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99 FERC 00 61, 158
UNI TED STATES OF AMERI CA
FEDERAL ENERGY REGULATORY COWM SSI ON

Bef ore Comm ssioners: Pat Whod, |11, Chairman;
WIlliamL. Massey, Linda Breathitt,
and Nora Mead Brownel |

San Diego Gas & El ectric Conpany, Docket No. ELOO- 95-
058
Conpl ai nant,
V.
Sell ers of Energy and Ancillary Services
Into Markets Operated by the California
| ndependent System Operator and the
Cal i forni a Power Exchange,
Respondent s.

I nvestigation of Practices of the California Docket No.
ELOO- 98- 050
| ndependent System Operator and the
Cal i fornia Power Exchange

Public Meeting in San Diego, California Docket No
ELOO- 107- 009

Rel i ant Energy Power Generation, |nc., Docket No.
ELOO-97- 003

Dynegy Power Marketing, Inc., and
Sout hern Energy California, L.L.C.
Conpl ai nant s,
V.
California I ndependent System Operator
Cor por ati on,

Respondent
California Electricity Oversight Board Docket No
ELOO- 104- 008
Conpl ai nant,

V.

Al'l Sellers of Energy and Ancillary Services
Into the Energy and Ancillary Services Markets
Operated by the California I ndependent System

Operator and the California Power Exchange,
Respondent s

California Municipal Uilities Association, Docket No
ELO1- 1- 009
Conpl ai nant,
V.
Al'l Jurisdictional Sellers of Energy and Ancillary

http://cips.ferc.gov/Q/CIPSELECTRIC/EL/EL00-95.0FM.TXT 5/16/2002



Page 2 of 21

Docket No. ELOO-95-058, et al. - 2 -

Services Into Markets Operated by the
California I ndependent System Operator and
the California Power Exchange,

Respondent s

CAl i fornians for Renewabl e Energy, Inc. (CARE), Docket No.
ELO1-2- 003
Conpl ai nant,
V.
| ndependent Energy Producers, Inc., and Al
Sellers of Energy and Ancillary Services Into
Mar ket s Operated by the California | ndependent
System Operator and the California Power
Exchange; All Schedul i ng Coordi nators Acting
on Behalf of the Above Sellers; California
I ndependent System Operator Corporation; and
Cal i fornia Power Exchange Corporation,
Respondent s

I nvestigati on of Whol esal e Rates of Public Docket No
ELO1-68-011
Uility Sellers of Energy and Ancillary
Services in the Western Systens
Coor di nati ng Counci

ORDER ACCEPTI NG | N PART AND REJECTI NG I N PART
COVPLI ANCE FI LI NG

(I'ssued May 15, 2002)

In this order, we accept in part and reject in part the
California I ndependent System Operator's (1SO s) January 25, 2002
conpliance filing (January 25 conpliance filing), submtted in

1
response to an order issued on Decenber 19, 2001. Thi s
acceptance in part and rejection in part reflects the appropriate
i mpl enentati on of our previous findings regarding the California

markets and will pronote a nore efficient operation of the
whol esal e electricity markets in California to the benefit of al
cust oners.

Backgr ound
A January 25, 2002 Conpliance Filing

Over an eight-nonth period, the |1SO subm tted four
conmpliance filings and proposed tariff revisions in response to
Commi ssi on orders addressing the high price of electricity in the

1
San Diego Gas & Electric Co., et al., 97 FERC O 61, 293
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(2001) (Decenmber 19 Conpliance Order).
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mar ket s operated by | SO and the California Power Exchange (PX)
In the first such order, issued on Decenber 15, 2000, the
Commi ssi on established certain renmedies to alleviate the

2
extrenely high electricity prices in California. In response,
| SO submitted a conpliance filing on January 2, 2001 that
i mpl enented the Commission's directives.

On May 11, 2001 (May 11 filing), the | SO made anot her
conpliance filing and proposed tariff revisions in response to
t he Conmission's April 26, 2001 order that established a
prospective mitigation and nonitoring plan for whol esal e markets

3

operated by the I SO The May 11 filing, anong other things,
provided for the 1SO s inplenmentation of the Commission's
directives regarding a requirenent for all sellers that own or
control generation in California to offer all of their avail able
power in the 1SOs real-tinme energy market and a price mtigation
mechanismfor the 1SO s real-tine energy market during system
ener genci es.

On rehearing of the April 26 order, the Commi ssion issued an
order on June 19, 2001 that nodified and expanded the mitigation
pl an and extended price mtigation to whol esal e spot markets
t hroughout the Western Systens Coordi nati ng Council (WSCC). On
July 10, 2001 (July 10 filing), the 1SO subnitted a new
conpliance filing in response to the June 19 order on rehearing.
On July 30, 2001, the ISOfiled revised tariff sheets as an 4
amendment to its May 11 and July 10, 2001 conpliance filings.

The Decenber 19 Conpliance Order addressed the 1SO s
conpliance filings and proposed tariff revisions filed on January
2, May 11, July 10 and July 30, 2001, and
directed 1SOto make an additional filing. Further, the
Conmi ssion issued two other orders on Decenber 19, 2001

5
addressing issues in the Western markets.

2
San Diego Gas & Electric Co., et al., 93 FERC O 61, 294
(2000), on reh'g, 97 FERC O 61, 275 (2001).
3
San Diego Gas & Electric Co., et al., 95 FERC O 61, 115
(2001) (April 26 order), order on reh'g, 95 FERC O 61, 418 (2001)
(June 19 order), on reh'g, 97 FERC O 61, 275 (2001), being issued
concurrently.
4
The Decenber 19 Conpliance Order, 97 FERC O 61, 293 at
62, 360- 61, describes these Conm ssion orders and | SO conpliance
filings in greater detail
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5
San Diego Gas & Electric Co., et al., 97 FERC O 61, 275
(2001) (order on rehearing); and San Diego Gas & Electric Co., et
al ., 97 FERC O 61,294 (2001) (order tenporarily nodifying the
(continued...)
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On January 25, 2002, the |1SO subnitted its conpliance filing
6
in response to the Decenber 19 Orders.

