95 FERC 1 61,484
UNITED STATESOF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners Curt Hébert, Jr., Chairman;
William L. Massey, Linda Breathitt,
Pat Wood, 111 and Nora Mead Browrgll.

New Y ork Independert System Operator, Irnc. Docket Nos. ER00-3591-006,
ER00-1969- 007
ORDERACTINGON COMPLIANCEFILING

(I'ssted June 29, 2001)

In this order, we accept for filing, subject to modifications, the tariff sheets' submitted by the
New Y ork Independert System Operator, Inc. (NY1SO) to implement locational reserves pricing
(LRP), to be effective Septermber 30, 2001.

I. Backgound

The LRP wasfirst proposed by NY1SO in its conprehensve report of
September 1, 2000, as revised on September 8, 2000 (September Report), onits progress onvarous
Comnission directives.

In its September Report, NY1SO proposed to irgtitue an LRP system as a short-term
measure to inprove the operation of its reserves markets. The main objective of the proposed LRP
systemis to ensure that, in corstrained corditions, reserves suppliers will not be able to exercise market
power to set reserves prices state-wide. The LRP methodology divides the NY1SO control areaiinto
three markets during condrained periods for the purpose of calculating spinning reserves, non-spinnng
reserves, and 30- minute operating reserves prices. These marketsare: (1) the areawest of the
central-east constraint; (2) the area east of the central-east corstraint, excluding L ong Island; and (3)
Longldand. When condtraints are not present, all reserves suppliers wil receive the same clearing
price. However, during constrained times, suppliers of thereserves located in the highly corcentrated
Long Idand area will rot receive a market-clearing price higher then the one cleared in the rest of the
central-east area market. Inadditon, bid production cost guarantee payments made to Long Idand
resources to meet Long | sland-specific problems woud be borre by L org Island custorrers. NY1SO
hopesthat this methodology will reduce the possibility of merket power abuse. NY SO does not
propose to change the way it currertly alocates reserves costsamongall load.

! See Appendix.
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By order issued on November 8, 2000 (N overrber 8 Order),? the Commission acoepted for
filing NY1SO's LRP proposd, but suspended it for five months and directed the staff to address the
LRP proposal at the techrica conference held on January 22-23, 2001. NY SO removed the tariff
language that woud implement its proposed L RP sygemwhen onJanuary 18, 2001, in Docket No.
ER99-4235-002, et al., it filed, to conply with Order 614,2 tariff sheets cortaining only those
provisions that were in effect onthet date.

The Commission's order issued on March 29, 2001 (March 29 Order)* accepted NY 1SO's
proposal to implement LRP for its operating reserves by permittirg the tariff sheets to become effective
upon the expiration of the suspension period. The Commissiondirected NY 1SO to resubmit the tariff
sheets implementing the L RP within 15 days of the date of issuance of the order.

1. Instant Filings

On April 13, 2001, NY ISO submitted for filinga conpliance filingto implement the L RP,
effective May 1, 2001. On April 30, 2001, NY1SO filed amotion requesting an extension of time until
Septenber 30, 2001 to implement its proposad L RP methodology.

In support of its request for deferral of the implamentation of the LRP, NY ISO states thet when
the November 8 Order suspended the LRP proposal, NY 1SO shifted its resources to other high-
priority projects. NY 1SO asserts that its staff is workingat maximumcapacity to implement a series of
high priority reliability and market erhancement programs, suchas demand-side management
programs, intime for Summer 2001. NYISO aso datesthat it isworking on other programs that will
be implamented over the rext few months, suchas virtual bidding Furthernore, NY 1SO argues thet
implamentation of the LRP at this time woud render worthess the testing of the high-priority summer
programs that hes been conducted so far. Finaly, NY1SO contends that the LRP is not asimportant to
effective furctioning of operatingreserves markets as it waswhen first proposed in September, 2000,
due to the currently effective $ 2.52 per MWh bid cap and mandatory bidding requirements.

