Addendum:

Potential Modifications to Amendment 72
Day Ahead Scheduling Requirements

Department of Market Monitoring (DMM)
December 22, 2006

|. Introduction

This addendum describes several additional options for modifying the scheduling
requirements established under Tariff Amendment 72. These modifications were
identified in comments provided in response to the whitepaper developed by the
Department of Market Monitoring (DMM) outlining a straw proposal for potential
refinements to Amendment 72As noted in DMM'’s initial whitepaper, since the
fundamental purpose of the scheduling requirements established under Amendment 72 is
to enhance system operations and reliability, DMM believes that CAISO Grid
Operations’ assessment of the potential operational and reliability impacts of any
modifications will be critical in determining any specific modifications that may be

made. Consequently, the modifications described in this addendum are limited to
several options that may be acceptable to CAISO Grid Operations - based on their initial
review. However, due to the very limited time that CAISO Grid Operations and other
CAISO staff have had to review these additional options, further review and
consideration of these options by CAISO staff are necessary. Nonetheless, this
description and discussion of these options is being provided at this time to allow for
review and comment by stakeholders by the January 5, 2007 date established for
comments on the straw proposal provided in the aforementioned whitepaper.

Il. Other Potential Modifications
1. Ability to Temporarily Reduce Day Ahead Scheduling Requirement

This option would establish a tariff provision allowing the CAISO to temporarily reduce
the day-ahead scheduling requirement if CAISO Grid Operations determines that over-
generation has become a reliability problem.

Some participants have suggested eliminating the 95% scheduling requirement during
off-peak seasons, as well as off-peak hours. This concept of eliminating the 95%
scheduling requirement during the all hours (peak and off-peak) of off-peak seasons was
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previously discussed and rejected by CAISO Operations because, historically, under-
scheduling has occasionally created reliability issues even in off-peak seasons. However,
another option that has been suggested by Grid Operations is to include a tariff provision
that would allow the CAISO to relax or waive the 95% scheduling requirement for

limited time periods if Grid Operations deems over-generation to be a reliability problem.

Under this option, the CAISO would have the authority to issue a market notice
specifying the 95% scheduling requirement was being reduced to a specific level (%) for
a specific limited time period. Absent a further market notice extending any such
reduction, the 95% scheduling requirement would resume to be effect at the end of the
time period specified in the market notice. Grid Operations staff has noted that, in
practice, the time period for which the scheduling requirement might be reduced may
typically be relatively short (e.g. one day at a time) due to the difficulty of projecting
system conditions over a longer time period.

DMM notes that, under this approach, any SC opting to reduce it's scheduling level in
response to such notices would need to monitor notices issued by the CAISO, and would
need to remain prepared to resume meeting the 95% scheduling requirement at the end of
the limited time frame that may be specified in the market notice. Meanwhile, any SC
believing this would create potential compliance problems would always have the option
of continuing to schedule to the 95% requirement.

In the event that a separate lower scheduling requirement is established for off-peak days
and hours (as outlined in the following section of this addendum), the tariff provision
would also allow the CAISO to temporarily reduce any off-peak scheduling requirement.

2. Reduced Scheduling Requirements for Off-Peak Hours

This additional option would establish a lower minimum scheduling requirement for
weekends and/or other off-peak hours (e.g. 75% of forecasted load).

The first potential modification outlined in the initial whitepaper was to modify the Tariff

so that day-ahead schedules submitted by each SC are required to meet 95% of forecasted
load only during peak hours (e.g. Monday through Saturday, Hours Ending 7 through

22).

To address concerns that under scheduling on a Sunday with very high loads could create
potential operational and reliability problems, such as occurred during summer 2006, it

has been suggested that the exemption for Sundays may be designed to be non-applicable
on Sundays for which the CAISO issues a “Restricted Maintenance Operations” notice
prior to the day-ahead scheduling deadline.

CAISO Operations staff has expressed concerns that they cannot issue “Restricted
Maintenance Operations” notices sufficiency in advance of the time when Day Ahead
schedules are developed, particularly on Sundays. In addition, virtually all stakeholders
commenting opposed the concept of making the 95% scheduling requirement applicable
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for Sundays (or other off-peak hours) only when the CAISO issued a “Restricted
Maintenance Operations” notice in advance of the Day Ahead market, due to the
uncertainty and compliance issues this would create.

An alternative that has been suggested is to set a lower scheduling requirement for off-
peak and/or weekend hours that would provide some degree of assurance against
excessive under-scheduling on during off-peak and/or weekend hours. The specific level
of a separate scheduling requirement for off-peak and/or weekend hours would be
designed to reflect the minimum amount of load a typical SC serves during off-peak
hours (which typically occurs at 2 or 3 a.m.). This level represents the “baseload” or
minimum amount of energy each off-peak hour of each SCs' off-peak load that could be
met without relying on any “load shaping” resources or products.

An example of this is provided in Figure 1, which shows the average system load for the
CAISO system over a recent 12 month period. As shown in Figure 1, average system
load is lowest in Hour Ending 4 (21,678 mw), which represents about 83% of the average
system load during the highest off-peak hour (26,173 MW in Hour Ending 23). Thus, a
typical SC with this load shape could meet at least 83% of its load for all off-peak hours
by scheduling a constant amount of energy during each off-peak hour, as depicted by the
dashed line in Figure 1. An off-peak scheduling requirement set in this way would allow
SCs to meet the requirement through standard 8-hour blocks of energy without relying on
any load-shaping resources or hourly bilateral purchases.

In recognition that of difference in the load shapes of different SCs, different seasons, and
the “lumpiness” of the increments in which off-peak power may be available, the actual
scheduling requirement for off-hours or weekends could be set at a somewhat lower
levels, such as 75% of each SCs' Day Ahead load forecast, as depicted by the solid line in
Figure 1.
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Figure 1. Potential Off-Peak Scheduling Requirement
Based on Average Hourly CAISO System Load
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3. Additional exemption for minor levels of non-compliance during all hours.

This option would establish an additional exemption that would apply to all hours, under
which any SC/UDCs which schedule no more than 3 MWh below the 95% requirement
would be deemed in compliance with the 95% requirement.

An additional suggestion made in stakeholder comments was to also setesonmemus

level (in MWh) by which any SC’s schedule (by UDC area) might fall below the 95%
requirement during all hours and not be deemed a violation. Suggestions for the specific
level that would be considere@ minimuganged from 3-5 MWh.

Currently, there are about 70 combinations of LSEs and UDC areas to which such an
exemption would apply each hour. Thus, the potential impact of a 3 MWh standard for
de minimuwiolations could represent a 210 MWh reduction in required scheduling levels
each hour. A 5 MWh threshold would equate to a maximum of 350 M\@hcourse,

these potential impact estimates represent a worst-case scenario in which all 70
combinations are simultaneously under-scheduled by the threshold amount. However,
based on the potential cumulative effects of a 3-5 MWh allowance during all hours, the
CAISO believes a 3 MWh threshold would accomplish the basic purpose of this
threshold as well as a 5 MWh threshold, while limiting the potential cumulative impacts
of such an allowance to a significantly lower level (210 MWh compared to 350 MWh).

Finally, it should noted that 3 MWh allowance would be applied in addition to the other
allowances for limited violations of the 95% scheduling requirement described in the
initial whitepaper. Thus, a potential violation of the 95% scheduling requirement would
first be defined as follows:

1) Any hour in which the SC’s day-ahead schedule for any UDC arekessathan
3 MWh lower than 95% of the SC’s day-ahead load forecast for the
corresponding UDC area.

In addition, the tariff would further specify that tfisst six potential violations of the
95% scheduling requirement (determined based on the definition above)esidhin
calendar monthwould not constitute a violation, provided that:

1) The SC’s day-ahead schedule was at least 93% of its day-ahead load forecast
within the UDC area

or

2) The SC’s day-ahead schedule was not more than 25 MWh less than 95% of its day-
ahead load forecast within the UDC area

2 70 SC/UDC combinations x 3 MWh = 210 MWh, and 70 SC/UDC combinations x 5 MWh = 350 MWh.
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lll. Further Steps

As noted in DMM’s initial whitepaper, the process for developing any changes to
Amendment 72 will be conducted on a relatively accelerated timeframe, so that any
changes may be effective prior to the spring months when problems related to over
generation tend to be highest. The specific steps remaining in this process, which were
outlined in a November 30, 2006 Market Notice, include the following tasks:

X Submission of final stakeholder comments on straw proposal (January 5, 2007)
x Development of final CAISO recommendation to CAISO Board (January 10, 2007)

x Discussion and potential approval of Tariff modifications at CAISO Board Meeting
(January 24-25, 2007)
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