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CONDI TI ONALLY ACCEPTI NG COVPLI ANCE FI LI NG

(I'ssued July 29, 1999)

This order addresses the requests for rehearing and
clarification of our January 27, 1999 order (January 27 order) ?
conditionally accepting the tariff and market rules and approving the
proposed mar ket -based rates of the New York | ndependent System
Operator (New York 1SO or 1SO. In this order, we also address the
conpliance filing submtted by the Menber Systens of the New York
Power Pool (NYPP) (collectively Menber Systens or Transm ssion
Providers) 2 in conpliance with the January 27 order. Wth the

1Central Hudson Gas & Electric Corp., et al., 86 FERC | 61, 062
(1999).

°The seven public utility Menber Systens at the tinme of the
original filing were Central Hudson Gas & Electric Corporation
(Central Hudson), Consolidated Edi son Conpany of New York, Inc.
(ConEd), Long Island Lighting Conpany (LILCO), New York State
(continued...)



Docket No. ER97-1523-003, et al. - 2 -

modi fi cations di scussed bel ow, we conditionally accept the conpliance
filing of the Menmber Systens.

| . Backar ound

On June 30, 1998, the Conmm ssion issued an order conditionally
aut hori zing the establishnment of the New York I1SO. Central Hudson
Gas & Electric Co. et al., 83 FERC § 61,352 (1998), order on reh'qg,
87 FERC ¥ 61,135 (1999) (June 30 order). The order made an interim
finding that the Menber Systenms' proposal, with certain
nodi fi cations, satisfied the Comm ssion's 11 |ISO Principles as
outlined in Order No. 888. 2 The order also directed the Menber
Systens to submt a revised governance proposal and deferred

2(...continued)
El ectric & Gas Corporation (NYSEG, Ni agara Mohawk Power Corporation
(Ni agara Mohawk), Orange and Rockland Utilities, Inc. (O&R), and
Rochester Gas and Electric Corporation (Rochester G&E). Since the
filing of Docket No. ER97-1523-000, LILCO s transm ssion facilities
were acquired by Long Island Power Authority (LIPA) (which is not a
public utility) and LIPA is now a party to the proceeding. Long
| sland Lighting Conpany, 82 FERC { 61,129 (1998). The eighth Menber
System the New York Power Authority, is not a public utility.

For ease of reading, however, we shall refer to all eight
t oget her as Menber Systenms or Transm ssion Providers.

3See Promoting Whol esal e Conpetition Through Open Access Non-
Di scrimnatory Transm ssion Services by Public Utilities; Recovery of
Stranded Costs by Public Utilities and Transmtting Utilities, Order
No. 888, 61 Fed. Reg. 21,540, FERC Stats. & Regs. { 31,036 (1996),
order on reh'g, Order No. 888-A, 62 Fed. Reg. 12,274 (1997), FERC
Stats. & Regs. T 31,048 (1997), order on reh'g, Order No. 888-B, 81
FERC T 61,248 (1997), order on reh'g, Order No. 888-C, 82 FERC 1
61, 046 (1998).

The June 30 order also conditionally approved certain
proposed | SO procedures, such as the |1 SO Board and commttee
governance structure. However, the order directed the
parties to negotiate and propose a revised conmttee voting
structure. The order also deferred acceptance of he
agreenents filed by the Menber Systens.
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consideration of the tariff issues, market rules and request for
mar ket - based rates. 4

On January 27, 1999, the Comm ssion issued an order
conditionally accepting, with nodifications, the proposed New York
| SO Tariff and the proposed market rules of the New York 1SO.  The
order also granted the Menber Systens' request for market-based rates
and set for hearing certain aspects of the proposed rates. The
Menber Systens' proposal included several key operational features,
including: (1) the establishnent of an hourly spot energy market
under a two-settlenment system (2) the inplenentation of congestion
pricing for transni ssion services, both of which are centered around
t he concept of |ocational based marginal pricing (LBMP); (3) the
creation of a new financial instrument --transm ssion congestion
contracts (TCCs); and (4) markets for certain ancillary services.
Finally, the order required the Menber Systens to submit a conpliance
filing reflecting tariff revisions and other required changes within
90 days of the order

On April 30, 1999, the Conm ssion issued an order in which we
addressed the requests for rehearing and clarification of the June 30
order, rejected a settlenent related to the governance of the |ISO
filed pursuant to that order and authorized the transfer of
jurisdictional transm ssion facilities to the New York |1SQO °

Requests for Rehearing and Clarification

Tinmely requests for rehearing and/or clarification of the
January 27 order were filed by the Municipal Electric Uilities
Associ ation of New York State (MEUA), 4/ Enron Power Marketing, Inc.
(EPM), 5/ Sithel/lndependence Power Partners, L.P. (Sithe),
| ndependent Power Producers of New York, Inc. (IPPNY), Nationa
Energy Marketers Associ ation (NEMA) and the Menber Systens.

The Menber Systenms and | PPNY filed responses to the requests
for rehearing and Sithe filed an answer to the Menber Systens'
response.

Conpl i ance Filing

“The request for market-based rate authorization was separately
docketed as ER97-4234-000.

Central Hudson Gas & Electric Co., 87 FERC § 61, 135
(1999) (April 30 order).
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On April 30, 1999, the Menber Systens subnmtted various
revisions to its tariffs and related agreenents in conpliance with
the Commi ssion's directives in the June 30 and January 27 orders.

In response to the June 30 order, the Menber Systens state that
the conpliance filing reflects nodifications concerning the
relationship between the 1 SO and the NYSRC and | ocal reliability
rules. In addition, the filing also reflects the Settl enent
Agreenment on |1 SO governance that was filed with the Conm ssion on
Oct ober 23, 1998.

To comply with the January 27 order, the Menber Systens have
submtted a filing that includes separation of the transm ssion and
non-transm ssion functions into two separate tariffs--the |1SO Open
Access Tariff (1SO OATT or OATT) and the |1SO Market Adm nistration
and Control Area Services Tariff (1SO Services Tariff or Services
Tariff).

The 1 SO Service Tariff sets forth the terns and conditions
regardi ng the operation of the | SO adm ni stered markets and non-
transm ssion services. These markets and services include the LBW
energy market, the ancillary services markets, and the installed
capacity market and services.

Custonmers who elect to use the 1SO Services Tariff wll be able
to buy and sell energy in the LBMP market, buy and sell capacity,
sell ancillary services, and purchase control area service fromthe
| SO Additionally, any entity that withdraws energy to supply | oad
in the New York Control Area (NYCA), whether it is through the LBM
mar ket or bilateral transactions nust al so take service under the |ISO
Services Tariff.

Parties taking service under the 1SO Services Tariff will be
billed based upon actual energy withdrawals in the NYCA, plus
purchases fromthe LBMP market to supply external |oad. The costs
associated with the operation of the |1SO adm ni stered markets and
non-transm ssi on services include costs related to the operation and
adm ni stration of the LBMP energy market, the installed capacity
mar ket and installed capacity requirenents, the adm nistration of
control area services other than ancillary service, admnistration of
mar ket nonitoring functions, and other activities related to the
mai nt enance of reliability in the NYCA. ¢

SAncillary service costs are recovered from parties taking
(continued...)
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In contrast, the OATT provides the terns and conditions
regardi ng the provision of transm ssion services in the NYCA. These
include firmand non-firm point-to-point and network service,
transm ssi on expansion, and interconnection to the grid. Any party
t hat wi shes to take any of the transm ssion services descri bed above
nmust take service under the 1SO OATT. In particular, parties that
purchase energy fromthe LBMP market, and purchase ancillary services
fromthe | SO adm ni stered market nust take service under the | SO
OATT. Parties taking service under the |1SO OATT are billed based
upon actual energy
withdrawals to service load in the NYCA plus any exports from and
ener gy wheel ed t hrough the NYCA.

I n addition, the Menber Systens have nade revisions to itens
such as firmand network transm ssion service, treatnment of existing
contracts, installed capacity requirenment information, congestion
managenent, ancillary services and treatnent of external generators.

The Menmber Systens further note that additional revisions have
been made to enable LIPA to participate in the | SO and to correct
errors and inconsistencies in the prior filings. The Menber Systens
al so request approval of two effective dates. The first effective
date it requests is August 8, 1999 and would reflect approval of the
cutoff date for grandfathered transm ssion contracts. The second
effective date of Septenmber 1, 1999 reflects the date the New York
| SO i ntends to commence operation.

In this order, we shall address the requests for rehearing and
clarification of the January 27 order as well as the April 30, 1999
conpliance filing submtted by the Menmber Systens in response to the
June 30 and January 27 orders. W also approve the |1SO OATT, 1SO
Services Tariff, and each of the related | SO Agreenents submtted by
t he Menmber Systens. 7

6(...continued)
servi ce under the OATT.

These agreenents include the | SO Agreenent, the Agreenent
bet ween the | SO and the Transm ssion Providers (1SO TP Agreenent),
the New York State Reliability Counsel NYSRC) Agreenent (1 SO NYSRC
Agreenment). Descriptions of these agreenents can be found in our
June 30 order.

We note that further revisions to these agreenents nay be
(continued...)
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1. Notice of Filings and Interventions

Noti ce of the Menber Systens' conpliance filing was published
in the Federal Register, 64 Fed. Reg. 26,390 with protests and
i nterventions due before May 28, 1999. 8

Motions to intervene were filed by the New York |ISO PG&E
Cenerating Co., Citizen's Power, L.L.C. (Citizen's) and the
California Electricity Oversight Board (CEOB). Protests and/or
comments to the conpliance filing were submtted by the New York
State Public Service Conm ssion (New York Commi ssion), Cora
Power/ EPM , PECO Energy Co., New York ISO Citizen's, 1lst Rochdal e
Cooperative G oup, Ltd. and Coordi nated Housing Service Inc. (1st
Rochdal e), Sel kirk Cogen, |PPNY, MEUA, Sithe, NEMA, New York | SO
Multiple Intervenors (M). ° On June 15, 1999, Hydro- Quebec (HQ
filed a protest out of tine. |In addition, the |Independent
Electricity Market Operator (IEMO) filed a notion for |eave to
intervene out-of-time in ER97-1523-000 et al.

On June 30, 1999, the Menber Systens filed a response to the
protests and comments filed by the intervenors.

[11. Di scussi on

A. Procedural Matters

Pursuant to Rule 214 of the Comm ssion's Rules of Practice and
Procedure, 18 C.F.R 385.214 (1999), the tinmely, unopposed notions to
intervene serve to make the New York 1SO, Citizen's, CEOB and P&E
Cenerating Co. parties to this proceeding. |In addition, given the
stage of this proceeding, and the absence of undue del ay or

‘(...continued)
necessary to reflect the final |SO governance procedures.

8A subsequent request for an extension of tinme was granted by
t he Comm ssion extending the date to file protests and interventions
until June 11, 1999.

%Sel ki rk, |PPNY, Coral Power, PECO Energy Co., the New York
Conmmi ssi on and Constel |l ation Power Source also filed to intervene in
this proceeding. These parties have been admtted as intervenors
previously in the underlying dockets to this proceeding. Therefore,
we do not need to act here on their requests for intervention.
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prejudice, we find good cause to grant the untinely, unopposed notion
to intervene of IEMO. We will also grant the untinely protest of HQ
given the absence of any undue prejudice or del ay.

Al t hough the Conmmi ssion's Rules of Practice and Procedure do
not permt answers to protests, 19 given the conplex nature of this
proceedi ng, and given that the answer helps in clarifying certain
i ssues, we will accept the answer filed by the Menber Systens.
Mor eover, although the Comm ssion's Rules of Practice and Procedure
do not permt responses to requests for rehearing, we will accept the
responses to the rehearing requests and clarification at this tine.

B. June 30 Order |Issues on Conpliance

The Menber Systens state that they have conplied with the
Comm ssion's directions in the June 30 order to nodify certain
provisions of their filing with respect to | SO governance, the
relationship between the 1SO and the NYSRC, and Local Reliability
Rul es. Subsequently, on April 30, 1999, the Conmm ssion issued an
order on the governance aspects noted above. Consequently, the
Menber Systens' April 30, 1999, conpliance filing reflects settlenent
provi sions which the Conm ssion rejected in its April 30 order,
wherei n additional procedures were required.

The Menmber Systens have revised the NYSRC Agreenment concerning
|l ocal reliability rules. The NYSRC Agreenent now provides that if a
Transm ssi on Provider proposes that a local reliability rule be
adopted as a reliability rule by the NYSRC, the NYSRC will use the
sanme procedures to adopt or modify local reliability rules that it
uses to adopt or nodify other reliability rules. This change is
consistent with our directions. Also consistent with our January 27
order, the Menber Systens have anended their code of conduct to
reflect a six-nmonth period for divestiture of financial holdings.

C. January 27 Order |Issues on Rehearing and Conpliance

0See 18 C.F. R 385.213(a)(2) (1999).

HOn July 2, 1999, the Menber Systenms submitted a settlenent on

out st andi ng governance issues. W wll not take action at this tine
on the |1SO governance procedures as submtted in the April 30, 1999,
conpliance filing and instead defer these issues to a subsequent

order in light of our April 30 order and the subsequent settl enent
filed by the Menber Systens.
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In the January 27 order, the Conmi ssion required the Member
Systens to revise the New York SO tariffs and agreements concerni ng
a variety of issues. First, the Comm ssion directed the
reinstatement of the pro forma tariff definitions for eligible
custoner and native | oad custoner and the pro form tariff
reciprocity provision. The Menber Systens have conplied with these
directives.

The Member Systens have al so foll owed our directions regarding
FERC jurisdictional disputes between the 1SO and the NYSRC, the
filing of arbitration awards resulting fromthe dispute resolution
process, the disclosure of certain information, and the elimnation
of the installed generation reserve requirenent as a condition for
obt ai ning transm ssi on service.

