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ATTACHMENT B
LBMP CALCULATION METHOD

The Locational Based Margind Prices ("LBMPs") for Generators and Loads will be
based on the system marginal costs produced by either the Security Constrained Dispatch ("SCD") program
for Red-Time Market prices, or the Security Constrained Unit Commitment ("SCUC") program for Day-
Ahead Market prices. Thesewill be utilized in an expost computation to produce LBMP bus prices using
the following equations.
The LBMP at bus 1 can be written as:

g:|R+9Li+9Ci

Where:

g= LBMP at busi in¥MWh
=  thesysem margind price a the Reference Bus

g- = Margind Losses Component of the LBMP at busi which is the margind cost of
losses at busi reative to the Reference Bus

g £ = Congestion Component of the LBMP a busi which isthe margina cost of
Congestion at busi relative to the Reference Bus

The Margina Losses Component of the LBMP at any busi within the NY CA is cdculated usng
the equation:

gt =0OF-1)I"
Where:

DF; = ddivery factor for busi to the sysem Reference Bus And:
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oF- (1. 2 )

Where:
L= sydemlosses and
Pi= generationinjection at busi

The Congestion Component of the LBMP at busi is caculated using the equation:

DFiz_(Sg:lK:ikﬁm)

Where:
=  thesa of thermd or Interface Congraints;

GFix= Shift Factor for the Generator at bus 1 on Congtraint k in the pre- or post-
Contingency case which limits flows across that Congtraint (the Shift Factor messures the
incrementa change in flow on Condraint k, expressed in per unit, for an increment of
generation at busi and a corresponding decrement of generation at the Reference Bus);
and

Mk = thereductioninsysem codt that results from an incrementa relaxation of
Congraint k expressed in ¥MWh.

Substituting the equationsfor § ; and g © into the first equation yields

g-| R oF- 1l *- & GFim
KEK
The SCD program execution in agiven interva may terminate without observing the limits on all

Congraints, usualy due to Generator ramp rate limitations on the dispaich. Under these conditions, rules
have been developed which the 1SO will useto set Generator output levels and to calculate LBMPs. These
rules state that the LBMPs are to be caculated from the output of the SCD execution in which Condraints
wereviolated. Prices caculated in this manner closely reflect the margina cost of Energy on the system.
However, the Generator output levels will be
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set by a second SCD execution in which Generator ramp rate Congtraints are relaxed.  This execution of
SCD usudly diminates the Congraint violations and will provide the dispatcher with information to correct
the Stuation. Often Generators will be able to operate at the levels set in the second SCD execution, since
they frequently can change their output levels at rates exceeding those included in the Bid data provided to
the 1ISO. Fallure to achieve the output levels determined in the second SCD execution will not cause the
Generator's performance ratings in the Performance Tracking System to be adversdly affected.

LBMPswill be caculated for the Day-Ahead and the Redl-Time Markets. In the DayAhead Market,
the three components of the LBMP at each location will be calculated from the SCUC results and posted for
each of the 24 hours of the next day. The Red-Time LBMPswill be calculated and posted for each
execution of SCD.

Zonal LBMP Calculation Method

The computation described above is a the busleve. Thiswill be suitable for Generator buses
because adequate metering is available, or will be provided, to measure Red-Time injections. An eleven
(12) zone modd will be used for the LBMP hilling related to Loads. The LBMP for azone will be aLoad
weighted average of the Load bus LBMPsin the zone. The Load weights which will sum to unity will be
predetermined by the ISO. Each component of the LBMP for azone will be caculated as a L oad weighted

average of the Load bus LBMP components in the zone. The LBMP for azonej can be written as.

z | R L,z cz
g = + i Y

where: gzj = LBMPfor zonej,

n
(o]
= =& W g
1=1
isthe Margina Losses Component of the LBMP for zonej;
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cz = § W, g ¢ s the Congestion Component of the LBMP for zonej;

J

n = number of Load busesin zonej for which LBMPs are caculated; and
W, = load weighting factor for busi.

Until the ISO's software can compute LBMPs at Load buses, the zona LBMPswill be aweighted

average of the Generator bus LBMPsin the zone. The weightings will be predetermined by the 1SO.

LBMP Pricesfor External L ocations

External Generators and Loads can bid into the LBMP Market or participate in Bilatera
Transactions. Externd Generators may arrange Bilateral Transactions with Internd or Externd Loads and
Externd Loads may arrange Bilaterd Transactionswith Internal Generators.

The Generator and Load locations for which LBMPswill be caculated will initidly be limited to a
pre-defined set of buses Externa to the NY CA. LBMPswill be caculated for each bus within this limited
set. The three components of LBMP will be calculated from the results of SCD and posted in the Day-
Ahead and Redl-Time Markets as described above, except that the Margina Losses Component of LBMP
will be caculated differently for Internd locations. The Margind Losses Component of the LBMP at each
bus, as described above, includes the difference between the margina cost of losses at that bus and the
Reference Bus. If this fannulation were employed for an Externd bus, then the Margind Losses Component
would include the difference in the cost of Margind Losses for a section of the transmisson system Externa
tothe NYCA. Sincethe SO will not charge for lossesincurred Externdly, the formulation will exclude
these loss effects. To exclude these Externd loss effects, the Margind Losses Component will be caculated

from points on the boundary of the NY CA to the Reference Bus.
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The Margind Losses Component of the LBMP at the Externa bus will be aweighted average of the
Margina Losses Components of the LBMPs at the Interconnection Points. To derive the Margina Losses
Component of the LBMP a an Externd location, a Transaction will be assumed to be scheduled from the
Externd bus to the Reference Bus. The Shift Factors for this Transaction on the tie linesinto these
I nterconnection buses, which measure the per-unit effect of flows over each of those tie lines that results from
the hypothetica transaction, will provide the weights for this caculation. Since dl the power from this
assumed Transaction crosses the NY CA boundary, the sum of these weightsis unity.

The sum of the products of these Shift Factors and the Margind Losses Component of the LBMP at
each of these Interconnection buses yidds the Margina Losses Component of the LBMP that will be used
for the Externd bus. Therefore, the Margina Losses Component of the LBMP at an Externd busE is

cdculated using the equation:
g¢ = & Fe(DF-1)1°
bl 1
where:
L= Margina Losses Component of the LBMP at an Externa busE;
Feo= Shift Factor for the tie line going through bus b, computed for a

hypothetical Bilatera Transaction from bus E to the Reference Bus,
Margina Losses Component of the LBMP &t bus b; and

(DFp, - 1)1 R= The st of Interconnection buses between the NY CA and adjacent

| = Control Areas.
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1.0 Charges

Subject to Attachment K to the ISO OATT, the I1SO shdl charge dl Transmission
Customersfor transmission system |osses based on the margina cost of losses on ether abus or zond basis,
described below.

11 LossMatrix

The 1SO's Security Congtrained Dispaich ("SCD™) program will use aloss matrix
(referred to as a B matrix) and pendty factors to estimate and modd losses in performing generation

digpatch and billing functions for losses.
1.2  Resdual LossPayment

The 1SO will determine the difference between the payments by Transmisson
Customers for losses and the payments to Suppliers for losses associated with al Transactions (LBMP

Market or Transmission Service under Partsll, 111 and IV of the ISO OATT) for both the Day-Ahead and
Red-Time Markets. The accounting for losses at the margin may result in the collection of more revenue
than is required to compensate the Generators for the Energy they produced to supply the actua lossesin the
system. Thisover collection istermed resdud loss payments. The 1SO shdl caculate resdud loss
payments revenue on an hourly basis and will credit them againg the ISO's Residud Adjustment (See Rate

Schedule 1 of the ISO OATT).
20  Computation of Residual L oss Payments
21 Marginal Losses Component LBMP

The 1SO shdl utilize the Margind Losses Component of the LBMP on an Interna
bus, an Externa bus, or a zone basis for computing the margina contribution of each Transaction to the

system losses. The computation of these quantitiesis described in this Attachment.
211 Marginal Losses Component Day-Ahead

The 1SO shdl utilize the Margind Losses Component computed by the
1SO's Security Congtrained Unit Commitment ("SCUC") program for computing the margind contributions
of each Transaction in the Day-Ahead Market.
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212 Marginal Losses Component Real-Time

The 1SO shdl utilize the Margind Losses Component computed by the
ISO's Security Congtrained Dispatch ("SCD") program for computing the Margina Losses Component
associated with each Transaction scheduled in the Red-Time Market (or deviations from Transactions
scheduled in the Day-Ahead Market). The computations will be performed on a SCD interva basis and
aggregated to an hourly totdl.

2.2  Paymentsand Charges

Payments and charges to reflect the impact of Energy supplied by each Generator,
consumed by each Load, or tranamitted by each Transmission Customer on the Margina Losses
Component shdl be determined as follows. Each of these payments or charges may be negative.

Day-Ahead Paymentsand Charges

As part of the LBMP paid to adl Suppliers scheduled Day-Ahead to provide Energy to the LBMP
Market, the ISO shdll pay each such Supplier the product of. (a) the injection scheduled Day-Ahead from
each of that Supplier's Generators in each hour, in MWh; and (b) the Margina Losses Component of the
Day-Ahead LBMP a each of those Generators buses, in ¥MWh.

As part of the LBMP charged to dl LSEs scheduled Day-Ahead to purchase Energy from the LBMP
Market, the ISO shall charge each such L SE the product of. (8) the withdrawa scheduled Day-Ahead in
each Load Zone by that L SE in each hour, in MWh; and (b) the Margina Losses Component of the Day-
Ahead LBMP in that Load Zone, in ¥§MWh.

As part of the TUC charged to dl Transmission Customers whose Transmission Service has been
scheduled Day-Aheed, the |SO shal charge each such Transmission Customer the product of. () the
amount of Energy scheduled Day-Ahead to be injected and withdrawn by that Transmisson Customer in
each hour, in MWh; and (b) the Margina Losses Component of the Day-Ahead LBMP at the Point of
Ddivery (i.e., Load Zone in which Energy is scheduled to be withdrawn or the bus where Energy is
scheduled to be withdrawn if the Energy is scheduled to be withdrawn at alocation outside the NY CA),
minus the Margina Losses Component of the Day-Ahead LBMP at the Point of Receipt, in ¥§MWh.
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Real-Time Payments and Charges

As part of the LBMP paid to dl Suppliers providing Energy to the LBMP Market in the red-time
digpatch, the 1SO shdl pay each such Supplier the product of: () the amount of Energy actudly injected by
each of that Supplier's Generators in each hour (to the extent that actud injections do not exceed the AGC
or SCD Base Points Signds sent to that Supplier for those Generators), minus the amount of Energy each of
those Generators was scheduled Day-Ahead to inject in that hour, in MWh; and (b) the loss component of
the Redl-Time LBMP at each of those Generator's buses, in ¥MWh.

