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PRELIMINARY COMPLIANCE FILING AND
LIMITED REQUEST FOR CLARIFICATION OF THE
NEW YORK INDEPENDENT SYSTEM OPERATOR, INC.
Pursuant to Ordering Paragraph “B” of the Commission’s May 31, 2000 Order in this
proceeding (“May 31 Order”),* the New Y ork Independent System Operator, Inc. (“NY1S0”)
hereby submitsits prdiminary compliance filing describing its plans for implementing a permanent

solution to the problemsin its 10-minute reserve markets. The May 31 Order requiresthe NY1SO to

fileits proposed permanent solution no later than September 1, 2000, to be effective November 1,

! New York Independent System Operator, Inc., et. al., 91 FERC 1 61,218 (May 31, 2000)
(“May 31 Order”).



2000 (* September 1 Filing”). The September 1 Filing must also report to the Commission on severd
issues. The NYISO fully expects to make the September 1 deadline.
Indeed, asis noted in more detail below, the NY1SO’'s compliance efforts are dready well underway,
and the NY SO isworking closely with market participants to develop the necessary solutions.

In addition, pursuant to Rule 212 of the Commission’s Rules of Practice and Procedure” the
NY SO seeks clarification of one of the reporting requirements set forth in the May 31 Order. This
request for clarification is discussed below in Part V.

Findly, dthough the NY SO is separatdy filing a Request for Limited Rehearing and Stay of
the May 31 Order, therelief requested in that pleading would not ater the terms of the compliance plan
described herein.

I Procuring Reserves Located West of Central-East When the New York State
Transmission System Is Not Constrained

The May 31 Order directed the NY1SO to “develop procedures to maximize access to
western suppliers of 10 minute reserves.”® More specificaly, the NY1SO isrequired to address
“procuring reserves located west of the central east congtraint when the transmission system is not
constrained”* in its September 1 Fling.

In response to this directive, the NY1SO is sudying the frequency and extent of condraints at
Central-East and is determining the average and incremental amount of unused capacity a that interface

over time. Based on itsfindings, it should be possible for the NY1SO to implement software changes

2 18 C.F.R. § 385.212 (2000).
$ May 31 Order, slip op. a 14.
N May 31 Order, slip op. a 31.



that would lower the amount of reserves that must be procured from resources located east of Central-
East by an amount equa to the average unused capacity a Central-East. For example, if the NYISO
were to determine that the average unused capacity at Centrd-East is 200 MW, the amount of reserves
that would have to be procured from resources located east of Central-East would be reduced from
1200 MW to 1000 MW. The study will include an evaluation of the possible use of a*latent reserve’
mechanism to ensure that reliability in the east is not threstened when Central-East is congtrained in redl-
time. The overdl god of thisevduation will be to ensure that any available capacity on Centrd-East is
utilized in the mogt efficient manner possible.

The NY1SO expectsthat it will complete this study in August. Over the next several monthsiit
will ds0 seek input from the NY1SO’s Reserve Working Group (“RWG”), Operating Committee
(“OC”), Business Issues Committee (“BIC”) and Management Committee (*MC”) to ensure
stakeholder support of any improvements that will be undertaken based on the study’ sfindings. No
tariff revisonswill be required to implement any such improvement. The NY1SO will report on the
gatus of dl improvements, and provide a schedule describing its implementation of any necessary
software modifications (and related testing/debugging) in its September 1 Fling.

II. Setting Aside Transmission Capacity for Reserves Located West of Central-East
When It Leads to Lower Overall Costs

The May 31 Order required the NY 1SO’s September 1 Filing to address “ setting aside
transmission capacity for reserves located west of the central east congtraint when it leadsto lower

overd| costs.”® In connection with the study described above, the NY1SO is considering changes to its

° May 31 Order, slip op. a 28.



Security Constrained Dispatch (* SCD”) software that would ensure that western reserves which are
selected to run to help meet the 1200 MW eastern reserves requirement will be capable of being
activated in red-time® The development of this proposd will follow the same stakeholder review
process described in Part | above. In particular, no tariff change will be required to implement these
SCD software modifications, and a schedule for completing dl such modifications (and related
testing/debugging) will be included in the NY1SO's September 1 Filing.

The NYISO believes that a Security Congtrained Unit Commitment (“ SCUC”)” based solution,
in conjunction with SCD changes, would be more flexible than a SCD-only solution, but that it will be
difficult to complete, and properly test, the requisite SCUC modifications by November 1. Any SCD-
only solution that can be implemented by the deadline will be identified in the September 1 Fling. The
September 1 Fling will inform the Commission of whether the NY 1SO plans to pursue alonger term
SCUC-based option.