I11. Notice of Filim, Inerventions, Commerts and Protests

Notice of this filing was published inthe Federd Register, 66 Fed. Reg. 20,979 (2001), with
protests, arswers, ard motions to irtervene required to be filed on or before May 4, 2001. Timely

2 New York Independent System Operator, Inc., 93 FERC 1 61,142 (2000).

% Designation of Hectric Rate Schedule Sheets, Order No. 614, 65 Fed. Reg. 18221 (January
6, 2000), FERC Stats. & Regs. 131,096 (2000).

* New Y ork Independent System Operator, Inc., 94 FERC 1 61,371 (2001).



Docket Nos. ER00-3591-006 and ERO0-1969-007
-3

motions to irtervene were filed by New York State Hectric & Gas Corporation, Rochester Gas ard
Electric Corporation ard Niagara Mohawk Power Corporation (collectively, Conpanies); the New
Y ork Power Authority; Consolidated Edison Conpany of New York, Inc. and Orange & Rockland
Utilities, Inc.; and Long Idand Power Authority and LIPA (LIPA). Pursuant to Rue 214 of the
Comnmission's Rules of Practice and Procedue, 18 C.F.R. 8§ 385.214 (2000), the filing of a imely
motion to intervene that has not been opposed makes the movart a party to the proceeding

The Companies address substartive aspects of NY ISO's proposed tariff revisions, rather than
the implementation schedule of the proposal. In particular, the Companies request clarifications with
respect to three specific points. First, they propose that the Commission require NY 1SO either to
revise the tariff language to explicitly require the recovery of bid production cost guarantee (BPCG)
payments’ made to Long I sland resources to meet Long | sland-specific problems only from Long
Island customrers or to specifically identify and justify each circumstance in which ary sich cog will be
alocated to austomers outside of Long Island. Second, the Conpanies request thet NY I SO’ s tariff be
revised to more clearly articulate the formula for cal culating availability payments’ for suppliersin
different regions when reserve condraints are binding and to differentiate availability payments. The
Comparies also propose to revise NY I SO's tariff to include, to the extert they are necessary, exanples
contained in an attachmert to the September Report. Third, the Companies request that the
Commission require NY SO to clarify that if the Long | land Reserve Constraint is birding, but the east
of Central-East Reserve Constraint is not binding, reserve suppliers east and west of the Central-East
Consgtraint shdl receive the same availability payments.

L1PA urges the Comission to reject NY 1SO’ s request for extension of time and direct
NY1SO to inplarent LRP by Jure 30, 2001. LIPA statesthet NY SO’ s statements and
represantations to the Commission are misleading 1t remarks thet NY 1 SO ceasdd its implementation
efforts in Novenrber but failed to mertion thisto the Commission and market participarts. LIPA also
notes that on April 13, 2001, 18 days before the proposal’s effective date, N YISO againdid not inform
the Commission that it is in no position to inplement LRP by May 1, 2001, but assured the
Commissonof the contrary. Insypport of its postion, LI PA offers anamual assesament of NY ISO-
administered energy markets performed by the NY ISO independent market advisor and released on
April 17, 2001 that corcludes that NY 1SO shoud inplement LRP. Furthermore, LIPA states that
NY SO’ s request for an extersion of time is an attempt to reorganize, in violation of NY SO
governance procedures the priorities thet have beendeveloped with nmuch effort and experse to other

> BPCG paymerts are desigred to ensure that generators recover their minimum generation and
start-up costs.

¢ An availability payment is calculated as the product of: (a) the market clearing price for the
applicable reserve; and (b) the MW to be provided by the suppliers, as sdected by NYI1SO, in the
associated reserve category.
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market participantsand thet NY 1SO has agreed uponwith the Commission ard with NY ISO market
participants.

V. NYISO's Answer

On May 22, 2001, NY1SO submitted ananswer to the comments filed by the Conyanies and
to LIPA’ s response and opposition to NY 1SO's motion for extension of time.  Although our Rues of
Practice and Procedure gererally prohibit answers to protests,” we wil dlow NYISO's answer to the
extent thet it provides certain clarifications.