As part of the LBMP charged to dl LSEs scheduled Day-Ahead to purchase Energy from the LBMP
Market, the ISO shdl charge each such L SE the product of. (@) the Actua Energy Withdrawas by that LSE
in each Load Zone in each hour, minus the Energy withdrawal scheduled Day-Ahead in that Load Zone by
that LSE for that hour, in MWh; and (b) the Margina Losses Component of the Red-Time LBMP in that
Load Zone, in SMWh.

As part of the TUC charged to dl Transmission Customers whose Transmisson Service was
scheduled after the determination of the Day-Ahead schedule, or who schedule additiond Transmission
Service after the determination of the Day-Ahead schedule, the 1SO shall charge each such Transmission
Customer the product of: (&) the amount of Energy scheduled (as of the BME) to be injected and withdrawn
by that Tranamisson Customer in each hour, minus the amount of Energy scheduled Day-Ahead to be
injected and withdrawn by that Transmisson Customer in that hour, in MWh; and (b) the Margina Losses
Component of the Red-Time LBMP & the Point of Delivery (i.e,, the Load Zone in which Energy is
scheduled to be withdrawn or the Externd bus where Energy is scheduled to be withdrawn if Energy is
scheduled to be withdrawn at alocation outsde the NY CA), minus the Margind Losses Component of the
Red-Time LBMP & the Point of Receipt, in SMWh.
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As part of the LBMP paid to dl Suppliers generating an amount of Energy that differs from the amount
of Energy those Suppliers were scheduled (as of the BME) to generate in an hour in association with
Bilaterd Transactions, the 1SO shdl pay each such Supplier the product of: () the amount of Energy actudly
injected by each of that Supplier's Generatorsin each hour (to the extent that actua injections do. not exceed
the AGC or SCD Base Points Signds sent to that Supplier for those Generators), minus the amount of
Energy each of those Generators was scheduled (as of the BME) to inject in that hour in association with
Bilaterd Transactions, in MWh; and (b) the Margina Losses Component of the Redl-Time LBMP at each of
those Generators buses, in ¥MWh.

As part of the LBMP charged to dl LSEs consuming an amount of Energy that deviates from the
amount of Energy those L SEs were scheduled (as of the BME) to consumein an hour in association with
Bilaterd Transactions, the ISO shdl charge each such L SE the product of: (a) the Actua Energy
Withdrawds by that LSE in each Load Zone in each hour, minus the Energy withdrawd scheduled (as of the
BME) inthat Load Zone by that L SE for that hour in association with Bilateral Transactions, in MWh; and
(b) the Margind Losses Component of the Red-Time LBMP in that Load Zone, in ¥MWh.

[1. BILATERAL TRANSACTION BIDDING, SCHEDULING AND CURTAILMENT
1.0 Regquestsfor Bilateral Transaction Schedules

Transmission Customers scheduling Transmisson Service or to support a Bilaterd
Transaction with Energy supplied by an Externd Generator or Internal Generator shdl submit the following
information to the 1SO:
@ Point of Injection location. For Transactions with Internd sources, the Point of Injection is
the LBMP bus, for Transactions with Externd sources, the Point of Injection is the Proxy

Generator Bus, however, based upon such an advance
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natification to the 1SO, an Externa Supplier will have the additiona option of being modeled
a a specific Externa LBMP bus (rather than an Externa Proxy Generator Bus) and being
able to submit abid curve. Otherwise, an Externa Supplier with Incrementd or
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Decremental Bids at an Externad Proxy Generator Buswill be modeled as a sngle point price curve
at that bus. AnLBMP busisa specific bus a which a Generator Shift Factor has been calculated,
and for which LBMP will be caculated.

2 Point of Withdrawd location. For Internal Load, the Point of Withdrawa is the Load Zonein which
the Load is Stuated or the bus at which that Load is interconnected to the Transmisson System, if
there is arevenue-quaity red-time meter located at that bus (software congraints may initidly limit
the ability to specify buses as Points of Withdrawd); for ddivery points outside the NY CA, the Point
of Withdrawa isthe Proxy Generator Bus,

3 Hourly MW schedules,

4 Whether Firm or Non-Firm Transmission Service is requested,

) NERC Transaction Priorities for Bilaterd Transactions involving Externd Generators, Exports, and
Whed's Through;

(6) An optiond Decrementd Bid for the Bilaterd Transaction up to the MW leve of the desired
schedule (if the Tranamission Customer does not submit a
Decrementd Bid, the ISO shal assgn one in accordance with Section 2.3 below);

@) For an Interna Generator, whether the Generator is On-Dispatch or Off-Digpatch;

(8 The amount and location of any Ancillary Services the Transmisson Customer will Sdf-Supply in
accordance with and to the extent permitted by each of the Rate Schedules under the ISO OATT;
and

(9) Other datarequired by the 1SO.
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20 Bilateral Transaction Scheduling
21 1S0's General Responsibilities

The SO shdl evauate requests for Transmission Service submitted in the Day-
Ahead scheduling process using SCUC, and will subsequently establish a Day-Ahead schedule. During the
Dispatch Day, the ISO shdl use the BME to establish schedules for each hour of dispatch in that day.

If required by SCD, the ISO shdl Curtail Transmission Service during dispatch as described

in this Attachment.

2.2 Useof Decremental Bidsto Dispatch Internal Generators
When dispatching Generators taking service under the 1ISO OATT to match

changing conditions, the ISO shdl treat Decrementd Bids and Incrementa Bids smultaneoudy and
identicaly asfollows. (i) agenerating facility selling Energy in the LBMP Market may be digpatched
downward if the LBMP at the Point of Receipt fdls below the generating facility's Incrementd Bid; (ii) a
Generator serving a Transaction scheduled under the 1ISO OATT may be dispatched downward if the
LBMP at the Generator's Point of Receipt fals below the Decrementd Bid for the Generator; (iii) a
Supplier's Generator may be dispatched upward if the LBMP at the Generator's Point of Receipt rises
above the Decrementa or Incremental Bid for the Generator regardless of whether the Generator is

supplying Energy to the LBMP Market or supporting a Transaction scheduled under the ISO OATT.

2.3 Default Decremental Bids

If an optionad Decrementa Bid is not provided, the 1SO shall assign and post a
default Decrementd Bid. The default Decrementa Bid will be based upon alarge, negative vaue to be
gpplied between (MW and the total amount (in MW) of the Transmission Service. If a Trangmisson
Customer who isusing Grandfathered Rights to schedule Transmisson Service in the Day-Ahead Market
does not provide a Decrementa Bid in association with that Transmisson Service the ISO shdll assign a
default Decrementa Bid equd to the lowest Decrementd Bid that can
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be entered by a unit bidding into SCUC (as congtrained by limitations of the bidding software), minus an
additiona $100/MWh.
24  Scheduling of Bilateral Transactions

Transmission Service for Bilaterd Transactions shdl be scheduled as follows:
() The 1SO ghdl, following evauation of the Bids submitted, schedule Transmission

Service to support Transactions for the hours in which those Transactions may be
accommodated.

(i) The 1SO shdl treat dl Internd Generators as Digpatchable and dl Externd
Generators as Non- Dispatchable.

@)y  ThelSO will use SCUC and BME to determine schedules for Internal Generators
and schedules for DNI with other Control Areas so that Firm Transmission Service
will be provided to any Bilatera Transaction Customers requesting Firm
Transmisson Service to the extent that is physcdly feasible.

(iv)  ThelSO shdl not schedule Non-Firm Transmission Service Day-Ahead for a
Transaction if Congestion Rents associated with that Transaction are positive, nor
will the ISO schedule Non-Firm Transmission Service in the BME if Congestion
Rents associated with that Transaction are expected to be positive. All schedules for
Non-Firm Point-to-Point Transmission Service are advisory only and are subject to
Reduction if redl-time Congestion Rents associated with those Transactions become
positive. Transmisson Customers receiving Non-Firm Transmission Service will be
required to pay Congestion Rents during any delay in the implementation of
Reduction (e.g., during the nomind five-minute SCD intervals that e gpse before the

implementation of Reduction).

Issued by: William J. Museler, President Effective: August 20, 2000
Issued on: September 14, 2000



New Y ork Independent System Operator, Inc. Original Sheet No. 172A
FERC Electric Tariff No. 2
Attachment B

25  Day-Ahead Bilateral Transaction Schedules

The 1SO shdl compute dl NY CA Interface Transfer Capabilities prior to

scheduling
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Transmisson Service Day-Ahead. The SO shdl run the SCUC utilizing the computed Transfer
Capabiilities, submitted Firm Point-to-Point Transmission Service and Network Integration
Transmission Service schedules, Load forecasts, and submitted Incremental and Decremental
Bids.

In the Day-Ahead schedule, the 1SO shdl use the SCUC to determine Generator schedules,
Transmission Service schedules and DNIs with adjacent Control Areas. The ISO shall not use Decrementd

Bids submitted by Transmisson Customers for Generators associated with Non-Firm Point-to-Point

Transmisson Searvice in the determination of the Day-Ahead schedule.

2.6 Reduction and Curtailment

If a Transmission Customer's Firm Point-to-Point Transmission Service or
Network Integration Transmission Service is supporting an Interna Bilateral Transaction, an Export, or an
Import, the |SO shdl not Reduce the Transmission Service.

If the Transaction was scheduled in the Day-Ahead Market, and the Day-Ahead Schedule
for the Generator designated as the Supplier of Energy for that Bilateral Transaction called for that Generator
to produce less Energy than was scheduled Day-Ahead to be consumed in association with that Transaction,
the 1SO shdl supply the Load or Transmission Customer in an Export with Energy from the Day-Ahead
LBMP Market. The Transmission Customer shdl continue to pay the Day-Ahead TUC based on the Day-
Ahead schedule of the Transaction and, in addition, the Transmission Customer, if it takes service under this
Taiff, shdl pay the Day- Ahead LBMP price, a the Point of Receipt for the Transaction, for the replacement
amount of Energy (in MWh) purchased in the LBMP Market. If the Transmission Customer does not take
service under this Tariff, it shall pay the greater of 150 percent of the Day-Ahead LBMP at the Point of
Receipt for the Transaction or $ 100/MWh for the replacement amount of energy, as specified in the OATT.
These procedures shall apply regardless of whether the Generator designated to supply Energy in association

with the Transaction was located insde or outside the NY CA.
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If the Transaction was scheduled following the Day-Ahead Market, or the schedule for the
Transaction was revised following the Day-Ahead Market, then the 1SO will supply the Load or
Trangmission Customer in an Export with Energy from the Redl-Time LBMP Market if necessary. If (1) the
Generator designated to supply the Transaction is an Internd Generator, and it has been dispatched to
produce less than the amount of Energy that is scheduled hour-ahead to be consumed in association with that
Transaction; or (2) if the Generator designated to supply the Transaction is an External Generator, and the

amount of Energy it has been scheduled an hour ahead to produce
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(modified for within-hour changesin DNI, if any) isless than the amount of Energy scheduled hour-ahead to
be consumed in association with that Transaction; then the Transmission Customer shall pay the Red-Time
TUC for the amount of Energy scheduled in the BME to be transmitted in association with that Transaction
minus the amount of Energy scheduled Day-Ahead to be tranamitted in association with that Transaction. In
addition, to the extent that it has not purchased sufficient replacement Energy in the Day-Ahead Market, the
Transmisson Customer, if it takes service under this Tariff, shal pay the Redl-Time LBMP price, a the Point
of Injection for the Transaction, for any additiona replacement Energy (in MWh) necessary to serve the
Load. If the Tranamisson Customer does not take service under this Tariff, it shall pay the greater of 150
percent of the Real-Time LBMP at the Point of Injection for the Transaction or $ 100/MWh for the
replacement amount of Energy, as specified in the OATT. (In cases where Export Transactions are Curtailed
by the actions of operators of other Control Areas, the amount of Energy scheduled Day-Ahead to be
consumed in association with such Transactions shdl be revised to reflect the effects of any such
Curtailments.) These procedures shdl apply regardiess of whether the Generator designated to supply
Energy in association with that Transaction was located insde or outside the NY CA.

