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1.0 Introduction

2.0 Overview of Installed Capacity Planning
and Procurement Process

3.0 Unforced Capacity Requirements of Load
Serving Entities

4.0 Installed Capacity Requirements
Applicable to Installed Capacity Suppliers

5.0 NYISO Administered Installed Capacity
Auctions

The ISO will administer Installed Capacity auctions to accommodate LSEs’ and Installed
Capacity Suppliers’ efforts to enter into Unforced Capacity transactions and to give LSEs
an  opportunity to  satisfy their respective LSE  Unforced Capacity
regquirementsQbligations. In the various ISO-administered auctions, LSEs will have the
opportunity to purchase the Unforced Capacity necessary to meet the LSE Unforced
Capacity requirementsObligations established by the ISO Services Tariff, and to
purchase or sell excess Unforced Capacity. Installed Capacity Suppliers will have the
opportunity to sell Unforced Capacity, LSEs holding Unforced Capacity which they
ant credited against their LSE Unfor apacit ligations must certif h
nfor apacity when mitting their Install apacity certifications.

LSEs and Installed Capacity Suppliers may also purchase or sell Unforced Capacity
through Bilateral Transactions.

Participation in ISO-administered auctions is restricted to ISO Customers. Unforced
Capacity supplied through the auction may only be used for the commercial interests of
the purchaser. In addition, any Unforced Capacity purchased through an ISO-
administered auction may not be resold for the purposes of meeting Installed Capacity
requirements imposed by operators of External Control Areas.

The ISO Services Tariff references are Sections 5.13 through 5.15. A summary of this
Section 5 combined with Attachment H of this Manual is on file with FERC as an
attachment to the ISO Services Tariff under the title “Installed Capacity Auction
Description.”

NYISO Installed Capacity Manual 5-1
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5.1 Overview of Auction Structure and Timing

The ISO will conduct regularly scheduled Installed Capacity auctions before and during
Capability Periods, _and may conduct additional auctions as necessary. Sece
Attachment A for the upcoming Capability Period schedule of auctions. The schedule is
structured to ensure adequate time between the time that auction results from monthly
auctions are posted and the dates that LSEs are required to demonstrate that they have
procured sufficient Unforced Capacity to cover their Unforced Capacity requirements.
Auctions shall be conducted prior to the start of each Capability Period and each month
during a Capability Period.

5.1.1 Auctions Conducted Prior to the Capability
PeriodGeneral Auction Requirements

The ISO shall conduct regular auctions at the times specified in Section 5.13.1 of the
1 rvi Tariff and Attachment A, and ma n t additional auctions a

necessary. Installed Capacity Suppliers, LSEs and Installed Capacity Marketers
that ar tomers under the 1 rvi Tariff will all to participate in

Installed Capacity auctions, provided that they satisfy the creditworthiness
r irements set forth in tion 11 f the 1 ATT

A&eﬁeﬂ—a{se—eaﬂed—thH&fp—&&eﬁefﬁ—wﬂJ—al-}ewuBﬁdefsg Lffgrs to sgll and Bids to
purchase Unforced Capacity and-Offerors—to—sel-UnforecedCapaeityshall be made in
$/kW for the-entire-six(6)-menths-includedthe time period appr ggrlatg to the auction.
The ISO shall impose no limits on Bids or offers in any auction,

except to the extent required by any applicable capacity market mitigation
measures in accordance with Attachment H of the ISO Services Tariff.

H—the—eventthataH-ESEs—dornot—eertityInstall apacit liers that wish t

articipate in an ISO-administered auction must mit complet rtification
forms to the ISO in accordance with Attachment A, demonstrating that their
Unforced Capa01ty feq&&emeﬂ%s—ha¥e—has not been saﬁ&ﬁed—fer—the—fel—kmg—@bh—g&ﬁeﬂ

NYISO Installed Capacity Manual 5-2
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Unforced Capacity associated with In-City generation that is subject to FERC-
approved capacity market mitigation measures is required to be offered for sale in
the ICAP Spot Market Auction to the extent that such Unforced Capacity;—and
Offerorsinclading newOfferors;to-sel_has not been sold in prior auctions for the
Obligation Procurement Period.

Attachment A specifies the dates by which the ISO will post the results of Installed
Capacity auctions. Attachment A will ensure that there are at least four (4) business
days between the time that auction results from monthly auctions are posted and the

dates that LLSEs are regulred to certlfy_ the guantltg of Unforced Capacny, that has
been obtained for-anyremaining oation : : ;
Peﬁed—Meﬁt-lﬁ}l—y—Aaeﬁeﬂs—&Hew— the upcoming Obllgatlon Procurement Perlod2
pursuant to Section 5.11.2 of the ISO Services Tariff. [SEs to—purchase
suftfietentholding Unforced Capacity to—meetwhich they want credited against their

_S_Unforced Capa01ty ;equﬂemeﬁts—?hﬂem%ﬂ-y%aeﬁeﬂs—a{se—&new—eus%emep

A&e&ea—te—B*d—te—p&reh&seggghgatlgng mggt ggrtlfg §gg Unforced Capa01ty te—eever

Sﬁeekﬁed—ﬂhér&aehmeﬂh%e—ﬂm—k%ﬂ&al—certlﬁcatwns

5.2 Auections-Conducted-Prior-to-a-Capability
Period_Auctions

Fhe

A Capability Period Auction;-_will be conducted no later than thirty (30) days prior to

the Pre-start of each Capability Period Menthly-Auetions;in which Unforced Capacity
will be purchased and the DeficieneyProeurement-Auetionsold for the entire duration
of the firstObligationProcurementCapability Period—ef-. _The exact date of the
Capability Period—wil—each—eonsist—oftwo—phases—The—implementation—of FERC-

NYISO Installed Capacity Manual 5-3
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PeﬂedMenthlyAueﬂens—les&Oﬂehg established in Attachment A.

