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OPINION J100) w0 LA
ssdnacto notiqivazeh bownsan duvm & oonsvbs ow noiniqo 24 nl .
1. EXECUTIVE SUMMARY:AND INTRODUCTIONI» ot 6 b 2aoiiutiteni
wwroToddy's polioy decislon in contexti-On May-24.wo adyanced the poliog. 11w
deliberation phase of this proceeding by reléasing“ffor‘public;comxﬁent W 251220
proposéd sets of policyipreferences enungiating views.of a restructured ,éjeétrigmﬂ
services industryl Corsisteént-with.oupunpreced¢énted attempt to.achieye.thes 2'a1nia
broadest base of publig:and stakeholdér pasticipation, sye have Held full panelsqooD
hearings and received yoluminous written comments ot both sets of policy noiizoq

Rulings’} $0°pose.questidns and seek: furthet clarification on critical pointsiy
Having ¢ompleted this delibetative phase of our proceeding we.are now prepated 1«
to anfiouncg pur policy decision.noiitzoqxn w0 snimidsh o) 202971910 gnilsixs iv

sldenistzn2 bas oldiznoz o100t 5 579idon of 151301 F10% 9w 28 2noitraildo ban

cdidencnde sopn caliionmit 1o noitsstlon sily 5d o) 2ounitnos 97idssido WO ot

! This Rulemakjng and its ¢¢ ion Inyestigation have altracied s jordinary - .
degree of forma f?ﬂz:ﬁpflﬁbn’? i{?{)ﬁ%aﬁgt‘ fgl?r UAC 'é?p n?n%fﬁ&%éﬁegeﬁétﬁs%érﬁ%‘s?ﬁ%g'
becomg forma) ‘paitigs.The yisws and opinions of oly feliow Galifotnians, were. soughtin.aquios
series of publi¢ participation hearings held across the state; our full panel hearings were
broadgast 66 publib accéls' channels dnd ¢aried by mishy of California't'cable (eldvision s26919ni
operators. As a result of heightened public awareness, we h Ye received hundreds of letters f%rg
individuals and benefitied from the organized views of H{ﬁfa St Gl Vi HANURGEATS T

such ing Issues;Fepymn ColifomialNsyada Community Astion Association (GalNeva),
lhei(ﬁe nr]{élf% ]’Q::s'g‘stgtal S"ggt?g}rli?ﬂityvlla't pa?yler's_ (gf C@m‘om%, ‘Inc.,uanﬂeji}n%rfcan ‘ o
Asséeiation of Retired PérsonsqRéalizing that w could beoefit from an ¢vén gidrg broadly eddhiu
effort to receive views and opinions we dispensed with the need for formal party status in the

first Rbfihg bY'the 033 imating cormiseldment!e lliw ow oitizasn oti gaivrollol 19dwmm
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A. Our Goeal AR ARKS

In this opinion we advance a much matured description of markei
institutions and a much cléaRt Vit\W bf thd ol '6f tustdrhdf thoi¢e ) \The tedderd .1
will find a mote in depth discuSsioh’of Both vertical and horlzonthl niarkét Jower
issues which fiust-be resolved baforé either e of ‘our. counterparts at'ths Federal ob
Energy Regulatory Commitsion can'bé eéxpected to entrlst the Well belfig 3f thisy
state's ecohomy to matket forcesinWe bulld upon 6ir dall 1 May for‘an'etaofiivive
Coopehative Fédefalism té set forih the!founddtlor of a California Consenbus heoid
position on’ihe 3truttord of thos¢ institutiorns ¢ommittéd uhder out-fedetal systemd
to the stéwardship of the iationkl governinenat]) hoaur 9w (itiio91 1204 29909151001

The is3u€'s of transition codi; their identification; calculation and reovery:’l
aré discussed from a policy perspective but alde in'suffidlent detall to‘enable thoss |
with existing interests to determine our expectations réspectinig:their opportunities
and obligations as we work together to achieve a more sensible and sustainable
future. Our objective continues to be the collection of transition costs through the -
impasiig SN CHFE TR RS CTOTAN
OB e e O o s
increase rates beyond the revenue requirements.we haye establ ished'on January.dyd

cnod) 23058 10 ehmbnud buvigan o26d o z2wasisus silduq bonadgisdlo sluzsn s 2A 210181990
lgéc‘gmﬂih?.% ?F‘J\‘?E’ﬂ?ﬂ‘&s &)ﬂﬁﬁ:‘!f?l‘.u zaots boxinsgio st ot bonlsasd bas elenbivibai
AR ’{d&mﬁ\r‘éfﬁ aRClal 1teRriiy ot Califaffiad i vedtol slbited e
p nm%aml\ sy ks . onl ,rﬁmtﬁﬁsi)%o z;a(sqgllg)y wilil 105132 ,')lulilznf gﬂini?ma*i?) s
utilitie&; and give them an oppdrtunity to be'vital patticipantsifi the rédfructiired 22A

sl ni zulslz ‘s eimot 1Y besn ods diiw bsansqaib 5w enoiniqo bns zwsiv 94iz051 0 hofls

market following thie transition, we will allow,them $o, recover100% of thg OTCxn

-3
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We'propose to seraplete the.yaluation of the GTG by, 2003, aflervhigh time no
further accumulation of transition costswill. be altoxved unless, dsrived oM, arinso
existing generation conteacts and zelated opsoing coppgtual paysents, JYith shis,
exceptionpwe.will complete the.collestion of the GTG by, 2008, The GTCWilyitod
include regulatory assets, existing contractual obligqigjgn,s, for. g&q;}mg@mjgc}m{jg&
Qualifying Facilitles, and the undepgeciated book value of 3 wilitys gepsration
plant:as reflected in sate base as of this decision date Ouemsthods for yaling ths,
CTGC.will rely.to the extent possible.on market mechanisms and will s5¢k 12120010
minimize the butden of regulatory, procesdings and the sgongmis, cost io baqolsvab
California's economys 2 noijus vuo gnisitemuniz ni ¢f1sid a1 9w tedt 22801 boills
California's commitment ta.publis Purmass and Sesigh aspsris,efthe o
provision of energy services 19.all of our.citizens hps been marked by lpgistative,
commission inspired,indussry based,andcommunity prompted initistivesinshe, s
past and we fully anticipate,such aspjrations, and gffort o mark our siate’s, fturs, |
In today's deciston e set She:stegs forthese developmsnts by seaking dirsstiy io
the fate.of reneyable resowsess; demand:side management, and public, PULess, .,
research, developmé¢nt.and d¢ f{,l.‘?l]?ﬁﬁ}iﬁ"ﬂ.égfoﬁﬁ Jyﬂ%'iiﬂ?&ﬂ%ﬁﬁ?ﬁﬂ?&?ﬁ hinigsd
Wonien; Mlrority) and Risabled Vsteran Business Enterprises, baseline rate, 1102
economi¢ development Progtams, specialiratg discounts, Jowsmission yehicle and
under. grounding ate all implicated in Bie reforms which are now launchsd.and o
today's disoussion furnighes shose constitwencies,with,vitally affested dnsrestsy oy
with’a'morg: fulsome; statement of.0unYision. o o 100b 948 bansqo oved sw ed)
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it Hilotipght this SfUteeding'We Have aekioWlédgh the'applicability of (e
Califordtd Brvirehiicatir obaig e hla thereed 18t compliandy biice: our rardneil
ST o8 Vv Hdvalida T The Sase thaba'Blojdct could be assebsediWerilzixo
belieUE it 18dals ddkiGan blings 4 13 this writical joattire and Yo we'defiitaand
ArdE 8Ly éb'r‘ﬁb“ahcé“gt?él@g??iMO Ieinonunod quileixo 2352268 vroislunst shuloai

ol 3 £ ' ene ) subjéclsedVerad vy ehapter hbading ' toddy's dpihtofd
i bitdlaRd )fél the 1621is°61 Inodt detitd whd Edhtroversy hadcentéred o tharole'y
of custdthéréndics BRA themarkey mischianisis dd institations Whith aust b1
developed 14 SRR 4R ERay ST ifofiiEd Ruistomer options. 1tis'thud 16 thedeinint
allied topics that we tum brleﬂy in summarizmg our actions of today?2 2'simrolils™)

ity ; 2 ' Hefinuuos 2'einiolile’)

37 """?iﬂ“tké"&t’:‘s‘éﬁ&"oﬁifé‘u Uhdersidisa dad edbity exercised consumer-options |
 the BdILE ST EoHp ISR 8 tigkdiéd." Wd begar this Rulériaking mnd noizzinimoo
Investighiich By daclating dir {iigle miiifddd dedicktion to distovetlng aridins 125
dépid?lﬂé stisidids did iecrEnRmt whidh Would plaéé Sustainable; dbwhward al
pressttéd O HLRBLO6F efécireity (6 all labsds of Californid ratepayersa Froi thel
beglnnmg:"é{‘l'r" Bc’iﬁé‘f/ Sréferéfice Rd¥ {delindd Songly i the'directibn’of «iansd2ot
compé?iﬁbﬁ'gr'ﬁ iarket Intehahisny ' AL 108 1ovE fidi d realmof theoretical #

