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The Honorable Magalie R. Salas, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, DC 20426

New York Independent System Operator, Inc.
Bi-Annual Compliance Report on Demand Response Programs and the
Addition of New Generation in Docket No. ER01-3001-00

Dear Ms. Salas:

Pursuant to Ordering Paragraph “(B)” of the October 25, 2001 Order in this
proceeding (the “October 25 Order”),! Ordering Paragraph “(C)” of the July 19, 2002 Order in
this proceeding (the “July 19 Order”),? and paragraph 5 of the September 3, 2002 letter order
in this proceeding (the “September 3 Order”),3 the New York Independent System Operator,
Inc. (“NYISO™), by counsel, hereby submits this report. The report addresses: (i) the NYISO’s
existing demand response programs, the status of real-time demand response mechanisms, and
the effects of demand response programs on wholesale prices; and (ii) the addition of new
generation resources in the New York Control Area (“NYCA”).4 This submittal represents the
NYISO’s fourth report in compliance with the October 2.5 Order.

! New York Independent System Operator, Inc., 97 FERC § 61, 095 (2001).
2 New York Independent System Operator, Inc., 100 FERC 9§ 61, 081 (2002).
3 New York Independent System Operator, Inc., 100 FERC 9 61,243 (2002).

4 Capitalized terms not otherwise defined herein shall have the meaning set forth in

Article 2 of the NYISO’s Market Administration and Control Area Services Tariff.
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L. List of Documents Submitted

The NYISO submits the following documents:

1. This filing letter;
2. A report entitled “NYISO 2002 Demand Response Programs”
(“Attachment I);
3. Tables summarizing the load and capacity outlook for the entire NYCA, New

York City and Long Island (“Attachment II”);
4, A table listing proposed new interconnections in the NYCA (“Attachment III”);
5. A table, prepared by the New York State Department of Public Service, listing
proposed new power plant projects currently under review pursuant to New

York State’s “Article X” process (“Attachment IV”);

6. A form of Federal Register Notice (“Attachment V”).

1l Copies of Correspondence

Copies of correspondence concerning this filing should be served on:

Robert E. Fernandez, General Counsel and Secretary Arnold H. Quint
Belinda F. Thornton, Director of Regulatory Affairs Ted J. Murphy

Gerald R. Deaver, Senior Attorney Hunton & Williams LLP
New York Independent System Operator, Inc. 1900 K Street, NW

3890 Carman Road, Schenectady, NY 12303 Washington, D.C. 20006
Tel: (518) 356-6153 Tel: (202) 955-1500
Fax: (518) 356-4702 Fax: (202) 778-2201
rfernandez@nyiso.com aquint@hunton.com
bthornton@nyiso.com tmurphy@hunton.com

gdeaver@nyiso.com
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111. Service List

The NYISO has mailed a copy of this filing to all parties who have executed Service
Agreements under the NYISO’s Open-Access Transmission Tariff or its Market
Administration and Control Area Services Tariff, and to the electric utility regulatory agencies
in New York, New Jersey, and Pennsylvania.

Iv. Compliance Report

In the October 25 Order, the Commission extended the effectiveness of the NYISO’s
current Temporary Extraordinary Procedures Authority (“TEP”) and the $1,000 MWh bid cap
on certain types of bids into the NYISO-administered energy markets (“Bid Cap”) until certain
market conditions were met. Among the reasons for extending the TEP and the Bid Cap, the
Commission found that the electric energy supply situation in New York remained tight. The
Commission further noted that loads continued to be unable to reduce purchases in response to
dramatic price increases and that experience with the NYISO’s demand response programs is
insufficient to justify lifting the Bid Caps.” Accordingly, the NYISO was directed to file bi-
annual reports, beginning December 1, 2001, on the progress of the NYISO’s demand
response programs, the development of real-time demand response mechanisms, and on the
progress of generation additions in New York.®

The NYISO’s initial report was accepted by the July 19 Order with the further
requirement that the NYISO include information on the effects of demand response programs
on wholesale prices in future reports.7

A. Status of NYISO 2002 Demand Response Programs

The three major demand response programs the NYISO used in Summer 2002 were
the Emergency Demand Response Program (“EDRP”),8 Day-Ahead Demand Response

3 97 FERC 9 61,095.
6 Id.