Participation—in-thefirst phase-eftheThe Capability Period Auction will be conducted
and thePre-Capabilitysolved simultaneously to purchase Unforced Capacity which
may be used by an LSE toward all components of its LSE Unforced Capacity
Obligation for each Obligation Procurement Period-MenthlyAuetions-. Participation
shall be-limited-toconsist of: (i) LSEs autherized-to—serveLoadinthe NewYorkCity
Foeality-seeking to makelocationalpurchase Unforced Capacity-purehases—in—order—teo
satisty—theirta-CityLocational tnastalled—Capaetty Requirements; (ii) any other entity
seeking to purchase -Cityteeational-Unforced Capacity; (iii) qualified a-Git-Installed
Capacity Suppliers; and (iv) any other Installed-Capaeity-Supplierentity that owns excess
Unloreed Capacity-assoetated-with-guabibed-n-Civ-hstabed-Capacite-Supphers.

Installed-Capaetty-SupphiersBuyers that are awarded Unforced Capacity shall pay the

licable Market-Clearing Price of Unforced Capacity in the Capability Period
Auction. Sellers that are selected to provide Unforced Capacity in-the-first phase-of-the
first—two—auetions—shall be—paidreceive the__applicable Market-Clearing Price
determinedof Unforced Capacity in the Capability Period Auction, except in
the  case ol brndoreed—Capaciv—assoerted—with—In-City  stelled—Capaeity
Suppliersgeneration that areis subject to capacity market mitigation measures, which
shall receive the lesser of the applicable Market-Clearing Price or the applicableannual

locationalmitigated price cap, as applied in accordance with Attachment H of the ISO
Services Tariff. Any entity that resells Unforced Capacity associated with In-City
Installed—Capaeity—Supphiers—that—aregeneration that is subject to market—capacity
market mitigation measures shall receive the—lesser—of—the Market-ClearingPrice
determmed—m—that—phaswno greater than the annual mltlgated pI’lCC %ha{—rt—pa}d—fer

LSEs—th—Ins%aHed—Gapae}ty—ebhga&eas—m ap, as leled in accordance w1th
Attachment H of the New—York—CityLocality(pursuantto—Seetion—-515-ofthe-I1SO
Services Tariff), for that Unforced Capacity.

NYISO Installed Capacity Manual 5-4
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Market Clearlng Prlce detemmed—x—n—&r&t—phas&e%e_c_e_e_ds the pr—}e%tha{—kttgtal amount
paid fer-that Unfercedto Installed Capacity—Fhe Suppliers, the ISO shall retainrebate

anythe Excess Amount and-rebate—itto—alESEsservingLoad—inthe NewYeork—City
Feeality—pursuant to Section 5.15 of the ISO Services Tariff.__Owners of In-City

generation that is subject to capacity market mitigation measures are restricted
from sellin nfor apacity to entities for tsi th York

Locality in the Capability Period Auction.

The results of the Capability Period Auction will be made available to Market
Participants at the time specified in Attachment A, which shall be prior to the start
gf thg Mg_mthlg Aggtlgn hglg_l prior to mafket—xmﬁg&t-}eﬂ—measu-res—tha{—ﬁtﬂ—ha*ﬁe

NYISO Installed Capacity Manual 5-6
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P@Pi'ﬂdl_zgginning of each Capability Period.

5.3 s53.4-Monthly Auctions

thin a Canabili od:

Monthly Auctions where ESEs-will BidandInstalled-Capaeity-Supphers—will-effer-be
held during which Unforced Capacity_may be purchased and sold for the secend
through—sixth—forthcoming Obligation Procurement PeriedsPeriod, and any other
month or months remaining in that-Capability Period-will be-conducted-exaethylike-the
Pre-Capability Periodthe Capability Period, as specified in Attachment A. The exact
dates of each Monthly Auetions;+ein-two-phases;unless-the ISO-has-Auction shall be
established that—al—LESHEs—with—New—York—City—Locational Installed—Capaeity
Requirements-have satistred-these requirements—in Attachment A.

Each Monthly Auction will be conducted and solved simultaneously to purchase

Unforced Capacity which may be used by an LSE toward all components of its LSE
nfr apacit hatln for ah lication Procurement Prl

Buvers that are awar nfor apacity shall pay the applicable Market-

Clearing Price of Unforced Capacity in the Monthly Auction. Sellers that are
selected to provide Unforced Capacity shall receive the applicable Market-Clearin

Price or the annual mitigated price cap, as applied in accordance with Attachment
H of the 1 ervices Tariff. Any entity that resells Unforced Capacity associated
with In-City generation that is subject to capacity market mitigation measures shall
receive no greater than the annual mitigated price cap, as applied in accordance
with Attachment H of the ISO Services Tariff, for that Unforced Capacity.

If the ISO—-hasMarket-Clearing Price exceeds the total amount paid to Installed
Cagacitg Suppliers, the 1SO shall rebate the Excess Amount Qursuant to Sectlon

The results of each Monthly Auction will be made available to Market Participants
in accordance with Attachment A.

NYISO Installed Capacity Manual 5-7
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5.4 ICAP Spot Market Auction

The ISO shall conduct an ICAP Spot Market Auction to purchase Unforced
apacity which shall an LSE toward all components of its LSE Unfor
Capacity Obligation for each Obligation Procurement Period immediately

preceding the start of each Obligation Procurement Period. The exact date of the
ICAP Spot Market Auction shall be established that-each ESE—-with-suehtoeational

Installedin_Attachment A. _All LSEs shall participate in the ICAP Spot Market
Auction. In the ICAP Spot Market Auction, the ISO shall submit monthly bids on
half of all LSEs at a level per M termin the ICAP Deman r
established in accordance with Section 5.14.1(b) of the ISO Services Tariff and

Section 5.5 of this Manual. The ICAP Spot Market Auction will set the LSE
nfor apacit lication for each NYCA LSE

