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CORPORATE DISCLOSURE STATEMENT
OF CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Pursuant to Rule 26.1 of the Federal Rules of Appellate Procedure, Central
Hudson Gas & Electric Corporation (“Central Hudson”) respectfully submits the
following:
Central Hudson is a corporation created and organized under the laws of the
State of New York, with its principal offices in Poughkeepsie, New York. Central
Hudson is an electric and natural gas utility engaged in, among other things, the
businesses of (1) distributing natural gas for residential, commercial, and industrial
use, and (2) transmitting and distributing electric power to wholesale and retail
customers, and transmitting electric power on behalf of third parties. Central
Hudson’s transmission of electric power in interstate commerce is regulated by the
Federal Energy Regulatory Commission (“FERC”).
Central Hudson is a wholly owned subsidiary of CH Energy Group, Inc.
(“CH Energy”) and indirect subsidiary of Fortis Inc., a Canadian company located
in St. John’s Newfoundland and publicly traded on the Toronto stock exchange.
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companies has issued shares of debt and only Fortis Inc., has issued equity
securities to the public.
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UNITED STATES COURT OF APPEALS
FOR THE SECOND CIRCUIT
_______________________________
IN RE CENTRAL HUDSON GAS & )
ELECTRIC CORPORATION,
)
)
Petitioner
)
)
_______________________________)

No.

14-___________

EMERGENCY MOTION FOR LIMITED STAY OF
FEDERAL ENERGY REGULATORY COMMISSION ORDERS
AUTHORIZING ELECTRIC CAPACITY AUCTIONS PENDING ACTION
ON REHEARING AND, IF NECESSARY, ON JUDICIAL REVIEW, AND
ALTERNATIVE PETITION FOR A WRIT OF MANDAMUS,
AND MEMORANDUM IN SUPPORT THEREOF
Central Hudson Gas & Electric Corporation (“Petitioner”) respectfully
petitions this Court pursuant to Rules 18 and 21 of the Federal Rules of Appellate
Procedure and Circuit Rule 21.1 to issue an order (1) granting a limited stay of the
effectiveness of two orders issued by the Federal Energy Regulatory Commission
(“FERC”) that will cause consumers in New York’s Lower Hudson Valley
(“LHV”) to pay several hundred million dollars in additional charges for electric
capacity through periodic auctions conducted by the New York Independent
System Operator, Inc. (“NYISO”), and alternatively (2) to issue an order pursuant
to the Court’s authority under the All Writs Act, 28 U.S.C. § 1651, directing FERC
to issue its orders responding to requests for rehearing of the orders at issue within
45 days so that the legality of FERC’s decisions can be subjected to judicial

scrutiny. Finally, Petitioner requests this Court to issue an order directing answers
to this Petition to be filed within eight (8) calendar days, with three (3) days for
replies. Petitioner respectfully requests this Court to issue its order on this Petition
by June 6, 2014, in advance of the NYISO’s next spot market auction cycle that
will be conducted on June 9, 2014.
Petitioner also seeks leave to exceed the page limit by 10 pages. Petitioner
is asking for two forms of relief, and Federal Rules of Appellate Procedure 21(d)
and 27(d)(2) provide two different page limits. To the extent that the Court
construes our filing to be subject to the 30 page limit of Rule 21(d), Petitioner
respectfully requests leave to exceed the page limit, as the issues presented here are
complex.
As we show below, FERC: (1) allowed NYISO to establish a new pricing
zone for the sale of generating capacity reserves in the LHV without holding
NYISO to its tariff requirement to show that the zone is economically justified and
will produce rates that are just and reasonable, New York Independent System
Operator, Inc., 144 FERC ¶ 61,126 (Aug. 13, 2013) (“August 13 Order”); (2)
accepted NYISO’s parameters for monthly capacity auctions that will remain in
effect for three years—which NYISO predicted will cost consumers in the LHV
$500 million or more in increased capacity charges—while also rejecting NYISO’s
modest mitigation plan, New York Independent System Operator, Inc., 146 FERC ¶

2

61,043 (Jan. 28, 2014) (“January 28 Order”); and (3) allowed Petitioner’s
rehearing requests challenging these decisions to languish for months beyond the
statutory timetable, 16 U.S.C. § 825l, instead of addressing these ratemaking
questions “as speedily as possible” as commanded by Congress. 16 U.S.C. §
824d(e). Although the Federal Power Act (“FPA”) ordinarily gives consumers
refund protection against excessive rates, 16 U.S.C. § 824d(e), FERC’s policy is to
deny refunds that require resettling auction-based markets like the one at issue
here.1
Here, NYISO has already conducted three electric capacity auctions in the
past month that have caused consumers in the LHV to pay an additional $17.5
million for capacity reserves for May 2014 alone, thus confirming NYISO’s
forecasts of sharply higher prices. FERC’s orders, coupled with its no-refund
policy, eviscerate the FPA’s protections against unjust and unreasonable rates
because consumers in the LHV will never receive refunds for excessive charges,
but will have only prospective remedies available to them. Therefore, Petitioner is
forced to seek extraordinary relief from this Court to stay the effectiveness of
FERC’s orders to preclude NYISO from conducting further electric capacity
auctions for the LHV as a separate pricing zone so as to minimize irreparable

1

E.g., New York Independent System Operator, Inc., 122 FERC ¶ 61,211, at P
147 (2008) (refusing to order refunds for installed capacity charges due to
complexity and because refunds would not further the goals of ICAP).
3

harm. Alternatively, Petitioner requests this Court to use its mandamus authority
to direct FERC to rule on the pending requests for rehearing within 45 days. In
further support, Petitioner respectfully shows as follows:
INTRODUCTION
Petitioner operates a franchised electric service area that covers the middle
and lower Hudson Valley in the State of New York. Petitioner is charged by
statute with providing reliable electric service to its customers at just and
reasonable rates.2 Petitioner is one of a group of publicly- and privately-owned
electric transmission-owning utilities in the State that participated in the
proceedings below as the “Indicated New York Transmission Owners,” or simply
“NYTOs.”3

NYISO is an independent entity that oversees New York’s bulk

electric transmission network and operates wholesale power markets pursuant to
tariffs approved by FERC. NYISO filed tariff amendments to alter its markets for
the sale of installed capacity reserves, known as “ICAP,”4 by (1) creating a new
ICAP pricing zone in the LHV, and (2) establishing certain parameters that define
2

N.Y. Pub. Serv. Law § 65.
In addition to Petitioner: Consolidated Edison Company of New York, Inc.,
New York Power Authority, New York State Electric & Gas Corporation, Niagara
Mohawk Power Corporation d/b/a National Grid, Orange and Rockland Utilities,
Inc., and Rochester Gas and Electric Corporation.
4
FERC has accepted a modification to the way NYISO counts reserve
capacity to reflect the unforced outage rate of generating units, called “UCAP.”
Keyspan-Ravenswood, LLC v. FERC, 474 F.3d 804 (D.C. Cir. 2007). For
consistency with the FERC orders at issue, Petitioner will refer to the capacity
product as “ICAP.”
3

4

how ICAP prices will be established through monthly auctions. Petitioner actively
participated in NYISO’s proceedings before FERC, both individually and with the
NYTOs. To understand the issues presented, it is necessary briefly to explain
ICAP and how the NYISO’s ICAP market works.
Electric utilities in New York like Petitioner are “load serving entities,” or
“LSEs,” that must own or have contractual rights to generating capacity to meet
their customers’ maximum demand plus an installed reserve margin (“IRM”)
requirement. The IRM requirement is established by the non-profit New York
State Reliability Council (“NYSRC”) as the amount of capacity needed above the
forecasted load peak to meet a probabilistic loss of load expectation (“LOLE”) in
which the risk of being forced to disconnect customers due to a system deficiency
is, on average, not more than once in ten years, taking into account potential
outages of transmission or generating facilities used to supply and to deliver the
electricity needed to serve the load.5 For example, if the NYSRC sets the IRM to
be 18 percent to meet the State’s LOLE, an LSE with a forecasted load peak of
1,000 MW would be required to purchase at least 1,180 MW of capacity in order to
satisfy its forecasted load peak plus IRM requirement.

5

Keyspan-Ravenswood, LLC v. FERC, 474 F.3d 804, 806 (D.C. Cir. 2007).
5

The NYISO administers a FERC regulated market process to determine the
price for ICAP to meet the State’s reliability requirements.6 NYISO calculates the
price to be paid for reserve capacity by finding the point at which the total amount
of supply being offered intersects with a NYISO created and FERC approved
demand curve.7 NYISO calculates a demand curve for each pricing zone in its
region, but these calculations have been controversial.
In 2003, the NYISO began to reform the way it sets electric capacity prices,
first switching from the vertical demand curve method to a sloped demand curve,8
and then modifying the sloped demand curve to factor in a locational component to
account for transmission constraints that might cause prices to diverge on either
side of the constraint.9 The locational pricing mechanism is intended to account
for price differences for electric capacity that is deliverable into New York’s
different sub-regional capacity markets.10
The NYISO initially divided New York into three capacity zones, a New
York City capacity zone, a Long Island capacity zone, and a third zone comprised
6

TC Ravenswood, LLC v. FERC, 741 F.3d 112, 114 (D.C. Cir. 2013).
See Maine Public Utilities Commission v. FERC, 520 F.3d 464, 468 n.3
(D.C. Cir. 2008) (“Maine PUC”) (describing a similar demand curve in New
England).
8
See Electricity Consumers Resource Council v. FERC, 407 F.3d 1232, 123436 (D.C. Cir. 2005) (“ELCON”) (explaining the pricing anomalies with the
vertical demand curve that led NYISO to switch to a sloped demand curve).
9
New York Independent System Operator, Inc., 105 FERC ¶ 61,108 (2003).
10
See Maine PUC, 520 F.3d at 468 (explaining the theory of the locational
component in the sloped demand curve pricing construct).
7

6

of the “Rest of State.”11 NYISO calculated separate ICAP demand curves for each
of these zones.

FERC, however, directed the NYISO to examine whether

transmission constraints might require the formation of new capacity zones within
the “Rest of State, with separate demand curves for each.”12
On April 30, 2013, the NYISO filed a proposed new capacity pricing zone
with FERC that would encompass NYISO Load Zones G, H, I, and J (sometimes
called the “G-J Locality” below).13 The G-J Locality covers Petitioner’s service
territory in the LHV. The proposal was based on a “highway deliverability test
that identified a binding transmission constraint at the Upstate New YorkSoutheast New York (“UPNY/SENY”) transmission interface located just south of
Albany, N.Y. NYISO proposed to implement this new capacity zone (“NCZ”)
consisting of the G-J Locality to meet ICAP requirements starting with May 1,
2014, the beginning of its new capacity year, to remain in effect for a three year
period.

11

These capacity pricing zones should not be confused with New York’s
eleven “load zones” which were established for a different purpose, although the
load zones do form the building blocks for the capacity zones. Here, NYISO’s
new capacity zone is comprised of Load Zones G through I and J.
12
New York Independent Transmission System Operator, Inc., 127 FERC ¶
61,318, at P 53 (2009).
13
New York Indep. Sys. Operator, Inc., Proposed Tariff Revisions to Establish
and Recognize a New Capacity Zone and Request for Action on Pending
Compliance Filing, Docket No. ER13-1380-000 (filed Apr. 30, 2013).
7

As part of its filing, the NYISO also calculated an Indicative Locational
Minimum Installed Capacity Requirement (“Indicative LCR”).14 One purpose of
this calculation is to estimate the effect that generating capacity in the proposed
NCZ will have on future capacity prices. NYISO uses the Indicative LCR to
construct an expected demand curve for the NCZ to make the cost estimate. In this
manner, NYISO forecast that implementing the NCZ would cost consumers in the
LHV an extra $173 million in additional ICAP charges the first year.15 NYISO
later advised FERC that consumers might pay as much as an additional $500
million over the three-year period covered by its new demand curve filing.16
Petitioner opposed NYISO’s plan to create the NCZ because NYISO’s
Indicative LCR calculation used flawed assumptions, and a corrected method did
not support the need for the new zone. Petitioner argued that the purpose of the
Indicative LCR is to determine whether the NCZ is economically justified by
estimating the effect of capacity imports into the proposed NCZ on capacity prices
expected to occur in the NCZ.

The Indicative LCR does this indirectly by

14

New York Independent Transmission System Operator, Inc., 136 FERC ¶
61,165, at P 17 (2011).
15
New York Indep. Sys. Operator, Inc., Proposed Tariff Revisions to Establish
and Recognize a New Capacity Zone and Request for Action on Pending
Compliance Filing, Docket No. ER13-1380-000 (filed Apr. 30, 2013), Att. XII,
Affidavit of Mr. Tariq N. Niazi, at PP 21-23, 28, and Table 3.
16
New York Indep. Sys. Operator, Inc., Request for Partial Reconsideration of
the New York Independent System Operator, Inc., Docket No. ER13-1380-000
(filed Oct. 28, 2013) at 3.
8

affecting the amount of capacity that NYISO assumes to be available to serve peak
demand. If supply is plentiful, a hypothetical new generator would not be able to
sell enough ICAP to recover the cost of the investment, and a new ICAP pricing
zone would not make economic sense. As a result, NYISO’s supply assumptions
have a big impact on the decision to create a new zone because of the relationship
between supply, demand and price as these come together in its demand curves.
FERC itself had previously confirmed that the Indicative LCR affects the
indicative demand curve and decisions about creating new ICAP zones.17
According to FERC, the purpose of this indicative demand curve is to “indicate the
capacity prices that would be expected in the new zone” so that the NYISO can
“analyze those prices in comparison to prices in the existing capacity zones in
NYC, L1, and ROS zones.”18 This, FERC said, allows the NYISO to evaluate the
expected value of new generation capacity in the new capacity zone based on the
forecasted cost of new generation because, if electric capacity prices will be
substantially lower than in adjacent zones, that information “would militate against
creating a new zone.”19 Viewed in this light, the calculation of the Indicative LCR
is vitally important because, if done incorrectly, it will lead to a demand curve that
will send the wrong price signals for building generation or transmission, cause the
17

New York Independent Transmission System Operator, Inc. 136 FERC ¶
61,165, at P 7 (2011).
18
Id.
19
Id.
9

formation of an NCZ that is not required and cause consumers to pay too much, as
occurred here.
Here, Petitioner showed that NYISO failed to consider the potential of the
transmission system to deliver generating capacity from the new “rest of state”
capacity zone (NYISO Load Zones A through F) to Load Zones J and K in
calculating the Indicative LCR because NYISO failed to link its Indicative LCR
calculation to the UPNY/SENY transmission constraint that it was attempting to
analyze. In other words, NYISO undercounted available capacity and overstated
the Indicative LCR.
FERC rejected Petitioner’s arguments, holding that the Indicative LCR
calculation is not “used to determine whether a new capacity zone should be
created or to establish the new capacity zone boundary,” but instead is “used solely
for establishing an ICAP Demand Curve for the new capacity zone.”20 FERC did
not reconcile its decision with the interpretation of the indicative demand curve
that it gave in its earlier order.
Petitioner filed a timely request for rehearing of the August 13 Order that
highlighted FERC’s inconsistency, and argued that FERC erred by reading sections

20

August 13 Order, 144 FERC ¶ 61,126, at P 66.
10

of NYISO’s tariff in isolation.21

Under FERC’s newly revised interpretation,

NYISO’s calculation of the Indicative LCR as part of the new capacity zone
evaluation served no real purpose other than to let consumers know that prices
were expected to increase substantially—which is the whole point of forming the
NCZ—and this narrow reading effectively rendered the Indicative LCR
requirement a nullity. Petitioner further argued that FERC had failed to exercise
its statutory duty to evaluate whether NYISO’s tariff filing would produce just and
reasonable rates.22
Petitioner explained that NYISO’s method of calculating the Indicative LCR
(and the associated indicative demand curve for the new capacity zone) was
flawed. NYISO used starting assumptions for its computer model that ensured the
results would show a violation of the loss of load expectation (LOLE) reliability
criterion. The LOLE establishes a baseline for the amount of generating capacity
that must be purchased from each Load Zone. Because NYISO’s simulation of its
computer model shifted generation capacity out of Load Zones that are not part of
the NCZ and added generating capacity to Load Zones outside of the NCZ it
21

See Nicole Gas Production, Ltd., 105 FERC ¶ 61,371, at P 9 (2003) (“Like a
contract, a tariff must be interpreted to give meaning to all provisions of the
tariff.”).
22
16 U.S.C. § 824d(a), (b) and (e). For example, in the context of an
administratively determined ICAP demand curve, the D.C. Circuit held: “Of
course, FERC cannot pluck rates out of thin air; it must rely on record evidence to
establish a reasonable range of rates.” Maine PUC, 520 F.3d 464, 472 (D.C. Cir.
2008).
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artificially created a violation of the LOLE—a shortage of generating capacity—in
the NCZ that is speculative at best. As a result, NYISO’s method produced an
unjust and unreasonable result by overstating the amount of capacity that
customers in the LHV would be required to purchase, which also had the effect of
overstating the need for the NCZ in the first place. Customers in the LHV should
not be required to pay unreasonable capacity prices based upon speculative
capacity deficiencies.

This is particularly true where, as in this case, FERC

departed from its precedent, which took into account capacity prices in adjacent
Load Zones as part of its decision to establish a new capacity zone, without
explaining its departure.
Petitioner gave a real-world example to illustrate the issue. The 475 MW
Danskammer generating plant in Petitioner’s service area retired in early 2013.
That retirement caused the LCR for Load Zone J to increase from 83% to 86% (an
increase of 250 MW), and caused the LCR for Load Zone K to increase from
102% to 105% (an increase of 150 MW).23 Mathematically speaking, with all
other variables being equal, if the same 475 MW were added back to Load Zones
G-I, the LCRs for Load Zones J and K would drop, but the capacity required to

23

State of New York Public Service Commission, Order Approving Transfer
and Authorizing a Retirement Prior to Expiration of the Notice Period, Case 13-E0019, et al. (Issued Apr. 22, 2013).
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meet the LCR for Zones G-I actually would increase by 75 MW.24

This

illustration showed that the NYISO’s method that FERC endorsed was flawed,
would overstate the LCR requirement, called into serious question the NYISO’s
analysis for establishing the new zone in the first place, and showed that it would
lead to unjust and unreasonable rates. As this example shows, NYISO’s modeling
method sends an incorrect signal to locate new generating capacity in the LHV,
while giving customers in other load zones the benefit.
FERC has not ruled on Petitioner’s timely request for rehearing raising these
points, which has been pending since September 12, 2013. Rather, on October 10,
2013, FERC issued a “tolling order” noting that requests for rehearing had been
filed, and that it was granting rehearing for the limited purpose of affording itself
more time to rule on the questions raised.25
In the meantime, the NYISO used the flawed Indicative LCR that FERC
accepted in the August 13 Order to establish the method for calculating the ICAP
demand curve in the NCZ through a tariff filing with FERC on November 27,
2013.26 NYISO projected that ICAP prices in the new zone would roughly double

24

New York Indep. Sys. Operator, Inc., Protest of Central Hudson Gas &
Electric Corp., Docket No. ER13-1380-000 (filed May 21, 2013), Affidavit of John
J. Borchert.
25
New York Indep. Sys. Operator, Inc., Order Granting Rehearing for Further
Consideration, Docket No. ER13-1380-003 (issued Oct. 10, 2013).
26
New York Indep. Sys. Operator, Inc., Proposed Tariff Revisions to
Implement Revised ICAP Demand Curves and a New ICAP Demand Curve for
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on a dollars-per-kilowatt-month basis from the rate that customers in the LHV paid
in 2013.

Accordingly, NYISO proposed to phase-in these price impacts by

providing an approximately 24% discount to ICAP auction prices for the LHV in
2014, and an approximately 12% discount in 2015, with no discount in 2016.27
NYISO estimated that this phased approach would mean, for example, that
the price for ICAP in the LHV would increase from $5.80/kW-month for the
summer months of 2013 to $8.09/kW-month for the summer months of 2014,
instead of $10.65/kW-month without the phase-in.28

NYISO argued that this

phase-in proposal would not adversely impact participation in its ICAP auctions,
would produce rates that will fall within a “zone of reasonableness” (at least so far
as its overall method is concerned) and, therefore, would be presumptively just and
reasonable.29 Petitioner and the NYTOs supported NYISO’s phase-in plan at
FERC because some relief was better than no relief.30

Petitioner supported

NYISO’s proposed phase-in of ICAP auction prices because it would mitigate the
unjust and unreasonable rate that results from creating the NCZ.

Petitioner

Capability Years 2014/2015, 2015/2016 and 2016/2017 and Request for Partial
Phase-In and for Any Necessary Tariff Waivers, Docket No. ER14-500-000 (filed
Nov. 27, 2013) (“Demand Curve Filing”).
27
Demand Curve Filing at 37-38.
28
Id. at p. 40.
29
Jersey Central Power & Light Co. v. FERC, 768 F.2d 1500, 1503 (D.C. Cir.
1985).
30
New York Indep. Sys. Operator, Inc., Motion for Leave to Answer and
Answer of the New York Transmission Owners, Docket No. ER14-500-000 (filed
Jan. 10, 2014), Exh. A (“Cadwalader Aff.”) at ¶ 19 and Table 3.
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asserted that the phased-in rates are, however, also unjust and unreasonable
because they are based upon the same flawed Indicative LCR that resulted in the
creation of the NCZ and the indicative demand curve used as the basis for the
auction price.
In the January 28 Order, FERC once again did not evaluate the justness or
reasonableness of NYISO’s Indicative LCR calculation as applied to calculate the
demand curve to be used in the NCZ for the next three years. FERC, however,
rejected the NYISO’s phase-in proposal without addressing the NYISO’s
explanation that the phase-in would balance consumer and investor interests by
producing rates that fall within the zone of reasonableness.31 Instead, FERC found
that the phase-in “will not ensure that market-clearing prices will guide efficient
investment decisions to add or retire capacity resources and meet reliability needs
in this region.”32 FERC did not cite any evidence that new generation investments
would be in any way affected by the phase-in—an unlikely outcome given the
immediate significant increase to ICAP prices even with a phase-in. FERC’s
ruling rested entirely on speculation, given its refusal to scrutinize NYISO’s
assumptions in the Indicative LCR estimate discussed above.
Rather than carefully analyze NYISO’s supply assumptions, FERC instead
stated that it was concerned that a subset of capacity market participants who can
31
32

January 28 Order, 146 FERC ¶ 61,043, at P 162.
Id.
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enter the market on short notice might be discouraged from doing so.33 Those
participants in theory comprise consumers who are willing to forego consumption
in order to be paid as though they are generators (demand response providers in
FERC’s parlance) or generation owners who are able to quickly repower
generating facilities.

FERC, however, did not identify any demand response

providers or repowering generators who would be “discouraged” from
participating in NYISO capacity markets in the NCZ if they were paid “only” 40%
more for ICAP in the summer of 2014 than they could have received in the
summer of 2013.
On February 27, 2014, Central Hudson joined with the NYTOs to file a
timely request for rehearing of the January 28 Order rejecting the phase-in.34 The
rehearing request argued that FERC failed to balance the harsh impact on
consumers—to the tune of several hundred million dollars—against the lack of any
demonstrated harm to the competitive market from providing a relatively small
discount to the monthly ICAP auction clearing prices. On March 24, 2014, FERC
issued a “tolling order” noting that requests for rehearing had been filed, and that it

33

Id. at P 164.
New York Indep. Sys. Operator, Inc., Request for Rehearing of the New
York Transmission Owners, Docket No. ER14-500-000 (filed Feb. 27, 2014).
34
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was granting rehearing for the limited purpose of affording itself more time to rule
on the questions raised.35 FERC has taken no further action since that time.
In the absence of any FERC action to reconsider its decisions, NYISO began
to conduct monthly ICAP auctions beginning with May 2014. NYISO conducts
three types of ICAP auctions: a “strip” or seasonal auction, a “monthly” auction,
and a “spot” auction. To date, NYISO has completed four such auctions, one
seasonal auction for the summer capability period covering May through
September 2014, one for the month of May, a May spot market auction, and one
for the month of June (completed on May 8, 2014).36 Excluding the ICAP auction
for June, Petitioner estimates that consumers in the LHV have paid about $17.5
million more for ICAP than they would have paid if there were no separate LHV
pricing zone.37 The prices per kilowatt-month for ICAP in these auctions are
higher than NYISO’s projections in its submissions to FERC. Based on these
results, the New York Public Service Commission now estimates that consumers in
the LHV can expect to pay an extra $280 million per year for ICAP, which will
35

New York Indep. Sys. Operator, Inc., Order Granting Rehearing for Further
Consideration, Docket No. ER14-500-001 (issued March 24, 2014).
36
Information about NYISO’s ICAP market, including prices and the auction
schedule, is available at:
http://www.nyiso.com/public/markets_operations/market_data/icap/index.jsp.
37
New York Indep. Sys. Operator, Inc., Emergency Motion of Central Hudson
Gas & Electric Corporation for Expeditious Rulings Or, Alternatively, For a Stay
of Capacity Auctions for the New Capacity Zone in New York’s Lower Hudson
Valley and Motion for Shortened Response Time of Three Business Days, Docket
Nos. ER13-1380-000 and ER14-500-000 (filed Apr. 30, 2014) at 6.
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amount to over $800 million in new ICAP charges over the next three years.38
NYISO will conduct a June spot market auction on May 23, 2014, and it will
conduct its monthly auction for July on June 9, 2014.
Given these circumstances, on April 30, 2014, Petitioner petitioned FERC
to issue its orders on rehearing of the August 13 Order and the January 28 Order
expeditiously so that Petitioner and others can seek judicial review, if necessary.
Alternatively, Petitioner requested FERC to stay further ICAP auctions by NYISO
for the NCZ to preserve the status quo and minimize damages to consumers until
the lawfulness of FERC’s orders can be tested. FERC granted Petitioner’s request
for a shortened answer period to these motions, but has not ruled on the motions.
Accordingly, Petitioner is left with no alternative to seeking relief in this Court.
ISSUE PRESENTED
Whether this Court should stay further ICAP auctions by NYISO for the
NCZ, or alternatively exercise its authority under the All Writs Act to direct FERC
to issue its orders on rehearing of the August 13 Order and the January 28 Order,
given that FERC’s failure to correct its orders on rehearing to achieve just and
reasonable rates is costing consumers in the middle and lower Hudson Valley

38

New York Indep. Sys. Operator, Inc., Answer of the New York State Public
Service Commission in Support of Motion for a Stay of New Capacity Zone
Auctions and for Expedited Ruling on Requests for Rehearing, Docket Nos. ER131380-000 and ER14-500-000 (filed May 2, 2014) at 3.
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hundreds of millions of dollars from excessive ICAP charges that they will never
recover because FERC’s policy prohibits refunds in the circumstances of this case?
STATUTES
The pertinent provisions of Sections 205, 206, and 313 of the Federal Power
Act (“FPA”), 16 U.S.C. §§ 824d, 824e, and 8241, and the All Writs Act, 28 U.S.C.
§ 1651, are reproduced in the addendum.
JURISDICTION
Because this Court has jurisdiction to review final FERC orders pursuant to
the FPA, 16 U.S.C. § 8251, this Court has jurisdiction over this petition for
mandamus and motion for stay under the All Writs Act, 28 U.S.C. § 1651 and the
Administrative Procedure Act, 5 U.S.C. § 706(1).39
ARGUMENT
A.

THE COURT SHOULD GRANT A LIMITED STAY OF THE
EFFECTIVENESS OF NYISO’S ELECTRIC CAPACITY AUCTIONS
PURSUANT TO FERC’S AUGUST 13 ORDER AND JANUARY 28
ORDER PENDING ACTION ON REHEARING AND, IF
NECESSARY, ON APPEAL.
Ordinarily, FERC’s initial orders on rate filings such as those made by

NYISO at issue here are not reviewable until the agency issues its order addressing

39

See FTC v. Dean Foods Co, 384 U.S. 597, 603-04 (1966) (“the authority of
the appellate court ‘is not confined to the issuance of writs in aid of a jurisdiction
already acquired by appeal but extends to those cases which are within its appellate
jurisdiction although no appeal has been perfected.’”) (quoting Roche v.
Evaporated Milk Ass’n, 319 U.S. 21, 25 (1943)).
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arguments presented in requests for rehearing.40 However, “when parties face the
prospect of irreparable injury, with no practical means of procuring effective relief
after the close of the proceeding, . . . they [may] be entitled to immediate review of
a nonfinal order.”41 As Petitioner shows below, Petitioner and its customers face
the virtual certainty of incurring hundreds of millions of dollars in new ICAP
charges over the next three years that will not be refunded even if FERC’s orders
are ultimately reversed, or substantially revised, following judicial review.
In determining whether to issue a stay, this Court considers four factors:
“(1) whether the stay applicant has made a strong showing that he is likely to
succeed on the merits; (2) whether the applicant will be irreparably injured absent a
stay; (3) whether issuance of the stay will substantially injure the other parties
interested in the proceeding; and (4) where the public interest lies.”42 The Court
has recognized that the degree to which a factor must be present varies with the
strength of the other factors, meaning that “‘more of one [factor] excuses less of
the other.’”43 Thus, in Mohammed v. Reno,44 this Court explained:

40

16 U.S.C. § 825l.
Papago Tribal Utility Authority v. FERC, 628 F.2d 235, 240 (D.C. Cir.
1980) (citing Gardner v. Westinghouse Broadcasting Co., 437 U.S. 478, 480
(1978) and Cohen v. Beneficial Industrial Loan Corp., 337 U.S. 541, 546 (1949)).
42
SEC v. Citigroup Global Markets Inc., 673 F.3d 158, 162-63 (2d Cir. 2012)
(quoting Hilton v. Braunskill, 481 U.S. 770, 776 (1988)).
43
In re World Trade Center Disaster Site Litigation, 503 F.3d 167, 170 (2d
Cir. 2007) (quoting Thapa v. Gonzales, 460 F.3d 323, 324 (2d Cir. 2006)).
44
309 F.3d 95, 101 (2d Cir. 2002).
41
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Ultimately, we see considerable merit in the approach expressed by
the District of Columbia Circuit: “The necessary ‘level’ or ‘degree’
of possibility of success will vary according to the court’s assessment
of the other [stay] factors.” [citation omitted]. Applying this test, that
Circuit has granted a stay pending appeal where the likelihood of
success is not high but the balance of hardships favors the applicant,
id., and has stated that a stay may be granted where the probability of
success is “high” and “some injury” has been shown [citation
omitted]. As the Sixth Circuit has explained, “The probability of
success that must be demonstrated is inversely proportional to the
amount of irreparable injury plaintiff[ ] will suffer absent the stay.
Simply stated, more of one excuses less of the other.” [citation
omitted].
1.

Petitioner and Its Customers Are Likely to Suffer Irreparable
Harm Absent a Stay.

This Court has held that irreparable harm is demonstrated where the movant
shows a probability of harm and “injury for which a monetary award cannot be
adequate compensation.”45 Normally, in rate proceedings before FERC, a utility’s
customers can count on refunds if a proposed rate increase is ultimately found to
be unjust and unreasonable and FERC fixes a lower just and reasonable amount,46
because FERC has a general policy of awarding refunds for utility overcharges as
provided in the FPA.47 FERC, however, has an exception to this general policy for
auction-based markets like NYISO’s ICAP market at issue here. When wholesale

45

Jackson Dairy, Inc. v. H.P. Hood & Sons, Inc., 596 F.2d 70, 72 (2d Cir.
1979) (citing Studebaker Corp. v. Gattlin, 360 F.2d 692, 698 (2d Cir. 1966);
Foundry Services, Inc. v. Beneflux Corp., 206 F.2d 214, 216 (2d Cir. 1948)).
46
E.g., Papago Tribal Utility Authority v. FERC, 628 F.2d at 240.
47
Towns of Concord, Norwood, and Wellesley v. FERC, 955 F.2d 67, 76 (D.C.
Cir. 1992).
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electricity or capacity is sold through an auction, FERC’s general policy is to deny
refunds.
For example, in Ameren Services Company v. Midwest Independent
Transmission System Operator, Inc.,48 FERC stated that “In cases involving
changes in market design, the Commission generally exercises its discretion and
does not order refunds when doing so would require re-running a market.”49 In
fact, in California Independent System Operator,50 FERC ruled that re-running
auction markets to pay refunds to consumers is “the exception, not the rule.”51
Here, the sharply higher ICAP prices at issue are being produced through an
auction-based market that involves the participation of numerous buyers and
sellers of capacity. NYISO is conducting a minimum of two such auctions each
month. LSEs also have the option of procuring ICAP through bilateral contracts
outside of the NYISO auctions, although these contracts typically settle at the
monthly NYISO ICAP spot market auction price. NYISO also conducts seasonal
auctions where LSEs like Petitioner can acquire ICAP to meet their anticipated
48

127 FERC ¶ 61,121, at P 157 (2009), reh’g pending.
Id. at P 157 (emphasis added) (citing Maryland Public Service Comm’n v.
PJM Interconnection, L.L.C., 123 FERC ¶ 61,169, at P 49 (2008); Mirant Energy
Trading, LLC v. PJM Interconnection, LLC, 122 FERC ¶ 61,007 (2008); Bangor
Hydro-Electric Company v. ISO New England Inc., 97 FERC ¶ 61,339 (2001)
(finding that re-running markets even when an error was made would do more
harm to electric markets than is justifiable), reh’g denied, 125 FERC ¶ 61,340
(2008), reh’g pending).
50
120 FERC ¶ 61,271 (2007).
51
Id. at P 25 (emphasis added).
49
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requirements for the upcoming seasonal period, such as the auction that NYISO
conducted this past April for the summer 2014 period that runs from May to
September.
If FERC’s orders below are reversed—as is likely to occur—to provide
refunds NYISO would have to re-run its ICAP auctions to include the NCZ as part
of the former “Rest of State” region to determine new ICAP prices. Alternatively,
depending on the results of the litigation, FERC may require NYISO to change the
parameters of the indicative demand curve for the NCZ, for example, to correct the
Indicative LCR calculation that is used to establish the demand curve and thereby
lower ICAP prices. To determine whether refunds would be due, this change
would also require NYISO to re-run its auctions. However, according to FERC,
these changes would not be pertinent to past decisions by market participants in the
ICAP auctions who could not revisit them, making refunds highly unlikely, as
FERC explained in another NYISO ICAP case:
We find that granting refunds here would create substantial
uncertainty in the market and undermine confidence in them. Further,
given the impossibility of predicting and restoring what might have
happened in the market under the alternative set of circumstances, and
as market participants can neither revisit economic decisions nor
retroactively alter their conduct, refunds should not be granted in this
instance. Ordering refunds would require the Commission to
speculate as to the extent to which both mitigated and non-mitigated
market resources would have participated in the market, and how they
would have behaved. There is no basis to assume that the same
amount of capacity that cleared in the market would have been
available at prices in the $5.60/kW-month range. Units with high
23

opportunity costs, for instance, might not have participated in the
market had lower clearing prices existed in the market. A decrease in
participation by these entities, in response to the lower clearing prices,
which parties supporting refunds allege would have resulted, would
have caused an increase in the clearing price as supply was reduced.
As “ICAP is not devised to compensate past investment but to spur
sellers to make new investment and net buyers to meet their reserve
capacity obligations,” ordering refunds would not help achieve the
goals of ICAP and would not redress the harm that is claimed by the
parties favoring refunds.52
Given the circumstances involving NYISO’s ICAP auctions at issue here,
and FERC’s pronouncement that it will not award refunds for flaws in NYISO’s
ICAP markets, it is a virtual certainty that Petitioner and its customers will suffer
irreparable harm that will reach several hundred million dollars if ICAP auctions
for the LHV continue uncorrected for three years. Perversely, the more capacity
auctions the NYISO conducts before FERC acts to correct its orders or they are
reversed by a court, the more certain it is that FERC will not award refunds and the
greater the damages will be. This factor alone is so substantial as to justify a stay
independent from consideration of the other factors discussed below.53
2.

Petitioner Is Likely to Prevail on the Merits.

FERC’s orders below suffer from a host of legal errors and arbitrary
decisions that will require a reviewing court to reverse them, or at a minimum

52

New York Independent System Operator, Inc., 122 FERC ¶ 61,211, at P 147
(2008) (quoting in part Sithe New England Holdings, LLC v. FERC, 308 F.3d 71,
78 (1st Cir. 2002)).
53
In re World Trade Center Disaster Site Litigation, 503 F.3d at 170.
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require a remand for further proceedings to obtain an explanation that passes
muster under the Administrative Procedures Act.
First, FERC’s August 13 Order authorizing NYISO to create the NCZ
violates the filed rate doctrine.54
The filed rate doctrine requires FERC to follow the plain words of the tariff.
FERC must give effect to all provisions of the tariff and—as FERC has specifically
recognized in the context of NYISO’s ICAP tariff—FERC must interpret those
provisions to achieve a just and reasonable result if there is any ambiguity.55
As discussed above, Petitioner showed in its protest and request for
rehearing before FERC that the NYISO Services Tariff requires NYISO to perform
an economic necessity test to determine whether to establish an NCZ. Petitioner
showed that NYISO’s economic necessity test was defective because it did not
relate the expected capacity prices calculated through the Indicative LCR to the
constrained UPNY/SENY interface to determine the necessity of the NCZ. Absent
some nexus between the expected capacity prices in the NCZ and mitigation of the
constraint identified for the UPNY/SENY interface there can be no rational basis

54

Arkansas Louisiana Gas Co. v. Hall, 453 U.S. 571, 577-78 (1981) (“[T]he
Act bars a regulated seller . . . from collecting a rate other than the one filed with
the Commission and prevents the Commission itself from imposing a rate increase
. . . .”).
55
Long Island Power Authority v. NYISO, 118 FERC ¶ 61,109, at P 28 (2007).
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for the NCZ. FERC’s precedent is consistent with this view and FERC failed to
provide reasoning justifying its departure from its precedent.
The August 13 Order deviated from FERC’s precedent by holding that the
Indicative LCR calculation is “not used to determine whether a new capacity zone
should be created or to establish a new capacity zone boundary,” but instead is
“used solely for establishing an ICAP Demand Curve for the new capacity zone.”56
FERC, however, failed to reconcile this ruling with its previous finding that the
Indicative LCR is a factor in deciding whether to establish a new capacity zone.57
FERC also failed to apply applicable rules of tariff construction to read the
provisions of NYISO’s tariff in harmony,58 rather than to render null and void the
provision requiring NYISO to perform the Indicative LCR calculation in
conjunction with its evaluation of a new capacity zone proposal.59 Reading the
provisions together, as FERC should have, demonstrates that FERC’s earlier
interpretation was correct: the Indicative LCR calculation is part of the evaluation

56

August 13 Order, 144 FERC ¶ 61,126, at P 66.
New York Independent Transmission System Operator, Inc., 136 FERC ¶
61,165, at P 17 (2011).
58
See New York Independent System Operator, Inc., 133 FERC ¶ 61,028, at
P 22 (2010) (“Based on our analysis of the language in NYISO’s OATT, the
Commission ruled that both Section 7.2A and Section 3.1 of Attachment K made
up the filed rate [and] to give proper effect to the meaning of NYISO’s OATT,
both provisions of the tariff must be read together.”).
59
NYISO Services Tariff § 5.14.1.2.
57
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process to determine whether to establish a new capacity zone. FERC’s failure to
do so was legal error.
Second, the NYISO method produces unjust and unreasonable results in
violation of two well-known legal standards: the end result test and costcausation.60
The end result test established by the Supreme Court seventy years ago in
the Hope case holds that the justness and reasonableness of rates must be judged
by the result alone, and not by the method used to achieve that result.61 Here,
FERC violated this standard in two ways.

It accepted NYISO’s method for

calculating the Indicative LCR for the NCZ without evaluating whether NYISO’s
method was mathematically correct—FERC stated that it was relevant only to
setting a future demand curve, but then never revisited the method in the January
28 Order.62
FERC also ignored the end-result impact on consumers in terms of ICAP
prices that the NCZ would produce. FERC failed to answer Petitioner’s evidence
showing that NYISO’s baseline assumptions were wrong, and that starting with the
wrong assumptions caused NYISO to over-estimate the amount of capacity that

60

Illinois Commerce Comm’n v. FERC, 576 F.3d 470 (7th Cir. 2009).
Duquesne Light Co. v. Barasch, 488 U.S. 609, 616-17 (1989) (citing FPC v.
Hope Natural Gas Co., 320 U.S. 591, 602 (1944)).
62
E.g., Maine PUC, 5230 F.3d at 471-72 (FERC could not “pluck rates out of
thin air” when evaluating an administratively determined ICAP demand curve).
61
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would be required in the NCZ. NYISO’s error should have been readily apparent
to FERC because the logic of the NCZ method rests on the need to factor in the
impact of transmission constraints on ICAP pricing, yet FERC did not require
NYISO to show that its supply assumptions were reasonable, or that its calculation
of the demand curve for the NCZ mitigated the UPNY/SENY constraint that
NYISO claimed to be addressing.

As a result of this error, FERC accepted

NYISO’s over-estimate of the need for capacity in the NCZ, which has led directly
to the excessive ICAP prices that consumers in the Lower Hudson Valley are now
being forced to pay. Indeed, had FERC focused on the end-result instead of simply
accepting NYISO’s method, FERC would have been forced to examine whether
the need for capacity truly justified creating the NCZ in the first place.
NYISO’s method also violated cost-causation ratemaking which requires
that customers pay rates in a reasonable proportion to the costs they impose on the
system.63 Even if a new capacity zone is justified, NYISO overstated the need for
new generation in the NCZ while under-counting the benefits of that generation in
adjacent zones. As a consequence, customers in the LHV are being required to pay
more—far more—for ICAP than they should while customers in other zones
receive the benefit.

63

Illinois Commerce Comm’n v. FERC, 576 F.3d 470 (7th Cir. 2009).
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Third, FERC erred as a matter of law in the January 28 Order when it
rejected NYISO’s proposal to mitigate the unreasonable rate impact to consumers
in the LHV by phasing-in the new ICAP prices over three years, which Petitioner
supported. NYISO alleged that the phase-in would produce rates that fall within
the zone of reasonableness (at least within the context of its overall method),64 but
FERC rejected NYISO’s proposal without finding that the resulting rates would be
unjust and unreasonable. Instead, FERC addressed an entirely different point by
claiming that a subset of market participants might be “discouraged” from
participating in NYISO’s auction markets without identifying a single such market
participant, and without providing a rational explanation for why those market
participants would be “discouraged” despite the substantial—Petitioner asserts
unreasonable—ICAP price increase that the phase-in would allow.65 Although
Petitioner submits that NYISO’s method is unjust and unreasonable, as discussed
above, FERC erred by rejecting the modest rate relief that NYISO offered without
finding it to be unreasonable in the context of NYISO’s method.
Fourth, FERC failed to base its decisions on substantial evidence in the
record of the proceedings before it.

Generalized claims and unsupported

64

Permian Basin Area Rate Cases, 390 U.S. 747 (1968); Jersey Central Power
& Light Co. v. FERC, 768 F.2d 1500, 1503 (D.C. Cir. 1985).
65
January 28 Order, 146 FERC ¶ 61,043, at P 164.
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assumptions do not meet this standard.66 The reason is that the Commission must
be able to identify the evidence on which it relies and explain how that evidence
supports the conclusions it reaches.67 The evidence may not be speculative or
conjectural.68
FERC’s finding on the Indicative LCR issue did not rest on an examination
of NYISO’s supply assumptions, and its finding on the phase-in issue was contrary
to NYISO’s evidence showing there would be no adverse impact on market
participation. In both instances FERC departed from its precedent.69 Thus, at a
minimum, FERC’s orders are arbitrary and capricious and fail to reflect reasoned
decision-making and will require further explanation from the agency (which may
or may not be provided when FERC eventually rules on the pending requests for
rehearing).70
Although an outright reversal of FERC on legal grounds could swiftly
staunch the rapidly growing impact on consumers in the LHV, a remand of
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Constellation Power Source, Inc., 100 FERC ¶ 61,157, at P 33 (2002).
City of Charlottesville v. FERC, 661 F.2d 945, 949–50 (D.C. Cir. 1981).
68
Florida Municipal Power Agency v. FERC, 602 F.3d 454, 461 (D.C. Cir.
2010).
69
New York Independent System Operator, Inc., 136 FERC ¶ 61,165, at P 7
(2011); New York Independent System Operator, Inc., 103 FERC ¶ 61,201, at P 6
(2003).
70
E.g., Republic Airline Inc. v. U.S. Dept. of Transp., 669 F.3d 296, 299 (D.C.
Cir. 2012) (“One of the core tenets of reasoned decision-making is that ‘an agency
[when] changing its course . . . is obligated to supply a reasoned analysis for the
change.”).
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FERC’s orders would prolong the pain and magnify the economic harm. Given
FERC’s refund policy discussed above, the prospects of a remand and further
proceedings weigh heavily in favor of granting a stay now to contain the damages.
3.

Issuance Of A Stay Is In The Public Interest.

FPA sections 205 and 20671 give FERC authority to regulate rates for the
interstate sale and transmission of electricity. Under these sections the utility
(here, NYISO) sets its rates in the first instance,72 subject to the statutory
obligation that rates must be just and reasonable and not unduly discriminatory or
preferential.73

FERC can investigate a newly filed rate,74 and if the rate is

inconsistent with the statutory standard, FERC can order a change in the rate to
make it conform to that standard.75
Section 205(e) states that FERC “may . . . require such public utility or
public utilities to refund . . . such portion of such increased rates or charges as by
its decision shall be found not justified.”76 Whether to order refunds in a particular
case is discretionary, however, so long as FERC properly evaluates the purposes of

71
72
73
74
75
76

16 U.S.C. §§ 824d and 824e.
16 U.S.C. § 824d(a).
Id. §§ 824d(a)-(b).
Id. § 824d(e).
Id.
Id.
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the statute and the practical consequences of its actions.77 Those purposes include
ensuring adequate supplies of electricity,78 and protecting consumers against
excessive charges.79
Here, while FERC has the authority to permit NYISO to procure reserve
capacity for New York through periodic ICAP auctions—and thereby ensure the
adequacy of electric supplies for the State—FERC must balance its chosen method
against its statutory responsibility to protect consumers against excessive rates.
FERC has yet to complete this balancing act because it has not ruled on pending
requests for rehearing that challenge the sufficiency of its orders authorizing
NYISO to establish a NCZ in the LHV.
As Petitioner has shown above, however, FERC’s decisions below suffer
from numerous errors that cast serious doubt on the need to create a new capacity
pricing zone in the LHV in the first place. Even if an NCZ arguably is necessary,
77

Towns of Concord, 955 F.2d at 76; Cities of Batavia, et. al. v. FERC, 672
F.2d 64, 85 (D.C. Cir. 1982).
78
Consolidated Edison Co. of New York, Inc. v. FERC, 510 F.3d 333, 342
(D.C. Cir. 2007).
79
See Pa. Water & Power Co. v. FPC, 343 U.S. 414 (1952) (“A major purpose
of the whole [Federal Power] Act is to protect power consumers against excessive
prices.”); California ex rel. Lockyer v. FERC, 383 F.3d 1006, 1017 (9th Cir. 2004)
(describing “protecting consumers” as the FPA’s “primary purpose”); see also Atl.
Ref. Co. v. Pub. Serv. Comm’n, 360 U.S. 378, 388 (1959) (“The [Natural Gas] Act
was so framed as to afford consumers a complete, permanent and effective bond of
protection from excessive rates and charges.”). Courts often cite the rate
provisions of the FPA and Natural Gas Act interchangeably when interpreting
those requirements. Arkansas Louisiana Gas Co. v. Hall, 453 U.S. 571, 577 n.7
(1981).
32

FERC’s orders failed to satisfy the public interest goals of the FPA to ensure that
consumers pay just and reasonable rates. Given FERC’s discretionary authority to
order refunds, and its policy against the payment of refunds stemming from
auction-based sales of wholesale electric products, the public interest weighs in
favor of a stay until these issues are resolved through further orders from FERC
that can be subjected to judicial scrutiny.
4.

Granting the Requested Relief Will Not Harm Other Parties.

Other parties will not be substantially harmed by a stay.

Granting the

Petitioner’s request for a stay will not cause market participants to supply ICAP to
consumers in the LHV without compensation. Rather, a stay will require NYISO
to return to the status quo ante where it procured ICAP for the LHV through
monthly auctions that grouped the LHV with the “Rest of State” as a single ICAP
pricing zone. NYISO’s most recent ICAP auction for the month of May 2014
produced an ICAP price of $5.50/kW-month for the “NYCA” zone that was left
over from the former “ROS” zone after the NCZ was created. The NYCA price is
thus a reasonable proxy for comparison purposes with the $10.33/kW-month for
the G-J Locality in May 2014.80 The recent NYCA price is on par with ICAP
prices observed in the ROS zone in the summer of 2013.81

80

New York Indep. Sys. Operator, Inc., Emergency Motion of Central Hudson
Gas & Electric Corporation for Expeditious Rulings Or, Alternatively, For a Stay
of Capacity Auctions for the New Capacity Zone in New York’s Lower Hudson
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Although suppliers of ICAP into NYISO’s NCZ would receive less for that
capacity under the stay requested herein than under the NYISO’s current auction,
they will nevertheless continue to be compensated on par with suppliers in the
NYCA similar to the prices they received before FERC approved the formation of
the NCZ.
Moreover, as FERC has noted, the purpose of ICAP is to “spur sellers to
make new investment . . . .”82 Constructing new generating plants involves a longterm investment commitment because it takes several years to acquire the sites,
obtain necessary permits, resolve interconnection disputes, construct the facilities
and place them into commercial operation.

Granting a prospective stay of

NYISO’s current ICAP auctions in the NCZ will not affect these investment
decisions because the developers of new generating plants cannot expect to receive
ICAP payments for several years. Conversely, not granting a stay will provide a
windfall to incumbent generators of hundreds of millions of dollars even though
the payments will have no impact on their investment decisions for plants that are
already operating.
Accordingly, in the balance between consumers who are paying sharply
higher ICAP prices in the LHV and generators who will either (a) receive a
Valley and Motion for Shortened Response Time of Three Business Days, Docket
Nos. ER13-1380-000 and ER14-500-000 (filed Apr. 30, 2014) at 6.
81
Id.
82
Sithe New England Holdings, LLC, 308 F.3d at 78.
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windfall or (b) not be affected because their plants will not be operational in the
near term, the Court should find in favor of a stay.
B.

ALTERNATIVELY, THE COURT SHOULD ISSUE A WRIT OF
MANDAMUS ORDERING FERC TO ACT ON REHEARING OF ITS
AUGUST 13 AND JANUARY 28 ORDER WITHIN 45 DAYS.
If the Court grants Petitioner’s request for a stay of NYISO’s ICAP auctions

for the NCZ prospectively, there is no need for the extraordinary remedy of
mandamus because the harm to consumers will be mitigated until judicial review
of FERC’s orders runs its course.83 Under the circumstances of this case, however,
a writ of mandamus directing FERC to issue its orders on rehearing is a secondbest solution because consumers will continue to bear substantially higher ICAP
prices with refunds likely unavailable at the conclusion of the proceedings.
Nevertheless, the writ is appropriate, at a minimum, to mitigate the growing
economic harm to consumers that results from FERC’s delay.
In Michael v. Immigration & Naturalization Service, this Court applied the
criteria applicable to a stay as discussed above in deciding whether to issue a writ
of mandamus.84 More recently, the Court has applied a three-part inquiry:

83

See, e.g., Michael v. Immigration & Naturalization Service, 48 F.3d 657,
664 n.6 (2d Cir. 1995) (quoting Reynolds Metals Co. v. FERC, 777 F.2d 760, 762
(D.C. Cir. 1985) (holding that when the “normal” means of obtaining extraordinary
relief via a stay is available, the extraordinary remedy of mandamus is
unavailable).
84
Id.
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(1) “the party seeking issuance of the writ must have no other
adequate means to attain the relief it desires”; (2) “the issuing court, in
the exercise of its discretion, must be satisfied that the writ is
appropriate under the circumstances”; and (3) the petitioner must
demonstrate that the “right of issuance of the writ is clear and
indisputable.”85
Petitioner’s alternative request for a writ of mandamus satisfies these requirements.
1.

