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Dear NYISO Stakeholders:

On behalf of the New York Independent System Operator, I am pleased to present the NYISO’s 2005 

Annual Report. 

The NYISO is entrusted with maintaining the reliability of New York’s bulk power system and administering 

wholesale electricity markets that saw nearly $11 billion in transactions in 2005. This is an enormous 

responsibility, as the NYISO is part of an interconnected grid that encompasses some of the largest cities 

in Canada and the Northeastern U.S., including New York City. It’s a responsibility we take very seriously. 

In the Annual Report, we look back on 2005 – a year defi ned by transition and change – and we turn our 

attention to the future. After fi ve years of rapid growth, the NYISO has matured. The NYISO is no longer 

a start-up company and must now focus on fi ne-tuning its processes and controls to achieve quality, 

effi  ciency and sustainability.

Through the collaborative eff orts with our Board of Directors and stakeholders, the NYISO made signifi cant 

progress in 2005 to incorporate the Excellence in Execution strategic objective into our day-to-day 

operations. It led to the adoption of a new business philosophy based on the Lean Six Sigma process 

improvement methodology. As part of that initiative, we began to examine our business processes to 

identify opportunities for greater effi  ciency, and we set goals to improve the way we serve our customers. 

We also created a foundation for future success through an organizational restructuring.   

As we move forward, these new initiatives, along with our new organizational framework, will help us 

maintain our commitment to quality and provide discipline, accountability, integrity and teamwork in 

everything we do.  

At the core of all of our decisions and initiatives is our steadfast dedication to our mission: to maintain the 

reliability of New York’s bulk power system and ensure that our electricity markets are operated effi  ciently, 

fairly and in compliance with laws and tariff s.

The year 2005 was a year of change; very positive and productive change. It is clear we are positioning the 

NYISO for a bright future. I off er you my best wishes for a great 2006.

Sincerely,

Mark S. Lynch

President & CEO

N e w  Yo r k  I n d e p e n d e n t  S y s t e m  O p e r a t o r
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Board of Directors

Dear NYISO Stakeholders:

Over the past seven years, the New York Independent System Operator has enjoyed tremendous 

growth and success. It has been my privilege to be part of that success as a member of the Board of 

Directors.

The publishing of the 2005 Annual Report marks the end of my time with the NYISO. During my 

tenure, which has included serving the past three years as the Board Chairman, the NYISO has evolved 

from a start-up company – one focused on “Building the Energy Markets of Tomorrow … Today” – to a 

more mature business intent on achieving Excellence in Execution into the future.

I’ve been pleased to serve during this time of growth, and I have been impressed by what stakehold-

ers, staff  and my Board colleagues have accomplished, including such major initiatives as the launch 

of the energy markets in 1999 and the deployment of the SMD2 computer platform in 2005. Other 

milestone moments have included the preparation for Y2K computer compliance, the creation of the 

Comprehensive Reliability Planning Process and the recruitment of a talented and diverse workforce. 

These successes do not belong to one person; they belong to the collective NYISO organization. 

Future accomplishments will belong to those who continue to support the NYISO’s commitment to 

maintaining the reliability of the bulk power system and administering New York’s wholesale electricity 

markets. Leading you into the future is the NYISO’s new Chair, Karen Antion, who has served with me 

on the Board since 1998 and will be an outstanding leader of the NYISO.

In closing, I wish to thank my fellow Board members and staff  for making my NYISO experience a 

memorable one.

Sincerely, 

John W. Boston

Chairman

Board of Directors

A Message from John W. Boston
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T he people of the New York Independent System Operator are often compared with air 

traffi c controllers, and in many ways the analogy is apt. The NYISO manages New York’s 

transmission grid – the 10,775-mile network of high-voltage lines that carry electricity 

throughout the state – in much the same way that air traffi c controllers manage the 

nation’s air space. In both cases, the watchwords are independence, integrity, professionalism and 

technical expertise. The goals are reliability, safety and effi ciency. 

The similarities, however, are incomplete. Besides overseeing New York’s high-voltage grid, the 

NYISO also runs the state’s wholesale electricity marketplace. In effect, the NYISO is the electricity 

broker for New York’s power system. Again, independence, professionalism and technical expertise 

are the foundation. Fairness, reliability and effi ciency are the constant goals. 

The NYISO is a nonprofi t corporation that is regulated by the Federal Energy Regulatory Commission 

(FERC) and governed by a 10-member board of directors whose members come from a variety of 

backgrounds, including the power industry, environmental affairs, fi nance, academia, technology 

and communications. The members of the board are independent. None has a business, fi nancial, 

operating or other direct role in any stakeholder in the wholesale electricity marketplace in which 

the NYISO operates.

Under the board of directors are three committees on which representatives of the major stakeholders 

in the electric marketplace sit. Under this shared governance structure, the stakeholder members 

discuss, debate and vote on issues directly affecting NYISO’s operations, reliability and markets. The 

three committees are: Management, Operating and Business Issues. Votes on each committee are 

allocated among the fi ve major sectors of the marketplace: Transmission Owners, Generation 

Owners, Other Suppliers, End-Use Consumers and Public Power and Environmental Parties.

New York’s wholesale electricity markets are open to competition, primarily a result of measures 

taken in Washington and Albany during the 1990s. The decades-old system where utilities 

operated as regulated monopolies was brought to an end and replaced by a restructured, 

competition-driven market. 

To keep the new marketplace truly competitive, the NYISO treats every player in the system 

– electricity generators, transmission line owners, retail distributors, wholesale customers and 

energy traders – with complete fairness. The law of supply and demand – the keystone of an 

open market system – rules New York’s wholesale electricity marketplace.

The NYISO’s horizon is not limited to the state, however. America’s power system east of the 

Rocky Mountains, except for Texas, is interconnected; including parts of Canada. Using the latest 

in computer technology, the NYISO maintains constant communications with many Independent 

System Operators (ISOs), Regional Transmission Organizations (RTOs) and other electric control 

area operators to monitor both the fl ow of electricity and, equally as important, the fl ow of 

information about electric schedules and transactions. 

That’s a key reason why the power fl owed without interruption during the peak load periods in 

the summer of 2005 when New York set new records for electric demand.

The NYISO is also eyeing the future. As the nerve center of New York’s electricity system, it has 

launched a long-range planning process to:

Assess the state’s future energy needs – a step that was completed in 2005.

Evaluate proposals to meet predicted shortfalls.

Determine which of those proposals will meet the identifi ed needs. 

The watchwords throughout this planning process are fl exibility and collaboration. The goal is to 

keep the energy marketplace disciplined, competitive and effi cient, and to continue to provide a 

safe and reliable supply to satisfy the increasing energy needs of New York state consumers.

What is the New York Independent System Operator? It is the organization dedicated to keeping 

the lights on in New York, while administering effi cient and accurate wholesale electricity markets 

that provide appropriate incentives for investment. 

P O W E R I N G  N E W  Y O R KP O W E R I N G  N E W  Y O R K
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 A  H O T  T I M E  I N  N E W  Y O R K A  H O T  T I M E  I N  N E W  Y O R K

T he restructured energy system was put to its greatest test so far in 2005. Sustained 

high heat and humidity kept air conditioners humming from New England to the Rockies 

and from the Canadian border to Arkansas, as grid operators across the nation reported 

record levels of demand.

New York was no exception. Between 3 and 4 p.m. on July 19, the NYISO reported an hourly average 

peak load of 31,741 megawatts (MW), breaking the record of 30,982 MW set in 2001. 

The new record lasted just one week. On July 26, demand hit 31,841 MW between 3 and 4 p.m., 

then climbed to 32,075 MW between 4 and 5 p.m.

The summer set another kind of record: In the two-month period between June 13 and August 12, 

there were 15 days when the peak load climbed over 30,000 MW. 

To put this in perspective, in 1996 the peak load was 25,587 MW. 

The summer of ‘05 was a test of the NYISO’s personnel, equipment and wholesale markets, as well 

as its relationships with neighboring control areas. The people and systems came through, and New 

York’s lights and air conditioners stayed on without interruption. 

The NYISO was able to meet the challenges, thanks to improved communications and coordination, 

and improved levels of effi ciency in the existing generating and transmission equipment. 

Three factors made it possible:

The rigorous training of NYISO control room operators and their meticulous advance 

planning.

The new Standard Market Design (SMD2) hardware and software.

The outstanding performance of generation equipment owners, transmission owners, and 

participants in the NYISO’s advanced demand response programs.

SMD2’s hardware and software keep New York’s electricity marketplace running at peak effi ciency 

during high demand periods by allowing NYISO personnel to look further ahead in time and make 

more accurate pricing and dispatching decisions. SMD2 went on line on February 1, so it was up 

and running when it was needed most. In the fi rst 11 months under SMD2, the NYISO was able to 

reduce by $22 million the fees it pays to power plants to offset production costs.

Meeting the record-breaking demands of the summer of ’05 required more than advanced 

technology. Continual coordination with other control areas in the Northeast, Midwest and 

Southeast made it possible for the NYISO to exchange data about electricity generation and 

transmission on a constant, real-time basis. 

Some 2,700 MWs of electricity was available and committed to the NYISO market from out of 

state every day, another crucial factor in handling the summer’s demands. The imported energy 

came from suppliers eager to bid into New York’s competitive market, which helped reduce the 

upward pressure on prices.

The NYISO is prepared if electricity demand threatens to exceed supply. Agreements have been put 

in place with large energy consumers, such as major industrial fi rms, to start cutting consumption 

on two hours’ notice. Under these demand-response agreements, the NYISO pays the fi rms to 

take such measures as using on-site generators, cutting back on air conditioning, turning off 

lights and other load reduction methods. The cost of paying the fi rms is more than balanced out 

by the reduced demands for electricity and corresponding easing of pressure on prices.

The summer of ’05 was one for the record books, but the lights stayed on. That’s because the 

NYISO is constantly fi nding ways to make the electricity market more reliable, effi cient and cost-

effective.
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I N N O V A T I O N  &  T E C H N O L O G YI N N O V A T I O N  &  T E C H N O L O G Y

T  he NYISO is a national leader in innovation and technology. By constantly refi ning, 

updating and expanding its technology, it provided New York with the most sophisticated 

and comprehensive energy management system in the United States in 2005. 

Operating the state’s transmission grid and running its wholesale electricity market are 

never-ending challenges. NYISO operations must be up and running around the clock. The fl ow 

of electricity never ceases, so the 

information to manage it must be 

continuous and comprehensive 

so the NYISO can instantaneously 

respond to real-time conditions. 

The information is scrutinized and 

analyzed by the NYISO’s internal 

market monitors and externally 

by the more than 300 players in 

the energy marketplace, including 

suppliers, transmission owners, 

wholesale consumers and traders.