If the Transmission Customer was receiving Non-Firm Point-to-Point
Transmisson Service, and its Transmission Service was Reduced or Curtailed, the replacement Energy may
be purchased in the Redl-Time LBMP Market by the Internal Load. An Internal Generator supplying
Energy for such a Transmisson Service that is Reduced or Curtailed may sdll its excess Energy in the Redl-
Time LBMP Market.
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The 1SO shall not automatically reinstate Non-Firm Point-to-Point Transmission Service that
was Reduced or Curtalled. Transmisson Customers may submit new schedules to restore the Non-Firm
Point-to-Point Transmisson Service in the next BME execution.

If asecurity violation occurs or is anticipated to occur, the ISO shdl attempt to relieve the
violation using the following procedures:

() Reduce Non-Firm Point-to-Point Transmisson Service: Partidly or fully physicdly Curtall

Externad Non-Firm Transmission Service (Imports, Exports and Wheds-Through) by

changing DNI schedulesto (1) Curtall those in the lowest NERC priority categoriesfirst; (2)

Curtail within each NERC priority category based on Decrementa Bids; and (3) prorate

Curtallment if Decrementd Bids within a priority
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category are equal.
(i) Curtail Non-Firm Point-to-Point Transmisson Service: Curtail (through changing DNI)

(ii)

i)

)

(vi)

(vii)

2.7

unscheduled Non-Firm Transactions which contribute to the violation, starting with the
lowest NERC priority category.

Digpatch Internal Generators, based on Incrementa and Decrementd Bids, including
committing additiona resources, if necessary;

Adjust the DNI associated with Transactions supplied by External resources. Curtail
Externd Firm Transactions until the Condraint isrelieved by

(1) Curtailing based on Decrementa Bids, and (2) prorating Curtailment if Decrementa Bids
aeequd;

Reguest Internal Generators to voluntarily operate in manua mode below

minimum or above maximum Dispatchable levels. When operating in manud

mode, Generators will not be required to adhere to the one percent minimum ramp

rate st forth in Article 4 of the ISO Services Tariff, nor will they be required to

respond to SCD Base Point Signals;

In overgeneration conditions, decommit Internad Generators based on minimum generation
Bid rate in descending order; and

Invoke other emergency procedures including involuntary Load Curtailment, if necessary.

Scheduling Transmission Servicefor External Transactions

The amount of Firm Transmission Service scheduled Day-Ahead for Bilaterd

Transactions which designate Externd Generators to supply Imports or Internal Generators to supply

Exports will be equa to the amount of Energy scheduled to be consumed under those Transactions Day-

Ahead. The amount of Firm Transmission Savice scheduled in the BME for Bilateral Transactions which

designate External Generators to supply Imports or Interna Generators to supply Exports will be equa to

the amount of Energy scheduled to be consumed under those
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Transactionsinthe BME. The DNI between the NY CA and adjoining Control Areaswill be adjusted as
necessary to reflect the effects of any Curtailments of Import or Export Transactions resulting from the
actions of operators of these Control Areas, but the amount of Transmission Service scheduled for those
Transactions will remain unchanged. However, any Curtallment or Reductions of schedules for Export
Transactions directed by the 1SO will cause both the DNI and the scheduled amount of Transmission
Service to change.

The 1SO shall use Decrementd Bids supplied by Transmisson Customers using Externd
Generators to supply Wheds-Through to determine the amount of Energy those Generators are scheduled
Day-Ahead to produce in each hour. Thisin turn will determine the Firm Transmission Service scheduled
Day-Ahead to support those Transactions. The 1SO shal aso use Decrementa Bids supplied by
Transmisson Customers using Externd Generators to supply Wheds- Through to determine the amount of
Energy these Generators are scheduled to produce in the BME, which, in turn, will determine the

Transmission Service scheduled in the BME to support those Transactions.
The amount of Transmisson Service scheduled hour-ahead in the BME for transactions
supplied by one of the following Generators shall retroactively be set equd to that
Generator's actua output in each SCD interva:

(@ Generators providing Energy under existing contracts (including PURPA
contracts) in which the power purchaser does not control the operation of
the supply source but would be responsible for pendties for being off-
schedule;

(i) Exiding topping turbine Generators and extraction turbine Generators producing
electric Energy resulting from the supply of steam to the didtrict seam system |ocated
in New York City (LBMP Zone J) and/or topping or extraction turbine Generators
utilized in replacing or repowering exigting steam supplies from such units (in
accordance with good engineering and economic design) that cannot follow
schedules, up to amaximum total of 365 MW of such units; and
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(iir) Exigting intermittent (i.e., non-schedulable) renewable resource Generators
within the NY CA, plus up to an additiond 50 MW of such Generators;

This procedure shal not apply at times when the Generator supplying that
transaction has been scheduled to provide Regulation or Operating Reserves.

The SO will not schedule a Bilateral Transaction which crosses an Interface between the

NY CA and aneighboring Control Areaif doing so would cause the DNI to exceed the Transfer Capability
of that Interface.
V. SALE OF TRANSMISSION CONGESTION CONTRACTS("TCCs")

1.0 Overview of the Salesof TCCs

TCCswill be made available through both (i) the Centralized TCC Auction ("Auction™), which will
be conducted by the 1SO; and (ii) Direct Sdes by the Transmission Owner, which will be non-
discriminatory, auditable sales conducted soldly on the OASIS in compliance with the gpplicable
requirements and restrictions set forth in Order No. 889 et seq.

Before each Auction, the 1SO shdl ensurethat dl Grandfathered Rights and Grandfathered TCCs
correspond to a smultaneoudy feasible Power Flow. Should infeasibility occur, the TCC Reservetions

shown in Table | of this Attachment will be reduced until feasibility
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is assured, as described in Section 3.0 below.

After the establishment of afeasble set of Grandfathered Rights and Grandfathered TCCs, there will
beaninitid dlocation of TCCs associated with any transmission cgpability that remains after Grandfathered
Rights and Grandfathered TCCs have been taken into account. These Residua TCCswill be dlocated to
the Transmisson Owners. Transmission Ownerswill be required to ether sdl theseinitid Resdud TCCs
through a Direct Sde on the OASIS prior to each Auction, or to sal them through each Auction. Each
Transmisson Owner may retain its Grandfathered TCCs except as noted in the next paragraph. If it sals
those TCCs, it shdl do s0 ether through Direct Sdes or through Auctions.

Upon implementation of the SO, Tranamisson Owners with Exigting Transmission Capacity for
Native Load ("ETCNL") will release that Capacity for sdein the Auction.

20  General Description of the Auction Process

Fird, the 1SO will conduct a Trangtiona Auction, which will make TCCs available to

Market Participants for the period between the time at which the 1SO begins operation and the time at which
the ISO has completed the development of the software that will be necessary in order to perform a
Multiple-Round Auction. The 1SO shdl then conduct an Initid Auction, in which long-term TCCswill be
available. Thisauction will congst of multiple rounds. The proportion of sysem Transfer Capability that will
be set aside to support TCCs of varying durations will be determined before the Initid Auction is conducted.
Then later, upon the completion of more sophisticated Auction software, the 1SO will perform an
End-State Auction, which will permit the bids submitted by Auction participants to determine the lengths of
the TCCs sold in the Auction. Each of these types of Auctionsis described in additiona detall later in this
Attachment.

The Initid Auction will consst of a series of sub-auctions. These sub-auctions and the End-

State Auction will be conducted in two stages, with each sage including severd rounds. The
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Transmission Capacity that has been offered for sdlein Stage | will be auctioned in not less than four (4)
rounds, unless the Transmission Owners unanimoudy consent to fewer rounds. A portion of that Capacity
will be auctioned in each of those rounds. In Stage 1, the TCCs available for sale in the Auction will include
the Resdud TCCsand ETCNL initidly alocated to the Transmisson Owners (but not sold through a Direct
Sde) and any other TCCs offered for sale by a Primary Holder. 1n Stage 2, holders of TCCs may indicate
whether they wish to sall their TCCsinto a given round before that round begins. All of the TCCs that have
been offered for sdle in each round of Stage 2 will be auctioned in that round. Each Primary Owner,
purchaser of a TCC in aprevious round of the Auction, or purchaser of a TCC in aDirect Sde (if it meets
the ISO's creditworthiness standards) may offer its TCCsfor sdein any round of Stage 2. No one will be
required to offer TCCsfor salein Stage 2.

The SO shdl hire an auditor to audit the TCC auction process. The I SO will run a Power
How to determine the feasibility of TCCsto be auctioned. The Power Fow mode will treat dl
Grandfathered Rights and dl Grandfathered TCCs (that have not been offered for sdein the Auction) and dl
Resdud TCCs sold through a Direct Sde (that have not been offered for sde in the Auction) as fixed
injections and withdrawals corresponding to the Points of Injection and Withdrawa for each of those
Grandfathered Rights or Grandfathered TCCs, or Residua TCCs. Aseach ETA terminates, the
Grandfathered Rights or TCCs associated with the ETA shdl be released for sdleinto the Auction. The
revenues associated with the Auction of TCCs shdl be dlocated among the Transmisson Owners according
to the Interface MW-Mile Methodology, as described in Attachment N to the ISO OATT.

