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I. INTRODUCTION

In accordance with the Assigned Administrative Law Judge’s (ALJ) Ruling On
The Scope And Schedule Of Resource Adequacy Workshops (“Workshops Ruling™), the
California Independent System Operator Corporation (“ISO”) respectfully submits its
Opening Comments' on the Resource Adequacy Workshops. The ISO appreciates the
opportunity to submit comments on the issues being considered in the resource adequacy
workshops and looks forward to discussing these issues and working closely with the
parties to resolve such issues.

The CPUC’s Interim Order in this proceeding began to establish the foundation of
a viable and sustainable plan for ensuring long-term reliability in the State. In particular,

Y

the CPUC’s decision reaffirmed a load-serving entity’s (“LSE’s”) obligation to serve its
load through the prudent forward-market procurement of the resources necessary to serve

its load, plus a reasonable planning reserve margin. The ISO recommends that the CPUC

' Capitalized terms not otherwise defined herein shall have the meaning set forth in the Master

Definitions Supplement, Appendix A to the ISO Tariff.



continue to build off of that foundation by quickly and formally establishing a process to
resolve all outstanding issues. The end-point of that process should be an additional
order(s) from the CPUC on each of the issues to be resolved in the workshop process. By
letter dated February 25, 2004, President Peevey indicated to the ISO Governing Board
his intent to issue a further order in this proceeding by summer 2004. The ISO urges the
CPUC to hold to that commitment and to identify and establish a rational and thoughtful
process that will enable such a ruling. The identification and establishment of such a
process should be the focus of the upcoming workshop.

In the Workshops Ruling, the ALJ identified 11 issues to be addressed in the first
workshop which will be held on March 16, 2004. The ALJ identified two additional
issues to be addressed at the April 12-13 (and April 14, if necessary) workshop, plus any
unresolved issues from the first workshop. The ISO is deeply concerned that that the
workshop timeline is overly ambitious. There are 13 issues that need to be discussed and
“resolved” via the workshop process. These are extremely important and complex (and
often times technical) issues that cannot adequately be dealt with in the extremely short
time frame set aside by the Workshops Ruling. The ISO has real concerns that, given the
scope and importance of these issues, cannot be adequately and satisfactorily addressed
in the time frame established by the Workshops Ruling. Stated differently, the
Workshops Ruling attempts to resolve too many issues in too short a time frame. Given
the importance of these issues, that is not a prudent approach. The proposed timeline
offers little hope that the parties will be able to reach a consensus on the issues to be

discussed or that the issues will be adequately vetted.



Each of the workshop issues individually could consume an entire day’s
discussion because they raise important policy issues, are very technical in nature, and
are likely to be contentious. As opposed to descending into the workshops armed with
the disparate views of each workshop participant and prepared to engage in a substantive
debate on an issue-by-issue basis, the ISO recommends a more deliberative process.
Specifically, the ISO recommends that the CPUC direct each interested party to indicate,
in its reply comments, the order in which it would recommend that the CPUC resolve the
issues at hand. Such a prioritization will enable the CPUC to establish a process that will

ensure that the most pressing issues are resolved expeditiously.

The ISO recommends that the ALJ establish a workshop process that will allow
the issues to be prioritized and fully vetted in a rational, sequential manner. Specifically,
issues that require more immediate resolution (i.e., issues that are critical to the resource
adequacy program moving forward) should be addressed first in the workshop process,
and less urgent issues should be addressed later in the process. The first issue that should
be addressed is load-forecasting. Resolution of this issue is necessary in order to
establish each LSE’s baseline requirement or procurement target. The second issue that
requires resolution is what resources “count”, and how much, towards satisfying the
baseline requirement or procurement target. Resolution of this issue will require that the
CPUC establish “qualification” standards or criteria for each type of resource, e.g.,
hydroelectric, thermal, renewable, and imports. The third priority issue is
“deliverability”. Absent a transparent and repeatable process for determining whether a
given resource is actually deliverable to load on the system, the ISO would argue that a

given resource’s qualifying capacity may be illusory. Fourth, the ISO recommends that



the CPUC better define the nature of the obligation placed on LSEs. Specifically, the
ISO recommends that the CPUC establish certain “availability” requirements, as further
detailed below in the ISO’s comments. The ISO believes that resolution of these first-
priority issues will provide all parties — the CPUC, LSEs, the ISO, FERC, suppliers — the
information necessary to make informed judgments regarding the future form and
function of the California electricity market. The second-tier issues which can be
addressed later in the workshop process include, inter alia, penalities, phase-in, reporting
and compliance monitoring. A feasible and realistic, yet aggressive, schedule should be
established that will allow all of these important issues to be adequately evaluated in a
timely manner that allows the LSEs to (immediately begin) procure the resources needed
to satisfy their procurement obligation.