Underlying this technological 

sophistication are some basic 

principles. One is that electricity 

is an instantaneous product – it 

cannot be stored in large quantities 

like most other commodities. Rather, 

it must be generated constantly 

and consumed immediately. As a 

result, the NYISO is continuously 

administering the competitive 

wholesale energy market to enable 

the most economic combination of 

on-line and reserve power resources to meet the demands of a given day – and for the day 

after. The NYISO’s market design employs a unique co-optimization process, made possible by 

advanced operating systems that provide the real-time and day-ahead information necessary to 

select the most cost-effi cient resources while maintaining reliable service.

Running such a complex, multi-level system requires highly skilled operators, and the NYISO’s 

operators are among the best-trained personnel in the world. System operators are retrained 

every six weeks with everything from refresher courses to crisis drills.

The NYISO made great strides in innovation and technology in 2005. Among the highlights:

A new Standard Market Design (SMD2) computer platform was deployed on February 1. This 

software and hardware system is the most sophisticated available. It produces more and better 

data about the generation and transmission of electricity, providing a further look ahead in 

time and allowing for more informed, precise and economical dispatching decisions. 

An interactive, customer-friendly Data Warehouse was launched after extensive consultations 

with market participants. The system is designed to give customers immediate access 

to a wealth of data, with information about billing as the fi rst priority. The Data Warehouse 

has become so successful that many users have told the NYISO that they are turning the 

information they retrieve directly into their quarterly fi lings with the Federal Energy Regulatory 

Commission. 

A market information system, known as Enterprise Application Integration Technology, was 

installed to provide market participants with real-time data about both the grid and wholesale 

electricity markets.

A new billing and settlements system was being planned to better serve customers.

A NYISO Web site was launched on May 25, providing market participants, employees, 

regulators, legislators, the media and the general public with information about the NYISO that 

is more detailed and accessible.
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  A  $ 1 0  B I L L I O N  M A R K E T  A  $ 1 0  B I L L I O N  M A R K E T

T he wholesale electricity market that the NYISO manages can be compared to a commodity 

exchange with an enormous money fl ow. In 2005, the revenue was $10.7 billion, a 

$3 billion increase over 2004.

The hot summer of 2005 drove much of the increases in the volume of transactions. 

Most of the increase, however, was attributable to higher energy costs, especially for generators that 

relied on oil and natural gas supplies. The price of electricity, like other commodities, was sensitive 

to the soaring fuel costs of 2005. 

The test for the NYISO was its ability to operate successfully in this rapidly moving marketplace. 

Once again, the organization passed with fl ying colors. 

It’s convenient to describe the NYISO as the trusted steward of New York’s wholesale electricity 

market. But in fact, it’s not one market; there are 10 commodity based markets and three cost-

based products. 

The NYISO marketplace was created in 1999 as a result of state and federal actions calling for 

open access to the transmission system. The NYISO built an infrastructure that would operate the 

electricity markets and at the same time maintain power grid reliability. Today, the NYISO’s market 

design is considered state-of-the-art, encompassing interrelated products and markets that are 

proving to enhance reliability and provide a fair competitive environment for the trading of whole-

sale electricity.

Electricity is a unique commodity in that it cannot be easily or economically stored. As a result, the 

NYISO has developed markets that enable the positive forces of competition to support the reli-

ability needs of the high-voltage electricity system. One of those markets is the 10-minute spinning 

reserve market. Every hour of every day, the NYISO must maintain an 1,800 megawatt (MW) re-

serve of electricity to ensure that the lights stay on when the unexpected happens. If, for example, 

a high-voltage transmission line goes out of service or one of the state’s 300 power plants trips off 

line, NYISO dispatchers can tap the reserves and keep the power fl owing.

The NYISO operates three markets for these reserves, and power plant operators compete every 

day to provide this necessary service. 

Of the 1,800 MW of reserve, the NYISO is required to have 600 MW of generation synchronized 

to the power system – or “spinning” – and ready to increase production within 10 minutes. By 

bidding into the 10-minute spinning reserve market, generators agree to increase production by 

a certain number of megawatts within 10 minutes of being called upon.

The 10-minute spinning reserve market is one example of how competitive electricity markets 

help the NYISO maintain the reliable transmission of electricity across New York. 
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B U I L D I N G  T R U S TB U I L D I N G  T R U S T

T he New York wholesale electricity markets increased to $10.7 billion in 2005, and op-

erated with more than 300 participants, from suppliers to consumers to traders. In an 

arena this large with so many players, trust is an essential ingredient. The NYISO is dedi-

cated to building and maintaining trust in how it carries out its operations, in the infor-

mation it provides and in its role as the independent, impartial broker of the electric marketplace.

The NYISO took a number of important steps in 2005 to strengthen confi dence in all phases of its 

operations. New technology – most notably the installation of SMD2 – provides the most sophisti-

cated operating system of its kind in the nation and improved effi ciency, accuracy and dependability 

throughout the organization. 

In 2005, new systems and processes were put in place to improve the convergence and certainty 

of prices, and improve the accuracy of fi nal bills. The result was a reduction in price corrections and 

reservations, an improved cycle time to provide price corrections to market participants and greater 

communications with stakeholders. 

The NYISO strengthened its Excellence in Execution strategic initiative with an aggressive process-

improvement program known as Lean Six Sigma. Lean Six Sigma enables organizations to break 

down a multi-part process – billing, for example – into its component steps and analyze each to im-

prove effi ciency and to eliminate delays, duplication and other ineffi ciencies. Lean Six Sigma is used 

by many of the country’s top businesses to achieve near perfection in business performance. 

A major concern for market participants is not only the accuracy, but also the timeliness of NYISO 

information. Before SMD2, real time price signals – the data that market participants use to make 

short-term decisions – were available with only a fi ve-minute lead-time. SMD2 looks an hour ahead 

when making dispatch decisions and publishes these forecast prices. This results in a more effi cient 

use of resources and improved transparency for market participants. 

Large energy consumers, such as industrial companies, can now see where electricity prices are 

headed on a hot summer day and adjust production schedules to avoid the highest cost hours. Con-

versely, they can forecast when prices will drop to take advantage of cheaper power. Increasing trust 

in the NYISO’s price signals creates a win-win situation for market participants. 

Billing remains a prime concern for many participants, and the NYISO took action in 2005 to 

increase the promptness and accuracy of its billing process. The historic backlog of fi nal bill 

close-outs was sharply reduced during 2005 and is expected to be completely eliminated by mid-

2006. 

The NYISO took major steps in 2005 to increase  the value of the services it provides to market 

participants. The monitoring of internal business practices was strengthened, as was external 

monitoring for fraud and gaming of the system. An April survey led to the creation of the Customer 

Care Plan, which includes increased on-site visits to market participants to discuss individual 

problems and solicit suggestions. 

In 2005, the NYISO rededicated itself to fundamental improvements in its response to stakehold-

ers’ needs.
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 A  P L A N  W I T H  A  P U R P O S E A  P L A N  W I T H  A  P U R P O S E

T he NYISO reached a major milestone in its Comprehensive Reliability Planning Process 

(CRPP) in December 2005 with the release of New York’s fi rst Reliability Needs 

Assessment (RNA) — a detailed analysis of the state’s capacity to reliably generate and 

transmit electricity over a 10-year horizon, from now through 2015. 

Calling it “a blueprint for identifying future needs,” President and CEO Mark S. Lynch said: “The RNA 

helps everyone, including regulators, market participants, lawmakers, investors and the public, to 

understand what it will take for New York to provide a reliable electric system in the future.”

The RNA report is the fi rst in a three-step process. Based on the RNA fi ndings, the NYISO has asked 

market participants to submit proposals for meeting New York’s future generation and transmission 

needs. The NYISO then has the responsibility to evaluate those proposals to determine whether they 

will meet the needs that it has identifi ed. Step three will be to turn the proposals into a long-range 

plan to meet New York’s future power needs — the Comprehensive Reliability Plan. 

In all of this, the NYISO is guided by two fundamental principles:

Transparency and Collaboration — All New York stakeholders are part of the development and 
implementation of the CRPP. All sectors of market participants are being asked to provide 
proposals to meet future reliability needs; while market-based proposals are preferred, 
transmission owners have agreed to provide regulated backstop solutions so that reliability 
will be maintained. 

Flexibility — The CRPP is open to all resources to meet future power needs, including the 
expansion of New York’s generating capacity, transmission system reinforcements, reducing 
large-scale usage of electricity through incentive-based demand-side management programs 

or a combination of all three.

The information accumulated in the 2005 Reliability Needs Assessment is the starting point for 

safeguarding New York’s energy future. Among the key fi ndings:

Beginning in 2008, the Lower Hudson Valley and Southeastern New York will need the 

equivalent of 500 megawatts of additional capacity, due to increasing demand and the 

scheduled retirement of several generating units.

Assuming this 500 MW shortfall is covered, the Hudson Valley, New York City and Long 
Island will still face a gap of 1,250 MW by the end of 2010 and 2,250 MW by 2015 (the end 
of the planning period).

Demand for electricity – known as load growth – increases on average by 1.6 percent a year 
in Southeastern New York and by 1.2 percent statewide.

Several major projects with a total generating capacity of more than 1,660 MW were in 
construction at the end of 2005. This new power may be offset, however, by the retirement 
of existing plants and expected annual increases in demand.

As the NYISO develops its fi rst Comprehensive Reliability Plan, scheduled for completion in mid-

2006, it will strive for market-driven solutions – especially the investment of private money in the 

state’s power grid – while recognizing that some regulated solutions may also be necessary.

The Reliability Needs Assessment will be updated annually. For a copy of the current report, 

please visit www.nyiso.com. 
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I certify that:

I have reviewed this report of the New York Independent System Operator, Inc. (“NYISO”) for the year ended Decem-

ber 31, 2005;

Based on my knowledge, this report does not contain any untrue statements of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements 

were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the fi nancial statements, and other fi nancial information included in this report, fairly pres-

ent in all material respects the fi nancial condition, results of operations and cash fl ows of the NYISO as of, and for, 

the periods presented in this report;

The NYISO’s other certifying offi  cer and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defi ned in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over fi nancial reporting 

(as defi ned in Exchange Act Rules 13a-15(f ) and 15d-(f )) for NYISO and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the NYISO is made known to us by others within 

the NYISO, particularly during the period in which this report is being prepared;

Designed such internal control over fi nancial reporting, or caused such internal control over fi nancial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of fi nancial reporting and 

the preparation of fi nancial statements for external purposes in accordance with generally accepted accounting prin-

ciples;

Evaluated the eff ectiveness of the NYISO’s disclosure controls and procedures and presented in this report our conclu-

sions about the eff ectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 

based on such evaluation; and

Disclosed in this report any change in the NYISO’s internal control over fi nancial reporting that occurred during the 

NYISO’s most recent fi scal quarter that has materially aff ected, or is reasonably likely to materially aff ect, the NYISO’s 

internal control over fi nancial reporting; and

The NYISO’s other certifying offi  cer and I have disclosed, based on our most recent evaluation of internal control 

over fi nancial reporting, to the NYISO’s auditors and the audit committee of NYISO’s board of directors (or persons 

performing the equivalent functions):

All signifi cant defi ciencies and material weaknesses in the design or operation of internal control over fi nancial report-

ing which are reasonably likely to adversely aff ect the NYISO’s ability to record, process, summarize and report fi nancial 

information; and

Any fraud, whether or not material, that involves management or other employees who have a signifi cant role in the 

NYISO’s internal control over fi nancial reporting.

