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Board of Governors Price Cap Resolution 8-1

Moved that: The Motion on Price Caps adopted June 28, 2000, shall be superceded by this resolution effective August 7,
2000. The SO Board makes the following findings in support of the action set forth herein:

A. State officials and agencies have strongly urged that the I SO reduce the price cap applicable to the 1SO
markets to the lowest reasonable level in an effort to mitigate the effects of price spikes on ratepayers.

B. Absent the reforms described below, such reduction in the price cap will immediately increase the difficulty of
ensuring electrical reliability in the state of California, will de-stabilize the markets for electrical power in
California and may increase the occurrence of power interruptions throughout the state during periods of peak
load, thereby harming ratepayers:

1. Entitiesthat schedule load should immediately apply for and use appropriate risk management tools, including
use of medium and long term forward energy contracts as a means to mitigate price volatility on behalf of
consumers.

2. Generators should actively seek participation with loadsin forward energy contracts as a means toward price
stabilization for consumers. Furthermore, generators should bid all available capacity in existing markets,
particularly during periods of high load.

3. Regulatory agencies and/or the Legislature should:

a. Remove constraints on hedging opportunities for UDCs.

b. Remove constraints on participation by load in demand relief programs.

c. Enable consumersto receive real time price information, through real time metering or other enabling
technologies.

d. Expedite, within atarget period of one year, the approva of projects to build new generation and
transmission facilities where needed within California.

C. The above reforms are viewed by the 1SO to be essential to mitigate the near-term and long-term
consequences of lowering the price cap as requested;

D. The 1SO takes the action described bel ow with the expectation that the identified risks to reliability will be
mitigated through immediate implementation of the reforms described above.

Based on the foregoing findings, the |SO Board directs management as follows:

1. Temporarily to reduce capsin the 1SO real-time, ancillary services, and congestion markets to $250,
effective for the period August 7, 2000 to October 15, 2000, subject to the following:

= Such reduced cap shall not apply to OOM calls placed by management to out-of-state
generator resources.

= Such reduced cap shall not apply to the energy paymentsin the Summer 2000 Demand
Relief trial program currently in effect and shall not apply to any future demand relief
programs which may be implemented.

2. Reduce its purchases of replacement reserves and cap capacity payments at $100.
3. Urge generators to bid and/or schedule in all of their capacity in periods of high demand.

4. Urge entities that schedule load to immediately apply for and use appropriate risk management tools,
including use of medium and long term forward energy contracts as a means to mitigate price volatility
on behalf of consumers.

5. Urge generators to actively seek participation with loads in forward energy contracts as a means

http://www1.cai so.com/pubinfo/BOG/documents/motions/20000801.../pricecapresolution81.ht  8/15/00



Price Cap Resolution 8-1 Page 2 of 2

toward price stabilization for consumers. Furthermore, generators should bid all available capacity in
existing markets, particularly during periods of high load.

6. Exploreaternative meansfor suppliersto recover their investments through some form of long-term payment.

7. To send a letter to the addressees identified below:

Governor Gray Davis, State Senator Steve Peace, State Senator Debra Bowen,
Assemblyman Roderick Wright, Michael Kahn, Chairman of the Electricity Oversight
Board, and Loretta Lynch, President of the California Public Utilities Commission.

Such letter shall advise them that action to reduce the price cap has been taken, shall further advise them
of the findings set forth above and of the risks to reliability posed by the reduced price caps, and shall
urge that they take immediate action on the reforms described above.

8. Develop and circulate to the Board and to the authorities identified above by August 11 a list of proposed "action
items" that should be implemented as soon as possible in order to address the State's energy resource
deficiencies; such list should include, among other items, the actions described above in paragraph 3, and:
generation and transmission in constrained areas as well as other projects in front of the CEC that are non -

controversial.
9. Deliver a report each month to the authorities identified above describing the progress of the responsible parties

and/or agencies on each of the proposed action items.

Moved: Cotton Second: McGuire

Board Action: PASSED Vote Count: 15-6-2
B B B B B B
Barkovich || N ([Ferreira Y |[Kashiwada || Y Parquet N |White Y
Blue A |Fielder Y |[Kehrein N Roscoe N |Winter Y
Carnahan || Y |Florio Y |[Kirshner N |Smutny-Jones N |Wiseman | A
Cotton Y |Hapner Y |[[McGuire Y |Swanson X |Woychik |Y
Edwards | Y [Johanson (Y |[[McNally Y |Toenyes Y
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