B. Notice of Filings and Interventions

Notice of the January 25 and January 29 filings was
published in the Federal Register, 67 Fed. Reg. 6703, with
notions to intervene and protests due on or before February 15,
2002. Tinely protests were filed by Southern California Edison
Conpany (SoCal Edi son), Duke Energy North Anerica, LLC and Duke
Energy Tradi ng and Marketing, LLC (collectively, Duke), Mrant
Ameri cas Energy Marketing, LP, Mrant California, LLC, Mrant
Delta, LLC, and Mrant Potrero, LLC (collectively, Mrant),
Rel i ant Energy Power Generation, Inc. and Reliant Energy
Services, Inc. (collectively, Reliant), Dynegy Power Marketing,
Inc., EI Segundo Power LLC, Long Beach Generation LLC, Cabrillo
Power | LLC, and Cabrillo Power Il LLC (collectively, Dynegy),
Modesto Irrigation District (Mddesto), Northern California Power
Agency (NCPA), Transm ssion Agency of Northern California (TANC)
Wl lians Energy Marketing & Trading Conpany (WIIlians) and the
City of Redding, California, the City of Santa Clara, California,
the City of Palo Alto, California, and the M S-R Public Power
Agency (collectively, Cities/MS-R)

On March 4, 2002, the ISOfiled an answer to the notions to
i ntervene, requests for clarification, comments and protests to
the January 25 Conpliance Filing.
Di scussi on
A Procedural Matters

Rul e 213(a)(2) of the Commission's Rules of Practice and

Procedure, 18 C.F.R 0O 213(a)(2) (2001), prohibits answers to
protests unless otherwi se permtted by the decisional authority.
We find that good cause exists to allow the | SO s answer because
it assists us in our decision-nmeking process.
B. | ssues Raised in the January 25 Conpliance Filing

1. Must - OFfer Obligation
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5
(...continued)
west-wi de price mitigation nethodology or "Wnter Price Oder").
6
On January 29, 2002, the 1SO subnmtted an anmendnent to
include a revised tariff sheet that was inadvertently omtted
fromthe January 25 conpliance filing.

Docket No. ELOO-95-058, et al. - 5 -
a. Procedures for Exenptions fromthe Mist-COfer
bl i gation

Under the 1SO s tariff provisions regarding the Must-COffer
Qoligation, Section 5.11.4, Obligation to Ofer Avail able
Capacity, provides that all Must O fer Generators shall offer to
sell all available generation in all hours in the Inbal ance
Energy market. The |SO had proposed an exenption procedure to
this requirenent in a July 20, 2001 narket notice. In the
Decenber 19 Conpliance Order, the Conmi ssion found that the |1SO s
proposal to grant exenptions of the Must-Offer Cbligation under

7
certain conditions was reasonabl e. Accordingly, the Conmi ssion
directed the 1SO to nmake a conpliance filing incorporating into
its Tariff, with enough specificity to ensure that these
procedures are non-discrimnatory and transparent to market
partici pants, the provision for exenpting generators fromthe
Must - OFfer Obligation.

As part of its conpliance with the Decenber 19 Conpliance
Order, the 1SO has included Section 5.11.6, which provides
procedures where generators may seek an exenption to the Mist-

O fer Cbligation. Under this provision, the SO inits sole

di scretion, will grant such exenptions so as to: (1) mininize the
start-up and M ni num Load Costs necessary to neet the SO s
forecasted Denmand; (2) provide sufficient on-line generating
capacity to nmeet operating reserve requirenents; (3) provide for
a reasonabl e assurance of conpetitive market outcones; and (4)
account for other physical operating constraints, including

generating unit mininmmup and down tines. |If this exenption
request is not granted, the | SO defines this as a "Wiver Deni al
Period". Finally, the 1SO may revoke exenptions as necessary due

to outages, changes in |oad forecast, or changes in system

conditions. Therefore, in sunmary, generators are under the

Must-OFfer Obligation if they are not scheduled to run under a
8

bil ateral agreenent , not on a planned or forced outage, or if

t hey have not been granted an exenption.

Duke and Reliant argue that the SO s proposal gives it the
ability to deny exenptions arbitrarily and capriciously and the
Commi ssi on should shift the burden to the 1SO to denonstrate good
cause as to why a generator's request for an exenption shoul d not
be granted. Additionally, Duke states that the 1SOs first
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exenption criterion discrinm nates against the nost efficient
generators and is a disincentive to construction of nore

7

97 FERC 0O 61,293 at 62, 363.

8

The I1SOs Tariff appears to construe the bilatera
agreenent nmore generally as a self-commtnent period which it
defines as the hours when nust-offer generators subnit energy
schedul es, ancillary service bids or self provision schedul es.

Docket No. ELO0O0-95-058, et al. - 6 -

ef ficient generation in California. Finally, Duke objects to the
third exenption criterion as being vague and overly broad.

Reliant states that the SO s exenption procedures make no
attenpt to provide transparency as to decisions and that the |ISO
shoul d be required to informa generator that its exenption
request has been accepted or deni ed, and when an exenpti on has
been revoked. Reliant also argues that such notification nust be
timely made and shoul d include an explanation of the reason for
the | SO decision, with reference to specific criteria.