We will accept the above aspects of the conpliance filing
w t hout further discussion.

In the January 27 order, we also required that the Menber
Systens file a transmi ssion tariff that is separate fromthe |SO
Services Tariff. The Menber Systens' revised filing provides for
thi s change.

Custonmers who elect to use the Services Tariff will be able to
buy and sell energy in the LBMP market, buy and sell capacity, sell
ancillary services, and purchase control area services fromthe | SO
In addition, eligible custoners can request transm ssion service
under the | SO OATT wi t hout requesting service under the Services
Tariff.

The | SO OATT provides for the basic services required by the pro
forma tariff, including point-to-point firmand non firm service,
network service and ancillary services. The |ISO OATT differs from
the pro forma tariff in certain respects in order to inplenent
regi onal practices or to incorporate congestion pricing which the
Comm ssi on approved in its January 27 order.

VWile we will discuss certain specific provisions, including
TCCs, nmore fully later in the order, we find that, generally, the
Menber Systens have conplied with our directives to file separate
tariffs and provide for long-termtransm ssion services in the |SO
OATT.

Poi nt -t o- Poi nt and Networ k Services
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In the January 27 order, we stated that the Menber Systens
failed to offer long-termfirmtransm ssion services that are
requi red under the pro forma tariff and di sagreed that the
avai lability of six-nmonth TCCs woul d approximate the long-termfirm
transm ssion commtnments. We directed the Menber Systemto reinstate
the pro forma tariff long-termfirmtransm ssion services and to
extend to all users enough six-nonth TCCs to cover the |ength of
their transm ssion service.

The Menber Systens' proposal now provides for a TCC auction from
whi ch both short-term (six-nonth) and | ong-term (greater that one
year) TCCs can be purchased to ensure firmservice. However, |ong
term TCCs will not be available until Spring 2000. The Menber
Systens note that deferring the auction of long-term TCCs until
Spring 2000 will enable custoners to gain experience in operating in
this new environment. Accordingly, custoners should be nore capable
of making an informed bid for |ong-term TCCs.

We concl ude that the Menber Systens have conplied with the
requi rement to provide |long-term service, even though | ong-term TCCs
w |l not be available until Spring 2000. We find that the service
offered by the SO is consistent with or superior to that offered
under the pro forma tariff.

Transm ssi on Expansion and Requests for Interconnection

In the January 27 order, the Conmi ssion rejected the Member
Systens' fragnmented proposal concerning transm ssion expansion
because it disbursed responsibilities anmong different parties. The
Comm ssion directed the Menber Systens to reinstate the pro form
terns and conditions, which require the transm ssion provider to
expand the systemin response to a valid request for transm ssion
service.

The Comm ssion also directed the Menber Systens to include
provi sions for new generators that wish to be interconnected to the
New York 1SO grid when the generator itself will not be seeking to
take transm ssion service.

Conpl i ance Filing
In its conpliance filing, the Menber Systens have incorporated

the pro forma terms and conditions related to transm ssion expansi on.
The | SO OATT states that, when the 1SO receives a custoner request to
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expand its system it will conduct an estimated systemreliability
| npact study.

The Menmber Systens' filing provides that in order to undertake
an expansion, a transm ssion custonmer nust ask the | SO for a system
I mpact study. That transm ssion custoner woul d be responsible to pay
for the systeminpact study. The systeminpact study will identify
any additional facilities or upgrades necessary to neet the
transm ssion custoner's request. The transm ssion custonmer nust then
pay the affected transm ssion providers to conduct a facilities
study. Such a study would include estimtes of the cost of
additional facilities, the transm ssion custonmer's share of the cost
for network upgrades, the tinme needed to conplete construction, and a
non-bi nding estimte of feasible TCCs resulting fromthe
transm ssi on expansion. The New York Commi ssion can al so request a
study of transm ssion reinforcenment options at no cost.

The Menmber Systens have al so added sections detailing procedures
for requesting new interconnections and reinforcements. An eligible
customer wishing to interconnect with the New York |1SO grid nust
submt its interconnection proposal to the 1SO. The | SO and rel evant
transm ssion providers will performa systemreliability inpact study
(to be paid for by the eligible customer), to determ ne the
i nterconnection's effect upon reliability. Studies will be
prioritized by the date in which they have been requested. The study
wi ||l focus upon the proposed interconnection's inpact on system
voltage, stability, thermal limts, interface transfer capability,

t he magni tude and |ikelihood of such inpacts, and whet her

nodi fication will be required to mtigate these inpacts. |If the
study finds the interconnection adversely affects reliability or the
ability to operate the New York 1SO grid reliably, then the

I nterconnection will not occur unless and until the necessary
transm ssi on upgrades are made. The custoner can then deci de whet her
it wishes to pay for the necessary upgrades. |If a custoner pays for
the transm ssion upgrades, it will receive TCCs for the associ ated
transm ssion capacity. |If the interconnection is approved, the
eligible custoner can enter into an agreenent with the transm ssion
provider with whom the custonmer will be interconnected.

| ntervenor Comments and Menber Systens Response

The New York Conm ssion wants the Conm ssion to clarify, in the
| SO Agreenent, that the |1 SO Operating Comm ttee does not have final
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approval over transm ssion studies requested by the New York

Comm ssion. It wants specific |language added that will state the |SO
w Il performany transm ssion study requested by the New York
Conmi ssi on.

HQ bel i eves that the date of subm ssion is not sufficient for
t he assignment of priority for systeminpact studies for
i nterconnection. HQ also believes that the system i npact study
shoul d specify the nethod used to estimate the system upgrade and
shoul d specify the cost of interconnection as well as the allocation
of system upgrade costs between the transm ssion provider and the
party requesting the interconnection.

M clainms that the transm ssion expansion section of the tariff
prohibits the 1SO from ordering the transm ssion provider to
construct new facilities or nmodify existing facilities. They claim
that this contradicts the Comm ssion's order that the transm ssion
provi ders nust not forestall expansion when needed to ensure
reliability.

MEUA says that the OATT is not explicit with regard to the |1SO
and transm ssion providers conducting grid expansion in response to a
valid request for transm ssion service.

| PPNY i s concerned that new interconnections to the grid require
existing interface transfer capabilities to be maintained, and that
the interconnecting party will have to pay for any upgrades necessary
to maintain existing interface transfer capability. |PPNY argues
that, if this is necessary, new generators are being prejudiced in
favor of existing generators. They request that the Conm ssion
direct the Menber Systenms to nmake clear that new generators
I nterconnecting to the grid will not be responsible for maintaining
exi sting transfer capabilities.

The Member Systens, in response to |IPPNY, assert that a
"generator is responsible for ensuring that its interconnection with
the grid does not reduce the transfer capability of the grid by
degrading reliability at current transfer levels." 2 Further, Menber
Systens state that this standard does not concern the inpact of net
I njections of energy by a newly connected generator on transfer
capability, as this is accounted for in the 1SO s dispatch and LBMP.
The interconnection standard concerns generators whose nere
i nterconnection reduces transfer capability, even if the net

2Member Systens response at 34 (Menmber Systens response).
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I nj ections of energy are zero. The Menber Systens acknow edge t hat
this would be unusual, but it wants generators that have this inpact
on the grid to be responsible for nodifying their interconnections to
mai ntain interface transfer capability.

PECO clainms that the silence in the tariff with regard to
payment for facilities to elimnate adverse reliability inpacts from
an interconnection allows the | SO and transm ssion provider to deny
an interconnection of a new generator to the grid. PECO wants the
tariff nmodified so that the party wishing to be interconnected only
pays for the needed facilities to neet the mnimumreliability
standards. PECO states that network upgrades should only be
optional, and only should be considered and paid for by parties
wi shing to avoid congestion and obtain the associated TCCs.

Sithe recommends approval of the priority procedures for
generator interconnection, but asks the Conm ssion to reject any pre-
determ ned cost responsibility for transm ssion upgrades associ at ed
with new interconnections. Sithe believes that the | SO OATT
provisions inplicitly suggest that generators who interconnect are
responsi bl e for any upgrades needed. Sithe believes that all market
participants should jointly devel op guidelines for cost
responsibility with regard to new i nterconnections.

In its answer to the protests to the conpliance filing, the
Member Systens respond to many of these argunents. The Menber
Systens clarify that the Operating Comm ttee does not have to approve
t he study of any transm ssion expansion requests by the New York
Comm ssion. The Menber Systens respond to M and MEUA that the New
York 1SOw Il respond to requests for transm ssion expansi on through
t he process described in the OATT.

The Menmber Systens state that all custonmer requesting firm
transm ssion service will receive it if they are willing to pay the
appl i cabl e congestion charge. To the extent that customers wi sh to
avoi d payi ng congestion charges, they may request transm ssion
expansi on. By paying for an expansion, a customer would receive TCCs
associated with the expanded capacity to offset congestion charges. 13

Further, the Menber Systens argue that PECO s concerns are
unwarranted, stating that a customer wi shing to interconnect to the
system woul d be able to nodify its proposal if the original proposa
was found to have adverse reliability inmpacts. They state that

BMember Systens response at 16.
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custoners requesting interconnection only pay the cost associ ated
with the interconnection proposal, including costs in conjunction
with the mai ntenance of reliability in the proposal. '* The Menber
Systens state that their interconnection proposal corresponds to
NEPOOL's m ni mum i ntegrati on standard.

Comm ssi on Response

We find that the | SO OATT provides that a Menber Systemw |, at
the SO s request, use due diligence to expand or nodify the
applicable portion of the transm ssion system and that the revised
transm ssi on expansi on provisions are consistent with or superior to
the pro forma terns and conditions

We do not agree with the intervenors that are concerned that
the | SO OATT predeterm nes a customer's obligations for grid
upgrades. Consistent with the pro forma tariff |anguage, Menber
Systens have included provisions (Section 19.4) that require any
conpleted facilities study to include a good faith estimte of a
customer's cost of direct assignment facilities and its share of any
requi red network upgrades. We find that this and the other
provi sions are consistent with or superior to the pro form tariff.

Wth respect to the New York Conmi ssion's request for
clarification, the | SO OATT 5 already states that the 1SO wil|
perform transm ssion reinforcenment studies at the request of the New
York Comm ssion at no cost to the New York Comm ssion. There is no
requi rement for any further commttee approval to commence a
facilities study.

In conpliance with the January 27 order, Menber Systens provided
procedures for merchant generators to arrange for interconnection in
circunmstances where they will not be separately obtaining
transm ssion service. \While generally supportive, several
i ntervenors seek clarification with respect to the interconnection of
new generators and the prioritization of interconnection requests.

We find that Menber Systens' clarifications on the
i nterconnection issues are sufficient at this stage but also find
that the 1SO and market participants should jointly devel op

“Menmber Systens response at 35.

15See | SO OATT section 19A.
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gui delines for cost responsibility with regard to new
I nt erconnecti ons.

We find that Menber Systens' proposal to prioritize inpact
studies for interconnection based on the date of subm ssion is a
reasonabl e approach and absent an alternative proposal we will accept
t hi s net hodol ogy.

Liability and I ndemi fication

In the January 27, 1999 order, the Conmm ssion directed Menber

Systens to revise the New York | SO OATT to adopt the indemification
provisions of the pro forma tariff, w thout nodification.

Conpliance Filing

Menber Systens have adopted the pro forma tariff indemnification
and liability provisions in the | SO OATT. They have not adopted
t hese provisions in the 1SO Services Tariff.

| ntervenor Comments and Menber Systens Response

HQ notes that, although the I SO OATT was revised to conply with
t he i ndemnification provisions of the pro forma tariff, the | SO
Services Tariff maintains a gross negligence standard. HQ argues
that the I1SO OATT liability standard nust al so be used in the |ISO
Services Tariff.

Member Systens respond that the Comm ssion required that only
the liability and indemification provisions of the | SO OATT be
nodi fi ed and argue that the pro forma tariff liability and
I ndemmi fication provisions should not apply to the |1SO Services
Tariff. They maintain that it is inappropriate for the Comm ssion to
mandate a standard for liability for providing non-OATT services and
that the I SO Services Tariff's gross negligence standard is
consistent with New York |aw. They further argue that the Conm ssion
routinely allows parties in conpetitive markets to negotiate their
own terms for commercial transactions, and that the Conm ssion has
approved the |1 SO New England's Tariff for Dispatch and Power
Adm ni stration Services and the PJM Operating Agreenent which utilize
a gross negligence standard.

Conm ssi on Response
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The Commission's pro forma liability and i ndemification
provi sions apply to open access transm ssion services. Contrary to
HQ s argunment, the pro forma tariff indemification provisions need
not apply to the I SO Services Tariff, which does not contain open
access transm ssion services. |In this instance, the | SO Services
Tariff's conforms with New York | aw, which governs power sales within
the state. Therefore, we accept the Menber Systens' revised
liability and i ndemi fication provisions in the |1SO OATT and the | SO
Services Tariff.

Transm ssi on Rates

MEUA submtted a request for rehearing stating that the
Comm ssion erred in rejecting a single system pool w de transn ssion
rate. It states that the current proposal |eaves too nmuch control in
t he hands of Menber Systens and reconmends a single system w de
transm ssion rate.

This issue was discussed at length in the January 27 order,
where the Comm ssion approved the proposed pricing approach. MEUA
has not raised any new argunents which warrant further consideration
here and we find no reason to reach a different result in this case.

Transn ssi on Losses

Under the proposal that we accepted, transm ssion custoners
woul d be responsible for the margi nal | osses associated with their
transactions. Under the marginal | oss proposal, revenue collected
for losses will exceed the actual costs for |osses. The excess
revenue col |l ected above costs will be offset against the scheduling
charge which is paid by all entities scheduling |load in New York.

