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1.0 Introduction

Due to the expiration of the Partial Offer of Settlement (“Settlement”) in the 2004
GMC Proceeding (ER04-115, et. al.) on December 31, 2006, the CAISO must
make a GMC filing at the Federal Regulatory Energy Commission no later than
November 1, 2006 to implement a GMC rate structure for January 1, 2007. In
this filing, the CAISO is not restricted to proposing the current rate structure, but
has several options. As MRTU implementation is currently scheduled for
November 1, 2007, it is also possible that the CAISO could propose a pre and
post-MRTU GMC rate structure.

The CAISO would like to consult with stakeholders about the various options to
facilitate the transition to the GMC rate design under MRTU. In particular, the
CAISO would like to gauge interest in continuing the overall structure of the
current GMC rate design both in the interim period from January 1, 2007 to
October 31, 2007 and after MRTU implementation. In the interim period before
MRTU implementation, there are certain modifications that the CAISO believes
may be necessary to reflect changes in the Control Area footprint. There may
also be other opportunities to simplify the rate structure. Once MRTU is
implemented, it will be necessary to modify certain billing determinants to reflect
the availability of new markets and services.

The CAISO Budget will not be within the scope of this rate design discussion, but
as in past years, CAISO appreciates stakeholder feedback in the separate
budgeting stakeholder process to be held this summer.

The CAISO would like your comments on the following issues:

1. Would you support a continuation of the current GMC rate structure,
with modifications as described in the body of this paper?

2. If not, do you have an alternative?

3. Do you have an option that you would like considered by other
stakeholders and the CAISO?

Please provide written responses by March 13, 2006 to Ben Arikawa
(barikawa@caiso.com ).
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2.0 Background of 2004 GMC filing

The current GMC rate design had its genesis in the extensive stakeholder
process that the CAISO conducted in 2002-2003. This process culminated in a
4,000 page GMC filing by the CAISO on October 31, 2003*.

The filed rate design consisted of seven service charges: Core Reliability
Services (CRS), Energy Transmission Services — Net Energy (ETS-NE), Energy
Transmission Services — Uninstructed Deviations (ETS-UE)?, Forward
Scheduling (FS), Congestion Management (CONG), Market Usage (MU), and
Settlements, Metering and Client Relations (SMCR).

With the proposed change in rate design, there would be changes in the overall
GMC amounts paid by different Scheduling Coordinators. Because some of the
new charges would be applied to Scheduling Coordinators that previously had
minimal or no GMC liability, the CAISO sought to mitigate some of these rate
impacts. One example of this mitigation was capping the SMCR charge at $500
per SC ID per month. The SMCR revenue requirement in excess of this amount
was reassigned to service charges that existed in the prior rate design, ETS-NE,
CONG and MU®. The reassignment was based on a review of the transaction
flows through the CAISO’s settlements system.

A summary of the GMC functions, charges and billing determinants of the rate
structure filed by CAISO on October 31, 2003 can be found in Table 1.

The filed rate structure was the starting point for settlement discussions that
commenced in January 2004, and led to changes in the rate structure finally
implemented at CAISO for 2004-2006.

! The filing is available at: http://www.caiso.com/docs/2003/11/05/200311051652027140.html.

% The total revenue requirement of ETS was divided between ETS-NE (80%) and ETS-UE (20%).
® These are equivalent to the Control Area Services, Congestion Management and Market
Operations charges of the 2001-2003 GMC rate design.
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Table 1

Summary of California ISO Rate Design Filed October 31, 2003
Functionalization and Billing Determinants

Function Sub-Function Billing Determinant Comment
Core Reliability Non-coincident peak demand
Services (MW)
Energy Metered Control Area Load plus exports | 80% of overall ETS rev.
Transmission (MWh) reg.
Grid Services-Net
Reliability Energy
Services Energy Absolute value of net uninstructed 20% of overall ETS rev.
Transmission deviations by settlement interval (MWh) | req.
Services-
Uninstructed
Deviations
Final HA schedules submitted, no
Forward "
Schedulin additional charge for changes to DA
g
schedules
Congestion Net Scheduled Interzonal load (flows)
Market Management (MWh)
Services Purchases and sales of Ancillary
Services, instructed energy and
Market Usage absolute value of net uninstructed
deviations by settlement interval
(MWh)
Rev. req. in excess of the
$500 per month per SC ID
Settlements, Metering and Client Fixed monthly charge per SC ID to be recovered from other
Relations functions (through
“Functional Association of
Charge Types”)
3
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3.0 2004 GMC Settlement