When the ISO conducts each ICAP Spot Market Auction it will account for all
Unforced Capacity that each NYCA LSE has certified for use in the NYCA. The
1 hall recei ffers from qualified Install apacit liers for the ICAP
Spot Market Auction. The ISO shall also receive offers of Unforced Capacity from

any LSE for any amount of Unforced Capacity that LSE has in excess of its NYCA
Minimum Unfgrggd Capa01ty Requlrement has—&aﬁ&ﬁed—ﬁs—reqm—remeﬂt—eaeh—regu}a%

e-or Locational

Mlmmum Unforced Cagaatg Regulrement2 as aggllcable.
The ICAP t Market Auction will n ted an 1 imultan ly for

Unforced Capacity that may be used by an LSE towards all components of its LSE
Unforced Capacity Obligation for that Obligation Procurement Period using the
licable ICAP Deman r a tablished in tion f this Manual
LSEs that are awarded Unforced Capacity in the ICAP Spot Market Auction shall
pay to the ISO the Market-Clearing Price of Unforced Capacity determined in the
ICAP t Market Auction using the applicable ICAP Deman r The 1
shall pay Installed Capacity Suppliers that are selected to provide Unforced
Capacity the Market-Clearing Price determined in the ICAP Spot Market Auction
ing the applicable ICAP Deman r xcept in the ca f Unfor apacit
associated with In-City generation that is subject to capacity market mitigation
measures, which shall receive no greater than the annual mitigated price cap.

The In-Cit apaci id an ri aps applicable t rtain In-Cit neration

will account for differences between the amount of Unforced Capacity provided
during the Summer Capability Period and the Winter Capability Period such that
f In-Cit neration that i ject to capacity market mitigation measur
shall have an opportunity to receive the annual mitigated price cap. Such data and
prices will be posted under the applicable Capability Period Menthly-Auetion:

NYISO Installed Capacity Manual 5-8
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unlversal change throughout the Manual reglacmg references to Attachment A with
referen to this NYI Any entity that resells Unfor apacit

associated with In-City generation that is subject to capacity market mitigation
measures shall receive no greater than the annual mitigat ri ap of $112 k

of Unforced Capacity sold.

If the Market-Clearing Price exceeds the total amount paid to Installed Capacity
Suppliers, the ISO shall rebate the Excess Amount pursuant to Section 5.15 of the
1 rvices Tariff. In-Cit neration that i ject to capacity market
mitigation measures may be sold to meet NYCA LSE Unforced Capacity

bligations in the ICAP Spot Market Auction, provided the New York
Locational Unfor apacity Requirement ha n met

.5 Demand Curve and Adjustments

Three (3) ICAP Demand Curves will be established: one to determine the locational
component of LSE Unforced Capacity Obligations for each of the two Localities,
and one to determine the total LSE Unforced Capacit bligations for all LSEs.
The ICAP Demand Curves will be phased in over three (3) Capability Years,
beginning in 2003. In the first two vears, the ICAP Demand Curves shall be
established within the following fixed, annual parameters:

Yearl Year?2
(Ends April 30, 2004) (Begins May 1, 2004)
$/kw-year of ICAP $/kw-year of ICAP
Total 24 @ 100° 4 1009
$0.00 @ 112% $0.00 @ 112%
LI 104 1009 $123.94 @ 100%
$0.00 @ 118% 0.00 @ 118¢
NYISO Installed Capacity Manual 5-9
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NYC $127.89 @ 100% $151.14 @ 100%
$0.00 @ 118% $0.00 @ 118%

NOTE: All percentages are in terms of the applicable NYCA

Minimum Install i R iremen nd L ional
Minimum Install apacity Requirement

NOTE: The ICAP Demand Curves for each monthly ICAP Spot
Market Auction ar nder th licabl ili

Period on the NYISO website at
http: w.nyviso.com/markets/icapinfo.html.

NOTE: All annual dollar values will be translated into monthly

al ividin 1 12) and rounding to the nearest
cent.
In the thir ar, th ts assion the ICAP Deman r to th YCA

Minimum Installed Capacity Requirement and the Locational Minimum Installed
Capacity Requirement will be defined by the results of the independent review

nduct rsuant to thi tion. Th llar figur ill be translat ach vear
to dollars per Kilowatt-vear of Unforced Capacity. The respective point at which
each Demand Curve crosses zero, expressed in terms of the NYCA Minimum
Install apacity Requirement or the Locational Minimum Install apacit

Requirement, as applicable, will be fixed through the 2005/2006 Capability Year.
5.6 Periodic Independent Review

Except as provided in the previous Section, a periodic independent review of the
ICAP Deman r ill rform ry thr ars t termine whether

the parameters of the ICAP Demand Curves should be adjusted. Among other
criteria, the review will determine the current localized levelized embedded cost of
as turbines in each NYCA Locality and the Rest of State and a iated Ener

and Ancillary Services revenues.

Each periodic independent review, which will include stakeholder input, will be
completed by November 1 of the applicabl apability Year, except the first
periodic independent review, which will be concluded by December 31, 2004. The
first periodic review will be initiated immediately following the Summer 2003

apability Peri and the recommendation ill recei not later than
December 31, 2004 in time to determine the ICAP Demand Curves to be applied for
the Summer 2005 Capability Period.

n ach review i mplet it shall i to stakeholders and th York
State Public Service Commission (“PSC”), who shall be given an o i

provide input to the NYISO concerning the review. Upon consideration of each
revi and input thereon from stakeholders and the P t prior t Y1

Board approval, the NYISO shall issue three (3) proposed ICAP Demand Curves.

NYISO Installed Capacity Manual 5-10
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Any stakeholder, including the P shall have thirty (30) days within which to
r tan rtunity to provide the NYISO Board with lemental information
for its consideration when acting on the proposed ICAP Demand Curves. Upon
receipt of such a request, a NYI Board subcommittee shall be convened, upon
notice to all parties, to review filed information and to hear oral arguments on th
issues that have been raised.