In response to the concerrs raised by the Cormpanies, NY 1SO states thet it disagrees with their
proposed tariff clarifications. Inparticular, NY SO disagrees with the first proposed taiiff revision thet
woud limit NY SO’ s discretion to allocate BPCG payments to Long I sland customers when Long
Idand congtraints are binding. NY SO argues thet this language is consistent with tariff sheets
reviewed by market participants before they were submitted to the Comnrission as part of the
September Report. Moreover, NYI1SO dates that a discretionary approach to the alocation of costs
associated with BPCG payments reflects the redlity that those costs are generally not high thus, thereis
little reasonto require NY 1SO to make extensive biling modifications in order to apply special Lorg
Isard rules when the Long Idland constraint is binding. NY1SO also argues that its proposed tariff
language will alow NY1SO to inmpose BPCG charges on Long Idand customers due to problems with
locational market power onLong Island.

NY SO also disagrees with the second proposed tariff revision corcerning the fornula for
calculating avaiability payrments. NY SO states thet the L RP rule is not a price calculation fornula, but
adescription of the way in which price calculation rules will be applied when particular constraints are
binding Inregard to incorporatinginto the tariff the examples describing the calculation methodology
urder the proposal, NY SO states thet this might create the false impression thet the exanples are all-
irclusive, rather than representative of possible scenarios. In addition, NY1SO states that it intends to
post on its website a Technical Bulletin which eventually wil be incorporated into NY1SO’s manuals
describingthe LRP rules' operation in detail. NY SO firds the third proposed tariff clarification aso to
be unnecessary and states its intention to include it in the Technical Buletinand later incorporate it into
its manuals.

In response to L1PA’s concems regardirg the implementation schedule for NY 1SO’ s proposal,
NYI1SO datesthat at the time of the filing, the NY SO staff, athough aware of the problens with
inplementation, had not yet concluded that the obstacles could not be overcome. NY1SO notesthat it
was prepared to inplement LRP in Novamber, 2000 within the market rue framework thet existed at

718 C.F.R. § 385.213(a)(2) (2000).
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thetime. NY1SO explains that because of the uncertairnty created by the November 8 Order asto
whether the L RP proposal woud be made effective after the suspension period, NY I SO could not
afford to expand resources to ensure that the software modifications necessary to implemert LRP were
continuoudly updated. NY1SO dates that its staff mstakenly believed it possible to quickly make the
necessary changes orce the Comimission approved the proposal. NY SO states further that once it
became clear that implementation of L RP would require a substantial amourt of updatirg, it decided to
temporarily postpore its implamentation efforts so as not to interfere with the implementation of other
proj ects critical for sunmer operation.

V. Discussion

The Companies raise three tariff-rdaed issues with regard to the LRP proposd. The
Companies first concern is that the proposed tariff language affords N'Y SO discretion in determining
when the BPCG costs will be allocated to Long Island customers and when they will be allocated to all
New York State customers. We agee thet the proposed tariff language provides too muchdiscretion
to NYISO. Accordingy, we direct NY SO to file revised tariff sheets to set forth the criteria for when
BPCG cogswill be dlocated onlyto Long Idand customers and whenthese costs will be alocated to
all cugomers.

The Companies's next contention is thet the proposed tariff does not adequatdly articulate the
formulafor calculating avaiability payments for suppliersindifferert regions whencongtrairts are
binding. They note that the tariff directs customers to examples contained in the attachnent to
NY1SO's September Report. The attachment referred to by the Comparnies is a White Paper, whch is
atechnical documert providing examples of how locationd prices could be calcuated when congtraints
are binding® We are satisfied with NY 1SO's response thet it will post on its webste a Technical
Bulletin® based on the LRP White Paper to describe the operation of the LRP rules in the detail that the
Companies request. NY1SO explairs that this Technical Buletinwil eventually be incorporated in the
appropriate NY1SO manual. We agree with NY ISO that inclusion of detailed and conplex
cdculations in the tariff is not necessary, as the tariff sufficiently describes the manner inwhich LRP will
be implemented. However, when the Techrical Bulletin isissued, NY1SO should update its tariff to
reference the Technical Bulleinand the marual detailing the LRP exanple calculations.