Finally, with regard to process, the ISO recommends that the CPUC assign
workshop participants certain tasks. As opposed to each party setting forth its own
unique proposal, the ISO recommends that the CPUC establish a process wherein pre-
selected participants develop and propose “strawman” proposals with regard to each
issue. For example, with respect to load-forecasting, the ISO recommends that the
California Energy Commission (“CEC”) and the ISO be directed to develop a proposal
for how to calculate and validate system peak load forecasts. Consistent with the January
22 Order, the LSEs could be directed to prepare summaries of their proposed
methodological approach to developing coincident peak load forecasts for their respective
systems. Similarly, with respect to deliverability, and as earlier proposed by President
Peevey in his Proposed Alternate Decision, the ISO could develop a strawman

deliverability test. With respect to the “counting” issue, another workshop participant



could be directed to review and work from the work previously prepared by the Resource
Adequacy Working Group (“RAWG”) that was established as part of the ISO’s MD02
process. The assigned ALJ ruling on the scope and schedule of resource adequacy
workshops recommends that the RAWG work be used as a starting point. The purpose of
this exercise would be to focus the workshops on the strawman proposals presented by
various parties and hopefully building from there. In the end, the CPUC would hopefully
benefit from a focused discussion centered around specific proposals.
The ISO’s positions on the issues to be addressed in the workshops are set forth
below.
II. A WELL-DESIGNED RESOURCE ADEQUACY REQUIREMENT
SHOULD PROVIDE REPORTING FOR USE OF RESOURCES FOR USE

BY THE ISO WHEN THEY ARE NEEDED TO BALANCE SUPPLY
WITH LOAD

The Interim Order did not address the ISO’s use of resources procured by the
utilities when needed to balance supply with load. This is an important issue that needs to
be addressed in any final order issued by the CPUC. In particular, the CPUC should
order that the LSE’s provide all remaining capacity that is otherwise not scheduled in the
Day-Ahead or Real Time markets to the ISO such that the ISO can utilize the LSE
contracted resources to balance Load and Resources in real time. This will ensure the
seamless handoff to the ISO of resources procured in the forward market and
subsequently scheduled in the ISO’s markets®.

This could be accomplished by having the CPUC require that contracts between
utilities and suppliers include a provision for making capacity procured under the contract

available to the ISO and subject to the applicable ISO Market rules. Pursuant to this

: The ISO agrees that in designing rules for such use by the ISO, utilities should be allowed to

indicate restrictions on energy limited resource.



requirement, capacity that is not included in a forward schedule by the utility should be
required to be available to the ISO for possible commitment by the ISO to serve
anticipate real-time load. Likewise, such capacity should be available for dispatch by the
ISO as part of the Residual Unit Commitment (RUC) procedure. RUC is a necessary tool
in enabling the ISO to maintain system reliability.

Parties might argue that there is no need to grant the ISO the ability to use
capacity procured by the utilities because the existing must-offer mechanism resolves the
ISO’s concerns. In that regard, the existing must-offer obligation ensures that existing
supply can be called upon to meet load if it is available and necessary. However, there
has been significant resistance to the must-offer obligation by suppliers, and the ISO is
concerned that FERC may remove the requirement some time in the future. The CPUC
should not depend on the “Must-Offer Obligation™ in its current form remaining as a
permanent feature of the California marketplace. Moreover, the CPUC should not
establish rules for resource adequacy that are dependent on FERC’s rules, the CPUC
must establish its own rules that are self-sustainable and will promote resource adequacy
in the State. The ISO also emphasizes that the “must-offer” obligation is not applicable
to hydroelectric and certain other resources currently “participating” in the ISO’s
Markets. As the CPUC is aware, the availability of hydroelectric resources is critical to
“keeping the lights on” in California and reliably operating the transmission grid

In addition, the “availability” provision is not merely a means to ensure that
resources are available to the ISO to serve load when and if necessary, but it also serves
as a means to ensure that resources are made available in a manner that accords with the

ISO’s scheduling and commitment requirements. It will be of little value to make



available to the ISO resources tare be unable to operate within the ISO’s established
rules. While this may be self-evident to some and presumably would come naturally to
contracting parties, the ISO has often been required to deal with contracts that fail to
conform to the ISO’s established tariff rules (e.g., contracts with different scheduling
timelines) or that give rise to operation problems (e.g., block-loaded, or must-take
contracts that give rise to over-generation situations). Such circumstances can easily be
avoided if the CPUC were to direct the LSEs under it jurisdiction to explicitly conform to

all ISO scheduling rules.

In conclusion, the ISO recommends that the CPUC develop a requirement in the
final ruling that would require the LSE’s to report contracted-for capacity available for
use by the ISO such that the ISO can reliably operate the transmission grid and that the
maximum amount of capacity is locked-up for a specified number of hours to serve
California load. In addition, this would ensure the resources procured by the LSEs are
utilized by the ISO for meeting operational requirements and the costs for such resources
are not increased because the ISO commits resources that are not part of the LSEs
resource portfolios.

III. AN EFFECTIVE COMPLIANCE/ENFORCEMENT MECHANISM IS

NECESSARY

Although the Interim Order requires a planning reserve margin of 15%-17% by
2008, the Interim Order is unclear as to when the annual obligation (i.e., the requirement
that utilities procure 90% of their capacity requirements for the summer months a year in
advance) begins. The CPUC must provide clarity on this issue. The ISO believes the

annual obligation should be effective sooner rather than later. Practically speaking, it



should be implemented effective May of 2005 for the operating year of 2006. By starting
sooner, the CPUC can be assured that the utilities are making progress toward meeting
their resource adequacy obligation, and the parties can begin the reporting process to
work out the inevitable glitches.