After considering the proposed ICAP Demand Curves and any comments related
thereto, the NYI Board shall i thr final ICAP Deman r and shall

file them for approval at FERC. Once the ICAP Demand Curves have been
approved by FERC, they shall remain binding for the 3-vear period until the next

revi absent exigent circumstan

5.7 Supplemental Supply Fee

ESEs—thatare——stildeficientAny LSE that has not met its share of the NYCA

Minimum Installed Capacity Requirement or its share of the Locational Minimum
Installed Capacity Requirement after the completion of a—DeﬁeieﬁeyLPfeeafemeiﬁan

ICAP Spot Market Auc‘uon shall be assessed a supplemental supply fee based on the
localized leveliz t of a gas turbine, a t forth in the Tabl 1

Such values will pay—a—deﬁe}eney—ehafget_zg multiplied by one and one half (1.5),

divided by twelve (12), rounded to the ISO-egqual-to-the-deficiency-bidnearest cent and
mul‘uphed by the number of MWS by—vs%eh—th%]:SEs—af%deﬁe}elHt—aﬁy—tHH%befefe
i hethe LSE needs to meet its

hare of the NYCA Mmlmum Installed Capacity Requirement or _its share of the
Locational Minimum Install apacity R irement

The ISO will attempt to use the-money—it-coHeets—through-the-impesitionof deficieney
chargesthese supplemental supply fees to procure Unforced Capacity at the lowest
available price from ReseurcesInstalled Capacity Suppliers that are capable of
supplying Unforced Capacity butthatfated-to-gualifrincluding: 1) Installed Capacity
Suppliers that were not qualified to supply #Capacity prior to the Defieieney
ProcurementlCAP_Spot Market Auction,—ergﬁeeeﬂ{-l:y;aﬁgmded—l%ese&rees,—ﬂew
: 2) Install apacit liers that offer nfor apacity at 1

above the ICAP Spot Market Auction Market-Clearing Price; and e*rsﬂ-ﬂg—Pvese&Fees
that—were—otherwise—not—able3) Install apacit liers that

nfor apacity in the ICAP t Market Auction. In th ntthat iffrnt

Installed Capacity Suppliers offer the same price, the ISO will give preference to
Installed Capacity Suppliers that were not qualified to gualifysupply Capacity prior
to the ICAP Spot Market Auction.

[This area is still subject to BIC action on 4/2 and will be amended to reflect the
results of that meeting.]

ahi Offers from

NYISO Installed Capacity Manual 5-11
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to the ISO Services Tariff). Installed Capacity Suppliers selected by the ISO to

provide Capacity—_after the ICAP Spot Market Auction will be paid a negotiated
price, subject to the standards, procedures and remedies in the NYISO Market
Monitoring Plan-Market Mitigation Measures.

The ISO will not pay an Installed Capacity Supplier more than the applicable deficieney
chargesupplemental supply fee per MW of Unforced Capacity, or,_in the applicable

i f In-Cit neration that i ject to capacity market mitigation
measures, the annual mitigated price cap per MW of Unforced Capacity, whieh
everwhichever is less, pro-rated to reflect the portion of the Capability Period for which
the Installed Capacity Supplier provides Unforced Capacity.  Any remaining
meneysmonies collected by the ISO pursuant to Section 5.14.1 of the ISO Services Tariff
will be applied in accordance with Section 5.14 of the ISO Services Tariff.

NYISO Installed Capacity Manual 5-12
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Beginning May 1, 2003, these-deficiency-bids-and-charges-will-be-based-on3-times-the
following localized levelized embedded cost of gas turbines_in the New York City
Locality, the Long Island Locality, and Rest of State, respectively, times one and

one-half (1.5) and adjusted in accordance with Section 5.6 of this Manual will be

used to set the supplemental supply fees and deficiency charge in the New York City
Locality, the Long Island Locality, or elsewhere in the NY CAs;respeetively._|The

NYI would like to discuss changing this terminology to “localized (estimated

annual revenue target for gas turbines”.]

In-City New York City
(LBMP Load Zone J) 159/kW of Install

Long Island $139/kW of Installed Capacity per Capability Year
(LBMP Load Zone K)

All Other LBMP Load 85/kW of Installed Capacity per Capability Year

(All other LBMP Load Zones in
the NYCA)

apacit r Capability Year

TE: Th llar figur ill be translat ach

vear to dollars per kilowatt-vear of Unforced Capacity
in accordan ith tion 2 f this Manual

NOTE: All annual Unforced Capacity values will be
translated into monthly values by dividing by twelve
(12) and rounding to the nearest cent.

5.8 ICAP Supplier Shortfalls and Deficiency
Payments
In _the event that the amount of Unforced Capacity that an Installed Capacity

Supplier certifies in a given month is determined to have been more than the
amount that the Installed Capacity Supplier is authorized to supply for that month,

NYISO Installed Capacity Manual 5-13
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the ISO shall prospectively purchase Unforced Capacity on behalf of that Installed

apacit lier in the amount of the shortfall in the appropriate ICAP t
Market Auction or through post-ICAP Spot Market Auction Unforced Capacity
purchases.

In the event that an Installed Capacity Supplier sells in the Capability Period or
Monthly Auctions more Unfor apacity than it i alified to sell in an ifi
month due to a de-rating or other cause, the Installed Capacity Supplier shall be
deemed to have a shortfall for that month. To cover this shortfall, the Installed

Capacity Supplier _shall purchase sufficient Unforced Capacity in the relevant
Monthly Auction or thr h Bilateral Transactions, an rtify to the 1

consistent with Attachment A that it has covered such shortfall. If the Installed
apacit lier not r h shortfall or if it not certifv to the 1 in

a timely manner, the ISO shall prospectively purchase Unforced Capacity on behalf
of that Installed Capacity Supplier in the appropriate ICAP Spot Market Auction

or through post-ICAP Spot Market Auction Unforced Capacity purchases to cover
the shortfall.