KIS WaEd RIS Rt catiNaLITIY {8 érsire that thd eorijsetitioh férionoss
genulné'?i?l'a'ﬁ%fkéﬂﬂecﬁa&él{ffé BHe g cbiapetiilve éitfants and (ranspacénts
to tidEa b hRlsI"aR pld Bl ifetie Ao With t6d45s dciston waibelipve
that we have opened the door to the bréaddée ﬁb‘s%ib’lé’-‘éﬁ“ﬁ?'ﬁf‘éhbl&'é‘ iwhickithe
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former: fratepayer’.can funstion ag anintelligent, selfinterested .':w.smu,prs'ha\}f,e. 92
will briefly summarize those choices befora detailing the market:structure. which o
will support their ayhilabilitysilsor 21 niotor st 15sn 5ith 1o noiziv o 11
~5oicCustomers forielestrio servicgs:in California reflect the diversity of onrist
economy and society.They.range from Jarge indusirip) and commercial vsers Q.51
thé smallesthouseholderiThey include agrisulturalusers of every yariety,ofisno g
description and husbandry. These differences in circumstances prodycs radigallyn
different load profiles ang yisage p@ttqmsn What we havetermed.as an "glectric
services industry" includél} 4 basiddsRdiodity eRette ety 2Laywell as a host
of setvices in thelr generation; transmission and distribution.3, Qver time
Californians have achieved world class leadership.in she deyelopment of1).ih Iro0f
coriseryation straf¢gi¢s aimed at cost containment as yvell as.environmental oi s1x:hy
congems? o But:there has beeri ong aspect of the industry.in whish,we Baveqicior o1
conspicuously. failed to maintain a competifive presence and, that s in the,cost of
electric eneigy,-Our debates have r.ezea.l.eg,t.hg‘bm@des.t_.cm,se,ﬂs.%.lhat.pgﬁrﬁsgs,u;
are.tod high arid must be brought into, alignment with regional averagesiftusod of
California‘is to sustain’a competitive. posture.as sxe enter the hysnty-first sentyry,
Equally strong is the consensus that if market mechanisms can b¢, dexeloped thaf

tza4bad !rufmmi Y

1ud nm??"?&&m g‘gﬁcus]sglp nA S?]}‘iff{,&?l}}ﬁsﬁnv,? f'},ﬁg e made 16

"electrons” electnc as the commodity ransiete uted and :
consumed"ul'hose whe, a,.r¢. consgrived thatwe acknoyiledes, ,bas;qmctsnaaﬂf Phx%f 9haab
electrical engineerin will point out that the electrons oscillate and it is power that moves and
conditied!iv bobulonoo sd s doidey 21511109 anigbad 13913 01 9911 918 zwmm?uo
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seitd 'stroig; shistained and edsily conipithended price’signls both new marketaol
entaiftd’arid consuinérs will'teaet \with Intelligent choieesiM ssitsmmurz ¢floiid Hiw
If our vision of the near term reform is realiz¢d,'shorily-after the first ofiv/

Janiisty 1998, custotrers fie Califorata Wil fave art impre$sive array of ¢hoice.
Ranged along a continduia bf the'depees tbwhich the custdmer desires to become?
proactiQe it takinig ehavpe of ¢dst ¢dtitalniment, thé essehtial’choices Will Bb made't
frolt thred brohd ¢atégstiasiunio ri zo2nustlib s2od T ~bucdaud bar noitqitozsh
CRLEED R‘etﬁlh’ﬂié ﬁ’hdltlﬁﬂal relahbnship 4R full’lB 2litorq brol jusniflib

LTI et ar s 1o U BT i (narbm 29217192

1ol i en [loX

ey rort s Shad

siA etistdmeraf ahy ¢lads is frée (o'elect cdhtimiéd vellaiite upon the 1o
local distributién utifity (o procurd-ds well 'ay deliver eléctrondoeYet even herelilnD
there is cHol¢d 58 (6 Hotw the ‘¢ustdmer's bill-will be' tdleulatedi “Those who prefero
to retain Aff Exact Teplicd df the'statas' qiro’can opt t6 havd their volumé of usage 0o
multtpliéd by'a taté Which reflects the dverage cost to the distriblitidn utility of oo
procuring the C186kis Power.2 Castomers Who aré willing tb shift load in responsé>
to hourly'of hialf-hSutly price$ignats eanélect whatwwe Havé terméd r'r'..viﬂilhl direct
acéles? a Vald-struetire Whith takes into' Hecotnt'fiot only theirvolume bt al’gs)
th%’{’ih{‘é‘-‘bf'théﬁ?ﬁg'agép ermzinstdsom 1oisen T 18eh euanazrim o5 2i gnosiz yirupH

61« bum 5y 2N 575 Re r
bis bai HP«% %3 Jgﬁiﬁgﬁ {51%:3?}?%3(1 ilrsi‘i el ¢t élogrﬁl:lﬁ: 3 Ci1 (Iéé.né?.u § Hxaal%&%?}gu;

desit@ pricéslabilii§-and prédictability overa defided period of time:oSuchimuznos

2i bng umm il ysuoq 2i 3 bas 9tellizzo 20011019 o) Jsdit fuo 1nioq Hliw gnivasnigns lesisosls
customers are free to elect hedging contracts which may be conc uded wn;h, _a__nyim

-



CohE il e T

R.94-04-031, 1.94-04-032 COM/DWF AWANAO)) CEO-TO-LOLLTEQ-10-00 51

ingdividual pr.entity.yyilling to take, the. counter-past riskiA customer:who, hassirdsb
- formed such 2 contragt continngs, to receive.a bill.front the tocal Wiility. whichsto ano
reflects both the cost of ¢lsetric power and distribution services, Perlodically such.>
a gpstemer tofals the amoupt.of these payments to the local utility and determiries ;2
whether they, sxcesd the,price guarantes. concluded in the hedging agreementiInonts
that event g bjll is.submitied $0.the other party. who tejmbursés the customer.so asuo
to bring the,sost of electricity.for the period 10, within the agreed maxiniumyiln the'o
event that excess outlays hayg not been experienced the party swho sold.theeus szoh
guaranteg kesps,the premivm for faking g sisk:thas. was:never.realized.

i oleas 10 QUE VIR partics pgree {0 accept the siskiin.a hedging contract may,on
haye generation facilities or.contracted rights o generation but:we se¢ no need tosm
restrict their qualification.or 19 in,any manner. make hedging contracts, termed 20l

"contragts for differencesiip much of the literature, the object of Commission 1y [1iw

concern;, Both entry, into and exit:from such.a business, as.well as the terms ofsunoo
such conyrasis are left to the, genius of the marketplace and the will of market isvog
PArticiPARIS, 15 sdit 1294 25ilnq gaitosinoo ol doidvr ai 2ssns2mus1is Y1nnib1os o

11 P ALESEBECES s through pi Dilatersa $21200 Ipisizoz bas
Isoilid s Vith Aeday’s desision ve proposs.fo adyance the availability.of a.inaolo
direct geosss, sustomer option syep as;we seek to clarify ifs consequensesoWhile.ioo
some hayg, contendad 1hat in the final analysiscsush sonrasts sepresent butiadivzib
varjagt upon the. pursty; financial tansaction: thisviewis disputed by;those:whazdq
see in them a genuine advantage and a distinct choice. We need not settle this

-8¢.
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debate folyin the final:analysisj thy decision will ke placg TV the itgrcagrads Ty

one cledr réspec( this-optior'diffets frbm the hedghig' m%‘ziﬁ'g%mé}x’f‘dé‘s‘éri%a Minet -

setond sét of choltes.” liva diredt abcesd dontract thie Pantids deek 18 didphrh 1>oNo1
specifio genération i thépartof sellers a8 well a¥Provide fixed HidR bl teHiz o &
the consumer of eleciricityoiTo ths bxtent that the 'di§p’é%éh_'m%létfé*é‘ﬁ'wff&éﬁ{’é" Fur
customier-10ad; the et Smpact of subh cotitractdis 18'rRalicd the'imduiit of oo ind)
eleétridity. which will ba procuréd i the'spot matket WHich Will sévetha'Reesds b1
those custofels Whbrelget froth the flrst aifd §666hd ¢4tépdriegNuo 229929 I6ed) 10979
Olir sVolved willinghtsd'(d begind PHasdd aviilability éf dirbop! o3
access contract optiohs Simultaneadsly with thé intfodtlion 5f e Whblesate spot
market stems front'a Hard Won ofidérstading s fthale truy matliE 27A daStoaisrwHs !
forms a physical; bilateral contiaet ditectly With 4 genetator F an' e Patdr Who >
will then'delegaté Yhe task of ghneration 1 tHbe dovally i thae bildikesd formys>”
contractual arrangemént which will il flubrice trR"alspateh of génakatisihdid oo
govern thé finahiclhl ¢ondéqurencel of consumplioh! HHWEVEY, $ave fof thodgoo oz
extraordinary circumstances in which the contracting parties bear the ecoHBRIC 1 151
and societal costs 6f constiicting'd dibcretd; privare medrs of tansiititingthe |
electricify frdify tHé-contricling generatof 16 the contiattidy cirstomdt, the bilateral
contfadt'doss ot ontio] tHe 4¢nadl physics of the BerrAsin trAHsRIS oA Wfd 2 o1ib
distribution'df theelectiicity:thie b\::'ye;' CONNMESTSUCH"A daSISHRH Will takgl 2oz
physichl'servi¢e frém theloeal rility Whieh will'déliverpolbed eoimihgRd Tensv

2ielt olf192 ton bosa oW .92i0:1o tonitzeib 6 bis ogelnevbs oniunsg s riodl fii 952
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an undifferentiated array of generators who are making ¢ommonysimultdeois use
of the fransmission grid and distributiomfacilities. anio1200 10 Yoire ot

i 1 aissEheifinancial consequenices of direct aceess contractsiinvolve,tat a el
urinterests, three of which are.readily, ideptifiablet thossof the sinpor
custgmer, Whe sonsumed a.quantity of elegtricity;ithose of the generator.Who:s Y1tz
simuJtangously suppligd $0.the transmission grld a correlative quantity.ofir o 4
electricity, anig the Jocahutility, which delivered.an‘equivalent amount fo thexdgir orft
customer’s, physical premises,¥:59.long 25 the.expestation interests of both ‘partjesl
to the bilateral contract are realjzed,:and a settlement is.madg.with the wility for

ok o]t Ot

. . 2 L] p I
all costs incurred other than that assd€lAted WK IR FAILBIEA of Wi electrons,
nly ot sourdo 6 2lnozaigot Yot

we see no need for the Commission to take 3 proagtivs role jn defining these

mipimum, 10

RN i}

settllement arrangements.