For a resource adequacy framework to be meaningful, it is necessary that there be
consequences for a failure to meet the resource adequacy obligations. Utilities (and other
LSEs) that fail to procure sufficient capacity far enough ahead of real-time operation
should be held accountable in a manner that will adequately deter recurrence of such
performance. The ISO supports the adoption by the CPUC of explicit penalties/sanctions
for utilities that fail to meet their resource adequacy obligations. Proper incentives are
necessary to motivate compliance with the resource adequacy requirement. Absent an
effective enforcement mechanism, there is little incentive for utilities to procure, prior to
real time, sufficient resources to meet their load obligations. The ISO believes that
utilities that fail to procure sufficient capacity should be subject to financial penalties and
be designated for first curtailment in the event of a resource deficiency.

The ISO proposes that the CPUC recognize two time periods for which it will
establish penalties for the inadequate procurement of capacity by the utilities. First, the
Interim Order established an explicit annual obligation to procure 90% of the resource
adequacy requirement, load plus planning reserves, for the summer months of May
through September. Therefore, the CPUC should establish an ex-ante penalty for the
entities that do not meet this obligation. This would require that there be an effective
reporting requirement in place. Then, the CPUC and CAISO could review the utility and

LSE plans to determine whether they satisfied their capacity obligation for each of the



summer months. For any entity that is found to be deficient, a severe financial penalty
would apply. At the workshop, the parties can discuss the penalty that would apply. One
possibility for consideration is a capacity deficiency charge based on the cost of a new
peaker. This type of penalty has been employed by NEPOOL for many years.

Second, the Interim Order placed a “soft” cap on utility purchases in the spot
market of 5%. Thus, the Interim Order essentially established an implicit requirement that
utilities and LSEs “close the capacity gap” between the 90% annual obligation and 100%
of real time needs. In the event a utility does not close this gap, the ISO may find itself
scrambling in Real-Time to locate the necessary supplies to serve California load. In
addition, a strong reliance on the spot market to “close this gap” may result in spot
market price spikes that will ultimately be reflected in the cost of bilateral contracts for
all Market Participants. At a minimum, excessive reliance on the spot market will subject
the utilities (and hence consumers) to spot market volatility. Therefore, the CAISO
recommends that the CPUC also establish an appropriate penalty for utilities that procure
more than 5% of their supplies in the spot market. Such a penalty will discourage over
reliance on spot market purchases.

Specifically, there could be a surcharge on real-time energy purchases, for entities
that purchase more than 5% of their needs in the spot market. The ISO also believes that
it is appropriate and necessary for LSEs to face the consequences of their failure to
procure adequate resources in the forward market regardless of whether the ISO is in a
staged emergency. The ISO is concerned that in the absence of such a penalty scheme,
LSEs may be encouraged to take the risk that supplies will be readily available in the spot

market and that the ISO will not enter a staged emergency and, as such, they will avoid
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having to pay the real-time energy purchase surcharge. LSEs should be discouraged from
playing this type of “Russian Roulette.” Further, it essentially results in certain LSEs
“leaning” on other LSEs without having to pay any cost for doing so and therefore an
inappropriate form of cross-subsidization.
IV.  LOAD FORECASTING ISSUES

The Interim Order places the responsibility for load forecasting upon the utilities
and LSEs because they have the load serving responsibility. The ISO urges the CPUC to
clarity that the January 22 Order requires the utilities and LSEs to develop annual and
monthly ISO coincident-peak based forecasts. The ISO supports use of a coincident-peak
based methodology because such a methodology is consistent with the historical
approach to integrated planning. In that regard, in the past, utilities planned their systems
in a manner that would ensure that sufficient capacity was available to serve their peak
loads. In addition, the utilities allocated the embedded costs of such planning and
procurement activities (e.g., the cost of new power plants) to their customers based on
each customer’s relative contribution to the utility’s peak load. The ISO recommends
that the CPUC adopt a similar approach with respect to LSE procurement obligations.
Under this approach, each LSE would be required to procure capacity in an amount
necessary to serve its coincident peak-demand on the system, plus a planning reserve
margin (established by the CPUC at 15-17%). A coincident-peak based method will
ensure that individual LSEs will not over-procure, based on their respective non-
coincident peak load. This approach results in less reserves being procured, yet, attempts

to ensure adequate resources are available to meet the coincident system peak of all
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LSEs. Of course, this is predicated on the assumption that everyone is working together

by pooling/sharing their respective resources to satisty the system’s peak load.