Petitioner and Its Customers Have No Other Adequate Means to
Attain the Relief Requested.

As shown above, FERC’s policy is to deny refunds that require the rerunning of auction-based markets like NYISO’s monthly ICAP auctions. The
longer FERC’s orders remain in force without being corrected through further
orders on rehearing or judicial review, the greater the irreparable damages to
consumers will become. Absent a directive from this Court requiring FERC to
issue its orders on rehearing (or an order staying NYISO’s monthly ICAP auctions
for the NCZ prospectively), Petitioner’s customers have no possibility of relief.86

85

SEC v. Rajaratnam, 622 F.3d 159, 169 (2d Cir. 2010) (quoting In re City of
New York, 607 F.3d 929, 932-33 (2d Cir. 2010)).
86
See Kokajko v. FERC, 837 F.2d 524, 526 (1st Cir. 1988) (evaluating the
reasonableness of FERC’s delay against the backdrop of potential refunds at the
end of the proceedings in deciding whether to exercise mandamus powers) (citing
Wellesley, Concord and Norwood v. FERC, 829 F.2d 275, 277 (1st Cir. 1987)
(stating that one of the conditions for issuing a writ of mandamus is that petitioner
has “no other adequate means to attain the relief” desired) and Public Service Co.
of N.M. v. FPC, 557 F.2d 227, 233 (10th Cir. 1977) (“To be reviewable the order
must have an impact upon rights and be of such a nature that it will cause
irreparable injury if not challenged.”)).
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Here, the absence of any realistic chance for refunds following judicial
review weighs heavily in favor of issuance of the writ to preserve this Court’s
jurisdiction.
2.

Issuance of the Writ Is Appropriate Under the Circumstances.

The circumstances of this case involve the ongoing harm to consumers in the
LHV from excessive charges for ICAP, as we have discussed, and the
unreasonableness of FERC’s delay in issuing its orders on rehearing. Once again,
issuance of the writ is appropriate.
The governing statutes all require FERC to act on rate proceedings and
requests for rehearing with expedition. Section 205(e) of the FPA authorizes
FERC to investigate proposed rate increases, and “shall give to the hearing and
decision of such questions preference over other questions pending before it and
decide the same as speedily as possible.”87 FERC is required to “act” on requests
for rehearing of its orders within 30 days or the requests are deemed to be denied.88
Similarly, the Administrative Procedure Act requires an agency to act “within a
reasonable time,”89 and requires reviewing courts to “compel agency action” that is
“unreasonably delayed.”90

87

16 U.S.C. § 824d(e ).
16 U.S.C. § 825l.
89
5 U.S.C. § 555(b).
90
Id. § 706; Telecommunications Research & Action Center v. FCC, 750 F.2d
70, 79 (D.C. Cir. 1984).
88
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These statutory directives must be considered against the context of this case
where rehearing requests on the August 13 Order have languished for eight months
while the May 1, 2014 start-date for auctions in the NCZ loomed. FERC was well
aware of this start date because NYISO emphasized the importance of speedy
action by FERC so that NYISO could implement ICAP auctions for the new zone
by that date. FERC is also surely aware of its harsh policy against refunds that
would otherwise be required for flawed or unlawful auction-based markets.
Nevertheless, FERC failed to act on the timely requests for rehearing that were
before it, and surely did not act on them “as speedily as possible.” Given that
consumers cannot expect refunds, if the Court does not stay the effectiveness of
NYISO’s auctions it should give consumers the next best thing: a directive to
FERC that it issue its orders on rehearing by a date-certain.
3.

Petitioner’s Right to the Issuance of the Writ Is Clear and
Indisputable.

As discussed above in the motion for a stay, FERC’s orders below suffer
from several legal errors that violate its statutory obligations to adhere to the filed
rate and to ensure that rates methods produce just and reasonable results. FERC
also failed to support its decisions with substantial evidence in the record of the
proceedings below, or to provide a reasoned explanation for its decisions based on
that evidence. For all of these reasons, discussed in greater detail above, Petitioner
submits that its right to issuance of the writ is clear and indisputable.
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CONCLUSION
For the foregoing reasons, Petitioner respectfully petitions this Court
pursuant to Rules 18 and 21 of the Federal Rules of Appellate Procedure and
Circuit Rule 21.1 to issue an order (1) granting a limited stay of the effectiveness
of FERC’s August 13 Order and January 28 Order to preclude NYISO from
conducting monthly auctions for installed capacity reserves known as “ICAP” for
NYISO load zones G through J, now known as the NCZ, pending judicial review,
and alternatively (2) directing FERC to issue its orders responding to requests for
rehearing of the August 13 Order and the January 28 Order within 45 days.
Petitioner further requests this Court to issue an order directing answers to this
Petition to be filed within eight (8) calendar days, with three (3) calendar days
for a reply, and respectfully request this Court to issue its order on this Petition by
June 6, 2014 in advance of NYISO’s next ICAP auction cycle that starts on June
9, 2014.
Dated: May 12, 2014

Respectfully submitted,
/s/ William G. Miossi
William G. Miossi
Raymond B. Wuslich
Winston & Strawn LLP
1700 K Street, N.W.
Washington, D.C. 20006-3817
Email: WMiossi@winston.com
RWuslich@winston.com
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/s/ Paul Colbert
Paul Colbert
Central Hudson Gas & Electric
Corporation
Associate General CounselRegulatory Affairs
284 South Avenue
Poughkeepsie, NY 12601
(845) 486-5831
Email: pcolbert@cenhud.com
Attorneys for Petitioner
Central Hudson Gas &
Electric Corp.
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STATUTORY AND REGULATORY ADDENDUM
Administrative Procedure Act, 5 U.S.C. § 555(b). Ancillary Matters.
(b) A person compelled to appear in person before an agency or representative
thereof is entitled to be accompanied, represented, and advised by counsel or, if
permitted by the agency, by other qualified representative. A party is entitled to
appear in person or by or with counsel or other duly qualified representative in an
agency proceeding. So far as the orderly conduct of public business permits, an
interested person may appear before an agency or its responsible employees for the
presentation, adjustment, or determination of an issue, request, or controversy in a
proceeding, whether interlocutory, summary, or otherwise, or in connection with
an agency function. With due regard for the convenience and necessity of the
parties or their representatives and within a reasonable time, each agency shall
proceed to conclude a matter presented to it. This subsection does not grant or deny
a person who is not a lawyer the right to appear for or represent others before an
agency or in an agency proceeding.
Administrative Procedure Act, 5 U.S.C. § 706(1). Scope of Review.
To the extent necessary to decision and when presented, the reviewing court shall
decide all relevant questions of law, interpret constitutional and statutory
provisions, and determine the meaning or applicability of the terms of an agency
action. The reviewing court shall—
(1) compel agency action unlawfully withheld or unreasonably delayed; . . . .
Section 205(a)-(d) of the Federal Power Act, 16 U.S.C. § 824d(a)-(d). Rates
and charges; schedules; suspension of new rates; automatic adjustment
clauses
(a) Just and reasonable rates
All rates and charges made, demanded, or received by any public utility for or in
connection with the transmission or sale of electric energy subject to the
jurisdiction of the Commission, and all rules and regulations affecting or pertaining
to such rates or charges shall be just and reasonable, and any such rate or charge
that is not just and reasonable is hereby declared to be unlawful.

(b) Preference or advantage unlawful
No public utility shall, with respect to any transmission or sale subject to the
jurisdiction of the Commission, (1) make or grant any undue preference or
advantage to any person or subject any person to any undue prejudice or
disadvantage, or (2) maintain any unreasonable difference in rates, charges,
service, facilities, or in any other respect, either as between localities or as between
classes of service.
(c) Schedules
Under such rules and regulations as the Commission may prescribe, every public
utility shall file with the Commission, within such time and in such form as the
Commission may designate, and shall keep open in convenient form and place for
public inspection schedules showing all rates and charges for any transmission or
sale subject to the jurisdiction of the Commission, and the classifications,
practices, and regulations affecting such rates and charges, together with all
contracts which in any manner affect or relate to such rates, charges,
classifications, and services.
(d) Notice required for rate changes
Unless the Commission otherwise orders, no change shall be made by any public
utility in any such rate, charge, classification, or service, or in any rule, regulation,
or contract relating thereto, except after sixty days’ notice to the Commission and
to the public. Such notice shall be given by filing with the Commission and
keeping open for public inspection new schedules stating plainly the change or
changes to be made in the schedule or schedules then in force and the time when
the change or changes will go into effect. The Commission, for good cause shown,
may allow changes to take effect without requiring the sixty days’ notice herein
provided for by an order specifying the changes so to be made and the time when
they shall take effect and the manner in which they shall be filed and published.
Section 313 of the Federal Power Act, 16 U.S.C. § 8251. Review of orders
(a) Application for rehearing; time periods; modification of order
Any person, electric utility, State, municipality, or State commission aggrieved by
an order issued by the Commission in a proceeding under this chapter to which
such person, electric utility, State, municipality, or State commission is a party
may apply for a rehearing within thirty days after the issuance of such order. The
2

application for rehearing shall set forth specifically the ground or grounds upon
which such application is based. Upon such application the Commission shall have
power to grant or deny rehearing or to abrogate or modify its order without further
hearing. Unless the Commission acts upon the application for rehearing within
thirty days after it is filed, such application may be deemed to have been denied.
No proceeding to review any order of the Commission shall be brought by any
entity unless such entity shall have made application to the Commission for a
rehearing thereon. Until the record in a proceeding shall have been filed in a court
of appeals, as provided in subsection (b) of this section, the Commission may at
any time, upon reasonable notice and in such manner as it shall deem proper,
modify or set aside, in whole or in part, any finding or order made or issued by it
under the provisions of this chapter.
(b) Judicial review
Any party to a proceeding under this chapter aggrieved by an order issued by the
Commission in such proceeding may obtain a review of such order in the United
States court of appeals for any circuit wherein the licensee or public utility to
which the order relates is located or has its principal place of business, or in the
United States Court of Appeals for the District of Columbia, by filing in such
court, within sixty days after the order of the Commission upon the application for
rehearing, a written petition praying that the order of the Commission be modified
or set aside in whole or in part. A copy of such petition shall forthwith be
transmitted by the clerk of the court to any member of the Commission and
thereupon the Commission shall file with the court the record upon which the order
complained of was entered, as provided in section 2112 of title 28. Upon the filing
of such petition such court shall have jurisdiction, which upon the filing of the
record with it shall be exclusive, to affirm, modify, or set aside such order in whole
or in part. No objection to the order of the Commission shall be considered by the
court unless such objection shall have been urged before the Commission in the
application for rehearing unless there is reasonable ground for failure so to do. The
finding of the Commission as to the facts, if supported by substantial evidence,
shall be conclusive. If any party shall apply to the court for leave to adduce
additional evidence, and shall show to the satisfaction of the court that such
additional evidence is material and that there were reasonable grounds for failure
to adduce such evidence in the proceedings before the Commission, the court may
order such additional evidence to be taken before the Commission and to be
adduced upon the hearing in such manner and upon such terms and conditions as to
the court may seem proper. The Commission may modify its findings as to the
facts by reason of the additional evidence so taken, and it shall file with the court
3

such modified or new findings which, if supported by substantial evidence, shall be
conclusive, and its recommendation, if any, for the modification or setting aside of
the original order. The judgment and decree of the court, affirming, modifying, or
setting aside, in whole or in part, any such order of the Commission, shall be final,
subject to review by the Supreme Court of the United States upon certiorari or
certification as provided in section 1254 of title 28.
(c) Stay of Commission’s order
The filing of an application for rehearing under subsection (a) of this section shall
not, unless specifically ordered by the Commission, operate as a stay of the
Commission’s order. The commencement of proceedings under subsection (b) of
this section shall not, unless specifically ordered by the court, operate as a stay of
the Commission’s order.
All Writs Act, 28 U.S.C. § 165l(a). Writs
(a) The Supreme Court and all courts established by Act of Congress may issue all
writs necessary or appropriate in aid of their respective jurisdictions and agreeable
to the usages and principles of law.

4

SERVICE LIST
Person or Counsel of
Record to be Served
Kimberly D. Bose, Secretary
Office of the Secretary
Federal Energy Regulatory Commission
888 First Street, NE
Washington, DC 20426

Service Preference
Mail

Robert H. Solomon, Solicitor
Federal Energy Regulatory Commission
Office of the Solicitor
888 First Street, NE
Room 9A-01
Washington, DC 20426
Robert.solomon@ferc.gov
David Leo Morenoff
Federal Energy Regulatory Commission
Office of the Solicitor
Room 9A-01
888 First Street, NE
Washington, DC 20426
Carol Jayne Banta
Federal Energy Regulatory Commission
Office of the Solicitor
888 First Street, NE
Washington, DC 20426
Carol.Banta@ferc.gov
David Tewksbury, Partner
King & Spalding LLP
1700 Pennsylvania Avenue, NW
Washington, DC 20006
dtewksbury@kslaw.com

Hand Delivery

Liam Baker
Vice President Regulatory Affairs
US Power Generating Co., LLC
505 Fifth Avenue 21st Floor
New York, New York 10017
lbaker@uspowergen.com

E-mail

45

Mail

E-mail

E-mail

SERVICE LIST
Person or Counsel of
Record to be Served
John P Reese
505 5th Ave Fl 21
New York, New York 10017
jreese@uspowergen.com
Stephanie S Lim, Senior Attorney
King & Spalding LLP
1700 Pennsylvania
Avenue Suite 200
Washington, DC 20006
sslim@kslaw.com
Ruth Teetzel, Senior Legal Administrator
Brookfield Energy Marketing LP
480 Boulevard de la Cite
Gatineau, Quebec J8T 8R3
Canada
ruth.teetzel@brookfieldrenewable.com
Nicolas Bosse, Manager Regulatory
Affairs - I
Brookfield Energy Marketing Inc.
1501 McGill College Suite 1602
Montreal, QUEBEC H3A 3M8
nicolas.bosse@brookfieldrenewable.com

Service Preference
E-mail

E-mail

E-mail

E-mail

Franklin S Francis
E-mail
Brookfield Energy Marketing Inc.
1501 McGill College Suite 1602
Montreal, QUEBEC H3A 3M8
franklin.francis@brookfieldrenewable.com
Sarah Novosel, Senior VP and Managing
Counsel
Calpine Corporation
875 15th Street, NW Suite 700
Washington, DC 20005
snovosel@calpine.com

46

E-mail

SERVICE LIST
Person or Counsel of
Record to be Served
Elizabeth M Fain, Paralegal
Calpine Corporation
875 15th ST NW
Suite 700
Washington, DC 20005
bizzy.fain@calpine.com
John Flumerfelt
Calpine Corporation
14 Phillips Road
Falmouth, Maine 04105
jflumerfelt@calpine.com

Service Preference
E-mail

E-mail

Garrett Bissell, Partner
Couch White, LLP
PO Box 222222
Albany, New York 12203
gbissell@couchwhite.com

E-mail

Kristina Nifora, Senior Attorney
Con Edison Company of New York
4 Irving Place
New York, New York 10003
niforak@coned.com

E-mail

Norman Mah
Consolidated Edison Energy, Inc.
701 Westchester Ave
White Plains, New York 10604
mahn@conedcss.com

E-mail

Elizabeth Whittle, Partner
Nixon Peabody LLP
401 Ninth Street, N.
Suite 900
Washington, DC 20004
ewhittle@nixonpeabody.com

E-mail

47

SERVICE LIST
Person or Counsel of
Record to be Served
Michelle Grant, Corporate Counsel
Dynegy Inc.
601 Travis Street Suite 1400
Houston, Texas 77002
michelle.d.grant@dynegy.com

Service Preference
E-mail

Rick Roby, Manager, Asset Management
Dynegy Inc.
115B McLean St
Ballstpn Spa, New York 12020
rick.roby@dynegy.com

E-mail

Amy Fisher
General Electric Capital Corporation
120 Long Ridge Road
Stamford, Connecticut 06927
amy.fisher@ge.com

E-mail

E-mail
Nancy Bagot, Vice President
Electric Power Supply Association
1401 New York Ave. NW
11th Floor
Washington, DC 20005
NancyB@epsa.org
E-mail
Natasha Gianvecchio
Latham & Watkins LLP
1700 Pennsylvania Avenue
Suite 200
Washington, DC 20006
natasha.gianvecchio@lw.com
Donna Poresky, Sr. VP Secretary and GC E-mail
EquiPower Resources Corp.
301 Hammer Mill Rd
Rocky Hill, Connecticut 06067
dporesky@eqpwr.com

48

SERVICE LIST
Person or Counsel of
Record to be Served
James A Ginnetti
Senior Vice President - Extern
EquiPower Resources Corp.
100 Constitution Plaza 10th floor
Hartford, Connecticut 06095
jginnetti@eqpwr.com
Conor Bambrick
Air and Energy Program Director
353 Hamilton Street
Albany, New York 12210
cbambrick@eany.org

Service Preference
E-mail

E-mail

E-mail

Doreen Saia
Shareholder
Greenberg Traurig, LLP
540 Broadway
Albany, New York 12207
saiad@gtlaw.com
Shannon Mack
Administrative Assistant
Greenberg Traurig, LLP
54 State Street, Suite 6
Albany, New York 12207
macks@gtlaw.com
Christopher Wilson
Director, Federal Regulatory Affairs
Exelon Corporation
101 Constitution Ave, NW Suite 400E
Washington, DC 20001
FERCe-filings@exeloncorp.com
Divesh Gupta, Counsel
Constellation Energy Group, Inc.
100 Constellation Way
Suite 500C
Baltimore, Maryland 21202
divesh.gupta@constellation.com

E-mail

E-mail

E-mail

49

SERVICE LIST
Person or Counsel of
Record to be Served
Glen J McCartney
Vice President
Constellation Energy Resources, LLC
111 Market Pl. Suite 600
Baltimore, Maryland 21202
glen.mccartney@constellation.com
Yannick Vennes, Regulatory Affairs
Manager
H.Q. Energy Services (U.S.) Inc.
75 Rene-Levesque W, 17th floor
Montreal, Quebec H2Z 1A4
Canada
vennes.yannick@hydro.qc.ca

Service Preference
E-mail

E-mail

E-mail

David Johnson
Read and Laniado, LLP
25 Eagle St.
Albany, New York 12207
dbj@readlaniado.com

E-mail
Christopher LaRoe,
Managing Director, Market Policy
Independent Power Producers of NY, Inc.
19 Dove Street
Suite 302
Albany, New York 12210
christopher@ippny.org
E-mail
William Borders
Deputy General Counsel
Invenergy LLC
One South Wacker Drive #1900
Chicago, Illinois 60606
wborders@invenergyllc.com

50

SERVICE LIST
Person or Counsel of
Record to be Served

Service Preference

Alex Ma
Invenergy LLC
One South Wacker Drive
Suite 1900
Chicago, Illinois 60606
ama@invenergyllc.com

E-mail

Thomas Gesicki
Managing Director
Lockport Energy Associates, L.P.
5087 Junction Road
Lockport, New York 14094
TGesicki@fortistar.com

E-mail

David Yaffe
Van Ness Feldman, LLP
1050 Thomas Jefferson Street, N.W.
Washington, DC 20007
dpy@vnf.com

E-mail

Justin Moeller
Van Ness Feldman, LLP
1050 Thomas Jefferson Street, N.W.
Washington, DC 20007
jpx@vnf.com

E-mail

Jacqueline Hardy, Assistant General
Counsel
Long Island Power Authority
333 Earle Ovington Boulevard
Suite 403
Uniondale, New York 11553
jhardy@lipower.org

E-mail

51

SERVICE LIST
Person or Counsel of
Record to be Served
Garrett Bissell, Partner
Couch White, LLP
PO Box 222222
Albany, New York 12203
gbissell@couchwhite.com

Service Preference
E-mail

Michael B Mager, Partner
Couch White, LLP
540 Broadway
Albany, New York 12207
mmager@couchwhite.com

E-mail

Donna De Costanzo
Natural Resources Defense Council
40 West 20th Street
New York, New York 10011
ddecostanzo@nrdc.org

E-mail

Kenneth Dell Orto, Senior Associate
Competitive Power Ventures, Inc.
50 Braintree Hill Office Park
Suite 300
Braintree, Massachusetts 02184
kdellorto@cpv.com

E-mail

Thomas Rudebusch, Partner
Duncan, Weinberg, Genzer & Pembroke
PC
1615 M Street, NW
Suite 800
Washington, DC 20036
tlr@dwgp.com

E-mail

52

SERVICE LIST
Person or Counsel of
Record to be Served
Marisa Saturni, Legal Secretary
Duncan, Weinberg, Genzer & Pembroke,
P.C.
1615 M Street NW Suite 800
Washington, DC 20036
mgs@dwgp.com

Service Preference
E-mail

Paul J. Pallas, President
PO Box 950
Rockville Centre, New York 11571
pjpallas@rvcny.us

E-mail

Joy Zimberlin
New York Independent System Operator,
Inc.
10 Krey Blvd.
Rensselaer, New York 12144
jzimberlin@nyiso.com

E-mail

Raymond W. Stalter, Jr
Director of Regulatory Affairs
New York Independent System Operator,
Inc.
10 Krey Blvd
Rensselaer, New York 12144
rstalter@nyiso.com
John Cutting
Senior Regulatory Affairs
New York Independent System Operator,
Inc.
10 Krey Boulevard
Rennselaer, New York 12144
jcutting@nyiso.com

E-mail

53

E-mail

SERVICE LIST
Person or Counsel of
Record to be Served
Gloria Kavanah, Senior Attorney
New York Independent System Operator,
Inc.
10 Krey Blvd
Rensselaer, New York 12144
gkavanah@nyiso.com

Service Preference
E-mail

Mohsana Akter
New York Independent System Operator,
Inc.
700 Sixth Street, N.W.
Washington, DC 20001
makter@nyiso.com

E-mail

David Allen, Attorney
New York Independent System Operator,
Inc.
10 Krey Boulevard
Rensselaer, New York 12144
dallen@nyiso.com

E-mail

Robert Fernandez
New York Independent System Operator,
Inc.
10 Krey Blvd.
Rensselaer, New York 12144
rfernandez@nyiso.com

E-mail

Theodore J Murphy, Esquire
Hunton & Williams LLP
2200 Pennsylvania Ave., NW
Washington, DC 20037
tmurphy@hunton.com

E-mail

54

SERVICE LIST
Person or Counsel of
Record to be Served
Noelle J Coates, Esquire
Hunton & Williams LLP
1111 Brickell Ave
Miami, Florida 33131
ncoates@hunton.com

Service Preference
E-mail

Andrew Neuman, Special Counsel
New York Power Authority
123 Main Street
White Plains, New York 10601
andrew.neuman@nypa.gov

E-mail

Glenn Haake, Principal Attorney
New York Power Authority
30 South Pearl Street
Albany, New York 12207
Glenn.Haake@nypa.gov

E-mail

Robert Mahoney, Deputy General Counsel E-mail
Iberdrola USA Management Corporation
Durham Hall
52 Farm View Drive
New Gloucester, Maine 04260
scott.mahoney@iberdrolausa.com
E-mail

David Drexler, Assistant Counsel
New York Public Service Commission
Three Empire State Plaza
Albany, New York
david.drexler@dps.ny.gov

55

SERVICE LIST
Person or Counsel of
Record to be Served
Daniel Galaburda, Senior Counsel
Niagara Mohawk Power Corporation
40 Sylvan Road
Waltham, Massachusetts 02451
daniel.galaburda@us.ngrid.com

Service Preference
E-mail

Shaun Johnson, Director, Regulatory &
Market
NRG Energy, Inc
211 Carnegie Center
Princeton, New Jersey 08540
Shaun.Johnson@nrgenergy.com

E-mail

Abraham Silverman, Sr. Counsel Regulatory
NRG Energy, Inc
211 Carnegie Center Drive
Princeton, New Jersey 08540
abe.silverman@nrgenergy.com

E-mail

Cortney Madea, Sr. Regulatory Counsel
NRG Companies
211 Carnegie Center
Princeton, New Jersey 08540
cortney.madea@nrgenergy.com

E-mail

Vilna Gaston, Assoc. Gen. Regulatory
Counsel
PSEG Services Corporation
80 Park Plaza, T5G
Newark, New Jersey 07102
Vilna.Gaston@PSEG.com

E-mail

56

SERVICE LIST
Person or Counsel of
Record to be Served
Tamara L Linde, Vice President Regulatory
PSEG Companies
80 Park Plaza T5G
Newark, New Jersey 07102
Tamara.Linde@PSEG.com

Service Preference
E-mail

Kenneth R. Carretta
Managing Director Market Development
PSEG Energy Resources & Trade LLC
80 Park Plaza, T19
Newark, New Jersey 07102
kenneth.carretta@pseg.com

E-mail

Cara Lewis, Assistant Regulatory Counsel E-mail
80 Park Plaza, T5
Newark, New Jersey 07102
cara.lewis@pseg.com

Howard Fromer, Director
130 Washington Ave
Albany, New York
Howard.Fromer@PSEG.com

E-mail

Kenneth Wiseman
Andrews Kurth LLP
1350 I Street, NW
Suite 1100
Washington, DC 20005
kwiseman@andrewskurth.com

E-mail

57

SERVICE LIST
Person or Counsel of
Record to be Served

Service Preference

Ann Birch
Regulatory Analyst
TransCanada Pipelines Limited
450 1st Street SW
Calgary, Alberta T2P 5H1
us_regulatory_law@transcanada.com

E-mail

James M D'Andrea, Associate General
Counsel
TC Ravenswood, LLC
532 Broadhollow Road
Melville, New York 11747
jim_dandrea@transcanada.com

E-mail

Jay Ryan, Partner
Baker Botts, LLP - The Warner
1299 Pennsylvania Avenue, NW
Washington, DC 20004
jay.ryan@bakerbotts.com

E-mail

Eli Farrah
Winston & Strawn LLP
1700 K Street NW
Washington DC 20005
efarrah@winston.com

E-mail

58

14United States Court of Appeals
for the

Second Circuit
__________

IN RE CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Petitioner
__________

EMERGENCY MOTION FOR LIMITED STAY OF
FEDERAL ENERGY REGULATORY COMMISSION ORDERS
AUTHORIZING ELECTRIC CAPACITY AUCTIONS PENDING ACTION
ON REHEARING AND, IF NECESSARY, ON JUDICIAL REVIEW, AND
ALTERNATIVE PETITION FOR A WRIT OF MANDAMUS,
AND MEMORANDUM IN SUPPORT THEREOF
______________

APPENDIX – VOLUME 1
________

William G. Miossi
Raymond B. Wuslich
Winston & Strawn LLP
1700 K Street, N.W.
Washington, D.C. 20006-3817
(202) 282-5000
Email: WMiossi@winston.com
RWuslich@winston.com

Paul Colbert
Central Hudson Gas & Electric
Corporation
Associate General Counsel-Regulatory
Affairs
284 South Avenue
Poughkeepsie, NY 12601
(845) 486-5831
Email: pcolbert@cenhud.com

Attorneys for Petitioner Central Hudson Gas & Electric Corp.

TABLE OF CONTENTS
PAGE
NYISO’s Proposed Tariff Revisions to Establish and Recognize
a New Capacity Zone and Request for Action on Pending Compliance
Filing, Docket No. ER13-1380 (April 30, 2013)………………….………...…A1
NYISO’s Proposed Tariff Revisions -- Redline Version
of Services Tariff, Docket No. ER13-1380
(April 30, 2013)…….…………………………..…………………………...…A34
NYISO’s Proposed Tariff Revisions -- 2013 New Capacity Zone Study
Report, Docket No. ER13-1380 (April 30, 2013)…….………………….……A95
NYISO’s Proposed Tariff Revisions -- Affidavit of Tariq N. Niazi,
Docket No. ER13-1380 (April 30, 2013)……………………………….…….A108
NYISO’s Proposed Tariff Revisions -- Affidavit of Henry Chao and John M.
Adams, Docket No. ER13-1380 (April 30, 2013)…..…………………….…..A126
Protest of Central Hudson Gas & Electric Corp.,
Docket No. ER13-1380 (May 21, 2013)……………………………….……..A144
FERC Order Accepting Proposed Tariff Revisions and
Establishing a Technical Conference, Docket No. ER13-1380
(August 13, 2013)…….………..……………………………………….……..A170
Request for Rehearing of Central Hudson Gas & Electric Corp.,
Docket No. ER13-1380 (September 12, 2013)……………………………….A203
FERC Order Granting Rehearing for Further Consideration,
Docket No. ER13-1380 (October 10, 2013)…………………………….….…A227
NYISO’s Request for Partial Reconsideration,
Docket No. ER13-1380 (October 28, 2013)…….…………………………….A228
State of New York Public Service Commission, Order
Approving Transfer and Authorizing a Retirement Prior to
Expiration of the Notice Period, Case 13-E-0019, et al.
(April 22, 2013)…….………..…………………………………...…….……..A243
ii

10 Krey Boulevard  Rensselaer, NY 12144

April 30, 2013
By Electronic Delivery
Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, NE
Washington, DC 20426
Re:

New York Independent System Operator, Inc., Proposed Tariff Revisions to
Establish and Recognize a New Capacity Zone and Request for Action on
Pending Compliance Filing, Docket No. ER13-____-000

In accordance with Section 5.16.4 of the Market Administration and Control Area
Services Tariff (“Services Tariff”), the Commission’s April 2, 2013 letter order granting a
limited waiver of Section 5.16.4’s filing deadline, 1 and Section 205 of the Federal Power Act,
the New York Independent System Operator, Inc. (“NYISO”) respectfully submits proposed
tariff revisions to establish and recognize a New Capacity Zone 2 (“NCZ”). 3 In addition, and as
required by the Services Tariff, this filing includes a “report of the results of the NCZ Study.”
As discussed below, the NCZ Study identified a Highway deliverability constraint, which
triggered the requirement to create an NCZ. 4 This filing proposes to establish an NCZ that
would encompass NYISO Load Zones G, H, I, and J (the “G-J Locality”). 5
The NYISO strongly supports the establishment of the NCZ. As discussed in detail in
this filing, the NYISO carefully examined and considered the transmission system, capacity
market, and economic consequences of its NCZ proposal. It concluded that establishing and
implementing the G-J Locality for the May 1, 2014 start of the 2014/2015 Capability Year is
necessary to send more efficient price signals, enhance reliability, mitigate potential transmission
security issues, and serve the long-term interest of all consumers in New York State. The

6HH /HWWHU 2UGHU Docket No. ER13-1124-000 at 1 (April 2, 2013) accepting the 0RWLRQ IRU
([SHGLWHG $FWLRQ DQG /LPLWHG 7DULII :DLYHUV RI WKH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF
(“Expedited Waiver Filing”), Docket No. ER13-1124-000 (March 15, 2013). As noted in Section II.A.1,
the April 2 letter order also authorized the NYISO to make any necessary adjustments by April 30, 2013
to the “Indicative NCZ LCR” determination that it had made by March 1, 2013.
1

2

Capitalized terms that are not otherwise defined herein have the meaning set forth in the
NYISO’s Services Tariff, and if not defined therein, in the Open Access Transmission Tariff (“OATT”).
3

Services Tariff Section 2.14.

4

Services Tariff Sections 5.16.4(a), 5.16.2.

6HH Attachment IX hereto, a map depicting the NYISO’s Load Zones; the NCZ, which would be
defined as the “G-J Locality;” and the current Localities of Load Zone J and Load Zone K.
5
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Independent Market Monitoring Unit (“MMU”) for the NYISO has previously called for the
creation of an NCZ and supports the NYISO’s proposal.
The NYISO respectfully requests that the Commission issue an order no later than July 1,
2013, accepting the tariff revisions proposed in this filing with an effective date of July 1 except
as noted below and in Section V. The NYISO is asking for an order by July 1, 2013 because
sixty days from the date of the filing (LH June 29) is a Saturday. Therefore, the NYISO believes
that the sixty-day notice period does not expire until July 1. 6 As explained in the NYISO’s
November 7, 2011 compliance filing (“November 2011 Filing”) 7 and in the Commission’s
August 2012 order accepting it, 8 acceptance of the NCZ within sixty days of filing is critical to
the schedule of the ongoing ICAP Demand Curve reset process and the processes to implement
the G-J Locality. Specifically, the ICAP Demand Curve reset consultant must know that a new
Locality will be established, and its boundaries, with certainty. This information is needed so
that the consultant may timely develop and propose an ICAP Demand Curve for the NCZ
concurrent with the other ICAP Demand Curves. Commission acceptance is also necessary for
development, testing, and deployment steps that are specific to the configuration of the G-J
Locality. That timing is consistent with existing Service Tariff provisions. 9
The NYISO is requesting later effective dates for certain of its proposed tariff revisions
as specified in Section V. The reasons for each effective date are also specified. The requested
effective dates correspond to necessary actions to implement the G-J Locality in time for the
market activities which occur before the May 2, 2014 start of the 2014/2015 Capability Year.
As noted in Sections II.A.2 and V, the NYISO also asks the Commission to issue an
order accepting pending compliance tariff revisions to establish market power mitigation rules in
the NCZ as soon as possible. 10

6HH 18 C.F.R. 385.2007 (2012). The NYISO does not intend that its request for effective dates
later than June 29, 2013 be deemed to be a waiver of the requirement under 18 C.F.R. §35.3 that the
Commission act on its proposed tariff revisions within sixty days of the date of this filing.
6

7

Compliance Filing at 7, Docket No. ER12-236 (filed November 7, 2011).

8

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 140 FERC ¶ 61,160 (2012) (“August 2012

Order”).
9

Services Tariff Section 5.14.1.2 specifies that an ICAP Demand Curve is to be established for
any New Capacity Zone. The defined term “New Capacity Zone” means the “proposed” zone. (6HH
Services Tariff Section 2.14 at definition of “New Capacity Zone”). Section 5.14.1.2.11 specifies that
such ICAP Demand Curve is to be filed by November 30 “of the year prior to the year that includes the
beginning of the first Capability Year to which such ICAP Demand Curves would be applied.” In this
instance, the first Capability Year is 2014/2015, which commences May 1, 2014.
10

The pending tariff revisions were submitted on June 29, 2012 in Docket No. ER12-360-001.
(“June 2012 Compliance Filing”).
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I.

LIST OF DOCUMENTS SUBMITTED
The NYISO respectfully submits the following documents:
1. This filing letter;
2.

A blacklined version of the proposed modifications to the Services Tariff effective
July 1, 2013 (“Attachment I”);

3.

A clean version of the proposed modifications to the Services Tariff effective July 1,
2013 (“Attachment II”);

4. A blacklined version of the proposed modifications to the OATT effective July 1,
2013 (“Attachment III”);
5. A clean version of the proposed modifications to the OATT effective July 1, 2013
(“Attachment IV”)
6. A blacklined version of the proposed modifications to the Services Tariff effective
January 15, 2014 (“Attachment V”);
7. A clean version of the proposed modifications to the Services Tariff effective January
15, 2014 (“Attachment VI”);
8. A blacklined version of the proposed modifications to the Services Tariff effective
January 27, 2014 (“Attachment VII”);
9. A clean version of the proposed modifications to the Services Tariff effective January
27, 2014 (“Attachment VIII”);
10. Map of NYISO Load Zones, identifying proposed G-J Locality and the current
Localities. (“Attachment IX”).
11.  1HZ &DSDFLW\ =RQH 6WXG\ 5HSRUW (“Attachment X”);
12. Affidavit of Dr. David B. Patton, Ph.D (“Patton Affidavit”) (“Attachment XI”);
13. Affidavit of Mr. Tariq N. Niazi (“Niazi Affidavit”) (“Attachment XII”);
14. Affidavit of Mr. Steven Corey (“Corey Affidavit”) (“Attachment XIII”);
15. Affidavit of Henry Chao, Ph.D. and John M. Adams (“Chao/Adams Affidavit”)
(“Attachment XIV”);
16. Affidavit of Mr. Gary Jordan (“Jordan Affidavit”) (“Attachment XV”); and
17. Affidavit of Ms. Emilie Nelson (“Nelson Affidavit”) (“Attachment XVI”).
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II.

BACKGROUND AND SUMMARY
A.

NYISO Tariff Provisions Governing the Creation of, and Market Mitigation
Power Mitigation in, NCZs
1.

Tariff Provisions Governing the Creation of NCZs

In response to the Commission’s September 2011 Order, 11 the NYISO’s November 2011
Filing specified the process for evaluating, identifying and, if necessary, establishing NCZs in
the New York Control Area (“NYCA”). In the August 2012 Order, the Commission accepted
the November 2011 Filing and made it effective as of January 9, 2012.
The August 2012 Order accepted Section 5.16.4 of the Services Tariff, which requires the
NYISO to make one of two types of NCZ filings 12 on or before March 31 of each ICAP Demand
Curve Reset Filing Year 13 (LH, by March 31, 2013, because 2013 is an ICAP Demand Curve
Reset Filing Year). The Services Tariff also requires the NYISO to commence a triennial NCZ
Study in the preceding year, review the inputs and assumptions to be used in it with stakeholders
by October 1 of that preceding year, 14 and complete the NCZ Study by January 15 of the ICAP
Demand Curve Reset Filing Year. 15 Under Section 5.16.2, if the NCZ Study identifies a
constrained Highway interface into one or more Load Zones, the NYISO is to identify the
boundary of one or more NCZs. Under Section 5.16.4, the NYISO must file tariff revisions to
implement new NCZ(s) along with the NCZ Study results.
Section 5.14.1.2 of the Services Tariff describes both: (i) the timing and sequence of the
steps needed to create an NCZ; and (ii) how an NCZ is factored into the triennial ICAP Demand
Curve reset process. Essentially, the periodic review of the ICAP Demand Curves incorporates a
review of an ICAP Demand Curve for an NCZ concurrent with the review of ICAP Demand
Curves for existing Localities and the NYCA. The economic parameters of each NCZ ICAP
Demand Curve are likewise established as part of the normal reset procedure. ICAP Demand
Curves for an NCZ would be effective at the same time as revised ICAP Demand Curves for the
existing Localities and the NYCA, subject to Commission acceptance of certain tariff revisions
effective January 27, 2014, as further explained in Section V. That is, the NCZ ICAP Demand
Curve would be in effect for all ICAP market activities for the first Capability Year that
commences after its filing and acceptance. Thus, for the NCZ proposed in this filing, the ICAP

11

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 136 FERC ¶ 61,165 (2011).

12

Services Tariff Section 5.16.4(b) provides that “[i]f the NCZ Study does not identify a
constrained Highway interface, the ISO shall file with the Commission the ISO’s determination that the
NCZ Study did not indicate that any New Capacity Zone is required pursuant to this process, along with a
report of the results of the NCZ Study.”
13

Services Tariff Section 2.9.

14

Services Tariff Section 5.16.1.2.

15

Services Tariff Section 5.16.
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Demand Curve is expected to be filed by November 30, 2013, and become effective for the
Capability Year beginning May 1, 2014.
Section 5.16.3 of the Services Tariff directs the NYISO to establish an Indicative
Locational Minimum Installed Capacity Requirement (“Indicative NCZ LCR”) for each Load
Zone or group of Load Zones “identified in the NCZ Study as having a constrained Highway
Interface, on or before March 1 of each ICAP Demand Curve Reset Filing Year.” The NYISO
must also provide “an opportunity for stakeholders to review and comment . . . .” 16 Indicative
NCZ LCRs are used “solely for establishing revised ICAP Demand Curves in accordance with
Section 5.14.1.2.” 17
Accordingly, the NYISO only briefly addresses its Indicative NCZ LCR determination in
this filing. 18 The NYISO satisfied the March 1 tariff deadline to establish an Indicative NCZ
LCR including the stakeholder review requirements. 19 The Commission subsequently granted
the NYISO’s request in the Expedited Waiver Filing for a waiver of the March 1 deadline so that
the NYISO could adjust the Indicative NCZ LCR if necessary after further technical analyses.
On April 4, 2012, the NYISO presented a revised proposed Indicative NCZ LCR at an ICAP
Working Group meeting. At the April 18, 2013 ICAP Working Group meeting, the NYISO
made a presentation in response to stakeholder questions regarding the Indicative NCZ LCR.
The Indicative NCZ LCR will be an element in the ICAP Demand Curve reset filing that will be
submitted by November 30, 2013. The NYISO will continue to discuss with stakeholders the
Indicative NCZ LCR, and its use, in the ICAP Demand Curve reset process.
2.

Proposed Market Power Mitigation Rules for NCZs

On June 29, 2012, the NYISO submitted the June 2012 Compliance Filing in further
compliance with the September 2011 Order. The June 2012 Compliance Filing proposed tariff
revisions to implement “both buyer-side and supplier-side mitigation measures for NCZs using
the same conceptual framework of the existing market mitigation measures currently applicable
to the New York City Locality.” 20 The NYISO asked that these further compliance revisions be
made effective as of “September 1, 2012, or the effective date the Commission accepts for the

16

Services Tariff Section 5.16.3.

,G The actual Locational Minimum Installed Capacity Requirements (“LCR”) that will be used
to administer market rules for the G-J Locality will be established in the same manner as, and concurrent
with, the LCRs for existing Localities J and K.
17

18

Specifically, the Chao/Adams Affidavit presents a brief description, at PP 35-41 of how the
NYISO used the same methodology and tools it employed to determine the NYCA Installed Reserve
Margin and Locational Minimum Installed Capacity Requirements (“LCRs” to determine an Indicative
NCZ LCR of 88%. The Jordan Affidavit affirms the reasonableness of this analysis at PP 14-15.
19

See Services Tariff Section 5.16.3. The actual LCR that will be used to administer the G-J
Locality capacity market rules will be established in the same manner as, and concurrent with, the LCRs
for existing Localities J and K.
20

June 2012 Compliance Filing at 1.
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tariff revisions submitted in the November 2011 Filing. . . .” (LH January 9, 2012). The
Commission has not yet acted on the June 2012 Compliance Filing. The NYISO had proposed
that the NCZ mitigation compliance revisions would be in place before the beginning of the
triennial NCZ Study process on September 1, 2012. The order would provide Market
Participants, including those in the on-going Class Year processes, 21 with certainty of the rules.
It is essential that the Commission act on the June 2012 Compliance Filing by August 30, 2013.
That date is sufficiently in advance of the NYISO’s November 29, 2013 filing of the ICAP
Demand Curves to permit buyer-side mitigation analyses to be performed in time for the NYISO
to issue an “Indicative BSM Determination” for any project proposed to be located in the NCZ
that is then going through the Class Year project cost Allocation process. 22
B.

The 2013 New Capacity Zone Study Report

As required by Sections 5.16.4 and 5.16, the NYISO commenced work on the NCZ Study
by September 1 2012 and completed it by January 15, 2013. A copy of the 2013 New Capacity
Zone Study Report is included as Attachment X to this filing. As discussed in more detail
therein, and in Section III.A, the NCZ Study was performed in accordance with the procedures
and methodology set forth in Section 5.16. The rules require the NYISO to use, in large part, the
deliverability methodology from the Class Year Study set forth in Attachment S to the NYISO
OATT. The NCZ Study concluded that “[t]he UPNY-SENY Highway Interface is bottling 849.2
MW generation from upstream (Zones A through F), thus indicating the need to create a New
Capacity Zone.”
C.

Selection of the NCZ Boundary

Section 5.16.2 of the Services Tariff provides that “[i]n determining the New Capacity
Zone boundary, the ISO shall consider the extent to which incremental Capacity in individual
constrained Load Zones could impact the reliability and security of constrained Load Zones,

21

OATT Attachment S contains a process for periodic study of projects that have completed
similar milestones – a “Class Year” of projects that are through a certain stage of the Interconnection
process. The NYISO conducts a detailed study that evaluates the cumulative impact of the group of
projects (a “Class Year Study”).21 The Class Year Study identifies the upgrade facilities needed to
reliably interconnect all the projects in a Class Year. For the group of Class Year projects requesting
Capacity Resource Interconnection Service (“CRIS”), the Class Year Study includes a deliverability test
to determine the extent to which each project is deliverable at the requested CRIS MW level. The
deliverability study in the Class Year Study evaluates the deliverability of projects requesting CRIS
within the applicable Capacity Region. The Class Year Study then allocates the cost of System Upgrade
Facilities and System Deliverability Upgrades identified in the study among the projects in the Class Year
in accordance with the cost allocation methodologies set forth in Attachment S to the OATT. Section
IV.B.2.b of this filing describes tariff revisions that would apply to the deliverability test used in the Class
Year Study.
6HH June 2012 Compliance Filing at Section 23.4.5.7.2.2. The Indicative BSM Determination
is for informational purposes only. A final buyer-side mitigation determination will be issued for projects
then going through the project cost allocation process, and projects in a completed Class Year, after
Commission acceptance of the ICAP Demand Curves for the NCZ.
22
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taking into account interface capability between constrained Load Zones.” As discussed in
Section III.B, the Chao/Adams Affidavit describes the resource adequacy and transmission
security analyses that the NYISO conducted in order to determine the boundary of the NCZ. The
Jordan Affidavit reviews and validates the reasonableness of those analyses. The Patton
Affidavit explains the market design principles that are relevant to establishing NCZ boundaries
and accepts the NYISO’s proposed G-J Locality as consistent with them and reasonable.
D.

The Benefits of Establishing an NCZ

As explained in the Patton Affidavit, the creation of an NCZ will bring many benefits by
sending more efficient locational investment signals.23 As Dr. Patton explains, NCZs are
intended to reflect the reliability needs of the system over the planning horizon, which allows the
capacity market to attract investment where it will provide the greatest reliability benefit. 24 The
creation of an NCZ provides an incentive to build new, and to maintain existing, resources, in
areas where investment is most effective. The Patton Affidavit notes that establishing the G-J
Locality also will improve the incentives to develop new demand response resources in that
location. 25 In short, establishing an NCZ will “facilitate more efficient investment and
retirement decisions.” 26
The reliability needs that the G-J Locality would address are becoming increasingly
significant. As indicated in the NYISO’s 2012 Comprehensive Reliability Plan 27 and in the
MMU’s  6WDWH RI WKH 0DUNHW 5HSRUW (“ 620”), 28 recent generator retirements in Load
Zones G and H resulted in higher Locational Minimum Installed Capacity Requirements
(“LCRs”) for Load Zones J and K. 29 The total amount of Unforced Capacity in Load Zones G,
H, and I has fallen by 1 GW since the Summer of 2006, even though there has been an apparent
need for resources to address issues with the UPNY-SENY interface. 30 The lack of a capacity
price signal has contributed to a reduction in capacity in these Load Zones. 31 This has led to

23

6HH Patton Affidavit at P 8.

24

,G.

25
26

,G. at P 12.
,G. at P 13.

NYISO,  &RPSUHKHQVLYH 5HOLDELOLW\ 3ODQ )LQDO 5HSRUW (March 19, 2013), DYDLODEOH DW
<http://www.nyiso.com/public/webdocs/markets_operations/committees/bic_espwg/meeting_materials/2
013-01-31/2012%20CRP%20Compare%20Jan29%20to%20Jan23changes.pdf>.
27

 6WDWH RI WKH 0DUNHW 5HSRUW IRU WKH 1HZ <RUN ,62 0DUNHWV (April 2013) DYDLODEOH DW
<http://www.nyiso.com/public/webdocs/markets_operations/documents/Studies_and_Reports/Reports/M
arket_Monitoring_Unit_Reports/2012/NYISO2012StateofMarketReport.pdf> .
28

29

,G. at P 11.

30

,G.

31

,G. at P 12.
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increased LCRs for New York City and Long Island, which have resulted in higher capacity
prices in those Localities. 32
Additionally, as described in the Niazi Affidavit, the NYISO conducted analyses of the
potential wholesale price impacts of creating the G-J Locality. The NYISO considered various
timeframes and alternative assumptions regarding future transmission development, new
resource entry, and plant retirements. A number of the NYISO’s analyses were conducted in
direct response to stakeholder requests.
The Niazi Affidavit focuses on the two wholesale consumer impact price analyses that
Mr. Niazi believes are the most informative. They are: (i) a forward-looking 2013 impact
analysis that considers both summer and winter conditions; 33 and (ii) a forward-looking 2018
case that assumes a 1000 MW increase in transmission system transfer capability and resource
additions. 34 The NYISO presents this information to provide an indication of prices with and
without a G-J Locality. 35 In general, Mr. Niazi’s analysis shows expected capacity price
increases in Load Zones G, H, and I and no price increases in other zones. 36 This is an expected
consequence of reflecting the effect of the UPNY-SENY interface on capacity prices.
While the simulations show that the creation of the NCZ will increase capacity prices in
Load Zones G, H, and I over the prices absent the creation of the G-J Locality, this is a corrective
response to the longstanding absence of a needed locational price signal.37 Price increases in
Load Zones G, H, and I therefore appear to be an efficient and appropriate outcome that will
signal the need for capacity investment in Load Zones G, H, and I. 38 The reliability and market
benefits of sending more effective investment signals are in the long-term interest of all
consumers, even those that may pay higher locational prices in the short-term.
Finally, the Niazi Affidavit highlights another benefit that the establishment of an NCZ
for the G-J Locality would likely bring. Proposed new resources in the new Rest of State (Load
Zones A-F) may be more likely to enter the market. 39 Those resources would be more

32

,G. at P 12.

33

As noted in the Niazi Affidavit, the NYISO is not proposing to implement the NCZ in 2013.
However, the 2013 case is instructive because there are more data and therefore less need to rely on
assumptions than for any future year. (6HH Niazi Affidavit at P 11).
34

Niazi Affidavit at PP 12-13.

35

As Mr. Niazi states in his Affidavit, the simulated ICAP Spot Market Auction prices are not
intended to be a forecast of prices for 2013 or 2018. (6HH Niazi Affidavit at PP 11 and 12, respectively).
They also do not reflect hedging or other actions Market Participants may take to manage capacity costs.
(6HH LG.).
36

Niazi Affidavit at P 15.

37

,G.

38

,G.

39

,G.
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environmentally friendly than the existing generators they might displace, and thus could bring
environmental benefits. 40
E.

MMU Recommendations

The MMU has consistently stated that the NYISO should create an NCZ in the Lower
Hudson Valley, most recently in its comments on the  620. 41 The  620 emphasizes
that “[c]apacity price signals should reflect the value of capacity in each area” and that the
creation of an NCZ in Southeast New York “will greatly enhance the efficiency of the capacity
market signals but is overdue.” 42 It explains that: (i) the total amount of UCAP sold in Load
Zones G, H, and I has fallen by more than twenty percent since 2006 “even as the need for
resources to address the UPNY-SENY interface has become more apparent in the NYISO’s
Comprehensive Reliability Planning Process;” (ii) UPNY-SENY interface limits have resulted in
higher LCRs for Load Zones J and K; and (iii) it should be a “high priority for the NYISO to
move forward expeditiously to create and price” an NCZ in SENY. The NYISO agrees with
these recommendations. 43 Similarly, as noted above, the Patton Affidavit reiterates that an NCZ
is needed and that the proposed G-J Locality is reasonable.
F.