Inits response, the ISO states that it fails to understand
Duke's objection to the first criterion since nore efficient
generating units have reduced costs and, thus, are nore
attractive units for bilateral transactions. The |SO disnisses
Duke's objection to the third criterion as re-arguing a
previously settled issue.

Commi ssi on Determ nati on

The Commission's April 26 Order set forth that the purpose
of the Must-Offer Obligation is to ensure that all units that are
able to run but are not already scheduled to run are nade

9
available to the ISOin the real-time market. The Must-Offer
bligation is designed to ensure that the 1SOw Il be able to
call upon available resources in the real-tinme mrket to the
extent energy is needed. A generator that has avail abl e energy
inreal time should be willing to sell that energy since it has
no alternative purchaser. Additionally, the Conm ssion noted
that the Must-Offer Obligation should provide the | SO adequate
capacity to hel p neet operating requirenments.

In conditionally approving the |1 SO s proposed exenption
procedures fromthe Mist-Ofer Obligation, the Com ssion
i ntended to assist generators with long start-up tines and high
M ni mum Load Costs and to provide flexibility to the ISO
regardi ng the bal ancing of |oad and resources. Therefore, we
find the 1SO s proposal that exenptions will be granted so as to
(1) provide sufficient on-1ine generating capacity to neet
operating reserve requirenents and (2) to account for other
physi cal operating constraints of generating units reasonable.

http://cips.ferc.gov/Q/CIPSELECTRIC/EL/EL00-95.0FM.TXT 5/16/2002
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However, the Conmi ssion did not specify that the exenption
procedures be used to mnimze costs incurred under the Mist-
O fer Cbligation by Market Participants. Wiile mnimzation of
costs is generally desirable in the context of our Miust-Ofer
bl igation, where the primary focus is to ensure that there is
sufficient energy to neet | oad, the exenption procedure should
not be used to mninze costs to the detrinent of reliability.
Therefore, we reject the SO s proposal criteria to grant

9
April 26 Order at 61, 357.
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exenptions to mnimze the start-up and M ni mum Load Costs
necessary to neet the SO s forecasted demand.

W also reject the SO s proposal to use the exenption
procedure to provide a reasonabl e assurance of conpetitive narket
outcones. This is consistent with our rejection of a simlar
proposal by the |SO regarding the cancellation of planned

10
generati on outages on the grounds of market inpacts.

We agree with Reliant that the SO nmust revise its Tariff to
provi de that a generator be informed that a waiver request has
been accepted, denied, or revoked, including the reason(s) for
t he deci sion, which nust be non-discrimnatory. Wth respect to
the 1SO s Tariff provision that such exenptions be granted by the
SO at its sole discretion, we find this provision not
unreasonabl e as such discretion is reviewable by the Conmi ssion
Generators can file conplaints if they believe the | SO has used
its discretion in an arbitrary or discrimnatory manner. Wth
respect to the intervenors concerns regardi ng transparency, we
believe that with our required Tariff nodifications, this
requi renent will be net.

b. Payments of M ni mum Load Costs

In the Decenber 19 Conpliance Order, the Comm ssion directed
the SO to conpensate a generator for its actual costs during
each hour when the generator is: (1) not scheduled to run under a
bil ateral agreenment; (2) not on a planned or forced outage; and
(3) running in conpliance with the nust-offer obligation but not

11
di spat ched by the I SO The order states that these costs
shoul d be directly invoiced to the | SO and the |SO should recover
t hese costs consistent with the nethodol ogy utilized for the
recovery of emissions and start-up fuel costs. |In determning
the fuel costs for units running at their mnimm]load, the
Conmi ssion directed the 1SOto nultiply the mnimum point on the
unit's heat rate curve by the average of the m d-point of the
nont hl y bi d-week gas prices for the three spot markets reported
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by Gas Daily for California to determ ne the fuel paynent for
each hour that a generating unit is in mninmmload status.

i Recovery of M ni mum Load Costs - Netting of
Revenues

The | SO proposes to conpensate generating units for
"unrecovered M nimum Load Costs," defined as "the portion of the
M ni mum Load Costs that are not recovered fromprofits through

10
97 FERC O 61, 066 at 61, 356.
11
Decenber 19 Conpliance Order, 97 FERC O 61, 293 at 62, 363.
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participation in the |1 SO markets during the Wiver Deni al
Period."

In the instant conpliance filing, the | SO has set forth
procedures to deternine each Scheduling Coordinator's (SC)
unrecovered M ni num Load Costs. Specifically, to deternmine the
unrecovered M ni mum Load Costs, the ISOw Il performtwo
cal culations: (1) determine the profits a SC has nmade in the
mar ket during the period (calculated as the difference between
revenues received and operating costs); and (2) calculate M ninmum

12
Load Costs for the sane tinme period. The difference between
items (1) and (2) will be the unrecovered M ni num Load Costs.
The | SO states that this procedure ensures that the generator is
made whole for its M ninmum Load Costs and nmarket participants do
not subsidize other market activity or otherw se pay tw ce for
t he sane energy.

Wl lians, Duke and Reliant argue that the SO s netting
proposal woul d not conpensate generators for their actual costs
i ncurred during each hour the unit is in mninmmload status and,
thus, is not in conpliance with the Commi ssion's Decenber 19
Order that directed the SO to conpensate generators for their
actual costs during each hour. Reliant also argues that the
| SO s proposed "netting" results in an unjust and unreasonabl e
subsi di zati on of M ni mum Load Costs that violates the principle
of cost causation.

In its answer, the I SO states that the protests on this
issue are attenpts to shift costs nore appropriately recovered
under bilateral contracts to | SO market participants.