7 100 FERC § 61,081.

8 Under the EDRP, qualified demand resources are paid for reducing their energy

consumption when the NYISO declares that an operating reserves deficiency or major
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Program (“DADRP”),9 and Installed Capacity/ Special Case Resources (ICAP/SCR)."?
Attachment I is a report analyzing participation in all three programs, response to reserve
deficiency/emergency events, program benefits and impact on LBMP, and proposed changes
to the EDRP/SCR programs.

B. Status of Addition of New Generation Resources

The current status of the addition of new generation resources in New York is
presented in three tables of data contained in Attachment II. The first table presents the most
recent forecasted load and capacity data for New York, by Load Zone, for the Summer 2003
Capability Period. The second table identifies the new generating resources currently
expected to be on line in New York City by June 2003, by name and MW rating. Similarly,
the third table of Attachment II identifies potential new resources expected to be on line during
Summer 2003 for Long Island.

Attachment 111 is a four-page table of the most current proposed transmission system
enhancements in the NYCA. While the proposed enhancements in Attachment III include
some that are proposed transmission upgrades only, the majority of the proposed projects are
new interconnections for generation additions. As indicated on the last page of
Attachment II1, 25,111 MW of the interconnection projects under review for New York are
related to potential in-state additions of new generation.

emergency exists. There is no obligation to respond to the NYISO’s declaration. Participation
in the program occurs through “Curtailment Services Providers,” which are paid $500/MWh
for verified load reductions. As of September, 2002 approximately 1500 MW of interruptible
loads and on-site generation resources were registered in EDRP. The EDRP has been
activated eight times since its inception in May 2001.

? The DADRP permits demand resources to submit demand reduction bids in the DAM.
These bids are treated the same as suppliers’ bids and can set the market clearing price

10 Under the ICAP/SCR, retail electricity customers are paid for making their load
reduction capability available over a specified contract period. Thus, ICAP/SCR participants
are paid in advance for agreeing in advance to curtail usage during times when the reliability
of grid could be jeopardized. Unlike, EDRP participants, ICAP/SCR participants are subject
to penalties if they fail to curtail on the NYISO’s request.
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For the Commission’s information, also included as Attachment IV is a four-page table
of applications for siting authority for new generation currently pending before the New York
Department of Public Service (“NYPSC”). This table is reproduced from the NYPSC's
website and a link to this table is included on the home page of the NYISO's website.

The Commission’s September 3 Order directed the NYISO, in subsequent filings, to
indicate which proposed generation projects it regards as “likely” to enter service at the times
indicated in the NYISO’s report.11 Attachments III and IV to this report reflect the NYISO’s
best estimate of when proposed projects will be complete based on all publicly available
information. At this time, the NYISO does not have a firm basis for predicting whether a
given date is more or less likely to be achieved. It would not be useful for the NYISO to
speculate as to whether particular developers are likely to miss their target dates, or to abandon
their projects. Among other things, the NYISO does not have the information about
developers’ business strategies, or corporate finances, that would be needed to make informed
predictions. In light of the current financial environment facing developers, it would be
especially inappropriate for the NYISO to offer conjectures in this area. Consequently, the
NYISO is not offering an additional assessment of the likelihood that proposed dates will be
achieved in this report. If it has a reliable basis for offering such estimates in the future, it will
include them in future reports.

1 100 FERC 9§ 61,243.
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V. Federal Register Notice

A form of Federal Register Notice is provided herewith. A diskette of the Notice is
also provided in WordPerfect format.

Respectfully submitted,

’
s
7

v

Counsel for ‘
New York Independent System Operator, Inc.