noidizq hshiianis 018 s2n00008 bis aoizivsh oiloq od r mitts oV
vailory bazogoq to tnomsin)2 odi nl gotstz noisslnsisls Isoilino s no

botsiaotai (Medidioy o) t6d) noidivaos 2t buislosh \yiroism odi 2oonnislog

30d toclisra avititsamid 6 Yo znoitulitzai ads diivs ofdideqin ton 2i giling sivkssls

zifs The Independént System Opesatqt is A fourth paty swith a financal Siake in ‘the bilateral Io
transaction. Asis the casé with generation nomination from the spot market,j}‘ dispatch Ul A
nominatipn orighiatiag from Y bilatedal codtract IhisCObAT tiaHimilstion @HAG Oild dferyilod
incur a liability for these service costs. Transmission liabilities must be settled wi operato
ot the G A AL O e, P s U b i SRS
market &?ﬂlg{\l‘;ﬂi ikl be,made by she pifitigs which thep. distribnte the electicity toshelritningo
customérs. Bilateral contract nominations may be settled by the generator, the end use customer,
the broker ot aggregator, or the disttibutiop tility acting'hs arl agent for any, of the'partiée nisilsqg
Again, we note the obligation to be resolved without the felt need that the Commission i icta;f )
the rezotatiom! By thesahé tokesi Ve 1a¢d e 1608 B SRpIIAAR i btbRY; oY 8ateg Ll v

to the contracling parties who have elected to utilize such an intermediary.
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oo Qo Markel Structure sailsne w15 ofar 2101619093 10 66 huteitnorstitbay ns
The variety of customer chbile Which e sedk! for Califorhinng4nar ol te
January:1;:1998; is currently unavallable 'any wiidre iif the' Warld! 6 dttain it will
require tHe efforts of Virtihlly bvery ]Sf; emt élh‘d'ésb'iréﬁt:lhdd‘swy-'sl‘atbki"xoldéif,’ 6\51’ '
staff, and'the members and staff 6fthe Féderal Entigy Replildtory Conifitissionteu?
Much of thit-cormon labor'will bs directed tdward fratingthd steiictlrgcniplymie
‘the rights 4nd dutiesjatid ihe'deployhent 6F twd éritical insdtanbnd! 'the coidinaslo
Independent Systent-Operato? (ISO) and the Pewer Bxchiahigs (EkcHanga): 1omorzno
101 1 ThE chéatidn of fwordistiitst ehititidy tg's1 216 12611000 I19151id o1t 0f
_ ,e(m1)uf)1@%’?!?}1%‘53”%@’?3%@%?Hﬂiem%iﬂg w228 18 nedi 1orfto hbovumani 21200 il

market represents a change from the

22901 31 of nioizzimrito’) ot 101 bsoat o 932 9w

_ . .. asningnsus insmaljse
We affirm a key policy decision and announce an amended position

on a critical implementation strategy. In the statement of proposed policy
preferences the majority declared its conviction that the vertically integrated
electric utility is not compatible with the institutions of a compeltitive market for ...

electrio services/:Today we afé even niore firmly convincéd With réspeet td8'this
. itatop2ib g e 1072 wif) roil nollsaimen noitixneg diiw 2263 sild fi 2h .[l_{)il‘ﬁf—%ﬂfn!
belief; We, also affirm our.convistion that the interests of all Califomians requirés.on
st odt diger balnos o3 1eum ssivilidail noiisiimgnat L 20 oaivive szodliol \ilidril 8 wont
¥ ool 84 AR atdnt WitibleSont iarkel forsleciis Beneration Snd that o
operating dontrol ovel all iesninilSsion dakbis b divatedd 't‘r&‘&‘dw’é“ﬁ’riiﬁff}}fﬂi’é .
J20103202 2215 bao oy pomsionag sd) ¢d Beltisz o4 (am enotisnimon 15UAGI 193kt 23911101209
pattern of owpership.and vested in the handg'of an'ifldependent. system opérator.d odi
. '!r‘».")ii’t taizzienmmol) o1 36y hosa 1Y sdi dwortiw bavlozst od o1 noilkgildo ad) olon 9w nisgA
whih willopsrate fhese combined assets as a.single; stateovide grid.Howeyers: o

sosibaanatnt as dsue oxilils 0) Bsyools oved otdw zaihaq gailasaod o) o)
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unlike the majority's proposed poligy preféientds of May24,3ve bfe néw
) CIARS QLIS 0N I 00 '
persuaded to vest the spot market ;')316\‘Qﬂarlf’éﬂfégﬁgé{bﬁgg'r{d 'gjic[@‘rQatiOns in two

distipgt enfitjes., We.also adoptthe suggestion that the spot htirkd¢ pool be termed

the "Power Exchangeiiand that.we refer (0'thé operatdr of the traninlisstsh gy
the “Independent System.Operator.tiThe basic: structure alfd fune i of these W
entities and thei,critical intersrelationship are’defined th tRis Gpintban Thi b 101

be bri‘?ﬂ&ﬂ‘}"ﬁﬂ.‘?ﬁx‘w 1owroq 2ildua 1o 2sitiling leqioinusis ¢d baiswqo sz0ilt gnibulani

' aﬁ!r; L €I ‘ s amis 1ov0 Loynnidox’t ol o1 bid o sroolow

innoitibtLhe Power Bxchange will -foster-aid sistain the debelophientafariolni
transparent spog market for. the generation of electricityiUnder the'termy of ti§12193
policy decision we announce today, the Exchange will have no financial infabst{A0?

any source of generation nor,will it have any.owntrship tied to ts'indefendent
t7mi éawr “H‘mﬂ 0¥ 2921192 '

System Operator. It will det‘%‘?ﬂﬂhé’_ﬂ:ﬁ' orecast basis the needs of those

~ 1ol ¢iba9 b 1RG0
California customers with loads that are not being met by geaerat61s under the

terms of direct access contracts. As g market institution it will furction as a
5:ify 1902 lisdst bus ofeea ok 1163 16 9'1:}'9'5?;&1%; gl ﬁ'ﬂqq :

clearinghouse by providing a transparent auction for generation with hourly or.
lr,fug'hto IlOiiBf)l(igil'ﬁOb (B Hrs SR 2oa Saimoe BSRCr8 ..Jhﬁmuhsy 1,000 120m

half-hourly price signals evident to immediate users and long-term investors,. We. . .:
-EIFtnlgl’;g‘)in 5511110 1o B)2otinG Ti53RG e nEaT S0 U] NE ST NYESIOES > Wi

anticipate that the performance of this function will provide critical assurances.fo s a1

sabic 90l1 bas ashbird o4 My jodieni o

generators, wholesale buyers,. and ey avilooloz of 129iduz 10 hawssado 2lrngiz

it noileniisz21h (10)BMIHIHTIZE

: - .. L3 L] « . 3 . r
aoilidoqriios Yd Juods ilguotd enisg (o11912ill9 orfy oxil691 01 21 Yoo sirolilsDd
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B ¢ Thg Egch%nue avill faclhtate opén 1 'wmim(t R UET ““ odilay
o) ni 20101161540 Dilg fHeR22HANG ) DG 100 o asit 1002 2rlt 1e9v 01 bubsizisg
basmzy o) _tm;ths-.in.tcgri‘ty.of competition at the'wholesald 16Vé] will'dépehidi'eib
upon $he, fermwlation and.continuous deploynient of nofidisriinniadey fulggo 1" o
which permit rival generators 1o compéte on ¢5nimon Br6Uds Vs ng Ghrspatint o
rules for bidding into the:Exchange.s Genergtlon tnits outsids of Califfias »2ilio
including those operated by municipal utilities or public power enfitiés!\dif Baind 59
welcome to bid into the Exchange. Over time the abili(y ¢3'obsérvé tHed price -
informatign,will send the most reliable signals'Fespeetiif} thié 1ie¢d Tor ddditional
generation as well.as costrcutting steps requiréd to keep'éxisting Wiitd?q2 fnosqausl
coﬂﬂ’?ﬁ“Y?{ Isinninnil on et Hia ognadoxd ag) ¢pbol oanuois 2w noizi2oh vailoy

snobn-BuhThe Exchange will prowdeinvaluéble*)“ foils1ofiag 1o o002 Yis

services to consumers, including ”\ 858 -1 O tiotae?
: 101 £ 119 21 1oh Hivs 31 10161590 misde
R TN 1Y ftgsc%)‘ﬁﬁl];c?pdfrectly or:
~dlt 15bry Beneration dispatehi=d ton w6 Jad) 2bigol s eisimolzus mmo’hlr)

10 211119}
: 1] ” 5 n ( sphilent i Ahgin ll\ 15107 229926 19911b7
B 26 NOPPGHY 'pe h bOlFl vho esa e and retail customers the

Syt ng o3 6 tageq2ia1 B yiibivorg d 92uorgniieslo
most critidal ¢ttt bﬁtiéﬂ’&f (s B ge fies in the auction determmauon? reﬂalﬂ |
: g2ty odsibosruni Q) 1obive elsagiz oang yhison-tiss
time Pricitg B AdctHcly W HaAdparent mani estat{)on of these E{nce dsilgnals .

iz () 2igdt to 2omsgiotiog od) 1erd) oleqivitus
In the abseRed 31 sUEh LR ARV O tha DRt Ji e e sna e price

P

SIU2{102 brmdaa udf ols2oforiw 210i6190153

signals obscured or subject to selective, cflscnmmatory issemination. If the

California economy is 16 realize the efficiency gains br0ught about by competition




R.94-04-031,1.94-04-032 COMDWEF  39/(n1£07) €£0-10-10.1 1£0-10-10.5T

among generators, e impact of that.sompstition on the pries of elestricity must oi
gain the broadest customer awareness. 21510104 229996 1oib izl