In the event that an External Installed Capacity Supplier fails to deliver to the
NYCA the Energy a iat ith the Unfor apacity it committed to the NYCA

due to a failure to obtain appropriate transmission service or rights, the External
Install apacit lier shall med to have a shortfall from the last tim

the External Installed Capacity Supplier “demonstrated” delivery of its Installed

apacity Equivalent (“ICE”), or any part thereof, until it next delivers its ICE or
the end of the term for which it certified the applicable block of Unforced Capacity,
whichever occurs first, subject to the limitation that any prior lack of demonstrated
delivery will not precede the beginning of the period for which the Unforced

apacity wa rtifi An External Install apacit lier med to have a
shortfall shall be required to pay to the ISO a deficiency charge as set forth in
Section S.14.1(c) of the ISO Services Tariff, pro-rated for the number of hours in the
month that External Installed Capacity Supplier is deemed to have a shortfall (i.e.,
(((deficiency charge ~ 12 months) =+ total number of hours in month of shortfall) *
number of hours the shortfall lasted) * number of MWs of shortfall).

The 1 shall submit a Bid, calculated pursuant to Section 5.14.1 of the I

Services Tariff, in the appropriate ICAP Spot Market Auction on behalf of an
Installed Capacity Supplier deemed to have a shortfall as if it were an LSE. Such
Installed Capacity Supplier shall be required to pay to the ISO the applicable
Market-Clearing Price of Unforced Capacity established in that ICAP Spot Market
Auction. In the event that the ICAP Spot Market Auction clears below the NYCA
Minimum Installed Capacity Requirement or the Locational Minimum Installed

Capacity Requirement, whichever is applicable to the Installed Capacity Supplier,
the Installed Capacity Supplier shall be assessed the applicable deficiency charge

based on the localized levelized embedded cost of a gas turbine, as set forth in the
Table above, multiplied by one and one half (1.5), divided by twelve (12), times the

amount of its shortfall.
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If an Installed Capacity Supplier is found, at any point during a Capability Period,
to have had a shortfall for that Capability Period, e.g.., when the amount of
Unforced Capacity that it supplies is found to be less than the amount 1t was

to pay theISO the aggllcable sugglemental sugglg fee. A

Any remaining moni llect the 1 rsuant t tions 5.14.1 an 14.2 of

the ISO Services Tariff will be applied as specified in Section 5.14.3 of the ISO
Services Tariff.

5.9 5:4-Timing of Auctions

The ISO will develop a Capability Period Timeline that will attempt to ensure that:

1. A Capability Period Auction wil-be-held-atleast30-daysbefore-the
beginning-of that Capability Period where Unforced Capacity shall be

made available for purchase for the entire six-month Capability Period

will be held at least thirty (30) days before the beginning of that
Capability Period;

2. Pre-Capability Period Monthly Auctions wil-be-held-atleast15-days
before-the beginning-of that Capability Period-where Unforced Capacity is

made available for purchase for any and all Obligation Procurement

Periods within the Capability Period_will be held at least fifteen (15)
days before the beginning of that Capability Period;

Peﬂed—has—been—met—theThe ISO will conduct a—Deﬁe}eney
Proeurementan ICAP Spot Market Auctions;-eensisting-ef-one{H
auetion; at least two (2) business days before the beginning of that
Obligation Procurement Period to procure each LSE’s share of the

requistte-ameunt-ofLSE Unforced Capacity Obligation on behalf of the
defietenteach LSE;

4. During a Capability Period, Monthly Auctions will be held at least fifteen
(15) days before the beginning of each Obligation Procurement Period in
which Unforced Capacity will be made available for any and all remaining
Obligation Procurement Periods within that Capability Period; and

5. During the Capability Period, a monthly DeficieneyProcurementlCAP
Spot Market Auction will be held at least two (2) business days before

the beginning of each Obligation Procurement Period during which the
ISO will procure each LSE’s share of the LSE Unforced Capacity-en

bohalfof LSEs that | T corond Canaci
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meet their Untoreed Capacity requirements for the upcoming Obligation
ProcurementPeriodon behalf of each LSE.

The above guidelines may be adjusted for weekends and holidays. The intent of the
above will direct the ISO towards fair compromises when developing or amending
Attachment A.

5.10 5:5-Bids to Buy and Sell - General
Requirements

Bids to purchase Unforced Capacity and offers to supply Unforced Capacity must be
submitted as separate bids for each auction.

Bidders who wish to purchase Unforced Capacity and Offerors who wish to supply
Unforced Capacity in any ISO-administered auction may submit bids to the ISO only on
the day of the auction, unless otherwise specified in the ISO-ProceduresAttachment A.
If no Offerors submit offers to supply Unforced Capacity in aphase-ef-an auction-by-that
deadline, the ISO willmay cancel-thatphase-of that auction. By contrast, if at least one
Offeror submits an offer to sell in aphase—ef-an auction, the ISO will not cancel that
phase—ef-that-auction, and will allow a Market-Clearing Price to be calculated in that
phase-efthat-auction, even if no Bidder submits a bid to buy in-thatphase-of that auction.

S.11 5:6-Limitations on Offerors’ Participation in
Installed Capacity Auctions

Only Customers will be permitted to offer to sell Unforced Capacity in an auction. The
amount of Unforced Capacity that can be offered for sale in any auction from a given
Installed Capacity Supplier will not be permitted to exceed the amount that Installed
Capacity Supplier is qualified to supply in the NYCA.

When the ISO reduces the amount of Unforced Capacity that an Installed Capacity
Supplier may supply to the NYCA, the Installed Capacity Supplier shall procure any
deficiency in Unforced Capacity resulting from the reduction through a—Deficieney
Procurement-AuctionBilateral Transactions or in any ISO-administered auction. The
ISO Procedures shall establish the circumstances under which the ISO may reduce the
amount of Unforced Capacity that an Installed Capacity Supplier may supply to the
NYCA.

