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October 3, 2003

The Honorable Magalie Roman Salas
Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re: California Independent System Operator Corporation,
Docket No. ER01-889-__

Dear Secretary Salas:

The California Independent System Operator Corporation (“1S0”)"
respectfully submits six copies of this filing in compliance with the Commission’s
November 25, 2002 “Order Setting Issues for Hearing, Denying Rehearing,
Clarifying Creditworthiness Requirements, and Accepting in Part Compliance
Filing,” 101 FERC 1] 61,241 (2002) (“November 25 Order”), issued in the above-
referenced docket.

L BACKGROUND

In an order issued on February 14, 2001 (February 14 Order), 94 FERC |
64,132 (2001), the Commission required that a creditworthy buyer exist for all
energy delivered to the loads throughout the ISO Control Area. Because neither
Pacific Gas & Electric (‘PG&E”) nor Southern California Edison (“SCE”)
(collectively, the “UDCs") had sufficient resources to satisfy their load service
obligations, the Commission required these companies to obtain a creditworthy
party for their net short position. On April 13, 2001, the CAISO posted a "Market
Notice Re Credit Issues" on its website in which it stated that the California

! Capitalized terms not otherwise defined herein are used in the sense given in the Master

Definitions Supplement, Appendix A to the ISO Tariff.



Department of Water Resources (‘DWR”) would "assume financial responsibility
for all purchases by the CAISO in its ancillary services and imbalance energy
markets based on bids or other offers determined to be reasonable."

In response to a motion filed by a group of California Generators, the
Commission issued an order on November 7, 2001, 97 FERC 161,151 (2001)
(“November 7 Order”), in which it found that, although DWR represented that it
was the guarantor of transactions for the non-creditworthy UDCs, DWR had yet
to pay for the net short positions of the UDCs. Therefore, the Commission
ordered the I1SO to invoice DWR for all transactions that it had entered into on
behalf of PG&E and SCE within fifteen days of the date of that order. On
November 27, 2001, the ISO submitted its compliance filing pursuant to the
November 7 Order.

In early 2002, two California generators, Dynegy and Reliant, both filed
motions with the Commission alleging that the ISO had misapplied the funds
received from DWR by applying the DWR payment for the month of January,
2001 to the outstanding market debts for that entire month, rather than to debts
incurred for the period January 17-31, 2001 (the period for which DWR had
assumed financial responsibility for the net short position of the IOUs). Dynegy
and Reliant argued that the 1ISO should be directed to reallocate the DWR
payments for the period January 17-31, 2001 to the parties who actually sold
power during that time period.

In an order issued on November 25, 2002, 101 FERC {] 61,241 (2002)
(“November 25 Order”), the Commission found that the ISO had “misapplied the
payment it received from DWR for the period January 17-31, 2001 when it used
this payment to pay the outstanding debts for the entire month of January 2001.”
Id. at p. 16. The Commission directed the CAISO to “reallocate its pro rata
disbursements for the entire month of January 2001, and disburse funds from
DWR allocated for January 2001 to those that supplied power for the period
January 17-31, 2001.” This compliance filing is being made pursuant to that
direction. Originally, the ISO had intended to fulfill this requirement as part of its
settlements rerun and invoicing process in the California refund proceeding
(Docket Nos. EL00-95-045, et al.). However, during discussions with parties
concerning the CERS issues set for hearing by the Commission in this docket, a
number of parties expressed a desire for the 1SO to file with the Commission its
methodology for reallocation of CERS funds for the month of January 2001 prior
to that time. It is for this reason that the ISO is making this filing at the present
time.



il. PROPOSED ACCOUNTING FOR JANUARY 2001
A. Process of Calculation of Revised CERS Distribution

The 1SO engaged in a multi-step process in order to re-caiculate the
distribution of funds for January 2001, to comply with the Commission’s
requirement that the funds received from CERS be disbursed “to those that
supplied power from the period January 17-31, 2001.” The goal of that process
was to determine the amount of the over- or under-payment of the CERS funds
to each 1SO Creditor? for January 2001 that had occurred in the ISO’s initial
distribution of funds for January 2001. This was done by subtracting from the
amounts that were originally distributed to each ISO Creditor from the CERS
funds, the amounts the ISO Creditor would receive when the allocation of CERS
funds is based only on post-January 17 activity (i.e., the revised CERS
distribution amounts).