Compared to.the prsseniPrasliss. of 5sesiying.and paving a totally
unexplaingd utility bill thoss costomers who eles) (o remajn.ith their local utility
for, purposes of generation prosurement and disisibution ssryises gain the oMo
starfling adyvansage, Theyawill.be direct benefjcisties of thewholesals sopmpeiition
ameng generators in akshe losal wilitynyill simply pass droysh i its sy HHSOMSTS,
the priees whish,it has paid to prosyre poyver, thropsh the Exchange. Customers,

who hays. shesen o have their bills computed,on the, aysrags, cost of Pesyer fimss,
consumpuon receive the benefit of the average | onl pm: 1.:1??91533 poa;e }mhn

'L

to.consider,shifting load inresponss, i fhe hourly,or halhourly pripe signals will
haye a rationale b}gﬁ, 9F slecting the, virtyal direct aceess, b";lql»'p.%?p oD, 200 192
ooy AT .;;anﬁYS]@US?‘Jn?fM! Pricf"?;':s,?ll.sﬂ}h?:g A fhs,int ]llsﬁgtﬁﬁ%g
hedging or,contasts fer.differenses, The, markst for C.SH,? nl’aﬂ%}’{‘{llh?u hoqui
premised on the seyelation oxer.fims of ths, spat.prics for.eleetricity,, Oy 0.y
assggsing the tisk of spot J.Jh?.uYS’l?.t.'my 3N A SQNsumer.ma ﬁ““agllg 21551 540
decision, that the yagarjss. of the peelprice yamant she formation of 2 confragt; .,
with a counterpart party, who il guaraples,a prics Qysr,an aeresd sean 9fAMes,,
We anticipate that the maturmg market for epergy, 9021 e;v?ggg) 5
wil], alsq, enefit fiom the price.revslation,ofshg aveidsd,rost 9f eugrey-
o) 03 bosimil o BYShg.same toksm: knpwledss of the conts ofgese JY'Pg.efple 8ot
from the spos matkstavill.erovide,both snd users, And BePeTARI LA ot otz
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infobihubA NP WhICH they/'cdn CafiI4te the'FeTal vl AQUENIAL S 8T fofting1oms -

physical, direct access contracts. 2250918W R 10101205 125heotd a6l nisy

‘(”{;h)l b gjwi s S IULERY S
.

IVIGHIGDY)
L]

witisn Tozolsiedhahivor Gatifophiad'elating Wiy indvllry bgttd Wit hbreany

creatii'ofthd Exén3hge aha (keHipaAReRi Spot Market for giNaration’ o Thiéréatish -

St TdepsRlEnl Slel Opeihr Bravidda it essittarshlity o oordinutt it
dAITY hEaaTinL AR iYpHieh Sty 8t all Wkt patliciutiis 43 regired (o ms
meeP 8 Cifleal BhJdciVeY of ProVIdinY S ATRENG R rliinatoly 4bvesy fothe o
(ARSI SR 30hiTe Pragervihg Pelinbiity aRd SERRIAE the 16west total €ost
f&qs' 'l" {isad o'\'f‘if{ e"’ﬁ%ﬂgmf’s'éi’éhlgféléﬁif"9“'“ stib 10 itsnsd od) ovinast noitqiniznos
e 2iraniz g abvstadbid 1Reiendndliing Rirsmitsloe hetbie rafiire the!
services of ¥'8y ¥t bpd it v eodia [A%tethe 3&\?5\\?& Sf the systévatid apply!
a pRicimLrLERlaIY il 2UpporsLorhp&tiiisH snd 2UTas st shifiing. The central
importaride B ibee HiRRoHe dhiadavina tonfidencd biall parielpansinat et
systef &fégtdf i Pan) gk pahidetit ¥nd thift IRe' protseotd e pricilgand v2inoig
operatidhd S BERELOHSHIENNY SrieteAl HNd Bompatible witknHe asnipatitive-2s
marKeE W HAYR Gellibad fibdme adtan the' AiAimbe redutréments'ts hiakai2ob
fulilf Elek? S621NERY thATHHR PHLESaHd Prodeallies WAl BE faidsfiarmuod s diivr
ecggi&’gma“?%miéfém.m} sodsee gningdsta <d) Ind) oisqioitng o'W
“ARASORAIMARIKE BISIacHPTl tHE Thankkt Ak havd iy econdldv
intefeSCTP MY 1550 Dl utreradblo 1nbebitdidatiaf iintaany Will be limited to the
short term? hdliaing e tasiflinivn 31ty ek deradling aHd Hotity o o
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redispatch in ‘orderté balaricé the system and respect trdfismission cons(raintsn.0f>
necessity, the independent system operator must have the-final tespopsibitity.foriss
~ redispatch of the systém needed tb,iﬂtegfato’ the nominations fron the Power

Bxchange and from'direct adcess transactions. Iexecuting these limited butiisiing
fundamefitally importang regponisiblljties, we are dedicatéd to the .Vicw.tha.tfihﬁrm?l-
ISO musit be indiflerent lo<t.l,1¢ status'of generation or load as from the Bxchange or:
from a bilateral tranisactionis Furtherinore; the ISO must determine’the ratiohal;iio>
economig prites'to apply to a\iebséﬁ of the transmission grid toensure thatthe) slot
assoclated incentives are ¢onsistent with the contpetitive market ahd ledst ¢ost usé:
of the transmission systemi«We have specified the’ elemgnts’of such an fficient s
pricing systéin that ensures that charges fordransmission use avoid any blasifor.ony
against partitipatiofi ih bilateral transactions orilit the:Exchangél The ¢ssénce.ofuly
this pricing system stands on the.well established foudation df the competitive,2ih
matket ptintiples of margitial ¢dst pricing.iThe ISO will determine the marginal'/
cost prices, differentlated by tocation and tirtie, thatiwill apply.16.all uses of the sil)
transmission system. These locational, hourly prices yill:apply to purchases and i
sales through the Exchange and the équivalent differéntes In prices bétween

locations:will applyds the transmission pricés fotibilateral transmissionis Theui os
implemgntation of this ef,ﬁci_entinon’cﬁscriminétdryi pricing system ¢opld besminisi
- achieved simply.throigh a §dfcalled,*’hﬁb and spoke?System that would.ofganize ]
transmis$fdn ghid udage around a nimber. of regional hubs that.willibe thefocus of|

botinls oy aif s1ortwszls 2noleye noizeimzas ni 2miolsy 1910 10 25101651 Jasvolot
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commeércial transactions.~\We invite the suggeéstion of altetndtive strategiés thatbhon

achieve these policy ‘objéctives:arl 1eun 10161240 Motz inobnogabni sty 229090

1910'IMahy. market participants have a'légitimate need to achieve domg2ibor

certainty'about their futuré costs fot transinission use;in ordéhto artdnge for long
term pb‘\i;'ei'tranéactlons.bldeallyi-a-system'of? physical property. r_ights“deﬂning usé
of the trdnsiission grid would exist and be able to ‘a;.up;b‘ort our.objéctivesifor aQ2!
com;ieliti'w)e-mdtketf.fiHOWever,ntlfé-' 3amé conditiofiswvhich i‘eque the codidination
role of the ISO precludé any practical systéii of indépendent physical ‘p:;oﬁertycoao
rights which¢duld govern use 'of the tranénilssion gridscThe alteritative'is to create
a system '6f confractd that provide the equivalent cettainty. for.long-term 51 o1l 1o
transmission’costs without cdmj)fomislng‘shonoténn‘dperations'co’brdina(ed o1
through the ISOJ Therefore,lin dddition to coordinating thé daily and hourlyzuians
dispatch; the ISO Will admihistet & syste of transmission'congestion contrdcts:ir
W¢é believe this systent of i'r'adééble’c'é‘htrgc'ts'pmvide's the best method of meeting.
the legilimats néeds of the market'while téspecting the special conditions of the:on
inferconnected transihission griditiq ¢hued Jsnonsaol vzodf .uw}a'{?_, noizeirnzisil

i155v7/)We recognize fully-thit these various'functions 6f tHe ISO constitute 2
an impd’i"laﬁb innovation lhatim\iﬁile’ﬁnllf consistént; goés Well:bdyond thez2noisool

minimuni téquiremeénts currénily being considered In proposéd rulemakings at the'

Fedéral_«Bnéi'gy Régulatoty Céminisston. f;Wé;ha\ib‘adopted | this op'sistént set of>e -

proposals bised'Sin the'¢orindents &f many parties ahd a-careful study of thdraans

relevant features of other reforms in transmission systems elsewhere in the United

<17
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States and in other countries. We are confident that California can capture and
improve upon the best praclice; and that Californians are fully capable of
implementing here incremental improvements on what has been embraced
elsewhere. Hence we direct the participatiné utilities to formulate a detailed
proposal that adheres to the minimum requirements we have épeciﬁgd and to
present such a proposal to FERC for its aﬁpr‘oval. We are confident that this
system will meet and advance well beyond the FERC minimum standards by
providing a package which is both a "conforming, open access” and an

"innovative pricing" proposal.

itg.
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1 PROCEDURALHISTORY? dastrnng aoive d1iv 1smotal siv hotaeinising
In April 1992, we iniitated o éohiprehensiverRview bf cufrentand flaret Hul
trends if'the'electiis industry A This p’x’dé'é’s’s‘]')‘fbﬂﬁ‘c'éd‘ﬁ‘Ru\éﬁ‘féRin’gp’ro'feéang
on reﬁiﬁdéwﬂn@’Cé[ifdr’ﬁié'é’e‘lé‘ét‘r‘id\s‘é‘ﬁ'idéé‘il’}ddélfy‘ﬁﬁ’d'I’éfo‘nli‘ing“fégillalioh‘;ﬁ'"'
which wasissued 6ibAPFil2021994. Thé Ruléhiaking éavisladed & futuire inolinuoo
whichictitomerS Would hiive cHdiseamang chinipetily generlativh'ptoviders;afido?
in which traditional cost-of-servicd regidlatibn Woatd Bs Replaced by pefformiatice=
based pefhlation? W idsued the Ruleniakiig for ‘extéﬁsivwdbit&@omﬁié‘n’raﬁaeua
solicited comiprehedsive Alteriitivds (o thy Vision' déycribed i thiat documtentiv 6 ni -
1oSinde' Aprilhve hiave sattogetheriiv San Franeiscd, Satramento, San' Diggosa
and Los Ang¢led for six days of publia héarings on indistey Tedtructarlifg andiq wo
regulatory Yeformiil Over: 140 individuals'and orghnizations RAVE ptésenteda)
commentsoh the Cominibsion's Rutefhaking feitiier ih wiltter formor‘as éralnolsiz
testimony at these filll panel Hearinigs:4(See" Appéndis-C:) In dddition) tidusarids>

of California citizéfis hiave voiced theit opintons'on ifidustry'restructurifg,any
bisvior garong vileobgi 'mvw? OIIFJJL‘[JU ¢h Indhi Ysilod ’

of them at the 16 pybic,particieation Fearngs afiended Sy .99%185!9}}358 and

held throughout thdstatdyi Bureka;! SaH Dxegc.ts outh I'ake 'l‘ahde.‘StdcktOh“fSan
nownnmo) 561 01 hsistlo alﬁzorzmq u o1t Yo oW !