In the Auction, bidders will place Bids specifying the maximum amount they are willing to
pay for the TCCsthey wish to purchase. The objective of the Auction will be to maximize the vaue of the
TCCs awarded to the bidders, as vaued by their Bids, subject to the Congtraint that the set of all

outstanding TCCs and Grandfathered Rights must correspond to a smultaneoudy feasible security-

constrained Power Flow.
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The Auction will determine pricesfor feesble TCCs. All bidders awarded TCCsin around of the
Auction will pay the Market Clearing Price in that round for those TCCs. Smilarly, dl TCC holders sdlling
TCCs through the Auction will be paid the Market Clearing Price in that round for those TCCs.

Following the firg Initid Auction, the ISO will conduct Reconfiguration Auctions on a monthly bass.
At the discretion of the ISO Reconfiguration Auctions may be conducted prior to the Initid Auction.
Holders of TCCsthat are vdid for the next month will be permitted to offer those TCCsfor salein the
Reconfiguration Auction (as described in Section 8.6) for that month. Winning bidders in a Reconfiguration
Auction will be awarded TCCsthat will be valid for the next month.

3.0 Description of the Reduction Process

In some cases, the total set of Grandfathered TCCs (including ETCNL and TCCs allocated to
participants in existing transmission contracts) may not correspond to a Smultaneoudy feasible Power Flow.
In such cases, the TCCs Subject to Reduction, aslisted in Table | of this Attachment (henceforth "Table 1
TCCs"), will be reduced in order to make the total set of Grandfathered TCCs correspond to a

smultaneoudy feasible Power FHow.

This reduction procedure will use the same optimization mode that will be used in the TCC Auction
to determine the amount by which Table 1 TCCswill bereduced. Initidly, each Grandfathered TCC that is
not included in Table | will be represented in the Auction mode by afixed injection of | MW at that TCC's
injection location, and afixed withdrawa of | MW at that TCC's withdrawd location. Bidsfor each Tablel
TCC will consg of aline which intersects the y-axis at $1 (or any other vaue sdected by the ISO, so long
asthat valueis congtant for each bid curve for one of these TCCs) and which intersectsthe x-axisat 1 MW.
An example of the bid curve B; for arepresentative Table 1 TCC isillugtrated in the diagram below.

The TCC Auction software will determine the proportion of each Table | TCC that will remain after
reduction, which is designated as A; in the diagram. The objective function théat the
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TCC Auction software will use to determine these coefficients A; will be to maximize

31 B,

jON 0

where N isthe set of Table| TCCs, and dl other variables are as defined above, subject to the congtraint
that injections and withdrawals corresponding to al Grandfathered TCCs (including the remaining Table |
TCCs), must be smultaneoudy feasible. Asareault, the objective function will

Bid Curve B; for TCCj

[

TCCs

maximize the area under the bid curve for each Table 1 TCC that remains after reduction, summed over al
Table 1 TCCs, subject to the smultaneous feasibility condraint. Thisareafor one Table 1 TCC isillustrated

in the diagram.
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4.0 Trangtion from OATT Service

Thetiming and trangtiond arrangements for the first Auction are asfollows
Thefirgt Auction will begin on the Firg Effective Date, which is twenty-eight (28) days before the first day of
operation of the LBMP Market (which shal occur on the Second Effective Date). 1t will end two weeks
prior to the Second Effective Date.

Two (2) weeks before the first Auction (S (6) weeks prior to the first day of operation of the
LBMP Market), Customers will no longer be permitted to enter into new long-term agreements under the
Transmisson Owners current Open Access Transmisson Tariffs ("OATTS') that would be grandfathered
after the first day of operation of the LBMP Market. 1t is necessary for the Transmisson Ownersto cease
offering new long-term OATT service before the First Effective Date in order to be able to determine the
Transmission Capacity that can be sold in the first Auction.

Until the Second Effective Date, Transmission Customers will continue to be able to enter into new
short-term agreements for monthly, weekly, or daily service under the Transmisson Owners current
OATTS, terminating no later than the First Effective Date.

The Transmisson Owners will not have the opportunity to sdll their Residua TCCs through a Direct
Sde, as described in this Attachment, before the first Auction.

Two (2) weeks before the first Auction, customers with Exigting Transmission Agreements (including
grandfathered OATT service) will be required to indicate whether they will opt to elect to convert their
exiding tranamisson rightsto TCCs or to take Grandfathered Rights, in accordance with Attachment K to
the ISO OATT.

5.0 Calculation of Resdual Transmission Capacity to Establish Resdual TCCs

Before thefirst Auction, the ISO shdl cdculate the Resdud Transmisson Capacity across
each transmisson Interface in both the Summer and Winter Capability Periods from the Operating Study
Power Flow dispatch. The 1SO shall determine the MW flow across each Interface in this Operating Study
Power Flow. ThelSO shdl determine the Residua Transmisson
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Capacity across each Interface in each Capability Period by subtracting the effects of injections and
withdrawals corresponding to al Grandfathered TCCs and Grandfathered Rights on the MW flow across
each Interface (which will be determined using a Shift Factor Andysis) from the MW flow determined in the
Operating Study Power Flow.

The 1SO shdl then dlocate the, Residua Transmission Capacity across Interfaces to individua
Transmisson Ownersin theform of Resdud TCCsin accordance with the Interface MW-Mile
Methodology. Thisdlocation shall conform to afeasble set of TCCs. The 1SO's dlocation of Residua
TCCsto Transmisson Owners shdl remain the same for & least the duration of the LBMP Trangtion
Period. At the conclusion of the LBMP Trangtion Period, the Transmisson Ownerswill review this
methodology and shdl have the sole discretion to modify by unanimous vote, the procedure to be used to
dlocate Resduad Transmission Capacity across Interfaces in the form of Resdud TCCs, and to determine
the duration of dl such Resdud TCCs allocated.

Resdua TCCsfor each Interface will congtitute point-to-point TCCs, each from a Point of Injection
in one Load Zone to a Point of Withdrawal in another Load Zone. The SO shdl calculate the number of
Resdud TCCsthat each Transmission Owner will receive from each Point of Injection to each Point of
Withdrawal by calculating the product of. (a) the number of Resdual TCCs to be alocated to each
Transmisson Owner across each Interface; (b) theratio of Load served at that TCC's Point of Injection to
total Load in the Load Zone containing that Point of Injection; and (¢) theratio of Load served a that TCC's
Point of Withdrawal to tota Load in the Load Zone containing that Point of Withdrawa. When estimating
the amount of Load served at each bus (Point of Injection or Point of Withdrawa), the I1SO shdl use the
same bus L oads used for cdculating Zona LBMPs.

6.0 Secondary Market for TCCs

After the conclusion of each Auction, dl holders may sdll those TCCsin the
Secondary Markets. However, the ISO shall make al Settlements with Primary Holders.
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7.0 Saleof TCCsby Transmission Ownersdirectly over the OASIS (" Direct Sale")

Tranamisson Owners may sdl their Resdua TCCs and Grandfathered TCCs directly to buyers
through a Direct Sale, except that TCCs will not be sold through Direct Sales before the Transitiona
Auction. Sdlersand potentia buyers shal communicate dl offersto sal and buy TCCs, through a Direct
Sale, solely over the ISO's OASIS.

Buyersin aDirect Sde that eect to become Primary Holders must meet the digibility criteriain
Section 11.0 of the ISO OATT. In addition, each buyer that €l ects to, become a Primary Holder shdll
submit information to the 1SO regarding the buyer's creditworthiness, as the 1SO may require, long with a
gatement Sgned by the buyer, representing that the buyer isfinancidly able and willing to pay for the TCCsit
proposes to purchase aswell as al other obligations associated with the purchase of such TCCs, including
without limitation, Congestion Rents. The aggregate vadue of the buyer's offers to purchase TCCs (ether in
Direct Sdesor in the Auction) and a reasonable estimate of the buyer's obligations associated with the
purchase of such TCCs shdl not exceed the buyer's ahility to pay, as determined by the | SO (based upon an
andyss of the buyer's creditworthiness).

Where a buyer decting to become a Primary Holder fails to meet the digibility criteria or the above
financia criteria (as determined by the ISO), or fails to provide information required by the 1SO, the sdller of
the TCCsin the Direct Sde shal be the Primary Holder with respect to those TCCs. The SO shdl make dl
Settlements with Primary Holders.

During the Direct Sale process, the Transmisson Owner shdl have the sole discretion to accept or
regject an offer to purchase TCCs. Each Transmisson Owner shdl develop and gpply a nondiscriminatory
method for choosing the winning offers consstent with the Commission's Order No. 889 et seg., and may
edtablish digibility requirements that shall be no more stringent than those set forth in Section 11.0 of the ISO
OATT. The Transmisson Owner shdl post information regarding the results of the Direct Sde on the
OASIS, promptly after the Direct Sde is completed. Theinformation shdl include: (i) the amount of TCCs
sold (in MW); (ii) the Point of Injection and Point of Withdrawal for each TCC sold; and (iii) the price paid
for each TCC.
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Primary Owners of Resdud TCCs shdl inform the ISO of dl sdes of those TCCs, including the
identify of the buyers. Transmisson Owners may offer to sdl Residuad TCCsfor aperiod not extending
beyond the end of the LBMP Trangtion Period, and Grandfathered TCCs for periods not extending beyond
the termination date of those TCCs; however, these TCCs shdl not be vdid (i.e., the Congestion Rent
obligations of the holders of those TCCs shdl not commence) until TCCs sold in the firgt Trangtiona
Auction become valid. Payment for TCCs purchased in a Direct Sdle shdl be in accordance with the terms

and conditions of the agreement between the buyer and seller.
8. Auctionsfor TCCs

81  Transmisson Capacity Sold in Centralized Auctionsfor TCCs

In the Auction the following transmission Capecity shdl be available for purchasein the form
of TCCs. (1) al of the transmission Capacity associated with ETCNL that theTransmisson Owners do not
sl through a Direct Sdein advance of the Auction; (2) dl of the tranamission Capacity associated with
Residud TCCsthat the Transmisson Owners do not sell through a Direct Sde in advance of the Auction; or
(3) any other transmission Capacity in excess of that clamed by ETAsand Residud TCCs.

Direct sdesof TCCs by Transmisson Owners will not be permitted prior to the Trangtiond
Auction. TCCs made available in this Auction shal be subject to the provisons of each Transmisson

Owner's retail access program.

8.2 Transtional Auction

Prior to thefirst day of operation of the LBMP Market, TCCswill be sold that will
be vaid from the first day of operation of the LBMP Market to the first day of the Summer 2000 Capability

Period.
8.3 Phasesof Long-Term TCC Auction
The 1SO will make long-term fixed-price Transmission Service available through the
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sdeof long-term TCCsin an Auction which will be accomplished in two phases.
Phase 1. "Initid Auction” for Long-Term TCCs - The TCCs purchased in this Auction shdl be

vaid on thefirst day of the Summer 2000 Capability Period. These TCCswill have varying durations.
TCCsavailable for each of these durations will be sold in a separate "subauction”
Phase 2. "End-State Auction” for Long-Term TCCs - In the end state, TCCs of different

durations will be sold in asngle Auction.
84  Transtional Auction

The Trangtiona Auction will be accomplished through one round of bidding. 1t will
not have two stages or multiple rounds. Any Primary Owner may offer its TCCsfor sdein this Auction.