Stakeholder Review

The NYISO has had extensive discussions with its stakeholders regarding the NCZ
Study, the proposed boundary, potential impacts of the proposed G-J Locality, the tariff revisions
that would implement it, and related issues. 44 By engaging in these discussions, carefully
considering all of the input provided by stakeholders, and responding to numerous requests for
additional information, the NYISO has more than fully satisfied tariff requirements concerning
stakeholder review. More specifically, on October 1, 2012, the NYISO presented to the ICAP
Working Group the NCZ Study inputs and assumptions. On November 19, 2012 the NYISO
presented additional information on the NCZ Study and responded to stakeholder input and
questions. On January 14, 2013, the NYISO presented the results of the NCZ Study to the ICAP
Working Group. The NYISO released a final version of the study incorporating stakeholder
feedback on the same date.
On January 30, 2013, the NYISO presented to ICAP Working Group members a
proposed boundary for the NCZ of Load Zones G, H, I, J, and K based on its analysis as of that
date. It received input from stakeholders at the January 30 and February 14 ICAP Working

40

,G. at P 44.

41

 620 at 51-52.

42

,G. at 51.

The NYISO is evaluating other recommendations made by the MMU in the  620.
However, those recommendations go beyond the scope of the issues to be considered in this proceeding.
43

44

As noted above, these other issues include the Indicative NCZ LCR which is an element to be
discussed in more detail in relation to the proposed ICAP Demand Curve for the NCZ. 6HH Services
Tariff Section 5.14.1.2.
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Group meetings and continued its analyses, including analyses requested by stakeholders. After
further analysis, the NYISO revised the NCZ boundary on March 28, 2013 to consist of Load
Zones G, H, I, and J. Load Zone K was not included. The NYISO presented details of its
analyses at the March 28 and April 18 ICAP Working Group meetings. At each of these
meetings, and also separately, the NYISO responded to stakeholder questions regarding the
boundary.
Drafts of the non-credit-related tariff revisions proposed to establish the NCZ were
proposed at the February 14, April 4, and April 18 ICAP Working Group meetings. Additional
incremental tariff revisions were sent to stakeholders on April 26. In response to stakeholder
comments during and separate from the meetings, a number of changes were made to the various
drafts of tariff revisions based on stakeholder input. The credit-related provisions, LH those
described in Section IV.A.4 were discussed at its January 25, February 22, and March 8, 2013
Credit Policy Working Group meetings, and additionally, they were also posted on the NYISO’s
website with the ICAP Working Group meeting materials. The NYISO revised its proposed
credit tariff provisions based on stakeholder input, as described below.
The NYISO made presentations concerning the consumer impacts of its NCZ proposal at
the September 11 and December 3, 2012, and the January 30, and March 28, 2013 meetings, and
provided further information in presentation form on April 18.
III.

BASIS FOR THE PROPOSED NEW CAPACITY ZONE
A.

NCZ Study

The Corey Affidavit explains that, as required by the Services Tariff, the NCZ Study was
performed using in large part, 45 the deliverability methodology from the Class Year Study set

6HH Corey Affidavit at P 6. Section 5.16 of the Services Tariff is replete with references to
Attachment S of the OATT which clearly establish that the NCZ Study is largely based on the Class Year
Study methodology. 6HH HJ Section 5.16.1.1.5 (“The ISO will perform the NCZ Study by applying to
the above inputs and assumptions the methodology contained in OATT Attachment S Sections 25.7.8.2.6,
25.7.8.2.7, 25.7.8.2.8, 25.7.8.2.9, 25.7.8.2.12, and 25.7.8.2.13 to Highways.”). As explained in the
NYISO’s October 11, 2011 5HTXHVW IRU &ODULILFDWLRQ RU LQ WKH $OWHUQDWLYH 5HKHDULQJ in Docket No.
ER04-449-023 (“Request for Clarification”), and as accepted by the Commission, the primary difference
between the way the NCZ Study is performed relative to the deliverability methodology is that the
evaluation is limited to deliverability across Highways and not Byways, in accordance with Section
5.16.1 of the Services Tariff. 6HH 5HTXHVW IRU &ODULILFDWLRQ at 5 (Assessment of Byway facilities, LH,
transmission facilities that are neither Highways nor Other Interfaces, would not provide an indication of
whether the transmission system interfaces between Load Zones are constrained. Assessment of Highway
facilities by application of the Deliverability Test methodology in section 25.7.8 will provide the
information necessary to determine whether inter-zonal constraints exist which necessitate the creation of
new Capacity zones.”). 6HH DOVR 1HZ <RUN ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 137 FERC
¶ 61,229 (2011) (“We grant clarification that the section 25.7.8 Highway Capacity Deliverability Test
methodology to be used in the context of determining whether a new capacity zone is needed should only
be that test in section 25.7.8 which applies to Highway facilities.”).
45
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forth in Attachment S of the OATT. 46 The NCZ Study evaluates whether there is a constrained
Highway interface into one or more Load Zones but does not evaluate deliverability across Other
Interfaces or Byways. 47 Thus, the NYISO conducted the NCZ Study by testing the transfer
capability across Highway interfaces.
As further explained in the Corey Affidavit, the NCZ Study applied the assumptions and
methodology required under Section 5.16.1.1. 48 Pursuant to those provisions, the NYISO
developed the required Load, Generator, Transmission, and Import/Export models, which used
results from many NYISO studies and reports. Specifically, the NYISO’s Load model used the
2017 Summer peak load conditions from the 2012 Load and Capacity Data report (“Gold
Book”), and accounted for the impact of Load Forecast uncertainty using values from the 2012
New York State Reliability Council (“NYSRC”) IRM Report. 49 The NYISO’s Generator model
included: (1) existing Capacity Resource Interconnection Service (“CRIS”) generators and all
projects with Unforced Capacity Deliverability Rights (“UDRs”), and (2) planned generation
projects or Merchant Transmission Facilities. The Generator model also included a UCAP
derate factor and accounted for units retaining CRIS rights for three years after being
deactivated, that still have the ability to transfer those rights. The transmission model included:
(1) existing transmission facilities, as set forth in the 2012 Gold Book; (2) planned changes of
facilities that are scheduled to be in service prior to the NCZ Study Capability Period; and (3)
any System Upgrade Facilities and System Deliverability Upgrades associated with planned
projects, however, System Deliverability Upgrades were only modeled if they are being
constructed. 50 The Import/Export model included: (1) NYCA scheduled imports from
HQ/PJM/ISO-NE/IESO; and (2) actual flow scheduled from Rest of State to New York City and
Long Island consistent with the IRM and the LCRs for Load Zones J and K. 51
The NCZ Study finalized on January 14, 2013 determined that the UPNY-SENY
Highway interface into Load Zones G, H, and I was constrained. Therefore, in accordance with
the Services tariff, the NYISO is required to establish an NCZ.

46

The Class Year Study identifies the upgrade facilities needed to reliably interconnect all the
projects in a Class Year, including System Upgrade Facilities. For the group of Class Year projects
requesting CRIS, the Class Year Study includes a Deliverability test to determine the extent to which each
project is deliverable at the requested CRIS MW level. Among the Class Year Study provisions in
Attachment S are details regarding the study methodology for evaluation of a project’s Deliverability and
the identification and cost allocation of System Deliverability Upgrades required for a project’s proposed
capacity to be fully deliverable. This is the “deliverability methodology” referred to herein.
47

Corey Affidavit at P 7.

48

,G at P 13.

49

,G at PP 14.

50

,G. at P 15

51

,G. at P 16.
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B.

Selection of the NCZ Boundary

As discussed in the Chao/Adams Affidavit, 52 the NYISO’s NCZ boundary determination
focused principally on resource adequacy assessments. The NYISO ran simulations in which
capacity was relocated from Load Zones G, H, and I to Load Zones J and K while monitoring
compliance with NYSRC loss-of-load (“LOLE”) requirements. The simulations were conducted
using General Electric’s Multi-Area Reliability Simulation (“MARS”) model together with the
“unified” or “Tan 45” methodology. The simulations demonstrated that capacity in Load Zones
G, H, and I was more fungible with capacity in Load Zone J than it was with capacity in Load
Zone K. This meant that Load Zone K could provide only very limited support to Load Zones G,
H, and I. By contrast, Load Zone J capacity had a considerably greater value to Load Zones G,
H, and I. 53
The NYISO undertook further analyses which demonstrated that adding capacity to Load
Zone J would provide greater LOLE benefits per MW in Load Zones G, H, and I than would
adding capacity to Load Zone K. 54 In addition, the NYISO conducted a transmission security
analysis the results of which were consistent with and reinforced the results from its probabilistic
resource adequacy analyses. 55 Finally, the Chao/Adams Affidavit explains that establishing an
NCZ that included Load Zone K would be inconsistent with sound market design principles.
Such an NCZ would incent capacity additions in Load Zone K even though they would provide
“considerably less reliability value to the other Load Zones located on the constrained side of the
UPNY-SENY interface and to the NYCA as a whole.” 56 The NYISO therefore concluded that an
NCZ encompassing the G-J Locality was more consistent with tariff requirements and market
design principles than alternative NCZ configurations.
The Jordan Affidavit reviewed the NCZ boundary analysis described in the Chao/Adams
Affidavit and concluded that the NYISO had “reasonably: (i) concluded that the NCZ that it is
required to establish should encompass Loads Zones G, H, I, and J (“GHIJ”), but exclude Load
Zone K; (ii) selected and applied the methodology that it used in its NCZ boundary analysis; and
(ii) determined the Indicative NCZ LCR for its proposed NCZ.” 57
The Patton Affidavit notes that “[i]n principle . . . the boundaries of any [NCZ] should be
determined based on the ability of the resources within each area to contribute to satisfying the
reliability needs of the zone.” 58 Not including Load Zone K in the NCZ is consistent with this

52

6HH Chao/Adams Affidavit at PP 12-34.

53

,G at PP 19-22.

54

,G at PP 23-27.

55

,G at PP 28-31.

56

,G at PP 32-33.

57

6HH Jordan Affidavit at P 7.

58

6HH Patton Affidavit at P 9.
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principle. More generally, the Patton Affidavit accepts and defers to the analysis in the
Chao/Adams and Jordan Affidavits. It concludes that the NYISO’s proposal to create a G-J
Locality is consistent with market design principles and “therefore, a reasonable
configuration.” 59
IV.

EXPLANATION AND DESCRIPTION OF PROPOSED TARIFF REVISIONS
A.

Proposed Revisions to the Services Tariff
1.

Definitions

Several existing Services Tariff definitions refer to, address, or define concepts related to
Load Zones and Localities. They thus require modification to recognize the creation of an NCZ.
Because the NCZ will be a new Locality, the NYISO is proposing to revise the definition of
“Locality” in Section 2.12 to include the NCZ, as follows:
Locality: A single LBMP Load Zone or set of adjacent LBMP Load Zones within one
Transmission District or a set of adjacent Transmission Districts (or a portion of a
Transmission District(s)) within which a minimum level of Installed Capacity must be
maintained, and as specifically identified in this subsection to mean (1) Load Zone J; and (2)
Load Zone K; and (3) Load Zones G, H, I, and J (collectively the “G-J Locality”).
A new defined term “G-J Locality” proposed in a revision to Section 2.7 would clearly
specify that the NYISO’s NCZ is to be “comprised of Load Zones G, H, I, and J, collectively.”
In addition, the NYISO seeks to clarify the Services Tariff definition of “Locational
Minimum Installed Capacity Requirement.” When the NYISO proposed revisions to the OATT
Section 1.12 definition of “Locational Installed Capacity Requirement” at an ICAP Working
Group Meeting, stakeholders identified that the Services Tariff definition of “Locational
Minimum Installed Capacity Requirement” could benefit from certain clarifying revisions. The
NYISO agrees and proposes the following revisions:
Locational Minimum Installed Capacity Requirement: The portion of the
NYCA Minimum Installed Capacity Requirement provided by Capacity
Resources that must be electrically located within a Locality (including those
combined withor possess an approved Unforced Capacity Deliverability Right
except for rights returned in an annual election to the ISO in accordance with ISO
Procedures.) in order to ensure that sufficient Energy and Capacity are available
in that Locality and that appropriate reliability criteria are met.
The NYISO is further proposing to revise the Services Tariff’s definition of “LSE Unforced
Capacity Obligation” to reflect the fact that there will be such an obligation for the “G-J
Locality.”

59

6HH LG at P 16.
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Additionally, the NCZ will include Load Zones G, H, and I which were formerly not a
Locality or part of a Locality, but instead were included in the “Rest of State,” as defined in
Section 2.18. Therefore, the definition of “Rest of State” in Section 2.18 must be revised to add
Load Zones G, H, and I to the list of Load Zones not included in “Rest of State” and to specify
the Capability Year in which their removal will become effective, as follows:
Rest of State: The set of all non-Locality NYCA LBMP Load Zones. As of the 2002 2003
2014/2015 Capability Year, Rest of State includes all NYCA LBMP Load Zones, other than
LBMP Load Zones G, H, I, J, and K.
The NYISO also proposes revisions to the definition of “Unforced Capacity
Deliverability Rights” in Section 2.21to reflect the establishment of an NCZ, and minor
clarifying revisions requested by stakeholders which the NYISO agrees adds clarity, as follows:
Unforced Capacity Deliverability Rights: Unforced Capacity Deliverability Rights
(“UDRs”) are rights, as measured in MWs, associated with new incremental controllable
transmission projects that provide a transmission interface to a NYCA Locality (i.e., an area
of the NYCA in which a minimum amount of Installed Capacity must be maintained). When
combined with Unforced Capacity which is located in an External Control Area or
nonǦconstrained NYCA region either by contract or ownership, and which is deliverable to
the NYCA interface in the Locality in whichwith the UDR transmission facility is electrically
located, UDRs allow such Unforced Capacity to be treated as if it were located in the NYCA
Locality, thereby contributing to an LSE’s Locational Minimum Installed Capacity
Requirement. To the extent the NYCA interface is with an External Control Area the
Unforced Capacity associated with UDRs must be deliverable to the Interconnection Point.
2.

Revisions to Tariff Provisions Related to the Installed Capacity
Market

a.

Section 5.11

Several tariff provisions related to the NYISO’s administration of the Installed Capacity
market must be modified to recognize the creation of the NCZ. Section 5.11.1 requires revision
to accommodate the fact that the NCZ will be a Locality that contains another Locality within it.
The NYISO is proposing a revision to clearly acknowledge that it is to calculate for each relevant
Locality the Unforced Capacity Obligation for any LSE with Load in a Load Zone that is
included in more than one Locality.
Specifically, the NYISO proposes to revise Section 5.11.1 as follows:
Each LSE Unforced Capacity Obligation will equal the product of (i) the ratio of that
LSE’s share of the NYCA Minimum Unforced Capacity Requirement to the total NYCA
Minimum Unforced Capacity Requirement and (ii) the total of all of the LSE Unforced
Capacity Obligations for the NYCA established by the ICAP Spot Market Auction. The
LSE Unforced Capacity Obligation will be determined in each Obligation Procurement
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Period by the ICAP Spot Market Auction, in accordance with the ISO Procedures. Each
LSE will be responsible for acquiring sufficient Unforced Capacity to satisfy its LSE
Unforced Capacity Obligations. LSEs with Load in more than one Locality will have an
LSE Unforced Capacity Obligation for each Locality.
The NYISO is also proposing a minor clarifying change to Section 5.11.4 to delete the
term “NYCA” and to reiterate that LSEs will have LCRs for every Locality in which they serve
Load. Specifically:
The Locational Minimum Unforced Capacity Requirement represents a
minimum level of Unforced Capacity that must be secured by LSEs in
NYCAeach Localityies in which it has Load for each Obligation Procurement
Period. . . .”
Again, this change more clearly recognizes the establishment of an NCZ.
b.

Section 5.12

The NYISO is proposing to revise Section 5.12 of the Services Tariff to specify that
certain capacity cannot be used to satisfy an LCR. Specifically, capacity associated with
External CRIS Rights, Grandfathered External Installed Capacity Agreements listed in
Attachment E of the Installed Capacity Manual, and Existing Transmission Capacity for Native
Load (“ECTNL”) for the New York State Electric & Gas Corporation (“NYSEG”) 60 listed in
Table 3 of Attachment L to the ISO OATT, is only qualified to satisfy a NYCA Minimum
Unforced Capacity Requirement and is not eligible to satisfy an LCR. The restriction would
not apply to External capacity associated with UDRs. As noted by the Nelson Affidavit, this
modification would align the proposed rule for NCZs with the existing limitation that prevents
External Capacity not associated with UDRs from satisfying LCRs in the existing Localities, LH
Load Zones J and K. 61 This rule is reasonable because, as explained in the Nelson Affidavit,
although it is possible that some portion of the Energy associated with External capacity may
satisfy a Locality’s need under certain circumstances, there is no assurance that it will actually do
so. 62 Unless External capacity is associated with controllable transmission equipment that is
considered a Scheduled Line (LH a UDR), there is no such assurance. Therefore, External
capacity should not be counted towards a Locality’s LCR unless it is associated with a LCR. 63
60

Under the OATT, ETCNL is “[t]ransmission capacity identified on a Transmission Owner’s
transmission system” to serve its Native Load customers “(as of the filing date of the original ISO Tariff –
January 31, 1997) for the purposes of allocating revenues from the sale of TCCs related to that capacity.”
The Commission has held that NYSEG’s ETCNL constitutes a grandfathered Deliverability right to
import up to 1080 MW of capacity from PJM. 6HH 1HZ <RUN ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP
2SHUDWRU ,QF HW DO 127 FERC ¶ 61,318 (2009).
61

6HH Nelson Affidavit at PP 10-17.

62

6HH LG at P 11.

63

6HH LG at P 12.
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Additionally, the Nelson Affidavit explains why the NYISO disagreed with suggestions
that it create additional “exceptions” that would allow certain External capacity to be used to
satisfy LCRs. 64 Certain stakeholders have argued that Energy from External capacity ought to
be eligible to count against LCRs if it is expected, HJ to flow over a Phase Angle Regulator
(“PAR”)-controlled transmission facility from the PJM Interconnection, LLC (“PJM”),
specifically, in recognition of certain power flows associated with the Ramapo PAR facilities
(“Ramapo PARs”). 65 Ms. Nelson explains that target flow assumptions associated with the
Ramapo PARs are not the functional equivalent of a UDR right. 66 Further, deviations from the
target flow can be satisfied by financial settlement payments from PJM, rather than through
physical delivery on the Ramapo PAR-controlled 5018 line. 67 Thus, there is no guarantee that
when external PJM capacity is called upon to meet a reliability need in the G-J Locality that the
associated Energy would be delivered across the 5018 line into Load Zone G, rather than over
the large set of interconnections connecting PJM to the new Rest of State. 68 Therefore, it is
distinguishable from capacity associated with a UDR which is qualified to satisfy an LCR
obligation under the NYISO’s Services Tariff and should not be eligible to satisfy an LCR.
The NYISO also considered but rejected a stakeholder request that External capacity over
a transmission line from ISO-New England be permitted to satisfy a G-J Locality LCR. 69 As
Ms. Nelson explains, it is impossible for External capacity from New England, and the
associated Energy, to be controlled to be made deliverable to the G-J Locality. 70 Accordingly, it
should not be eligible to satisfy an LCR. 71
Therefore, the NYISO proposes to insert the following new paragraph, after the third
paragraph in Section 5.12.1:
External Installed Capacity not associated with UDRs, including capacity associated with
External CRIS Rights, Grandfathered External Installed Capacity Agreements listed in
Attachment E of the ISO Installed Capacity Manual, the Existing Transmission Capacity
for Native Load listed for New York State Electric & Gas Corporation in Table 3 of
Attachment L to the ISO OATT, Import Rights, and External System Resources, is only

64

6HH LG. at PP 18-22.

65

,G. at P 18.

66

,G. at P 21.

67

,G. The 5018 line is one of larger set of interconnections connecting PJM to the NYCA. ,G at P

68

,G.

19.
,G. at P 22. As explained in the Nelson Affidavit, this one line is part of a much larger set of
uncontrolled interconnections connecting New England to the NYCA.
69

70

,G.

71
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qualified to satisfy a NYCA Minimum Unforced Capacity Requirement and is not
eligible to satisfy a Locational Minimum Installed Capacity Requirement. . . . .
The NYISO is also proposing to add the language set forth below to the second paragraph
of Section 5.12.8. It would specify limits on offering non-UDR External Capacity into capacity
market auctions that parallel the proposed prohibition against counting such capacity against
LCRs. 72
External Unforced Capacity (except External Installed Capacity associated with UDR(s))
may only be offered into the Capability Period Auctions or Monthly Auctions for the
Rest of State, and ICAP Spot Market Auctions for the NYCA and may not be offered into
a Locality for an ICAP Auction. Bilateral Transactions which certify External Unforced
Capacity using Import Rights may not be used to satisfy a Locational Minimum Unforced
Capacity Requirement . . . .
Language has also been added to Section 5.12.2 to specify that terms not defined therein,
will have the meaning provided in the OATT. This clarification is intended to avoid ambiguity
and confusion given the number of terms defined in OATT Attachments S and X that appear in
Section 5.12.2. Additionally, and consistent with the changes described above, several revisions
to Section 5.12.2 are proposed to clarify that the External Installed Capacity deliverability test
will only evaluate whether such External capacity is deliverable within the Rest of State. Section
5.12.2.4.1 has been revised to provide that the Offer Cap applicable to certain External CRIS
Rights will be determined based on the relevant NYCA ICAP Demand Curve.
Revisions to the sanctions provision in Section 5.12.12 are also needed to recognize the
introduction of an NCZ. Specifically, the NYISO is proposing to revise Section 5.12.12.2 to
state: “The deficiency charge may be up to one and one-half times the applicable MarketClearing Price of Unforced Capacity determined in the ICAP Spot Market Auction
corresponding to where the Installed Capacity Supplier’s capacity cleared, and for each month in
which the Installed Capacity Supplier is determined not to have complied with the foregoing
requirements. . . .”
c.

Section 5.14

Just as it has proposed to do in its revision to Section 5.12.2.4.1 (described above), the
NYISO proposes to modify language describing the payment of ICAP Suppliers in Section
5.14.1.1 to more clearly specify that their compensation will be computed using the “ICAP
Demand Curve applicable to its offer.” This change would recognize and accommodate the
establishment of ICAP Demand Curves for NCZs.
Similarly, the NYISO would revise Section 5.14.2, which governs the calculation of
deficiency charges to more clearly establish that such charges will be determined “using the

72

6HH LG. at P 15.
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applicable in theICAP Demand Curve for that ICAP Spot Market Auction . . . .” Again, this
revision would accommodate the establishment of ICAP Demand Curves for NCZs.
The NYISO is also proposing revisions to Section 5.14.3.2(iii) and (iv) to reflect the
addition of the NCZ. Specifically, Section 5.14.3.2(iii) would be revised to describe how the
NYISO would rebate unspent deficiency charges or supplemental supply fees for the proposed
G-J Locality. The language added has been modeled on the previously accepted provisions for
the existing Localities, and provides as follows:
(iii) G-J
If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that
month for the G-J Locality, allocated among all LSEs in that Locality in proportion to
their share of the applicable Locational Minimum Installed Capacity Requirement.
Rebates shall include interest accrued between the time payments were collected and the
time that rebates are paid.
Section 5.14.3.2(iv) has been renumbered and its references to the New York City and
Long Island Localities, which would be too narrow after the G-J Locality is effective, would be
deleted, as follows:
(iv) Rest of State
If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that
month for the Rest of State requirements, allocated among all LSEs in each of the two
Localities, New York City and Long Island, and in Rest of State, in proportion to each
LSE’s share of the NYCA Minimum Installed Capacity Requirement less that LSE’s
Locational Minimum Installed Capacity Requirement. Rebates shall include interests
accrued between the time payments were collected and the time that rebates are paid.
Additionally, while the NYISO is not proposing any changes to the table of ICAP
Demand Curves in Section 5.14.1.2 at this time, the ICAP Demand Curve reset filing to be made
by November 30, 2013 will include a new row for the G-J Locality. The creation of the G-J
Locality will not alter the existing requirement that the plant used to establish the NYCA ICAP
Demand Curve must be located in the Rest of State (as that term would be revised to recognize
the new G-J Locality). 73

6HH Services Tariff Section 5.14.1.2; and 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 134
FERC ¶ 61,058 at P 38 (2011) (“Therefore, we conclude that the tariff requires that NYISO determine the
localized levelized embedded costs for three separate peaking units, i.e., one for the NYC (Zone J)
locality, one for the LI (Zone K) locality, and one for the rest-of-state. Further, in past applications of the
demand curve, the rest-of-state has carried a de facto meaning of all NYCA Load Zones with the
exception of NYC and LI. Furthermore, protestor’s assertions would lead to the conclusion that a NYCA
73
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d.

Additional Minor Typographical Correction to Section 5.16.1.1.4

The NYISO proposes an additional minor revision to correct a typographical error in
Services Tariff Section 5.16.1.1.4, to insert a close parenthesis after “5.16.1.1.1(iii)” as follows:
“(excluding and not recognizing MW of CRIS requested by Developers other than CRIS
identified in Section 5.16.1.1.1 (iii)),…”
3.

Revisions to the Pivotal Supplier Threshold in Attachment H

The NYISO’s June 2012 Compliance Filing described that it is necessary to apply market
power mitigation measures within NCZs because they will not have a significant amount of
surplus capacity in equilibrium. Thus, establishing the NCZ will raise local market power
concerns. “Over- mitigation” is unlikely to occur as long as a threshold is applied only to ICAP
Suppliers that likely have market power and not to relatively small suppliers that do not control a
minimum quantity of Unforced Capacity.
The June 2012 Compliance Filing proposed to apply mitigation measures to the NCZ that
this filing would establish. 74 That filing explained that the NYISO would propose a Pivotal
Supplier threshold at the time that it made a filing to implement an NCZ. Accordingly, the
NYISO is now proposing the threshold by revising Section 23.2.1’s definition of “Pivotal
Supplier.” The NYISO is proposing a 650 MW threshold, and minor wording revisions (LH the
insertion of the words “New York City Locality,” “G-J Locality,” and “if any”): 75
For purposes of Section 23.4.5 of this Attachment H, “Pivotal Supplier” shall mean (i)
for the New York City Locality, a Market Party that, together with any of its Affiliated

peaking unit on LI would need to be deliverable to the entire state, including NYC and rest-of-state. This
would imply that a NYCA peaking unit located in rest-of-state would need to be deliverable to NYC and
LI, which is not reasonable and not required by the Tariff. Accordingly, we find NYISO correct in
locating the NYCA peaker within the rest-of-state area.”).
74

For ease of considering the revisions proposed to this section, the NYISO distinguishes them
with double underline. The revisions proposed in the June 2012 Compliance Filing are shown with a
single underline.
75

As noted at Section II.A.2, the NYISO respectfully requests the Commission issue an order on
the June 2012 Compliance Filing no later than August 30, 2013, well in advance of the effective date of
the tariff revisions proposed herein, so that the NYISO may make necessary mitigation and exemption
determinations for facilities in the NCZ. In the event that the Commission does not issue an order on the
June 2012 Compliance Filing prior to acting on this submittal, the NYISO respectfully requests that the
Commission accept the changes to the Pivotal Supplier definition, in Services Tariff Section 23.2.1,
proposed in the June 2012 Compliance Filing. Pursuant to the Commission’s e-tariff filing requirements,
the June 2012 Compliance Filing’s proposed changes to that Section 23.2.1 are reflected in Attachment
VII as the base, accepted language to which the incremental changes proposed in this filing are marked.
Therefore, consistent with the NYISO’s proposal, the NYISO is seeking acceptance of the tariff language
in Section 23.2.1 as reflected in Attachment VIII to this filing.
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Entities, (a) Controls 500 MW or more of Unforced Capacity, and (b) Controls Unforced
Capacity some portion of which is necessary to meet the New York City Locality
Locational Minimum Installed Capacity Requirement in an ICAP Spot Market Auction;
(ii) for the G-J Locality, a Market Party that, together with any of its Affiliated Entities,
(a) Controls 650 MW or more of Unforced Capacity; and (b) Controls Unforced Capacity
some portion of which is necessary to meet the G-J Locality Locational Minimum
Installed Capacity Requirement in an ICAP Spot Market Auction; and (iii) for each
Mitigated Capacity Zone except the New York City Locality and the G-J Locality, if any,
a Market Party that Controls at least the quantity of MW of Unforced Capacity specified
for the Mitigated Capacity Zone and accepted by the Commission.
The Patton Affidavit explains that the NYISO calculated its proposed 650 MW threshold for the
G-J Locality in a manner consistent with MMU recommendations and describes how those
calculations were conducted. 76 The methodology aimed to achieve a balance between the
benefits of effectively mitigating Suppliers with market power against the benefits of minimizing
NYISO interventions in the markets. 77 It focused on identifying how large an ICAP Supplier’s
portfolio would have to be for it to have the incentive to withhold capacity and raise prices in the
NCZ. 78 The Patton Affidavit reiterates that “[i]t is appropriate to be conservative in selecting the
minimum size threshold because this will ensure that suppliers with market power will be subject
to mitigation.” 79 The Patton Affidavit therefore concludes that the proposed threshold is
reasonable. 80
At the same time, the Patton Affidavit notes that the MMU is concerned that the existing
Pivotal Supplier framework could be circumvented. 81 The concern is that under the proposed
tariff language, “UCAP that is sold in advance of the monthly spot auction is deducted from the
portfolio of the supplier” when applying the Pivotal Supplier test and “minimum size
threshold.” 82 Thus, a “large supplier with market power can reduce the amount of capacity that
it is deemed to control by selling some of its capacity in the Capability Period Auction or the
Monthly Auction.” 83 By doing so, the Supplier could drive up ICAP Spot Market Auction prices
via withholding. It could thereby benefit itself by inflating capacity prices in future Monthly or

76

6HH Patton Affidavit at PP 18-26.

77

,G. at P 18.

78

,G. at P 19.

79

,G. at P 25.

80

,G.

,G. at PP 27-32. The MMU also raised this issue in the  620 ( 6WDWH RI WKH 0DUNHW
5HSRUW IRU WKH 1HZ <RUN ,62 0DUNHWV (April 2012) DYDLODEOH DW
<http://www.potomaceconomics.com/uploads/nyiso_reports/NYISO_2011_SOM_Report-Final_4-1812.pdf> and the  620.
81

82

Patton Affidavit at P 27.

83

,G. at P 29.
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Capability Period auctions as those prices converged with prices in the ICAP Spot Market
Auctions over time. 84 The NYISO would emphasize that, to date, it has not, and to the best of its
knowledge, the MMU has not, detected any entity pursuing this strategy.
The Patton Affidavit states that the MMU’s concern could be addressed by deleting the
“current exclusion of forward capacity sales in Section 23.4.5.5(1).” 85
The NYISO agrees that the MMU’s proposed change to Section 23.4.5.5(1) would be an
enhancement and supports it. The NYISO would ask the Commission to consider that the
approach to determining “Control” that the NYISO has proposed to apply to the NCZ currently
applies in New York City. That is, “Control” of UCAP in both New York City and the NCZ is
determined based on the number of MW of UCAP controlled after certification and prior to the
ICAP Spot Market Auction. 86 The NYISO believes that the MMU’s proposed enhancement
should apply to both New York City and the NCZ. Thus, the NYISO would favor conforming
tariff revisions to provide for parallel treatment. 87
4.

Revisions to the Credit Provisions in Attachment K

Section 26.4.3 (iv) of the Services Tariff, which governs the NYISO’s administration of
the bidding requirements for the ICAP Spot Market Auction, must be modified to recognize the
creation of the NCZ; LH, a new Locality. The credit policy reflects modifications, based on
stakeholder input, including what the potential exposure will be based on the fact that there will
be a Locality contained within another Locality (Load Zone J is within the G-J Locality).
Further, the tariff revisions will recognize that the Locality’s price could be set by the bids and
offers within the Locality or could be determined by the larger Locality in which it is contained.
Also in response to stakeholder comments, the NYISO included a credit cap set at the UCAP
based reference point (in $/kW-Month) to prevent unrealistic credit requirements by limiting it to
cover probable market outcomes. The NYISO proposes to use its current methodology for
calculating a Market Participant’s credit requirement for bidding in the ICAP Spot Market
Auction 88 while accommodating the fact that the NCZ will be a Locality that itself contains a

84
85

,G. at PP 29-30.
,G at P 32.

86

Services Tariff Section 23.2.1 at the definition of “Pivotal Supplier,” specifies in (b) that the
determination is made based on Control of UCAP “which is necessary to meet the New York City
Locational Minimum Installed Capacity Requirement in an ICAP Spot Market Auction.” This same
concept was proposed in the June 2102 Compliance Filing for any “Mitigated Capacity Zone.” “Mitigated
Capacity Zone” is a term proposed in the June 2012 Compliance Filing to mean “New York City and any
Locality added to the definition of “Locality” accepted by the Commission on or after March 31, 2012.”
6HH June 2012 Compliance Filing at proposed revisions to pp 3-4, and Services Tariff Section 2.13.
87

If the Commission declines to require that the “Control” definition be enhanced consistent with
the MMU’s recommendation at this time, the NYISO believes that its proposed Pivotal Supplier threshold
for the NCZ, and its existing Pivotal Supplier test for New York City, would still be just and reasonable.
88

For more information on the current methodology VHH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU
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Locality.
Each calendar month the NYISO uses the most recent Monthly Auction Market-Clearing
Price plus a margin as a proxy for the ICAP Spot Market Auction Market-Clearing Price. The
NYISO then calculates credit requirements by multiplying the proxy price by the Market
Participant’s estimated LSE UCAP Obligation, by location, for the Obligation Procurement
Period. The NYISO proposes that for a Locality (LH, Load Zone J) contained within another
Locality (LH, the G-J Locality) the proxy price will be the higher of that Locality’s most recent
Monthly Auction Market-Clearing Price plus its margin or the proxy price for the NCZ,
multiplied by its margin. The margin for the G-J Locality will be 100%, as it will contain Load
Zones that currently have a 100% margin. This proposal will protect the NYISO and its Market
Participants from any large increases in credit exposure associated with an increase in market
price. The revisions are consistent with the methodology and computation of Market
Participants’ credit requirements associated with Long Island and Rest of State obligations.
The NYISO proposes to use within its credit calculation for the NCZ the price that is the
lower of the proxy price calculated as explained above or the UCAP based reference point (in
$/kW-Month). This proposal will cap the proxy price for the NCZ at the UCAP based reference
point (in $/kW-Month) derived from the corresponding ICAP Demand Curve because the
NYISO’s exposure to the Market Participant is unlikely to exceed this amount. As such, any
funds retained by the NYISO above this amount would be an unnecessary cost to Market
Participants. The NYISO further proposes to apply this credit cap to all Localities and for the
NYCA to create uniformity of computations for all capacity obligations in the different locations,
and certainty for Market Participants. 89 Once the proxy price is determined, the NYISO would
calculate the bidding requirement by multiplying the proxy price by the Market Participant’s
estimated LSE UCAP Obligation, by location, for the Obligation Procurement Period. The
Market Participant’s ICAP Spot Market Auction bidding requirement would equal the sum of its
locational credit requirements.
The NYISO is proposing to revise the formula in Section 26.4.3 (iv) as follows:
five (5) days prior to any ICAP Spot Market Auction, the amount that the Customer
maybe required to pay for UCAP in the auction, calculated as follows:

Ȉ

(1 + 0DUJLQ/ )*0&3/ ,&30/ [  [ 'HILFLHQF\/

,QF¶V )LOLQJ RI 3URSRVHG 7DULII 5HYLVLRQV 5HODWHG WR ,&$3 &UHGLW 5HTXLUHPHQWV, Docket No. ER12-2443000, accepted by the Commission on September 10, 2012.
89

The NYISO believes that creating this uniformity is warranted (and authorized) under Section
5.16.4 because it addresses an issue, LH the potential implications of non-uniform computations across
locations, that is raised by the establishment of the NCZ. It is therefore a tariff change that “recognizes”
the creation of NCZ.
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LȯS

+
(1 + 0DUJLQ/ )*0&3/ ,&30/ [  [ =&3/ ± 
[ 547/
2

The NYISO would also modify and add the following definitions for the new variables
used in the equation.
,&30/

equals the lesser of 8%53/ or /0/,

8%53/

equals the UCAP based reference point (in $/kW-Month) for location /, as
determined on the ICAP Demand Curve for that location (or for the NYCA if L is
Rest of State) for the applicable Obligation Procurement Period

/0/

equals (1) for any Locality / that is contained within another Locality ;, the greater
of CPML or CPMX, or (2) for any other Locality or Rest of State, CPML,

&30/

equals for location /, (1 + 0DUJLQ/ )*0&3/ 

CPMX

equals for location ;, (1 + 0DUJLQ; )*0&3; 

It would also make the following revisions to four definitions of variables that are
currently included in Section 26.4.3(iv) formula, in order to account for the establishment of the
G-J Locality.
6

equals a set containing the following locations: New York City, Long Island each
Locality and Rest of State,

0DUJLQ/

equals 25% if location / is New York City and 100% if location / is the G-J
Locality, Long Island or Rest of State,

'HILFLHQF\/ equals the number of megawatts of Unforced Capacity that are to be procured in
location / on behalf of that Customer in the ICAP Spot Market Auction in order to
cover any deficiency for that Customer that exists in that location after the
certification deadline for that ICAP Spot Market Auction less any deficiency
calculated for that Customer for any Localities contained within location /, such
value not to be less than zero,
547/

equals (1) if / is New York City or Long Island, that Customer’s share of the
Locational Minimum Unforced Capacity Requirement for location / or (2) if / is
G-J Locality, that Customer’s share of the Locational Minimum Unforced Capacity
Requirement for the G-J Locality that remains after reducing this amount by its
share of the Locational Minimum Unforced Capacity Requirements for New York
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City or,(3) if / is Rest of State, its that Customer’s share of the NYCA Minimum
Unforced Capacity Requirement that remains after reducing this amount by (a) its
share of the Locational Minimum Unforced Capacity Requirements for New York
City and Long Island, for the month covered by the ICAP Spot Market Auction,
measured in megawatts and (b) that Customer’s share of the Locational Minimum
Unforced Capacity Requirement for the G-J Locality remaining after accounting for
New York City, as calculated in (2) above; such value not to be less than zero
B.

Proposed Revisions to the OATT

Several provisions of the OATT must be modified to recognize the creation of the NCZ.
1.

OATT Definitions

Modifications to two OATT definitions are necessary due to the creation of the G-J
Locality. Specifically, the OATT definition of “Locality” in Section 1.12 of the OATT requires
revision, as follows:
Locality: Shall have the meaning set forth in §2.12 of the ISO Services TariffA single
LBMP Load Zone or set of adjacent LBMP Load Zones within one Transmission
District, and within which a minimum level of Installed Capacity must be maintained.
Similarly, the NYISO is proposing to revise the existing OATT definition of “Locational
Installed Capacity Requirement” to achieve consistency with the Services Tariff definition
(which is described above). The concepts in the OATT and Services tariff are the same, and
conforming the language will enhance clarity.
Locational Minimum Installed Capacity Requirement: AThe determination by
the ISO in accordance with the ISO Services Tariff of that portion of the NYCA
Minimum statewide Installed Capacity rRequirement (as defined in the ISO
Services Tariff) that must be electrically located within a Locality in order to
ensure that sufficient Energy and Capacity are available in that Locality and that
appropriate reliability criteria are met.
2.

Revisions to Attachments S and X of the OATT

a.

Changes to Recognize the Establishment of a G-J Locality

Attachments S and X contain definition sections in Section 25.1 of Attachment S, Section
30.1 of Attachment X and in the SUR IRUPD Large Generator Interconnection Agreement in
Section 30.14. For consistency, the NYISO proposes to make the revisions described below to
each of these definition sections.
The deliverability test methodology evaluates Load Zones in groups defined by
Attachments S and X as “Capacity Regions.” Because the NCZ will create a new Locality and
also impact the composition of the Rest of State Capacity Region, the NYISO is proposing to
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revise the definition of “Capacity Region” as follows:
Capacity Region: One of three four subsets of the Installed Capacity statewide markets
comprised of (1) Rest of State (LH Load Zones A through IF), ; (2) Lower Hudson
Valley (LH Load Zones G, H and I); (3) New York City (LH Load Zone J); and (4)
Long Island (LH Zone K) and New York City (Zone J), except for Class Year
Interconnection Facility Studies conducted prior to Class Year 2012, for which “Capacity
Region” shall be defined as set forth in Section 25.7.3 of this Attachment S.
Similarly, due to the new composition of the Rest of State Capacity Region, the NYISO
is proposing to revise the definition of “External CRIS Rights” to reflect the new composition of
Load Zones in the Rest of State Capacity Region. The NYISO also proposes to further clarify
the definition of “External CRIS Rights,” so that it corresponds to the proposed revisions to the
Services Tariff Sections 5.12.1, and 5.12.8. The proposed revisions to the definition of “External
CRIS Rights” are as follows:
External CRIS Rights: A determination of deliverability within a New Yorkthe Rest of
State Capacity Region (LH Load Zones A – F), awarded by the NYISO for a term of five
(5) years or longer, to a specified number of Megawatts of External Installed Capacity
that satisfy the requirements set forth in Section 25.7.11 of this Attachment S to the
NYISO OATT, and that can be certified in a Bilateral Transaction used for the NYCA
and not a Locality, or sold into the NYCA for an Installed Capacity auction and not in an
Installed Capacity auction for a Locality.
The new composition of the Capacity Regions evaluated in the deliverability test also
impacts the definitions of certain transmission facility interfaces to which specific analyses
apply. The deliverability test methodology evaluates three separate categories of transmission
facilities: (1) Highways (transmission facilities 115 kV and above that comprise internal NYCA
interfaces and in series BPS facilities; Highway interfaces: Dysinger East, West Central, Volney
East, Moses South, Central East/Total East, UPNY-SENY and UPNY-ConEd); (2) Other
Interfaces (interfaces into New York Capacity Regions, into Zone J and into Zone K, and
external ties into the NYCA); and (3) Byways (all transmission facilities of the NYS
Transmission System that are neither Highways nor Other Interfaces). In light of the new
“Lower Hudson Valley” Capacity Region which comprises Load Zones G, H and I, the UPNYSENY interface would no longer be a Highway interface, but rather, would be defined as an
“Other Interface.” The NYISO is therefore proposing to alter the definition of “Highway” as set
forth below.
Highway: 115 kV and higher transmission facilities that comprise the following NYCA
interfaces: Dysinger East, West Central, Volney East, Moses South, Central East/Total
East, UPNY SENY and UPNY-ConEd, and their immediately connected, in series, Bulk
Power System facilities in New York State. Each interface shall be evaluated to
determine additional “in series” facilities, defined as any transmission facility higher than
115 kV that (a) is located in an upstream or downstream zone adjacent to the interface
and (b) has a power transfer distribution factor (DFAX) equal to or greater than five
percent when the aggregate of generation in zones or systems adjacent to the upstream
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zone or zones which define the interface is shifted to the aggregate of generation in zones
or systems adjacent to the downstream zone or zones which define the interface. In
determining “in series” facilities for Dysinger East and West Central interfaces, the 115
kV and 230 kV tie lines between NYCA and PJM located in LBMP Zones A and B shall
not participate in the transfer. Highway transmission facilities are listed in ISO
Procedures.
The NYISO is also proposing revisions to the definition of “Other Interface.” These
proposed revisions: (1) modify the definition such that it refers to Capacity Regions in a manner
consistent with the addition of the Lower Hudson Valley region; (2) clarify the existing
language; and (3) provide explanatory parentheticals to further clarify the references to each of
the Other Interfaces:
Other Interfaces: The following Interfaces into New York Ccapacity Rregions,: Lower
Hudson Valley [LH Rest of State (Load Zones A-F) to Lower Hudson Valley (Load
Zones G, H and I]; New York City [LH Lower Hudson Valley (Load Zones G, H and I)
to New York City (Load Zone J)]; and Long Island [LH Lower Hudson Valley (Load
Zones G, H and I) to Long Island (Load Zone K)], and external ties into the New York
Control Area the following Interfaces between the NYCA and adjacent Control Areas:
PJM to NYISO, ISO-NE to NYISO, Hydro-Quebec to NYISO, and Norwalk Harbor
(Connecticut) to Northport (Long Island) Cable.
b.

Revisions to the Deliverability Test Methodology

Section 25.7 of OATT Attachment S details the deliverability test methodology. With
the implementation of the NCZ and resulting addition of the Lower Hudson Valley Capacity
Region and change to the composition of the Rest of State Capacity Region, certain sections of
Section 25.7 require revisions. The basic framework of the current deliverability test
methodology, however, is not changing; rather, the revisions are required merely to reflect the
NCZ and the resulting composition of the respective Capacity Regions in the methodology for
the deliverability test.
Section 25.7.3, for example, which explains the manner in which the deliverability test
methodology will be applied within the Capacity Regions, requires revisions to reflect the new
definition of Capacity Region. The NYISO proposes to further revise Section 25.7.3 as set forth
below in order to clarify that the revised Capacity Regions will be reflected in the Class Year
deliverability study beginning with Class Year 2012. 90
The specific proposed revisions to Section 25.7.3 are as follows:
25.7.3 New York Capacity Regions.

90

As explained in Section V below, the NYISO does not anticipate that the Class Year
Deliverability Study for Class Year 2012 will begin before Commission action on this filing.
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For Class Years prior to Class Year 2012, Tthe deliverability test will be applied within
each of the three (3) New York Capacity Regions: (1) Rest of State (LH Load Zones A
through I),; (2) New York City (LH Load Zone J); and (3) Long Island (LH Load Zone
K)and New York City. To be declared deliverable a generator or merchant transmission
project must be deliverable throughout the NYISO Capacity Region in which the project
is interconnected. For example, a proposed generator or merchant transmission project
interconnecting in the Rest of State Capacity Region (LH Load Zones A-I) will be
required to demonstrate deliverability throughout the Rest of State Capacity Region (LH
Load Zones A-I), but will not be required to demonstrate deliverability to or within either
of the following Capacity Regions: New York City (LH Load Zone J); or Long Island
(LH Load Zone K)Long Island Capacity Region or the New York City Capacity Region.
Starting with Class Year 2012, the deliverability test will be applied within each of the
four (4) Capacity Regions: (1) Rest of State (LH Load Zones A through F); (2) Lower
Hudson Valley (LH Load Zones G, H and I); (3) New York City (LH Load Zone J); and
(4) Long Island (LH Load Zone K). To be declared deliverable a generator or merchant
transmission project must only be deliverable throughout the Capacity Region in which
the project is interconnected. For example, starting with Class Year 2012, a proposed
generator or merchant transmission project interconnecting in the Rest of State Capacity
Region (LH Load Zones A-F) will be required to demonstrate deliverability throughout
the Rest of State Capacity Region (LH Load Zones A-F), but will not be required to
demonstrate deliverability to or within any of the following Capacity Regions: Lower
Hudson Valley (LH Load Zones G, H and I); New York City (LH Load Zone J); or Long
Island (LH Load Zone K).
A number of the NYISO’s proposed revisions to Attachments S and X would modify
tariff language that the Commission adopted in Order No. 2003, or its successors as part of the
SUR IRUPD interconnection procedures. 91 The Commission has accepted other modifications to
the NYISO interconnection procedures, 92 recognizing that where changes to SUR IRUPD
interconnection procedures “are clarifying and/or ministerial in nature and/or NYISO has
supplied sufficient justification,” such modifications are acceptable under the “independent
entity variation” standard. 93 The Commission has explained that under this standard, “the
Commission will review the proposed variations to ensure they do not provide an unwarranted
opportunity for undue discrimination or produce an interconnection process that is unjust and

6WDQGDUGL]DWLRQ R*HQHUDWRU ,QWHUFRQQHFWLRQ $JUHHPHQWV DQG 3URFHGXUHV, Order No. 2003,
FERC Stats. & Regs. 31,146 (2003), RUGHU RQ UHK¶J, Order No. 2003-A, FERC Stats. & Regs. 31,160
(2004), RUGHU RQ UHK¶J, Order No. 2003-B, FERC Stats.& Regs. 31,171 (2004), RUGHU RQ UHK¶J, Order No.
2003-C, FERC Stats. & Regs. 131,190 (2005), DIILUPHG VXE QRP 1DW¶O $VV¶Q RI 5HJXODWRU\ 8WLO &RP¶UV
Y )(5& 475 F.3d 1277 (D.C. Cir. 2007).
91

6HH HJ., 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF., 135 FERC ¶ 51,014 (2011); 1HZ <RUN
,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF., 124 FERC ¶ 61,238 (2008).
92

93

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF., 124 FERC ¶ 61,238 at PP 17-18.
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unreasonable.” 94
The proposed revisions to Attachments S and X are fully justified under the
Commission’s “independent entity variation” standard because they are required under Section
5.16.4 of the Services Tariff, are necessary to implement the NCZ, and are in no way unduly
discriminatory or unjust and unreasonable.
3.

Additional Minor OATT Modifications

The NYISO also proposes additional minor revisions to the following subsections of
OATT Attachment S Section 25.7 and Attachment Y Section 31:
x

Revisions to update outdated references to the PJM-NYISO operating protocols in
Section 25.7.8.2.9 and Section 25.7.8.2.12;

x

Revision to Section 25.7.8.2.14 to refer simply to “Highway interfaces” rather than
“Highway interfaces in the Rest of State Capacity Region” to reflect the fact that
Highway interfaces are no longer limited to the Rest of State Capacity Region;

x

Revisions to Section 25.7.11.1.2.3 to clarify that the referenced auctions are NYCA
Auctions, to clarify the reference to “bilateral contract” and to clarify that defined terms
used in such section, to the extent not defined in Attachment S are defined in the Services
Tariff;

x

Revisions to Section 25.7.11.1.4.2 to make the reference to the “open Class Year
Deliverability Study” a reference to the defined term “Open Class Year;”

x

Revisions to Section 25.7.11.1.4.2.2 consistent with the revised definition of External
CRIS Rights;

x

Certain ministerial formatting and grammatical revisions to Section 25.7 of Attachment S
and its subsections;

x

A revision to the defined term LCR to insert the word “Minimum” in the definition of
LCR to reflect the corresponding insertion in OATT Section 31.1.2 to the defined term
“Locational Installed Capacity Requirement” and

x

Revisions to 31.5.3.1.12 to make the corresponding change to reflect the defined term
“Locational Minimum Installed Capacity Requirement”

Finally, the NYISO is also proposing certain ministerial formatting revisions to Section
25.1 of Attachment S and to Sections 30.1 and 30.14 of Attachment X.

94

6HH LG. at P18.
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V.

REQUESTED EFFECTIVE DATE

As stated above, the NYISO respectfully requests that the Commission issue an order no
later than sixty days after the date of filing (LH, by July 1, 2013), 95 that accepts the NYISO’s
proposed tariff revisions and makes them effective on July 1, 2013, except for the provisions
noted below for which later effective dates are requested. As explained in the November 2011
Filing, and at page 2, above, a Commission order accepting the tariff revisions identifying the
NCZ issued sixty days after their filing is necessary to allow the ICAP Demand Curve reset
consultant to develop an ICAP Demand Curve for the NCZ, along with the other ICAP Demand
Curves. The requested effective dates are also necessary for development, testing, and
deployment steps that are specific to the identified NCZ.
With respect to the proposed revisions to Attachments S and X of the OATT, the NYISO
respectfully requests a July 1, 2013 effective date, LH, the first business day that is sixty days
from the date of this filing. That date will provide the certainty needed with respect to the
applicable deliverability methodology for the Class Year Study for Class Year 2012. While
Class Year 2012 has formally begun, the deliverability analysis is not scheduled to begin until
later this year, due largely to the status of Class Year 2011, which has not concluded. 96 Certain
components of a Class Year Study can begin prior to completion of the prior Class Year Study;
however, system-wide analysis is dependent upon assumptions that cannot be finalized until after
the completion of the prior study. Therefore, since Class Year 2011 has not concluded, a number
of the inputs for the base cases required for Class Year 2012 cannot yet be determined.
The NYISO anticipates that the Commission will have acted on this filing prior to the
NYISO’s start of the deliverability analysis for Class Year 2012. Accordingly, the NYISO
believes that its proposed revisions to OATT Attachments S and X could, and in order to reflect
the NCZ, should be applied to Class Year 2012. The NYISO therefore requests that the revisions
proposed herein to Attachments S and X of the OATT become effective July 1, 2013.
The NYISO also respectfully requests an effective date of July 1, 2013 for all Services
Tariff revisions described herein except those enumerated in the next two paragraphs.