The amount of Unforced Capacity that any given Offeror is permitted to offer for sale in
the auction shall not exceed the Offeror’s share of the amount of Unforced Capacity its
Installed Capacity Suppliers are permitted to offer for sale, as calculated above, less any
Unforced Capacity that Offeror has offered for sale either through Bilateral Transactions

or through sales to External Control Areas._ [The NYISO would like to discuss this
paragraph in terms of its practical application.]
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Installed Capacity Suppliers that wish to participate in an ISO-administered auction must

submit completed certification forms to the ISO by the %9%h—dadyhef—t-he—meﬂﬂa—pfeeedmg
an-auetionperiod-in-which-they-intend-to-offer Unforeed Capaeitydate posted, and using
the certification forms provi for the applicable Capability Peri n the NYI

website at http:/www.nyiso.com/markets/icapinfo.html. The certification form shall,
at a minimum,—reguireInstalled—Capaeity—Supphers—to demonstrate: (i) that they own,

have contracted to purchase, or have been designated as the agent for the share of each
Resource that they claim when making offers to supply Unforced Capacity; and (i1) that
the Unforced Capacity they offer has not been committed or sold to provide Unforced
Capacity in the New York market or an External Control Area. Any offer to sell that
would cause the total amount of Unforced Capacity offered by that Offeror from that
Resource to exceed the amount of Unforced Capacity it is permitted to offer from that
Resource will be rejected in its entirety.

If an Installed Capacity Supplier (or a portion of the Unforced Capacity generated by an
Installed Capacity Supplier) is selected in the auction to provide Unforced Capacity, that
Resource (or portion thereof) cannot provide Installed Capacity to any other Control
Area, and shall be required to adhere to the requirements for Installed Capacity Suppliers
set forth in the ISO Services Tariff and in this Manual. Entities wishing to purchase
Unforced Capacity that will count toward Installed Capacity requirements in other
Control Areas will not be able to purchase such Unforced Capacity in an ISO-
administered auction.

S.12 5-FLimitations on Bidders’ Participation in
Installed Capacity Auctions

As part of its evaluation of each Bidder’s creditworthiness, the ISO may establish credit
limits for each Bidder. The ISO will reject bids from Bidders if acceptance of that bid
could cause the total amount owed by that Bidder as a result of the auction to exceed that
Bidder’s credit limit. The credit criteria used by the ISO are contained in Article 8 of the
ISO Services Tariff.

S.13 5:8-Required Information in Bids to Buy

Each Bidder may submit multiple bids. Each bid to purchase Unforced Capacity
submitted by a Bidder must include but is not limited to the following information:

1. The total amount of Unforced Capacity it wishes to purchase in
association with that bid, in increments of 100 kW;

2. The maximum price the Bidder is willing to pay for the Unforced Capacity
it is offering to purchase in its bid, in $/kW for the time period appropriate
to the auction;

3. The auction-and-phase to which the bid applies;
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4. Whether the Unforced Capacity must be associated with Installed
Capacity Suppliers located in a specific Locality, and if so, which
Locality; and

5. Whether the Installed Capacity Suppliers associated with the Unforced
Capacity can be located in a Control Area outside the NYCA, and if so,
which Control Area(s).

The ISO Unforced Capacity Purchase Agreement is found in Attachment F to this
Manual.

5.14 5:9-Required Information in Offers to Sell

Each Offeror may submit multiple offers. Each offer to sell Unforced Capacity submitted
by an Offeror must include but is not limited to the following information:

1. The amount of Unforced Capacity it offers to sell in increments of 100
kW;

2. The minimum price it is willing to accept for the Unforced Capacity it is
offering to sell in its offer, in $/kW for the time period appropriate to the
auction;

3. The auction and-phase-to which the offer applies;

4. The name of the Installed Capacity Supplier providing the Unforced
Capacity offered for sale;

5. Documentation of that Installed Capacity Supplier’s DMNC (described
above);

6. Whether that Installed Capacity Supplier is located in a Locality, and if so,
which Locality; and

7. Whether that Installed Capacity Supplier is located in a Control Area
outside the NYCA, and if so, which Control Area.

5.15 510-Determination of Selected Bids and
Offers

The ISO will determine which bids to purchase and which offers to sell Unforced
Capacity are selected by maximizing total gains from trade in each phase-ef-each-auction,
i.e., by maximizing the sum of the maximum prices Bid by Bidders whose bids to
purchase Unforced Capacity in that phase-ef-that-auction were selected minus the sum of
the minimum prices specified by Offerors whose offers to sell Unforced Capacity in that
phase—ef—that-auction were selected, subject to the constraints on the location of the
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associated Installed Capacity Supplier that have been specified in the selected bids as
well as the limitations on the total amount of Unforced Capacity that can be purchased in
each External Control Area in each auction (as described in Section 4.9.3). This
maximization will be performed jointly for all locations in each phase-efeach-auction.

All, part, or none of a bid to purchase or an offer to sell Unforced Capacity may be
selected in any—given—phase—ofan auction. As a result, if a Bidder offers in a bid to
purchase a given amount of Unforced Capacity at a given price, it may be awarded that
amount of Unforced Capacity, or it may be awarded any amount lower than the amount it
offered to purchase (including zero MWs).