Settlement discussions in ER04-115-000, the rate case triggered by the ISO’s
GMC rate filing for 2004 began in January 2004. These discussions led to
several modifications to the filed GMC rate design®, primarily to mitigate the
impact of new rates on certain Scheduling Coordinators. The term of the
Settlement was set as the earlier of three years or until the CAISO implemented
locational marginal pricing. The only issue not settled was the assessment of
GMC on Southwest Power Link (SWPL) flows to IID and APS®. The Settlement
was filed in July 2004 and approved by the Commission in February 2005.

The Settlement rate design includes eight service charges: Core Reliability
Services — Demand, Core Reliability Services — Energy Export, Energy
Transmission Services — Net Energy, Energy Transmission Services —
Uninstructed Deviations (ETS-UE), Forward Scheduling, Congestion
Management, Market Usage and Settlements, Metering and Client Relations.
Under the Settlement, additional rate components were developed and the
revenue requirement of each service was modified to mitigate bill impacts to
SCs. Also, several special rates were created in order to implement
accommodations for certain Scheduling Coordinators. The adjustments are
outlined in further detail below.

The Settlement further modified the revenue requirement of each service while
keeping the overall revenue requirement fixed®. The revenue requirement of
Core Reliability Services was reduced by 35 percent, with the dollars being
transferred to the revenue requirement of Energy Transmission Services-Net
Energy (ETS-NE). The revenue requirement of Forward Scheduling was
reduced by 20 percent with the dollars being reassigned to the revenue
requirement of Congestion Management.

The CRS revenue requirement is recovered using three different rates: CRS-
Demand (peak), CRS-Demand (off-peak) and CRS-Energy Export. The CRS-
Demand (off-peak) rate is set at 66 percent of the CRS-Demand (peak) rate.
The CRS-Energy Export rate is energy-based rather than demand-based like the
other CRS rates. As an accommodation to Southern California Edison, exports
from the Mohave power plant to Nevada Power and Salt River Project are
assessed a discounted CRS-Energy Export rate.

* The CAISO also agreed to changes that provided for enhanced stakeholder involvement in the
CAISO budget process. The Settlement is available at:
http://www.caiso.com/docs/2004/08/10/2004081009461812538.pdf.

> Section 3.1 of this whitepaper explains the resolution of this matter.

® As part of the Settlement, the CAISO agreed to reduce the 2004 revenue requirement by $3
million. The revenue requirement of future years was subject to a cap. Exceeding the cap
required the CAISO to make a Section 205 filing.
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The ETS-NE revenue requirement is recovered by an assessment on Metered
Control Area Load, which includes load and exports. SCE also receives a
discounted ETS-Net Energy rate for Mohave exports to Nevada Power and Salt
River Project. The ETS-NE revenue requirement was increased from the filed
rate structure due to reassignments of CRS and FS costs.

The ETS-UE revenue requirement is recovered from volumes of Net
Uninstructed Deviations, which is the absolute value of load and generation
deviations from schedules netted by interval.

The cost of submitting Forward Schedules is recovered through a Forwarding
Scheduling (FS) rate. Under the Settlement, the Forward Scheduling rate for
InterSC Trades is 50 percent of the FS rate on all other schedules. The revenue
lost by this discount is reassigned to ETS-NE, CONG and MU, increasing the
revenue requirements of those categories. As an accommodation to PG&E, Path
15 Facilitator InterSC Trades receive a discounted rate.

The CONG revenue requirement is recovered from a single rate on net
scheduled Hour Ahead Interzonal Flows. This revenue requirement was also
increased from the pre-Settlement rate structure due to reassignment of FS
costs.