95

Because sixty days from the date of the filing is Saturday June 29, the NYISO believes that the
sixty-day notice period does not expire until July 1. 6HH 18 C.F.R. 385.2007 (2012). The NYISO does
not intend that its request for effective dates later than June 29, 2013 be deemed to be a waiver of the
requirement under 18 C.F.R. §35.3 that the Commission act on its proposed tariff revisions within sixty
days of the date of this filing.
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As of the date of this filing, the NYISO anticipates that the Class Year 2011 Project Cost
Allocation process will commence in the second quarter or early in the third quarter of 2013. Certain
components of a Class Year Study can begin prior to completion of the prior Class Year Study; however,
system-wide analysis is dependent upon assumptions that cannot be finalized until after the completion of
the prior study. Therefore, since Class Year 2011 has not concluded, a number of the inputs for the base
cases required for Class Year 2012 cannot yet be determined.
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Activities in preparation of the 2014/2015 Capability Year, such as the calculation of
LCRs and the Imports Rights processes, and each of the auctions associated with the month of
May 2014 all occur before May 1, 2014. Therefore, the NYISO requests an effective date of
January 27, 2014, so that the following tariff revisions are applied to the 2014/2015 Capability
Year: Section 2.7 (definition of “G-J Locality”), Section 2.12 (definitions of “Locality, ” and
“LSE Unforced Capacity Obligation”), Section 2.18 (definition of “Rest of State”), Section
5.14.3.2(iv) (describing G-J Locality shortfalls), and Section 23.2.1 (Attachment H, at definition
of Pivotal Supplier). 97 The NYISO is requesting an effective date of January 27, 2014 for these
provisions because that date is sixty days after the ICAP Demand Curves are filed so it will be
the requested effective date for all ICAP Demand Curves including the Demand Curve for the GJ Locality.
The NYISO is requesting an effective date of January 15, 2014 for the revisions to
Section 26.4.3(iv) (Attachment K, credit provisions). This date corresponds with the anticipated
date of the NYISO’s deployment of software through which the changed credit requirements
would be applied. Thus, it would be applied to the first ICAP Spot Market Auction after the
software deployment. That date would enable the NYISO to implement the rule requested by
stakeholders to cap the credit requirements for all capacity market areas in the NYCA, not just
associated with the G-J Locality.
For ease of reference, the NYISO specifically sets forth each proposed modification and
the requested effective date in the table below:
Tariff Section Being Revised

Requested Effective Date

OATT 1.12

July 1, 2013

x

Definition of “Locality”

x

Definition of “Locational Minimum
Installed Capacity Requirement”

OATT 25.1, 30.1, and 30.14
x

Definition of “Capacity Region”

x

Definition of “External CRIS Rights”

x

Definition of “Highway”

x

Definition of “Other Interfaces”

OATT 25.7.3

July 1, 2013

July 1, 2013

6HH n.73 in which the NYISO requests that if the Commission accepts the revision to the
definition of “Pivotal Supplier” proposed in this filing prior to ruling on the June 2012 Compliance Filing,
the NYISO respectfully requests that the Commission accept the totality of the revisions proposed to the
term “Pivotal Supplier” herein and therein.
97
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Tariff Section Being Revised

Requested Effective Date

OATT 25.7.8.2.12

July 1, 2013

OATT 25.7.8.2.9

July 1, 2013

OATT 25.7.11.1.2.3

July 1, 2013

OATT 25.7.11.1.4.2

July 1, 2013

OATT 25.7.11.4.2.2

July 1, 2013

OATT 31.1.2

July 1, 2013

OATT 31.5.3.1.12

July 1, 2013

ST 2.12
x

Definition of “Locality”

x

January 27, 2014

x

Definition of “Locational Minimum
Installed Capacity Requirement”

x

July 1, 2013

x

Definition of “LSE Unforced Capacity
Obligation”

x

January 27, 2014

ST 2.7 – Definition of “G-J Locality”

January 27, 2014

ST 2.18 – Definition of “Rest of State”

January 27, 2014

ST 2.21 – Definition of “Unforced Capacity
Deliverability Rights”

July 1, 2013

ST 5.11.1

July 1, 2013

ST 5.11.4

July 1, 2013

ST 5.12.1

July 1, 2013

ST 5.12.12.2

July 1, 2013

ST 5.12.2

July 1, 2013

ST 5.12.2.4.1

July 1, 2013

ST 5.12.8

July 1, 2013

ST 5.14.1.1

July 1, 2013

ST 5.14.2

July 1, 2013

ST 5.14.3.2(iii)

January 27, 2014

ST 5.14.3.2(iv)

January 27, 2014

ST 5.16.1.1.4

July 1, 2013
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Tariff Section Being Revised

Requested Effective Date

ST 23.2.1 – Definition of “Pivotal Supplier”

January 27, 2014

ST 26.4.3(iv)

January 15, 2014

VI.

SERVICE

This filing will be posted on the NYISO’s website at www.nyiso.com. In addition, the
NYISO will e-mail an electronic link to this filing to the official representative of each party to
this proceeding, to each of its customers, to each participant on its stakeholder committees, to the
New York Public Service Commission, and to the New Jersey Board of Public Utilities.
VII.

COMMUNICATIONS
Copies of correspondence concerning this filing should be served on:

Robert E. Fernandez, General Counsel
Ray Stalter, Director of Regulatory Affairs
*Gloria Kavanah, Senior Attorney
New York Independent System Operator, Inc.
10 Krey Boulevard
Rensselaer, NY 12144
Tel: (518) 356-6000
Fax: (518) 356-4702
rfernandez@nyiso.com
rstalter@nyiso.com
gkavanah@nyiso.com

*Ted J. Murphy
Hunton & Williams LLP
2200 Pennsylvania Avenue, NW
Washington, DC 20037-1701
Tel: (202) 955-1500
Fax: (202) 778-2201
tmurphy@hunton.com
*Vanessa A. Colón 98
Hunton & Williams LLP
Bank of America Center
Suite 4200
700 Louisiana Street
Houston, TX 77002
Tel: (713) 229-5700
Fax: (713) 229-5782
vcolon@hunton.com

*persons designated to receive service
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Waiver of the Commission’s regulations (18 C.F.R. § 385.203(b)(3) (2012)) is requested to the
extent necessary to permit service on counsel for the NYISO in both Houston, TX and Washington, DC.
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VIII. CONCLUSION
For the reasons specified above, the New York Independent System Operator, Inc.
respectfully requests that the Commission accept the tariff revisions proposed herein to be
effective on the dates as described in Section V.
Respectfully submitted,
V *ORULD .DYDQDK
Gloria Kavanah
Senior Attorney
New York Independent System Operator, Inc.

Dated: April 30, 2013

cc:

Travis Allen
Michael A. Bardee
Gregory Berson
Anna Cochrane
Jignasa Gadani
Morris Margolis
David Morenoff
Michael McLaughlin
Daniel Nowak
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2.12

Definitions - L

LBMP Market(s): The Real-Time Market or the Day-Ahead Market or both.
Limited Control Run-of-River Hydro Resource: A Generator above 1 MW in size that has
demonstrated to the satisfaction of the ISO that its Energy production depends directly on river
flows over which it has limited control and that such dependence precludes accurate prediction
of the facility’s real-time output.
Limited Customer: An entity that is not a Customer but which qualifies to participate in the
ISO’s Emergency Demand Response Program by complying with Limited Customer
requirements set forth in the ISO Procedures.
Limited Energy Storage Resource (“LESR”): A Generator authorized to offer Regulation
Service only and characterized by limited Energy storage, that is, the inability to sustain
continuous operation at maximum Energy withdrawal or maximum Energy injection for a
minimum period of one hour. LESRs must bid as ISO-Committed Flexible Resources.
Limited Energy Storage Resource (“LESR”) Energy Management: Real-time Energy
injections or withdrawals scheduled by the ISO to manage the Energy storage capacity of a
Limited Energy Storage Resource, pursuant to ISO Procedures, for the purpose of maximizing
the Capacity bid as available for Regulation Service from such Resource.
Linden VFT Scheduled Line: A transmission facility that interconnects the NYCA to the PJM
Interconnection, L.L.C. Control Area in Linden, New Jersey.
LIPA Tax Exempt Bonds: Obligations issued by the Long Island Power Authority, the interest
on which is not included in gross income under the Internal Revenue Code.
Load : A term that refers to either a consumer of Energy or the amount of demand (MW) or
Energy (MWh) consumed by certain consumers.
Load Serving Entity ("LSE"): Any entity, including a municipal electric system and an electric
cooperative, authorized or required by law, regulatory authorization or requirement, agreement,
or contractual obligation to supply Energy, Capacity and/or Ancillary Services to retail
customers located within the NYCA, including an entity that takes service directly from the ISO
to supply its own Load in the NYCA.
Load Shedding: The systematic reduction of system demand by disconnecting Load in response
to a Transmission System or area Capacity shortage, system instability, or voltage control
considerations under the ISO OATT.
Load Zone: One (1) of eleven (11) geographical areas located within the NYCA that is bounded
by one (1) or more of the fourteen (14) New York State Interfaces.
Local Furnishing Bonds: Tax-exempt bonds issued by a Transmission Owner under an
agreement between the Transmission Owner and the New York State Energy Research and
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Development Authority (“NYSERDA”), or its successor, or by a Transmission Owner itself, and
pursuant to Section 142(f) of the Internal Revenue Code, 26 U.S.C. § 142(f).
Local Generator: A resource operated by or on behalf of a Load that is either: (i) not
synchronized to a local distribution system; or (ii) synchronized to a local distribution system
solely in order to support a Load that is equal to or in excess of the resource’s Capacity. Local
Generators supply Energy only to the Load they are being operated to serve and do not supply
Energy to the distribution system.
Locality: A single LBMP Load Zone or set of adjacent LBMP Load Zones within one
Transmission District or a set of adjacent Transmission Districts (or a portion of a Transmission
District(s)) within which a minimum level of Installed Capacity must be maintained, and as
specifically identified in this subsection to mean (1) Load Zone J and (2) Load Zone K.
Local Reliability Rule: A Reliability Rule established by a Transmission Owner, and adopted
by the NYSRC, to meet specific reliability concerns in limited areas of the NYCA, including
without limitation, special conditions and requirements applicable to nuclear plants and special
requirements applicable to the New York City metropolitan area.
Locational Based Marginal Pricing (“LBMP”): The price of Energy at each location in the
NYS Transmission System as calculated pursuant to Section 17 Attachment B of this Services
Tariff.
Locational Minimum Installed Capacity Requirement: The portion of the NYCA Minimum
Installed Capacity Requirement provided by Capacity Resources that must be electrically located
within a Locality (including those combined with, or possess an approved Unforced Capacity
Deliverability Right except for rights returned in an annual election to the ISO in accordance
with ISO Procedures,) in order to ensure that sufficient Energy and Capacity are available in that
Locality and that appropriate reliability criteria are met.
Locational Minimum Unforced Capacity Requirement: The Unforced Capacity equivalent of
the Locational Minimum Installed Capacity Requirement.
Long Island (“L.I.”): An electrical area comprised of Load Zone K, as identified in the ISO
Procedures.
Lost Opportunity Cost: The foregone profit associated with the provision of Ancillary Services,
which is equal to the product of: (1) the difference between (a) the Energy that a Generator could
have sold at the specific LBMP and (b) the Energy sold as a result of reducing the Generator’s
output to provide an Ancillary Service under the directions of the ISO; and (2) the LBMP
existing at the time the Generator was instructed to provide the Ancillary Service, less the
Generator’s Energy bid for the same MW segment.
LSE Unforced Capacity Obligation: The amount of Unforced Capacity that each NYCA LSE
must obtain for an Obligation Procurement Period as determined by the ICAP Demand Curve for
the NYCA, the New York City Locality, and/or the Long Island Locality, as applicable, for each
ICAP Spot Market Auction. The amount includes, at a minimum, each LSE’s share of the
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NYCA Minimum Unforced Capacity Requirement and the Locational Minimum Unforced
Capacity Requirement, as applicable.
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2.21

Definitions - U

Unforced Capacity: The measure by which Installed Capacity Suppliers will be rated, in
accordance with formulae set forth in the ISO Procedures, to quantify the extent of their
contribution to satisfy the NYCA Installed Capacity Requirement, and which will be used to
measure the portion of that NYCA Installed Capacity Requirement for which each LSE is
responsible.
Unforced Capacity Deliverability Rights: Unforced Capacity Deliverability Rights (“UDRs”)
are rights, as measured in MWs, associated with new incremental controllable transmission
projects that provide a transmission interface to a NYCA Locality (i.e., an area of the NYCA in
which a minimum amount of Installed Capacity must be maintained). When combined with
Unforced Capacity which is located in an External Control Area or non-constrained NYCA
region either by contract or ownership, and which is deliverable to the NYCA interface in the
Locality in whichwith the UDR transmission facility is electrically located, UDRs allow such
Unforced Capacity to be treated as if it were located in the NYCA Locality, thereby contributing
to an LSE’s Locational Minimum Installed Capacity Requirement. To the extent the NYCA
interface is with an External Control Area the Unforced Capacity associated with UDRs must be
deliverable to the Interconnection Point.
UCAP Component: A component of the Operating Requirement, calculated in accordance with
Section 26.4.2 of Attachment K to this Services Tariff.
Unrated Customer: A Customer that does not currently have a senior long-term unsecured debt
rating or issuer rating from Standard & Poor’s, Moody’s, Fitch, or Dominion, and that has not
received an ISO Equivalency Rating.
Unsecured Credit: A basis for satisfying part of a Customer’s Operating Requirement on the
basis of the Customer’s creditworthiness. The amount of a Customer’s Unsecured Credit shall
be determined in accordance with Section 26.5 of Attachment K to this Services Tariff.
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5.11

Requirements Applicable to LSEs

5.11.1

Allocation of the NYCA Minimum Unforced Capacity Requirement
Each Transmission Owner and each municipal electric utility will submit to the ISO, for

its review pursuant to mutually agreed upon procedures which shall be described in the ISO
Procedures, the weather-adjusted Load within its Transmission District during the hour in which
actual Load in the NYCA was highest (the “NYCA peak Load”) for the current Capability Year.
(Municipal electric utilities may elect not to submit weather-adjusted data, in which case,
weather adjustments shall be performed per ISO procedures. The ISO shall use these data to
determine the Adjusted Actual Load at the time of the NYCA peak Load for each Transmission
District and municipal electric utility pursuant to ISO Procedures, which shall ensure that
transmission losses and the effects of demand reduction programs are treated in a consistent
manner and that all weather normalization procedures meet a minimum criterion described in the
ISO Procedures. Each Transmission District or municipal electric utility Load forecast
coincident with the NYCA peak shall be the product of that Transmission District or municipal
electric utility’s Adjusted Actual Load at the time of the NYCA peak Load multiplied by one
plus the regional Load growth factor for that Transmission District or municipal electric utility
developed pursuant to Section 5.10 of this Tariff. After calculating each Transmission District or
municipal electric utility Load forecast, if the ISO determines that an Adjusted Actual Load
determined for a Transmission District or municipal electric utility does not reflect reasonable
expectations of what Load might reasonably have been expected to occur in that Transmission
District or area served by that municipal electric utility in that Capability Year, after taking into
consideration the adjustments to account for weather normalization, transmission losses and
demand response programs that are described in the ISO Procedures, the ISO Procedures shall
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also authorize the ISO to substitute its own measures of Adjusted Actual Load for that
Transmission District or area serviced by that municipal electric utility in this calculation, subject
to the outcome of dispute resolution procedures if invoked. The ISO’s measure of Adjusted
Actual Load shall be binding unless otherwise determined as the result of dispute resolution
procedures that may be invoked. Each Transmission Owner must also submit aggregate
Adjusted Load data, coincident with the NYCA peak hour, for all customers served by each LSE
active within its Transmission District. The aggregate Load data may be derived from direct
meters or Load profiles of the customers served. Each Transmission Owner shall be required to
submit such forecasts and aggregate peak Load data in accordance with the ISO Procedures.
Each municipal electric utility may choose to submit its peak Load forecast based on the
Transmission District’s peak Load forecast provided by a Transmission Owner or to provide its
own. Any disputes arising out of the submittals required in this paragraph shall be resolved
through the Expedited Dispute Resolution Procedures set forth in Section 5.17 of this Tariff.
All aggregate Load data submitted by a Transmission Owner must be accompanied by
documentation indicating that each affected LSE has been provided the data regarding the
assignment of customers to the affected LSE. Any disputes between LSEs and Transmission
Owners regarding such data or assignments shall be resolved through the Expedited Dispute
Resolution Procedures set forth in Section 5.17 of this Tariff, or the Transmission Owner’s retail
access procedures, as applicable.
The ISO shall allocate the NYCA Minimum Unforced Capacity Requirement among all
LSEs serving Load in the NYCA prior to the beginning of each Capability Year. It shall then
adjust the NYCA Minimum Unforced Capacity Requirement and reallocate it among LSEs
before each Winter Capability Period as necessary to reflect changes in the factors used to
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translate ICAP requirements into Unforced Capacity requirements. Each LSE’s share of the
NYCA Minimum Unforced Capacity Requirement will equal the product of: (i) the NYCA
Minimum Installed Capacity Requirement as translated into a NYCA Minimum Unforced
Capacity Requirement; and (ii) the ratio of the sum of the Load forecasts coincident with the
NYCA peak Load for that LSE’s customers in each Transmission District to the NYCA peak
Load forecast.
Each LSE Unforced Capacity Obligation will equal the product of (i) the ratio of that
LSE’s share of the NYCA Minimum Unforced Capacity Requirement to the total NYCA
Minimum Unforced Capacity Requirement and (ii) the total of all of the LSE Unforced Capacity
Obligations for the NYCA established by the ICAP Spot Market Auction. The LSE Unforced
Capacity Obligation will be determined in each Obligation Procurement Period by the ICAP
Spot Market Auction, in accordance with the ISO Procedures. Each LSE will be responsible for
acquiring sufficient Unforced Capacity to satisfy its LSE Unforced Capacity Obligations. LSEs
with Load in more than one Locality will have an LSE Unforced Capacity Obligation for each
Locality.
Prior to the beginning of each Capability Period, Transmission Owners shall submit the
required Load-shifting information to the ISO and to each LSE affected by the Load-shifting, in
accordance with the ISO Procedures. In the event that there is a pending dispute regarding a
Transmission Owner’s forecast, the ISO shall nevertheless establish each LSE’s portion of the
NYCA Minimum Unforced Capacity Requirement applicable at the beginning of each Capability
Period in accordance with the schedule established in the ISO Procedures, subject to possible
adjustments that may be required as a result of resolution of the dispute through the Expedited
Dispute Resolution Procedures set forth in Section 5.17 of this Tariff.
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Each month, as Transmission Owners report customers gained and lost by LSEs through
Load-shifting, the ISO will adjust each LSE’s portion of the NYCA Minimum Unforced
Capacity Requirement such that (i) the total Transmission District Installed Capacity requirement
remains constant and (ii) an individual LSE’s allocated portion reflects the gains and losses. If
an LSE loses a customer as a result of that customer leaving the Transmission District, the
Load-losing LSE shall be relieved of its obligation to procure Unforced Capacity to cover the
Load associated with the departing customer as of the date that the customer’s departure is
accepted by the ISO and shall be free to sell any excess Unforced Capacity. In addition, when a
customer leaves the Transmission District, the ISO will adjust each LSE’s portion of the NYCA
Minimum Unforced Capacity Requirement so that the total Transmission District’s share of the
NYCA Minimum Unforced Capacity Requirement remains constant.
5.11.2

LSE Obligations
Each LSE must procure Unforced Capacity in an amount equal to its LSE Unforced

Capacity Obligation from any Installed Capacity Supplier through Bilateral Transactions with
purchases in ISO-administered Installed Capacity auctions, by self-supply from qualified
sources, or by a combination of these methods. Each LSE must certify the amount of Unforced
Capacity it has or has obtained prior to the beginning of each Obligation Procurement Period by
submitting completed Installed Capacity certification forms to the ISO by the date specified in
the ISO Procedures. The Installed Capacity certification forms submitted by the LSEs shall be in
the format and include all the information prescribed by the ISO Procedures.
All LSEs shall participate in the ICAP Spot Market Auction pursuant to Section 5.14.1 of
this Tariff.
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5.11.3

Load-Shifting Adjustments
The ISO shall account for Load-shifting among LSEs each month using the best available

information provided to it and the affected LSEs by the individual Transmission Owners. The
ISO shall, upon notice of Load-shifting by a Transmission Owner and verification by the
relevant Load-losing LSE, increase the Load-gaining LSE’s LSE Unforced Capacity Obligation,
as applicable, and decrease the Load-losing LSE’s LSE Unforced Capacity Obligation, as
applicable, to reflect the Load-shifting.
The Load-gaining LSE shall pay the Load-losing LSE an amount, pro-rated on a daily
basis, based on the Market-Clearing Price of Unforced Capacity determined in the most recent
previous applicable ICAP Spot Market Auction until the first day of the month after the nearest
following Monthly Installed Capacity Auction is held. The amount paid by a Load-gaining LSE
shall reflect any portion of the Load-losing LSE’s LSE Unforced Capacity Obligation that is
attributable to the shifting Load for the applicable Obligation Procurement Period, in accordance
with the ISO Procedures. In addition, the amount paid by a Load-gaining LSE shall be reduced
by the Load-losing LSE’s share of any rebate associated with the lost Load paid pursuant to
Section 5.15 of this Tariff.
Each Transmission Owner shall report to the ISO and to each LSE serving Load in its
Transmission District the updated, aggregated LSE Loads with documentation in accordance
with and by the date set forth in the ISO Procedures. The ISO shall reallocate a portion of the
NYCA Minimum Unforced Capacity Requirement and the Locational Minimum Unforced
Capacity Requirement, as applicable, to each LSE for the following Obligation Procurement
Period, which shall reflect all documented Load-shifts as of the end of the current Obligation
Procurement Period. Any disputes among Market Participants concerning Load-shifting shall be
resolved through the Expedited Dispute Resolution Procedures set forth in Section 5.17 of this
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Tariff, or the Transmission Owner’s retail access procedures, as applicable. In the event of a
pending dispute concerning a Load-shift, the ISO shall make its Obligation Procurement Period
Installed Capacity adjustments as if the Load-shift reported by the Transmission Owners had
occurred, or if the dispute pertains to the timing of a Load-shift, as if the Load-shift occurred on
the effective date reported by the Transmission Owner, but will retroactively modify these
allocations, as necessary, based on determinations made pursuant to the Expedited Dispute
Resolution Procedures set forth in Section 5.17 of this Tariff, or the Transmission Owner’s retail
access procedures, as applicable.
5.11.4

LSE Locational Minimum Installed Capacity Requirements
The ISO will determine the Locational Minimum Installed Capacity Requirements, stated

as a percentage of the Locality’s forecasted Capability Year peak Load and expressed in
Unforced Capacity terms, that shall be uniformly applicable to each LSE serving Load within a
Locality. In establishing Locational Minimum Installed Capacity Requirements, the ISO will
take into account all relevant considerations, including the total NYCA Minimum Installed
Capacity Requirement, the NYS Power System transmission Interface Transfer Capability, the
election by the holder of rights to UDRs that can provide Capacity from an External Control
Area with a capability year start date that is different than the corresponding ISO Capability Year
start date (“dissimilar capability year”), the Reliability Rules and any other FERC-approved
Locational Minimum Installed Capacity Requirements.
The Installed Capacity Supplier holding rights to UDRs from an External Control Area
with a dissimilar capability year shall have one opportunity for a Capability Year in which the
Scheduled Line will first be used to offer Capacity associated with the UDRs, to elect that the
ISO determine Locational Minimum Installed Capacity Requirements without a quantity of MW
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from the UDRs for the first month in the Capability Year, and with the same quantity of MW as
Unforced Capacity for the remaining months, in each case (a) consistent with and as
demonstrated by a contractual arrangement to utilize the UDRs to import the quantity of MW of
Capacity into a Locality, and (b) in accordance with ISO Procedures (a “capability year
adjustment election”). If there is more than one Installed Capacity Supplier holding rights to
UDRs concurrently, an Installed Capacity Supplier’s election pursuant to the preceding sentence
(x) shall be binding on the entity to which the NYISO granted the UDRs up to the quantity of
MW to which the Installed Capacity Supplier holds rights, and a subsequent assignment of these
UDRs to another rights holder will not create the option for another one-time election by the new
UDR rights holder, and (y) shall not affect the right another Installed Capacity Supplier may
have to make an election. The right to make an election shall remain unless and until an election
has been made by one or more holders of rights to the total quantity of MW corresponding to the
UDRs. Absent this one-time election, the UDRs shall be modeled consistently for all months in
each Capability Year as elected by the UDR rights holder in its notification to the ISO in
accordance with ISO Procedures. Upon such an election, the ISO shall determine the Locational
Minimum Unforced Capacity Requirement (i) for the first month of the Capability Year without
the quantity of MW of Capacity associated with the UDRs, and (ii) for the remaining eleven
months as Unforced Capacity. After the Installed Capacity Supplier has made its one-time
election for a quantity of MW, the quantity of MW associated with the UDRs held by the
Installed Capacity Supplier shall be modeled consistently for all months in any future Capability
Period.
The Locational Minimum Unforced Capacity Requirement represents a minimum level of
Unforced Capacity that must be secured by LSEs in the NYCA each Localityies in which it has
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Load for each Obligation Procurement Period. The Locational Minimum Unforced Capacity
Requirement for each Locality shall equal the product of the Locational Minimum Installed
Capacity Requirement for a given Locality (with or without the UDRs if there is a capability year
adjustment election by a rights holder) and the ratio of (1) the total amount of Unforced Capacity
that the specified Resources are qualified to provide (with or without the UDRs associated with
dissimilar capability periods, as so elected by the rights holder) during each month in the
Capability Period, as of the time the Locational Minimum Unforced Capacity Requirement is
determined as specified in ISO Procedures, to (2) the sum of the DMNCs used to determine the
Unforced Capacities of such Resources for such Capability Period (with or without the DMNCs
associated with the UDRs, as so elected by the rights holder). The foregoing calculation shall be
determined using the Resources in the given Locality in the most recent final version of the
ISO’s annual Load and Capacity Data Report, with the addition of Resources commencing
commercial operation since completion of that report and the deletion of Resources with
scheduled or planned retirement dates before or during such Capability Period. Under the
provisions of this Services Tariff and the ISO Procedures, each LSE will be obligated to procure
its LSE Unforced Capacity Obligation. The LSE Unforced Capacity Obligation will be
determined for each Obligation Procurement Period by the ICAP Spot Market Auction, in
accordance with the ISO Procedures.
Qualified Resources will have the opportunity to supply amounts of Unforced Capacity to
meet the LSE Unforced Capacity Obligation as established by the ICAP Spot Market Auction.
To be counted towards the locational component of the LSE Unforced Capacity
Obligation, Unforced Capacity owned by the holder of UDRs or contractually combined with
UDRs must be deliverable to the NYCA interface with the UDR transmission facility pursuant to
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NYISO requirements and consistent with the election of the holder of the rights to the UDRs set
forth in this Section.
In addition, any Customer that purchases Unforced Capacity associated with any
generation that is subject to capacity market mitigation measures in an ISO-administered auction
may not resell that Unforced Capacity in a subsequent auction at a price greater than the annual
mitigated price cap, as applied in accordance with the ISO Procedures in accordance with
Sections 5.13.2, 5.13.3, and 5.14.1 of this Tariff. The ISO shall inform Customers that purchase
Unforced Capacity in an ISO-administered auction of the amount of Unforced Capacity they
have purchased that is subject to capacity market mitigation measures.
The ISO shall have the right to audit all executed Installed Capacity contracts and related
documentation of arrangements by an LSE to use its own generation to meet its Locational
Minimum Installed Capacity Requirement for an upcoming Obligation Procurement Period.
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5.12

Requirements Applicable to Installed Capacity Suppliers

5.12.1

Installed Capacity Supplier Qualification Requirements
In order to qualify as an Installed Capacity Supplier in the NYCA, each generator and

merchant transmission facility interconnected to the New York State Transmission System must,
commencing with the 2009 Summer Capability Period, have elected Capacity Resource
Interconnection Service and been found deliverable, or must have been grandfathered as
deliverable, pursuant to the applicable provisions of Attachment X, Attachment Z and
Attachment S to the ISO OATT. In addition, to qualify as an Installed Capacity Supplier in the
NYCA, Energy Limited Resources, Generators, Installed Capacity Marketers, Intermittent Power
Resources, Limited Control Run-of-River Hydro Resources and System Resources rated 1 MW
or greater, other than External System Resources and Control Area System Resources which
have agreed to certain Curtailment conditions as set forth in the last paragraph of Section 5.12.1
below, Responsible Interface Parties, existing municipally-owned generation, Energy Limited
Resources, and Intermittent Power Resources, to the extent those entities are subject to the
requirements of Section 5.12.11 of this Tariff, shall:
5.12.1.1

provide information reasonably requested by the ISO including the name

and location of Generators, and System Resources;
5.12.1.2

in accordance with the ISO Procedures, perform DMNC tests and submit

the results to the ISO, or provide to the ISO appropriate historical production data;
5.12.1.3

abide by the ISO Generator maintenance coordination procedures;

5.12.1.4

provide the expected return date from any outages (including partial

outages) to the ISO;
5.12.1.5

in accordance with the ISO Procedures,
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5.12.1.5.1

provide documentation demonstrating that it will not use the same

Unforced Capacity for more than one (1) buyer at the same time;, and
5.12.1.5.2

in the event that the Installed Capacity Supplier supplies more Unforced

Capacity than it is qualified to supply in any specific month (i.e., is short on
Capacity), documentation that it has procured sufficient Unforced Capacity to
cover this shortfall.
5.12.1.6

except for Installed Capacity Marketers and Intermittent Power Resources

that depend upon wind or solar as their fuel, Bid into the Day-Ahead Market,
unless the Energy Limited Resource, Generator, Limited Control Run-of-River
Hydro Resource or System Resource is unable to do so due to an outage as
defined in the ISO Procedures or due to temperature related de-ratings.
Generators may also enter into the MIS an upper operating limit that would define
the operating limit under normal system conditions. The circumstances under
which the ISO will direct a Generator to exceed its upper operating limit are
described in the ISO Procedures;
5.12.1.7

provide Operating Data in accordance with Section 5.12.5 of this Tariff;

5.12.1.8

provide notice to the ISO, prior to the commencement of the Annual

Transmission Reliability Assessment on March 1, of any transfers of
deliverability rights to be carried out pursuant to Sections 25.9.4 - 25.9.6 of
Attachment S to the ISO OATT;
5.12.1.9

comply with the ISO Procedures;

5.12.1.10

when the ISO issues a Supplemental Resource Evaluation request (an

SRE), Bid into the in-day market unless the entity has a bid pending in the Real-

$

Time Market when the SRE request is made or is unable to bid in response to the
SRE request due to an outage as defined in the ISO Procedures, or due to other
operational issues, or due to temperature related deratings; and
5.12.1.11

Installed Capacity Suppliers located East of Central-East shall Bid in the

Day-Ahead and Real-Time Markets all Capacity available for supplying
10-Minute Non-Synchronized Reserve (unless the Generator is unable to meet its
commitment because of an outage as defined in the ISO Procedures), except for
the Generators described in Subsections 5.12.1.11.1, 5.12.1.11.2 and 5.12.1.11.3
below:
5.12.1.11.1

Generators providing Energy under contracts executed and effective on or

before November 18, 1999 (including PURPA contracts) in which the power
purchasers do not control the operation of the supply source but would be
responsible for penalties for being off-schedule, with the exception of Generators
under must-take PURPA contracts executed and effective on or before
November 18, 1999, who have not provided telemetering to their local TO and
historically have not been eligible to participate in the NYPP market, which will
continue to be treated as TO Load modifiers under the ISO-administered markets;
5.12.1.11.2

Existing topping turbine Generators and extraction turbine Generators

producing Energy resulting from the supply of steam to the district steam system
located in New York City (LBMP Zone J) in operation on or before November
18, 1999 and/or topping or extraction turbine Generators used in replacing or
repowering steam supplies from such units (in accordance with good engineering
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and economic design) that cannot follow schedules, up to a maximum total of 499
MW of such units; and
5.12.1.11.3

Units that have demonstrated to the ISO that they are subject to

environmental, contractual or other legal or physical requirements that would
otherwise preclude them from providing 10-Minute NSR.
The ISO shall inform each potential Installed Capacity Supplier that is required to submit
DMNC data of its approved DMNC ratings for the Summer Capability Period and the Winter
Capability Period in accordance with the ISO Procedures.
Requirements to qualify as Installed Capacity Suppliers for External System Resources
and Control Area System Resources located in External Control Areas that have agreed not to
Curtail the Energy associated with such Installed Capacity or to afford it the same Curtailment
priority that it affords its own Control Area Load shall be established in the ISO Procedures.
External Installed Capacity not associated with UDRs, including capacity associated with
External CRIS Rights, Grandfathered External Installed Capacity Agreements listed in
Attachment E of the ISO Installed Capacity Manual, the Existing Transmission Capacity for
Native Load listed for New York State Electric & Gas Corporation in Table 3 of Attachment L to
the ISO OATT, Import Rights, and External System Resources, is only qualified to satisfy a
NYCA Minimum Unforced Capacity Requirement and is not eligible to satisfy a Locational

Minimum Installed Capacity Requirement.
Not later than 30 days prior to each ICAP Spot Market Auction, each Market Participant
that may make offers to sell Unforced Capacity in such auction shall submit information to the
ISO, in accordance with ISO Procedures and in the format specified by the ISO that identifies
each Affiliated Entity, as that term is defined in Section 23.2.1 of Attachment H of the Services
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Tariff, of the Market Party or with which the Market Party is an Affiliated Entity. The names of
entities that are Affiliated Entities shall not be treated as Confidential Information, but such
treatment may be requested for the existence of an Affiliated Entity relationship. The
information submitted to the ISO shall identify the nature of the Affiliated Entity relationship by
the applicable category specified in the definition of “Affiliated Entity” in Section 23.2.1 of
Attachment H of the Services Tariff.

5.12.2

Additional Provisions Applicable to External Installed Capacity Suppliers

Terms in this Section 5.12.2 not defined in the Services Tariff have the meaning set forth
in the OATT.
5.12.2.1

Provisions Addressing the Applicable External Control Area.

External Generators, External System Resources, and Control Area System Resources
qualify as Installed Capacity Suppliers if they demonstrate to the satisfaction of the NYISO that
the Installed Capacity Equivalent of their Unforced Capacity is deliverable to the NYCA or, in
the case of an entity using a UDR to meet a Locational Minimum Installed Capacity
Requirement, to the NYCA interface associated with that UDR transmission facility and will not
be recalled or curtailed by an External Control Area to satisfy its own Control Area Loads, or, in
the case of Control Area System Resources, if they demonstrate that the External Control Area
will afford the NYCA Load the same curtailment priority that they afford their own Control Area
Native Load Customers. The amount of Unforced Capacity that may be supplied by such entities
qualifying pursuant to the alternative criteria may be reduced by the ISO, pursuant to ISO
Procedures, to reflect the possibility of curtailment. External Installed Capacity associated with
Import Rights or UDRs is subject to the same deliverability requirements applied to Internal
Installed Capacity Suppliers associated with UDRs.
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5.12.2.2

Additional Provisions Addressing Internal Deliverability and Import
Rights.

In addition to the provisions contained in Section 5.12.2.1 above, External Installed
Capacity not associated with UDRs or External CRIS Rights will be subject to the deliverability
test in Section 25.7.8 and 25.7.9 of Attachment S to the ISO OATT. The deliverability of
External Installed Capacity not associated with UDRs or External CRIS Rights will be evaluated
annually as a part of the process that sets import rights for the upcoming Capability Year, to
determine the amount of External Installed Capacity that can be imported to the New York
Control Area across any individual External Interface and across all of those External Interfaces,
taken together. The External Installed Capacity deliverability test will be performed using the
ISO’s forecast, for the upcoming Capability Year, of New York Control Area CRIS resources,
transmission facilities, and load. Under this process (i) Grandfathered External Installed
Capacity Agreements listed in Attachment E of the ISO Installed Capacity Manual, and (ii) the
Existing Transmission Capacity for Native Load listed for New York State Electric & Gas
Corporation in Table 3 of Attachment L to the ISO OATT, will be considered deliverable within
the Rest of State. Additionally, 1090 MW of imports made over the Quebec (via Chateauguay)
Interface will be considered to be deliverable until the end of the 2010 Summer Capability
Period.
The import limit set for External Installed Capacity not associated with UDRs or External
CRIS Rights will be set no higher than the amount of imports deliverable into Rest of State that
(i) would not increase the LOLE as determined in the upcoming Capability Year IRM consistent
with Section 2.7 of the NYISO Installed Capacity Manual, “Limitations on Unforced Capacity
Flow in External Control Areas,” (ii) are deliverable within the Rest of State Capacity Region
where the External Interface is located when evaluated with the New York Control Area CRIS
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resources and External CRIS Rights forecast for the upcoming Capability Year, and (iii) would
not degrade the transfer capability of any Other Interface by more than the threshold identified in
Section 25.7.9 of Attachment S to the ISO OATT. Import limits set for External Installed
Capacity will reflect the modeling of awarded External CRIS rights, but the awarded External
CRIS rights will not be adjusted as part of import limit-setting process. Procedures for
qualifying selling, and delivery of External Installed Capacity are detailed in the Installed
Capacity Manual.
Until the grandfathered import rights over the Quebec (via Chateauguay) Interface expire
at the end of the 2010 Summer Capability Period, the 1090 MW of grandfathered import rights
will be made available on a first-come, first-served basis pursuant to ISO Procedures. Any of the
grandfathered import rights over the Quebec (via Chateauguay) Interface not utilized for a
Capability Period will be made available to other external resources for that Capability Period,
pursuant to ISO Procedures, to the extent the unutilized amount is determined to be deliverable.
Additionally, any of the Existing Transmission Capacity for Native Load listed for New
York State Electric & Gas Corporation not utilized by New York State Electric & Gas
Corporation for a Capability Period will be made available to other external resources for that
Capability Period, pursuant to ISO procedures, to the extent the unutilized amount is determined
to be deliverable within the Rest of State Capacity Region.
LSEs with External Installed Capacity as of the effective date of this Tariff will be
entitled to designate External Installed Capacity at the same NYCA Interface with another
Control Area, in the same amounts in effect on the effective date of this Tariff. To the extent
such External Installed Capacity corresponds to Existing Transmission Capacity for Native Load
as reflected in Table 3 of Attachment L to the ISO OATT, these External Installed Capacity
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rights will continue without term and shall be allocated to the LSE’s retail access customers in
accordance with the LSE’s retail access program on file with the PSC and subject to any
necessary filings with the Commission. External Installed Capacity rights existing as of
September 17, 1999 that do not correspond to Table 3 of Attachment L to the ISO OATT shall
survive for the term of the relevant External Installed Capacity contract or until the relevant
External Generator is retired.
5.12.2.3

One-Time Conversion of Grandfathered Quebec (via Chateauguay)
Interface Rights.

An entity can request to convert a specified number of MW, up to 1090 MW over the
Quebec External Interface (via Chateauguay), into External CRIS Rights by making either a
Contract Commitment or Non-Contract Commitment that satisfies the requirements of
Section 25.7.11.1 of Attachment S to the ISO OATT. The converted number of MW will not be
subject to further evaluation for deliverability within a Class Year Deliverability Study under
Attachment S to the ISO OATT, as long as the External CRIS Rights are in effect.
5.12.2.3.1

The External CRIS Rights awarded under this conversion process will first

become effective for the 2010-2011 Winter Capability Period.
5.12.2.3.2

Requests to convert these grandfathered rights must be received by the

NYISO on or before 5:00 pm Eastern Time on February 1, 2010, with the
following information: (a) a statement that the entity is electing to convert by
satisfying the requirements of a Contract Commitment or a Non-Contract
Commitment in accordance with Section 25.7.11.1 of Attachment S to the ISO
OATT; (b) the length of the commitment in years; (c) for the Summer Capability
Period, the requested number of MW; (d) for the Winter Capability Period, the
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Specified Winter Months, if any, and the requested number of MW; and (e) a
minimum number of MW the entity will accept if granted (“Specified Minimum”)
for the Summer Capability Period and for all Specified Winter Months, if any.
5.12.2.3.3

An entity cannot submit one or more requests to convert in the aggregate

more than 1090 MW in any single month.
5.12.2.3.4

If requests to convert that satisfy all other requirements stated herein are

equal to or less than the 1090 MW limit, all requesting entities will be awarded
the requested number of MW of External CRIS Rights. If conversion requests
exceed the 1090 MW limit, the NYISO will prorate the allocation based on the
weighted average of the requested MW times the length of the
contract/commitment (LH number of Summer Capability Periods) in accordance
with the following formula:
Rights allocated to entity i = 1090 * (MWi * contract/commitment lengthi)
ͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲͲ
6 (MWj * contract/commitment lengthj)
j
j = l,…# entities requesting import rights

In the formula, contract/commitment length means the lesser of the requested
contract/commitment length and twenty (20) years. The NYISO will perform
separate calculations for the Summer and Winter Capability Periods. The NYISO
will determine whether the prorated allocated number of MW for any requesting
entity is less than the entity’s Specified Minimum. If any allocation is less, the
NYISO will remove such request(s) and recalculate the prorated allocations
among the remaining requesting entities using the above formula. This process
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will continue until the prorated allocation meets or exceeds the specified
minimum for all remaining requests.
5.12.2.3.5

Any portion of the previously grandfathered 1090 MW not converted

through this process will no longer be grandfathered from deliverability.
Previously grandfathered rights converted to External CRIS Rights but then
terminated will no longer be grandfathered from deliverability.
5.12.2.4

Offer Cap Applicable to Certain External CRIS Rights.

Notwithstanding any other capacity mitigation measures or obligations that may apply,
the offers of External Installed Capacity submitted pursuant to a Non-Contract Commitment, as
described in Section 25.7.11.1.2 of Attachment S of the ISO OATT, will be subject to an offer
cap in each month of the Summer Capability Period and for all Specified Winter Months. This
offer cap will be determined as the higher of:
5.12.2.4.1

1.1 times the price corresponding to all available Unforced Capacity

determined from the NYCA ICAP Demand Curve for that Period and for the
Capacity Region in which the Interface of entry is located; and
5.12.2.4.2

The most recent auction clearing price (a) in the External market

supplying the External Installed Capacity, if any, and if none, then the most recent
auction clearing price in an External market to which the capacity may be
wheeled, less (b) any transmission reservation costs in the External market
associated with providing the Installed Capacity, in accordance with ISO
Procedures.
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5.12.3

Installed Capacity Supplier Outage Scheduling Requirements
All Installed Capacity Suppliers, except for Control Area System Resources and

Responsible Interface Parties, that intend to supply Unforced Capacity to the NYCA shall submit
a confidential notification to the ISO of their proposed outage schedules in accordance with the
ISO Procedures. Transmission Owners will be notified of these and subsequently revised outage
schedules. Based upon a reliability assessment, if Operating Reserve deficiencies are projected
to occur in certain weeks for the upcoming calendar year, the ISO will request voluntary
rescheduling of outages. In the case of Generators actually supplying Unforced Capacity to the
NYCA, if voluntary rescheduling is ineffective, the ISO will invoke forced rescheduling of their
outages to ensure that projected Operating Reserves over the upcoming year are adequate.
A Generator that refuses a forced rescheduling of its outages for any unit shall be
prevented from supplying Unforced Capacity in the NYCA with that unit during any month
where it undertakes such outages. The rescheduling process is described in the ISO Procedures.
A Generator that intends to supply Unforced Capacity in a given month that did not
qualify as an Installed Capacity Supplier prior to the beginning of the Capability Period must
notify the ISO in accordance with the ISO Procedures so that it may be subject to forced
rescheduling of its proposed outages in order to qualify as an Installed Capacity Supplier. A
Supplier that refuses the ISO’s forced rescheduling of its proposed outages shall not qualify as an
Installed Capacity Supplier for that unit for any month during which it schedules or conducts an
outage.
Outage schedules for External System Resources and Control Area System Resources
shall be coordinated by the External Control Area and the ISO in accordance with the ISO
Procedures.
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5.12.4

Required Certification for Installed Capacity
(a)

Each Installed Capacity Supplier must confirm to the ISO, in accordance with
ISO Procedures that the Unforced Capacity it has certified has not been sold for
use in an External Control Area.

(b)

Each Installed Capacity Supplier holding rights to UDRs from an External
Control Area must confirm to the ISO, in accordance with ISO Procedures, that it
will not use as self-supply or offer, and has not sold, Installed Capacity associated
with the quantity of MW for which it has not made its one time capability
adjustment year election pursuant to Section 5.11.4.

