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RE: CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION
DOCKET NO. ER06- -000

THE INTERIM RELIABILITY REQUIREMENTS PROGRAM

Dear Secretary Salas

Pursuant to Section 205 of the Federal Power Act (‘FPA”), 16 U.S.C. § 824d and
Part 35 of the Federal Energy Regulatory Commission’s (“FERC” or the “Commission”)
regulations, 18 C.F.R. § 35 et seq. the California independent System Operator, inc.
(“CAISO”) respectfully submits for filing an original and five copies of an amendment to
the 1SO Tariff, to establish the Interim Reliability Requirements Program.' The Interim
Reliability Requirements Program implements the Resource Adequacy programs being
established by State authorities, including the California Public Utilities Commission
(“CPUC") and other Local Regulatory Authorities (“LRAs"). The interim Reliability
Requirements Program is intended to remain effective until implementation of the
Market Redesign and Technology Upgrade program ("MRTU”) scheduled for Fall 2007.

L EXECUTIVE SUMMARY

The Commission has found that a Resource Adequacy program is a “critical
element of any market design” that serves to, inter alia, meet reliability requirements,
alleviate pressure on the spot market, establish appropriate price signals, and

encourage infrastructure investment to support grid reliability and produce just and
reasonable rates.’

in California, the Commission is acutely aware of the importance of Resource
Adequacy in ensuring a stable electricity market and reliable power system operations.
To prevent a failure such as the California Energy Crisis of 2000-01, the provisions of

! Capitalized terms not otherwise defined herein are used in the sense given in the Master
?efinitions Supplement, Appendix A to the ISO Tariff.

See Further Order on the California Comprehensive Market Design Proposal, 105 FERC
61,140 (2003) at PP 205, 214 (October 28, 2003).




the ISO Tariff ensuring system reliability must work in conjunction with the Resource
Adequacy requirements established by the CPUC and other LRAs to provide a
seamless process that ensures sufficient capacity will be available when and where it is
needed to meet reliability requirements and to ensure stable operations of the power
system at reasonable prices with less volatility.

On September 8, 2005, the California Legislature enacted Assembly Bill ("A.B.")
380, which required the CPUC, in consultation with the CAISO, to establish Resource
Adequacy requirements for all Load Serving Entities within the CPUC’s jurisdiction. In
addition, A.B. 380 required local publicly owned utilities, as well as Load Serving
Entities subject to the jurisdiction of the CPUC, to procure adequate resources to meet
their peak demands and planning and operating reserves.

On October 27, 2005, the CPUC issued Decision (D.) 05-10-42 reaffirming and
clarifying that entities under its jurisdiction would be required, by June 2006, to
demonstrate that they have acquired capacity sufficient to serve their forecast retail
customer load and a 15-17% Reserve Margin.

On February 9, 2006, the CAISO filed ifs comprehensive market redesign - the
MRTU Tariff. With MRTU, the CAISO is proposing to end the current Commission-
imposed “must-offer” obligation and transition to a capacity-based system in which the
CPUC and other LRAs establish procurement requirements that require all Load
Serving Entities within their jurisdiction to obtain sufficient resources to meet their Load
with an adequate Reserve Margin and to ensure appropriate resources will be made
available to the CAISO in the Day-Ahead Market, including the Residual Unit
Commitment (“RUC”) process, and in the Hour Ahead Scheduling Process {("HASP”)
and Real-Time Market based on a unit's operating characteristics. In addition to the
CPUC's more developed Resource Adequacy Program, the CAISO expects that each
L RA will establish a Resource Adequacy program that includes the following elements:
(1) a Demand forecast; (2) Resource Adequacy standards, including appropriate
Reserve Margins; (3) criteria for defining the resources that will qualify for, and how
much capacity will count toward, meeting Reserve Margin requirements; (4) plans -
Annual and Monthly - of how that Demand will be served; (5) requirements on how the
resources will be available to the CAISO that are consistent with MRTU Tariff
requirements; and (6) a program to ensure compliance so that the CAISO system
Demand can be met and that no Load Serving Entity inappropriately leans on other
Load Serving Entities. MRTU, however, is not expected to be implemented before
November 2007.

The Interim Reliability Requirements Program adjusts the CAISO’s existing
systems to incorporate the Resource Adequacy programs adopted by the CPUC and
other LRAs in accordance with AB 380 for the period between June 2006 and the
implementation of MRTU. To the extent feasible, the CAISO will operate the grid relying
on resources procured to meet Resource Adequacy requirements. The FERC must-
offer obligation is retained only as a backstop to ensure system reliability and prevent
economic or physical withholding of resources. importantly, the fundamental operation




of the FERC must-offer requirement - who it applies to, what is paid, and by whom --
does not change under the interim Reliability Requirements Program.

Because the CAISO seeks to conform to the new Resource Adequacy policies
adopted by the CPUC on a timely basis and also because the modifications proposed
herein have already been subject to substantial stakeholder input, the CAISO requests
an effective date of May 12, 2006, sixty days from the date of this filing, for the
provisions regarding submission of Resource Adequacy Plans and Supply Plans and
May 31, 2006 for the remainder of the proposed tariff sheets, coincident with the CPUC
requirements.

I STATEMENT OF ISSUE

Whether the Interim Reliability Requirements Program proposed by the CAISO is
just and reasonable.

i BACKGROUND AND STATEMENT OF REASONS FOR FILING
A. The CAISO’s Role in Resource Adequacy

AB. 380° directed the CPUC to establish, in consultation with the CAISO, new
Resource Adequacy requirements for Load Serving Entities that are under the
jurisdiction of the CPUC. As described in A.B. 380, the CPUC’s Resource Adequacy
program must,

Ensure that adequate physical generating capacity
dedicated to serving all load requirements is available to
meet peak demand and planning and operating reserves, at
or deliverable to locations and at times as may be necessary
to ensure local area reliability and system reliability, at just
and reasonable rates.’

In addition, A.B. 380 required each of California’s local publicly owned electric utilities to
“procure resources that are adequate to meet its planning reserve margin and peak
demand and operating reserves, sufficient to provide reliable electric service to its
customers.”

At the November 21, 2002 meeting of the CAISO Board of Governors, the Board
directed CAISO management to defer to State efforts to address the broader issue of
Resource Adequacy. In addition, the Board directed management to actively engage in
the CPUC proceeding regarding the establishment of procurement rutes for the State’s
investor Owned Utilities (“IOUs”). At that meeting, the Board acknowledged the State’s
legitimate and primary role in addressing matters related to Resource Adequacy or,

j CAL. Pug. UTIL. CODE § 380 (2006).
fd.
s Cal. Pub. Util. CODE § 9620 (2006).




more specifically, the obligations of Load Serving Entities to procure enough resources
to serve their Load pius reserves.

in the recent MRTU filing, CAISO witness Mark Rothleder testified with respect to
the CAISO’s responsibility:

the CAISO's role can be divided into three components: (1) assisting in
the implementation of rules adopted by the CPUC and Local Regulatory
Authorities, including providing technical input, (2) implementing rules over
suppliers outside the jurisdiction of the Local Regulatory Authorities, and
(3) ensuring the objective of Resource Adequacy 1o have resources
available when and where needed is realized by providing for coordination
of the rules adopted by the CPUC and other Local Regulatory Authorities
with the design of the CAISO Markets and Bidding practices and the
physical realities of the CAISO’s system through appropriate MRTU Tariff
provisions applicabie to Scheduling Coordinators.’

As described below, the Interim Reliability Requirements Program achieves these
objectives by deferring to the criteria established by the CPUC and other LRAs in key
areas such as establishment of the Reserve Margin, development of Demand
Forecasts, and determination of Qualifying Capacity. The resources procured under the
programs developed by State and Local authorities are then made available to the
CAISO though the CAISO's bidding and scheduling practices. Only in the event that
insufficient supply at the system or local level is procured and made available under the
State and Local programs does the CAISO utilize the existing FERC must-offer
obligation or engage in backstop procurement o maintain grid reliability.

B. CPUC Resource Adequacy Proceeding

As a result of the California Energy Crisis, the CPUC opened a proceeding in
October 2001 to establish the means by which the 1OUs could resume full resource
procurement responsibilities. In subsequent decisions, the CPUC allocated the
contracts entered into by the California Department of Water Resources during the
crisis and addressed short-term procurement.

In January 2004, the CPUC issued D.04-01-050, which adopted key policies for
Resource Adequacy requirements applicable to the IOUs as well as to Energy Service
Providers ("ESF’S") and Community Choice Aggregations operating within the 10Us’
service territories.” These policies included, among other things, a requirement that
each Load Serving Entity meet Demand plus a Planning Reserve Margin of 15-17% for
each “summer” month, defined as May through September. Each Load Serving Entity
was required to meet this obligation no later than January 1, 2008 through a gradual
phase-in, with interim benchmarks that became effective in 2005. In addition, each Load
Serving Entity was required to forward contract 90% of its summer (May through

Direct Testimony of Mark Rothleder in Docket No. ER06-615-000 at p. 9.
California Pub. Util. Comm'n Decision 04-01-050 (January 22, 2004).




September) peaking needs (loads plus planning reserves) a year in advance, subject to
adjustment if implementation would result in significantly increased costs or foster
collusion and/or the exercise of market power in the Western energy markets; and (4)
the 5% target limitation on utilities’ reliance on the spot market (i.e., Day-Ahead, Hour-
Ahead, and Real-Time Energy) to meet their Energy needs was continued in effect.

Following D.04-01-050, the CPUC instituted a series of workshops beginning in
March 2004 to address various technical, methodological, definitional, and procedural
issues, including Load forecasting protocols, resource counting conventions, and
deliverability. The Workshop Report on Resource Adequacy Issues (Workshop Report)
was issued on June 15, 2004.°

On July 8, 2004, an Administrative Law Judge’s Ruling Requesting Additional
Comments on Resource Adequacy Issues (“July 8 Ruling”) was issued focusing on the
reserve deadlines for the reserve and forward contracting requirements in D.04-01-050.
The July 8 Ruling also noted that in an April 28, 2004 letter to CPUC President Michael
Peevey, Governor Schwarzenegger indicated that the "[CPUC’s] phase-in date [for
Resource Adequacy] of 2008 is too slow" and described President Peevey's
concurrence with the Governor's assessment, and indicated that the phase-in "needs to
be accelerated to ensure system reliability."® Finally, the July 8 Ruling noted that the
Joint Opening Statement of President Peevey and Commissioner John Geesman of the
California Energy Commission at the April 30 prehearing conference indicated that "we
will look closely not only at refinement of the existing requirements, but also their
acceleration as requested by the Governor.”® The ruling invited comments and replies
on: (1) accelerating the phase-in of the full planning reserve margin from January 1,
2008 to June 1, 2006 and (2) how the year-round 15%-17% reserve requirement and
the seasonal 90% forward contracting requirement adopted in D.04-01-050 interact.”

The CPUC issued D.04-10-035 on October 28, 2004." That decision provided
clarification with respect to the Resource Adequacy policy framework adopted in D.04-
01-50, identified issues to be resolved in further proceedings, and established certain
procedural processes to be undertaken in a “Phase 2" proceeding." D.04-10-035 also,
infer alia, (1) adopted the accelerated June 1, 2006 implementation schedule advocated
by Governor Schwarzenegger; (2) clarified that the Planning Reserve Margin must be
satisfied for all months, not just summer months; (3) imposed a requirement on each
Load Serving Entity to demonstrate 100% procurement of its Demand and Planning

¢ California Pub. Util. Comm’n, Workshop Report on Resource Adequacy Prepared by ALJ

Michelle Cooke, Rulemaking Docket Nos. 04-04-003, 01-10-024 (June 15, 2004).
? April 28, 2004 letter of Governor Amold Schwarzenegger to CPUC President Michael Peevey.
10 California Pub. Util. Comm'n, Administrative Law Judge’s Ruling Requesting Additional
1C13f::mme~‘zm‘s on Resource Adequacy Issues (July 8, 2004).

Id.
2 California Pub. Util. Comm’n Decision 04-10-035 (October 28, 2004).
3 Approximately 19 workshops were held between November 2004 and April 2005. The CPUC
staff issued its report on June 10, 2005 which can be found at http://www.cpuc.ca.gov/PUBLISHED/
REPORT/46914.PDF. After comments and reply comments, Administrative Judge Wetzell issued an
opinion on September 27, 2005.




Reserve Margin on a month-ahead basis; and (4) imposed an availability obligation of
resources procured to meet the Resource Adequacy requirements.

The CPUC issued D.05-10-042 on October 27, 2005,™ which affirmed and
clarified the policy framework established in Decisions 04-01-050 and 04-10-035. The
CPUC noted the following key determinations: (1) the adoption of a monthly system
peak approach to defining the Resource Adequacy obligation; (2) adoption of
deliverability tests and allocation of import capacity; (3} the recognition of the need for a
localized capacity requirement but the postponement of its implementation to the 2007
procurement year so that it can be fully considered; and (4) the affirmation that
sanctions for Load Serving Entity non-compliance with Resource Adequacy
requirements are required.

The CPUC also concluded that an extension of the FERC must-offer obligation
and associated waiver denial process should continue to be advocated as necessary for
commitment of Resource Adequacy Resources until the implementation of CAISO's
MRTU process.’”” The CPUC was concerned that if the must-offer obligation and
associated waiver denial process are eliminated earlier, the CAISO will not have
sufficient means to commit resources for the next day. The CPUC noted that, as with
any major new program, unanticipated initial implementation issues are possible, and
thus, it is prudent to proceed with caution.™

Proceeding number R05-12-013 was opened at the beginning of 2006 and will
conduct workshops or otherwise address: (1) local capacity obligation, (2) multi-year
procurement requirement, and (3) consideration of Capacity Markets."

C. CAISO Stakeholder Process

The stakeholder process regarding the MRTU Resource Adequacy requirements
was extensive and covered many of the areas included in the Interim Reliability
Requirements Program. The CAISO has sought to expand on the prior input and
maintain meaningful stakeholder consultation into the Interim Reliability Requirements
Program within the expedited timeframe in which this issue must be considered.

On February 3, 2006, the CAISO posted its proposed revisions to the 1SO Tariff
to incorporate the interim program. This draft was reviewed at a meeting with
stakeholders on February 14, 2006. Following the meeting, 16 entities provided written

:: Catifornia Pub. Util. Comm’'n Decision 05-10-042 {October 27, 2005).
id.
1© Id.
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comments on the [:)foposa!s.18 The CAISO considered the submissions and published a
table summarizing its substantial revisions in response to the issues raised by
stakeholders. The table served as a focus of a teleconference on March 2, 2006. The
CAISO prepared revised tariff language, which was posted on March 8, 2008.

The CAISO presented the Interim Reliability Requirements Program to the
Governing Board at the meeting on March 9, 2006. A copy of the package of materials
proposed to the CAISO Board of Governors is attached as Attachment G hereto. The
Board voted to authorize this filing.

D. independent Energy Producers Complaint

Concurrent with the implementation of the Interim Reliability Requirements
Program, the CAISO is in the process of settlement negotiations with parties regarding
a complaint filed by the Independent Energy Producers (“IEP”) in Docket No. EL05-146-
000 on the existing FERC must-offer obligation and a recommended replacement of the
FERC must-offer obligation with a tariff-based Reliability Capacity Services Tariff
(“RCST”). While the ultimate outcome of the IEP-RCST proceeding may impact the
nature of the existing FERC must-offer obligation for resources not under supply
contracts in accordance with the Resource Adequacy programs or Reliability Must Run
contracts, the CAISO must proceed based on what is currently in effect. Given the tight
implementation timetable, the CAISO must go forward with implementation of the
Interim Reliability Requirements Program based on an assumption that the current form
of the FERC must-offer obligation will exist within the construct for Resource Adequacy
to be implemented by the CPUC and other Local Regulatory Authorities in accordance
with AB 380. To the extent that the outcome of Docket No. EL05-146-000 dictates
changes to the 1SO’s Tariff, those changes would be implemented in that proceeding.
However, the CAISO emphasizes that the interim Reliability Requirements Program as
set forth herein can meet the CAISO’s operational needs regardiess of the outcome of
the RCST proceeding and therefore is largely independent of any potential future tariff
changes.

IV. DESCRIPTION OF TARIFF CHANGES

The provisions of this ISO Tariff amendment are intended to support the
implementation of the interim Resource Adequacy programs developed by the CPUC
and other LRAs for Load Serving Entities under their respective jurisdiction. As noted in
the memorandum to the CAISO Board of Governors, four interdependent, practical
considerations guided the development of this amendment:

1 Entities submitting comments included: Alliance for Retail Energy Markets, the Cogeneration

Association of California and the Energy Producers and Users Coalition, the California Municipal Utilities
Association, Northern California Power Agency, Pacific Gas & Electric Company, Powerex Corp., PPM
Energy, Southern California Edison, Sempra Global, Sacramento Municipal Utility District, the Utility
Reform Network, Western Area Power Administration, Williams Power Company, the City of Vernon, and
the California Department of Water Resources State Water Project.




(1) while respecting the primary role of the CPUC and other LRAs, the CAISO
remains statutorily obligated to operate the 1SO Controlied Grid in accordance
with Applicable Reliability Criteria and Good Utility Practice. To accomplish this
requirement, the CAISO must have sufficient resources, in appropriate locations,
to meet Demand. Moreover, the efforts of State regulatory entities to ensure that
Load Serving Entities secure sufficient resources can only achieve the intended
reliability benefits if the procurement rules are integrated with the design of the
ISO Markets and bidding practices as well as the physical realities of the 1ISO
Controlied Grid.

(2) the design features must be implementable on an expedited schedule to meet
the CPUC’s June 1, 2006 deadline.

(3) the design features would be temporary, intended only to be effective until
implementation of MRTU in November 2007.

(4) while much work has been done, certain aspects of the California Resource
Adequacy program are still evolving.

These four considerations led to the general principle that the Interim Reliability
Requirements Program tariff provisions should be designed with an intent to minimize
system changes at the CAISO, which requires reliance upon existing processes,
procedures, and tariff authority to the maximum extent possible, while stili looking ahead
to the program under MRTU.

Thus, a primary change in the Interim Reliability Requirements Program is the
manner in which the existing FERC must-offer obligation will transition to a backstop
role. The CAISO proposes to revise the current “Must-Offer Waiver Denial Process”
(“MOWD*) to deny waivers first to those resources that have received a Resource
Adequacy Capacity payment. In other words, the CAISO will, to the extent operationally
practical, run the system without calling on units under the FERC must-offer obligation.
Instead, the CAISO will issue a MOWD to Resource Adequacy Resources prior to
issuing MOWD to non-Resource Adequacy Resources under the FERC must-offer
obligation.*

The tariff has also been modified to reflect the understanding that a resource
designated by a Load Serving Entity as a Resource Adequacy Resource should be
compensated under the bilateral arrangement to make its capacity available to the
CAISO. To implement this understanding, the CAISO proposes 1o revises the Minimum
Load Cost Compensation (“MLCC") to recognize that Resource Adequacy Resources
have received an explicit capacity payment and therefore no longer require the implicit
capacity payment embodied in the current MLCC provisions.?‘o

While utilizing Resource Adequacy Resources first, the Interim Reliability
Requirements Program continues to rely for an interim period on the FERC must-offer
obligation, the associated MOWD process and procedures, and the MLCC provisions to
make resources available for commitment to meet CAISO reliability needs. When
calling on resources under the FERC must-offer obligation, the CAISO does not
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propose to modify the existing scope of resources covered under the must-offer
obligation or the cost compensation and cost allocation methodologies currently in place
or subject to the outcome of ongoing proceedings {(namely Amendment No. 60).

The proposed changes to Section 40 of the 1ISO Tariff are as follows:
A. Applicability

The Interim Reliability Requirements Program applies the ISO Tariff's reliability
requirements to all Scheduling Coordinators representing Load Serving Entities within
the 1ISO Control Area. Load Serving Entities do not include customer generation located
on the customer’s site or providing service through arrangements authorized by Section
218 of the California Public Utilities Code under defined conditions. This is consistent
with the provisions of A.B. 380. The jurisdictional status of each Load Serving Entity is
accounted for in the 1SO Tariff by deferring certain elements to the CPUC or the other
relevant LRA, as described in more detail below.

The Resource Adequacy availability obligation can be viewed in three tiers. The
first tier covers all resources listed in a Load Serving Entity’'s Resource Adequacy Plan
and requires that the Load Serving Entity optimize the resource as it sees fit. The
second tier applies to those listed resources that are under an affirmative offer
obligation and included in the MOWD process. This tier would apply to those
resources, other than hydro-electric, MSS resources, QF, and, if exempted by the
CPUC or LRA, System Resources, listed in a Load Serving Entity's Resource Adequacy
Plan. The third tier, also subject the MOWD process, includes that subset of Resource
Adequacy Resources for which the CAISO will submit a proxy bid. This subset is the
same as that under the current FERC must-offer obligation.

The Interim Reliability Requirements Program aiso keeps in place the FERC
must-offer obligation that applies fo all current FERC Must-Offer Generators as defined
in the ISO Tariff. If a hydro-electric facility, a MSS Systern Unit, a System Resource, a
QF, or any other entity is not subject to the FERC must-offer obligation today — it will
continue to be exempt from such obligation under this amendment.

B. Deference to the CPUC and Other Local Regulatory Authorities

The CAISO has acknowledged the primary role of the CPUC and LRAs in
determining long-term procurement policies for Load Serving Entities under their
jurisdiction. This deference is demonstrated in the proposed Section 40 by
incorporating the following Resource Adequacy rules developed by the CPUC or other
applicable LRAs:

« Demand forecast and protocols (Section 40.3)
« Planning Reserve Margin (Section 40.4), and

» Resource counting conventions {Section 40.5)



With respect to the Demand forecast and protocols, Planning Reserve Margin,
and resource counting conventions, the CAISO proposes default criteria to be applied
only in the event that the Local Regulatory Authority does not establish its own criteria.
Moreover, the default criteria are based on the standards already adopted by the
CPUC.

C. Qualifying Capacity

Under the Interim Reliability Requirements Program, only Net Qualifying
Capacity may be used to meet the Planning Reserve Margin and other elements of the
program. Net Qualifying Capacity is the Qualifying Capacity as determined by the Local
Regulatory Authority reduced, if necessary, by the CAISO's testing and verification and
by deliverability restrictions described in Section D below. Again, what will constitute
Qualifying Capacity will be determined, as appropriate, by the CPUC or, in the case of
an entity not under the CPUC's jurisdiction, the applicable LRA. The default standard
for Qualifying Capacity in Section 40.13 will apply only where a LRA has not determined
what constitutes Qualifying Capacity.

D. Deliverability

In order to effectively meet system needs, capacity must be deliverable.
Deliverability generally means that the output of generating unit can reach load under
peak conditions. The concept of deliverability under this amendment extends to
generation inside the ISO Control Area to reach the aggregate of its load and the
capability of imports for serving load inside the 1SO Control Area.”

The CAISO will determine whether the capacity of a physical Generating Unit is
available to serve the aggregate of Load by means of a deliverability analysis. The
deliverability analysis will focus on peak Demand conditions. The CAISO will update
the deliverability analysis on an annual basis. To the extent the deliverability analysis
shows that the Qualifying Capacity of a Generating Unit or System Unit is not
deliverable to the aggregate of Load under the conditions studied, the Qualifying
Capacity of the resource will be reduced on a MW basis for the capacity that is
undeliverable. The CAISO will utilize its Large Generator Interconnection Procedures
and process so that future generator interconnections do not degrade the deliverability
of existing resources.

With respect to Imports, the CAISO shall establish for 2006 for each branch
group the total import capacity values to be allocated to Load Serving Entities serving
Load in the 1ISO Control Area for Resource Adequacy planning purposes, and will
update those values for 2007. Import capacity associated with Existing Rights and
Encumbrances and Transmission Ownership Rights shall be reserved for holders of
such commitments as part of the deliverability study and will not be subject to allocation.

2 The CAISO previously posted overviews of its analysis for deliverability. it can be found on the CAISO
Website at hitp://www caiso.com/docs/2004/10/04/2004100410354511659.himi.
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The import capability of the system will be aliocated to non-CPUC Load Serving Entities
individually and to the CPUC Load Serving Entities as an aggregated allocation, which
will be subject to the allocation rules of the CPUC.

For 20086, the allocation will be as follows:

. Non-CPUC Load Serving Entities will receive an allocation on a particular
branch group equal to each entity's resource commitments outside the
ISO Control Area, as of October 27, 2005 that utilizes the particular
branch group through calendar year 2006.

. CPUC Load Serving Entities will receive an aggregate import value by
branch group that is equal to the maximum value for each branch group
minus import capacity associated with (i) Existing Transmission Contracts,
(i) Encumbrances and Transmission Ownership Rights, and (iii) resource
commitments outside the 1ISO Control Area of non-CPUC Load Serving
Entities, as of October 27, 2005

Similar rules will apply for 2007 except the cut off date shall be March 10, 2006 instead
of October 2005. The CAISO selected the March 10" date for several reasons. Most
significantly this approach provides certainty in procurement. As such, all existing
commitments of non-CPUC jurisdictional entities will be respected and allocated first.
Given that the CPUC entities will get the remainder, the CAISO believes the selection of
the March 10, 2006 date strikes an appropriate balance between the two categories of
L oad Serving Entities. The CPUC entities need to know their allocation values with
sufficient lead-time that they may engage in new contracts for the 2007 period.
Moreover, the CAISO must receive the contracts data from the non-CPUC jurisdictional
entities, conduct an analysis, and determine the remaining available capacity. The
CAISO will need a few weeks to perform these activities. The CPUC-jurisdictional
entities have consistently requested at least 90 days to conduct their procurement
activities before they must make the next required reporting. The significant reporting
period is the year ahead report that is due September 30, 2006 for the summer months
of 2007.

This process responds to stakeholder concerns for certainty by allocating intertie
capacity on a forward basis so as to encourage contracting. In this regard, certain
stakeholders noted the importance of being able to make long-term procurement
decisions with respect to resources outside the ISO Control Area with the assurance
that these resources would be deliverable and count toward fulfillment of a Resource
Adequacy obligation. The CAISO understands and agrees that security of long-term
supply arrangements is critical. Nevertheless, this amendment is a temporary,
transitional program. The issue of a long-term allocation of import capacity for
Resource Adequacy purposes should be addressed on a comprehensive basis with the
other elements of the MRTU market design.

11



This allocation does not guarantee or result in any actual transmission service
being allocated and is only used for determining the maximum Resource Adequacy
Capacity that can be credited towards satisfying a Scheduling Coordinator's Resource
Adequacy obligation. Upon the request of the CAISO, Scheduling Coordinators must
provide the CAISO with information on existing import contracts and any trades or sales
of their load share allocation. Such information will be subject to the confidentiality
provisions of the 1SO Tariff. The CAISO will inform the CPUC or other Local
Regulatory Authority of Resource Adequacy Plan submitted by a Scheduling
Coordinator for a Load Serving Entity under their respective jurisdiction that exceeds its
allocation of import capacity.

E. Reporting Requirements

1. Reports from Scheduling Coordinators Representing Load Serving
Entities

The Interim Reliability Requirements Program contains several reporting
requirements that will enable the CAISO to ensure overall adequacy of resources by
verifying the Resource Adequacy program of each Load Serving Entity. Scheduling
Coordinators for Load Serving Entities are required to submit annual and monthly
Resource Adequacy Plans.

The annual and monthly Resource Adeguacy Plan provided to the CAISO by
Scheduling Coordinators for the CPUC Load Serving Entities are to be submitted on the
schedule and in the form approved by the CPUC. The annual and monthly Resource
Adequacy Plans provided to the CAISO by Scheduling Coordinators for the non-CPUC
Load Serving Entity or Entities for whom they schedule Demand within the iSO Control
Area are to be submitted on the dates set forth in the tariff and in the form set forth on
the CAISO website. To minimize the difficulty imposed on the CAISO personnel and
process for integrating the information in the Resource Adequacy Pians, other than for
good cause, the form of the Resource Adequacy Plan and the date for submission for
the CPUC Load Serving Entities and the Non-CPUC Load Serving Entities is to be
identical.

The annual and monthly Resource Adequacy Plan must identify the Resource
Adequacy Resources that will be relied upon to satisfy the Planning Reserve Margin
and must apply the Net Qualifying Capacity requirements. If a Scheduling Coordinator
for a Load Serving Entity submits a Resource Adequacy Plan that the CAISO identifies
as not demonstrating compliance with Resource Adequacy rules adopted by the CPUC
or other LRA, the CAISO will first notify the relevant Scheduling Coordinator, or in the
case of a mismatch between a Resource Adequacy Plan and a Supply Plan, the
relevant Scheduling Coordinators, and attempt to resolve the issue. If this process does
not resolve the CAISO’s concern, the CAISO will notify the CPUC or other appropriate
LRA of the potential deficiency. To the extent that the CPUC or other appropriate LRA
allows Load Serving Entities under its jurisdiction to cure the identified deficiency or
determines that no deficiency exists, the Scheduling Coordinator(s) are to inform the

12



CAISO at least 10 days before the effective month of the outcome of any resolution. If
the deficiency is not resolved, the CAISO will use the information contained in the
Supply Plan to set Resource Adequacy Resources’ obligations.

To the extent that the CPUC or other Local Regulatory Authority has not adopted
ruies allowing public access to records or information regarding action taken for
violations of its Resource Adequacy policies and rules, the Scheduling Coordinator for
each Load Serving Entity serving load in the ISO Control Area notified of a potential
failure to comply by the ISO and not resolved under Section 40.2.3 must report to the
CAISO any action taken by the appropriate Local Regulatory Authority in response to
the deficiency notification.

2. Reports by Suppliers

In addition to the showing of reports from Load Serving Entities, the CAISO
would require Scheduling Coordinators for all Generating Units, System Units, and
System Resources that have capacity committed through Resource Adequacy contracts
to submit Annual and Monthly Supply Plans to the CAISO confirming the existence of a
contractual agreement to provide such capacity.

These Supply Plans would show the amount of Resource Adequacy Capacity
sold per unit to each Load Serving Entity and the total quantity of Resource Adequacy
Capacity for each resource listed in the report. The form of the Supply Plan would be
posted on the CAISO website.

F. Availability

The CAISO proposes to build from the existing processes and procedures that
support the FERC must-offer policy, including the MOWD process. In this regard, the
CAISO intends to use the MOWD process to make commitment decisions for Resource
Adequacy Resources that have long-start times that have otherwise not scheduled
energy or ancillary services in the Day-Ahead Market. The CAISO shall make MOWD
decisions such that Resource Adequacy Resources are utilized to the extent possible,
considering transmission constraints, prior to dispatching a non-contracted resource
that is otherwise still subject to the FERC must-offer obligation.

G. Must-Offer Obligation Overview and Waiver Process

The Interim Reliability Requirements Program contains a three-prong offer
obligation described in Section |V.A above. By virtue of its inclusion in the Resource
Adequacy Plan of a Load Serving Entity and its Supply Plan, a generator becomes
subject to the Resource Adequacy Capacity availability obligation under section 40.6A 4
of the Tariff. In addition, the amendment keeps in place the existing FERC must-offer
obligation applied to all current FERC Must-Offer Generators. The CAISO’s unit
commitment process will create a priority order that, if necessary, first denies the waiver
requests of Resource Adequacy Resources and then, only if necessary, denies FERC
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must-offer obligation waiver requests. Capacity will be committed under revised Section
40 in the following priority order:

1. Generators committed through a balanced schedule;

2. if unscheduled and there is need for capacity, the CAISO will deny
Resource Adequacy Resources waiver requests;

3. If Resource Adequacy Capacity is insufficient, the CAISO will deny FERC
must-offer obligation waiver requests; and

4. Uncommitted Resource Adequacy Capacity and FERC must-offer
obligation capacity should be offered in real-time as Supplemental Energy,
or CAISO will a create proxy bid. A Resource Adequacy Resource that is
physically capable and is not otherwise explicitly exempted from making
its Resource Adequacy Capacity available in the Real-Time Market or has
a MOWD accepted, must offer supplementat bids in the Real-Time
Market.

Thus, the primary difference between the current FERC must-offer obligation and
the Resource Adequacy Capacity obligation is that the priority resources will be subject
to denials of must-offer waivers.

H. Settlement of Must-Offer Minimum Load Costs

Under the current MLCC design, Scheduling Coordinators representing
generating resources that are operating in compliance with the FERC must-offer
obligation, and pursuant to a MOWD, receive an Instructed imbalance Energy payment
for each Settlement Interval within the relevant hour. Additionally, Scheduling
Coordinators receive an MLCC payment based on generating unit heat-rate, fuel costs,
and compensation for “operations and maintenance” at $6.00/MWh. Generators that
have not entered into Resource Adequacy agreements and are not counted toward
meeting Load Serving Entities Qualifying Capacity obligation will continue to be subject
to the FERC must-offer obligation compensation system. The MLCC for non-Resource
Adequacy Generators operating in compliance with the FERC must-offer obligation will
remain unchanged.

In the proposed tariff changes, the CAISO guarantees MLCC recovery for
Resource Adequacy Resources for each Settlement Interval during hours within a
Waiver Denial Period. The minimum load Energy would be accounted as Instructed
Imbalance Energy and would be settled at the Resource-Specific Settlement Interval Ex
Post Price. To the extent the Instructed Imbalance Energy payments are not sufficient
to cover the generator's Minimum Load Cost, the generator will receive an uplift
payment to ensure that it receives full MLCC compensation. If the generator is
dispatched for real time imbalance Energy above its minimum load during the Waiver
Denial Period, the generator will be eligible for bid cost recovery. Resource Adequacy
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Un-Recovered Minimum Load Costs will be allocated the same as MLCC for FERC
Must-Offer Generators denied waivers under the FERC must-offer obligation. The
unrecovered portion of MLCC will be allocated consistent with the methodology for
allocating MLCC under the FERC must-offer obligation.

Recovery of start-up and emissions costs for both Resource Adequacy
Resources and FERC Must-Offer Generators would be based on the existing cost
compensation methodologies for these charges.

1 Enforcement

As noted above, the CAISO wouid report any deficiencies, such as lack of
Resource Adequacy Capacity or inaccuracies in Resource Adequacy Plans from CPUC
jurisdictional entities to the CPUC for enforcement. Similarly, the CAISO would report
deficiencies to the applicable LRA for non-CPUC jurisdictional entities. Other measures
to ensure compliance with the Resource Adequacy requirements would include
enforcement of the market rules specified in the ISO Tariff Enforcement Protocol
(Section 37 of the 1SO Tariff), or referrals to FERC as a potential violation of its market
rules. Scheduling Coordinators would be subject to penalties of $500 for each day a
report is late as pursuant to Section 37.6. In addition, all plans submitted as part of the
Resource Adequacy program are subject to market rules regarding the factual accuracy
of information, including Sections 37.5 and 37.7, and FERC’s market rules. A Resource
Adequacy Generating Unit or System Unit that fails to comply with its must-offer
obligation would be subject to a penalty pursuant to Section 37.2.4.

J. Defined Terms

in order to implement the proposed Interim Reliability Requirements Program,
the CAISO proposes to add a number of defined terms to the Master Definition
Supplement in Appendix A of the 1ISO Tariff including: FERC Must-Offer Generator,
Load Serving Entity, Net Qualifying Capacity, Planning Reserve Margin, Qualifying
Capacity, Resource Adequacy, Resource Adequacy Capacity, Resource Adequacy
Plan, Resource Adequacy Resource, Short Start, Supply Plan, Transmission Ownership
Rights, and Un-Recovered Minimum Load Cost.

V. EFFECTIVE DATE AND PART 35 COMPLIANCE

The CAISO respectfully requests that the revised tariff sheets attached hereto be
approved, without modification, suspension, or hearing, to go into effect on May 31,
2006, with the exception of Sections 40.2 (and subsections thereof) and 40.6 (and
subsections thereof) regarding the annual and monthly Resource Adequacy Plan and
Supply Plan reporting obligations, for which the CAISO requests an effective date of
May 12, 2006, 60 days from this filing. Earlier acceptance of the reporting obligations
will allow Market Participants and the CAISO to orderly transfer from the existing regime
based on the FERC must-offer obligation to the Interim Reliability Requirements
Program, implementing the Resource Adequacy requirements imposed by the CPUC
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and other Local Regulatory Authorities. By receiving the annual and monthly Resource
Adequacy Plans and Supply Plans, the CAISO can better ensure that adequate
resources will be available to meet system requirements when the remainder of the
interim program goes into effect on May 31, 2006, coincident with the CPUC
requirements.

The attached 1SO Tariff sheets are provided in a clean version and a version
redlined against the CAISO's Simplified and Reorganized Tariff ("S & R Tariff") that was
recently approved by the Commission to be effective March 1, 2006.%

V. SUPPORTING DOCUMENTS

This transmittal letter is intended to provide the Commission with an overview of
the proposed revisions to the ISO Tariff. The attached tariff sheets contain each of the
proposed ISO Tariff changes.

The supporting documents submitted with this filing are as foilows:

Attachment A Clean Section 40 ISO Tariff Sheets

Attachment B Section 40 ISO Tariff Redlined Against the CAISO
S&R Tariff

Attachment C Clean ISQ Tariff and Appendix Sheets Reflecting New

or Amended Definitions and Cross References

Attachment D ISO Tariff and Appendix Reflecting New or Amended
Definitions and Cross References Redlined Against
the 1SO S&R Tariff

Attachment E Clean ISQO Tariff Index
Attachment F ISO Tariff Index Redlined Against the 1ISO S&R Tariff
Attachment G Package of Materials Submitted to the CAISO Board

of Governors and Resolution of CAISO Board of
Governors Authorizing the instant Filing

22 The S & R Tariff reflects all tariff amendments and corrections accepted by the Commission as of

August 31, 2005, with language that was pending as of that date shaded in gray.
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Vl. SERVICE

The CAISO has served copies of this filing on the Public Utilities Commission of
the State of California, the California Energy Commission, the California Electricity
Oversight Board, and all parties with Scheduling Coordinator Agreements under the
CAISO Tariff. In addition, the CAISO has posted a copy of the filing on the CAISO
Website and will provide courtesy copies of this filing to all parties in the MRTU
proceeding, FERC Docket No. ER02-1656-000.

17



VI. 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 Roger Smith

General Counsel David B. Rubin
Sidney M. Davies Christopher R. Jones

Assistant General Counsel Karen J. Kruse
Grant Rosenblum TROUTMAN SANDERS LLP

Counsel 401 9" Street, N.W., Suite 1000
California Independent System Washington, D.C. 20004

Operator Corporation Tel: (202) 274-2950
151 Blue Ravine Road E-mail:
Foisom, CA 95630 roger.smith@troutmansanders.com
Tel: (916) 351-4400 david.rubin@ftroutmansanders.com
Fax: (916) 608-7296 chris.jones@troutmansanders.com
E-mail: karen.kruse@troutmansanders.com

crobinson@caiso.com
sdavies@caiso.com
grosenblum@caiso.com

2 The CAISO respectfully requests waiver of Ruie 203(b)(3), 18 C.F.R. § 385.203(b)(3), to permit
each of the persons listed above to be included on the service list for this proceeding.
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VIIl. CONCLUSION

Wherefore, for all the reasons stated above, the CAISO respectfully requests that
revised tariff sheets included in this filing be approved, without modification, suspension,
or hearing to go into effect on May 12, 2006 or May 31, 2006 as requested herein.

Respectfuily Submitted,

/sl

Grant Rosenblum

Counsel for the

California Independent System Operator
Corporation
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CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION
FERC ELECTRIC TARIFF First Revised Sheet No. 452
SECOND REPLACEMENT VOLUME NO. | Superseding Original Sheet No. 452

implementation and effect of such measure on the state of the 1ISO Markets and shall periodically report

on them to the CEQ and the {SO Governing Board.
39 RULES LIMITING CERTAIN ENERGY AND ANCILLARY SERVICE BIDS.
391 Damage Control Bid Cap.

Notwithstanding any other provision of this ISO Tariff, Damage Contro! Bid Cap provisions of Sections

39.2 and 39.3 shall apply to the 1ISO's Energy and Angillary Service capacity markets.

39.2 Maximum Bid Level.

The maxirmurm bid levei shall be $250/MWh. }

39.3 Negative |

Negative ¢ ¥ bids into the ISO Markets I -$30/MWh (minus thirty dollars per

ARTICLE V ~ RESOURCE ADEQUACY
40 RESOURCE ADEQUACY.
40.1 Applicability.