The revenue requirement for the Market Usage (MU) service category is
recovered from awarded purchases and sales of Ancillary Services, Instructed
Energy and Net Uninstructed Deviations. The MU revenue requirement was
increased from the pre-Settlement rate structure by the reassignment of FS
costs.

The Settlements, Metering and Client Relations charge remained unchanged at
$500 each month to SCs for which a settlements statement with a non-zero
(exclusive of GMC charges) balance is issued.

Negotiations with the Modesto Irrigation District (MID) led to the creation of a
special rate applicable only to MID, a monthly charge of $75,000 payable to
CAISO. MID agreed to pay a fixed monthly amount in lieu of GMC on its grid
transactions, either on its own account or through its relationship with PG&E. As
part of the Settlement, PG&E agreed to invoice the CAISO directly for GMC
amounts owed by MID to the SC ID PGAB.

A summary of the modified GMC functions, charges and billing determinants can
be found in Table 2.
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Table 2

Summary of California ISO Settlement Rate Design
Functionalization and Billing Determinants

Function Sub-Function Billing Determinant Comments
Core Reliability Non-coincident peak demand (on- | 35% of rev. req. to ETS-NE
Services-Demand peak between hours ending 7 and | Off-peak rate 66% of peak rate

22, off-peak all other hours) (MW)
Core Reliability Energy Exports (MWh) 65% discount for Mohave
Services-Energy exports
Export
Energy Metered Control Area Load plus 65% discount for Mohave
Transmission exports (MWh) exports
Grid Eﬁ;‘g}‘fs"\‘et
gglrl\iggléy Energy Absolute value of net uninstructed
Transmission deviations by settlement interval
Services- (MWh)
Uninstructed
Deviations
Final HA schedules submitted, no | 20% of rev. req. to CONG
additional charge for changes to 50% discount for InterSC
Forward Scheduling | DA schedules Trades
65% discount for Path 15
Facilitator Trades
, Net Scheduled Interzonal load
Congestion
Management (flows)
(MWh)
Purchases and sales of Ancillary
Services, instructed energy and
Market Usage absolute value of net uninstructed
Market ((jlslaargons by settlement interval
Services Fixed monthly Assessed per SC ID with a non-
charge per SC ID, zero invoice issued in the month
remaining costs to
be recovered by
functional
association with
other services
MID Fixed Fixed monthly Assessed to MID SC ID monthly In lieu of other tariffed GMC
Payment charge charges
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3.1 Implementation of 2004 GMC Settlement

In implementing the Settlement rate design in its business systems (BBS), the
CAISO considered client preferences and administrative burdens. The
discounted CRS and ETS rates for Mohave exports were implemented as a
single charge type (CT 4504) after consultations with SCE. Because of the
difficulty of identifying Path 15 Facilitator InterSC Trades and programming this
into its and PG&E’s systems, the CAISO implemented this discount as a rate on
all PGAB InterSC Trades, adjusting the rate to account for the expected
proportion of Path 15 Facilitator InterSC Trades to all PGAB InterSC Trades.
The MID fixed monthly payment was implemented as a separate charge type
after consultations with MID and PG&E. Based on requests by market
participants for increased transparency of the calculation of the billed rates, the
Market Usage rate was implemented as three charge types (CTs 4534, 4535,
and 4536), one for each component of the billing determinant.

The GMC service categories, rate type and charge type numbers are
summarized in Table 3.
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Table 3
Charge Type Implementation

California ISO Settlement Rate Design
Charge, Rate and Charge Type

Charge Rate Charge Type
X CRS-Demand (peak) 4501
Core Reliability Services x CRS-Demand (off-peak) 4502
X CRS-Energy Export 4503
CRS/ETS-NE — Mohave Energy Export 4504
o _ X ETS-Net Energy 4505
Energy Transmission Services X ETS-Net Uninstructed 4506
Deviations
x FS 4511
Forward Scheduling X FS-InterSC trades 4512
X FS-PGAB InterSC trades 4513
Congestion Management X CONG 4522
x Purchases and sales of
Ancillary Services 4534
Market Usage X Instructed Energy 4535
x Net Uninstructed 4536
Deviations
gggzgnnesnts, Metering, and Client « SMCR 4575
MID Fixed Payment 4576

