMR contracts will not yet 

be determined at that point,”6 i.e. before LSEs must produce their year-ahead showings.   

This is a conundrum and it cannot be remedied by the CAISO “fast tracking” the 

RMR process.  The CAISO is unable to “fast track” the RMR process because the 

timeline is dictated by the terms of the Pro Forma Must-Run Service Agreement (“RMR 

Agreement”) which is further predicated on established FERC filing timelines.  Thus 

there is no practical way to alter the RMR timeline because any delay, even if all parties 

to the RMR Agreement agreed to different terms related to process and timing (an 

improbable outcome in itself), would create a situation in which parties to the RMR 

Agreement are unable to comply with FERC rules and regulations for filing their rates.   

Presented with this challenge, the CAISO suggests that one possible solution 

provides a reasonable balance to the timing issues and enables benefits to all parties. The 

critical timing problem is finding a means to enable the CAISO to incorporate RA 

designated units into the RMR designation process.  The CAISO believes the 

Commission should consider an acceleration of the year ahead reporting deadline by one 

week to allow the CAISO to fully consider the procurement results of LSEs prior to 

making RMR designations.  Thus, in 2006, the Commission would move its year-ahead 

RAR showing to the week prior to October 1st, i.e. to September 25, 2006, which will 

result in the RMR process better coordinating with the Commission’s RAR program.7 

                                                 
6  Post Workshop Opening Comments of The Utility Reform Network, 21 Apr. 06, p. 11. 
7  The Pro Forma Must-Run Service Agreement Section 2.1 (b) states the “ISO may extend the term 
of this Agreement for an additional calendar year as to one or more Unit by notice given not later than 
October 1 of the expiring Contract Year.”  To accommodate the RMR Agreement extension requirement, 
the CPUC’s year-ahead Local RAR showing would need to occur on or before September 25, 2006 rather 
than the proposed Oct 2, 2006 showing date. 

  



Every September, the CAISO Board grants the CAISO the authority to extend 

existing RMR contracts and/or sign new RMR contracts.  Per the RMR Agreement, the 

CAISO must notify owners of existing and newly designated RMR resources by no later 

than October 1st.  This provides the RMR owner one month to prepare their FERC filings 

due by November 1st, and allows FERC 60-days to rule for a January 1st implementation.  

By moving the year-ahead showing to one-week prior to October 1st, the CAISO would 

have time to consider and incorporate those units with an RA designation before 

committing to an RMR contract.   

To further coordinate the CAISO RMR process with the Commission RAR 

program, the CAISO would propose the following clarifying points for LSEs to use in 

meeting the CPUC requirements: 

For Local RAR: 

• All RMR resources count toward the Local RAR for 2007.8  

However, LSEs will need to reflect additional resources to ensure 

they are meeting System RAR requirements.  

At the Year-ahead System RAR showing: 

• RMR resources do not count toward the System RAR (thus not 

incorporated as part of 90% demonstration)9. 

                                                 
8  It is important to note, as of the CPUC’s year-ahead Local RAR showing date of October 2, 2006, 
the condition (Condition 1 or Condition 2) each RMR Unit will operate under is not known.  Per the Pro 
Forma Must-Run Service Agreement, Section 3.2 (a)-  “Owner may, from time to time, transfer from one 
Condition to the other Condition….  If transfer is to become effective at the beginning of a Contract Year, 
Owner shall provide ISO at least 30 days prior notice of the transfer.  For a transfer to become effective at 
any other time, Owner shall give ISO notice at least 90 days prior to the transfer.”  Thus for the January 1st 
effective date, Owners must notify the CAISO of an intent to transfer between conditions by December 1st 

prior to the next contract year.  This date is 60 days after the proposed year-ahead Local RAR showing 
date. 
9  CAISO recommends not counting any RMR in the year ahead showing for two reasons: 1) 
Condition 1 should not count absent an RA contract and it will not be possible to determine which 
Condition Units will be operating under by the year-ahead showing date; 2) not counting any RMR 
resources in the year-ahead time frame leaves open the possibility that a Condition 2 unit could transfer to 
Condition 1 prior to the month-ahead showing date and, thus enter into an RA contract to count toward 
meeting the final RAR. 