5.12.5

Operating Data Reporting Requirements
To qualify as Installed Capacity Suppliers in the NYCA, Resources shall submit to the

ISO Operating Data in accordance with this Section 5.12.5 and the ISO Procedures. Resources
that do not submit Operating Data in accordance with the following subsections and the ISO
Procedures may be subject to the sanctions provided in Section 5.12.12.1 of this Tariff.
Resources that were not in operation on January 1, 2000 shall submit Operating Data to
the ISO no later than one month after such Resources commence commercial operation, and in
accordance with the ISO Procedures and the following subsections as applicable.
5.12.5.1

Generators, System Resources, Energy Limited Resources, Responsible
Interface Parties, Intermittent Power Resources, Limited Control Runof-River Hydro Resources and Municipally Owned Generation

To qualify as Installed Capacity Suppliers in the NYCA, Generators, External
Generators, System Resources, External System Resources, Energy Limited Resources,
Responsible Interface Parties, Intermittent Power Resources, Limited Control Run-of-River
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Hydro Resources and municipally owned generation or the purchasers of Unforced Capacity
associated with those Resources shall submit GADS Data, data equivalent to GADS Data, or
other Operating Data to the ISO in accordance with the ISO Procedures. Prior to the successful
implementation of a software modification that allows gas turbines to submit multiple bid points,
these units shall not be considered to be forced out for any hours that the unit was available at its
base load capability in accordance with the ISO Procedures. This section shall also apply to any
Installed Capacity Supplier, External or Internal, using UDRs to meet Locational Minimum
Installed Capacity Requirements.
5.12.5.2

Control Area System Resources

To qualify as Installed Capacity Suppliers in the NYCA, Control Area System Resources,
or the purchasers of Unforced Capacity associated with those Resources, shall submit CARL
Data and actual system failure occurrences data to the ISO each month in accordance with the
ISO Procedures.
5.12.5.3

Transmission Projects Granted Unforced Capacity Deliverability Rights

An owner of a transmission project that receives UDRs must, among other obligations,
submit outage data or other operational information in accordance with the ISO procedures to
allow the ISO to determine the number of UDRs associated with the transmission facility.
5.12.6

Operating Data Default Value and Collection
5.12.6.1

UCAP Calculations

The ISO shall calculate for each Resource the amount of Unforced Capacity that each
Installed Capacity Supplier is qualified to supply in the NYCA in accordance with formulae
provided in the ISO Procedures.
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The amount of Unforced Capacity that each Generator, System Resource, Energy
Limited Resource, Special Case Resource, and municipally-owned generation is authorized to
supply in the NYCA shall be based on the ISO’s calculations of individual Equivalent Demand
Forced Outage Rates. The amount of Unforced Capacity that each Control Area System
Resource is authorized to supply in the NYCA shall be based on the ISO’s calculation of each
Control Area System Resource’s availability. The amount of Unforced Capacity that each
Intermittent Power Resource is authorized to supply in the NYCA shall be based on the
NYISO’s calculation of the amount of capacity that the Intermittent Power Resource can reliably
provide during system peak Load hours in accordance with ISO Procedures. The amount of
Unforced Capacity that each Limited Control Run-of-River Hydro Resource is authorized to
provide in the NYCA shall be determined separately for Summer and Winter Capability Periods
as the rolling average of the hourly net Energy provided by each such Resource during the 20
highest NYCA integrated real-time load hours in each of the five previous Summer or Winter
Capability Periods, as appropriate, stated in megawatts.
The ISO shall calculate separate Summer and Winter Capability Period Unforced
Capacity values for each Generator, System Resource, Special Case Resource, Energy Limited
Resource, and municipally owned generation and update them periodically using a twelve-month
calculation in accordance with formulae provided in the ISO Procedures.
The ISO shall calculate separate Summer and Winter Capability Period Unforced
Capacity values for Intermittent Power Resources and update them seasonally as described in
ISO Procedures.
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5.12.6.2

Default Unforced Capacity

In its calculation of Unforced Capacity, the ISO shall deem a Resource to be completely
forced out for each month for which the Resource has not submitted its Operating Data in
accordance with Section 5.12.5 of this Tariff and the ISO Procedures. A Resource that has been
deemed completely forced out for a particular month may submit new Operating Data, for that
month, to the ISO at any time. The ISO will use such new Operating Data when calculating, in a
timely manner in accordance with the ISO Procedures, a Unforced Capacity value for the
Resource.
Upon a showing of extraordinary circumstances, the ISO retains the discretion to accept
at any time Operating Data which have not been submitted in a timely manner, or which do not
fully conform with the ISO Procedures.
5.12.6.3

Exception for Certain Equipment Failures

When a Generator, Special Case Resource, Energy Limited Resource, or System
Resource is forced into an outage by an equipment failure that involves equipment located on the
high voltage side of the electric network beyond the step-up transformer, and including such
step-up transformer, the outage will not be counted for purposes of calculating that Resource’s
Equivalent Demand Forced Outage Rate.
5.12.7

Availability Requirements
Subsequent to qualifying, each Installed Capacity Supplier shall, except as noted in

Section 5.12.11 of this Tariff, on a daily basis: (i) schedule a Bilateral Transaction; (ii) Bid
Energy in each hour of the Day-Ahead Market in accordance with the applicable provisions of
Section 5.12.1 of this Tariff; or (iii) notify the ISO of any outages. The total amount of Energy
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that an Installed Capacity Supplier schedules, bids, or declares to be unavailable on a given day
must equal or exceed the Installed Capacity Equivalent of the Unforced Capacity it supplies.
5.12.8

Unforced Capacity Sales
Each Installed Capacity Supplier will, after satisfying the deliverability requirements set

forth in the applicable provisions of Attachment X, Attachment Z and Attachment S to the ISO
OATT, be authorized to supply an amount of Unforced Capacity during each Obligation
Procurement Period, based on separate seasonal Unforced Capacity calculations performed by
the ISO for the Summer and Winter Capability Periods. Unforced Capacity may be sold in
six-month strips, or in monthly, or multi-monthly segments.
External Unforced Capacity (except External Installed Capacity associated with UDRs)
may only be offered into Capability Period Auctions or Monthly Auctions for the Rest of State,
and ICAP Spot Market Auctions for the NYCA, and may not be offered into a Locality for an
ICAP Auction. Bilateral Transactions which certify External Unforced Capacity using Import
Rights may not be used to satisfy a Locational Minimum Unforced Capacity Requirement.
If an Energy Limited Resource’s, Generator’s, System Resource’s or Control Area
System Resource’s DMNC rating is determined to have increased during an Obligation
Procurement Period, pursuant to testing procedures described in the ISO Procedures, the amount
of Unforced Capacity that it shall be authorized to supply in that or future Obligation
Procurement Periods shall also be increased on a prospective basis in accordance with the
schedule set forth in the ISO Procedures provided that it first has satisfied the deliverability
requirements set forth in the applicable provisions of Attachment X, Attachment Z and
Attachment S to the ISO OATT.
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New Generators and Generators that have increased their Capacity since the previous
Summer Capability Period due to changes in their generating equipment may, after satisfying the
deliverability requirements set forth in the applicable provisions of Attachment X, Attachment Z
and Attachment S to the ISO OATT, qualify to supply Unforced Capacity on a foregoing basis
during the Summer Capability Period based upon a DMNC test that is performed and reported to
the ISO after March 1 and prior to the beginning of the Summer Capability Period DMNC Test
Period. The Generator will be required to verify the claimed DMNC rating by performing an
additional test during the Summer DMNC Test Period. Any shortfall between the amount of
Unforced Capacity supplied by the Generator for the Summer Capability Period and the amount
verified during the Summer DMNC Test Period will be subject to deficiency charges pursuant to
Section 5.14.2 of this Tariff. The deficiency charges will be applied to no more than the
difference between the Generator’s previous Summer Capability Period Unforced Capacity and
the amount of Unforced Capacity equivalent the Generator supplied for the Summer Capability
Period.
New Generators and Generators that have increased their Capacity since the previous
Winter Capability Period due to changes in their generating equipment may, after satisfying the
deliverability requirements set forth in the applicable provisions of Attachment X, Attachment Z
and Attachment S to the ISO OATT, qualify to supply Unforced Capacity on a foregoing basis
during the Winter Capability Period based upon a DMNC test that is performed and reported to
the ISO after September 1 and prior to the beginning of the Winter Capability Period DMNC
Test Period. The Generator will be required to verify the claimed DMNC rating by performing
an additional test during the Winter Capability Period DMNC Test Period. Any shortfall
between the amount of Unforced Capacity certified by the Generator for the Winter Capability
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Period and the amount verified during the Winter Capability Period DMNC Test Period will be
subject to deficiency charges pursuant to Section 5.14.2 of this Tariff. The deficiency charges
will be applied to no more than the difference between the Generator’s previous Winter
Capability Period Unforced Capacity and the amount of Unforced Capacity equivalent the
Generator supplied for the Winter Capability Period.
Any Installed Capacity Supplier, except as noted in Section 5.12.11 of this ISO Services
Tariff, which fails on a daily basis to schedule, Bid, or declare to be unavailable in the DayAhead Market an amount of Unforced Capacity, expressed in terms of Installed Capacity
Equivalent, that it certified for that day, rounded down to the nearest whole MW, is subject to
sanctions pursuant to Section 5.12.12.2 of this Tariff. If an entity other than the owner of an
Energy Limited Resource, Generator, System Resource, or Control Area System Resource that is
providing Unforced Capacity is responsible for fulfilling bidding, scheduling, and notification
requirements, the owner and that entity must designate to the ISO which of them will be
responsible for complying with the scheduling, bidding, and notification requirements. The
designated bidding and scheduling entity shall be subject to sanctions pursuant to Section
5.12.12.2 of this ISO Services Tariff.
5.12.9

Sales of Unforced Capacity by System Resources
Installed Capacity Suppliers offering to supply Unforced Capacity associated with

Internal System Resources shall submit for each of their Resources the Operating Data and
DMNC testing data or historical data described in Sections 5.12.1 and 5.12.5 of this ISO
Services Tariff in accordance with the ISO Procedures. Such Installed Capacity Suppliers will
be allowed to supply the amount of Unforced Capacity that the ISO determines pursuant to the
ISO Procedures to reflect the appropriate Equivalent Demand Forced Outage Rate. Installed
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Capacity Suppliers offering to sell the Unforced Capacity associated with System Resources may
only aggregate Resources in accordance with the ISO Procedures.
5.12.10

Curtailment of External Transactions In-Hour

All Unforced Capacity that is not out of service, or scheduled to serve the Internal NYCA
Load in the Day-Ahead Market may be scheduled to supply Energy for use in External
Transactions provided, however, that such External Transactions shall be subject to Curtailment
within the hour, consistent with ISO Procedures. Such Curtailment shall not exceed the Installed
Capacity Equivalent committed to the NYCA.
5.12.11

Responsible Interface Parties, Municipally-Owned Generation, Energy
Limited Resources and Intermittent Power Resources

5.12.11.1 Responsible Interface Parties
Responsible Interface Parties may qualify as Installed Capacity Suppliers, without having
to comply with the daily bidding, scheduling, and notification requirements set forth in
Section 5.12.7 of this Tariff, if their Special Case Resources: (i) are available to operate for a
minimum of four (4) consecutive hours each day, at the direction of the ISO, except for those
subject to operating limitations established by environmental permits, which will not be required
to operate in excess of two (2) hours and which will be derated by the ISO pursuant to ISO
Procedures to account for the Load serving equivalence of the hours actually available, following
notice of the potential need to operate twenty-one (21) hours in advance if notification is
provided by 3:00 P.M. ET, or twenty-four (24) hours in advance otherwise, and a notification to
operate two (2) hours ahead; and (ii) were not operated as a Load modifier coincident with the
peak upon which the LSE Unforced Capacity Obligation of the LSE that serves that customer is
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based, unless that LSE’s LSE Unforced Capacity Obligation is adjusted upwards to prevent
double-counting.
Responsible Interface Parties supplying Unforced Capacity cannot offer the Demand
Reduction associated with such Unforced Capacity in the Emergency Demand Response
Program. A Resource with sufficient metering to distinguish MWs of Demand Reduction may
participate as a Special Case Resource and in the Emergency Demand Response Program
provided that the same MWs are not committed both as Unforced Capacity and to the
Emergency Demand Response Program.
The ISO will have discretion, pursuant to ISO Procedures, to exempt distributed
Generators that are incapable of starting in two (2) hours from the requirement to operate on two
(2) hours notification. Distributed Generators and Loads capable of being interrupted upon
demand, that are not available on certain hours or days will be derated by the ISO, pursuant to
ISO Procedures, to reflect the Load serving equivalence of the hours they are actually available.
Responsible Interface Parties must submit a Minimum Payment Nomination, in
accordance with ISO Procedures. The ISO may request Special Case Resource performance
from less than the total number of Special Case Resources within the NYCA or a Load Zone in
accordance with ISO Procedures.
Distributed Generators and Loads capable of being interrupted upon demand will be
required to comply with verification and validation procedures set forth in the ISO Procedures.
Such procedures will not require metering other than interval billing meters on customer Load or
testing other than DMNC or sustained disconnect, as appropriate, unless agreed to by the
customer, except that Special Case Resources not called to supply Energy in a Capability Period
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will be required to run a test once every Capability Period in accordance with the ISO
Procedures.
Unforced Capacity supplied in a Bilateral Transaction by a Special Case Resource
pursuant to this subsection may only be resold if the purchasing entity or the Installed Capacity
Marketer has agreed to become a Responsible Interface Party and comply with the ISO
notification requirements for Special Case Resources. LSEs and Installed Capacity Marketers
may become Responsible Interface Parties and aggregate Special Case Resources and sell the
Unforced Capacity associated with them in an ISO-administered auction if they comply with ISO
notification requirements for Special Case Resources.
Responsible Interface Parties that were requested to reduce Load in any month shall
submit performance data to the NYISO, within 75 days of each called event or test, in
accordance with ISO Procedures. Failure by a Responsible Interface Party to submit
performance data for any Special Case Resources required to respond to the event or test within
the 75-day limit will result in zero performance attributed to those Special Case Resources for
purposes of satisfying the Special Case Resource’s capacity obligation as well as for determining
energy payments. All performance data are subject to audit by the NYISO and its market
monitoring unit. If the ISO determines that it has made an erroneous payment to a Responsible
Interface Party, the ISO shall have the right to recover it either by reducing other payments to
that Responsible Interface Parties or by resolving the issue pursuant to other provisions of this
Services Tariff or other lawful means.
Provided the Responsible Interface Party supplies evidence of such reductions in 75 days,
the ISO shall pay the Responsible Interface Party that, through their Special Case Resources,
caused a verified Load reduction in response to (i) an ISO request to perform due to a forecast
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reserve shortage (ii) an ISO declared Major Emergency State, (iii) an ISO request to perform
made in response to a request for assistance for Load relief purposes or as a result of a Local
Reliability Rule, or (iv) a test called by the ISO, for such Load reduction, in accordance with ISO
Procedures. Subject to performance evidence and verification, in the case of a response pursuant
to clauses (i), (ii), of (iii) of this subsection, Suppliers that schedule Responsible Interface Parties
shall be paid the zonal Real-Time LBMP for the period of requested performance or four (4)
hours, whichever is greater, in accordance with ISO Procedures; provided, however, Special
Case Resource Capacity shall settle Demand Reductions, in the interval and for the capacity for
which Special Case Resource Capacity has been scheduled Day-Ahead to provide Operating
Reserves, Regulation Service or Energy, as being provided by a Supplier of Operating Reserves,
Regulation Service or Energy.
In the event that a Responsible Interface Party’s Minimum Payment Nomination for a
Special Case Resource, for the number of hours of requested performance or the minimum four
(4) hour period, whichever is greater, exceeds the LBMP revenue received, the Special Case
Resource will be eligible for a Bid Production Cost Guarantee to make up the difference, in
accordance with Section 4.23 of this Services Tariff and ISO Procedures; provided, however, the
ISO shall set to zero the Minimum Payment Nomination for Special Case Resource Capacity in
each interval in which such Capacity was scheduled Day-Ahead to provide Operating Reserves,
Regulation Service or Energy. Subject to performance evidence and verification, in the case of a
response pursuant to clause (iv) of this subsection, payment for participation in tests called by the
ISO shall be equal to the zonal Real Time LBMP for the MWh of Energy reduced within the test
period.
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Transmission Owners that require assistance from distributed Generators larger than 100
kW and Loads capable of being interrupted upon demand for Load relief purposes or as a result
of a Local Reliability Rule, shall direct their requests for assistance to the ISO for
implementation consistent with the terms of this section. Within Load Zone J, participation in
response to an ISO request to perform made as a result of a request for assistance from a
Transmission Owner for less than the total number of Special Case Resources, for Load relief
purposes or as a result of a Local Reliability Rule, in accordance with ISO Procedures, shall be
voluntary and the responsiveness of the Special Case Resource shall not be taken into account
for performance measurement.
5.12.11.1.1

Special Case Resource Average Coincident Load

The ISO must receive from the Responsible Interface Party that registers a Special Case
Resource the calculation of Average Coincident Load as provided below and in accordance with
ISO Procedures. The Responsible Interface Party shall compute the Average Coincident Load
using the SCR Load Zone Peak Hours for each Special Case Resource. The only exception to
this requirement is if
(i) the Special Case Resource has not previously been enrolled with the ISO and (ii) never had
interval metering Load data for each month in the Prior Equivalent Capability Period needed to
compute the Special Case Resource’s Average Coincident Load, in which instance the ISO must
receive a Provisional Average Coincident Load as provided in Section 5.12.11.1.2 of this
Services Tariff from the Responsible Interface Party, computed and received in accordance with
ISO Procedures; provided, however, a Provisional Average Coincident Load shall (a) be only for
a maximum of three (3) consecutive Capability Periods, and (b) apply to the resource for the
entire Capability Period for which the value is established regardless of whether the resource is
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later enrolled by a Responsible Interface Party other than the one which reported the Provisional
Average Coincident Load to the ISO for the period.
For the Winter 2011-2012 Capability Period and thereafter, the NYISO will use the
average of the highest 20 (twenty) one-hour peak Loads of the Special Case Resource taken from
the SCR Load Zone Peak Hours, as adjusted to account for verified Load reductions in a
Transmission Owner’s demand response program in response to deployment of a Transmission
Owner’s demand response program in hours coincident with any of the top 40 (forty) NYCA
peak Load hours, to create a Special Case Resource Average Coincident Load ("ACL ") baseline.
The ISO will post to its website the SCR Load Zone Peak Hours for each zone ninety (90) days
prior to the beginning of the Capability Period for which the ACL will be in effect.
For the Summer 2011 Capability Period only, the ISO will use the average of the highest
20 (twenty) one-hour peak Loads of the Special Case Resource from the top 50 (fifty) NYCA
peak Load hours during the 1 P.M. to 7 P.M. time period of the Prior Equivalent Capability
Period, specific to the Load Zone of the Special Case Resource and without any adjustment to
Load for participation in a Transmission Owner’s demand response program for hours coincident
with any of the top 50 NYCA peak Load hours, to create a Special Case Resource Average
Coincident Load (“ACL”) baseline. The top 50 NYCA peak Load hours from the Prior
Equivalent Capability Period for each zone for the Summer 2011 Capability Period are posted on
the ISO’s website.
In the Special Case Resource enrollment file uploaded by the RIP each month within the
Capability Period, among other required information, the RIP shall state (a) the values necessary
to compute the ACL for each Special Case Resource and (b) any load reduction in accordance
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with reporting an SCR Change of Status as provided by 5.12.11.1.3 and in accordance with ISO
Procedures.
5.12.11.1.2

Determining a Provisional Average Coincident Load

As provided in Section 5.12.11.1.1 of this Services Tariff, if a new Special Case
Resource has not previously been enrolled with the ISO and never had interval billing meter data
from the Prior Equivalent Capability Period, its Installed Capacity value shall be its Provisional
Average Coincident Load for the Capability Period for which the new Special Case Resource is
enrolled. The Provisional ACL will be based on the RIP’s forecast of the ACL of the Capability
Period in which the resource is enrolled.
The Provisional ACL may be applicable to a new Special Case Resource for a maximum
of three (3) consecutive Capability Periods, beginning with the Capability Period in which the
Special Case Resource is first enrolled. If a new Special Case Resource transfers to another RIP
during the Capability Period in which it was enrolled with a Provisional ACL, the Provisional
ACL provided with the initial enrollment for that Capability Period will remain in effect for the
entire Capability Period.
Any Provisional Average Coincident Load will be subject to actual in-period verification
using the ACL formula as defined in Section 5.12.11.1.1 of this Services Tariff. Following the
Capability Period for which a resource with a Provisional Average Coincident Load was
enrolled, the RIP shall provide to the ISO the data necessary to compute the ACL of the resource
from the resource’s interval meter data in accordance with ISO Procedures. The ISO will
compare the Provisional Average Coincident Load to the ACL (calculated in accordance with the
ACL formula as provided above) to determine, after applying the applicable performance factor,
whether the UCAP of the Special Case Resource had been oversold. If the RIP oversold the
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Special Case Resource, it shall be a shortfall under this Services Tariff pursuant to Section
5.14.2. If the RIP fails to provide the data necessary to compute the ACL of the resource enrolled
with a Provisional ACL by the deadline, the ACL of the resource will be set to zero for each
month in which the resource with a Provisional ACL was enrolled and the RIP may be subject to
deficiency penalties in accordance with this Services Tariff.
5.12.11.1.3

Reporting an SCR Change of Status

The Responsible Interface Party shall report any SCR Change of Status in accordance
with ISO Procedures. The ISO shall adjust the Average Coincident Load (or, if applicable,
Provisional Average Coincident Load) of the Special Case Resource for any SCR Change of
Status, in accordance with ISO Procedures, for all months to which the SCR Change of Status is
applicable.
5.12.11.1.4

Average Coincident Load of an SCR Aggregation

The ISO shall compute the Average Coincident Load of an SCR Aggregation each month
in accordance with ISO Procedures.
5.12.11.2 Existing Municipally-Owned Generation
A municipal utility that owns existing generation in excess of its Unforced Capacity
requirement, net of NYPA-provided Capacity may, consistent with the deliverability
requirements set forth in Attachment X and Attachment S to the ISO OATT, offer the excess
Capacity for sale as Installed Capacity provided that it is willing to operate the generation at the
ISO’s request, and provided that the Energy produced is deliverable to the New York State
Power System. Such a municipal utility shall not be required to comply with the requirement of
Section 5.12.7 of this Tariff that an Installed Capacity Supplier bid into the Energy market or
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enter into Bilateral Transactions. Municipal utilities shall, however, be required to submit their
typical physical operating parameters, such as their start-up times, to the ISO. This subsection is
only applicable to municipally-owned generation in service or under construction as of
December 31, 1999.
5.12.11.3 Energy Limited Resources
An Energy Limited Resource may, consistent with the deliverability requirements set
forth in Attachment X and Attachment S to the ISO OATT, qualify as an Installed Capacity
Supplier if it Bids its Installed Capacity Equivalent into the Day-Ahead Market each day and if it
is able to provide the Energy equivalent of the Unforced Capacity for at least four (4)
consecutive hours each day. Energy Limited Resources shall also Bid a Normal Upper
Operating Limit or Emergency Upper Operating Limit, as applicable, designating their desired
operating limits. Energy Limited Resources that are not scheduled in the Day-Ahead Market to
operate at a level above their bid-in upper operating limit, may be scheduled in the RTC, or may
be called in real-time pursuant to a manual intervention by ISO dispatchers, who will account for
the fact that Energy Limited Resource may not be capable of responding.
5.12.11.4 Intermittent Power Resources
Intermittent Power Resources that depend upon wind or solar as their fuel may qualify as
Installed Capacity Suppliers, without having to comply with the daily bidding and scheduling
requirements set forth in Section 5.12.7 of this Tariff, and may, consistent with the deliverability
requirements set forth in Attachment X and Attachment S to the ISO OATT, claim up to their
nameplate Capacity as Installed Capacity. To qualify as Installed Capacity Suppliers, such
Intermittent Power Resources shall comply with the requirements of Section 5.12.1 and the
outage notification requirements of 5.12.7 of this Tariff.
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5.12.12

Sanctions Applicable to Installed Capacity Suppliers and Transmission
Owners

Pursuant to this section, the ISO may impose financial sanctions on Installed Capacity
Suppliers and Transmission Owners that fail to comply with certain provisions of this Tariff. The
ISO shall notify Installed Capacity Suppliers and Transmission Owners prior to imposing any
sanction and shall afford them a reasonable opportunity to demonstrate that they should not be
sanctioned and/or to offer mitigating reasons why they should be subject to a lesser sanction.
The ISO may impose a sanction lower than the maximum amounts allowed by this section at its
sole discretion. Installed Capacity Suppliers and Transmission Owners may challenge any
sanction imposed by the ISO pursuant to the ISO Dispute Resolution Procedures.
Any sanctions collected by the ISO pursuant to this section will be applied to reduce the
Rate Schedule 1 charge under this Tariff.

5.12.12.1 Sanctions for Failing to Provide Required Information
If (i) an Installed Capacity Supplier fails to provide the information required by Sections
5.12.1.1, 5.12.1.2, 5.12.1.3, 5.12.1.4, 5.12.1.7 or 5.12.1.8 of this Tariff in a timely fashion, or (ii)
a Supplier of Unforced Capacity from External System Resources located in an External Control
Area or from a Control Area System Resource that has agreed not to Curtail the Energy
associated with such Installed Capacity, or to afford it the same Curtailment priority that it
affords its own Control Area Load, fails to provide the information required for certification as
an Installed Capacity Supplier established in the ISO Procedures, the ISO may take the following
actions: On the first day that required information is late, the ISO shall notify the Installed
Capacity Supplier that required information is past due and that it reserves the right to impose
financial sanctions if the information is not provided by the end of the following day. Starting on
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the third day that the required information is late, the ISO may impose a daily financial sanction
of up to the higher of $500 or $5 per MW of Installed Capacity that the Generator, System
Resource, or Control Area System Resource in question is capable of providing. Starting on the
tenth day that the required information is late, the ISO may impose a daily financial sanction of
up to the higher of $1000 or $10 per MW of Installed Capacity that the Generator, System
Resource, or Control Area System Resource in question is capable of providing.
If an Installed Capacity Supplier fails to provide the information required by Subsection
5.12.1.5 of this Tariff in a timely fashion, the ISO may take the following actions: On the first
calendar day that required information is late, the ISO shall notify the Installed Capacity Supplier
that required information is past due and that it reserves the right to impose financial sanctions if
the information is not provided by the end of that first calendar day. Starting on the second
calendar day that the required information is late, the ISO may impose a daily financial sanction
up to the higher of $500 or $5 per MW of Installed Capacity that the Generator, System
Resource, or Control Area System Resource in question is capable of providing.
If a TO fails to provide the information required by Subsection 5.11.3 of this Tariff in a
timely fashion, the ISO may take the following actions: On the first day that required
information is late, the ISO shall notify the TO that required information is past due and that it
reserves the right to impose financial sanctions if the information is not provided by the end of
the following day. Starting on the third day that the required information is late, the ISO may
impose a daily financial sanction up to $5,000 a day. Starting on the tenth day that required
information is late, the ISO may impose a daily financial sanction up to $10,000.
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5.12.12.2 Sanctions for Failing to Comply with Scheduling, Bidding, and
Notification Requirements
On any day in which an Installed Capacity Supplier fails to comply with the scheduling,
bidding, or notification requirements of Sections 5.12.1.6 or 5.12.1.10, or with Section 5.12.7 of
this Tariff, or in which a Supplier of Installed Capacity from External System Resources or
Control Area System Resources located in an External Control Area that has agreed not to
Curtail the Energy associated with such Installed Capacity, or to afford it the same Curtailment
priority that it affords its own Control Area Load, fails to comply with scheduling, bidding, or
notification requirements for certification as an Installed Capacity Supplier established in the
ISO Procedures, the ISO may impose a financial sanction up to the product of a deficiency
charge (pro-rated on a daily basis) and the maximum number of MWs that the Installed Capacity
Supplier failed to schedule or Bid in any hour in that day provided, however, that no financial
sanction shall apply to any Installed Capacity Supplier who demonstrates that the Energy it
schedules, bids, or declares to be unavailable on any day is not less than the Installed Capacity
that it supplies for that day rounded down to the nearest whole MW. The deficiency charge may
be up to one and one-half times the applicable Market-Clearing Price of Unforced Capacity
determined in the ICAP Spot Market Auction corresponding to where the Installed Capacity
Supplier’s capacity cleared, and for each month in which the Installed Capacity Supplier is
determined not to have complied with the foregoing requirements.
In addition, if an Installed Capacity Supplier fails to comply with the scheduling, bidding,
or notification requirements of Sections 5.12.1.6 or 5.12.1.10, or with Section 5.12.7 of this
Tariff, or if an Installed Capacity Supplier of Unforced Capacity from External System
Resources or from a Control Area System Resource located in an External Control Area that has
agreed not to curtail the Energy associated with such Unforced Capacity, or to afford it the same
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curtailment priority that it affords its own Control Area Load, fails to comply with the
scheduling, bidding, or notification requirements for certification as an Installed Capacity
Supplier established in the ISO Procedures during an hour in which the ISO curtails Transactions
associated with NYCA Installed Capacity Suppliers, the ISO may impose an additional financial
sanction equal to the product of the number of MWs the Installed Capacity Supplier failed to
schedule during that hour and the corresponding Real-Time LBMP at the applicable Proxy
Generator Bus.
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5.14

Installed Capacity Spot Market Auction and Installed Capacity Supplier
Deficiencies

5.14.1

LSE Participation in the ICAP Spot Market Auction
5.14.1.1

ICAP Spot Market Auction

When the ISO conducts each ICAP Spot Market Auction it will account for all Unforced
Capacity that each NYCA LSE has certified for use in the NYCA to meet its NYCA Minimum
Installed Capacity Requirement or Locational Minimum Installed Capacity Requirement, as
applicable, whether purchased through Bilateral Transactions or in prior auctions. The ISO shall
receive offers of Unforced Capacity that has not previously been purchased through Bilateral
Transactions or in prior auctions from qualified Installed Capacity Suppliers for the ICAP Spot
Market Auction. The ISO shall also receive offers of Unforced Capacity from any LSE for any
amount of Unforced Capacity that the LSE has in excess of its NYCA Minimum Unforced
Capacity Requirement or Locational Minimum Unforced Capacity Requirement, as applicable.
Unforced Capacity that will be exported from the New York Control Area during the month for
which Unforced capacity is sold in an ICAP Sport Market Auction shall be certified to the
NYISO by the certification deadline for that auction.
The ISO shall conduct an ICAP Spot Market Auction to purchase Unforced Capacity
which shall be used by an LSE toward all components of its LSE Unforced Capacity Obligation
for each Obligation Procurement Period immediately preceding the start of each Obligation
Procurement Period. The exact date of the ICAP Spot Market Auction shall be established in the
ISO Procedures. All LSEs shall participate in the ICAP Spot Market Auction. In the ICAP Spot
Market Auction, the ISO shall submit monthly bids on behalf of all LSEs at a level per MW
determined by the ICAP Demand Curves established in accordance with this Tariff and the ISO
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Procedures. The ICAP Spot Market Auction will set the LSE Unforced Capacity Obligation for
each NYCA LSE in accordance with the ISO Procedures.
The ICAP Spot Market Auction will be conducted and solved simultaneously for
Unforced Capacity that may be used by an LSE towards all components of its LSE Unforced
Capacity Obligation for that Obligation Procurement Period using the applicable ICAP Demand
Curves, as established in accordance with the ISO Procedures. LSEs that are awarded Unforced
Capacity in the ICAP Spot Market Auction shall pay to the ISO the Market-Clearing Price of
Unforced Capacity determined in the ICAP Spot Market Auction using the applicable ICAP
Demand Curve. The ISO shall pay each Installed Capacity Suppliers that isare selected to
provide Unforced Capacity the Market-Clearing Price determined in the ICAP Spot Market
Auction using the applicable ICAP Demand Curve applicable to its offer.
5.14.1.2

Demand Curve and Adjustments

ICAP Demand Curves will be established to determine (a) the locational component of
LSE Unforced Capacity Obligations for each Locality (b) the locational component of LSE
Unforced Capacity Obligations for any New Capacity Zone, and (c) the total LSE Unforced
Capacity Obligations for all LSEs. The ICAP Demand Curves for the 2010/2011, 2011/2012,
2012/2013, and 2013/2014 Capability Years shall be established at the following points:
Capability
Year
NYCA

NYC

5/1/2010
to
4/30/2011

5/1/2011
to
9/30/2011

10/1/2011
to
4/30/2012

5/1/2012
to
4/30/2013

5/1/2013
to
4/30/2014

Max @ $13.42

Max @ $13.42

Max @ $14.96

Max @ $15.22

Max @ $15.48

$9.90 @ 100%

$9.90 @ 100%

$8.84 @ 100%

$8.99 @ 100%

$9.15 @ 100%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

Max @ $27.32

Max @ $27.32

Max @ $34.84

Max @ $35.43

Max @ $36.04

$15.99 @ 100%

$15.99 @ 100%

$19.19 @ 100%

$19.52 @ 100%

$19.85 @ 100%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%
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LI

Max @ $24.25

Max @ $24.25

Max @ $31.35

Max @ $31.88

Max @ $32.42

$8.69 @ 100%

$8.69 @ 100%

$9.98 @ 100%

$10.15 @ 100%

$10.32 @ 100%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

NOTE: All dollar figures are in terms of $/kW-month of ICAP and all percentages are in terms
of the applicable NYCA Minimum Installed Capacity Requirement and Locational Minimum
Installed Capacity Requirement. The defined points describe a line segment with a negative
slope that will result in higher values for percentages less than 100% of the NYCA Minimum
Installed Capacity Requirement or the Locational Installed Capacity Requirement (“reference
point”) with the maximum value for each ICAP Demand Curve established at 1.5 times the
estimated localized levelized cost per kW-month to develop a new peaking unit in each
Locality or in Rest of State, as applicable.

In subsequent years, the costs assigned by the ICAP Demand Curves to the NYCA
Minimum Installed Capacity Requirement, the Locational Minimum Installed Capacity
Requirement, and any Indicative NCZ Minimum Installed Capacity Requirement, will be defined
by the results of the independent review conducted pursuant to this section. The ICAP Demand
Curves will be translated into Unforced Capacity terms in accordance with the ISO Procedures.
A periodic review of the ICAP Demand Curves shall be performed every three (3) years
in accordance with the ISO Procedures to determine the parameters of the ICAP Demand Curves
for the next three Capability Years. The periodic review shall assess: (i) the current localized
levelized embedded cost of a peaking plant in each NYCA Locality, the Rest of State, and any
New Capacity Zone, to meet minimum capacity requirements, and (ii) the likely projected annual
Energy and Ancillary Services revenues of the peaking plant over the period covered by the
adjusted ICAP Demand Curves, net of the costs of producing such Energy and Ancillary
Services. The cost and revenues of the peaking plant used to set the reference point and
maximum value for each Demand Curve shall be determined under conditions in which the
available capacity is equal to the sum of (a) the minimum Installed Capacity requirement and (b)
the peaking plant’s capacity equal to the number of MW specified in the periodic review and
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used to determine all costs and revenues. The minimum Installed Capacity requirement for each
Locality shall be equal to the Locational Minimum Installed Capacity Requirement in effect for
the year in which the independent consultant’s final report (referenced below in Section
5.14.1.2.6) is issued; for the NYCA, equal to the NYCA Minimum Installed Capacity
Requirement based on the Installed Reserve Margin accepted by the Commission and applicable
to the Capability Year which begins in the Capability Year in which the independent consultant’s
final report is issued; and for any New Capacity Zone, equal to the Indicative NCZ Locational
Minimum Installed Capacity Requirement determined by the NYISO in accordance with Section
5.16.3. The periodic review shall also assess (i) the appropriate shape and slope of the ICAP
Demand Curves, and the associated point at which the dollar value of the ICAP Demand Curves
should decline to zero; (ii) the appropriate translation of the annual net revenue requirement of
the peaking plant determined from the factors specified above, into monthly values that take into
account seasonal differences in the amount of capacity available in the ICAP Spot Market
Auctions; and (iii) the escalation factor and inflation component of the escalation factor applied
to the ICAP Demand Curves. For purposes of this periodic review, a peaking unit is defined as
the unit with technology that results in the lowest fixed costs and highest variable costs among
all other units’ technology that are economically viable, and a peaking plant is defined as the
number of units (whether one or more) that constitute the scale identified in the periodic review.
The periodic review shall be conducted in accordance with the schedule and procedures
specified in the ISO Procedures. A proposed schedule will be reviewed with the stakeholders not
later than May 30 of the year prior to the year of the filing specified in (xi) below. The schedule
and procedures shall provide for:
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5.14.1.2.1

ISO development, with stakeholder review and comment, of a request for

proposals to provide independent consulting services to determine recommended
values for the factors specified above, and appropriate methodologies for such
determination;
5.14.1.2.2

Selection of an independent consultant in accordance with the request for

proposals;
5.14.1.2.3

Submission to the ISO and the stakeholders of a draft report from the

independent consultant on the independent consultant’s determination of
recommended values for the factors specified above;
5.14.1.2.4

Stakeholder review of and comment on the data, assumptions and

conclusions in the independent consultant’s draft report, with participation by the
responsible person or persons providing the consulting services;
5.14.1.2.5

An opportunity for the Market Monitoring Unit to review and comment on

the draft request for proposals, the independent consultant’s report, and the ISO’s
proposed ICAP Demand Curves (the responsibilities of the Market Monitoring
Unit that are addressed in this section of the Services Tariff are also addressed in
Section 30.4.6.3.1 of Attachment O;
5.14.1.2.6

Issuance by the independent consultant of a final report;

5.14.1.2.7

Issuance of a draft of the ISO’s recommended adjustments to the ICAP

Demand Curves for stakeholder review and comment;
5.14.1.2.8

Issuance of the ISO’s proposed ICAP Demand Curves, taking into account

the report of the independent consultant, the recommendations of the Market
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Monitoring Unit, and the views of the stakeholders together with the rationale for
accepting or rejecting any such inputs;
5.14.1.2.9

Submission of stakeholder requests for the ISO Board of Directors to

review and adjust the ISO’s proposed ICAP Demand Curves;
5.14.1.2.10

Presentations to the ISO Board of Directors of stakeholder views on the

ISO’s proposed ICAP Demand Curves; and
5.14.1.2.11

Filing with the Commission of ICAP Demand Curves as approved by the

ISO Board of Directors incorporating the results of the periodic review, such
filing to be made not later than November 30 of the year prior to the year that
includes the beginning of the first Capability Year to which such ICAP Demand
Curves would be applied. The filing shall specify ICAP Demand Curves for a
period of three Capability Years and the inflation rate component of the escalation
factor applied to the ICAP Demand Curves.
Upon FERC approval, the ICAP Demand Curves will be translated into Unforced
Capacity terms in accordance with the ISO Procedures; provided that nothing in this Tariff shall
be construed to limit the ability of the ISO or its Market Participants to propose and adopt
alternative provisions to this Tariff through established governance procedures.
5.14.1.3

Supplemental Supply Fee

Any LSE that has not met its share of the NYCA Minimum Installed Capacity
Requirement or its share of the Locational Minimum Installed Capacity Requirement after the
completion of an ICAP Spot Market Auction, shall be assessed a supplemental supply fee equal
to the applicable Market-Clearing Price of Unforced Capacity determined in the ICAP Spot
Market Auction multiplied by the number of MWs the LSE needs to meet its share of the NYCA
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Minimum Installed Capacity Requirement or its share of the Locational Minimum Installed
Capacity Requirement.
The ISO will attempt to use these supplemental supply fees to procure Unforced Capacity
at a price less than or equal to the applicable Market-Clearing Price of Unforced Capacity
determined in the ICAP Spot Market Auction from Installed Capacity Suppliers that are capable
of supplying Unforced Capacity including: (1) Installed Capacity Suppliers that were not
qualified to supply Capacity prior to the ICAP Spot Market Auction; (2) Installed Capacity
Suppliers that offered Unforced Capacity at levels above the ICAP Spot Market Auction MarketClearing Price; and (3) Installed Capacity suppliers that did not offer Unforced Capacity in the
ICAP Spot Market Auction. In the event that different Installed Capacity Suppliers offer the
same price, the ISO will give preference to Installed Capacity Suppliers that were not qualified to
supply capacity prior to the ICAP Spot Market Auction.
Offers from Installed Capacity Suppliers are subject to review pursuant to the Market
Monitoring Plan that is set forth in Attachment O to the Services Tariff, and the Market
Mitigation Measures that are set forth in Attachment H to the Services Tariff. Installed Capacity
Suppliers selected by the ISO to provide capacity after the ICAP Spot Market Auction will be
paid a negotiated price, subject to the standards, procedures and remedies in the Market
Mitigation Measures.
The ISO will not pay an Installed Capacity Supplier more than the applicable MarketClearing Price of Unforced Capacity determined in the ICAP Spot Market Auction per MW of
Unforced Capacity, or, in the case of In-City generation that is subject to capacity market
mitigation measures, the annual mitigated price cap per MW of Unforced Capacity, whichever is
less, pro-rated to reflect the portion of the Obligation Procurement Period for which the Installed
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Capacity Supplier provides Unforced Capacity. Any remaining monies collected by the ISO
pursuant to this section will be applied in accordance with Section 5.14.3 of the Services Tariff.
5.14.2

Installed Capacity Supplier Shortfalls and Deficiency Payments
In the event that an Installed Capacity Supplier sells in the Capability Period Auctions, in

the Monthly Auctions, or through Bilateral Transactions more Unforced Capacity than it is
qualified to sell in any specific month due to a de-rating or other cause, the Installed Capacity
Supplier shall be deemed to have a shortfall for that month. To cover this shortfall, the Installed
Capacity Supplier shall purchase sufficient Unforced Capacity in the relevant Monthly Auction
or through Bilateral Transactions, and certify to the ISO consistent with the ISO Procedures that
it has covered such shortfall. If the Installed Capacity Supplier does not cover such shortfall or if
it does not certify to the ISO in a timely manner, the ISO shall prospectively purchase Unforced
Capacity on behalf of that Installed Capacity Supplier in the appropriate ICAP Spot Market
Auction or through post ICAP Spot Market Auction Unforced Capacity purchases to cover the
shortfall.
If the Installed Capacity Supplier is a Responsible Interface Party, the shortfall shall be
computed for each Load Zone separately, in increments of 0.1 MW, as the total of the amount of
UCAP sold for a month in a Capability Period Auction or a Monthly Auction and certified prior
to that month’s ICAP Spot Market Auction, the UCAP sold in that month’s ICAP Spot Market
Auction, and the UCAP sold as a Bilateral Transaction and certified prior to that month’s ICAP
Spot Market Auction that is greater than the greatest quantity MW reduction achieved during a
single hour in a test or event called by the ISO in the Capability Period as confirmed by data by
the ISO in accordance with ISO Procedures (or the value of zero if data is not received by the
ISO in accordance with such procedures).
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If the Installed Capacity Supplier is a Responsible Interface Party, after each Special Case
Resource with a Provisional Average Coincident Load has its Average Coincident Load
determined for the Capability Period in which it had a Provisional Average Coincident Load
(such determination in accordance with ISO Procedures and without regard to whether the
resource was registered to the same Responsible Interface Party at the time of the ACL
determination), the ISO shall determine if there is a shortfall due to the Provisional Average
Coincident Load being higher than the Average Coincident Load. This shortfall will be equal to
the value, if positive, of (x) the sum of (i) the amount of UCAP a Responsible Interface Party
sold in an Monthly or an ICAP Spot Market Auction or certified Bilateral Transactions for a
Special Case Resource and (ii) the Special Case Resource’s actual metered demand for the
month in accordance with ISO Procedures, minus (y) the Special Case Resource’s Average
Coincident Load. If the ISO does not receive data to determine the Average Coincident Load in
accordance with ISO Procedures, for each Capability Period a Special Case Resource had a
Provisional Average Coincident Load, for purposes of determining the shortfall, the Average
Coincident Load shall equal zero.
In the event that an External Installed Capacity Supplier fails to deliver to the NYCA the
Energy associated with the Unforced Capacity it committed to the NYCA due to a failure to
obtain appropriate transmission service or rights, the External Installed Capacity Supplier shall
be deemed to have a shortfall from the last time the External Installed Capacity Supplier
“demonstrated” delivery of its Installed Capacity Equivalent (“ICE”), or any part thereof, until it
next delivers its ICE or the end of the term for which it certified the applicable block of Unforced
Capacity, whichever occurs first, subject to the limitation that any prior lack of demonstrated
delivery will not precede the beginning of the period for which the Unforced Capacity was
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certified. An External Installed Capacity Supplier deemed to have a shortfall shall be required to
pay to the ISO a deficiency charge equal to one and one-half times the applicable MarketClearing Price of Unforced Capacity determined in the ICAP Spot Market Auction for the
applicable month, prorated for the number of hours in the month that External Installed Capacity
Supplier is deemed to have a shortfall (i.e., (((deficiency charge ÷ 12 months) ÷ total number of
hours in month when shortfall occurred) * number of hours the shortfall lasted) * number of
MWs of shortfall).
The ISO shall submit a Bid, calculated pursuant to Section 5.14.1 of this Tariff, in the
appropriate ICAP Spot Market Auction on behalf of an Installed Capacity Supplier deemed to
have a shortfall as if it were an LSE. Such Installed Capacity Supplier shall be required to pay to
the ISO the applicable Market-Clearing Price of Unforced Capacity established in that ICAP
Spot Market Auction. Immediately following the ICAP Spot Market Auction, the ISO may
suspend the Installed Capacity Supplier’s privileges to sell or purchase Unforced Capacity in
ISO-administered Installed Capacity auctions or to submit Bilateral Transactions to the NYISO.
Once the Installed Capacity Supplier pays for or secures the payment obligation that it incurred
in the ICAP Spot Market Auction, the ISO shall reinstate the Installed Capacity Supplier’s
privileges to participate in the ICAP markets.
In the event that the ICAP Spot Market Auction clears below the NYCA Minimum
Installed Capacity Requirement or the Locational Minimum Installed Capacity Requirement,
whichever is applicable to the Installed Capacity Supplier, the Installed Capacity Supplier shall
be assessed the applicable deficiency charge equal to the applicable Market-Clearing Price of
Unforced Capacity determined using the applicablein the ICAP Demand Curve for that ICAP
Spot Market Auction, times the amount of its shortfall.
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If an Installed Capacity Supplier is found, at any point during a Capability Period, to have
had a shortfall for that Capability Period, HJ when the amount of Unforced Capacity that it
supplies is found to be less than the amount it was committed to supply, the Installed Capacity
Supplier shall be retrospectively liable to pay the ISO the monthly deficiency charge equal to one
and one-half times the applicable Market-Clearing Price of Unforced Capacity determined using
the applicable ICAP Demand Curve for thatin the ICAP Spot Market Auction for each month the
Installed Capacity Supplier is deemed to have a shortfall.
Any remaining monies collected by the ISO pursuant to Section 5.14.1 and 5.14.2 will be
applied as specified in Section 5.14.3.
5.14.3

Application of Installed Capacity Supplier Deficiency Charges
Any remaining monies collected by the ISO through supplemental supply fees or

Installed Capacity Supplier deficiency charges pursuant to Section 5.14.1 but not used to procure
Unforced Capacity on behalf of LSEs or Installed Capacity suppliers deemed to have a shortfall
shall be applied as provided in this Section 5.14.3.
5.14.3.1

General Application of Deficiency Charges

Except as provided in Section 5.14.3.2, remaining monies will be applied to reduce the
Rate Schedule 1 charge in the following month.
5.14.3.2
(i)

Installed Capacity Rebates

New York City

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the New York City Locality allocated among all LSEs in that Locality in proportion to their
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share of the applicable Locational Minimum Installed Capacity Requirement. Rebates shall
include interest accrued between the time payments were collected and the time that rebates are
paid.
(ii)

Long Island

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the Long Island Locality, allocated among all LSEs in that Locality in proportion to their share
of the applicable Locational Minimum Installed Capacity Requirement. Rebates shall include
interest accrued between the time payments were collected and the time that rebates are paid.
(iii)

Rest of State

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the Rest of State requirements, allocated among all LSEs in each of the two Localities, New
York City and Long Island, and in Rest of State, in proportion to each LSE’s share of the NYCA
Minimum Installed Capacity Requirement less that LSE’s Locational Minimum Installed
Capacity Requirement. Rebates shall include interests accrued between the time payments were
collected and the time that rebates are paid.
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5.16

New Capacity Zone Study and Procedures
Capitalized terms used in this Section 5.16 and not defined in this Services Tariff shall

have the meaning set forth in the Open Access Transmission Tariff.
The ISO shall conduct the New Capacity Zone study in accordance with this Section
(“NCZ Study”) and provide a written report of the results to stakeholders on or before January 15
in each ICAP Demand Curve Reset Filing Year.
5.16.1

NCZ Study Methodology.
5.16.1.1

The NCZ Study, developed in accordance with ISO Procedures, will test,

under summer peak system conditions, using the following assumptions and
methodology:
5.16.1.1.1

The following assumptions will be applied: (i) transmission facilities

(other than existing merchant transmission projects) identified as existing in the
ISO’s Load and Capacity Data report most recently published prior to the NCZ
Study Start Date; (ii) all firm plans for changes to transmission facilities by
Transmission Owners in the ISO’s Load and Capacity Data report most recently
published prior to the NCZ Study Start Date scheduled to be in-service prior to
the NCZ Study Capability Period; (iii) planned generation projects or Merchant
Transmission Facilities that have accepted either (a) Deliverable MW or (b) a
System Deliverability Upgrade cost allocation and provided cash or posted
required security pursuant to OATT Attachment S, which for (a) and (b) is from a
Class Year Final Decision Round that occurs prior to the NCZ Study Start Date
(subject to Section 5.16.1.1.2); (iv) System Upgrade Facilities and System
Deliverability Upgrades associated with planned projects identified in (iii) above,
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except that System Deliverability Upgrades where construction of the System
Deliverability Upgrade has been deferred pursuant to OATT Attachment S
Sections 25.7.12.2 and 25.7.12.3 will only be included if construction of the
System Deliverability Upgrades has been triggered under OATT Attachment S
Section 25.7.12.3; (v) all transmission retirements and derates identified in the
ISO’s Load and Capacity Data report most recently published prior to the NCZ
Study Start Date and scheduled to occur prior to the NCZ Study Capability
Period; (vi) all existing Generators with CRIS identified in, and all projects with
Unforced Capacity Deliverability Rights on the date of, the ISO’s Load and
Capacity Data report most recently published prior to the NCZ Study Start Date;
and all CRIS rights from resources considered “deactivated” as defined in OATT
Attachment S Section 25.9.3.1 unless the ability to transfer those rights has
expired without completing a transfer as permitted under OATT Attachment S
Section 25.9.4 or 25.9.5 as of the NCZ Study Start Date; and (vii) any transfer of
CRIS rights pursuant to OATT Attachment S not identified in the Load and
Capacity Data report most recently published prior to the NCZ Study Start Date
but is completed and the transferee is operational prior to the NCZ Study Start
Date.
5.16.1.1.2

Planned generation and Merchant Transmission Facilities identified

pursuant to Section 5.16.1.1.1 will be excluded and not recognized in the NCZ
Study if (a) the Commission has accepted the cancellation or termination of a rate
schedule consisting of an Interconnection Agreement (absent the filing of another
Interconnection Agreement for the project), or (b) for projects that either do not
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have an executed Interconnection Agreement or have an executed Interconnection
Agreement that is (i) not required to be filed with the Commission or (ii) is
required to be filed but has not yet been filed, the ISO receives written notice
from the project that it is withdrawing from the interconnection queue and/or a
Notice of Termination under the interconnection agreement.
5.16.1.1.3

The Load forecast used will be the NCZ Study Capability Period peak

demand forecast contained in the ISO’s Load and Capacity Data report most
recently published prior to the NCZ Study Start Date.
5.16.1.1.4

The base case conditioning steps contained in OATT Attachment S

Sections 25.7.8.2.3 (excluding and not recognizing MW of CRIS requested by
Developers other than CRIS identified in Section 5.16.1.1.1 (iii)), 25.7.8.2.4, 25.
7.8.2.5, 25.7.8.2.10, and 25.7.8.2.11, will be applied to the above inputs and
assumptions.
5.16.1.1.5

The ISO will perform the NCZ Study by applying to the above inputs and

assumptions the methodology contained in OATT Attachment S Sections
25.7.8.2.6, 25.7.8.2.7, 25.7.8.2.8, 25.7.8.2.9, 25.7.8.2.12, and 25.7.8.2.13 to
Highways. Deliverability will be determined through a shift from generation to
generation within each Capacity Region that contains Highways. Each such
Capacity Region will be tested on an individual basis.
5.16.1.2

On or before October 1 of the year prior to an ICAP Demand Curve Reset

Filing Year, the ISO will review the inputs and assumptions for the NCZ Study
with stakeholders and provide an opportunity for stakeholders to comment.
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5.16.1.3

The ISO shall provide an opportunity for the Market Monitoring Unit to

review and comment on the NCZ Study consistent with Services Tariff
Attachment O Section 30.4.6.3.2.
5.16.2 New Capacity Zone Boundary
The ISO shall identify the boundary of a New Capacity Zone if there is a constrained
Highway interface into one or more Load Zones. The boundary of the New Capacity Zone may
encompass a single constrained Load Zone or group of Load Zones including one or more
constrained Load Zones on the constrained side of the Highway. In determining the New
Capacity Zone boundary, the ISO shall consider the extent to which incremental Capacity in
individual constrained Load Zones could impact the reliability and security of constrained Load
Zones, taking into account interface capability between constrained Load Zones.
5.16.3

Indicative NCZ Locational Minimum Installed Capacity Requirement
For each Load Zone or groups of Load Zones identified in the NCZ Study as having a

constrained Highway Interface, on or before March 1 of each ICAP Demand Curve Reset Filing
Year, the ISO shall determine Indicative NCZ Locational Minimum Installed Capacity
Requirement. The ISO shall provide an opportunity to stakeholders to review and comment on
the Indicative NCZ Locational Minimum Installed Capacity Requirement. This Indicative NCZ
Locational Minimum Installed Capacity Requirement will be used solely for establishing revised
ICAP Demand Curves in accordance with 5.14.1.2.
5.16.4

NCZ Report
On or before March 31 of an ICAP Demand Curve Reset Filing Year,
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(a)

If the NCZ Study identifies a constrained Highway Interface, the ISO shall file for
Commission review proposed tariff revisions necessary to establish and recognize
the New Capacity Zone or Zones, and shall include in the filing a report of the
results of the NCZ Study. If the ISO proposes that a New Capacity Zone that is
comprised of a group of Load Zones instead of a single Load Zone, the ISO shall
include in the filing the basis for its determination, consistent with Section 5.16.2.

(b)

If the NCZ Study does not identify a constrained Highway interface, the ISO shall
file with the Commission the ISO’s determination that the NCZ Study did not
indicate that any New Capacity Zone is required pursuant to this process, along
with a report of the results of the NCZ Study.

The ISO shall provide an opportunity for the Market Monitoring Unit to review and
comment on the NCZ Study and any proposed tariff revisions, consistent with Services Tariff
Attachment O Section 30.4.6.3.2.
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1. New Capacity Zone Study Methodology
1.1.

Background

This New Capacity Zone (NCZ) Study 1 is performed in accordance with the applicable rules set forth in
the NYISO Market Administration and Control Area Services Tariff (Services Tariff), chiefly in Section
5.16, which require the use of certain parameters under Attachments S of the NYISO Open Access
Transmission Tariff (OATT). The rules governing the NCZ Study were accepted by the Federal Energy
Regulatory Commission (Commission) in its August 30, 2012 Order on Compliance. 2
This NCZ Study rules require that it be performed using in large part the Deliverability test methodology in
Attachment S of the OATT to determine whether the creation of a New Capacity Zone is warranted – i.e.,
if there is a constrained Highway interface into one or more Load Zones.
The scope of this NCZ Study is limited to the evaluation of Deliverability across the Highways, and not
Byways in accordance with Section 5.16.1 of the Services Tariff. 3 The methodology for evaluating and
measuring Deliverability across the Highways is described below.

1.2.

Transfer Capability Across Highway Interfaces

The NCZ Study was conducted by testing the transfer capability across the Highway interfaces.
Generation-to-generation shifts are simulated from combinations of zones within the Rest Of State (ROS)
Capacity Region (Zones A through I) from generation “upstream” of an interface to generation
“downstream” of that interface (as such terms are used in the definition of “Highway” in Attachment S.)
Transfer limit assessment determines the ability of the network to deliver capacity from generation in one
(or more) surplus zone(s) to other deficient zone(s) within a Capacity Region.
In the actual transfer limit assessment, all transmission facilities within the NYISO are monitored.
Contingencies tested in the transfer limit assessment include all “emergency transfer criteria”
contingencies defined by the applicable Northeast Power Coordinating Council (NPCC) Criteria and New
York State Reliability Council (NYSRC) Reliability Rules.
The concept of First Contingency Incremental Transfer Capability (FCITC) is used in the determination of
deliverable capacity across ROS Highway interfaces within the Capacity Region. The FCITC measures
the amount of generation in the exporting zone that can be increased to load the interface to its
transmission limit. 4 It is the additional generation capacity that could be exported from a given zone(s)
above the base case dispatch level.
a. All generators in the exporting zone(s) are uniformly increased (scaled) proportional up to the
Pmax of all generators in the exporting zone(s) while all generators in the importing zone(s)
are decreased uniformly to their minimum power levels. The FCITC and Highway
transmission constraint(s) for the exporting zone(s) are noted for each export/import
combination.