Comm ssi on Determ nation

Qur Decenber 19 Order required the SO to pay M ni num Load
Costs to each generator for each hour that generator was

http://cips.ferc.gov/Q/CIPSELECTRIC/EL/EL00-95.0FM.TXT 5/16/2002



operating at mnimmload status. The |SO s proposed "netting
procedure” is not in conpliance with this requirenment and is
hereby rejected. Accordingly, the ISOis directed to revise its
Tariff to reflect the paynment of M ninum Load Costs for each hour
the generator was operating at mninmum|load status. The |SO has
requested clarification/rehearing of this issue of reinbursenent
of m ninum | oad operating costs in Docket No. ELOO-95-056, et

12
M ni mum Load Costs would be cal cul ated as the sum for
hours that a unit runs at mininmumload in conpliance with the

Page 9 of 21

al |

Must-Offer requirenment, of: (1) the product of the unit's average

heat rate at the unit's mni mum operating | evel and the proxy
figure for natural gas costs and the unit's m ni mum operating

I evel; and (2) the product of the unit's mnimum operating | evel

and $6/ MAh.
Docket No. ELOO-95-058, et al. -9 -
al., and we are concurrently issuing an order in that proceeding

whi ch addresses this issue.
ii. Limtation on Mninmum Load Cost Recovery

The |1 SO has proposed to pay Miust-Offer generators M ni mum
Load Costs if they: (1) do not submt any Energy Schedul es,
Ancillary Service Schedul es, self provision Schedules or bids in
t he Hour - Ahead markets for any hours during such Wai ver Deni al

13
Period ; and (2) do not, over an hour, produce a quantity of
energy that varies by nore than 5 MM or is equal to 3 percent of

14

the unit's maxi mum operating out put.

Duke, WIllians, Mrant and Dynegy protest the |1SO s proposed
denial of Mninmum Load Costs to generators that have inbal ances
greater than 5 MM or 3 percent of the unit's maxi mum operating
out put because limtation was not part of the Commission's
Decenber 19 Conpliance Order. Mrant and Duke al so object to the
| SO s proposal requiring any unit that submts an hour-ahead
energy schedul e during any hour of a Wiver Denial Period to
forfeit mninmum|oad paynents for all hours of the Waiver Deni al
Period. These parties argue that, faced with the know edge that
entering into a contract for a tinme period of as little as one
hour will mean forfeiting the ability to recover M ni mum Load
Costs fromthe 1SO for a potentially |onger Waiver Denial Period,
generators that bring their units on-line in response to the
Must-Of fer Obligation will reasonably demand that any prospective
buyer make them whole for these forfeited revenues or will elect
not to enter into the voluntary forward contract. Duke al so
argues that the subm ssion of a schedule or bid by a Must-COffer
generator does not reflect a unit comm tnment decision for the
entire Must-Offer period, and therefore, cannot be presuned to

http://cips.ferc.gov/Q/CIPSELECTRIC/EL/EL00-95.0FM.TXT
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recover costs for hours when the unit is not dispatched.

Wl lians and Dynegy contend that the 1SO s potential limtation
on paynment is contrary to the Conmission's directive that the |SO
conpensate generators for their actual costs during each hour

In it answer, the 1SO notes that its proposed 5 MM
deviation allows for operational flexibility. Therefore, market
partici pants should not be required to pay M nimum Load Costs for
generating units that are unresponsive or undertake uninstructed
deviations. The 1SO also states that protests over denial of
cost recovery upon submttal of a bid or schedule is an attenpt

13
Under the 1SO s definition of Waiver Denial Period, al
hours outside of self-commtnent periods for which exenptions are
not granted constitute the Waiver Denial Period. Thus, under
this definition, all generators who did not seek an exenption are
covered under the Waiver Denial Period.
14
Proposed I SO Tariff section 5.11.6.1.1.

Docket No. ELO0O-95-058, et al. - 10 -

to make the |1SO subsidize M ninum Load Costs for generators which
t hey should nore appropriately recover in bilateral contracts.

In response to the argunments that generators should not forfeit
all M ninmum Load Cost recovery during the entire Wiver Denia
Period, the SO states that this is consistent with the

Conmi ssion's position that costs associated with perfornance of
bil ateral transactions should be included in the contracts

t hensel ves and not cost-shifted to Market Participants.

Comm ssi on Determ nation

First, we note that the 1SO, in its answer, agrees with the
protesting parties that subm ssion of bids for Ancillary Services
into either the Day-Ahead or Hour-Ahead Markets shoul d not cause
the generator to forego M nimum Load Cost recovery for the Wiiver

15
Deni al Peri od. Wth respect to the 1SO s proposed eligibility
restriction of Mninum Load Cost recovery for units that produce
a quantity of energy that varies by nmore than the greater of 5MM
or an hourly energy amount equal to 3% of the unit's maxi mum
operating output, we find this proposal reasonable. W agree
with the 1SO that units at minimumload should not have
signi ficant changes in output and that units partially committed
to bilateral contracts that may have variability are not eligible
for recovery of M ninum Load Costs.