Requests for Rehearing and Menber Systens Response

MEUA and Sithe seek rehearing of the Conm ssion's acceptance of
mar gi nal | osses. MEUA wants | osses cal cul ated based on average
system wi de | osses and recomrends rejecting the marginal | oss
proposal since it over collects for |losses that are refunded through
t he scheduling charge. MEUA clainms that charging margi nal | osses to
both energy market participants and bilateral market participants
woul d lead to the participants in the bilateral market subsidi zing
participants in the energy narket.

Sithe al so objects to the margi nal |oss proposal unless the
custoners that overpay for |osses are refunded the anount of their
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overpaynent. Sithe argues that the refund through the scheduling
charge is not appropriate for refunding | oss overpaynents. Sithe
claims that this violates the fundanentals of rate making, |ega
precedent, the Federal Power Act, and Comm ssion policy by not
allocating the cost of |osses based on a custoners actual
contribution to losses in the system

The Menmber Systens respond that intervenors are incorrect that
entities are "overcharged" for marginal |osses. First, they argue
that charging for marginal |osses is economcally correct in a
conpetitive market. Second, if revenues were refunded to custoners
in the manner advocated by Sithe, those refunds would underni ne the
price signals and incentives that are provided by charging for
mar gi nal | osses. The Menber Systens maintain that the nost
reasonabl e way to refund excess revenues is through the scheduling
charge. 1

Comm ssi on Response

As we stated in our January 27 order, the use of marginal | osses
Is a significant conponent of the LBMP pricing nethod we have al ready
approved. * Under the Menber Systens' proposal, the variable costs
of transm ssion (congestion and |losses) will be treated consistently
under a marginal rate cost design. Marginal |osses, |ike congestion
costs, vary on the basis of the location of the generator and | oad.
Thus, marginal | osses help send efficient price signals to market
partici pants. Marginal |osses do not cause the bilateral market to
subsi di ze the energy market; all participants face the marginal | oss
price signal and thus are treated simlarly. W disagree that
custoners should receive a refund of a portion of their paynments for
mar gi nal | osses, since such refunds would inefficiently change the
mar gi nal | oss price signal. We deny the requests for rehearing and
note that the intervenors raise no new argunents on rehearing.

Ener gy | nbal ance Service

Conpl i ance Filing

The revised filing provides that for those parties taking
service under the 1SO Services Tariff, energy inbalances will be
settled at the real-time LBMP. In essence, any deviations between

1 Menber Systens response at 4.

7See 86 FERC at 61, 214.
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t he day-ahead schedule and real -tinme transactions are purchases from
or sales to the 1SO s real-tinme energy nmarket at the applicable LBMP.
18 CGenerators whose real time production does not match their
schedul es al so pay a regul ation charge for the amunt of the

devi ation. However, if the energy deviation is |less than the

tol erance |l evel to be defined by the ISO the energy deviation is set
to zero.

For parties taking service only under the |1SO OATT, energy
| mbal ance charges will be settled as an energy inbal ance service. |If
energy withdrawals are |l ess than schedul ed wi thdrawal s, the
transm ssi on custonmer pays a charge equal to the greater of 150% of
the real-tinme LBMP or $100/MM. |If the transm ssion custoner's
delivery exceeds the schedul ed delivery, no paynent will be made for
t he excess energy. These transm ssion custoners may al so be subj ect
to regul ation and frequency response charges.

| ntervenor Comments and Menber Systens Response

MEUA, Sithe, Coral/EPM and |IPPNY all conplain about the
different treatnent of inbal ances between the |1SO Services Tariff and
the I SO OATT. MEUA says that the inbal ance charges in the OATT are
hi gher than generally accepted, and the pro form deviati on bandw dth
Is mssing fromthe inbal ance charges. [|PPNY wants the Comm ssion to
direct the Menber Systenms to include pro forma tariff terns regarding
ener gy i nbal ance charges the OATT. It states that this different
treatment between the two tariffs would force transm ssion custoners
to take service under the Services Tariff, contrary to the
Comm ssion's order. Coral/EPM want the inbal ance charges under the
| SO Services Tariff and the OATT to be conparable, and they want al
I mbal ances settled at the real-tinme LBMP. Sithe requests that the
Comm ssion order that OATT inbal ances be settled at the real-tine
LBMP.

NEMA cl ainms that the penalties for undergenerating -- in
particul ar, the paynments for regulation service -- are excessive. It
claims that it is quite difficult for generators to be right on their
Security Constrained Dispatch (SCD) base point. 1In order to counter
this risk, NEMA argues that generators will alter their bids and

8The exception is for real-tinme generations produced above the
schedul e without instruction fromthe 1SO for which the generator
recei ves no paynent.
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af fect market prices. ° It proposes a penalty equal only to the
mar ket price for energy or a small bandwidth in which smaller
penalties will be inposed.

The Member Systens respond that the Services Tariff and the OATT
confer different obligations and benefits upon parties taking service
under each of these tariffs. They cite PJMwhere there is
differential treatnment of inbalances that has been approved by the
Comm ssion. The Menber Systens state that custoners that take
service only under the OATT should pay a penalty because it is
necessary to ensure such custonmers do not unfairly |ean on Services
Tariff custoners' generation resources. 20

The Menmber Systens al so respond to NEMA that regul ati on charges
have al ready been approved by the Conmm ssion in the January 27 order,
but they have now defined the tol erance | evel that was not in place
previously. They claimthat their approach is consistent with Order
No. 888-A in that generators should be required to deliver their
energy on schedul e.

Conm ssi on Response

We will accept the Menber Systens' proposal. Cust oner s
participating in the 1SO Services Tariff pool their resources and
operate a real-time market to account for inbalances. This is
simlar to the arrangenment the Conmm ssion approved in the PIM

Reliability Assurance Agreenent. Custoners that do not participate
in the | SO Services Tariff cannot rely on these pooling arrangenents
and will be subject to the energy inbalance provisions of the |ISO
OATT.

We agree with the Menber Systens that it is appropriate to
assess regul ation charges to generators which deviate fromtheir
energy schedules. Units which deviate fromtheir energy schedul es
create a greater burden on suppliers of regulation service by forcing
themto adjust their output to keep supply and demand bal anced on the
system As nore units deviate fromthe schedul ed energy injections,
the ISOw Il need to procure nore capacity for regulation service.
Thus, it is reasonable to assess regul ation charges to those who
cause the need for regul ation.

INEMA protest at 5.

2’Member Systens response at 37-39.
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The pro forma tariff provides for a deviation band of +/- 1.5%
of the schedul ed transaction with a 2 MW m ninum Energy i nbal ances
within the band are to be returned in-kind within 30 days. Energy
i mbal ances outside of this deviation band are subject to charges
proposed by the transm ssion provider and those charges are generally
penalty rates intended to create an incentive for mnimzing energy
I mbal ances. The Menber Systens have not shown that the energy
i mbal ance provisions are consistent with the pro form tariff.
Therefore, we will require the Menber Systenms to incorporate the pro
forma deviation band and transaction mninumin the | SO OATT.

Member Systens al so propose a penalty charge for inbal ances
under the 1SO OATT which is equal to the higher of 150% of the
Real - Time LBMP at the point of delivery or $100/ MMh. This charge is
consi stent with past Commi ssion precedent concerning the penalty
charges of other 1SOs. 22 Therefore, we find Menber Systens' proposed
penalty charge | evel of 150% of LBMP to be reasonable. Further, we
find that the proposed $100/ MMh charge, which is equivalent to the
100 m |l ls/kw that we have routinely approved for emergency service,
is al so reasonabl e.

Vol t age Support Charges

The Conmm ssion accepted the Menber Systens' proposal for the |ISO
to pay the party with whomit contracts for voltage support and found
that it was reasonable to expect that the contracting party would be
the entity entitled to the output of the generator. The Conmm ssion
al so stated that it expected that the 1 SO would allow a non-utility
generator (NUG to participate in providing these services if the NUG
believes that its contracts with purchasers permt it to contract
directly with the | SO

Requests for Rehearing

Sithe asks the Conmi ssion to direct the Menmber Systens to revise
the tariff to allow NUG with existing power purchase agreenents to
be able to contract directly with the 1SO to provide, and be
conpensated for, reactive power and voltage support services. It
argues that to allow otherw se would be discrimnatory to NUGs vis a

2lFor exanple, on July 22, 1998, the Conm ssion accepted
NEPOOL' s conpliance filing in which a penalty charge was established
at a 200% | evel. New England Power Pool, 85 FERC { 61,141 (1998).
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vis other generators who can contract with the 1SO to provide these
servi ces.

Conpliance Filing

For providers of voltage support service the SO w || pay each
nonth one twelfth of the annual enbedded cost for providing voltage
support. If the provider of voltage support is not an installed

capacity provider, the nonthly paynment is equal to one twelfth of the
annual enbedded cost pro-rated by the nunmber of hours the generator
or synchronous condenser ran in that nonth. 22

Rate Schedule 2 of the Menber Systens' proposed Services Tariff
provides that for NUGs selling power under power purchase agreenents,
the I SO shall contact the party purchasing energy under such an
agreement for voltage support service. The 1SOw Il conpensate the
hol der of the agreenent for the voltage support service provided.
NUGs may receive paynents for voltage support after the agreenent has
term nated or expired.

| ntervenor Comments and Menber Systens Response

Sithe urges the Conm ssion to reject the portion of Rate
Schedul e 2 that would automatically preclude all NUGs operating under
power purchase agreenents fromcontracting with the SO to sell
reactive supply and voltage support. 22 Sithe argues that such
automatic preclusion fails to conformto the January 27 order

Sithe al so asks the Comm ssion to elim nate paynment provisions
for voltage support services that it views as discrimnatory. 2
Sithe states that, under the proposed |ISO Services Tariff, generators
providing installed capacity receive higher paynents for voltage
support than those who are not. Sithe argues that generators
provi di ng vol tage support, but not installed capacity are unlikely to
fully recover the costs associated with voltage support provision.

In response, the Menber Systens claimthat they have conplied
with the Comm ssion's directive to allow for the possibility that

22These provisions are the sane as in the previous filing that
was the subject of the January 27 order.

23Sithe protest at 22-23.

24Si t he protest at 23-24.
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NUGs may be able to contract directly with the 1SO.  However, the
Member Systens state that, in cases where the purchaser agrees to
stipulate that the NUG should receive the paynents, the Menber
Systenms woul d not object to direct paynments to the NUG ?2° Moreover,
t he Menber Systens state that Sithe's argunents regardi ng generators
provi di ng vol tage support, but not installed capacity, is m splaced
here, since this was not an issue in the conpliance filing and was
al ready approved.

Conmm ssi on Response

We agree with Sithe that NUGs should be allowed to contract on
their owmn with the |1 SO for voltage support service where permtted
under the terns of their power purchase agreenents. The Menber
Systens state that in cases where the purchaser agrees to stipulate
to the 1SO that the NUG should receive the paynents, the Menber
Systens woul d not object to direct paynents to the NUG  We direct
the Menber Systens to revise the tariff accordingly.

We agree with the Menber Systens that Sithe's protests regarding
the differential paynments for voltage support are m splaced as we
have al ready approved this provision in the January 27 order.
Moreover, we find it reasonable that providers of installed capacity
receive the full enbedded cost paynent for voltage support since they
are required, as providers of installed capacity, to follow the
di spatch instructions of the 1SO. A generator not providing
i nstall ed capacity may offer
t hese services only in the hours it chooses.

Gr andf at hered Agreenents and Transition Pl an
Requests for Rehearing and Clarification

NEMA asks the Conmmi ssion to clarify that transm ssion custoners
with existing utility specific OATT reservations (regardless of when
t he custoners took service under the utility specific OATT), be
all owed to convert those reservations to the | SO OATT and thus obtain
all of the benefits of the 1 SO OATT. NEMA argues this would ensure
non-di scrim natory open access for all transm ssion custonmers in New
York. NEMA expresses concern that, if sone transm ssion custoners

’Menmber Systens response at 76-77.
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are forced to operate under a utility specific OATT, they would face
rate pancaking and hi gher costs than other transm ssion custoners.

Sithe and Sel kirk ask the Conmmi ssion to clarify that any
transm ssion custonmer with an existing transm ssion agreenent can
take TCCs in lieu of its physical rights, but continue to pay the
rates in accordance with the ternms and conditions of the existing
agreenments. According to these intervenors, the January 27 order
summari zed the Menber Systens' proposal as stating that those
custoners with existing agreenments can either stay with the
agreenent, or convert their rights to TCCs and pay the associ at ed
transm ssion service charge (TSC) as defined in the tariff. Selkirk
states that if the Comm ssion's intention is to make the existing
custoner pay the TSC, and not the existing contract rate, it seeks
rehearing on this issue.

Sel kirk also requests clarification of |1SO treatnment of third-
party wheeling agreenents, and states that the January 27 order is
i nconsi stent with the tariff concerning grandfathered agreenents
which allow the existing contract rates.

| PPNY requests the Conmi ssion to require the Menber Systens to
file a revised pro forma tariff that will inplenment retail access
within 90 days of the January 27 Order. It states that this wll
hel p i npl ement conpetition in New York, since it is |IPPNY's
under standi ng that half the load in New York will have retail access.
Sithe and EPM echo this sentinment and ask the Conm ssion to require
a filing by a firm date.

EPM wants long-termfirm service that exceeds a six-nonth
period at a fixed price. EPM argues that if TCCs are to be the
basis for this long-termfirmservice then TCCs of greater than six
mont hs in duration nust be offered so that the 1SO tariff conforms to

the pro form tariff.