The Interim Order required that the utilities demonstrate, a year in advance, that
they have procured 90% of their requirements for the five summer months, defined as
May through September. However, the Interim Order is unclear whether the utilities
must demonstrate that they have procured sufficient capacity for each hour of the five
months, a certain number of hours to cover the highest peak for each of the five
individual summer months, or a certain number of hours to cover the highest peak for that
five-month period. The ISO notes, it may be prudent to require that a number of months
have the same requirement such as, July thru September, because it is inherently difficult
to determine in which month the annual peak will actually occur. Taking this principle to
its complete conclusion, it might be reasonable to use the annual peak forecast for all of
the summer months. However, there are costs associated with implementation.
Therefore, the ISO recommends that the CPUC establish a separate requirement for each
month’s forecasted coincident system peak that covers a minimum quantity of hours
based on all hours the peak could occur.” Significant diversity exists between the peaks
during the months of May through September. The ISO also is concerned that a myopic
focus on a single system peak during this period may result in under-procurement during
the other months of this period. Stated differently, if LSEs are only required to

demonstrate one year in advance that they have procured 90% of an anticipated July peak

’ It is important to determine whether the resource adequacy requirement will be based on a

monthly peak or a single peak. For example, looking ahead one year, the ISO and the CEC baseline peak
forecasts (42,894 vs. 42,561) are very close: however on a monthly basis the differences between the two
forecasts are significant.” It is imperative that load forecasting carefully consider the shoulder months of
May, June, and September because these have the greatest statistical volatility. i.e. These are the critical
periods in which actual loads can vary dramatically from long-term (year ahead) forecasts.
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load, they may under-procure in the other months where they are not required to make a

similar demonstration for each of those summer months.

Of course, application of a coincident peak based methodology requires the
development of a system peak load forecast. While the Interim Order stated that the
utilities should have the responsibility of estimating their own future needs (with an
explanation of their forecast differs from the CEC’s IEPR base case)the ISO believes that
a coincidental peak forecast should be developed by the CEC, in conjunction with the
ISO, to evaluate the combination of all LSE’s load forecasts and provide a basis for
estimating the remaining capacity available for the spot market. In addition, a control
area-wide coincident forecast could provide the basis for incentives and/or penalties
developed by the CPUC to discourage LSE’s from manipulating their forecast of peak
demand requirements in order to establish a smaller or larger resource requirement.* The
ISO and the CEC are best positioned because LSEs peak demand can occur in different
months or different days of the same month, and only these entities have historical data

for the control area simultaneous peak demand which is comprised of all LSEs.

Finally, with respect to factoring in the impact of energy efficiency and demand-

based programs, the ISO recommends that the impact of energy efficiency investments be

4 The ISO recognizes that an unintended gaming opportunity may be created under circumstances

where the same company who must forecast its load also has the obligation to purchase adequate supply to
meet its forecasted load. The potentiality exists that such a regime might not produce the desired outcome
of adequate resources being available to fully serve load. Alternatively, and as earlier proposed by the
ISO, each utilities obligation could be determined by its historical contribution to the system peak. Under
this approach a system peak load forecast would be developed but each LSEs obligation would be based on
the contributions to the prior years peak load.

13



reflected in the peak-load forecasts for the system,’ and demand-response programs be
included as “resources” that count towards satisfying the established procurement targets.
The CEC, working in conjunction with the LSEs, should assess and validate the likely

impact of energy efficiency programs based on historical experience and empirical data.

V. RESOURCES SHOULD BE COUNTED TO REFLECT THE ACTUAL

AMOUNT OF CAPACITY THAT CAN REASONABLY BE EXPECTED

TO BE AVAIALBLE IN PEAK HOURS

In order to achieve the primary objective of any resource adequacy requirement —
that of being able to reliably serve load in real-time, resources must be procured in a
manner that accurately reflects the resources capability to serve the peak load of the
system. Thus, there is a need to assess the ability of each resource, or set of resources, to
perform at peak load. Ideally, this is done by assessing each resource’s historical
performance at peak load or, for new generation, its total capability based on a
technological assessment. That is because even with a given resource type category
individual performance levels can vary. However, practically speaking, assessing and
evaluating each resource individually is time consuming and may require that certain
subjective judgments be made. Therefore, as is typically done in other parts of the
country where there are operative and functioning resource adequacy programs, the ISO
recommends that general standardized guidelines be established for each resource type.
Standardized guidelines for resource counting are necessary to ensure consistency across

the Control Area, ensure that adequate reserves are available in real time, and deter any

> This is appropriate because energy efficiency programs are intended to reduce the load obligation

of the LSE. The ISO also notes that simply assuming that energy efficiency programs will lead to load
reductions in direct proportion to the total amount of expenditures is not realistic nor warranted. The ISO
recommends that energy efficiency programs be “counted” based on their historical effectiveness in
actually reducing load and not be “counted” prospectively, based on the level of expenditures.
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inappropriate manipulation of the results. Absent consistent, standardized guidelines, it
will be difficult for the CPUC and the ISO to determine in a timely manner compliance
with the resource adequacy requirements.