Arnold H. Quint

Ted J. Murphy

Hunton & Williams LLP
1900 K Street, N.W.
Washington, DC 20006

cc: Daniel L. Larcamp, Director Office of Markets, Tariffs and Rates, Room 8A-01,

Tel. (202) 502-6700

Alice M. Fernandez, Director Office of Markets, Tariffs and Rates -- East
Division, Room 71-31, Tel. (202) 502-8284

Robert E. Pease, Acting Director of Division of Enforcement, Office of Market
Oversight and Enforcement, Room 52-41, Tel. (202) 502-8131

Michael A. Bardee, Lead Counsel for Markets, Tariffs and Rates, Room 101-09,
Tel. (202) 502-8068
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Status of NYISO Demand Response Programs - June 1, 2003

Summary of Programs

Currently, the NYISO offers three demand response programs:
o ICAP Special Case Resources (SCR)
e Emergency Demand Response program (EDRP)
e Day-Ahead Demand Response program (DADRP)

The ICAP Special Case Resources program pays retail electricity customers to provide
their load reduction capability for a specified contract period. Program participants
receive payments in exchange for an agreement to curtail a prescribed amount of load
during times when the electric grid could be in jeopardy. Based upon system condition
forecasts, participants are notified to curtail this claimed “capacity,” either through the
use of on-site generation and/or reducing electricity consumption to a firm power level.
Customers register for the program through Responsible Interface Parties (RIPs).

EDRP allows participants to be paid for reducing their energy consumption upon notice
from the NYISO that an operating reserves deficiency or major emergency exists. The
program is open to interruptible loads or local “behind-the-fence” generation greater than
or equal to 100 kW per Zone. Loads register for the program through Curtailment
Service Providers (CSPs); when called upon, CSPs will be paid for verified load
reduction at the rate of $500/MWhr or Real-Time zonal locational-based marginal price
(LBMP), whichever is greater.

DADRP allows loads, through their Load Serving Entities (LSEs), to bid load
reductions into the Day-Ahead energy market. Load reduction bids are evaluated along
with generation supplier bids as part of the NYISO’s Security Constrained Unit
Commitment (SCUC) program. If scheduled through SCUC, loads are paid Day-Ahead
LBMP for the scheduled demand reduction, and are also paid an incentive (at the Day-
Ahead LBMP) for the actual load reduction provided in real time. If the full scheduled
Joad reduction is not provided in real time, a 10% penalty is charged for the MWh of load
reduction not provided, using the greater of Day-Ahead or Real-Time LBMP.

Program Changes to EDRP/SCR for 2003

Automated Notification System Developed for SCR/EDRP events

In mid-2002, the NYISO contracted with RETX, Inc. to develop an automated
notification system for EDRP/SCR events. During 2001 and 2002, when EDRP/SCR
event advisories or activations were issued, the NYISO contacted Curtailment Service
Providers (CSPs) in EDRP and Responsible Interface Parties (RIPs) in the ICAP SCR
program via burst e-mail messages and manual phone calls initiated by NYISO
personnel.

The new notification system provides NYISO Operations with a single tool to issue event
advisories and activations as well as to view the estimated load reduction responses from



CSPs and RIPs. The system allows web-based access for Operations personnel to

configure and monitor the demand reduction notices and for RIPs and CSPs to respond to
notices with estimates of load reduction performance. Notices are issued through burst e-
mails and automated voice messages, and can be sent to any number of program contacts.

Participants prohibited from registering in both programs

For 2003, end-use customers may register interruptible load or emergency generation for
either EDRP or SCR but not both programs. If an end-use customer has separate
processes and metering such that no energy reduction is double-counted, the customer
may register each process in either EDRP or SCR.

Those end-use customers registered as SCRs whose capacity has not been sold in the
monthly or strip ICAP auction will be included in the list of EDRP resources for the
duration of the period where their capacity is unsold.

SCR program may be called prior to EDRP

Since SCRs are fully qualified ICAP providers and thereby are committed to respond
when called upon, it was agreed that SCR resources would be called upon before EDRP
resources if the projected reserve deficiency can be corrected with only SCR resources.
Both programs can be activated simultaneously if the projected reserve deficiency is such
that both EDRP and SCR resources are needed.

