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The New Y ork Independent System Operator, Inc. (“NY1S0”), by counsd, hereby answers

the “Comments’ of PG& E Energy Trading-Power, L.P. On August 10, 1999, the NY SO submitted a

detailed proposd for an ingtaled capacity (“ICAP’) market. On September 17, 1999, the NY SO

filed additiond details with respect to the ICAP Auction Market.

On September 23, 1999, the NY I SO advised the market participants thet it had canceled the

auction for the 1999-2000 Winter Capabiility Period. Although the materias filed on August 10, 1999,

as supplemented on September 12, 1999, were characterized as describing interim procedures, the



NY IS0 intends for them to serve as default procedures in the event the NY 1SO and the market
participants can not agree on permanent procedures or the Commission has not accepted revised
procedures by the date of the first auction for the 2000 Summer Capability Period. That auction may
be as early as February, 2000. The NYI1SO is committed to working with the market participants to
undertake a thorough re-examination of the ICAP procedures. Nevertheless, early review by the
Commission of the pending auction proposa will permit the NY1SO and the market participants to
incorporate any changes required by the Commission into plans for the next auction.

For the foregoing reasons, to assist the Commission in its analys's of these issues and to provide
useful and revant information, the Commission should accept this reply. Moreover, the Commisson’s
rules do not prohibit an answer to comments.

Limitation of Purchasersto LSES

One of the changes proposed September 17, 1999 was to clarify that a purchaser in the auction
must be aLoad Serving Entity (“LSE”). The August 10, 1999 filing had limited purchasersto
“Cugtomers’ asthat term is defined in the New Y ork Independent System Operator Market
Adminigration and Control Area Services Tariff (*1SO Services Tariff”). The September 17, 1999
filing described the change as consstent with Section 5.12 of the 1SO Services Tariff. Section5.12 of
the 1SO Services Tariff describes a process under which an LSE may choose to satidfy its Instaled
Capacity requirements through the ICAP auction.

The darification was also made to address concerns that had been raised as aresult of andysis
of the Commodity Exchange Act and the regulations of the Commodities Futures Trading Commisson
thereunder. Limiting purchasers to L SEs would prevent the entry of speculators who are not engaged in

the utility business.



The redtriction is especialy necessary with respect to generation located in New York City asa
means of preventing an end-run around the Commission-imposed price limits.

Transmisson Requirements

PG& E Energy Trading-Power’ s second concern relates to the transmission requirements for
ICAP located outside the New Y ork Control Areaand the availahility of that ICAP. The NYISO has
been reluctant to place alabel on the nature of transmission service that must be used to support ICAP
from aneighboring control area. Asaresult, the NY SO has required that “the supplier must declare
that any energy associated with ICAP is not recdlable’ and that “ICAP must be deliverable by
whatever means the host control arearequires. The NY1SO does not require firm transmission
sarvice” The NY1SO recognizes the varying approaches to transmission, and the [abels placed on
those gpproaches, that are currently in usejust in NY1SO, PIM and New England. The NY1SO smply
wants to be certain that capacity on which it isrelying for reliability purposes will, indeed, be available
when the NY1SO requiresit.

To that end, the NY SO has conferred with its neighboring control areas— Ontario Hydro,
Hydro Quebec, NEPOOL, and PIM — with respect to their curtailment policies. Thefirst three of
those have stated that dl export transactions from their respective control areas will be curtailed prior to
load shedding within their control areas. Asthe NY1SO understands it, such curtailment will occur even
if the capacity is contractualy committed to New York. Asaresult, the NY1SO has determined that
capacity from Ontario Hydro, Hydro Quebec and NEPOOL will not be quaified as ICAP in New

Y ork.



The NY1SO has had extensve discussions of this and other issues with the market participants,
including PG& E Energy Trading-Power. The NY1SO submits that the Commisson has sufficient detalls
with respect to the ICAP auction to approve the ICAP auction details as filed.

WHEREFORE, New Y ork Independent System Operator, Inc. respectfully requests that the

Commission accept this reply.
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