Francisco, Martingz, San Jose, Fresno, Pasadena, 565 Yo, | a{

Grove, Carson, SHn Berﬁhf‘dmb‘ tarid Huntingtofi Park! lmany mote hévé%?f\
anigr1031i 10 92iro1q Isnoitsbnuol s 916z 2lreoqorqg

hotonit4d .19woq o noitsushory o) ai.daiusoft o nomquoo ‘
Bren svnenohisg 1o noilsdifqys bozoqoq ul zi diod ni

1 Such public, rééorded meetings' wheté all Gommissioners are’présent aré genetally
called "full panel hearings.” 'Ihey are conducted in a legislative style

+16.
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participated via Internet with written, comménts‘, sybmitied yideps, or watched tha
full papel hearings on public broadsasts oxer CAL-SPAN:; u7 001 lingh ol
46 also conducted 3 wveek of evidentiary, hearings on:issugs related.to; bns
unegonomig assels. In addition; we have engaged, our,westem Noyth Amerieasino
counterparts; federal agengies, and Jegislators in constructive dialogues.on, oidv
copperatiye. solytions to jurisdictiqnal jssues..On.Desember 1,:1994, we:invited a+
viorking gtoup, comptisgd. ofiinterested parties, to preparg a written 1eport,ondw ni
sustainability.of publis purpose. programs.and options for.altaining our.objegtive
in a varigty.of restructured market models(; On January,31,.1995, numerous stisifoz
parties filed briefs on Jegal issues., Appendix-B presents a prosedural history,of
our proceeding on glectric.industry restrvciuring and regulatorygeformaa zo.1 bis
On:May 24,1995, we issued our.majority, and minority. policy, preferenceqon
statements; For,those unfamiliar,with those documents, their.esseace,was nssmon
captured.in ouripteface to the majorjty's proposed polioy degisions i 15 vomizs)

vid¥e commenced.this Rulemaking because;of our unanimous:isis sinictile) 1o
b ‘belief that as the 'elgctriic services industry moves toy@rd{ ' R
1 SHBIAEIHE Ehpelitibh Eomthdid hid CORIGT Riad i O 210 15 modto

nsNQ. Jongeran appropriate mechanism:i We have.concluded, it ssodguond blod

that fwo of the major proposals offered to the Commission, L
RNy e red 80 A thE M PESICa hoadtt thd thE AptrecinineM oozionsr'l
Access- Model™ (exeal few, true conceptual differences: Both® nowis) 57010
proposals share a foundational premise of encouraging _
competition to flourish in the production of power. Mirrored
in both is the proposed application of performance based -~~~ =~
ratemaking:techniques where competition is absentt:Both: 2ilduq don * -

slylz 97iskaigol s ni bahubnos o1 ¢ed T "2gnivod laneq U ballso
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proppsals also r_ecbgqize_the nedd for an entity idepénddntafosd bad sodsm

generation gwnership charged with transmitting power,, . . o
biggda tone « ,"‘-sz AT S LE t%-) GTaERE &mg..; N1 quinoae2s ni i
" FitheHiiore; pléns’re o’é'ﬁi’z'l and address critical fssties o0

related to natket powery:jurisdictichal anibiguity, tfarsitloribieooq 6 od Jon

costs and consumer choice Tl}e ignificant differe) ; .
1 e zaocothiti sl gl 3y ‘jg.“,‘"l NS&aoo In 1alid dnotevd
" VLR (U851 DAL it R premeted saadela fag 1 iecd
1on With the manner in'Which the economic di$patch of poveeriin2 (2 snshnoqobni
would be achieved. . . . . . .
atort 1 (o ieler 11F 292nB)2impo119 22060 ni svez noitn1sasy 1o daleqaib s shulomi
Ths ¢ssential similarity as.well as the differende between the tivé madels 3221
found teflection in'the:Commission majority's Vision of preferred fiarket: 51972 0215
structures as well as the preferences of the mido?ity.w(r he majotity proposéd Huaito
creating an independent system dperator.Which would perfotm two critical ¢!

. functions; .it,would dispatch generation predicated on'an opeiy bidding mechanisiii
to meet day ahead, forecasts fot.California's electticity.needs; alid it wolild aifarigeiv
transmission agcess for.those génerators with bids that cleared the'isodl“prié*éi Thé'3
maj ority,envisioned tyo distingt roles for private ¢ontracts.; Riancidl instruitients’e
of any, pature. designed to. hedge the pobdl price wera'deemed outside’the realhof /6t
govemnmental regulation ‘and immediately available to customérs and other wiarkét:
factors who.wished to contract for price stability onany.térms:congenial to théoilisq
parties. Physjcal, bilateral ¢ontracts betwéen a customer‘and a generator weferalso™o
envisioned, but in the majority's preference their introduction would occur two - - ---
years after the pobl had been establistied aind (e ehaticterisies b (e Wholdsale

19911b™ 10 "gnilsadw listor” Laaio lsbiw nsed zad tedw o noiietnsmolqi sd o) elasmubxmi
Lo 21209 ¢is Yerdd e Ioq iloq slogaie sd 1 boivqissgowi ziily guiwb Lyvlozon od "e23095

ton bns elneqizinag Janib o1 ¢d bagojns bus m1od 54 21n5n3gne1is Isva1elid douz mon) 2lilsnsd
29iilion noisudinzib bas nolzzinizanit nofninod 1o 212y 13810 1o baaoqmni
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market had become familiat,10 customers.} The mikiorily differed frofhy this

. e e . 7500 bt 20618 i bawiady gidagne M 130151
majority in asserting th G A "L‘ll)é{éféléﬁ]'fg ment of a W éi%s;l) :Eh?]lﬁlééld

2otz oo 270 B bils SNHIROIDT 21 ,I‘(T
not be a precondition 1o the availability of d niarket structure predicatéd oo

I sitingie ol o3 RHIE bas 21c09
physical, bilateral Q?T;{églsg.‘ }\}hflglﬁ ’”(’ﬁ;‘u’rfedr ! {n§)t$‘{33f§$5§;ﬁf :lg;g{qf‘ an
9 Vit

<9l 0111 DIIRAHSIY II6LTY NG BIZRULLOGS
independent system operator, & preferenice was expredsed-for arolé whith did not

include the dispatch of generation save in those circumstari?ggﬂid\%%i% '5{”\\%;
necessary to achjeve system balance'di préserve systeny stabiliig.lThé miroHiy
also expr essed doubs as to the neéd for q‘éin'g_le- operatoriand'held foith thd vision ot
of multiple,. competing operators of thé transtission geidaq 9111 26 flow 28 25monte
By unanimous: vote'the, four sitting'Commissioners issied both polisy pniteso
proposals for comniént with the explicit request that stakeholdérs ‘expreds thei! 2nut
views on.both our selection of goals ad wéll as artichlated means toachiave thesa o
goals. "Equally.impoitant is the'sinceérity of our.invitation that'we are opein t6 g
suggestion of alternatigoals or alternative nieans to' putsife the’ §oalsivvhich Weoism
havg advanced."sThe response from stakehdlders h‘as‘bee‘h'Bo’th'gl"atﬂ"j(iﬁ'g'ahd nslo
constructive; Jn addition to both wiiften and oral contributions'td ovir he4rifigs Vo3
participants have arrayed themselves in 4 variety;of Biscuksion‘é:‘dﬂb‘é‘§e%ﬁi‘ﬁg‘(6 o8]
evolye common underslandings and positions.sTwo of thdse éffutd merit'Speataling
eaipouboini 1isd) 9205101 2 ¢ditoisin o) ni Jud bonoizivio

rE s Flovrs

> The majonity,: cssed soncerm that both transmission atd jutiddictjonal 1ofls z189:
immﬁ!%ﬂ%ftﬁ'ﬁg gﬁgﬁiﬁiﬁ? f\{:al{galg ;een widely termed "retail wheeling™ or "direct ¢
access” be fesolved during this two year period. The singular policy goal was that any ¢osts and
benefits from such bilateral arrangements be born and enjoyed by the direct participants and not
imposed on other users of commion transmission and distribution facilities.
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mentionIn Septemberiwe recelved & Memor’andhm"dfUn‘démé'ﬁiiiﬂé\bhiéﬂbm{"‘i
conveyed the joint recominendations of: four of the' Mafor:participahts ivday brrool
proceedings.® While it covered numerous points, its basic focus Was ol fs§lR§ 611
market structure and stranded asset and llab:hly issues. In early October we were
favored with a joint subm:ssnon of eleven public interest, environmental,

alternative energy, and consumer advocacy organizations. Termed a "Framework
for Restructuring in the Public Interest," it elaborated on public interest and
customer oriented principles.” The recommendations in these submissions, as well
as from other soufces, are acknowledged and examined in the course of today's
decision. Their influence has been substantial and is repeatedly acknowledged.
While some have elected to look askance at these efforts we are not to be included
in their number. We regard these submissions as compliant with both the letter

and spirit of our invitation of May 24. Common to both recommendations was the
open acknowledgement that the task of divining the public interest and selecting :
policy choices to defend and advance that interest is ours. Therefore unless we are

instructed otherwise by legislation or discover unanticipated and serious

¢ The Memorandum of Underélanding or MOU was submitted by of Southern California
Edison (SCE), the Catifornia Manufacturers Association (CMA), the California Large Energy
Consumiers Association (CLECA), and the Independent Energy Producers (IEP) '