SCR resources required to submit a minimum nomination payment

Upon registration as an SCR, end-use resources are required to submit a minimum
nomination payment, ranging from 0 to $500/MWh, representing the minimum hourly
energy payment needed to justify load reduction. The minimum nomination payment
will be used for two purposes:

e In situations where less than 100 percent of the SCR resources are needed in a
given Zone, resources will be selected in order of minimum nomination payment,
beginning with the lowest value and proceeding until the desired percentage MW
reduction is reached.

e In determining payment for energy reduction, the minimum nomination payment
will be used as a bid production cost guarantee. If the cumulative energy payment
on the basis of Real-Time LBMP is less than the minimum nomination payment
multiplied by the number of hours an event was called, the end-use resource will
be credited with a supplemental payment for the difference between the LBMP
payment and the minimum nomination payment.

End-use customers may revise their minimum nomination payment no more frequently
than once per month.



SCR resources paid for energy reduction as well as capacity
As noted above, SCR resources will be paid for their energy reduction in addition to their
capacity payment. The amount of energy reduction provided by an end-use customer will

be measured in accordance with the procedures defined for EDRP resources’.

SCR/EDRP resources can set price under scarcity pricing rules (pending FERC
approval)

On April 23, 2003, the NYISO filed tariff provisions establishing pricing during periods
of energy scarcity?, which will allow EDRP and/or SCR resources to set marginal price
when needed to restore 30-minute reserves.

Changes to the Day-Ahead Demand Response Program

In addition to changes to the NYISO’s reliability-driven programs, the NYISO
stakeholder process resulted in several changes to DADRP. Unless otherwise noted these
changes take effect on July 1, 2003.

Establishing a Floor Bid Price
It has been noted that in a few instances zero cost load reduction bids were submitted and

accepted in the Day-Ahead market by end-use customers on planned shutdown. To
eliminate this “free rider” problem and focus on those periods when competition with
generation suppliers is less intense, a minimum floor bid of $50/MWh has been
established for DADRP offers in the Day-Ahead market. Valid offers must have an
average offer price of at least $50/MWh over the range of load reduction; offers not
meeting this floor price will be rejected.

Third-party providers allowed (pending FERC approval)

Since the program’s inception in 2001, interruptible load customers interested in
scheduling load reduction in the Day-Ahead energy market could only participate with
the NYISO through their LSE. Beginning on July 1, 2003, customers in DADRP will be
able to participate with LSEs (their own or another) or through third-party Demand
Reduction Aggregators. Debits and credits associated with scheduled and actual
performance have been reallocated between the end-use customer’s LSE and the Demand

Response Aggregator.

Penalty charge reduced for undelivered MWh in real time (pending FERC approval)
For the past two years, DADRP has penalized participants who scheduled energy
reductions in the Day-Ahead market and did not deliver the energy reductions in real
time. The shortfall in energy reduction was charged at 110 percent of the greater of Day-
Ahead or Real-Time LBMP. NYISO stakeholders agreed that beginning on July 1, 2003,
the 10 percent premium will be removed, and shortfalls will be charged at the greater of
Day-Ahead or Real-Time LBMP.

12003 EDRP Manual, Section 6. Available at NYISO website:
http://www.nyiso.com/services/documents/groups/bic _price_responsive_wg/demand_response_prog.htmi
2 New York Independent System Operator, Inc.’s Filing of Tariff Modifications to Establish Pricing During
Periods of Energy Scarcity, April 23, 2003.



DADRP collateral requirement established (pending FERC approval)

With the introduction of third-party Demand Response Providers, a credit policy has been
established to protect market participants from potential buyer default. NYISO
stakeholders approved a collateral requirement for DADRP providers based upon the
average accepted MWh of demand response bids per month and the average Day-Ahead
LBMP during the prior year’s summer capability period.

Preparing for Summer 2003

As part of the NYISO’s outreach to RIPs, CSPs and end-use customers, the NYISO
collaborated with the New York Public Service Commission (NYSDPS) and New York
State Energy Research and Development Authority (NYSERDA) to present four
workshops on demand response. Workshops were held in March and April in New York
City, Albany, Syracuse and Rochester to acquaint participants with the NYISO’s three
demand response programs and NYSERDA’s associated program opportunities. The
workshops attracted a total attendance of roughly 500, on par with the workshops held in
2002.