EPM requests clarification that all transm ssion services mnust
be avail abl e through existing agreenents entered into under utility
specific OATTs until the ISO assunmes full operation of the grid.
EPM seeks this clarification to ensure that there will be no
I nterruptions in open access to the New York system

The Member Systenms wish to clarify that a custoner under an
exi sting transm ssion agreenment has three options: (1) it may
continue taking service under the agreenent and pay the contract
rate; (2) it can take service under the agreenent, and convert its
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physical rights to TCCs which will allow the custoner the sane
flexibility as custoners taking service under the 1SO tariff, but it
still pays the contract rate, not the TSC, and (3) it can term nate

its existing agreenent if it is allowed to do so and take service
under the SO tariff as a new custonmer, pay the TSC, but receive no
TCCs in lieu of its physical transm ssion rights. The Menber Systens
state that they will include these options in their conpliance
filing.

Conpliance Filing

The Member Systens had proposed to generically revise the
charges under grandfathered contracts to include the ancillary
service charges and increnental |osses under the | SO OATT.

Attachment K of the OATT states that Third Party transm ssion
wheel i ng agreenents (Third Party TWAs) will remain in effect and a
Third Party may: (1) retain the existing rights (G andfathered
Ri ghts) subject to the provisions |listed below, (2) convert the
transm ssion rights to Transm ssi on Congestion Contracts
(Grandf athered TCCs); or (3) termnate the Third Party TWA (if terns
allow). The provisions also require that each Third Party TWA wi | |
not be charged for |osses or ancillary services under the 1SO tariff
until a Section 205 filing that provides for such charges is filed
and the new rates becone effective. In addition, the | SO OATT
requires custonmers with existing transm ssion agreenments, two weeks
before the first auction, to indicate whether they will opt to el ect
to convert their existing transm ssion rights to TCC s or to take
G andf at hered Ri ghts.

| ntervenor Protests and Menber Systens Response

Sithe and M al so request that the Conmm ssion confirmthat
service under existing agreenents’ wll be provided under preexisting
rates, terns and conditions once the | SO beconmes operational.

1st Rochdal e believes that Menber Systems who grandfather their
own existing agreenents establish barriers to entry for new
transm ssion customers for conparable service. This is particularly
true for the TSC which applies only to new entrants and non-
gr andf at hered transacti ons.

M state that transm ssion custoners should not be required to
provi de an unconditional, irrevocable letter of credit to receive
transm ssi on service.
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Conmm ssi on Response

The Comm ssion directed the Menber Systens to adhere to the
existing terns of existing transm ssion contracts until such tine as
the agreenents are nodified pursuant to sections 205 or 206 of the
FPA. Custoners with existing transm ssion rights that elect to
convert to TCCs will pay the tariff rates. The Commi ssion determ ned
that it would be inappropriate to generically increase the rates
under existing bilateral agreements with respect to | osses or any
other rate conmponent. |In addition, we stated that we expected that
t he Member Systens would continue to grant requests for service under
their individual tariffs and honor existing commtnments until the
date the | SO becones effective. 26

We are satisfied that the Menmber Systens' filing adequately

addresses the treatnent of existing contracts. |t appears clear from
the conpliance filing that Menmber Systenms will honor the existing
rates, ternms and conditions of existing agreenents until such tinme as

they are nodified wunder section 205 or 206 of the FPA.

Mor eover, Menber Systens proposal to require the transm ssion
custonmer to provide an unconditional and irrevocable letter of credit
as security is consistent with the pro forma tariff, which provides
that the transm ssion provider may require reasonable credit review
procedures. 2 W therefore deny M's request for the deletion of
this requirenent.

Transition Paynents
The Comm ssion generally approved the TSC, but reserved comment

on the Transitional Charges until the 1SO files details of the
amounts and their effects on the TSC.

26\\e note that we accept the Menber Systens' description of
gr andf at hered agreenents and agree that we did not accurately
descri be the treatnment of such agreenments in our January 27 order.

2'The transm ssion provider may require the custoner to maintain
in effect, during the termof the service agreenent, an unconditi onal
and irrevocable letter of credit as security to nmeet its
responsibilities and obligations under the tariff. Order No. 888-A
at 30,514 (Section 11).
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The Member Systens agreed to make Transition Paynents to be
determ ned by a fornmula in order to mtigate cost shifting anong the
members. The fornula (Attachment H) identifies the conmponents of the
revenue requirenment that will be used to determ ne each Menber
Systenmis TSC for point-to-point and network transm ssion services.

The Menmber Systens' conpliance filing does not provide the
details and rate inpacts associated with this. The Menmber Systens
advise that it is premature to provide this data and they wil|
provide data in a future filing. The Menber Systens advise that the
| SO nust wait until after the first auction of TCCs before the
Transiti onal Charges can be calculated along with their effects on
the TSCs. The ISOw Il file Transition Paynents, along with
explanatory material, in the Spring of 2000. W note that Section H
of the 1SO Tariff provides that the transition period paynent will be
set to zero until the appropriate Section 205 filing is submtted to
the Comm ssion. W believe that it is reasonable for the Menber
Systens to defer these transition charges until after a filing under
Section 205 is submtted to the Comm ssion.

Recal | of Energy Exports During Energencies and Curtail nents

Section 4.13 of the 1SO Services Tariff allows for the
i nterruption of purchases of energy in the day-ahead, |SO
adm ni stered markets to serve | oad outside of the NYCA in order to
mai ntain the appropriate reliability criteria in the NYCA or to avoid
| oad shedding in the NYCA

The | SO OATT has provided nore detail regarding curtail ment
priorities and bid-based reductions needed in response to security
violations. In short, non-firmservice will be curtailed before firm
service. For each type of service, reductions and curtailnments wll
t ake place based upon decrenental bids. These procedures appear in
Attachment J of the OATT. However, the Menber Systens have added a
section in the body of the OATT (Section 13.6) summarizing its
curtail ment procedures needed to maintain reliability. 1In this
sunmary, the OATT states that the 1SOw Il follow the Lake Erie
Emer gency Redi spatch (LEER) procedures and North Anerican Electric
Reliability Council Transm ssion Loading Relief (NERC TLR) procedures
when applicable. Section 13.6 also states that the 1SO reserves the
right to curtail any firmservice, at its discretion, in the event of
an energency that threatens reliability to the system 28

28] SO OATT at 67.
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| ntervenor Comments and Menber Systens Response

| PPNY, Coral/EPM, and Sithe ask the Commi ssion to reject a
provision in the | SO Services Tariff to recall sales from generators
not commtted to providing installed capacity to | oad outside of New

York in order to prevent |oad shedding in New York. |PPNY believes
that the I SO should only be able to recall these types of
transactions if the transactions threaten reliability. It clains

that this provision hanpers conpetition and the devel opment of broad
regi onal energy markets. 2° [|PPNY contends that, if generators in New
York that provide installed capacity to | oad outside of New York face
this provision, neighboring control areas could adopt simlar
policies. Coral/EPM suggest a mechani sm by which the | SO coul d
offer to buy that energy instead of recalling it.

The Menmber Systens reaffirmthe 1SOs right to recal
transactions in which generators providing installed capacity are
i nvol ved. They also clarify that this recall applies only to
generators that are providing installed capacity and the recall
rights are a condition of eligibility for installed capacity. They
reiterate the inportance of this provision to maintain system
reliability. 30

Sithe asks for clarification on how the curtail ment procedures
in Section 13.6 of the OATT interact with the bid based curtail nment
procedures in Attachnment J of the OATT.

Member Systens respond that the LEER procedures are reasonabl e,
have been approved by the Comm ssion, and that this docket is not the
appropriate venue for reviewi ng the LEER procedures. The Menber
Systens clarify that Section 13.6 reflects that: (1) transm ssion
custoners are obligated to follow | SO directions in the event of a
Maj or Enmergency state; (2) the 1SOw Il follow NERC TLR procedures;
and (3) the ISOw Il follow LEER procedures. They also state that
Section 13.6 allows the SO to proportionally allocate curtail nents
anong network and point-to-point custonmers. The Menber Systens note
that a virtually identical proposal was approved for PIM 3!

Comm ssi on Response

29 PPNY at 8.
SOMenmber Systens response at 42.

SiMenber Systens response at 12.
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The Menmber Systens have clarified that they did not intend to
recall energy produced by non-installed capacity generators serving
external load. This clarification should satisfy |IPPNY and ot her
I ntervenors who ask the Comm ssion to reject the provision allow ng
recall of energy fromnon-installed capacity when necessary to
prevent | oad-shedding. W direct the Menber Systens to add this
clarification to the |1 SO Services Tariff.

We disagree with Sithe that there is anmbiguity regardi ng how the
curtail ment procedures in Section 13.6 will interact with the bid-
based curtail ment procedures in Attachnent J. We find the tariff to
be cl ear.

I nstall ed Capacity Requirenent for LSEs
Requests for Rehearing

The New York Conm ssion requests the Commi ssion to clarify that
LSEs, and not transm ssion custoners, are responsible for meeting
I nstall ed capacity requirenents.

Conpliance Filing

In its conpliance filing, the Menber Systems no | onger seek to
i npose the installed capacity requirement upon transm ssion custoners
-- the installed capacity requirement would be elimnated fromthe
OATT. Instead, the requirenment would be inposed specifically upon
LSEs and placed in the Services Tariff.

The Menmber Systens al so propose that the existing installed
capacity requirenments for the NYPP continue in effect until October
31, 1999, at which tine the NYSRC s installed capacity requirenments
wi Il becone effective.

In their filing summary, Menber Systens state that their
proposal to inpose an installed capacity requirenent on all LSEs is
justified in order to inplenment reserve sharing equitably. The
Member Systens argue that it is not possible for the 1SOto
differentiate the reliability of service provided to end-users
dependi ng on whether the LSEs have provided installed capacity.

Mor eover, they argue, Comm ssion precedent supports such a
requi rement, since the Comm ssion has approved installed capacity
requi rements for LSEs in NEPOOL and PJM
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Comm ssi on Response

In the earlier order, the Comm ssion rejected Menber Systens'
proposal to require all LSEs in the NYCA to satisfy installed
capacity requirenents as a condition of transm ssion service,
questioned whether it would be appropriate to i npose such a
requi rement outside the context of a pooling arrangenent, and
reserved judgenent on Menber Systens' proposal to require LSEs to
secure installed capacity that satisfied |ocational requirenents.

In the conpliance filing, Menmber Systens have renoved install ed
capacity requirenments fromthe | SO OATT and i ncorporate these
requi rements into the 1SO Services Tariff. Menber Systens contend
that it is reasonable to require all LSEs in the NYCA to satisfy an
install ed capacity requirenment because industry reliability practices
dictate that adequate generation reserves be naintained, it is an
hi storical practice of the NYPP, and the NYSRC contenplates that this

practice will be continued. Menber Systens al so contend that this
requi rement is being inposed in the context of a pooling arrangenent
because the 1SO will be operating a real-tinme market under the | SO

Services Tariff for the benefit of LSEs, which nmust be supported by
install ed capacity resources. Menber Systens explain that, as in
PJM LSEs nmay avoid the installed capacity requirenment by not

el ecting service under the 1SO Services Tariff. This satisfies the
requi rements of our order

Determi nation of the Installed Capacity Requirenment

The Menber Systens have revised the filing so that if a
customer is served by different LSEs over the course of a six-nonth
peri od, each affected LSE's installed capacity requirenment will be
adj usted based on the LSE' s share of energy supplied to the custoner
during the peak hour.

The | SO Services Tariff clarifies that the only | ocational
i nstalled capacity requirenents that will be in effect when the |1SO
comrences operations will be those currently in effect under retail
access plans filed with the New York Commi ssion and LI PA. However
the Menmber Systens have revised their filing to allow the 1SO the
authority to establish and inplenent additional |ocational installed
capacity requirenents.

Under the I SO Services Tariff, all LSEs serving load in the NYCA
must provide installed capacity in accordance with | SO requirenents.
In the first three years, LSEs found deficient of installed capacity



Docket No. ER97-1523-003, et al. - 29 -

w || pay predeterm ned fines, based upon |ocation, for kilowatts of
capacity they are deficient. After three years, the fine is equal to
three times the local |evelized enbedded cost of a gas turbine
generator. Providers of installed capacity nust abide by the I1SO s
rules, including a requirenent to bid facilities either into | SO
facilitated energy markets or use facilities to serve |load in the
NYCA t hrough bil ateral transactions.

The actual installed capacity requirenent for an LSE will be
determ ned at the end of the capability period. |f an LSE has not
purchased enough installed capacity to neet its requirenents, the |SO
will allow any LSEs in this situation to avoid deficiency paynents by
purchasing installed capacity either from LSEs that had surplus
install ed capacity, or froma qualified installed capacity provider
whose capacity is not already commtted .

The |1 SO Services Tariff states the 1SOw Il determ ne the anpunt
of installed capacity that can be | ocated outside the NYCA based upon
NYSRC reliability criteria.

| ntervenor Comments and Menber Systens Response

The New York Conm ssion states that it does not oppose the ISO s
use of old NYPP rules at the start of |1SO operations, but it would
| i ke new rules in place soon after comrencenent of operations.