This Section 40 applies to all Scheduling Coordinators representing Load Serving Entities serving retail

Load within the iSO Control Area. For purposes of this Section 40 of the 1SO Tariff, Load Serving Entity

Issued by: Charles F. Robinson, Vice President and General Counsel
Issued on: March 13, 2006 Effective: May 31, 2006
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is defined as: (1) any entity serving retail Load under the jurisdiction of the California Public Utilities
Commission (hereinafter “CPUC”), including an Electrical corporation under section 218 of the California
Public Utilities Code (hereinafter “PUC"), an Electric service provider under section 218.3 of the PUC, and
a Community choice aggregator under section 331.1 of the PUC (hereinafter collectively "CPUC Load
Serving Entities"); and (2) all entities serving retail Load in the ISO Control Area not within the jurisdiction
of the CPUC inciuding: {i) a local publicly owned electric utility under section 9604 of the PUC; (ii} the
State Water Resources Development System commonly known as the State Water Project; and (iii) any
Federal entities, including but not limited to Federal Power Marketing Authorities, that serve retail l.oad
(hereafter collectively “non-CPUC Load Serving Entities”). Load Serving Entity shall not include customer
generation located on the customer’s site or providing electric service through arrangements authorized
by Section 218 of the PUC, if the customner generation, or the Load it serves, meets one of the following
criteria: (i) it takes standby service from the electrical corporation on a commission-approved rate
schedule that provides for adequate backup planning and operating reserves for the standby customer
class; (ii) it is not physically interconnected to the electric transmission or distribution grid, so that if the
customer generation fails, backup electricity is not supplied from the electricity grid; or {iii) there is
physical assurance that the Load served by the customer generation will be curtaited concurrently and

commensurately with an outage of the customer generation.
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40.2 Submission of Annual and Monthly Resource Adequacy Plan.
40.21 Annual Resource Adequacy Plan.

Each Scheduling Coordinator for a Load Serving Entity serving Load within the iSO Control Area must
provide the 1SO with an annual Resource Adequacy Plan. The annual Resource Adequacy Plan provided
to the 1SO by Scheduling Coordinators for the CPUC Load Serving Entity or Entities for whom they
schedule Demand within the 1SO Control Area shall be submitted on the schedule and in the form
approved by the CPUC. The annual Resource Adequacy Plan provided to the 180 by Scheduling
Coordinators for the non-CPUC Load Serving Entity or Entities for whom they schedule Demand within
the 1SO Control Area shall be submitted no later than September 30" of each year and in the form set
forth on the 1SO Website. Other than for good cause, the form of the Resource Adequacy Plan and the
date for submission for the CPUC Load Serving Entities and the Non-CPUC Load Serving Entities should
be identical. The annual Resource Adequacy Plan must identify the Resource Adequacy Resources that
will be refied upon to satisfy the Planning Reserve Margin under Section 40.4, or portion thereof as
established by the CPUC or applicabie Local Regulatory Authority, and must apply the Net Qualifying

Capacity requirements of Section 40.5.2.
40.2.2 Monthly Resource Adequacy Plan.

Each Scheduling Coordinator for a Load Serving Entity serving Load within the ISO Control Area must
provide the 1ISO with a monthly Resource Adequacy Plan. The monthly Resource Adequacy Plan
provided to the 1SO by Scheduling Coordinators for the CPUC Load Serving Entity or Entities for wham
they scheduie Demand within the 1SO Control Area shali be submitted on the schedule and in the form
approved by the CPUC. The monthly Resource Adequacy Plan provided 10 the {80 by Scheduling
Coordinators for the non-CPUC Load Serving Entity or Entities for whom they schedule Demand within
the 1SO Control Area shall be submitted no iater than on the last business day of the second month prior
to the compliance month (e.g., March 31 for May) and in the form set forth on the 1SO's Website. Other
than for good cause, the form of the Resource Adequacy Plan and the date for submission for the CPUC
Load Serving Entities and the Non-CPUGC Load Serving Entities should be identical. The monthly

Resource Adequacy Plan must identify the Resource Adequacy Resources that will be relied upon to

lssued by: Charies F. Robinson, Vice President and General Counsel
lssued on: March 13, 2006 Effective: May 12, 2006
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satisfy the Planning Reserve Margin under Section 40.4 for the relevant reporting month and must apply

the Net Qualifying Capacity requirements of Section 40.5.2.
40.2.3 Resource Adequacy Plan Compliance.

The 1SO will evaluate whether each monthly Resource Adequacy Plan submitted by a Scheduling
Coordinator on behalf of a Load Serving Entity serving Load within the ISO Control Area satisfies the
Load Serving Entity's obligation to procure sufficient Net Qualifying Capacity to comply with its Planning
Reserve Margin under Section 40.4. If a Scheduling Coordinator for a Load Serving Entity submits a
Resource Adequacy Plan that the 1SO identifies as not demonstrating compliance with Resource
Adeguacy rules adopted by the CPUC or other Local Reguiatory Authority, as applicabie, the 150 will first
notify the relevant Scheduiing Coordinator, or in the case of a mismatch between Resource Adeguacy
Plan(s) and Supply Plan(s), the relevant Scheduling Coordinators, and attempt to resclve the issue. If
this process does not resolve the 1SO’s concern, the 1SO will notify the CPUC or other appropriate Local
Regulatory Authority of the potential deficiency. To the extent that the CPUC or other appropriate Local
Regulatory Authority allows Load Serving Entities under its jurisdiction to cure the identified deficiency or
determines that no deficiency exists, the Scheduiing Coordinator shall inform the ISO at least 10 days
before the effective month. If the deficiency is not resolved prior to the 10th day before the effective
menth, the SO will use the information contained in the Supply Plan to set Resource Adequacy

Resources’ obligations under this section of the ISO Tariff for the applicable reporting month.
40.2.4 Reporting of Enforcement Actions.

To the extent that the CPUC or other Local Regulatory Authority has not adopted ruies allowing public
access ta records or information regarding action taken for violations of its Resource Adequacy policies
and rules, the Scheduling Coordinator for each Load Serving Entity serving Load in the ISO Control Area
notified of a potential failure to comply by the 1SO and not resolved under 40.2.3 must report to the 1ISO
within thirty (30) days of any action taken by the appropriate Local Regulatory Authority in response to the

deficiency nofification.

Issued by: Charles F. Robinson, Vice President and General Counsel
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40.2.5 Compliance with Submission Obligation.

Scheduling Coordinators representing Load Serving Entities Serving Load in the 1SO Control Area that
fail to provide the ISO with annual or monthly Resource Adequacy Plans as set forth in this ISO Tariff

shall be subject to Section 37.6.10f the 1SO Tariff.

|ssued by: Chartes F. Robinson, Vice President and General Counsel
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40.3 Demand Forecasts.
The monthly Resource Adequacy Plan must include a Demand Forecast as follows:

a. For CPUC Load Serving Entities, the Demand Forecast shall be the Demand Forecast required
by the CPUC. Scheduling Coordinators for the CPUC Load Serving Entities must provide data
and/or supporting information, as requested by the 18O, for the Demand Forecasts required by

this Section for each represented CPUC Load Serving Entity.

b For non-CPUC Load Serving Entities, the Demand Forecast shall be the Demand Forecast
required by the applicable L.ocal Regulatory Authority. Scheduling Coordinators for non-CPUC
Load Serving Entities must provide data and/or supporting information, as requested by the IS0,
for the Demand Forecasts required by this Section for each represented non-CPUC Load Serving

Entity.

c. if the CPUC or other Local Regulatory Authority has not established a requirement to prepare a
Demand Forecast, the Scheduling Coordinator for the Load Serving Entity shall prepare and
provide the 1SO with a Demand Forecast that shali be the Load Serving Entity's monthly non-
coincident peak Demand Forecast for its Service Area, for its MSS area, or in each Service Area
of an Original Participating TO in which the Load Serving Entity serves Load, unless the Load
Serving Entity agrees to utilize a coincident peak determination provided by the California Energy
Commission for such Load Serving Entity. Scheduling Coordinators for Load Serving Entities
covered by this subsection must provide data and/or supporting information, as requested by the
18Q, for the Demand Forecasts required by this Section for each represented Load Serving

Entity.

For Load Serving Entities that are local publicly owned electric utilities as defined in Section 9604 of the
PUC, the Demand Forecasts required by this Section 40.3 shouid be consistent with Section 9620(a)} of
the PUC, as it may be amended from time to time, requiring that such Load Serving Entities meet their

Planning Reserve Margin, peak demand, and operating reserves.

Issued by: Charles F. Robinson, Vice President and General Counsel
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40.4 Planning Reserve Margin.

The monthly Resource Adequacy Plan must include a ievel of Resource Adequacy Capacity sufficient to

meet 100% of the Demand Forecast in Section 40.3 pius a Planning Reserve Margin as foliows:

a. For Scheduling Coordinators representing CPUC Load Serving Entities, the Planning Reserve

Margin shall be that adopted by the CPUC.

b. For Scheduling Coordinators representing non-CPUC Load Serving Entities, the Planning

Reserve Margin shall be that adopted by the appropriate Local Regulatory Authority.

C. For Scheduling Coordinators representing Load Serving Entities for which the CPUC or other
Local Regulatory Authority has not estabiished a Planning Reserve Margin, the Planning Reserve
Margin shall be no less than 115% of the peak hour of the month in the Demand Forecast set

forth in Section 40.3.
40.5 Determination of Resource Adequacy Capacity.

Resource Adequacy Capacity shail be the quantity of capacity in MWs from a resource listed in a
Resource Adequacy Plan. Resource Adequacy Capacity cannot exceed a resource’s Net Qualifying

Capacity.
40.5.1 Qualifying Capacity.

Qualifying Capacity is the capacity from a resource prior to application of the Net Capacity provisions of
Section 40.5.2. The criteria for determining the types of resources that may be eligible to provide
Qualifying Capacity and for calculating Qualifying Capacity from eligible resource types may be
established by the CPUC or other applicable Local Regulatory Authority and provided to the I1ISO. Only if
such criteria are not provided by the CPUC or other Local Regulatory Authority, Section 40.13 will apply.
The IS0 shall use the criteria provided by the CPUC, other Local Regulatory Authority or, if necessary,
Section 40.13, to determine and verify, if necessary, the Qualifying Capaoity of all resources listed in a
Resource Adequacy Plan; however, to the extent a resource is listed by one or more Scheduling
Coordinators in their respective Resource Adequacy Plans, which apply the criteria of more than one

regulatory entity that leads to conflicting Qualifying Capacity values for that resource, the 1ISO will apply

Issued by: Charles F. Robinson, Vice President and General Counsel
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the respective Qualifying Capacity formulas applicable for each Load Serving Entity.
40.5.2 Net Crualifying Capacity.

Net Qualifying Capacity is Qualifying Capacity, determined under the criteria provided by the CPUC or
other Local Regulatory Authority or, if such criteria is not provided by the CPUC or Local Regutatory
Authority, under Section 40.13 of this ISO Tariff, reduced, as applicable, based on: (1) testing and
verification or (2) deliverability restrictions. The Net Qualifying Capacity determination shali be made by
the 1SO pursuant to the provisions of this ISO Tariff. The 1SO shall produce a report, posted to the iSO
Website and updated from time to time, setting forth the Net Qualifying Capacity of Participating
Generators. All other resources may be included in the report under this Section upon their request. Any
disputes as to the 1SO's determination regarding Net Qualifying Capacity shall be subject to the 1SO’'s

alternative dispute resolution procedures.
40.5.2.1 Deliverability Within the ISO Control Area,

In order to determine Net Qualifying Capacity from a Generating Unit, the ISO will determine that the
Generating Unit is able to serve the aggregate of Load by means of a deliverability analysis. The
deliverability analysis shall focus on peak Demand conditions. The ISO will review its input assumptions
and draft results with Market Participants before completing its determination. The 1SO will update the
deliverability baseline analysis on an annual basis. The ISO will coordinate with the CPUC and other
Local Reguiatory Authorities so that the deliverability analysis can be utilized in the development of
Resource Adequacy Plans. To the extent the deliverability analysis shows that the Qualifying Capacity of
a Generating Unit is not deliverable to the aggregate of Load under the conditions studied, the Qualifying
Capacity of the Generating Unit will be reduced on a MW basis for the capacity that is undeliverable. The
1S0O will utilize its interconnection process and procedures under Section 25 of the ISO Tariff to prevent
degradation of the deliverability of an existing Generating Unit that could result from the interconnection of

additional Generation.

Issued by: Charles F. Robinson, Vice President and General Counsel
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40.5.2.2 Deliverability of Imports.

This Section 40.5.2.2 shall apply only {0 Resource Adequacy Plans covering the period through
December 31, 2007, unless superseded earlier by alternative 1SQ Tariff provisions. The SO shall
establish for 2006 for each branch group the total import capacity values to be allocated to Load Serving
Entities serving Load in the 1ISO Conirol Area for Resource Adequacy planning purposes, and will update
those values for 2007. The updated import capacity values shall be posted on the 1ISO Website. Import
capacity associated with (i) Existing Transmission Contracts and (ii) Encumbrances and Transmission
Ownership Rights shall be reserved for holders of such commitments as part of the deliverability study
and will not be subject to allocation under this Section. For the purpose of accounting for import
Resource Adequacy Capacity, the import capability of the system will be allocated by branch group by the
ISO (1) to non-CPUC Load Serving Entities individually and (2) to the CPUC Load Serving Entities as an

aggregated allccation, which will be subject o the allocation rules of the CPUC,
For 2008, the aliccation will be as follows:

a. Non-CPUC Load Serving Entities will receive an allocation on a particular branch group
equal to each entity's resource commitments outside the IS0 Control Area, as of October

27, 2005 that utilizes the particular branch group through calendar year 20086,

b. CPUC Load Serving Entities will receive an aggregate import vaiue by branch group that
is equal to the maximum value for each branch group minus import capacity associated
with (i) Existing Transmission Contracts, (i) Encumbrances and Transmission Ownership
Rights, and (ili} resource commitments outside the 1SO Contro! Area of non-CPUC Load

Serving Entities, as of October 27, 2005 as provided for in Section 40.5.2.2(a).
For 2007, the allocation wiil be as follows:

c. Non-CPUC Load Serving Entities will receive an allocation on a particular branch group
equal to each entity's resource commitments outside the ISC Control Area, as of March

10, 2006 that utilizes the particular branch group through calendar year 2007.

Issued by: Charles F. Robinson, Vice President and General Counsel
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d. CPUC Load Serving Entities will receive an aggregate import value by branch group that

is equal to the maximum value for each branch group minus import capacity associated
with (i) Existing Transmission Contracts, (i) Encumbrances and Transmission Ownership
Rights, and {iii) resource commitments outside the 1ISO Control Area of non-CPUC Load

Serving Entities, as of March 10, 2006 as provided for in Section 40.5.2.2(c).

This allocation does not guarantee or result in any actual transmission service being allocated and is only
used for determining the maximum Resource Adequacy Capacity that can be credited towards satisfying
a Scheduling Coordinator's Resource Adequacy obligation. Upen the request of the 15O, Scheduling
Coordinators must provide the 1SO with information on existing import contracts and any trades or sales
of their load share allocation. Such information will be subject to the confidentiality provisions of this 1ISO
Tariff. The ISO will infofm the CPUC or other Local Regulatory Authority of Resource Adequacy Plan
submitted by a Scheduling Coordinator for a Load Serving Entity under their respective jurisdiction that

exceeds its allocation of import capacity.
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40.6 Submission of Supply Plans.

Scheduling Coordinators representing Resource Adequacy Resources supplying Resource Adeguacy
Capacity shall provide the IS0 with annual and monthiy Supply Plans. The annual Supply Plan shall be
provided by September 30th of each year. The monthly Supply Plan shall be provided on the last
business day of the second month prior to the compliance month (e.g., E\/tarch. 31 for May}. Both the
annual and monthly Supply Plans shall be provided in the form set forth on the ISO's Website, listing their
commitments to provide Resource Adequacy Capacity to any Load Serving Entity or Entities for the
reporting period. Such ptans will be accorded protection in accordance with the confidentiality provisions

of this ISO Tariff.
40.6.1 Comptliance with Supply Plan Obligation.

Scheduling Coordinalors representing Resource Adequacy Resources supplying Resource Adequacy
Capacity that fail to provide the IS0 with annual or monthly Supply Plans as set forth in this 18O Tariff

shall be subject to Section 37.6.1 of the 1SO Tariff.

Issued by: Charles F. Robinson, Vice President and General Counsel
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40.6A Availability of Resource Adeguacy Resources.
40.6A.1 Applicability.

The requirements of Section 40.6A shall apply to all Resource Adequacy Resources identified on the
Resource Adequacy Plans submitied by Scheduling Coordinators for Load Serving Entities serving Load
in the 1SO Control Area other than Resource Adequacy Resources identified exclusively on the Resource
Adeduacy Ptans of (i) Load Serving Entities that have entered into 2 Metered Subsystem Agreement with

the ISO and (ii} the State Water Project.
40.6A.2 Available Generation.

For the purposes of Section 40.6A, a Resource Adeguacy Resources' "Available Generation” shall be: (a)
the Resource Adequacy Capacity of a Generating Unit, other than a Hydroelectric facility or a QF that is
stifl under a power purchase agreement with a host utility, System Unit that has contracted to supply
Resource Adequacy Capacity to a non-MS8S Load Serving Entity serving Load with the ISQ Controt Area
or System Resocurce only to the extent the CPUC or other Local Regulatory Authority has imposed an
obligation that System Resources relied upon by Load Serving Entities within their jurisdiction to meet
Resource Adequacy requirements must be available to the IS0, adjusted for any outages or reductions in
capacity reported to the 1SO in accordance with this SO Tariff, (b) minus the unit's scheduled operating
level as identified in the 1S0’'s Final Hour-Ahead Schedule, (¢} minus the unit's capacity committed to
provide Anciliary Services to the 150 either through the ISC’s Ancillary Services market or through self-
provision by a Scheduling Coordinator, and {d} minus the capacity of the unit commitied to deliver Energy

or provide Operating Reserve to the Resource Adequacy Resources’ Generator’'s Native Load.
40.6A.3 Reporting Requirements for Non-Participating Generators.

So that the ISO may determine the Available Generation of Resource Adequacy Resources, Resource
Adequacy Resources that are not Participating Generators shall be required to file with the 1SO: (i) the
Generating Unit's minimum operating level; (i) the Generating Unit's maximum operating level; and (iii)
the Generating Unit's ramp rates at all operating levels; and ({iv) such other information the ISO

determines is necessary to determine available generation and to dispatch Resource Adequacy
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Resources. In addition, Resource Adequacy Resources that are not Participating Generators must,
consistent with the netification obligations of Participating Generators and in order to comply with the
intent of this Section 40.6A, notify the ISO, as scon as practicable, of any Planned Maintenance Outages,

Forced Outages, Force Majeure Event outages or any other reductions in their maximum operating levels

or Resource Adequacy Capacity during the relevant month.
40.6A.4 Obligation to Offer Available Capacity.

Except as set forth in Sections 40.8A.5 and 40.6A.6, all Resource Adequacy Resources shall offer to sell
in the 1SO's Real Time Market for Imbalance Energy, in all hours, all their Available Generation as defined
in Section 40.6A.2 and any other Available Generation beyond its Resource Adequacy Capacity shali be
subject to the FERC must-offer obligation as set forth in Section 40.7. The Resource Adequacy
Resource shail make available to the ISO Rea! Time Market all Resource Adequacy Capacity that is not

subject to an outage or is otherwise participating in the 1SO Market or included on a self-schedule.
40.6A.5 Submission of Bids and Applicability of the Proxy Price.

For each Operating Hour, Resource Adeguacy Resources shall submit Supplemental Energy bids for all
of their Available Generation {o the ISO in accordance with Section 34.2. In addition, the 1SO shail
calculate for each gas-fired Resource Adequacy Rescurce (other than gas-fired Resource Adequacy
Resources which are also System Resources), in accordance with Section 40.10.1, a Proxy Price for

Energy.

if a Resource Adequacy Resocurce fails to submit a Supplementai Energy bid for any portion of its
Available Generation for any Dispatch interval', the un-bid gquantity of the Resource Adequacy Resource's
Available Generation will be deemed by the ISO o be bid at the Resource Adequacy Resource’s Proxy
Price if (i) the Resource Adequacy Resource is a gas-fired Generating Unit and (i) the Resource
Adequacy Resource has provided the 15O with adequate data in compliance with Section 40.6A.3 for the
applicable Generating Unit. For alt other Resource Adequacy Resources that are Generating Units, the
un-bid quantity of the Resource Adequacy Resources’ Available Generation will be deemed by the ISO to

be bid and settled in accordance with Section 11.2. In order to dispatch resources providing Imbalance
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Energy in proper merit order the 130 will insert this un-bid quantity into the Resource Adequacy
Resource's Supplemental Energy bid curve above any lower-priced segments of the bid curve and below

any higher-priced segments of the bid curve as necessary to maintain a non-decreasing bid curve over

the entire range of the Resource Adequacy Resources’ Available Generation.
40.6A.6 Resource Adequacy Resource Obligation Process.

Resource Adequacy Resources may seek a waiver of the obligation to offer all Available Generation, as
set forth in Section 40.6A.4 of this 1SO Tariff, for one or more of their units. All Resource Adequacy
Resources obligated under their respective Resource Adequacy Flans that have not submitted Day-
Ahead Energy Schedules will be deemed to have requested a waiver, either implicitly or explicitly, of the
obligation to offer all Available Generation. If conditions permit, the 1SO may, at its sole discretion, grant
waivers and allow a Resource Adequacy Resource to remove one or more Generating Units from service
and, in doing so, the ISO will first grant waivers to FERC Must-Offer Generators, on a non-discriminatory
basis, that are not also Resource Adequacy Resources, and then, if permissible, the 1SO may grant

waivers to Resource Adequacy Resources on a non-discriminatory basis.

The hours for which waivers are not granted shall constitute Waiver Denial Periods. A Waiver Denial
Period shall be extended as necessary to accommodate the unit minimum up and down times. Units

shall be on-line in real time during Waiver Denial Periods, or they will be in violation of the availability.
Exceptions shall be allowed for verified forced outages or as otherwise set forth in Section 40.6A5. The
iSO may revoke waivers as necessary due to outages, changes in Load forecasts, or changes in system
conditions. The IS0 shall determine which waiver{s) will be revoked, and shall notify the relevant
Scheduling Coordinator{s). The ISO shali inform a Resource Adequacy Resource that its Waiver request
has been approved, disapproved or revoked, and shall provide the Resource Adequacy Resource with
the reason(s) for the decision, which reasons shall be non-discriminatory apart from the status of whether
the unit is a Resource Adeguacy Resource. The ISO will: (1) notify Resource Adequacy Resources of the
IS0 decisions on pending Waiver requests received no fater than 10:00 a.m. (beginning of Hour Ending
11} no later than 11:30 a.m. (middie of Hour Ending 12} on the day before the operating day for which the

Waivers are requested; (2) at any time but no later than 11:30 a.m. on the following day, notify Resource
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Adequacy Resources of the I1SO decisions on Waiver requests that were submitted to the ISO after 10:00
a.m. (beginning of Hour Ending 11} on the day before; (3) end Waiver Denial Periods at any time; (4)
revoke Waivers at any time, while making best attempts to revoke a Waiver at least 80 minutes prior to
the time a unit would be required to be on-fine generating at its Pmin; and (5) revoke a waiver denial for a

Short-Start Resource Adequacy Resource at any time and such revocation will be communicated via a

SO real-time dispatch or unit commitment instruction.
40.6A.7 Penalties for Non-Compliance.

tn addition to any other penalty or settlement consequence of a failure of a unit to operate in accordance
with a I1SO operating order, the failure of a Resource Adequacy Resource to make itself available to the
IS0 in accordance with the requirements of Section 40 of this ISO Tariff or to operate the Resource
Adequacy Resource by placing it online or in a manner consistent with a submitted Supplemental Energy

big or Proxy Price Energy Bid shall be subject to the sanctions set forth in Section 37.2 of the [SO Tariff.
40.6B Recovery of Minimum Load Costs By Resource Adequacy Resources.
40.6B.1 Eligibility.

Except as set forth below, Resource Adequacy Resources that are Generating Units and Systern Units
for which the MSS Operator has contracted to supply Resource Adequacy Capacity to another enfity shall
be eligible to recover Un-Recovered Minimum Load Costs during Waiver Denial Periods. Units from
Resource Adequacy Rescurces that incur Minimum Load Costs during hours for which the 1SO has
granted to them a waiver shall not be efigible to recover such costs for such hours. When a Resource
Adequacy Resource has a Final Hour-Ahead Energy Schedule, the Resource Adequacy Resource shall
not be eligible to recover Minimum Load Costs for any such hours within a Waiver Denial Period. When,
on a 10-minute Settlement Interval basis, a Resource Adequacy Resource generating at minimum foad in
compliance with the supply obligation, produces a quantity of Energy that varies from its minimum
operating level by more than the Tolerance Band, the Resource Adequacy Resource shall not be eligible
to recover Minimum Lead Costs for any such Settlement Intervals during hours within a Waiver Denial

Period. When, on a Settlement Interval basis, a Resource Adequacy Resource produces a quantity of
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Energy above minimum load due to an ISO Dispatch instruction, the Resource Adequacy Resource shall
recover its Un-Recovered Minimum Load Costs as set forth in this Section and its bid costs, as set forth in
Section 11.2.4.1.1.1, for any such Setilement Intervais during hours within a Waiver Denial Period,
irrespective of deviations outside of its Tolerance Band. Subject to the foregoing eligibility restrictions set
forth in this section, the SO shall guarantee recovery of the Minimum Load Costs of an otherwise eligible
Resource Adequacy Resource for each Settiement Interval during hours within @ Waiver Denial Period as
follows: (1) First, 1SO will pre-dispatch for real time the minimum load Energy from Resource Adeguacy
Resources that have been denied waivers for each hour within a Waiver Denial Period; (2) This minimum
load Energy will be accounted as Instructed imbalance Energy for each Settlement Interval within the
refevant hour and be settled at the Resource-Specific Settiement Interval Ex Post Price; (3) To the extent
the instructed Imbalance Energy payments are not sufficient to cover the generator's Minimum Load Cost
as defined in Section 40.68.3 of this 1SO Tariff, the generator will also receive an uplift payment for its
Un-Recovered Minimum Load Cost compensation for the relevant eligible Settlement Intervals of hours
during the Waiver Denial Period that the unit runs at minimum load in compliance with the Resource
Adequacy offer obligation; and {4) To the extent the Generator is dispatched for real time imbalance
Energy above its minimum load for any Dispatch Interval within an hour during the Waiver Denial Period,

the Generator will be eligible for Bid Cost Recovery, as set forth in Section 11.24.1.1.1.

40.6B.2 Payments for Imbalance Energy above the Minimum Operating Level for

Generating Units Eligible to Be Paid Minimum Load Costs.

When, on a Settiement Interval basis, a Resource Adequacy Resource’'s Generating Unit or System Units
for which the MSS Operator has contracted to supply Resource Adequacy Capacity to another entity
produces a quantity of Energy above the unit's minimum operating level due to an IS0 Dispatch
Instruction, the Resource Adequacy Resource shall recover Un-Recovered Minimum Load Costs as set
forth in Section 40.68.1 and its bid costs, based on the 1SO's instruction, as set forth in Section
11.2.4.1.1.1, for any such Settlement Intervals during hours within a Waiver Denial Period, irrespective of

deviations outside of its Tolerance Band.
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40.6B.3 Payments for Imbalance Energy for the Minimum Operating Level for Generating

Units Eligible to Be Paid Minimum Load Costs.

Resource Adequacy Resources operating at or near its operating level during a Waiver Denial Period
either: (1) without a forward Schedule for its minimum operating level Energy or {2) with a Scheduleto a
special-purpose Demand iD for the sole purpose of Scheduling the minimum operating ievel Energy shall
be paid its Un-Recovered Minimum Load Costs subject to eligibility as set forth in Section 40.6B.1 and

not be paid an additional amount by the iSO for Energy actually delivered.
40.6B.4 Un-Recovered Minimum Load Costs.

The Un-Recovered Minimum Load Costs for each hour of Waiver Denial Period shall be calcuiated as the
difference between: (1) a resource’s Minimum Load Costs as calculated in this Section for the same
Settlement Interval and (2) the Imbalance Energy payment for a resource’s minimum load energy in the
Settiement Interval. If the Imbalance Energy payment for minimum load energy exceeds the Minimum
Load Costs, then there are no Un-Recovered Minimum Load Costs. The Minimum Load Costs shall be
calculated as the sum, for all eligible hours in the Waiver Denial Period and Settlement Periods in which
tne unit generated in response to an ISO Dispatch Instruction, of: (1) the product of the unit's average
heat rate (as determined by the 1SO from the data provided in accordance with Section 40.10} at the
unit's relevant minimum operating level or Dispatchable minimum operating level as set forth in the ISO
Master File or as amended through notification to the 1SO via SLIC and the gas price determined by
Equation C1-8 (Gas) of the Schedules to the Reliability Must-Run Contract for the retevant Service Area
(San Diego Gas & Electric Company, Southern California Gas Company, or Pacific Gas and Electric
Company), or, if the Resource Adequacy Resource is not served from one of those three Service Areas;
and (2} the product of the unit's relevant minimum operating level or Dispatchable minimum operating
level as set forth in the 1SO Master File or as amended through notification to the 1SO via SLIC; and

$6.00/MWh,
40.6B.5 Allocation of Un-Recovered Minimum Load Costs.

For each Settlement interval, the 18O shall determine that the Un-Recovered Minimum Load Costs for
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Resource Adequacy Resources, as applicable, for each unit operating during a Waiver Denial Period are
due to (1) local reliability requirements, (2) zonal requirements, or (3) Control Area-wide requirements.

For each such month, the IS0 shall sum the Un-Recovered Minimum l.oad Costs and shali allocate those

cosis as follows:

{1) if the Generating Unit or System Unit for which the MSS Operator has contracted to
supply Resource Adequacy Capacity to another entity was operating to meet local reliability
requirements, the incremental locational cost shall be allocated to the Participating TO in whose
PTO Service Territory the unit is located, or, where the unit is located outside the PTO Service
Territory of any Participating TO, to the Participating TO or Participating TOs whose PTO Service
Territory or Territories are contiguous to the Service Area in which the Generating Unit or System
Unit is located, in proportion to the benefits that each such Participating TO receives, as
determined by the 1SO. Where the costs allocated under this section are allocated to two or more
Participating TOs, the ISO shait file the allocation under Section 205 of the Federal Power Act.
For the purposes of this section, the incremental locational cost shall be the additional costs
associated with committing and operating a particular unit or units to meet a local reliability
requirement over the costs of a less expensive unit or units that would have been committed and
operated absent the local reliability requirement. If a unit is committed in real-time for local
reliability, its Un-Recovered Minimum Load costs shail be considered incremental locational

costs. Costs allocated under this part (1) shall be considered Reliability Services Costs.

(2} if the Generating Unit or System Unit for which the MSS Operator has contracted to
supply Resource Adequacy Capacity to another entity was operating due to Inter-Zonal
Congestion, the Un-Recovered Minimum Load Costs shall be allocated on a monthly basis to
each Scheduling Coordinator in the constrained Zone based on the ratio of that Scheduling
Coordinator's monthly Demand to the sum of all Scheduling Coordinator's monthly Demand in

that Zone;
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(3) if the Generating Unit or System Unit for which the MSS8 Operator has contracted to
supply Resource Adequacy Capacity to another entity was operating to satisfy an SO Control

Area-wide need, the 1SO shall allocate the Un-Recovered Minimum Load Costs in the following

way:

a. first, to the monthly absolute total of all Net Negative Uninstructed Deviation
(determined for each Settlement interval based on Final Hour-Ahead Schedules) at a
per-MWh rate that shall not exceed a figure that is determined by dividing the tatal Un-
Recovered Minimum Load Cost in that month by the sum of the minimum loads for

Generating Units operating under Waiver Denial Periods in that month;

b. finally, all remaining costs not allocated per (a) shall be aliocated to each
Scheduling Coordinator in proportion to the sum of that Scheduling Coordinator's monthly
Control Area Gross Load and Demand within California outside the 1SO Control Area that
is served by exports to the monthly sum of the ISO Control Area Gross Load and the
projected Demand within California outside the SO Control Area that is served by

exports from the 1ISQ Control Area of all Scheduling Coordinators.
40.6B.6 Payment of Available Capacity under the Resource Adequacy Obligation,

Available Generation of Resource Adequacy Resources that is required to be offered to the Real Time
Market, if dispatched by the ISO, shall be settled as follows: the actuat amount of the dispatched Energy
shall be settied at the applicable Instructed Imbalance Energy Market Clearing Price. Un-Recovered
Minimum Load Cost compensation shall be paid for all otherwise eligible hours within the Waiver Denial

Period that the unit generated above minimum load in compliance with ISO Dispatch Instructions.
40.7 FERC Must-Offer Obligations.
40.7.1 Applicability.

The requirements of Section 40.7 shalt apply to (a) ali Participating Generators, and (b) all persons,
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regardless of whether the person is a “public utility” as defined in Section 201 of the Federal Power Act,
that own or control one or more non-hydroelectric Generating Units or System Units or System Resources
located in California from which energy or capacity is either: (i) sold through any market operated by the
1SO, or (i) transmitted over the 1SO Controlled Grid. Each person described in this Section 40.7.1is
referred to in the 1SO Tariff as a “FERC Must-Offer Generator,” The requirements of this Section 40.7

shall apply to all non-hydroelectric Generating Units located in California that are owned or controlled by a

FERC Must-Offer Generator.

40.7.2 Available Generation.

1o W

For the purposes of Section 40.7, a FERC Must-Offer Generator's Available Generation” from a non-
hydroelectric Generating Unit shall be: (a) the Generating Unit's maximum operating level adjusted for
any outages or reductions in capacity reported to the 1SO in accordance with Section 9.3.9 or 40.7.3 and
for any limitations on the Generating Unit's operation under applicable law, including contractual
obligations, which shall be reported to the 1SO, (b) minus the Generating Unit's scheduled operating level
as identified in the 1S0's Final Hour-Ahead Schedule, (c) minus the Generating Unit's or System Unit's
capacity committed to provide Ancillary Services to the I1SO either thraugh the 1SO's Ancillary Services
market or through self-provision by a Scheduling Coordinator, and (d) minus the capacity of the

Generating Unit committed to deliver Energy or provide Operating Reserve 10 the FERC Must-Offer

Generator's Nalive Load.
40.7.3 Reporting Requirements for Non-Participating Generators.

So that the ISQ may determine the Available Generation of all FERC Musi-Offer Generators, FERC Must-
Offer Generators that are not Participating Generators shall be required to file with the IS0, for each non-
hydroelectric Generating Unit located in California they own or sontrol: (i) the Generating Unit's minimum
operating level; (i) the Generating Unit's maximum operating level; and (iii) the Generating Unit's ramp
rates at all operating levels; and {iv) such other information the SO determines is necessary to determine
available generation and to dispatch FERC Must-Offer Generators. In addition, FERC Must-Offer
Generators that are not Participating Generators must, consistent with the notification obligations of

Participating Generators and in order to comply with the intent of this Section 40.7, notify the 180, as
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soon as practicable, of any Planned Maintenance Qutages, Forced Cufages, Force Majeure Event

ocutages or any other reductions in their maximum operating
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levels or Resource Adequacy Capacity during the relevant month.
40.7.4 Obligation To Offer Available Generation.

Except as set forth in Sections 40.7.5 and 40.7.6, all FERC Must-Offer Generators shall offer to sell in the
ISO’'s Real Time Market for Imbalance Energy, in all hours, all their Availabie Generation as defined in

Section 40.7.2.
40.7.5 Submission of Bids and Applicability of the Proxy Price.

For each Operating Hour, FERC Must-Offer Generators shall submit Supplemental Energy bids for all of
their Available Generation to the 18O in accordance with Section 34.2. In addition, the ISO shali calculate
for each gas-fired FERC Must-Offer Generator, in accordance with Section 40.10.1, a Proxy Price for

Energy.

If a FERC Must-Offer Generator fails to submit a Supplemental Energy bid for any portion of its Available
Generation for any Dispatch Interval, the unbid quantity of the FERC Must-Offer Generator’s Available
Generation will be deemed by the ISO to be bid at the FERC Must-Offer Generator's Proxy Price for that
hour if: (i) the applicable Generating Unit is a gas-fired unit and (ii) the FERC Must-Offer Generator has
provided the 130 with adequate data in compliance with Sections 40.7.7 and 40.7.3 for the applicable
Generating Unit.  For all other Generating Units owned or controlled by a FERC Must-Offer Generator,
the unbid quantity of the FERC Must-Offer Generator's Available Generation will be deemed by the 1SO
to be bid and settled in accordance with Section 11.2. In order {o dispatch resources providing Imbalance
Energy in proper merit order, the 1SO will insert this unbid quantity into the FERC Must-Offer Generator's
Supplemental Energy bid curve above any lower-priced segments of the bid curve and below any higher-
priced segments of the bid curve as necessary to maintain a non-decreasing bid curve over the entire

range of the FERC Must-Offer Generator's Available Generation.
40.7.6 FERC Must-Offer Obligation Process.

FERC Must-Offer Generators may seek a waiver of the obligation to offer all available capacity, as set

forth in Section 40.7 .4 of this |ISO Tariff, for one or more of their Generating Units or System Units.

All FERC Must-Offer Generators obligated under the must-offer obligation that have not submitted Day-
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Ahead Energy Schedules will be deemed to have requested a waiver, either implicitly or explicitly, of the

obligation to offer all Available Generation. If conditions permit, the ISO may, at its sole
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discretion, grant waivers and allow a FERC Must-Offer Generator to remove one or more Generating
Units or System Units from service. In doing so, the ISO will first grant waivers to FERC Must-Offer

Generators, on a non-discriminatory basis, that are not also Resource Adeguacy Resources and then, if

permissible, the 1ISO may grant waivers to Resource Adequacy Resources on a non-discriminatory basis.

The hours for which waivers are not granted shall constitute Waiver Denial Periods. A Waiver Denial
Period shall be extended as necessary to accommodate Generating Unit minimum up and down times.
Generating Units shall be on-line in real time during Waiver Denial Periods, or they will be in violation of
the must-offer obligation. Exceptions shall be allowed for verified forced outages. The 1SO may revoke
waivers as necessary due to outages, changes in Load forecasts, or changes in system conditions. The
ISO shall determine which waiver(s) will be revoked, and shail notify the relevant Scheduling
Coordinator(s). To the extent conditions permit, the SO wili revoke the waivers of Resource Adequacy
Resources prior to revoking the waivers of other FERC Must-Offer Generators. The ISO shall inform a
FERC Must-Offer Generator that its Waiver request has been approved, disapproved or revoked, and
shall pravide the FERC Must-Offer Generator with the reason(s) for the decision, which reasons shali be
non-discriminatory. The ISO will: (1) notify FERC Must-Offer Generators of the ISO decisions on pending
Waiver requests received no later than 10:00 a.m. (beginning of Hour Ending 11) no later than 11:30 a.m.
{micddle of Hour Ending 12) on the day before the operating day for which the Waivers are requested; (2)
at any time but no later than 11:30 a.m. on the following day, notify FERC Must-Offer Generators of the
ISO decisions on Waiver requests that were submitted to the 1SO after 10:00 a.m. {beginning of Hour
Ending 11) on the day before; (3) end Waiver Denial Periods at any time; and {4) revoke Waivers at any
time, while making best attempts to revoke a Waiver at least 80 minutes prior to the time a unit would be

required to be on-line generating at its Pmin,
40.8 Recovery of Minimum Load Costs By FERC Must-Offer Generators.
40.8.1 Eligibility.

Except as set forth below, Generating Units shall be eligible to recover Minimum Load Costs during
Waiver Denial Periods. Units from FERC Must-Offer Generators that incur Minimum Load Costs during

hours for which the ISO has granted to them a waiver shall not be eligible to recover such costs for such

Issued by: Charles F. Robinson, Vice President and General Counsel
issued on: March 13, 2006 Effective: May 31, 2006



CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION

FERC ELECTRIC TARIFF

SECOND REFPLACEMENT VOLUME NO. 1 Original Sheet No. 455A
hours. When a FERC Must-Offer Generator has a Final Hour-Ahead Energy Schedule, the FERC Must-
Offer Generator shall not be eligible to recover Minimum Load Costs for any such hours within a Waiver
Denial Period. When, on a 10-minute Settiement Interval basis, a FERC Must-Offer Generator generating

at minimum operating level in compliance with the must-offer obligation, produces a quantity of Energy

that varies from its minimum
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operating level by more than the Tolerance Band, the FERC Must-Offer Generator shall not be efigible to
recover Minimum Load Costs for any such Settlement Intervals during hours within a Waiver Denial
Period. When, on a Settlement Interval basis, a FERC Must-Offer Generator's resource produces a
quantity of Energy above minimum load due to an SO Dispatch Instruction, the FERC Must-Offer
Generator shall recover its Minimum Load Costs as set forth in this Section and its bid costs, as set forth
in Section 11.2.4.1.1.1, for any such Settlement Intervals during hours within a Waiver Denial Period,
irrespective of deviations outside of its Tolerance Band. Subject to the foregoing eligibility restrictions set
forth in this section, the 1SO shall guarantee recovery of the Minimum Load Costs of an otherwise eligible
FERC Must-Offer Generator for each Setttement Interval during hours within a Waiver Denial Period as
follows: (1) Eirst, ISO will pre-dispatch for real time the minimum load Energy from FERC Must-Offer
Generators that have been denied waivers for each hour within a Waiver Denial Period; (2) This
minimum load Energy will be accounted as Instructed Imbatance Energy for each Settlement interval
within the relevant hour and be settled at the Resource-Specific Settlement interval Ex Post Price; (3)
The generator's Minimum Load Cost as defined in Section 40.8.4 of this I1SO Tariff, the generator will also
receive a payment for its Minimum Load Cost compensation for the relevant eligible Settlement Intervals
of hours during the Waiver Denial Period that the Generating Unit runs at minimum load in compliance
with the must-offer obligation; and (4) To the extent the Generator is dispatched for real time imbalance
Energy above its minimum load for any Dispatch interval within an hour during the Waiver Denial Period,
the Generator will be eligible for Bid Cost Recovery, as set forth in Section 11.2.4.1.1.1.