Date: March 31, 2006

Mark S. Lynch       

President & Chief Executive Offi  cer

1.

2.

3.

4.

a.

b.

c.

d.

5.

a.

b.

I certify that:

I have reviewed this report of the New York Independent System Operator, Inc. (“NYISO”) for the year ended Decem-

ber 31, 2005;

Based on my knowledge, this report does not contain any untrue statements of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements 

were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the fi nancial statements, and other fi nancial information included in this report, fairly pres-

ent in all material respects the fi nancial condition, results of operations and cash fl ows of the NYISO as of, and for, 

the periods presented in this report;

The NYISO’s other certifying offi  cer and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defi ned in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over fi nancial reporting 

(as defi ned in Exchange Act Rules 13a-15(f ) and 15d-(f )) for NYISO and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the NYISO is made known to us by others within 

the NYISO, particularly during the period in which this report is being prepared;

Designed such internal control over fi nancial reporting, or caused such internal control over fi nancial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of fi nancial reporting and 

the preparation of fi nancial statements for external purposes in accordance with generally accepted accounting prin-

ciples;

Evaluated the eff ectiveness of the NYISO’s disclosure controls and procedures and presented in this report our conclu-

sions about the eff ectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 

based on such evaluation; and

Disclosed in this report any change in the NYISO’s internal control over fi nancial reporting that occurred during the 

NYISO’s most recent fi scal quarter that has materially aff ected, or is reasonably likely to materially aff ect, the NYISO’s 

internal control over fi nancial reporting; and

The NYISO’s other certifying offi  cer and I have disclosed, based on our most recent evaluation of internal control 

over fi nancial reporting, to the NYISO’s auditors and the audit committee of NYISO’s board of directors (or persons 

performing the equivalent functions):

All signifi cant defi ciencies and material weaknesses in the design or operation of internal control over fi nancial report-

ing which are reasonably likely to adversely aff ect the NYISO’s ability to record, process, summarize and report fi nancial 

information; and

Any fraud, whether or not material, that involves management or other employees who have a signifi cant role in the 

NYISO’s internal control over fi nancial reporting.

Date: March 31, 2006

Charles N. Garber

Vice President & Chief Financial Offi  cer

1.

2.

3.

4.

a.

b.

c.

d.

5.

a.

b.
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     2005 2004
ASSETS

CURRENT ASSETS: 
Cash and cash equivalents   $          58,180,363     $          30,630,452  

 Restricted cash   252,878,234     193,275,340  

   Accounts receivable, net (Note 2)   12,454,894     15,130,434  

   Prepaid expenses   4,971,429     5,640,669  

   Regulatory assets - current portion (Note 3)   -          672,865  

   Other current assets                   361,402                    217,173  

   
  Total current assets      328,846,322       245,566,933

NONCURRENT ASSETS:  
   Regulatory assets (Note 3)   12,240,143     17,007,859  

   Property and equipment, net (Note 4)   76,137,208     83,974,918 

   Other noncurrent assets (Note 1)             15,325,329                  3,074,645

         Total noncurrent assets    103,702,680         104,057,422

TOTAL    $ 432,549,002     $ 349,624,355  

LIABILITIES

CURRENT LIABILITIES:
   Accounts payable and accrued expenses   $          15,535,507     $          14,992,304 

   Market participant prepayments   86,975,384     19,078,241  

 Market participant security deposits   161,190,024     172,842,650  

   Long-term debt - current portion (Note 6)   26,780,525     22,250,000  

  Working capital reserve (Note 10)   49,700,136     46,908,875  

   Deferred revenue (Note 11)   5,084,117     1,708,203  

   Regulatory liabilities - current portion (Note 12)   17,514,159     2,057,582 

   Other current liabilities                  595,834                    545,709  

   
        Total current liabilities    363,375,686       280,383,564

NONCURRENT LIABILITIES:   
   Accrued pension liability (Note 8)   2,168,365     530,675  

   Accrued postretirement liability (Note 8)   3,425,271     2,724,583  

   Regulatory liabilities (Note 12)   1,279,459     7,557,893  

   Other noncurrent liabilities (Note 8)   1,545,550     1,469,307 

   Long-term debt (Note 6)             60,754,671     56,958,333

   
     Total noncurrent liabilities         69,173,316     69,240,791 
  
COMMITMENTS AND CONTINGENCIES (Note 13)             
  
TOTAL    $ 432,549,002     $ 349,624,355
  
See notes to fi nancial statements.

STATEMENTS OF FINANCIAL POSITION
AS OF DECEMBER 31, 2005 AND 2004

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of 

New York Independent System Operator, Inc.

We have audited the accompanying statements of fi nancial position of New York Independent System Operator, Inc. 

(“NYISO”) as of December 31, 2005 and 2004, and the related statements of activities and cash fl ows for the years then 

ended. These fi nancial statements are the responsibility of NYISO’s management. Our responsibility is to express an 

opinion on these fi nancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the fi nancial 

statements are free of material misstatement. An audit includes consideration of internal control over fi nancial reporting 

as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing 

an opinion on the eff ectiveness of the Company’s internal control over fi nancial reporting. Accordingly, we express no 

such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 

fi nancial statements. An audit also includes assessing the accounting principles used and signifi cant estimates made 

by management, as well as evaluating the overall fi nancial statement presentation. We believe that our audits provide a 

reasonable basis for our opinion. 

In our opinion, such fi nancial statements present fairly, in all material respects, the fi nancial position of NYISO as of 

December 31, 2005 and 2004, and the results of its operations and its cash fl ows for the years then ended in conformity 

with accounting principles generally accepted in the United States of America.

New York, New York

March 31, 2006   
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   2005 2004  
    
      
  
REVENUES:    
 Rate Schedule 1 tariff  charge   $       144,882,248     $       135,620,291    

 Interest income    2,121,390     254,473    

 Lease income (Note 9)   1,215,882     -         

 Fees and services                 951,341     786,831    
    
      Total revenues   149,170,861     136,661,595    
    
      
  
OPERATING EXPENSES:    
 Compensation and related benefi ts (Note 8)   45,693,068     37,735,650    

 Depreciation and amortization   35,856,529     24,375,869    

 Professional fees and consultants   26,327,352     26,999,485    

 Rent, equipment leases and other facility costs   17,476,454     15,680,042    

 Federal Energy Regulatory Commission fees   8,893,682     5,311,674    

 Telecommunications   4,642,278     4,525,625    

 Administrative and other expenses   2,981,482     4,477,103    

 Training, travel and meeting expenses   2,459,472     2,635,422    

 Northeast Power Coordinating Council fees   1,689,802     1,506,734    

 Amortization of regulatory transition asset                               -          10,988,489    
   
      Total operating expenses     146,020,119     134,236,093    
    
     
INTEREST EXPENSE—Net   $         3,150,742     $         2,425,502    
      
  
NET RESULTS OF ACTIVITIES $                             -                $                             -         
    
      
  
      
  

See notes to fi nancial statements.    
    

STATEMENTS OF ACTIVITIES  

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2005 AND 2004

    2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:

Net results of activities   $                        -          $                      -        

 Adjustments to reconcile net results of activities to   

  net cash provided by operating activities:   

  Depreciation and amortization 35,856,530 24,375,869 

  Amortization of regulatory transition asset   -          10,988,489   

  Loss on disposal of fi xed asset   45,917     47,874   

  Change in operating assets and liabilities:   

   Decrease (increase) in accounts receivable and prepaid expenses   3,344,779     (543,257)  

   Decrease (increase) in regulatory assets   5,440,582     (17,680,725)  

   (Increase) in other assets   (12,394,913)    (606,103)  

   (Decrease) increase in accounts payable and accrued expenses   (692,821)    2,851,137   

   Increase in market participant prepayments   67,897,143     3,115,711   

   (Decrease) in market participant security deposits   (11,652,627)    (14,510,430)  

   Increase (decrease) in working capital reserve   2,791,261     (1,877,020)  

   Increase (decrease) in deferred revenue and other liabilities        15,018,804     (11,896,463)  
     
    Net cash provided by (used in) operating activities    105,654,655     (5,734,918)  
     
CASH FLOWS FROM INVESTING ACTIVITIES:  

(Increase) decrease in restricted cash   (59,602,894)    10,753,351   

 Acquisition of property and equipment (including capitalized interest)       (26,828,713)    (43,475,593)  

     
   Net cash used in investing activities    (86,431,607)    (32,722,242)  
     
CASH FLOWS FROM FINANCING ACTIVITIES:  

Proceeds from mortgage   14,708,750     -        

 Proceeds from 2004 - 2006 budget facility loan   18,000,000     42,000,000   

 Repayment of term credit loan   -          (12,656,961)  

 Repayment of mortgage   (2,131,887)    -        

 Repayment of 2004 - 2006 budget facility loan   (10,500,000)    -        

 Repayment of 2003 budget facility loan   (11,750,000)    (9,791,667)  

 Repayment of equipment term notes                           -          (5,833,333)  

          Net cash provided by fi nancing activities         8,326,863     13,718,039   
     
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS   27,549,911     (24,739,121)  
    
CASH AND CASH EQUIVALENTS—Beginning of year        30,630,452     55,369,573   
    
CASH AND CASH EQUIVALENTS—End of year   $     58,180,363     $    30,630,452   
   
SUPPLEMENTAL DISCLOSURE OF CASH FLOW   
  INFORMATION—Cash paid during the year for interest   $       3,534,937     $     1,914,949   
     
NONCASH INVESTING ACTIVITIES:  

Property and equipment additions which were accrued but not paid   $       2,024,733 $        788,709

 Property and equipment additions previously accrued which were paid   $           788,709 $     5,459,300  

See notes to fi nancial statements.   
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NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2005 AND 2004

1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business Description — The New York Independent System Operator, Inc. (“NYISO”) was formed in April 1997 and com-

menced operations on December 1, 1999. NYISO is incorporated in the State of New York as a not-for-profi t organization. 