NEMA argues that costs associated with | oads served by different
suppliers over different tine periods can be shifted from an LSE that
serves a load in a peak nonth to LSEs which serve the same |oad in
nonths in which the peak in unlikely to occur. NEMA suggests that a
nonthly installed capacity market could alleviate the problem

| PPNY and EPM al so ask the Conmm ssion to order the Menber
Systens to inplement an installed capacity requirenent that is known

i n advance. |PPNY clains that the proposed requirenments | eave LSEs
In the position of not knowi ng how nuch installed capacity to procure
until after the fact, since the requirenent will be cal cul ated based

upon actual |oads. Additionally, IPPNY and 1st Rochdal e cl ai mthat

t he procedure for adjusting an LSE's | oad when a | oad switches LSEs
under retail access is conplicated and makes it difficult to know how
much installed capacity will be needed. They further express concern
that additional qualified installed capacity providers may not be
avai l able at the end of the capability period.
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The Member Systens state that Coral and EPM's protest regarding
the uncertainty of the installed capacity requirenment does not
concern the adjustnments undertaken to accommodate retail access, but
rather, the determ nation of installed capacity requirenents fromthe
Decenber 1997 filing. Since the conpliance filing did not alter this
aspect of the proposal, the Menber Systens believe this protest
shoul d be dism ssed as inappropriate for evaluating the conpliance
filing.

In response to NEMA, the Menmber Systens argue that installed
capacity required to maintain reliability is also dependent upon | oad
profiles, generator |ocation and characteristics, maintenance
schedul es, and assistance from nei ghboring control areas. Therefore,
any increase in load in any hour will change the installed capacity
requirement to maintain a given level of reliability. The Menber
Systens al so argue that NEMA's assertion that off-peak | oads have no
I nstall ed capacity responsibility is not defensible.

Coral and EPM state that external installed capacity should not
be grandfathered and that the Conm ssion should allow the
transm ssion capacity reserved for external installed capacity
generators to be used for firmreservations. Coral and EPM also
claimthat the Menber Systens have provided no justification for
limting installed capacity from other control areas, nor has it
justified, as ordered, any capacity benefit margi n adjustnments.

1st Rochdale is also concerned that the organizations
responsible for reliability will inpose unnecessary requirenments and
addi tional costs on LSEs.

The Menmber Systens claimthat protests over limting the anmpunt
of installed capacity outside of the control area is not tinely as
this aspect of the proposal was in the original filing. They further
state that a failure to limt the anmpunt of installed capacity from
out side the NYCA could jeopardize the ability to provide reliable
electric service in New York, and that allow ng nore installed
capacity from outside NYCA would reduce inter-control area transfer
capability that m ght be needed in the event of an energency.

The Menmber Systens state that 1st Rochdal e's request is not
warranted and without rationale. They state that the Comm ssion has
al ready accepted procedures for determning reliability criteria.

Conm ssi on Response
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In response to the Conm ssion's concern that an annual
determ nation of an LSE's installed capacity requirenment may not
reflect shifting |oad responsibility as retail access is inplenmented,

the requirement will now be conputed for a six-nonth capability
peri od and apportioned anong all LSEs serving the custoner within the
six-nmonth period. W find that this nodification will ensure that,
as a result of changes anong suppliers during the year, the installed
capacity requirenment will not exceed the system requirenments for

reliability purposes.

Mor eover, we reaffirm our decision in the January 27 order that
the conmputation of the installed capacity requirenent after the
applicable period is reasonable in that LSEs will have the
opportunity at the end of the period to purchase installed capacity
to avoi d deficiency charges. Moreover, the conpliance filing, while
allowing LSEs to purchase bilaterally any installed capacity needed
at the end of a capability period, is silent on the possibility of an
I nstall ed capacity auction being held for this purpose. As to
| ocational installed capacity requirenments, Menber Systens state
that, due to the physical configuration of the transm ssion system as
well as the potential for localized transm ssion outages, it may be
essential that installed capacity be located in particular areas of
the state in order to maintain reliability. Menber Systens state
t hat these |ocational requirements may change over tine as | oad
conditi ons change. Menber Systens contend that, while there is no
explicit locational requirement in the existing NYPP arrangenent,
there is a de facto requirenment since NYPP nenbers' practice was to
construct load in their service area or to construct transm ssion
capability to deliver renpte generation. Menber Systens argue that,
In a conpetitive environnent, a |ocational requirement will provide
price signals to ensure that resources are sited in |ocations that
are deliverable to load in the NYCA. Menber Systems point to New
York City as an exanple of the need for |ocational installed
capacity, and note that the New York Comm ssion has inposed
| ocational installed capacity requirenments as a condition on new LSEs
selling at retail in New York City until the |1SO devel oped its own
| ocation requirenments. Finally, Menber Systens argue that PJM s
install ed capacity requirenents are inplicitly locational in that the
i nstall ed capacity resource nust be deliverable to |oad through firm
transm ssi on service.

A nunber of intervenors express concerns about the | ocational
requi rements, arguing that Menber Systens have failed to justify any
| ocati onal requirement or arguing that the specific |ocational
requi rements cannot be approved because they are not established.
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We continue to have concerns about the |ocational requirenent
for installed capacity, which has not been an explicit requirenment of
any pooling arrangenent, past or present, with the limted exception
of the New York City and Long Island areas. Menber Systens may be
correct that the requirenent to obtain firmtransm ssion to reach
I nstall ed capacity resources has effectively inposed a | ocational
requi rement in other pools in the past. However, currently, the |ISO
OATT provides no nethod for an LSE to secure a physical transm ssion
path to a specific resource, and obtaining TCCs woul d not provide any
reliability assurances equivalent to such a deliverability
requi rement. Menber Systens' proposal also differs fromthe
hi storical practice and current practice in PJM which does not change
the locational requirenents inposed on a LSE fromtine to tine, e.q.
once a resource is obtained and accredited, it cannot be unaccredited
for that LSE. W are also concerned that a |ocational requirenent
for installed capacity could affect the ability of specific
generators to exercise market power due to their location. |ndeed,
we have approved |ocalized market power mgration rules for sales
within New York City for this very reason. For these reasons, we
will continue to reserve judgenment on the inposition of |ocational
i nstall ed capacity requirenments that have not yet been designed or
justified. We shall not disturb the |ocational requirenments
currently in place for New York City or Long Island.

I nstal |l ed Capacity Market

The Comm ssion's January 27 order directed the 1SOto file a
detail ed proposal regarding the inplenentation of an installed
capacity market.

Conpliance Filing

In section 5.12 of the 1SO Services Tariff, the 1SOis commtted
to running a bid-based auction for installed capacity upon the
request of LSEs that wish to procure installed capacity in this
manner. The 1SO wi || establish the bidding rules. LSEs are
permtted to engage in bilateral transactions for installed capacity
out si de of the auction.

Wthin the market structure, the 1SOw |l nmake avail abl e
capacity resources for a capability period, including resources
necessary for locational installed capacity requirenents. The market
will establish separate market clearing prices for each locality and
for the NYCA as a whole. LSEs bidding into the market will have the
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di scretion to make the requests so that they nay be able to satisfy
their locational installed capacity requirenents.

The SO will enforce any Comm ssi on-approved mar ket power
mtigation neasures.

| ntervenor Conments

HQ and 1st Rochdal e contend that the Menber Systens have not
filed a detail ed proposal regarding the inplenentation of an
install ed capacity market as ordered in the January 27 order. They
state that installed capacity should be avail able through a
centralized market.

The Menmber Systens claimthat HQ s assertion that a detail ed
proposal for an installed capacity market is m splaced. The Menber
Systens respond to HQ that the 1SOw Il nmake a filing with respect to
the details of |ocational installed capacity requirenments in
conpliance with the January 27 order. When the I1SOfiles on this
matter, then parties will have a chance to evaluate the specific
proposal . 3 Hence, the Member Systens conclude that they have
conplied with the January 27 order. 33

The 1SO, in a recent letter to the Conmm ssion, 3% adds that it
wi Il need approval of the details of the installed capacity auction
soon after Septenber 1, 1999. It requests this approval so it nmay
conduct the installed capacity auction in m d-Septenber for upcom ng
W nter capability period.

Comm ssi on Response

We agree with HQ and 1st Rochdal e that the Menber Systens have
not supplied what we consider a detailed installed capacity narket
proposal. However, in the January 27 order, the 1SO not the Menber
Systens, was directed to file this proposal. W have yet to receive
such a proposal fromthe SO on this matter. Moreover, we cannot in

2Menmber Systens response at 59-60.

38 d. at 27-28.

34St at us Report on Commencenent of Operations by New York System
Operator, Inc., July 7, 1999.



Docket No. ER97-1523-003, et al. - 34 -

this order grant the 1SO s recent request for approval of an

I nstall ed capacity market proposal, since the only proposal before
us lacks nmuch detail. Therefore, we direct the 1SOto file with the
Comm ssion a detail ed proposal for an installed capacity auction

mar ket. Such a detail ed proposal should include, but not be limted
to, bidding rules and procedures, procedures for determ ni ng market
clearing prices, and market power mtigation procedures.

I nstal |l ed Capacity Requirenent on Annual Basis

In the January 27 order, the Comm ssion determ ned that the
system s installed capacity needs are appropriately assessed on an
annual basis because peak |oads are the driving factor in determ ning
t hose needs.

Requests for Rehearing

Sithe, MEUA, and EPM filed requests for rehearing arguing that
t he annual installed capacity requirenent should be changed to a
nonthly one. Sithe argues that the yearly requirenent forces LSEs to
reserve much nore capacity than is needed during certain tine
periods. EPM states that, since retail custoners can change
suppliers nmonthly, an LSE should be able to change its capacity
requi rement on a nonthly basis. Sithe notes that the Comm ssion has
all owed nonthly trading in NEPOOL.

Comm ssi on Response

We support the NY | SO s proposal to have separate wi nter and
sunmer capability period requirements with adjustnments made for LSE
requi rements when custoners change suppliers. This proposal
addresses the Comm ssion's concerns that installed capacity
requi rements, on LSEsS as a group, not exceed the systenis total
needs. Assessnment of installed capacity on a winter/summer basis
gives a nore realistic picture of the installed capacity needs.
Therefore, we deny the rehearing requests on this issue.

Generation Accreditation Criteria for Installed Capacity

In the January 27 order, the Comm ssion set for hearing the
reasonabl eness of criteria used to accredit generation for neeting
the installed capacity requirenent. The Menmber Systens have sought
rehearing of the Comm ssion's decision to set these criteria for
hearing. The Menber Systems argue that it was premature for the
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Conmm ssion to set the criteria for hearing, since the |ISO has not yet
established the criteria.

In response, |PPNY argues that the rel evant question is whether
availability should be based on a conparison of all generators
avai l able to the system as opposed to generators of the sane type
(generator classes). 1In addition, |IPPNY and EPM have objected to
t he Menmber Systens' proposal to establish availability standards
based on generator classes, and ask the Comm ssion to reject this
proposal .

We continue to believe that the ongoing hearing is the nost
effective way to resolve whether the criteria used to accredit
generation should be based on generator classes or all generators
available to the system W see no reason in this instance to del ay
pursui ng whet her the criteria should be based on generator classes or
all generators available to the system

Locati onal Based Marginal Pricing

MEUA requests rehearing of the Conm ssion's acceptance of LBMP
as a basis for congestion pricing and believes that the Conm ssion's
deci sion | acks sufficient reasoning. MEUA argues for an average
enbedded cost pricing system and believes that transm ssion pricing
shoul d be based solely on transm ssion- related costs. 3%

W will deny MEUA's request for rehearing, as MEUA has raised no
new argunments here. As we have stated previously, we concl ude that
congestion pricing pronotes nore efficient trading and is nore
conpatible with the type of conpetitive market nechani sns that we
encour age. 36

M ni mum Generation and Start-up Costs

The Comm ssion accepted the Menber Systens' proposal to recover
certain start-up and m ni num generation costs fromall transm ssion
cust omers.

SSMEUA protest at 5.

36See 86 FERC at 61, 223.
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| ntervenor Comments and Menber Systens Response

I ntervenors argue that, while it may be reasonable for al
transm ssion custonmers to pay for those costs for generators
supplying ancillary services since they are a part of transm ssion
service, it is not reasonable to charge all transm ssion custoners
start-up and m nimum generation costs for those generators providing
only energy. 3 They argue that, since energy is not a part of
transm ssion service, bilateral custoners who do not use the |1SO s
energy market should not be charged for these costs; only those
custonmers who participate in the 1SO energy market should be charged.
Sithe and EPM further argue that the costs associated with ancillary
services should be passed through the rate schedul es of the rel evant
ancillary services and not the scheduling charge.

The New Yor k Conm ssion asks the Commi ssion to clarify that
bi ddi ng of m ni num generati on and start-up costs should be included
in the 1SO s report evaluating its first year of nmarket operations.
In particular, the New York Comm ssion is interested in the nmagnitude
of the costs, the percentage of total costs to transm ssion
custoners, and potential alternatives.

The Menmber Systens respond that these intervenors seek a
preferential benefit for bilateral |oads by forcing entities that buy
t hrough the spot market to bear the costs of reliability. Menber
Systens state that it is not possible to determ ne what part of
start-up and mninmum | oad costs is attributable to energy versus
ancillary services due to the sinmultaneous clearing of markets in the
unit conmm tnment process. Menber Systens al so argue that start-up and
m ni mum | oad costs support redispatch to alleviate transm ssion
constraints which benefits bilateral transactions as well. 38

Conm ssi on Response

We deny the requests for rehearing on the allocation of start-up
and m ni mrum | oad costs. Most start-up and m ni num | oad costs wll be
recovered in revenues fromselling energy (and ancillary services) in
the SO s markets. Any remaining, uncovered start-up and m ni mum
| oad costs will be recovered in the schedule 1 charge in the |ISO
OATT. We disagree with intervenors' argunent that these residual

3’See, e.qg., IPPNY at 7; Sithe at 13-15.

8Menber Systens response at 7-8.
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start-up and m ni mum generation costs of units that supply energy but
not ancillary services should be recovered solely from buyers in the
| SO s energy market.