Resources should be counted to reflect the actual amount of capacity that can
reasonably be expected to be available during peak hours. The ISO’s initial thoughts on
conventions for counting resources are set forth in the Opening Testimony of Mary Jo
Thomas Exh. 3, Thomas Opening at 4-6. This testimony included recommendations for
counting Utility Retained Thermal, Run of River Hydro, Pond Storage Hydro, Wind, and
other intermittent resources. In addition, Attachment B of the Assigned ALJ Ruling on
the Scope and Schedule of Resource Adequacy Workshops provides additional details on
the ISO’s recommendations for counting resources. The following are the ISO’s

recommendations regarding the counting of resources:

e  Thermal capacity should be reported as the maximum net dependable
capacity that can be delivered to the grid (less auxiliary station service, and
load netted behind the meter) and then de-rated for reasonably expected
outages that include scheduled outages, and environmental limitations.

e The capacity reported as contract capacity for thermal generation for which
the utilities do not have knowledge of the traditional outage schedules, should
be based on the historical metered contribution levels at the time that daily
peak demands occurred. Solar generation should be treated in the same way.
The maximum scheduled outage for the month should be used given that the
peak demand could occur at any time during the month.

e Run-of-river hydro capacity should be based on the metered historical
contribution levels at time of daily peak demands. Low hydro year
conditions should be used for purposes of determining the adequacy of Long-
Term Procurement Plans.

e  Pond storage, and pumped storage hydro capacity should be based on the
maximum level the generator is able to deliver to the grid based on the ability
of the reservoir to release water during times of daily peak while applying
limitations for known scheduled generation outages. Low hydro year
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conditions should be used for purposes of determining the adequacy of the
Long-Term Procurement Plans.

e Historical metered capacity levels contributed from pond storage, or pumped
storage hydro generators during daily peak demands (plus undispatched
Operating Reserve) should be used when the utilities do not have knowledge
of the traditional outage rates or the level of capacity the generator is able to
deliver to the grid based on reservoir levels.

e  Wind capacity is an important resource to serve load in the California ISO
Control Area. Wind generation, on occasion, provided over 1,300 MW of
environmentally clean capacity. However, historical operating levels of wind
generation during summer peak conditions are very low because the wind is
generally stagnant on the hottest summer days. For this reason, capacity
levels from wind generation should not be considered when assessing the
adequacy of utility plans to meet Summer peak loads. The contribution of
wind generation during winter peak days should be based on historical levels
seen during daily peaks.

e New Generation can be classified as Large Merchant, Municipal, and Utility-
owned Generation, Peaker Plants, Renewable Generation, Distributed
Generation, and Self-Generation. These types of generation all have different
risk factors that should be considered when including them in future
procurement plans. Large generation typically takes three years to develop
and transition to commercial status. Peaker Plants, Renewable Generation,
Distributed Generation, and Self Generation can be developed in
considerably less time. However, each of these types of generators have their
own associated risks. Peaker Plants historically have been canceled as fast as
they are planned. Distributed Generation is assumed to have the same issues
as the Peaker Plants with the exception that less emphasis has to be placed on
transmission capacity. Self Generation is dependent on the financial benefit
to the end-use customer given current gas rates, environmental regulations
and other permitting issues, the current financial status of the corporation,
and other economic trends. These risks should be considered in the plans and
furthermore, generation that relies on the Transmission System should be
included in the ISO Transmission Expansion Plan in order to assess any
potential transmission constraints that could be placed on the system as a
result of the new generation.

Further, the [ISO recommends that the Net Dependable Capacity be used for
counting Utility Retained thermal generation resources. The Interim Order states that the
consensus of the participants in the proceeding was that Net Dependable Capacity should

be used; however, there was not a consensus on how Net Dependable Capacity is to be
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defined. In the interest of clarifying the definition of Net Dependable Capacity for the

workshop, the ISO would like to refer the working group to the ISO definition, which is

largely based on NERC standards and recognized by the ISO resource data template.

The ISO defines Net Dependable Capacity as:
the power level that a generating unit can sustain, on average, measured at or
compensated to the point of delivery to the electric grid by both telemetry and CA
ISO revenue metering systems if there are no equipment operating on regulation
restrictions. It is mathematically equal to gross dependable capacity minus any
capacity utilized for the unit’s auxiliary load, on-site load if applicable, and step-
up transformer and project transmission losses. If the generating Unit provides

Ancillary Services, the net dependable capacity must be tested and certified by the
CA ISO.

VI. A WELL-DESIGNED RESOURCE ADEQUACY REQUIREMENT MUST

ADEQUATELY ADDRESS DELIVERABILITY ISSUES

Deliverability is an essential element of any resource adequacy requirement.
Specifically, utilities must be able to show that the supplies they intend to procure to meet
their load requirements can be delivered to load when needed. Otherwise, such resources
are of little, if any, value for the purposes of resource adequacy. The CPUC should
require the utilities to demonstrate the deliverability of the resources they procure in both
their annual resource plans and their long-term resource plans. This is essential so that
the utilities will be able to “count” their resources to determine whether they satisfy the
planning reserve margin, and to ensure sufficient coordination between resource planning
and transmission planning.

As part of developing its proposal to comply with FERC’s Order No. 2003
regarding the Interconnection of new generating facilities, the ISO developed and
proposed to FERC a “deliverability” test (but not requirement). The propose of this

proposed deliverability test was to begin to assess the deliverability of new generation to
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serve load on the ISO’s system. Recent experience indicates that while California has
added needed new generating capacity to the system over the past few years, not all of
that capacity is deliverable to load on the system because of the presence of transmission
constraints. Therefore, although not requiring that all new generation to be deliverable,
the ISO proposed in its Order 2003 compliance filing to begin to assess deliverability so
that the sponsors of new generation projects can accurately assess their ability to deliver
the output of the new plants to load and thus congestion costs they may bear under the
ISO’s congestion management protocols.