In order to determine the amounts that ISO Creditors should receive from
the CERS funds based solely on post-January 17 activity, the 1SO took the
following steps:

(1)  Determined, based on the record of ISO Market activity for each
ISO Scheduling Coordinator for the month of January 2001, which
Scheduling Coordinators are ISO Creditors for the post-January 17
period, and the balance due to each of these ISO Creditors for that
period;

(2) Made several adjustments to the post-January 17 balances, as
explained in Attachment A, to arrive at an adjusted post-January 17
balance for each ISO Creditor;

(3) Calculated each ISO Creditor’s percentage of the total adjusted
post-January 17 balances by dividing each ISO Creditor’s post-
January 17 balance by the combined post-January 17 balances for
all ISO Creditors;

(4)  Multiplied the amount received from CERS by each ISO Creditor’s
percentage, as calculated under step 3, to determine the
preliminary amount to be distributed to each ISO Creditor from the
CERS funds.

2 An “ISO Creditor” is defined in the ISO Tariff as a “Scheduling Coordinator to which amounts
are payable pursuant to the terms of the ISO Tariff with respect to the amounts standing to the
credit of its account; or amounts owing to it by another Scheduling Coordinator.” 1SO Tariff,
Master Definitions Supplement.



(5)  Allocated all applicable offsets for the month of January, 2001 to
the preliminary amounts determined under step 4, to determine the
final amount to be distributed to each ISO Creditor from the CERS
funds for the month of January 2001.

The amounts calculated under step 5 represent what each ISO Creditor
would have received had the ISO originally distributed the CERS funds based
solely on market activity after January 17. In order to determine how much each
ISO Creditor had been over- or under-paid in the original distribution of CERS
funds, the ISO subtracted the amount calculated under step 5 for each 1ISO
Creditor from the amount originally distributed to that ISO Creditor from the
CERS funds. The amount resulting from that subtraction is the amount that the
ISO plans to collect from (in the case of an overpayment originally ) or pay out to
(in the case of an underpayment originally) each ISO Creditor.

A more detailed description of the process summarized above is included
as Attachment A to this filing. Additionally, the calculations described herein,
along with the underlying figures used in those calculations, are displayed in
Attachment B, Exhibits 2 through 7 to this filing. Exhibit 1, also in Attachment B,
shows a summary of the results of the calculations, i.e., the amount of over-
payment or under-payment, originally, to each ISO Creditor in the original
distribution of CERS funds for January 2001, as well as the position of each ISO
Creditor under the original distribution once the CERS funds had been re-
allocated.

B. Disbursement of Funds

The 1SO proposes to delay the invoicing and disbursement of funds
associated with the re-allocation of CERS payments for January 2001 until the
ISO issues invoices for the settlement re-run process that the ISO is undertaking
in connection with the California refund proceeding. The ISO believes that it is
appropriate to proceed in this manner because the amounts that Scheduling
Coordinators are owed or owe for the month of January 2001 will change as a
result of the refund calculations. Therefore, the ISO proposes to separately
invoice the re-allocation of CERS funds for January 2001 at the same time that it
invoices refunds and the interest associated with both those refunds and
amounts owed.

ill. COMMUNICATIONS

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



Charles F. Robinson J. Phillip Jordan

General Counsel Michael Kunselman

The California Independent System Swidler Berlin Shereff Friedman, LLP
Operator Corporation 3000 K Street, NW

151 Blue Ravine Road Suite 300

Folsom, CA 95630 Washington, DC 20007

Tel: (916) 351-4400 Tel: (202) 424-7500

Fax:(916) 608-7296 Fax: (202) 424-7643

IV. ATTACHMENTS

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

Attachment A Detailed Explanation of Calculation of Revised CERS
Distribution
Attachment B Exhibits Showing the Calculation of the Revised

CERS Allocation along with Underlying Figures

Attachment C Notice of this filing, suitable for publication in the
Federal Register (also provided in electronic format)



Two extra copies of this filing are also enclosed. Please stamp these
copies with the date and time filed and return them to the messenger.

Please feel free to contact the undersigned if you have any questions
concerning this matter.

Respectfully submitted,

/

/MA A u&@\

Charles F. Robinson J. Phillip Jogdan(_ )
General Counsel Michael Kunselman

Gene Waas Swidler Berlin Shereff Friedman, LLP
Regulatory Counsel 3000 K Street, NW