We al so agree with the Menber Systens that it is not possible to
determ ne what portion of these costs supports | oads served by the
| SO s market versus for | oads served by bilateral transactions.
Therefore, we deny rehearing. W agree with the New York Conm ssion
t hat the magni tude of m ni mum generation and start-up costs should be
addressed in the 1SO s first year market evaluation report. W also
direct the 1SOto explore in that report alternative ways to allocate
t hese costs.

Scheduling and Unit Conm tnment |ssues

The Member Systens have nmade only one revision with respect to
scheduling. The 1SO Services Tariff allows transm ssion providers to
request the dispatch of generators in order to preserve |oca
reliability. The |SO eval uates these requests, and di spatches
generators for local reliability on a | east cost basis. 3°

I ntervenor Comments and Menber Systens Response

Al t hough the 1SO Services Tariff is silent on the issue, |PPNY,
Coral /EPM, and Sithe want clarification regarding the manner in
whi ch the Bal anci ng Market Eval uation (BME) 4% will be run.
Specifically, they seek clarification about whether it will be run on
average | oad for the next hour (the average of the 12 5-m nute
di spatch intervals in the hour) or on the peak | oad expected for the
hour (the highest of the 12 5-m nute dispatch intervals in the hour).
The intervenors claimthat, if the peak |load is used, then schedul es
wll be determ ned that are not necessarily econom c for the average
conditions in the hour. This is especially problematic for

39See |1 SO Services Tariff at 55.

49The BME assesses the bids subnmitted in the hour-ahead market
and new bilateral schedul es subm tted hour-ahead in order to dispatch
units in real-time. The dispatch m nimzes the bid-production costs.
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generators not on SCD %! since they will not be able to adjust their
generation accordingly and will not be paid for overgeneration.

Coral /EPM further claimthat the scheduling burdens for
bil ateral transactions are discrimnatory relative to transactions
that go through the pool market. First, they contend that specifying
actual generator and | oad conbinations is nore restrictive than the
pro forma tariff and prevents a party from scheduling transacti ons by
sinply specifying a set of points of injection and points of
w t hdrawal . Second, Coral/EPM states that LSEs going through the
pool market can take | ong and short positions in the energy market,
but those engaged in bilateral transactions cannot due to the
restrictive scheduling restrictions. %

These intervenors also argue that there exists an incentive for
LSEs participating in the pool market to engage in strategic behavior
in the formof understating their demand in the day-ahead market to
drive prices down. They claimthat lifting the restrictions on
bilateral transactions would force the price back to the level it
woul d be in the absence of such an incentive.

M and NEMA contend the transm ssion providers are allowed to
require the comm tnent of additional generation, thereby altering the
| SO s day-ahead schedule, to ensure reliability. 2 M contends that
this violates the 1SO principle requiring that the 1SO, rather than
the transm ssion providers, is responsible for systemreliability.
NEMA argues that this provision violates Order No. 888 in that it
viol ates the separation of nmerchant and transm ssion functions. NEMA
concedes that reliability is a top priority and, if the provision
remai ns, any such requests by transm ssion providers should be posted
on the 1SO s OASI S.

4lGenerators not on SCD cannot respond to the 1SO s conputerized
di spatch signals in real-time. These generators nust be di spatched
at a uniformlevel during the entire hour.

42Coral / EPM protest at 6. Sone of the scheduling burdens cited
by Coral/EPM are the inability to reserve firmtransm ssion service
nore than one day ahead and the 5:00 am deadline for the subm ssion
of bids and schedul es for the day-ahead narket.

M protest at 16.
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The Menmber Systens state that, because BME was not a part of the
conpliance filing, nor was it addressed in the January 27 order, it
is beyond the scope of this proceeding. They believe that the BME
shoul d be conducted based upon the peak | oad in the hour to ensure
that sufficient generation will be on hand to neet the expected peak
| oad.

The Menmber Systens further argue that, although the 1SO wil
have operational control of certain transmssion facilities,
transm ssion providers have an interest in the safe, reliable
operation of the transm ssion assets that they still own. Mbreover,
the transm ssion providers will have nore in-depth know edge of
operating conditions on their respective systens. Therefore, it is
essential that the transm ssion providers be able to review the I1SO s
comm tment of generating units, and to request that the |1SO conm t
addi tional generating units for reliability reasons. The Menber
Systens state that any request by transm ssion providers for the
comm tment of additional generators by the 1SOis subject to
docunent ati on and audit by the |1SO 4

Conm ssi on Response

We reject Coral/EPM's assertion that the scheduling burdens for
bilateral transactions are discrimnatory. All customers that w sh
to schedul e bilateral transactions nust do so in the same manner, so
they are treated conparably; relative to the |1 SO adm ni stered market,
t he scheduling burdens are really no different. Generators injecting
power into the systens nust specify a point of injection, and LSEs
must specify a point of wthdrawal.

We disagree with Coral/ EPM's claimthat firm service cannot be
reserved nore than one day in advance. While custonmer schedules wll
be established a day in advance, the right to firm service provided
t hrough TCCs or the paynent of a congestion charge. The transm ssion
ri ghts proposed here (i.e., TCCs) can be acquired well in advance of
real -time. As discussed elsewhere in this order, TCCs initially can
be purchased at auction for a termlasting fromthe begi nning of the
| SO markets' operation until My 1, 2000. Subsequent auctions wll
make TCCs available for terns up to 5 years.

We deny Coral/EPM's request to order the 1SO to change its bid
subm ssi on deadline. W accepted the 5:00 am deadline in our January

“4Menber System response at 61-62.
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27 order, and we see no reason why the 5:00 am deadline in New York
woul d be detrinmental to regional trading.

We accept the Menmber Systens answer regarding the conm tnment of
generators to preserve local reliability. Wile the transm ssion

providers will be able to request that the 1SO commt additiona
generation units for reliability reasons, the final conm tnment
decisions will rest with the SO Thus, the 1SOw Il maintain

responsibility for reliability. However, we also agree w th NEMA

t hat any such requests to commt generators not otherw se conmtted
by the SO in the day-ahead market should be posted on the 1SO s
OASIS. We direct the Menber Systens to revise the | SO Services
Tariff accordingly. This openness should provide adequate scrutiny
for such practices to help ensure this procedure is not abused by the
transm ssi on providers.

Di scl osure of Bid Infornmation

In the January 27 order, the Comm ssion required the rel ease of
i nformation about bids into the energy, ancillary services, and TCC
markets 6 nonths fromthe tine the bids have been submtted in order
to help interested parties nmonitor the market.

Requests for Rehearing

Several intervenors ask the Commi ssion to clarify that bid
information fromLSEs will also be released after six nmonths. | PPNY
bel i eves the January 27 order was unclear on this issue. EPM
provi des exanpl es of potential strategic behavior by LSEs that could
be reveal ed by disclosure of their bids.

The New Yor k Conm ssion asks the Commi ssion to clarify that the
New York Comm ssion will have access to I SO data in its market
monitoring and mtigation plan that the Comm ssion ordered fil ed.

The Member Systens seek rehearing of the Comm ssion's bid
di scl osure requirenment. They state that the LBMP systemis designed
to create an efficient market and to encourage suppliers to bid
mar gi nal costs. Therefore, the Menber Systens argue that the
di sclosure of bid information is disclosure of comercially sensitive
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i nformati on about generator costs. % They claimsuppliers will not
want this information disclosed to potential conpetitors.

The Menmber Systens argue that the disclosure of bids wll
encourage participants to | eave the 1SOfacilitated market in favor
of bilateral transactions, which have no requirement to disclose cost
i nformation. The Menber Systens believe that reducing the nunber of
suppliers in the 1SO markets will have detrinental effects on
econom ¢ di spatch of the system and lead to difficulties in
bal anci ng schedul es and procuring spinning reserves and ot her
ancillary services. Suppliers involved in bilateral deals will be
reluctant to submt increnmental and decrenmental bids, since that
m ght reveal sensitive information. Instead, these suppliers would
rely on default bids, or m ght provide bids which exceed their
i ncrenental cost. The Menber Systenms contend that this situation
could lead to excessive price volatility and extreme variance in
congestion. 46

The Menmber Systens al so argue that disclosure of TCC bids could
al l ow auction participants to see who is bidding aggressively, and
could enable participants to identify constraints for which there
were not many TCC bidders and for which tacit agreenents to reduce
bi ds nost |ikely would be successful. The Menber Systens state that
this potential for collusion frombid disclosure does not benefit
consuners. #

Conpliance Filing
The | SO Services Tariff submtted by the Menber Systens in their
conpliance filing states that bid information will be rel eased after

6 nont hs. 48

| ntervenor Comments and Menber Systens Response

“SMenber Systens response at 9. Part of the bids submtted by
generators includes technical information such as ranp rates and
start-up tines.

Menber Systens request for rehearing at 10.

471d. at 11.

48See Section 6.3 at 84 of the Service Tariff, and Attachnment M
at 301 of OATT.
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| PPNY reiterates its view that bids from LSEs should be rel eased
as wel | .

PECO objects to the disclosure of bid information. PECO argues
t hat use of "cost based bid data" conbined with sophisticated nethods
for estimating fuel costs will allow construction of highly accurate
nodel s of a generator's heat rate, operating paraneters, and other
confidential cost information. PECO clains this information can |ead
to advantages for parties negotiating bilateral and power supply
contracts. PECO also states that bidders may | eave the |1 SO markets
for bilateral markets, or would inflate bids to conceal this
information, and | ead to nmarket power abuses. *°

Member Systens reiterate their arguments set forth in their
petition for rehearing and note PECO s concern that this will harm
t he market.

Comm ssi on Response

We deny the clainms of the Menber Systenms and the protest of
PECO, and we grant the clarification sought by intervenors. W
reaffirmthat bid informtion nust be nmade public after 6 nonths, and
we clarify that all bids including those of LSEs nust be made public.
5 We will not require the nanmes of bidders to be publicly reveal ed;
however, the data should be posted in a way that permts analysts to
track each individual bidder's bids over tine.

As we stated in our January order, it is inportant for bid
information to be released to the public, in order to permt
i nterested parties to nonitor the market. Moreover, we have
permtted the information to be kept confidential for six nonths to
hel p prevent collusive behavior. The arguments offered by the Menber
Systens and PECO agai nst bid disclosure are specul ative and

unconvincing. First, publicizing the bids will not give advant ages
to selected participants since the data will be available to every
mar ket participant. Second, the disclosure requirement will not

cause participants to |leave the | SO-adm nistered markets. As |long as
the SO s markets provide products and services at advantageous
prices when conpared to bilateral prices, we would not expect the

49PECO protest at 6-7.

W note that information on | oad forecasts and prices will be
posted publicly on the I SO OASIS site.
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partici pant to abandon the 1SO s markets in |light of a bid disclosure
requi rement. Third, we do not expect that a seller will inflate its
bi ds above its costs in response to the bid disclosure requirenent.
By inflating its bids, the seller would run the risk that it would
not be schedul ed during periods when it would be profitable to

oper ate.

We clarify that the New York Conm ssion should receive the sane
i nformation that the Conm ssion receives fromthe 1SOwth respect to
the 1SO s nmonitoring and mtigation efforts.

Treat ment of Generators

In the January 27 order, the Comm ssion noted that under the
Member Systens' proposal, internal suppliers, unlike external
suppliers, were allowed to substitute energy fromthe LBMP market for
their own energy in a bilateral transaction when the LBMP price is
| ess than their decrenental bids. The Conmm ssion directed the Menber
Systens to revise the 1SO Tariff provisions in this regard in order
to treat external suppliers the same as internal suppliers.

Requests for Rehearing

The Menber Systens agreed to revise the 1SO Tariff to allow
external generators involved in bilateral transactions to replace
their own schedul ed energy with LBMP energy, if the LBMP is |ess than
their decrenental bid, in the day-ahead and hour-ahead nmarkets.
Still, the Menmber Systems claimthat external generators cannot be
treated identically with internal generators unless the external
generator is dynam cally schedul ed. They state that the reason is
t hat external generators that are a part of another control area
cannot respond to the 1SO s SCD signals every five mnutes. These
generators can only participate in the 1SO market through fixed
control area to control area schedul es.

The Menmber Systens state that their filing does not prevent an
external generator from becom ng a part of the New York control area
by installing the necessary netering and control capabilities.

Member Systens state that, if the Comm ssion's order intended
equal treatnment of internal and external generators in real-tine,
t hey request rehearing on this nmatter.

Conpl i ance Filing
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The Menmber Systens have included changes in Attachment J of the
| SO OATT that allow the substitution of energy from LBMP market in
t he day-ahead and hour-ahead. External generators would not be able
to substitute energy fromthe LBMP market for their own energy in
real -time. Again, the Menber Systens argue real-tinme substitution is
not possible unless the external generators are dynam cally
schedul ed.

| ntervenor Comments and Menber Systens Response

MEUA believes that the Menber Systens' proposal is not
sati sfactory and contend that external generators are still
di sadvant aged under the conpliance filing. HQ clainms that the Menber
Systens have not conplied with the Comm ssion's directive. It clains
that only an internal generator is allowed to substitute energy from
LBMP nmarket for it own energy.

The Menber Systens claimthat HQ s and MEUA's protests are
wi thout merit. The Menber Systens claimto have conplied expl aining
how ext ernal generators can replace energy in the day-ahead and hour-
ahead market, but only internal generators can replace that energy in
real -ti me.