The various aspects of the ISO’s proposed deliverability test are discussed in
greater detail below.

A. Deliverability Of Generation To The
Aggregate Of Load

The ISO recommends that a generating facility deliverability assessment be
performed to determine the generating facility’s ability to deliver its energy to all load on
the ISO Controlled Grid under peak load conditions. Such a deliverability assessment
will provide necessary information regarding the level of deliverability of such resources
with an without Network Upgrades (i.e., major transmission facilities), and thus provide
information regarding the required Network Upgrades to enable the generating facility to
deliver its full output to load on the ISO Controlled Grid based on specified study
assumptions. That is, a generating facility’s interconnection should be studied with the
ISO Controlled Grid at peak load and under a variety of severely stressed conditions to

determine whether with the generating facility at full output the aggregate of generation
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in the local area can be delivered to the aggregate of load on the ISO Controlled Grid,
consistent with the ISO’s reliability criteria and procedures. In addition, the ISO
recommends that the deliverability of a new resource should be assessed on the same
basis as all other existing resources interconnected to the ISO Controlled Grid.

Because a deliverability assessment will focus on the deliverability of generation
capacity when the need for capacity is the greatest (i.e. peak load conditions), that will
not ensure that a particular generation facility will experience economic congestion
during other operating periods. Therefore, other information (i.e. congestion cost analysis
for all hours of the year) would be required in addition to the deliverability assessment to
evaluate the congestion cost risk of a take- or- pay energy purchase contract with a

particular generation facility.

B. Deliverability Of Imports

California is now, and will likely remain, dependent on imports to satisfy its
energy and resource requirements. Therefore, it is likely that as part of fulfilling their
obligation to procure sufficient resources (reserves) in the forward market to serve their
respective loads, the IOUs will contract with out-of-state resources. This is appropriate
and necessary. However, the ability to rely on imports to satisfy reserve requirements is
entirely dependent on the deliverability of such out-of-state resources to and from the
intertie points between the ISO’s system and the neighboring systems. Therefore, when
relying imports to serve load, and LSE should be required to ensure that they have 1)
acquired the necessary firm transmission rights to deliver the resources output over the
neighboring system’s transmission system and to the tie point with California; and 2)

assessed the deliverability of such resources from the tie point to load on the ISO’s
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system. The fact is, each LSE will have to utilize the same potentially constrained
transmission paths to deliver their out-of-state resources.

Resources that need to be imported over the transmission grid could be needed
simultaneously during a capacity deficiency. Because the utilities and LSEs will be
procuring their resources independently, it is possible that all of them may rely on the
same portion of the existing transmission system to meet their respective needs. While
the existing system may be able to satisfy the procurement plans of any one LSE, it likely
will not be able to transmit the sum of LSEs” needs. Therefore, the transmission system
should be checked to make sure that it can accommodate the necessary simultaneous
imports. The ISO proposes that each LSE, inconjunction with the ISO, be required to
perform an integrated analysis on the annual procurement plans and the long-term
procurement plans to ensure their identified resources are deliverable to load and that the
necessary transmission capacity will exist on the system. Such, an analysis should be
performed using similar techniques used for operational transfer capability (“OTC”)
studies but would look at specific resource import scenarios expected in the future.
Adverse internal generation availability and loop flow scenarios should be developed to
adequately evaluate the capabilities of the transmission system to deliver imports to

aggregate load.

C. Deliverability To Load Within Transmission Constrained Areas

Load within transmission-constrained areas is highly dependent on the availability
of generation within the constrained area and the transfer capability of the transmission
system. Because transmission capability is limited and may be unable to transmit a

sufficient amount of resources located outside of the constrained area to load, the
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reliability of service to this type of load is heavily dependent upon the availability of the
local generation for meeting its resource adequacy needs. Local transmission constrained
areas should have sufficient transmission so that an adequate amount of generation from
resources located outside the local area can be delivered to serve the local load. The
probability of load within the local area, exceeding the available capacity resources
located in the local area and imported into the local area, should be equivalent to the
probability of control area load exceeding the amount of capacity resources available to
the overall control area. Therefore, the ISO recommends that as part of assessing the
deliverability of an LSE’s general portfolio of resources, that particular focus be placed
on assessing the deliverability of the procured resources to serve load in such locally

constrained load pockets.

VII. PHASE-IN OF THE RESERVE MARGIN REQUIREMENTS

In its Interim Decision, the CPUC adopted a 15-17% planning reserve level,
which is to be phased in by no later than January 1, 2008. An issue to be addressed in the
workshop is how the reserve requirement should be phased in. Earlier in this proceeding,
in the Joint Recommendation put forth by various parties including Turn, IOUs, CEC,
ORA, they proposed a 15% planning reserve level, which would be phased in by
increasing the planning reserves 2% per year beginning in 2005, and attaining the desired
level of 15-17% planning reserves by 2008. The ISO supports such an approach.
Therefore, while the ISO would prefer, and has previously recommended, an earlier
implementation date for the full implementation of the resource adequacy requirement,

the ISO supports a measured, linear phase-in to achieve the full planning reserve margain

by or before 2008.
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The issue of an appropriate phase-in of the planning reserve margin is inexorably
linked with the issue of counting resources and evaluating the availability of spot market.
Therefore, it is essential to first determine proper methodology for counting resources
(including availability of spot energy), and then to total the available resources. Only
after these steps are completed can one ascertain the level at which the IOUs are currently
resourced and the “gap” that needs to be “closed” on a phased-in basis before January
2008. The objective of an effective resources adequacy program is to have adequate
capacity available during real-time operations to meet all reasonably expected load
conditions.

