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Appendix G  

Pro Forma Reliability Must-Run Contract 

MUST-RUN SERVICE AGREEMENT 

 

* * * * 

 

ARTICLE 2 
TERM 

 
2.1 Term 
 

(a) This Agreement shall become effective on the later of March 31, 2008, or the date it is 
permitted to become effective by FERC, and shall continue in effect for one Contract 
Year.  

(b) CAISO may extend the term of this Agreement for an additional calendar year as to one 
or more Unit by notice given not later than October 1 of the expiring Contract Year.  
CAISO may extend the term for less than a full calendar year as to one or more Unit but 
only if CAISO gives notice not less than 12 months prior to the date to which it proposes 
to extend the term. 

 
2.2 Termination 
 

(a) Subject to any necessary authorization from FERC, this Agreement may be terminated 
as to one or more Unit in accordance with this Section 2.2; provided, however, that if this 
Agreement applies to a Facility having hydroelectric Unit, this Agreement may be 
terminated only as to all hydroelectric Units at the Facility.  If this Agreement terminates 
as to fewer than all Units, the Agreement shall remain in effect as to the remaining Units.  
If this Agreement terminates as to all Units, the Agreement shall terminate.   

 (b) This Agreement may be terminated as to one or more Units: 
(i) by CAISO pursuant to Section 11.4 in the event of default by Owner; 
(ii) by Owner pursuant to Section 11.4 in the event of default by CAISO; 
(iii) by Owner pursuant to Section 7.4 (f), 7.5 (i) or 7.6 (h); 
(iv) by Owner or CAISO, if the Unit is condemned by a Governmental Authority; or 
(v) by Owner or CAISO, if Owner’s authorization from a Governmental Authority 

(including, where applicable, licenses under Part I of the Federal Power Act) that 
is necessary to site, operate or obtain access to such Unit is terminated or 
expires or is reissued or modified so that it becomes illegal, uneconomical or 
otherwise impractical for the Owner to continue operating the Facility.  Owner 
shall be obligated to use its best efforts to renew and keep effective its licenses 
and authorizations and to oppose conditions or modifications which would make 
continued operation illegal, uneconomical or otherwise impractical; or 

(vi) by CAISO when FERC has finally accepted approves a replacement pro forma 
Reliability Must-Run Contract during a Contract Year; termination pursuant to this 
subsection (vi) shall only become effective as of the end of the current Contract 
Year.  

(c) To the extent that Owner transfers the right to control the dispatch of the Facility or Unit 
which right is necessary to satisfy its obligations under this Agreement, Owner shall 
assign this Agreement to the transferee in accordance with Section 13.1. 
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(d) Except as provided in 2.2(f), iIf CAISO terminates the Agreement or does not extend the 
term of the Agreement as to a Unit, CAISO shall not redesignate the same Unit, or 
designate another non-reliability must-run unit at the same Facility, as a Reliability Must-
Run Unit during the one year period following termination or expiration of the Agreement 
as to that Unit unless (i) CAISO demonstrates that the unit is required to maintain the 
reliability of the CAISO Controlled Grid or any portion thereof and the need to designate 
the unit as a Reliability Must-Run Unit is caused by an extended outage of a generation 
or transmission facility not known to CAISO at the time of the termination or expiration or 
(ii) the unit is selected through an CAISO competitive process in which Owner 
participated.   For purposes of the foregoing, CAISO’s need for spinning reserves, 
nonspinning reserves, replacement reserves or regulation as defined in the CAISO Tariff 
shall not be grounds for redesignating the Unit or designating another unit at the Facility 
as a Reliability Must-Run Unit. 

(e) Subject to any necessary authorization from FERC, this Agreement shall terminate as to 
any Unit leased by Owner in the event that, for any reason, the lease expires or is 
terminated unless Owner acquires ownership of such Unit upon such expiration or 
termination.  Any termination under this Section 2.2 (e) shall not affect any right CAISO 
may have thereafter to designate such Unit as a Reliability Must-Run Unit and the 
conditions in Section 2.2 (d) shall not apply to such redesignation. 

(f) CAISO may redesignate the same Unit or designate another non-reliability must-run unit 
at the same Facility immediately following a termination under Section 2.2(b)(vi). 

 
2.3 Effective Date of Expiration or Termination 
 

If FERC authorization is required to give effect to expiration or termination of this Agreement as to 
one or more Units, the effective date of the expiration or termination shall be the date FERC 
permits the expiration or termination to become effective.  Owner shall promptly file for the 
requisite FERC authorizations to terminate service under this Agreement as of the proposed 
effective date of expiration or termination; provided, that nothing in this Agreement shall prejudice 
the right of either Party to contest the other Party’s claim that a termination or expiration has 
occurred.  If FERC authorization is not required to terminate service under this Agreement, the 
effective date of expiration or termination shall be the later of (i) the date specified in CAISO or 
Owner’s notice of termination or (ii) the date that all conditions to the termination or expiration 
have been satisfied. 

 
2.4 Effect of Expiration or Termination 
 

Expiration or termination of this Agreement shall not affect the accrued rights and obligations of 
either Party, including either Party’s obligations to make all payments to the other Party pursuant 
to this Agreement or post-termination audit rights under Section 12.2. 