  



At the Month-ahead System RAR showing: 

• RMR units that have elected Condition 2 status may count toward 

System RAR10 

Moving the year-ahead showing date ahead by one week to September 25, 2006, 

may help address PG&E’s concern that “LSEs, seeking least cost means to meet their 

requirements, would thus be likely to procure less effective resources.  Those less 

effective resources will not displace RMR contracts, as the CAISO will not have time to 

evaluate their effect prior to entering RMR contracts.”11  Given the timing and sequencing 

of the CAISO’s RMR process, by August 2006, LSEs should have a good indication of 

which units the CAISO proposes to designate as RMR resources.  LSE’s could then enter 

into a resource adequacy contract with any of these units up to the Commission’s annual 

LCR demonstration date (proposed September 25, 2006).  Such an advance of the 

showing date would allow the CAISO to consider the RA contracts prior to finalizing its 

determination to extend existing RMR Contracts by October 1, 2006, or execute new 

RMR contracts.   

AReM finds the CAISO’s rationale that RMR Condition 1 resources cannot be 

dispatched for System RAR is irrelevant.12  CAISO is very concerned that AReM has 

taken general references to RMR and mischaracterized them in a manner that creates the 

potential for reliability deficiencies in the Commission’s RAR program. For instance, 
                                                 
10  By the month-ahead showing dates, the CAISO will know with certainty which Condition the 
RMR Units have elected for the applicable showing month.  CAISO will know which units are designated 
Condition 1 vs. Condition 2 by either December 1st for January 1st or 90-days prior to a transfer to a 
different condition during any other month during the year.  Thus the CAISO could inform the CPUC 
approximately 2-months prior to a month-ahead showing how many MWs in any PTO service territory is 
under RMR Condition 2.  Such notice must be provided on a confidential basis pursuant to the non-
disclosure agreement associated with the applicable RMR Agreement as required by Article IX of the First 
Stipulation and Agreement for RMR filed with FERC on April 2, 1999, in Docket No. ER98-441, et.al. 
11  Comments of Pacific Gas and Electric Company (U 39 E) on Phase 1 Workshop Report Issues, 21 
Apr. 06, p. 8. 
12  Opening Comments of the Alliance for Retail Energy Markets on the Energy Division Staff 
Workshop Report, 21 Apr. 06, p. 14. 

  



AReM references Staff’s statement, “[r]esources that count towards meeting Local RAR 

will also count towards meeting System RAR.”  The CAISO believes AReM has taken 

Staff’s statement out of context and clearly does not understand the dispatch limitations 

imposed by the RMR Agreement on RMR units. 

As the CAISO has previously stated, the RMR Agreement has inflexible dispatch 

rights.  Taken from the RMR Agreement, an RMR Dispatch Notice for energy can only 

be issued for purposes of meeting local reliability needs or managing intra-zonal 

congestion.  In addition, the CAISO may not issue an RMR Dispatch Notice to fill a need 

for imbalance energy.13  Clearly, RMR is an inferior product relative to what the CAISO 

expects from RA capacity and such dispatch limitations, as illustrated, are not 

contemplated for energy associated with RA capacity. 

Finally, the CAISO proposes the respective regulatory agencies and stakeholders 

work to develop a backstop procurement methodology that will extend beyond 2007 and 

replace the need for RMR contracting in 2008 and thus eliminate the current 

misalignment between the functions of RMR and RA.  

b) Dispatchable Demand-Response Resources 

 
The CAISO concurs with Constellation’s recommendation that if the Commission 

is going to count demand-response resources toward the Local RAR, then such resources 

must be dispatchable by the LSE by location.14  

                                                 
13  Per the Pro Forma Must-Run Service Agreement Section 4.1 (b) ISO’s Right to Dispatch- 
“[RMR] Dispatch Notices for Energy… shall be issued solely for purposes of meeting local reliability 
needs or managing intra-zonal congestion….ISO may not issue a [RMR] Dispatch Notice to fill a need for 
imbalance energy (emphasis added).”  Also, per Section 3.1 (ii) Conditions Under Which Units Will 
Operate-  “A Unit under Condition 2 shall not participate in a Market Transaction when ISO has not issued 
a Dispatch Notice for the Unit.” 
 