NYISO assumed the responsibilities of its predecessor, the New York Power Pool (“NYPP”), which had coordinated the 

reliability of New York State’s electric power grid for more than 30 years. Formed as a result of Federal Energy Regulatory 

Commission (“FERC”) policies, NYISO monitors a network of more than 10,775 miles of high-voltage transmission lines 

and serves approximately 300 market participants.

NYISO’s principal objectives are to ensure the reliable, safe and effi  cient operation of the New York State transmission 

system and to administer an open, competitive and nondiscriminatory wholesale market for electricity in New York State. 

NYISO facilitates fair and open competition in the wholesale power market and creates an electricity commodity market 

in which power is purchased and sold on the basis of competitive bidding. NYISO utilizes a bid process for electricity and 

transmission usage, which enables New York State’s utilities and other market participants, to off er electricity at competi-

tive prices, rather than regulated rates. Billing invoices are issued to each market participant by NYISO each month to 

settle transactions occurring in the previous month.

NYISO is governed by an independent board of directors, as well as a committee structure consisting of market partici-

pant representatives. In addition to FERC oversight, NYISO is also subject to regulation in certain aspects by the New York 

State Department of Public Service.

Basis of Accounting — The accompanying fi nancial statements have been prepared on an accrual basis of accounting 

in accordance with accounting principles generally accepted in the United States of America.

Regulation — NYISO’s fi nancial statements are prepared in accordance with generally accepted accounting principles 

for rate-regulated entities. Statement of Financial Accounting Standards (“SFAS”) No. 71, Accounting for the Eff ects of Cer-

tain Types of Regulation, requires an entity that is rate regulated on a cost-of-service basis, to recognize regulatory assets 

and liabilities for amounts, which would otherwise be included in earnings, when authorized to do so.

Revenue Recognition — Monthly settlements of market participants’ energy transactions are not refl ected in NYISO’s 

Statements of Activities since they do not represent revenues or expenses of NYISO as NYISO merely acts as an interme-

diary in the settlement process. In this role, NYISO receives and disburses funds to/from market participants in the month 

following the month transactions occurred. See Note 14 for an unaudited summary of transactional volumes occurring 

in 2005 and 2004.

NYISO’s two FERC-approved tariff s, the Open Access Transmission Tariff  (“OATT”) and the Market Administration and Con-

trol Area Services Tariff  (“Services Tariff ”), allow recovery of NYISO’s capital requirements and operating expenses through 

a surcharge assessed to market participants. The revenue from this surcharge, Rate Schedule 1, is earned when energy is 

scheduled and dispatched. Market participants are then billed for such charges in the subsequent month.

NYISO’s Rate Schedule 1 includes a timing mechanism that eff ectively meets the requirements of an alternative revenue 

program set forth in Financial Accounting Standards Board’s Emerging Issues Task Force Issue No. 92-7, Accounting by 

Rate Regulated Utilities for the Eff ects of Certain Alternative Revenue Programs.  Accordingly, revenue is recognized for net 

fi nancing obligations and capital costs incurred during the reporting period based on the revenue requirement formula 

in the tariff s. NYISO has recorded an Other Noncurrent Asset of $11,397,988 in the accompanying 2005 Statement of 

Financial Position in connection with this rate-making recovery mechanism.

Cash and Cash Equivalents — NYISO considers short-term marketable securities with original maturities of three 

months or less to be cash equivalents. The cash equivalents at December 31, 2005 and 2004 were held in money market 

accounts invested primarily in short term United States government obligations. NYISO’s cash and cash equivalents 

consist primarily of funds accumulated for the working capital reserve, amounts due to market participants for overcol-

lections on the voltage market, amounts for funding employee benefi t plans, and for general operating purposes.

Restricted Cash — Restricted cash consists primarily of market participant security deposits held in escrow accounts, 

amounts prepaid by market participants in advance of settlements billing dates, and amounts retained by NYISO pursu-

ant to setoff  agreements. 

Other Assets — Other assets consist primarily of timing diff erences on certain rate making recoveries, the intangible 

asset related to NYISO’s pension plan, the fair value of securities held by the Trust Share Option Agreement, the fair value 

of interest rate cap and swap agreements, and other deferred charges.

Property and Equipment — Property and equipment are recorded at cost. NYISO capitalizes property and equipment 

additions in excess of $5,000 with a useful life greater than one year. Depreciation is computed on the straight-line 

method over the assets’ estimated useful lives of three to fi ve years, except for building and building improvements, 

which are depreciated on a straight-line basis over twenty years. When assets are retired or otherwise disposed of, the 

cost and related depreciation are removed, and any resulting gain or loss is refl ected in expense for the period. Repairs 

and maintenance costs are charged to expense when incurred. 

In accordance with Statement of Position 98-1, Accounting for Costs of Computer Software Developed or Obtained for In-

ternal Use, labor, overhead, interest, consulting and related costs incurred to acquire and develop computer software for 

internal use are capitalized and amortized using the straight-line method over three years. Costs incurred prior to the de-

termination of feasibility of developed software and following the in-service date of developed software, are expensed.

Long-lived assets are recorded at cost, and are reviewed for impairment whenever events or changes in circumstances 

indicate that the carrying amounts of the assets may not be recoverable. Management is not aware of any events or 

changes in circumstances that would necessitate a review of any long-lived assets as of the years ended December 31, 

2005 and 2004.

Working Capital Reserve — In order to maintain the liquidity and stability of NYISO’s markets, NYISO has accumulated 

a working capital fund through amounts charged to market participants under Rate Schedule 1. Any additional working 

capital needs would be billed to market participants in future Rate Schedule 1 charges. Market participants are entitled 

to interest on their principal contributions to the working capital reserve. Each market participant is allocated interest 

based on the respective ratio share of each market participant’s principal contributions to the total working capital fund. 

Accumulated interest on the working capital fund is distributed annually to market participants.

Market Participant Prepayments — Amounts received from certain market participants who do not provide an alter-

nate form of fi nancial assurance and must prepay their obligations to NYISO in advance of settlements billing dates, and 

amounts retained by NYISO pursuant to setoff  agreements with bankrupt market participants are recorded as market 

participant prepayments. 

Deferred Revenue — Advance payments from developers for interconnection studies, security deposits and advance 

rental billings from a tenant leasing offi  ce space from NYISO are refl ected as deferred revenue.

Fees for participation in NYISO’s governance process are billed to market participants in advance of the year for which 

they apply and are amortized over the related governance period. All such unamortized amounts are included in de-

ferred revenue.

Income Taxes — NYISO is not subject to income taxes because it is operating as a corporation described in Section 

501(c)(3) of the Internal Revenue Code, exempt under Section 501(a) of the Internal Revenue Code. NYISO is also exempt 

from paying New York State income tax or sales tax.

Fair Value of Financial Instruments — The carrying amounts of current assets and liabilities, and long-term debt ap-

proximate their fair values. See additional details in Note 7.

Concentration of Credit Risk — Financial instruments that subject NYISO to credit risk consist primarily of accounts 

receivable billings and Rate Schedule 1 revenue due from market participants. As provided in the OATT and Services 

Tariff , NYISO reviews the creditworthiness of market participants, who are required to either maintain certain fi nancial 

statement criteria and/or approved credit ratings, to post specifi ed fi nancial security in an amount suffi  cient to cover 

their outstanding liability to NYISO, or to prepay their obligations in advance of settlement billing dates. 
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NYISO’s tariff s establish specifi c periods for the adjustment of settlement invoices as originally billed and for challenges 

to amounts billed for a particular service month. Subsequent invoices issued during the settlement adjustment period 

“true up” amounts previously billed. After all true-up invoices are issued during the settlement adjustment period, market 

participants may challenge the amounts billed for a particular service month. If NYISO agrees with the provisions of the 

challenge, a fi nal invoice is issued for that service month. As a result, NYISO is exposed to credit risk until all settlement 

adjustment and fi nal invoices for each service month are fi nalized and liquidated. However, Rate Schedule 1 of the OATT 

allows NYISO to recover bad debt losses from remaining market participants in future billings.

For original invoices issued prior to October 2002, settlement invoices may be adjusted up to two years after the date 

of original issuance, and these invoices may be challenged for an additional one year after the issuance of all settlement 

adjustment invoices. Eff ective with the October 2002 settlement invoice, these periods were shortened to one year for 

adjustments and four months for invoice challenges. 

Use of Estimates — Accounting principles generally accepted in the United States of America require management 

to make estimates and assumptions that aff ect reported amounts of assets and liabilities and disclosure of contingent 

assets and liabilities at the date of the fi nancial statements, and the reported amounts of revenues and expenses during 

the reporting period. Actual results could diff er from those estimates.

Reclassifi cations — Certain reclassifi cations of prior period data have been made to conform with the current year 

presentation. NYISO accrued in accounts payable and accrued expenses amounts related to capital purchases incurred 

but not yet paid. In prior periods, amounts accrued but not yet paid were classifi ed in the Statement of Cash Flows as 

cash fl ows from investing activities and the corresponding change in the related accounts payable as cash fl ows from 

operating activities. In 2005, NYISO revised its accounting policy to exclude accrued capital purchases from cash fl ows 

from investing and operating activities. Accrued capital purchases were $2,024,733 and $788,709 at December 31, 2005 

and 2004, respectively. NYISO revised its 2004 Statement of Cash Flows to conform to this change. As a result, cash fl ows 

provided by operating activities and cash fl ows used in investing activities increased by $4,670,591. NYISO has also 

reclassifi ed certain amounts previously reported as restricted cash to cash in the accompanying Statement of Financial 

Position at December 31, 2004, and the Statement of Cash Flows for the period then ended. This reclassifi cation did not 

have an impact on total current assets.

Derivative Financial Instruments — NYISO records derivative fi nancial instruments in accordance with SFAS No. 133, Ac-

counting for Derivative Instruments and Hedging Activities (“SFAS No. 133”). SFAS No. 133 requires that all derivative fi nancial 

instruments be recognized as either assets or liabilities, measured at fair value. The accounting for changes in fair value of 

derivatives (i.e. gains and losses) depends on the intended use of the derivative and the corresponding designation. The 

fair values of NYISO’s derivative instruments are quoted by external sources. The changes in the fair value of these deriva-

tives qualify as cash fl ow hedges and are recorded as interest expense. Due to NYISO’s regulated rates, the off set to the 

changes in fair value of these derivatives is recorded as other assets. See additional details in Note 7. 