40.8.2 Payments for imbalance Energy Above the Minimum Operating Level for
Generating Units Eligible to Be Paid Minimum Load Costs.

When, on a Settlement Interval basis, a FERC Must-Offer Generator's Generating Unit produces a
quantity of Energy above the Generating Unit's minimum operating ievel due to an IS0 Dispatch
Instruction, the FERC Must-Offer Generator shall recover Minimum Load Costs and its bid costs, based
on the 1SO’s instruction, as set forth in Section 11.2.4.1.1.1, for ;emy such Settlement Intervals during

hours within a Waiver Denial Period, irrespective of deviations outside of its Tolerance Band.
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40.8.3 Payments for Imbalance Energy for the Minimum Operating L.evel for Generating

Units Eligible to Be Paid Minimum Load Costs.

A Generating Unit operaling at or near its minimum operating level during a Waiver Denial Period either
{1) without a forward Schedule for its minimum operating level Energy or (2} with a Schedule to a speciai-
purpese Demand ID for the sole purpose of Scheduling the minimum operating level Energy shall be
paid, in addition to being paid its Minimum Load Costs subject {o eligibility as set forth in Section 40.8.1,
an amount equal to the Resource Specific Settlement Interval Ex Post Price times the amount of Energy

actually delivered.
40.8.4 Minimum Load Costs,

The Minimum Load Cosis shall be calculated as the sum, for all eligible hours in the Waiver Denial Period
and Settiement Periods in which the unit generated in response to an ISO Dispatch Instruction, of: (1) the
produci of the unit's average heat rate (as determined by the ISO from the data provided in accordance
with Section 40.10) at the unit's relevant minimum operating levei or Dispatchable minimum operating
level as set forth in the 1SO Master File or as amended through notification to the ISO via SLIC and the
gas price determined by Equation C1-8 (Gas) of the Schedules to the Reliability Must-Run Contract for
the relevant Service Area {San Diego Gas & Electric Company, Southern California Gas Company, or
Pacific Gas and Electric Company), or, if the FERC Must-Offer Generator is not served from one of those
three Service Areas; and (2) the product of the unit's relevant minimum operating level or Dispatchable
minimum operating level as set forth in the 1SO Master File or as amended through notification to the 150

via SLIC; and $6.00/MWh.

40.8.5 [Not Used]
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40.8.6 Allocation of Minimum Load Costs,

For each Settlement Interval, the 1SO shall determine that the Minimum Load Costs for each FERC Must
Offer Generator unit operating during a Waiver Denial Period are due to (1} local reliability requirements,
(2) zonal requirernents, or (3) Control Area-wide requirements. For each such month, the 1SO shall sum

the Settlement interval Minimum Load Costs and shall allocate those costs as follows:

{1} if the Generating Unit was operating io meet local reliability requirements, the incremental
locational cost shall be allocated to the Participating TO in whose PTO Service Territory
the Generating Unit is located, or, where the Generating Unit is located outside the PTO
Service Territory of any Participating TO, to the Participating TO or Participating TOs
whose PTO Service Territory or Territories are contiguous {o the Service Area in which
the Generating Unit is located, in proportion to the benefits that each such Participating
TO receives, as determined by the ISO. Where the costs allocated under this section are
allocated to two or more Participating TOs, the ISO shall file the allocation under Section
205 of the Federal Power Act. For the purposes of this section, the incremental
locational cost shali be the additional costs associated with committing and operating a
particular unit or units to meet a jocal reliability requirement over the costs of a less
expensive unit ar units that would have been committed and operated absent the local
reliability requirement. H a unit is committed in real-time for local reliability, its Minimum
Load costs shall be considered incremental locational costs. Costs allocated under this

part (1) shall be considered Reliability Services Costs.

(2) if the Generating Unit was operating due to Zonal requirements, the Minimum Load
Costs shall be allocated on a monthly basis to each Scheduling Coordinator in the
constrained Zone based on the ratio of that Scheduling Coordinator's monthly Demand to

the sum of all Scheduling Coordinator's monthly Demand in that Zone;
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(3) if the Generating Unit was operating to satisfy an 1SO Control Area-wide need, the 1SO

shall allocate the Minimum Load Casts in the following way:

a. first, to the monthly absolute total of aft Net Negative Uninstructed Deviation
(determined for each Seitlement Interval based on Final Hour-Ahead Schedules)
at a per-MWh rate that shall not exceed a figure that is determined by dividing
the total Minimum Load Cost in that month by the sum of the minirnum loads for

Generating Units operating under Waiver Denial Periods in that month;

b. finally, all remaining costs not allocated per (a) shall be allocated to each
Scheduting Coordinator in proportion to the sum of that Scheduling Coordinator’s
monthly Control Area Gross Load and Demand within California outside the ISO
Control Area that is served by exports to the monthly sum of the IS0 Control
Area Gross Load and the projected Demand within California outside the 150
Control Area that is served by exports from the 1SO Control Area of all

Scheduling Coordinators.
40.8.7 Payment Of Available Generation Under The FERC Must-Offer Obligation.

Available Generation that is required to be offered to the Real-Time Market, if dispaiched by the I1SO,
shall be settled as follows: the actual amount of the dispatched Energy shall be settled at the applicable
Instructed mbalance Energy Market Clearing Price. Minimum Load Cost compensation shall be paid for
all otherwise eligible hours within the Waiver Denial Period, as defined in Section 40.8.1, that the unit

generated Energy above minimum operating level in compliance with ISO Dispatch Instructions.
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40.9 Criteria for Issuing Must-Offer Waivers.

The 1SO shall grant walivers so as fo: (1) provide sufficient on-line generating capacity to meet operating
reserve requirements; and {2} account for other physical operating constraints, including Generating Unit
or System Unit minimum up and down times. Subject to the exceptions for Short Start Resource
Adequacy Rescurces as identified in this 1SO Tariff, the 1SO shall grant, deny or revoke waivers using a

secirity-constrained unit commitment software application to minimize start-up and Minimum Load Costs.
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4010 Requirement of FERC Must-Offer Generators to File Heat Rate and Emissions Rate
Data.

Resource Adequacy Resources and FERC Must-Offer Generators, as defined in this ISQ Tariff, that own
or control gas-fired Generating Units or System Units must file with the ISO and the FERC, on &
confidential basis, the heat rates and emissions rates for each gas-fired Generating Unit or System Unit
that they own or control. Heat rate and emissions rate data shall be provided in the format specified by
the ISO as posted on the IS0 Website. Heat rate data provided to comply with this requirement shall not
mclude stari-up or minimum load fuel costs. Resource Adequacy Resources and FERC Must-Offer
Generators must also file periodic updates of this data upon the direction of either FERC or the ISO. The
150 will treat the infaormation provided to the IS0 in accordance with this section as confidential and will
apply the procedures in Section 20.4 of this ISO Tariff with regard to requests for disclosure of such

information.
40.10.1 Calculation of the Proxy Price.

The IS0 shall calculate each day separate Proxy Prices for each gas-fired Generating Unit or System
Unit owned or controlled by a Resource Adequacy Resource or FERC Must-Offer Generator by applying
the filed heat rates for those Generating Units or System Units to a daily proxy figure for natural gas costs
with an additional $6.00/MWh allowed for operations and maintenance expenses. The proxy figures for
naturat gas cosis shall be based on the most recent data available and shall be posted on the ISO

Website by 8:00 AM on the day prior to which the figures will be used for calculation of the Proxy Price.
4011 Emissions Costs.
40.11.1 Obligation to Pay Emissions Cost Charges.

Each Scheduling Coordinator shalt be obligated to pay a charge which will be used to pay the verified
Emissions Costs incurred by a Resource Adequacy Resource or FERC Must-Offer Generator as a direct
result of an 1SO Dispatch Instruction, in accordance with this Section 40. The ISO shall tevy this
administrative charge (the "Emissions Cost Charge”) each month, against all Scheduling Coordinators

based upon each Scheduling Coordinator's Controf Area Gross Load and Demand within California
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outside of the ISO Coentrol Area that is served by exports from the 150 Control Area. Scheduling

Coordinators shali make payment for all Emissions Cost Charges in accordance with the 1SO Payments

Calendar.
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40.11.2 Emissions Cost Trust Account.

All Emissions Cost Charges received by the 150 shall be deposited in the Emissions Cost Trust Account.
The Emissions Cost Trust Account shall be an interest-bearing account separate from all other accounts

maintained by the IS0, and no other funds shall be commingled in it at any time.
40.11.3 Rate For the Emissions Cost Charge.

The rate at which the 13S0 will assess the Emissions Cost Charge shall be at the projected annual total of
all Emissions Costs incurred by Resource Adequacy Resources and FERC Must-Offer Generalors as a
direct resuit of 1SO Dispatch Instruction, adjusted for interest projected to be earned on the monies in the
Emissions Cost Trust Account, divided by the sum of the Conirol Area Greoss Load and the projected
Demand within California outside of the ISO Control Area that is served by exports from the SO Control
Area of all Scheduling Coordinators for the applicable year {"Emissions Cost Demand”). The initial rate
for the Emissions Cost Chargs, and all subsequent rates for the Emissions Cost Charge, shall be posted

on the ISO Website.
40.11.4 Adjustment of the Rate For the Emissions Cost Charge.

The ISO may adjust the rate at which the 1SO will assess the Emissicns Cost Charge on a menthly basis,

as necessary, to reflect the net effect of the following:

{a) the difference, if any, between actual Emissions Cost Demand and projected Emissions

Cost Demand;

{b) the difference, if any, between the projections of the Emissions Costs incurred by
Resource Adequacy Rescurces or FERC Must-Offer Generators as a direct result of 1ISO
Dispatch instructions and the actual Emissions Costs incurred by Resource Adequacy
Resources or FERC Must-Offer Generators as a direct result of IS0 Dispatch Instructions

as invoiced to the 13S0 and verified in accordance with this Section 40.11; and

{c} the difference, if any, between actual and projected interest earned on funds in the

Emissions Cost Trust Account.
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The adjusted rate at which the 1SO will assess the Emissions Cost Charge shall take effect on a

prospective basis on the first day of the next calendar menth. The 1SO shall publish all data and
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calculations used by the I1SO as a basis for such an adjustment on the 1SO Website at least five {5) days

in advance of the date on which the new rate shall go into effect.

40.11.5 Credits and Debits of Emissions Cost Charges Collected from Scheduling

Coordinators.

In addition to the surcharges or credits permitted under Section 11.8.3.3 of this 1SC Tariff, the ISO may
credit or debit, as appropriate, the account of a Scheduiing Coordinator for any over- or under-
assessment of Emissions Cost Charges that the 1SO determines occurred due to the error, omission, or

miscalculation by the 1SO or the Scheduiing Coordinator.
40.11.6 Submission of Emissions Cost Invoices.

Scheduiing Coordinators for Resource Adeguacy Resources or FERC Must-Offer Generators that incur
Emissions Costs as a direct result of an 1SO Dispatch instruction may submit to the 1SO an invoice in the
form specified on the iSO Website (the "Emissions Cost Invoice”) for the recovery of such Emissions
Costs. Emissions Cost invoices shall not include any Emissions Costs specified in an RMR Contract for a
unit owned or controlled by a FERC Must-Offer Generator. All Emissions Cost Invoices must include a
copy of all final invoice statements from air quality districts demonstrating the Emissions Costs incurred
by the applicable Generating Unit or System Unit, and such other information as the 1SO may reasonably

require to verify the Emissions Costs incurred as a direct result of an ISQ Dispatch Instruction.
40.11.7 Payment of Emissions Cost Invoices.

The ISO shall pay Scheduling Coordinators for all Emissions Costs submitted in an Emissions Cost
Invoice and demonstrated to be a direct result of an 1SO Dispatch Instruction. If the Emissions Costs
indicated in the applicable air quality districts’ final invoice statements include emissions produced by
operation not resuiting from 1SO Dispatch Instructions, the 1SO shall pay an amount egual to Emissions
Costs multiplied by the ratio of the MWh associated with ISO Dispatch Instruction to the total MWh
associated with such Emissions Costs. The 1SO shall pay Emissions Cost invoices each month in
accordance with the 1SO Payments Calendar from the funds available in the Emissions Cost Trust

Account. To the extent there are insufficient funds available in Emissions Cost Trust Account in any
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month to pay all Emissions Costs submitted in an Emissions Cost invoice and demoanstrated to be a
direct result of an 1SO Dispatch Instruction, the 1SO shall make pro rata payment of such Emissions Costs
and shall adjust the rate at which the 1SO wili assess the Emissions Cost Charge in accordance with
Section 40.11.4, Any outstanding Emissions Costs owed from previous months will be paid in the order
of the month in which such costs were invoiced to the |SO. The ISO’s obligation to pay Emissions Costs

is limited to the obligation to pay Emissions Cost Charges received. All disputes concerning payment of

Emissions Cost Invoices shall be subject to ISO ADR Procedures, in accordance with Section 13 of this

ISQ Tariff.
40.12 Start-Up Costs.
40.12.1 Obligation to Pay Start-Up Cost Charges.

Each Scheduling Coordinator shall be obligated to pay a charge which will be used to pay the verified
Start-Up Costs incurred by a Rescurce Adequacy Resource ar FERC Must-Offer Generator as a direct
result of an ISO Dispatch Instruction, in accordance with this Section 40.12. Such Start-Up Costs shall
include (1) fuel and (2) auxiliary power. The IS0 shali levy this charge (the “Start-Up Cost Charge”), each
month, against all Scheduling Coordinators based upon each Scheduling Coordinator’s Confrol Area
Gross Load and Demand within California cutside of the iSO Control Area that is served by exports from
the 1SO Control Area. Scheduling Coordinators shall make payment for all Start-Up Cost Charges in

accordance with the 1SO Payments Calendar.
40.12.2 Start-Up Cost Trust Account.

Ali Start-Up Cost Charges received by the ISO shall be deposited in the Start-Up Cost Trust Account.
The Start-Up Cost Trust Account shall be an interest-bearing account separate from all other accounts

maintained by the IS0, and no cther funds shall be commingled in it at any time.
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40.12.3 Rate For the Start-Up Cost Charge.

The rate at which the ISC will assess the Start-Up Cost Charge shall be at the projected annual total of all
Start-Up Costs incurred by Resource Adequacy Resource or FERC Must-Offer Generators as a direct
result of ISO Dispatch Instruction, adjusted for interest projected to be earned on the monies in the Start-

Up Cost Trust Account, divided by the sum
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of the Controf Area Gross Load and the projected Demand within California outside of the SO Control
Area that is served by exports from the ISO Control Area (“Start-Up Cost Demand”). The initial rate for

the Start-Up Cost Charge, and all subsequent rates for the Start-Up Cost Charge, shall be posted on the

ISO Website.
40.12.4 Adjustment of the Rate For the Start-Up Cost Charge.

The ISO may adjust the rate at which the 1SO will assess the Start-Up Cost Charge on a monthly basis,

as necessary, o reflect the net effect of the following:

(a) the difference, if any, between actual Start-Up Cost Demand and projected Start-Up Cost

Demand;

{b} the difference, if any, between the projecticns of the Start-Up Costs incurred by FERC
Must-Offer Generators as a direct result of ISO Dispatch Instructions and the actual Start-
Up Costs incurred by Resource Adequacy Resource or FERC Must-Offer Generators as
a direct result of 1SO Dispatch Instructions as invoiced to the ISO and verified in

accordance with this Section 40.12; and

{c) the difference, if any, between actual and projected interest earned on funds in the Start-

Up Cost Trust Account.

The adjusted rate at which the 1ISO will assess the Start-Up Cost Charge shall take effect on a
prospective basis on the first day of the next calendar month. The I1SO shall publish ail data and
calculations used by the 1SO as a basis for such an adjustment on the 1ISO Website at least five (5) days

in advance of the date on which the new rate shall go into effect.

40.12.5 Credits and Debits of Start-Up Cost Charges Collected from Scheduling

Coordinators.

In addition to the surcharges or credits permitted under Section 11.6.3.3 of this ISO Tariff, the ISO may
credit or debit, as appropriate, the account of a Scheduling Coordinator for any over- or under-
assessment of Start-Up Cost Charges that the 1ISO determines occurred due to the error, omission, or

miscalculation by the 1SO or the Scheduling Coordinator.
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40.12.6 Submission of Start-tp Cost Invoices.

Scheduling Coordinators for Resource Adequacy Resources or FERC Must-Offer Generators that incur
Start-Up Costs as a direct result of an 1SO Dispatch Instruction dr if the ISO revokes a waiver from
compliance with the FERC must-offer obligation while the unit is off-line in accordance with Section
40.6A.6 or 40.7.6 of this ISO Tariff, and Scheduling Coordinators for Generating Units or System Units
operating under Condition 2 of the relevant RMR Contract which are called out-of-market in accordance
with Section 11.2.4.2 of this 1SO Tariff may submit to the iSO an invoice in the form specified on the IS0
Website (the “Start-Up Cost Invoice”) for the recovery of such Start-Up Costs. Such Start-Up Costs shall
not exceed the costs which would be incurred within the start-up time for a unit specified in Schedule 1 of
the Participating Generator Agreement. Start-Up Cost Invoices shall use the applicable proxy figure for
natural gas costs as determined by Equation C1-8 (Gas) of the Schedules to the Reliability Must-Run
Contract for the relevant Service Area (San Diego Gas & Electric Company, Southern California Gas
Company, or Pacific Gas and Electric Company), or, if the Resource Adeguacy Resource or FERC Must-
Offer Generator is not served from one of those three Service Areas, from the nearest of those three
Service Areas. Start-Up Cost Invoices shall specify the amount of auxitiary power used during the start-
up and the actual price paid for that power. Start-Up Cost Invoices shall not include any Start-Up Costs

specified in an RMR Contract for a unit owned or controlled by a FERC Must-Offer Generator.
40.12.7 Payment of Start-Up Cost Invoices.

The 1SO shall pay Scheduling Coordinators for all Start-Up Costs submitted in a Start-Up Cost Invoice
and demonstrated to be a direct result of an 1SO Dispatch Instruction. The ISO shall pay such Start-Up
Cost Invoices each month in accordance with the 1SO Payments Calendar from the funds available in the
Start-Up Cost Trust Account. To the extent there are insufficient funds available in the Start-Up Cost
Trust Account in any month to pay all Start-Up Costs submitted in a Start-Up Cost invoice and
demonstrated to be a direct resuit of an 1SO Dispatch Instruction, the 1SO shall make pro rata payment of
such Start-Up Costs and shall adjust the rate at which the ISO will assess the Start-Up Cost Charge in
accordance with Section 40.12.4. Any outstanding Start-Up Costs owed from previous months will be

paid in the order of the month in which such costs were invoiced to the 1SO. The 1SO's obligation to pay
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Start-Up Costs is limited to the obligation to pay Start-Up Cost Charges received. All disputes concerning
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payment of Start-Up Cost Invoices shall be subject to ISO ADR Procedures, in accordance with Section

13 of this ISO Tariff.

40.13 iSO Default Qualifying Capacity Criteria.

40.13.1 Applicabitity.

The criteria in Section 40.13 shall apply only where a Local Regulatory Authority does not establish
criteria to determine the types of resources that may be eligible to provide Qualifying Capacity and for

calcutating Qualifying Capacity for such eligible resource types.
40.13.2 Nuclear and Thermal.

Nuclear and thermal units, other than Qualifying Facilities {“QFs”) with effective contracts under the Public
Utility Regulatory Policies Act addressed in Section 40.13.8 below, must be a Participating Generator or &
System Unit. The Qualifying Capacity of nuclear and thermal units, other than Qualifying Facilities
addressed in Section 40.13.8, will be based on net dependable capacity defined by North American

Electric Reliability Council (“NERC") Generating Availability Data System (*GADS") informaticn.
40.13.3 Hydro.

Hydro units, other than QFs with contracts under the Public Utility Regulatory Policies Act, must be either
Participating Generators or System Units. The Qualifying Capacity of a pond or pumped storage hydro
unit, other than a QF, will be determined based on net dependabie capacity defined by NERC GADS
minus variable head de-rate based on an average dry year reservoir level. The Qualifying Capacity of a
pond or pumped storage hydro unit that is a QF will be determined based on historic performance during

the Standard Offer 1 peak hours of noon to 6:00 p.m., using a three-year rolling average.

The Qualifying Capacity of all run-of-river hydra units, including QF s, will be based on net dependable
capacity defined by NERC GADS minus an average dry year conveyance flow, stream flow, or canal
nead de-rate. As used in this section, average dry year reflects a one-in-five year dry hydro scenario (for

example, using the 4th driest year from the last 20 years on record).
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40.13.4 Unit-Specific Contracts.

Unit-specific contracts with Participating Generators or System Units wil qualify as Resource Adequacy
capacity subject to the verification that the total MW quantity of ait contracts from a specific unit do not
exceed the total Net Qualifying Capacity (MW) consistent with the Net Qualifying Capacity determination

for that unit.
40.13.5 Contracts with Liquidated Damage Provisions.

Firm energy contracts with liquidated damages provisions, as generally reflected in Service Schedule C of
the Western Systems Power Pool Agreement or the Firm LD product of the Edison Electric Institute pro
forma agreement, or any other similar firm energy contract that does not require the seller {o source the
energy from a particular unit, and specifies a delivery point internal to the 1SO Control Area entered into
before October 27, 2005 shall be eligible to count as Qualifying Capacity until the end of 2008. A
Scheduling Coordinator, however, cannot have more than 75% of its portfolio of Qualifying Capacity met
by contracts with liquidated damage provisions for 2006. This perceniage will be reduced to 50% for

2007 and 25% for 2008.
40.13.6 Wind and Solar.

As used in this Section, wind units are those wind Generating Units without backup sources of géneratioﬂ
and solar units are those solar Generating Units without backup sources of generation. Wind and Solar
units, other than QF s with effective contracts under the Public Utility Regulatory Policies Act, must be

participants in the 1ISQ’s Participating Intermittent Resource Program {"PIRP"}.

The Qualifying Capacity of all wind or solar units, including QFs, will be based on their monthly historic
performance during the Standard Offer 1 peak hours of noon to 6:00 p.m., using a three-year rolling
average. New wind and solar generators which do not have three years of historic performance data will
be assigned a default Qualifying Capacity for each year of the missing historical performance as follows:
the Qualifying Capacity of another solar or wind generator with historic data located in the same weather
regime with similar technology adjusted for the nameplate capacity ratio of the new generator and the
similarly situated proxy generator. The supporting data and the sample Qualifying Capacity calculation

will be submitted to the 1SO for approval as part of the facilities PIRP program application.
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The default Qualifying Capacity values will be replaced on a year by year basis with actual performance

data as the data becomes available to form a three year rolling average.
40.13.7 Geothermal.

Geothermal units, other than QF s addressed in Section 40.13.8, must be Participating Generators or
System Units. The Qualifying Capacity of geothermal units, other than QFs addressed in Section
40.13.8, will be based on NERC GAD net dependabie capacity minus a de-rate for steam fieid

degradation.
40.13.8 Treatment of Qualifying Capacity for QFs,

QFs must be Participating Generators (signed a Participating Generator or QF Participating Generator
Agreement) or Systern Units, unless they have a PURPA contract. Except for hydro, wind, and solar QFs
addressed pursuant to Sections 40.13.3 and 40.13.6 above, the Qualifying Capacity of QFs under
PURPA contracts, will be based on historic monthly generation ouiput during Standard Offer 1 peak hours

of noon to 6:00 p.m. {net behind the meter loads} during a three-year rolling average.
40.13.9 Participating Load Resources.

The Qualifying Capacity of Participating Load shall be the average reduction in demand for over a three-
year period on a per dispatch basis or, if the Participating Load does not have three years of performance
history, based on comparable evaluation data using similar programs. Participating Load resources must
be available at least 48 hours and if the Participating Load can only be dispatched for a maximum of two
hours per event, than only 0.89% of a Scheduling Coordinator’'s portfolio may be made up of such

Participating Load.
40.13.10 Jointly-Owned Facilities.

A jointly-owned facility must be either a Participating Generator or a System Unit. The Qualifying
Capacity for the entire facility will be determined based on the type of resource as described elsewhere in
this Section. In addition, the Scheduling Coordinator must provide the 1SO with a demonstration of its
entitiement to the output of the jointly-owned facility's Qualified Capacity and an explanation of how that

entitlement may change if the facility's output is restricted.
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40.13.11 Facilities Under Construction.

The Qualifying Capacity for facilities under construction will be determined based on the type of resource
as described elsewhere in this Section. {n addition, the facility must have been in commercial operation
for no less than one month to be eligible to be included as a Resource Adequacy Resource in a

Scheduling Coordinator's manthly plan.
40.13.12 System Resources.
40.13.12.1 Dynamically Scheduled System Resources.

Dynamically Scheduled System Resources shall be treated similar to resources within the ISO Controf
Area, except with respect to the deliverability screen under Section 40.5.2.1. However, eligibility as a
Resource Adeqguacy Resource is contingent upon a showing by the Scheduling Coordinator that the
Dynamically Scheduled System Resource has secured transmission through any intervening Controt
Areas for the operating hours that cannot be curtailed for economic reasons or bumped by higher priority
transmission and that the Load Serving Entity upon which the Scheduling Coordinator is scheduling
Demand has an allocation of import capacity at the import Scheduling Point under Section 40.5.2.2 of the
ISO Tariff that is not less than the Resource Adequacy Capacity provided by the Dynamically Scheduled

System Resource.
40.13.12.2 Non-Dynamically Scheduled System Resources.

For Non-Dynamically Scheduled System Resources, the Scheduling Coordinator must demonsirate that
the Load Serving Entity upon which the Scheduling Coordinator is scheduling Demand has an allocation
of import allocation at the import Scheduling Point under Section 40.5.2.2 of the ISO Tariff that is not less
than the Resource Adequacy Capacity from the Non-Dynamically Scheduled System Resource and
cannot be curtailed for economic reasens. Eligibility as Resource Adequacy Capacity would be
contingent upon a showing of securing in any intervening Control Areas transmission for the operating
hours making use of highest priority transmission offered by the intervening Transmission Operator that

cannot be curtailed for economic reasons.

With respect to Non-Dynamically Scheduled System Resources, any inter-temporal constraints such as

multi-hour run biocks, must be explicitly identified in the monthly Resource Adeguacy Plan, and no
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constraints may be imposed beyond those explicitly stated in the plan,

41 Procurement of RMR.

42 Assurance of Adequate Generation and Transmission to meet Applicable

Operating and Planning Reserve.
42.1 Generation Planning Reserve Criteria.
Generation planning reserve criteria shall be met as {oliows:

42.1.1 Onan annual basis, the ISO shall prepare a forecast of weekly Generation capacity and weekly
peak Demand on the [SC Controlled Grid. This forecast shalt cover a period of twelve months and be

posted on the WEnet and the iS50 may make the forecast available in other forms at the 1ISO's option.

42.1.2 If the forecast shows that the applicable WECC/NERC Reliability Criteria can be met during peak

Demand periods, then the 1SO shall take no further action.

42.1.3 |If the forecast shows that the applicable WECC/NERC Reliability Criteria cannot be met during
peak Demand periods, then the 1SO shall facilitate the development of market mechanisms to bring the
ISO Controlled Grid during peak periods into compliance with the Applicable Reliability Criteria (or such
more siringent criteria as the ISO may impose pursuant to Section 7.2.2.2). The IS0 shall solicit bids for
Replacement Reserve in the form of Ancillary Services, short-term Generation supply contracts of up to
one (1) year with Generators, and Load curtailment contracts giving the 1SO the right to reduce the
Demands of those parties thal win the contracts when there is insufficient Generation capacity to satisfy
those Demands in addition to ail other Demands. The curtailment contracts shall provide that the 1SO's
curtailment rights can only be exercised after all available Generation capacity has been fully utilized
uniess the exercise of such rights would allow the ISO to satisfy the Applicable Reliability Criteria at lower
cost, and the curtailment rights shall not be exercised to stabilize or otherwise influence prices for power

in the Energy markets.
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42,1.4 If Replacement Reserve, short-term Generation supply contracts or curtailment contracts are

required to meet Appilicable Reliability Criteria, the 1SO shall select the bids that permit the satisfaction of

those Applicable Reliability Criteria at the lowest cost.

42.1.5 Notwithstanding the foregoing, if the ISO concludes that it may be unable to comply with the
Applicable Reliability Criteria, the 1SO shali, acting in accordance with Good Utility Practice, take such
steps as it considers o be necessary to ensure compliance, including the negotiation of contracts through
processes other than competitive solicitations. The steps can include the negotiation of contracts for
Ancillary Services on a real time basis. If the ISO is unable to obtain such Ancillary Services from within
the 13O Controlled Grid, the ISO may solicit Ancillary Services from other Control Areas on a real-time

basis.

42.1.6 The ISO may, in addition to the required annual forecast, publish a forecast of the peak Demands
and Generation resources for two or more additional years. This forecast would be for information
purposes to allow Market Participants to take appropriate steps to satisfy the Applicable Reliability

Criteria, and would not be used by the 1SO to determine whether additional resources are necessary.

42.1.7 In fulfiliing its requirement to ensure that the applicable Generation planning reserve criteria are

satisfied, the ISO shall rely to the maximum extent possible on market forces.

42.1.8 Except where and to the extent that such costs are recovered from Scheduling Coordinators
pursuant to Section 8, and except as provided in Section 42.1.9, all costs incurred by the 180 in any hour
pursuant to any contract entered into under this Section 42.1 shall be charged to each Scheduling
Coordinator pro rata based upon the same proportion as the Scheduling Coordinator's metered hourly
Demand (including exports) bears to the total metered hourly Demand (including exports) served in that

hour.

42.1.9 Costs incurred by the ISO pursuant to any coniract entered into under this Section 42.1 for
resources to meet any portion of the anticipated difference between forward schedules and the real-time
deviations from those scheduies shall be charged to each Scheduling Coordinator pro rata based upon

the same proportion as the Scheduling Coordinator's obligation for deviation Repiacement
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Reserve in the hour, determined in accordance with Section 8.12.3A bears to the total deviation

Replacement Reserve in that hour.
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ARTICLE V - RESOURCE ADEQUACY

40 RESOURCE ADEQUACY.

40.% Applicahility.

This Section 40 applies 1o all Scheduling Coordinators representing Load Serving Entities serving retail

Load within the 1ISG Control Area. For purposes of this Section 40 of the IS0 Tariff, Load Serving Entity

is defined as: (1) any entiity serving retail Load under the jurisdiction of the California Public Utilities

Commission {hereinafter “CPUC"), including an Electrical corporation under section 218 of the California

Public Utilities Code (hereinafter “PUC”), an Eleciric service provider under section 2183 of the PUC, and

a Community choice aggregator under section 331.1 of the PUC (hereinafter collectively "CPUC Load

Serving Entities”): and (2) all entiiies serving retail Load in the 180 Control Area not within the jurisdiction

of the CPUC including: (i} a local pubticly owned electric utility under section 9604 of the PUC: (ii) the

State Water Resources Development System commonly known as the State Water Proiect; and (i) any

Fedaral entities, including but not limited {o Federal Power Marketing Authorities, that serve retail L oad

{hereafter collectively 'non-CPUC Lead Serving Entities™), Load Serving Entity shall not include customer

generation located on the customer's site or providing electric service through arrangements authorized

by Section 218 of the PUC, if the customer generation, or the Load it serves. meets one of the following

criteria; {1} il takes standby service from the electrical corporation on a commission-appreved rate

schedule that provides for adequate backup planning and operaiing reserves for the standby customer

class: (i} itis not physically interconnected to the electric ransmission or distribution grid, so that if the

customer generation fails, backup slectricity is not supplied from the electricity grid; or (i) there is

physical assurance that the Load served by the customer generation will be curtailed concurrently and

commensurately with an outage of the cusiomer generation,

40.2 Submission of Annual and Monthly Resource Adequacy Plan.

40.2.1 Annual Resource Adeguacy Plan.

Each Scheduling Coordinator for a Load Serving Entity serving Load within the 1SO Control Area must

orovide the IS0 with an annual Resource Adeguacy Plan. The annual Resource Adeguacy Plan provided




to the SO by Scheduling Coordinators for the CPUC Load Serving Entity or Entities for whom they

schedule Demand within the |SO Control Area shall be submitted on the schedule and in the form

approved by the CPUC. The annual Resource Adequacy Plan provided to the IS0 by Scheduling

Cogrdinators for the non-CPUC Load Serving Entity or Entities for whom they schedule Demand within

the ISO Control Area shall be submitted no later than September 30" of each vear and in the form sel

forth on the SO Website. Other than for good cause, the form of the Resource Adequacy Plan and the

date for submission for the CPUC Load Serving Entities and the Non-CPUC Load Serving Entities should

be identical. The annual Resource Adeguacy Plan must identify the Resource Adequacy Resources that

will be relied upon to satisfy the Planning Reserve Margin under Section 40.4, or porfion thereof as

eslablished by the CPUC or applicable L.ocal Regulatory Authority, and must apply the Net Gualifving

Capacity requiremenis of Section 40.5.2.

a0.2.2 Monthly Resource Adegquacy Plan.

Each_Scheduling Coordinator for a Load Serving Entity serving Load within the IS0 Control Area must

provide the 1SO with a monthiv Resource Adecguacy Plan. The monthly Resource Adequacy Plan

provided to the ISC by Scheduling Coordinatars for the CPUC Load Serving Entity or Entities for whom

they schedule Demand within the 1SO Control Area shall be submitied on the schedule and in the form

approved by the CPUC. The monthly Resource Adequacy Plan provided (o the ISO by Scheduling

Coordinators for the non-CPUC Load Serving Entity or Entities for whom they schedule Demand within

the 1S0C Controt Area shall be submitted no later than on the last business day of the second month prior

to the compliance month {e.g. March 31 for May) and in the form set forth on the I1ISO's Website. Other

than for good cause, the form of the Rescurce Adequacy Plan and the date for submission for the CPUC

Load Serving Entities and the Non-CPUC Load Serving Entities should be identical. The monthly

Resource Adegquacy Plan must identify the Resource Adequacy Resources that wili be relied upon 1o

satisfy the Planning Reserve Margin under Section 40.4 for the relevant reporting month and must apply

the Net Qualifving Capacity requirements of Section 40.5.2.

40.2.3 Resource Adequacy Plan Complance,

The ISC will evaiuate whether eagh monthly Resource Adeguacy Plan submitted by a Scheduling




Coordinator on behalf of a Load Serving Entity serving Load within the 1SO Control Area satisfies the

Load Serving Entity’s obligation to procure sufficient Net Gualifying Capacity to comply with its Planning

Reserve Margin under Section 40.4. i a Scheduling Coordinator for a Load Serving Entity submils a -

Resource Adequacy Plan that the 1ISO identifies as not demonstrating compliance with Resource

Adequacy rules adopted by the CPUC or other Local Regulatory Authority, as applicable, the ISO will first

notify the retevant Scheduling Coordinator, or in the case of a mismatch between Rescurce Adequacy

Plan{s) and Supply Plan(s), the relevant Scheduling Coordinaiors, and attempt to resolve the issue. |f

this process does not reseive the 1SO’'s concern, the ISO will notify the CPUC or other appropriate Local

Regulatory Authority of the potential deficiency. To the extent that the CPUC or other appropriate Local

Regulatory Authority aliows Load Serving Entities under its jurisdiction to cure the identified deficiency or

determines that no deficiency exists the Scheduling Coordinator shall inform the SO at least 10 days

before the effective month. 1f the deficiency is net resclved prior io the 18th day before the effective

month, the ISO wili use the information contained in the Supply Plan to set Resource Adequacy

Resources' obligations under this section of the |8C Teariff for the applicable reporting month.

40.2.4 Reporting of Enforcement Actions.

To the exient that the CPUC or other Local Reagulatory Authority has not adopted rules allowing public

access 1o records or information reqarding action taken for vioiations of its Resgurce Adequacy policies

and rules, the Scheduling Coordinator for each Load Serving Entity serving Load in the |ISO Control Area

notified of a potential failure to comply by the 1SO and not resolved under 40.2.3 must report to the ISO

within thirty (30} davs of anv action taken by the appropriate Loca! Requlatory Authority in response to the

deficiency notification.

40.2.5 Compliance with Submission Obligation.

Scheduling Coordinators representing Load Serving Entities Serving Load in the |1SQ Control Area that

fail to provide the SO with annuat or monthly Resource Adequacy Plans as set forth in this SO Tariff

shall be subject to Section 37.6.10f the SO Tariff.

46.3 Demand Forecasts.




The monthly Resource Adequacy Plan must include a Demand Forecast as follows:

a, For CPUC Load Serving Entities, the Demand Forecast shall be the Demand Forecast reguired

by the CPUC. Scheduling Coardinators for the CPUC Load Serving Entities must provide data

and/or supporting information. as requested by the ISO. for the Demand Forecasts required by

this Section for each represented CPUC Load Serving Entity,

b, For non-CPUC Load Serving Entities, the Demand Forecast shall be the Damand Forecast

reguired by the applicable Local Regulatery Authority. Scheduting Coordinators for non-CPUC

Load Serving Entities must provide data and/or supporting information, as reqguested by the 1SO,

for the Demand Forecasts required by this Seclion for sach represented non-CPUC Load Serving

Entity.

c. If the CPUC or other Local Regulatory Authority has not established a requirement 1o prepare a

Demand Forecast, the Scheduling Coordinator far the Load Serving Entity shall prepare and

provide the 1ISO with & Demand Forecast that shall be the Load Serving Entity's mo_nthly non-

coincident peak Demand Forecast for its Service Area, for its MSS area, or in each Service Area

of an Original Pacticipating TQ in which the Load Serving Entity serves Load, unless the Load

Serving Entity agrees 1o ylilize a coincident peak determination provided by the California Energy

Commission for such Load Serving Entity. Scheduiing Coordinators for Load Serving Entilies

covered by this subsection must provide data and/or supporting information, as requested by the

1SQ, for the Demand Forecasts required by this Section for each represented Load Serving

Entity.

For Load Serving Entities that are local publicly owned electric utilities as defined in Section 8604 of the

PUC the Demand Forecasts required by this-Section 40.3 shouid be consistent with Section 9620(a} of

the PUC, as it may be amended from time to time, requiring that such Load Serving Entities meet their

Planning Reserve Margin, peak demand. and operating reserves,

40.4 Planning Reserve Margin.

The monthly Resource Adeguacy Plan must include a level of Resource Adeaquacy Capacity sufficient 1o




meet 100% of the Demand Forecast in Section 40.3 plus a Planning Reserve Margin as follows:

a. For Scheduling Coordinators representing CPUC Load Serving Entities, the Planning Reserve

Margin shall be that adopted by the CPUC.

b For Scheduling Coordinators representing non-CPUC Load Serving Entities, the Planning

Reserve Margin shall be that adopted by the appropriate Local Regulatory Authority,

C. For Scheduling Coordinators representing Load Serving Entities for which the CPUC or other

Local Regulatory Authority has not established a Planning Reserve Margin, the Planning Reserve

Margin shall be no less than 115% of the peak hour of the month in the Demand Forecast set

forth in Section 40.3.

40.5 Determination of Resource Adeguacy Capacity.

Resource Adecuacy Capacity shall be the guantity of capacity in MWs from a resource listed in a

Resource Adequacy Plan. Respurce Adequacy Capacity cannot exceed a resource’s Net Qualifying

Capacity.

40.5.1 Qualifying Capacity.

Qualifying Gapacity is the capacity from a resource prior to application of the Net Capacity provisions of

Sectlion 40.5.2. The criteria for determining the types of resources that may be eligible 1o provide

Qualifying Capacity and for caiculating Qualifying Capacity from eligible resource typas may be

established by the CPUC or other applicable Local Requlatory Autherity and provided to the 1ISO. Only if

such griteria are not provided by the CPUC or other Local Requlatory Authority, Section 40.13 will apply.

The IS0 shall use the criteria provided by the CPUC, other Local Regulatory Authority or_ if necessary,

Section 40.13, to determine and verify, if necessary, the Qualifving Capacity of ali resources listed in a

Resource Adeguacy Plan; however, to the extent a resource is listed by one or more Scheduling

Coordinators in their respective Resource Adeguacy Plans, which apply the criteria of more than one

regulatory entity that leads to conflicting Qualifving Capacity vatues for that resource, the 180 will apply

the respective Quatifying Capacity formulas applicable for each Load Serving Entity.