1

Terms with initial capitalization used but not defined herein have the meaning set forth in the Services Tariff, and if not defined
therein, then as set forth in the Open Access Transmission Tariff (“OATT”).
2

New York Independent System Operator, Inc., 140 FERC ¶ 61,160 (2012 ) (accepting the NYISO’s November 7, 2011 proposed
tariff revisions to comply with the Commissions’ September 8, 2011 order in Docket No. ER04-449-023).
3

Section 5.16.1 of the Services Tariff sets forth the NCZ Study Methodology.

4

The amount of such generation is described in Services Tariff § 5.16.1.1.1, and in Table 1.
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b. The net generation available 5 is compared to the FCITC Highway transmission constraint(s)
for the exporting zone(s) transfer. If the net generation available upstream is greater than the
calculated FCITC, that amount of generation above the FCITC is considered to be
constrained or “bottled” capacity and may not be fully deliverable under all conditions.
(Byway constraints normally evaluated in an interconnection study are not evaluated in the
NCZ Study.)
If the net generation available upstream is less than the FCITC (that is, there is not sufficient
available generation upstream to reach the transmission limit), the difference is an indication
of the available “transfer capability” to accommodate additional generation resources in the
upstream area.

5

The “net generation available” in any defined exporting zone is the difference between the sum of the zonal generators’ Pmax and
the sum of the zonal generators’ actual MW output.
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2. NCZ Study Case Modeling and Assumptions
This section of the report describes the assumptions and base case conditioning steps of the NCZ Study,
consistent with Section 5.16.1 of the Services Tariff.

2.1.

NCZ Study Assumption Matrix

The NCZ Study case setup utilizes results from extensive NYISO studies and reports. The sources for the
parameters used in the NCZ study are summarized in Table 1.
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Table 1: Parameters Established in NYISO Studies and Reports

#

Parameter

1

Installed Capacity Requirement

2

IRM Emergency Transfer Limits

3

Locational Capacity
Requirements

Description
NYCA Installed Capacity Requirement to achieve LOLE less
than 0.1 day per year, which is based on the Installed Reserve
Margin (IRM) identified by the New York State Reliability
Council (NYSRC) and accepted by the Commission
Emergency transfer limits on ROS interfaces corresponding to
IRM study
The Locational Capacity Requirements (LCR) for the NYC (Zone
J) and Long Island (Zone K) Capacity Regions approved by the
Operating Committee.

Reference

2012 NYSRC IRM report for the
period May 2012 to April 2013

2012 LCR report, approved by
Operating Committee on Jan.
12, 2012

Load model
4

Peak Load Forecast

NCZ Study Capability Period peak demand forecast contained
in the latest ISO’s Load and Capacity Data report (i.e., “Gold
Book”)

2017 Summer peak load
conditions from 2012 Gold Book

5

Impact of Load Forecast
Uncertainty

The impact to IRM due to uncertainty relative to forecasting
NYCA loads

2012 NYSRC IRM report

Generator model
6

Existing CRIS generators, and
all projects with Unforced
Capacity Deliverability Rights

Existing Capacity Resource Interconnection service (“CRIS”)
generators inͲservice on the date of the latest ISO’s Load and
Capacity Data report
Project that have accepted either (a) Deliverable MW or (b) a
System Deliverability Upgrade cost allocation and provided
cash or posted required security pursuant to OATT
Attachment S, which for (a) and (b) is from a Class Year Final
Decision Round that occurs prior to the NCZ Study Start Date

7

Planned generation projects or
Merchant Transmission
Facilities

2012 Gold Book

8

UCAP Derate Factor (UCDF)

Convert ICAP to Unforced Capacity (UCAP) based on derated
generator capacity incorporating availability

2012 NYSRC IRM report and
2012 NYISO LCR report

9

Deactivated CRIS units

Units retaining CRIS rights for three years after being
considered “deactivated” unless the ability to transfer those
rights has been exercised or expired

Generator units deactivated
before September 1, 2009

Transmission model
10

Existing transmission facilities

11

Firm plans for changes to
transmission facilities by TOs

12

System Upgrade Facilities and
System Deliverability Upgrades

Identified as existing in the ISO’s Load and Capacity Data
report most recently published prior to the NCZ Study Start
Date.
Planned changes of facilities in the latest ISO’s Load and
Capacity Data report that are scheduled to be inͲservice prior
to the NCZ Study Capability Period

2012 Gold Book

Facilities associated with planned projects identified in (7)
above, except that System Deliverability Upgrades will only be
modeled if the construction is triggered

Import/Export model
13

External System Import/Export

NYCA scheduled imports from HQ/PJM/ISOͲNE/IESO

14

Base case interchange
schedules between NYCA
Capacity Regions

Actual flow scheduled from ROS to NYC and LI consistent with
the IRM and the LCRs for zones J and K

NYISO Tariffs Ͳ OATT Section 25,
Attachment S
Ͳ ROS to NYC: Approximately
2422 MW
Ͳ ROS to LIPA: Approximately
1072 MW
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2.2.

NCZ Study Base Case Creation

The NCZ study base case is a five-year look-ahead of the New York Control Area (NYCA) system. The
base case originates from the NYISO FERC 715 2017 summer case, and is then further customized to
meet the specific requirements of Section 5.16.1 of the Services Tariff. The conditioning steps are applied
to the modeling of load, NYCA generation, and external system import/export.

2.2.1.
Load Modeling
Load forecast is the coincident summer 2017 firm peak load before reductions for Emergency Demand
Response Providers. The impact of Load Forecast Uncertainty (LFU) for each Capacity Region to the
2012 IRM is applied individually to the peak load forecast MW:
x
x

x

ROS
NYC
LI

2.2.2.

9.97%
4.3%
5.3%

NYCA Generator Modeling

The initial CRIS capability and available capacity resources are determined by the combination of various
inputs, consistent with Section 5.16.1 of the Services Tariff:
I.

The CRIS (MW) capability of approved generating units is modeled according to the CRIS cap
listed in 2012 Gold Book.

II.

CRIS rights terminate three years after deactivation pursuant to Attachment S to the OATT.
Based on the NCZ Study Start Date of September 3, 2012 of this NCZ Study, units deactivated in
and before September 2009 are thus not modeled in the NCZ Study case. Generators
deactivated after September 2009 are modeled as in-service with their applicable CRIS levels,
per the 2011 and 2012 Gold Book.

III.

The Pmax data for each respective resource within the NYCA Study base case power flow
representation is the CRIS value derated by applicable equivalent forced outage rate below:
III.1.

Derates are applied to specific types of intermittent generation resources:
a.
b.
c.
d.
e.

III.2.

Small hydro
Large hydro
Land-based Wind
Off-shore Wind
Landfill Gas

Derates are applied to the aggregate of all remaining generation (“Uniform Capacity”)
within the exporting zone(s) for the purpose of determining the net capacity available for
deliverability. These are the ICAP/UCAP translation factors for each Capacity Region
consistent with the applicable NYSRC Installed Reserve Margin study:
a. Rest of State
b. New York City
c. Long Island

III.3.

45%
1.22%
89%
70%
8.99%

6.92%
12.13%
11.44%

The “derated capacity,” or Pmax is available to supply load and losses within each
Capacity Region and adjacent Capacity Region(s). When power transfers are simulated,
all generation in the exporting zone is uniformly increased to its Pmax.
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III.4.

Tables 2 and 3 summarize the Resource Capacity and Capacity Derates for the NCZ
Study base case:
Table 2: Summary of Resource Capacity by Type

Zone
A
B
C
D
E
F
G
H
I
ROS
J
K
NYCA

Landfill
Gas

Large
Hydro

Small
Hydro

24.8
13.6
34.9
4.8
4.8
7.3

2700.0

3.1
54.8
71.0
90.2
449.6
350.2
98.5

856.0

90.2

3556.0

1.8
1119.1

0.0
90.2

3556.0

1119.1

Wind

Uniformed

Total CRIS Capacity

210.5
6.6
539.4
600.7
521.2

2261.7
732.8
6396.8
354.5
272.4
4130.1
2981.1
2120.4

1878.4

1878.4

19249.8
10609.5
5723.4
35582.7

5200.1
807.8
7042.1
1906.2
1248.0
4487.6
3079.6
2120.4
1.8
25893.5
10609.5
5723.4
42226.4

Table 3: Summary of Capacity Derates by Resource Type

Zone

Total CRIS
Capacity

LFG
derate

A
B
C
D
E
F
G
H
I
ROS
J
K
NYCA

5200.1
807.8
7042.1
1906.2
1248.0
4487.6
3079.6
2120.4
1.8
25893.5
10609.5
5723.4
42226.4

2.2
1.2
3.1
0.4
0.4
0.7
0.0
0.0
0.0
8.1
0.0
0.0
8.1

Large
Hydro
Derate
32.9
0.0
0.0
10.4
0.0
0.0
0.0
0.0
0.0
43.4
0.0
0.0
43.4

Small
Hydro
Derate
1.4
24.7
32.0
40.6
202.3
157.6
44.3
0.0
0.8
503.6
0.0
0.0
503.6

Wind
derate

Uniform
Derate

187.3
5.9
480.1
534.6
463.9
0.0
0.0
0.0
0.0
1671.8
0.0
0.0
1671.8

156.5
50.7
442.7
24.5
18.9
285.8
206.3
146.7
0.0
1332.1
1286.9
654.8
3273.8

Total
Capacity
Derates
380.4
82.5
957.8
610.6
685.5
444.1
250.6
146.7
0.8
3559.0
1286.9
654.8
5500.7

UCAP
4819.7
725.3
6084.3
1295.6
562.5
4043.6
2829.0
1973.7
1.0
22334.6
9322.6
5068.6
36725.8

Column descriptions:
x “Total CRIS Capacity” is the total from Table 2.
x Each “Derate” column is the amount of capacity reduction based on the application of the
derate factor to the represented capacity.
x Uniform Capacity Derate uses the specific ICAP/UCAP translation factor for the Capacity
Region; hydro and wind use the technology-specific derate factors.
x “Total All Capacity Derates” is the sum of category derates by zone.
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2.2.3.

Capacity Regions Import/Export Modeling

The initial generation and interchange schedules for the NYCA and the three Capacity Regions are
determined via the combination of various inputs:
1. External Generation Source
I. Inter-Area external interchange schedules include the following grandfathered long-term firm
power transactions for the NCZ Study base case by Tariff:
x
x

External CRIS Right: Quebec (via Chateauguay) to NY
Existing Transmission Capacity for Native Load: PJM to NYSEG

1090 MW
1080 MW

II. Generating capacity associated with firm export commitments are represented as follows:
x
x

NYPA to AMP-Ohio, PA-RECs
NYPA to ISO-NE (Vermont)

182 MW
91 MW

III. Grandfathered external firm capacity imports:
x
x

ISO-NE to NY
Ontario (IESO) schedule

50 MW
0 MW

IV. Generator reactive (MVAr) capabilities as determined by appropriate NYISO procedures, NPCC
and NYSRC Criteria, and North American Electric Reliability Corporation (NERC) Standards
requirements.
V. Wheeling contracts:
x
x
x

ROS to NYC via ABC/JK through PJM
ROS to NYC via Lake Success/Valley Stream through LIPA
ROS to LIPA via Northport Norwalk Cable through ISO-NE

1000 MW
287 MW
100 MW

The total external generation resources including items (I) to (V) are summarized in Table 4.
Table 4: Summary of External Generation Resources (MW)
From
Ontario
HQ
PJM
ISO NE
Total External Generation Source

ROS import
0
1090
-102
-141
848

NYC import
0
0
1000
0
1000

LI import
0
0
0
100
100

NYCA
0
1090
899
-41
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2. ROS Direct MW Transfer
Actual base case interchange schedules between NYCA Capacity Regions are consistent with
the Installed Reserve Margin and the Locational Capacity Requirements:
x
x

Rest of State to New York City
Rest of State to Long Island

2422 MW
1072MW

3. Capacity Deliverability Rights (UDR)
Merchant transmission projects with Unforced Capacity Deliverability Rights (UDR) are
represented at their respective UDR capacity from the external Area into the respective NYISO
Zone.
x
x
x
x

Linden VFT to New York City
Cross-Sound Cable to Long Island
Neptune HVdc to Long Island
Hudson Transmission Project to New York City

315 MW
330 MW
660 MW
660 MW

To summarize, the total import of each Capacity Region including items (1) to (3) is summarized in Table
5.
Table 5: Summary of External Resources (MW)
From
Total External Generation Source
ROS direct MW transfer
Total UDR

ROS import
848

NYC import
1000
2422
975

LI import
100
1072
990

All CRIS generation within each Capacity Region is placed in service and scaled proportional to the ratio
of its Pmax to the sum of the Pmax in the respective exporting or importing zone(s) or Capacity Region.
Actual generation is proportionally scaled (up or down) to match the demand. 6
Phase Angle Regulators (PARs) controlling external tie lines are set consistent with NYISO Service Tariff,
Attachment M-1, NYISO-PJM Joint Operating Agreement and applicable operating procedures and
agreements.

6

Demands include load (including load forecast uncertainty), transmission losses, and external schedule commitments
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3. NCZ Study Results
The deliverability tests within the ROS Capacity Region are evaluated from west-to-east and north-tosouth by exporting from one (or more) zones in upstate NY to the remaining zone(s) within the ROS
Capacity Region, similar to Highway Interface Capability assessment.
Additional Transmission Capacity or Bottled Generation Capacity is calculated by FCITC less the amount
of net available capacity. A summary of these interface transfer for the NCZ case is presented in Table 6.
As shown in the table, all Highway interfaces have passed the deliverability test, except for the UPNYSENY. The UPNY-SENY interface has constrained about 849 MW of generation from moving from Zones
A through F to Zones G through I.
Table 6: ROS Capacity Deliverability Study Results

Highway
Tested

Export- Importing
ing Zone
Zone

Load
(incl.
LFU) (1)

Base
Net
GeneraAvailable
Available
Available
tion
CRIS
UCAP (5)
CRIS (3)
Capacity
Dispatch
Derate (4)
(6)
(2)

FCITC
(export
limit) (7)

Additional
Transmission
Capacity (+) or
Bottled
Generation
Capacity (-) (8)

Transfer Limit
Constraint

Stolle Rd-Sheldon
230KV @ NOR

DysingerEast

A

BCDEFG
HI

2927.8

4528.4

5200.1

380.4

4819.7

291.3

1570.5

1279.2

West
Central

AB

CDEFGHI

5156.3

5209.9

6007.9

462.9

5545.0

335.1

1778.0

1442.9

Volney-East

ABC

DEFGHI

8332.7

10925.7

13050.0

1420.7

11629.3

703.6

2820.1

2116.5

MosesSouth

D

ABCEFGH
I

884.3

1217.3

1906.2

610.6

1295.6

78.3

1276.7

1198.4

Total East

ABCDE

FGHI

10693.0

12671.5

16204.2

2716.8

13487.4

815.9

2520.5

1704.6

UPNYSENY

ABCDEF

GHI

13293.1

16470.7

20691.8

3160.8

17531 0

1060.3

211.1

-849.2

UPNYConEdison

G

HI

2587.8

2658.0

3079.6

250.6

2829 0

171.0

1785.1

1614.1

Stolle Rd-Sheldon
230KV @ NOR
Coopers Corners-Fraser
345KV @ NOR
Adirondack-Moses
230KV @ STE l/o
Chateauguay-MassenaMarcy 765KV with Rej
Coopers Corners-Fraser
345KV @ NOR
Leeds-Pleasant Valley
345KV @ STE l/o
Athens-PV 345KV
Roseton - E. Fishkill
345KV @ NOR

Column descriptions:
1. “Load” includes the load forecast uncertainty and transmission losses within the exporting zone.
2. “Base Generation Dispatch” is the actual generation output in the exporting zone.
3. “Available CRIS” represents the total CRIS capacity in the exporting zone(s).
4. “Available CRIS derate” is the total of the generation derates (ICAP/UCAP) applied to the
exporting zone.
5. “UCAP” is the difference between Available CRIS (3) and Capacity Derates (4).
6. “Net Available Capacity” is the remaining CRIS available after consideration of base generator
dispatch, capacity derates, and net capacity exports. It is the difference between UCAP (5) and
Base Generation Dispatch (2).
7. “FCITC” is the incremental transfer limit corresponding to the most limiting FCTTC in the Highway
interface analysis calculated by the software PSS®MUST.
8. “Additional Transmission Capacity or Bottled Generation Capacity” is the available unused
transfer capability (+) or the amount of CRIS that is bottled (-) by the interface transfer limit
constraint. It is calculated by FCITC (7) less Net Available Capacity (6).
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4. Conclusions
The UPNY-SENY Highway interface is bottling 849.2 MW generation from upstream (Zones A through F),
thus indicating a need to create a New Capacity Zone.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

Docket No. ER13-___-000

AFFIDAVIT OF
TARIQ N. NIAZI
Mr. Tariq N. Niazi declares:
1. I have personal knowledge of the facts and opinions herein and if called to testify could
and would testify competently hereto.
I.

Purpose of this Affidavit

2. The purpose of this Affidavit is to describe the potential consumer impacts of the New
York Independent System Operator’s (“NYISO”) proposal to establish a New Capacity
Zone (“NCZ”) 1 encompassing Load Zones G, H, I, and J. This NCZ would be defined as
the “G-J Locality.” This affidavit describes simulations performed to provide information
on projected impacts that the creation of the G-J Locality would have on ICAP Spot
Market Auction prices, and thus on capacity payments by consumers, in comparison to not
creating the NCZ.
3. This Affidavit also describes the NYISO’s general assessment of the potential
environmental and reliability benefits of the NCZ. The Affidavit of Dr. David B. Patton,
Ph. D., (the “Patton Affidavit”) describes the economic benefits that the proposed G-J
Locality will bring, including providing more “efficient locational investment signals” that
will “attract investment to the areas where investment provides the greatest reliability
benefit.” 2

1

Capitalized terms that are not otherwise defined in this Affidavit shall have the meaning set
forth in the Market Administration and Control Area Services Tariff (“Services Tariff”), and if not
defined therein, in the filing in which this Affidavit is incorporated.
2

Patton Affidavit at P 8.
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II.

Qualifications

4. I am a Senior Manager and the Consumer Interest Liaison for, the NYISO. I have held
this position for almost two years. My responsibilities include coordinating the NYISO’s
consumer related initiatives, analyzing market developments (and proposed market
developments) from a consumer perspective, and preparing consumer-focused reports.
5. Prior to holding my current position, I worked for thirty years at the New York State
Consumer Protection Board (“NYS CPB”). During my career there I served as the
Director of the Utility Intervention Unit, as Chief Economist, and prior to that, as
Principal Economist. While at the NYS CPB, I served as its representative to the NYISO.
I also served on the New York State Energy Research and Development Authority’s
System Benefit Advisory Group and the New York State Public Service Commission’s
(“PSC”) Natural Gas Advisory Group. Additionally, I have taught courses in economics
at Siena College in Loudonville, New York and at the College of St. Rose in Albany, New
York.
6. I have appeared as an expert witness in numerous PSC rate cases and policy-making
proceedings (commonly referred to as “generic proceedings”). I have appeared as an
expert witness in a proceeding before the Commission. I also have testified before the
New York Assembly Energy Committee on energy related issues. I received a Master of
Economics degree from the State University of New York at Albany and a Master of
Public Administration degree from Punjab University in Pakistan. I passed my candidacy
examination, completed all required course work and all comprehensive examinations in
the Doctoral Program in Managerial Economics at Rensselaer Polytechnic Institute, in
Rensselaer, New York.
7. The analyses described in this affidavit were performed with assistance from FTI
Consulting, Ltd. (“FTI”), an economic consulting firm with considerable experience
working on energy market issues and analyses, including capacity market design
questions, and specifically those involving the NYISO capacity markets.
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III.

Consumer Impact Analyses of the NYISO’s Proposed NCZ
A. Overview

8. I have conducted, directed, and overseen multiple analyses of the potential impacts of
alternative NCZ configurations using a variety of assumptions and over a number of
different timeframes.
9. Stakeholder input was considered at various stages of the analyses, and some analyses
were conducted at stakeholders’ request. I made presentations to and participated in
extensive discussions with stakeholders at the September 11 and December 3, 2012, and
the January 30, and March 28, 2013, meetings of the NYISO’s ICAP Working Group. At
those meetings, the analyses and their underlying inputs and assumptions, were reviewed
and discussed with stakeholders. Stakeholder questions and comments were received and
considered. In addition to presentations before, discussions with, and materials provided
to, the ICAP Working Group, I also provided additional data and responses to stakeholder
questions regarding the analyses.
10. This affidavit discusses two wholesale consumer price impact analyses. I have focused on
them because I believe that they likely reflect the impacts of the proposed G-J Locality in
comparison to not creating an NCZ, and therefore they will likely be more informative to
the Commission and stakeholders than other scenarios discussed in stakeholder meetings.
11. The first analysis, presented in Section B, below, is a forward-looking 2013 case. The
NYISO is not proposing to implement an NCZ in 2013 but the 2013 case is instructive
because there are more data and therefore less need to rely on assumptions than for any
future year. The NYISO is presenting this case to provide an indication of ICAP Spot
Market Auction prices with and without a G-J Locality. The simulated ICAP Spot Market
Auction prices are not intended to be a forecast of prices. They also do not reflect
hedging or other actions Market Participants may take to manage capacity costs.
12. The second analysis, discussed in Section C, below, is a forward-looking 2018 case. It
provides information on likely longer term consumer impacts. Like the results of the
simulation for 2013, the 2018 results are not intended to be a forecast of prices and they
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do not reflect hedging or other actions Market Participants may take to manage capacity
costs. They are intended to provide information on an effect of creating the NCZ.
13. The NYISO performed other analyses but I believe that those cases are less informative
than the two on which I focus in this Affidavit. Some of the other cases include
assumptions regarding future conditions that have a lower degree of likelihood, while
others evaluate an NCZ configuration, comprised of Load Zones G, H, I, J, and K (“GK”), which differs from the configuration proposed by the NYISO.
14. In addition, Section D, below, summarizes the potential impacts that the NYISO’s
establishment of its proposed NCZ would have on reliability and the environment.
15. Both the 2013 and 2018 forward-looking analyses show that capacity prices would
increase in Load Zones G, H, and I as a result of creating the NCZ. As explained by the
Patton Affidavit, a key reason for creating an NCZ is to provide the capacity price signals
for investment in new and existing, and to retain, economically efficient capacity
resources within the NCZ. Over the past several years, there have been a number of
generation plants retiring and mothballing in these Load Zones. The creation of a G-J
Locality would send a more efficient price signal which is expected to influence capacity
investment decisions. 3 The forward-looking analyses show no increases in capacity prices
in other Load Zones from the creation of the G-J Locality.
16. The Patton Affidavit further describes the market design principles that should guide the
creation and configuration of NCZs. It concludes that the establishment of the G-J
Locality is consistent with sound market design principles and therefore represents a
“reasonable configuration.” 4

3

6HH Patton Affidavit at P 16.

4

6HH Patton Affidavit at P 16.
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B. Consumer Impact Analysis for 2013
i. Price Impact Comparison with 2012
17. The 2013 impact analysis considered both summer and winter conditions by performing
simulated ICAP Spot Market Auctions for the months of August 2013 and November
2013. It utilized 2012 ICAP Spot Market Auction offer data for those same months, but
instead of using the 2012/2013 Locational Minimum Installed Capacity Requirements
(“LCRs”) for Zones J and K, it utilized the approved 2013/2014 LCRs, and adjusted the
auction capacity data for known, and expected, retirements and mothballings of capacity
resources. Specifically, it assumed the following retirement or mothballing of capacity
that had participated in the August and November 2012 Monthly Auctions:
x

Load Zones A – F (referred to herein as “new Rest of State” and to which the NYCA
ICAP Demand Curve would be applied): 390.3 MW in August 2013 (relative to
August 2012) and 55.5 MW in November 2013 (relative to November 2012).

x

Load Zone G: 476 MW for both August and November 2013.

x

Load Zone K: 3.3 MW for both August and November 2013.

18. The retirement/mothballing estimates for the impacts on Load Zones A-F (the new Rest of
State) reflect the expected mothballing of Units 3 and 4 at NRG’s Dunkirk Generating
Station and of Niagara Generation LLC’s Biomass Facility which are expected to occur by
August 2013. It also includes the 63 MW Carthage Energy facility, which at the time of
the analysis was expected to retire by November 2013. 5 The MW amount for Load Zone
G accounts for the retirement of the Danskammer Generating Station. The MW amount
for Load Zone K is based on the expected retirement of the Montauk Units #2, #3, and #4.
These retirements/mothballing estimates are based on the information available at the time
the impact analysis was undertaken. It is possible that the formation of the G-J Locality
may ultimately reduce the actual level of retirements.

5

On March 14, 2013, after the NYISO completed this analysis, Carthage Energy withdrew its
notice of retirement.
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19. Similarly, the 2013 impact analysis assumed the following capacity additions to the
quantities of UCAP offered into the August and November 2012 ICAP Spot Market
Auctions:
x

For August 2013: 154.6 MW with the G-J Locality and 77.0 MW if there were no
NCZ.

x

For November 2013: 180.9 MW with the G-J Locality and 85.9 MW if there were no
NCZ.

20. The NYISO developed the capacity addition assumptions from various publicly available
data, including data from the NYISO’s interconnection queue. The assumptions were also
based in part on non-public information. Therefore, only aggregated quantities of
capacity are identified in the impact analysis.
21. The simulated auctions for August and November 2013 yielded the results summarized in
Tables 1 and 2 below. These results were based on a $15.69 simulated reference price
(LH the average of the Load Zone J and NYCA reference prices) for the August 2013
simulation and $15.39 reference price for the November 2013 simulation, and a 112%
zero crossing point for the proposed G-J Locality, based on a G-J Locality LCR equal to
89.3% for the August 2013 simulation and 89.9% for the November 2013 simulation. The
derivation of the LCRs is described below. They are different than, but close to, the
Indicative NCZ LCR described in the filing letter and in the Affidavit of Dr. Henry Chao
and John M. Adams (“Chao/Adams Affidavit”).6
22. ICAP Demand Curve reference prices and zero crossing points for the G-J Locality are
necessary inputs to the impact analysis. However, the actual values are not available
because they are being developed in the NYISO’s on-going ICAP Demand Curve reset
process. The NYISO considered different combinations of reference prices and zero
crossing points and selected values to use in the analysis which I believe are within the
range of values that might reasonably be expected.

6

6HH Chao/Adams Affidavit at PP 35-41.
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Table 1 -- August 2013 Auction Simulation Results
Scenario

NYCA

Zone J

Zone K

Aug. 2012 – Actual Results

$1.90

$10.64

$3.56

Aug. 2013 without G-J

$4.56

$15.16

$7.59

$4.37

$15.16

$7.59

G-J Locality

Locality
Aug. 2013 with G-J Locality

$9.34

Table 2 -- November 2013 Auction Simulation Results
Scenario

NYCA

Zone J

Zone K

Nov. 2012 – Actual Results

$0.71

$3.36

$0.71

Nov. 2013 without G-J

$2.29

$7.91

$3.77

$2.07

$7.91

$3.77

G-J Locality

Locality
Nov. 2013 with G-J Locality

$5.35

23. The simulations for 2013 show that capacity prices in Load Zones J and K would be the
same with or without the G-J Locality. The capacity price impacts for Load Zones J and
K include the impacts on those zones of the amount of capacity that Load Serving Entities
(“LSEs”) in them are required to purchase beyond the LCR requirement. Thus, it
incorporates the amount of capacity purchased at the NYCA ICAP Demand Curve
reference point and any additional excess capacity that would be purchased based on the
clearing price on the relevant Demand Curve. Prices in the new Rest of State would be
lower with the G-J Locality than without it. Prices in Load Zones G, H, and I would be
higher than NYCA ICAP Spot Market Auction prices prior to the establishment of the
NCZ. As with Load Zones J and K, the G, H, and I capacity price calculations take
7
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account of excess G-J Locality capacity that would be purchased in addition to the LCR
amount.
24. A comparison of the first two rows in Tables 1 and 2, clearly demonstrates that the price
increase from 2012 to 2013 is not the result of the creation of the NCZ. These prices
increase in 2013 as a result of retirements and mothballings. It also reflects the 2.3%
escalation of the ICAP Demand Curve from the 2011/2012 ICAP Demand Curve to the
2013/2014 ICAP Demand Curve. The third rows in these tables show prices that result
from the creation of the G-J Locality. A Load Zone by Load Zone examination indicates
that prices do not change in Load Zones J and K, while they decrease in Load Zones A-F
(LH, the new Rest of State).
ii.

2013 Annual Impact

25. The NYISO next estimated the annual increase in UCAP payments for 2013 based on
several key assumptions which are described below.
26. The LCRs for the Load Zones J and K in the August and November 2013 auctions were
based on the 2013/2014 LCRs approved by the NYISO stakeholder Operating Committee
for the 2013-2014 Capability Year, which were 86% for New York City and 105% and for
Long Island.
27. The G-J Locality LCR analysis began with a General Electric’s Multi-Area Reliability
Simulation Model (“MARS” model) analysis of Load Zones G, H, I, J, and K, LH the
entire region located on the constrained side of the UPNY-SENY Highway interface. It
determined that a 93% LCR would be appropriate for that region.
28. At the time the NYISO proposed the NCZ boundary of Load Zones G, H, I, and J (LH.,
excluding Load Zone K) 7 the impact analyses were already well under development.
Therefore, the LCR used in the impact analyses for the G-J Locality was extrapolated

7

The NYISO’s reasons for proposing a G-J Locality are described in the Chao/Adams
Affidavit at PP 16-34. In addition, the Patton Affidavit notes, at P 16, that excluding Load Zone K
from the proposed NCZ is consistent with market design principles and that the G-K Locality is
therefore a “reasonable configuration.”
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from the existing simulation data. For the August 2013 simulation, it was calculated by
subtracting the Load Zone K LCR in megawatts of UCAP (5,251.6 MW) from the LCR
calculated for the Load Zones G-K in megawatts of UCAP (18,289.7 MW). This
calculation yielded a G-J LCR of 13,038.1 megawatts of UCAP. This corresponds to an
89.3% G-J LCR. For the November 2013 simulation it was calculated by subtracting the
Load Zone K LCR in megawatts of UCAP (5,249.9 MW) from the LCR calculated for
Load Zones G-K in megawatts of UCAP (18,624.8 MW). This calculation yielded a G-J
LCR of 13,374.9 megawatts of UCAP. This corresponds to an 89.9% G-J LCR. These
LCRs were used solely for purposes of the impact analyses.
29. Consistent with current rules, the analyses provided that LSEs in a Locality pay for the
UCAP and excess (LH the amount over the LCR that clears). Therefore, the NYISO
assumed that Load Zone J would pay for Load Zone J and for additional G-J Locality
UCAP up to 89.3% and 89.9% of load for August and November, respectively, plus a SUR
UDWD share of G-J excess, plus the remaining UCAP at the actual Summer 2013, and
Winter 2013/2014 NYCA ICAP Demand Curve price, plus a SUR UDWD share of the NYCA
excess.
30. The NYISO also assumed that Load Zone K LSEs would pay for Load Zone K UCAP
and excess, plus remaining UCAP at the NYCA ICAP Demand Curve price, plus a SUR
UDWD share of the NYCA excess. Load Zone G LSEs would pay for 89.3% and 89.9% of
Load for August and November, respectively, at the simulated G-J Locality ICAP
Demand Curve price, plus a SUR UDWD share of the G-J Locality excess, plus remaining
UCAP at the NYCA price, plus a SUR UDWD share of NYCA excess. LSEs in Load Zones
A-F would pay for UCAP at the NYCA Demand Curve price plus a SUR UDWD share of
NYCA UCAP excess.
31. Based on these assumptions, the NYISO estimated the annual changes in capacity
payments for 2013 in both a summer and winter month, for various Load Zones, and the
total dollar impact of the creation of the G- J Locality. The results are summarized in
Table 3 below. It shows the expected increase in capacity payments for Load Zones G, H,
and I, an expected decrease in payments for the new Rest of State, a relatively small
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increase in annual payments for Load Zone J, and no change in annual payments for Load
Zone K. Because of the uncertainty inherent in developing such estimates the NYISO has
rounded them all to the nearest million dollars. 8 Rounding the values for an annual
estimate better reflects the purpose of the estimate, LH, to indicate the payment difference
with and without the G-J Locality. For example, the Summer month and Winter month
each multiplied by six will not correspond exactly to the annual value due to rounding.
The information is only intended to provide an indication of the difference in payments
with and without a G-J Locality. It is not intended to be a price forecast.
32. The results for the August 2013 data and the November 2013 data were used to develop
an annual estimate. The annual value was calculated by multiplying the results of the one
summer and one winter month each by six for the number of months in a Capability
Period. Given time constraints, and the number of simulations that the NYISO conducted,
it was not practicable to estimate an impact for each month. Nevertheless, I believe that
this method of calculating annual impacts is reasonable for the purpose for which the
annual impacts are provided: LH to indicate the difference in UCAP payments in
reasonably likely scenarios attributable to the creation of a G-J Locality.

8

If the NYISO had not rounded its estimate for Load Zone K to the nearest million dollars it
would have shown a relatively small price decrease.
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Table 3 -- Estimated Annual Impacts on Capacity Payments for 2013
Total $ Impact

2013 Dollar Impact (in Millions)
Load
Summer with NCZ (G-J)
Summer without NCZ (G-J)
% Increase
$ Impact/Month

Rest of State

Zones GHI

Zone J

Zone K

$58

$39

$165

$45

$60

$22

$164

$45

-3.3%

77.3%

0.6%

0%

-$2

$17

$1

$0

Winter with NCZ (G-J)

$29

$23

$90

$23

Winter without NCZ (G-J)

$32

$12

$90

$23

% Increase

-9.3%

91.7%

0%

0%

$ Impact/Month

-$3

$12

$0

$0

Annual $ Impact

-$33

$173

$6

$0

Total $ Impact

$146

NOTE TO TABLE: All Summer/Winter figures were calculated using the monthly value, and then
rounded to the nearest million dollars. All percentages were calculated based on the rounded figures.
Reference Price is Average of Zone J and NYCA
112% Zero Crossing Point
August 2012 Derates for August 2013 Simulation

33. Table 3 shows that based on the simulation, the only Load Zones in which capacity
payments increase as a result of creating the G-J Locality are G, H and I. Those Load
Zones had been paying NYCA ICAP Spot Market Auction prices
C. Consumer Impact Analysis for 2018
34. The 2018 analyses estimated the range of expected future prices in all Load Zones due to
the creation of a G-J Locality, based on data from past ICAP Spot Market Auctions,
combined with data and assumptions on new entry, retirements, transmission expansion
and projected peak load.
35. The 2018 analysis assumes that there would be 1000 MW increase in transmission system
transfer capability and various capacity resource additions. Various entities have
proposed transmission system projects, including projects designed to increase
transmission system transfer capability in New York. The NYISO is not taking a position
on the likelihood, timing, merits, or benefits of such proposals in this proceeding. The
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NYISO does believe that the existence of the proposals means that considering an impact
scenario that includes 1000 MW increase in transmission system transfer capability to be
informative to the Commission and stakeholders. As in the above-described 2013
consumer impact analysis, the 2018 G-J Locality ICAP Spot Market Auction prices were
based on a $15.69 reference price for the August 2018 simulation and $15.39 for the
November 2108 simulation, and a 112% zero crossing point. The analysis did not escalate
the 2013 simulated G-J ICAP Demand Curves. Again because of the uncertainty inherent
in developing the estimates, and the purpose for which they are presented, the NYISO has
rounded them all to the nearest million dollars. Like the 2013 Annual data, the
information is only intended to provide an indication of the difference in payments with
and without a G-J Locality, and is not intended to be a price forecast.
36. LCRs utilized in this analysis were based on 2013/14 actual Load Zone J and K LCRs,
and the G-J LCR developed as described in P 28, adjusted for load growth to 2018 per the
NYISO’s 2012 Load and Capacity Data Report (LH, the “Gold Book”). 9 The LCRs for
Zones J and K were adjusted for the projected entry and exit of new capacity resources in
Load Zones G, H, and I. More specifically, LCRs for Localities J, K, and G-J were
derived based on the LCRs described above.
37. The analysis then cleared the ICAP Spot Market Auction beginning with clearing
Localities J and K, then clearing the G-J Locality, and then clearing the NYCA. This
sequence allowed the NYISO to take account of the capacity cleared on the Demand
Curves for Localities J and K in estimating NCZ prices. 10 The calculation of capacity
prices took account of the simulated entry of new capacity in Load Zones G, H, I and J as
well as Load Zones A through F. In addition, because the entry of new generation in Load
Zones G,H, and I would reduce the LCR for J and K in future capacity market auctions, it
was necessary to iterate to a final LCR ratio and simulated entry outcome.

6HH
<http://www.nyiso.com/public/webdocs/markets_operations/services/planning/Documents_and_Resou
rces/Planning_Data_and_Reference_Docs/Data_and_Reference_Docs/2012_GoldBook_V3.pdf >
9

10

I note that the two Localities and NYCA are solved simultaneously and will continue to be
after the implementation of the G-J Locality.
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38. The necessary iterative process for deriving LCRs for Zones J and K potentially results in
distinct LCRs for Load Zones J and K for each set of assumptions regarding zero crossing
points and NCZ reference prices and entry prices for the new capacity in Load Zones G,
H, and I. 11 These adjustments are necessarily approximated since it was not practical to
rerun a MARS simulation of the LCR for each level of entry in Load Zones G, H, and I.
Because it was not practical to rerun MARS for the cases being evaluated for each step, an
approximation was used to calculate adjusted Load Zone J, Load Zone K, and G-J
Locality LCRs. It was observed that the retirement/mothballing of generation located in
Load Zones G, H, and I during 2012 caused an upward effect on the Load Zones J and K
LCRs from 2012 and 2013. It was calculated that 51% of the megawatt increase in UCAP
LCRs would be in Zone J and 49% in Zone K. This 51%/49% ratio was used to
approximate the impact of changes in Zones G, H and I capacity on Zones J and K LCRs.
Hence, these ratios were applied to reduce the LCRs in Load Zones J and K to the extent
that generation entered or returned to service in Load Zones G, H, and I in each specific
simulation.
39. Because Load Zone K is not included in the NCZ, it was necessary to make a second
adjustment to the G-J Locality, to account for the fact that when the Load Zone K LCR
was reduced, it lowered the total LCRs for each of the J, K, and G-J Localities. Thus, the
G-J Locality, and Load Zone J LCRs were also increased to offset the reduction in Load
Zone K LCRs.
x

Specifically, the following capacity resources were assumed to be added to the supply
offered in auctions between August 2013 and August 2018:

x

Load Zones A-F (new Rest of State): 73.1 MW with the G-J Locality established and
25.8 MW without it. The difference between these amounts is an estimate of the
amount of capacity that would not participate in the capacity market absent the
formation of the G-J Locality because of the lack of CRIS.

11

By entry prices, I mean the capacity price at which additional new gas fired capacity in the
Interconnection Queue was assumed to offer in the market.
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x

Load Zone J: Some generation projects were assumed to offer at 75% of the Load
Zone J reference price, while new natural gas-fired capacity resources were assumed
to offer at 85% of the Load Zone J reference price.

x

Load Zones G, H, and I: (i) 321 MW of Bowline 2 restored capacity offered at 75% of
the NCZ reference price; (ii) 1579.2 MW of new natural gas-fired capacity resources
(not including Bowline 2) offered at 85% of the NCZ reference price; and (iii) three 25
MW blocks of demand response offered at 50%, 80%, and 95% respectively of the
NCZ reference price.

Table 4 -- 2018 Auction Simulation Results (with 1000 MW
Transmission Expansion and Generation Additions)
August 2018

November 2018

40. Thus, the simulation indicated that the creation of the proposed NCZ would result in a
lower price for capacity clearing against the NYCA ICAP Demand Curve, and thus a
lower payment for capacity by LSEs in Load =ones A-F. It also would result in lower
payments by LSEs in Load Zone K, which includes capacity to satisfy the LCR clearing at
the Load Zone K ICAP Demand Curve plus excess, and remainder clearing against the
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NYCA curve plus a share of excess. The capacity prices in Load Zone J would be the
same in 2018 with or without a G-J Locality.
41. Table 5 shows that based on the simulation, the creation of a G-J Locality would result in
increased 2018 Capacity payments in Load Zones G, H, and I. That increase is based on
the portion of payments incurred to clear the LCR requirement at the G-J Locality ICAP
Demand Curve plus excess, and the remainder of the NYCA requirement plus a share of
excess.

Table 5 - Estimated Annual Impacts on Capacity Payments for 2018
Total $ Impact

2018 Dollar Impact (in Millions)
Load

Rest of State

Zones GHI

Zone J

Zone K

Summer with NCZ (G-J)

$106

$42

$191

$61

Summer without NCZ (G-J)

$109

$41

$191

$61

-2.75%

2.43%

0%

-0%

-$3

$1

$0

$0

% Increase
$ Impact/Month
Winter with NCZ (G-J)

$94

$47

$188

$44

Winter without NCZ (G-J)

$98

$37

$188

$46

% Increase

-4%

27%

0%

-8.7%

$ Impact/Month

-$5

$10

$0

-$3

Annual $ Impact

-$48

$66

-$0

-$18

Total $ Impact

$0

NOTE TO TABLE: All Summer/Winter figures were calculated using the monthly value, and then
rounded to the nearest million dollars. All percentages were calculated based on the rounded figures.
Reference Price Equals the Average of J and NYCA
112% Zero Crossing Point
1000 MW Increase in Transmission System Transfer Capability
Additional Generation
August 2012 Derate Factors

D. Additional Impacts of Establishing the G-J Locality
42. In addition to evaluating the wholesale capacity price and consumer capacity payment
impacts of the creation of the NCZ, I have also considered potential impacts on reliability
and the environment.
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43. The Market Monitoring Unit’s two most recent State of the Market Reports have
recommended the creation of an NCZ in the Lower Hudson Valley to retain existing
capacity and to attract needed new capacity.12 Approximately 900 MW of generation
located in Load Zones G, H and I has retired since 2007 and an additional 400 MW of
Bowline generation is on an extended derate. The size of the increase in the LCRs and
capacity prices in Load Zones J and K from 2012/2013 to those approved for 2013/14
illustrates that the NYISO’s current capacity market configuration has the potential to
mask price signals. A more efficient price signal could help to retain capacity and attract
efficient new capacity and investment which would be in the long run interests of
consumers. With the creation of a G-J Locality, capacity prices in the Load Zones G, H,
and I are expected to attract new investment, both in existing plants and new capacity
resources, and retain economic generation.
44. The Patton Affidavit reiterates that the G-J Locality would address important reliability
needs that “have become increasingly apparent in recent years.”13 It also emphasizes that
the G-J Locality will provide efficient price signals and will facilitate more efficient
investment and retirement decisions. 14
45. The establishment of the NYISO’s proposed NCZ would increase the likelihood that
approximately 125 MW of new capacity resources proposed to be located in the new Rest
of State, would be developed. The development of these resources would be more
environmentally friendly and can be expected to displace and have less of a physical
environmental impact than existing generation.
IV.

Conclusion

46. Based on the analyses described above, some consumers will not see a payment increase,
and others will, as a result of the creation of the G-J Locality. All consumers in the

6HH  6WDWH RI WKH 0DUNHW 5HSRUW IRU WKH 1HZ <RUN ,62 0DUNHWV (April 2013) available at
<http://www.nyiso.com/public/webdocs/markets_operations/documents/Studies_and_Reports/Reports/
Market_Monitoring_Unit_Reports/2012/NYISO2012StateofMarketReport.pdf> .
12

13

Patton Affidavit at PP 11-12.

14

Patton Affidavit at P 13.
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NYCA, including consumers in Load Zones G, H, and I will benefit from improved price
signals, which will lead to enhanced system reliability and transmission security, as
discussed herein and in the Patton Affidavit and the Chao/Adams Affidavit.15
This concludes my Affidavit.

15

6HH HJ Patton Affidavit at PP 13, 16; Chao/Adams Affidavit at PP 33-34.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

Docket No. ER13-___-000

AFFIDAVIT OF HENRY CHAO, Ph.D. AND JOHN M. ADAMS
Dr. Henry Chao and Mr. John Adams each declare:
1.

I have personal knowledge of the facts and opinions herein and if called to testify
could and would testify competently hereto.

I.

Purpose of this Affidavit

2.

The purpose of this Affidavit is to explain the process the NYISO followed to
determine the boundary for the New Capacity Zone1 (“NCZ”) that it has proposed
in this proceeding and to determine the Indicative NCZ Locational Minimum
Installed Capacity Requirement (“Indicative NCZ LCR”). This Affidavit also
discusses the results of the analyses performed in those processes.

II.

Qualifications
A. Dr. Henry Chao

3.

My name is Henry Chao. I am the Vice President of System and Resource
Planning for the NYISO. My business address is 10 Krey Boulevard, Rensselaer,
NY 12144.

1

Terms with initial capitalization not defined herein have the meaning set forth in the
Market Administration and Control Area Services Tariff (“Services Tariff”) and if not defined
therein, then in filing in which this Affidavit is incorporated.

$

4.

My responsibilities include performing reliability and economic studies of supply
(including demand side resources) and transmission facilities in New York State in
accordance with the objectives and procedures of the NYISO. This includes
performing planning studies and functions of resource adequacy and transmission
security, load forecasting, and interconnection studies. I also lead the NYISO’s
participation, either directly or through overseeing NYISO personnel, various
stakeholder committees, Federal Energy Regulatory Commission (the
“Commission”) proceedings, New York State Reliability Council (“NYSRC”)
matters, and Northeast Power Coordinating Council (“NPCC”) and North
American Electric Reliability Corporation (“NERC”) committees dealing with bulk
power system reliability and economics. I have been actively engaged in the
NYISO’s analyses for and development of the NCZ, including the determination of
the proposed NCZ boundary and the Indicative NCZ LCR.

5.

I have thirty years of experience in all aspects of electric system planning and
operations. I have held my current position at the NYISO since April 2008. Prior
to holding my current position, I was the NYISO’s Director of System & Resource
Planning. Before joining the NYISO in 2007, I served as Group Vice President of
Utility Partner, and Director of Business Development, Electric Systems
Consulting, for ABB Ltd. At ABB, my primary responsibility was to direct model
development and consulting leveraging ABB’s technologies, which were built to
analyze bulk power markets, relieve transmission congestion, and foster improved
understanding of the competitive forces underlying the changes in the electric
power sector.
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6.

I have worked extensively with electric utilities, Independent System Operators and
Regional Transmission Organizations, regulators, generation and energy trading
companies, investment banks, and hedge funds. I have been a frequent participant
as speaker or panel chair in industry and government sponsored industry forums
and technical seminars and have authored over fifty papers for Institute of
Electrical and Electronics Engineers (“IEEE”), CIGRE (the International Council
on Large Electric Systems,) and other industry conferences. I have briefed the
Commission and U.S. Department of Energy staff on transmission congestion and
grid technology issues.

7.

I hold a Ph.D. in Electrical Engineering from Georgia Institute of Technology.
B. John Adams

8.

My name is John Adams. I am a Principal Electric System Planner for the NYISO.
I have held my current position since 2006. My business address is 10 Krey
Boulevard, Rensselaer, NY 12144.

9.

I have forty years of experience in the electric utility industry primarily in electric
system planning and operations. My current responsibilities include managing
special studies such as the NYISO’s study of the system integration of wind
generation, providing support to the annual New York Control Area (“NYCA”)
Installed Capacity Requirements study, serving as one of the NYISO observers to
the NYSRC since its creation as part of electric restructuring in New York State in
1999. I am a member of NERC’s Integration of Variable Generation Task Force
and Chaired the task force that produced the report for “task 1.4” entitled:

3
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“Flexibility Requirements and Metrics for Variable Generation: Implications for
System Planning Studies.” I am the NYISO representative to the NPCCs Task
Force on the Coordination of Planning (“TFCP”) and was the New York Power
Pool (“NYPP”) representative on TFCP prior to electric restructuring. I have been
actively engaged in the NYISO’s analyses for and the development of the NCZ,
including the determination of the proposed NCZ boundary and the Indicative NCZ
LCR.
10.

I was previously Director of Planning for the New York Power Pool (“NYPP”) and
became Director of Planning and Analysis at the NYISO when it succeeded the
NYPP. During electricity restructuring, I directed a staff of over twenty
professionals with the primary objective of transitioning NYPP processes that were
directed by vertically integrated utilities to open unbundled competitive market
processes while maintaining the NYPP’s culture of a strong commitment to
reliability. I had major roles in: 1) converting the NYPP installed capacity
requirement or BP-4 requirement to a market based Installed Capacity (“ICAP”)
requirement and auction process; 2) directing the implementation of the NYISO
Transmission Congestion Contract market; 3) directing the implementation and
development of the NYISO generator and merchant transmission interconnection
process; 4) directing the implementation of a “state-of-the-art” real time load
forecasting capability; 5) directing the development of the NYISO demand
response programs; 6) directing the development and implementation of a
comprehensive electric systems reliability planning process for the New York
Control Area, including being the primary author of the NYISO’s first and second
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Reliability Needs Assessments and Comprehensive Reliability Plans; and
7) initiating the NYISO’s publication of its annual “Load and Capacity Data
Report” or “Gold Book.” I am a Life Member of the IEEE and have coauthored
several papers and articles. I have appeared before the New York State Public
Service Commission as an expert witness in both electric rate and long range
planning proceedings.
11.

I hold a Bachelor of Science Degree in Electrical Engineering from Rensselaer
Polytechnic Institute (“RPI”) and a Master of Science Degree in the Management
of Technology from RPI.

III.
12.

Determination of the NCZ Boundary
Section 5.16 of the Services Tariff states that the NYISO shall conduct the NCZ
Study on or before January 15 in each ICAP Demand Curve Reset Filing Year. If
the NCZ Study determines that there is a constrained Highway interface into one or
more Load Zones, the NYISO must establish an NCZ. The NYISO is also required
to determine the NCZ’s boundary by considering “the extent to which incremental
Capacity in individual constrained Load Zones could impact the reliability and
security of constrained Load Zones, taking into account interface capability
between constrained Load Zones.” 2 The Services Tariff provides that the boundary
of the NCZ may encompass a single constrained Load Zone or group of Load
Zones including one or more constrained Load Zones on the constrained side of the
Highway interface.

2

Services Tariff Section 5.16.2.
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13.

In addition, the NYISO must determine an Indicative NCZ LCR each ICAP
Demand Curve Reset Filing Year. The Indicative NCZ LCR is used solely for
establishing the ICAP Demand Curve for the NCZ in accordance with Section
5.14.1.2 of the Services Tariff. 3

14.

As described in the Affidavit of Mr. Steven Corey, the NCZ Study determined that
the UPNY-SENY Highway interface is bottling 849.2 MW of generation from
Load Zones A through F to one or more of Load Zones Load Zones G through K. 4
The NCZ Study therefore triggered the tariff requirement to create, and to define
the boundary of, one or more New Capacity Zones.

15.

Currently, Load Zones J and K are defined as separate Localities and each has its
own Locational Minimum Installed Capacity Requirement (“LCR”). They are the
only two Localities in the NYCA. Load Zones G, H, and I (“GHI”) are located on
the constrained side of the UPNY-SENY Highway interface and, therefore, clearly
had to be included in the NCZ. A principal question was whether Load Zones GHI
should be combined with one or both of the existing Localities.

16.