2.  ACCOUNTS RECEIVABLE

NYISO’s accounts receivable at December 31, 2005 and 2004 consisted of the following:

2005 2004

Billed:

  Past due settlement invoices   $     9,042,114    $  12,669,299  

  Miscellaneous billed receivables   130,822    137,575  

  Reserve for doubtful accounts—past due settlement invoices    (8,964,782)   (11,410,191) 

         208,154    1,396,683  

Unbilled:

Operating expenses for December   11,839,170    10,779,613  

Bad debt losses recoverable from market participants   356,997    42,800  

Miscellaneous unbilled receivables   41,067    80,000  

Replenishments of working capital reserve                9,506          2,831,338  

     12,246,740            13,733,751  

Total   $ 12,454,894    $ 15,130,434

   

Rate Schedule 1 of the OATT allows NYISO to recover bad debt losses from market participants and provides guidance 

on the provisions of such recoveries. NYISO’s reserve for doubtful accounts at December 31, 2005 and 2004 results 

primarily from past due settlement invoices related to two subsidiaries of Enron Corporation. The bad debt losses were 

recovered from market participants in accordance with the OATT and any amounts recovered from the Enron bank-

ruptcy proceedings are refundable to these market participants. During 2005, NYISO recovered $2,759,606 from claims 

entered in the Enron bankruptcy process. This recovery amount will be refunded to market participants in 2006 and is 

refl ected as a current Regulatory Liability on the 2005 Statement of Financial Position. Additional recoveries, which can-

not yet be quantifi ed, are expected and will also be refunded to market participants. As of December 31, 2005 and 2004, 

NYISO recorded unbilled receivables of $356,997 and $42,800, respectively, to refl ect amounts yet to be recovered from 

remaining market participants in connection with other bad debt losses. 

NYISO recovers its operating expenses via Rate Schedule 1 in the month following the month of service. Therefore, the 

unbilled operating expenses for December are billed and recovered in January of the subsequent year.

Unbilled replenishments of working capital reserve relate to amounts recoverable from market participants via future 

Rate Schedule 1 charges to recover amounts temporarily utilized by NYISO out of the working capital reserve. 

3.  REGULATORY TRANSITION ASSET AND REGULATORY ASSETS

NYISO’s regulatory transition asset represents costs incurred and paid by the member companies of the NYPP to prepare 

NYISO for initial operations. In accordance with NYISO’s tariff s, such costs were recovered from market participants 

through Rate Schedule 1 over a fi ve-year period ended December 31, 2004 and were amortized over such same period.

At December 31, 2004, the regulatory transition asset was comprised of:

2004

Computer and software development $  24,363,819  

Administrative and organizational development 29,356,643

Power control center building and land       1,221,982

54,942,444  

Accumulated amortization   (54,942,444)

Regulatory transition asset—net $                    - 
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At December 31, 2005 and 2004, regulatory assets were comprised of:

2005 2004

Replenishment of working capital reserve   $    12,240,143 $ 17,007,859  

Voltage support service (reactive power) market                         -         672,865

Total   12,240,143    17,680,724  

Less: current portion                        -       (672,865)

Long-term portion   $    12,240,143  $  17,007,859

During 2004, NYISO entered into a settlement agreement with its market participants to resolve a billing issue in NYISO’s 

Transmission Congestion Contracts market. As of December 31, 2005 and 2004, respectively, NYISO’s working capital 

fund has been temporarily depleted by $12,240,143 and $17,007,859, respectively, as a result of this settlement. NYISO 

is replenishing this temporary draw on the working capital reserve via a FERC-approved surcharge assessed to certain 

future transmission congestion contracts. The timing of the replenishments via this surcharge is dependent upon the 

amount and timing of activity in the transmission congestion contracts market. Remaining future replenishments are 

refl ected as regulatory assets due from market participants. 

In order to maintain acceptable transmission voltages on the New York State transmission system, certain market 

participants within the New York Control Area produce or absorb voltage support service (reactive power). Payments to 

market participants supplying voltage support service and recoveries from other market participants are assessed via 

Rate Schedule 2 of the OATT and Services Tariff . Diff erences between the timing of recoveries and payments for volt-

age support service that result in undercollections are refl ected as regulatory assets. At December 31, 2005 and 2004, 

respectively, NYISO recognized a regulatory liability of $3,679,480 (see Note 12) and a regulatory asset of $672,865 related 

to such timing diff erences.

4.  PROPERTY AND EQUIPMENT

Property and equipment includes interest of $82,735 and $292,451 capitalized during 2005 and 2004, respectively. As of 

December 31, property and equipment consisted of the following:

2005 2004

Software developed for internal use    $  67,971,366 $   23,211,744

Computer hardware and software     64,068,880 61,280,053

Building, building improvements and leasehold improvements  21,355,624   6,201,420

Machinery and equipment     3,655,452 2,430,011

Furniture and fi xtures     2,630,143 2,246,494

Land and land improvements          2,007,904 -

Work in progress       4,497,723     45,002,844

166,187,092    140,372,566  

Accumulated depreciation and amortization    (90,049,884)   (56,397,648)

Property and equipment—net     $    76,137,208 $   83,974,918

5.  SHORT-TERM DEBT 

At December 31, 2004, NYISO had a $50 million Revolving Credit Facility that was due to expire on October 26, 2005. On 

July 21, 2005, NYISO replaced the existing Revolving Credit Facility with a new $50 million Revolving Credit Facility that 

expires on July 21, 2010. The proceeds from this facility are to be used for working capital purposes. Interest on bor-

rowings under this agreement is based on NYISO’s option of varying rates of interest tied to either the prime rate or the 

London Interbank Off er Rate (“LIBOR”). At December 31, 2005 and 2004, respectively, there were no amounts outstand-

ing on the Revolving Credit Facility.

6.  LONG-TERM DEBT

On September 8, 2000, NYISO borrowed $48.5 million under a Term Credit Loan to reimburse NYPP member companies 

for their investment in the transition of the NYPP to the NYISO, and for the purchase of certain NYPP assets. Principal and 

interest payments were due monthly until December 2004, when the Term Credit Loan was fully repaid. Under this facil-

ity, interest was variable based on the 30-day LIBOR plus 125 basis points. However, in January 2001, NYISO entered into 

an interest rate swap agreement on the Term Credit Loan, which fi xed the interest rate on this loan at 6.99%. 

On November 1, 2001, NYISO entered into a $6.5 million line of credit facility to be utilized for the purchase of informa-

tion technology equipment. This facility was subsequently increased to $10.5 million on November 8, 2002. By Decem-

ber 31, 2002, the entire $10.5 million of this line of credit facility was drawn and converted into Equipment Term Notes 

with principal and interest payable over three years. Computer hardware and software with a book value of $10.5 million 

were pledged as collateral for the Equipment Term Notes. In December 2004, the Equipment Term Notes were fully 

repaid, with $2.4 million representing voluntary prepayments against this debt. All collateral liens for computer hardware 

and software associated with the Equipment Term Notes were removed in January 2005. Interest on borrowings under 

this facility was based on NYISO’s option of varying rates of interest tied to either LIBOR plus 125 basis points or the 

prime rate. 

On February 13, 2003, NYISO entered into a $59.3 million unsecured line of credit facility (“2003 Budget Facility”), the 

proceeds of which could be drawn until February 29, 2004 to fund the 2003 development of signifi cant information 

technology projects. By December 31, 2003, $47.0 million was borrowed on the 2003 Budget Facility, with principal and 

interest payments payable over four years, beginning in March 2004. Interest on borrowings under this facility was based 

on NYISO’s option of varying rates of interest tied to either LIBOR plus 137.5 basis points or the prime rate. On April 8, 

2005, this loan was refi nanced to lower the LIBOR interest rate spread from 137.5 basis points to 65.0 basis points. NYISO 

has also entered into an interest rate cap agreement on this debt, eff ective January 2, 2004, which capped the maxi-

mum interest rate at 5.375% (4.65% after April 8, 2005 refi nancing). At December 31, 2005, the interest rates on these 

borrowings were at the 4.65% cap level whereas at December 31, 2004, interest rates ranged from 3.38% to 3.66%.  See 

additional information in Note 7.

On March 17, 2004, NYISO entered into an unsecured $100.0 million line of credit facility (“2004 - 2006 Budget Facil-

ity”), the proceeds of which may be drawn until December 2006 to fund the development of signifi cant information 

technology projects during 2004 through 2006. NYISO has the option to convert borrowings under this 2004 - 2006 

Budget Facility up to three times to term loans, with principal repayments made over four years. Interest on borrowings 

under this facility is due monthly and was based on NYISO’s option of varying rates of interest tied to either LIBOR plus 

60 basis points (for borrowings during the draw period not yet converted to term loans) or 100 basis points (for borrow-

ings converted to term loans) or the prime rate. On April 8, 2005, this facility was refi nanced to lower the LIBOR interest 

rate spread to 52.5 basis points (for borrowings during the draw period) and 80 basis points (for borrowings converted 

to term loans). NYISO entered into interest rate cap agreements on $82.0 million of this debt, which caps the maximum 

interest rate at 4.60% for borrowings during the draw periods not yet converted to term loans (4.525% after April 8, 2005 

refi nancing) and 5.00% for borrowings converted to term loans (4.80% after April 8, 2005 refi nancing). See additional 

information in Note 7.
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At December 31, 2004, $42.0 million was drawn on the 2004—2006 Budget Facility, which was converted to a term loan 

in February 2005 with principal and interest payments payable over four years beginning in March 2005. At December 

31, 2005, the interest rate on these borrowings was at the cap level of 4.80% whereas at December 31, 2004, the interest 

rate was 3.02%. During 2005, an additional $18.0 million was drawn on the 2004—2006 Budget Facility, which will be 

converted to a term loan in February 2006 with principal and interest payments payable over four years. At December 

31, 2005, the interest rate on these borrowings was 4.525%.  

On July 8, 2005, NYISO entered into two fi nancing agreements to purchase and renovate a 140,000 square foot offi  ce 

building. The fi rst agreement is a $14.7 million mortgage to fi nance the building purchase (“Mortgage”), and the second 

agreement represents a $10.0 million line of credit for renovations during an 18 month period, beginning in July 2005 

(“Renovations Loan”). The Mortgage has principal and interest payments payable over 20 years, beginning September 

2005. Principal and interest payments on borrowings made during the Renovations Loan draw period are payable over 

20 years, beginning in January 2007. Both agreements are secured by liens on the building and subsequent capital-

ized renovations. Interest on borrowings under both facilities is due monthly and is based on NYISO’s option of varying 

rates of interest tied to either LIBOR plus 100 basis points or the prime rate. On February 15, 2005, NYISO entered into 

an interest rate swap agreement on the Mortgage, which fi xes the interest rate on this loan at 5.79%. On February 15, 

2005, NYISO also entered into an interest rate swap agreement on the Renovations Loan, which fi xes the interest rate on 

these borrowings at 5.96%, beginning on January 1, 2007. As of December 31, 2005, $14.7 million was borrowed on the 

Mortgage, and there were no draws on the Renovations Loan.