40.5.2 Net Qualifying Capacity.




Net Qualfving Capacity is Qualifying Capacity, determined under the griteria provided by the CPUC or

other Local Regutatory Authority or, if such criteria is not provided by the CPUC ar Local Reguiatory

Authority. under Section 40.13 of this 1ISQ Tariff, reduced, as applicable. based on: (1) testing ang

verification or (23 deliverability restrictions. The Net Qualifving Capacity determination shaii be made by

the 1SO pursuant to the provisions of this |1SO Tariff. The 1SO shall produce a report, posted 1o the iSC

Website and updated from time to time, setting forth the Net Qualifying Capacity of Parlicipating

Generators. All other resources may be included in the report under this Section upon their request. Any

diéputes as to the 1S0's determination regarding Net Qualifying Capacity shall be subject to the 1SO's

aslternative dispute resolution procedures.

40.5.2.1 Deliverability Within the IS0 Control Area.

In order ta determine Net Qualifving Capacity from a Generating Unit, the 1SO will determine that the

Generating Unit is_able to serve the aggregate of Load by means of a deliverability analysis. The

deliverability analysis shall focus on peak Demand conditions. The IS0 will review its input assumptions

and draft results with Market Participanis before completing its determination. The |SO will update the

deliverability baseline analysis on an annual basis. The 18O wili coordinate with the CPUC and other

Local Regulatory Authorities so that the deliverability analysis can be utilized in the development of

Resource Adequacy FPlans. To the extent the deliverability analysis shows that the Qualifying Capacity of

a Generating Unit is not deliverable to the agaregate of Load under the conditions studied, the Qualifying

Capacity of the Generating Unit will be reduced on a MW basis for the capacity that is undehverabie. The

ISO will utilize its inierconnaction process and procedures under Section 25 of the 180 Tariff to prevent

degradation of the deliverability of an existing Generating Unit that couid resuil from the interconnection of

additional Generation.

40.5.2.2 Deliverability of Imports.

This Section 40.5.2.2 shall appiy only to Resource Adeguacy Plans covering the perigd through

December 31, 2007, unless superseded earlier by alternative 180 Tariff provisions, The 1SO shall

establish for 2006 for each branch group the total import capacity values to be alipcated to Load Serving

Entities serving Load in the 1SO Controt Area for Resource Adeguacy planning purpeses, and will update




those values for 2007. The undated import capacity values shall be posted on the 180 Website. impori

capacity associated with (i) Existing Transmission Contracts and (#) Encumbrances and Transmission

Ownership Rights shall be reserved for holders of such commitments as part of the deliverability study

and will not be subiect to allocation under this Section. For the purpose of accounting for import

Resource Adequacy Capacity, the import capability of the system will be allocated by branch group by the

ISO (1) to non-CPUC Load Serving Entities individually and (2) to the CPUC Load Serving Entities as an

agaregated aliocation, which will be subject to the allocation rules of the CPUC.

For 2008, the allocation will be as follows:

3 Non-CPUC Load Serving Entities will receive an allocation on a particular branch group

equal to each entity's resource commitments outside the 1SC Control Area. as of Oclober

27. 2005 that utilizes the particuiar branch group through calendar year 2006,

b. CPUC Load Serving Entities will receive an aggregate import value by branch group that

is equal to the maximum value for each branch group minus impart capacity associated

with (i) Existing Transmission Contracts, (i) Encumbrances and Transmission Ownership

Rights, and (iii) resource commitments outside the 180 Conirol Area of nen-CPUC Load

Serving Entities. as of Qctober 27, 2005 as provided for in Section 40.5.2.2{(a}.

For 2007, the aliocation will be as foliows:

C. Non-CPUC Load Serving Entities will receive an allocation on a particular branch group

equal to each entity's resource commitmeanis ouiside the 130 Control Area, as of Margh

10, 2006 thai utilizes the particular branch group through calendar year 2007,

d. CPUC Load Serving Entities will receive an aggregate import value by branch group that

is eqgual to the maximum value for each branch group minus impert capacity associated

with {1} Existing Transmission Coniracts. (i} Encumbrances and Transmission Ownership

Rights, and (i) resource commitments outside the 1SO Conirol Area of non-CPUC L oad

Serving Entitiss, as of March 10, 2006 as provided for in Section 40.5.2 2(c).

This allocation does not guarantee or result in any aciual transmission_service being allocated and is only




used for determining the maximum Resource Adequacy Capacity that can be credited towards salisfving

a Scheduling Coordinator's Resource Adequacy obligation. Upon the reguest of the 1SO, Scheduling

Coordinators must provide the 1530 with informmation on existing import confracts and any trades or sales

of their load share allocation. Such information will be sublect to the confidentiality provisions of this IS0

Tarif. The 1SO will inform the CPUC or cther Local Regulatory Authority of Resource Adeguacy Plan

submitted by a Scheduling Coordinator for a Load Serving Entity under their respective jurisdiction that

excaeds its allocation of import capacity.

40.6 Submission of Supply Plans,

Scheduling Coordinators representing Resource Adequacy Resources suppiying Resource Adeguacy

Capacity shall provide the |SO with annual and monthly Supply Plans, The annual Supply Plan shall be

orovided by September 30th of each vear, The monthly Supply Plan shall be provided on the last

business day of the second month prior to the compliance month (e.q., March 31 for May). Both the

annua! and monthly Supply Plans shail be provided in the form set forth on the 1SO's Website listing their

commitments to provide Resource Adeguacy Capacity to any i oad Serving Entity or Entities for the

reporting period, Such plans will be accorded protection in accordance with the confidentiality provisions

of this 18O Tariff,

40.6.1 Compliance with Supply Plan Obligation.

Scheduling Coordinators representing Resource Adeguacy Resources supplying Resource Adequacy

Capacity that fail 1o provide the 1SO with annual or monihly Supply Plans as set forth in this IS0 Tariff

shall be subiect to Section 37.6.1 of the 180 Tariff,

40,64 Availability of Resource Adequacy Resources,

40.6A.1 Applicability.

The requirements of Section 40.6A shall apply 1o aii Resource Adequacy Resources identified op the

Resource Adeguacy Plans submitted by Scheduling Coordinators for Load Serving Entities serving Load

in the 1SO Control Area other than Resource Adeguacy Resources identified exciusively on the Resource

Adecuacy Plans of {i) Load Serving Entities that have entered into a Metered Subsystem Agreement with




the ISO and (i) the State Water Projecl,

40.6A.2 Available Generation,

For the purposes of Section 40.6A, a Resource Adequacy Resources’ *Avaiiable Generation” shall be; {a)

the Resource Adequacy Capacity of a Generating Unit, other than a Hydroelectric facility or a QF that is

still under a power purchase aqreement with a host uiility, Systermn Unit that has contracted to supply

Resource Adequacy Capacity to a non-MSS Load Serving Entity serving Load with the IS0 Conitrol Area

or System Resource only to the extent the CPUC or other Local Regulatory Authority has imposed an

obligation that Systern Resources relied upon by Load Serving Entities within their jurisdiction {o meet

Resource Adequacy requirements must be avaiiable to the iSO, adjusted for any outages or redustions in

capacity reported to the 1SO in accordance with this 1SO Tariff, (b} minys the unit's scheduled operating

level gs identified in the ISO’s Final Hour-Ahead Schedule, (¢) minus the unit's capacity comymitted io

provide Ancillary Services to the 1SO either through the 1ISO’s Ancillary Services market ar through seli-

nrovision by a Scheduiing Coordinator, and (d) minus the capagity of the unit committed to deliver Energy

or provide Operating Reserve to the Resource Adeguacy Resources’ Generator's Native Load,

40.6A.3 Reporting Requirements for Non-Participating Generators.

So that the 1SO may determine the Availiable Generation of Resource Adequacy Resources. Resource

Adequacy Resources that are not Participating Generators shall be required to file with the ISO: (i) the

Generating Unit's minimum operating level; {i} the Generating Unit's maximum operating level: and (i)

the Generating Unit's ramp rates at all operating levels: and (iv) such other information the IS0

determines is necessary o determine available generation and o dispatch Resource Adequacy

Resources. in addition, Resource Adeguacy Resources that are not Participating Generators must,

consistent with the notification obligations of Participating Generators and in order to comply with the

intent of this Section 40.6A. notify the 1SO, as soon as practicable, of any Planned Maintenance Outages.

Forced Qutages, Force Majeure Event outages or any other reductions in their maximum operating levels

or Resource Adecuacy Capacity during the relevani month.

40.6A.4 Obligation to Offer Avallable Capacity.




Except as set forth in Sections 40.6A.5 and 40.6A.6, all Resource Adequacy Resources shall offer to sell

in the 1SO's Reat Time Market for Imbalance Energy, in all hours, all their Available Generation as defined

in Section 40.6A.2 and any other Available Generation beyond its Resource Adeguacy Capacity shall be

subject to the FERC must-offer obligation as set forth in Section 40.7. The Resource Adequacy

Resource shali make available io the 1SO Real Time Market all Resource Adeguacy Capacity that is not

subiect o an outage or is otherwise participating in the 1SO Market or included on a self-schedule,

40.6A.5 Submission of Bids and Applicability of the Proxy Price,

For each Operating Hour, Resource Adequacy Resources shall submit Supplemental Energy bids for all

of their Avaiiable Generation to the 1S in accordance with Section 34.2. In addition, the IS shall

caiculate for each gas-fired Resource Adequacy Resource (other than gas-fired Resource Adeguacy

Resources which are also System Resources) in accardance with Section 40,10.1, a Proxy Price for

Energy,

If a Rescurce Adequacy Resource fails to submit & Supplemental Eneray bid for any portion of itg

Available Generation for any Disnatch intervai, the un-bid guantity of the Resource Adeguacy Rasource's

Available Generation will be deemed by the IS0 {o be bid al the Resource Adeguacy Resource’s Proxy

Price if {} the Resource Adequacy Resource is a gas-fired Generating Uinit and (ii) the Resource

Adequacy Resource has provided the 1SO with adequate data in compliance with Section 40.6A,3 for the

applicable Generating Unit. For all othes Resource Adeguacy Resources that are Generating Units, the

un-bid quantity of the Rescurce Adeqguacy Resources’ Available Generation will be deemed by the 1ISC 10

be bid and setlled in accordance with Section 11.2. In order to dispatch resources providing imbalance

Energy in proper merit order the 150 will insert this un-bid guantity into the Resource Adequagy

Resource’s Supplemental Energy bid curve above any lower-priced segrments of the bid curve and below

any higher-priced segmenis of the bid curve as negessary 1o mainiain a non-decreasging bid curve over

the entire range of the Resource Adequacy Resources’ Available Generation.

40.6A.6 Resource Adeguacy Rescurce Obligation Process.

Resource Adequacy Resources may seek a waiver of the obligation to offer all Available Generation, as

set forth in Section 40.6A.4 of this ISO Tariff, for one or more of their units. All Resource Adequacy




Rescurces obligated under their respective Resource Adeguacy Pians that have not submitted Day-

Ahead Eneray Scheduies will be deemed to have requested a waiver, either implicitly or explicitly, of the

obligation 1o offer all Avallable Generation. 1f conditions permit, the 1SO rmay, at is sole discrefion, grant

waivers and allow a Resource Adeguacy Resource fo remove one or more Generating Units from servics

and. in doing so. the ISO will first grant waivers o FERC Musi-Offer Generatars, on a non-diseriminatory

basis. that are not aiso Resource Adequacy Resources, and then, if permissible, the IS0 may grant

waivers o Resource Adeguacy Resources on a non-discriminatory basis.

The hours for which waivers are not granted shall constitute Waiver Denial Periads. A Waiver Denial

Period shall be extended as necessary to accommodate the ynit minimum up and down times. _Units

shall be on-line in real ime during Waiver Denial Periods, or they will be in violation of the gvailability.

Exceptions shall be aliowed for verified forced cutages or as otherwise sel forth in Section 40.6A 5. The

IS0 may revoke waivers as necessary due to outages, changes in Load forecasts, or gchanges in system

conditions. The 150 shall determine which waiver(s) will be revoked, and shall notify the refevant

Scheduling Coordinator(s). The ISG shall inform a Resource Adequacy Resource that its Waiver reguest

has been approved, disapproved or revoked, and shall provide the Resource Adeguacy Resource with

the reasonis! for the decision, which reasons shall be non-discriminatory apart from the status of whether

the unit is a Resource Adequacy Rescurce. The IS will: (1) notify Resource Adequacy Resources of the

SO decisions on pending Walver reguestis received no later than 10:00 a.m. {beginning of Hour Ending

11} no later than 11:30 a.m. {middie of Hour Ending 12) on the day before the operating day for which the

Walvers are requested; (2) at any time but no later than 11:30 a.m. on the following day, notify Resource

Adequacy Resources of the ISO decisions on Waiver requests that were submitted tc the IS0 after 19:00

a.m. (beginning of Hour £nding 113 on the day before: (3} end Waiver Denial Periods af any time; (4)

revoke Waivers at any time. while making best atiempis to revoke a Waiver ai least 90 minutes prior to

the time a unit would be required io be on-line generating at its Pmin: and (5) revoke a waiver denial for &

Short-5tart Resource Adequacy Resource at any time and such revogation will be communicated via a

ISO real-time dispatch or unit commitment instruction,

40.6A.7 Penalties for Non-Compliance.




In_addition to any gther penalty or settiement consequence of a failure of a unii to operate in accordance

with a 180 gperating crder, the failure of a Resource Adequacy Resource to make itself available to the

IS0 in accordance with the requirements of Section 40 of this 1SO Tariff or to operate the Resource

Adequacy Resource by placing it online or in a manner consisient with a submitted Supplemental Energy

bid or Proxy Price Energy Bid shall be subject to the sanctions set forth in Section 37.2 of the 1SQ Tariff.

40.6B Recovery of Minimum Loéd Costs By Resource Adeguacy Resources.

40.68.1 Eligibility.

Except as set forth below, Resource Adequacy Resources that are Generating Units and System Units

for which the MSS Operator has coniracted to supply Rasource Adequacy Capacity 1o another entity shall

be eligibie to recover Un-Recovered Minimum Load Costs during Waiver Denial Periods. Units _from

Resource Adeguacy Resources that incur Minimum Load Costs during hours for which the SO has

granted to them a waiver shall not be eligibie 1o recover such costs for such hours. When a Resource

Adeguacy Resource has a Final Hour-Ahead Energy Schedule, the Resource Adequacy Resource shall

not be eligible to recover Minimum Load Costs for any such hours within 2 Waiver Denial Period. When,

on a 10-minute Setilement Interval basis, a Resourse Adequacy Resource generating at minimum load in

coempliance with the supply obligation, produces a quantity of Energy that varies from its minimum

operaling level by more than the Tolerance Band, the Resource Adequacy Resource shall not be eligible

fo recover Minimum Load Cosis for any such Setliement Intervals during hours within a Waiver Denial

Period. When, on a Selllemsnt interval basis, 2 Resource Adequacy Resource produces a quantity of

Energy above minimum load due to an |SO Dispatch Instruction, the Resource Adequacy Resource shall

recover its Un-Recovered Minimum Load Cosis as set forth in this Section and its bid costs, as set forth in

Seciion 11.2.4.1.1.1, for any such Settlement Intervals during hours within 2 Waiver Denial Period

irrespective of deviations outside of its Tolerance Band. Subiect to the foreqoing eligibility restrictions set

forth in this section, the IS0 shall guarantee recovery of the Minimum Load Costs of an otherwise eligible

Resource Adequacy Rescurce for each Settlement Interval during hours within a Waiver Denial Period as

follows: (1) First, 1SC will pre-dispatch for real fime the minimum load Enerqy from Resource Adeguacy

Resources that have been denied waivers for each hour within a Waiver Denial Period: (2} This minimum




load Energy will be accounted as Instructed Imbalance Energy for each Setilement Interval within the

refevant hour and be settled at the Resource-Specific Setilement Interval Ex Post Price: (3) To the extent

the Instructed Imbalance Eneray pavments are not sufficient to cover the generator's Minimum Load Cost

as defined in Section 40.6B.3 of this 1SO Tariff, the generator will aiso receive an uplift payment for its

Un-Recovered Minimum Load Cost compensation for the relevant eligible Settiement Intervals of hours

during the Waiver Denial Period that the unit runs at minimum load in compliance with the Rescurce

Adeguacy offer obligation: and (4) To the extent the Generator is dispatched for real time Imbalance

Energy above its minimum load for any Dispaich Interval within an hour during the Waiver Denial Period,

the Generator will be eligible for Bid Cost Recovery, as set forth in Section 11.2.4.1.1.1.

40.6B.2 Payments for Imbalance Eneragy above the Minimum QOperating Level for

Generating Units Eligible to Be Paid Minimum Load Costs,

When, on a Settlement interval hasis, a Resource Adeguacy Rescurce’'s Generating Unit or System Units

for which the MSS Operator has contracted to supply Resource Adequacy Capacity to another entity

produces a guantity of Energy above the upit's minimum operating jevel due to an |SO Dispatch

instruction, the Rescurce Adequacy Resource shall recover Lin-Racovered Minimum Load Cosis as set

forth in Section 40.6B.1 and its bid costs. based on the {SO's instruction, as set forth in Section

11.2.4.1.1.1, for any such Settlement intervals during hours within a Waiver Denial Period, irrespective of

deviations ouiside of its Tolerance Band.

40.6B.3 Payments for Imbalance Energy for the Minimum Operating Level for Generating

Units Eligible to Be Paid Minimum Load Costs.

Resource Adequacy Rescurces operating at or near its operating level during & Waiver Denial Period

aither: (1) without a forward Schedule for its minimum operating level Energy or {2) with 2 Schedule to a

special-purpose Demand iD for the sole purpose of Scheduling the mihimum operating level Energy shall

be paid its Un-Recevered Minimum Load Costs subject to eligibility as set forth in Section 40.68.1 and

not be paid an additional amouni by the 180 for Enerqgy actually delivered.

40.6B.4 Un-Recovered Minimum Load Costs,




The Un-Recavered Minimum Load Costs for each hour of Waiver Denial Period shali be calcutated as the

difference between: (1) a resource’'s Minimum Load Costs as calculated in this Section for the same

Settiement interval and {2) the Imbalance Enerqy payment for a rescurce’s minimum load energy in the

Settlement Interval. I the Imbalance Energy payment for minimum load energy exceeds the Minimum

Load Costs, then there are no Un-Recovered Minimum Load Costs, The Minimum Load Costs shall be

calculated as the sum, for all eligible hours in the Waiver Denial Period and Setilemeni Periods in which

the unit generated in response io an 180 Dispatch Instruction. of: (1) the product of the unit's average

heat rate (as determined by the [SO from the data provided in accordance with Section 40.10) at the

unit's relevant minimum operating level or Dispaichabie minimum operating level as set forth in the 150

Master File or as amended through notification to the 1SO via SLIC and the gas price determined by

Equation C1-8 (Gas) of the Schedules o the Reliability Must-Run Contract for the relevant Service Area

(San Diego Gas & Electric Company, Southern California Gas Company, or Pacific Gas and Electric

Company), or, if the Resource Adequacy Resource is not served from one of those three Service Areas;

and {2) the product of the Unit's relevard minimum operating level or Dispatchable minimum operating

level as set forih in the 1S90 Master File or as amended through notification to the |50 via SLIC: and

$6.60/MWHh,

40.6B.5 Allocation of Un-Recovered Minimum Load Cosis.

For each Settiement interval. the 1SO shall determine that the Un-Recovered Minimum Load Costs for

Resource Adequacy Resgurces, as applicable, for each unit operating during a Waiver Denial Period are

due to {1) local reliability requirements, (2) zonal requirements, or {3} Control Area-wide reguirernents.

For each such month, the 130 shall sum the Un-Recovered Minimum Load Cests and shall aliocate those

costs as follows;

(1) i the Generatina Unit or System Unit for which the MSS Operator has contracted 1o

supply Resource Adeguacy Capacity to another entity was gperating to meet local reliability

requirements. the incremental iocational cost shail be allocated te the Parficipating TQ in whose

PTO Service Territory the unil is located | or. where the unit is located outside the PTO Service

Terriory of any Participating TO, to the Participating TO or Participating TOs whose PTO Service




Territory or Territories are contiguous to the Service Area in which the Generating Unit or System

Unit is losated. in proportion to the benefits that each such Participating TO receives, as

determined by the 1SO. Where the costs allocated under this section are allocated o two or more

Participating TOs, the IS0 shall file the aliocation under Section 205 of the Federal Power Act,

For the purposes of this section, the incrementa! locational cost shall be the additional costs

associated with commitiing and operating a particular unit or units to meet a local reliability

requirement over Lhe coslts of a less expensive unit or units that would have been committed and

operated absent the local reliability requirement._If a unit is commitied in real-time for iocal

reliability, its Un-Recovered Minimum Load costs shall be considered incremental locational

coste. Costs allocated under this part {1) shall be considered Reliability Services Costs,

(2) if the Generating Unit or System Unit for which the MSS Operator has contracted to

supply Resource Adequacy Capacity to another entity was operating due to Inter-Zonal

Congestion, the Un-Recoverad Minimum Load Costs shall be allocated on a monthly basis to

each Scheduling Coardinator in the constrained Zone based on the ratio of that Scheduling

Coordinator's menthly Demand to the sum of all Scheduling Coordinator's monthly Demand in

that Zone;

(3) if the Generating Unit or System Unit for which the MSS Operator has contracied to

supply Resource Adeguacy Capacity to another entity was operating o satisfy an ISC Control

Area-wide need. the 1S0O shall allocate the Un-Recovered Minimum Load Costs in the following

way.

a. first, to the monthiy absoluie total of all Net Negative Uninstructed Deviation

{(determined for each Seitlement interval based on Fina! Hour-Ahead Scheduies) at a

ner-MWh rate that shall not exceed a figure that is determined by dividing the total Un-

Recovered Minimum Load Cost in that month by the sum of the minimum loads for

Generating Units operating under Waiver Denial Periods in that month;

b, finally. all remaining costs not allocated per {a) shall be allocated to each

Scheduling Coordinator in proportion to the sum of that Scheduling Coordinator's monthly




Control Area Gross Load and Demand within California cutside the 150 Control Area that

is served by exports 1o the monthly sum of the 1SO Control Area Gross Load and the

grojected Demand within California outside the 1SO Control Area that is served by

exports from the I1SC Control Area of all Scheduling Coordinators.

40.6B.6 Payment of Available Capacity under the Resourge Adeguacy QObligation.

Available Generation of Rescurce Adeqguacy Resources that is required fo be offered o the Real Time

Market, if dispaiched by the 150, shall be settled as follows: the actual amount of the dispatched Enerqy

shall be settted at the applicable instructed Imbalance Energy Market Clearing Price. Un-Recovered

Minimum Load Cost compensation shall be paid for all otherwise eligible hours within the Waiver Denial

Periad that the unit generated above minimum load in compliance with SO Dispatch Instructions.

40.47 FERC Must-Offer Obligations,
40.47.1 Applicability.

The requirements of Section 40.47 shall apply to (a) all Participating Generators, and (b) all persohs,
regardiess of whether the person is a "public utility” as defined in Section 201 of the Federal Power Act,
that own or control one or more non-hydroelectric Generating Unitss or System Units or System
Resources located in California from which energy or capacity is either: (i) sold through any market
operated by the 1SO, or (i} transmitied over the 18O Controlled Grid. Each person described in this
Section 46.47.1 is referred to in the I1SO Tariff as a "FERC Must-Offer Generator.” The requirements of
this Section 40,47 shail apply to all non-hydroelectric Generating Units located in California that are

owned or controlled by a FERC Must-Offer Generator.
4047.2 Available Generation.

For the purposes of this-Section 40.17, a FERC Must-Offer Generator's “Available Generation” from a
non-hydroelectric Generating Unit shall be: (a) the Generating Unit's maximum operating level adjusted
for any outages or reductions in capacity reported to the 1SO in accordance with Section Z8.3.9 or
40.47.3 and for any limitations on the Generating Unit's operation under applicable law, including

contractual obligations, which shall be reported to the ISO, (b} minus the Generating Unit's scheduled



operating peint-level as identified in the I1S0O's Final Hour-Ahead Schedule, {¢) minus the Generating

Unit's or Systern Unit's capacity committed to provide Anciliary Services to the ISO either through the

{SO's Ancillary Services market or through self-provision by a Scheduling Coordinator, and {d) minus the
capacity of the Generating Unit committed to deliver Energy or provide Operating Reserve to the FERC

Must-Offer Generator's Native Load.
40.47.3 Reporting Requirements for Non-Participating Generators.

So that the IS0 may determine the Available Generation of all EERC Must-Offer Generators, FERC Must-
Offer Generators that are not Participating Generators shall be required to fite with the ISO, for each non-
hydroelectric Generating Unit located in California they own or controi: (i) the Generating Unit's minimum
operating level; (il) the Generating Unit's maximum operating level; and (iii} the Generating Unit's ramp
rates at all operaling ievels; and (iv) such other information the ISO determines is necessary to determine
available generation and to dispatch FERC Must-Offer Generators. In addition, EERC Must-Offer
Generators that are not Participating Generators must, consistent with the notification obligations of
Participating Generators and in order to comply with the intent of this Section 40.74, notify the ISO, as
so0n as practicable, of any Planned Maintenance Qutages, Forced Outages, Force Majeure Event

outages or any other reductions in their maximum operating ievels_or Resource Adeguacy Capacity

during the relevant month.

40.47.4 Obligation To Offer Available CapasityGeneration.

Except as set forth in Sectiong 40.7.5 and 40.7.6-46:-46, all FERC Must-Offer Generators shall offer to

sell in the ISO's Real Time Market for Imbalance Energy, in all hours, ali their Available Generation as

defined in Section 40.47.2.

40.47.5 Submission of Bids and Applicability of the Proxy Price.

For each Operating Hour, FERC Must-Offer Generators shall submit Supplemental Energy bids for all of
their Available Generation to the IS0 in accordance with Section 34.2. In addition, the ISO shall calculate
for each gas-fired FERC Must-Offer Generator, in accordance with Section 34.840.10.1, a Proxy Price for

Energy.



if a FERC Must-Offer Generator fails to submit a Supplemental Energy bid for any portion of its Available
Generation for any Dispatch Interval, the unbid guantity of the FERC Must-Offer Generator’s Available
Generation will be deemed by the 1SO {o be bid at the FERC Must-Offer Generator's Proxy Price for that
hour if: (i) the applicable Generating Unit is a gas-fired unit and (ii) the FERC Must-Offer Generator has
provided the 1SO with adequate data in compliance with Sections 40.47.7 and 40.47.3 for the applicable
Generating Unit. For all other Generating Units owned or controlled by a EERC Must-Offer Generator,
the unbid quantity of the FERC Must-Offer Generator's Available Generation will be deemed by the 1SO
to be bid and settled in accordance with Section 11.2. In order to dispatch resources providing Imbalance
Energy in proper merit order, the SO will insert this unbid quantity into the FERC Must-Offer Generator's
Supplemental Energy bid curve above any lower-priced segments of the bid curve and below any higher-
priced segments of the bid curve as necessary 10 mainfain a non-decreasing bid lcurve over the entire

range of the FERC Must-Offer Generator's Available Generation,
40.17.6 FERC Must-Offer Obligation Process.

FERC Must-Offer Generators may seek a waiver of the obligation to offer all availabie capacity, as set

forth in Section 40.47 .4 of this ISO Tariff, for one or more of their Generating Units_or System Units.

All FERC Must-Offer Generators obligated under the must-offer obligation that have not submitted Day-
Ahead Energy Schedules will be deemed to have requested a waiver, either implicitly or explicitly, of the

obligation to offer all avaiable-capasityAvailable Generation. If conditions permit, and-atthe-l80snon-

discriminatory-andthe |SC may, at its sole discretion, e t80-may-grant waivers and allow a FERC Must-

Offer Generator to remove one or more Generating Units or System Units from service._In doing so, the

1S0O will first arant waivers to FERC Must-Offer Generators, on a non-discriminatory basis, that are not

also Resource Adequacy Resources and then if permissible, the 150 may grant waivers ic Resource

Adequacy Rescurces on a nen-discriminatory basis.

The hours for which waivers are not granted shall constitute Waiver Denial Periods. A Waiver Denial
Period shall be extended as necessary to accommodate Generating Unit minimum up and down times.
Generating Units shall be on-fine in real time during Waiver Denial Periods, or they will be in violation of

the must-cffer obligation. Exceptions shall be allowed for verified forced outages. The ISO may revoke



waivers as necessary due to outages, changes in Load forecasts, or changes in system conditions. The
SO shall determine which waiver(s) will be revoked, and shali notify the relevant Scheduling

Coordinator(s). Tgothe extent conditions permit, the ISC will revoke the waivers of Resource Adeguacy

Resources prior to revoking the waivers of other FERC Must-Offer Generators. The 1SQO shall inform a

FERC Must-Offer Generator that its Waiver request has been approved, disapproved or revoked, and
shall provide the FERC Must-Offer Generator with the reason{s) for the decision, which reasons shall be
non-discriminatory. The 1ISO wilk: (1) notify FERC Must-Offer Generators of the 1SO decisions on.pending
Waiver requests received no later than 10:00 a.m. {beginning of Hour Ending 11) no later than 11:30 a.m.
(middle of Hour Ending 12) on the day before the operating day for which the Waivers are requested; (2)
at any time but no later than 11:30 a.m. on the foliowing day, notify FERC Must-Offer Generators of the
ISO decisions on Waiver requests that were submitted to the 1SO after 16:00 a.m. (beginning of Hour
Ending 11) on the day before; (3) end Waiver Denial Pericds at any time; and (4) revoke Waivers at any
time, while making best attempts to revoke a Waiver at least 90 minutes prior to the time a unit would be

required to be on-line generating at its Pmin.
40.1.6:18 Recovery of Minimum Load Costs By FERC Must-Offer Generators.
40.4-6-4-18,1 Elgibility.

Except as set forth below, Generating Units shall be efigible to recover Minimum Load Costs during
Waiver Denial Periods. Units from FERC Must-Offer Generators that incur Minimum Load Costs during
hours for which the IS0 has granted to them a waiver shall not be eligible {o recover such costs for such
hours. When a FERC Must-Offer Generator has a Final Hour-Ahead Energy Schedule, the FERC Must-
Offer Generator shall not be eligible to recover Minimum Load Costs for any such hours within a Waiver
Denial Period. When, on a 10-minute Settlement Interval basis, a FERC Must-Offer Generator generating
at minimum lead-operating level in comphance with the must-offer obligation, produces a quantity of
Energy that varies from its minimum operating level by more than the Tolerance Band, the FERC Musi-
Offer Generator shall not be eligible to recover Minimum Load Costs for any such Settlement Intervals
during hours within a Waiver Denial Period. When, on a Setilement Interval basis, a FERC Must-Offer

Generator's resource produces a quantity of Energy above minimum load due to an 1SO Dispatch



instruction, the FERC Must-Offer Generator shall recover its Minimum Load Costs as set forth in this

Section and its bid costs, as set forth in Section 11.2.4.1.1.1, for any such Settlement Intervals during
hours within a Waiver Denial Period, irrespective of deviations outside of its Tolerance Band. Subiect to
the foregoing eligibility restrictions set forth in this section, the ISO shall guarantee recovery of the
Minimum Load Costs of an otherwise eligible FERC Must-Offer Generator for each Settlement Interval
during hours within a Waiver Denial Period as follows: (1} First, 18O will pre-dispatch for real time the
minimum load Energy from FERC Must-Offer Generators that have been denied waivers for each hour
within & Waiver Denial Period; (2) This minimum load Energy will be accounted as Instructed Imbalance
Energy for each Settlement Interval within the relevant hour and be settled at the Resource-Specific
Settlement Interval Ex Post Price; (3) To-the-extentihoinsirusied-imbalance-Enrergy-paymenisarenol
sufficientio-eoveriThe generator's Minimum Load Cost as defined in Section 40.4-6-428.4 of this 1SQ
Tariff, the generator will also receive a_n-uplift payment for its Minimum Load Cost compensation for the
relevant eligible Settlement Intervals of hours during the Waiver Denial Period that the Generating Unit
runs at minimum load in compliance with the must-offer obligation; and (4) To the extent the Generator is
dispatched for real time Imbalance Energy above its minimum load for any Dispatch Interval within an
hour during the Waiver Denial Period, the Generator will be efigible for Bid Cost Recovery, as set forth in

Section 11.2.4.1.1.1.

40.4:64448,2 Payments for Imbalance Energy Above the Minimum Operating Level for

Generating Units Eligible to Be Paid Minimum Load Costs.

When, on a Settiement Interval basis, a FERC Must-Offer Generator's Generating Unit produces a
quantity of Energy above the Generating Unit's minimum operating level due to an 15O Dispatch
Instruction, the FERC Must-Offer Generator shall recover #s-Minimum Load Costs and its bid costs,
based on the 1SO’s instruction, as set farth in Section 11.2.4.1.1.1, for any such Settlement intervals
during hours within a Waiver Denial Period, irrespective of deviations outside of its Tolerance Band.
40.4.6.1:4:28.3 Payments for Imbalance Energy for the Minimum Operating Leve! for

Generating Units Eligible to Be Paid Minimum Load Costs.

A Generating Unit operating at or near its minimum operating level during a Waiver Denial Period either



(1) without a forward Schedule for its minimum operating level Energy or (2) with a Schedule to a special-
purpose Demand 1D for the sole purpose of Scheduling the minimum operating level Energy shall be
paid, in addition to being paid its Minimum Load Costs subject to eligibility as set forth in Section
40.8.116-41, an amount equal to the Resource Specific Settlement Interval Ex Post Price times the

amount of Energy actually delivered.
40.4:6:428.4 Minimum Load Costs.

The Minimum Load Costs shall be calculated as the sum, for all eligible hours in the Waiver Denial Peried
and Seitlement Periods in which the unit generated in response to an 1SO Dispatch Instruction, of: (1) the
product of the unit's average heat rate (as determined by the 1SO from the data provided in accordance
with Section 40.4710) at the unit's relevant minimum operating level or Dispatchable minimum operating
level as set forth in the 1ISO Master File or as amended through notification to the [SO via SLIC and the
gas price determined by Equation C1-8 (Gas) of the Schedules to the Reliability Must-Run Contract for
the relevant Service Area (San Diego Gas & Electric Company, Southern California Gas Company, or
Pacific Gas and Electric Company), or, if the FERC Must-Offer Generator is not served from one of those
three Service Areas; and (2) the product of the unit's relevant minimum operating level or Dispatchable
minimum operating level as set forth in the 1SO Master File or as amended through notification to the ISO

via SLIC; and $6.00/MWh.

40.8.5 [Not Used]48:4-6:1-3—nvoicing-Minlimum-Lcad-Costs:

gse-the-Minimum Load-Cost-inveice-iermpiatcposted-oh-the-1SC-Home-Rage,and-2-submit-ihe-inveice
en-or-before-filaen-(15)-Business-Days-following-the-last-Trading-Beay-inthemonth-in-which-such-cosis



40.1.6.4.48.6 Allocation of Minimum Load Costs.

For each Settlement Interval, the 1SO shall determine that the Minimum Load Costs for each FERC Must

Offer Generator unit operating during a Waiver Denial Period are due to (1) local reliability requirements,

{2} zonal requirements, or (3) Controt Area-wide requirements. For each such month, the IS0 shall sum

the Settlernent Interval Minimum Load Costs and shall allocate those costs as follows:

()

if the Generaling Unit was operating to meet local reliability requirements, the incremental
locational cost shall be allocated to the Participating TC in whose PTO Service Territory
the Generating Unit is located, or, where the Generating Unit is located outside the PTO
Service Territory of any Participating TO, to the Participating TO or Participating TOs
whose PTO Service Territory or Territories are contiguous 1o the Service Area in which
the Generating Unit is located, in proportion to the benefits that each such Participating
TO receives, as determined by the ISO. Where the costs allocated under this section are
allocated to two or more Participating TOs, the ISQ shall file the allocation under Section
205 of the Federal Power Act. Far the purposes of this section, the incremental
locational cost shall be the additional costs associated with committing and eperating a
particular unif or units to meet a local reliability requirement over the costs of a less
expensive unit or units that would have been committed and operated absent the local
reliability requirement. If a unit is committed in real-time for local reliability, its Minimum
Load costs shall be ;onsidered incremental locational costs. Costs allocated under this

part {1) shail be considered Reliability Services Costs.

if the Generating Unit was operating due {o later-Zonal Gongestonprequirements, the
Minimum Load Costs shall be allocated on a monthly basis to each Scheduling
Coordinator in the constrained Zone based on the ratio of that Scheduling Cocrdinator's
monthly Demand to the sum of all Scheduling Coordinator's monthly Demand in that

Zone;



(3) if the Generating Unit was operating to satisfy an 1SC Control Area-wide need, the I1SO

shall allocate the Minimum Load Costs in the following way:

a. first, to the monthiy absolute total of all Net Negative Uninstructed Deviation
(determined for each Settlement interval based on Final Hour-Ahead Schedules)
at a per-MWh rate that shall not exceed a figure that is determined by dividing
the total Minimum Load Cost in that month by the sum of the minimum loads for

Generating Units operating under Waiver Denial Periods in that month;

b. finalty, all remaining costs not allocated per (a) shall be allocated to each
Scheduling Coordinator in proportion to the sum of that Scheduling Coordinator's
maonthly Control Area Gross Load and Demand within California outside the 150
Control Area that is served by exports to the monthly sum of the 1SO Control
Area Gross Load and the projected Demand within California cutside the 1SO
Control Area that is served by exports from the ISO Contral Area of all

Scheduling Coordinators.
40.4.64-58.7 Payment Of Available Generation-Gapacity Under The FERC Must-Offer Obligation.

Available Generation eapasiby-that is required to be offered to the Real--Time Market, if dispatched by the
SO, shall be settled as follows: the actual amount of the dispatched Energy shail be settled at the
applicable instructed Imbalance Energy Market Clearing Price. Minimum Load Cost compensation shall
be paid for all otherwise eligible hours within the Waiver Denial Period, as defined in Section
40.8.14-6-1-1, that the unit generated Enerqgy above minimum operating levellead in compliance with 1ISO

Dispatch Instructions.
40.4:8.23 Criteria for Issuing Must-Offer Waivers,

The ISO shall grant waivers so as to: {1) provide sufficient on-line generating capacity tc meet operating
reserve requirements; and (2} account for other physical operating constraints, including Generating Unit

or System Unit minimum up and down times. Subiect to the exceptions for Short Start Resource

Adequacy Resources as identified in this ISO Tariff, Tthe 1SO shall grant, deny or revoke waivers using a




security-constrained unit commitment software application to minimize start-up and Minimum Load Costs.

40.4.710 Requirement of FERC Must-Offer Generators to File Heat Rate and

Emissions Rate Data.

Resource Adequacy Resources and FERC Must-Offer Generators, as defined in Section-48-1-ofthis 1SO

Tariff, that own or conirol gas-fired Generating Units or System Units must file with the 1SO and the

FERC, on a confidential basis, the heat rates and emissions rates for each gas-fired Generating Unit or
System Unit that they own or control. Heat rate and emissions rate data shall be provided in the format
specified by the ISO as posted on the 1SO Heme-PageWebsite. Heatrate data provided to comply with

this requirermnent shall not include start-up or minimum load fuel costs. Resource Adeguacy Resources

and FERC Must-Offer Generators must also file periodic updates of this data upon the direction of either
FERC or the 1SO. The ISO will treat the information provided to the 1SO in accordance with this s$ection
40.1.7-as confidential and will apply the procedures in Section 20.4 of this ISO Tariff with regard to

requests for disciosure of such information.

40.4-810.1 Calculation of the Proxy Price.

The ISO shall calculate each day separate Proxy Prices for each gas-fired Generating Unit or System

Unit owned or controlled by a Resource Adequacy Resource or FERC Must-Offer Generator by applying

the filed heat rates for those Generating Units or System Units to a daily proxy figure for naiural gas costs

with an additional $6.00/MWh allowed for operations and maintenance expenses. The proxy figures for
natural gas costs shall be based on the most recent data available and shall be posted on the IS0 Heme
PageWebsite by 8:00 AM on the day prior to which the figures will be used for calculation of the Proxy

Price.
40.4:911 Emissions Costs.
40.4:9.411.7 Obligation to Pay Emissions Cost Charges.

Each Scheduling Coordinator shall be obligated to pay a charge which will be used to pay the verified

Emissions Costs incurred by a Resource Adeguacy Resource or FERC Must-Offer Generator as a direct

result of an 1SO Dispatch linstruction, in accordance with this Section 40-4-8. The 15O shall levy this



administrative charge (the “Emissions Cost Charge”) each month, against all Scheduling Coordinators
based upon each Scheduling Coordinator’s Control Area Gross Load and Demand within California
outside of the 1SO Control Area that is served by exports from the SO Control Area. Scheduling
Coordinators shall make payment for all Emissions Cost Charges in accordance with the 1SO Payments

Calendar.

40.4.8.211.2 Emissions Cost Trust Account.

All Emissions Cost Charges received by the iSO shall be deposited in the Emissions Cost Trust Account.
The Emissions Cost Trust Account shall be an interest-bearing account separate from alt other accounts

maintained by the ISO, and no other funds shall be commingled in it at any time.