The Commission approved the Settlement on February 2, 2005. However, final
approval on all parts of the Settlement did not occur until September 22, 2005,
when the Commission approved the settlement agreement between SDG&E and
the CAISO regarding GMC payments to be made for SWPL (the GMC
Settlement agreement approved by FERC on February 2, 2005 was a partial
settlement agreement in that it did not resolve this SDG&E Southwest Power
Link issue). During the period between the Commission approvals, the CAISO
began implementation of refunds for 2004. These refunds, with interest, were
made on February 2005 trade month invoices paid on April 28, 2005’. In August
2005, the CAISO, MID and PG&E implemented the MID fixed payment for 2004.
Beginning with the June 2005 trade month, Settlement rates were implemented
in the CAISO’s systems. For the trade months of January through June 2005, the
CAISO completed refunds on the October 2005 trade month invoices paid on
January 4, 2006°.

" See the CAISO’s September 30, 2005, Compliance Refund Report,
http://www.caiso.com/docs/2005/09/30/2005093014022619035.pdf.
% See the CAISO’s January 27, 2006, Compliance Refund Report,
http://www.caiso.com/178e/178e89fb63120.pdf.
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4. 0 Requirements for 2007

4.1 Need for afiling

As mentioned previously, the Settlement extends from January 1, 2004 to the
earlier of three years or until the CAISO implements locational marginal pricing®.
As MRTU implementation with LMP has been delayed until November 2007, it
will be necessary for the CAISO to address the rate structure for both for the
interim period, January 1, 2007 through October 31, 2007 and after MRTU
implementation on November 1, 2007.

4.2 Modifications to existing GMC rate structure

CAISO would like to maintain the existing rate structure to the greatest extent
possible through October 31, 2007. However, some minor changes are
necessary prior to November 1, 2007 when MRTU is fully implemented. Two
such items are noted here:

1. Minor modifications to the CAISO Tariff and rate design are necessary
given changes in the CAISO’s Control Area boundaries. The CAISO
proposes to eliminate provisions contained in Section 3.8 of the
Settlement affecting MID. Under the first of these provisions, MID is
obligated to pay the CAISO $75,000 monthly in lieu of other tariffed GMC
rates. Under another provision, MID is to provide operational data to the
CAISO for the purpose of assisting the CAISO in maintaining reliability.
Since MID will pay the tariffed GMC for any of its schedules across the
CAISO grid and any needed operational data would be provided by
SMUD, these provisions are no longer needed. There will be no impact
on the overall revenue requirement and only minor changes to rates in
2007.

2. Additional changes may be necessary to update the language of the
Settlement or to update dates through 2007. For example, the Section 4.4
specifies target revenue requirements for 2005 and 2006 of $218.4 million
and $221.7 million, respectively. Since the 2006 revenue requirement is
$180.5 million, if there is a target for 2007, it will be lower.

° See Section 2.4.1 of the Partial Offer of Settlement.
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With MRTU implementation on November 1, 2007, several additional changes
will be necessary to incorporate billing determinants of new services. Two such
changes are noted here:

1. As zones will no longer exist, the current congestion management service
will be eliminated or replaced with a service consistent with mitigation of
congestion through locational marginal pricing.

2. The new Day-Ahead market will include energy transactions in addition to
the current ancillary services transactions. These can be captured by
including their billable quantities in the Market Usage billing determinant.

Further, it may be desirable to recover the costs of CRR transactions through a
separate charge.

4.3 Straw proposal

The CAISO’s would like stakeholders to consider a continuation of the current
GMC Settlement rate structure until MRTU implementation, with modifications as
described above (items 1 and 2 in Section 4.2) until October 31, 2007.