Wth respect to the 1SO s proposal to deny M nimum Load
Costs for all hours based on the subm ssion of a schedule or bid
for a particular hour, we agree with the protesting parties that
this denial is inconsistent with our directive in the Decenber 19
Conpliance Order. The Must-Offer Obligation and acconpanyi ng
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payment of M nimum Load Costs was not intended to serve as a

di sincentive for generators to either bid in the |Inbal ance Energy

mar ket or to enter into sales in the bilateral spot market, but

rather was intended to nake avail able to the market uncommitted
16

energy and thus prevent any w thhol di ng. The SO is again

directed to pay M ninmum Load Costs in each hour when a generating

unit is under the Must-Offer Obligation

iii. Heat Rate Curve

15
The 1SO agrees to not only nodify its Tariff accordingly
but al so when a generator is awarded Ancillary Services in an
Hour - Ahead market, the generator shall forfeit mninmmload cost
recovery only for that hour
16
We also note the SO s proposed limtation of m ninum | oad
cost recovery based solely on the fact that for hours in which
nmust - of fer generators subnit bids appears inconsistent with
Section 5.11.5 of the SO s Tariff which states that for each
operating hour must-offer generators shall submt suppl enenta
energy bids for all of their available generation to the |ISO

Docket No. EL0O-95-058, et al. - 11 -

Dynegy argues that the 1SO s proposed fornula cal cul ating
M ni mum Load Costs relies on an inproper definition of heat rate.
Specifically, Dynegy argues that the |SO s proposal to cal cul ate
m ni mum | oad paynents based on "the unit's average heat rate ..
at the unit's mninmum operating | evel" contradicts the
Commi ssion's directive to nultiply the m ni mum point on the
units' heat rate curve by the gas proxy price.

In response to Dynegy's protest, the 1SO states that the
average heat rate curve is the appropriate curve for cal cul ating
M ni mum Load Cost recovery.

Commi ssi on Determ nati on

In the Decenmber 19 Conpliance Order, the Comm ssion stated
t hat : for the purpose of determining the fuel costs for units
running at their mninumload, we direct the 1SOto nultiply the
m ni mum poi nt on the unit s heat rate curve by the average of the
m d- poi nt of the nonthly bid-week gas prices for the three spot
mar kets reported by Gas Daily for California (i.e., the gas costs
used to determ ne proxy prices) to determ ne the fuel paynent for
each hour that a generating unit is in mninmmload status. By
this, we nean that the | SO should use the m ni mum poi nt on the
heat rate curve for the hours when the generator is in mninmum
| oad status. We acknow edge that the Tariff does not reflect the
di scussion in our Decenber 19 Conpliance Order verbatim
However, we agree with the 1SO that the use of the average heat
rate curve is appropriate for determning the fuel costs for a
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unit running at mninmm]load. Accordingly, we find the point on
the average heat rate curve representing mnimum | oad, coupled
with the natural gas proxy price, provides for full recovery of a
unit's M ninmum Load Costs. This was the Comm ssion's intent in

t he Decenber 19 Conpliance Order. W find the 1SOs Tariff

| anguage as provided in Section 5.11.6.1.2 is reasonabl e and,

her eby accepted for filing.

iv. Retroactive Recovery of M ninmum Load Costs

Rel i ant and Dynegy have al so submitted coments regarding
retroactive recovery of Mninmum Load Costs. Reliant proposes
that generators review their own operating data and submt to the
| SO and the Commi ssion a report show ng which generating units
neet the Conmission's requirenents.

In response, the SO states that it is reviewing the record
of transactions to determ ne how to nost fairly conpensate
generators for prior conpliance with the Miust-Offer Cbligation
and will file a status report to set forth a proposed retroactive
cal cul ati on of M ni mum Load Costs.

Comm ssion Determ nation

Docket No. EL0O-95-058, et al. - 12 -

The 1 SO should work with the generators to ascertain both
the appropriate | evel of and the specific generators entitled to
such costs during the retroactive period and nake a conpliance
report with the Commission within 30 days of this order detailing
such recovery.

c. Al l ocation of M ninmum Load Costs
i Definition

In its conpliance filing, the | SO proposes to allocate
M ni mum Load Costs as foll ows:

For each such hour, the total unrecovered M nimum Load
Costs shall be allocated to each Schedul i ng Coordi nator
in proportion to the sumof that Scheduling

Coordi nator's Load and Dermand within California outside
the 1SO Control Area that is served by exports to the
sum of the Control Area Gross Load and the projected
Demand within California outside the Control Area that
is served by exports.

Conmi ssion Determination
We find the 1SO s proposed tariff |language difficult to
interpret as to whether it confornms to our Decenber 19 Conpliance

Order which requires the use of gross |oad as the basis for the
assessnent of mninmumload, em ssions and start-up fuel costs
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because all users of the transm ssion grid will be assigned these

costs consistent with the 1SOs nmarkets performing a reliability
17

functi on. However, our review of the 1SO s Tariff provision

regarding the rate for emni ssions cost charge which utilizes "the
sum of the Control Area Gross Load and the Demand within
California outside of the 1SO Control Area that is served by
exports fromthe 1SO control Area of all Scheduling

18
Coor di nat or s" shoul d be used for the allocation of M nimum Load
Costs. Accordingly, the 1SOis directed to revise its Tariff to
consistently apply such | anguage.

i Reasonabl eness of All ocation

Dynegy argues that the ISO s proposed allocation of M ninmum
Load Costs to Export | oad |ocated outside of the | SO control area
i s unreasonabl e. SoCal Edi son argues that M ni mum Load Costs
shoul d not be assessed to Control Area Gross Load and California

Exports
17
Decenber 19 Conpliance Order at 62, 370.
18
Section 2.5.23.3.6.3 of the SO Tariff.
Docket No. ELOO-95-058, et al. - 13 -

Commi ssi on Determ nati on

Wth respect to SoCal Edi son and Dynegy's argunents, we find
that these protests are outside the scope of this conpliance
filing in as much as they go to the reasonabl eness of using gross
| oad as the appropriate allocator to recover these costs.
Furthernore, this issue will be addressed in the conpliance
rehearing order being issued concurrently with this order

2. | mpl ement ation of the 7 Percent Reserve Deficiency

In the Decenber 19 Conpliance Order, the Comm ssion directed
the SO to anend its Tariff regarding the declaration of system
energencies to reflect a definition of a Stage 1 System Energency
to occur when reserves fall below 7 percent, and thus, a new

19
mtigated reserve deficiency MCP nust be cal cul at ed. Thi s
20
change was to be nmade effective May 29, 2001

Inits compliance filing, the 1SO states that the
Conmmi ssion's direction to use a seven percent reserve margi n does
not conport with the WSCC s M ni mum Qperating Reserve Criteria
(MORC) definition of a Stage 1 System Energency. Therefore, as
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an alternative, the I SO has proposed a new Tariff term "Price
Mtigation Deficiency Reserve," defined as "Any clock hour in
which the 1 SO s maxi mum actual reserve margin is bel ow seven
percent.” The |SO requests the Commr ssion to adopt this new term
whenever a Price Mtigation Reserve Deficiency occurs.