40.4.9.311.3  Rate For the Emissions Cost Charge.

The rate at which the 1SO will assess the Emissions Cost Charge shall be at the projected annual fotal of

all Emissions Costs incurred by Resource Adeguacy Resources and FERC Must-Offer Generators as a

direct result of ISO Dispatch linstruction, adjusted for interest projected to be earned on the monies in the
Emissions Cost Trust Account, divided by the sum of the Control Area Gross Load and the projected
Nemand within California outside of the 1SO Control Area that is served by exports from the 1SO Control
Area of all Scheduling Coordinators for the applicable year ("Emissions Cost Demand”). The initial rate
for the Emissions Cost Charge, and all subsequent rates for the Emissions Cost Charge, shall be posted

on the ISO Heme RageWebsite.

40.4.9.411.4  Adjustment of the Rate For the Emissions Cost Charge.

The ISO may adjust the rate at which the ISO will assess the Emissions Cost Charge on a monthly basis,

as necessary, to reflect the net effect of the following:

{(a) the difference, if any, between actual Emissions Cost Demand and projected Emissions

Cost Demand;

(b) the difference, if any, between the projections of the Emissions Costs incurred by

Resource Adeguacy Resources or FERC Must-Offer Generators as a direct result of ISO

Dispatch Hnstructions and the actual Emissions Costs incurred by Resource Adequacy




Resources or FERC Must-Offer Generators as a direct result of ISO Dispatch

iinstructions as invoiced to the 1SO and verified in accordance with this Section 40.4811;

and

{c) the difference, if any, between actual and projected interest earned on funds in the

Emissions Cost Trust Account.

The adjusted rate at which the |SO will assess the Emissions Cost Charge shall take effecton a
prospective basis on the first day of the next calendar month. The ISO shall publish all data and
calculations used by the ISO as a basis for such an adjustment on the 1SO Heme-RPageWebsite at least

five (5) days in advance of the date on which the new rate shall go into effect.

40.4.9511.5 Credits and Debits of Emissions Cost Charges Collected from Scheduling

Coordinators.

In addition to the surcharges or credits permitted under Section 11.6.3.3 of this ISO Tariff, the 15O may
credit or debit, as appropriate, the account of a Scheduling Coordinator for any over- or under-
assessment of Emissions Cost Charges that the 1SO determines occurred due to the error, omission, or

miscalculation by the 1SO or the Scheduling Coordinator.
40.4-8.811.6 Submission of Emissions Cost Invoices.

Scheduling Coordinators for Resource Adequacy Resources or FERC Must-Offer Generators that incur

Emissions Costs as a direct result of an 1SO Dispatch linstruction may submit to the ISO an invoice in the
form specified on the 1SO kHeme-RageWebsite {the "Emissions Cost invoice™) for the recavery of such
Emissions Costs. Emissions Cost Invoices shall not include any Emissions Costs specified in an RMR
Contract for a unit owned or controlled by a FERC Must-Offer Generator. All Emissions Cost invoices
must include a copy of all final invoice statements from air quaiity districts demonstrating the Emissions
Costs incurred by the applicable Generating Unit or System Unit, and such other information as the ISO
may reasonably require to verify the Emissions Costs incurred as a direct result of an iSO Dispatch

linstruction.

40.4-8.711.7 Payment of Emissions Cost Invoices.



The 1SO shall pay Scheduling Coordinators for all Emissions Costs submitted in an Emissions Cost
Invoice and demonstrated to be a direct result of an SO Dispatch linstruction. {f the Emissions Costs
indicated in the applicable air quality districts’ final invoice statements include emissions produced by
operation not resulting from ISO Dispaich |insiructions, the I1SO shall pay an amount equal to Emissions
Costs multipied by the ratio of the MWh associated with 1SO Dispatch ilnstruction to the total MWh
associated with such Emissions Costs. The 1SO shall pay Emissions Cost Invoices each month in
accordance with the 1SO Payments Calendar from the funds available in the Emissions Cost Trust
Account. To the extent there are insufficient funds available in Emissions Cost Trust Account in any
month to pay alt Emissions Costs submitted in an Emissions Cost Invoice and demonstrated to be a
direct result of an 1SO Dispatch linstruction, the 1SO shall make pro rata payment of such Emissions
Costs and shall adjust the rate at which the ISO will assess the Emissions Cost Charge in accordance
with Section 40.3-9-411.4. Any outstanding Emissions Costs owed from previous months will be paid in
the order of the month in which such costs were invoiced to the 1ISO. The ISO's obligation to pay
Emissions Costs is limited to the obligation to pay Emissions Cost Charges received. All disputes
concerning payment of Emissions Cost Invoices shall be subject to SO ADR Procedures, in accordance

with Section 13 of this 1ISC Tariff.
40.114012 Start-Up Costs.
40.4.40.412.1 Obligation to Pay Start-Up Cost Charges.

Each Scheduling Coordinator shall be obiligated to pay a charge which will be used to pay the verified

Start-Up Costs incurred by a Resource Adequacy Resource or FERC Must-Offer Generator as a direct

result of an ISO Dispatch linstruction, in accordance with this Section 4044912, Such Start-Up Costs
shall include (1) fuel and (2) auxiliary power. The 1SO shall levy this charge (the “Start-Up Cost Charge’),
each month, against all Scheduling Coordinators based upon each Scheduling Coordinator's Control
Area Gross Load and Demand within California outside of the I1SO Control Area that is served by exports
from the 1SO Control Area. Scheduling Coordinators shall make payment for all Start-Up Cost Charges in

accordance with the ISO Payments Calendar.

40.4.40.212.2 Start-Up Cost Trust Account.



All Start-Up Cost Charges received by the ISO shall be deposited in the Start-Up Cost Trust Account.
The Start-Up Cost Trust Account shall be an interest-bearing account separate from all other accounts

maintained by the ISO, and no other funds shall be commingted in it at any time.
40.440.312.3 Rate For the Start-Up Cost Charge.

The rate at which the 1SO will assess the Start-Up Cost Charge shall be at the projected annual total of all

Start-Up Costs incurred by Resource Adequacy Resource or FERC Must-Offer Generators as a direct

result of ISO Dispatch linstruction, adjusted for interest projected to be earned on the monies in the Start-
Up Cost Trust Account, divided by the sum of the Control Area Gross Load and the projected Demand
within California outside of the 1SO Control Area that is served by exports from the 1SO Control Area
("Start-Up Cost Demand”). The initial rate for the Start-Up Cost Charge, and all subsequent rates for the

Start-Up Cost Charge, shall be posted on the 1SO Heme-FagsWebsite.
40.1-10:412.4 Adjustment of the Rate For the Start-Up Cost Charge.

The ISO may adjust the rate at which the 1SO will assess the Start-Up Cost Charge on a monthly basis,

as necessary, 1o reflect the net effect of the following:

(a) the difference, if any, between actual Start-Up Cost Demand and projected Start-Up Cost

Demand;

o) the difference, if any, between the projections of the Start-Up Costs incurred by FERC
Must-Offer Generators as a direct result of ISO Dispatch linstructions and the actual

Start-Up Costs incurred by Resource Adequacy Resource of FERC Must-Offer

Generators as a direct result of IS0 Dispatch finstructions as invoiced to the 1SO and

verified in accordance with this Section 40.5:4012; and

(c) the difference, if any, between actual and projected interest earned on funds in the Start-

Up Cost Trust Account.

The adjusted rate at which the 1SO will assess the Start-Up Cost Charge shall take effecton a
prospective basis on the first day of the next calendar month., The ISO shall publish all data and

calculations used by the 1SO as a basis for such an adjustment on the 130 Heme-PageWebsite at least



five {5) days in advance of the date on which the new rate shall go into effect.

40.14.40.512.5 Credits and Debits of Start-Up Cost Charges Collected from Scheduling

Coordinators.

In addition to the surcharges or credits permitted under Section 11.6.3.3 of this ISO Tariff, the 150 may
credit or debit, as appropriate, the account of a Scheduling Coordinator for any over- or under-
assessrent of Start-Up Cost Charges that the I1ISO determines occurred due to the error, omission, or

miscalculation by the 1SO or the Scheduling Coordinator.
40.1.10.612.6 Submission of Start-Up Cost Invoices.

Scheduling Coordinators for Resource Adequacy Resources or FERC Must-Offer Generators that incur

Start-Up Costs as a direct result of an 180 Dispatch linstruction or if the IS0 revokes a waiver from
compliance with the FERC must-offer obligation while the unit is off-line in accordance with Section

40.6A.6 or 40,467 .6 of this IS0 Tariff, and Scheduling Coordinators for Generating Units_or System Units

operating under Condition 2 of the relevant RMR Contract which are called out-of-market in accordance
with Section 11.2.4.2 of this IS0 Tariff may submit to the ISO an inveice in the form specified on the ISO
Home-PageWebsite (the “Start-Up Cost tnvoice”) for the recovery of such Start-Up Costs. Such Start-Up
Costs shall not exceed the costs which would be incurred within the start-up time for a unit specified in
Schedule 1 of the Participating Generator Agreement. Start-Up Cost Invoices shall use the applicable
nroxy figure for natural gas costs as determined by Equation C1-8 ((Gas) of the Schedules to the
Reliability Must-Run Contract for the relevant Service Area (San Diego Gas & Electric Company,

Southern California Gas Company, or Pacific Gas and Electric Company), or, if the_Resource Adequacy

Resource or FERC Must-Offer Generator is not served from one of those three Service Areas, from the

nearest of those three Service Areas. Start-Up Cost Invoices shall specify the amount of auxiliary power
used during the start-up and the actual price paid for that power. Start-Up Cost Invoices shall not include
any Start-Up Costs specified in an RMR Contract for a unit owned or controlled by a FERC Must-Offer

Generator.

40.4-40:712.7 Payment of Start-Up Cost invoices,



The 1S0 shall pay Scheduling Coordinators for alt Start-Up Costs submitted in 2 Start-Up Cost Invoice
and demonstrated to be a direct resuit of an SO Dispatch linstruction. The I1SO shali pay such Start-Up
Cost Invoices each month in accordance with the ISO Paymenis Calendar from the funds available in the
Start-Up Cost Trust Account. To the extent there are insufficient funds available in the Start-Up Cost
Trust Account in any month to pay all Start-Up Costs submitted in a Start-Up Cost Invoice and
demonstrated to be a direct result of an 1SO Dispatch jinstruction, the 1SO shall make pro rata payment of
such Start-Up Costs and shall adjust the rate at which the 1SO will assess the Start-Up Cost Charge in
accordance with Section 40.4-46-412.4. Any outstanding Start-Up Costs owed from previous months will
be paid in the order of the month in which such costs were invoiced to the ISO. The ISO's obligation to
pay Start-Up Costs is limited to the obligation to pay Start-Up Cost Charges received. All disputes
cencerning payment of Start-Up Cost Invoices shall be subject to 1SC ADR Procedures, in accordance

with Section 13 of this ISO Tariff.

40,13 IS0 Default Qualifying Capacity Criteria.

40.13.1 Applicability,

The criteria in Section 40.13 shall apply only where a Local Requlatory Authority does not establish

criteria fo determine the types of resources that may be eligible to provide Qualifving Capacity and for

calculating Qualifying Capacity for such eilgible resource types.

4013.2 Nuclear and Thermal.

Nuclear and thermal units, other than Qualifving Facilities (*QFs”) with effective coniracts under the Public

Utility Regulatory Policies Act addressed in Section 40.13.8 below, must be a Participating Generator or a

Systern Unit. The Qualifving Capacity of nuglear and thermal units, other than Qualifving Facilities

addressed in Section 40.13.8, will be based on net dependable capacity defined by North American

Electric Reliahility Council {("NERC" Generating Availability Data System (*GADS") information.

40.13.3 Hydro.

Mydro units, other than QF s with contracts under the Public Utility Requlatory Policies Act, must be either

Participating Generators or System Linits. The Qualifving Capacity of a pond or pumped storage hydro

unit, other than a QF . will be determined based on net dependabie capacity defined by NERC GADS




minus variable head de-rate based on an average dry year reservoir level, The Qualifying Capacity of a

nond or pumped storage hydro unitthat is a QF will be determined based on historic performance during

the Standard Offer 1 peak hours of noon to 6:00 p.m., using a three-year rolling average.

The Quailifying Capacity of all run-of-river hydro units, including OF s, will be based on net dependable

capacity defined by NERC GADS minus an average dry vear convevance flow, stream flow, or canal

head de-rate. As used in this section, average dry year reflecis a one-in-five year dry hydro scenario (for

example, using the 4th driest year from the last 20 years on record).

40.13.4 Unit-Specific Contracts,

Unit-specific contracts with Participating Generators of Systemn Units will qualify as Resource Adeguacy

capacily subject to the verification that the fotal MW quantity of all contracts from a specific unit do not

exceed the total Net Qualifying Canacity (MY} consistent with the Net Quaiifying Capacity determination

for that unif,

40.13.5 Contracts with Liquidated Damage Provisions.

Firm eneray contracts with liquidated damages provisions, as generally reflected in Service Schedule C of

the Western Systems Power Pool Agreement or the Firm LD product of the Edison Electric |nstitute pro

forma agreement, or any other similar firm enerqy contract that doss not require the seller to scurce the

enaeray from a particular unit. and specifies a delivery noint internal to the IS0 Control Areg entered nto

before October 27, 2005 shail be eligible to count as Qualifying Capacity until the end of 2008. A

Scheduting Coordinator, however, cannot have more than 75% of its porifolic of Qualifying Capacity met

by contracts with liguidated damage provisions for 2006. This percentage will be reduced to 50% for

2007 and 25% for 2008,

40.13.6 Wind and Solar.

As used in this Section, wind units are those wind Generating Units without backup sources of generation

and solar units are those solar Generating Units without backup sources of generation. Wind and Solar

units. other than QFs with effective contracts under the Public Utility Requiatory Policies Act, must be

narticipants in the 1SO’s Participating Intermittent Resource Program (“PIRP").

The Quatifying Capacity of all wind or solar units including QF s, will be based on their mopthly historic




performance during the Standard Offer 1 peak hours of noon to 6:00 p.m., using a three-vear rolling

average. New wind and solar generators which do not have three years of historic performance data will

be assigned a default Qualifving Capacity for each_vear of the missing historicat performance as foliows:

the Qualifving Capacity of ancther solar or wind generator with historic data located in the same weather

reqime with similar technology adjusted for the namenplate capacity ratic of the new generator and the

similarly situated proxv generator. The supporting data and the sample Quelifving Capagcity calculation

will be submitted to the ISO for approval as part of the facilities PIRP program application.

The default Qualiiving Capacity values will be replaced on a year by year basis with actual performance

data as the data becomes available to form a three year rolling average,

40.13.7 Geothermal.

Geothermal units. other than QF s addressed in Section 40.13.8, must be Participating Generators or

Systemn Units. The Qualifying Capacity of geothermal units, other than QOF s addressed in Section

4013 8. will be based on NERC GAD net dependable capacity minus a de-rate for steam field

degradation.

40.13.8 Treatment of Qualifying Capacity for QFs.

OFs must be Participating Generators (signed a Participating Generator or QF Participating Generator

Agreement) or System Units, unless they have a PURPA coniract. Except for hydro, wind. and solar QFs

addressed pursuant o Sections 40.13.3 and 40.13,6 above, the Qualifying Capacity of QF s under

PURPA contracts, will be based on historic monthly gengration output during Standard Offer 1 peak hours

of noon to 6:00 p.m. {net behind the meter loads) during a three-year rolling average.

40.13.9 Participating Load Resources.

The Qualifving Capacity of Particinating Load shall be the average reduction in demand for over a three-

vear period on a per dispatch basis or, if the Participating Load does not have three vears of performance

history. based on comparable evaluation data using similar programs. Participating Load resources must

he available at least 48 hours and if the Participating L.oad can only be dispatched for & maximum of two

nours per event. than only 0.89% of a Scheduling Coordinator's portiolio mav be made up of such

Participating Load.




40.13.10 Jointly-Owned Facilities.

A fointly-owned facility must be either a Participating Generator or a Systemn Unit, The Qualifving

Capacity for the entire faciiity will be determined based on the type of resource as described sisewhere in

this Section. In addition, the Scheduling Coordinator must provide the 15O with a demenstration of its

entilement to the output of the jcintly-owned facility's Qualified Capacity and an explanation of how that

entitlement may change i the facility's cuiput is restricted.

40.13.11 Facilities Under Construction,

The Qualifying Capacity for facilities under construction will be determined based on the type of resource

as described elsewhere in this Section. in addition. the facility must have been in commersial operation

for no less than ong month to be eligible to be included as g Resource Adequacy Resource in a

Scheduling Coordinator's monthly pian,

40.13.12 Systemn Resources,

40.13.12.1 Dynamically Scheduled System Resources.

Dynamically Scheduled System Resources shall be freated similar to resources within the |SO Control

Area, excepl with respect io the deliverability screen under Section 40.5.2.1. However, eligibility as a

Resource Adeguacy Resource is contingent upon a showing by the Scheduling Coordinator that the

Dyvnamically Scheduled System Resource has secured iransmission through any intervening Control

Areas for the operating hours that cannot be curiailed for econemic reasons or bumped by higher priority

transmission and that the Load Serving Entity upon which the Scheduling Cocrdinator is scheduling

Demand has an aliocation of import capacity at the import Scheduling Point under Section 40.5 2 2 of the

ISO Tariff that is not less than the Resource Adequacy Capacity provided by the Dynamically Scheduled

System Resource.

40.13.12.2 - Non-Dynamically Scheduled System Resources,

For Non-Dvnamicaily Scheduled System Resources. the Scheduling Coordinaior must demonsirate that

the Load Serving Entity upon which the Scheduling Coordinator is scheduling Demeand has an allocation

of import allocation at the import Scheduling Point under Section 40.5.2.2 of the |SO Tariff that is not less

than the Resource Adequacy Capacity from the Non-Dynamically Scheduled System Rescurce and




cannot be curiailed for economic reasons. Eligibility as Resource Adequacy Capacity would be

contingent upon a showing of securing in any intervening Control Areas fransmission for the operating

hours making use of highest priority transmission offered by the intervening Transmission Operator that

cannot be curtailed for economic reasons,

With respect to Non-Dynamically Scheduled System Resources, any inter-temporal constraints such as

multi-hour run blocks, must be exolicitly identified in the monthly Resource Adequacy Plan. and no

constraints may be imposed bevond those explicitly stated in the plan,

4102 Procurement of RMR.

4203 Assurance of Adequate Generation and Transmission to meet Applicable

Operating and Planning Reserve.
42.10:.3.4 Generation Planning Reserve Criteria.
Generation planning reserve criteria shall be met as follows:

42.1.16-3-4%-1  On an annual hasis, the 180 shall prepare a forecast of weekly Generation capacity and
weekly peak Demand on the ISO Controlied Grid. This forecast shall cover a period of twelve months
and be posted on the WEnet and the 1SO may make the forecast available in other forms at the iSO's

option.

427.1.20-3-4-2 If the forecast shows that the applicable WECC/NERC Reliability Criteria can be met

during peak Demand periods, then the 180 shall take no further action.

42.1.38343  If the forecast shows that the applicable WECC/NERC Reliability Criteria cannot be met
during peak Demand periods, then the 1SO shall faciiitate the development of market mechanisms to
bring the 1SO Controlled Grid during peak periods into compliance with the Applicable Reliability Criteria
{or such more stringent criteria as the ISO may impose pursuant to Section 7.2.2.2). The ISO shall solicit
bids for Replacement Reserve in the form of Ancillary Services, short-term Generation supply contracts of
up to one (1) year with Generators, and Load curtailment contracts giving the IS0 the right to reduce the
Demands of those parties that win the coniracts when there is insufficient Generation capacity to satisfy

those Demands in addition to all other Demands. The curtaiiment contracts shall provide that the 1SO's



curtailment rights can only be exercised after all available Generation capacity has been fully utilized
unless the exercise of such rights would allow the ISO to satisfy the Applicable Reliability Criteria at lower
cost, and the curtailment rights shall not be exercised to stabilize or otherwise influence prices for power

in the Energy markets,

42.1.40-3.4.4  If Replacement Reserve, short-term Generation supply coniracts or curtailment contracts
are required to meet Applicable Reliability Criteria, the ISO shall select the bids that permit the

satisfaction of those Applicable Reliability Criteria at the lowest cost.

42.1.56:3-15  Notwithstanding the foregoing, if the ISO concludes that it may be unable to comply with
the Applicabie Reliability Criteria, the 1SO shall, acting in accordance with Good Utility Practice, take such
steps as it considers to be necessary to ensure compliance, including the negotiation of contracts through
processes other than competitive solicitations. The steps can include the negotiation of contracts for
Ancillary Services on a real time basis. if the ISO is unable to obtain such Ancillary Services from within
the 1SO Controfled Grid, the 1SO may solicit Ancillary Services from other Control Areas on a real-time

basis.

42.1.60:3-1:6 The 150 may, in addition to the required annual forecast, publish a forecast of the peak
Demands and Generation resources for two of more additional years. This forecast would be for
information purposes to allow Market Participants to take appropriate steps to satisfy the Applicable
Reliability Criteria, and would not be used by the 180 1o determine whether additional resources are

necessary.

42.1.76:3-%7  in fulfilling its requirement to ensure that the applicable Generation planning reserve

criteria are satisfied, the 13S0 shall rely to the maximum extent possible on market forces.

42.1.80.3-48 Except where and to the extent that such costs are recovered from Scheduling
Coordinators pursuant to Section 8, and except as provided in Section 48-3-1942.1.9, all costs incurred
by the ISQO in any hour pursuant to any contract entered into under this Section 40-3:442.1 shall be
charged to each Scheduling Coordinator pro rata based upon the same proportion as the Scheduling
Coordinator's metered hourly Demand (including exports) bears to the total metered hourly Demand

{including exports) served in that hour,



42.1,96:3.4-8 Costs incurred by the I1SO pursuant to any contract entered into under this Section
40-3:442.1 for resources o meet any pertion of the anticipated difference between forward schedules and
the real-time deviations from those scheduies shall be charged {6 each Scheduling Coordinator pro rata
based upon the same proportion as the Scheduling Coordinator's obligation for deviation Replacement
Reserve in the hour, determined in accordance with Section 8.12.3A bears to the total deviation

Replacement Reserve in that hour.
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secured generating capacity in accordance with this Section 4.9.16.2., the Scheduling Coordinator for the
MSS Operator shall not be obligated to bear any share of the 1S0's costs for any summer Demand
reduction program or for any summer reliability Generation procurement program pursuant to 1SO Tariff

Section 42.1.8 for the calendar year for which the demonstration is made.

4.9.16.3 i the ISO is compensating Generaling Units for Emissions Costs, Start-Up Fuel Costs
and Minimum Load Costs, and if MSS Operator charges the IS0 for the Emissions Costs, Start-Up Fuel
Costs and Minimum Load Costs, of the Generating Units serving the Load of the MSS, then the
Scheduling Coordinator for the MSS shall bear its proportionate share of the total amount of those costs
incurred by the IS0 based on the M8S gross metered Demand and exports and the Generating Units

shall be made available to the 130 through the submittal of Supplemental Energy bids. if the MSS

Operator chooses not o charge the ISO for the Emissions Costs, Start-Up Fuel Costs and Minimum Load
Costs of the Generating Units serving the Load of the MSS, then the Scheduling Coordinator for the MSS
shall bear its proportionate share of the {otal amount of those costs incurred by the ISO based on the
MSS's net metered Demand and exports. The MSS Operator shall make the election whether to charge

the IS0 for these costs on an annual basis on November 1 for the following calendar year.

4.9.16.4 The Scheduling Coordinator for the MSS shall be responsible for Transmission Losses, in
accordance with the ISO Tariff, only within the MSS, at any points of interconnection between the MSS
and the SO Controlied Grid, and for the delivery of Energy to the MSS or from the MSS, provided the
MSS Operator fulfills its obligation to provide for Transmission Losses on the transmissicon facilities
forming part of the MSS. A Generation Meter Muitiplier shali be assigned to the Generating Units on the
MES at the Points of Interconnaction for use of the ISO Controlied Grid. That GMM shall be 1.0 for all
Generating Units within the MSS that are located at or behind a Point of Interconnection, to the extent
that the Load at the Point of Interconnection for that portion of the MSS exceeds the amount of
Generation produced by the Generating Units connected to that portion of the MSS, except that a GMM

shall be calculated by the iSO for Energy produced pursuant to a Dispalch instruction from the ISO.

Issued by: Charles F. Robinson, Vice President and General Counsel
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8.3.4 The ISO shall procure on a daily and hourly basis, each day, Regulation, Spinning, Non-

Spinning and Replacement Reserves. The ISO shall procure Replacement Reserve on a longer-term
basis pursuant to Section 42.1.3 if necessary to meet reliability criteria. The ISO Governing Board must
approve all long-term Replacement Reserve contracts. The I1SO shall contract for Voltage Support
annually {or for such other period as the ISO may determine is economically advantageous) and on a
daily or hourly basis as required to maintain System Reliability. The ISO shall contract annually (or for

such other period as the 1SO may determine is economically advantageous) for Black Start Generation.

8.4 Technical Requirements for Providing Ancillary Services.

All Generating Units, System Units, Loads and System Resources providing Ancillary Services shall
comply with the technical requirements set out in Sections 8.4.1 {0 8.4.6.1 below relating to their
operating capabilities, communication capabilities and metering infrastructure. No Scheduling
Coordinator shall be permitted to submit a bid to the 1SO for the provision of an Ancillary Service from a
Generating Unit, System Unit, Load or System Rescurce, or te submit a Schedule for self-provision of an
Ancillary Service from that Generating Unit, System Unit, Load or System Resource, unless the
Scheduling Coordinator is in possession of a current certificate issued by the 1SO confirming that the
Generating Unit, Systemn Unit, Load or System Resource complies with the 1S0's technical requirements
for providing the Ancillary Service concerned. Scheduling Coordinaters can apply for Anciliary Services
certificates in accordance with the 1SQO’'s Protocols for considering and processing such applications. The
I1SO shall have the right to inspect Generating Units, Loads or the individual resources comprising System
Units and other equipment for the purposes of the issue of a certificate and periodically thereafter to
satisfy itseif that its technical requirements continue to be met. If at any time the ISO’s technical
requirements are not being met, the 1SO may withdraw the certificate for the Generating Unit, System

Unit, Load or System Resource concerned.

Issued by: Charles F. Robinson, Vice President and General Counsel
lssued on: March 13, 2006 Effective: May 31, 2006



CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION
FERC ELECTRIC TARIFF First Revised Sheet No. 113
SECOND REPLACEMENT VOLUME NO. | Superseding Original Sheet No. 113

{d) the Generating Units, System Units, Loads or System Resources meet the ISO’s locational

requirermnents for the Ancillary Services.
8.7 Scheduling of Units to Provide Ancillary Services.

The IS0 shall prepare supplier schedules for Ancillary Services {both self-provided and purchased by the
IS0} for the Day-Ahead and the Hour-Ahead Markets. The SO shall notify each Scheduling Coordinator
no later than 1:00 p.m. of the day prior to the Trading Day of their Ancillary Services schedules for the
Day-Ahead and no later than one hour prior to the aperating hour of their Ancillary Services schedules for
the Hour-Ahead. Where long-term contracts are involved, the information may be treated as standing

information for the duration of the coniract.

if, at any time after the issuance cf Final Day-Ahead Schedules for the Trading Day and before
the ciose of the Hour-Ahead Market for the first Settlemant Period of the Trading Day, the ISO determines
that it requires Ancillary Services in addition to those included in the Final Day-Ahead Schedule (in the
appropriate Zone if procuring zonally), the {SO may procure such additional Ancillary Services by
providing Scheduling Coordinators with amended supplier schedules for the Day-Ahead Markets that
include Ancillary Services for which previously submitted (but not selected) bids remain available and
have not previcusly been withdrawn. The {SO shall select such Ancillary Services in price merit order
(and in the relevant Zone if the ISO is procuring Ancillary Services on a Zonal basis). Such amended
supplier schedules shall be provided to the Scheduling Coordinaters no later than the close of the Hour-

Ahead Market for the first Setflement Period of the Trading Day.

Once the 1SO has given Scheduling Coordinators notice of the Day-Ahead and Hour-Ahead
Schedules, these schedules represent binding commitments made in the markets between the SO and
the Scheduling Coordinators concerned, subject o any amendments issued as described above. Any
minimum energy input and output associated with Regulation and Spinning Reserve services shall be the
responsibility of the Scheduling Coordinator, or provided in accordance with the must-offer obligation as
set forth in Section 40.7, as the 130's auction does not compensate the Scheduling Coordinator for the

minimum energy output of Generating Units or System Units, if any, bidding to provide these services.
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Accordingly, except as set forth under Section 40.7, the Scheduling Coordinators shall adjust their
schedules to accommodate the minimum outputs required by the Generating Units or Systern Units, if

any, to facilitate delivery of Energy from Ancillary Services.

Notwithstanding the foregoing, a Scheduling Coordinator who has sold or self-provided
Regulation, Spinning Reserve, Non-Spinning Reserve or Replacement Reserve capacity to the 1SO in the
Day-Ahead Market shall be required to replace that capacity in whole or in part from the ISO if the
scheduled self-provision is decreased between the Day-Ahead and Hour-Ahead Markets, or if the
Ancillary Service associated with a Generating Unit, Curtailable Demand, or System Resource
successfully bid in a Day-Ahead Ancillary Service Market is reduced in the Hour-Ahead Market, for any
reason {other than the negligence or willful misconduct of the 150, or a Scheduling Coordinator's
involuntary decrease in such sold capacity or scheduled self-provision on the instruction of the 180). The
price for such replaced Anciltary Service shall be the Market Clearing Price in the Hour-Ahead Market for
the Anciliary Service for the Settlement Period concerned for the Zone in which the Generating Units or
other resources are located. The iSO will purchase the Ancillary Service concerned from another

Scheduling Ceordinator in the Hour-Ahead Market in accordance with the provisions of the 1SO Tariff.

8.8 Black Start.

{(8) Black Start shall meet the standards specified for Black Start in this Tariff and Appendix
K; and

(b) the 1SC will Dispatch Black Start as required in accordance with the applicable Black

Start agreement.
8.9 [Not Used]
8.10 Verification, Compliance Testing, and Audit of Ancillary Services.

Availability of both contracted and self-provided Ancillary Services shall be verified by the ISO by
unannounced testing of Generating Units, Loads and System Resources, by auditing of response to 1S0O
Dispatch instructions, and by analysis of the appropriate Meter Data, or interchange schedules. The ISO

may test the capability of any Generating Unit, System Unit, Systern Resource, external import of a

Issued by: Charles F. Robinson, Vice President and General Counsel
tssued on: March 13, 2006 Effective; May 31, 2006



CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION
FERC ELECTRIC TARIFF First Revised Sheet No. 216
SECOND REPLACEMENT VOLUME NO. | Superseding Original Sheet No. 216

b) the portion of the Energy payment above the MCP, if any, for the

Settlernent interval.

For each Settlermnent interval, costs above the MCP incurred by the ISO for such Dispatch instructions
necessary as a result of a transmission facility Outage or in order to satisfy a location-specific requirement
in that Settiement interval shall be payable to the IS0 by the Participating Transmission Owner in whose
PTO Service Territory the transmission facility is located or the location-speciic requirement arose. The
costs incurred by the 150 for such Dispatch instructions for reasons other than for a transmission facility
Cutage or a location-specific requirement will be recovered in the same way as for Instructed Imbalance

Energy.
11.2.4.2.1.1 Allocation of Costs from Qut-Of-Market calls to Condition 2 RMR Units.

All costs associated with energy provided by a Condition 2 RMR Unit operating other than according 10 a
dispatch notice issued under the RMR Contract shall be aliocated in accordance with Section 11.2.4.2.1,
Until either the RMR Contract Counted MWh, Counted Service Hours or Counted Start-ups exceed the
relevant RMR Contract Service Limit, any cost incurred for energy provided under the RMR Contract
above the rate specified in eguation 1a or 1b as set forth in Section 11.2.4.2 shall be allocated in

accordance with Section 11.2.4.2.1, not to the Responsible Utility.

Start-Up Costs for Condition 2 RMR Units providing service outside the RMR Contract, and any additional
Start-Up Cost associated with a Condition 2 RMR Unit providing service under the RMR Contract when
the unit's total service has exceeded an RMR Contract Service Limit but neither the RMR Contract
Counted Mwh, Counted Service Hours or Counied Start-ups have exceeded the applicable RMR
Coniract Service Limit, shall be invoiced in accordance with Section 40.12.6 and collected in accordance

with Section 40.12.1.
11.2.4.2.2 Allocation of Above-MCP Costs For Accepted Bids.

For each Settlement Interval, the at or below-MCP costs incurred as a result of accepted bids in the 13S0

Imbalance Energy Markets shall be aliocated in accordance with 11.2.4.1. Allocation of above-MCP
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11.2.10 Payments Under Section 42.1 Contracts. '

The ISO shall calculate and levy charges for the recovery of costs incurred under contracts entered into
by the ISO under the authority granted in Section 42.1 in accordance with Section 42.1.8 of this 1SO

Tariff.
11.2.11.1 Obligation for FERC Annual Charges.

11.2.11.141 Each Scheduling Coordinator shall be obfigated to pay for the FERC Annual Charges for

its use of the I1SO Controlled Grid to transmit electricity, including any use of the 150 Conirolled Grid
through Existing Contracts scheduled by the Scheduling Coordinator. Any FERC Annual Charges to be
assessed by FERC against the 1SO for such use of the 1SO Controlled Grid shall be assessed against
Scheduling Coordinators at the FERC Annual Charge Recovery Rate, as determined in accordance with
this Section 11.2.11. Such assessment shall be levied monthly against all Scheduling Coordinators

based upon each Scheduling Coordinator's metered Demand and exports.

11.2.11.1.2 Scheduling Coordinators may elect, each year, to pay the FERC Annual Charges
assessed against them by the ISO either on a monthly basis or an annual basis. Scheduling
Coordinators that elect to pay FERC Annual Charges on & monthly pasis shall make payment for such
charges within five (5) Business Days after issuance of the monthly invoice. The FERC Annual Charges
will be issued to Market Participants once a month, on the first business day after the final market and
Grid Management Charge invoices are issued for the trade month. Once the final FERC Annual Charge
Recovery Rate is received from FERC in the Spring/Summer of the foliowing year, a supplemental invoice
will be issued. Scheduling Coordinators that elect to pay FERC Annual Charges on an annual basis shall
make payment for such charges within five (5) Business Days after the SO issues such supplemental
invoice. Scheduling Coordinators that elect to pay FERC Annual Charges on an annual basis shall
maintain either an Approved Credit Rating, as defined with respect to gither payment of the Grid
Management Charge, or payment of cther charges, or shall maintain security in accordance with Section

12.7.
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11.2.11.4 Credits and Debits of FERC Annual Charges Collected from Scheduling

Coordinators.

in addition to the surcharges or credits permitted under Sections 11.2.11.3 or 11.6.3.3 of this 1SO Tariff,
the ISO shall credit or debit, as appropriate, the account of a Scheduling Coordinator for any over- or
under-assessment of FERC Annual Charges that the ISO determines occurred due to the error, omission,

or miscalculation by the ISO or the Scheduling Coordinator.

11.2.12 The I1SO shall calculate the amount due from each UDC or MSS, or from a Scheduling
Coordinator delivering Energy for the supply of Gross Load not directly connected to the facilities of a
UDC or MSS, for the High Voltage Access Charge and Transition Charge in accordance with operating

procedures posted on the ISO Home Page. These charges shall accrue on a monthly basis.
11.2.13 Emissions and Start-Up Fuel Cost Charges.

The ISO shall calculate, account for and settle charges and payments for Emissions Costs and Start-Up

Fuel Costs in accordance with Sections 40.11 and 4¢.12 of this 1SO Tariff.

11.2.14 The 1SO shall calculate, charge and disburse all collected default interest in accordance

with the 1SO Tariff.
11.2A Auditing

All of the data, information, and estimates the 1SO uses to calculate these amounts shall be subject to the
auditing requirements of Section 10.2.11 of the ISO Tariff. The ISO shall calculate these amounts using
the software referred to in Section 11.4. 4except in cases of system breakdown when it shall apply the

procedures set out in 11.9a (Emergency Procedures).
11.3 Billing and Payment Process.

The 1SO will calculate for each charge the amounts payable by the relevant Scheduling Coordinator,
Black Start Generator or Participating TO for each Settlement Period of the Trading Day, and the
amounts payable to that Scheduling Coordinator, Black Start Generator or Participating TO for each

charge for each Settlement Period of that Trading Day and shall arrive at a net amount payable for each
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The 1SO shall apply the decremental reference prices to thermal Generating Units and to non-thermal
Generating Units. If a Generating Unit is instructed by the 15O to shut down to manage Intra-Zonal
Congestion, and is subsequently re-started, the Owner of that Generating Unit may invoice the IS0 for
the lesser of (1) the Start-Up Costs incurred and (2) the costs of keeping the Generating Unit warm to
meet its Energy Schedules as set forth in Section 40.12.6. If the 1SO Dispatches Systermn Resources or
Dispatchable Loads to alleviate Intra-Zonal Congestion, the ISO shall Dispatch those resources in merit

order according to the resource's Day-Ahead or Hour-Ahead Adjustment Bid or imbalance Energy bid.

The 1SO shall only Redispatch Regulatory Must-Take or Regulatory Must-Run Generation, Intermittent
Resources, or Qualifying Facilities to manage Intra-Zonal Congestion after Redispatching ali other

available and effective generating resources, including Reliability Must-Run Units.

27.1.1.6.1.1 Decremental Bid Reference Levels. Decremental bid reference leveis shall be

determined for use in managing Intra-Zonal Congestion as set forth above in Section 27.1.1.6.1.

{a) Determination. Decremental bid reference levels shaii be determined by applying the following

steps in order as needed:

1. Excluding proxy bids, mitigated bids, and bids used out of merit order for managing Intra-Zonal
Congestion, the accepted decremental bid, or the lower of the mean or the median of a resource’s
accepted decremental bids if such a resource has more than one accepted decremental bid in
competitive periods over the previous 90 days for peak and off-peak periods, adjusted for daily changes
in fuel prices using gas price determined by Equation C1-8 (Gas) of the Schedules to the Reliability Musi-
Run Contract for the relevant Service Area {San Diego Gas & Electric Company, Southern California
Edison Company, or Pacific Gas and Electric Company), or, if the resource is not served from one of
those three Service Areas, from the nearest of those three Service Areas. There will be a six-day time lag
between when the gas price used in the daily gas index is determined and when the daily gas index
based on that gas price can be calculated. For the purposes of this Section 27.1.1.6.1, fo determine
whether accepted decremental bids over the previous 90 days were accepted during compeditive periods,
the independent entity responsible for determining reference prices will apply a test to the prior 90-day
period. The test will require that the ratio of a unit's accepted out-of-sequence decremental bids. MWh)
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for the prior 90 days to its total accepted decremental bids {(MWh) for the prior 90 days be less than 50
percent. If this ratio is greater or equal to 50%, accepted decremental bids will be determined to have
been accepted in non-competitive periods and cannot be used to determine the decremental reference
price. This test would be applied each day on a rolling 90-day basis. One ratio would be calculated for
each unit with no differentiation for various output segments on the unit. Accepted and justified
decremental bids below the applicable soft cap, as set forth in Section 39.3 of this Tariff, will be included

in the calcuiation of reference prices;

2. A level determined in consultation with the Market Participant submitting the bid or bids at issue,
provided such consultation has occurred prior to the occurrence of the conduct being examined, and
provided the Market Participant has provided sufficient data in accordance with specifications provided by

the independent entity responsible for determining reference prices;

3. 90 percent of the unit's default Energy Bid determined monthly as set forth in Section 40.7.5
{based on the incremental heat rate submitted to the independent entity responsible for determining
reference prices, adjusted for gas prices, determined according to paragraph {a)}(1) above, and the
variable O&M cost on file with the independent entity responsible for determining reference prices, or the

default O&M cost of $6/MWh);

4. 90 percent of the mean of the economic Market Clearing Prices for the units’ relevant location
during the lowest-priced 25 percent of the hours that the unit was dispatched or scheduled over the
previous 90 days for peak and cff-peak periods, adjusted for changes in fuel prices determined according

to paragraph (a){(1) above; or

5. If sufficient data do not exist to calcuiate a reference level on the basis of the first, second, or
fourth methods and the third method is not applicable or an attempt to determine a reference level in
consultation with a Market Participant has not been successful, the independent entity responsible for

determining reference prices shall determine a reference level on the basis of:

i. the independent entity's estimated costs of an electric facility, taking into account available
operating costs data, opportunity cost, and appropriate input from the Market Participant, and the best

information available to the independent entity; or
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incurred for operating the unit at minimum load. The submitted Minimum Load Cost must not be negative

and must not exceed the cost-based Minimum Load Cost, as registered in the

Master File for the relevant resource. For gas-fired resources, the cost-based Minimum Load Cost shall

be derived pursuant to Section 40.8.4.

For Curtailable Demand, the submitied Minimum Load Cost ($/hr) is the cost incurred while operating the
resource at reduced consumption after receiving a Dispatch Instruction. The submitted Minimum Load

Cost must not be negative.