8.5  Phasel: Initial Auction for Long-Term TCCs

TCCswith durations of Sx (6) months and one (1) year shdl be available in the Initid
Auction. TCCswith durations of two (2) years, three (3) years, four (4) years or five (5) years may aso be
avalablein this Auction.

The percentage of the transmission Capacity that is sold in the Auction as TCCs of each of
these different durations will be determined by the 1SO, subject to certain limits. In the Auction held in the
spring of 2000, the 1SO must sl no less than 65% of the transmission Capacity sold in the Auction asthe
TCCswith either a6 month or | year duration. Subject to this condraint, the final decision concerning the
percentage of the transmission Capacity that will be sold in the Auction as TCCs of different durationswill be
made by the ISO. The SO will conduct a polling process to assess the market demand for TCCs with
different durations, which it will take into consderation when making this determination. The 1SO may dect
not to Al any TCCswith one or more of the above durations. However, dl transmission Capecity not
associated with ETAs or outstanding TCCs must be available to support TCCs of some duration sold in the

Auction.
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Thelnitia Auction will consst of a series of sub-auctions, which will be conducted
consecutively in the spring of 2000. 1n each sub-auction, TCCs of asingle duration will be availdble (e.g.,
only TCCswith afive-year duration might be available in one sub-auction). Sub-auctions will be conducted
in decreasing order of the length of the period for which TCCs sold in the sub-auction are vaid. Therefore,
if the 1SO were to determine that five (5) years would be the maximum length of TCCs avalable in the Initid
Auction, then the sub-auction for the TCCswith a duration of five yearswould be hed firgt. All TCCs sold
in the 5-year TCC sub-auction (other than those offered for sde in the next sub-auction, as described
below) would then be modeled as fixed injections and withdrawals in the next sub-auction, in which TCCs of
the next longest duration, as determined by the 1SO (eg., four (4) years), would be available for purchase.
Following that sub-auction, TCCs sold in either of the first two sub-auctions (other than those offered for
sdein the next sub-auction) would then be modeled as fixed injections and withdrawas in the third sub-
auction (eg., a sub-auction for TCCswith aduration of three years), etc.

TCCs purchased in any sub-auction may be resold in a subsequent sub-auction. For example,
the purchaser of a5-year TCC purchased in the five (5) year sub-auction may release a 4-year TCC with
the same injection and withdrawad points for sdein the 4-year sub-auction. Similarly, that purchaser could
instead release a corresponding 3-year TCC for sde in the 3-year sub-auction. Any TCC that was

outstanding before the Initia Auction may be reeased for sde in any sub-auction.
Each sub-auction shall congst of two stages, and each of the stages of which

shdl consst of at least four rounds. The SO shdl have the authority to determine the percentage of the
available transmission capacity that will be sold in each round of each sub-auction. The ISO shdl not
announce these percentages before the sub-auctions. The SO shall determine the maximum duration of
TCCssold inthe Initid Auction, subject to the limitations above, and whether the TCCs sold in an Initid
Auction shdl be separately available for purchase as On-Peak and Off-Peak TCCs. (For purposes of this
Attachment, the On-Peak period will include the hours 7 am. to 1 1 p.m. Prevailing Eastern Time Monday

through Friday. The remaining hoursin each
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week will be incdluded in the Off-Peak period.)

Following the Initid Auction the ISO will conduct an Auction in the fal of 2000 in which
TCCsfor the Winter 2000-2001 Capability Period will be available for purchase. Inthat Auction, al TCCs
that were awarded in the Initid Auction will be modded as fixed injections and withdrawds, with the
exception of (i) TCCswith aduration of sx months that were sold in the Initid Auction and (ii) any other
TCCs sold in that Auction whose holders dect to release them for sale in the Winter 2000-2001 Auction.
Any holder of an outstanding TCC may rdease it for sdein this Auction.

If necessary due to delays in the development in the software required to implement the End-
State Auction), the Initid Auction will be repested in subsequent years, e.g., in the Spring of 2001. In that
event, the rules described above to govern the operation of an Initial Auction shal be gpplied to any
repeeted Initid Auction, with the exception that the minimum proportion of transmisson Capacity required to
be aside to support TCCswith aduration of sx months or one year will not gpply. All avalable transmisson
Capacity will be sold in these Auctions, including transmission Capacity that would have been required to
support Resdua TCCsthat the Transmission Owners do not sell directly in advance of the Auction, any
other tranamission Capacity in excess of that clamed by grandfathered transmisson agreements, Residud

TCCsand long-term TCCs sold in previous Auctions whose holders offer those TCCsinto the Auction.

8.5  Phase2: End-State Auction for Long-Term TCCs

The End-State Auction will be held annudly. The date for the first End-State Auction shal
be deter-mined by the 1SO. The period during which each TCC sold in an End-State Auction isvadid shdll
begin on the beginning date of a Capability Period, and shal conclude on the ending date of a Capability
Period. The SO will determine the maximum duration and minimum duretion of the TCCs available in the
End-State Auctions. The SO shall have the authority to determine the percentage
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of the avallable tranamission Capacity that will be sold in each round of the Auction. The 1SO shdl not
announce these percentages before the Auction. The 1SO shdl aso determine the periods for which TCCs
will be sold in End-State Auctions TCCs vaid during On-Peak and Off-Peak periods, or TCCsvalid during
the Winter and Summer Capability Periods). The 1SO may elect to vary the duration or the periods for
which TCCswill be available from one End-State Auction to the next End- State Auction.

The End-State Auction will not include separate sub-auctions for TCCs of different
durations. Instead, TCCs of each permitted duration will be alocated as the result of the operation of a
gngle Auction. If aMarket Participant wishes to purchase a TCC beginning in the Summer Capability
Period of 2003, and ending in the Winter Capability Period of 2004-2005, it would submit asingle Bid for
thisTCC. If that Bid isawinning Bid, the bidder would be awvarded a TCC valid for the entire two year-
long period; if the Bid isalosing Bid; the bidder would not receive the TCC for any portion of this period.
The 1SO will not specify in advance the portion of system Transfer Capability that will be used to create
TCCsof differing durations. Rather, the durations of TCCs awarded will be determined as part of the
Auction, and will depend on the Bids submitted by participants in the Auction.

In agiven round of the End-State Auction, the Market Clearing Price determined for aTCC
that isvalid for multiple Capability Periods will equa the sum of the Market Clearing Prices for. shorter-term
TCCswith the same injection and withdrawal locations, which in the aggregate cover the same period for
which the longer-tenn TCC isvalid. (For example, the price of a TCC that is valid from May 2001 through
April 2003 would equa the sum of the prices in that round for (1) TCCsvaid May 2001 through Winter
2002 and (2) TCCsvalid from May 2002 through April 2003.)

The End-State Auction will include two stages, with each stage including multiple rounds of
bidding, as described in this Attachment.

Transmission Capacity that can be used to support TCCs sold in End-State
Auctions shdl include dl capacity except that necessary to support the following: Resdud TCCs
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that the Tranamission Owners sl directly in advance of the Auction; any TCCs previoudy alocated (either
in an Auction or through other means) that have not been offered for salein this Auction; and transmisson
Capacity needed to support Grandfathered Rights.

The End-State Auction will dlow reconfiguration of the TCCs sold in the previous Auctions.
An entity holding afive-year TCC. for example, may release a TCC for some or al of the period for which
that TCC isvalid for sdlein the End-State Auction.

If necessary, the 1SO may eect to conduct a semi-annua Auction to sell Sxmonth TCCs
between annua End-State Auctions. The transmission Capacity that can be used to support TCCs
purchased in this Auction shdl include the portion of the transmisson Capacity sold in the previous End-
State Auction as six-month TCCs, aswell as any other outstanding TCC whose Primary Holder dectsto

rdeasseit for sdein this Auction.

8.6  Reconfiguration Auctions

A Recorfiguration Auction is an Auction in which monthly TCCs may be offered and
purchased. Thiswill dlow Market Participants to purchase and sdll short-term TCCs. This Auction will aso

capture short-term changes in transmission Capacity. Following each Initid or End-State Auction, the ISO
will conduct Reconfiguration Auctions. The SO may conduct a Reconfiguration Auction prior to Initid
Auction. The Reconfiguration Auctions will be hedd monthly, beginning one month after the firg Initid
Auction of long-term TCCs, and TCCs purchased in Reconfiguration Auctions will be valid for the month
following the

Reconfiguration Auction. It will consst of asngleround. Any Primary Holder of a TCC, including a
purchaser of a TCC in an Auction that has not sold that TCC, may offer that TCC for sdleina
Reconfiguration Auction. The transmission Capacity used to support these TCCs, aswdll as any other
transmission Capacity not required to support aready-outstanding TCCs, will be available to support TCCs
purchased in the Reconfiguration Auction.
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9.0 Proceduresfor Salesof TCCsin Each Auction
91 Auction Structure

Eligibility to Bid in Stage 1 and Stage 2 - TCCs may be offered for sale in each stage
of the Auction. Primary Owners (who have not sold their TCCsin aDirect Sa€), purchasers of TCCsin
Direct Sdes (who qudify as Primary Holders), and purchasers of TCCsin previous Auctions (who have not
subsequently sold their TCCs) may offer TCCsfor sdein Stage 1. If they do o, they must specify al of the
TCCsthey wish to offer in Stage | before Stage 1 begins. The following holders of TCCs may offer to sl
TCCsin each round of Stage 2: (i) Primary Owners who did not sdl those TCCsin aDirect Sdeor ina
previous round of the Auction (in either Stage | or Stage 2); (ii) purchasers of TCCsin previous rounds of
that Auction or in previous Auctions who have not subsequently sold those TCCs through an Auction; and
(ii1) purchesers of TCCs through a Direct Sde who qualify to become Primary Holders and have not aready
sold those TCCs through an Auction or through a Direct Sde.

Bid Requirements - Bidders shdl submit Bids into the Auction in accordance with this

Attachment. Bidders shdl submit Bids such that the sum of the value of its Bids (excluding Bidsfor TCCs
dready held by that bidder) shall not exceed that bidder's ability to pay for TCCs.