? Framework sponsors included the Utilities Consumer Action Neiwork (UCAN). Union
of Concerned Scientists, Toward Utility Rate Normalization (TURN), Sierra Club of California,
Natural Resources Defense Council (INRDC), Environmental Defense Fund (EDF), Center for
Energy Efficiency and Renewable Technologies (CEERT), California Public Interest Group,
Califonia/Nevada Community Action, and the American Wind Energy Association.
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impedjpents jn.the coutse of our implemeritation effort, today's-décistortmay ber
looked to as the, foundatiqn for California's merging market Instititioag ahd/»>vnoo
regujatory.reforms. ans0t sized #1i 2tioq evorsimin huixvos 3 olid¥ 2agnibsvsoiy
o oer 19540320 ¢hies 1l 2ouz2i yilidsil bris 19226 bobusyz bus swioue 19w
Isdnonitaotivao Jeoislui oilduq novsls To noizzimdue taiof s e botoved
Jiowomsrl® 6 bormsT _2noileninsgio Yos30vbs 1961112009 bris (ron 3*filmmilq
bas 1z91910i 2ildiuq 10 bolstodals 3 " Jeorod sildutl orit ni gitioinizsA wi.

How 26 2noiezimdinz v20001 ai 2noilsbrofino93 ol | “zalqisnitg batnsiio wiolzud
2"¢1b01 0 9211109 91} ni bonimaxo bus bogbslwornd2s ;16 taaaiuoa wilo inoites
bagbalwomdas ¢lbotsoqot 21 bus lsitsteduz 119554 end oomouftai 1isd I .noizinob
hebuloiti o4 of Jon 516 5w 2110715 02901 15 9onsdzs ool 03 batools ornd snioz of idW
1o11at sy drod dhiw Jnsilgmios 28 2nolezimduz. ozl bisgor oW wadrmssn i i

ot 2k 2n0itebsmino291 diod o) nomimoD . hE ¢st 10 aoitstivai 1150 Y0 Jiiqz brg
qaiisisz bus 1eo19ni sildiug ot gniaiviblo sen 513 36 ermglmlwbm{-}f; 1130
o015 5 eoaliy 101912 T 21150 21 12919901 36il) 93n6vbs bas bastsh o) 2aviorls oilog

zir0i192 biis bstngisitnsnu 1570221 10 noilslzigal ¢d sziwisdio batounzsii

ginio1ileD) modieo? 10 ¢d hollimduz zioa U0 10 gaibastzishai) To rsbastomol od T8
vyisadl ogin L eimolilsD ot (A24D) noileizozz A ziswasivneM siniolilsD e (H1D2) aozibid
(41 2iv3ubord g1t nebnoqabal s bas (ADILD) nnilrizozz A gxsinznn’)

aoinl (VADU) Aiowio¥ noits A 1smuzcoD esifiliil} sl bshuloni 21e200q2 Dwowsmert '
sinatilad o duld snsie (MAUT) noiteailsimo¥t 9168 @il biswoT 212ivnsind bomaxindlo
10Y 19157 ((ACETY bau] g2asledd tstnsanmival (DUAV) liznwoD s2a51s( 230m10295 I1wted
Qquotd) 12o1mial oilduq rimeolileD (T51:HAD) 2sigolondsaT sidswsnsst bas conaiaiiiil (giontl
noitsisozz A snd briW eeaivmA sift brs aoitah Qinumniod sbsvsMsimalilsD
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HII*MARKET STRUGTURE! 510561 o suritnos Niw 25003 sunounz ssd1am
of Intrgdietion oo v bow 2ilqauz diiw ?Jas.mnu [inlot 2506116 0f 1an oz001lo
With todag's'décision we laanch'Califorifa's bid for'a market-stnicture thati
embracks compétitlon'in the pib\"'is‘lﬁ_rf"(iféle.bt'ﬁcﬁ services, offers retail Eustomersios
choice and flexibility ilt'endrgy services, and reforids the madner in.which we innio
regulate utility iionopoly services? Critical to this new marketistnicturb is the
establishiient of a statewlde Independent Systém Opetator. (ISO) responsible forioo
coordinatifiy the dispdttli'dnd delivery‘of power over the trdnsmission system:zInos
addition, the'cteatioi of i fégional Power Bichaiige"chatged with thé puspose of i32-
devaloplripy 8 visible syt rivarke( With transpirent prités for electricity and opén to
all suppliets; including dut-of-state’suppliers'and ‘municlpalutilities;will enhxntce:!s
effiel¢hicied by introducing ¢onipetitivé presSures into the getiration sectéreiTherD
Power ERE:Ha‘n?gé'a’ﬁd the ISO'wvould be two indegendént and separate entities;thes;
desigh dnd dpération’of Which'will réquire approval by FERC/i0izioob 10 muhovo
15 N6 1atef than January 1411998, simultaneous-with thé establishment bf-.lhers-i
PO\"}éi‘ Bichange 4nd the {SO,(\veixéill'adVaﬁcq the opportinities for.c’uéitomera)qquz

chéiteinelectiic sérvices by intplementing séveral options for custénierslsdiisvsn

participatidn‘ifi the nlarket. eWith-dirett decess, gusforiiers can chbosg t6 purchase
po{t*ér»héffb?dir@ to defauit'rates or through negotiatéd ierms'and copditionssibaivyj
direttly with deiigeting: adnutility: generators, orless directly, tHfOughibrdkers, and»
marké(ersuwe fully ‘sxXpect thit é_ﬂ'éugtoﬁiéfsa\vill haVe the dpporturiity to enjoyiio
these fofis of dastoniér tholce nd later-than five years froni the start-6f obr newurn
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market structure. Utilities will continue to procure poywenfor those qustomers.whoi
choose not to arrange retail contacts with suppliers and will continye 10, proxide
nondiscriminatory. distribution services to al):sustomers. within.their serviee’
territories:uThese proéurement an._d‘disﬂibﬂtibn;fy;nqliqns.'Qf,!hﬁ,util,i!,iﬁ.s Willseadais
remain under’our, ‘regulatiOn‘and..befsu.bjecl to incentive regulationdixsit bus 9910
~ 5Our declsion today.advancés fedéral aud state: goals of increasing 1y s1stugm |
compttition in genéfation and providing dpen; nopdijs¢rintinalory.fransmissionssizo
accdss and service:i'At.the ouitset;we recognize that establishing a ﬁ?&vgnﬁﬂiébmm
strideture for electricity in Califomia svill requise ¢los¢ coaperation andlady noitibbs
codrdination with the Fedéral En{:rgy‘R?gulatQ'fY.-.C.Qmmissi,op,- sThe.creation.of ;o
the ISO and the Power Bxchange requires:éxercise of jurisdiction by both this - 11
Commission and the FERG unde a policy.of cooperative federalism., This shared o
juriddiction raises the possibility ,tbati disgruntled parfies ynay.atfempt .(Q'.d?.l@)fﬁ!’ o
overturn our decision by’ :claim'if-\g that our:authotity,t0 act is presmpted by federal;
law. Such tactics would be disruptive of reformsavhich command the, broadest
support on the record before usa As private décisions they cannot be precluded; oq
nevertheless it.is our intention td minimize any., ptqucat_ion_by.the.éls‘apﬁ. we take s
todayioWe bbgin'by;acknowledging that the boiindati¢s of federal’ and;slatéqioinm;
jurisdiction begin fo blur in the'context of new, market structures,s Qunpolicy 9fioq
cboperative fedgraliém gmbi‘aces our counterparts atithe federal lavelas:wellias:ib
_other yvestemijurisdictions. sIt-al$b manifestly, ing¢ludes roarket participants who.q

must; in the'fidally aralysi3, cooperale actively. if-a shared vision 0f a.moreot o263
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competitive and productive ele¢trio Servid@§'industry is to betealized! Insw 1202
furtherance of these objectives we now begin a statement of our policy preferéncesn
respecting the formation and fiinction of the criticdi market institutions:bwé'
suggest.ways.of fiithering these policies in the coritext of industry Initatives ash. 11
well és filings hete arid ‘at the FERG{ PFinally;-in'aféad committed toshafed> 19120161
jurisdiction or.conceded td Be within the domiain 6f -federal authority,'we sng"gést'fha
mechanisms.and protocodls whichi would ddvance the preferences’we have 2 Iniznsnil
identified as in Gdlifornia's Integest” Obr intention' Is not to fordstall otHes! o doidw
suggestions of ieans toachigve these ends;but t&*démdnstrate plausiblestiategleso
which have convinceéd u¥ that 6ur goals are attainable. 101207 101 20itints coqaqo a5l
We acknowledge that by.¢hoosing, to cdoperate in the develdpment of newlll
market structures, the three major utilifies'subjéct fo_pur'regulation haVe removed >4
much of the jurisdictional uncértainty associated With éléctric restructuring! These
it v oty st SRS Rl s
transferring control over the transmission system and dispatch operations to the