Duke asks the Conmission to reevaluate the appropriate
threshold for resetting the Non- Energency Maximum Market C earing
Price in light of the SO s disclosure of actual reserve
requi renents. Duke also states that the Comn ssion should
eval uate the degree to which California s WSCC reserve
requi renment fluctuates significantly over an hour, a day, or a
month. Reliant asks the Comm ssion to reject the 1SO s proposal
to distinguish systemenergencies fromPrice Mtigation Reserve
Deficiency and direct the ISOto revise its Tariff so that system
enmergenci es are declared at the same point at which price
mtigation changes are triggered. Mrant requests that the
Conmi ssion direct the ISOto apply the new definition for a Stage
1 System Enmergency on a prospective basis only. Dynegy argues
that the 1SO s alternative proposal is inconsistent with the
requi rement of the Decenber 19 Conpliance Order requiring the |SO
to establish a fixed percentage definition to reserve energencies

19
Decenber 19 Conpliance Order at 62, 364.
20
The rehearing order being issued concurrently deternines
that the appropriate effective date is Decenber 19, 2001.

Docket No. ELO0O-95-058, et al. - 14 -

in order to avoid the appearance of nanipul ati on of the market by
the 1SO and, therefore, nust be rejected.

Conmi ssi on Response

We find that the SO s proposed new Tariff term ("Price
Mtigation Deficiency Reserve") is reasonable and consistent with
the intent of the Conm ssion's Decenber 19 Conpliance Order to
renmove fromthe |1 SO any discretion regarding the declaration of
system energenci es for purposes of recalculating the mtigated
mar ket clearing price. W disagree with Dynegy's argument
regardi ng i nconsi stent application of the reserve energency
requi renent. The Decenber 19 Conpliance Order required the |ISO
to nodify its Tariff to recalculate the mtigated prices when
reserves in California fall below 7 percent. W find that the
SO s Tariff changes have conplied with that directive. Duke's
request for the Commission to reevaluate the appropriate
threshold for resetting the mtigated market clearing price is
outside the scope of this conpliance filing and is addressed in
the rehearing order being issued concurrently. Additionally, we
will deny Reliant's request that the Tariff be revised so that
price mtigation and system enmergencies are declared at the sane
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poi nt. For purposes of inplenmenting our mtigation plan, these
provi sions need not be identical. Finally, the Comm ssion
directs the 1SO to nake the revisions regarding the Stage 1
System Energency effective as of Decenber 19, 2001, consistent
with our findings in the rehearing order being issued
concurrently with this order.

3. Recovery of Emissions and Start-Up Fuel Costs
a. Gross Load

In the Decenber 19 Conpliance Order, the Comm ssion stated
that gross load is the nost appropriate basis for assessing
en ssions and start-up fuel costs because it is consistent with
the SO s Real Tinme |Inbal ance Energy Market performng a

21

reliability function. In its conpliance filing, the |ISO
revised its Tariff to state that total gross load is the basis
for assessnent for enissions and start-up fuel costs.

Modest o, TANC, NCPA, and Cities/MS-R (Government Entities)
protest that the rates for em ssions and start-up fuel costs
shoul d be based on the sum of the Control Area Gross Load and the
projected demand within California outside the | SO Control Area
that is served by exports fromthe ISO Control Area. They also
object to the SO s proposal to assess these costs to Load that
is not served by the 1SOcontrolled grid. SoCal Edison states
that the 1SO s conpliance filing is inconsistent with regard to

21
97 FERC at 62, 370.

Docket No. EL0O0-95-058, et al. - 15 -

enm ssions and start-up fuel cost charges and is severely
deficient if it intends to assess these charges based on

schedul i ng coordi nator Control Area Gross Load. Specifically,
SoCal Edi son states that the |1 SO has cal cul ated the unit rates
for em ssions and start-up fuel charges using Control Area Gross
Load but allocated the rate among custonmers based on Metered
Demand.

In its answer, the I SO states that the Government Entities’
assertion is without nmerit and that the 1SO s conpliance filing
contains the precise |anguage proposed to and accepted by the
Conmi ssion. Additionally, the | SO agrees with SoCal Edison's
argunent regarding the inconsistent application of em ssions and
start-up fuel charges based on Control Area Gross Load.

Commi ssi on Determ nation
The concerns raised by the Governnent Entities are denied.

Qur review indicates that the 1SO except for the issue raised by
SoCal Edison, has correctly inplenented in its Tariff sheets our

http://cips.ferc.gov/Q/CIPSELECTRIC/EL/EL00-95.0FM.TXT 5/16/2002



Page 16 of 21

findings regarding use of gross load as the basis for the

al l ocation of em ssions and start-up fuel costs. Wth respect to
SoCal Edison's concern, the |1SO agrees with SoCal Edison's
position regarding the inconsistent allocation of em ssions and
start-up fuel charges, and is therefore instructed to revise
Sections 2.5.23.6.1 and 2.5.23.7.1 of its Tariff to |levy

em ssions and start-up fuel costs charges against all Scheduling
Coordi nators based upon each Scheduling Coordinator's Contro

Area Gross Load.

b. Gas Portfolio

In its Decenber 19 Conpliance Order, the Comm ssion
clarified that sellers need not subnmit their entire gas portfolio
22
in order to justify actual start-up fuel costs. Inits
conpliance filing, the 1SOrevised its Tariff, effective Decenber
20, 2001, to remove the requirenent that sellers submt cost data
for their entire gas portfolio.

