MemorandumCalifornia Independent 
System Operator


To:	Market Participants
From:    Jeanne M. Solé
Date:	August 18, 2000
Re:	Distributed Generation
I.	Introduction

The following memorandum sets forth a series of ideas to clarify and refine the requirements of the California Independent System Operator (CA ISO) as to distributed generation (DG).  The CA ISO has been a party to the rulemaking organized by the California Public Utilities Commission (CPUC) to put into place a framework for DG in California.  In the context of that proceeding, it has become evident that addressing CPUC jurisdictional aspects that affect DG involves only half the picture; addressing CA ISO related aspects also is necessary to establish a comprehensive framework for DG.  While the California electricity markets into which DG must be incorporated include both CPUC and Federal Energy Regulatory Commission (FERC) jurisdictional aspects, in order for DG to flourish, all aspects must be harmonized into a coherent whole. 

The CA ISO has developed an initial list of ideas and recommendations.  The CA ISO has already received some feedback on this list and proposed additional recommendations.  This memorandum lists first the initial ideas put forward by the CA ISO, which were introduced orally at the Market Issues Forum on August 9.    The memorandum also addresses the additional proposals that have already been expressed to the CA ISO with some initial responses.   The CA ISO welcomes stakeholder feedback on these ideas.  Based on discussions with stakeholders, the CA ISO hopes to finalize a list of recommendations to take back to CA ISO management.  To the extent tariff changes are needed, the CA ISO would like to present these to the Governing Board in October so that tariff amendments can be included in the semi annual tariff amendment filing planned for late fall.  

II.	Principles

The CA ISO is committed to refining its requirements for DG so as to allow DG to participate in the California electricity markets, in a manner that is fair and non-discriminatory.  In refining its requirements for DG, the CA ISO will be guided by the following principles:

· The efficiency of the California electric markets will be enhanced by reducing barriers to entry by as many resources as possible. 
· It is important that all agencies within California including the CA ISO seek to promote broad participation in the California energy markets on a fair and non-discriminatory basis.
· The participation of resources in the California electricity markets should occur without compromising system reliability.
· All resources and loads that benefit from reliable system operations should pay their fair share of system costs.
· The respective jurisdictions of the CPUC, FERC, the Electricity Oversight Board (EOB), the California Energy Commission (CEC) and other agencies that play a role in the electric industry should be respected.  
· Diverse aspects of the market subject to the jurisdiction of various entities must be harmonized into a coherent whole.  Where jurisdiction is overlapping or unclear, a cooperative approach can reduce the need to invest limited resources into a debate about respective roles.

III.	Initial ISO Recommendations

The ISO’s initial recommendations include clarifications of existing ISO policy as to some issues, and changes in current policy as to others.  To help place the recommendations in context, this memo includes a list of recommendations, with discussion of the effect and rationale for proposed changes/clarifications. 

1.	Recommendation:  A Generating Unit under 1MW connected at the distribution level and that will not be used in connection with bids into the ISO Ancillary Services (A/S) or Supplemental Energy (SE) markets will not be considered a Participating Generator, will not be required to sign a Participating Generator Agreement (PGA) and will not be required to be included on Schedule 1 of a PGA.  Thus, the owner of a Generating Unit under 1MW connected at the distribution level and that will not be used in connection with bids into the ISO A/S or SE markets will not be required to sign a PGA by virtue of its ownership of that Generating Unit and will not be considered a Participating Generator in accordance with the ISO Tariff by virtue of its ownership of that Generating Unit.  (The owner may be a Participating Generator and be required to sign a PGA by virtue of owning other Generating Units.)  Owners of Generating Units, regardless of size that bid A/S or SE are considered Participating Generators, and will be required to execute a PGA or to be listed on Schedule 1 of a PGA.  

Effect:  The ISO will not be able to call on Generating Units connected at the distribution level and under 1MW in an emergency.  In addition, such Generating Units would not be ISO Metered Entities. See also point 4 below.