For example, the initial level of planning reserves in 2005 could be established at
a level that would be as great as that required in 2004 (7% Operating Reserve), designed
to meet the WECC Minimum Operating Reserve Criteria plus a reasonable adjustment
for forced outages. An ISO initial review indicates that in 2003, the quantity of forced
outages ranged from 3-12% during the summer months of May to September. Based
solely on forces outages this would translate into a planning reserve margin of between
10% and 19%.° Therefore, the planning reserve margin may need to be set at a minimum
level of 10% for the year of 2005 to account for the lowest quantity of forced outages and
thus establish adequate resources are available for operation during the summer months.
If this becomes the initial starting point, then there remains 5-7% to phase-in prior to

January 2008. Thus, the ISO recommends an appropriate evaluation of LSE forced

6 In Decision 03-12-062 (the IOU Short-term Plans) the Commission required the IOU’s to meet the

7% Operating Reserve level required by the WECC in 2004. The difference between Operating Reserves
Margin and Planning Reserve Margin as defined by the interim Order is the level of Reasonably Expected
Resource Outages. [The Planning Reserve Margin is Dependable Capacity divided by the Peak Load. The
Operating Reserve Margin is the Dependable Capacity less Reasonably Expected Resource Outages
divided by the Peak Load.]
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outage rates and the spot market be determined and linked to the initial level of planning
reserves needed in 2005 and beyond.
VII. AVAILABILITY OF SPOT ENERGY AND CAPACITY

The Interim Order sets a 5% target limitation on utilities’ reliance on the spot
market to meet their energy needs (i.e., Day-Ahead, Hour-Ahead, and Real-Time Energy
Markets). In effect, this is a “soft” limitation because utilities are allowed to purchase
more than 5% of their energy requirements in the spot market if they are able to justify
such reliance. The Interim Order is not clear on how such limitation will be applied. Is
the limitation an annual limit? A daily limit? Or an hourly limit? If the limitation is an
average annual limitation, then it would appear that in any given day or hour, the IOUs
can purchase far more than 5%. This occurs if on an annual basis their purchases still
average out to be no more than the 5% limitation. Therfore, the ISO asks the CPUC to
provide additional clarification. Clearly, if the IOUs are permitted to purchase unlimited
quantities from the spot market in any given hour, the objective of the Interim Order may
be severly compromised and the ISO may have to structure the function and requirements
of its own markets and operations accordingly. The CAISO appreciates the guidance
provided in the Workshops Ruling which provides that “a better approach to ensuring
reliable service is to require the utility’s reliance on spot market purchases that are less
than a month in advance to be based on reasonable estimates of the energy available in
this market.” However, no specific recommendations or parameters have been offered
with respect to the determination of these reasonable estimates.

The ISO suggests that the estimate of Spot Energy and Capacity could be based

on, the conservative criteria that is greater than the required base forecast of 1-in-20 such
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as a 1-in-10 or a 1-in-20 Year Peak demand load forecast. The LSE procurement plans
will show that the LSEs have lined up enough capacity to meet a 1-in2 Year Peak
demand load forecast; however, they do not indicate where the necessary supply will
come from to meet a situation where the loads are higher than forecasted. Such a basis
for reasonable but conservative estimates would help to indicate whether it is likely that
adequate spot energy will be available to serve load under high load conditions. Such an
assessment should be part of the utility’s reasonable estimation of spot energy and
capacity in the West.

The ISO’s Five Year Assessment (2004-2008), updated to reflect recent changes
in new, retired, and mothballed generation, and the PUC approved Energy Conservation
Programs shows that there currently are not enough resources to meet the required 15%
reserve level, plus the recommended additional spot capacity to cover high load
conditions. Without some combination of new generation/transmission capacity, and/or
additional energy conservation, the spot market would be short for the next five years.

The ISO also offers a formulaic way to assess the available capacity that
discourages the utilities to under or over forecast their load. The formula links the
forecasted peak demand to the amount of capacity that may be available in the spot
market. Thus, spot market capacity available to meet the remaining 5% reserves may be

calculated based on the following assumptions:

e All Muni Load will be served

e All ESP Load will be served

e Total Available Capacity in the ISO Control Area will be counted using
methodologies resulting from the workshops on counting resources.

e A forecast of net import levels will be based on historical levels available to
meet peak demands adjusted to consider known variations due to major
changes of resource availability that would increase or reduce historical
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levels. (i.e. retirement of generation previously needed during peak hours,
and/or new generation above the neighboring control areas load growth
located in areas that have additional transfer capabilities.)

e Spot Market Capacity should be reserved to cover the difference between a 1-
in-2 peak demand (average weather conditions) forecast and a 1-in-20 peak
demand (high weather conditions) forecast.