Rel i ant and Dynegy argue that the 1SO only elimnated this
requi renment as of Decenber 20, 2001, but should have renoved the
provision entirely since the Decenber 20, 2001 effective date may
be used to deny recovery for start-up fuel costs for past
peri ods.

In response to Dynegy's and Reliant's argunent, the | SO
states that the Conm ssion does require subnission of gas
portfolio data expressly to support requests for cost recovery
above the cal cul ated gas proxy price.

22
I d.

Docket No. ELOO-95-058, et al. - 16 -
Commi ssi on Determ nation

We agree with Dynegy and Reliant. The Comm ssion never
directed the 1SOto require the subm ssion of the entire gas
portfolio data for purposes of justifying recovery of actua
start-up fuel costs. Accordingly, we direct the 1SOto revise
its Tariff sheets to make this Tariff change effective June 20,
2001.

4, Ten Percent Credit Ri sk Adder

In the Decenber 19 Rehearing Order, the Conmi ssion affirned
its June 19 Order in which the Comnission directed the 1SO to add
10 percent to the Market Clearing Price to generators for all 23
prospective sales in its markets to reflect credit uncertainty.
Inits compliance filing, the |1SO proposes revisions to its
Tariff, to be effective Decenber 20, 2001, clarifying the
applicability of the ten percent adder
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Dynegy argues that the 1SO s conpliance filing continues to
| eave out transactions eligible for the adder, such as
conpensation for M ninmm Load Costs and paynments for Uninstructed
| mbal ance Energy. Reliant also argues that the |1 SO s proposa
fails to nmeet the Conmission's directive by limting paynent of
the credit risk adder to Instructed | nbal ance Energy
transactions, instead of using the nore inclusive |Inbal ance
Energy definition. Dynegy and Reliant also argue that the Tariff
anmendnents regardi ng application of the adder were incorrectly
made effective Decenmber 20, 2001 and that the correct effective
date for the adder should be June 21, 2001. Reliant also notes

24
that in the Refund Hearing, the credit risk adder is to be
applied to transacti ons begi nning January 5, 2001 through June
20, 2001.

Inits answer, the |SO states that Uninstructed | nmbal ance
Energy is not the subject of an agreed-upon transaction with the
I SO, but only a consequence of a generator's voluntary deci sion
to produce additional output or a operator's loss or |ack of
control, and therefore, ineligible for the credit adder
Additionally, the |1 SO states that conpliance with the Must-Offer
Obligation is a condition of participation in the | SO markets and
not a transaction entered into between the | SO and the Generator
As such, mnimum | oad cost recovery properly excludes the ten
percent credit adder. The |SO agrees with Dynegy and Reli ant
that the correct effective date for the credit adder is June 21
2001. However, the 1SO disagrees with Reliant's attenpt to apply
t he adder retroactively to January 5, 2001

23
97 FERC O 61, 275 at 62, 210- 11.
24
Id., at 62,211.

Docket No. ELO0O-95-058, et al. - 17 -
Commi ssi on Determ nati on

Wth respect to Uninstructed |Inbal ance Energy, we agree with
the SO that this transaction is only a consequence of a
generators' voluntary decision to produce additional output, and
therefore, ineligible for the ten percent credit adder. However,
we disagree with the |1 SO regarding the exclusion of the adder for
M ni mum Load Costs. M nimum Load Costs paid by SCs are incurred
to maintain the reliability of the 1SOs grid, and are therefore
eligible for the ten percent credit adder. Additionally, the |ISO
agrees with Dynegy and Reliant that the correct effective date
for the adder should be June 21, 2001. Accordingly, we direct
the 1SOto nodify its Tariff to reflect an effective date of June
21, 2001. Reliant's argunment regarding retroactive recovery is
outside the scope of this conpliance filing.
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5. Cal cul ation of the Market Clearing Price
a. Ancil l ary Services

In the Decenber 19 Conpliance Order, the Commi ssion stated
that the price established for Ancillary Services should be as of
the tine the transaction was entered into, not the tine that
delivery actually occurs and directed the 1SOto nodify its

25
Tariff to reflect this finding. In its conpliance filing, the
| SO anended its Tariff to inplenent the Comri ssion's directive
ef fecti ve Decenber 20, 2001

Duke argues that, while the | SO made these tariff revisions
inits conpliance filing, the SO incorrectly nade this
nodi fication effective on a prospective basis begi nni ng Decenber
20, 2001. Duke states it was the Conmission's clear intent in
its granting of rehearing that the pricing of ancillary services
be retroactively applied from June 21, 2001 forward. As such
t he Conmi ssion should direct the 1SOto clarify that its Tariff
changes apply retroactively and that the rel evant market clearing
prices for ancillary services will be recal culated from June 21
2001 forward. Simlarly, WIlians argues that the 1SO failed to
explain why this nodification would be applied prospectively
only, and states that the I SO should be required to nmake this
revision effective as of June 20, 2001

Inits answer, the |1SO states that the Conmi ssion, in
nodi fying its prior order and directing the 1SOto use a new
met hod, did not provide for retroactive application to change the
way the ISO inplemented the pricing for Ancillary Services prices
prior to the Decenber 19 Rehearing Order. Therefore, the I SO
states that it properly proposed to apply the new pricing nethod

25
Decenber 19 Conpliance Order, 97 FERC at 62, 367
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prospectively only on the first day of conpliance, Decenber 20,
2001.