The California Independent System Washington, DC 20007
Operator Corporation

151 Blue Ravine Road
Folsom, CA 95630

Enclosures



ATTACHMENT A



DETAILED EXPLANATION OF CALCULATION OF
REVISED CERS DISTRIBUTION

The goal of the ISO’s revised CERS calculation, as presented in this filing,
was to determine the over- or under-payment by the 1ISO to Scheduling
Coordinators of amounts received from CERS. One of the two main components
used in the ISO’s calculation of over- or under-payment of CERS funds was the
original allocation of the CERS funds. The original allocation is shown on Exhibit
5 in Attachment B to this filing. The amounts shown on Exhibit 5 reflect the
distribution of cash from the monies received from CERS, as well as subsequent
offsets and payments from escrow funds associated with Transmission Owner
(“TO”) balances, as well as SMUD. The TO balances consisted of monies that
were placed in escrow pending determination of whether the CERS funds should
be allocated to the UDCs, as TOs, to satisfy amounts owed to them for
transmission services, or whether the use of CERS funds should be limited to
payment for power supplied to satisfy the IOUs’ net short obligation. It was
subsequently determined that the IOUs, in their capacity as TOs, should be
treated similarly to other ISO Creditors; at that point, the funds were released
from escrow and distributed to ISO Creditors on a pro-rata basis. In the case of
SMUD, the amount that it was due to be allocated from the CERS funds was
placed in escrow pending determination of the amount of SMUD’s liability for the
ISO’s Grid Management Charge (“GMC”). Once SMUD’s GMC liability had been
determined, that liability was offset against the funds in the SMUD escrow and
the balance was distributed to those Scheduling Coordinators who were 1ISO
Creditors for the month of January 2001.

The second main component used in the ISO’s calculation of over- and
under-payments of CERS funds was the revised allocation of CERS funds based
on post-January 17 activity. In order to determine the appropriate post-January
17 distributions of the CERS funds, the ISO calculated adjusted post-January 17
balances for all ISO Creditors. This calculation is shown in Exhibit 3.

The starting point for the calculations displayed on Exhibit 3 are figures
taken from Exhibit 4. The unadjusted ISO Creditor balances for the pre-January
18 and post-January 17 periods are shown in Columns 6 and 7 on Exhibit 4, as
well as Columns 5 and 6 on Exhibit 3. The unadjusted balances for all ISO
Scheduling Coordinators for the pre-January 18 and post-January 17 periods
shown on Exhibit 4 are broken down into amounts owed and owing for market
activities, and amounts due the ISO for GMC. The amounts owed and owing for
market activities during the pre-January 18 and post-January 17 periods are
based on a simple summation of charges on the daily Settlement Statements
issued to Scheduling Coordinators. In addition to showing Scheduling
Coordinators who were ISO Creditors for both periods, Exhibit 4 also shows
Scheduling Coordinators who, although they are ISO Debtors for the full month,
are ISO Creditors for either one of the two periods, and Scheduling Coordinators



who, although they are ISO Creditors for the full month, are ISO Debtors for one
of the two periods.

The post-January 17 balances for all Scheduling Coordinators who were
ISO Creditors for the entire month, as taken from Exhibit 4, were then adjusted in
the following manner:

1) The post-January 17 balance with respect to CERS was deleted
because it was netted out when CERS was billed for the amounts
that it owed for the net short. This adjustment is shown in Column
8 of Exhibit 3.

2) With respect to entities that were ISO Creditors for the entire
month, but were ISO Debtors for the post-January 17 period, the
post-January 17 balances were “zeroed out.” This adjustment was
made so that only ISO Creditors for the entire month that were also
ISO Creditors with respect to the post-January 17 period would
remain eligible to receive disbursement of CERS funds for that
period. This adjustment is shown in Column 9 of Exhibit 3.

3) The post-January 17 balance of lllinova Energy Partners was
included because, although lllinova was an 1SO Debtor for the full
month of January, 2001, and therefore not allocated CERS funds in
the original disbursement, lllinova was an ISO Creditor during the
post-January 17 period, and therefore eligible to receive CERS
funds for that period. This adjustment is shown in Column 10 of
Exhibit 3. With respect to the other ISO Debtors for the full month
of January that were Creditors with respect to the post-January 17
period, those Debtors were not included in the CERS distribution
because they had no outstanding balances at the time the ISO
received the CERS funds.

4) The balances for ISO Creditors that were paid in full prior to the
original CERS distribution were deleted. This adjustment is shown
in Column 11 of Exhibit 3.

The adjusted ISO Creditor balances for the post-danuary 17 period are
displayed in Column 13 of Exhibit 3. For each ISO Creditor, the ISO then
calculated the relative percentage of its balance, both for the entire month of
January and for the post-January 17 period, by dividing the adjusted individual
ISO Creditor balances (Columns 12 and 13) by the total adjusted balances due
to all Scheduling Coordinators. These percentages are shown in Columns 14
and 15 of Exhibit 3. The percentage increase or decrease in each ISO Creditor
balance, in terms of post-January 17 balance versus whole month balance, was
also calculated by subtracting Column 14 (the percentage of total month
balances) from Column 15 (the percentage of post-January 17 balances).



The ISO then determined the revised distribution of monies paid by CERS
for January 2001. This process is detailed in Exhibit 2. The first step in
determining the revised distribution was to multiply the total amount of cash paid
by CERS ($158,255,358.92) by each ISO Creditor's percentage of the total post-
January 17 adjusted balance for all ISO Creditors, taken from Column 15 on
Exhibit 3. The results of this calculation are displayed in Column 14 of Exhibit 2.
These amounts are the unadjusted revised CERS distributions to each
Scheduling Coordinator.