Bidding Rounds - Bidders shdl be awarded TCCsin each round of the Auction and shdl be
charged the Market Clearing Price for that round, as defined in this Attachment, for dl TCCsthey purchase.
For purposes of determining payments to Primary Holders who release TCCsinto the Auction, each Primary
Holder that offers TCCsfor sdein Stage | of the Auction shdl be deemed to have offered a portion of those
TCCsfor sdein each round of Stage 1 based on the scaling factors defined by the 1SO for each round of
the Auction (as further defined below). Prior to each Auction, the 1SO shdl determine the percentage of
TCCsto be offered for sale in each round of Stage | of the Auction, such that al of the TCCs offered for
sdein Stage | shdl be offered by the last round of Stage 1. The percentages may be different in each round.
The "scaling factor” for each round in Stage 1 shdl equd the percentage of TCCsto be sold in Stage 1 that
have not dready been sold in a previous round of Stage 1, divided by the percentage
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of TCCsto be sold in that round of Stage 1. TCCsthat may be sold in each round shal be determined by
dividing the TCCs offered for sdlein State | by the scaling factor gpplicable to that round (See examplesin
Section 9.9. below.).

Stage 2 of the Auction shdl terminate: (i) if no Primary Owner or a Grandfathered or
Residual TCC or purchaser of TCCsin an earlier round of the Auction offersto sdl any TCCsin around;
(i1) if no TCCs are purchased or sold in two (2) consecutive rounds; or (iii) upon the satisfaction of other
criteria defined by the ISO.

Primary Holders - The 1SO shdl make dl Congestion Rent Settlements with Primary
Holders.

Trangtional and Reconfiguration Auctions - All rules sated in this Section for Stage | of
an Initid or an End-State Auction shdl aso gpply to Trandtiond and Reconfiguration Auctions. The scaling
factor for the sngle round of a Transtionad and Reconfiguration Auction shdl be one, snce dl Transer
Capability other than that needed to support already-outstanding TCCswill be available to support TCCs

s0ld in the Auction.

9.2 Responshbilitiesof thel SO

The 1SO shdl establish the Auction rules and procedures consistent with the |ISO
OATT. ThelSO shdl conduct the Optima Power Flowsin each round of the Auction. The 1SO will verify

that the Optima Power Flows calculated in each round of the Auction correspond to a Ssmultaneoudy
feasble Power How as described in Section 9.7 below. The SO shdl notify the Transmisson Ownersif:
(2) the Optima Power Flow results calculated are inaccurate; or (2) the Optima Power Flow is not

caculated in accordance with the correct procedure.
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Additiondly, the ISO will determine the information pertaining to the Auction to be made avalable to
Auction participants over the OASIS and publish information on its OASIS accordingly. The 1SO will
identify the details to be included in development of the Auction software and arrange for development of the
software.

The 1SO will evauate each bidder's ahility to pay for TCCs. Asaresult of this
evduation, the ISO will gate alimit before the Auction on the value of the TCCs that the entity may be
awarded in Direct Sdes or in the Auction, and collect Sgned statements from each entity bidding into the
Auction committing that entity to pay for any TCCsthat it isawarded in the Auction. The 1SO shdl not
reved the Bid Prices submitted by any bidder in the Auction until sx months following the date of the
Auction.

Upon completion of the Auction, the ISO will collect payment for al TCCs awarded for each round
of the Auction. The ISO will disburse the revenues collected from the sale of TCCsto the Primary Holders
upon completion of the Auction process. Each holder of a TCC that offersthat TCC for sdein around of
the Auction shdl be paid the Market Clearing Price for each TCC sold in that round by that holder. All
remaining Auction revenues from each round (in Stage | or Stage 2) of the Auction shdl be dlocated among
the Transmisson Owners using the Interface MW-Mile Methodology, as described in Attachment N to the
ISO OATT. Thisdlocation will be performed separately for each round of the Auction.

9.3 Additional Responsibilities of thel SO

The 1SO shdl be cgpable of completing the Auction within the time frame specified in this
Attachment. The I SO will esablish an auditable information system to facilitate andysis and acceptance or
rglection of Bids, and to provide arecord of al Bids and provide al necessary assstance in the resolution of

disputes that arise from questions regarding
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the acceptance, regjection, award and recording of Bids. The 1SO will establish a system to communicate
Auction-rdated information to al Auction participants between rounds of the Auction. (This last requirement
will not gpply to single-round Auctions))

The I SO will receive Bidsto buy TCCs from any entity that meets the digibility criteria established in
Section 11.0 of the ISO OATT and will implement the Auction bidding rules previoudy established by the
|SO.

The 1SO will be required to solve Optimum Power Hows for the NY S Transmission System,
properly utilize an Optimum Power Flow program to determine the set of winning Bids for each round of the
Auction; and cdculate the Market Clearing Price of dl TCCs at the conclusion of each round of the Auction,
in the manner described in this Attachment.

9.4 Responsibilities of each Bidder

Each bidder shdl submit the following information with its Bids: (i) the number of TCCs for which an
offer to purchase is made, (ii) the Bid Price (in $/TCC which represents the maximum amount the bidder is
willing to pay for the TCC (Bid Prices may be negative, indicating that a bidder would have to be paid in
order to accept a TCC; (iii) the location of the Point of Injection and the Point of Withdrawad for the TCC to
which the Bid gpplies (these locations may be any locations for which the 1SO cdculates an LBMP); (iv) if
the Auction isan Initid Auction, the duration in multiples of Capability Periods of the TCC for which the
bidder is bidding; and (v) if the Auction is an End-State Auction, the pointsin time a which the TCC hid
upon beginsto be vaid (which must be the beginning of a Capability Period) and at which the TCC Bid upon
ceases to be vaid (which must be the end of a Capability Period, and which may not extend beyond the last
point in time for which TCCswill be availablein that Auction). Additiondly, if the 1SO offers
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TCCsfor sdethat are vaid in sub-periods (e.g., On-Peak or Off-Peak TCCs), thisinformation must also be
provided by the bidder.

Each bidder must submit such information to the 1SO regarding the bidder's
creditworthiness as the ISO may require, dong with a statement signed by the bidder, representing that the
bidder isfinancidly able and willing to pay for the TCCsfor which it isbidding. The aggregate vaue of the
Bids submitted by any bidder into the Auction shal not exceed that bidder's ability to pay or the maximum
vaue of bids that bidder is permitted to place, as determined by the |SO (based on an andlysis of that
bidder's creditworthiness).

Each bidder must pay the Market Clearing Price for eech TCC it isawarded in
the Auction.

9.5  Sdection of Winning Bids and Deter mination of the Market Clearing Price

The SO shdl determine the winning set of Bids in each round of the Auction as follows: (i)
the | SO shdl use an Optima Power FHow program with the initia assumptions identified by the 1S0; (ii) the
Optima Power Flow shall use the same Reference Bus and system security Congtraints assumptions as used
by the ISO; (iii) the | SO shdl sdlect the set of Bids that maximizes the vaue of the TCCs awarded to the
winning bidders; (iv) the aggregate market vaue of the TCCs awarded to each bidder shall not exceed that
bidder's ahility to pay, snce each bidder is not allowed to Bid more than its ability to pay as determined by
the 1SO; and (V) the selected set of Bids must be smultaneoudy feasible as described in this Attachment.

Inthe Initid Auction, if the ISO eects to perform separate Auctions for On-Peak and Off-
Peak TCCs, the procedure used to sdlect winning Bids in an On-Pesk Auction will not depend on winning
Bids sdlected in an Off-Peak Auction; nor shdl the procedure used to sdect winning Bidsin an Off-Peak
Auction depend on winning Bids selected in an On-Peak Auction.
The Market Clearing Price for each TCC in each round of Stages| and 2 of an Auction shall be determined
using asgmilar agorithm to that used to determine LBMPs (see
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Attachment Jto the ISO OATT). The Market Clearing Price for each TCC shdl be based on the lowest
winning Bid made in that round for that TCC (or for other TCCsiif injections and withdrawa's corresponding
to those TCCswould have the same impact on flows over congested Interfaces asinjections and

withdrawa's corresponding to that TCQ.
9.6  Billing
Charges for TCCs awarded in the Auction shal be billed upon completion of the
Auction process.
9.7  Simultaneous Feasbility

The set of winning Bids selected in each round of Stage 1 shall correspond to a
smultaneoudy feasble Power Flow, with the exception of the End-State Auction. In the End-State Auction,

multiple Power Flows will be conducted in each round. One Power Flow will correspond to each of the
Capability Periods for which TCCs are offered for Sdein that Auction. The set of winning bids for any
given round of an End-State Auction shdl correspond to a smultaneoudy feasible Power How in each of the
Capability Periods for which TCCs are available in the Auction. References in the remainder of this Section
to "Power Fow" shdl, in the case of the End-State Auction, be understood as referring to the "Power Flow
for each of the Capability Periods for which TCCs are available in the Auction.”

The Power How must be able to accommodate in each round injections and withdrawals
corresponding to each of the following TCCs and Grandfathered Rights: (i) TCCs not offered for sdlein
Stage 1, induding: () Grandfathered TCCs or TCCs purchased in a previous Auction that have been not
offered for sdein Stage | of the Auction; and (b) Resduad TCCs sold in Direct Sdesdirectly by
Transmisson Owners and not offered for sdein Stage | of the Auction by their purchaser; (ii) Grandfathered
Rights; (iii) TCCs awarded in earlier rounds of Stage | (if applicable); and (iv) TCCs awarded in the current
round of Stage 1. Each injection and withdrawal associated with TCCs and Grandfathered Rights will be
multiplied by a scaing factor which apportions the transmission Capacity available in Stage 1 among each of

the rounds
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in Stage 1. The use of this scaling factor isillugtrated in the example in Section 9.9 below.

The set of winning Bids selected in each round of Stage 2 shdl correspond to a smultaneoudy feasible
Power Flow that can accommodate injections and withdrawal s corresponding to the following: (1) TCCs not
offered for sde in the current round of Stage 2 of the Auction which include (d) Grandfathered TCCs not
sold in Stage 1 or any earlier round of Stage 2 that are not offered for sde in the current round, (b) Residua
TCCssold in Direct Sdes by the Transmission Owners (that are not offered for sde in the current round or
any earlier round of the Auction by their purchaser), and (¢) TCCs sold in Stage 1, in earlier rounds of Stage
2, or in previous Auctions which have not been resold in subsequent Auctions and are not offered for sdein

the current round; (d) Grandfathered Rights, and (iii) TCCs awarded in the current round of Stage 2.

A st of injections and withdrawals shall be judged smultaneoudy feasbleif it would not cause any
thermd, voltage, or sability violations within the NY CA for base case conditions or any monitored
contingencies.

When performing the above Power Flows, injections for TCCsthat specify a Zone asthe injection
location will be modeled as a st of injections a each Load busin the injection Zone (Generator buses will
be used until the ISO's software can accommodate L oad buses) equal to the product of the number of
TCCsand theratio of Load served at each bus to Load served in the Zone, based on the bus Loads used in
cdculaing zond LBMPs.