III.  Modifying the NYISO’s Software to Add the Blenheim-Gilboa Pumped Storage
Facility as a Supplier of Spinning and Non-Spinning Reserves

The May 31 Order dated that the NY1SO must modify its software in order to properly model
the Blenheim-Gilboa Pumped Storage Facility and permit it to bid in as a supplier of spinning and norn
pinning reserves® Thisimprovement is dready being implemented. In early June, the NY SO
completed modding changes that permit the Blenheim-Gilboa facility to be utilized as four separate

units. These four units may now bid separately into both the 10-minute spinning and/or non-pinning

e The SCD dgorithm allocates load to generation in the NY1SO' s Redl- Time market.
! The SCUC computer algorithm establishes the NY SO’ s Day-Ahead market.
8 May 31 Order, slip op. a 14, 31.



reserves markets when Blenheim-Gilboaisin its generating or “standstill” mode. TheNYISO s
currently implementing modeding and software changes to permit the four units to make separate bids
into the 10-minute pinning and non-pinning reserves markets when Blenheim-Gilboaisin “ pumping”
mode. These changes will be complete no later than September 1 and will be implemented before
September 1, if possible.

None of these changes require tariff revisons or further NY SO Committee or Commission
goprovas. The NYISO therefore expectsto bein full compliance with the May 31 Order’ s directive
regarding Blenheim-Gilboa on or before September 1. The NY SO will report to the Commission on
its compliance satus in its September 1 Fling.

IV.  Providing for Self-Supply Outside of the NYISO Market Structure

The May 31 Order directed the NY1SO to work with its market participants to devise aplan
that will “permit its cusomers to sdf-supply outside of the NY SO market.”® The NYI1SO is currently
working with interested market participants to evauate a proposed self-supply system that will comply
with this requirement. Consistent with the May 31 Order, any new self-supply rules will require
customers to “ salf-supply generation capacity that meets dl applicable [NY ISO] technical requirements,
including locationa requirements”*°
The NY1S0, in cooperation with the RWG, will completeits evauation of new salf-supply

proposas by early August. If aproposal isendorsed by the appropriate Committees (i.e., the MC,

BIC and/or OC, as appropriate), the NY1SO will work with the market participants to develop the

o May 31 Order, slip op. a 26, 31.
10 May 31 Order, slip op. @ 26.



tariff changes and additions needed to implement new salf-supply procedures. After securing the
requisite Committee and NY1SO Board of Directors (“Board”) approvals (which the NY1SO will seek
no later than mid-August), the NY 1SO will work with its market participants to finalize proposed sdif-
supply tariff revisons and submit them to the Commission for its review in the September 1 Filing. The
NY SO will propose a November 1, 2000 effective date. A schedule describing the implementation of
al software modifications (and related testing/debugging) required to implement the new sdf-supply
procedures will be included in the September 1 Filing.

V. Reviewing Existing Cost Recovery Arrangements for State-Wide Reliability Rules
with Locational Effects, and Request for Clarification

A. Request for Clarification

The May 31 Order instructed the NY ISO to review whether the cost-recovery arrangements
for state-wide reliability rulesthat have locationa effects should be revised.™ This requirement was
imposed in response to New Y ork State Electric & Gas Corporation’s (“NY SEG”) complaint in
Docket No. EL00-63-000.” NY SEG clamed that the NY1SO was violating its tariff by permitting
units satisfying “Loca Rdiability Rules’ to establish the state-wide market-clearing price for operating
reserves. Initsanswer, the NY1SO agreed that the tariff did not alow Locd Reliability Rulesto set the
market-clearing price, but explained thet the rule NY SEG had identified was a state-wide rdiability rule

with locationd effects, not aLocad Reiability Rule, and thus could lawfully establish the market-clearing

u May 31 Order, slip op. a 28.

. See NYSEG’s Complaint, Motion to Consolidate and Conditional Request for Expedited
Complaint Procedure, Docket No. EL00-63-000 (March 31, 2000).

1 Theterm “Loca Rdiability Rule’ is defined in Section 2.96 of the NYISO’'s Market
Adminigtration and Control Area Services Tariff (“1SO Services Taiff.”)



price* Neverthdess, the NY1SO committed to sudy whether the cost-recovery arrangements
associated with state-wide riability rules with locationa effects should be revised. The May 31 Order
determined that the NY SO’ s gpproach was reasonable, and directed it to report on itsfindings in the
September 1 Filing.