14  Comments of Constellation Commodities Group, et. al., 9 

  



 

c) Distributed Generation (DG) 

 
The CAISO has no further comments on this section. 

d) Effectiveness Factors and Counting Resources Outside the Defined 

Local Area 

The CAISO has addressed effectiveness factors in the 2007 LCR Study and in its 

initial comments and has no further comments regarding this issue.  

 
I.B.7. Evaluation of Compliance Demonstrations and Actions Taken 

Due to Non-Compliance with Local RAR 
 

a) CAISO Evaluation 

The respective roles of the CAISO and the Commission relative to grid reliability 

and service reliability were discussed in the CAISO’s initial comments and the 2007 LCR 

Study, and no further comments are required on this topic.  While some commenting 

parties had continuing concerns about the level of CAISO backstop procurement, such 

backstop procurement measures will be taken only to achieve Applicable Reliability 

Criteria consistent with the level of service reliability established by the Commission. 

b) CPUC Evaluation 
 

The CAISO has no further comments on this section. 

 
I.B.8. Joint IOU’s Transfer Payment Proposal 
 

If SCE’s statement has been interpreted correctly, the CAISO could not support 

SCE’s position that the local area attribute would count towards an LSE’s System RAR.15  

The CAISO supports the local area attribute counting toward the Local RAR but not the 

                                                 
15  Comments of Southern California Edison Company (U 338-E) On Advisory Staff Workshop 
Report,  
 7. 

  



System RAR.  The conveyance of the local area attribute does not parlay into physical 

capacity.  An over-procured LSE in a particular local area is likely counting on the “over-

procured” capacity to satisfy its own System RAR and, therefore, the CAISO would be 

concerned about possible double counting.  The transfer of the local area attribute merely 

allows an LSE to procure its total RAR from anywhere within the system, but it in no 

way lowers the LSE’s System RAR obligation or eliminate the need to buy physical 

capacity to satisfy the System RAR.  Therefore, to count for System RAR, LSEs would 

need to contract with physical resources, independent of the transfer of a local area 

attribute.  

With the caveat noted above, the CAISO supports the concept of transfer 

payments as an interim mechanism until such time as market-based transfer mechanisms 

are developed.  Other parties have expressed similar reservations.16  

 
I.B.9. Enforcement and Penalties for Failure to Meet System or 

Local RAR Obligations 
 

The CAISO agrees with TURN’s position that a General Order (“G.O.”) on RAR 

penalties may be untimely given a January 2007 implementation of the Local RAR.  As 

such, the CAISO also would support the Commission’s adoption of an interim Local 

RAR penalty that would be superseded by a final G.O. on RAR penalties.   

I.B.10. Market Power 
 
 The CAISO has no further comments on this section. 
 
 
 

                                                 
16  Mirant California, LLC., et.al., note that: “It makes much more sense to effectively encourage 
bilateral transactions at this time and to focus resources on establishing a capacity market mechanism that 
can facilitate the kind of trading envisioned in the transfer payment proposal.”  Comments of Mirant 
California, LLC. et. al., 7. 

  



 
 

I.B.11. Waivers 
 
 

                                                

As noted previously, the CAISO does not agree that a waiver process should be 

developed for many of the administrative reasons set forth in the Staff Report.  Several 

parties have supported the notion that waivers be considered in a situation where an LSE 

is unable to meet its RAR requirements due to alleged market power.  Under such 

circumstances, the deficient LSE, whether justified or not, will be allocated the cost of 

any necessary CAISO backstop procurement.  Consequently, should the Commission 

consider waivers of any Commission-imposed penalties, the CAISO would again note 

that waivers should be granted on an “ex-ante” basis to the maximum extent possible. 