Rationale:  Owners of small Generating Units connected at the distribution level and without any intention to actively participate in the ISO administered markets have indicated concern about the need to interact directly with the ISO.  Moreover, it does not appear that the ability to issue directives to very small Generators is likely to be of much use to the ISO in addressing an emergency. 

Legal Action required:  The exemption in tariff section 5.1.4 should be revised to: 1) provide for an exemption to units from being Participating Generators (currently a Generator subject to the exemption in 5.1.4 must be a Participating Generator to begin with); 2) lower the threshold from 10MW to 1MW; 3) eliminate the conditions for the exemption that relate to the buyer of the output of the Generating Unit (currently only Generators selling to a UDC or to customers in the service territory of the UDC qualify for the exemption).

2.	Recommendation:  Lower the threshold for participating in ISO Ancillary Service (A/S) markets from 10MW to 1MW.   

Effect:  Generating Units 1MW and above will be able to participate in ISO A/S markets.

Rationale:   The reason for the 10 MW threshold level at start-up was that the ISO did not have an automated system to dispatch numerous small Generators.  With the implementation of the Automatic Dispatch System (ADS) on June 1, 2000, the threshold level can be lowered without jeopardizing control room operations.  Lowering the threshold would increase the competitive supply of A/S and SE.

Legal Action required:  Reducing the threshold for participation in ISO A/S markets to 1MW and above would require changes to the ISO Ancillary Services Requirements Protocol Appendices: A1.1.1.1 for Regulation, B 1.1 for Spinning Reserve, C 1.1 for Non-Spinning Reserve, D 1.1 for Replacement Reserve.  

3.	Recommendation:  A Generating Unit under 10MW connected at the distribution level and that will not be used in connection with bids into the ISO A/S or SE markets will not be required to have EMS telemetry.  A Generating Unit that will be used in connection with bids into the ISO A/S or SE markets will be required to have EMS telemetry.

Effect:  This recommendation is similar to current ISO policy.   Nonetheless, it is appropriate to clarify the requirements for EMS telemetry to the extent that a change is to be made to section 5.1.4. as recommended above, and to the extent that the ISO proceeds with lowering the threshold for Generators able to participate in A/S and SE markets.

Rationale:  The current limit for EMS telemetry is 10MW.  Although a reduction in this threshold to 1MW would result in more accurate calculations of ISO Control Area load responsibility in real time, such a reduction would impose significant costs on Generators that are not interested in actively participating in ISO administered markets.  Nonetheless, to the extent that the ISO lowers the threshold for active participation in ISO administered markets to units 1MW and over, it is important to make clear that any such units must meet corresponding EMS telemetry requirements.  In these cases, the cost of EMS telemetry can be weighed against the potential to obtain revenues from participating in ISO markets.

Legal Action Recommended:  ISO determinations as to the units that would be required to install EMS telemetry can be set forth in ISO procedures.  

4.	Recommendation:  A Generating Unit under 1MW connected at the distribution level and that will not be used in connection with bids into the ISO A/S or SE markets will not be required to be an ISO Metered Entity.  Instead, the unit could opt to be an SC Metered Entity.

Effect:   The ISO metering requirements for small Generating Units would be clarified.

Rationale:  Distributed generators have argued that requiring a small unit to be an ISO Metered Entity would be prohibitively costly.  Moreover, ISO metering personnel have indicated that it is unnecessary to require small units under 1MW to be ISO Metered Entities.  The ISO has stated publicly that it is unnecessary to have small units be ISO Metered Entities but has not previously provided a threshold.

Legal Action Recommended:  If the legal action described in Recommendation 1 is undertaken, no further change to the ISO Tariff or Protocols would be necessary because units under 1MW would not be considered Participating Generators.  If the legal action described in Recommendation 1 is not undertaken, the ISO could issue a blanket exemption from being an ISO Metered Entity for small units pursuant to MP 13.5.1 and 13.5.2.

