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COWR and IS0 Agreament
= =

The following agrasment has baan struck by the Californiz Depariment
Resourees ("COWRY) and the California Independent Systam Operzior
Under the zuthority aranted in SB7X, COWR has been agpropriatsd 3400 million
'o purchase power for the benefit of slectric consumers in California. COWS and
the [SO wish o appriss the Markat Participants of 2n sgresmant raached undar
which COWR will purchase pawer for the [SO's raal-time market.

The process for hilatera! transactions and ihe ISQ's real-time markat will gg g5
follows:

1. The [5Q will determine the nesd bassd on the net requirsment batween
Pacific Gas & Electric Company's (" PG&E's") generation and load, and
sauthern California Edisen Company's ("SCE's") generstion and load.
need on an neurly basis for 2 seven-day period will be communicated io
DWR.

The generztors ara raquirsd to offer their generation at regsonshle rates,
COWR will procura such amounts as bi-latars] wransactions fo be schadulad
On & day-zhezd basis with the |1SO.

Any subssquent resource requiremants identified by ISC operaticns that can
be determined up fo thrae hours in advance of the operating hetr will be
communicated 10 COWR trader to exacuts bilataral trades with 2ny ramaining
offers in the same grority of the nex day order to the sxisnt ths limited
mirastructurs of COWR can executs thess trades to mest ih scheduling
imelines of the Hour-Ahesd market,

The IS0-will be rasponsibie for balancing adjusimenis made i =
markel and the 1SO expects sl uncommitiad generation o be bid intg the IS0
resi-ime market. COWR will purchase power Tar the 130's real-time
Balancing adjustmanis to mest the changing lcad requirsmens af the
and SCE service zraas. COWR will detarmins the 2ccepiability of these
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| report to OWR statn
resl-ime under this agresmen, including dellars and zmount of anergy.
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| Nis 2oraament is sffzclive 12:01 3.M. January 2
‘erminzie this zgresment = t o '
COWR or the amoun: of the
2oprise Market Pzriicivants shorily ai th
rorward ENErgy compenent. | ‘
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ﬁr 4 CALIFORNIA ISO i

Temy M. Wintsr
Frasidast and Chiss Sxacutive Officar

Aprl 13, 2001

Mr, Ray Hart

Deguty Director

CA Department of Water Resources 3
3310 El Caming Ave., Ste. 120
Sagrameantn, CA 935821-9001

Desr Ray:

This letter confinms the agreement between the ISO end DWR concsrming cradit support
by DWR for ISO purchases. The terms of the agresment are et forth in the attached
draft notice to market participants. If.the amached Lc:u:: curately reflects our
agreement, please signify your consent by signing this letter 23 indicated below and
retum the original to me. Your signature will also constitute your anthodzation that the
notice may be issued.

Thank you for your contnued cooperation in these times of challenge.

Very truly yours, (
— , 57 i 18
N, A

Ta:Iv . Winter
“‘r&aw_ﬁh_ and Chief Exzcutive Oiicar

AT udl'ﬂu E.'.
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Ray Harr |
C

CA Department of Water Resources
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DRAFT

Market Notice re Cradit Issnes

Iz response to the FERC order of Aprl 6, 2001 re the issue of creditworthiness, the
Californiz Department of Water Resources (DWR) has authorized the ISO 0 maks e
follawing statement. To the extent (and only 0 the sxtent) that a purchase is not
atherwise paid by any party or payable by ancther party meeting the credit standards set
sorth i the ISO Tarifs (another "Qualified Party), DWR will assums fnancial
responsibility for all purchases by the ISO in its ancillary services and imbalancs energy
maricats based on bids or other offers determined o be rsasonable. Such determination of
reasonzbleness will be mads by DWR on 2 case by case basis and communicated o the
1S0. AJl bids into the ancillary services and imbalancs ensTgy markets will be desmed 1o
be contingent on the acceptancs of finencial responsibility by DWR, to the extent nat
. peid or payable by znother Qualified Party. Unless a supplier is oterwise potified, any
! nid accented by the ISO will be dasmed ta have the financial support of another Qualified
: Parey or DWR as specified in this notice. In addinon to the foregoing, DWR will assume
financial responsibility for all purchasss resulting from the issuance by the ISC of
emergency dispaich instructions, to (i exient 10t paid or payable by another Qualified
Party, Payment for such purchases shall be mads sccording to the rate specifed in s
ISO Tarifs for smarzency dispatch instructions. The ISO and/or DWR reserve the dghi
:a rescind or modify the foregoing arrangements at any fme and for any reasorn,
including a successfl rehearing or appeal from the April § order.