The Services Tariff requires that in determining the boundary, the NYISO consider
the extent to which incremental capacity in individual constrained Load Zones
could impact the reliability and security of constrained Load Zones while taking
into account interface capability between Load Zones. Power system reliability
consists of adequacy and security. Adequacy, which encompasses both capacity

3

,G

4

The NYCA Load Zones are depicted on the map that is Attachment IX to the filing
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resources and transmission adequacy, refers to the ability of the bulk power system
to supply the aggregate requirements of electricity to consumers at all times,
accounting for scheduled and unscheduled outages of system components. Security
refers to the ability of the bulk power system to withstand disturbances such as
electric short circuits or unanticipated loss of system components.
17.

The NYISO’s determination of which of the Load Zones located on the constrained
side of UPNY/SENY interface should be included in the NCZ began with the
application of resource adequacy techniques. Because Load Zones J and K are
defined as Localities with their own LCRs, the NYISO sought to determine how
fungible capacity in Load Zones GHI is with capacity in Load Zones J and with
capacity in Load Zone K. This was done by running simulations in which capacity
was removed from Load Zones GHI and added to Load Zones J and K while
monitoring whether compliance with the NYSRC rule of a loss-of-load event of not
more than once in ten years (or a loss-of-load expectation (“LOLE”) evaluated
probabilistically of not more 0.1 days per year) would be maintained. 5 The degree
to which capacity in Load Zones J and K could substitute for capacity on a
reliability basis in GHI would measure how fungible GHI capacity was with
capacity in Load Zones J and K and, thus provide guidance on which Load Zones
should be included in the NCZ.

6HH NYSRC Reliability Rule A-R1, 6WDWHZLGH ,QVWDOOHG 5HVHUYH 0DUJLQ 5HTXLUHPHQWV
<KWWSZZZQ\VUFRUJSGI5HOLDELOLW\5XOHV0DQXDOV550DQXDO9)LQDO
SGI!, (“The NYSRC shall establish the IRM requirement for the NYCA such that
the probability (or risk) of disconnecting any firm load due to resource deficiencies shall be, on
average, not more than once in ten years. Compliance with this criterion shall be evaluated
probabilistically, such that the loss of load expectation (LOLE) of disconnecting firm load due to
resource deficiencies shall be, on average, no more than 0.1 day per year.”)
5
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18.

The analysis was conducted using General Electric’s Multi-Area Reliability
Simulation Model (the “MARS” model). This MARS model has been used by the
NYSRC to establish the statewide installed reserve margin (“IRM”) since 2000,
which was the first full year of operation for the NYISO-administered markets.
The MARS model also accounts for the emergency transfer criteria for the key
transmission interface between Load Zones. 6 It is intended that the NYS Bulk
Power System be operated within normal transfer criteria at all times insofar as
possible. However, in the event that adequate facilities are not available to supply
firm load within normal transfer criteria, emergency transfer criteria may be
invoked. Under emergency transfer criteria, transfers may be increased up to, but
not to exceed, emergency ratings and limits. When running the MARS simulations,
the NYISO used the base case in setting the 2013/2014 IRM approved by the
NYSRC Executive Committee, as adjusted by the NYISO in its determination of
the 2013/2014 LCRs for the J and K Localities.

19.

Because the MARS model accounts for the ability of the transmission system to
transfer power, the distribution of resources relative to the capability of the
transmission system and load can result in multiple sets of statewide IRM and
LCRs for Localities J and K that meet the LOLE criterion. In recognition of this, a
process known as the “unified methodology” was developed so that the selection of
the IRM and corresponding LCRs set to establish LSE capacity requirements would
be selected consistently from year-to-year. The unified methodology is also the

6

This is consistent with NYSRC Reliability Rule A-R1, which requires, among other
things, that IRM analyses make “due allowance” for emergency transfer capability.
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process used by the NYISO to set the LCRs and thus it is internally consistent with
the process used by the NYSRC to set the statewide IRM.
20.

The unified methodology establishes a graphical relationship or curve between
statewide IRM and the LCRs. The shape of the curve tends to be convex with
higher LCRs at lower IRMs and lower LCRs at higher IRMs. Beyond the
inflection point of the curve, which also known as the “Tan 45” point (LH, the point
where the tangent measures 45 degrees), is the point where the curve tends to
flatten out. At that point, higher IRMs result in minimal reduction in LCRs.

21.

In the first step of the NCZ boundary analysis, the MARS simulations in
conjunction with the unified methodology indicated that close to 6,000 MW of
capacity could be relocated from Load Zones GHI to Load Zone J before the LOLE
criterion for the NYCA would be violated. In the case of Load Zone K, the MARS
simulation and unified methodology indicated that only approximately 300 MW of
capacity could be transferred from Load Zones GHI to Load Zone K without a
violation. This much lower number is attributable to the limited transmission
export capability from Load Zone K to Load Zones GHI.

22.

Thus, capacity in Load Zones GHI is much less fungible with capacity in Load
Zone K. The result shows that from the resource adequacy perspective, Load Zone
K capacity provides limited support and value to Load Zones GHI, especially in
comparison to the support that Load Zone J provides.

23.

In the second step of the NCZ boundary analysis, the NYISO conducted resource
adequacy simulations that added capacity to Load Zones J and K separately to
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determine how capacity additions in them would impact the LOLE for Load Zones
GHI. This approach begins with the NYISO system at LOLE criterion and adds
capacity. In general, adding incremental capacity to any location in the system,
either NYCA Load Zones or neighboring systems, will show an improved LOLE to
some extent. Even adding capacity to a location where the capacity is bottled (LH,
constrained) can result in some improvement although when such improvements
occur they will usually be smaller. The LOLE ordinarily declines rapidly towards
zero in an asymptotic manner until the point of diminishing returns is reached or
the LOLE has dropped to essentially zero. For the case where the capacity
additions become bottled, the LOLE will stop improving at a certain point.
24.

Adding capacity to Load Zones J or K would affect reliability in two ways. First, it
would result in a lower LOLE because the number of loss-of-load events in those
zones would be reduced and there would be more capacity available to share with
other Load Zones subject to transmission constraints. Second, more of the capacity
that is able to flow across the UPNY-SENY constrained Highway interface would
be available to provide greater support to Load Zones GHI, and to Load Zone J or
K, depending on where the capacity was added. For example, if capacity is added
to Load Zone J, the proportion of capacity flowing over the UPNY-SENY interface
that is available to support Load Zones G, H, I, and K will increase.

25.

The NYISO examined cases where large amounts of capacity (HJ, 3,500 MW)
were added to Load Zones J and K. When 3,500 MW was added to Load Zone J,
the LOLE in Load Zones GHI dropped from 0.1 days per year to essentially zero
(0.001 days per year) because this amount of capacity increased the IRM by more
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than 10%, to above 27% while the Load Zone J capacity margin increased by over
33%. These changes were so substantial because the 3,500 MW would not be
bottled in Load Zone J.
26.

By contrast, when 3,500 MW was added to Load Zone K it results in an even
greater increase in the Load Zone K capacity margin, LH 57%. The LOLE in Load
Zones GHI LOLE fell to only 0.012 and stayed at this level without any further
improvement. In fact, the NYISO increased the capacity additions in Zone K
beyond 3,500 MW and there was no further improvement in the LOLE for Load
Zones GHI or the NYCA LOLE. This is because the 3,500 MW of incremental
capacity additions in Load Zone K become bottled there at some point while no
such bottling occurred in Load Zone J. This result means that, unlike Load Zone J,
adding more capacity to Load Zone K provides considerably less reliability benefit
because the capacity additions become bottled.

27.

Thus, the second step of the analysis demonstrates that adding capacity to Load
Zone J provides greater LOLE benefits per MW in Load Zones GHI and in the
NYCA than adding equivalent capacity to Load Zone K. The conclusion for the
case of large capacity additions is that capacity in Load Zones GHI and Load Zone
J is fungible but large capacity additions in Load Zones GHI and Load Zone K are
not because incremental capacity becomes bottled in Load Zone K. The second
step also shows that Load Zones GHI combined with Load Zone J (“Load Zones
GHIJ”) are a superior location for incremental capacity than Load Zone K given
that the objective is to send a price signal for incremental capacity additions in
locations that provide the greatest reliability benefit and support for maintaining the
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system at least at criterion. These results are consistent with and reinforce the
findings from the first step.
28.

In the third step of the NCZ boundary analysis, the NYISO conducted a
transmission security analysis. Such analyses are conducted deterministically
through the enumeration of multiple system facility outage events. Transmission
security analysis is often referred to as “N-1” analysis. The LOLE results and
capacity transfer capability resulting from the MARS simulations described above
are probability weighted values. The transmission system topology and its limits
used in the MARS model are derived from the N-1 analysis based on emergency
transfer criteria (LH, with system facilities operating at 15 minute short term
emergency ratings). That is, they aggregate a set of simulated system conditions
which are probability weighted loss of load occurrences that reflect various system
outages, extreme weather/load conditions, HWF. The transmission security analysis
provides the deterministic perspective and information about specific operation
conditions. This provides a different view of real-time system operation conditions
when compared to the probability weighted measures provided by the MARS
analysis.

29.

Under system operation conditions, the transfer capability based on normal transfer
criteria (with system facilities operating at four-hour long term emergency ratings)
from Load Zone K to Load Zone I results in less transfer capacity than the
probability weighted results from the MARS simulations. The NYISO’s N-1
analysis found that the maximum power that can be transferred out of Load Zone K
to the rest of NYCA under normal conditions is 233 MW; and under emergency
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conditions it is 344 MW. The normal and emergency transfer capacities are
sensitive to the load and the generation dispatch under various facility outage
conditions on the 138 kV and 69 kV transmission systems in western Load Zone K.
30.

An “N-1-1” transmission security analysis was also conducted for the Load Zones
on the constrained side of the UPNY/SENY interface. In an N-1-1 security
analysis, individual N-1 cases are created by removing critical generator,
transmission circuit, transformer, series or shunt compensating device, or HVDC
pole, from the base case. Next, a set of corrective actions is developed to restore
the system to normal condition for each of the first N-1 contingency cases and to be
ready for the second N-1 contingency (commonly referred to “N-1-1”).

31.

With the Zone K export capability at 233MW, for the next ten years, an N-1-1
transmission security analysis for the Load Zones located on the constrained side of
the UPNY-SENY interface demonstrated that SENY Load Zones must seek
capacity from regions other than Load Zone K. Resource shortages due to
generation outages/retirements in the Load Zones on the constrained side of the
interface cannot be met by the addition of incremental generation capacity to Load
Zone K. This conclusion is consistent with and reinforces those found in the first
two steps described above.

32.

Finally, the NYISO considered the fact that Load Zone J is electrically more
integrated with the transmission system in Load Zones GHI than it is with Load
Zone K. In general, this is a result of the fact that the Transmission Owner, and
largest LSE serving Load Zone J, also has substantial operations in Load Zones
GHI and, prior to deregulation also owned a substantial amount of generation
13
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capacity in GHI that were built to serve load in GHI as well as Zone J. As a result,
much of the transmission in GHI was designed to deliver energy generated in Load
Zones GHI to Load Zone J. Further, it should be noted, that the backbone
transmission system serving Load Zones GHIJ is a more robust 345 kV system
while the backbone transmission system serving Load Zone K is a 138 kV except
for its external ties to Load Zone I.
33.

In conclusion, the Service Tariff requires the NYISO to determine the NCZ’s
boundary and that it consider “the extent to which incremental Capacity in
individual constrained Load Zones could impact the reliability and security of
constrained Load Zones, taking into account interface capability between
constrained Load Zones.” 7 Further the Services Tariff provides that the boundary
of the NCZ may encompass a single constrained Load Zone or group of Load
Zones including one or more constrained Load Zones on the constrained side of the
Highway. The analyses, described above, clearly shows that the capacity needs
attributable to generation retirements cannot be fully met by adding generation in
Load Zone K on a one-to-one basis. It is axiomatic that sound market design
should promote economic efficiency. An NCZ should send price signals that
promote reliability in an economically efficient manner. Establishing an NCZ that
included Load Zone K would be inconsistent with these principles because it would
incent capacity additions in Load Zone K even though such additions would

7

Services Tariff Section 5.16.2.
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provide considerably less reliability value to the other Load Zones located on the
constrained side of the UPNY-SENY interface and to the NYCA as a whole.
34.

NYISO’s proposed NCZ encompassing Load Zones GHIJ is more consistent with
these tariff requirements than any other potential NCZ configuration, including a
combination with Load Zone K. Taken together, the factors described above cause
the NYISO to recommend that the NCZ created in response to the constraint
identified in the NCZ Study should encompass Load Zones GHIJ, and should not
include Load Zone K.

IV.

Determination of the Indicative NCZ LCR

35.

As stated above and in the transmittal letter, the Indicative NCZ LCR will be
utilized in the determination of the ICAP Demand Curve for the NCZ. Therefore, a
description of how it was calculated is provided here.

36.

The NYISO calculated the Indicative NCZ LCR using the MARS model which, as
described earlier, is the same tool that is used to perform the analysis determining
the NYCA IRM and the LCRs.

37.

As discussed above, the transmission constraints that are modeled in the MARS
simulations can result in multiple sets of IRM and LCR “pairs.” The “unified” or
“Tan 45” methodology, was developed to determine the IRM and the LCR for
Zones J and K all paired so that a balance is struck between the statewide (NYCA)
IRM and the LCRs. The unified methodology has been in use since 2005 and has
provided balanced levels of IRM and LCRs between upstate and downstate over
time.
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38.

Under the unified methodology, a curve is developed that relates the statewide IRM
and the LCRs. The anchor point on the curve is selected by applying a tangent of
45 degrees (“Tan 45”) at the bend (or “knee”) of the curve.8

39.

To determine the Indicative NCZ LCR, the NYISO began by using the unified
methodology to find the Tan 45 point for the statewide IRM and the 2013/2014
LCRs for Load Zones J and K. It then “layered” the proposed G-J Locality on top
of load zones GHI and J at the Tan 45 point.

40.

The NYISO ran simulations that shifted capacity from the Load Zones GHIJ to
Load Zones A, C, and D until the LOLE criterion was satisfied. The NYISO
performed that analysis because under the unified methodology, capacity from
Load Zones J and K is shifted to Load Zones A, C, and D or to the Load Zones
with excess and Load Zones that fully utilize the transmission system. It is at that
point, where the collective capacity to Load ratio for Load Zones G-J became the
Indicative NCZ LCR.

41.

The application of this method resulted in a LCR for Load Zone K of 105% and a
LCR of 86% for Load Zone J. The application of the methodology for NYISO’s
proposed G-J Locality resulted in an Indicative NCZ LCR of 88%.

42.

This concludes this affidavit.

8

6HH NYSRC Policy 5 Attachment A and B.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
New York Independent System Operator, Inc.

)

Docket No. ER13-1380-000

PROTEST OF
CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Pursuant to Rule 211 of the Federal Energy Regulatory Commission’s (“Commission”)
Rules of Practice and Procedure, 18 C.F.R. § 385.211 (2012), Central Hudson Gas & Electric
Corporation (“Central Hudson”) protests the tariff filing of the New York Independent System
Operator, Inc. (“NYISO”) on April 30, 2013 in the above-captioned proceeding (“April 30
Compliance Filing” or “Compliance Filing”). 1
I.

EXECUTIVE SUMMARY
As shown herein, the NYISO’s filing to establish a “new capacity zone” (“NCZ”)

centered in the Lower Hudson Valley (“LHV”) will cause the customers in Central Hudson’s
service territory to face multiple impacts to their rates: (1) higher capacity prices, (2) an unfair
subsidy to customers of Consolidated Edison Company of New York (“Con Ed”) in Capacity
Zone J and customers of Long Island Power Authority (“LIPA”) in Capacity Zone K, and (3)
uncertain prospects for capacity rate relief even if new transmission lines are built to relieve the
congested UPNY/SENY interface that has caused the need to create this NCZ in the first place.
These unjust and unreasonable results will occur because the NYISO failed to account for
the impact that customers in Load Zones J and K have on the constrained UPNY/SENY interface
and, correspondingly, the benefits that forming the NCZ will provide to consumers in Load

1

Central Hudson has joined the Motion to Intervene and Protest of the Indicated New York Transmission
Owner’s (“Indicated NYTOs”), and the Protest of Consolidated Edison Company of New York, Inc. and
Orange and Rockland Utilities, Inc., both of which have been filed in the captioned proceeding on May
21, 2013.

$

Zones J and K. The NYISO’s fundamental mistake arose from the way it developed the
Indicative Locational Capacity Requirements (“LCRs”) used to establish the NCZ where it: (1)
used system reliability concepts to develop the LCRs instead of system deliverability concepts as
the Commission directed; 2 and (2) allocated a majority of the impact of the binding constraint at
the UPNY/SENY interface to Load Zones G, H and I.
Thus, while the NCZ is expected to benefit customers in Load Zones J and K, those
customers will not bear their proportionate share of the costs, as NYISO concedes. Worse, the
flaw in the NYISO’s method means that customers in the Lower Hudson Valley (Load Zones G,
H, and I) may not see future rate relief even if the UPNY/SENY interface constraint is relieved
because the NYISO’s method does not properly account for deliverability constraints in the first
place. These flaws in the NYISO’s method mean that it fails to satisfy cost causation ratemaking
requirements and, therefore, is unjust and unreasonable.
Central Hudson has developed an alternative LCR calculation method using deliverability
concepts as presented in the attached affidavit of Mr. John J. Borchert that corrects the NYISO’s
errors. As Mr. Borchert shows, the flow of capacity from the new “rest of state” capacity zone
(Zones A through F) to Load Zones J and K has a direct and measurable impact on the
UPNY/SENY interface and subsequently the need to create the NCZ. While the NYISO
considered these flows in its Highway Deliverability Test in determining the need to create the
NCZ, it ignored them both in implementing the NCZ and in establishing the LCRs. Mr. Borchert
recommends starting with the NYISO’s computed Zone J LCR, Zone K LCR, and the
corresponding NYCA (New York Control Area) Installed Reserve Margin developed using the
“unified methodology” as described in the NYSRC (New York State Reliability Council) Policy
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, Docket No. ER04-449-023, at P 60 (Sept. 8, 2011) (Order
On Compliance Filing).

2
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5 to find the Tan 45 point. But Mr. Borchert , differs from the NYISO’s method by proposing to
link the indicative NCZ LCRs directly to the UPNY/SENY emergency transfer limit in the
calculation and to allocate deliverability-based LCRs to the load zones downstream of the
UPNY/SENY interface based on the incremental impact that those load zones have on the
capacity flows across the UPNY/SENY interface.
Central Hudson, therefore, respectfully requests the Commission to order the NYISO to
modify its method for calculating the indicative NCZ LCRs to take into account the
deliverability impact across the UPNY/SENY interface as recommended in Mr. Borchert’s
affidavit. Alternatively, Central Hudson requests the Commission to direct its staff to convene a
technical conference to address the indicative NCZ LCR calculation issue, to be followed by
further comments.
II.

BACKGROUND
Section 5.16.3 of the Services Tariff directs the NYISO to establish an Indicative

Locational Minimum Installed Capacity Requirement (“Indicative NCZ LCR”) for each Load
Zone or group of Load Zones “identified in the NCZ Study as having a constrained Highway
Interface, on or before March 1 of each ICAP Demand Curve Reset Filing Year.” The NYISO
must also provide “an opportunity for stakeholders to review and comment . . . .” NYISO uses
Indicative NCZ LCRs “solely for establishing revised ICAP Demand Curves in accordance with
Section 5.14.1.2.” 3 The NYISO satisfied the March 1 tariff deadline to establish an Indicative
NCZ LCR including the stakeholder review requirements. 4 The Commission subsequently
,G The actual Locational Minimum Installed Capacity Requirements (“LCR”) that will be used to
administer market rules for the G-J Locality will be established in the same manner as, and concurrent
with, the LCRs for existing Localities J and K.
4
See Services Tariff Section 5.16.3. The actual LCR that will be used to administer the G-J Locality
capacity market rules will be established in the same manner as, and concurrent with, the LCRs for
existing Localities J and K.
3
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granted the NYISO’s request for a waiver of the March 1 deadline so that the NYISO could
adjust the Indicative NCZ LCR if necessary after further technical analyses. On March 28, 2013,
the NYISO presented a revised proposed Indicative NCZ LCR at an ICAP (Installed Capacity)
Working Group meeting. At the April 18, 2013 NYISO ICAP Working Group meeting, the
NYISO made a presentation in response to stakeholder questions regarding the Indicative NCZ
LCR. The Indicative NCZ LCR will be an element in the NYISO ICAP Demand Curve reset
filing that will be submitted by November 30, 2013. The NYISO will continue to discuss with
stakeholders the Indicative NCZ LCR, and its use, in the ICAP Demand Curve reset process.
On April 30, 2013, the NYISO submitted proposed tariff revisions to establish a NCZ
that would encompass NYISO Load Zones G, H, I, and J (the “G-J Locality”). 5 The April 30
Filing includes a report of the results of the NCZ Study, which identified a Highway
deliverability constraint that NYISO claims warrants creating the NCZ. 6 The NYISO seeks to
establish and implement the G-J Locality for the May 1, 2014 start of the 2014/2015 Capability
Year. 7 It argues that the NCZ is necessary to send efficient price signals, enhance reliability,
mitigate potential transmission security issues, and serve the long-term interest of New York
consumers. 8 The NYISO has asked that the Commission issue an order no later than July 1,
2013, that accepts the proposed tariff revisions with an effective date of July 1, 2013, and
provides later effective dates for certain proposed revisions providing for actions necessary to
implement the NCZ. 9

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, Proposed Tariff Revisions to Establish and Recognize a
New Capacity Zone and Request for Action on Pending Compliance Filing, Docket No. ER13-1380-000
(“April 30 Filing”).
6
,G Attachment X.
7
,G at 1-2.
8
,G at 1.
9
,G at 2.
5
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NYISO states that the NCZ will result in “expected” increases to capacity prices in Load
Zones G, H, and I, but no price increases in other load zones. 10 In providing illustrative
calculations of consumer price impacts from the NCZ, NYISO’s witness, Mr. Niazi, relies on
LCR calculations by witnesses Chao and Adams, and the assessment of NYISO’s market
monitor, Dr. Patton, that the NYISO’s proposal is consistent with market design principles and
therefore “reasonable.” 11 Although Mr. Niazi estimates price impacts on consumers in different
Load Zones resulting from the NCZ, and Dr. Patton speaks generally to market design principles,
none of the NYISO’s witnesses address the impact that Load Zones have on transmission
constraints generally, or on the UPNY/SENY interface specifically that has triggered the need
for the NCZ. 12 Thus, none of the NYISO’s witnesses address the reasonableness of the capacity
cost allocation that results from the NYISO’s proposal.
The NYISO has also asked the Commission to issue an order accepting pending tariff
revisions to establish market power mitigation rules in the NCZ as soon as possible. 13 It states
that it has had extensive discussions with its stakeholders regarding the NCZ Study, the proposed
boundary, potential impacts of the proposed G-J Locality, the tariff revisions that would
implement it, and related issues. 14

,G. at 8; Niazi Aff. at 4.
Niazi Aff. at 4, 6 (calculating “indicative” LCRs); April 30 Filing at 13 (quoting Patton testimony on
market design).
12
For example, although the NYISO performed a study that examined the support that generation located
in Load Zones J and K provide to Load Zones G, H and I, the NYISO did not examine the benefits to
Load Zones J and K that arise from adding generation in Load Zones G, H, or I or from building new
transmission projects that resolve the UPNY/SENY constraints.
13
April 30 Filing at 2
14
,G at 9.
10
11
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III.

COMMUNICATIONS
All communications, pleadings, and orders with respect to this proceeding should be sent

to the following individuals:
Raymond Wuslich
Winston & Strawn LLP
1700 K St., N.W.
Washington, DC 20006-3817
and
Central Hudson Gas & Electric Corporation
John Borchert
Senior Director of Energy Policy and
Transmission Development
284 South Avenue
Poughkeepsie, NY 12601
Email: jborchert@cenhud.com
IV.

PROTEST
The Commission may approve cost allocation methods that apportion cost responsibility

in rough proportion to the benefits that customers receive from utility service. 15 The courts
“evaluate compliance with this unremarkable principle by comparing the costs assessed against a
party to the burdens imposed or benefits drawn by that party.” 16 Here, although the NYISO has
provided an analysis that shows why the NCZ is needed, it fails correctly to evaluate the
beneficiaries of the NCZ, and thus rests on a cost allocation method that is unjust and
unreasonable.
The flawed methods used to calculate and allocate the LCRs exacerbate an already
immediate and substantial capacity price increase to consumers in the G-I Locality17 and
according to the NYISO’s simulations will result in capacity price for customers in Load Zones
,OOLQRLV &RPPHUFH &RPP¶Q Y )(5&, 576 F.3d 470 (7th Cir. 2009); 0LGZHVW ,62 7UDQVPLVVLRQ 2ZQHUV
Y )(5&, 373 F.3d 1361 (D.C. Cir. 2004); . 1 (QHUJ\ ,QF Y )(5&, 968 F.2d 1295 (D.C. Cir. 1992).
16
0LGZHVW ,62 7UDQVPLVVLRQ 2ZQHUV Y )(5&, 373 F.3d 1361, 1368 (D.C. Cir. 2004).
17
Niazi Aff. at 8 and Tables 1 and 2.
15
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G-I to nearly double, increasing Zones G-I customer costs by $173 million per year, 18 both as a
result of the NYISO’s creation of the NCZ and its flawed methodology to allocate the impacts of
the binding UPNY/SENY constraint. To alleviate these cost subsidization issues, Central
Hudson has proposed a methodology of calculating and allocating the NCZ LCRs based on
deliverability across the UPNY/SENY interface.
A. Contrary to the Rationale Supporting the Commission’s Order Authorizing the
NYISO to Establish the NCZ, Under the NYISO’s Filing, the NCZ Locational
Capacity Requirements Are Not Calculated Based on Deliverability Concepts,
But Are Instead Calculated Based on Reliability Concepts.
According to the NYISO, to determine the Indicative NCZ LCR, the NYISO began by
using the unified methodology to find the Tan 45 point for the statewide Installed Reserve
Margin (IRM) and the 2013/2014 LCRs for Load Zones J and K. It then “layered” the proposed
G-J Locality on top of load zones GHI and J at the Tan 45 point. 19
This reliability based methodology resulted in an indicative LCR which is not related to
the UPNY/SENY constraint. The error with the NYISO methodology is that it includes all
capacity in Zones G-I and any changes in G-I generation will not affect the LCR the NYISO
would calculate for the NCZ. Moreover, the addition of new generation in Load Zones G-I
(which will be incented through the increase in capacity prices) will not result in a change in the
LCR of the proposed NCZ; new G-I generation would, however, reduce the LCRs of Zones J and
K. The flaw in the NYISO methodology is in the treatment of Load Zone G-I, and J capacity
within the newly formed nested zone. 20

18

Niazi Aff., Table 3, states that the new capacity zone would cause capacity payments by customers in
Load Zones G through I to increase from $22 million per month in the summer and $12 million per month
in the winter, for a total annual payment of $204 million to $39 million per month in the summer and $23
million per month in the winter, for a total annual payment of $372 million, thereby causing an average
increase of ($372 million – $204 million)/ $204 million = 82 percent.
19
Chao and Adams Aff. at p. 39.
20
Borchert Affidavit at 11.
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This NYISO reliability based methodology used to compute the NCZ LCRs are flawed
because of the following reasons:
1) The Highway Deliverability Test was used to determine if a NCZ need to be created;
therefore, deliverability concepts should be used to develop the details of the NCZ
instead of using Reliability concepts that FERC had rejected as an unnecessary
criteria in determining if a NCZ needed to be created.
2) The NYISO’s NCZ LCR methodology erroneously includes all of the capacity
installed in zones G-I. Should transmission be constructed that mitigates or
eliminates the UPNY-SENY deliverability constraint that has resulted in the NCZ, all
of the zone G-I capacity would still be included in the in the NCZ LCR calculation
while the Zones J & K LCRs likely would be reduced. Because of this, even if new
transmission lines are built to relieve the congested UPNY/SENY interface, capacity
rate relief in zones G-I would not occur.
3) The NYISO erroneously did not include Zone K in the NCZ (only included Zones G,
H, I, and J), even though Zone K is also downstream of the UPNY/SENY interface
and the Zone K computed LCR (based on the unified methodology) will change
depending if generating capacity located in Zones G, H, or I is added or is retired.
For example, if new generating capacity is added in Zones G, H, or I (because of
higher capacity prices in the G-J NCZ to incent new generation), this will result in
lowering the computed Zone K LCR, which the NYISO’s method does not take into
account. Whereas, Central Hudson’s proposed method is based on Deliverability
concepts uses the UPNY/SENY emergency transfer limit directly to compute the

-8-
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NCZ LCRs for all zones downstream of the UPNY/SENY interface (Zones G, H, I, J,
and K) which accounts for the impact of new generation on capacity prices. 21
Central Hudson’s deliverability based methodology used to compute the NCZ LCRs are
beneficial because of the following reasons:
1) The numerical accuracy of Central Hudson’s proposed method to compute the NCZ
LCRs based on Deliverability concepts shown in Mr. Borchert’s affidavit can be
easily reproduced and verified by any market participant, which provides better
transparency to the market place. 22
2) Central Hudson’s method yields similar results to the more complicated NYISO
method in computing the overall LCR for the entire G-K NCZ; therefore, the
computed LCR resulting from Central Hudson’s method can easily and readily be
used in the NYISO computed NCZ Demand Curve to determine the capacity
payments from the electric capacity buyers and the capacity payments to the electric
capacity sellers.
B. The April 30 Filing Is Also at Odds with the Commission’s Intent to Promote
More Efficient Price Signals.
The “nested” new capacity zone concept will allow for Zones J and K to shift capacity
costs to Zones “G-H-I” due to the way the NYISO has designed and plans to implement this
“nested” NCZ. Central Hudson estimates that recent system changes along with the proposed
NYISO “nested” new capacity zone approach could increase capacity prices to Central Hudson’s
customers from $19 million to as much as $89 million annually, an increase of 475%. 23

21

Borchert Aff. at 16.
Borchert Aff. at 18.
23
Borchert Aff. at 15. The magnitude of this rate impact is a further illustration of why the Commission
should, at a minimum, grant the request of the Indicated NYTOs to phase in the rate impact of the NCZ.
22
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The MMU states that “Because the binding UPNY-SENY interface limits supply
resources from reaching Zones G-K, capacity retirement in Zones G and H has resulted in higher
Locational Minimum Installed Capacity Requirements (“LCRs”) for Zones J and K. From the
2010/11 Capability Period to the 2013/14 Capability Period, the LCR for Zone J has risen from
80 percent to 86 percent. A one percent increase in the LCR translates to a $1.30/kW-month
increase in capacity prices given the current capacity demand curve and supply in New York
City. Consequently, the delay in modeling a SENY capacity zone has led to higher capacity
prices in Zone J. 24 This indicates that not only Load Zones G-I contribute to the binding of the
UPNY/SENY interface; Load Zones J and K contribute as well.
The Commission has expressed its intent to promote correct price signals in connection
with NCZs, 25 which is necessary to comply with cost causation ratemaking principles which
require that costs must be allocated to customers in rough proportion to the benefits they receive.
Here, however, the NYISO has not attempted to ensure that costs are allocated to the
beneficiaries of the NCZ, but instead has used a method that assumes Load Zones G-I should pay
all of the capacity costs attributable to the UPNY/SENY interface, whether constrained or not,
seemingly indefinitely. The Commission should resolve this unjust and unreasonable result by
requiring that the NCZ LCRs be based on the deliverability constraint and that the LCRs must be
eliminated when the deliverability constraint is removed. This approach reflects cost causation
because costs will be allocated to Load Zones based on the contribution of those Load Zones to
the constraint. That approach is also more consistent with the Commission’s order authorizing

24

Patton Affidavit at p. 11.
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 136 FERC ¶ 61,165 at PP 55, 58, 60, 69-70 (2011); 1HZ
<RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 140 FERC ¶ 61,160 at P 51 (2012).
25
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NYISO to establish the NCZ, which assumed that the NYISO’s analysis would be driven by
deliverability constraints.
Although the NYISO only briefly addresses its Indicative NCZ LCR determination in this
filing, and the NYISO seems to believe that it satisfied the March 1 tariff deadline to establish an
Indicative NCZ LCR, including the stakeholder review requirements, the NYISO has not
responded to the issues raised in the stakeholder process that the proposed methodology does not
accurately reflect the needs in Load Zones G-I, shifts costs from zones J and K into zones G-I,
and the methodology does not react in a logical manner to the addition of generation resources or
the addition of transmission resources that relieve the deliverability constraint.
The NYISO has stated that it will continue to discuss with stakeholders the Indicative
NCZ LCR, and its use, 26 in the ICAP Demand Curve reset process, Central Hudson remains
concerned that the NYISO will not address the cost causation and cost subsidy issues. Absent a
means to address these issues, the Commission should find that NYISO’s cost allocation
proposal is not just and reasonable, it should reject the NYISO’s LCR methodology, and it
should direct the NYISO to modify its methodology to be based on the deliverability constraint
to allocate the impacts of the NCZ and the LCRs to the loads impacting the UPNY/SENY
interface. Central Hudson has already developed and proposed such a methodology as discussed
in Mr. Borchert’s affidavit. 27 In the alternative, the Commission should order its staff to
convene a technical conference to address these issues further. If the Commission chooses to
order a technical conference, Central Hudson will work with the NYISO to adopt a mutually
acceptable approach to achieve compliance and facilitate correct price signals.

26
27

Niazi Aff. at 6.
Borchert Affidavit at p. 16.
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V.

CONCLUSION
WHEREFORE, in view of the foregoing, Central Hudson Gas & Electric Corporation

requests that the Commission order the NYISO to modify its filing in accordance with the
comments herein, and include in any convened conference the issue of cost allocation in the
NCZ as detailed above.
Respectfully submitted,
V 5D\PRQG % :XVOLFK
Raymond B. Wuslich
Winston & Strawn, LLP
1700 K Street, N.W.
Washington, DC 20006-3817
Email: RWuslich@winston.com
V -RKQ %RUFKHUW
John Borchert
Senior Director of Energy Policy and
Transmission Development
Central Hudson Gas & Electric Corporation
284 South Avenue
Poughkeepsie, NY12601
Email: jborchert@cenhud.com

Dated: May 21, 2013
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CERTIFICATE OF SERVICE
I hereby certify that I have this day served the foregoing document upon each person
designated on the official service list compiled by the Secretary in this proceeding, in accordance
with Rule 2010 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. § 385.2010
(2012).
Dated at Washington, D.C., this 21st day of May, 2013.
V &DUORV / 6LVFR
Carlos L. Sisco
Senior Paralegal
Winston & Strawn LLP
1700 K Street, N.W.
Washington, DC 20006-3817
202-282-5000
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

)

Docket No. ER13-1380-000

AFFIDAVIT OF JOHN J. BORCHERT
I, John J. Borchert, being duly sworn, depose and say:
1. My name is John J. Borchert. I am Senior Director of Energy Policy and Transmission
Development with Central Hudson Gas & Electric Corporation, an electric and natural
gas transmission and distribution company in New York State. My business address is
284 South Avenue, Poughkeepsie, New York, 12601.
2. I received a Bachelor of Engineering degree in Electric Engineering from SUNY
Maritime College, Bronx New York in 1985, and an M.S. degree in Electric
Engineering from Polytechnic University, Brooklyn, New York in 1992. I am a
registered Professional Engineer in the State of New York.
3. Over the last 28 years, I have been an engineering and management employee of
Central Hudson Gas & Electric Corporation. In my current position I monitor and
provide strategic input in the technical aspects of state and federal regulatory energy
policy. I serve as Central Hudson’s representative on various NYISO Committees, as
well as the New York State Transmission Owners Technical Committee. I represent
Central Hudson in the development and formation of the NY Transco, a public-private
partnership of the NY Transmission Owners to jointly develop and own transmission
facilities in New York.

$

4. Prior to my current position, I was Manager of Electric Engineering at Central Hudson.
I joined Central Hudson in 1985 as a Junior Engineer and had been promoted to several
positions within the utility, including Power Quality Services Engineer, Supervisor of
New Business, Manager of Customer Services, and Manager of Gas & Mechanical
Engineering.
5. In the first section of this affidavit, I will demonstrate the flaws with the NYISO’s April
30, 2013 filing to implement a New Capacity Zone (NCZ), the flaws with the
methodology for calculating the Locational Capacity Requirement (LCR) for the NCZ 1,
and the flaws with the NYISO’s planned implementation of the LCRs in the Load
Serving Entity Capacity Purchase Procedure. 2 I also will show how these changes will
impact capacity prices only in the G-I capacity zones and how zones J and K will
benefit from these changes.
6. In the second section of this affidavit, I will review a proposed solution to flaws in the
calculation of the NYISOs NCZ LCR. This proposed deliverability based NCZ LCR
calculation will not change the prior reliability based LCR calculations as established
with the “unified methodology” described in NYSRC 3 Policy 5. This proposed
deliverability based NCZ LCR will be set after the reliability based LCRs are calculated
and will not only tie the NCZ LCR more appropriately to the UPNY-SENY
deliverability constraint, but will also apportion the NCZ locational capacity
requirements to the capacity zones that are affecting the UPNY-SENY interface.

1

New York Independent System Operator, Proposed Tariff Revisions to Establish and Recognize a New Capacity
Zone and Request for Action on Pending Compliance Filing, Docket No. ER13-1380-000 (“April 30 Filing”).
2
See Services Tariff Section 5.16.3 The actual LCR that will be used to administer the G-J Locality capacity market
rules will be established in the same manner as, and concurrent with the LCRs for existing Localities J and K.
3
New York State Reliability Council
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NCZ LCR METHODOLOGY FLAW AND ZONE PRICE IMPACTS
7. The NYISO stated in its filing that “To determine the Indicative NCZ LCR, the NYISO
began by using the unified methodology to find the Tan 45 point for the statewide
Installed Reserve Margin (IRM) and the 2013/2014 LCRs for Load Zones J and K. It
then “layered” the proposed G-J Locality on top of load zones GHI and J at the Tan 45
point. The NYISO ran simulations that shifted capacity from the Load Zones GHIJ to
Load Zones A, C, and D until the Loss Of Load Expectation (LOLE) criterion was
satisfied, however, this “shift” was just an illusion as the statewide LOLE was already
at 0.1 days per year by locking in the zone J LCR and no shift would have been needed.
Any additional shift in capacity would have resulted in a LOLE greater than 0.1 days
per year. The NYISO performed that analysis because under the unified methodology,
capacity from Load Zones J and K is shifted to Load Zones A, C, and D or to the Load
Zones with excess and Load Zones that fully utilize the transmission system. It is at that
point, where the collective capacity to Load ratio for Load Zones G-J became the
Indicative NCZ LCR. The application of this method resulted in a LCR for Load Zone
K of 105% and a LCR of 86% for Load Zone J. The application of the methodology
for NYISO’s proposed G-J Locality resulted in an Indicative NCZ LCR of 88%.” 4
8. Although I agree that the NYSRC & NYISO respectively set the statewide IRM
requirement and zone J & K LCR requirements using the “Unified Methodology”
described in NYSRC’s Policy 5, I do not agree that this methodology is appropriate for
the proposed NCZ. The basic premise of Policy 5 is to balance local generating

4

Attachment XIV, page 16 (paragraph 39)
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capacity with transmission capability. This is done by shifting capacity from Zones J &
K to Zones A, C & D, simultaneously, until an LOLE of 0.1 days per year is reached;
capacity in zones G-I is not shifted during this analysis. This shift for zones J and K is
performed for various levels of IRM and two graphs are drawn (i.e., Zone J LCR vs.
statewide IRM and Zone K LCR vs. IRM); each point on these graphs meet the
required LOLE of 0.1 days per year. Policy 5’s Tan 45 methodology then is used to
draw a tangent line on each graph. These tangents are used to set the statewide IRM
and Zone J & K LCR’s and serve the dual purpose of meeting the reliability
requirements throughout the state and in these two zones while balancing local
generating capacity with transmission capability.
9. It should be noted here that, with the statewide IRM and Zone LCRs at the Tan 45 point
(i.e., LOLE at requirement), the NYISO statement that it “…ran simulations that shifted
capacity from the Load Zones GHIJ to Load Zones A, C, and D until the Loss Of Load
Expectation (LOLE) criterion was satisfied 5,” would require the capacity shift to be 0
MW.
10. For the Lower Hudson Valley New Capacity Zone, the NYISO methodology proposes
to set the G-J NCZ LCR based on the sum of the generating capacity that “remains” in
the G-J zone, after sufficient generating capacity has been shifted out of the J and the K
zones and into zones A, C, and D as part of the Unified methodology. Or in other
words, the NYISO proposes to base the NCZ LCR on the sum of the Zones J capacity
at its LCR + Zone K capacity at its LCR + Zone total of all of the G-I Capacity. In the
NYISO methodology, to the extent that the Zone J & K LCRs are dependent on the
UPNY/SENY emergency transfer limit, any new generation built in zones G-I will
5

Attachment XIV, page 16 (paragraph 40)
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lower the Zone J and K LCRs; and similarly, any generation retiring from Zones G-I
will raise the Zone J and K LCRs. This was seen with the recent retirement of a major
unit in zone G that caused the LCRs in zones J and K to increase. In either case, the
NYISO methodology includes all capacity in Zones G-I; changes in G-I generation,
therefore, only will affect the zone J and K LCRs and not affect the LCR the NYISO
would calculate for the NCZ. What is more troubling with the NYISO proposed
methodology is that, should the expected increase in capacity prices incent large
amounts of new generation to locate in zones G-I, an increase in the LCR of the
proposed G-J NCZ could occur, which is the opposite effect of what one would expect.
This is the case because the NYISO’s NCZ LCR methodology always includes all of
the capacity installed in zones G-I. Similarity, should transmission be constructed that
mitigates or eliminates the UPNY-SENY deliverability constraint that has resulted in
the NCZ, all of the zone G-I capacity will be included in the NCZ LCR calculation
while the Zones J & K LCRs likely would instead be reduced.
11. The flaw in the NYISO methodology is in its attempt to treat zone G-I capacity
similarly to zone J and K capacity. Based on the nature of the need for establishing a
NCZ, there are now two differing reasons for establishing LCRs within these zones.
The first is the long standing resource adequacy and reliability reason addressed
through the NYSRC & NYISO respective statewide IRM requirement and zone J & K
LCR requirements using the “Unified Methodology” described in NYSRC’s Policy 5.
The second is a new reason, which is the establishment of additional locational
requirements due to the binding interface that has established the need to create a NCZ.
Unfortunately, the NYISO methodology and the proposed market administration rules
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attempt to solve both of these issues with a single tool and in doing so will cause cost
subsidization issues among the zones. The NYISO has erred in attempting to resolve a
deliverability issue by using a reliability tool through the use of the reliability based
LCR rules and methodologies to establish the LCR of the NCZ.
12. With the NYISO methodology, the zones J and K LCRs are set for reliability purposes
and then “locked” into place before the G-J NCZ LCR is computed. The NYISO
methodology then looks at the needs for the NCZ, but fails to attribute these needs to all
of the load zones downstream of the UPNY/SENY interface. Instead, it socializes these
needs across the entire G-J NCZ only, , excluding the impact of zone K load on the
UPNY/SENY interface, understating the impact of zone J load on the UPNY/SENY
interface, and attributing most of the needs to zones G-I load.
13. The flow of capacity from the current Rest of State (ROS) to zones J and K has a direct
impact on the establishment of the NCZ as can be seen in the assumptions used during
the deliverability test used to establish the NCZ where the “ROS Direct MW Transfer:
2422 MW for ROS to zone J and 1072 MW for ROS to zone K” are locked. 6 To use
these capacity flows and their impacts in the establishment of the NCZ but ignore them
in the implementation of the NCZ and the establishment of the LCRs and in the
NYISO’s planned implementation of these LCRs in the Load Serving Entity Capacity
Purchase Procedure is an error.
14. This can be seen most dramatically in the NCZ price impacts shown in the NYISO
filing 7 where the G-I zone annual impacts are $173,000,000 and the impacts on zones J
and K, also downstream of the UPNY/SENY interface are minimal or zero.

6
7

Attachment XII, page 6 (paragraph 16)
Attachment XII, page 11 (paragraph 32)
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15. The cost impact to Central Hudson customers from prices experienced in capacity year
2012/2013 to the estimated prices for 2013/2014 based on recent system changes and
the NYISO proposed NCZ are significant. The capacity costs for capacity year
2012/2013 were $19 million. The capacity costs estimated for the 2013/2014 year is
$89 million. This is an estimated 475% increase in capacity costs.
DELIVERY BASED LCR PROPOSAL
16. In order to resolve these issues, Central Hudson proposes the following methodology
for the establishment and allocation of the NCZ deliverability based LCRs. This
proposed methodology will link the NCZ LCR computation directly to the UPNYSENY emergency transfer limit and will allocate NCZ deliverability based LCR to all
of the load zones downstream of the UPNY-SENY interface. In this methodology, the
reliability based LCR calculations for the J and the K zones remain unchanged based on
the NYSRC’s Policy 5 unified methodology; however, the development and allocation
of a deliverability based LCR for the NCZ is added to the process. In this process, the
NCZ includes all zones that impact the UPNY-SENY interface, which are zones G-K.
Although the NYISO states that zone K should not be included in the NCZ, zone K
(which is downstream of the UPNY/SENY interface) is part of the reason why the
UPNY-SENY interface is a binding constraint, and the impact of the capacity
requirement in zone K on that interface proves that zone K should be included in the
NCZ 8.
17. As previously stated, if new generating capacity is added to zone G, zone H, or zone I
with no other change in system conditions, zone J and zone K LCRs will decrease
8

Central Hudson has also joined the Consolidated Edison of New York and Orange and Rockland Corporation’s
Protest in this docket which was also filed on moved May 21, 2013
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because zones G, H, I, J, and K are all downstream of the UPNY/SENY interface.
Therefore, because the NYISO Highway Deliverability Test showed that the
UPNY/SENY interface is a binding constraint (bottling 849.2 MW generation from
upstream (Zones A through F)) 9 to indicate a need to create a NCZ, the NCZ that is
created must include all load zones downstream of the UPNY/SENY interface (G
through K).
18. The calculations for the pictorial example are shown below. In this example, as the
UPNY-SENY emergency transfer limit is increased, the amount of NCZ remaining
capacity requirement is reduced and the NCZ deliverability based LCR will be reduced
for all zones G-K. This calculation should not be used to replace the current NYISO
Highway Deliverability test to establish a NCZ (or eliminate the need for the NCZ).
This calculation should only be used as a way to properly assess and allocate the level
of Binding LCR of the NCZ.
19. In addition, consistent with the comments filed by the indicated NYTO’s 10, the LCR for
the NCZ should be set (or default) to zero when the UPNY/SENY deliverability
constraint goes away in order to guarantee capacity price convergence between the
NCZ and the new Rest of State (zones A through F) capacity zone. The NYISO’s
proposed reliability based method does not guarantee capacity price convergence when
the UPNY/SENY deliverability problem is resolved.

9

Attachment X, page 13 (“Conclusions”)
Central Hudson has joined the New York Transmission Owner’s Protest and motion to intervene in this docket
which was also filed on moved May 21, 2013.
10
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Central Hudson's (CH) Proposed NCZ LCR allocation approach:
Assumed Input Values:
{fs1}Forecasted Summer 2012 (Non-Coincident Summer Peak Demand
from 2012 NYISO Gold Book)
{fs1}Forecasted Summer 2012 (Coincident Summer Peak Demand from
2012 NYISO Gold Book)
Based on "Unified Method":
{a1} IRM Requirement (for Yr2013)
{a2} LCR Requirement (for Yr2013)
{df1}Summer 2012 Derating Factor
{r1} Based on IRM Requirement (for Yr2013) [{r1} = {fs1} * {a1}]
{r2} Based on LCR Requirement (for Yr2013) [{r2} = {fs1} * {a2}]

NYCA ("A-K")
[MW (ICAP)]
[MW (ICAP)]
[%]
[%]
[%]
[MW (ICAP)]
[MW (ICAP)]

"G"

"H"

"I"

"J"
11,500

2,287

687

1,437

117%

117%

117%

117%

9 18%
38,955

9 18%
2,676

9 18%
804

9 18%
1,681

"K"

"G-K"

5,526

21,437

117%
86 0%

117%
105 0%

117%
---

6 79%
13,455
9,890

9 31%
6,465
5,802

25,081
15,692

33,295

{t1} UPNY-SENY emergency transfer limit (based on the Yr2011
Deliverability Study)

[MW (ICAP)]

{t2} New Capacity Zone (NCZ) Remaining Capacity Requirement
(Total) [{t2} = IRM Requirement - {r2} - {t1}]

[MW (ICAP)]

4,139

{r4} Total Capacity Requirement within Zones "G-K" [{r4} = {t2} + {r2}]

[MW (ICAP)]

19,831

{r5} Total Capacity Requirement within Zones "G-K" [{r5} = {r4} / {fs1}]

[%]

92 5%

Calculated Allocation
{r2} Capacity Purchase needed to meet "J" and "K" LCR
{p1} Remaining Capacity Purchase needed to meet IRM requirement
[{p1} = {r1} - {r2}]
{p2} Remaining Capacity Purchase needed to meet IRM requirement as %
allocation within Zones "G-K"

5,250

"G"

"H"

"I"

[MW (ICAP)]
[MW (ICAP)]

804

1,681

"K"

9,890

5,802

3,565

663

28 5%

8 6%

17 9%

38 0%

7 1%

{r3} Delivery Zone Capacity Requirement (allocated)

[MW (ICAP)]

1,180

354

741

1,572

292

{r6} Total Capacity Requirement within Zones "G-K" [{r6} = {r3} + {r2}]

[MW (ICAP)]

1,180

354

741

11,462

6,095

{r7} Total Capacity Requirement within Zones "G-K" [{r7} = {r6} / {fs1}]

[%]

52%

52%

322

673

{r8} Total Capacity Requirement within Zones "G-K" in UCAP [{r8} =
{r6} * (1 - {df1})]

[%]

2,676

"J"

52%

[MW (UCAP)]

1,071

100%
10,683

"G-K"

9,389
100%

4,139
19,831

110%

93%

5,527

18,277

20. Below is a pictorial example of the proposed methodology to establish and allocate the
NCZ deliverability based LCR. The top bubble shows the required capacity needed
within zones G-K above what can be provided through the emergency transfer
capability of the UPNY-SENY interface based on the total IRM requirement for the
zones downstream of the UPNY-SENY interface minus the established reliability based
LCR for zones J and K minus the UPNY-SENY emergency transfer capability. The
additional required capacity needed downstream of the UPNY/SENY interface is 4,139
MW. This also can be called a deliverability based Binding LCR. This deliverability
based Binding LCR is then allocated by the amount that each zone contributes to that
Binding LCR. The deliverability based Binding LCR is added to the reliability based
LCR to calculate the total LCR for each zone in the NCZ.
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UPNY/SENY INTERFACE

REQUIRED ADDITIONAL
CAPACITY NEEDED
DOWNSTREAM OF UPNY/SENY*
4,139 MW

55%
38%

7%

G,H,I ZONES
2,275 MW

TOTAL LCR BINDING
2,275 MW
52%
LCR

J ZONE

K ZONE

1,572 MW

292 MW

RELIABILITY BASED LCR
REQUIREMENT
9,890 MW
86%
LCR RELIABILITY

RELIABILITY BASED LCR
REQUIREMENT
5,802 MW
105%
LCR RELIABILITY

PLUS
TOTAL LCR RELIABILITY AND BINDING
11,462 MW
100%
LCR

PLUS
TOTAL LCR RELIABILITY AND BINDING
6,095 MW
110%
LCR

* Required Additional Capacity = [(Forecast Load G-K * IRM requirement) - (J & K reliability LCR requirement) - (SENY Limit)]
Required Additional Capacity = [(21,437 * 117%) - (11,500*86% + 5,526 * 105%) - (5,250)]
Required Additional Capacity = 4,139 MW = Amount of capacity needed below SENY constraint.

