UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON
95 FERC 116,024

Before Commissonas  Curt Hébart, J., Charman;
William L. Massey, and Linda Bregthitt.

Cdifornialndependent Sysem Operator Corporation Docket No. ER01-889-002
Cdifornia Power Exchange Corporation Docket No. ER01-902-002
San Diego Gas & Electric Company,

Complanart,

V.
Docket No. EL00-95-021
Docket No. EL00-98-020

SHlesof Energy and Andllary Sarvices Docket No. EL00-104-004
Into Markets Operated by the Cdifornia Docket No. EL00-107-005
Independent System Operator and the Docket No. EL01-1-005
Cdifornia Power Exchange,
Respondents, &t d.
ORDER GRANTING MOTION

(Issued April 6, 2001)

In this order, we grant amation filed by agroup of Cdiforniagenerators? to reguire the
Cdifornia Independent System Operator Corporaion (ISO) to comply with the Commission's order on
creditworthiness issued February 14, 2001. 2

This group indudes Dynegy Power Marketing, Inc.; Mirant Ddta, LLC and Mirant Potrero,
LLC; Rdiant Energy Power Generdion, Inc.; El Segundo Power LLC, Long Beach Gengration LLC,
Cébillo Power | LLC and Cabrillo Power |1 LLC; Duke Energy North America and Duke Energy
Trading and Marketing LLC; and Williams Energy Marketing and Trading Compeny (collectively
Cdifornia Generators).

2 Cdifornia Independent System Operator Corporation, e d., 94 FERC 61,132 (2001),
reh'g pending (February 14 Order).
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l. Background

In response to imminent credit downgrades for Southern Cdifornia Edison Company and
Pacific Gas and Electric Company (PG&E), the SO filed propased Amendment No. 36 to rdax its
taiff creditworthiness requirements for the Cdiforniaiinvestor-owned utility distribution compenies
(UDCs). The February 14 Order, inter
dia, accepted Amendment No. 36 in part, subject to modification. 3

Soedficdly, the Commisson hed that the 1SO could not rlax the creditworthiness provisons
of the 10 taiff in away that "entails an ingppropriate unilatera shifting of unacoeptable finandd risks'
to suppliersthat sl into the Cdiforniamarket. # The Commisson authorized the 1S0 to waive the
creditworthiness provisons of itstariff as goplied to UDCs accessng their own tranamisson fadlitiesto
odiver thar resourcesto their loads, but spedificaly held thet the 1SO may not rdlax those
creditworthiness provisons where third-party suppliers are affected. For transactions involving third-
party suppliers, the Commisson required a creditworthy counterparty, such asthe Cdifornia
Depatment of Water Resources (DWR), nating that the DWR hed served in this capaaity with the
backing of gate gppropriations Snce January 19, 2001. We found in the February 14 Order thet the
credit arigsin Cdiforniais resricting supplies due to the risk of non-payment, which, in turn, places
upward pressure on
prices. In addition, the February 14 Order was intended to increase the supply in the energy imbaance
mearket and reduce the need for emergency digpatch indructions

. The Cdifornia Generators Mation

On February 22, 2001, the Cdifornia Generators filed an emergency mation to compd the 1SO
to comply with the February 14 Order. The Cdifornia Generators maintain that the 1 SO hasfailed to
take any action to comply with the February 14 Order. The Cdifornia Generators dso date thet the
ISO has argued in various federa court proceedings that the February 14 Order does not gpply to
"large portions of transactions involving third party suppliers, and spedificaly exdudes dl red-time
purchesss' and
"did not require the 180 to make any changesin its practices of hilling power acquired through
emergency digoatch ingructionsto the Cdiforniautilities” > The Cdifornia Generators Sate thet the
ISO's decison to ignore the February 14 Order further undermines the fragile Cdiforniamarket. The

30On March 1, 2001, the 190 submitted a compliance filing revising the tariff creditworthiness
provisons Wewill addressthisfiling, aswell asrequestsfor darification or rehearing, in a sgparate
order.

“February 14 Order a 61,510.
*Mationat p. 2and 4.



Docket No. ER01-889-002, et d. -3

Cdifornia Generators request that the Commission act to enforce the February 14 Order by again
directing the 10 to provide a creditworthy counterparty for dl transactions with third-party suppliers.