Comm ssi on Response

The Menmber Systens' proposal to allow equal treatnment of
i nternal and external generators in the day-ahead and hour-ahead
mar kets -- as outlined in the filing sunmary -- would satisfy the
Comm ssion's directive if inplemented. However, we disagree with the
Menmber Systems that this treatnment has been made explicit in
Attachment J. We therefore direct the Menber Systenms to make
explicit in Attachnment J that external generators engaged in
bil ateral transactions will have the ability to substitute energy
fromthe day-ahead and hour-ahead markets for their own energy. To
do so, the Menber Systenms should follow the sane fornmat as in section
2.0, p. 249 in Attachnment J, which applies to internal generators.

At this tinme we shall not require the ISOto treat internal and
external generators the same in real-time. W agree with the Menber
Systens that allow ng external generators this flexibility in real-
time requires dynam c scheduling, and we accept the Menber Systens'
expl anation in their rehearing request that they do not preclude any
generator frominstalling the proper equipnent necessary for dynamc
schedul i ng.
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Failure to Pay Generators for Excess Generation

The Comm ssion accepted the Menber Systens' proposal not to
conpensate generators for generation delivered above schedul ed
generati on or above generation requested by the I SO

Requests for Rehearing

| PPNY argues that this practice will prevent intermttent
generators such as w nd, photovoltaics, and small hydro from
participating in the SO s energy market since they cannot be
di spatched by SCD or automatic generating control signals. In
support of its argunment, |PPNY states that the LBMP system w ||
itself induce proper behavior, since the LBMP will tend to decrease
as a unit generates nore power, thereby providing an incentive for a
generator to reduce its output. EPM and |IPPNY also claimthat
payi ng for excess generation enhances reliability in two ways.
First, it provides generators the incentive to provide their best
estimate for maximum availability for the next day. |If they are not
paid for excess generation, IPPNY clains that generators will
overstate their next day availability to avoid scheduling | ess than
their real-time output. Second, |PPNY clainms that paying for excess
generation allows generators to respond to the need for additional
generation in the case of a contingency such as loss of a line or a
gener at or.

Comm ssi on Response

The Menmber Systens have proposed to pay nothing for uninstructed
overgeneration as a disincentive to overgenerate. They argue that a
strong disincentive is necessary for uninstructed overgeneration
because overgeneration creates reliability risks. Specifically, they
argue that overgeneration (but not undergeneration or unschedul ed
deviations in |oad) creates the risk that transm ssion limts may be
vi ol ated before the grid operator is able to take corrective action.
We have no basis to reject the Menber Systens' reliability concerns
on this issue and will deny, at this time, the rehearing requests of
| PPNY and EPM .

However, the New York | SO should eval uate whether the
circunstances in New York nmerit the continued different treatnment of
uni nstructed overgeneration once it has gai ned operational
experience. In this regard, the Menber Systens’ proposal for New
York treats uninstructed overgeneration differently fromthe |SGCs
operating real time energy markets in PJM NEPOOL, and California.
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In these latter markets, nost uninstructed generation faces the
applicable real-tinme energy price.

As part of this evaluation, the | SO should exam ne whet her the
sanme pricing treatnment should apply to all uninstructed
overgeneration, regardless of the |ocation of the generator or the
transm ssion conditions, as the Menber Systens propose. 5! The | SO
shoul d eval uate whether the reliability risks of certain
under generation (for exanple, by generators |ocated on the inport
side of a transm ssion constraint) are different fromthe risks of
overgeneration, and if not, whether different pricing treatment is
appropriate for overgeneration and undergenerati on.

The 1SO shoul d al so eval uate whether the LBMP price signals are
sufficient to address any overgeneration problens, as intervenors
argue. 5% The | SO should al so eval uate whet her harsher penalties than
t hose proposed by the Menber Systens should apply inlimted
circunmstances where transmssion limts are in immnent risk of being
vi ol at ed.

In addition, the |1SO should consider market rules that
accommodat e the special operating characteristics of generators (such
as wi nd, photovoltaic and hydro generators) that are unable to
preci sely forecast and schedule their energy production in advance.
We direct the 1SOto consult with stakehol ders on these issues, and
file a report on its conclusions and recommendati ons with the
Comm ssi on one year after it begins market operations.

Ancil l ary Services

SIFor exanple, the |1SO should eval uate whether there are
reliability risks of overgeneration for generation |ocated on the
i nport side of a transnmission constraint, and if not, whether the
Menber Systens’ proposal is appropriate for such overgeneration. In
addi tion, the Menber Systens propose no penalty for uninstructed
under gener ati on.

52The LBMP system creates nmarket pricing incentives to signa
sellers and buyers regarding their decisions in the day-ahead narket
as well as in real time. The Menmber Systens’ proposal renpves
uni nstructed overgeneration fromthe LBMP signal. Under the LBWM
system uninstructed overgeneration should lead to a | ower LBMP which
shoul d be enough of an incentive to prevent uninstructed
over generation.
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The Comm ssion directed the Menber Systenms to include provisions
for "cascading," i.e., substituting higher quality ancillary services
for lower quality ancillary services if it leads to a | ower cost of
procuring ancillary services.

Requests for Rehearing

The Menmber Systens ask for clarification or rehearing on the
Conmm ssion's order to allow for the "cascadi ng" of bids from higher
quality services to |lower quality services. The Menber Systens state
that their proposal already incorporates a feature simlar to
"cascading," but which is nore efficient than "cascading."

The Menmber Systens point out that under their proposed nodel,
generators can sinultaneously offer the sanme capacity into nultiple
product markets. They note that the markets for ancillary services
cl ear sinultaneously, not sequentially. G ven these two features,
the Menber Systens contend that their nethod for the procurenent of
ancillary services is conparable or superior to "cascading" of
ancillary service bids. Furthernore, the Menber Systens state that
their definitions for operating reserves inplicitly gives the 1SO the
ability to substitute ancillary services. However, the Menber
Systens agree to add explicit |anguage to confirmthat the 1SO s
Security Constrained Unit Conm tment (SCUC) program does substitute
hi gher quality services for |ower quality services.

Conpliance Filing

The 1 SO Services Tariff clarifies that the SCUC program sel ects
the | east cost m x of energy and ancillary services. In doing so, the
SCUC all ows for the substitution of higher quality services for |ower
quality services. %

| ntervenor Conments

There were no intervenor coments on cascadi ng; however, the New
Yor k Conm ssion states that section 4.6 of the SO Tariff filed in
Decenber 1997 has been deleted fromthe conpliance filing and wants
it reinstated into the | SO OATT. This section stated that the 1SOis
responsi ble for maintaining operating reserves and hence, system
reliability.

53] SO Services Tariff at 51-52.
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The Member Systens agree to include the omtted section 4.6 in
the 1SO OATT in an errata filing.

Comm ssi on Response

We accept the Menber Systens' characterization that their
si mul taneous cl earing of markets achi eves the sanme result as the
cascading that we directed. The Conm ssion accepts the Menber
Systens' explanation in its rehearing requests, and we accept the
i nclusion of explicit |language in its conpliance filing stating that
the I SO can substitute higher quality services for |lower quality
servi ces.

We agree with the New York Comm ssion that the provisions of
Section 4.6 of the 1SO Tariff filed in Decenmber 1997 have been
omtted fromthe 1SO OATT. We direct the Menber Systenms to reinstate
Section 4.6 into the 1SO OATT in order to make it clear that the |1SO
I's responsible for the establishment of operating reserves and
i nmpl enenting the operating reserve requirement established by the
NYSRC.

TCC Aucti on

In the January 27 order, the Conmi ssion directed the Member
Systens to revise the TCC auction structure so that market
participants will not know the percentage of transm ssion capacity to
be auctioned in each round of the auction. % The Conmm ssion al so
directed the Menber Systens to clarify how they woul d address the
potential problem of oversubscription of grandfathered TCCs.

Requests for Rehearing

The Menmber Systens request rehearing of the Conm ssion's
requi rement that the percentage of TCCs to be awarded in each round
be kept confidential. The Menmber Systens believe that keeping this
i nformation from market participants will increase price volatility
bet ween rounds of the TCC auction, rather than decrease it. For
exanple, if bidders overestimate the anmount of transm ssion capacity
to be auctioned off in a particular round, it may lead to
artificially high prices due to bidders' inability to accurately
forecast the transm ssion capacity offered for sale. They concede,
however, that prices will vary sonewhat fromround to round due al so

541 SO OATT, Attachnment M at 296.
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to other factors such as participants nodi fying their bidding
strategies as they receive nore information from subsequent rounds.

The Menmber Systens state that the Conm ssion's description of
t he auction process is not an accurate reflection of what was in the
filing, and they explain how the auction should be described. They
commt to clarify the description of the auction in their conpliance
filing and request that the Commi ssion reconsider the auction process
as nore fully described in the conpliance filing.

The New Yor k Conmm ssion asks the Commi ssion to clarify that the
first year review include a discussion of the TCC aucti on procedures,
especially the effect of not announcing the quantity of TCCs
avai |l abl e before each round. The New York Conm ssion worries that
this feature may prevent a vibrant TCC market, and hence a vi brant
whol esal e and retail narket.

Conpl i ance Filing

The Member Systens’ conpliance filing revised the |1 SO OATT % so
that the percentage of TCCs to be available in each auction round
wi |l not be announced in advance.

In addition, the Menber Systens have proposed two types of
auctions to be held during the transition fromthe current power pool
regime to the 1SO regine. The Menber Systens state that a transition
IS necessary due to tenporary software |imtations.

The first transitional auction for TCCs will be held six weeks
before the start of 1SO operations. This transitional auction wll
use a single round auction, because the software needed to conduct
mul ti-round auctions cannot be developed in time for the first
auction. Al TCCs in the first transitional auction will have a term
that expires on May 1, 2000.

The second transitional auction will be a nulti-round auction
and will coincide with the start of the Summer 2000 capability
period. In this auction, the 1SOw Il separately put up for bid TCCs
of different, pre-established termlengths ranging from6 nonths to 5
years.

55See OATT Section 3, Attachment M
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When t he necessary software is devel oped, the 1SOw Il begin
hol ding nmul ti-round auctions where all available TCCs will be
auctioned simnmultaneously. In this auction, each bidder can submt

bi ds that specify any TCC termlength that the bidder chooses. The
Menber Systens expect that the necessary software to conduct this
type of auction will be conpleted for the Sumrer 2001 capability
peri od.

In the event that the combi ned anount of existing transm ssion
rights, grandfathered TCCs, and grandfathered rights exceed the
physi cal transm ssion capacity in New York, the Menber Systens
propose a nethod of reducing these TCCs and rights so that the
existing rights and TCCs match physical capacity. The 1SOw Il use
the auction software to reduce the allocation of TCCs so as to
maxi m ze the aggregate value of the reduced TCCs.

| ntervenor Comments and Menber Systens Response

The New York Conm ssion requests clarification that revenues
from TCC sal es by transm ssion providers will be used to reduce the
applicable TSC. It also requests clarification that transm ssion
providers may bid into the TCC auctions. New York Comm ssion
beli eves that since transm ssion providers are the provider of |ast
resort, they should be able to purchase TCCs in order to keep costs
down to retail custoners. °°

The New Yor k Conm ssion generally supports the auction of |ong
term TCCs, but it is concerned that over the long term TCCs may
confer market power conparable to ownership of generation. 5 |t
wants the Commission to institute a reporting requirenment for TCC
owners, in conjunction with the establishnent of the | SO s market
nmonitoring unit so that potential market power abuses nmay be
eval uated. Specifically, the New York Conm ssion believes buyers and
sellers of TCCs should be required to report transactions to the
mar ket nmonitoring unit and New York Conm ssion, and whet her these
TCCs were purchased through the secondary market or the auction.

56New Yor k Conmm ssi on at 8.

57) d.
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In responding to the concerns of the New York Conm ssion, the
Member Systens clarify that TCC revenues will be used to offset TSC
charges and that transm ssion owners can bid into the TCC aucti on.

The Menmber Systens al so respond that ownership of TCCs
t hensel ves does not confer market power. They claimthat since TCCs
do not confer physical rights, it is not possible for holders of TCCs
to withhold output fromthe nmarket. % They further argue that if one
assunes that TCCs can aid in the exercise of nmarket power, then any
ot her financial instrument could be used to acconplish the same goal.
The Menmber Systenms contend that any agency investigating potenti al
mar ket power derived from TCCs woul d have to | ook beyond prinmary
ownership. The Menber Systens cite various financial arrangenents
t hat have the same effect as selling TCCs. The Menber Systens al so
believe that, if it is the New York Conm ssion's intent to require
nore stringent reporting requirenents on generators hol di ng TCCs,
that woul d inpose a reporting burden on generators w thout the actual
potential for the exercise of market power. 3°

HQ claims that the Menber Systenms have not conplied with the
Comm ssion order for the 1SOto reveal the buyer's identity when a
secondary market transaction has taken place. It also wants the | SO
to adopt settlenent procedures with the actual owners of TCCs and not
just with primry hol ders.

The Menmber Systens respond that HQ s protest is inappropriate
since the Comm ssion directed the 1SO, rather than the Menber
Systens, to make the necessary changes. They further state that they
this process would nost likely only track the primary hol ders of TCCs
since it would be quite difficult for the 1SOto track transactions
made by secondary hol ders.

Sel kirk and Sithe request the Comm ssion to order that
gr andf at hered custoners be allowed to change their election of
physical rights or TCCs after the first transitional TCC auction.
Sel kirk believes that, under the current proposal, the choice of TCCs
versus physical rights is one that is irreversible and wants the

8Menber Systens response at 49.

] d. at 50-51.

60 d. at 45.
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option to change its election between the transitional auction and
the first initial auction. Selkirk clainms that this option wl

al l ow transm ssion custoners with existing contracts to gain market
experience and determ ne whet her hol ding TCCs or physical rights is

nore val uabl e before naking a long termdecision. It believes that
this change will reduce the risk, or the perception of risk to market
participants. Selkirk further argues that this will not hurt the

operation of the TCC market.