e  Muni and ESP Load = Total ISO Coincidental Peak Demand -  (I0U
Forecasted Coincidental Peak Demand) - > (IOU net increases in energy
conservation)

e Spot Market available to meet remaining 5% reserves= Total Available

Capacity in the ISO Control Area + Net Import Levels — Muni and ESP Load
— Y (IOU Utility Retained Generation) - ) (IOU Firm Contracted Capacity) -
> (I0U additional capacity required to meet a 1-in-20 peak demand forecast)
VIII. A MEANINGFUL MONTHLY REPORTING REQUIREMENT IS A
NECESSRY ELEMENT OF AN EFFECTIVE RESOURCE ADEQUACY
PROGRAM
The ISO is disappointed by at the short shrift given to Reporting Requirements
issues in the Interim Order. Unless coordination and a hand-off to the ISO are explicitly
addressed, the value of a CPUC resource adequacy requirement will not be fully realized,
and the ISO will be forced to continue operating the system without the information it
needs to support reliable system operations and to optimize Energy and Ancillary
Services procurement. Perpetuating this situation benefits nobody. Therefore, the ISO
believes that it is imperative that the workshops develop, and the CPUC approves a
reporting requirement for the utilities to demonstrate that they have procured sufficient
reserves to satisfy their resource adequacy obligation. In order to assure grid reliability
and minimize costly and inefficient mechanisms to assure adequate capacity, it is
reasonable that the CPUC and the ISO know what resources will be available and that the
utilities have met their capacity requirements.

Specifically, the utilities should be required to provide to the CPUC and the ISO a

monthly compliance report setting forth a calculation of their resource adequacy (based
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on their monthly peak load, along with the applicable target reserve level), and the
resources that the utilities have procured to meet their obligation. The ISO believes that
the report should be provided to both the CPUC and to the ISO in order to monitor
compliance. The monthly report will serve two purposes. First, it provides a mechanism
for enforcing the resource adequacy obligation. In order to assure grid reliability and
minimize costly and inefficient mechanisms to assure adequate capacity, it is reasonable
that the CPUC and the ISO know what resources will be available and that the utilities
have met their capacity requirements. In that response, the reports must provide a
consistent quality, detail, and quantity of information for the CPUC and ISO to assess
whether the utilities and LSEs have met their forward procurement obligations.” Second,
the report provides specific important information to the ISO and provides a basis for the
“hand-off” of resources to the ISO to balance load and resources in real-time.®
To help facilitate the workshop discussion, the ISO submits that there are five key
principles that must be met in a resource adequacy reporting requirement:
1. A well-designed resource adequacy requirement should assure that the
ISO has information ahead-of-time regarding the resources that have been
procured by the utilities to meet their load.
2. A reporting requirement is essential at the time of obligation. Given the

Interim Order, it should be provided at least one year prior to the summer
months.

7 The ISO supports steps that will make the reporting requirement less burdensome on the utilities,

as well as the CPUC and the ISO. For example, the ISO fully supports integrating this proposed monthly
report with other reports that are already prepared by the utilities to avoid a duplication of efforts.

s A well-designed resource adequacy requirement should assure that the SO, as Control Area
operator, has information ahead of time regarding the resources that have been procured and will be made
available by the utilities to satisfy their loads. With this information, the ISO can more accurately
determine whether it needs to take supplementary steps to assure that there are sufficient resources to meet
loads in up-coming days. For example, the ISO would use this information to determine whether it needs to
commit units through the existing must-offer obligation process or other available unit commitment
processes (such as the proposed residual unit commitment process) If the must offer obligation is no longer
in existence and insufficient resources bid into the Day-Ahead Market and are available in RUC, then the
ISO can rely on the information provided by the utilities and take aggressive steps to procure additional
power and encourage conservation by
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3. A reporting requirement should have a standard format (template) for
efficient communication and comparison.’

4. A reporting requirement should explicitly identify resources so the ISO
can conduct an integrated system-wide deliverability assessment and share
results with the CPUC and LSEs.

5. There are two time frames that require explicit reporting. The annual
obligation for each of the next years summer months and the point in time
prior the ISO Day-Ahead Market that provides an effective hand-off of
resources for ISO use in real-time operations.

’ The reporting process should provide for submission of the following information: (1) the

forecasted peak demand and resources contracted for each month (May through September); (2) all ISO
Control Area resources used to meet the peak demand should be identified (name of plant, location on the
grid, total contracted capacity, duration of contract); (3) all Unit Contingent resources located outside of the
ISO Control Area (name of plant, originating control area, point of entry on the grid, total contracted
capacity, duration of contract); and (4) all Firm Imports (originating control area, point of entry on the
grid, total contracted capacity, duration of contract.) (These are WECC requirements for each control area)
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IX. CONCLUSION

The ISO respectfully urges the CPUC to adopt the ISO’s recommendations on the
workshop issues. This will provide for an effective and efficient resource adequacy
requirement in California, promote reliable operation of the transmission grid and

promote the development of competitive electricity markets in the State.

Respéttfully submitted,

By:

Anthony J. Ivancovich

Gene L. Waas

Counsel for the California Independent
System Operator Corporation
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