When performing the above Power Flows, withdrawals for TCCsthat specify a Zone asthe
withdrawal location will be modeled as a set of withdrawals at each Load busin the withdrawa Zone
(Generator buses will be used until the 1SO's software can accommodate L oad buses) equd to the product
of the number of TCCs and theratio of the Load served at each bus to the total Load served in the Zone
based on the ISO's estimate of the bus Loads used in calculating the Zonal LBMPs.

The Power Flow smulations shdl take into congderation the effects of pardld flows
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on the Transfer Capability of the NY S Transmisson System when determining which sets of injections and

withdrawals are smultaneoudy feasible.

9.8 Information to be Made Availableto Bidders
The SO shdl provide over the ISO's OA SIS the expected non-smultaneous Total Transfer

Capability for each Interface (as displayed on the OAS)S).

The I SO shdl make the following information available before each Initid, End-Stete, or
Reconfiguration Auction:

() for each Generator bus, Externa bus and Load Zone for the previous ten (10) Capability
Periods, if gpplicable, (A) the average Congestion Component of the LBMP, relative to the
Reference Bus, and (B) the average Margind Losses Component of the LBMP, relative to
the Reference Bus,

(i) for the previous two Capability Periods, (A) higtorical flow histograms for each of the closed
Interfaces, and (B) higtoricdly, the number of hours that the mogt limiting facilities were
physcdly congrained;

(i) (A) Power Fow datato be used as the sarting point for the Auction, including al
assumptions, (B) assumptions made by the SO relating to transmisson maintenance outage
schedules, (C) dl limits associated with transmission facilities, contingencies, thermal, voltage
and gahility to be monitored as Condraints in the Optimum Power Flow determination, and
(D) the ISO summer and winter operating study results (non-smultaneous Interface Transfer
Capabilities);

(iv) between each round of bidding during the Auction, for al bidders bidding in subsequent
rounds, the Market Clearing Price, stated relative to the Reference Bus for each Generator
bus, Externd bus and Load Zone;
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v) for each TCC awarded in each round, (A) the number of TCCs awarded, (B) the Points of
Injection and Withdrawal for that TCC, (C) the Market Clearing Price for the TCC, and (D)
the Auction participant awarded the TCC.

Items (i) through (iv) above shdl be made available separately for On-Pesk and OffPeak
periods, if On-Peak and Off-Peak TCCswill be separately available for purchase in the

upcoming Auction.

9.9 Auction Example

The following exampleis for purposes of illugtration. For the purposes of this example,
assume that the 1SO has determined that one-fourth of the transmission Capacity that has been offered for
sdein Stage 1 will be available to support TCCs purchased in each of four Stage 1 rounds.

The example illustrates a sub-auction of an Initia Auction. It can dso be used to illustrate
the operation of the End-State Auction, if one makes the additional assumption that &l bidders have offered
to purchase TCCs of the same length, and that al sdllers have released TCCs of that same length.

Round la

In the first round of Stage | (round 13), suppose that 100 TCCs from location X to location Y
are offered for sdeinto Stage | of the Auction, and four (4) Bids have been received by the auctioneer for
TCCsfrom location X to location Y, asfollows:

Company A Bidsfor 50 TCCs @ $5.00/TCC
Company B Bidsfor 50 TCCs @ $4.00/TCC
Company C Bidsfor 20 TCCs @ $2.00/TCC

Company D Bidsfor 10 TCCs @ $1.00/TCC
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For the sake of amplicity, assume in this example that 100 TCCs from location X to location
Y will actudly be dlocated in Stage | of the Auction, athough in practice, the number of TCCs that would be
avallable between those locations in Stage | would depend on the number of TCCs that were allocated
between other locations on the Transmisson System, and could actudly change from round to round within
Stage 1.

Since one-fourth of the transmission Capacity that has been offered for sdein Stage 1isto

be sold in round | & the number of TCCs specified in each of the Bids above is multiplied by a scaling factor
of four:

Company Scaed Number of TCCs Company Bid Price
Offersto Purchase
A 200 $5/TCC
B 200 $4/TCC
C 80 $2/TCC
D 40 $1U/TCC

Since 100 TCCs are available from location X to location Y, Company A would be the only
company that would receive TCCsin the current round, because its Bid is the highest Bid, in $TCC terms,
and its scaled Bid for 200 TCCs exceeds the 100 TCCs available. Company A would be the winning
bidder, and the Market Clearing Price for TCCsin this round would be Company A's Bid of $5/TCC.

However, Company A would not actualy be awarded 100 TCCs. Each winning Bid in each
Stage | round will be divided by the scaling factor used for that round to determine the number of TCCs that
would be awarded to each winning bidder. Thus, Company A's winning Bid for 100 sced TCCs would be
converted into an actual award of 100 TCCs/ 4 =25 TCCs. Company A would be awarded 25 TCCs at
the conclusion of round la, at a price of $5/TCC.

Round 1b
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Three-fourths of the TCCsthat have been offered for sde in Stage 1 remain available after
round la, so if one-fourth of dl the TCCsthat have been offered for sdlein Stage | and to be sold in the
second round of Stage | (round |b), then one-third of the TCCsthat have been offered for sdein Stage |
remaining after round lamust be sold in round | b (since 1/3 x 3/4 = 1/4). Consequently, the scaing factor
for round |b would be three. We have assumed that 75 TCCs will now be available from location X-to
location Y in round Ib, once the 25 TCCs awarded to Company A in round | a have been taken into
account. Bids (including scaled Bids) into round |b for TCCs between these locations are given below.

Company Number of TCCs Scaed Number of Bid Price
Company Offersto TCCs Company
Purchase Offersto Purchase
A 30 90 $6/TCC
B 50 150 $5/TCC
C 20 60 $3/TCC
D 10 30 $2/TCC

Since 75 TCCs are available from location X to location Y, Company A would again be the only
company that would receive TCCsin this round, because its Bid is the highest Bid, in ¥TCC terms, and its
scaed Bid for 90 TCCs exceeds the 75 TCCs available. Company A would be the winning bidder, and the
Market Clearing Price for TCCsin this round would be Company A's Bid, which has increased to $6/TCC
in this round.

However, Company A'swinning Bid for 75 scaled TCCswould be converted into an actual award
of 75 TCCs/3=25TCCs. Company A would be awarded 25 TCCs at the conclusion of round Ib, a a
price of $6/TCC.

Round 1c
Half of the TCCsthat have been offered for sdein Stage 1 remain available after roundslaand Ib,

S0 hdf of the remaining TCCsthat have been offered for sdle in Stage 1 must be sold in the third round of
Stage 1 (round 1c), making the scaling factor for round 1c
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equal to two. We have assumed that 50 TCCswill now be available from location X to location Y in round



1c, once the 50 TCCs awarded to Company A in rounds laand Ib have been taken into account. Bids
(including scaled bids) into round 1 ¢ for TCCs between these locations are given below.

Company Number of TCCs Scaed Number of Bid Price
Company Offersto TCCs Company
Purchase Offersto Purchase
A 10 20 $5/TCC
B 40 80 $6/TCC
C 10 40 $2/TCC
D 10 20 $7/TCC

Since 50 TCCs are available between these locations, Company D, which now has the
highest Bid, would be awarded 20 scaled TCCs, and Company B, which now has the second-highest Bid,
would receive the next 30 scded TCCs. The Market Clearing Price for TCCs in this round would be
$6/TCC, Company B's Bid.

However, the winning bids would be converted into actud awards of 20 TCCs/ 2 = 1O
TCCsto Company D, and 30 TCCs/ 2 = 15 TCCsto Company B, each at a price of $6/TCC.

Round Id
All of the TCCsthat have been offered for sdein Stage 1 that remain available after rounds

1a, Ib and Ic will be sold in the fourth round of Stage 1 (round 1d), so the scding factor for round 1d would
be one. In other words, there would be no scaling in round 1d. We have assumed that 25 TCCswill now
be available from location X to location Y in round Ib, once the 75 TCCs awarded in rounds 1a, [b and Ic
have been taken into account. Bidsinto round 1d for TCCs between these locations are given below. (Note
that Companies A and D have dropped out of the Auction at this point and Company E has entered the
Auction, illugrating thet there is no requirement for biddersin earlier rounds to Bid into later rounds or for

biddersin later roundsto Bid into earlier rounds.)
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Company Number of TCCs Company Bid Price
Offersto Purchase

B 15 $5/TCC

C 20 $2/TCC

E 20 $10/TCC

Since 25 TCCs are available between these locations, Company E, which now hasthe
highest Bid, would be awarded 20 TCCs, and Company B, which has the second-highest Bid, would
receivethelast 5 TCCs. The Market Clearing Price for TCCsin this round would be $5/TCC, Company
B'sBid.

Stage 1 Summary
TCCsawarded from location X to location Y in Stage 1, and the prices paid for

those TCCs, are asfollows;

Company Round TCCs Awarded Price
A la 25 $5/TCC
A Ib 25 $6/TCC
B 1c 15 $6/TCC
B 1d 5 $5/TCC
D 1c 10 $6/TCC
E 1d 20 $5/TCC

In this example, dl revenues from this Auction would be paid to the holders of the 100
Resdua TCCsfrom location X to location Y that released those TCCsfor saleinto Stage 1 of the Auction.

Stage 2

In the first round of Stage 2 (round 2a), assume that Company F, which holds 50
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TCCsfrom location X to location Y (that it received as aresult of a grandfathered transmission agreement)

releases those TCCs for sde into the Auction. In addition, suppose that Company E releasesthe 20 TCCs



from location X to location Y that it purchased in Stage 1 for sde into round 2a of the Auction, so thet atota
of 70 TCCsfrom location X to location Y have been released for sdeinto round 2a. Although it is possible
that more or fewer than 70 TCCsfrom location X to location Y will actudly be sold, depending on Bids
made for TCCs between other locations, assume for purposes of the example that only 70 TCCs between
these two locations are actudly sold in round 2a.

Bidsinto round 2a are asfollows:

Company Number of TCCs Company Bid Price
Offers to Purchase

B 40 $5/TCC

C 40 $4/TCC

G 40 $9/TCC

Company G, the highest bidder, would be awarded 40 TCCs, and Company B, the second
highest bidder, would be awarded the remaining 30 TCCs. The Market Clearing Price in round 2awould
be Company B's Bid, $5/TCC, so the winning bidders in round 2a would pay $5/TCC for the TCCs they
are awarded in round 2a. Companies E and F would be paid $5/TCC for each TCC from location X to
location Y that they released for sde into the Auction.

Subsequent rounds in Stage 2 would proceed in the same manner as round 2a.