However, the “ Reporting Requirements’ section of the May 31 Order, which recites what must
be included in the September 1 Filing, directsthe NY1SO to provide areview of “the costs incurred to
meet locd reliability rules being paid by customersin those loca areas compared to al customers Sate-
wide.”* This section makes no reference to the requirement to conduct a sudy of the cost recovery
mechanisms associated with state-wide rdiability rulestha have locationd effects. Smilarly, the
preceding sections of the May 31 Order make no mention of aLocad Rdiability Rule sudy. Given the
May 31 Order’s earlier distinction between state-wide and Loca Redliability Rules, the NY1SO suspects
that its reference to astudy of Locad Redliability Rules, rather than state-wide rules, may have been
mistaken. The NY SO respectfully requests clarification of this aspect of the May 31 Order. The
NY SO has aready commenced a Sudy of its sate-wide rdiability rules,

B. Study of State-Wide Reliability Rules with Locational Effects

The NYI1SO anticipates that it will complete its sudy of the cost recovery arrangements
associated with state-wide rdiability rules that have locationa effects by August 15, 2000. One

example of such aruleisthe requirement that 1200 MW of 10-minute reserves be procured east of

“ See NY1SO's Answer to Complaint, Motion to Consolidate and Conditional Request for
Expedited Complaint Procedure, Docket No. EL00-63-000 (April 13, 2000).

1 May 31 Order, slip op. a 28.



Centra-East, and the related cost-recovery arrangement which requires loads located across New
Y ork state to pay the higher costs that result because of the operation of the rule.

The NY1SO is concurrently reviewing the operationd implications of possible changes, e.g., a
locationd pricing system, that it would proposeif it concludes that existing cost recovery arrangements
associated with state-wide reliability rules should be changed. The NY SO will conduct thisreview in
cooperaion with the RWG. It will dso discussits preliminary conclusons with the BIC and OC at their
scheduled August meetings, and will seek additiond input from market participants at that time. If there
IS a consensus concerning the actions that should be taken in response to the sudy and the BIC and OC
approve, the NY 1SO will submit a proposa for MC congideration. I1n the event that the MC and the
Board agree on a proposd, the NY1SO will submit it to FERC as expeditioudy as possible. If sucha
proposa cannot be filed until after September 1, the NY1SO will report on its progress and inform the
Commisson of itsfuture filing plansin the September 1 Filing. The September 1 Filing will dso include
a schedule describing the implementation of any required software modifications (and related
testing/debugging).

VI.  Ensuring that Reserve Shortages On Long Island Do Not Set Prices State-Wide

Inits complaint, NY SEG aleged that the current reserve markets design was flawed because
certain generating units on Long Idand are essentidly being used as must-run unit, that are unchecked
by mitigation and are dlowed to establish state-wide market-clearing prices® The May 31 Order
required the NY1SO to addressthisissue. The NYISO is currently working with market participants to

develop gppropriate tariff changes. The god of this effort is to develop safeguards that would remainin

10 See May 31 Order, slip op. a 27.



effect until such time asthe arriva of new generation on Long Idand diminates reserve shortages and
market power in Long Idand' s reserve markets. Thus, dthough the changes might remain in effect for
severd years, they would, over the longer term, serve as atrangtiond mechaniam.

The NY1SO intends to submit apolicy proposal on thisissue to the OC, BIC and MC in
August. Assuming that the requisite MC and Board approvas are obtained, the NY1SO will work with
its market participants to findize a project schedule and proposed tariff language to be submitted to the
Commission as quickly as possible. If such aproposal cannot be completed by September 1, the
NY1SO will include a schedule describing its filing plans, aswell as the implementation of any required
software modifications (and related testing/debugging) in the September 1 Fling.

VII. Other Measures

The May 31 Order encouraged the NY 1SO to “consder any other measures that would help
dleviate the market problems discussed in thisorder.”  Accordingly, in addition to implementing the
measures that the May 31 Order required it to take, the NY 1SO intends to Smultaneoudy evaluate
other improvements that the Reserve WG and other NY 1SO Committees may recommend. The

NY 1SO will report on any additionad improvements that it proposes to implement in its September 1

Ailing.



VIII. Conclusion
The NY IS0 respectfully suggests that the Commisson accept its preliminary compliance filing.

Respectfully submitted,
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CERTIFICATE OF SERVICE

| hereby certify that | have this day served the foregoing document upon each person designated
on the officid service list compiled by the Secretary in this proceeding in accordance with the
requirements of Rule 2010 of the Commission’s Rules of Practice and Procedure 18 C.F.R. § 2010
(1999).

Dated at Washington, D.C. this 30th day of June, 2000.

Ted J. Murphy

Hunton & Williams
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Washington, D.C. 20006-1109
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