Comm ssi on Determ nation

We agree with the Intervenors. It was the clear intent of
our Decenber 19 Orders that the | SO nake this change consi stent
with our directives in the May 25 Order. Accordingly, we direct
the 1SOto nmodify its Tariff to reflect an effective date of June
21, 2001, as correctly noted by Reliant; not June 20, 2001 as
incorrectly suggested by WIIiamns.

b. Real - Ti me Metering
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In the Decenber 19 Conpliance Order, the Comm ssion directed
the 1SOto nodify its Tariff to renove the requirenment that a
Partici pating Generator Agreement (PGA) nust be signed in order
to set the mtigated Market Clearing Prices or to justify bids

26

above the mitigated Market Clearing Prices. In response, the
| SO proposes to require generating units that do not operate
under a signed PGA with the SO to have real-tine telenetry to
permit the ISOto validate those bids so as to prevent resources
that cannot respond to a Dispatch instruction fromsetting the
MCP

Dynegy argues that the Conm ssion did not require such real -
time metering and that if out-of-state generators are required to
install real-tine nmeters, such generators will choose not to
participate in the |1SO spot markets which would result in a
substanti al amount of capacity being renpved fromthe conpetitive
spot energy market. Reliant and Mrant argue that there is no
basis for the real-tine telenetry requirenment, and therefore
shoul d be rejected.

Inits answer, the 1SO notes that the protests are m spl aced
and fail to acknow edge the real danger of market power abuses
and portfolio substitution should a resource be permtted to
i nfluence the |1 SO Real Tinme Market under a schene of bait and
switch. The |SO also states that it has not been able to
deternmine any other way besides real-tinme telemetry to verify
conpliance with |1 SO Di spatch Notices and eligibility to set the
MCP

Comm ssion Determ nation

In its July 10 Conpliance Filing, the | SO proposed that only
suppliers that have signed PGAs be allowed to set the mtigated
Mar ket Clearing Prices and that real-tinme visibility through

26
Decenber 19 Conpliance Order, 97 FERC at 62, 368
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telemetry be necessary to determ ne which generator set the
mtigated reserve deficiency Market Clearing Price. 1In the
Decenber 19 Conpliance Order, the Conmission stated that it did
not require a PGA to be signed in order to set the mtigated

Mar ket Clearing Prices and that the capability exists to 27
deternmine a unit's Proxy Price wi thout having signed a PGA. In
the order on rehearing of the Decenber 19 Conpliance Filing being
i ssued concurrently with this order, the Commi ssion denies
rehearing of the 1SO s request to require generating units to
have real -tinme telemetry in order to set the Market Clearing
Price. Therefore, the 1SOis directed to revise its Tariff to
renove this requirenent.
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A Penal ty Provisions

In the Decenber 19 Conpliance Order, the Comm ssion found
that there was no need for the 1SOto inpose any penalty either
for a failure to report a forced outage or a failure to respond
to a dispatch request, and thus ordered the SO to renpve those

28
penal ty provisions effective June 21, 2001. In its conpliance
filing, the ISOnodified its Tariff to provide that, effective
June 20, 2001 through Septenber 30, 2002, the ISOw Il not |evy
penal ti es agai nst Market Participants for either a failure to
report forced outages or a failure to respond to a Dispatch
i nstructi ons.

Dynegy argues that the 1SO fails to renove these penalty
provisions fromthe Tariff, and, instead |eaves these penalties
in place after the termination of the nmitigation period. Reliant
al so states that the 1SOincorrectly places in its Tariff an
effective date of June 20, 2001 instead of June 21, 2001

In its answer, the SO states that it has conplied with the
Commi ssion's directive by suspending application of the penalty
provi sions during the period coincident with the mtigation
program The | SO agrees with Reliant that the Tariff had an
incorrect effective date and that the correct effective date
shoul d be June 21, 2001.

Commi ssi on Determ nation

We agree with the intervenors that this provision should be
deleted fromthe Tariff. The Conm ssion's Decenber 19 Conpliance
Order required that these penalty provisions be renoved fromthe
ISOs Tariff and noted that the | SO had not presented any new
evi dence supporting the need for continuation of such provisions.
To the extent the |1SO believes that these penalties are necessary

27

Decenmber 19 Conpliance Order at 62, 368.
28

Decenber 19 Conpliance Order at 62, 367.
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at the end of the current mitigation period, it is free to file
for their inclusion with appropriate justification.

Additionally, the 1SO adnmits that it used an incorrect effective
date for suspension of the penalty provisions. Accordingly, we
direct the 1SOto nodify its Tariff to reflect an effective date
of June 21, 2001.

6. O her Tariff Revisions

Qur review indicates that the remaining tariff revisions
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conply with our Decenber 19 Orders and are accepted for filing.

The Conmi ssion orders:

(A The 1SO s conpliance filing submtted on January 25,
2002, as anended, is hereby accepted in part and rejected in
part, as discussed in the body of this order.

(B) The SO is hereby directed to subnmt a conpliance
filing, as discussed in the body of this order, within thirty
(30) days of the date of this order.

(O The SO is hereby informed that rate schedul e
designations will be given in a future order. Consistent with

our prior orders, the ISOis hereby directed to pronptly post the

Tariff sheets as revised in this order on the Wstern Energy
Net wor k.

By the Conmi ssion.

( SEAL)

Li nwood A.
Wat son, Jr.,

Deputy Secretary.
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