 
2.5 Termination Fee 
 

(a) CAISO shall pay Owner a Termination Fee calculated pursuant to Section 2.5 (b) if the 
Unit is Closed within six months after the Unit ceases to be subject to this Agreement as 
a result of termination pursuant to Sections 2.2 (b) (ii), (iii), (iv) or (v) or because CAISO 
does not extend the term under Section 2.1 (b).  This Termination Fee shall not apply if 
there is a redesignation of a Unit under Section 2.2(f). Within 60 days after the Unit is 
Closed, Owner will send CAISO a notice stating (i) the date the Unit Closed and (ii) the 
amount of the Termination Fee due Owner pursuant to this Section 2.5 including detailed 
calculations of each component of the formula in Section 2.5(b) identifying the source of 
each input used.  For purposes of this Section, “Closed” shall mean that the Unit is not 
producing Energy or providing capacity and there are no Direct Contracts obligating any 
entity to deliver Energy or provide capacity from the Unit during the 36 month period 
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beginning at the date the Unit Closed.  A Unit shall cease to be Closed if, during the 36 
month period beginning at the date the Unit Closed, any entity:  (i) sells Energy or 
capacity; (ii) executes a Direct Contract for service or (iii) obtains a new permit from any 
Governmental Authority for operations, in each case that would involve use of the Capital 
Item for which a Termination Fee is being paid. 

 (b) The Termination Fee shall be determined using the following formula:  
T = NCI + CWIP - S 
 
Where: 
 

T = Termination Fee ($) 
NCI = Undepreciated portion of the cost of Capital Items which 

constitute part of the Closed Unit which were approved in accordance 
with Section 7.4 or 7.6 and were in service at the date the Unit Closed 
with the cost and depreciation rates determined under Section 7.4 or 7.6, 
as applicable.  In calculating NCI, the undepreciated cost of each Capital 
Item shall be multiplied by the Surcharge Payment Factor applicable to 
that Capital Item. 

CWIP = The actual cost, at the date the Unit Closed, of Capital Items for 
the Closed Unit which were approved in accordance with Section 7.4 or 
7.6, as applicable, but were not in service at the date the Unit Closed, 
plus the cost to pay or terminate any remaining obligations incurred in 
connection with installation of the Capital Items.  In calculating CWIP, the 
cost of each Capital Item shall be multiplied by the Surcharge Payment 
Factor applicable to that Capital Item. 

S = The salvage value, if any, of the Capital Items included in the 
calculation of either NCI or CWIP. 

 
The cost for each Capital Item shall be determined by agreement or ADR pursuant to 
Section 7.4 or 7.6.  Except for those items for which a ten-year depreciation life is 
specified in Section 7.4 of this Agreement, the depreciation rate for each Capital Item 
shall be determined by agreement or ADR in connection with the applicable Capital Item 
approval process under Section 7.4 or 7.6. 

(c) The Termination Fee shall be payable in 36 equal monthly installments calculated using 
the following formula: 

 
 
 
 

Where 
 
M   =   the monthly payment, 
T   =   Termination Fee under Section 2.5(b), and 
r   =    an annual discount rate equal to the interest rate used by FERC for the calculation 
of refunds (as set forth in 18 C.F.R. § 35.19a) in effect on the date that Owner provides 
notice to the CAISO pursuant to Section 2.5(a) of this Agreement, divided by 12. 

(d) If the Unit ceases to be Closed at any time within 36 months following the date the Unit 
Closed, CAISO shall cease payment of Termination Fee installments as of the Month in 
which the Unit ceased to be Closed, but Owner shall not be obligated to refund 
installments for any Month in which the Unit was Closed.  Once a Unit has ceased to be 
Closed, CAISO shall not be required to pay any remaining Termination Fee installments 
even if the Unit again Closes. 

(e) Any dispute regarding an element of the Termination Fee (e.g. salvage value) not 
resolved at the time the Capital Item was approved shall be subject to ADR.  If the 
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amount of the Termination Fees associated with a single termination or expiration is $5 
million or more as billed by Owner, the Responsible Utility shall have the same rights as 
CAISO to receive notice that the Unit(s) Closed and to initiate or participate in ADR. 

 

* * * * 

 

ARTICLE 9 
STATEMENTS AND PAYMENTS 

 

* * * * 

 

9.10 Payment of Final Invoice 
 

(a) Within 7 days of receipt by Owner of the Recalculation Settlement Statement for market 
transactions for the effective date of termination of this Agreement, Owner shall submit 
an invoice (“Final Invoice”) to CAISO and a copy to the Responsible Utility for all charges 
and other amounts then due under this Agreement.  Amounts then due shall include:  (i) 
charges for all Billable MWh and Ancillary Services provided under this Agreement and 
not previously invoiced; (ii) the Long-term Planned Outage Adjustment under Section 8.6. 
and (iii) refunds described in section 9.1(f) for Condition 2 Units.  Calculation of the Long-
term Planned Outage Adjustment shall be made by deeming the effective date of 
termination to be the end of the Contract Year, and by assuming that all Long- term 
Planned Outages scheduled to occur after the termination date under this Agreement or 
any successor agreement entered into upon a redesignation pursuant to Section 2.2(f) 
occur as scheduled.  The Final Invoice shall not include remaining Monthly payments of a 
Termination Fee under Section 2.5, which shall continue to be paid monthly until the 
obligation is extinguished.  

(b) CAISO shall pay Owner the amount stated in the Final Invoice in accordance with 
Section 9.3 through 9.8. 

 

* * * * 
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