At December 31, 2005, the following amounts were outstanding on NYISO’s Long-Term Debt:

           2003 Budget 
            Facility Loan

           2004-2006    
              Budget 
       Facility Loan            Mortgage                       Total

Outstanding balance   $25,458,334    $49,500,000   $12,576,862    $87,535,196  

Less: current portion  (11,750,000)  (15,000,000)        (30,525)   (26,780,525) 

Long-term portion $13,708,334 $34,500,000 $12,546,337 $60,754,671

At December 31, 2005, scheduled maturities of NYISO’s Long-Term Debt were as follows:

 

2003 Budget 
Facility Loan

2004-2006 Budget 
Facility Loan

       Mortgage              Total

2006   $11,7500,000    $15,000,000   $30,525   $26,780,525  

2007 11,750,000 15,000,000 32,366 26,782,366

2008 1,958,334 15,000,000 32,216 16,990,550

2009 - 4,500,000 455,434 4,955,434

2010 482,901 482,901

Thereafter                      -                      -   11,543,420   11,543,420 

Total   $25,458,334    $49,500,000   $12,576,862   $87,535,196 

7.   DERIVATIVES AND HEDGING ACTIVITIES

In December 2003, NYISO entered into an interest rate cap agreement with a commercial bank to cap interest payments 

at 5.375% (4.65% after refi nancing on April 8, 2005) on its 2003 Budget Facility. The notional amount of the debt on the 

date of the cap agreement was $47,000,000. Under the cap agreement, NYISO pays a variable interest rate tied to LIBOR 

on the outstanding principal amount of the 2003 Budget Facility from January 2004 through February 2008; however, 

this variable interest rate cannot exceed 5.375% (4.65% after refi nancing). As of December 31, 2005 and 2004, the fair 

value of the interest rate cap was $196,073 and $92,215, respectively and is recorded in Other Current and Non-current 

Assets. For the year ended December 31, 2005 and 2004, NYISO recorded interest income of $191,531 and interest ex-

pense of $234,516, respectively, related to this derivative instrument. Such amounts are refl ected in Interest Expense, net. 

In March 2004, NYISO entered into interest rate cap agreements with a commercial bank to cap interest payments at 

4.60% for draws and 5.00% for term loans (4.53% and 4.80% after refi nancing on April 8, 2005) on its 2004 – 2006 Budget 

Facility. The notional amount of the debt on the date of the cap agreements was $82,000,000. Under the cap agree-

ments, NYISO pays a variable interest rate tied to LIBOR on the draws and term loans of the 2004 – 2006 Budget Facility 

from March 2005 through December 2010; however, this variable interest rate cannot exceed 4.525% for draws or 4.80% 

for term loans. As of December 31, 2005 and 2004, the fair value of the interest rate cap was $1,161,635 and $878,191, 

respectively, and is recorded in Other Current and Noncurrent Assets. For the year ended December 31, 2005 and 2004, 

NYISO recorded interest income of $412,944 and interest expense of $421,809, respectively, related to this derivative 

instrument. Such amounts are refl ected in Interest Expense, net.

In February 2005, NYISO entered into two interest rate swap agreements with a commercial bank to fi x interest rate pay-

ments on the fi nancing of a new offi  ce building purchase. The notional amount of debt on the swap agreement for the 

Mortgage was $14,708,750, and NYISO will pay a fi xed interest rate of 5.79% on the outstanding principal amount of this 

fi nancing on payments from August 2005 through August 2025. The notional amount of debt on the swap agreement 

for the Renovations Loan was $10,000,000, and NYISO will pay a fi xed interest rate of 5.96% on payments from January 

2007 through January 2027. As of December 31, 2005, the fair value of these interest rate swap agreements was $96,395 

for the Mortgage and ($49,249) for the Renovations Loan, recorded in Other Noncurrent Assets and Other Noncurrent Li-

abilities, respectively. For the year ended December 31, 2005, NYISO recorded interest income of $47,146 related to these 

two swap agreements. This amount is refl ected in Interest Expense, net.

NYISO is exposed to credit loss in the event of nonperformance by the commercial banks under the interest rate cap and 

swap agreements. However, NYISO does not anticipate nonperformance by the commercial banks. 

8.  EMPLOYEE BENEFIT PLANS

Pension and Postretirement Plans — NYISO has a defi ned benefi t qualifi ed pension plan covering substantially all 

employees. Plan benefi ts are based on employee compensation levels and years of service, including service for certain 

employees previously employed by an NYPP member company. Employees become vested in pension benefi ts after 

fi ve years of credited service. NYISO expects to contribute $2.0 million to the qualifi ed pension plan in 2006.

NYISO also has an unfunded nonqualifi ed excess benefi t plan to provide employees with the full level of benefi ts as 

stated in the qualifi ed plan without reductions due to various limitations imposed by the provisions of federal income 

tax laws and regulations. In 2005, this plan was amended such that the timing of payments would be made annually 

once a fi ve-year vesting period is satisfi ed. Accordingly, this plan was curtailed in 2005 under SFAS 87, Employers’ Ac-

counting for Pensions. At December 31, 2005, NYISO has recognized a liability of $66,976, of which $57,825 represents the 

current portion of this liability.

NYISO sponsors a defi ned benefi t postretirement plan to provide medical and life insurance benefi ts for eligible retirees 

and their dependents. Substantially all employees who retire from NYISO become eligible for these benefi ts provided 

they have been credited with at least fi ve years of NYISO service. The benefi ts are contributory based upon years of 
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service, with NYISO paying up to 50% of costs for retired employees and up to 25% for their dependents (subject to 

specifi ed dollar limits). Medical coverage becomes secondary upon Medicare eligibility and life insurance coverage is 

reduced upon reaching age 65.   

In May 2004, the FASB issued FSP 106-2, which supercedes FSP 106-1, to provide guidance on the accounting for plans 

under SFAS No. 106, Employers’ Accounting for Postretirement Benefi ts Other Than Pensions, and disclosures for the federal 

subsidy under SFAS 132R.  The provisions of FSP 106-2 are eff ective for fi scal periods beginning after June 15, 2004. 

During 2005, NYISO determined that benefi ts provided by NYISO’s postretirement plan are not actuarially equivalent to 

Medicare Part D and therefore, there is no impact on NYISO’s accumulated postretirement benefi t obligation and net 

periodic postretirement cost for the year ended December 31, 2005. 

The schedules that follow show the benefi t obligations, the plan assets, and the funded status as of December 31, 2005 

and 2004, and the change in benefi t obligations and the components of net periodic cost for NYISO’s qualifi ed pension 

and postretirement plans for the years ended December 31, 2005 and 2004.

Pension Plans

For the Year Ended December 31,

Postretirement Plan

For the Year Ended December 31,

                     2005                   2004                 2005                     2004

Change in benefi t obligation:

  Benefi t obligation - beginning of year $15,876,054 $12,650,535 $3,712,698 $ 2,161,503

  Service Cost 1,933,823 1,713,846 412,631 339,957

  Interest Cost 970,357 789,672 234,300 187,114

  Actuarial loss 2,177,257 868,922 260,547 1,024,124

  Participant contributions - - 730 -

  Terminated plan (498,985) - - -

  Benefi ts paid      (517,172)      (146,921)        (1,460)                   -

  Benefi t obligation - end of year $19,941,334 $15,876,054 $4,619,446 $3,712,698

Change in plan assets:

  Fair value of plan assets—beginning  

  of year

$11,135,501 $      8,364,088 $ - $ -

  Actual return on plan assets 579,171 998,840 - -

  Employer contributions 1,833,337 1,971,000 730 -

  Participant contributions - - 730 -

  Benefi ts paid (517,172) (146,921) (1,460) -

  Expenses paid          (63,991)          (51,506)                     -                      -

  Fair value of plan assets - end of year $12,966,846 $11,135,501 $                  - $                  -

Funded status $(6,974,488) $(4,740,553) $(4,619,446) $(3,712,698)

Unrecognized prior service cost 1,974,440 2,255,437 - -

Unrecognized loss 5,150,207 2,911,568 1,194,175 988,115

Additional minimum pension cost    (2,318,524)   (957,127)                      -                      -

Total accrued liability $(2,168,365) $(530,675)  $(3,425,271)  $(2,724,583)

NYISO uses a December 31 measurement date for its pension and postretirement benefi t plans. NYISO’s accumulated 

benefi t obligation for the defi ned benefi t pension plans is $15,135,211 and $11,666,176 at December 31, 2005 and 2004, 

respectively.

The following table shows the assumptions used to calculate the pension and postretirement benefi t obligations and 

net periodic costs as of December 31, 2005 and 2004: 

                                                                                             Pension Plans                                        Postretirement Plan

   2005 2004   2005 2004

Benefi t obligations:     

  Discount Rate       5.75 %     6.00 %     5.75 %     6.00 %

  Rate of compensation increases   4.50  5.06 4.50 5.06

Net cost or credit:

  Discount rate     6.00 %     6.25 %     6.00 %     6.25 %

  Rate of compensation increases 5.06   5.56 5.06 5.56

  Expected return on plan assets 8.00 8.00 n/a n/a

NYISO’s expected rate of return on plan assets refl ects anticipated returns on the qualifi ed pension plan’s current and 

future assets. To determine this rate, NYISO considers historical returns for equity and debt securities as well as current 

capital market conditions and projected future conditions. Given the current low interest rate environment, NYISO 

selected an assumed rate of 8.00%, which is lower than the rate otherwise determined solely on historical returns.

The targeted allocation and actual investment mix of the pension plan’s assets are as follows: 

December 31,

Target Allocation 2005 2004

Equity securitites 60% 62% 61%

Debt securitiies 40% 38% 39%

Total 100% 100% 100%

Amounts recognized in the Statements of Financial Position consist of:

                                                                                                                      Pension Plans                                    Postretirement Plan

2005 2004 2005 2004

 Benefi t obligation $(2,168,365) $(530,675) $(3,425,271) $ (2,724,583)

 Intangible asset 1,974,440 913,555 - -

The components of net periodic pension 

and postretirement cost are as follows:

    Service Cost $1,933,823 $1,713,846 $412,631 $339,957

    Interest Cost 970,357 789,671 234,300 187,114

    Expected return on plan assets (921,112) (721,306) - -

    Amortization of unrecognized prior   

       service cost 296,835 295,326 - -

   Amortization of unrecognized loss      186,305      106,111                -                -

Total $2,466,208 $2,183,648 $701,418 $563,080
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Pursuant to resolutions adopted by NYISO’s Board of Directors, NYISO’s Retirement Board has been granted the authority 

to control and manage the operation and administration of NYISO’s qualifi ed pension plan, including responsibility for 

the investment of plan assets and the ability to appoint investment managers. The Retirement Board currently consists of 

NYISO’s Chief Financial Offi  cer, Vice President of Human Resources, General Counsel and Controller. The Retirement Board 

provides reports to the Finance Committee of the Board of Directors on at least an annual basis.