305 [Not Used]

30.6 RMR.

30.6.1 Procurement of Reliability Must-Run Generation by the ISO.

30.6A1 A Reliability Must-Run Contract is a contract entered into by the SO with a Generator

which operates a Generating Unit giving the 1SO the right to call on the Generator to generate Energy
and, only as provided in this Section 30.6.1, or as needed for Biack Start or Voltage Support required to
meet local reliability needs, or to procure Ancillary Services from Potrero or Hunter's Point power plants to
meet operating criteria associated with the San Francisco local reliability area, to provide Ancillary
Services from the Generating Units as and when this is required to ensure that the reliability of the ISO

Controlted Grid is mainiained.

30.6A.1.1 If the 1SO, pursuant to Section 8.5.4(e), has elected to procure an amount of
megawatts of its forecast needs for an Ancillary Service in the Hour-Ahead Markets and there is not an
adequate amount of capacity bid into an Hour-Ahead Market for the 1SO to procure such amount of
megawatts of that Ancillary Service (excluding bids that exceed price caps imposed by the IS0 or FERC),
the ISO may call upon Reliability Must-Run Units under Must-Run Contracts to meet the remaining
portion of that amount of megawatts for that Ancillary Service but only after accepting alt available bids in
the Hour-Ahead Market (including any unused bids that can be used to satisfy that particular Ancillary
Services requirement under Section 8.2.3.6), except that the ISO shali not be required to accept bids that

exceed price caps imposed by the ISO or the FERC.
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Usage Charge calculated in accordance with Section 27.1.2.

34 REAL-TIME.
34.1 Energy Bids.
34.11 Energy Bid Definition.

A single Energy Bid curve per resource per hour shall be used in: {8) the real-time Hourly Pre-Dispatch
as set forth in Section 34.3.0.2, and (b) Dispatch in the Real Time Markets. A corresponding operational
ramp rate as provided for in Section 30.4.6 shall be submitted along with the single Energy Bid curve and

shall be used in determination of Dispatch Instructions pursuant to Section 34.3.1(c}.

The Energy Bid shall be a staircase price (3/MWh) versus quantity (MW) curve of up to 10 segmenis.

. Each Forbidden Operating Region must be

represented by only one bid segment.

34.1.2 Energy Bid Submission.
34.1.2.1 Real Time Market.

Bids shall be submitted for use in the real-time Hourly Pre-Dispatch Section 34.3.0.2(i) and the Real-Time
Economic Dispatch up to sixty-two (62) minutes prior to the Operating Hour. Resources required to offer

their Available Generation in accordance with Section 40.7 .4 shail be required o submit Energy Bids for

of their Available Generation and

§. In the absence of submitted bids, default bids will

be used for resources required to offer their Available Generation in accordance with Section 40.7 4.

Bivy

Resources not required to offer their Available Generation in accordance with Section 40.7.4 i;"?xan
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Energy Bids shalf be subject to the Damage Controt Bid Gap as set forth in Section 39.1 and to the

Mitigation Measures set forth in Attachment A to Appendix P.

341.2.2 Real-Time Energy Bid Partition.

gle Energy Bid that corresponds to the high end of the resource’s operating range,
shall be allocated to any awarded or self-provided Ancillary Services in the following order from higher to
lower capacity: (a) Regulation Up; (b} Spinning Reserve, (c) Non-Spinning Reserve; and (d)
Replacement Reserve. For resources providing Regulation Up, the upper reguiating limit shall be used

if it is lower than the highest operating limit. The remaining portion of the Energy Bid (i.e. that portion

 capacity committed to provide Ancillary Services) shall constitute a Bid to provide

Supplemental Energy.
34.1.2.3 Creation of the Real-Time Merit Order Stack.
34.1.2.31 Scources of Imbalance Energy.

The following Energy Bids will be considered in the creation of the real-time merit order stack for

imbalance Energy:
(a) Supplemental Energy Bids;

{b) Ancillary Services Energy Bids (except for Regulation} submitted for specific Ancillary Services
for those resources which have been selected in the ISO's Ancillary Services auction to supply such

specific Ancillary Services; and

{c) Ancillary Services Energy Bids (except for Regulation) submitted for specific Ancillary Services
for those resources which Scheduling Coordinators have elected to use to seif-provide such specific

Ancillary Services and for which the I1SO has accepied such self-provision.
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ranges in real time; and
(f) Dispatching System Resources and Dispatchable Loads and increasing Generating

Units’ output to manage Intra-Zonal Congestion in real time.

3413 Requirement to Submit Energy Bids For Awarded or Seif-Provided Anciilary

Services Capacity.

Scheduling Coordinators for resources that have been awarded or self-provide Regulation Up, Spinning
Reserve, Non-Spinning Reserve or Replacement Reserve capacity must submit a Supplemental Energy
bid for at least all the awarded or self-provided Ancillary Services capacity. To the extent a
Supplemental Energy bid is not so submitted for a gas-fired resource, the 1SO shall calculate a
Supplemental Energy bid in accordance with Section 40.10.1 and insert that bid into the real-time
Imbalance Energy market. To the extent a Supplemental Energy bid is not so submitted for a non-gas-

fired resource, the 1SO shall insert a bid of $0/MWHh into the real-time Imbalance Energy market.
34.2 Suppiementat Energy Bids.

In addition o the Generating Units, Loads and System Resources which have been scheduled to provide
Ancillary Services in the Day-Ahead and Hour-Ahead Markets, the ISO may Dispatch Generating Units,
Loads or System Resources for which Scheduling Coordinators have submitted Supplemental Energy
bids. Suppiemental Energy bids are available to the iSO for procurement and use for Imbalance Energy,

additionat Voltage Support and Congestion Management in the Real Time Market.
34.2.1 ldentification of Supplemental Energy Bids.

The upper portion of a Scheduling Coordinator’s Energy Bid for a resource providing Spinning, Non-
Spinning, or Replacement Reserves that corresponds to the resource’s available capacity up to the
highest operating limit, shali be allocated to any awarded or self-provided Ancillary Services in the
following order from higher to lower capacity: a) Regulation Up; b) Spinning Reserve; ¢} Non-Spinning
Reserve; and d} Replacement Reserve. For resources providing Reguiation Up, the upper regulating limit
shall be used if it is lower than the highest operating limit. The remaining portion of the Energy Bid, if

there is any, shall constitute Supplementat Energy.
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Eligible Intermitient

Resource

Emissions Cost Charge

Emissions Cost Demand

Emissions Cost Invoice

Emissions Cost Trust

Account

Emissions Cosis

EMS (Energy Management
System}

Encumbrance

End-Use Customer or

First Revised Sheet No. 481
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States, Canada or Mexico; however, such entity is not eligible for
transmission service that would be prohibited by Section 212(h)(2)
of the Federal Power Act; and {ii} any retail customer taking
unbundled transmission service pursuant {0 a state retail access
program or pursuant to a voluntary offer of unbundled retail
transmission service by the Participating TO.

A Generating Unit that is powered solely by 1) wind, 2) solar energy,
or 3) hydroelectric potential derived from small conduit water
distribution facilities that do not have storage capability.

The charge determined in accordance with Section 40.11.

The level of Demand specified in Section 40.11.3.

The invoice submitted to the ISO in accordance with Section
40.11.6.

The trust account established in accordance with Section 40.11.2.

The mitigation fees, excluding capitai costs, assessed against a
Generating Unit by a state or federal agency, including air quality
districts, for exceeding applicable NOx emissions limitations.

A computer control system used by electric utility dispatchers to
maonitor the real-time performance of the various elements of an
electric system and to control Generation and transmission facilities.
A legal restriction or covenant binding on a Participating TO that
affects the operation of any transmission lines or associated facilities
and which the IS0 needs to take into account in exercising
Operational Control over such transmission lines or associated
facilities if the Participating TO is not to risk incurring significant
liability. Encumbrances shall include Existing Contracts and may
include: (1) other legal restrictions or covenants meeting the
definition of Encumbrance and arising under other arrangements
entered into before the ISO Operations Date, if any; and (2) legal
restrictions or covenants meeting the definition of Encumbrance and
arising under a contract or other arrangement entered into after the
SO Operations Date.

A consumer of electric power who consumes such power to satisfy a
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Facility Study Agreement

Fed-Wire

FERC
FERC Annual Charges

FERC Annual Charge
Recovery Rate

FERC Annual Charge

Trust Account

FERC Must-Offer

Generator

Final Approval -

inal Day-Ahead Schedule

Final Hour-Ahead
Schedule

Final Invoice

Final Schedule

Final Settlement

Statement

Forbidden Operating

modifications that will be required tc provide needed services.

An agreement between a Participating TO and either a Market
Participant, Project Sponsor, or identified principal beneficiaries
pursuant to which the Market Participants, Project Sponsor, and
identified principal beneficiaries agree to reimburse the Participating
TO for the cost of a Facility Study.

The Federal Reserve Transfer System for electronic funds transfer.

The Federal Energy Regulatory Commission or its successor.
Those charges assessed against a public utility by the FERC
pursuant io 18 C.F.R. § 382.201 and any related statutes or
regulations, as they may be amended from time to time.

The rate to be paid by Scheduling Coordinators for recovery of
FERC Annual Charges assessed against the iSO for transactions on
the 18O Controlled Grid.

An account to be established by the SO for the purpose of
maintaining funds collected from Scheduling Coordinators for FERC
Annual Charges and disbursing such funds to the FERC.

All entities defined by Section 40.7.1 of this SO Tariff.

A statement of consent by the ISO Control Center to initiate a
scheduled Outage.

The Day-Ahead Schedule which has been approved as Teasible and
consistent with all other Schedules by the 1SO based upon the 1SO's
Day-Ahead Congestion Management procedures.

The Hour-Ahead Schedule of Generalion and Demand that has
been approved by the ISO as feasible and consistent with all other
Schedules based on the I30's Hour-Ahead Congestion
Management procedures.

The invoice due fram a RMR Owner to the 1SO at termination of the
RMR Contract.

A Schedule developed by the IS0 following receipt of a Revised
Schedude from a Scheduling Coordinator.

The restaternent or recaiculation of the Preliminary Settlement
Statement by the 1SO following the issue of that Preliminary
Settlement Statement.

The operating region of a resource wherein the resource cannot
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{SO Website

ISP {Internet Service

Provider)

Large Generating Facility

Line Loss Correction

Factor

l.oad

Load-Serving Entity (LSE)

Load Shedding

Local Furnishing Bond

Local Furnishing
Participating TO
Local Publicly Owned

Electric Utilities

The ISO internet home page at http:/iwww caiso.com or such other
internet address as the IS0 shall publish from time to time.
An independent network service organization engaged by the 1SO to

establish, implement and operate WEnet.

A Generating Facilityl

The line loss correction factor as set forth in the Technical

Specifications.

An end-use device of an End-Use Customer that consumes power.
Load should not be confused with Demand, which is the measure of
power that a Load receives or requires.

Any entity (or the duly designated agent of such an entity, including,
e.g. 2 Scheduling Coordinator), including a load aggregator or power
marketer; {i) serving End Users within the {SO Control Area and (i)
that has been granted authority or has an obligation pursuant to
California State or local law, regulation, or franchise to sell electric
energy to End Users located within the ISO Control Area or (iii) is a
Federal Power Marketing Authority that serves retail Load.

The systematic reduction of system Demand by temporarily
decreasing the supply of Energy to Loads in response to
transmission system or area capacity shortages, system instability,
or voltage control considerations.

Tax-exemnpt bonds utilized to finance facilities for the local furnishing
of electric energy, as described in section 142(f) of the internal
Revenue Code, 26 U.S.C. § 142(f).

Any Tax-Exempt Participating TO that owns facilities financed by
Local Furnishing Bonds.

A municipality or municipal corporation operating as a public utility
furnishing electric service, a municipal utility district furnishing
electric service, a public utility district furnishing electric services, an
irrigation district furnishing electric services, a state agency or
subdivision furnishing electric services, a rural cooperative
furnishing electric services, or a joint powers authority that includes
one or more of these agencies and that owns Generation or
transmission facilities, or furnishes electric services over its own or

its members' electric Distribution System.
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Local Requlatory The state or local governmentat authority responsible for the
Authority regulation or oversight of a utility.
Local Reliability Criteria Reliability Criteria unique to the transmission systems of each of the

PTOs established at the later of: (1) ISO Operations Date, or (2) the
date upon which a New Participating TO places its facilities under
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Native L oad Load required to be served by a utility within its Service Area
pursuant to applicable law, franchise, or statute.
NERC The North American Electric Reliability Council or its successor.
Net FTR Revenue The sum of: 1) the revenue received by the New Parficipating

TO from the sale, auction, or other transfer of the FTRs provided
to it pursuant to Section 36.4.3 FTR, or any substantively
identical successor provision of the ISO Tariff; and 2) for each
hour: a) the Usage Charge revenue received by the New
Participating To associated with its Section 36.4.3 FTRs; minus
b) Usage Charges that are: i) incurred by the Scheduling
Coordinator for the New Participating TO under 1SO Tariff
Section 27.1.2.1.4 i) associated with the New Participating TO's
Section 36.4.3 FTRs, and iii) incurred by the New Participating
TO for its energy transactions but not incurred as a result of the
use of the transmission by a third-party and minus c) the
charges paid by the New Participating TQ pursuant to Section
27.1.2.1.7, to the extent such charges are incurred by the
Scheduling Coordinator of the New Participating TO on
Congested Inter-Zonal Interfaces that are associated with the
Section 36.4.3 FTRs provided to the New Participating TO. The
component of New FTR Revenue represented by item 2)
immediately above shall not be less than zero for any hour.

Net Negative Uninstructed  The real-time change in Generation or Demand associated with

Deviation underscheduled Load {i.e., Load that appears unscheduled in
real time) and overscheduled Generation (i.e., Generation that is
scheduled in forward markets and does not appear in real time).
Deviations are netted for each Settlement Interval, apply to a
Scheduling Coordinator's entire portfolio, and include Load,
Generation, imports and exports.

Net Qualifying Capacity Qualifying capacity reduced, as applicable, based on: (1) testing

and verification; and (2) deliverability restrictions. The Net
Qualifying Capacity determination shall be made by the 1SO
pursuant to the provisions of this 18O Tariff and any applicable
manual or procedure.
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Network Upgrades The additions, modifications, and upgrades to the iSO
Controlled Grid required at or beyond the Point of
interconnection to accommodate the interconnection of the
Large Generating Facility to the 18O Controlled Grid. Network
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they were a single Generating Unit and any Generating Unit or
Units containing related multiple generating components which
meet cne or more of the following criteria: #) multiple generating
components are related by a common flow of fuel which cannot
be interrupted without a substantial loss of efficiency of the
combined ocutput of all components; ii} the Energy production
from one component necessarily causes Energy production from
other companents; iif) the operational arrangement of related
multipie generating components determines the overall physical
efficiency of the combined output of all components; iv) the level
of coordination required to schedule individual generating
components would cause the 1SO to incur scheduling costs far
in excess of the benefits of having scheduled such individual
components separately, or v) metered output is available only
for the combined output of related multiple generating
components and separate generating component metering is
either impractical or economically inefficient.

Planning Reserve Margin A Planning Reserve Margin shall be that quantity or percentage

of capacity in MWs that exceeds the Demand Forecast set forth
in Section 40.3 as provided for in Section 40.4 of this iSO Tariff.
PMS (Power Management The 1ISO computer control system used o manitor the real-time
System) performance of the various elements of the ISO Controlled Grid,
control Generation, and perform operationai power fiow studies.

Point of Change of The point, as set forth in Part A to the Standard Large Generator
Ownership Interconnection Agreement, where the Interconnection

Customer's interconnection Facilities connect to the
Participating TO's Interconnection Facilities.
Point of Interconnection The point, as set forth in Part A to the Standard Large Generator

Interconnection Agreement, where the Interconnection Facilities
connect to the 1ISO Controlied Grid.

Power Flow Model The computer software used by the 1SO to model the voltages,

power injections and power flows on the ISO Controlled Grid
and determine the expected Transmission Losses and
Generation Meter Multipliers.

Power System Stabilizers An electronic control system applied on a Generating Unit that

PSS helps to damp out dynamic oscillations on a power system. The
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ISO describing a proposal for the installation of additional
Metering Facilities.

Proxy Price The value determined for each gas-fired Generating Unit owned
or controlled by a Must-Offer Generator in accordance with
Section 40.10.1.

PTO Service Territory The area in which an |0OU, a Local Public Owned Electric Utility,

or federal power marketing administration that has turned over
its transmission facilities and/or Entitlements to 1SO Operational
Control is obligated to provided electric service to Load. A PTO
Service Territory may be comprised of the Service Areas of
more than one Local Public Owned Electric Utility, if they are
cperating under an agreement with the ISO for aggregation of
their M3S and their MSS Operator is designated as the
Participating TO.

Queue Position The order of a valid interconnection Request, relative to all other
pending valid Interconnection Requests, that is established
based upon the date and time of receipt of the valid
interconnection Request by the 1SO.

Qualifying Capacity The maximum capacity of a Resource Adequacy Resource,

The criteria for caiculating Qualifying Capacity from Resource
Adequacy Resources may be established by the CPUC or other
appticable Local Regulatory Authority and provided to the ISO,
or default provisions in Section 40.13 of this ISC Tariff,
Qualifying Facility A gualifying co-generation or smali power production facility

recognized by FERC.

Ramping Changing the loading level of a Generating Unit in a constant
manner over a fixed time (e.g,, ramping up or ramping down).
Such changes may be directed by a computer or manual

control.
RAS {(Remedial Action Protective systems that typically utilize a combination of
Schemes) conventional protective relays, computer-based processors, and

telecommunications to accomplish rapid, automated response to
unplanned power system events. Also, details of RAS logic and
any special requirements for arming of RAS schemes, or

changes in RAS programming, that may be required.
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Reactive Power Control Generation or other equipment needed to maintain acceptable

voltage levels on the ISO Controlled Grid and to meet reactive

capacity requiremenis at points of interconnection on the iSO
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voltage or security support of the I1SO or a local area.
Reliability Must-Run Unit A Generating Unit which is the subject of a Reliability Must-Run
{RMR Unit) Contract.

Reliability Network The transmission facilities at or beyond the Point of
Upgrades Interconnection necessary to interconnect a {_arge Generating

Facility safely and reliably to the 1SO Conirolled Grid, which
would not have been necessary but for the interconnection of
the Large Generating Facility, including Network Upgrades
necessary to remedy short circuit or stability problems resulting
from the interconnection of the Large Generating Facility to the
180 Controlled Grid. Reliability Network Upgrades also include,
consistent with WECC practice, the facilities necessary 1o
mitigate any adverse impact the Large Generating Facility's
interconnection may have on a path's WECC rating.

Reliahility Services Costs The costs associated with services provided by the ISQO: 1) that

are deemed by the ISO as necessary to maintain reliable
electric service in the iSO Control Area; and 2) whose costs are
billed by the 1SO to the Participating TO pursuant to the I1SO
Tariff. Reliability Services Costs include costs charged by the
iSO to a Participating TO associated with service provided
under an RMR Contract (Section 30.6.1.2}, local cut-of-market
dispatch calls (Section 11.2.4.2.1) and Minimum Load Costs
associated with units committed under the must-cffer obligation
for local reliability requirements (Section 40.8.6)

REMnet The Wide Area Network through which the IS0 acquires Meter
Data.
Replacement Reserve Generating capacity that is dedicated to the 1SO, capable of

starting up if not already operating, being synchronized to the
ISO Controlled Grid, and Ramping to a specified operating level
within a sixty (60) minute period, the cutput of which can be
confinuously maintained for a two hour period. Also, Curtailable
Demand that is capable of being curtailed within sixty minutes

and that can remain curtailed for two hours.
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Resource Adequacy The program that ensures that adequate physical generating

capacity dedicated to serving all load requirements is availabie
to meet peak demand and planning and operating reserves, at
or deliverable to locations and at times as may be necessary to

ensure local area reliability and system reliability.

Resource Adeguacy The capacity of a Resource Adequacy Resource listed on a
Capacity Resource Adequacy Plan and a Supply Plan.

Resource Adequacy Plan A submission by a Scheduling Coordinator for a Load Serving

Entity serving Load in the SO Confrol Area in order to satisfy
the requirements of Section 40 of this ISO Tariff.

Resource Adeguacy A resource that is reguired to offer Resource Adequacy

Resource Capacity. The criteria for determining the types of resources
that are eligible to provide Qualifying Capacity may be
established by the CPUC, other applicable Local Regulatory
Authority and provided to the 1SO, or the default provision in
Section 40.13 of this 150 Tariff.

Rescurce-Specific The Resource-Specific Settlement Interval Ex Post Price will
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Interval, over which the 1S0O settles deviations in Generation and
Demand from Final Hour-Ahead Schedules.

Settlement Period Eor all 1ISO transactions the period beginning at the start of the hour,

and ending at the end of the hour. There are twenty-four Settiement
Periods in each Trading Day, with the exception of a Trading Day in
which there is a change o or from daylight savings time.

Settlement Quality Meter Meter Data gathered, edited, validated, and stored in a settlement-
Data ready format, for Settlement and auditing purposes.
Settlement Statement Either or both of a Preliminary Settlement Statement or Final

Settlement Statement.

Settlement Statement Re- The re-calculation of a Settlement Statement in accordance with the
run provisions of the iSO Tariff.

Settiements, Metering, The component of the Grid Management Charge that provides for the
and Client Relations recovery of the ISO's costs, including, but not fimited to the costs of
Charge maintaining customer account data, providing

account information to customers, responding to customer inquiries,
calculating market charges, resolving customer disputes, and the
costs associated with the ISO's Settlement, billing, and metering
activities. Because this is a fixed charge per Scheduling Coordinator
ID, costs associated with activities listed above also are aliocated to
other charges under the Grid Management Charge according to
formula set forth in Appendix F, Schedule 1, Part A of this Tariff.

Severance Fee The charge or periodic charge assessed to customers to recover the
reasonable uneconomic portion of costs associated with Generation-
related assets and obligations, nuclear decommissioning, and
capitalized Energy efficiency investment programs approved prior {o
August 15, 1996 and as defined in the California Assembly Bill No.
1890 approved by the Governor on September 23, 1996.

Short Start Generating Units that that have a cycle time less than five hours
(Start-Up Time plus Minimum Run Time is less than five hours) have a
Start Up Time less than two hours, and that can be fully optimized with

respect to this cycle time,

Issued by: Charles F. Robinson, Vice President and General Counsel
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Site Control Docurnentation reasonably demonstrating: (1)} ownership of, a
leasehold interest in, or a right {o develop a site for the purpose of
constructing the Generating Facility; (2) an option to purchase or
acquire a leasehold site for such purpose; or {3} an exclusivity or other
business relationship between interconnection Customer and the

entity having the right to sell, lease or grant Interconnection Customer
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Standby Service

Standby Service

Customer

Standby Transmission

Revenue

Start-Up Cost Charge
Start-Up Cost Demand
Start-Up Cost Invoice
Start-Up Cost Trust

Account

Start-Up Costs

Suggested Adjusted

First Revised Sheet No. 519
Superseding Original Sheet No. 519

costs of High Voltage Transmission Facilities.

Service provided by a Participating TO that also provides retail elecltric
service, which allows a Standby Service Customer, among other
things, access to High Voltage Transmission Facilities for the delivery
of backup power on an instantaneous basis to ensure that Energy may
be reliably delivered to the Standby Service Customer in the event of
an outage of a Generating Unit serving the customer's Load.

A retail End-Use Customer of a Participating TO that also provides
retail electric service that receives Standby Service and pays a
Standby Rate.

The transmission revenues, with respect to cost of both High Voltage
Transmission Facilities and Low Voltage Transmission Facilities,
collected directly from Standby Service Customers through charges
for Standby Service.

The charge determined in accordance with Section 40.12.

The tevel of Demand specified in Section 40.12.3.

The invoice submitted to the ISC in accordance with Section 40.12.6.

The trust account established in accordance with Section 40.12.2.

The cost incurred by a particular Generating Unit from the time of first
fire, the time of receipt of an ISO Dispaich instruction, or the time the
unit was last synchronized to the grid, whichever is later, untit the time
the generating unit reaches its minimum operating level. Start-Up
Costs are determined as the sum of (1) the cost of auxiliary power
used during the start-up and (2) the number that is determined
multiplying the actual amount of fuel consumed by the proxy gas price
as determined by Equation C1-8 (Gas) of the Schedules to the
Reliability Must-Run Coniract for the relevant Service Area (San Diego
Gas & Electric Company, Southern California Gas Company, or
Pacific Gas and Electric Company), or, if the Must-Offer Generator is
not served from one of those three Service Areas, from the nearest of
those three Service Areas.

The output of the iSO's initial Congestion Management for each
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Schedule Scheduling Coordinator for the Day-Ahead Market ("Suggested

Adjusted Day-Ahead Schedule”) or for the Hour-Ahead Market
(“Suggested Adjusted Hour-Ahead Schedule’). These Schedules will
refiect 1ISO suggested adjustments to each Scheduling Coordinator's
Preferred Schedule to resoive inter-Zonal Congestion on the ISO
Controlled Grid, based on the Adjustment Bids submitied. These
Schedules will be balanced with respect to Generation, Transmission
{.osses, Load, and trades between Scheduling Coordinators to resolve
Inter-Zonal Congestion.

Supplemental Energy Energy from Generating Uniis bound by a Participating Generator

Agreement, Loads bound by a Participating Load Agreement, System

Units, and System Resources which have uncommitied capacity
foliowing finalization of the Hour-Ahead Schedules and for which
Scheduling Coordinators have submitted bids to the I1SO at least half
an hour before the commencement of the Settlernent Period.

Supply The rate at which Energy is delivered to the iSO Controlled Grid
measured in units of watts or standard multiples thereof, e.g.,
1,000W=1 KW; 1,000 KW = 1MW, efc.

Supply Plan A submission by a Scheduling Coordinator for a Resource Adequacy
Resource in order to satisfy the requirements of Section 40 of this SO
Tariff.

System Emergency Conditions beyond the normal control of the 1SO that affect the ability

of the 1SO Control Area to function normally including any abnormal
system condition which requires immediate manuai or automatic
action 1o prevent loss of Load, equipment damage, or tripping of
system elements which might resuit in cascading Outages or to
restore system operation to meet the minimum operating reliability
criteria.

System Planning Studies Reports summarizing studies performed to assess the adequacy of

the 1SO Controlled Grid as regards conformance to Reliability Criteria.
System Reliability A measure of an electric system’s ability to deliver uninterrupted

service at the proper voltage and frequency.

System Resource A group of resources, single resource, or a portion of a resource

located outside of the SO Control Area, or an allocated portion of a
Control Area’s portfolio of generating resources that are directly
responsive to that Control Area’s Automatic Generation Control {AGC)

capabile of providing Energy andfor Ancillary Services to the 1SO
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Trading Day The twenty-four hour period beginning at the start of the hour ending

0100 and ending at the end of the hour ending 2400 daily, except

where there is a change to and from daylight savings time.
Transition Charge The compeonent of the Access Charge collected by the 1ISO with the

High Voltage Access Charge in accordance with Section 5.7 of

Appendix F, Schedule 3.

Trading Interval A Settlement Peried as defined in the Master Definitions Supplement
of the 150 Tariff.

Transformer Loss The transformer loss correction factor as set forth in the Technical

Correction Factor Specifications to be applied to revenue quality meters of ISO Metered

Entities which are instalied on the low voltage side of step-up

transformers.

Transition Period The period of time established by the California Legislature and CPUC

to allow |QUs and Local Pubiicly Owned Electric Utilities an

opportunity to recaver Transition Costs or Severance Fees,

Transmission Losses Energy that is lost as a naturai part of the process of transmitting

Energy from Generation 1o Load delivered at the [SO/UDC boundary

or Control Area boundary.

Transmission Ownership A non-Participating TO ownership or joint ownership right to

Rights transmission facilities within the 1S0O Control Area that has not

executed the Transmission Control Agreement and the transmission

facilities are nof incorporated into the 1SO Controiled Grid.
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Uninstructed Deviation

Uninstructed Deviation

Penalty
Uninstructed Imbalance

Enerqgy

Unit Commitment

Un-Recovered Minimum
l.oad Cost

Usage Charge

Validation, Estimation and
Editing (VEE

Value Added Network
VAN

Voltage Limits

Voltage Support

A deviation from the resources’ Dispatch Operating Point.
The penalty as set forth in Section 11.2.4.1.2 of this ISO Tariff.

The real-time change in Generation or Demand other than that
instructed by the 1SO or which the ISO Tariff provides will be paid at
the price for Uninstructed Imbalance Energy.

The process of determining which Generating Units will be committed
{started) to meet Demand and provide Ancillary Services in the near
future (e.q., the next Trading Day).

The Un-Recoverad Minimum Load Cost for each hour of Waiver
Denial Period shall be calculated as the difference between: (1) a
resource’s Minimum Load Costs as calculated in this Section for the
same Settlement Interval and (2) the imbalance Energy payment for a
resource’s minimum load energy in the Settlement Interval.

The amount of money, per 1 kKW of scheduled flow, that the ISO
charges a Scheduling Coordinator for use of a specific Congested
inter-Zonal Interface during a given hour.

Applies to Meter Data directly acquired by the ISO. Validation is the
process of checking the data to ensure that it is contiguous, within pre-
defined limits and has not been flagged by the meter. Estimation and
Editing is the process of replacing or making complete Meter Data by
using data from redundant meters, schedules, PMS or, if necessary,

statistical estimation.

A data communications service provider that provides, stores and
forwards electronic data delivery services within its network and to

subscribers on other VANs. The data is mostly EDI type messages.

For all substation busses, the narmal and post-contingency Voltage
Limits (kV). The bandwidth for normal Voltage Limits must fall within
the bandwidth of the post-contingency Voltage Limits. Special voltage
fimitations for abnormal operating conditions such as heavy or light
Demand may be specified.

Services provided by Generating Units or other equipment such as
shunt capacitors, static var compensators, or synchronous condensers
that are required to maintain established grid voltage criteria. This

service is required under normal or System Emergency conditions.
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Waiver Denial Period The period determined in accordance with Section 40.7.6.
Warning Notice A Nofice issued by the IS0 when the operating requirements for the

ISO Controlied Grid are not met in the Hour-Ahead Market, or the

quantity of Regulation, Spinning Reserve, Non-Spinning Reserve,
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4.3.3 for the provision of an Anciliary Service or submit a schedule for the self provision of an Ancillary
Service unless the Scheduling Coordinator serving that Participating Generator is in possession
of a current certificate pursuant to Sections 8.4 and 8.10 of the iSO Tariff.

4.4 Obligations relating to Major Incidents

4.41 Major Incident Reports. The Participating Generator shall promptly provide such information as
the 1SO may reasonably request in relation to major incidents, in accordance with Section 4.6.7.3
of the iSO Tariff.

4.5 Dispatch and Curtailment. The 1SO shall only dispatch or curtail a Net Scheduled QF of the
Participating Generator: (a) to the extent the Participating Generator bids Energy or Ancillary
Services from the Net Scheduled QF into the ISO’s markets or the Energy is otherwise availabie
to the I1SO under Section 40.7.4 of the 1SO Tariff; or (b) if the 1SO must dispatch or curtail the Net
Scheduled QF in order to respond to an existing or imminent System Emergency or condition that
would compromise ISQ Control Area integrity or reliability as provided in Sections 7, 7.3.1, and
11.2.4.2.1 of the 18O Tariff. -

4.6 Information to Be Provided by Participating Generator. The Participating Generator shall
provide to the 1SO (a) a copy of the FERC order providing Qualifying Facility status to the Net
Scheduled QF listed in Schedule 1, (b) a copy of any existing power purchase agreement with a
UDC for the Net Scheduled QF listed in Schedule 1, and (c) a copy or a summary of the primary
terms of any agreement for standby service with a UDC or MSS Operator. The Participating
Generator shall notify the 1SQ promptly of any change in the status of any of the foregoing.

ARTICLEV

PENALTIES AND SANCTIONS

51 Penalties. If the Participating Generator fails to comply with any provisions of this Agreement,
the ISO shall be entitled to impose penalties and sanctions on the Participating Generator. No
penaities or sanctions may be imposed under this Agreement unless a Schedule providing for
such penalties or sanctions has first been filed with and made effective by FERC. Nothing in the
Agreement, with the exception of the provisions relating to ADR, shall be construed as waiving
the rights of the Participating Generator to oppose or protest any penalty proposed by the ISO to
the FERC or the specific imposition by the 1ISO of any FERC-approved penalty on the
Participating Generator,

5.2 Corrective Measures. [f the Participating Generator fails to meet or maintain the reguirements
set forth in this Agreement and/or in the ISO Tariff as limited by the provisions of this Agreement,
the ISO shall be permitted to take any of the measures, contained or referenced in the SO Tariff,
which the 1ISO deems to be necessary to correct the situation.
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D 2.6.1 Tolerance Band and Performance Check

D26.2

The 1SO shall determine the Tolerance Band for each Settlement Interval o for PGA
resources and dynamically scheduled System Resources based on the data from the
Master File as follows:

TOLERANCE BAND,s, = +max(FIX LIM ,TOL PERCENT * Pmax,)/ 6

where,

FIX_LIM is a fixed MW limit and is initiaily equal to 5 MW.

TOL_PERCENT is a fixed percentage and is initially equal to 3% .Pmax; isthe
maximum operating capacity in MW of resource / specified in the Master
File.

The ISO shall determine the Tolerance Band for each Settlement Interval o for PLA resources as foltows:

TOLERANCE BAND,,, = + max(FIX LIM, TOL _PERCENT * Hdfin,,)/ 6

where HAfin, ,is the Final Hour Ahead Energy Schedule.

Resources must operate within their relevant Tolerance Band in order to receive any
above-Ex Post Price payments. The 1SO shall determine the performance status of the
resaurce for each Settlement Interval 0. A resource shall have met its performance
requirement if its UIE; 1, is within its relevant Tolerance Band. A rescurce meeting its
performance requirement in Settlement Interval o wili have a PERF_STAT he=1. A
resource that has not met its performance requirement in Settiement Interval o will have a
PERF_STATp,=0.

Must-offer resources that produce a quantity of Energy above Minimum Load due to an
ISO Dispatch Instruction during a Waiver Denial Period are not subject to the Tolerance
Band requirement for purposes of receiving Minimum Load Cost Compensation, as
defined in Section 40.8. Accordingly, the PERF_STAT,,, for eligible must-offer
resources, as defined in Section 40.8, shall be set to 1, irrespective of deviations outside
of the Tolerance Band, for the purpose of determining eligibility for Minimum Load Cost
Compensation during a Waiver Denial Period. The Tolerance Band shall be used to
apply UDP during a Waiver Denial Period.

Non-dynamically scheduied System Resources do not have a Tolerance Band. Non-
Participating Load Agreement (PLA) load resousces are not subiect to the performance
requirement.

Unrecovered Costs Neutrality Allocation
For each Settlement Interval o, the total Unrecovered Costs for Trade Day d shall be

allocated pro-rata to each Scheduling Coordinator g based on its Metered Demand,
calculated as follows:

Issued by: Charles F. Robinson, Vice President and General Counsel
Issued on: March 13, 2006 Effective: May 31, 2006
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UDP_POS_AMT,,; or UDP_NEG AMT,,are the penalty amounts in Dollars for either
an aggregated or individual resource  for Settlement interval o of hour h.

The 1SO will not calculate UDP settlernent amounts for Settlement Intervals when the
corresponding Zonal Settlement Interval Ex Post Price is negative or zero.

For an MSS that has elected to follow its own Load, the Scheduiing Coordinator for the
MSS Operator will be assessed the Uninstructed Deviation Penalty charges based on the
Deviation Band and Deviation Price in Section 4.9.9.2 of the 1SO Tariff,

D29 Minimum Load Cost Compensation
The 1SQ shall calculate a Must-Offer Generator's Minimum Load Cost Compensation

(ML.CC), pursuant to section 40.8.1 of the 1SO Tariff, as the Minimum Load Cost for each
resource i during Settlement Interval o of hour h, as defined in section 40.8.4 of the 1ISO

Tariff.
b3 Meaning of terms in the formulae
D31 [Not Used]
D3.2 COST_AT_STLMT_PRICE;;,,- $/MWh

The sum of ali dollar amounts from each dispatched bid segment for Energy quantities
settled at the Resource-Speciic Ex Post Price, for resource i during Settlement Interval o
of hour h, and limited to those bid segments with Energy Bid prices below the Maximum
Bid Level.

D3.3 BID_COST; o~ $/MWh

The sum of all dollar amounts from each dispatched bid portion of Energy quantities
setlled at the maximum of either the carresponding Energy Bid price for those bids with
Energy Bid prices below the Maximum Bid Level or the Bid Floor, for resource i during
Seitlement Interval o during hour h.

D 3.4 PRE_DISP_ABC_BQ;s.- MWh

The pre-dispatched Energy from all Energy Bids with any Energy Bid price above the
Maximum Bid Level, for resource i during Settlement Interval o during hour h.

D35 IE_PREDISPATCH_FOR_SEGMENT, o xm- MWh

The pre-dispatched Energy for rescurce i during Dispatch interval k of Settlement
Interval o of hour h for bid segment m.

D36 {Not Used]
D361 [Not Used]
D36.2 [Not Used]
D363 [Not Used]

tssued by: Charles F. Robinson, Vice President and General Counsel
issued on: March 13, 2006 Effective: May 31, 2006
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4.9.16.2 If the ISO is charging Scheduling Coordinators for summer reliability or demand
programs, the MSS Operator may petition the ISO for an exemption of these charges. If the MSS
Operator provides documentation to the ISO by November 1 of any year demonstrating that the MSS
Operator has secured generating capacity for the following calendar year at least equal to one hundred
and fifteen percent {(115%), on an annual basis, of the peak Demand responsibility of the MSS Operator,
the 1SO shall grant the exemption. Eligible generating capacity for such a demonstration may include on-
demand rights 1o Energy, peaking resources, and Demand reduction programs. The peak Demand
responsibility of the MSS Operator shall be equal to the annual peak Demand Forecast of the MSS Load
plus any firm power sales by the MSS Operator, less interruptible Loads, and less any firm power
purchases. Firm power for the purposes of this Section 4.9.16.2 shall be Energy that is intended to be
available to the purchaser without being subject to interruption or curtailment by the supplier except for
Uncontroliable Forces or emergency. To the extent that the MSS Operator demonstrates that it has
secured generating capacity in accordance with this Section 4.9.16.2., the Scheduling Coordinator for the
MSS Operator shall not be obligated to bear any share of the ISO’s costs for any summer Demand
reduction program or for any summer reliability Generation procurement program pursuant to 1SO Tariff

Section 45-3-1-842.1.8 for the calendar year for which the demonstration is made.

*kk ok

8.3.4 The 1SO shall procure on a daily and hourly basis, each day, Regulation, Spinning, Non-
Spinning and Repiacement Reserves. The 1SO shall procure Replacement Reserve on a longer-term
basis pursuant to Section 40.3.1:342.1.3 if necessary to meet reliability criteria. The ISO Governing
Board must approve all long-term Replacement Reserve contracts. The 1SO shall contract for Voltage
Support annually (or for such other period as the ISO may determine is economically advantageous) and
on a daily or hourly basis as required to maintain System Reliability. The ISO shall confract annually (or

for such other period as the 1SO may determine is economically advantageous) for Black Start

Generation.
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8.7 Scheduling of Units to Provide Ancillary Services,

The ISO shall prepare supplier schedules for Ancillary Services (both self-provided and purchased by the
ISO) for the Day-Ahead and the Hour-Ahead Markets. The ISO shall notify each Scheduling Coordinator
no later than 1:00 p.m. of the day prior to the Trédéng Day of their Ancillary Services schedules for the
Day-Ahead and no later than one hour prior to the operating hour of their Ancillary Services schedules for
the Hour-Ahead. Where long-term contracts are involved, the information may be treated as standing

information for the duration of the contract.

If, at any time after the issuance of Finai Day-Ahead Schedules for the Trading Day and before
the close of the Hour-Ahead Market for the first Settlement Pericd of the Trading Day, the ISO determines
that it requires Ancillary Services in addition to those included in the Final Day-Ahead Schedule (in the
appropriate Zone if procuring zonally), the ISO may procure such additional Ancillary Services by
providing Scheduling Coordinators with amended supplier scheduies for the Day-Ahead Markets that
include Ancillary Services for which previously submitted (but not selected) bids remain available and
have not previously been withdrawn. The 1SO shall select such Ancillary Services in price merit order
{and in the relevant Zone if the IS0 is procuring Ancillary Services on a Zonal basis). Such amended
supplier schedules shall be provided to the Scheduling Coordinators no later than the close of the Hour-

Ahead Market for the first Settlement Period of the Trading Day.

Once the 1SO has given Scheduling Coordinators notice of the Day-Ahead and Hour-Ahead
Schedules, these schedules represent binding commitments made in the markets between the 150 and
the Scheduling Coordinators concerned, subject to any amendments issued as described above. Any
minimum energy input and output associated with Regulation and Spinning Reserve services shall be the
responsibility of the Scheduling Coordinator, or provided in accordance with the must-offer abligation as
set forth in Section 40-440.7, as the 1SO's auction does not compensate the Scheduling Coordinator for

the minimum energy ouiput of Generating Units or System Units, if any, bidding to provide these services.