[l. Responses and Positions of the Paties

The Northern Cdifornia Power Agency (NCPA), the Cdifornia Electricity Oversight Board
(Board), the Public Utilities Commisson of the State of Cdifornia (Cdifornia Commisson), PPL
EnergyPlus LLC and PPL Montana, LLC (PPL Paties), and the IO filed ansversto the Cdifornia
Generators mation on or before March 9, 2001. ©

The SO mantains that the February 14 Order addressed only the 1SO's proposd to continue
acoepting schedules on behdf of the UDCs, and leaves unresolved the creditworthiness reguirements of
its red-time imbaance market. Further the |SO dates that the February 14 Order was not intended to
afect the explicit obligation of suppliersto respond without regard to the creditworthiness of purchaesars
when the 1S0 issues an emergency digpetch order. The 1SO arguesthat the Cdifornia Generators are
meagnifying out of proportion their risk of nonpayment for red-time energy and indicatesthét it has
recently been able to reduce the frequency of red-time emergency digpatch orders Findly, the SO
datesthet it is essentid for the Commisson to gppreciate that the Cdlifornia Generators request is
redly an attempt to increase their bargaining leverage in negatiating power supply contracts with the
Sae of Cdifornia

The Board and the Cdlifornia Commisson filed answers supporting the position daborated by

the ISO initsanswer. The answersfiled by NCPA and PPL Paties
support the Cdifornia Generators mation.

V. Discusson

A. Procedurd Matters

We will accept the ansvers of NCPA, the Board, the Cdlifornia Commission, PPL Parties and
the ISO as provided in Rule 21.3(d)(1) of the Commission's Rules of Practice and Procedure, 18
C.F.R. 8385.213(d)(1) (2000).

°*PG& E d=o filed an answer in which it requests Commission review of catain issuesin light of
arecent agreement between the ISO and DWR. We will address PG& E'srequestsin a separate
order.
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B. Creditworthiness Sandards for Scheduled and Unscheduled Transactions

Wewill grant the Cdifornia Generators mation. The SO has misnterpreted our order.
Contrary to the ISO'sinterpretation, the February 14 Order did not exempt any transactions from the
requirement to have in place a creditworthy buyer. Insteed our order provided third-party suppliers
asurances of acreditworthy buyer for dl energy ddivered to the loads through the 1S0. 7

The 1SO'sinterpretation enables continuation of the over-rdiance on the red-time market by
increesing use of emergency digpatch indructionsto serve load, contrary to the Commisson'sgod of
increasing the amount of load thet is supplied by schedulesin the forward markets. Weteke
adminigrative notice of the ISO's gatement in Docket No. EL01-34-000, thet the current red time
market supplies goproximatdy 15 percant of theload. Thisisfar higher than our sated god of limiting
the amount of load supplied in
the red-time market to no more then 5 percert.

The Commisson ordars

The Cdifornia Generators mation is hereby granted and the 1SO is ordered to comply with the
February 14 Order as discussed in the body of this order.

By the Commisson. Commissioner Massey concurred with a separate
Satement attached.
(SEAL)

Linwood A. Wason, .,
Ading Secreay.

"To the extent the February 14 Order references only scheduled transactions, the Commission
did nat intend to exempt any third-party transactions from requiring a creditworthy buyer. ThelSO's
creditworthiness requirements goply whether transactions are scheduled or not, and we crested no
exception in our February 14 Order.

8See San Diego Gas & Eledtric Company,  d., 93 FERC 161,294 at 62,002 (2000), reh'g
pending.
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MASSEY, Commissoner, concurring:

| am rductantly reaching the condusion that the current 1SO creditworthiness sandards must
aoply to al transactions, scheduled as well as unscheduled.

| would agree thet, generdly, creditworthiness Sandards are a necessary component of a
market and should be viewed as sacrosanct. My concernin this caseisthet a drict gpplication of the
ISO's exiding creditworthiness sandards may prevent the Cdifornial SO from performing its
fundamenta task of kegping the sysem in baance and thereby maintaining the rdiability of the grid. If
the ISO isunable to purchase
power for the unscheduled load of the largest utilitiesin Cdlifornia, | worry that the 1SO may not be
adletodoitsjob. | am vating for today's order, but am troubled by the ssemingly irreconcileble
conflict between assuring sHlers that they will be paid and preduding the 1SO from accomplishing its
fundamentd misson.

The extraordinary eventsin Cdiforniawere not foreseen when the present creditworthiness
ruleswere written. No one expected thet the two largest utilitiesin Cdiforniawould have ther credit
raings dip bdow invesment grade and be facing bankruptcy. The Commisson rdied on thispoint in
our recent order addressing the unreasonableness of gpplying the Cdifornia PX's chargeback
mechaniam in uch advere

2



and unforeseen market conditions® The same rationde may have someweight in our evauation of the
creditworthinessissue in this case

For these reasons, | concur with today's order. | am not completely confident thet we reech
the correct conduson.

William L. Massey
Commissoner

'Padific Gas & Electric Company, e d v. Cdifornia Power Exchange Corporation, Docket
No. EL01-29-000.