The long-term investment objective for NYISO’s qualifi ed pension plan assets is to maximize the total return on plan 

assets while limiting risk, refl ected in volatility of returns, to prudent levels. To that end, NYISO’s Retirement Board has 

appointed and regularly meets with an investment advisor to review asset performance, compliance with target asset 

allocation guidelines, and appropriate levels of asset diversifi cation. NYISO’s investment advisor operates under written 

guidelines provided by NYISO, which cover such areas as investment objectives, performance measurement, permissible 

investments, investment restrictions, and communication and reporting requirements.

The assumed health care cost trend rates for the postretirement plan are 9% for 2005 decreasing to 4.5% in 2010 and 

10% for 2004, decreasing to 4.5% in 2010. A one percentage point change in the assumed health care cost trend rate 

would change the 2005 postretirement benefi t obligation as follows:

1% increase 1% decrease

Eff ect on postretirement benefi t obligation $275,500 $(243,900)

Eff ect on total of service and interest cost components 47,600 (44,700)

The following benefi t payments, which refl ect expected future service, are expected to be paid:

                        Pension Plans                         Postretirement Plan

2006 $      490,145 $       44,123

2007 569,148 76,638

2008 811,306 115,520

2009 1,149,492 161,460

2010 1,604,253 214,718

2011 - 2015 11,475,928 1,891,139

401(k) Plan — NYISO has a 401(k) Retirement and Savings Plan open to all non-temporary employees. This plan provides 

for employee contributions up to specifi ed limits. NYISO matches 100% of the fi rst 3% of employee contributions, and 

50% of the next 2% of employee contributions. Employees are immediately vested in NYISO’s matching contributions, 

which were $1,234,783 and $1,104,230 for 2005 and 2004, respectively. 

Long Term Incentive Plan — NYISO’s Long Term Incentive Plan provides certain members of senior management with 

deferred compensation benefi ts. Benefi ts are based upon the achievement of three-year performance goals established 

by the Board of Directors, with participants becoming fully vested in these deferred amounts after the completion of 

the third year. For the fi rst three performance cycles (2000-2002, 2001-2004 and 2002-2005), annual distributions were 

payable in the year following completion of the cycle. In 2005, there was a one-year performance cycle, payable in 2006. 

After 2005, distributions will be payable after the completion of each three-year cycle. Accrued Long Term Incentive 

Plan benefi ts included in Other Noncurrent Liabilities at December 31, 2005 and 2004, respectively, were $856,606 and 

$818,980. The short-term portion of such liability, included in Other Current Liabilities, at December 31, 2005 and 2004 

was $118,725 and $545,709, respectively.

Trust Share Option Agreement — NYISO has entered into a nonqualifi ed share option agreement with a key offi  cer 

whereby NYISO has granted to such offi  cer the right to acquire debt and equity securities held by NYISO in a trust for an 

amount equal to 25% of the fair value of such securities. The options are immediately vested and are subject to certain 

restrictions of transferability. At December 31, 2005 and 2004, respectively, the fair market value of securities held by the 

trust was $840,726 and $807,936. Options outstanding at December 31, 2005 expire from November 16, 2009 through 

February 19, 2012. NYISO records compensation expense for 75% of the fair value of the options granted at the date 

of grant. A corresponding liability is established until such time as the options are exercised. No options have been 

exercised as of December 31, 2005.

Severance Pay Plan — In 2005, NYISO implemented changes to its organizational structure to more closely align with its 

corporate objectives and market participant expectations. As a result of these realignments, eleven employee positions 

were eliminated. These former employees were eligible to receive certain termination benefi ts under a Severance Pay 

Plan adopted by NYISO in 2005. Total severance costs resulting from these activities were $1,425,031, and are refl ected in 

the Compensation and Related Benefi ts line item on the 2005 Statement of Activities. Of this total, $1,029,497 was paid 

to terminated employees during 2005, and the remaining $395,534 at December 31, 2005 is expected to be paid during 

2006. As such, this balance is included with Other Current Liabilities on the 2005 Statement of Financial Position. 

9.  LEASE COMMITMENTS

Operating Leases — NYISO has obligations under three operating lease agreements primarily for rental of offi  ce space. 

One lease agreement for property in Albany, NY, expires in January 2006. Another lease agreement for property in 

Altamont, NY, expires in February 2006, and is expected to be extended on a month-to-month basis thereafter. The third 

lease agreement for property in Albany, NY expires in April 2008, but is cancelable after April 2006. 

Rent expense related to these leases in 2005 and 2004 was as follows:

2005 2004

Minimum lease payments $1,020,990 $1,020,990

Additional lease payments 49,584                   -

Total $1,070,574 $1,020,990

The future minimum lease payments under these operating leases at December 31, 2005 are as follows: 

2006 $ 302,582

Thereafter               -                   

Total $ 302,582

On July 8, 2005, NYISO purchased an offi  ce building to relocate NYISO’s alternate control center and to consolidate 

employees currently located in leased facilities. On this date, NYISO also executed an agreement to lease certain offi  ce 

space within the building to the previous owner of this building for a period of one year. The lessee may terminate the 

lease after ten months or may extend for two months. Rent paid includes $89,546 per month plus reimbursements 

for a percentage of operating, maintenance, real estate taxes and insurance costs. A security deposit of $281,521 was 

received at closing to be applied to the last two months’ rent and expenses. In December 2005, the tenant gave notice 

to terminate the lease after ten months. On January 16, 2006, NYISO amended the lease terms to reduce the square 

footage rented and reduce rent and expense reimbursements by 9.8%. The minimum lease income recorded in 2005 

was $517,056 plus additional rent income of $698,826. The future minimum lease income will be $341,526 in 2006, with 

the lease terminating in May 2006.

In connection with the purchase, management entered into a Payment in Lieu of Taxes (“PILOT”) Agreement with the 

Rensselaer County Industrial Development Agency (“RCIDA”) to achieve certain benefi ts. Per the terms of this agreement, 

NYISO will be required to make annual payments of approximately $175,000 for the fi rst ten years. However, the 

agreement is cancelable at the discretion of NYISO.



37

Financial Statements

sm Annual Report 2005
38

10.  WORKING CAPITAL RESERVE

At December 31, 2005 and 2004, the working capital reserve consisted of:

2005 2004

Market participant contributions through Rate Schedule 1 $46,440,345 $46,440,345

Interest on market participant contributions     3,259,791          468,530

Total $49,700,136 $46,908,875

11.  DEFERRED REVENUE

Deferred revenue at December 31, 2005 and 2004 consisted of the following:

2005 2004

Advance payments received on interconnection studies $   2,937,925 $     130,203

Amounts collected for self-insurance reserve 1,290,096 1,210,000

Security deposit and advanced rent on building lease 428,993 -        

Governance participation fees 375,400 368,000

Other deferred revenue           51,703                    -                  

Total - current $   5,084,117 $ 1,708,203

12.  REGULATORY LIABILITIES

At December 31, 2005 and 2004, respectively, NYISO recorded the following amounts as regulatory liabilities: 

2005 2004

Rate Schedule 1 load overcollections $10,002,548 $ 2,043,108

Voltage support service (reactive power) market 3,679,480 -

Due to market participants for bad debt recovery 2,759,606 -

Funding for deferred charges 1,279,459 2,791,308

Rate Schedule 1 underspending 1,072,525 14,474

Timing diff erences on certain ratemaking recoveries                     -    4,766,585

Total 18,793,618 9,615,475

Less: current portion (17,514,159) (2,057,582)

Long-term portion $  1,279,459 $  7,557,893

NYISO recovers its operating expenses through a surcharge assessed to market participants via Rate Schedule 1 of the 

OATT and Services Tariff . To the extent that transactional volumes billed under Rate Schedule 1 exceed the amount 

expected when the Rate Schedule 1 surcharge is established, NYISO refl ects a regulatory liability for the overcollection 

amounts. Additionally, to the extent that NYISO’s spending does not exceed the annual Rate Schedule 1 revenue 

requirement, a regulatory liability is also established for the underspending amounts. The regulatory liabilities resulting 

from Rate Schedule 1 load overcollections and underspending at December 31, 2005 and 2004, respectively, will be 

applied toward long-term debt in 2006.

In order to maintain acceptable transmission voltages on the New York State transmission system, certain market 

participants within the New York Control Area produce or absorb voltage support service (reactive power). Payments to 

market participants supplying voltage support service and recoveries from other market participants are assessed via 

Rate Schedule 2 of the OATT and Services Tariff . Diff erences between the timing of recoveries and payments for voltage 

support service that result in overcollections are refl ected as regulatory liabilities. At December 31, 2005 and 2004, 

respectively, NYISO recognized a regulatory liability of $3,679,480 and a regulatory asset of $672,865 (see Note 3) related 

to such timing diff erences.

During 2005, NYISO recovered $2,759,606 from claims entered in the Enron bankruptcy proceedings to recover 

amounts previously charged to market participants for bad debt losses on two Enron subsidiaries. This recovery amount 

will be refunded to market participants in 2006. 

Certain amounts recovered under NYISO’s ratemaking mechanisms are based on estimates. The diff erence between 

actual results and estimates that result in overcollections are refl ected as regulatory liabilities due to market 

participants. Additionally, under NYISO’s ratemaking structure, principal payments on long-term debt are recovered 

to fund the cost of acquiring certain property and equipment. Diff erences resulting between the timing of recoveries 

of such principal payments and the depreciation expense associated with such property and equipment also result in 

overcollections refl ected as regulatory liabilities. At December 31, 2005 and 2004, respectively, NYISO has recognized 

an Other Noncurrent Asset of $11,397,988  (see Note 1) and a Regulatory Liability of $4,766,585 related to such timing 

diff erences. 

13.  COMMITMENTS AND CONTINGENCIES

NYISO is routinely involved in regulatory actions. In the opinion of management, none of these matters will have a 

material adverse eff ect on the fi nancial position, result of operations or liquidity of NYISO.