1565 BT T A e EUaH A IRl BrOVidI S I P B At with

gire? AEAE eRME B WiREM i Bsseanan T Lnitkery that° P
netd THkErBrdorras Bl BU SHETR e R GRS R R TARE g3
prolfégéimaa'%"”gm“i yllnoiiiov odt diiw 29hizot noitsisqo moteye 10t Wilidiznogesn
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Power Exchange, and retail competitioh raisés questions of where jurisdiction lies

over cost recovery and regulation of transmission service and sales of power. We

-27:L -




R.94-04-031, 1.94-04-032 COM/D\YF PO 010101 TE0-bO-BCS]

suggest ways to coordinate with the FERC on these issues in obir discussioit’sfiinos

PO

markel structuréloq uro 1o dusrstrtz & niged won wu 2ovibeeido szl 1o sons100inil

We describe this new matket structute in.the following sectiohss! In Sections

HLA; we disciss$ the disaggregation of the ul'ilitigsf tranSmission funvtion and thenz
transfer of that funttion to an ISO, how the ISO is'td be éstablished, its:critital: (1o
scheduling and balancingirespotisibilities;'safety and rellability fssuesyand thébeiwi

financial settlement process:iIp Section I1LB]owe désetibe the Powér Bxchange 2om
which we bellevé will eénhance efficiencies.In Section 111Gy we'distuss tHeilitnobi

owniership arid structure of the 1SO and Power Ex¢hangel>Sedtion LD deséribests2

the opportunities for customer.choice in electrio services.!t We'then turnto Séctigd +

I1LE; where we discuss otiricontinued regulation of thé utilities and hows: o/ .

Performance Based Ratemaking fits into this' process.ssi ool <) zoiudonlz 19X 1610

-2-A} Disaggregation of the Utilities\Trangmission i Irroitoibziwii st to dour
Functi%n anq tpe Establishment of an
10 bazsd lahosit

2141520100 B liotdiie ot bssige iseinuloy ovad 29itiling
1) 03 znolieisqo dotaqzib bas ez noizzimezns1) sl 19vo lontinod gainslensy

. Theelectrjc grid is an interconnected system of transmission, distribution
Hiror cisinolays ;.f.;;g-n 1:9«!?3{:“)1\101%:1;: ,53%59)::1 1st‘uonfif‘;“fﬂsgﬁﬂitgd?&"h»!’}!lgl}dl

and other related facilities. Operation of the electric grid {gqyfimg,l.llaa&vgﬁgtqu% Jib

fed) vioAtg 21 JE (01612002 2108 JHOMH Y . 21ongyt
in generation supply and demand leyels are continuousty balanssd, CHmently, Mo
responsibility for system opefati(m resides with the veriically integr‘aigziﬁg;)i]igiiﬁ 01 q '
jority,of generation assets and nearly, al) of the
distri?ution assets serving the Cali

T
f
_ j ifornia market. , e
o1l fo1ioibai 15| D191iw 10 2noilesiip e32181 nolfaqmod lisler bns sgacdoxt 19wod

which also and contro] a ma
o1} ,(%?Inom io no:fslrwrlrl;logfo

oW 1owoq o 29ls2 hns 99ivisz noiezimensit Yo noilslugo bns (19v0291 1209 19v0
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Our May prop‘osnls cancluded thaty at a minintum, it wa$ necessary to
disaggregate the V (AT nﬁfgé{ggféd Yo g6y 58 3a'fé?‘iﬂg"’{ﬂglé]emenls of
generation, transmission and distributigni-Focusing on market power concerns

that arise from THEUlHTi(i&s SWHél"sﬁlJph“ti%&hfgi \‘.'(H?éh Srfssien fa&htles, we

61001 )H“IJ({HIO » 31 2H0qy¢ iz has
proposed that the utilities transfer the operational control of all transmission

facilities to an 1SO. TALGWE AWML EI3e s 6illihadlorhn 10O
lessens. the. potential for owners of the trahsmission systemutofavoe their own

generation facilitles over nonutllity. facilities int providing transmission ac¢essazney
Coupled with FERC's principles of open; nonidisgriminatory, fransmission access,sim
disaggregation.of the.transmission function ill.enhange fiiir.competition among/qi

. gener',ators;q:»: a4y nioit 021 91 o rroitningez sl onnnda Mieoitingiz sno gnilzsyque
snueiThe establishimentof the:ISQ will'confer-four intmediate and lasting it {noq
advantages upon all,users of electricityin California;sz nuitovrt zsiiind

a oo nile/The state will dchieve a permanent and functigiialicoq oift ot O21 s

- 'reso]utlon f transr:m ssion access disputes betyveen the
' SRR hlﬂleé'&'a‘t}{béé G ENaRRT U Y 0 2n0i1or2081]
—

s Ackess 0 the system: s, ni zisilqqnz Iooqaon 1o noiteisqo s gairinesn

noiliy Gl W 684 LATREHRcINSy BEHHAGINAE T gagblvow noitnicqoz
(e Savings.due.tolcombining the: nqw.dl.gmcj sontrolirsisqo mstaya luods
ctions of many entities un fr the auspg:es of a
10 inauniﬁé rap

‘gfehter.”

BRIYT L4

c1odsimiizzib 1o nonqsawq

Kndsinaly h&%ﬂl%‘}stgﬂ{

t Th‘re will be an op er?{lonal efﬁcne cy 1nherent m a
oele'y

sehUABK HU Gk e Rl 3 hTiasn libfgsg>d noitsnibioos



R.94-04-031, 1.94-04-032 COM/DWF  1WOWLO) SEO-19-101,1£0-20-20.51

o1 v1e-other than fostering open‘acéess hnd the facilitation of sM 10
to ?Jnsmofil}lpﬂ f‘ ,.ngﬁ‘}cfﬁt?ﬁlnqef.pﬁ t’V?)())If:t}}e) ni EW”F‘}'E*? <1 o15; ,':ﬂ‘l‘!”lh

2n4quThete will bea consistent pricing system for the use ofc 161 unitiionsy

ot zaitil '}? ﬁgllgr]l a'}[ﬂ%‘w? fgﬂ "efnurl,a(ﬁ ‘%Yﬁ‘l Ec‘?ﬂﬁmﬂ}“&noﬂ 92016 bnrit

nd supports the compelitive market.
now:mznms 50 lotaos Isaciisisgo otlh 19lennt) 2sitility o 15 hozoqoiq

021 m;lh

WELEACRANES T 521 un of 2oitiliaf
nz1o 1The Mdy'pool ptoposal toncelved that in-addition’td ¢ootdinating thieo!
transmission systeiny the ISO Would have's Secdiid functions maklfif o trandparents
market-for:generation ivith price signalsevident o immediate Uséls'dnd longstern)
investors: (TH& MOU built on thé Mdy pool‘proposal's i:on'cept‘o:f the' ISO by 11r2ib
suggesting one significant change: the separation of the ISO from the spot iarket3
pool functions) whith theMOU dssigned to-an'extity dalled the Péwer Exthange.
Parties favoring separatidil ddvangé (Wo priinary réasons to'separate/bs
the ISO from the poollfFirst;sé€paration would prevent thé 1SO from-fdvoting pool

sy nsovglsd zaltgeib 229391 nolzclmmmﬂ nonulnf,,

transactions ovef, fransactions ﬁc?i’.ﬂ;‘,“ﬁ ?“}ﬂﬂﬁ}f}"r peoler PWrL.r Ay
restricting the operation of nonpool suppliers in case'6f grid Congestion. Second,

separation would provide an eppopfunity, for developing franspasent jnformation

about system operatiéns'and dong&tidﬂwhich”wc)uld aiddh ellmidating any
810 299 d(]?jlt, 91 15 znu 2511109 (nsm’lq 2noil)

perceptmn of dlscnmmatory eclsdpqn]fx ing. afﬁﬂhu.?ﬁ’w’”"%ﬁ‘? ‘l)‘hshment of

a single entity with the responsibilities of an 1ISO and a power pool assert that the
B o Inorefdat éxsugl 9 Isno)
5

coordination betwgsfy (10 35EAISS SNUNES S SRS b SmPsdh. ey also
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argug,that the separation.w ould iintérfére' with&cénomle’ dispatehof genethtion'ily
and would créate additional transaction cosis; 2otility 04l sl o Tevorqqn 2518
01 2wisiliBecause the new matket framework must af {3%8ridepilon HAVE 't
support and confidence of market paﬂicipanis, and because the separate entitiéd !
will function simildrly t6.and brih@ 1Hé 3dme Béhefifs"as'd structlitywhich
combings:the.two, we'aré cdnvinced that'these! ﬂoten_tian';irolslém“s“afé' kst o3 wilio
resolved by.requiriig thatithe functions of the ISO atid thie'pool bé Vésted irns 02
separate entities; The iridepgndence bfiths ISO from thé: fool‘relnforedd e 2itilion)
principle that a)l market parti¢ipants‘are §ubj&ét §6 thé same protocols fegatdifig i
allocation and pricing of transmissioh'access along with kesdlution and priging v
transmission congestiono This separation sholld élithindte any pereéplion thtthe
ISO coyld-gain financially by, preferring orie supplicrovetanother i dispatching iti
generation;and schieduling transrissiohsin ovitilsqrins s 1ol e22900m bns DA
svito 22-Principles for QOperation of the¢ ISQ ai bolid lenosastinmia bas D3
Lote Under the Federal Power Act the'FERQ ha$' é.\ltﬁa‘rity'dvé"xffatéé,l 10 218b
terms, and;cgnditibns.oﬁ sales.fof resale and transmission in Intdrslate ciitineres!od
Courts have determingd that thé transmission of electrici{y;€ved bétlvedn two
bnas o m éo Isnﬂ t1o nom,ﬂmnsj?_

)
points within a slzf'er ,agflé“mﬁms intgreons Iegt}ew alg}glrstjat&gn{gsq

federal interest in interstats commerée?cThus, the FERC thust 4pptove rates, terms
\ verd v Q21 19jev2
and conditions SFUARSIRiISOIVES '%’éisolgrgﬁ&(eé by the i$0. Gle expect that the