The Menber Systens agree to nodify the OATT to permt parties to
elect to convert their existing rights to TCCs any tinme before the
Spring 2000 initial auction. However, it asserts that any such
el ection would be irrevocabl e.

| PPNY believes the transitional auction should have nmultiple
bi ddi ng rounds much |i ke subsequent auctions. It contends that the
probl ens cited by the Menmber Systens in single round auctions wl|
materialize in the transitional auction.

The Menmber Systens reply that the transitional auction cannot
have multiple rounds due to current software and resource
limtations.

| PPNY, EPM, and Sithe disagree with the Menber Systens proposal
tolimt the anount of long term TCCs to no nore than 35 percent of
t he avail able transm ssion capacity. They request that the
Comm ssion direct the 1SO to choose the percentage of long term TCCs
to be sold in the initial auctions.

Wth regard to the percentage of transm ssion capacity to be
auctioned, the Menber Systenms respond that the Comm ssion should
reject the various intervenor requests for the follow ng reasons:

(1) the percentage only applies to the initial auction; (2) the
percentage limts the consequences of "fire sales"” which would
adversely inpact upon revenue that Menmber Systens would receive from
the initial auction; (3) the percentage cap does not overly restrict
the availability of long-term TCCs; and (4) in informal discussions
with market participants, the main interest is in short-term TCCs.
They state the need for the percentage ahead of time to conpensate
for the fact that the software needed to allow the market to
ggternine the length of TCCs will not be ready by the Spring of 2000.

611 d. at 44-45.
(continued...)
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The New York Conm ssion agrees with the Menber Systens that the
percent ages of transm ssion capacity to be auctioned in each round
shoul d be announced in advance to auction participants. New York
Comm ssi on argues that failure to do so could depress auction prices.

1st Rochdal e believes that there are nmany details about the TCC

auction design that remain to be developed. It is concerned that
feasible | oad fl ow analyses will not take into account changi ng
resource patterns as markets develop. It clainms that marketers nust

know t he avail able transfer capability at key interfaces in order to
know what transm ssion capacity is avail able.

1st Rochdal e argues that revenues from TCCs shoul d not be
guaranteed in the event of a line derating or if a |ine goes down.
It asks the Conmi ssion to order that Transm ssion Providers be
responsi ble for capacity deratings, and to order an incentive
conpati ble framework for transm ssion providers to avoid or respond
promptly to |ine deratings and outages which can create congestion.

The Member Systens state that 1st Rochdal e's concerns are
unclear. They reiterate that TCC availability will be governed by a
si mul taneously feasible power flow. They further state that as the
| ocati on of | oad changes within a | oad zone, the assunptions
underlying the sinultaneously feasible power flow will change to
accommodat e the | oad changes. Menber Systens add that 1st Rochdal e's
concern regarding line derating is not tinely or appropriate since
this aspect of the tariff was approved by the Conm ssion already.

Sithe asks for clarification as to whether TCC hol ders may
reconfigure TCCs outside of the auction process as ordered by the
Comm ssion. Sithe argues that if reconfiguration is not allowed
out side of the auction process, then the OATT is inferior to the pro
forma tariff. ©2

The Menmber Systens state that Sithe's clarification about
reconfiguration of TCCs outside of the auction process has been |eft
to the 1SO as directed in the January 27 Order.

Comm ssi on Response

61(...continued)

62Sit he protest at 29.
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We will grant the request for rehearing of the Menber Systens
and permt the I SO to announce in advance the percentage of TCCs to
be awarded in each round. W are persuaded by the Menber Systens and
t he New York Conm ssion that announcing the percentage in advance
wi |l provide nore information to market participants and encourage a
nore vibrant TCC market. We agree with the New York Comm ssion that
a di scussion and eval uati on of TCC auction procedures should be
included in the first year review, and direct the |ISO accordingly.

We accept the Menber Systens’ proposals for transition TCC
auctions. W conclude that the transitional features are reasonable
in light of existing software limtations. W disagree with |IPPNY
that the first transitional auction nmust have nultiple bidding
rounds; as the Menber Systens state, the necessary software will not
be available in time to accommodate mnmultiple bidding rounds for the
first transitional auction.

We agree with the New York Comm ssion that buyers and sellers of
TCCs should be required to publicly report TCC transactions. |ndeed,

we required such reporting in our January 27 order. We agree with
HQ that the Menber Systens’ conpliance filing does not include such a
reporting requirement. Therefore, we will direct the Menber Systens

to conmply with this requirenent.

In response to other New York Conm ssion requests for
clarification, we note that under the Menber Systens’ proposal as
i mpl enented in its conpliance filing, revenues from TCC sal es by
transm ssion providers would be used to reduce the applicable TSC,
and that any creditworthy entity, including a transm ssion provider,
may bid for TCCs.

We are persuaded by the argunments of Sithe and Selkirk as to a
one-tinme right to change their election, and we direct the Menber
Systens to permt grandfathered custonmers a one-tinme right to change
their election of physical rights or TCCs after the first
transitional TCC auction. This option will allow transm ssion
customers with existing rights to gain market experience before
maki ng a permanent choice, while not hurting the operation of the TCC
mar ket. Moreover, all TCCs offered during the first transitional
auction will expire in May 2000, while |Ionger term TCCs (involving a
| onger commitnment) will be auctioned later. |In addition, the first
transitional auction will have only a single round, so bidders wll
have | ess informati on about TCC prices than under the nulti-round
auctions held | ater.



We will deny the request of |IPPNY and others that the | SO should
be the entity to determ ne the percentage of long term TCCs to be
sold in the second transitional auctions. W agree with the Menber
Systens that the percentage only applies to the initial auction and
t hat the proposed percentage linmts the consequences of "fire sal es”
of TCCs, which could adversely affect the revenue received by the
transm ssion providers fromthe initial auction.

We will deny 1st Rochdal e's request that revenues from TCCs not
be guaranteed in the event of a line derating. As the Menber Systens
noted, the request is not tinely since this aspect of the tariff was
approved by the Conmm ssion in the January 27 order.

In response to Sithe's request for clarification regarding
whet her TCC hol ders may reconfigure TCCs outside of the auction
process, we note that our January 27 order directed the SO to
expl ore a process where any party could request a reconfiguration of
Its TCCs. We also directed the 1SOto include its findings and
recommendations in the report due one year after its operations
begi n.

Mar ket Based Rates
Requests for Rehearing

MEUA states that the Conm ssion erred in approving market based
rates wi thout hearing, because there are disputed issues of materi al
fact. % MEUA argues that the Menber Systens' wi tnesses cal cul ate
that the whol esale markets in New York State would be highly
concentrated, that the witnesses artificially reduce their cal cul ated
mar ket shares by applying an inappropriate price test percentage, and
t hat the Member Systens' proposal for congestion pricing will create
mul tiple, small markets with market power. |In addition, MEUA argues,
mar ket - based rates are premature because the Menber Systens' Market
Rate Pl an woul d create many structural changes.

Comm ssi on Response

We will deny MEUA's request for rehearing. The January 27 order
approved the application for nmarket-based rates after thoroughly
eval uating the Applicants' market power analyses, including their
cal cul ati on of market shares. W concluded that nost sellers in nost
mar ket s woul d have market shares below 20 percent. VWhile the
anal yses showed that a few sellers in sone markets woul d have market

MEUA Request for Rehearing at 11-14.
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shares above 20 percent, these analyses did not reflect the
significant divestiture of generating assets that is underway in New
York, nor the term nation of N agara Mhawk's purchases from

i ndependent power producers. W also noted other factors that would
mtigate market power, such as the existence of generating capacity
substantially in excess of ancillary service requirenents.

D. O her | ssues

LI PA

The Member Systens have requested assurances that LIPA' s
participation in the | SO woul d not adversely affect: (1) its use of
publicly financed tax-exenmpt bonds; and (2) its non-jurisdictional
status under Section 201 (f) of the FPA.

In its conpliance filing, the Menber Systens have proposed
| anguage in the OATT which provides that LIPA will not be required to
provi de transm ssion service where the provision of such service
would result in the loss of its tax-exenpt status for its bonds.
They have al so proposed additional scheduling protocols and
procedures to ensure their continued tax-exenpt status in addition to
revised tariff |anguage to clearly recognize LI PA"s non-
jurisdictional status. Finally, the filing provides that if LIPA s
t ax- exenpt status is jeopardized, LIPAw Il be able to withdraw from
the SO with 30 days noti ce.

We will accept the Menber Systens' proposed | anguage as
descri bed above. W note, however, that we cannot review LIPA' s
rates under the section 205 just and reasonabl e standard, but wll
apply the conparability standard we use when eval uati ng non-
jurisdictional, so called "NJ" transm ssion tariffs to assure that
the tariff rate is conparable to the rate LIPA charges itself and
ot hers.

| SO Operating Manual s

In its request for rehearing, EPM requests that the operating
manual s be filed with the Conm ssion along with the SO s OATT, since

6416 U.S.C. § 824 (1994).

65See New Yor k Power Authority, 82 FERC T 61,078 (1998).
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t hese manuals directly affect the rates, ternms, and conditions under
whi ch participants take transm ssion service, or participate in the
| SO s markets.

Member Systens responds that manuals were not required to be
filed with the Comm ssion in PIM but rather were required to be
made available to the public. % The Menber Systens state that the
New York 1SO will make the manuals available to the public for
I nspection and will post draft and final nmanuals on its web site.

We are satisfied with the Menber Systens' statenents that the

New York 1SO will make the manuals avail able for public inspection
and post the manuals on the internet.

Retail Access Tariff Provisions

In its request for rehearing, |IPPNY states that the 1SO may not
be ready to accommpdate retail access. Therefore, it requests that
the retail access tariff provisions of the filing be filed within 90
days of the January 27 order.

We will not require any such action by the 1SO The 1SOis
proceeding in a reasonabl e manner and as quickly as possible in order
to becone operational and accommopdate retail access in New York.

Mar ket Adm ni stration Charge

The Menmber Systens have proposed a Market Adm nistration Charge
(MAC) in the 1SO Services Tariff, which is designed to recover costs
not recovered under the |1SO OATT scheduling charge.

Sithe has questioned how the MAC will apply to sellers of
services and how a rate that is devel oped using energy w thdrawals as
billing units will be applied to entities selling services to the
| SO Menber Systenms respond that market participants that sel
services to the 1SOw Il not pay the MAC, it states that the MAC w |
only be paid by those market participants taking service under the
| SO Services Tariff in order to supply load in the NYCA and those
purchasing fromthe LBMP markets to supply | oad outside the NYCA

66See Pennsyl vani a- New Jer sey- Maryl and | nterconnecti on, 81
FERC § 61, 257 at 62, 267.
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We are satisfied that the charges proposed by the MAC are
reasonable and we will accept the MAC, as proposed by the Menber
Syst ens.

Transm ssi on Bi ddi ng Report

In its request for rehearing, the Menber Systens requested
clarification as to which entity should submt the Transmn ssion
Bi ddi ng report. Menber Systens note that Ordering Paragraph (L) in
the January 27 order has the 1SO submtting this report, but the body
of the order has the Menmber Systens submitting this report. ¢ W
clarify that the 1SO should submit this report.

NYPA Upgr ades

The Member Systens ask that the Commi ssion clarify that the
costs associated with NYPA transm ssion upgrades will not be
recovered solely under its TSC (which applies to only four NYPA
custonmers directly connected to NYPA facilities), but rather
primarily through the NYPA transni ssion adjustment charge (NTAC).

We agree with Menmber Systens' requested clarification. The TSC
al l ows each transm ssion provider to recover their revenue
requi rement based on their system | oad. NYPA does not operate an
I ntegrated transm ssion systemand its facilities are primarily used
to serve load in the service areas of other transm ssion providers.
In order for NYPA to recover its revenue requirenent, Menmber Systens
have proposed the separate NTAC charge that will be applied to the
| oad of all 1SO custoners. Most of the costs associated with NYPA
transm ssion facilities, including upgrades, will be recovered
t hrough the NTAC. The NTAC all ows NYPA to recover the cost of NYPA
transm ssion facilities that are used to serve load located in
service areas of other transm ssion providers.

Ef fecti ve Dates

We approve the Menber Systens' request for a first effective
date of August 4, 1999, to permt the 1SO to conduct the first TCC

67See 86 FERC at 61, 211.
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auction prior to the opening to the new market. % We accept the
Tariffs and rel ated New York | SO Agreenments, with the nodifications
noted herein, to becone effective on the day the |ISO becones
operational. ©9

The Commi ssi on orders:

(A) The notion to intervene out-of-time by IEMO in Docket Nos.
ER97-1523-000, et al., is hereby granted.

(B) The requests for rehearing and clarification are hereby

granted in part and denied in part, as discussed in the body of this
order.

(C) The Menmber Systens' conpliance filing is hereby accepted,
as nodified, to becone effective as discussed in the body of this
order.

(D) The Menmber Systens are hereby directed to make a revised
filing, with the nodifications directed herein, within 30 days of the
date of this order.

(E) The New York ISOis hereby directed to make a filing, as
directed herein, with the Comm ssion 30 days after the start of |SO
oper ati ons.

(F) The Menmber Systenms will be informed of rate schedul e
designations at a |later date.

By the Conmm ssion.

( SEAL)

David P. Boergers,

8\Whi l e this effective date contenplated that July 21, 1999
woul d be the cutoff date for grandfathered transm ssion contracts for
the TCC auction, we note that this date may need nodification if the
| SO is unable to conduct the first TCC aucti on by August 4, 1999.

69The Menber Systens have requested this date to be Septenber 1,
1999. We approve this date only if the New York I SO comences
operation at that tine.
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Secretary.