The NYISO also held a one-day training session for RIPs and CSPs in April, at which the
program changes for 2003 were explained and the EDRP/SCR notification system
demonstrated.

NYISO personnel have also taken part in other outreach meetings sponsored by various
LSEs; these presentations are scheduled to continue through June.

Current Registration Status
Table 1 shows the current registration by Zone for the ICAP SCR program. There are
currently a total of 13 RIPs acting as intermediaries between the NYISO and end-use

customers.

Table 1 — SCR Registration by Zone (as of 5/27/2003)

Zone MW # Customers
Registered Registered
A 332.7 31
B 30.9 12
C 70.5 25
D 203.6 4
E 11.6 7
F 37.2 10
G 0 0
H 2.2 3
1 6.7 4
J 114.0 52
K 6.8 12
Total 816.2 160




Similar information is provided for the EDRP program in Table 2; a total of 17 CSPs are
registered in the program as of 5/14/2003.

Table 2 — EDRP Registration by Zone (as of 5/27/2003)
Zone MW # Customers
Registered | Registered

A 87.9 49
B 2.3 18
C 21.4 79
D 4.1 8
E 55.4 38
F 60.4 54
G 16.8 15
H 5.7 7
I 12.2 26
J 106.8 93
K 8.2 39
Total 381.2 426

The registration process is ongoing, with roughly 300-400 MW of 2002 EDRP resources
not confirmed in either program as of the date of this report.

Figures 3 and 4 plot the historical performance of participants in DADRP:; these figures
update those presented in Figures 7 and 8, respectively, included in the NYISO’s
12/3/2002 FERC filing on demand response programs’.

DADRP activity since September 2002 has been limited to a few demand response
providers. Bidders have been more successful in bidding, as can be seen by the reduced
spread between offered and accepted MWh in Figure 3. The maximum coincident load
reduction occurring in any one hour was 15 MW.

Average prices paid for energy reductions since September 2002 have increased, as can
be seen in Figure 8. The average price paid for energy reductions from May — September
2002 was $50/MWh; from October 2002 to April 2003 the average price was $110/MWh.
In all cases, offers have been submitted as single load blocks rather than as incremental
curves. The average price per MWh reflects the minimum block price offered.

DADRP registration remains at the levels noted in the December demand respo'nsevﬁling.

3 New York Independent System Operator, Inc. Bi-Annual Compliance Report on Demand Response
Programs and the Addition of New Generation in Docket No. ER01-3001-00, December 3, 2002
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Demand Response Participation in Real-Time Markets

Under NYISO’s SMD 2.0 design, demand response will be accommodated in the energy
and 10 and/or 30-minute reserve markets. The Price Responsive Load Working Group is
responsible for developing the detailed requirements for participation; this work will be
completed by July of this year.

An initial approach to including demand response into the Real-Time market has been
developed and will be presented as a starting point for stakeholder discussion. Under the
proposed approach, demand response providers, as in today's DADRP implementation,
would be modeled as a generator in the scheduling software and market participants
would submit bids using the same generator bidding forms. In addition, it is anticipated
that the same bid parameters used by generators (startup cost, minimum generation cost,
incremental energy bid, startup time, etc.), adjusted appropriately for demand response,
will be available.

Demand resources participating in the Real-Time markets will need to bid as on-dispatch
resources. A demand resource scheduled in DADRP cannot bid into the Real-Time
market. Resources bidding into the Real-Time market and also participating in the EDRP
~ or SCR programs would not be eligible for the energy portion of the EDRP/SCR payment
if the programs are activated on a day when a resource’s bid was accepted in the Real-
Time markets.