ISO will fife its own transmiission tariff and operating procédiires with the FERC

ut
i3 s 501 61 918 poizizsh zidl ol 29201951 \Gotwirz s .bsteatbai s2rerialio 229ln
UAE A W We nfus approve transfer of control over the investor-owned .sboD

llls within the

-3LE -




R.94-04-031,1.94-04-032 COM/DWF PWANZ0D CE0-1D-100 120-10-00.51

utilities) transmission systems and dispatch facilities o the ISOJFollowiig'thig 16
FERC's approval of the ISO, utilities will need to file for our dpproval urideys+ bits
Publjg,Utilities Cosde.§ 85135 to transfer control of their transniission fadilities to
the IS0, sImego2 90 920635d bas ,sz,qio.inf,:q todini 1o sonsbitiios ban frogque
it-We.authorize PG&B, SCB and SDG&E tb'workiwith'parties atid éadh
other to develop,a detailed proposal;for subrﬁlssion to the FERQ to establish the10
ISO and its protocals and transfer operational control @ﬂ the ltilities trarismhisslor
facilities to the 180.,:\We flly. recopnizé that these propgshls go beyond thedlsiresz
minimum requirements specified by, FERQ and includé new, ifnovative d slqisniig
trapsmission agcess.and pricing-app;bachesmuowevéu wé belleve that these1su0lls
proposals will amply meet:thé.test of being a conforming; opeif access systeny thaty
imgr.qms;qxe.l: the. minimum requirements in the diregtions' recommended byo> 021
FERC and necessary for the competitive market.>iThese proposal$ shall be-filed at2
" FERC and simultaneously filed in this docKet within:130 days dftérthd'effective
date of this decjsionyi iThie filing should incorporate thé principlés déiindated
beloy, which,we, believe are ¢ritical to the sudcessfuf ‘opération of the'ISO.01s ,2(m9)
o) nle/The 1ISOLwill have primary reésponsibllity ot theiniioish aved ziwo?D
determination of the final operation and dispafch of

sifh wirlsier 2lis] 91012191011 DI3SHAO T IH i I8fe B aidliw 2linioq
il utrliia el R VRIS preservé reliability and achieve the

2tmi9) 20151 olawest total .cost for-all usesof the transmission®Ini ni 12s195ui Is15H9)

SHIB I 19;’-(?;3 tsf‘?}' g}?Is?ﬁ)(‘ﬁ'ﬂa%??&%"a"r}%?}1%3‘?{:}?}9;253.{8}]% 2r011ibriod bis

L el AT Zo1D9201q gnitsisqo busHis nolezimeans1t nvro 28i olit Hiw O21

! Unless otherwise indicated, all statutory references in this decision are to the Pu?li? tilities U
Code. bsmruo-10tesvai sid) 15vo [o1kioo to 1otensy) avorqqs telsr ow w6l 51612 19D
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of the transmission facilitigs: The participatidg:m A
binvestor-and ‘publicly.ownéd ufilities ' wjll continug to;
own those facilities and be responsible fot theirntno
maintenance.
2901192 ¢sllions zisilgquz mont S0 {iv O21 J[“
2. The ISO.Will have'no finangial interest jn the Powern
11Exchiénge or in‘any sburce of generation or'foad.izThis

restriction’\vill ensure that the ISQ will have 1io bias in

favor of or against gélierators who pafticipateifithe I
pool or as suppliers, with direct aécess contracts.qThe
ISO will o\wn no geheration, ttansmission; or' o 1siht
1 distribution facilities arid.will have no affiliation awvith
any c6mpanies that own those facilitiessnis1sini o206

3. The ISQ will maintain frequenoy control’and ¢othply”
withall standards of the Noith-Ameridan Electrioslsd
qReliability. Council (NERG) and the Westerh Systéms
- Coordinating Council (WSCQ), 021 21 .2noitorzusy)
w0l sf) moil caobisainion sl 2incaisiieg 1odsm
4 The 1ISOMill providé:open and nondisctiminatory
services and access to the transmission grid.for.allsol
users of th¢ transniission system; including purchasers
and suppliers in transactions drranged through the:on
Power Excliange and suppliérs contracting direétly;ni
~ with customers, consistent with the principles
espoused by FERC in its proposed rulemakingon™
£ ‘iQOVf:s’bf)en accesd transmission séivl€@s8 and sifahded cdsts,

R.94-04-03|, 1.94-04-032 COM/DWF PHOTAOD TEO-FD-ROT 1 EQ-pO-BOLS

0

DA V1 {20R]

nsa dede gni'{limabi ni Is2ithiv 2i noizivoiq bus nomswusoing noswisd noitenikzib »d T %
Slqinsxs 101 .o7t003 Isubivibai o sl 9307132 svitiisqmba 6 25 batsss bns bolbnudny o
* Notice of Ptoposed Rulenivaking and Supplemental Notice df Proposeq Rulemaking;a gninniqz
Promoting Whiolesale Competitiod Through Open Access Non-Diiiminatory, T ransmision oqod
Services by Publig Utilities (Dacket No RM95:8-000); Recoyery.of Straided Costs by, Publig] s
Utilities and Transmitting Utilities (Docket No. RM94:7:001), 60 Fed. Régr17662 (Apnll 753e70ll5
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All market participants§ will bg subject to the samé v
protocols and prices régatding trahsiission accass and
treatment'of ftarismission congestiontilizst senili nwo
SHARIHIEM
. The ISO will procure from suppliers ancillary services
needed to Support trarismission and dispatech.( Where™ .<
possible,this procurement should be from supplitrs'én
(& nod-discrimihatoryy¢ompetitive,; unblindled basis:
The ISO.will offer to ‘users-ancillary: sérvices dither a5 -
competitive, unbundled activities, forthpse servites
that can be meteréd and measured sgparately for: O21
iidividual tisers; or.as ¢6St-effective joint products; for -
those inherently inSeparablé network services:t%o s

. The:ISO Will'coordinate day-ahead scheduling d3hd il .&
balancing for all uses'of thé {ransmission grid!/Fot:v
both the day-ah¥ad schedules dhd the houtly Balancirig
transactions, the ISO will %¢&pt nominations from tlie
market participants. The nominations from the Power
Exchange will iritlude the tentative dispdtch, the odi™ .1
locdtions 6f the génération and loads; and thezoviv152
.assodiated bids for generation and loads: Theto 21920
nominations froin the bilateral participants rhystz hns
inclitde the amount and tinting of power déliveries,n!
zolqioning oilt ditvs fusiziznod z19imolewd diter
I o gt deniolut bozoqoig 20t i O3 ¢d beeueqes
1995) IV FERC Stats & RegsY 32, 314.(1995) [hereinafi¢r.referced to as the TMegaNOPR™}.

10 The distinction between procurement and provision is critical in identifying what ¢an
be unbundled and treated as a competitive service left to individual choice.” For éxample, —~ ~
spinning reserve cal ¥ purchaséd frony miany sources ofi 4 compelitive bisls, but it ay not 4 ¢
be possible to separately identify the individual cus{Sinér useSof spinning resérvelcIn’thls ¢asend
the 1ISO'wduJd pay Jppliers The competitivé PHLE for Shinnirg réserVe and chargd alugdrs en1o2
allocated $hard of thé total ‘¢dstdf Spirfiing reseAR. oY 1542001 eoiiil it guisiirzosi{ bis esiiiiny
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along'With thé'sourca nd destinatiod: for poweginon
transmission. In addition, the ISO will ate&pt froti the
bilateral participants bids for increments and
decrénients of nominated inputs of duipuld WatWoilld -3
be available frong the bilateral trahsattiod dydceded o
fedispatch' the $ystém. sThe Péiver Exchangs Slipplies
cladsified as mudst take, will 'useé thd sanfe 1504 «isgh
sprotocols.' invniorini bos sgasdezil 19wo'l ot moil
ot 101 2tasqisingeg Isiststid o) mont 2bid
7. The ISO will coordinhte the scheduled hominativiy)!
from the Power Exchdngs and the’ ‘bitatefalt ¢ns 19bio
transactions to'déternline any rédispatth that \eoald be
necessary. {6 méet the twin'objec(ives of asduring:qeib
operational reliability &nd a¢hieving least-2adt useaf:
the system.vAlong with this redisphteh; the ISO Wil
determiné tHe locational i'arginal costs ncorporating’
the &ost of gengration, [0ssés 'dhd dongéstiofi that will:
define the market clearing pricds for the Power -
Excharige and thie pricé of transmission use'for the 164
bilateral transactions. The marginal costs of -fotaqzib
redispatching to provide an increment of load at each
location Will defirie the purchadéd and Sale prices» o1 .
through the Power Exchatige)) The differentes inthie s
locatioral marginal costs between'sovirce-and| shulont
destination will defin€ thé'price of trandhlissloirqzibat
appliéd to the bilateral transdttion¥’IThe 1SO will:noo
notify the Power Exchange and the bilateral ... . _.

-kons-dud” qumB srglﬂ!)l%{‘ ?!%ggi}r?/gp Y& %‘;?’B?tfh ‘:9:1;}'}? §?.*,‘?.S'Pl?§lm,m sl ©
zdud 9122 28 3n132 o1 2noitsdol 53t 1o 15dmun & (ditnshi bluow 021 ad Tt mateqe "adoq2
ws2ni bluow ziveu A _soilermistad noizzimedasit bas yaisiig 101 2iniog fezod aild od bluow 1ed}
]o eln&mqu Fod 1251590 1i3dl (ot 10 o) 177 0q srom of 933842 noiezimenal (223220t s
1 Y-Must take supplié¢s include all grand fathered géneratidh'contracts; Including QF’#‘)aﬂd o
- nuclear facilities. - 2dud svitasqzat o