Neither Bidders nor Offerors will be permitted to submit bids or offers which specify that
either all or none of a bid or offer can be selected. Bids to purchase or offers to sell
Unforced Capacity in a given phase—efan—auction cannot be made contingent on the
outcome of another auction; e.g., an Offeror will not be permitted to offer Unforced
Capacity within one month’s auction contingent upon its sale of Unforced Capacity in

another month’s auctlon }&ﬁaﬂfyub*és%e—pafeh&s%er—e%s—te—sey&&fe*eed—@apae&y—m

In cases in which multiple Bidders Bid to pay the same price for Unforced Capacity in a
given location (or group of locations, if there is no price difference between those
locations) in the same phase-efthe-same-auction, and some but not all of those bids can
be selected, the amount of Unforced Capacity awarded to each of those Bidders in
association with each of those bids shall be proportional to the amount of Unforced
Capacity that Bidder Bid to purchase in that location (or group of locations, if there is no
price difference between those locations) at that price. Likewise, in cases in which
multiple Offerors offer to sell Unforced Capacity in a given location (or group of
locations, if there is no price difference between those locations) for the same price in the
same phase-ofthe-same-auction, and some but not all of those offers can be selected, the
amount of Unforced Capacity selected from each of those Offerors in association with
each of those offers shall be proportional to the amount of Unforced Capacity that_the
Offeror offered to sell in that location (or group of locations, if there is no price
difference between those locations) at that price.

5.16 S-H-Determination of Market-Clearing
Prices

As a result of each phase-ef-an-ISO-administered auction;-with-the-exeeption-ofthefirst
phase—ofauctions—conduected—in—two—phases, the following Market-Clearing Prices for

Unforced Capacity will be determined:

1. Prices for Unforced Capacity located in each Locality.

NYISO Installed Capacity Manual 5-19
Section 5.0 NYISO Administered Installed Capacity Auctions



Blacklined Section Five -- Draft Version 4 of the NYISO Installed Capacity Manual --
Demand Curve, SCR Energy Strike Price and Miscellaneous April 2003

2. Prices for Unforced Capacity located in each Control Area outside the
NYCA.
3. Price for Unforced Capacity located in the portion of the NYCA that is not

located in any other Locality.

The objective function that the ISO will use in each phase-ef-eaeh-auction, which was
described in the previous section, will be to select the offers of Unforced Capacity with
the lowest offer prices, insofar as doing so would not cause violations of the locational
constraints specified by Bidders whose bids have been selected or violations of the
limitations on the total amount of Unforced Capacity that can be purchased from an
External Control Area, pursuant to Section 4.9.3 “Other Allocations.” But the need to
honor these locational constraints may require the ISO to accept some offers which
specify relatively high offer prices for Unforced Capacity while not accepting other offers
with lower offer prices, because purchasing the lower-priced Unforced Capacity would
violate the locational constraints stated in the Bidders’ bids. In such cases, locational
constraints will be binding and Market-Clearing Prices of Unforced Capacity determined
in-thatphase-may differ from location to location. If no locational constraints are binding
(i.e., if the locational constraints specified by Bidders or the limitations on the total
amount of Unforced Capacity that can be purchased in any given Control Area did not
force the ISO to select more expensive offers of Unforced Capacity in the auction than it
would have selected in the absence of those locational constraints), then the Market-

Clearing Price of Unforced Capacity determined-inthatphase-will be the same at every
location.

When locational constraints do not bind, the Market-Clearing Price of Unforced Capacity
in a phase—ef—a-given auction will be the marginal bid cost of providing additional

Unforced Capac1ty 1n that auctlon—"Ph%m&Egmal—b*ei—eest—ef—pfewéﬂ&g—adé&eﬁa}

phase. This procedure for calculating Market-Clearing Prices is analogous to the
procedure that will be used to calculate LBMP prices in the Energy market (which are
based upon the marginal bid cost of supplying an increment of Load at a location).
Ilustrations of these procedures for calculating prices appear in Attachment H.

In order to determine the marginal bid cost of providing Unforced Capacity, the ISO will
calculate the change in the amount of Unforced Capacity that would have been bought
and sold by each Bidder and Offeror if there had been — in addition to the bids and
offers that were already part of the auction — an additional demand for a very small
amount of Unforced Capacity. The presence of this additional demand would have had
one of two effects. Either it would have increased the amount of Unforced Capacity
purchased from the marginal Offeror (which is the Offeror whose offer price is lowest
among those entities that offered Unforced Capacity into that phase-ef-that-auction, but
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did not sell all of that Unforced Capacity in that phaseauction), so that the amount of
Unforced Capacity purchased from that Offeror would have been slightly above the
amount that was actually purchased in that phaseauction. Alternatively, it would have
decreased the amount of Unforced Capacity purchased by the marginal Bidder (which is
the Bidder whose offer price is lowest among those entities that purchased Unforced
Capacity in that phase—efthat—auction), so that the amount of Unforced Capacity
purchased by that Bidder would have been slightly below the amount that was actually
purchased in that phaseauction (with the leftover Unforced Capacity used to meet the
small additional demand). The algorithm that the ISO uses to conduct the auction will
choose whichever of these mechanisms satisfies the additional demand at the lowest cost.
That cost (expressed in terms of $/kW per time period applicable to the auction) will
determine the marginal bid cost of providing Unforced Capacity in that phase—ofthat
auction.

When locational constraints bind, the Market-Clearing Price of Unforced Capacity at
each location will still be the marginal bid cost of providing additional Unforced
Capacity in that phase-efthat-auction, but it will be the marginal bid cost of providing
Unforced Capacity located in a given area.—Fherelevantarea—is—defined—inthenext

several paragraphs:

First, the locational constraints will be divided into two groups. A Locality constraint is
binding if the ISO selects offers of Unforced Capacity located in a certain Locality while
not selecting lower-priced offers of Unforced Capacity from outside that Locality. The
ISO will only do this in order to avoid violating locational constraints specified by
Bidders that state that a bid is only valid for Unforced Capacity located in a given
Locality.

An External Control Area constraint is binding if the ISO does not select offers of
Unforced Capacity located in a particular External Control Area (or group of Areas),
while selecting offers with higher offer prices from Installed Capacity Suppliers located
in the NYCA or in other External Control Areas or to avoid violating the limits on the
total amount of Unforced Capacity that can be purchased in a given External Control
Area, pursuant to Section 4.9.3 of this Manual. Again, the ISO will only do this in order
to avoid violating locational constraints specified by Bidders that state that a bid is only
valid for Unforced Capacity that is not located in a given External Control Area (or group
of Areas).