Demand resources participating in reserves markets will be treated as other suppliers in
that no availability bids will be permitted. Reserve prices will be set by the shadow cost
of solving reserve constraints. Demand resources scheduled for reserves would receive
the market-clearing price for each interval scheduled. As in the current tariff rules,
demand response resources would not receive a Real-Time energy payment when
reserves are dispatched. Participants in Real-Time reserves markets will be required to
have Real-Time metering and communications with the NYISO through a Transmission

Owner.

The Real-Time market rules for demand response providers outlined above serve as a
starting point for stakeholder discussion. It is anticipated that these proposed rules may
evolve further over the next two months to reflect additional input and discussion with
stakeholders and NYISO staff.
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NYCA & Locality Load and Capacity Outlook
For Summer 2003 (Nov 26, 2002)

Statewide Total NYCA
Forecast Demand 31,550 MW
Reserve Requirement 5,679 MW
Total Requirement 37,229 MW
NYCA Available Supply'? 36,526 MW
Need from External or SCRs 703 MW
New Yark City
Forecast Demand 10,990 MW
In-City Requirements (80%) 8,792 MW
Available Supply? 8,749 MW
Long Island
Forecast Demand 5,040 MW
On-Island Requirements (93%) 4678 MW
Available Supply? 4,982 MW

1 This is the amount availahle in the NYCA less external firm sales of 303 MW

Potential New Supply for New York City
to Be Installed by June 2003 (as of Nov 26, 2002)

Generator Rating

KIAC @ JFK 45.0 MW

Bay Energy @ Gowanus 79.9 MW

NYC Energy @ Kent 79.9 MW
204.8 MW

Potential New Supply for Long Island
to Be Installed by Summer 2003 (as of Nov 26, 2002)

Generator Rating
PSEG @ North Bellport 47.0 MW
Greenport Muni's 52.0 MW
FPL @ Far Rockaway Il 50.0 MW
Keyspan @ Ereeport 47.0 MW

Total 196.0 MW
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ATTACHMENT V



UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc. ) Docket No. ER01-3001-00_

NOTICE OF FILING

Take notice that on June 2, 2003, the New York Independent System Operator, Inc.
(“NYISO”) submitted a report on the status of its demand side management programs and the
status of the addition of new generation resources in New York State in compliance with the
Commission’s previous orders in the above-captioned proceeding.

The NYISO has served a copy of this filing upon all parties that have executed service
agreements under the NYISO’s Open Access Transmission Tariff and Market Administration

and Control Area Services Tariff.

Any person desiring to be heard or to protest this filing should file a motion to intervene
or protest with the Federal Energy Regulatory Commission, 888 First Street, N.E., Washington,
D.C. 20426, in accordance with Rules 211 and 214 of the Commission’s Rules of Practice and
Procedure (18 CFR §§ 385.211 and 385.214). Protests will be considered by the Commission to
determine the appropriate action to be taken, but will not serve to make protestants parties to the
proceeding. Any person wishing to become a party must file a motion to intervene. All such
motions or protests should be filed on or before the comment date, and, to the extent applicable,
must be served on the applicant and on any other person designed on the official service list.
This filing is available for review at the Commission or may be viewed on the Commission’s
website at www.ferc.gov, using the FERRIS link. Enter the docket number excluding the last
three digits in the docket number filed to access the document. For assistance, call (202) 502-
8222 or TTY, (202) 208-1659. Protests and interventions may be filed electronically via the
Internet in lieu of paper. See, 18 CFR 385.2001(a)(1)(ii1) and the instructions on the
Commission’s website under the “e-filing” link. The Commission strongly encourages electronic
filings.

Comment Date:

Magalie R. Salas
Secretary



CERTIFICATE OF SERVICE

I hereby certify that I have this day served the foregoing document upon each person that
has executed a Service Agreement under the NYISO’s Open Access Transmission Tariff or
Market Administration and Control Area Services Tariff, in accordance with the requirements of

Rule 2010 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. § 385.2010 (2002).

Dated at Washington, D.C. this 2nd day of June, 2003.

,/\f

e ST

Ted J. Murphy ‘
Hunton & Williams LLP
1900 K Street, N.W.
Washington, DC 20006-1109
(202) 955-1588