Accordingly, except as set forth under Section 48-340.7, the Scheduling Coordinators shalt adjust their
schedules to accommodate the minimum outputs required by the Generating Units or System Units, if

any, to facilitate delivery of Energy from Ancillary Services.

Notwithstanding the foregoing, a Scheduling Coordinator who has sold or self-provided Regulation,
Spinning Reserve, Non-Spinning Reserve or Replacement Reserve capacity {o the 1SO in the Day-Ahéad
Market shall be required to replace that capacity in whole or in part from the ISO if the scheduled self-
provision is decreased between the Day-Ahead and Hour-Ahead Markets, or if the Ancillary Service
associated with a Generating Unit, Curtailable Demand, or System Resource successfully bid in a Day-
Ahead Ancillary Service Market is reduced in the Hour-Ahead Market, for any reason (other than the
negligence or willful misconduct of the ISO, or a Scheduling Coordinator's involuntary decrease in such
sold capacity or scheduled sel-provision on the instruction of the 180). The price for such replaced
Ancillary Service shall be the Market Clearing Price in the Hour-Ahead Market for the Ancillary Service for
the Settlement Period concerned for the Zone in which the Generating Units or other resources are
located. The I1SO will purchase the Ancillary Service concerned from another Scheduiing Coordinator in

the Hour-Ahead Market in accordance with the pravisions of the (SO Tariff.

*kkk

11.2.4.2.1.1 Altocation of Costs from Qut-Of-Market calls to Condition 2 RMR Units.

All costs associated with energy provided by a Condition 2 RMR Unit operating other than according to a
dispatch notice issued under the RMR Contract shall be allocated in accordance with Section 11.2.4.2.1.
Until either the RMR Contract Counted MWh, Counted Service Hours or Counted Start-ups exceed the
relevant RMR Contract Service Limit, any cost incurred for energy provided under the RMR Contract
above the rate specified in equation 1a or 1b as set forth in Section 11.2.4.2 shall be allocated in

accordance with Section 11.2.4.2.1, not to the Responsible Utility.

Start-Up Costs for Condition 2 RMR Units providing service outside the RMR Contract, and any additional
Start-Up Cost associated with a Condition 2 RMR Unit providing service under the RMR Contract when

the unit's total service has exceeded an RMR Contract Service Limit but neither the RMR Contract



Counted MWh, Counted Service Hours or Counted Start-ups have exceeded the applicable RMR
Coniract Service Limit, shall be invoiced in accordance with Section 40-4-40-640.12.6 and collected in

accordance with Section 46-3-48:440.12.1.
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11.2.10 Payments Under Section 406.3.142.1 Contracts.

The SO shall calculate and levy charges for the recovery of costs incurred under contracts entered into
by the 1SO under the authority granted in Section 46:3-142.1 in accordance with Section 40:3-1-842.1.8 of

this ISO Tariff.
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11.2.13 Emissions and Start-Up Fuel Cost Charges.

The ISO shall calculate, account for and settle charges and payments for Emissions Costs and Start-Up

Fuel Costs in accordance with Sections 40-4.840.11 and 48-4-1040.12 of this ISO Tariff.
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27.1.1.6.1 Decremental Bids.

With regard to decremental bids, if Final Hour-Ahead Schedules cause Congestion on the Intra-Zonal
interface, the 1SO shall, after Dispatching available and effective Reliability Must-Run Units to manage the
Congestion, apply the decremental reference prices determined by the independent entity that
determines the reference prices for the Automatic Mitigation Procedure (AMP) as described in Appendix
P, Attachment A. The 1SO shall Dispatch Generating Units according to the decremental reference prices
thus established, the resource's effectiveness on the Congestion, and other relevant factors such as
Energy limitations, existing contractual restrictions, and Regulatory Must-Run or Regulatory Must-Take
status, to alleviate the Congestion after Finai Hour-Ahead Schedules are issued. Where the 1SO must
reduce a Generating Unit’s output, the 1SO shali Dispatch Generating Units according to the decremental

reference prices and not according to Adjustment Bids or Supplemental Energy Bids o alleviate Intra-



Zonal Congestion. No Generating Unit shall be Dispatched below its minimum operating level or above
its maximum operating level. No Reliability Must-Run Unit shall be Dispatched below the operating level
determined by the IS0 as necessary to maintain reliability. If Congestion still exists after all Generating
Units are Dispatched to their minimum operating levels, the SO shall instruct Generating Units to shut off
in merit order based on their total shut-down costs, beginning with the most expensive unit, where such
shut-down costs include the lesser of the cost to start up the Generating Unit or to keep the Generating
Unit warm for each Generating Unit with a non-zero Final Day-Ahead Schedule for Energy for the next
day. Units shut off due to Congestion as set forth in this Section 27.1.1.6.1 shall be charged the lesser of
the decremental reference price for the operating range between zero MW output and the unit's minimum

operating level or the relevant Market Clearing Price.

If a Generating Unit shut down according to this Section 27.1.1.6.1 cannot start up in time to meet its next
day's Energy Schedules, the IS0 shall charge the Scheduling Coordinator for that Generating Unit the
lesser of the decremental reference price or the Market Clearing Price at the operating level set forth in
the relevant Energy Schedule for any deviation from the next day's Final Day-Ahead Schedules for
Energy caused by such shut-down. Charges set forth in this Section 27.1.1.6.1 shall not apply to (1)
Reliability Must-Run Units aperating solely under their Reliability Must-Run Contracts or (2) units

operating during a Waiver Denial Period in accordance with the must-offer obligation.

The iSO shall apply the decremental reference prices to thermal Generating Units and o non-thermal
Generating Units. If a Generating Unit is instructed by the |30 to shut down to manage Intra-Zonal
Congestion, and is subsequently re-started, the Owner of that Generating Unit may invoice the 1SO for
the lesser of (1) the Start-Up Costs incurred and (2) the costs of keeping the Generating Unit warm to
meet its Energy Schedules as set forth in Section 48-4.48.840.12 6. if the |SO Dispatches System
Resources or Dispatchabie Loads to alleviate Intra-Zonal Congestion, the ISO shall Dispatch those
resources in merit order according io the resource’'s Day-Ahead or Hour-Ahead Adjustment Bid or

Imbralance Energy bid.



The ISO shail only Redispatch Regulatory Must-Take or Regulatory Must-Run Generation, Intermittent
Resources, or Qualifying Facilities to manage Intra-Zonat Congestion after Redispatching all other

available and effective generating resources, including Reliability Must-Run Units.
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2711611 Decremental Bid Reference Levels. Decremental bid reference levels shall be

determined for use in managing Intra-Zonal Congestion as set forth above in Section 27.1.1.6.1.

(a) Determination. Decremental bid reference levels shall be determined by applying the following

steps in order as needed:

1. Excluding proxy bids, mitigated bids, and bids used out of merit order for managing Intra-Zonal
Cengestion, the accepted decremental bid, or the lower of the mean or the median of a resource’s
accepted decremental bids if such a resource has more than one accepted decrermental bid in
competitive periods over the previous 90 days for peak and off-peak periods, adjusted for daily changes
in fuel prices using gas price determined by Equation C1-8 (Gas) of the Schedules to the Re!iab'iiiiy Must-
Run Contract for the relevant Service Area (San Diego Gas & Electric Company, Southern California
Edison Company, or Pacific Gas and Electric Company), or, if the resource is not served from one of
those three Service Areas, from the nearest of those three Service Areas. There will be a six-day time lag
between when the gas price used in the daily gas index is determined and when the daily gas index
based on that gas price can be calculated. For the purposes of this Section 27.1.1.6.1, to determine
whether accepted decremental bids over the previous 90 days were accepted during competitive periods,
the independent entity responsible for determining reference prices will apply a test to the prior 90-day
period. The test will require that the ratio of a unit's accepted out-of-sequence decremental bids. MWh)
for the prior 90 days to its total accepted decremental bids (MWh) for the prior 90 days be less than 50
percent. If this ratio is greater or equal to 50%, accepted decremental bids will be determined to have
been accepted in non-competitive periods and cannot be used to determine the decremental reference
price. This test would be applied each day on a rolling 90-day basis. One ratio would be calculated for
each unit with no differentiation for various output segments on the unit. Accepted and justified

decremental bids below the applicable soft cap, as set forth in Section 39.3 of this Tariff, will be included



in the calculation of reference prices;

2. A level determined in consuitation with the Market Participant submitting the bid or bids at issue,
provided such consultation has occurred prior to the occurrence of the conduct being examined, and
provided the Market Participant has provided sufficient data in accordance with specifications provided by

the independent entity responsibie for determining reference prices;

3. 90 percent of the unit's default Energy Bid determined monthly as set forth in Section
40.1.540.7.5 (based on the incrémental heat rate submitted to the independent entity responsibie for
defermining reference brices, adjusted for gas prices, determined according to paragraph (a){(1) above,
and the variable Q&M cost on file with the independent entity responsible for determining reference

prices, or the default O&M cost of $6/MWh);

4. 80 percent of the mean of the economic Market Clearing Prices for the units’ relevant location
during the lowest-priced 25 percent of the hours that the unit was dispatched or scheduled over the
previous 90 days for peak and off-peak periods, adjusted for changes in fuel prices determined according

to paragraph {a){1) above; or

5. If sufficient data do not exist to calculate a reference level on the basis of the first, second, or
fourth methods and the third method is not applicabie or an attempt to determine a reference level in
consultation with a Market Participant has not been successful, the independent entity responsibie for

determining reference prices shail determine a reference level on the basis of:

i the independent entity's estimated costs of an electric facility, taking into account available
operating costs data, opportunity cost, and appropriate input from the Market Participant, and the best

information avaiiable o the independent enfity; or
ii. an appropriate average of competitive bids of one or more similar electric Facilities.

(b) Monotonicity. The decremental bid reference levels (3/MWh bid price} for the different bid
segments of each resource shall be made monotonically non-decreasing by the independent entity
responsible for determining reference prices by proceeding from the highest MW bid segment moving

through each lower MW bid segment. The reference level of each succeeding bid segment, moving from



right to left in order of decreasing operating level, shall be the lower of the reference level of the

preceding bid segment or the reference level determined according to paragraph {a) above.
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30.4.9 Format and Validation of Minimum Load Costs.

For a Generating Unit, the submitted Minimum Load Cost expressed in dollars per hour ($/hr) is the cost
incurred for operating the unit at minimum load. The submiited Minimum Load Cost must not be negative

and must not exceed the cost-based Minimum Load Cost, as registered in the

Master File for the relevant resource. For gas-fired resources, the cost-based Minimum Load Cost shali

be derived pursuant to Section 401814240 8 4.

For Curtailable Demand, the submitted Minimum Load Cost ($/hr) is the cost incurred while operating the
resource at reduced consumption after receiving a Dispatch Instruction. The submitted Minimum Load

Cost must not be negative.
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34.1.21 Real Time Market,

Bids shall be submitted for use in the real-time Hourly Pre-Dispatch Section 34.3.0.2(i} and the Real-Time
Economic Dispatch up to sixty-two (62) minutes prior to the Operaling Hour. Resources required to offer

their Available Generation in accordance with Section 40-1.440 7 4 shall be required to submit Energy

Bids fo | of their Available Generation and

. In the absence of submitted bids,
default bids will be used for resources required to offer their Available Generation in accordance with
Section 48-4-440.7 4. Resources nct required to offer their Available Generation in accordance with

Section 46-4-440.7.4

. may



voluntarily submit Energy Bids. Submitted Energy Bids shall be subject to the Damage Control Bid Cap

as set forth in Section 39.1 and to the Mitigation Measures set forth in Attachment A to Appendix P.
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34.1.3 Requirement to Submit Energy Bids For Awarded or Self-Provided Ancillary

Services Capacity.

Scheduling Coordinators for resources that have been awarded or self-provide Regulation Up, Spinning
Reserve, Non-Spinning Reserve or Replacement Reserve capacity must submit a Supplemental Energy
bid for at least all the awarded or self-provided Ancillary Services capacity. To the extent a Supplemental
Energy bid is not so submitted for a gas-fired resource, the iSO shall calculate a Supplementat Energy
bid in accordance with Section 46-1840.10.1 and insert that bid into the real-time Imbalance Energy
market. To the extent a Supplemental Energy bid is not so submitted for a non-gas-fired resource, the

IS0 shali insert a bid of $0/MWHh into the real-lime imbalance Energy market.
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Emissions Cost Charge The charge determined in accordance with Section 43-4-840.11.
Emissions Cost Demand The level of Demand specified in Section 40-49-340.11.3.
Emissions Cost Invoice The invoice submiited to the I1SO in accordance with Section

40-4-8-840.11.6.

Emissions Cost Trust The trust account established in accordance with Section
Account 40.4-0.240 11.2.
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FERC Must-Offer All entities defined inby Section_46-1+-440.7.1 of thethis IS0 Tariff,
Generator '

* %

SO Website The 150 internet home page at hitp://www .Caiso.com or such other




internet address as the IS0 shall publish from time to time.
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Load-Serving Entity {LSE) Any entity {or the duly designated agent of such an entity, including,

e.g. a Scheduling Ceordinator), including a load aggaregator or power

marketer: (i) serving End Users within the 1SO Conirol Area and (i)

that has been granied authority or has an obligation pursuant to

California_State or local law. regulation, or franchise o sell elsctric

energy to End Users located within the 180 Control Area or (i) is a

Federal Power Marketing Authority that serves retail Load.

khhk
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Net Qualifying Capacity Qualifying capacity reduced, as applicabie, based on: (1} testing

and verification; and (2) deliverability restrictions. The Net

Qualifving Capacity determination shall be made by the 1ISC

pursuant to the provisions of this 1ISO Tariff and any applicable

manual or procedure.
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Pianning Reserve Margin A Planning Reserve Margin shall be that quantity or perceniage

of capacity in MWs that exceeds the Demand Forecast set forth
in Section 40 .3 as provided for in Section 40.4 of this 1SO Tarifi

*kkk

Proxy Price The value determined for each gas-fired Generating Unit owned
or controlied by a Must-Offer Generator in accordance with
Section 48-4:840.10.1.



Qualifying Capacity

Reliability Services Costs

Resource Adequacy

Resource Adegquacy

Capacity
Resource Adeguacy Plan

*kkk

The maximum capacity of a Resource Adequacy Resource.

The criteria for calcuiating Qualifying Capagcity from Resource

Adequacy Resources may be established by the CPUC or other

applicable Local Regulatory Authority and provided to the [SO,

or defauit provisions in Section 40.13 of this 13O Tarifl,

* k% k

The costs associated with services provided by the ISO: 1) that
are deemed by the I1SO as necessary to maintain reliable
electric service in the 1SO Control Area; and 2) whose costs are
billed by the 1SO to the Participating TO pursuant to the ISO
Tariff. Reliability Services Costs inciude costs charged by the
ISO to a Participating TO associated with service provided
under an RMR Contract (Section 30.6.1.2), local out-of-market
dispatch calls (Section 11.2.4.2.1) and Minimum Load Costs
associated with units commitied under the must-offer obligation
for local reliability requirements (Section 40-4-8-4-440.8.6)
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The program that ensures that adeguate physical generating

capacity dedicated to serving all load requirements is available

to meet peak demand and pianning and operating reserves, at

or deliverable to iocations and at times as may be necessary to

ensure local area reliability and sysiem reliability.

The capacity of a Resource Adequagy Resource listed on a

Resource Adequacy Plan and a Supply Plan,

A submission by a Scheduling Coordinator for a Load Serving

Resource Adeguacy

Resource

Entity serving Load in the 1SO Controt Area in order to satisfy

the requirements of Section 40 of this 1SO Tariff,

A resource that is required 1o offer Regource Adeguacy

Capacity. The criteria for determining the types of resources

that are eligible to provide Qualifving Capagcity may be

established by the CPUC, other applicable Local Reguiatory




Short Start

Start-Up Cost Charge
Start-Up Cost Demand
Start-Up Cost Invoice

Start-Up Cost Trust
! Account

Supply Plan

Transmission Ownership

Authority and orovided to the 1SO. or the default provision in
Section 40.13 of this ISO Tariff.
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Generating Units that that have a cycle iime less than five hours

(Start-Up Time plus Minimum Run Time s less than five hours) have &

Start Up Time less than two hours, and that can be fully optimized with

respect o this cycle time.,
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The charge determined in accordance with Section 48:1:4840.12.
The level of Demand specified in Section 46:4-18-340.12.3.

The invoice submitted to the ISO in accordance with Section
40:-1-16:640.12.6.

The trust account established in accordance with Section
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A submission by a Scheduling Coordinater for a Resource Adequacy

Resource in order to satisfy the requirements of Section 44 of this iSO
Tariff.

g ek

A non-Participating TO ownership or joint ownership right to

Rights

Un-Recovered Minimum
Load Cost

ransmission fagilities within the ISO Conirol Area that has not

exscuted the Transmission Conirol Agreement and the transmission

faciliies are not incorporated into the ISO Controlled Grid,
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The Un-Recovered Minimum Load Cost for sach hour of Waiver

Denial Period shall be calculated as the difference between: (1) a

resource's Minimum Load Costs as calculaied in this Saction for the

same Settlement interval and (2) the Imbalance Energy pavment for a




resource’s minimum load enerqgy in the Settlement Interval.

Sk gk

I Waiver Denial Period The period determined in accordance with Section 40-4-640.7.6.

4.5
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[Appendix B.3]

Dispatch and Curtailment. The I1SO shall only dispatch or curtail a Net Scheduled QF of the
Participating Generator: (a) to the extent the Participating Generator bids Energy or Ancillary
Services from the Net Scheduled QF into the ISO’s markets or the Energy is otherwise available
to the 1SO under Section 40-1-440.7 4 of the 1SO Tariff; or (b} if the ISO must dispatch or curtail
the Net Scheduied QF in order to respond to an existing or imminent System Emergency or
condition that would compromise ISO Control Area integrity or reliability as provided in Sections
7.7.31,and 11.2.4.2.1 of the IS0 Tariff.
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[Appendix N]

b 2.6.1 Tolerance Band and Performance Check

The 1SO shaill determine the Tolerance Band for each Settlement interval o for PGA
resources and dynamically scheduled System Resources based on the data from the
Master File as follows:

TOLERANCE BANDy,, = +max(FIX LIM ,TOL_PERCENT * Pmax,)/ 6

where,

FIX_LIM is a fixed MW limit and is initially equal to 5 MW,

TOL _PERCENT is a fixed percentage and is initially equal to 3%.Pmay; is the
maximum operating capacity in MW of resource J specified in the Master
File.

The ISC shall determine the Tolerance Band for each Seitlement Interval o for PLA resources as follows:

TOLERANCE_BANDino = + max(FIX LIM, TOL _PERCENT * HAfin,,)/ 6

where HAfin, , is the Final Hour Ahead Energy Schedule.

Resources must operate within their relevant Tolerance Band in order to receive any
above-Ex Post Price paymenis. The ISO shall determine the performance status of the
resource for each Settlernent Interval 0. A resource shall have met its performance
requirement if its UIE; ., is within its relevani Tolerance Band. A resource meeting its
performance requirement in Settlement Interval o will have a PERF_STATin.=1. A



D29

resource that has not met its performance requirement in Settlement Interval o will have a
PERFMSTATi,h.c @ (),

Must-offer resources that produce a quantity of Energy above Minimum Load due to an
IS0 Dispatch Instruction during a Waiver Denial Pericd are not subject to the Tolerance
Band requirement for purposes of receiving Minimum Load Ceost Compensation, as
defined in Section 40-4+-8-440.8. Accordingly, the PERF_STAT,, ; for eligible must-offer
resources, as defined in Section 40-1.6-440.8, shall be set {o 1, irrespective of deviations
outside of the Tolerance Band, for the purpose of determining eligibility for Minimum Load
Cost Compensation during a Waiver Denial Period. The Tolerance Band shall be used to
apply UDP during a Waiver Denial Period.

Non-dynamically scheduled System Resources do not have a Tolerance Band. Non-
Participating Load Agreement {PLA) load resources are not subject to the performance
requirement. '
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[Appendix N]
Minimum Load Cost Compensation

The iSO shali calculate a Must-Offer Generator's Minimum Load Cost Compensation
{MLCC), pursuant to section 46-48-4-340.8.1 of the 1SO Tariff, as the Minimum Load
Cost for each resource i during Settlement Interval o of hour h, as defined in section

40-3-64-240.8 4 of the I1SO Tariff.
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Memorandum

To: ISO Board of Governors

From:  Phil Pettingill, Manager, Infrastructure Policy and Contracts

cc: ISO Officers

Date:  March 2, 2006

Re: Approval of Pre-MRTU Reliability Requirements Issues for March 2006 Tariff Filing

This memorandum requires Board action.

EXECUTIVE SUMMARY

Management recommends Board approval of the Pre-Market Redesign and Technology Update
("Pre-MRTU") Reliability Requirements tariff ("RR”) policy elements summarized in this
memorandum. These policy and design features are intended to complement the State's efforts to
implement resource adequacy ("RA") programs and, in particular, the California Public Utilities
Commission's commitment to implement RA on June 1, 2006, Accordingly, the 1SO intends for the
Pre-MRTU RR Tariff provisions to be effective by June 1, 2006 and endure solely for the interim
period prior to implementation of Phase 1 of MRTU.® Tariff provisions to replace the Pre-MRTU
RR Tariff elements were filed with the Federal Energy Regulatory Commission ("FERC") as part of
the February 9, 2006, MRTU Tariff filing.

These Pre-MRTU RR policy and design features have undergone public review. Many elements
have been modified in direct response to stakeholder concerns. A summary of the stakeholder
issues and how they were addressed is provided in a matrix as Appendix A. Thus, Management is
requesting the Board approve the policy elements described in this memo and further authorize
Management to make the appropriate tariff filings in a timely manner.

The remainder of this memo contains a discussion of the policy and design features and
recommendations as they pertain to these essential categories:

» Discussion of availability obligations, including continued backstop reliance on a modified
FERC must-offer obligation ("FERC MOQ"), imposed on resources to meet reliability
criteria ("RR MOQO");

+ Discussion of changes to settlement treatment for RR resources committed pursuant to the
RR MOQ; and

Given that the ISO has been assigned ceriain activities that must be conducted prior to the June 1, 2006
implementation date for the CPUC's RA program, such as oblaining month-ahead RA showing from resources, the
tSO is planning to have the Pre-MRTU RR Tariff language submitted to FERC on March 10, 2006. Under the Federal
Power Acl, FERC has sixly (60} days to review an amendment to a tariff,



« Relationship of Pre-MRTU RR tariff to the California Public Utilities Commission {"CPUC")
and Local Regulatory Authorities ("LRA")

» Discussion of deliverability requirements

BACKGROUND

The Pre-MRTU RR Tariff is intended to compliment the State's efforts to implement RA programs.
The long-term objectives of RA are to (1) ensure adequate resource capacity is available to reliably
meet forecast demand and reserves when and where it is needed, (2) encourage investments
required to ensure that refiability actually occurs, and (3) spur Load Serving Entities ("LSEs") to
take on the primary procurement role to ensure sufficient capacity is available.? The Pre-MRTU
RR Tariff faciiitates realization of these objectives for RA by coordinating how RA and other
resources are made available 1o the 1SO in the operational time frame to ensure load may be
reliably served. As noted above, the 1SO is seeking approval of the design and policy features of
the Pre-MRTU RR Tariff language at this time to ensure RA integration with the existing market
design by June 1, 2006, which is the RA implementation date established by the CPUC.

At its November 21, 2002 meeting, the ISO Board of Governors directed ISO management to defer
to State efforts to address the broader issue of RA. In addition, the Board directed management to
actively engage in the CPUC proceeding regarding the establishment of procurement rutes for the
State’s Investor Owned Utilities. At that meeting, the Board acknowledged the State’s legitimate
and primary role in addressing matters related to RA or, more specifically, the obligations of LSEs
to procure enough resources to serve their Load plus reserves.

Primarily through three significant decisions, the CPUC has adopted an RA framework intended to
provide sufficient incentives for the development of new electric infrastructure investment, and
maintenance of necessary exisling Generation, by mandating that entities that serve electric
customers secure sufficient resources of their own or through contracts to meet their customers’
needs. These RA contracts are expected to provide a revenue stream to contribute to the fixed
costs of Generation owners and enable new projects to secure the financing they need for
construction. In particular, in Decisions ("D.") 04-01-50 and 04-10-035, the CPUC required LSts
under its jurisdiction to demonstrate that they have acquired the capacity needed to serve their
forecasted retail customer load and a 15-17% reserve margin. D.04-10-035 adopted various load
forecast and resource counting conventions to assess LSE compliance, imposed a monthly
reporting requirement in additional to an annual showing, and, importantly, accelerated the
implementation of RA to June 2006. D.05-10-042 refined the procedures for implementing RA, but
deferred adoption of any local capacity requirements for further consideration for potential
implementation in 2007. In addition to the efforts initiated by the CPUC, the California legislature
enacted A.B. 380, which directed the CPUC to establish, in consultation with the 150, RA
requirements for LSEs under its jurisdiction. A.B. 380 further required each locally owned public
electric utility to plan for and procure sufficient resources to meet its planning reserve margin and
peak demand and operaling reserves.

2

California Assembly Bill 380 defines RA as a regulatory structure which "ensures that adequate physical
generating capacity dedicated to serving all load requirements is available to meet peak demand and planning and
operating reserves, at or deliverable lo locations and at times as may be necessary to ensire focal area reliability and
system reliability, at just and reasonable rates.”




STAKEHOLDER PROCESS

Since March 2005, the 1SO has conducted monthly forums with stakeholders describing the RA
elements associated with the MRTU Tariff filing. The RA-focused portion of the MRTU stakeholder
effort included two full days of face-to-face stakeholder meetings, five formal rounds of stakenolder
written comments and numerous iterations of White Papers proposals that have shaped the
development of policies to integrate the 1SO Tariff with RA requirements. With this information as a
foundation, in early 2006 the 1SO initiated a separate stakeholder process for development of the
RR Tariff. The RR Tariff stakeholder process has included the following milestones:

*Feb 3 Draft RR Tariff posted

Feb 14 Stakeholder meeting

*Feb 21 Stakeholder written comments due

Mar 2 Stakeholder conference call

Mar 6 Summarize 1SO response to stakeholder inputs
Mar 8-9 Request approval from Board of Governors

Stakeholder participation has been extensive and extremely helpful. Management recognizes that
some stakeholders remain concerned with certain features but management befieves that in each
case the 1SO's proposed resolution is reasonable, fair and workable. In some cases, the I50's
position was driven by its view of the best approach to assure reliable, efficient markets. In other
cases where equity was the primary consideration, the 1SO sought to achieve a balanced approach
based on the stated participant interests. A matrix of issues that includes previously expressed
stakeholder positions and the ISO responses is detailed in Attachment A.

PRE--MRTU RR ISSUES RESOLUTION

This section provides a summary description of the RR issues that have been resolved within this
stakeholder process.

General Principles and Structure of the Pre-MRTU RR Tariff

Four interdependent, practical considerations guided the development of the Pre-MRTU RR Tarilf.

First, while respecting the primary role of the CPUC and other Local Regulatory Authorities
("LRAs") in the area of long-term supply planning and procurement, as recognized by the 1SO
Board, the ISO remains statutorily obligated to operate the 1SO Controlied Grid in accordance with
Applicable Reliability Criteria and Good Utility Practice. To accomptish this requirement, the ISO
must have sufficient resources in appropriate locations to meet Demand. Moreover, the efforts of
State requilatory entities to ensure that LSES secure sufficient resources can only achieve the
intended reliability benefits if the procurement rules are integrated with the design of the 1SO
Markets and bidding practices as well as the physical realities of the 1SO Controlled Grid.

Second, the design features of this portion of the ISO Tariff must be implementable on an
expedited schedule to meet the CPUC's June 1, 2006 RA deadline.

Third, the design features would be temporary, intended only to be effective until implementation of
MRTU in November 2007. As such, 1SO management did not believe it was prudent to expend
substantial time and resources of both the ISO and Market Participants for an interim 18-month
period.



Fourth, RA at the state level remains evolutionary and transitional in that many of the resources
meeting the current RA requirements were entered into in the past without contemplation of RA
obligations. Thus, certain supply arrangements, most notably the use of firm energy contracts that
are frequently referred to as liquidated damage contracts, do not comport with an effective RA
program based on physical obligations.

These four considerations led to the general principle that the Pre-MRTU RR Tariff should be
designed with an intent to minimize system changes at the 1SO, which requires reliance upon
existing processes, procedures, and tariff authority to the maximum extent possible, while still
looking ahead to a well functioning RA program under MRTU. Accordingly, a feature of the Pre-
MRTU RR Tariff is its continued reliance for this interim period on the FERC MOG, the associated
Must Offer Waiver Denial ("MOWD") process and procedures, and the Minimum Load Cost
Compensation ("MLCC") provisions to make resources available for commitment to meet 1SO
reliability needs. However, the FERC MOO has been modified to be a backstop to resources
secured by Scheduling Coordinators for Load Serving Entities ("LSE") under the new RA program.
Thus, a primary modification includes revising the MOWD process to deny waivers first to those
resources that have received an RA capacity payment, i.e., the ISO will to the extent operationally
practical run the system without calling on units under the FERC-MOO. Instead, the ISO will issue
a MOWD to RA resources prior to issuing MOWD to non-RA resources under the FERC MOO 3

The existing 1SO tariff has also been modified to reflect the reality that a resource designated by an
LSE as a RA resource has received a bilateral payment to make its capacity available to the 1SO.
To prevent double payment, the 1SO proposes to revise the MLCC to recognize that RA resources
have received an explicit capacity payment and therefore no longer require the implicit capacity
payment embodied in the current MLCC provisions.

These major Pre-MRTU RR issues as well as the recognition of the supporting role of the 150 to
the CPUC and LRAs in implementing RA are discussed in further detail below.

Must-Offer Obligation

As noted, the FERC MOO provisions that are currently in the 1SO Tariff have been largely
preserved in the Pre-MRTU RR Tariff language. The FERC MOO will remain in place to ensure
that the ISO can meet system, zonal and local reliability needs. In part, the need to retain the
FERC MOO arises from the absence of a final decision by the CPUC imposing Local Capacity
Obligations on its jurisdictional LSESs, continued counting of non-resource specific energy contracts
such as Firm liquated Damage contracts and the present absence of a viable 150 "backstop”
procurement process®. 1t is anticipated that the Pre-MRTU RR Tariff may need to be modified later
in 2006 to incorporate the outcome of the CPUC’s pending proceeding to determine local capacity
requirements for 2007. Without a Local Capacity Requirement, and the operational need to
address zonal requirements, the 1SO must continue 1o have a mechanism to address the system
conditions that the IS0 is currently using the FERC MOO to address. it is generally presumed that
the planning reserve margin imposed on LSES will ensure that sufficient resources exist to address
"system” conditions. Hence, IS0 management has determined a need to maintain the FERC

# Resource operating constraints in must be taken into consideration.
+0On a separate effort the 1SO is continuing work with parties to resolve a compliant filed by lEP regarding the existing
Must-Offer Obligation ££05-146-000.
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MOO, at least until such time as an alternate mechanism such as a Reliability Capacity Services
Tariff, or similar mechanism, is in place.

A key modification to current tariff language is the change in priority for MOWDs. The 150 will
continue to use the existing MOWD process, i.e., day-ahead commitment notification, but the 1SO
will commit RA resources (resources included in LSES’ RA resource showings) before committing
the FERC MOO resources. This change is justified by the fact that LSEs have already paid for the
RA resources to be made available to the ISO.

The scope of the resources subject to MOQ is driven by existing ISO system capabilities and
practicality. Again, to minimize system changes, the Pre-MRTU RR Tariff mirrors the type of
resources that currently exist and are subject to FERC MOO, except that System Resources, i.e.,
imports, procured and counted by CPUC jurisdictional LSEs after the date October 27, 2005 must
be avaifable to the 1SO in accordance with the CPUC directive. Accordingly, the 1SO Tariff will be
modified to require RA imports to submit Supplemental Energy bids in its RT market for contractual
RA capacity not already scheduled by the LSE in the Day-Ahead or Hour-Ahead market to the
extent required by the CPUC or LRA to meet RA offer standards. Finally, the 1SO recognizes
there may be some contracts that existed prior to the CPUC RA degcision or have different
obligations adopted by an LRA other than the CPUC. Thus, it is appropriate that such resources
have a real-time offer obligation consistent with that adopted by the LRA and/or the provisions of
an existing contract

In developing tariff language, the ISO initially considered expanding the scope of the RAMOO to
thermal resources in the 1SO Control Area that are owned or controlled by Metered Subsystem
("MSS") Operators. After receiving stakeholder comments, the ISO now views that the MSS
agreements preclude this approach, yet ensure that MSS resources will be made available to the
ISO in situations of an actual or imminent emergency. The filed Pre-MRTU RR Tariff language will
exclude alf MSSs from the scope of the MOO (both load following and non-load following MSSs).

In addition, as under the current tariff, hydroelectric, requlatory must-take, and non-dispatchable
resources like Qualifying Facilities are exempt from the MOO. These resources are exempt
because it is not practical to change the 1SO systems to implement a new regime for the interim
18-month period prior to MRTU. However, these resources are expected to schedule in the Day-
Ahead market at a level consistent with their expected deliveries for the next Trade-Day.

Chanaes to Settlement

Under the existing Must-Offer rules approved by the FERC, a resource that is denied a Must-Offer
Waiver shall be compensated for its minimum load costs in addition to receiving payment for the
imbalance energy that is produced when operating at its minimum load. In the pasl, some parties
have identified this practice as a “double payment’. However, FERC has maintained that this
compensation method for minimum load costs is an appropriate proxy for a capacity payment until
a resource is able to earn a capacity payment through another mechanism such as a Resource
Adequacy contract. Now that resources have the opportunity to enter into an RA contract and

*The ISQ is not in a posilion to insert proxy bids in the case where system resources do not schedule in the Day-
Ahead market and do not offer into the real-time imbatance energy market. This limitation exists partly because of
systems limitations but is due in most part because these resources are not linked to a physical resource with
characteristics such as heat rate, fuel type, elc



L SEs have an obligation to seek such agreements, it is appropriate to modify the minimum load
cost compensation methodology for such contracted resources. The IS0 proposes to ensure that
such resources are not paid less than their minimum load costs after considering the compensation
from the imbalance energy market. For example: a RA resource will only be paid a MLCC uplift
payment to the extent the imbalance energy payment is insufficient to allow the resource to recover
its minimum load costs. Conversely, the existing minimum load cost compensation method wil be
maintained for resources that are not under an RA contract.

Deliverability

Deliverability encompasses the concept that a resource refied upon to serve load can actually do
s0. The ISO has consistently argued that an effective RA program needs to fully consider the
deliverability of resources. The CPUC concurred in D.04-10-035 {October 2004) when it
recognized that the objectives of RA would be undercut by a failure to impose deliverability
requirements.

Therefore, the proposed tariff amendments will implement provisions for the deliverability of
generation to the aggregate of load and the deliverability of imports to the ISO control area. The
deliverability of generation to the aggregate of load measures the impact of the transmission
system and the dispatch of other proximate generation resources on the ability of a particular
generator to provide energy to the 1SO transmission system at peak load. A resource whose
output is subject to a transmission constraint under the study criteria is not fully deliverable and the
capacity that it may offer for RA purposes would be reduced. The 150 will update this analysis on
an annual basis.

The screen to assess the deliverability of imports identifies the megawatt amount that should be
considered deliverable from outside the 1SO Controlled Grid through import paths. This quantity of
import capacity is then allocated to the respective LRAs for allocation between its jurisdictional
entities. As stated above, this tariff is transitional as is the current construct of RA in California.
Therefore, as deliverability is still being refined, some parties have raised concerns about the
allocation of import capacity. The proposed tariff language will allocate available import capacity
equally lo parties that enter into new import contracts. The 1SQ is also concerned about the
appropriate incentives for long-term RA procurement. Thus, it is committed to continue working
with stakeholders and LRAs to establish appropriate aliocation methods that support and
encourage long-term investment in infrastructure.

Deference to Applicabie LRA and Compliance

in accordance with direction from the Board in 2002 and AB 380, the 1SO has acknowledged the
primary role of the CPUC and LRAs in determining long-term procurement policies for LSES under
their jurisdiction. Deference is demonstrated by the proposed tariff by incorporating the following
RA rules developed by the CPUC or LRA:

» Load forecast and protocols

» Planning reserve margin
o Resource counting conventions

« Penalties for failure to comply with planning reserve margin requirements.
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The initial draft of the tariff language attempted to create consistency among the myriad of LSEs by
imposing minimum standards that would be applicable to all LSEs. However, after considering
stakeholder comments, to ensure comparability between CPUC and non-CPUC jurisdictional
entities, the 1SO has uniformly elected to defer to the state regulatory entities.

With respect to those areas in which the 1SO defers to the CPUC or LRA, the Pre-MRTU RR Tariff
serves to (1) implement rules adopted by the CPUC and LRAs, including providing technical input
and (2) implement rules over suppliers outside the jurisdiction of the CPUC or LRA. In this regard,
the proposed tariff requires a showing from the SC for the LSE and a confirmatory showing from
the SC for the resource that will be supplying the capacity. The LSE showing, while a requirement
imposed by the CPUC, is necessary for the 1SO in order to identify those resources that should be
subject to the revised MOWD process and MLCC settlement provisions and therefore has been
made a part of the tariff.

Other Activities Whose Outcomes could affect these Resolutions

The policy issues discussed in this memorandum should complete the design and resolve
overriding policy issues that establish the foundation of this market design element. Nevertheless,
there are other activities in progress at this time whose outcomes can affect the resolutions
proposed here and could require the 1SO to make adjustments to the filing at a later date. These
other activities include: (1) settiement discussion on the Reliability Capacity Services Tariff (RCST)
proceeding al FERC; and (2) anticipated CPUC orders in mid-2006 on local capacity requirements.
If these activities impact the current design, the ISO will initiate a stakeholder process to examing
any modifications.

A brief summary of the RCST settiement discussions begins with August 26, 2005, when the
independent Energy Producers (IEP) filed a complaint to remove the existing FERC Must Offer
Obligation. Then, FERC held a technical conference on November 8 and 9, 2005. Today, the
Settlement discussions among the parties are ongoing. Until RCST is resolved, the draft RR Tariff
relies upon the continuance of the FERC MOO. If the parties can reach agreement on the RCST,
then the 1SO will revise the 2006 Tariff accordingly.

CONCLUSION AND MANAGEMENT RECOMMENDATION

Management recommends that the Board approve the policies summarized above. Management
recommends the following motion.

MOVED,

That the 1SO Board of Governors approves the Pre-MRTU Reliability Requirements
policy proposals, as outlined in this memerandum dated February 28, 2006, and
related attachments.

Further,
That the Board of Governors authorizes management to file the necessary tariff
provisions to implement the Pre-MRTU Reliability Requirements.
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Memorandum

To: ISO Board of Governors

From:  Phil Pettingill, Manager, Infrastructure Policy and Contracts

cc: ISO Officers

Date:  March 9, 2009

Re:  Addendum to Approval of Pre-MRTU Reliability Requirements Issues for March 2006 Tariff
Filing

MODIFICATION TO IMPORT CAPACITY ALLOCATION

Page 7 of the March 2, 2006 “Memorandum re Approval of Pre-MRTU Reliability Reguirements
lssues for March 2006 Tariff Filing” (“March 2 Memo™) discusses aliocation of import capacity for
purposes of the ISO's proposed Reliability Requirements Tariff. |t stated in pertinent part:

The screen to assess the deliverability of imports identifies the megawatt amount
that should be considered deliverable from outside the 1SO Controlled Grid
through import paths. This quantity of import capacity is then allocated to the
respective LRAs for aliocation between its jurisdictional entiies. As stated above,
this tariff is transitional as is the current construct of RA in California. Therefore,
as deliverability is still being refined, some parties have raised concerns about the
allocation of import capacity. The proposed tariff language will allocate available
import capacity equally to parties that enter into new import contracts. The CAISQ
is also concerned about the appropriate incentives for long-term RA procurement.
Thus, it is committed to continue working with stakeholders and LRAs to establish
appropriate allocation methods that support and encourage long-term investment
in infrastructure. {Emphasis added.}

On March 2, 20086, as part of the ISO stakeholder process, the 1SO heid a conference call to
discuss the 130's response to written stakeholder comments submitted on February 21, 2006.
During that call, many pariies expressed concern that the proposed allocation of import capacity
solely on the basis of import contractual commitments injected procurement uncertainty. This
uncertainty arises from the fact that, under the previously proposed language, commitments would
be entered into prior to an assessment of the feasibility of the allocation.

In response to those concerns, the 1SO has modified the proposed Tariff language to eliminate this
uncertainty. Under the new proposal, the ISO allocates import capacity in two “buckets.” The first
bucket includes all contractual commitments entered into as of March 10, 2006, by non-CPUC
jurisdictional Load Serving Entities for the use of intertie capacity. The second bucket includes
CPUC jurisdictional Load Serving Entities in the aggregate with individual allocatians being made
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according to CPUC adopted rules. This process, which is the same as that which the 1SO has

already performed for 2006, allocates intertie capacity on a forward based in a manner that
encourages contracting.