8 See NY1SO's Combined Conpliance Filingand Report, Docket Nos. ER00-3591-001, et
al., Attachment 1V (September 8, 2000). Also, the White Paper is referenced in NY1SO's proposed
Firg Revised Sheet 295 and Origind Sheet 298A.

° The NY1S0 staff issues informal Technical Buletins fromtineto time inorder to describe its
processes and procedures. Technical Buletins are evertudly incorporated into NY ISO's maruals as
they are periodically updated.
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Third, the Companes suggest that the tariff be modified to meke clear thet if the LongIsland
Reserve Condtraint is binding, but the east of Central-East Reserve Constraint is not binding, reserve
suppliers east and west of the Central-East Congtrairt shall receive the same paynents. In its answer,
NY SO explains that this is consistert with the intent of the proposed tariff language. NY 1SO contends
that it does not believe that this requires atariff revison, but explainsthat it wil clarify this point in a
Technical Buletin, ard evertudly, in aNY1SO manwel. We are satisfied with NY ISO's response ard
will not require a rew tariff amendnent.

To address LIPA's concernregarding NY 1SO's motion requeding a Septenber 30, 2001
effective date, we will not second guess NY 1SO regardingthisissue. At this juncture, NY1SO states
tha it is ureble to reallocate the resources necessary to update its software to have the locational
pricingin place onMay 1, 2001, as intended, without postponingother projects. However, NY ISO
states that it can implement locational pricing on Septerrber 30, 2001, withou disrupting other
projects. We recognize that NY 1SO has been busy implementing new demand-side management
prograns,’® pricing mechanisms,™ and protective measures*™ to ensure a functioning market for
Summer 2001. Acoordindy, we approve the request for a Septenrber 30, 2001 effective date. For
these reasons, we accept for filingthe tariff sheets submitted by NY 1SO, to becorme effective on
September 30, 2001, subject to NYI1SO filing, within 30 days of this order, revised tariff sheetsto
meke the changes directed herein.

The Comrission orders:

(A) NYISO is hereby permitted to implement locational operating reserves pricingon
September 30, 2001, as requeded.

10 See New Y ork Indeperdent System Operator, Inc., 95 FERC 61,223 (2001) (approving
an | rcentivized Day-Ahead Ecoromic Load Curtailment Program); New Y ork Indeperdent System
Operator, Inc., 95 FERC 1 61,136 (2001) (approvingan Emergency Demand Respornse Program).
Also, NY1SO intendsto introduce the zoral price-capped load biddingurder its existing tariff authority.
See New Y ork Independent System Operator, Inc.'s Report on Inmplamentation of Virtual Bidding and
Zonal Price-Capped Load Bidding, Docket No. EL00-90- 000 (February 2, 2001).

See New Y ork Indeperdent System Operator, Inc., 95 FERC T 61,121 (2001) (approving
aHybrid Fixed Block Pricing Rue).

12See New Y ork Indeperdent System Operator, Inc., 95 FERC { 61,186 (2001) (extending
the $ 1,000 bid cap on energy markets) and New Y ork Independent System Operator, Inc., 95 FERC
1 61,185 (2001) (extending Tenporary Extraordinary Procedures).
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(B) NY1SO's tariff sheets implementing locational operating reserves pricingare hereby
accepted for filing to become effedtive Septentber 30, 2001 subjectto NY1SO filing within 30 days
of the date of issuance of this order, tariff revisons setting forth the criteria for when BPCG costs will
be allocated only to Long Island customers and when these costs would be allocated to all customers,
and to file revised tariff sheets reflecting the Septermber 30, 2001 effective date.

By the Commission.

(SEAL)

David P. Boergers,
Secretary.
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