II. TRADABLE CAPACITY PRODUCT 
 
II.A. Workshop on March 27, 2006 
 

II.A.1. Issue 1: Forced Outage Impact on Qualifying Capacity 
 
 Parties appear in general agreement as to the basic treatment of forced outages 

and the future role of the CAISO in establishing generator performance standards.  

However, the comments of WPTF and Mirant/NRG warrant particular emphasis and are 

consistent with comments the CAISO has previously submitted to the Commission.  Both 

parties note that reliance on monthly, rather than annual, peak loads could negatively 

impact the effectiveness of the current RA program design.  One such problem relates to 

accounting for scheduled outages.17  

WPTF underscores that the Commission’s adopted planning reserve margin “only 

account[s] for average forced outage rates, not scheduled outages.”  Accordingly, WPTF 

 
17  In addition to issues related to planned outages, Mirant/NRG notes that use of monthly peak loads 
may 1) result in consumers not getting their money’s worth out of the capacity they buy and 2) increase the 
complexity, uncertainty, risk and associated costs of resource adequacy transactions.  (Mirant/NRG at 11.)  

  



notes that “since the reserve margin is based on a monthly peak load and scheduled 

outages almost exclusively occur in the off-peak months, the situation has arisen whereby 

insufficient capacity may be available to cover scheduled maintenance.” (WPTF at 7.)  

To accommodate this potential deficiency in available capacity, and the resulting need for 

the CAISO to resort to its backstop procurement, the CAISO previously petitioned to 

raise the non-summer planning reserve margin to 23%.   The potential need to adjust for 

an off-peak season is especially justified given the increased variability in peak demand 

during shoulder months.  Thus, the CAISO requests that the Commission remain open to 

evaluating the need to adjust the off-peak season planning reserve margin in 2007 based 

on the experience gained in 2006 and schedule this issue for a future phase of RAR 

development.   

II.A.2. Issue 2: Derates and Qualifying Capacity 
 
 The CAISO has no further comments on this section. 
 

II.A.3. Issue 3: Penalties for Non-Performance 
 

The CAISO has no further comments on this section. 
 

II.A.4. Issue 4: Maintenance and Repair Obligations 
 
 SCE notes that Commission G.O. 167 does not apply to all generators, but 

believes its “General Duty Standards for Operations and Maintenance” should be 

incorporated as the maintenance obligation common to all suppliers providing resource 

adequacy capacity under a standard product.  (SCE at 14.)  Constellation concurs that 

G.O. 167 sufficiently addresses concerns regarding generator maintenance.  However, 

Constellation is unwilling to advocate extension of the G.O. 167 standards through the 

tradable capacity product to generators not otherwise subject to its provisions.  Instead, 

  



Constellation believes any “LSE with concerns about the maintenance or repair of the 

unit [should] seek to impose a requirement through bilateral contract.”  (Constellation at 

18.)  WPTF believes “good utility practice” under the CAISO Tariff and compliance with 

applicable laws, regulations and standards (e.g. FERC, NERC, and WECC standards).  

(WPTF at 13-14.)  The effect of WPTF’s formulation also appears to limit extension of 

G.O. 167 through the tradable capacity product to currently uncovered suppliers. 

 The CAISO does not support Constellation’s suggestion.  It is inconsistent with 

the creation of a uniform product and it may impair the liquidity of any standard product 

and the role of market intermediaries.  If the Commission does elect to adopt the G.O. 

167 standard as a standard contract provision, it should clarify that by selling capacity 

under the standard product, the supplier is not consenting to Commission jurisdiction 

over generators not otherwise subject to General Order 167.  

II.A.5. Issue 5: Bulletin Board and Centralized Title Clearing 
 
 SCE notes that a title clearing mechanism will be important to address potential 

overselling of RA capacity and that incentives to procure oversold capacity, such as pro 

rata cuts, should not be adopted.  The CAISO does not dispute the value of bulletin board 

or centralized title clearing mechanism in addressing SCE’s concerns, but in the interim 

period the existence of a warranty in the contract that the capacity is not oversold should 

be sufficient.  This is especially true if overselling of capacity not only leads to 

compensation from the generator to the LSE, but also is an event of default under the 

contract. 