Next, the ISO calculated offsets to the unadjusted revised CERS
distributions displayed in Column 14 of Exhibit 2. Offsets from the original
distribution of CERS funds and offsets to the distribution of money from the TO
escrow are displayed in columns 8 and 10 on Exhibit 2. The ISO calculated
offsets for the revised CERS distribution by taking the lower of (i) the amount of
the unadjusted revised CERS distribution or (ii) the original offset for each
Scheduling Coordinator. This was done because it is not possible to deduct
offsets greater than the amount of CERS cash that the 1ISO had calculated as
being due to each ISO Creditor for the post-January 17 period.

Once the revised offsets were calculated, the ISO then applied these
revised offsets to the unadjusted revised CERS distributions from Column 14 to
arrive at the revised CERS distribution amounts for each ISO Creditor. The ISO
did this by determining, for each ISO Creditor that had no offsets, its percentage
share of the total balances of all ISO Creditors without offsets. This result is
shown in Column 18 of Exhibit 2. Then, the ISO multiplied each of these
percentages by the total revised offset amount in Column 16 to arrive at the
share of the total offset amount to be allocated to each ISO Creditor without
offsets. This result is displayed in Column 19. Then, the unadjusted revised
CERS distribution amounts (Column 14) were added to the revised offset figures
(Column 16) and the revised offset allocation amounts (Column 19) to arrive at
the final CERS cash distribution amounts for each ISO Creditor, which are
displayed in Column 20.

Finally, the ISO determined the amount by which each 1SO Creditor had
been under- or over-paid in the original distribution of CERS funds based on the
full month’s activity. This was done by subtracting the final revised CERS cash
distribution amounts (Column 20) from the original amount of CERS funds each
ISO Creditor had received (Column 12). If the revised CERS distribution amount
is greater than the original CERS distribution amount, the Scheduling
Coordinator was under-paid in the original distribution of CERS funds, and is
owed additional monies from the market. These amounts are shown in Column
22. If the revised CERS distribution amount for a Scheduling Coordinator is less
than the amount the Scheduling Coordinator received in the original distribution
of CERS funds, the Scheduling Coordinator was over-paid in the original



distribution, and owes the amount of the over-payment to the market. These
amounts are shown in Column 23.

For purposes of this calculation, the ISO did not take into account interest
that might be due as a result of this split-month calculation. The ISO adopted
this approach because, as part of the settliement re-run process in the California
refund proceeding, the ISO is required to calculate interest on amounts owed and
on refunds at the rate specified in the Commission’s regulations, 18 C.F.R. §
35.19a (2003). Therefore, all interest associated with amounts in this re-
calculation will be determined and assessed through the settlement and invoicing
process undertaken in connection with the California refund proceeding.
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ATTACHMENT C



NOTICE OF FILING SUITABLE FOR PUBLICATION
IN THE FEDERAL REGISTER

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

California Independent System Operator Docket No. ER01-889-_
Corporation

NOTICE OF FILING

Take notice that on October 3, 2003, the California Independent System
Operator Corporation (1SO), submitted a filing in compliance with the
Commission’s November 25, 2002 “Order Setting Issues for Hearing, Denying
Rehearing, Clarifying Creditworthiness Requirements, and Accepting in Part
Compliance Filing,” 101 FERC ] 61,241 (2002). The ISO has also served copies
of this filing upon all entities that are on the official service list for the docket.

Any person desiring to intervene or to protest this filing should file with the
Federal Energy Regulatory Commission, 888 First Street, N.E., Washington,
D.C. 20426, in accordance with Rules 211 and 214 of the Commission's Rules of
Practice and Procedure (18 CFR 385.211 and 385.214). Protests will be
considered by the Commission in determining the appropriate action to be taken,
but will not serve to make protestants parties to the proceeding. Any person
wishing to become a party must file a motion to intervene. All such motions or
protests should be filed on or before the comment date, and, to the extent
applicable, must be served on the applicant and on any other person designated
on the official service list. This filing is available for review at the Commission or
may be viewed on the Commission's web site at http://www.ferc.gov, using the
"FERRIS" link. Enter the docket number excluding the last three digits in the
docket number field to access the document. For assistance, contact FERC
Online Support at FERCOnlineSupport@ferc.gov or toll-free at (866)208-3676,
or for TTY, contact (202)502-8659. Protests and interventions may be filed
electronically via the Internet in lieu of paper; see 18 CFR 385.2001(a)(1)(iii) and
the instructions on the Commission's web site under the "e-Filing" link. The
Commission strongly encourages electronic filings.

Comment Date:




