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Introduction
The California ISO (ISO) is planning to conduct an annual primary auction for
Firm Transmission Rights (FTR) on November 17, 1999 and ending no later than
November 19, 1999.  Each FTR shall be issued in the denomination of 1 MW.  All
FTRs auctioned in 1999 will have a fourteen (14) month term beginning at 12:00
a.m., on February 1, 2000 and ending at 11:00 p.m., on March 31, 2001.

The FTR auction will be a simultaneous, multi-round clearing price auction
conducted separately and independently across specified ISO inter-zonal
interfaces.

The ISO makes no representation or warranty with respect to the present or
future value of the FTRs to be issued as a result of this auction.

FTR Product Definition
An FTR is a contractual right that will have the attributes of both financial
contracts and of physical transmission rights.  FTRs will entitle their owners to
share in the distribution of Usage Charge revenues received by the ISO (in the
Day-Ahead and Hour-Ahead Markets) in connection with Inter-Zonal Congestion
during the period for which the FTR is issued.  FTRs will also entitle the
registered FTR Holder to certain priorities (in the Day-Ahead Market) for the
transmission of energy across a congested Inter-Zonal interface.

For a more detailed explanation of the FTR product, please refer to the ISO tariff,
Section 9.0, Firm Transmission Rights (http://www.caiso.com/pubinfo/tariffs/).

Summary of FTR Auction Design

Amount of FTRs to be Auctioned
For the 1999 FTR auction, the ISO will auction an amount of FTRs in each FTR
market equal to one-hundred percent (100%) of the capacity at a given interface
given a 99.5 percent availability level (net of ETC rights).  For more details,
please refer to the ISO Tariff, Section 9.0, Firm Transmission Rights
(http://www.caiso.com/pubinfo/tariffs/).

FTR Auction Format
The form and format in which bids must be submitted is that specified by the ISO
in the FTR Auction Training Classes.  This multi-round auction will be conducted
electronically via the Internet using Trading Dynamics Universal Trading
SystemTM .
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Start of the Primary Auction
After the first round, for which bids are due by 7:00 AM PST November 17, 1999,
the ISO will conduct each subsequent round sequentially, beginning 7:00 AM
PST each day until 4:00 PM PST each day until the auction closes.  The auction
may take up to three (3) days to complete, but will end no later than November
19, 1999.

Starting Bid Price
The starting bid price in each FTR Market in the first round of the auction will be
set at a level equal to the greater of (a) $100 per MW-year; or (b) twenty (20)
percent of the ratio of the net Usage Charges collected by the ISO from October 1
1998 through September 30,1999.  For a more detailed explanation, please refer
to the ISO Tariff, Section 9.0, Firm Transmission Rights
(http://www.caiso.com/pubinfo/tariffs/).

Auction Round Increments
The ISO anticipates that each round of the auction will take from fifteen (15) to
forty-five (45) minutes.  The ISO anticipates that the interval between rounds will
be between five (5) and fifteen (15) minutes.

Bidding Procedure
• On or before November 5, 1999, bidders must indicate to the ISO

whether they elect to be excluded from small allocations of FTRs in
any FTR market where the bidder bid zero demand in the final round.
For specific details, please refer to the pro rata allocation rules found in
Appendix II, FTR Auction Rules.

• Bidders will indicate to the ISO the number of FTRs desired at the
starting bid price (for all or some of the FTR products).

• The ISO will announce to all bidders the total demand at that starting
bid price and the price increase based on the amount of excess
demand.

• Bidders submit higher bids for equal or lesser amounts of FTRs in the
next round.

• When demand is less than or equal to supply, the auction for that FTR
market ends.  If demand in the final round is less than supply, excess
FTRs are allocated based on bids in the final two rounds (unless
bidder elects to be excluded from small allocations).  Clearing price is
the price in the next-to-last round.

Winning bidders must pay for all of their FTRs within ten (10) business days of
receiving an invoice from the ISO.
For a more detailed explanation, please refer to Appendix II, FTR Auction Rules.
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FTR Holder Registration Requirement
All entities participating in the ISO’s primary auction or in secondary FTR markets
must register as an FTR Holder with the ISO and must notify the ISO of all
affiliates of the FTR Holder that are themselves FTR Holders or Market
Participants.

An Affiliate is an entity, company or person that directly, or indirectly through one
or more intermediaries, controls, or is controlled by, or is under common control
with the subject entity, company or person.

This is an on-going requirement for as long as the FTR Holder owns FTRs.  A
FTR Holder must notify the ISO within five (5) business days of an affiliate
relationship change.

For more specific details, please refer to Section 9.2.7 of the ISO Tariff.

The FTR Holder Registration Form may be found on the ISO web site at
http://www.caiso.com/clientserv/ftr/ . Please complete and return the attached
form to the ISO’s Department of Market Analysis via fax (916 608-7296), email
(POConner@caiso.com), FedEx, or USPS to:

The California ISO
Department of Market Analysis
151 Blue Ravine Road
Folsom, CA 95630
Attn:  FTR Holder Registration

Auction Platform
This multi-round auction will be conducted electronically via the Internet using
Trading Dynamics Universal Trading SystemTM.  In order to participate in the
auction, bidders will need:

• Connectivity to the Internet1 for the duration of the auction,
• One of the following Internet browsers:

• NetScape Navigator browser, version 4.5 or higher; US version
capable of performing128 bit RC4 encryption

• Microsoft Internet Explorer browser, version 4.01 or higher; US
version capable of performing128 bit RC4 encryption

• A digital certificate to be provided by ISO. The certificate and the
associated private key must be accessible by the browser before
the bidder can participate in the auction.

                                           
1 ISO is not responsible for the reliability or the speed of the bidder’s connection to the Internet.
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When configuring your browser for the FTR auction, please review these settings
for your browser type:
Internet Explorer
• Under View:Internet Options, select the Advanced tab
• Ensure that the “Use smooth scrolling” under Browsing is NOT selected
• Ensure that the “Warn if changing between secure and not secure mode”

under Security is NOT selected

Netscape Settings
• Click Security button, Click Navigator link on left panel
• Ensure that all four of the following items are NOT selected

1. Entering encrypted site
2. Leaving encrypted site
3. View page with encrypted and unencrypted mix
4. Sending unencrypted information to site

• Set certificate to identify you to web site to “automatically”
• Under Edit:Preferences, Click Advanced:Cache link under Categories
• Click clear memory button
• Click clear disk button

Financial Security Requirements
Each bidder must execute and post financial security in the amount of the
cumulative value of their FTR bids by 5:00 P.M. PST on November 5, 1999.  All
bidders must maintain this security through December 15, 1999.  Bidders with an
Approved Credit Rating are exempt from this requirement.  Given the current
schedule, financial security must be posted with the ISO by November 5, 1999.
A bidder may not acquire FTRs with a total value in excess of their financial
security amount.

All non-exempt participants must sign one of the following pro forma financial
security agreements listed below:

• Letter of Credit
• Surety Bond
• Escrow Account
• Certificate of Deposit

These agreements can be found in Appendix III, Pro Forma Financial Security
Agreements.

Participants with an Approved Credit Rating
FTR auction participants that currently have an Approved Credit Rating are
exempt, at this time, from posting a letter of credit, surety bond certificate of
deposit or cash deposit pursuant to Section 2.2.3 of the ISO Tariff.  The definition
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of an approved credit rating can be found in the ISO Tariff, Appendix A, Master
Definitions Supplement.  In summary:

Approved Credit Rating
(From ISO Tariff Appendix A: Master Definitions supplement and as
amended by the Board of Governors)

1. A short-term taxable Commercial Paper debt rating of not less than
any one of the following:

• A1 by Standard and Poor’s Corporation
• D1 by Duff & Phelps Credit Rating Agency
• F1 by Fitch IBCA Incorporated
• P1 by Moody’s Investors Service

2. A short-term tax exempt Commercial Paper debt rating of not less than
any one of the following:

• A1 by Standard and Poor’s Corporation
• V1 by Fitch IBCA Incorporated
• V/MIG1 by Moody’s Investors Service

3. A federal agency shall be deemed to have an Approved Credit Rating
if its financial obligations under the ISO Tariff are backed by the full
faith and credit of the United States.

4. A California state agency shall be deemed to have an Approved Credit
Rating if its financial obligations under the ISO Tariff are backed by the
full faith and credit of the State of California.

5. Another Credit rating approved by the ISO Board of Governors.

Note: All ISO certified scheduling coordinators that have an Approved Credit
Rating have met the financial security requirement for the 1999 FTR auction.
FTR auction participants with an Approved Credit Rating that are NOT ISO
certified scheduling coordinators must complete and return the enclosed Letter of
Understanding (See Appendix III) to the ISO by no later than November 5, 1999.
Please return the completed letter via USPS or FedEx to:

Mr. Vicken Kasarjian
California ISO
151 Blue Ravine Road
Folsom, CA 95630
(916) 351-2353

Scheduling Coordinators that have “excess” security with the ISO
On a case by case basis, a scheduling coordinator may work with their client
representative to determine if they have “excess” security posted with the ISO
relative to their total market transactions.  Scheduling Coordinators that have
“excess” security with the ISO may use this collateral to cover their FTR security
requirement given the following conditions:
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1. The ISO concurs that the SC has “excess” security
2. The SCs security agreement with the ISO can accommodate securing FTR

purchases, or may easily be amended to do so (please carefully review the
language in your security agreement).

3. If amendments are necessary, the SCs bank, parent, etc. agrees to any such
amendments to the SCs security agreement with the ISO

4. The ISO agrees to any such amendments to said security agreement
5. The SC cannot purchase FTRs in excess of their “excess” security (unless

additional security is posted with the ISO)

An example of “excess” security would be:

SC Letter of Credit posted with the ISO: $5,000,000
SCs market transactions*: $2,000,000
SCs “excess” security: = $3,000,000

* Estimated based on the formula: MWh traded over 95 days x $20/MWh x 15%

If a SC intends to use their existing security to secure their FTR purchases, the
ISO must be notified in writing of the SCs intent, and the ISO must approve any
such changes.  Additionally, the ISO must receive, in writing, the approval of any
such changes by the institution (bank, parent, etc.) that retains the security.

If you would like to explore this option further, please contact your client relations’
representative to discuss your specific situation.

Please refer to Appendix III for a copy of these pro forma financial security
agreements.

Please USPS or Fed-X your financial security agreement to Vicken Kasarjian by
no later than 5:00 p.m., November 5, 1999.

Mr. Vicken Kasarjian
California ISO
151 Blue Ravine Road
Folsom, CA 95630-9014
(916) 351-2353

EDI/Fed-Wire Capability
The ISO conducts all commerce electronically.  An Electronic Data Interchange
(EDI) and Fedwire connection to the ISO is mandatory unless a primary auction
winner plans to trade ALL of their FTRs in the secondary market and has no
intention to schedule or financially settle with the ISO. Given this stipulation, the
ISO is willing to financially settle the primary auction only (but not future market
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settlements) via EDI/Fedwire OR paper invoice and check.  Please inform John
Goodin, by November 5, 1999, if you plan NOT to settle the primary auction
through EDI and Fedwire.

• John Goodin
Jgoodin@caiso.com
Phone: (916) 351-2304
Fax: (916) 351-2263

All ISO certified Scheduling Coordinators have already fulfilled the EDI/Fedwire
requirement for the FTR auction.

If a FTR auction participant does not have an EDI/Fed-Wire connection with the
ISO and would like to settle the primary auction electronically, then this
participant must establish and test their connection by no later than November 5,
1999.

There are “off the shelf” low-cost personal computer hosted EDI solutions, or you
can secure EDI services from a third-party provider.  Following are two service
providers of EDI technology that have demonstrated compatibility with the ISO’s
EDI invoicing service:

• Xebec Data Corp (PC Hosted Solution)
Kristen Zagray
(303) 368-9964
www.xebecdata.com

• ECOM Worldwide (Third-Party Provider)
Mike Peterson
(402) 492-2600
www.ecomworldwide.com

Please contact Gerry Abad at the ISO if you would like further information or help
with this technology.

• Gerry Abad
Client Relations
California ISO
Phone: (916) 351-2139
Fax: (916) 351-2452

The ISO’s EDI Implementation Guide can be found on the ISO web site at
www.caiso.com, go to “Client Services”, “Cert. Requirements”, “EDI
Implementation Guide.”

The EDI and Fed-Wire test conducted by the ISO will demonstrate the market
participant’s ability:
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1. to receive an ISO invoice via EDI
2. to transmit functional acknowledgements to the ISO confirming receipt of

invoices
3. to send funds to ISO bank account with valid invoice identification
4. to receive, reconcile and identify funds received from the ISO

Also, please fill out the Financial Information Form in Appendix I and mail or fax
to John Goodin at the ISO before conducting the EDI/Fed-Wire test (not required
if participant already has an EDI/Fedwire connection to the ISO):

Mr. John Goodin
California ISO
P.O. Box 639014
Folsom, CA 95630-9014
Fax: (916) 351-2263

Hardware/Software Requirements
• A system with equivalent or better performance than a Pentium 266

MHZ with 64 MB memory running a windows operating system (Win95,
Win98, or NT)

• A digital certificate issued by the ISO
• One of the following internet browsers:

• NetScape Navigator browser, version 4.5 or higher; US version
capable of performing128 bit RC4 encryption

• Microsoft Internet Explorer browser, version 4.01, Service Pack 1 or
higher; US version capable of performing128 bit RC4 encryption

• Connection to the Internet

How to Become an ISO Registered FTR Bidder
To become an FTR registered bidder with the ISO, please do the following:

• Sign and return the ISO’s FTR Auction Registration Letter- Completed!
• Attend bidder training session at the ISO in Folsom- Completed!
• Execute an ISO approved financial security agreement (unless

exempted)
• Post financial security with the ISO
• Establish EDI/Fedwire connection with the ISO*
• Notify ISO if you do not want small allocations of FTRs in final round
• Complete and submit the FTR Holder Registration form
• Obtain a digital certificate from the ISO

* Not mandatory if FTR participant plans to sell ALL of their FTRs in the secondary
market and has no intention to schedule or financially settle with the ISO.  ISO Certified
scheduling coordinators have already fulfilled this requirement.
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Once approved, registered bidders will receive a digital certificate and a
password to access Trading Dynamics Universal Trading SystemTM before the
commencement of the FTR auction.

California ISO FTR Auction Contact
For questions regarding this auction, please contact:

John Goodin
California ISO
151 Blue Ravine Road
Folsom, CA 95630
(916) 351-2304
jgoodin@caiso.com
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Key Dates (Proposed)
Post on the ISO Home Page:

• Number of FTRs to be auctioned for each
market; http://www.caiso.com/clientserv/ftr/

• Target price in each FTR market
• Formula for adjusting the FTR price in

succeeding rounds; (Appendix II)
• Date and time by which bidders must satisfy

financial security requirements; (see below)
• Specifications for technical equipment

necessary to participate in the auction; (see
page 7)

• Schedule for conducting subsequent rounds
of the auction

October 18, 1999

Execute financial security agreement, (unless
exempt); (See page 3 and Appendix III)

Execute on November 5, 1999
Maintain until December 15, 1999

Post financial security with the ISO; (see page 3) November 5, 1999
Notify the ISO if want exclusion from small
allocations (less than 5% of supply) in the final
round of any FTR market where your final demand
bid was zero; (See page 2 and Appendix II)

November 5, 1999

*Establish and test EDI/Fedwire connection with the
ISO by no later than- (See page 6 and Appendix I)

November 5, 1999

Notify the ISO if you do not want to settle the
primary auction electronically using EDI and
Fedwire

November 5, 1999

Complete and submit FTR Holder Registration
Form; http://www.caiso.com/clientserv/ftr/

November 5, 1999

FTR auction dry run #1
FTR auction dry run #2

October 27, 1999
November 9, 1999

ISO plans to Begin FTR auction on-
And End no later than-

November 17, 1999
November 19, 1999

ISO publishes preliminary auction results November 24, 1999
ISO issues invoices for FTRs awarded in the
primary auction by no later than:

November 24, 1999

Payment due for FTRs awarded in the primary
auction

Ten (10) business days after
receiving an invoice from the ISO,
and by no later than December 10,
1999

Initiate FTRs in the market February 1, 2000

* Not mandatory if FTR participant plans to sell ALL of their FTRs in the secondary market and
has no intention to schedule or financially settle with the ISO.  ISO Certified scheduling
coordinators have already fulfilled this requirement.
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Appendix I

Financial Information Form
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Financial Information Form

(To Establish or Test an EDI and Fed-Wire Connection to the ISO)

Company Name: ________________________________________

Primary Contact: _______________________________________
(include name, phone, fax, email)

Accounts Payable Contact: ______________________________
(include name, phone, fax, email)

Bank Name: ___________________________________________

Bank Contact: _________________________________________
(include phone number)

Bank Address: _________________________________________

Bank ABA Number: _____________________________________

Bank Account Number: __________________________________

Federal Tax ID Number: __________________________________

ISO Information:

Bank Institution Bank of America, N.T. & S.A., S.F., CA
Account Number 12331-62294
ABA Number 1210-0035-8
Bank Contact Karen Meyers
Bank Contact Phone Number 510 675-7368
ISO Contacts Gloria Edwards; Business Systems

Melodie Iverson; Finance

Please email, fax or mail this form to John Goodin before October 28, 1999:

John Goodin
Jgoodin@caiso.com
California ISO
P.O. Box 639014
Folsom, CA 95630-9014
Fax: (916) 351-2263
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Appendix II

FTR Auction Rules
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FTR Auction Design for the California ISO

Separate Simultaneous Auctions, ISO Names Prices

(1) the ISO sets (low) prices in round 1 for each of the up to 52 markets.  Each
market pertains to FTRs on one interface in one direction.

(2) buyers submit bids indicating the quantity they would choose to buy at the
round 1 price

(3) the ISO then raises the price in each market for the next round, the amount of
price increase being a function of the excess of demand over supply in the
previous round

(4) buyers bid for the quantities they would like to buy at the new price. A buyer
may not bid for more in one round than he bid for in the previous round

(5) if demand still exceeds supply in a market, then steps (3) and (4) are
repeated

(6) when demand is less than or equal to supply in an individual market, that
market closes. Price is set at the last price for which demand exceeded
supply for that market

(7) bidders receive all the FTRs they demanded in the final round plus a pro rata
share of any FTRs that were demanded in the next to last round

Example:
Total demand in the market was 120 at a price of 100 and 90 at the next called
price of 105. Total supply is 100. Then the market-clearing price is 100. An
individual firm had demanded 20 FTRs at a price of 100 and 11 FTRs at a price
of 105. That firm is awarded 11 + (20-11)*(100-90)/(120-90)=14 FTRs at a price
of 100.

ISO Auction Rules for Increments

The following are specific rules regarding the increments and the process to
allow de minimis winners to exit.

On the FTRs with minimal projected values choose a minimum increment ($20)
and a fictional value of  $100. The price can then rise according to the same
formula as the other FTRs. If the ISO underestimated the value of the low value
FTRs, the ISO can increase the increments on them.
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The formula is:

Start at 20% of projected value for a market, rounded down so that 1%
increments will be in multiples of $5.  For example, if the projected value is
$3,943 then 1% is $39.43. Round this to $35 and make the initial price 20 x $35
= $700. Exception: If the projected value is less than $500 round down so that
1% increments will be an even dollar amount.

• Increase increments at 10% of projected value so long as demand
exceeds supply by more than 100%.

• Increase increments to 5% of projected value when demand exceeds
supply by 60 to 100%.

• Increase increments to 3% of projected value when demand exceeds
supply by 30 to 60%.

• Increase increments to 2% of projected value when demand exceeds
supply by 10 to 30%

• Increase increments to 1% of projected value when demand exceeds
supply by less than 10%.

The ISO has the right to make these increment changes depending on how
slowly or quickly the auction is converging to a conclusion.

Pro rata allocation

After the last round of an auction, a pro rata allocation of the bidders will typically
be necessary. Assume that there are X units to be allocated by the pro rata
mechanism and a demand reduction of Y in the last round.  Under the original
allocation mechanism each bidder would get X/Y times his/her own demand
reduction. The objections to this scheme are that bidders may not wish to be left
with only a small number of FTRs.  Note that the problem only really applies to
bidders who decreased their demand to 0 in the ultimate round, since other
bidders would be receiving an amount greater than or equal to the amount they
bid for in the last round.

Bidders who reduced their demand to zero in the last round will be given the
option of requesting that their pro rata allocation be reduced. These bidders are
prioritized smallest to largest. As many such bidders as possible are treated as
though they had not bid in the penultimate round, subject to the constraint of
supply being less than or equal to demand in the penultimate round.  The pro
rata mechanism is then applied.
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Example:

Total demand in round 20 is 1100.
Total demand in round 21 is 900.
Supply is 1000.

So X=1000-900 = 100. Y = 1100-900 = 200.

Four bidders reduced demand in the last round. Bidder A reduced from 75 to 0.
Bidder B reduced from 50 to 0. Bidder C reduced from 25 to 0. Bidder D reduced
from 300 to 250. All other bidders bid for a total of 650 in both rounds 20 and 21.
Bidders C, B, and A could apply to be relieved from their pro rata allocations.
However, excess demand in round 20 was only 100 and the bidders had a total
demand of 150, so they cannot all be excused. Bidders B and C as the smallest
would have first priority in being excused. A could only be excused if B chose to
take a share.

If no one asked to be excused the old rule would apply, and each bidder would
receive 100/200 of his demand reduction. That is, A would receive 38, B 25, C
12, and D 275. (The other bidders would get 650.)

If A only chose to be excused, then each other bidder would be allocated
100/125 of his or her demand reduction, leading to final allocations of 40 for B,
20 for C, and 290 for D.  If B only chose to be excused, then each bidder would
be allocated 100/150 of his or her demand reduction, leading to final allocations
of 50 for A, 17 for C, and 283 for D.  If C only chose to be excused, then each
bidder would be allocated 100/175 of his or her demand reduction, leading to
final allocations of 43 for A, 28 for B, and 279 for D.  If B and C both chose to be
excused, then the remaining bidders would be allocated 100/125 of his or her
demand reduction, giving A 60 and D 290.  If A and C both chose to be excused,
then the remaining bidders would be allocated their full demand reduction, giving
B 50 and D 300.If A and B (or A, B, and C) chose to be excused then A would
not be excused because allowing A to exit would require some other bidder to
buy more than it had bid for in the next to last round.  Results would be
calculated as though A had not asked to be excused.

The last part of the pro rata rules include rounding rules so that bidders do not
end up with fractional FTRs. The total number of fractional FTRs to be awarded
are reallocated to those who would have had the highest fractions, with ties
broken on the basis of who had the larger allocation in the market randomly. For
example, if 3 bidders were to get  300 6/7,  200 4/7, and  100 4/7 of an FTR, the
allocation would be 301,201, and 100. If the allocations were to be 300 6/7, 200
4/7, and 200 4/7 then the first bidder would get 301 and a random procedure
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would determine that one of the last two would get 201 and the other would get
200.

If a small number of FTRs is awarded withdrawals will be handled as follows:

(1) The withdrawals only apply to bidders who bid for zero in the final round. This
is essential, and does not force any bidder to take less than a minimal amount
for which it has bid.

(2) Bidders must inform the ISO before the auction that they do not wish to
receive a partial allocation if that allocation is less than the smaller of 5% of
the FTRs in the region or the amount the firm had bid for in the previous
round.

(3) Bidders who bid for the smallest quantities in the next to last round are given
withdrawal priority. So for example, if 3 bidders submit bids for zero in the last
round and say that they do not want to be allocated less than 5% of the FTRs
in the region then allocation is done in the following way:

Price is the next to last price for the market in question.

Quantities are re-calculated assuming the smallest of the 3 bidders had
bid for zero in both the last and the next to last round and the supply had
been the minimum of the total amount bid in the next to last round and the
original supply. This may leave all the other bidders with either the full
quantity they demanded in the next to last round or at least 5%. If so, the
other 2 bidders are not withdrawn.

If, however, either or both of the remaining 2 bidders were to still
provisionally be allocated less than the minimum of 5% of the total and the
amount they had bid for in the next to last round, then the smaller bidder
of the two (as defined by next to last round bids) would be exempted and
allocations would be redetermined as if that bidder had bid for zero in both
the last and next to last round and if the supply available had been the
minimum of the quantity demanded by the remaining bidders and the
original supply.

If upon doing this calculation the remaining of the 3 bidders is still
receiving less than the minimum of 5% of the FTRs in the market and the
amount he bid for in the next to last round, then he is exempted and
allocations are re-determined as if that bidder had bid for zero in both the
last and next to last round and if the supply available had been the
minimum of the quantity demanded by the remaining bidders and the
original supply.
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(4) If bidders are of equal size (as defined by next to last round bids) then for the
purposes of (3) the relative size of the bidders is to be determined randomly.
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Appendix III

Pro Forma Financial Security Agreements
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Escrow Agreement

This Escrow Agreement is made as of [date]_____________________, by and among:

(1) California Independent System Operator Corporation ("ISO"), a nonprofit public benefit

corporation having its principal place of business located in Folsom, California;

(2) [Legal Name]__________________________________ , a 1999 Firm Transmission

Rights auction participant ("Market Participant") having its principal place of business

located in [city & state]               , and

(3) _______________________________________________________ (“California Bank or

Financial Institution” or “Bank”),

all of whom collectively may be referred to hereafter as the “Parties”.

WHEREAS:

1. Market Participant desires to participant in the 1999 primary auction ("Auction") to

purchase Firm Transmission Rights ("FTRs") , under terms specified in the ISO's Tariffs

and Protocols as filed with the Federal Energy Regulatory Commission, as such may be

amended from time to time (collectively, the "Tariff"); and

2. Market Participant must therefore establish an appropriate amount of security,

$___________________ (the "Escrow Amount") to cover the cost of winning bids for

FTRs in the Auction; and

3. Market Participant and the ISO desire California Bank or Financial Institution to hold the

Escrow Amount as a California Bank or Financial Institution under the terms set forth in

this Escrow Agreement.

NOW, THEREFORE, in consideration of the above premises and the mutual promises contained

herein, and intending to be legally bound, the Parties hereto agree as follows:

Article 1
Escrow Account

1.1 Market Participant shall deposit the Escrow Amount with California Bank or Financial

Institution by a Fed-wire transfer of immediately available funds to [bank

name]_________________________________________________.  The deposit shall

form the Escrow Account; the name of the Escrow Account shall reflect that it is for the

benefit of the ISO.  Upon receipt of the Escrow Amount, California Bank or Financial

Institution shall notify the ISO that the Escrow Amount has been deposited with California

Bank or Financial institution.  Upon receipt of such notice, the ISO shall allow Market

Participant, in accordance with the Tariff, to participate in the Auction.  Attachment 1 sets
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forth the necessary details required to establish the Escrow Account and make

payments.

1.2 Market Participant shall pay all fees, charges and costs to establish, maintain and close

the Escrow Account with the California Bank or Financial Institution, including, but not

limited to, processing fees, transaction fees and maintenance fees.  Bank or Financial

Institution will pay interest on balances in the Escrow Account at such rate as the bank

pays from time to time on demand deposits.  Market Participant shall pay all taxes on

interest income generated by the Escrow Account and receive all related tax information

and forms from California Bank or Financial Institution.

Article 2
Payment of Escrowed Funds

2.1 California Bank or Financial Institution shall pay the funds from the Escrow Account to the

ISO and/or Market Participant under the following circumstances:

(a) Upon receipt by California Bank or Financial Institution of a Default Notice

signed by an authorized signatory of the ISO, who is identified in this Escrow

Agreement, or in a notice thereto designating a different authorized signatory,

that Market Participant is in default of payment of any amount due to ISO of any

amount pursuant to the Auction, the Escrow Amount or a portion of the Escrow

Amount shall be paid to ISO as provided in such Default Notice;

(b) Upon receipt by the California Bank or Financial Institution of a written notice

signed by both Market Participant and ISO that Market Participant has: (i)

withdrawn from the Auction prior to the time such Auction commences; (ii) has

participated in the Auction and is not the successful bidder for any FTRs; or (iii)

has participated in the Auction and has paid all amounts due to ISO in

accordance with the Tariff,

Escrow Amount shall be paid to Market Participant as provided in such written

direction.  In the event of such occurrence, ISO shall be entitled to utilize funds

credited to the Escrow Account in satisfaction of any amount owed by the Market

Participant to the ISO under the Tariff.  Upon such occurrence, ISO agrees that

once the Market Participant no longer has actual or contingent liabilities under

the ISO Tariff, Protocols or Letter of Understanding, to release all remaining

amounts to the Market Participant.

2.2 Market Participant may not unilaterally withdraw funds from the Escrow Account without

ISO written approval.

2.3  All disbursements shall be made by Fed-wire transfer within twenty-four (24) hours of

receipt of written instructions as set forth in 2.1.
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2.4 California Bank or Financial Institution shall send monthly statements to the ISO and

Market Participant or upon demand and shall notify the Parties of any Escrow Account

activity (i.e.: withdraws and deposits).

2.5 No changes in these instructions are permitted other than with the written agreement of

the Market Participant, except that the ISO may change its authorized signatories by

giving notice to the California Bank or Financial Institution.

2.6 California Bank or Financial Institution shall have no right to set off credit balances in the

Escrow Account against amounts owed to the California Bank or Financial Institution by

the ISO or the Market Participant.

2.7 The California Bank or Financial Institution is expressly permitted to act on payment

instructions given by the authorized signatory of the ISO without inquiring as to their

propriety, provided that a request to pay funds withdrawn from the Escrow Account may

be paid only into an account that is designated as an ISO trust account.

Article 3
Indemnification

3.1 Market Participant and ISO hereby agree to indemnify California Bank or Financial

Institution against and hold California Bank or Financial Institution harmless from all cost,

liability, damages, claims, suits and expenses (including attorney’s fees and costs) arising

from or related to California Bank or Financial Institution acting as California Bank or

Financial Institution under this Agreement, except to the extent a court of law of

competent jurisdiction determines that such cost, liability, damage, claim, suit or expense

resulted from California Bank or Financial Institution’s negligence or willful misconduct.

Article 4
Disputed Amounts

4.1 If any portion of the amount specified in the Demand is in dispute with the Market

Participant, the California Bank or Financial Institution shall pay the full amount in

accordance with the Tariff. The disputed amount shall be addressed under the terms of

the Tariff.

Article 5
Notices

5.1 All notices entitled or required to be given under this Agreement shall be in writing and

shall be sent by (a) United States certified mail, return receipt requested, postage paid or

(b) commercial courier service guaranteeing next business day delivery and requiring

receipt of delivery (such as Federal Express) to the following addresses:

If to California Bank or Financial Institution:
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Contact Person: ___________________________________________

Address: ___________________________________________

___________________________________________

e-mail address: ___________________________________________

Phone: ___________________________________________

Fax:   ___________________________________________

If to Market Participant:

Contact Person: ___________________________________________

Address: ___________________________________________

___________________________________________

e-mail address: ___________________________________________

Phone: ___________________________________________

Fax:   ___________________________________________

If to ISO:

Contact Person: Philip R. Leiber

Address: 151 Blue Ravine Road, Folsom, CA 95630

e-mail address: pleiber@caiso.com

Phone: (916) 351-2168

Fax:   (916) 351-2259

Article 6
ISO Authorized Signatories

6.1 The Authorized Signatories for the ISO are: Terry M. Winter, President and Chief

Executive Officer and William J. Regan, Jr., Chief Financial Officer.

Article 7
Status of California Bank or Financial Institution

7.1 California Bank or Financial Institution shall act only as the holder of the Escrow Account

and shall not have any fiduciary duty to the ISO or Market Participant.  California Bank or

Financial Institution shall be entitled to rely on any writing signed by the ISO that it

reasonably believes to be genuine and shall not be required to investigate the legitimacy

of such writing or the authority of any person that executed such writing.

Article 8
Entire Agreement



24

8.1 This Agreement constitutes the entire agreement between the Parties with respect to the

subject matter hereof and supersedes all prior and contemporaneous agreements,

whether written or oral.  This Agreement may only be amended or modified by a written

agreement signed by all of the Parties hereto.

Article 9
Governing Law

9.1 This Agreement shall be governed by and construed under the laws of the State of

California without giving effect to the law or principles of conflict of laws.

Article 10
Assignments

10.1 Parties may assign any or all of their obligations and rights under this Agreement with the

other two Parties’ prior written consent.  Such consent shall not be unreasonably

withheld.

Article 11
Confidentiality

11.1 Parties shall not disclose the amount of the Escrow Account or associated financial

information on Attachment 1 to any third party.  If California Bank or Financial Institution

receives a subpoena or other order of a court or judicial tribunal pertaining to the

disclosure or release of the Escrow Account, California Bank or Financial Institution will

immediately notify the other Parties to this Agreement.

IN WITNESS WHEREOF, the Parties have executed this Agreement as of the date first above

written.

ISO By _________________________________________

Title ________________________________________

Market Participant By __________________________________________

Title _________________________________________

California Bank
 or Financial Institution By  __________________________________________
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Title _________________________________________
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ESCROW AGREEMENT

Attachment I

Market Participant shall deposit Escrow Amount on or before the __ day of ___________ 199___
at 5:00 p.m. to __[California bank or financial institution]_.

The following is a breakdown of the Escrow Amount plus costs:

__________________ Deposit

__________________ Processing Fee

__________________ Misc. ____________________________________

__________________ California Bank or Financial Institution Fee

__________________ TOTAL

FED-WIRE INFORMATION

California Bank or Financial Institution:

ABA Routing #:
Bank:
Address

Phone:
Fax:
Bank Contact:
Account #:

Market Participant:      ISO:

ABA Routing #: ABA Routing #:  1210 00358
Bank: Bank: Bank of America
Address Address:1850 Gateway Blvd, 4th floor

Concord, CA 94520
Phone: Phone:  (510) 675-7368
Fax: Fax: (510) 603-7269
Bank Contact: Bank Contact: Karen Meyers
Account #: Account #: 12336-26208
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Certificate of Deposit Security Agreement
Firm Transmission Rights

This Certificate of Deposit Security Agreement (“Agreement”) is made as of this
[date]__________, by and between:

(1) California Independent System Operator Corporation (the "ISO"), a California nonprofit
public benefit corporation having its principal place of business located in Folsom,
California, and

(2) [Legal Name]__________________________________ , the 1999 Firm Transmission
Rights Auction Market Participant ("Market Participant"), having its principal place of
business located in [city & state], (ISO and the Market Participant, collectively, the
“Parties”).

WHEREAS:
1. Market Participant desires to participate in the 1999 primary auction ("Auction") for firm

transmission rights ("FTRs") held by the ISO in accordance with the ISO’s Tariffs and
Protocols as filed with the Federal Energy Regulatory Commission, as may be amended
from time to time (collectively, the "Tariff"), which provide for the Market Participant to pay
the cost of winning bids for FTRs in the auction conducted by the ISO ("Costs"); and

2. In order to secure payment of the Costs referred to above, Market Participant hereby
agrees to grant to the ISO a security interest in a Certificate of Deposit in the amount of
$________________ (the “CD”) maintained at [NAME OF BANK]  (the "Bank”).

NOW, THEREFORE, in consideration of the above premises and the mutual promises contained
herein and in the Tariff, and intending to be legally bound hereby and thereby, the Parties hereto
agree as follows:

Article 1
Grant of Security Interest

1.1 Market Participant hereby pledges and grants to the ISO a security interest in the bank
account represented by the CD and all proceeds therefrom (collectively, the "Collateral”).

1.2 This Agreement secures the payment of all Costs to the ISO now or hereafter existing
under the Tariff related to the Auction.   Without limiting the generality of the foregoing,
this Agreement secures payment of all such amounts which would be owed by the
Market Participant to the ISO but for the fact that they are unenforceable or not allowable
due to the existence of a bankruptcy, reorganization, receivership or similar proceeding
involving the Market Participant.
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Article 2
Delivery and Maintenance of the CD

2.1 Market Participant shall deliver the CD in the name of the “California Independent System
Operator Corporation” to the ISO, with interest payable to the Market Participant.  Upon
receipt of the CD, the ISO shall allow the Market Participant, in accordance with the
Tariff, to bid for FTRs in the Auction.

2.2 Market Participant shall pay all fees, charges and costs to establish, maintain and close
the CD, including, but not limited to, processing fees, transaction fees, early redemption
penalties and maintenance fees.  Market Participant shall direct that Bank will pay
interest on the CD directly to the Market Participant, and Market Participant shall pay all
taxes on interest income generated by the CD and receive all related tax information and
forms directly from Bank.

Article 3
Remedies Upon Default and Return of Collateral

3.1 For purposes of this Agreement, an “Event of Default” shall have occurred in the event
that Market Participant is in default of any Costs with regard to the Auction pursuant to
the terms of the Tariff.

3.2 Upon the occurrence of an Event of Default, the ISO shall deliver, by facsimile
transmission, a Default Notice to the Market Participant signed by an authorized
signatory of the ISO, who is identified in this Agreement, or in a notice thereto
designating a different authorized signatory, stating that Market Participant is in default of
Costs due to the ISO and is in default under this Agreement.  The ISO shall mail, by
registered mail, an originally executed copy of the Default Notice to the Market
Participant within three business days following the facsimile transmission thereof.

3.3 Upon facsimile delivery of a Default Notice to the Market Participant, and without any
further notice or action, ISO may redeem the Collateral and retain any amounts due to it
as Costs, and shall promptly return to the Market Participant any amounts collected in
excess of such Costs.  The ISO may also exercise in respect of the Collateral, in addition
to the rights and remedies provided for herein or otherwise available to it, all the rights
and remedies of a secured party on default under the Uniform Commercial Code in effect
in the State of California at that time.

3.4 Upon the occurrence of any of the following events, the Market Participant may deliver to
the ISO a written notice signed by the Market Participant requesting return of the
Collateral (a "Collateral Return Notice"): (i) if Market Participant chooses to withdraw from
the Auction prior to the time such Auction commences; (ii) if Market Partipant participates
in the Auction and is not the successful bidder for any FTRs (and, therefore, owes no
Costs); or  (iii) if Market Participant participates in the Auction and has paid all Costs due
to the ISO in accordance with the Tariff.  Upon receipt of a proper Collateral Return
Notice, the Collateral shall be transferred or assigned to Market Participant as provided in
such written notice.   If the ISO receives a Collateral Return Notice and determines that
any Costs are due to the ISO, an Event of Default under this Agreement shall have
occurred and the ISO shall be entitled to redeem the Collateral in satisfaction of any
Costs owed to the ISO.  Upon such termination, ISO agrees that once the Market
Participant no longer has any Costs owing to the ISO, it will release the Collateral to the
Market Participant as set forth in the Collateral Return Notice.
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3.5 The Market Participant shall be liable for any and all prepayment or early withdrawal
penalties charged by the Bank for any redemptions of the CD performed by the ISO under
this Article 3.

Article 4
Disputed Amounts

4.1 If any portion of the amount specified in the Demand Notice is in dispute with the Market
Participant, the ISO shall redeem the CD in accordance with Article 3 hereof and shall
retain the full amount set forth in the Demand Notice, in accordance with the Tariff .  Any
amounts in dispute shall be addressed under the terms of the Tariff.  The Market
Participant shall remain liable under Section 3.5 for any penalties or charges for early
withdrawal of the CD independent of the outcome of the amounts in dispute.

Article 5
Representations and Warranties

5.1 Market Participant represents and warrants to the ISO as follows:

(a) The Market Participant is the legal and beneficial owner of the Collateral free and clear of
any lien, security interest, option or other charge or encumbrance, except for the security
interest created by this Agreement.

(b) The pledge, assignment and delivery of the CD representing the Collateral pursuant to
this Agreement creates a valid and perfected first priority security interest in the
Collateral, securing the payment of the Costs to the ISO.

(c) No consent of any other person or entity and no authorization, approval, or other action
by, and no notice to or filing with, any governmental authority or regulatory body is
required (i) for the grant of a security interest by the Market Participant in the Collateral
pursuant to this Agreement or for the execution, delivery or performance of this Agree-
ment by the Market Participant, or (ii) for the perfection or maintenance of the security
interest created hereby (including the first priority nature of such security interest).

(d) There are no conditions precedent to the effectiveness of this Agreement that have not
been satisfied or waived.

Article 6
Notices

6.1 Unless otherwise provided herein, all notices entitled or required to be given under this
Agreement shall be in writing and shall be sent by (a) United States certified mail, return
receipt requested, postage paid or (b) commercial courier service guaranteeing next
business day delivery and requiring receipt of delivery (such as Federal Express) to the
following addresses:

If to Market Participant:

Contact Person: ___________________________________________

Address: ___________________________________________

___________________________________________

e-mail address: ___________________________________________

Phone: ___________________________________________
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Fax:   ___________________________________________

If to the ISO:

Contact Person: Philip R. Leiber

Address: 151 Blue Ravine Road, Folsom, CA 95630

e-mail address: pleiber@caiso.com

Phone: (916) 351-2168

Fax:   (916) 351-2259

Article 7
ISO Authorized Signatories

7.1 The Authorized Signatories for the ISO are: Terry M. Winter, President and Chief
Executive Officer and William J. Regan, Jr., Chief Financial Officer.

Article 8
Entire Agreement

8.1 This Agreement constitutes the entire agreement between the Parties with respect to the
subject matter hereof and supersedes all prior and contemporaneous agreements,
whether written or oral.  This Agreement may only be amended or modified by a written
agreement signed by both of the Parties hereto.

Article 9
Governing Law

9.1 This Agreement shall be governed by and construed under the laws of the State of
California without giving effect to the principles of conflict of laws thereof.

Article 10
Assignments

10.1 Each of the Parties may assign any or all of its obligations and rights under this
Agreement only with the other Party’s prior written consent, which shall not be
unreasonably withheld.

Article 11
Further Assurances

11.1 The Market Participant agrees that at any time and from time to time, and at its own
expense, the Market Participant will promptly execute and deliver all further instruments
and documents, and take all further action, that may be necessary or desirable, or that
the ISO may reasonably request, in order to perfect and protect any security interest
granted or purported to be granted hereby.

Article 12



31

Confidentiality

12.1 Parties shall not disclose the amount of the CD to any third party without the prior written
consent of the other Party.

IN WITNESS WHEREOF, the Parties have executed this Agreement as of the date first above
written.

California Independent System Operator Corporation

By ________________________________

Title _______________________________

[Market Participant]

By _________________________________

Title _______________________________
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Letter of Credit

1999 FTR Auction Market Participant ("Market Participant"):
Amount:
Expiration Date:
Date of Issuance:

California Independent System Operator Corporation ("ISO")
151 Blue Ravine Road
Folsom, CA  95630

To Whom It May Concern:

We hereby establish in your favor, effective immediately, our irrevocable and
unconditional Letter of Credit no. __________ which is available for payment

(a) upon presentation to us at our office at [bank’s address],2 of: (i) your written
demand for payment containing the text of Exhibit I and (ii) your signed
statement containing the text of Exhibit II; or

(b) upon both your telephone or fax advice of demand to the attention of
____________________ at telephone and/or fax number _______________ and
presentation to us by fax of:  (i) your written demand for payment containing the
text of Exhibit I and (ii) your statement containing the text of Exhibit II3.  Funds
may be drawn under this Letter of Credit, from time to time, in one or more
drawings, in amounts not exceeding in the aggregate the amount specified above.

Upon presentation to us in conformity with the foregoing, we will, within 60 minutes
after such presentation (unless such presentation occurs after 3:00 p.m., Pacific Time, on
the day of such presentation, in which event payment will be made within 60 minutes
after the opening of business at the office specified above on the next business day), but
without any other delay whatsoever, irrevocably and without reserve or condition:  (a) if
the office set forth above for presentation is in [City], California, pay to your order in the
account at the bank designated by you in the demand, the full amount demanded by you
in the same-day funds which are immediately available to you, or (b) if the office set
forth above for presentation is not in [City], California, issue payment instructions to the
Federal Reserve wire transfer system in proper form to transfer to the account at the bank
designated by you in the demand, the full amount demanded by you in the same-day

                                           
2 Note to Issuer:  The Letter of Credit must be payable in U.S. dollars within the continental U.S.

3 Note to Issuer: If the office specified for presentation is outside of [City], California, alternative
(b) must appear in the Letter of Credit when issued.  If the office is in [City], California,
alternative (b) may be included only if the bank establishes and maintains with the ISO the
necessary electronic arrangements.
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funds which are immediately available to you in San Francisco, California.  We agree
that if, on the expiration date of this Letter of Credit, the office specified above is not
open for business, this Letter of Credit will be duly honored if the specified statements
are presented by you within three (3) full banking days after such office is reopened for
business.

Payment hereunder shall be made regardless of: (a) any written or oral direction, request,
notice or other communication now or hereafter received by us from the Market
Participant or any other person except you, including without limitation any
communication regarding fraud, forgery, lack of authority or other defect not apparent on
the face of the documents presented by you, but excluding solely an effective written
order issued otherwise than at our instance by a court of competent jurisdiction which
order is legally binding upon us and specifically orders us not to make such payment;  (b)
the solvency, existence or condition, financial or other, of the Market Participant or any
other person or property from whom or which we may be entitled to reimbursement for
such payment; and (c) without limiting clause (b) above, whether we are in receipt of or
expect to receive funds or other property as reimbursement in whole or in part for such
payment.  We agree that we will not take any action to cause the issuance of an order
described in clause (a) of the preceding sentence.  We agree that the time set forth herein
for payment of any demand(s) for payment is sufficient to enable us to examine such
demand(s) and the related documents(s) referred to above with care so as to ascertain that
on their face they appear to comply with the terms of this credit and that if such
demand(s) and document(s) on their face appear to so comply, failure to make any such
payment within such time shall constitute dishonor of such demand(s) and this credit.

The stated amount of this Letter of Credit may be increased or decreased, and the
expiration date of this Letter of Credit may be extended, by an amendment to this Letter
of Credit in the form of Exhibit III.  Any such amendment shall become effective only
upon acceptance by your signature on a hard copy amendment.

You shall not be bound by any written or oral agreement of any type between us and the
Market Participant or any other person relating to this credit, whether now or hereafter
existing.

We hereby engage with you that your demand(s) for payment in conformity with the
terms of this credit will be duly honored as set forth above.  All fees and other costs
associated with the issuance of and any drawing(s) against this Letter of Credit shall be
for the account of the Market Participant.  All of the rights of the ISO set forth above
shall inure to the benefit of your successors.  In this connection, in the event of a drawing
made by a party other than the ISO, such drawing must be accompanied by the following
signed certification:

“The undersigned does hereby certify that ____[drawer]____ is the successor by
operation of law to the ISO, a beneficiary named in [name of Bank] Letter of
Credit no. __________.

__________________________________
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__________________________________
[name and title]

Except so far as otherwise expressly stated herein, this documentary credit is subject to
the “Uniform Customs and Practices for Documentary Credits,” International Chamber of
Commerce, in effect on the date of issuance of this credit.

Yours faithfully,

___________________________________
(name of issuing bank)

By ________________________________

Title _______________________________
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DEMAND FOR PAYMENT

Re:  Irrevocable and Unconditional Documentary Letter of Credit

No. ________________  Dated ___________, 19__

To Whom It May Concern:

Demand is hereby made upon you for payment to us of $___________ by deposit
to our account no. __________ at [insert name of bank].  This demand is made under,
and is subject to and governed by, your Irrevocable and Unconditional Documentary
Letter of Credit no.  __________ dated __________, 19__ in the amount of $__________
established by you in our favor for the account of ____________________ as the Market
Participant.

DATED: ____________________, 19__.

California Independent System Operator Corporation

By ________________________________

Title ______________________________
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STATEMENT

Re: Your Irrevocable and Unconditional Documentary Letter of Credit

No. _____________ Dated ________, 19________

To Whom It May Concern:

Reference is made to your Irrevocable and Unconditional Documentary Letter of
Credit no.  __________, dated __________, 19____ in the amount of
$_____________________ established by you in our favor for the account of
________________________.

We hereby certify to you that $________________ is due and owing to us by the
Market Participant.

DATED: ______________, 19____.

California Independent System Operator Corporation

By ________________________________

Title ______________________________
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AMENDMENT

Re: Irrevocable and Unconditional Documentary Letter of Credit

No. ________________  Dated  ________________, 19__

Beneficiary: Market Participant Applicant:

California Independent System
    Operator Corporation [Name and Address]
151 Blue Ravine Road
Folsom, CA  95630

To Whom It May Concern:

The above referenced Irrevocable and Unconditional Documentary Letter of
Credit is hereby amended as follows: by increasing / decreasing / leaving unchanged
(strike two) the stated amount by $ _______________ to a new stated amount of $
__________________ or by extending the expiration date to _____________________
from ____________________.  All other terms and conditions of the Letter of Credit
remain unchanged.

This amendment is effective only when accepted by the ISO, which acceptance
may only be valid by a signature of an authorized representative.

Dated: _______________________

Yours faithfully,

________________________________________
[name of issuing bank]
By ______________________________________
Title ____________________________________

ACCEPTED
California Independent System Operator Corporation

By _______________________________________
Title _____________________________________
Date _____________________________________
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Surety Bond

Bond No._______________

KNOW ALL MEN BY THESE PRESENTS that we,

___Market Participant_________________, __Address________, as Principal,
(hereinafter called “PRINCIPAL”), and _________________________, as surety
(hereinafter called “SURETY”), are held firmly bound unto  CALIFORNIA
INDEPENDENT SYSTEM OPERATOR, a California not-for-profit public benefit
Corporation, as Obligee (hereinafter called "OBLIGEE"), in an aggregate penalty
not to exceed _________________  Dollars ($___________) lawful money of the
United States of America, to the payment of which well and truly to be made, we
bind ourselves and our heirs, administrators, and assigns jointly and severally,
firmly by these presents.

           WHEREAS, Principal desires to participate in the 1999 primary
auction ("FTR Auction") for firm transmission rights ("FTRs") held by the ISO in
accordance with the FTR Auction rules, as part of ISO’s Tariffs and Protocols as
filed with the Federal Energy Regulatory Commission, as may be amended from
time to time (collectively, the "FTR Auction rules" or "Tariff"), which provide for
the Market Participant to pay the cost of winning bids for FTRs in the auction
conducted by the ISO ("Costs");

           WHEREAS, pursuant to the FTR Auction rules, auction participants
who do not have and maintain an Approved Credit Rating shall be required to
provide other forms of credit support;

WHEREAS, Principal does not presently have, nor is it expected to
have, such Approved Credit Rating; and

WHEREAS, Surety, has agreed to execute and deliver this Bond as
further inducement for the ISO to permit participation in the FTR Auction by
Principal;

NOW THEREFORE, in consideration of the premises and mutual
covenants contained in this Bond and other good and valuable consideration, the
receipt and sufficiency of which are hereby acknowledged, Surety agrees as
follows:

1. The obligation shall be for a term from November 17 to December 15, 1999.
2. Should Principal fail to comply with the payment obligations arising from the

FTR Auction, the Surety shall become obligated to pay such claim, not to
exceed the penal sum of the bond.

3. Should Principal comply with the payment obligations arising from the FTR
Auction, then this obligation shall become null and void and Surety shall be
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released from any and all liabilities and obligations to the Obligee for the
performance of Principal under the FTR auction rules.

Governing Law.  THIS BOND SHALL BE GOVERNED BY, AND CONSTRUED
IN ACCORDANCE WITH, THE LAWS OF THE STATE OF CALIFORNIA.

Notices.  All notices, requests, consents and demands under this Bond shall be
in writing and telecopied or delivered to the intended recipient as set forth below
or at such other address as shall be designated by Surety or the ISO, as
appropriate.  Except as otherwise provided in this Bond, all such communications
shall be deemed to have been duly given when transmitted by telecopier or
personally delivered or, in the case of a mailed notice, upon receipt, in each case
given or addressed as aforesaid.

Notice to the ISO:
California Independent System Operator Corporation
P.O. Box 639014
Folsom, California  95763-9014
Attention:  Philip Leiber, Assistant Treasurer
Telecopier:  (916) 351-2259

Notice to Surety:
__________________________________

__________________________________

__________________________________
Attention:

__________________________________
Telecopier:

Signed, sealed and dated this _____ day of _____________________________,
1999.

Principal:

By:______________________________(Seal)

Title:_________________________________

SURETY:

By:______________________________(Seal)
Attorney-in-Fact
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Letter of Understanding
Key Aspects

• The Letter of Understanding must be irrevocable.
The FTR Market Participant cannot revoke it.

• The Letter of Understanding must be unconditional.
The FTR Market Participant must not set any conditions in the
Letter of Understanding.

• The Letter of Understanding must be in compliance with the ISO
Tariff and Protocols.

• If the FTR Market Participant’s credit rating falls below the
Approved Credit Rating level, then the FTR Market Participant
must provide a Letter of Credit, Certificate of Deposit or a Cash
Deposit into an Escrow Account.

• The FTR Market Participant must provide a senior management
contact for non receipt of payment (default).

• All FTRs won in the auction will be paid in full in accordance with
Section 9.4.2.7 of the ISO Tariff.

Any disputed amounts must be paid and the dispute resolved
through the dispute resolution process described in the ISO
Tariff.
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LETTER OF UNDERSTANDING
 [On FTR Market Participant Letterhead]

[Date]

Mr. Terry M. Winter
President and Chief Executive Officer
California Independent System Operator Corporation
151 Blue Ravine Road
Folsom, CA  95630-4707

Dear Mr. Winter:

Because [Entity Name] currently has an Approved Credit Rating, as defined by the ISO
Tariff Master Definition Supplement, the ISO has advised [Entity Name] that it is not
required, at this time, to provide a letter of credit, certificate of deposit or cash deposit
pursuant to Section 2.2.3 of the ISO Tariff.  In order to participate in the 1999 Firm
Transmission Rights (FTR) auction being conducted by the ISO, [Entity Name] agrees
that it is subject to the payment terms and conditions of the ISO Tariff and specifically to
Section 9 as such Section may be amended from time to time.

Unless otherwise indicated, capitalized terms used in this Letter of Understanding but not
defined herein shall have the meanings given them in the ISO Tariff.

Payment instructions are listed below. [Entity Name] understands that written notification
will be provided by the ISO Senior Management Contact listed below to [Entity Name]’s
Senior Management Contact Name listed below for any change to these payment
instructions.

Company Name: California Independent System Operator Corporation
Company Account Number: 12336-26208
Comment: [FTR Number and Invoice Number]
Bank Name: Bank of America, N.T. & S.A.
Bank ABA Number: 1210-0035-8
Bank City/State: San Francisco, California

The contact information is listed below for both ISO and [Entity Name].  Both the ISO
and [Entity Name]’s Senior Management Contacts listed below will provide written
notification to the other party for any change to this contact information.

[Entity Name]’s Senior Management Contact
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______________________________ [Name]
______________________________ [Title]
______________________________ [Company]
______________________________ [Address]
______________________________ [City/State/Zip]
______________________________ [Telephone Number]
______________________________ [Facsimile Number]

ISO Senior Management Contact

Mr. Terry M. Winter
President and Chief Executive Officer
California Independent System Operator Corporation
151 Blue Ravine Road
Folsom, California 95630-4704
Telephone: 916-351-4450
Facsimile: 916-351-2350
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Any amendment to this Letter of Understanding shall become effective only upon a
written instrument executed by a duly authorized representative of [Entity Name]. This
letter of understanding shall terminate immediately upon [Entity Name]’s failure to meet
the standards necessary for it to have an Approved Credit Rating.  In the event of such
occurrence, [Entity Name] acknowledges that it will not be permitted to participate in the
FTR auction prior to posting appropriate security under the ISO tariff.  This letter of
understanding shall be governed by the laws of the State of California.

Yours Truly,

___________________________________

Name
___________________________________

Title
___________________________________

Company
_______________________________