The CAISO believes that this approach minimizes administrative costs to
participants, as no party need make adjustments to their settlements systems.
Also, implementing a new GMC approach for January 2007 that is significantly
different from the current approach would require extensive analysis by CAISO
and stakeholder staff that are currently engaged in MRTU development and
implementation.

That being said, CAISO is not precluding parties from proposing reasonable
modifications in addition to this basic “continuation of the existing Settlement”
approach as described above. We welcome additional comments and
suggestions for all parties to consider.

In concept, after discussion with stakeholders, the CAISO could draft a
“settlement agreement” to extend the current GMC Settlement and circulate that
among the parties. Once agreement on that document is reached, the CAISO
would make a Section 205 filing with the Commission. This filing could be made
as soon as there is agreement on the “settlement agreement,” but no later than
October 31, 2006.

If there were support for this approach, CAISO would continue to work on better
defining the additional changes required by MRTU and gathering data needed for
analysis of bill impacts. We would defer a stakeholder process on the necessary
changes for MRTU until late 2006 or early 2007. We would bring the modified
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rate design for MRTU to the Board for approval in early summer 2007. The
CAISO would have to make a Section 205 filing at the Commission no later than
August 31, 2007 in order to have an effective date of November 1, 2007. Ideally,
the rate design filed would continue to be in effect through 2008, so no additional
filing by the CAISO at the Commission would be required.

4.4 An alternative approach

Another option is to develop a GMC rate design that incorporates the changes
necessary for MRTU to be effective January 1, 2007. This would require work
this spring and summer on developing the necessary changes to the GMC rate
design to incorporate MRTU and make the filing in October. This approach has
advantage of a single rate design, a single filing, and a single set of settlements
system coding done in advance of MRTU implementation. However, this
approach would require resources both from the CAISO and participants that
currently are devoted to MRTU implementation. We also do not believe that
sufficient data exists at this time for a participant rate impact analysis to be
prepared.

5.0 Proposed schedule

The issuance of this discussion paper is the initial event in this GMC stakeholder
process. The next event will be a conference call to review the terms of the
Settlement and the options outlined in this paper. We have scheduled a meeting
at the CAISO for March 20, 2006 to further discuss these options. Additional
meetings will be scheduled as necessary. As soon as there is general
agreement on principles, the CAISO could draft a settlement agreement for
review.

Other elements of the schedule are a Finance Committee briefing set for the
June 2007 Board meeting, currently scheduled for June 13-14 and Committee
and Board approval of a rate design at the July meeting scheduled for July 26-
27.
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2007 GMC Schedule-
Reflecting the
“Straw Proposal/Continuation Existing Structure”
(Tentative)

# Event Date

1 Discussion paper issued February 23, 2006
2 Conference call — discussion paper March 7, 2006
3 | Written comments due March 13, 2006
4 Stakeholder meeting — Folsom March 20, 2006
5 Meetings at CAISO/conference calls (as April — June

needed)
6 Drafting/Circulation of proposed agreement May — July
7 Finance Committee briefing June 13-14
8 Finance Committee/Board vote July 26-27
9 CAISO internal development (as necessary) July — September
10 | FERC filing (tentative) November 1, 2006
11 | Begin stakeholder process on necessary Late Fall 2006
changes under MRTU

12 | Effective date January 1, 2007
13 | FERC filing for MRTU GMC rate design Summer 2007

14 | MRTU implementation scheduled November 1, 2007

Please provide written comments to Ben Arikawa (barikawa@caiso.com) by COB
March 13, 2005. Posted comments will be accessible from the “2007 GMC
Options” link on:
http://www.caiso.com/docs/2002/08/02/2002080216283419989.html.

6.0 Related documents

2002-2003 GMC Stakeholder Process documents:
http://www.caiso.com/docs/2003/02/07/2003020716402314262.html.

2004 GMC filing, October 31, 2003, Volumes I-IX:
http://www.caiso.com/docs/2003/11/05/200311051652027140.html.

2004 GMC Patrtial Offer of Settlement, in ER04-115, et. al., July 29, 2004
http://www.caiso.com/docs/2004/07/29/2004072914535721412.pdf.
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