CONCLUSION AND MANAGEMENT RECOMMENDATION

Management recommends that the Board approve the policies summarized in the March 2
Memorandum and above. Management recommends the following motion.

MOVED,

That the 1SO Board of Governors approves the Pre-MRTU Reliability Requirements
policy proposals, as outlined in the March 2 Memorandum and this addendum,
dated March 9, 2006, and related attachments.

Further,
That the Board of Governors authorizes management to file the necessary tariff
provisions to impiement the Pre-MRTU Reliability Requirements,



Appendix A

Stakeholder Process for Pre-MRTU Resource Adequacy Tariff Language

Stakeholder Process to Date

Draft Tariff language and White Paper posted February 3, 2006 N/A

Stakeholder meeting February 14, 2006 105
Stakeholder written comments due February 21, 2006 16
Stakeholder conference call March 2, 2006 (This information was not available at the time this Board

memorandum was prepared)

Stakeholder Process Going Forward

Date
Tariff filed at FERC March 10, 2006
Expected FERC decision May 9, 2006
RA implementation June 1, 2006

Specific Written Stakeholder Comments Received and ISO Response

Western Area Power m_om.o.mm,w@ o *a_ummam;_&m% RA should be mmmwmg in over The CAISO is accommodating the
Authority several years. Creates problems for | implementation schedufe established by the
LSE that don't have appropriate CPUC; LSEs are in the best position to buy

resource portfolios due to budgetary | for their own needs. As a general principle,

Attachment A to 3/2/06 {SO Board of Governors Memorandum by P.D.Pettingill Page 1



constraints and a limited pool of
"pricier resources’

no |.SE should lean on the capacity
purchases of others. Therefore, the CAISO
is contemplating a backstop role to allocate
its costs to LSES that are deficient.

Excluding WAPA
from RA
requirements

MSS that follow load are excluded
from RA; WAPA also meets its own
load and should aiso be excluded.

WAPA is an LSE within the CAISO control
area. CAISO offers the ability for LSES 10
meet RA in a number of ways, including
signing an MS5 agreement or developing an
RA program under the applicable LRA.

LD Contracts

Entities that entered into LD
contracts prior to 10/27/05 have
preferential treatment with regard to
qualifying capacity. The date should
be made effective no sooner than
the effective date of the Tariff.

The CAISO agrees with the CPUC that LD
contracts are “fundamentally incompatible
with achieving the objectives of a physical
capacity-based RAR program and that,
ultimately, their eligibility for fulfillment of
LSE's capacity obligations should be
disallowed.” The 10/27/05 date for
grandfathering was established by the
CPUC in recognition or existing supply
arrangements. Given the potential refiability
problems for LD contracts no additional
window to enter new contracts is warranted.

Section 40.2.1
PRM

Need to clarify when the Planning
Reserve Margin ("PRM") penalty will
be assessed ~ at submission of
Demand Forecasts and Supply
Plans or during a DA/RT deficiency.

The CAISO has eliminated the penaity

Section 40.2.1 PRM

Proposed penalty is too high,

The CAISO has eliminated the penalty

Section 40.2.7T PRM

Proposed penalty should not apply
to WAPA as a Federal Entity.

The CAISO has eliminated the penalty

Section 40.5.1

Q - Confirm that WAPA as an LRA
would determine the qualifying

The CAISO agrees that WAPA as an LRA
would make Qualifying Capacity

Attachment A to 3/2/06 1SO Board of Governors Memorandum by P.D.Pettingill

Page 2




| n%mnm_q for CVP inside and outside

of the Control Area.

determinations

Section 40.5.1

Q - Confirm that WAPA as LRA
would determine qualifying capacity
for its LD contracts

The CAISO agrees that WAPA as an LRA
would make Qualifying Capacity
determinations

Section 40.5.1

Q - Confirm that CVP units in
SMUD Control Area are a "System
Unit”*

The CAISO cannot confirm. A "System Unit’
is “one or more individual Generating Units
within a Metered Subsystem controlled so as
to simulate a single resource with specific
performance characteristics....” Thus, CYP
units in SMUD's Control Area are "System
Resources,” which are resources "located
outside the ISO Control Area.” Thus, they
are subject to a limitation based on import
allocation.

Section 40.5.2.1

Q - Wil the 1SO determine the
deliverability of WAPA resources
within the 1SO Control Area {(e.g.
New Melones)?

Yes. Western like all other LSEs in the
CAISO Control Area would be subject to the
CAISO's deliverability analysis

Section 40.5.2.2

Q - Clarify the statement- "ETCs
would be available to meet the
requirements, but 'not necessarily to
deliver market energy to load”

Western's use of the ETCs would continue
as itis today. No change is proposed with
this amendment

Section 40.7 Q - Are WAPA's CVP Hydro Units | Nothing about this amendment proposes to
subject to MOO for RA purposes? If | change the status of WAPA's units under the
s0, how would compensation be FERC must-offer requirement or the
determined? compensation under the FERC must-offer

requirement
PPM Energy James Caldwell | Section 40.13.6 Add verbiage related to new wind The CAISO appreciates the comment. The

and solar capacity does not have 3
vears of historic performance data.

criteria is based on the CPUC programand
will be reviewed and, if necessary, modified -

Attachment A to 3/2/06 1SO Board of Governors Memorandum by P.D Pettingill
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They should be assigned either (1)
qualifying capacity of a unitin the
same weather regime with similar
characteristics or (2) 35% of
nameplate capacity

10 S.aomm to the CPUC criteria.

Section does not apply to
Generating Units or System Units
owned or operated by Metered

James Blood Imports Listed Assumptions for (1) Import The CAISO agrees that it is of importance to
Capacity sellers (2) Import Capacity LSEs and suppliers to be able to rely on
buyers (3) POD (4) Product multi-year arrangements. Given the interim
Elements. nature of this Amendment, the long-term
Limitations to consider - 1SO must | focus on MRTU and the recent FERC
consider multi-year assignment of rulemaking on long-term firm transmission
import rights rights, it is nat possible in this filing to fully

address this issue o
Imports Q - Multiyear contracts contingent | The CAISO agrees that it is of importance 10
on the assignment of import rights? | LSEs and suppliers to be able to rely on
Must consider prices and liquidity multi-year arrangements. Given the interim
impacts nature of this Amendment, the iong-term
focus on MRTU and the recent FERC
rulemaking on long-term firm transmission
rights, it is not possible in this filing to fully
address this issue .
City of Vernon Eileen Zorc MSS Confirm that Vernon has no must The CAISO is not proposing to change the
offer requirement, based on section | scope of the applicability of the current
8.1.2 of their MSS Agreement. FERC-imposed must offer regime.
Currently, MSS units are not subject to the
FERC must offer requirement. Section 4.7.1
is existing tariff language
Section 40.7.1 Add verbiage confirming that the The CAISO is not proposing to change the

scope of the applicability of the current
FERC-imposed must offer regime.
Currently, MSS units are not subject to the

Aftachment A to 3/2/06 1SO Board of Governors Memorandum by P.D.Pettingili

Page 4




‘Stakeholder Comment . .

___m_:_mmv_msam. |

FERC must-offer requirement. Section 4.7.1
will be limited to existing tariff language,
except for System Units that contract to
supply Resource Adequacy Capacity with
another entity

Cogeneration
Association of CA and
the Energy Producers
and Users Coalition

Rod Aoki

Section 40.1
Applicability

AB 380 exempts certain types of
customer generation of LSEs from
RA. These criteria should be
defineated in this section.

The CAISO agrees and will clarify that Public
Utilities Code Section 218 arrangements will
not be included :

Section 40.7.1

Needs further clarification to specify
the section applies to those who sell
in 1SO markets, not every entity in
the market.

The CAISO is not proposing to change the
scope of the applicability of the current
FERC-imposed must offer regime. QFs that
have not been subject to the FERC must-
offer program will still remain exempt.
Section 4.7.1 is existing tariff language

Powerex

Joff Lam

Imports

The 1SO must take on the role of
verifying the deliverability of imports
for RA as well as verifying that
importers supplying an RA capacity
product on the interties have either
scheduled or bid sufficient capacity
into the ISO's existing markets.
Suggestions:
- Review HA schedules at
interties
- Periodic review of sup energy
bids against RA capacity
obligation at the ties
- SCs self report and 1SO verify
This is needed to reduce uncertainty
and provide a disincentive to

The CAISO agrees with Powerex and has
incorporated a schedule or offer obfigation
on RA imports. The CAISOis notina
position to insert proxy bids in the case an
RA import does not offer consistent with their
obligations. The CAISO will develop an
after-the-fact review to assess if the
schedule and offer obligation is complied
with.
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procure capacity at the ties. Urges
another SH meeting.
SMUD Laura Lewis Jurisdiction Proposed tariff language infringes The CAISO has tried to be very deferential
on policy issues that are the reaim | o state and local regulatory authorities.
of state and local regulatory Note that the CAISO is deferring to the
authorities. Supports CMUA forecasting standards, reserve requirements,
comments. and Qualifying Capacity determinations of all
Local Regulatory Authorities not just the
CPUC
RA obligation Clarify that RA obligations do not Section 40.1 states that the requirements
apply to LSEs outside of the Control | are addressed to LSES "serving Load within
Area. the 1SO Control Area
MOO Clarify that this does not apply to The CAISO is not proposing to entarge or
entities outside of the Control Area. | diminish the scope of the current FERC-
imposed must offer requirement
MGO Method for assessing MOO costs is | The CAISO is not proposing to change the
discriminatory and does not reflect | current cost allocation of FERC must-offer
cost causation - "Demand within costs for generators not supplying Resource
California outside of the CAISO Adequacy Capacity. The CAISO will
Control Area that is served by continue to apply the outcome of the
exports from the CAISO Control Amendment 60 proceeding
Area.”
Section 40.1 Change ("non-CPUC Load Serving | The CAISO will consider the suggestion but
Appiicability Entities” to "{hereinafter collectively | is not sure of its significance
'non-CPUC Load Serving Entities')".
Section 40.2.1 Add "serving load within the CAISO | The CAISO agrees that this provision
Control Area” after Load Serving applies to serving load in the CAISO Control
Entity in second sentence. Area
Section 40.7.1 Need to clarify that the provision The CAISO is not proposing to change the
does not apply to entities outside of | scope of the applicability of the current
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the 1SO control area to the extent
that they sold power form one of its
generating units into the 1SO. Also
remove reference to System
Resources in fine 4.

FERC-imposed must offer regime. Section
4.7.1is existing tariff language. The CAISO
agrees the reference to System Resources
should be limited to System Resources that
have contracted to supply Resource
Adequacy Capacity

CMUA

Tony Braun

General - MOO

The 1SO should limit its filing to
MOO issues.

Effectively the CASIO is only addressing the
MOO. However, some elements such as SC
reports need to be available to the CASIO on

-an expected schedule and format. In

addition, the CASIO believes it is appropriate
to implement the settiement provisions that
are necessary to reflect that some resources
are RA and some are non-RA.

2007 procurement

A RA filing this year will not affect
procurement practices for LSEs this
year.

The CAISO disagrees. A filing this year
implements an RA program and begins the
transition away from the FERC must offer
obligation to the MRTU must offer program

General Absent a Local Capacity The CAISO disagrees. A filing this year
requirement, 2007 procurement will | implements an RA program and begins the
not be affected. transition away from the FERC must offer

obligation to the MRTU must offer program

Jurisdiction ISO should not be involved in the The CAISO agrees and will remove its
planning reserve arena. Thisisthe | proposed reserve margin
purview of state and local
authorities.

PRM Objects to imposing Planning The CAISO agrees and will remove its
Reserve Margin ("PRM") proposed reserve margin
requirements on SCs, but not on
CPUC jurisdictional LSEs.

PRM Objects to penatty provisions which | The CAISO agreed to remove the proposed
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penalties

Section 380 - Requires that PUC in
consultation with CAISO establish
RA requirements for LSEs subject to
CPUC jurisdiction. CMUA members
are exempted from this section.
Section 9620 - Defines RA for
CMUA members and other local
publicly owned electric utifities. This
section does not mention the ISO.

The CAISO has agreed to defet to all LRAs
with respect to the determination of the
Planning Reserve Margin and Qualifying
Capacity

Timing of filing

ISO should wait until other policy
forums (State, FERC) have finished
their discussions before filing.

The CAISO does not have the ability to wait
given the implementation of the CPUC
program in June 2006

CMUA provided two sets of tariff
comments - Option 1, the preferred
option limits the ISO filing to MOO
only. Option 2 - if the 1SO proceeds
with RA.

The CAISO appreciates the effort made by
CMUA and will address the comments in the
following sections

Section 40.1, 40.2,
40.3 40.4, 40.5,
40.6, 4013

Option 7 - Limit filing to MOO.
Strike these sections.

The CAISO disagrees. These sections are
valuable in the transition towards the MRTU
RA program

Section 40.7.1

Option 1~ Add verbiage that this
sections does not apply to MSS

The CAISO is not proposing to change the
scope of the applicability of the current
FERC-imposed must offer regime, which
does not apply to MSSs. Section 4.7.1 is
existing tariff language.

Section 40.7.3, Option 1 - adjust citing The CAISO will review the cross-references
40.7.4, 40.7.7, prior to the submission

40.10, 40.11.4

Section 40.8.3, Option 1 - adjust citing, clarify the The CAISO agrees that this clarification
40.8.4, 40.8.6, using the word "minimum” operating | should be made,
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level

Section 40.11.1,
40121

Option T- Add verbiage that
changes the definition of those
eligible to include the outcome of

The CAISO agrees that FERC must-offer
cost allocation is subject to the outcome of
the ER04-835 proceeding

FERC docket ER04-835
Section 40.1 Option 2 - Add verbiage that this The CAISO agrees with the comment and
Applicability does not apply to MSS will add this clarification
Section 40.2 Option Z - The RA Plan shall be ina | The CAISO will work with the CPUC, other

Submission of
Monthly Resource

form mutually agreed upon by
CAISO and SCs who schedule for

LRAs and market participants to develop an
appropriate template but the tariff should not

Adequacy Plan Non-CPUC LSES require mutual agreement
Section 40.2.1 Option 2 - clarify LSE "within CAISO | The CAISO agrees that the section is
Control Area.” addressing LSEs within the CAISO's Control

Area

Section 40.2.1 Option 2 - remove reference to The CAISO does not befieve the reference

Resource Section 40 of tariff (in one area) and | to section 40 is incorrect. The CAISO will be

Adequacy Plan remove reference to penalties {in removing the discussion of penaities

Compliance the other area).

Section 40.3, Option 2 - Add verbiage citing The CAISO will modify the tariff to accept the

Section 40.4 Section 9620 Load forecast developed methodology
established by the LRA, and agrees that the
load forecast provided should be consistent
with the requirements of Public Utilities Code
section 9620 to the extent that section
applies to the particular LSE.

Section 40.5.2 Net | Option 2 ~ clarify the portion of the | The CAISO will consider addinga cross-

Qualifying Capacity

tariff re: Net Qualifying Capacity.

reference as requested by CMUA but
doesn't believe it is necessary for
clarification

Section 40.5.2.1

Option 2 - deliverability analysis is
subject to FERC review.

The CAISO does not agree that language
stating the analysis is subject to FERC
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generating unit is deemed
deliverable it will always deemed
deliverable for Net Qualifying
Capacity purposes.

Add reference to the fact that once a | review is warranted. If an entity believes

that the CAISO has improperly conducted
the study {or performed any other task under
the tariff) the remedy is to file a complaint.

However, the CAISO can agree with the
principle that a resource will always be
deliverable. In fact, this is embodied in the
recently approved Large Generator
Interconnection Procedures. However, there
may-be cases where this is not practical and
must be addressed on a case by case basis.
For example, the loss of a large load at or
near a generator could cause a resource’s
deliverability to be reduced.

Section 40.5.2.1 Option 2 - Q - s deliverability likely | Not likely but possibly - see the response 1o
to be degraded by other events? the prior entry
Section 40.5.2.2 Option 2 - Added reference to FTR | The CAISO does not believe all these

and converted rights and pre-
existing rights to defiver to the ISO.
Change verbiage to reflect that
CPUC and Non-CPUC LSE be
treated similarly.

L SEs entering into long-term
commitments for capacity shall
receive priority.

Remove references to requirements
of sharing information at the end of
the section.

changes are appropriate as the allocation is
based on the existing supply arrangements.
The CAISO agrees that the allocation of
import capacity for resource adequacy
purposes should be on a comparable, non-
discriminatory basis. The CAISO agrees
that it is of importance to LSEs and suppliers
to be able to rely on import capacity which
must be allocated in a non-discriminatory
manner, including multi-year arrangements.
However, contracts information must be
made available to the CAISO for meet these
objectives. Given the interim nature of this
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Amendment, the long-term focus on MRTU
and the recent FERC rulemaking on long-
term firm transmission rights, it is not
possible in this filing to further address this
issue.

Section 40.6

Option 2 - Submission of Supply
plans - CMUA notes that this does
not obligate LSES to use the same
supply identified in the Supply Plan
for any purpose.

The LSE is obligated to use the resources in
the Resource Adequacy Plan not the supply
plan - however, the CAISO would expect
that there would be consistency between the
plans

Section 40.7

Option 2 - Remove reference 1o
System Resources. Add verbiage
that this does not apply to MSS.

The CAISO agrees to delete the reference 1o
Dynamically Scheduled System Resources

The CAISO is not proposing to change the
scope of the applicability of the current
FERC-imposed must offer regime. Section
4.7.1 is existing tariff language.

Section 40.7.3,
40.7.4, 40.7.7

Option 2 - Adjust citing

The CAISO will review the cites prior to final
submission

Section 40.7.5

Option 2 - Q - asks for clarification
whether the "emergency only" is a
substitute for the Modified Must
Offer.

The CAISO is not intending to modify the
applicability of the FERC MOO and is relying
upon the current form of MSS agreements..
Thus, the "emergency only” provision is not
necessary in this tariff amendment and has
been removed.

Section 40.8.3,
40.8.4, 40.8.6,
4010, 40.11.4

Option 2 - adjust citing, clarify the
using the word "minimum” operating
level

The CAISO agrees with this clarification.

Section 40.11.1,
40.12.1

Option 2 - Add verbiage that
changes the definition of those
efigible to include the outcome of

The CAISO agrees that this filing is not
meant to prejudice the litigation in ER04-835
and that if that proceeding requires

Attachment A to 3/2/06 ISO Board of Governors Memorandum by P.D.Pettingill

Page 11




FERC docket ER04-835

modification of this provision, it will be
modified in compliance with that order

Section 40.13.1

Option 2 - Remove (ii) verbiage

The CAISO agrees with this suggestion and
has modified the draft accordingly.

Section 40.13.5

Option 2- Remove this section.

While the CAISO would like to get rid of LD
contracts, this provision tracks the CPUC's
program and the CAISO has included it for
comparability

AReM

Sue Mara

Section 40.2,
40.2.1, 40.3, 40.4,
405, 40.5.1, 40.5.2,
and throughout.

Change verbiage to be consistent
with language of CPUC rules:
Replace "plans” with "showings” and
"submittals”;

Change "Net Qualifying Capacity” to
"Qualifying Capacity adjustments”

The CAISO is considering these comments
as well as similar but not identical comments
from others regarding these provisions

Section 40.2
Submission of
Monthly Resource
Adeguacy Plan

Delete the first sentence.

Clarify that document should be
submitted to the CPUC and they will
provide the info to the CAISO.

The CAISO disagrees that the plan must be
submitted first to the CPUC and then from
the CPUC to the CAISO. The Scheduling
Coordinator can submit it directly to the
CAISO

Section 40.5.1

Add reference to Section 40.13
within the body. Delete last
sentence.

The CAISO agrees to add the cross-
reference

Section 40.5.2 Net
Qualifying Capacity

AreM notes that timing is extremely
important as it relates to
adjustments to Qualifying Capacity.

The CAISO agrees that it needs to work with
the CPUC and other LRAs to provide the
information in a timely manner. .

Section 40.5.2.1

Add - 1SO will review deliverability
analysis inputs and draft results with
Market Participants and post
adjustments to our website within 90
days.

The CAISO has stated its intention to post
the results of its deliverability analysis in
Section 40.5.1. The CAISO agrees {0 -
include language indicating that the CAISO -
will notify suppliers of changes innet =
qualifying capacity prior to publication to
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Stakeholder: Comment

allow for resolution of disputes,

Section 40.5.2.2

Deliverability of Imports — suggests
changes to indicate that CPUC and
Non-CPUC LSEs are treated the
same.

The CAISO agrees that the alfocation of
import capacity for resource adequacy
purposes should be on a comparable, non-
discriminatory basis. The intent of the
section is to conform to those principles.

Section 40.6

Supply plans must be held in
confidentiality.

The CAISO agrees that the supply plans
could be held in accordance with the
confidentiafity provisions of the tariff

Section 40.7.5

The 1SO is ignoring the MCC
buckets methodology.

CAISO disagrees. The CAISO recognizes
the CPUC has included the MCC concept.
Therefore, the CAISO expects to fully
support the MCC approach.

Section 40.7.7 Need to clarify citing of sections The CAISO agrees the cites need to be
within this portion. updated
Section 40.8.7 Change verbiage in title from The CAISO is not proposing to make
"Capacity” to "Generation” changes to the FERC must-offer program at
this time in this filing. Further, the proposed
change is non-substantive (as titles do not
have substantive meaning under the tariff)
Section 40.13.1 Delete {ii) The CAISO agrees with this suggestion and

has modified the draft accordingly.

NCPA

Tony Zimmer

Metered Subsystem
{"MSS")

Requests confirmation that MSS
and MSS Agreement are exempt
from the CAISO Section 40,
including pre-MRTU Resource
Adequacy Requirements, MOO and
CAISO Default Qualifying Criteria,

The changes to section 40 are not meant to
either enlarge or diminish the requirements
on MSS Operators, which are currently
exempt from the FERC must offer obligation

TURN

Mike Florio

Deliverabiiity of
Imports

A reasonabie and non-
discriminatory method must be
developed to ensure that CPUC and

The CAISO agrees that it is of importance to
LSEs and suppliers to be able to rely on
import capacity which must be allocated in a
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Non-CPUC LSEs receive a fair
share of import capacity.

Adopt an a priori allocation
methodology based on foad
ratio share. Allow a second
chance request once aflocation
has been made so that LSEs
will have opportunity to fine
tune capacity allocations.
Must make sure this is done
early enough in the prior year
so that resource commitments
can be made.

non-discriminatory manner, including multi-
year arrangements. Given the interim nature
of this Amendment, the long-term focus on
MRTU and the recent FERC rulemaking on
fong-term firm transmission rights, itis not
possible in this filing to fully address this
issue

PG&E Arthur Section 40.2, 40.4, | Clarifying edits. The CAISO is considering these comments
Haubenstock 40.5.2.2, 40.6, as well as similar but not identical comments
40.7.1, 40.7.3, from others regarding these provisions
40.7.5, 40.7.6,
40.10.1
Section 40.2.1 Replace "fail” with "the CAISO does | The CAISO agrees to replace "fail" with
not believe” something else such as the CAISO
Add word “potential” before "identifies as not demonstrating compliance”
deficiency The CAISO agrees to add the word
“potential”
Section 40.5.2.1 Add a 5-year forecast. While the CAISO agrees with the long-term
Add details regarding deliverabifity | value of a 5-year forecast, it is not
analysis. appropriate at this time to be prescriptive on
Remove last sentence. this point. Therefore, the CAISO remains
committed to work with the stakeholders to
develop such a modification to the
deliverability studies.
SCE David Schiada | Section 40.2 Define "Resource Adequacy Plan” ~ | The CAISO agrees that the Resource
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‘Commenter

“Submission of

Monthly Resource
Adequacy Plan

showing templates outlined in CPUC
RAR. Add verbiage to include that it
is in the form "and manner”
approved by CPUC.

>§¢m@ Plan should be a defined term

and will add a definition to Appendix A.

However, SCE's suggested fanguage is too
narrow in that the term also will be used for
LSEs other than CPUC jurisdictional LSES.

Section 40.5.2 Net
Qualifying Capacity

Net Qualifying Capacity
determinations will comport with RA
timelines established by LRAs.

The CAISO agrees that it needs to work with
the CPUC and other LRAs to provide the
information in a timely manner.

Section 40.5.2.2 Results of Deliverability Analysis The CAISO agrees that it needs to work with
shall be posted on the 1SO website | the CPUC and other LRAs 1o provide the
within RA timelines established by | information in a timely manner.

LRAS.

Section 40.6 Define "Supply Plan” - not the same | The CAISO agrees and will add a definition
as "use limited resource plan’ to Appendix A

Section 40.7 Revise tariff language to reflect that | The CAISO is not proposing to change the

- Non-dispatchable QFs oruse | scope of the applicability of the current
limited resources that are also | FERC-imposed must offer regime. QFs that
RA resources are not subject to | have not be subject to the FERC must-offer
the same must offer obligations | program will still remain exempt. Section
as Dispatchable resources. 4.7.1 is existing tariff language

- The ISO will not submit proxy
sup energy bids for QF or use
limited resources for the un-bid
quantity of those resources.

Section 40.7.7 Clarify which entities are subjectto | The CAISO does not believe the requested

sanctions

clarification is necessary, the SC submitting
the supplemental energy bid or responsible
for the proxy bid would be the responsible
entity :

Sempra Global {non-

utility business)

Thomas
Corr

Section 40.7.1

There was an expectation that
FERC MOQ would qo away. There

In the 2/9/2006 MRTU filing, the CAISO has
proposed termination of the FERC must-
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| Stakeholder Commen

iSO Responise

is o justification for expanding the

reach of this program by including
Dynamically Scheduled System
Resources.

offer program. Itis being retained for this
interim period.

The CAISO agrees that the scope of section
40.7.1 should stay the same as today
except for an obligation on System
Resources that contract to provide
Resource Adequacy Capacity

MOO - Imbalance
Energy Payment

elimination of the imbalance energy
payment for units that may be
providing Qualifying Capacity. At
most these payments should be
prorated based on the ratio of the
Generating Units Qualifying capacity
to the Pmax.

Williams Power Tim Muller MOO Must-Offer obligation should be The CAISO is not proposing to change the
Company, Inc. narrowly applied to RA Qualifying scope of the applicability of the current
Capacity only. FERC-imposed must offer regime. Section
4.7.1is existing tariff fanguage. The
narrowing requested by Williams is part of
the CAISO's MRTU proposal filed on
21912006
Section 40.1 Participating Generators serving The CAISO agrees
Applicability station load should be expressly
exempt from requirements of
Section 40 and from being an LSE.
Noted in Tariff section 40.1
Section 40.8.3 Strongly opposes the complete Under the existing Must-Offer rules

approved by the FERC, a resource that is
denied a Must-Offer Waiver is compensated
for its minimurmn load costs in addition to
receiving the an imbalance payment for
minimum load. While this has been
identified as a "double payment,” FERC has
justified it as appropriate for a capacity
payment until a resources are able to eamn a
capacity payment through another
mechanism such as a Resource Adequacy
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[ 150 Response

contract. Now that resources that have the
opportunity to enter into an RA contract, itis
appropriate to modify the minimum load cost
compensation methodology for such
contracted resources to ensure that such
resources are not paid less their minimum
load cost after considering the compensation
from the imbalance energy market. The
existing minimum load cost compensation
method will be maintained for resources that
are not under an RA contract.

Section 40.6 Supply
Plan

Q - Why is this needed in addition
to the LSE RA showing? f itis for
cross validation then this process
must be expressly outlined in the
tariff. Tariff section must outline
how it will treat or reconcile any
differences.

Williams is correct. The submission of the
supply plan is for purposes of validation.
The CAISO does not believe that further
clarification is necessary. Section 40.2.1
describes how the CAISO will proceed if
there are problems with the Resource
Adequacy Plans submitted by SCs for LSEs.

Qualifying Capacity
Details

The 1SO must include sufficient
detait for all provisions that affect
rates and terms to allow the
Commission to determine if they are
just and reasonable.

The CAISO has stated its intention to post
the results of its defiverability analysis in
Section 40.5.1. The CAISO agrees to
include language indicating that the CAISO
will notify suppliers of changes in net
qualifying capacity prior to publication to
allow for resolution of disputes. Further, the
CAISO anticipates that the essential
information necessary from a testing and
verification process may already be available
under existing tariff provisions.

Proxy Prices

The 1SO should use the true daily
gas price index. (Section 40.10.1)

The CAISQ is not proposing to make
changes to the FERC must-offer program at
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this time in this filing.

The process and criteria for Must
Offer Waiver Denials ("MOWD")
must be part of the Tariff, not the
Operating Procedures.

The criteria are fundamentally the existing
tariff language from section 5.11.6.2 (section
40.1.6.2 in the Simplified and Revised
Tariff).

Definitions The 1SO should create precisely The CAISO agrees that the new defined
defined terms for all new terms terms (similar to those developed in
introduced in Section 40. Appendix A of the Tariff for the MRTU filing)

should be added to this filing

Section 40.1 Clarifying terms added. The CAISO is considering these comments

Applicability as well as similar but not identical comments

from others regarding this provision

Section 40.2 Edit - "web site” or "website.” The typographical correction has been noted

Submission of ‘

Monthly RA Plan

Section 40.2.1 RA
Plan Compliance

Include formula rate for determining
__x:

The CAISO proposes to eliminate the
penalty

meos the kind of data and

Section 40.3 The CAISO disagrees that the data provision
Demand Forecasts | information that is being requested. | requirements are overbroad.
Section 40.4 PRM | Q - Will the 1SO object if the LRA The CAISO has agreed to remove the 15%
establishes a Planning Reserve requirement
Margin "PRM") of less than 15%7 If
not, then item (b) should apply only
when the LRA has not established a
PRM.
Section 40.5.2 Net | The testing and verification process | The CAISO disagrees. The concepts should

Qualifying Capacity

and the deliverability analysis must
be set forth in the tariff.

be reflected in the tariff but the implementing
detail can be reflected in manuals or
procedures

Section 40.5.21
Deliverability within

Clarifying edits. Deliverability and
availability of different concepts that

The CAISO agrees with the suggested edit
"available” will be revised to "able”
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Section 40.5.2.2
Deliverabifity of
Imports

Clarifying edits.

Q- When this 1SO informs the SC
for a Non CPUC LSE that its RA
plan exceeds the non CPUC LSE
allocation, the tariff states that it will
reduce all import RA Capacity on a
pro rata basis or reduce a specific

import as instructed by the SC.

Confirm that the 1SO will only reduce
all import RA Capacity for that non-
CPUC LSE {on a pro rata basis)

The CAISO agrees and will make a clarifying
modification.

Section 40.7.1 Will there be a defined term for This section is existing tariff language based
Applicability "capacity"? on the existing FERC must-offer program
Section 40.7.2 Clarifying edits This language is existing language that is
Available Gen not modified by the proposed Amendment
Section 40.7.3 Need to provide more detail on what | This language is existing language that is
Reporting must be filed. not modified by the proposed Amendment it
Requirements for comes from Section 5.3.11 (or Section

Non Participating 40.1.3 of the Simplified and Revised Tariff)
Gen

Section 40.7.4
Obligation to offer
Available Capacity

Change "Capacity” to "Generation”

The CAISO does not agree that this change
is necessary. The term Generation is used
in the existing Tariff and given the whole unit
nature of the offer obligation under the Pre-
MRTU Tariff continues to be valid.

Section 40.7.5
Submission of Bids
and Applicability of
the Proxy Price

How will 1SO enforce proxy bids for
MO Generators for which it does not
have real-time SCADA?

1SO must include criteria by which it
will determine waiver denials.

The same way it does today under the
existing must-offer program
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Section 40.7.6

Clarified verbiage adding specificity

The CAISO is considering these comments

MOO Process to granting waivers. as well as similar but not identical comments
Added wording about Generating from others regarding these provisions
Unit start-up time.

Section 40.7.7 Need exceptions for forced outages | The CAISO agrees that outages

Penalties for Non- | and approved outage schedules.

Compliance

Section 40.8.1, Added clarifying language.. The CAISO is considering these comments

40.8.6, 40.8.7, as well as similar but not identical comments

40.11.6, 40.12.7,
40.13.4

from others regarding these provisions

Section 40.9 ltem 1 is contrary to 10/31/05 As the CAISO has explained in its brief on
Criteria of Issuing | Amendment 60 initial decision. exceptions to the initial decision, the CAISQ
Must-Offer Waivers | Current wording does not appear to | does have the express authority in its Tariff
authorize IS0 to grant waivers to to deny must-offer waivers if there wil
commit units for Local reliability otherwise be insufficient "on-line generating
requirements. capacity to meet operating reserve
requirements.” Section 40.9 is
fundamentally the current CAISO Tariff
Section 5.11.6.2
Section 40.10.1 1SO should use RMR equation C1-8 | It is pre-mature in the context of RA to use
as the basis for proxy prices. the daily gas. This issue may be dealt with
in context of other proceedings.
Section 40.13 Need more detail regarding the The CAISO has based this tariff language
CAISO Default method for deriving Qualifying on the CPUC order. The CAISO anticipates

Qualifying Capacity
Criteria

Capacity from 6 hours of peak data
over a 3-year period.

Q - How often will the Qualifying
Capacity Assessment be made?

working with the CPUC to add additional
detail that does not need to be reflected in
the tariff language. The Qualifying Capacity
determination should be adjusted only when
circumstances relating to the resource
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Section 40.13.7 Q - How will the de-rate be The CAISO has based this tariff language

Geothermal determined? on the CPUC order. The CAISO anticipates
working with the CPUC to add additional
detail that does not need to be reflected in
the tariff language.

Section 40.13.12.2 | Deleted verbiage related to The CAISO agrees.

Non-Dynamically Operating Reserves. Itis not

Scheduled System | "germane to whether the System

Resources Resources should count.”

SDG&E Tiff Nelson Implementation There must be close coordination The CAISQ supports the comment and
between CPUC, CAISO and CEC agreed that close coordination is essential
with regard to RA compliance in all aspects of the Resource Adequacy
monitoring, so that CPUC and Non- | program
CPUC LSEs are handled
appropriately.

Section 40.2.1 The praposed penalty in the CAISO | The CAISO has agreed to remove the
tariff differs from the penaity in proposed penalty
CPUC RA. Suggest that a capacity
market is a better approach to the
issue.

MOO SDG&E accepts that MOO is The CAISO appreciates SDG&E's
applied differently between RA recognition of the proposal as an interim
MOOQ and FERC MOQO, for the measure pending implementation of MRTU
limited period untit MRTU or a
centralized capacity market are in
place.

Supply Plans SDG&E supports the conceptof an | The CAISO agrees that this limited reporting

RA obligation of the Scheduling
Coordinators of generators
reporting the RA Status of their

obligation on generators will serve as a
useful verification tool
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capacity to the CAISO.

Section 40.6
Submission of
Supply Plans

Include verbiage that incorporates
the concept that generation could
have commitments to multiple LSES
through joint ownership or LSE
contracting for partial capacity
(change "an LSE" to "any LSE")

The CAISO agrees with the comment and
proposes to modify the language in Section
40.6 to be revised from "to an Load Serving
Entity" to read "to a Load Serving Entity or
group of Load Serving Entities”

Section 40.7.7, et
al.

Clarify that Dynamically Scheduled
System Resources do not include
Qualifying Facilities that are also
dynamically scheduled.

The CAISO agrees that the scope of 40.7.1,
the current FERC must-offer requirement
should not have been diminished or
expanded except for System Resources
that commit to supply Resource Adequacy
Capacity

California Department
of Water Resources,
State Water Project

Holly Cronin

Eligibifity

AB380 expressly exempts the State
Water Project from RA
requirements. As an LRA CDWR-
SWP will adopt its own RA
program.

The CAISO agrees that as an LRA the SWP
will establish the parameters of its own
program. SWP is excluded from the
definition of LSE, but wili be required to
develop, in cooperation with the CAISO, a
program that ensures it will not unduly rely
on the resource procurement practices of
other Load Serving Entities.

Reliability Costs

The relationship between the RA
requirement and continued CAISO
Reliability cost incurrence has not
been addressed.

Q - Does the 1SO expect reliability
purchases to decrease due to RA?
What are the projections?

Q - How does the ISO measure the
relative effectiveness of both RA
and CAISO reliability programs? It
this going to be public information?

The CAISO disagrees. Costs for Resource
Adeguacy Capacity is born by the
respective LSE; cost responsibility for
additional resources called under the
FERC-Must Offer obligation will continue to
be assessed based on the outcome of
Amendment No. 60. The CAISO has not
made any projections of decreases in costs
under the FERC MOO.
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| Stakeholder Comment -

Q - What public reporting with the
ISO be providing to give LSES
feedback on the efficacy of their RA
acquisitions in reducing SO
refiability costs?

RCST Q - What future negotiations are This issue is beyond the scope of this filing.
planned? How wil intervenors be
able to participate?

Applicability . Entities exempted from RA under SWP is excluded from the definition of LSE,

state law should not be subject to but will be required to develop, in

RA requirements of the 1SO tariff cooperation with the CAISO, a program
that ensures it will not unduly rely on the
resource procurement practices of other
Load Serving Entities.

Section 40.11.1,

ETCs and Interruptible, As the CAISQ is not proposing to eliminate

40.12.1 Participating Load should not be the use of the FERC MOO, the cost
required to meet RA requirements | allocation.is also appropriate.
and should not be charged
refiability-related costs, including
emissions and start up.
Section 40.8.6, Continued use of Amendment 60 As the CAISO is not proposing to eliminate
Minimum Load Cost | allocation is not acceptable and the use of the FERC MOO, the cost
Allocation CDWR-SWP will oppose this at allocation is also appropriate.
FERC.

- AB 380demonstrates that
CDWR-SWP is exempt from
reliability charges

- Amendment 60 was not
intended to be extended

- Amendment 60 precludes
demand response, which is a
critical component of successful
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electric markets.
- CAISO should bill must offer
costs based on a coincident
peak foad ratio share basis
Reliability costs should be allocated
to loads using ETCs

Section 40.11.1,
40.12.1, 40.12.7
Emissions and Start
Up

Need tariff clarification that these
costs are paid onfy to must offer
generators that are actually
operating under must offer waiver
denials.

As this is existing tariff language, the CAISO
does not believe the clarification is
warranted

Section 40.13.9

"1SO should use defined terms in -

this area - Curtalable Demand in
lieu of Dispatchable Demand.

The CAISO agrees that the term
“Dispatchable Demand Resource is
incofrect.

Section 40.1
Applicability

Clarification that the State Water
Project is excluded from the
definition of a Load Serving Entity.
Additionally adds verbiage refated
excluding customer generation for
standby service or is not physically
interconnected to the grid. (AB 380)

SWP is excluded from the definition of LSE,

but will be required to develop, in
cooperation with the CAISO, a program
that ensures it will not unduly rely on the
resource procurement practices of other
Load Serving Entities

Section 40.2.1

Provide the calculations underlying
the penalty $/MW and the
mechanism for deriving this amount

The CAISO has removed the proposed
penalty

Section 40.3, 40.4

Clarify that the Demand Forecast
and PRM are net of demand served
by ETCs or is interruptible, non-firm
or participating load.

SWP is excluded from the definition of LSE,

but will be required to develop, in
cooperation with the CAISO, a program
that ensures it will not unduly rely on the
resource procurement practices of other
Load Serving Entities.
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CALIFORNIA ISO Callors e

Pre-MRTU Reliability Requirements
2006 Tariff Provisions

ISO Board of Governors Meeting




__~ CALIFORNIA ISO Sysemoptatr

Background

. CPUC RA Rulemaking for 2006 complete

- CPUC RA Rulemaking for 2007
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e CALIFORNIA ISO Srenopa
Guiding Principles for 2006 Tariff

. Rely upon existing Tariff provisions where possible
— Current MOWD process and MLCC cost allocation

. Minimize changes to existing systems

— Settlement of unit commitment costs are modified for RA
resources vs. resources mcgmoﬁ to FERC MOO

— No expansion or _.mo_co:o: of ﬂmmoc_,om Qcmm oc:msﬁ_v\ om__ma
c:am_;ummo_soo S
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California independent

\- n .b...—‘lH ..mu O w.z M > Mm o System Operator

Sources of Reliability Capacity
Available to CAISO




CALIFORNIA ISO sy
Structure of Tariff

. Utilizes “must offer” Section 40 of the Simplified and
Reorganized (“S&R”) Tariff
— FERC approved February 24, 2006

» RR provisions for SCs of LSEs
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California Independent

CALIFORNIA ISO
Summary of Changes

« Resources
— RA preference in Commitment decisions
— RA settled aﬁm_‘mszv\ than FERC MOO

« Comparable oo:mmpcm:omm for failure to Bmmﬁ
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California Independent
System Operator

ALIFORNI

Modified Settlements

« Example: Two similar resources
— Minimum Load = 50 MW
— Minimum Load Energy Costs = $70/Mwh
— Imbalance Energy Price = $50/Mwh
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