Then:

. If a Locality constraint is binding in a—phase—ef-an auction, then—the Market-
Clearing Price of Unforced Capacity located in that Locality i#-that-phase-will be

the marginal bid cost of providing additional Unforced Capacity in that Locality
in that phaseauction.

. If an External Control Area constraint is binding for a particular Control Area in a
phase—ef-an auction (or group of Areas), then the Market-Clearing Price of
Unforced Capacity located in that External Control Area (or group of Areas)
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that-phase-will be the marginal bid cost of providing additional Unforced Capacity
in that particular External Control Area (or group of Areas)-in-thatphase.

. The Market-Clearing Price in aphase-ef-an auction for Unforced Capacity located
anywhere else (which includes (1) Unforced Capacity located in the NYCA, but
not in any other Locality; (2) Unforced Capacity located in a Locality, if that
Locality constraint is not binding-in+-thatphase; and (3) Unforced Capacity located
in an External Control Area, if no External Control Area constraint affecting that
External Control Area is binding-in-that-phase) will be the marginal bid cost of
providing additional Unforced Capacity-n-thatphase located anywhere other than
a Locality for which a Locality constraint is binding in-that-phase-or an External
Control Area for which an External Control Area constraint is binding—in—that

phase.

The set of prices that results will ensure that when a Locality constraint is binding, the
Market-Clearing Price for Unforced Capacity located in that Locality will be higher than
the Market-Clearing Price for Unforced Capacity located in the portion of the NYCA that
is not part of another Locality. It also ensures that when an External Control Area
constraint is binding, the Market-Clearing Price for Unforced Capacity located in that
External Control Area (or group of Areas) will be lower than the Market-Clearing Price
for Unforced Capacity located in the portion of the NYCA that is not part of another
Locality.

Market-Clearing Prices will be calculated independently within each phase—efa—given
auction. As a result, the Market-Clearing Price for Unforced Capacity at a given location
may vary amengphases-ofwithin the same auction, or among different monthly auctions
conducted at the same time.

S.17 5-12-Billing and Settlements

Subject to the exceptions noted elsewhere regarding New York City generation, the ISO
will pay each Offeror whose offer to sell Unforced Capacity is selected in any—particular
phase-ef-an auction the Market-Clearing Price determined in that phase-efthat-auction at
the location of each of its Resources that have been selected ithat-phase-to provide
Unforced Capacity, for each 100 kW of Unforced Capacity that Resource has been
selected to supply. Each Bidder for Unforced Capacity whose bid to purchase is selected
in any-partietlarphase-ef-an auction will pay the ISO the Market-Clearing Price at the
location specified in the bid(s) that have been selected, for each 100 kW of Unforced

Capacity that it purchased-in-that-partienlarphase.

Settlements for Capability Period auctions (i.e., strip and monthly) will occur in the
month following the month for which the Unforced Capacity was purchased. For
example, Unforced Capacity purchased for the month of May will be billed and paid for
in the month of June. The schedule for bills and payments for Unforced Capacity will
follow the Energy Market schedule. A timetable for bills and payments for the Energy
Market can be found on the }1SO-Web-siteNYISO website.
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Unforced Capacity purchased in the six-month strip auction (the Capability Period
Auction) will be settled on a monthly basis. The ISO will issue bills for one-sixth of the
applicable market clearing price for Unforced Capacity on the same schedule referenced
above.

In-City LSEs will receive bills for the Unforced Capacity that they purchased that are net
of any Phase I rebates.

5.18 513-Allocation of Winning Bids

Each Bidder whose bid to purchase Unforced Capacity in any—partietlar—phase—ef-an
auction is selected will be allocated a pro rata share of the Unforced Capacity purchased

in the auction, subject to the locational constraints specified in that Bidder’s bid, using
the following procedure:

1. Bidders whose bids specified that the Unforced Capacity must be
associated with an Installed Capacity Supplier located in a Locality will be
awarded such Unforced Capacity.

2. Bidders whose bids specified that the Unforced Capacity could be
associated with an Installed Capacity Supplier located in a particular
Control Area outside the NYCA, and who paid a lower Market-Clearing
Price as a result, will be allocated Unforced Capacity located in that
External Control Area.

3. Any remaining purchasers of Unforced Capacity whose bids specified
they could accept Unforced Capacity associated with Installed Capacity
Suppliers located outside the NYCA will be allocated Unforced Capacity
for all remaining Unforced Capacity sold in-thatphase-ef that auction that
is located outside the NYCA. This allocation shall be performed on a pro-
rata basis, without violating any locational constraints specified by those
Bidders.

4. All remaining Unforced Capacity associated with Installed Capacity
Suppliers located inside the NYCA shall be allocated on a pro-rata basis
among all remaining purchasers of Unforced Capacity in that phase-efthat
auction.

5.19 5:44-Posting of Results

The ISO will post the results of each auction within the time period specified in the ISO
Procedures. These results shall include:

1. The Market-Clearing Price for each Locality, each External Control Area,
and the portion of the NYCA not included in any other Locality, in each

phase-ofeach-ISO-administered auction.
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2. The total amount of Unforced Capacity associated with Installed Capacity
Suppliers in each Locality, each External Control Area, and the portion of
the NYCA that is not included in any other Locality that was sold in each

phase-efeach-ISO-administered auction.

3. The total amount of Unforced Capacity purchased in-each-phase-ef each
[SO-administered auction, broken down by the constraints placed upon the
location of those Unforced Capacity by the Bidders placing those bids.

The ISO shall publish all bids and offers made in each auction six months after the
conclusion of that auction. The names of Offerors or Bidders will not be revealed
publicly; however, the ISO will post these data in a way that permits the identity of a
given Offeror or Bidder to be tracked over time.
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