V. ALLOCATION OF TCC SALESREVENUES, EXCESS CONGESTION RENTSAND
CONGESTION RENT SHORTFALL

1.0 Allocation and Distribution of Revenues

The SO dhdl dlocate and didribute dl revenues resulting from: (i) the accumulated
Excess Congestion Rents, (ii) the sde of Resdud TCCsin the Centrdized TCC Auction; and (iii)

Issued by: William J. Museler, President Effective: August 20, 2000
Issued on: September 14, 2000



New Y ork Independent System Operator, Inc. First Revised Sheet No. 204
FERC Electric Tariff No. 2 Superseding Original Sheet No. 204
Attachment B

the sdle of Grandfathered TCCsin the Centralized TCC Auction. Also, the |SO shdl collect dl
Congestion Rent Shortfdls.

2.0 Distribution of Revenues from Sale of Grandfathered TCCsin the Centralized TCC
Auction

The 1SO shdll digtribute to each holder of a TCC sdlling that TCC in the Centralized TCC
Auction the Market Clearing Price of that TCC in the round of the Centralized Auction in which that TCC
was sold. In the event a Grandfathered TCC is terminated by mutua agreement of the parties to the
Grandfathered ETA prior to the conditions specified within Attachments K and L of the ISO OATT, then
the 1SO shdl didtribute the revenues from the sde of the newly created Resdua TCCs, which correspond to
the terminated Grandfathered TCCs, in the Centraized TCC Auction directly back to the Transmisson
Owner identified in Attachment L of the 1ISO OATT, until such time the conditions specified within
Attachments K and L of the ISO OATT are met. Upon such time that the conditions within Attachments K
and L of the ISO OATT are met, the ISO shall dlocate the revenues from the sale of the newly created
Resdud TCCs, which correspond to terminated Grandfathered TCCs, in the Centralized TCC Auction in

accordance with Section 3.2, below.

3.0 Allocation of Revenues from the Sale of Residual TCCs, Excess Congestion Rents
and Congestion Rent Shortfalls

3.1 ThelSO shdl dlocate the Excess Congestion Rents and Congestion Rent Shortfdls using the
Interface MW-Mile M ethodology based on the Power Flows used in the Centralized TCC Auction.
3.2  ThelSO dhdl alocate the revenues from the sle of Resdual TCCs asfollows:
Revenues associated with Residua TCCs that were determined before the first
Centrdized TCC Auction was conducted, shdl be distributed directly to each
Primary Owner for the duration of the LBMP Trangtion Period.
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Revenues associated with al other Residua TCCs, including Resduad TCCs determined
during the Centrdized TCC Auction and TCCsreleased from ETAswhen they are
terminated (refer to Attachment M of the ISO OATT), shdl be dlocated back to the

Transmisson Owners usng the Interface MW-Mile
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Methodol ogy.

3.3 Where the Interface MW-Mile Methodology applies, the 1SO shdl dlocate an amount
equivaent to the product of (1) the IMWM((i) coefficient, and (2) either the Excess Congestion Rent
revenue, Congestion Rent Shortfall or the revenue from the Centrdized TCC Auction.

34  ThelMWM(i) coefficient is caculated asfollows

—

cC 10 i CC,
IMWM() = & ] (”Wm'—'e )(—H

Tro
= ! é ”W”ilemk aa CCnp
m=1 n=1 p=1
Where,
i = Transmisson Owner for which the coefficent is caculated.
j,n = Index variablesfor TCCs.
k,p = Index variables for Interfaces.
m = An index varidble for Tranamisson Owners.
TrO = Number of Transmission Owners.
TCC = Number of TCCs sold in the Centralized TCC Auction.
mwmiley = Tota of the megawetts times miles of dircuitsin zones
asociated with Interface k for Transmission Owner i.
mwmile =  Totd of the megawetts times miles of circuitsin zones
asociated with Interface k for Transmission Owner m.
CCix = Congestion associated with a TCCj across Interface k.
CCrp =  Congestion associated with a TCC n across Interface p.

The first term of the above equation shdl be referred to as the MW-mile component and the second terin of
the above equation shdl be referred to as the Congestion Component. When calculating the IMWM(i)
coefficient for digtribution of revenues from the Centraized TCC Auction, the ISO shdl determine the
Congestion Component across Interfaces using the Power Flow used in the same Centralized TCC Auction
inwhich the TCCs were sold.

An exception to the above procedure, is that the MW-Mile component of the IMWM (i) coefficient
associated with the Con Edison-LI1PA Interface used to alocate Excess Congestion Rents or Congestion
Rent Shortfdls shal be based on the firm contractua agreements among the parties that own transmisson
facilities on this Interface. When cdculating the IMWM (i) coefficient for distribution of Excess Congestion
Rents, or Congestion Rent Shortfalls, the 1SO shall replace the Congestion Component values with the
Transmission Fund (T-fund) percentagesin effect under the NY PP Agreement at thetimethe ISO OATT
becomes effective until the first Centraized TCC Auction.
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If Congestion associated with an Interface (as caculated in component CCjk) employed in
the MW-Mile Methodology to alocate Excess Congestion Rents and Congestion Rent
Shortfdlsis negative, then the Congestion across that Interface shal be set equd to zero for

the purpose of applying the MW-Mile Methodology to the dlocation of Excess Congestion

Rents among the Transmission Owners.
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35 If @ Transmission Owner releases a Residual TCC or ETCNL for sdlein around of the
Centrdized TCC Auction, and the market-clearing price for those TCCsin that round is negetive, the value
of those TCCswill not be included in the determination of payments to the Tranamission Owners for
Resduad TCCsor ETCNL released into the Centraized TCC Auction. If the market-clearing priceis
negative for any ETCNL or Residua TCC, the value will be sat to zero for purposes of alocating auction
revenues from the sale of Resdual TCCsand ETCNL. If thetotal vaue of the auction revenues available for
payment to the Tranamission Owners for Residud TCCs or ETCNL released into the Centralized TCC
Auction isinsufficient to fund payments at market-clearing prices, the tota payments to each Transmission
Owner will be reduced proportionately. This proportionate reduction would include a reduction in payments
reflecting a proportionate reduction in the auction vaue of Resdua TCCs sold in a Direct Sdle.

The Transmisson Owners have agreed to digtribute residua auction revenues among themsdves
based on the IMWM Methodology. Residua auction revenues are calculated as total auction revenues
minus revenues paid to (a) Primary Owners or Primary Holders who have released TCCsto the auction, and
(b) Transmission Owners that have rdeased Resdud TCCsor ETCNL to the auction. Although the
resdud auction revenues can be calculated in totdl, in order to digtribute these revenues to the Transmission
Owners, the residua auction revenues must be alocated to Interfaces. The Interface alocation becomes
problematic because reconfiguration which may take place in the auction dlows TCCs to be sold with
injection and withdrawa points that differ from the injection and withdrawa points of the TCCs that were
released for sdle. Therefore, to alocate auction revenues to Interfaces, a four-step procedure is followed.
Fird, the revenue associated with each TCC purchased in the auction is dlocated to the affected Interfaces.
Second, the revenues associated with TCCs sold by Primary Owners or Primary Holders that are distributed
in accordance with Section 2.0 of Part V of this Attachment are subtracted from the affected Interfaces.
Third, the revenue associated with each Residua TCC and MW of ETCNL, which may be positive or
negative, is subtracted from the affected Interfaces to establish residua auction revenues. Fourth, al negative

Interface revenue alocations are set to zero and the resulting Interface
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revenue alocations are decreased proportionately to compensate for the negative values. The revenues

remaining are the resdua auction revenues. Theseresidua auction revenues are distributed to each
Transmission Owner based on the MW-mile components calculated for each Interface as described in
Section 3.4 of Part V of this Attachment.

Notwithstanding any other provision in this Tariff, Resdud TCCsand ETCNL that are offered in any
Centralized TCC Auction and that are assigned a negative market clearing price or value shdl not giveriseto
a payment obligation by the Transmisson Owner that released them.

3.6 Exampleof IMWM(i) Coefficient Calculation

I nterface A Interface B Interface C

\
$10/MWh —

$11/MWh I
$14/Mwh Q
$20/MWh

P\

ZoneW Zone X ZoneY Zone”Z
GIVEN:

Auctioned asingle 100MW TCC FromPTO Q

TCC REVENUES = $1000

THREE INTERFACES: A,B,C

FOUR ZONES: W,X,Y,Z

GENERATION in ZONE W

LOAD in ZONE Z (Losses are ignored)

LBMP $¥MWh: W= $ 10, X=$11, Y= $14, and Z= $20

Zone Company MW-Miles
100
100
200
400
100
100
200
600

N[N IK|X|x|[s (s
N[RINR[N[FRIN| R
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The IMWM((i) coefficient:

VI.

COMPANY 1:
IMWM(l) =

((200+100)/800) * (3/10)
((100+200)/1000) * (6/10)

= .0375 +.1125 +.18 = .33

((2100+200)/800) * (1/10) ==>

==>

+

==>

=+

COMPANY 2:
IMWM(2) =
+ ((400+100)/800) * (3/10) ==>

((100+400)/800)* (1/10)==>

+  ((100+600)/1000) * (6/10) ==>
= 0625+.1875+.42 =67

REVENUES for COMPANY 1

REVENUES for COMPANY 2

Effective: August 20, 2000

First Revised Sheet No. 207
Superseding Original Sheet No. 207

Inteface A: Zone W, X

Inteface B: Zone X, Y
Inteface C: Zonev, Z

Interface A: Zone W, X
Interface B: Zone X, Y
Interface C: ZoneY, Z

$330
$670

.33 * $1000
.67 * $1000

CONGESTION PAYMENTSMADE TO PRIMARY HOLDERS

1.0 ThelSO shdl make Congestion payments to the Primary Holders as follows: Congestion

Payment ($/hr):(CCpow - CCpo ) TCCuw

Where:

CCrow =

Congestion Component of the Day-Ahead LBMP ($MWh)

at the Point of Withdrawa ("POW")

CCro

Congestion Component of the Day-Ahead LBMP ($MWh)

at the Point of Injection ("POI")

TCCMW =

The number of TCCsin MW from POI to POW

(See Attachment B to the 1SO Services Taiff for the caculation of the Congestion

Component of the LBMP price a either the POI or the POW).
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2.0 The 1SO shall pay the Primary Holders for the Congestion payment from revenues
collected from: (i) the Day-Ahead Congestion Component at each POW mulltiplied
by the Energy associated with the POW in the Day-Ahead LBMP Market minus the
associated with the POI in the Day-Ahead LBMP Market; (i) the Day-Ahead
Congestion Component of the TUCswhich

Day
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3.0

goply to Bilaterd Transactions; and (iii) funds recovered through the TSC of the
Transmisson Owners pursuant to Attachment N of the ISO OATT.

If revenues collected in 2.0 are in excess of, or are insufficient to cover, the entire
Congestion payments, the ISO shall dlocate the Excess Congestion Rents or
Congestion Rent Shortfdl to the Transmission Owners in accordance with
Attachment N of the ISO OATT for creditor collection through their respective
TSC or NYPA Transmisson Adjusment Charge ("NTAC").
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