The most signifi cant legal proceeding aff ecting NYISO is a civil suit, fi led by New York State Electric and Gas, seeking 

recovery of $6.6 million in compensatory damages and unspecifi ed punitive damages, associated with alleged 

excessive payments for reserves of electricity during the period January to March 2000. This case has been stayed 

pending the outcome of related proceedings at the FERC and the D.C. Circuit Court of Appeals. While is not possible to 

predict the outcome of this matter with certainty, in the opinion of NYISO management, this proceeding will not have a 

material adverse eff ect on the fi nancial position, results of operations or liquidity of NYISO.

14.  MARKET ACTIVITY (UNAUDITED) 

The following amounts represent the transactional volume of energy and energy-related products in NYISO’s markets 

during the years ended December 31, 2005 and 2004 (in $ billions). The increase in energy transactions from 2004 to 

2005 is driven primarily by price rather than volume considerations.

2005 2004

Energy

Installed Capacity

Transmission Congestion Contracts

$  9.6

0.8

0.3

$  6.3

0.8

0.2

Total $10.7 $7.3



39
sm Annual Report 2005

40

Mark et  Par t ic ipants
3M Purchasing & Packaging

ABB Electric Systems Consulting

Accent Energy Midwest II, LLC

Accent Energy Midwest LLC

Ace Enery Company, Inc.

ACES Power Marketing, LLC

ACN Power Inc.

Advantage Energy Hedging

Advantage Energy Inc.

AES Creative Resources L.P.

AES Eastern Energy L.P.

AG Energy, L.P.

Agway Energy Services

AIG Energy Inc.

Aleph One Inc.

Allegheny Energy Supply Co.

Allegheny Power

Allied Utility Network

Amerada Hess Corporation

American Electric Power Service Corp.

American Ref-Fuel Company

Amherst Utility Cooperative

Aquila Energy Power Marketing

Athens Generating Company

Automated Energy Inc.

Axon Energy

Bank of America NA

Barclay’s Bank PLC

Besicorp-Empire Power Company, LLC

Bethlehem Steel

BJ Energy, LLC

Black Oak Capital LLC

Black Oak Energy

Boralex Chateaugay

Boralex Operations

BP Energy Company

Brascan Energy Marketing Inc.

Brascan Power St-Lawrence River

Calpine Energy Service L.P.

CAM Energy Products

CAM Energy Trading LLC

Canastota Wind Power LLC

Cargill Power Markets LLC

Carolina Power & Light Company

Carr Street Generating Station

Centaurus Energy Master Fund, LP

Central Hudson Enterprises

Central Hudson Gas & Electric

Cinergy Capital & Trading

Cinergy Services Inc.

Citadel Energy Products

Columbia Electric

Con Edison Solutions Inc.

Conectiv Energy Supply Inc.

Consolidated Edison Co. of NY Inc.

Consolidated Edison Energy Inc.

Consolidated Hydro New York, Inc.

Constellation Energy Commodities

Constellation NewEnergy Inc.

Consumerpowerline.org

Cook Inlet Power LP

Coral Canada US Inc.

Coral Power LLC

Core Equities Inc.

Cornerstone Energy Advisors

County of Erie

County of Niagara

Credit Suisse First Boston

Crucible Specialty Metals

Cummings Inc.

Customized Energy Solutions, Ltd.

D C Energy LLC

DART Premiums

David Sholk LLC

Day Automation Systems Inc.

DE Shaw Plasma Power

Delphi Automotive Systems

Direct Commodities Trading

Direct Energy Marketing Inc.

Dominion Energy Marketing

Dominion Retails, Inc.

DTE Energy Trading

Duke Energy Trading & Mkt.

Dynegy Energy Services

Dynegy Power Marketing Inc.

East Coast Power LLC

EBidenergy.com

ECONnergy

ECS Power Corp.

Edison Mission Mktng & Trading

El Paso Merchant Energy LP

Electric Power Resources, LLC

Electrotek Concepts

Emera Energy Services

Empire Natural Gas

Energetix

Energy Aggregation Services LLC

Energy Analytics

Energy Connect, Inc.

Energy Cons. & Supply Inc.

Energy Cooperative of NY Inc.

Energy Curtailment Specialists

Energy Enterprises Inc.

Energy Investment Systems

Energy Network Solutions, Inc.

Energy New England

Energy One, LLC

Energy Procurement Serv. All.

Energy Services Provider

Energy Solutions Group LLC

Energy Solutions USA

Energy Spectrum

Energy Systems North East LLC

EnerNOC

Engage Energy America

Engage Networks Inc.

Enron Power Marketing Corp.

Entegra Capital Management

Entergy Fitzpatrick

Entergy Koch Trading

Entergy Nuclear IP2 LLC

Entergy Nuclear IP3

Entergy Solutions Supply, Ltd.

Entergy Solutions, Ltd.

EnvaPower, Inc.

EPCOR Merchant & Capital (US)

EPIC Merchant Energy L.P.

Erie Blvd. Hydropower LP

Exelon (Formerly PECO)

Finger Lake Utilities

Firm Solution LLC

First Energy Solutions Corp.

Florida Power & Light

Fluent Energy Corporation

Fortis Ontario Inc.

Fortis US Energy Corp.

FPL Energy Power Marketing

Fulcrum Power Marketing, LLC

Fulton Cogeneration Associates

Galt Power, Inc.

Gamesa Energy USA

General Electric Plastics

GEXA Energy LLC

Glacial Energy New York, Inc.

Glens Falls Lehigh Cement

Grant Energy, Inc.

Horizon Power Inc.

HQ Energy Services US

HSBC Bank USA

Hudson Energy Services LLC

IDT Energy Inc.

Indeck - Corinth L.P.

Indeck - Ilion L.P.

Indeck - Olean L.P.

Indeck - Oswego L.P.

Indeck - Silver Springs L.P.

Indeck - Yerkes L.P.

Innovative Energy Systems

Innoventive Power LLC

International Paper

J Aron and Company

Jamestown Board of Pub. Util.

Kaleida Health

Kennedy International Airport Cogeneration

Keyspan Energy Services

Keyspan Ravenswood

KW Control Systems, Inc.

Lafarge Building Materials Inc.

LCG Consulting

Lewis County Municipal Electric Utility

Liberty Power Corporation

Lighthouse Energy Trading Co Inc.

Lockport Energy Associates

Logical Energy Services, Inc.

Long Island Power Authority

Lynx Technologies Inc.

Lyonsdale Biomass LLC

Madison Windpower LLC

Merrill Lynch Capital Svcs Inc.

Merrill Lynch Commodities

MetroGen Enterprises LLC

MG Industries

Mirabito Gas & Electric Inc.

Mirant Americas Energy Mkt. LP

Model City Energy LLC

Monroe County

Morgan Stanley Capital Group

MxEnergy Electric Inc.

National Fuel Resources

NE Expense Reduction Svcs Inc.

New York Commercial Energy Buyers

New York Energy Buyers Forun

New York Energy Savings Corp.

New York Energy, Inc.

New York Industrial Energy Buyers, LLC

New York Power Authority

Niagara Mohawk Power Corp.

Niagara University

Nine Mile Point Nuclear Station

Nissequogue Cogen Partners

Norbord Industries

North American Energy Inc.

North Carolina Electric Membership Corp.

North East Sources LLC

Northbrook New York LLC

Northeast Energy Services, Inc.

Northeast Utilities Services Co.

Northern States Power Company

NRG Power Marketing

NUI Energy Brokers, Inc.

NY Municipal Power Agency

NY State Electric & Gas Corp.

NYS Alternative Energy Corp.

NYSEG Solutions

Occidental Chemical Corp.

Occidental Power Services Inc.

Onondaga Cogeneration LP

Ontario Power Generation Inc.

Optima Energy, LLC

Orange & Rockland Utilities Inc.

Orion Power Holdings - Astoria

Pegasus Transmission Company, Ltd.

Pepco Energy Services

PG&E Energy Trading - Power

Power & Energy Analytic Resources

Power City Partners, L.P.

Powerex

PP&L EnergyPlus Co.

PPM Energy Inc.

Praxair

Preferred Util. Energy Svcs.

Primary Power Marketing

Pro Energy Marketing LLC

Pro-Energy Development LLC

Project Orange Associates

PSEG Energy Resources & Trade

Public Energy Solutions LLC

Public Service Electric & Gas Co.

Public Service of Colorado

Pure Energy Inc.

Pythagoras Global Investors

Quark Power

Quebec Energy Board

R.E. Ginna

Rainbow Energy Mkt. Corp.

RAM Energy Products LLC

Reliable Power Management, Inc.

Reliant Energy Services

Rensselaer Cogeneration LLC

RG&E - Allegheny Station

RG&E - Russell Station

Robinson Energy LLC

Rochester Gas & Electric Corp.

RS Environmental Solutions Inc.

Saracen Energy, LP

Saracen Merchant Energy, LP

Schools & Municipal Energy Co- Op of 

Western NY

Select Energy Inc.

Select Energy NY Inc.

Selkirk Cogen Partners L.P.

Sempra Energy Solutions

Sempra Energy Trading Corp.

Seneca Energy II

Seneca Power Partners, L.P.

Service Resources

Sesco Enterprises

Siemens Building Technologies, Inc.

Site Controls Inc.

Sithe Energy Marketing

Sithe Independence Pwr Partners.

Sithe Power Marketing L.P.

Solaro Energy Marketing Corp.

SourceOne

Spark Energy L.P.

Special Metals Corporation

Specialized Energy Services Inc.

Split Rock Energy LLC

SR Energy LLC

State of New York

State University of New York

State University of NY at Buff alo

Stealth Energy Company

Sterling Power Partners, L.P.

Strategic Energy LLC

Strategic Energy Management Co.

Strategic Power Management

Styrka Energy Fund LLC

Styrka Energy Master Fund LLC

Suez Energy Marketing NA, Inc.

Suez Energy Resources NA, Inc.

SUNY Potsdam

Susquehanna Energy Products LLC

Tarachand Consulting

Telemagine Inc.

The Legacy Energy Group

The May Department Stores Co.

Tonawanda Coke Corporation

Tops Market

Transalta Energy Marketing (US)

TransCanada Power Marketing

Trigen Syracuse Energy Corp.

TXU Energy Trading

U.S. Energy Partners II

U.S. Energy Partners LLC

UBS AG London Branch

UGI Energy Services

UniGrid Energy LLC

University of Rochester

Village of Freeport Inc.

Village of Rockville Center

Virginia Electric & Power Co.

Virtual Energy, Incorporated

Wakefern Food Corporation

Webgen Systems  

Webgen Systems, Inc.

Western New York Wind Corp.

Williams Power Company

WPS Energy Services, Inc.

Zilkha Renewable Energy
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