A3 the FER{ datermined in its February 14 order that DWR is acreditwortay
countarparty, the ISO believes that the foragoing armangsments meet the requirsments of
FERC's April 6 Order. Accordingly, the IS0 expects that suppliers will hanor their
sbligations under the ISO Tariff and related agreements i3 respond to ISO dispatch
insictions. '

DRAFT
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STATE OF CAUFQANIA - THE AESAURCES AGENCY ] =

DEPARTMENT OF WATER RESOURCES
1418 NINTH STREET, P.J. BOX 3473835
SACRAMENTD. €4 34238.000T -

[218) 653-5721 i

May 10, 2001

Mr. Temy M. Winter

Prasident and Chief Executive Officar
California Independent System Operator
P.0. Box 633014 '
Folsom, Czlifornia 25763-88014

Cear Mr. Winter:

The Department of Water Resources has no objection to the wording o the
notice o market paricipants in the attached document and DWR nas no objection o the
Celifornia Independent System Operator issuance of the markst natice.

Sincaraly,

J Gtact

Raymend D. Hart
Deputy Cirector

Atdachment

cc: Gary Heath
-Electricity Oversight Board
770 L Sireet, Suite 1250
Sacramento, California 95314

Erik Salimarsh

Electricity Oversight Board
770 L Street, Suite 1250
Sacramento, California 95814

ErrT
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g CALIFORNIA ISO _ oo

Terry M. Wintze
Prasidant and Chist Exscurive (fficer

May 10, 2001

Mr. Ray Hart'

Deputy Diractor

CA Department of Watsr Resourcss
3310 El Cargino Ave., Ste. 120
Sacramento, CA 95321-3001

Dear Ray:

This letter supplements the agresment betwesn the ISO and DWR conceming credit
support by DWR for ISO purchases. The additional terms of the agresment are set forth
in the arrached draft nodee to merkst participants. If the attached notice accurately
refiects our agreement, please signify your consent by signing this letter as indicarsd
below and return the original to me. Your signarurs will also constnrts your
authedzation that the notice may be issued.

Thank you for your continued cocperation in these times of challenge.
Very tmaly yours,

PF ] e
Tepy' M. Winter

President and Chief Exescutive OfScer

Agresd:

Ray Hart
CA Department of Water Resourcss

cc; Gary Hearh, EQORB
B Saltmarsh, EQE



Draft- Privileged & Confidential, Attorney Work-Produet

Suppiemental Market Notice re Credit Issues
May 10, 2001 :

Cu Aprl 13, 2001, the ISO sent out a Markst Notce explaining how the ISQ will comply
with FERC's Aprl 6, 2001 order, 93 FERC { 61,024, on creditworthiness, In that
Market Notice, the ISO was autharized to malke the following statement on behalf of the
California Deparmment of Water Resources (CDWR):

To the extent (and only to the extent) that a purchase is not otherwise paid
by any party or peyable by ancther party mesting the credit standards set
forth in the ISO Tariff (ancther "Qualified Party™), CDWR will assume
inancial responsibility for all purchases by the ISO in its ancillery
servicas and imbalages energy markets based on hids or other offers
determmined 0 be reasonable. Such determination of ressonableness will be
made oy COWR on & case by case basis and commumnicared to the ISO.
All bids mto the ancillary serviess and imbalance anergy marksts will be
deemed o be contingent on the scceptance of financial rasponsibility by
CDWR, to the extent not paid or pavable by another Qualified Party.
Unless a supplier is otherwise sotfied, any bid acceptad by the ISQ will
be deemed to have the Snancial support of another Qualified Party or
CDWR as specified in this notice. [n addidon w the foregoing, COWR
will assume financial respansibility for all purchasas resulting from the
1ssuance by the ISO eof emergency dispatch instructions, to the axtant not
paid or payable by another Qualified Party, Payment for such purcheses
shall beé made acearding to the rate specified in the ISO Tarift for
emergency dispatch instructions. The ISO and/or CDWR reserve the dght
to rescind or modify the foregoing arrangements at any dme and for any
reason, including a successful sehearing or appeal from the April 4 order,

1

Pending rehearing, unless the ISO can grovide reasonahle assurances that 2 party meeting
the ISO's cradit requirements will support a specific wansaction, the ISO will ot anter
mto the ransacdon with respect w0 any resource. This includes (1) awarding capacity
bids in the forward Anciilary Service ("AS") markets and (2) disparching [mbalance
Energy hids in the reel tme markat. Thersfore, the ISO will not award AS capacity bids
nor will it dispatch Imbalance Energy bids sbove the prices for which CDWR will agres
10 provide credit backing. Impalancs Energy bids above the prices for which CDWR has
agzeed i provide credit backing, though not sccapied, shall remain in the “BEEP" stack.
Accordingly, in accordance with [SO Tariff $85.1.3 and 11.2.4, resources will oot be
qubject to One-Of-Markar calls unless the ISO has secured a craditwarthy buyer for these
mmawarded Supplemental Bnerzy Bids. 3es, 2.z, [30 Tariif §§ 5.6 2 amd 5.1.30 A
separate notics will be issued regarding Raliabiliy Must Run.

Don Fuilar
Mirerror Clipne T alafone
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