5.	Recommendation: The prohibition on netting contained in the ISO Metering Protocol will not require SC Metered Entities of 1 MW or less to install new metering facilities, however, for settlement purposes the SC and UDC are required to provide the ISO with estimated gross load data.  

Effect:  The ISO might not obtain detailed meter data for allocation of transmission Access Charge (TAC), Grid Management Charge (GMC), and Ancillary Services for units under 1MW and would have to allocate these costs for some customers based on estimates.

Rationale:  Under the Metering Protocol, netting of Load (other than auxiliary Load) is prohibited so as to ensure proper settlement of the Generating Unit's gross output.  The metering standards of Local Regulatory Authorities as well as the ISO apply to SC Metered Entities and there could be inconsistent metering requirements to the extent the ISO prohibition on netting requires additional metering facilities.  To prevent this outcome, the ISO would provide that installation of new metering facilities would not be required for SC Metered Entities of 1 MW or less.  However, this provision would not change the requirement, for settlement purposes, for the SC and UDC to provide estimated gross load data.  To the extent, due to Local Regulatory Authority metering rules, detailed meter data does not exist for allocation of costs administered by the ISO in accordance with FERC determinations, estimates can and will be used to allocate TAC, GMC and Ancillary Services to prevent cost shifting by the CA ISO.  Local Regulatory Authorities would then be free to establish the mechanisms they found appropriate to allocate costs at the end use retail customer level.

Legal Action Recommended:  Changes to the ISO Metering Protocol (section 2.3.5) may be required.  In addition, it may be necessary to make tariff revisions to provide for the allocation of costs based on estimates, where detailed data does not exist due to the metering requirements put into place by Local Regulatory Authorities.

6.	Recommendation: Address scheduling coordination services for default customers that install DG.

Effect:  Reduce unnecessary barriers for DG.

Rationale:  As in the case of all loads, all Generating Units must be associated with a Scheduling Coordinator for the purpose of the submission of meter readings from the Generating Unit to the ISO.  However, although UDCs (through the PX) provide scheduling coordination services to default customers, UDCs have been reluctant to provide such services to default customers that install DG.  This could act as a barrier to DG.  The CA ISO should work with all stakeholders to develop a simple and expeditious mechanism for default customers who install DG to obtain scheduling coordination services.  

Legal Action Recommended:  To be determined.

IV.  Issues raised to date by Stakeholders

7.	Recommendation:  The ISO should allow aggregation of DG units under 1MW for purposes of bidding into ISO A/S and SE markets, in a manner similar to the approach adopted for Participating Loads.

Initial ISO reaction:  The ISO agrees that this idea should be explored.

8.	Recommendation:  The ISO should allow customers to treat use of DG as a reduction in load, for purposes of participation by load in ISO markets and demand relief programs.

Initial reaction of the ISO:  The ISO currently allows use of DG to serve as a reduction in load in the case of DG that does not operate in parallel with the grid, i.e. emergency backup DG.  However, in the case of DG that operates in parallel with the grid, such DG should participate as generation in the ISO markets.  As noted above, the ISO is seeking to improve opportunities for DG to participate in its markets.   

9.	Recommendation:  The ISO should explore opportunities for DG to participate in emergency relief programs.

Initial ISO reaction:  The ISO agrees that this idea should be explored.

10.  	Recommendation:  The ISO should facilitate use of DG to address transmission constraints.

Initial ISO reaction:  Use of non-wires alternatives, including DG, in the context of long term grid planning is being addressed comprehensively in the long term grid planning process.

11.	Recommendation:  The ISO should clearly document ISO requirements for DG and should appoint a person within the ISO to serve as a point person for the DG community to answer questions about ISO requirements.

Initial ISO reaction:  The ISO agrees that its requirements for DG should be documented clearly.  The ISO will explore the option of appointing a DG point person.
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