 

 

  



II.A.6. Issue 6: Clarity on Import Requirements 
 

 The total import capacity capable of allocation to California LSEs is a function of 

the physical characteristics of the integrated transmission grid.  As such, the CAISO 

agrees with SCE that, to the extent the issues related to import allocation involve the 

relative capacity capable of being reserved for CPUC jurisdictional and non-jurisdictional 

LSEs, those issues are appropriately addressed in the context of the CAISO’s pending 

FERC tariff filings.  However, the CAISO readily acknowledges that its role in the initial 

determination process should be consistent, to the maximum extent possible, with the 

Commission’s rules regarding long-term priorities, such as “evergreening.”  Therefore, 

the CAISO encourages the Commission refine the applicable rules, if necessary, at the 

earliest possible time in this proceeding.  

II.A.7. Issue 7: Creditworthiness 
 
 The CAISO has no further comments on this section. 
 

II.A.8. Issue 8: Intermediaries 
 

The CAISO has no further comments on this section. 
 

II.A.9. Issue 9: Pooling of Assets and Substitution 
 
 SCE and PG&E support the CAISO’s general proposal regarding substitution.  

The CAISO agrees with PG&E’s clarification that allowing unit substitution will affect 

the ability of the CAISO to evaluate efficacy of LSEs’ aggregate local procurement in the 

year-ahead timeframe.  Under the current understanding of the Local RAR proposal, only 

units identified in the CAISO’s Local Capacity Technical Analysis as within a particular 

local capacity area will “count” towards satisfaction of the need for that local area.  

However, the CAISO will consider other units procured by LSEs outside the local 

  



capacity area when reviewing the efficacy of the overall portfolio secured by LSEs for 

purposes of assessing the need, if any, for the CAISO to take reliability backstop 

procurement actions. As such, the CAISO agrees that the “busbar” rule for substitution is 

appropriate for local area resources and that substitution of system resources should be 

permitted up to the month-ahead showing for system resources, except for those system 

resources that the CAISO may have relied upon, and identified, as affecting its local 

reliability backstop assessment.  Until a scope of potential system substitution is know, 

the CAISO agrees with SCE that such system substitution must be submitted to, and 

authorized by, the CAISO prior to the month-ahead showing.  This should be 

accomplished at least 2 weeks prior to the date the month-ahead report is due. 

 WPTF commented in support of adopting the specific procedures for pooling 

assets employed by the NYISO to meet capacity requirements.  The NYISO allows the 

creation of a “System Resource,” which is defined as a portfolio of unforced capacity 

provided by resources in a single ISO-defined locality, i.e., Long-Island or New York 

City, or a single external control area.  (See NYISO Installed Capacity Manual at § 4.10.)  

The Commission’s current rules allow for a similar aggregation of resources located 

outside the CAISO Control Area.  However, as noted in the TCP Report, the CAISO will 

consider pooling/portfolio resource adequacy resources in the context of its future MRTU 

design changes.  Prior to MRTU, the CAISO cannot support WPTF’s comments given 

the absence of an integrated day-ahead market, and the CAISO’s current reliance of its 

Must-Offer Waiver Denial process to commit Net Qualifying Capacity from resource 

adequacy resources.  

 
 

  



  

II.A.10.  Issue 10: Regulatory Uncertainty 
 

The CAISO has no further comments on this section. 
 
III. IMPLEMENTATION ISSUES 

 
III. A. Filing Guide and Templates 

 
The CAISO has no further comments on this section. 

 
III. B. Maximum Cumulative Capacity Buckets 

 
The CAISO has no further comments on this section. 
 
III. C. Accounting for Transmission Losses 

 
The CAISO has no further comments on this section. 

 
III. D.  Process for Resolving Discrepancies 

 
The CAISO has no further comments on this section. 
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