21. To illustrate the impact of this proposed change, I have developed an example of how
the NYISO procedures would be changed in the implementation of these LCRs in the
Load Serving Entity Capacity Purchase Procedure. The incremental requirements of
the NCZ LCRs are added to the LCRs that come from the current reliability based
method. This example is consistent with a draft example provided by the NYISO to the
ICAP working group on April 18, 2013.
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CHG&E Example: How much ICAP and UCAP an LSE needs to procure
LSE Actual Peak Load
Weather Adjusted Factor
Regional Load Growth Factor
Load Forecast
Install Reserve Margin (IRM)

(a)
(b)
(c)
(d) = (a)*(b)*(c)
(e)

NYCA ICAP Requirement
Locational Capacity Requirement
(LCR)
Locational ICAP Requirement
NCZ Locational Capacity
Requirement
NCZ Locational ICAP Requirement
NYCA UCAP Translation Factor
NYCA UCAP Requirement (MW)
Locational UCAP Translation Factor
Locational UCAP Requirement (MW)
NCZ Locational UCAP Requirement
(MW)

(f)=(d)*(e)
(g)

LSE in Zone J
Procure in Zone J
Procure in G-K
Procure NYCA wide
NYCA Requirement

MW
8.1
1.4
1.9
11.4

NYCA
10.0
1.03
1.02
10.5
117%

J
10.0
1.03
1.02
10.5
117%

K
10.0
1.03
1.02
10.5
117%

12.3

12.3
86%

12.3
105%

9.0
100%

11.0
110%

10.5
93%
11.4
90%
8.1
9.5

11.6
93%
11.4
90%
9.9
10.4

(h)=(d)*(g)
(g1)
(h1)=(d)*(g1)
(i)
(j)=(f)*(i)
(k)
(l)=(h)*(k)
(l1)=(h1)*(k)

LSE in Zone K
Procure in Zone K
Procure in G-K
Procure NYCA wide
NYCA Requirement

93%
11.4

MW
9.9
0.5
1.0
11.4

G-I
10.0
1.03
1.02
10.5
117
%
12.3

52%
5.5
93%
11.4
90%
5.0

LSE in Zone GHI

MW

Procure in GHI
Procure in G-K
Procure NYCA wide
NYCA Requirement

0.0
5.0
6.4
11.4

22. The cost impact to Central Hudson customers from prices experienced in capacity year
2012/2013 to the estimated prices for capacity year 2013/2014 based on recent system
changes and Central Hudson’s proposed NCZ with deliverability based LCRs are
lower, but still significant. The capacity costs estimated for the 2013/2014 capacity
year is $71 million. This is an estimated 380% increase in capacity costs.
Conclusion
23. The NYISO’s proposed procedures will result in cost subsidization between load zones
downstream of the UPNY-SENY interface and also will not correctly reflect how
-11-
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generation additions within the NCZ or changes in transmission expansions that permit
additional generating capacity to be delivered across the UPNY-SENY interface from
zones A through F will impact the requirements in the NYISO’s calculated LCR for the
NCZ. The proposed NCZ Binding LCR allocation methodology addresses these issues
by tying the generating capacity needs directly to the UPNY-SENY interface and
ensuring the cost impacts will be consistently allocated to the loads that are impacting
this interface.
24. This concludes my affidavit.
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144 FERC ¶ 61,126
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION
Before Commissioners: Jon Wellinghoff, Chairman;
Philip D. Moeller, John R. Norris,
Cheryl A. LaFleur, and Tony Clark.
New York Independent System Operator, Inc.

Docket No. ER13-1380-000

ORDER ACCEPTING PROPOSED TARIFF REVISIONS AND ESTABLISHIING A
TECHNICAL CONFERENCE
(Issued August 13, 2013)
1.
On April 30, 2013, the New York Independent System Operator, Inc. (NYISO)
filed proposed revisions to its Market Administration and Control Area Services Tariff
(Services Tariff) and its Open Access Transmission Tariff (OATT) to establish and
recognize a new capacity zone that would encompass NYISO Load Zones G, H, I, and J
(the G-J Locality). In this order, we accept NYISO’s proposed tariff revisions to become
effective July 1, 2013, with the exception of certain sections listed below that shall
become effective January 15, 2014, and January 27, 2014, respectively, as requested. We
also direct Staff to hold a technical conference, in a separate proceeding, to discuss with
interested parties whether or not to model Load Zone K as an export-constrained zone for
a future Demand Curve reset proceeding.
I.

Background

2.
NYISO’s Installed Capacity (ICAP) market currently uses NYISO-determined
demand curves for each of three ICAP pricing zones: New York Control Area (NYCA or
Rest-of-State), New York City (NYC, comprised of Load Zone J), and Long Island (LI,
comprised of Load Zone K). The entire NYCA has a reliability requirement for
minimum capacity meeting a one day in ten year (0.1 day per year) Loss of Load
Expectation (LOLE).1 The NYC and LI capacity zones are referred to as “locational”
zones because they each have a separate requirement that a certain minimum percentage
of the zone’s required generating capacity must be physically located within that zone
1

New York State Reliability Council Reliability Rule A-R1, DYDLODEOH DW
http://www.nysrc.org/pdf/Reliability%20Rules%20Manuals/RR%20Manual%2027%20fi
nal-2%20July%2010-10.pdf.
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defined formally as Locational Minimum Installed Capacity Requirements (Locational
Capacity Requirements).2
3.
In a June 30, 2009 order,3 the Commission accepted NYISO’s proposal to work
with stakeholders to address dynamic changes to the NYCA that might warrant the
creation of additional capacity zones within the ICAP market. In a September 8, 2011
order,4 in compliance with the June 30, 2009 Order, the Commission accepted in part and
rejected in part NYISO’s proposed criteria and considerations that would govern the
evaluation and potential creation of new ICAP zones in the NYCA. In an August 30,
2012 order, the Commission accepted tariff revisions that implement Commissionapproved Criteria for evaluating, identifying and, if necessary, establishing new capacity
zones in the NYCA.5 According to those provisions, the new capacity zone process
begins with a new capacity zone study (NCZ Study) in accordance with the methodology
set forth in section 5.16.1 of the Services Tariff. If the NCZ Study identifies a
constrained Highway6 interface into one or more load zones, NYISO must file with the
Commission, on or before March 31, of a Demand Curve reset year, proposed tariff
revisions necessary to establish and recognize the new capacity zone or zones and a
report of the results of the NCZ Study.7 Section 5.16.1.1.5 of the Services Tariff provides
that NYISO will perform the NCZ Study by applying the deliverability methodology
from Attachment S of the NYISO OATT.8
2

NYISO Services Tariff, § 2.12.

3

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 127 FERC ¶ 61,318 (2009) (June 30, 2009

Order).
4

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 136 FERC ¶ 61,165 (2011) (September 8,
2011 Order).
5

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 140 FERC ¶ 61,160 (2012) (August 30,
2012 Order).
6

Highway is generally defined as 115 kV and higher transmission facilities. 6HH
NYISO April 30, 2013 Filing Letter at 25.
7

NYISO Services Tariff § 5.16.4. If the NCZ Study does not identify a
constrained highway interface, NYISO must file with the Commission its determination
that the NCZ Study did not indicate that any new capacity zone is required pursuant to
this process, along with a report of the results of the NCZ Study.
8

NYISO is to apply sections 25.7.8.2.6, 25.7.8.2.7, 25.7.8.2.8, 25.7.8.2.9,
25.7.8.2.12, and 25.7.8.2.13.
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4.
Section 5.16.3 of the Services Tariff directs NYISO to establish an Indicative NCZ
Locational Minimum Installed Capacity Requirement (Indicative Locational Capacity
Requirement)9 for each load zone or group of load zones identified in the NCZ Study as
having a constrained Highway interface, on or before March 1 of each ICAP Demand
Curve reset year. The Services Tariff provides that the Indicative Locational Capacity
Requirement will be used solely for establishing revised ICAP Demand Curves.
5.
On April 30, 2013, NYISO filed proposed tariff provisions to provide for a new
capacity zone encompassing the G-J Locality and provided its NCZ Study Report.
NYISO requests an effective date of July 1, 2013 with the exception of its proposed
revisions to sections 2.7, 2.12, 2.18, and 23.2.1. NYISO is requesting an effective date
of January 27, 2014, for these provisions because that date is sixty days after the ICAP
Demand Curves are filed and thus, it will be the effective date for all ICAP Demand
Curves including the Demand Curve for the G-J Locality. NYISO is also requesting an
effective date of January 15, 2014, for section 26.4.3(iv), regarding credit exposures and
credit requirements in a new capacity zone. On June 6, 2013, a deficiency letter
(Deficiency Letter) was issued to NYISO regarding the new capacity zone. On June 12,
2013 and June 14, 2013, NYISO filed responses to the Deficiency Letter.
II.

Summary of NYISO’s Filing

6.
NYISO states that the NCZ Study identified a Highway deliverability constraint
which triggered the requirement to create a new capacity zone. NYISO proposes to
establish a new capacity zone that would encompass NYISO Load Zones G, H, I, and J
(the G-J Locality). NYISO states that it examined and considered the transmission
system, capacity market, and economic consequences of its proposal and concluded that
establishing and implementing the G-J Locality for the May 1, 2014 start of the
2014/2015 Capacity Year is necessary to send more efficient price signals, enhance
reliability, mitigate potential transmission security issues, and serve the long-term interest
of all consumers in New York State. NYISO also states that its Independent Market
Monitoring Unit (MMU) supports NYISO’s proposal.
7.
To recognize the creation of the new capacity zone, NYISO proposes revisions to
(1) several existing Services Tariff and OATT definitions; (2) certain tariff provisions
related to the ICAP market to accommodate the fact that the new capacity zone will be a
9

Section 2.9 of the Services Tariff defines “Indicative NCZ Locational Minimum
Installed Capacity Requirement” as “[t]he amount of capacity that must be electrically
located within a New Capacity Zone, or possess an approved Unforced Capacity
Deliverability Right, in order to ensure that sufficient Energy and Capacity are available
in that NCZ and that appropriate reliability criteria are met.”
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Locality that contains another Locality,10 to specify that certain capacity cannot be used
to satisfy a Locational Capacity Requirement,11 and to modify language describing the
payment of ICAP suppliers to specify that their compensation will be computed using the
ICAP Demand Curve applicable to their offer; (3) specify a pivotal supplier threshold for
the new capacity zone in Attachment H to the Services Tariff; and (4) the credit provision
of Attachment K of the Services Tariff to reflect, LQWHU DOLD, what the potential exposure
will be, based on the fact that there will be a Locality contained within another Locality.
NYISO also proposes a number of minor OATT revisions and certain ministerial
formatting revisions.
8.
NYISO further notes that, although it met the March 1 tariff deadline to establish
an Indicative Locational Capacity Requirement, the Commission granted its request for a
waiver of the deadline so that NYISO could adjust the Indicative Locational Capacity
Requirement, if necessary, after further technical analysis. NYISO notes the application
of its methodology for the proposed G-J Locality resulted in an Indicative Locational
Capacity Requirement of 88 percent.12
III.

Notice of Filing and Responsive Pleadings

9.
Notice of NYISO’s April 30, 2013 Filing was published in the )HGHUDO 5HJLVWHU,
78 Fed. Reg. 28,210 (2013), with interventions, comments and protests due on or before
May 21, 2013. Notice of NYISO’s June 12, 2013 Filing was published in the )HGHUDO
10

Proposed G-J Locality and the existing NYC Locality (Load Zone J). NYISO’s
tariff defines “Locality” as a single LBMP Load Zone or set of adjacent LBMP Load
Zones within one Transmission District or a set of adjacent Transmission Districts (or a
portion of a Transmission District(s)) within which a minimum level of Installed
Capacity must be maintained, and as specifically identified in this subsection to mean (1)
Load Zone J and (2) Load Zone K. On June 19, 2013, in Docket No. ER12-360-003,
NYISO filed to revise this definition to add “and (3) Load Zones G, H, I, and J
collectively (i.e, the G-J Locality)” to its list of localities. That filing is pending before
the Commission.
11

NYISO states that capacity associated with External Capacity Resource
Interconnection Rights (CRIS), Grandfathered External Installed Capacity Agreements
listed in Attachment E of the ICAP Manual, and Existing Transmission Capacity for
Native Load for the NYSEG are not eligible to satisfy a Locational Capacity
Requirement. NYISO adds that the restriction would not apply to External capacity
associated with Unforced Capacity Deliverability Rights (UDRs). NYISO April 30, 2013
Filing at 15.
12

NYISO April 30, 2013 Filing Letter at 5 and notes 17-19.
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5HJLVWHU, 78 Fed. Reg. 38,707 (2013) with a comment date of June 19, 2013. Notice of
NYISO’s June 14, 2012 Filing was published in the )HGHUDO 5HJLVWHU, 78 Fed. Reg.
38,706 (2013) with a comment date of June 21, 2013. Calpine Corporation; TC
Ravenswood, LLC; New York Association of Public Power; CPV Valley, LLC; Exelon
Corporation; Transmission Developers, Inc.; Direct Energy Services, LLC; and PSEG
Energy Resources & Trade LLC and PSEG Power New York LLC; Independent Power
Producers of New York, Inc. (IPPNY); H.Q. Energy Services, Inc.; and NRG Companies
filed motions to intervene.
10.
Consolidated Edison Solutions, Inc. (ConEd Solutions); Multiple Intervenors;13
Entergy Nuclear Power Marketing, LLC (Entergy Nuclear); Central Hudson Gas &
Electric Corporation (Central Hudson), Indicated New York Transmission Owners
(Indicated NYTOs);14 and Consolidated Edison Company of New York, Inc. (ConEd),
Orange and Rockland Utilities, Inc. (O&R), and Central Hudson (collectively, the
Companies) filed motions to intervene and protests. New York State Public Service
Commission (NYPSC) filed a notice of intervention and protest. Long Island Power
Authority (LIPA) filed a motion to intervene and comments.
11.
On June 5, 2013, ConEd and O&R; LIPA; Entergy Nuclear; and NYISO filed
answers to various pleadings. On June 13, 2013, Indicated NYTOs filed an answer. On
June 20, 2013, Central Hudson filed an answer to LIPA’s and NYISO’s answers. On
June 18, 2013, Multiple Intervenors filed an answer. On June 19, 2013, Entergy Nuclear
and the Companies each filed an answer to NYISO’s June 12, 2013 Filing. On June 24,
2013, NYISO filed an answer to the Companies’ June 19, 2013 answer.
IV.

Discussion
A.

Procedural Issues

12.
Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure, 18
C.F.R. § 385.214 (2013), the notice of intervention and timely unopposed motions to
intervene serve to make the entities that filed them parties to this proceeding.
13

Multiple Intervenors state that they are an unincorporated association of over 55
large industrial, commercial, and institutional energy consumers with manufacturing and
other facilities located throughout New York State.
14

Indicated NYTOs collectively consist of Central Hudson Gas & Electric
Corporation, Consolidated Edison Company of New York, Inc., New York Power
Authority, New York State Electric & Gas Corporation, Niagara Mohawk Power
Corporation d/b/a National Grid, Orange and Rockland Utilities, Inc. and Rochester Gas
& Electric Corporation.
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13.
Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R. §
385.213(a)(2) (2013), prohibits an answer to a protest or to an answer unless otherwise
ordered by the decisional authority. We will accept the answers filed in this proceeding
because they have provided information that assisted us in our decision-making process.
B.

Substantive Issues
1.

Need for a New Capacity Zone
a.

NYISO’s Filing

14.
NYISO states that the NCZ Study determined that the Upstate New
York/Southeast New York (UPNY/SENY) Highway interface into Load Zones G, H, and
I was constrained because it was bottling15 849.2 MW of generation from Load Zones A
through F, and therefore, NYISO was required to create a new capacity zone.16 NYISO
explains that the NCZ Study applied the assumptions and methodology required under
section 5.16.1.1 of the Services Tariff.
b.

Comments and Protests

15.
LIPA supports NYISO’s proposed revisions to implement and establish the G-J
Locality and asserts that the proposed revisions are consistent with the requirements of
NYISO’s Services Tariff. LIPA states that it is not necessary for the Commission to
examine issues related to the functions of NYISO’s ICAP markets, such as the
computation of the ICAP market Demand Curve for the new capacity zone, or the
computation of the Locational Capacity Requirement in the new capacity zone.17 Rather,
according to LIPA, the Commission should solely consider whether NYISO has complied
with the existing provisions of the Services Tariff related to the creation of a new
capacity zone.18

15

If the net generation available upstream is greater than the calculated First
Contingency Incremental Transfer Capability (FCITC), that amount of generation above
the FCITC is considered to be constrained or “bottled” capacity and may not be fully
deliverable under all conditions, NCZ Study Report at 5.
16

NYISO April 30, 2013 Filing, NCZ Study Report at 13.

17

LIPA May 21, 2013 Comments at 4.

18

,G. at 5.
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16.
Entergy Nuclear also supports the creation of the new capacity zone and asserts
that the erosion of the electric system in the Lower Hudson Valley over time provides
proof of the harm that results when inaccurate price signals fail to adequately value
capacity in a region. It states that the capacity price signal for the Lower Hudson Valley
zones was suppressed by the excess capacity levels in the remainder of the Rest-of-State
region that cleared against the NYCA curve, but were not deliverable to the Lower
Hudson Valley zones due to the UPNY/SENY constrained interface.19 It asserts that the
new capacity zone must be established without any further delay in order to address,
among other things, reliability needs and the need to send accurate price signals.20
17.
The NYPSC argues, to the contrary, that the Commission should find that there is
no need to implement a new capacity zone at this time and that the new capacity zone
will result in unjust and unreasonable rates. The NYPSC asserts that NYISO’s filing
ignores the fact that the NYPSC has two proceedings underway21 that will result in the
construction of major new transmission facilities during the 2016-2018 timeframe, thus
alleviating the congestion that is leading to the creation of the new capacity zone.22 The
NYPSC is concerned that implementation of NYISO’s proposal at this time would cost
ratepayers almost half a billion dollars over a three-year Demand Curve reset period
without achieving any benefits. Further, according to the NYPSC, the benefits to
ratepayers from implementing this new zone in 2014 are speculative and unlikely to
materialize as the planned transmission upgrades will come into operation over the same
period. The NYPSC also argues that NYISO’s filing inappropriately emphasizes the
MMU’s contention that the lack of a price signal in the Lower Hudson Valley zones has
contributed to a reduction of 1 GW of unforced capacity (UCAP) since 2006. The
NYPSC states that most of the generation retirements were coal-fired units that were
retired due to environmental restrictions and not because of low capacity prices.23

19

Entergy Nuclear May 21, 2013 Comments at 10.

20

,G. at 11.

21

The NYPSC states that it has solicited proposals for new generation and
transmission projects that could be placed in service by the summer of 2016 in the event
that Indian Point nuclear units are not relicensed, and it is seeking to secure
approximately 1000 MW of AC transmission upgrades to address constraints on the
UPNY/SENY and Central-East interfaces and to place such upgrades in service by 2018.
22

NYPSC May 21, 2013 Protest at 4.

23

,G at 6.
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Answers

18.
In its answer, NYISO asserts that the scope of this proceeding should be limited to
the questions of whether NYISO properly conducted the NCZ Study, whether it correctly
concluded that there was a constrained Highway interface, and whether the proposed new
capacity zone boundary is just and reasonable.24 NYISO states that the Services Tariff
establishes a straightforward new capacity zone implementation “trigger,” i.e. if the NCZ
Study identifies a constrained Highway interface, a new capacity zone must be created.
NYISO states that the current tariff does not allow NYISO to consider other factors.
NYISO contends that no party disputes that the Services Tariff contains this requirement,
no party sought rehearing of the August 30, 2012 Order that accepted those tariff
provisions, and there is no dispute that NYISO correctly identified a constrained
Highway interface and adhered to the tariff requirements that it identify a new capacity
zone boundary. NYISO argues that the NYPSC’s argument that NYISO should not
create a new capacity zone despite the results of the NCZ Study is an impermissible
collateral attack on the Commission’s September 8, 2011 Order and August 30, 2012
Order.
19.
Entergy Nuclear asserts that the NYPSC overlooks the need to ensure that
NYISO’s market design is efficient and sends accurate price signals, principles which are
necessary for competitive markets to be sustainable over the long run. Furthermore,
Entergy Nuclear states that, while no party has challenged the fact that severe constraints
exist in the UPNY/SENY Interface, the NYPSC’s reliance on regulatory solutions to the
constraints is an approach that will harm NYISO’s markets. Entergy Nuclear also states
that the NYPSC fails to provide evidence to counter the MMU’s core assertions that the
new capacity zone will provide incentives to properly value capacity to reflect reliability
needs.
d.

Commission Determination

20.
For the reasons explained below, we find that NYISO has properly followed its
tariff provisions for identifying a constrained Highway interface and adhered to the tariff
requirement that it identify a new capacity zone boundary.
21.

In the September 8, 2011 Order, the Commission found that:
NYISO should use the methodology contained in the existing Attachment S
Deliverability Test in section 25.7.8 of Attachment S to the NYISO OATT
in determining whether to create new [capacity] zones. That is, a new zone
should be created when the total transmission transfer capability (including
24

NYISO June 5, 2013 Answer at 4.

$

Docket No. ER13-1380-000

-9-

any upgrades that would be required to be built to make new resources
capacity qualified) is insufficient to allow all of the capacity resources in a
pre-existing zone to be deliverable throughout the pre-existing zone.25
According to criteria accepted in the August 30, 2012 Order, if the NCZ Study identifies
a constrained Highway interface into one or more load zones, NYISO must file with the
Commission, on or before March 31, of a Demand Curve reset year, proposed tariff
revisions necessary to establish and recognize the new capacity zone or zones and a
report of the results of the NCZ Study.26
22.
NYISO’s NCZ Study identified a Highway deliverability constraint, which
triggered the requirement to create the proposed new capacity zone. Therefore, we find
that NYISO complied with its tariff in identifying a need for and proposing a new
capacity zone.
23.
The NYPSC argues that there is no need to implement a new capacity zone at this
time because it expects two large transmission upgrades to be built in the near future that
will alleviate the existing congestion. But the criteria specified in NYISO’s tariff for
creating a new capacity zone does not consider whether transmission constraints will be
alleviated in the future. Rather, it considers whether binding transmission constraints
exist at present. As noted above, NYISO applied the Attachment S test and found that a
binding transmission constraint exists. Therefore, a new capacity zone must be created
under the terms of NYISO’s tariff. In any event, the transmission upgrades that the
NYPSC expects to result from its proceedings have not yet been built. The record in this
proceeding suggests that the UPNY/SENY transmission constraint has been binding for
several years. The price differential that is expected to develop when a new capacity
zone is created will provide incentives to alleviate this constraint, such as by completing
the transmission upgrades.
24.
Further, we disagree with the NYPSC’s assertions that a new capacity zone will
result in unjust and unreasonable rates. The results of NYISO’s application of the
Attachment S Deliverability test demonstrate that a significant transmission constraint
currently exists into NYISO’s proposed new capacity zone. Any resulting higher
capacity prices in the new capacity zone will help to encourage the development of new
generation and/or transmission capacity to help alleviate the constraint. Such price
changes promote efficient decisions and are not unreasonable. As noted below, a
separate price signal in the G-J Locality will encourage capacity additions to a locality
that is experiencing increasing reliability needs.
25

September 8, 2011 Order, 136 FERC ¶ 61,165 at P 52.

26

NYISO Services Tariff § 5.16.4.
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25.
Finally, we disagree with the NYPSC that creating a new capacity zone would
provide no economic benefits and would needlessly increase customers’ bills. We
conclude that creating a new capacity zone is necessary to provide more accurate price
signals over the long run to encourage new investment in the new capacity zone when it
is needed.
26.
The NYPSC is concerned that prices in the new capacity zone would be higher
than in the Rest-of-State, because the higher net cost of new entry in the new capacity
zone would raise the new capacity zone’s ICAP Demand Curve. In the NYPSC’s view,
the transmission upgrades expected to be completed in the next few years would
eliminate the need to create a new capacity zone and the resulting higher prices, because
the upgrades would relax the transmission constraint that has bottled generation capacity.
But no one argues that the upgrades would eliminate the reliability need for some
capacity to be located within the new capacity zone. In order to encourage new resources
to be built in the new capacity zone when they are needed, capacity prices on average
over time must approximate the net cost of new entry in the new capacity zone.
Otherwise, developers will be reluctant to build the new capacity that will be needed as
load grows and resources retire over time. Because the net cost of new entry in the new
capacity zone is higher than in the Rest-of-State, the new capacity zone needs its own
ICAP Demand Curve, reflecting its higher net cost of new entry, in order to send the
necessary price signals over the long run and provide the higher capacity revenue over
the long run needed to encourage new investment.
2.

Phase-In of the New Capacity Zone
a.

NYISO’s Filing

27.
NYISO did not propose tariff revisions that would provide for the phase-in of a
new capacity zone.
b.

Protests

28.
Indicated NYTOs protest that NYISO’s proposal does not provide for a phase-in
of the new capacity zone, even though NYISO’s filing shows that the new capacity zone
will likely cause an immediate and substantial capacity price increase to consumers in the
G-I region.27 Indicated NYTOs assert that the new capacity zone price impacts should be
phased-in over a period of time consistent with the phase-in period that was applied for
27

Indicated NYTOs assert that NYISO’s simulations show capacity charges for
customers in load zones G through I will nearly double, increasing by $168 million per
year solely as the result of the creation of the new capacity zone, and, combined with the
impact of recent retirements, mothballing, and other factors, to quintuple.
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the implementation of the original demand curves and the Commission should convene a
technical conference to determine the price parameters of the phase-in so that they can be
considered as part of the upcoming demand curve reset process.
c.

Answers

29.
In its answer, NYISO states that it believes that the establishment and
implementation on May 1, 2014, of a G-J Locality will be in the ultimate long-term
economic interests of all New York consumers, but it takes no position on whether the
phase-in of capacity price impacts is warranted on non-economic grounds. NYISO states
that the MMU argues against the phase-in of capacity prices in the 2012 State of the
Market Report, and that a phase-in would delay the capacity markets’ ability to send
more efficient investment price signals.28 NYISO notes that it is not yet able to evaluate
if the administrative considerations of phasing-in price impacts of a new capacity zone
would delay implementation of a new capacity zone.29
30.
Entergy Nuclear disagrees with Indicated NYTOs’ argument to phase-in the price
impacts of a new capacity zone and contends that the argument glosses over the fact that
the value of capacity in the Lower Hudson Valley has been significantly understated for
years. Entergy Nuclear states that the Commission has long emphasized the need for
NYISO to create new capacity zones to send efficient price signals and, over the time
period since the Commission orders were issued, the need for capacity in the Lower
Hudson Valley has grown. Entergy Nuclear concludes that, given seven years of undervalued capacity in the Lower Hudson Valley, any further arbitrary diminution of the
value provided by capacity in this region will only turn merchant generation investment
away from the New York markets.

28

NYISO June 5, 2013 Answer at 34-35 (citing Potomac Economics,  6WDWH
RI WKH 0DUNHW 5HSRUW IRU WKH 1HZ <RUN ,62 0DUNHWV (April 2013) at 52 DYDLODEOH DW
<http://www.nyiso.com/public/webdocs/markets_operations/committees/mc/meeting_ma
terials/2013Ǧ04Ǧ24/4_NYISO%202012%20SOM%20Report.pdf> (“2012 SOM Report”))
(“In summary, the creation of a SENY capacity zone before 2014 would have facilitated
more efficient investment in both new and existing resources where the Reliability Needs
Assessment has identified resources are necessary for resource adequacy over the next
ten years. Nonetheless, it should remain a high priority for NYISO to move forward
expeditiously to create and price the SENY zone.”).
29

NYISO June 5, 2013 Answer at 34.
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Commission Determination

31.
We do not agree with Indicated NYTOs that the effect of the new capacity zone
should be phased in, and thus, we will not require such a phase-in. We agree with the
MMU that a phase-in would delay the capacity market’s ability to send more efficient
investment price signals. Moreover, stakeholder discussions about the need for a new
capacity zone in the Lower Hudson Valley have been ongoing over several years and
have provided notice to stakeholders of the need for a new capacity zone. We also agree
with Entergy Nuclear that the Commission has long emphasized the need for NYISO to
explore creating new capacity zones to send efficient price signals to influence capacity
investment decisions, and over the time period since the Commission's orders were
issued, the need for a new capacity zone in the Lower Hudson Valley has only become
more pronounced. We also agree that these issues have been considered over a sevenyear time period with extensive focus placed on them over the past two years and parties
have been on notice of these impending market design changes. For example, the 2006
State of the Market Report by NYISO’s MMU identified the potential need for such a
new capacity zone.30 The report stated that “[o]ne location where long-term reliability
concerns have arisen is in the lower Hudson Valley…. Hence, we recommend that the
NYISO initiate an assessment to determine whether a new capacity zone with local
requirements is warranted to address the Hudson Valley reliability requirements.31
Additionally, NYISO’s capacity deliverability tests beginning in 2008 identified that the
UPNY/SENY transmission interface between the Upper Hudson Valley and the Lower
Hudson Valley was overloaded.32
3.

Boundaries of the New Capacity Zone
a.

NYISO’s Filing

32.
As noted above, NYISO’s proposed new capacity zone encompasses Load Zones
G, H, I, and J, but excludes Load Zone K. NYISO states that, pursuant to section 5.16.2
of the Services Tariff, if the NCZ Study identifies a constrained Highway interface into
one or more load zones, NYISO is required to identify the boundary of one or more new
capacity zones by considering the extent to which incremental capacity in individual
constrained load zones could impact the reliability and security of the constrained load

30

Entergy Nuclear, May 21, 2013 Comments, Younger Aff. ¶ 12 (citing 2006
State of the Market Report at vi).
31

2006 State of the Market Report at vii.

32

,G, Younger Aff. ¶ 15.
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zones.33 That is, NYISO must determine which of the load zones on the import side of
the constrained interface to include in the new capacity zone. Five load zones – G, H, I,
J, and K – exist on the import side of the UPNY/SENY interface.
33.
NYISO states that it determined the boundary of the new capacity zone based
primarily on resource adequacy assessments. In those assessments, NYISO indicates that
it ran simulations using General Electric’s Multi-Area Reliability Simulation model, as
well as, “unified” or “Tan 45” methodology where capacity was relocated from Load
Zones G, H, and I to Load Zones J and K while monitoring compliance with New York
State Reliability Council (NYSRC) LOLE requirements.34 The simulations reveal that
almost 6,000 MW could be relocated from Zones G, H, and I to Zone J before the LOLE
criterion would be violated, but only 300 MW could be relocated from Load Zones G, H,
and I to Zone K before the LOLE criterion would be violated.35 The simulations also
found that if 3500 MW was added to Zone J, LOLE in Zones G, H, and I dropped from
0.1 days per year to 0.001 days per year.36 But when the same amount was added to
Zone K, LOLE in Zones G, H, and I dropped from 0.1 to only 0.012.37
34.
NYISO states that these simulations indicated that capacity in Load Zones G, H,
and I was more fungible with capacity in Load Zone J than it was with Load Zone K.
According to NYISO, this means that capacity in Load Zone K could only provide
limited support to Load Zones G, H, and I. NYISO, therefore, proposes to establish a
new capacity zone that would encompass Load Zones G, H, I and J and implement this
new G-J Locality for the May 1, 2014 start of the 2014/2015 Capability Year.38
35.
As further justification for the G-J Locality, NYISO notes that the reliability needs
of the G-J Locality are significant and increasing. NYISO notes that the MMU’s 2012
State of the Market Report referenced recent generator retirements in Load Zones G and
H that resulted in higher Locational Capacity Requirements for Load Zones J and K and

33

6HH NYISO April 30, 2013 Filing Letter at 6. 6HH DOVR Chao/Adams Aff. ¶ 5.

34

NYISO April 30, 2013 Filing Letter at 12.

35

NYISO April 30, 2013 Filing, Chao/Adams Aff. ¶ 21.

36

,G., Chao/Adams Aff. ¶ 25.

37

,G., Chao/Adams Aff. ¶ 26.

38

NYISO Load Zones G, H and I collectively are also sometimes referred to as the
“Lower Hudson Valley” zone.
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commensurate price increases in these Localities.39 In addition, NYISO notes that the
amount of UCAP in Load Zones G, H, and I has fallen by 1 GW since the summer of
2006 and NYISO asserts that this capacity reduction has occurred in part because of the
lack of a separate price signal in these load zones.
36.
Furthermore, NYISO states that including Load Zone K in a new capacity zone
would be inconsistent with sound market design principles because it would incent
capacity additions in an area with less reliability value to Load Zones G, H and I and the
NYCA region. NYISO also notes that the Patton Affidavit40 agrees with NYISO that
creating the G-J Locality is consistent with market design principles and is a reasonable
configuration.
37.
In its June 12, 2013 response to the Deficiency Letter, NYISO states that the only
direct ties between Zone K and NYCA are with Zones I and J. NYISO explains that
because the NYCA minimum ICAP requirement includes the requirements of Zone K,
capacity located in Zone K does in fact contribute directly to meeting the NYCA
requirement. But because capacity in Zone K has very little ability to be transferred to
Load Zones G, H, and I, it cannot adequately be relied on to satisfy the reliability needs
of Load Zones G, H, and I. In response to Dr. Sasson’s comment41 that adding 1000 MW
of capacity to Zone K would reduce the LOLE of Zones G, H, and I from 0.087 to 0.012,
which, according to Dr. Sasson, is a significant reliability benefit, NYISO states that most
of the reduction in the Zone G, H, and I LOLE comes from the first 300 MW of capacity,
since capacity in excess of 300 MW would become bottled due to transmission transfer
limits.
38.
The Deficiency Letter also asked about the minimum quantitative criteria to
determine whether to include or exclude a load zone in a new capacity zone, and how the
300 MW from the LOLE study and the 344 MW from the transmission security analysis
apply to determining whether to exclude Load Zone K. NYISO responds that its
minimum quantitative criterion was whether the incremental capacity was fully fungible
in the new capacity zone – that is, whether the incremental capacity would provide
equivalent reliability as measured by LOLE to the other load zones on the constrained
side of the Highway interface. NYISO states that the results of its simulation analysis
showed that about 300 MW of incremental capacity in zone K would be fungible.
NYISO also states that the 344 MW figure from the transmission security analysis is the
39

NYISO April 30, 2013 Filing Letter at 7.

40

NYISO April 30, 2013 Filing, Patton Affidavit (David B. Patton of Potomac
Economics serves at the Market Monitoring Unit (MMU) for NYISO.
41

Dr. Mayer Sasson is a consultant for the Companies.
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upper bound limit of the transfer capability from zone K under emergency conditions,
that the lower bound is 144 MW, and that the normal transfer capability is 233 MW.
39.
In response to the Deficiency Letter’s question regarding the quantity of fungible
transfer capacity that would have been sufficient for Zone K to be included in the
proposed new capacity zone, NYISO responded that it would not be unreasonable to
include Zone K in the new capacity zone if incremental capacity in Zone K equal to at
least half of the total generation capacity in Zones G, H, and I (i.e., 2000-2500 MW) was
fungible. NYISO’s response is based on its assessment of the potential for retirements in
the near future.
b.

Protests and Comments

40.
LIPA states that NYISO has correctly applied the provisions of the Services Tariff
to establish the Zone G-J new capacity zone by: (1) properly identifying a constraint
along a Highway interface; (2) establishing the boundaries of the new capacity zone
based on the interface capability between load zones; and (3) providing proposed
revisions to establish and recognize the new capacity zone along with the NCZ Study
report.42 LIPA believes it is just and reasonable to create a new capacity zone that
excludes Zone K because it will create a price signal to construct capacity in Zone G-J,
where it is most beneficial relative to the identified constraint.
41.
Multiple Intervenors state that NYISO announced, on January 30, 2013, a
determination to include Zones G-K as the boundary of the new capacity zone based on
analyses showing that Zone K can provide reliability and security benefits to the new
capacity zone. Multiple Intervenors state that based on this determination, the
requirements of section 5.16.2 of NYISO’s Services Tariff call for the inclusion of Zone
K in the boundary of the new capacity zone. Further, Multiple Intervenors note that,
although NYISO confirmed this determination at subsequent Installed Capacity Working
Group meetings and maintained this position for two months, it later decided that Zone K
would be excluded from the new capacity zone boundary. Multiple Intervenors state that
NYISO’s decision to subjectively compare the level of reliability and security support
provided by each zone under consideration for inclusion in the boundary of the new
capacity zone is not provided for in NYISO’s Services Tariff. Multiple Intervenors state
that, therefore, NYISO’s proposal to exclude Zone K from the boundary of the new
capacity zone is fundamentally inconsistent with the results of its own analyses and with
the requirements of section 5.16.2 of NYISO’s Services Tariff.

42

LIPA May 21, 2013 Comments at 5-6.
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42.
Multiple Intervenors state that NYISO’s analyses have shown that Zone K can
provide 300 MW of reliability and security support to the new capacity zone and that
such significant support would require inclusion of Zone K under any subjective criteria
added to section 5.16.2 of NYISO’s Services Tariff. Further, Multiple Intervenors note
that this level of support is more than 50 percent greater than the capacity rating of the
applicable ICAP Demand Curve proxy unit that would likely apply to the new capacity
zone and therefore, justifies the inclusion of Zone K within the new capacity zone
boundary. In addition, Multiple Intervenors state that this level of identified support
available from Zone K can play a significant role in addressing reliability issues
throughout the southeastern New York region. Multiple Intervenors also state that Zone
K should be included in the new capacity zone boundary because it relies upon the Lower
Hudson Valley region for reliability and security support, as well as for achieving 12
percent of the statewide minimum installed reserve margin.
43.
Multiple Intervenors, however, state that if the Commission were to determine
that the level of available support from Zone K warrants special considerations with
respect to its inclusion in the new capacity zone, then the Commission should direct
NYISO to further consider whether modeling Long Island as an export-constrained zone
is warranted. Multiple Intervenors add that the Commission should require an
examination of the costs and efforts necessary for NYISO to accomplish such modeling
in order to determine if the pursuit of special considerations would be prohibitive from a
cost perspective and result in imposing unnecessary costs on consumers. Further,
according to Multiple Intervenors, if the Commission were to determine that: (1)
modeling Zone K as an export-constrained zone is warranted, necessary, and not costprohibitive; and (2) NYISO is unable to implement export-constrained modeling in time
for the implementation of the proposed new capacity zone, then the Commission should
direct NYISO to include Zone K within the new capacity zone boundary without any
restrictions in the interim and model Zone K as an export-constrained zone when, and if,
the appropriate modeling capability becomes feasible.
44.
Both Multiple Intervenors and the Companies argue that NYISO’s proposal to
exclude Load Zone K from the new capacity zone is unjust and unreasonable and not in
compliance with NYISO’s tariff. They state that the test in NYISO’s tariff for including
an additional load zone in a new capacity zone is the extent to which incremental
capacity in the load zone could impact the reliability and security of the proposed new
capacity zone, taking into account the interface capability between that load zone and the
other load zones included in the proposed new capacity zones. Multiple Intervenors
argue that the fact that New York City can provide a comparatively greater amount of
reliability support to the new capacity zone than Long Island can is not only irrelevant, it
is completely predictable given the size of the New York City market. They contend that
the assessment must be done on a load zone by load zone basis. The Companies argue
that NYISO’s filing incorrectly discounts the support that Zone K could provide to the
proposed new capacity zone, that the filing incorrectly determines that Zone K is
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electrically isolated from the proposed new capacity zone, and that the filing incorrectly
concludes that Zone K has limited ability to assist and support the proposed new capacity
zone and could not fully satisfy a capacity need in the event of a generator retirement in
the new capacity zone.
45.
Dr. Sasson, testifying for the Companies, raises additional points. He asserts that
NYISO’s arguments largely rest on a comparison of the relative abilities of Zones J and
K to provide capacity assistance to Zones G, H, and I. But, in Dr. Sasson’s view, such a
comparison is not an appropriate test; both Zones J and K could be included in the new
capacity zone if they both provide sufficient assistance. Dr. Sasson agrees with NYISO
that shifting more than 300 MW from Zones G, H, and I to Zone K would raise the
NYCA LOLE, but he disagrees that the LOLE increase is due to a transmission
limitation. Rather, in his view, it is due to the fact that the capacity shift would lower the
LOLE of Zone K by less than it would raise the LOLE of Zones G, H, and I. As support
for his view, Dr. Sasson presents data to show that there were flows from K to I for only
215 hours for the year and that, during those hours, the average flow from K to I was only
130 MW. The transfer capability limit flow was reached for an average of less than one
hour.43 Dr. Sasson states that the emergency transfer capability from Zone K to Zones G,
H, and I is 530 MW. Dr. Sasson also describes another simulation test performed by
NYISO in which generation capacity was added to Zone K until the transmission
constraint bound. The constraint bound at a level of 3500 MW. This level of additional
capacity would lower the LOLE of Zones G, H, and I from 0.087 to 0.012. In Dr.
Sasson’s view, these numbers are significant, and demonstrate that Zone K should be
included in the new capacity zone.
c.

Answers

46.
NYISO asserts that the Commission should not review the proposed new capacity
zone boundary as if there were only one correct configuration because the Services Tariff
gives NYISO the flexibility to use its expertise and judgment to make a reasonable
determination. NYISO states that its decision to exclude Zone K from the new capacity
zone was based on its analyses, which showed that incremental capacity in Long Island
cannot effectively provide reliability benefits to other Load Zones in the new capacity
zone.44 NYISO reiterates that its analyses included looking at Load Zone K separately
from Load Zone J and jointly. However, NYISO avers that the pertinent consideration in
determining the new capacity zone boundary is the impact on the one-day-in-ten-years

43

The Companies May 21, 2013 Protest, Sasson Aff. ¶ 14.

44

NYISO June 5, 2013 Answer at 19-20, 23-24.
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LOLE requirement, not the potential increase in transfer capability, the factor on which
ConEd’s and Central Hudson’s protests focus.45
47.
In response to the arguments of the Companies and their witness, Dr. Sasson,
NYISO states that it is true that 530 MW is the maximum transfer limit from Load Zone
K to Load Zones G, H, and I, but the actual limit will often be significantly lower because
of simultaneous transfer and generator availability impacts.46
48.
NYISO witnesses Chao and Adams explain further that the fungibility test was the
primary test utilized by NYISO in its new capacity zone boundary analysis, and that this
test assesses whether capacity in a load zone can be substituted one-for-one with capacity
in Load Zones G, H, and I. NYISO found that incremental capacity of 300 MW,
equivalent to less than 7 percent of the existing capacity in load zones G, H, and I, is
fungible with capacity in Load Zone K, and that such a small value confirms that
excluding Load Zone K from the new capacity zone is reasonable.47 By contrast,
NYISO’s analysis found that incremental capacity in Load Zone J could replace all of the
capacity in Load Zones G, H, and I.48
49.
Chao and Adams also dispute Dr. Sasson’s claim that transmission transfer limits
did not cause the NYCA LOLE to exceed 0.1 when more than 300 MW of capacity were
relocated from Load Zones G, H, and I to Load Zone K under the fungibility test. Chao
and Adams also disagree with Dr. Sasson that the proper transfer limit to use between
Zones G, H, and I and Zone K is the emergency limit of 530 MW. Chao and Adams
argue that Dr. Sasson focused only on the transmission path between Zones G, H, and I
and K. However, they state, Zone K has transmission ties to both Zones G, H, and I and
Zone J. In their view, while the maximum independent transfer capability between Zones
G, H, and I and Zone K (taking into account only flows between these zones) is 530 MW,
the simultaneous capability limit (taking account of flows to all locations) will often be
lower. They add that of the simulation cases involving excess capacity in Zone K, the
excess capacity was delivered solely to Zones G, H, and I in only 5 percent of the cases.
By contrast, according to Chao and Adams, in 95 percent of the simulations when Zone
K had excess capacity, Zone J received part or all of the excess. Thus, they argue, it is

45

,G. at 24, 28-29.

46

,G. at 25.

47

,G., Chao/Adams Aff. ¶¶ 27-29.

48

,G., Chao/Adams Aff. ¶ 31.
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more appropriate to consider the simultaneous transfer limit rather than the independent
transfer limit.49
50.
LIPA argues for the exclusion of Zone K. It asserts that ConEd, Central Hudson
and Multiple Intervenors are motivated to include Zone K in the new capacity zone
because doing so will more broadly socialize the new capacity zone implementation costs
and also utilize Long Island’s existing capacity to offset the purchase obligation of
ConEd, Central Hudson and Multiple Intervenors in the new capacity zone auction.
LIPA asserts that it is illogical to include Zone K in the new capacity zone and send a
price signal to construct capacity in a zone that cannot benefit the constrained zone.
According to LIPA, this price signal should be focused on New York City and the Lower
Hudson Valley or Zones G-J, where generation is most able to relieve the area
downstream of the UPNY/SENY transmission constraint. LIPA argues that including
Long Island in a new capacity zone will both dilute and misdirect the price signal away
from the Lower Hudson Valley and New York City.
51.
In its June 19, 2013 answer to NYISO’s response to the deficiency letter, the
Companies (and its witness, Dr. Sasson) argue that since Zone K’s capacity counts
toward the NYCA capacity requirement, it must be reasonable to count the same Zone K
capacity toward the new capacity zone and Zone GHI requirements. The Companies also
argue that the fungibility test is not the most useful test for determining whether to
include or exclude Zone K from the new capacity zone. In the Companies’ view, the
fungibility test ignores lesser but important reliability benefits, especially when requiring
fungibility equal to 50 percent of Zones G, H, and I’s capacity requirement. The
Companies argue that the appropriate test is whether Zone K can, in some meaningful
respect, impact the reliability and security of the proposed new capacity zone. Finally,
the Companies argue that adding capacity in Zone K will increase the transfer capability
between Zone K and Zones G, H, and I, because the additional generation capacity will
need to provide additional transmission capacity in order to be deliverable within Zone K.
Commission Determination
52.
As discussed below, we find NYISO’s proposal to be reasonable; however we will
also establish a technical conference to explore the concept of modeling Zone K as an
export constrained Load Zone in the next Demand Curve Reset proceeding.
53.
Five Load Zones – G, H, I, J, and K – are located south of the constrained
UPNY/SENY interface. Under NYISO’s proposal, the new capacity zone includes four
of the five load zones – G-J. Two load zones – J and K – currently are separate capacity
zones with separate Locational Capacity Requirements and separate ICAP Demand
49

,G Chao/Adams Aff . ¶¶ 37-38, and ¶ 47.
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Curves based on their respective Locational Capacity Requirements. Under NYISO’s
proposal, although Zone J would be a part of the new capacity zone, Zone J would also
continue to be a separate capacity zone with its own Locational Capacity Requirement
and its own ICAP Demand Curve. Therefore, Zones G, H, and I, by themselves, would
not have a separate Locational Capacity Requirement or ICAP Demand Curve. Rather,
Zones G, H, I, and J together would have an aggregate Locational Capacity Requirement
and ICAP Demand Curve. This means that capacity located anywhere within the G-J
new capacity zone could be used to meet the Locational Capacity Requirement of the
new capacity zone. It is therefore important that capacity located in Zone J (or in any
other location within the proposed G-J new capacity zone) be deliverable and capable of
satisfying the reliability needs of loads in Zones G, H, and I. NYISO has concluded that
sufficient transmission capability exists between Zones G, H, I and J to allow any amount
of capacity located in Zone J to reliably satisfy the capacity needs of Zones G, H, and I.
No party disputes this conclusion.
54.
However, NYISO has not proposed to include Zone K in the new capacity zone.
NYISO states that, based on its “fungibility” test,50 insufficient transmission capability
exists to allow capacity located in Zone K to reliably serve the needs of loads in Zones G,
H, and I. NYISO acknowledges that approximately 300 MW of generation capacity
added to Zone K would be “fungible” with capacity in Zones G, H, and I – that is, 300
MW added to Zone K could displace an equal amount of capacity in Zones G, H, and I
while maintaining the LOLE.51 Many commenters dispute NYISO’s conclusion that
Zone K should be excluded based on the idea that Zone K can provide some level of
support to Zones G, H, and I. In particular, Multiple Intervenors and the Companies
argue that additional amounts of capacity added to Zone K could provide lesser, but
significant, reliability benefits to Zones G, H, and I, and thus, that Zone K should be
included in the new capacity zone. Multiple Intervenors also suggest that, if the
Commission concludes that Zone K warrants special consideration, NYISO should be
directed to model Zone K as an export-constrained load zone for the new capacity zone.
50

NYISO explains its fungibility test as, “running simulations in which capacity
was removed from Load Zones GHI and added to Load Zones J and K while monitoring
whether compliance with the NYSRC rule of a loss-of-load event of not more than once
in ten years (or a loss-of-load expectation (“LOLE”) evaluated probabilistically of not
more than 0.1 days per year) would be maintained. The degree to which capacity in Load
Zones J and K could substitute for capacity on a reliability basis in GHI would measure
how fungible GHI capacity was with capacity in Load Zones J and K and, thus provide
guidance on which Load Zones should be included in the NCZ.” 6HH Chao/Adams Aff.
¶ 17.
51

6HH Chao/Adams Aff. ¶ 21. 6HH DOVR NYISO June 5, 2013 Answer at 25.
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55.
We find NYISO’s proposal to exclude Zone K from the new capacity zone to be
reasonable at this time. Section 5.16.2 of the Services Tariff states: “In determining the
new capacity zone boundary, the ISO shall consider the extent to which incremental
Capacity in individual constrained load zones could impact the reliability and security of
constrained Load Zones, taking into account interface capability between constrained
Load Zones.” NYISO has considered, in its NCZ Study and in the instant filing, the
extent to which capacity in Zone K could impact the reliability and security of the
proposed G-J Locality. Thus, we find that NYISO has reasonably complied with the
requirements of its tariff with respect to the determination of the boundary of the new
capacity zone. We agree with NYISO that under section 5.16.2 considering “the extent
to which incremental Capacity…” does not mean that DQ\ Load Zone that has DQ\ impact
in adjacent constrained zones must be included in the new capacity zone.52
56.
However, commenters have raised the possibility of modeling Load Zone K as an
export-constrained zone. NYISO’s MMU also recommends modeling export-constrained
zones, in the latest State of the Market Report for NYISO.53 In light of the comments, the
Commission would like to explore in a separate proceeding whether and how Zone K
should be modeled as an export-constrained zone for future Demand Curve reset
proceedings. Due to the complex nature of this issue, the Commission believes it should
be explored in a Staff-led technical conference. Therefore, we direct Commission staff to
conduct a technical conference in a separate docket to discuss with interested parties
whether or not to model Load Zone K as an export-constrained zone for a future Demand
Curve reset proceeding. The details of such conference will follow in a subsequent
notice.
4.

Calculation of the Indicative Locational Capacity Requirement
a.

Protests

57.
Central Hudson alleges that NYISO’s filing to establish a new capacity zone will
impact customers of Central Hudson in several ways, including: (1) higher capacity
prices, (2) an unfair subsidy to customers of ConEd in Zone J and customers of LIPA in
52

6HH NYISO June 5, 2013 Answer at 19.

53

“Placing additional capacity in a nested capacity zone typically provides
reliability benefits to the larger region. As described above, however, the reliability
benefits of additional capacity in the nested capacity zone is sometimes limited by interzonal transmission limitations when an excess exists. Modeling the export constraints
between zones in the capacity market limits how much capacity is sold in the nested
capacity zone in order to meet the requirement in the larger region.”  6WDWH RI WKH
0DUNHW 5HSRUW at vii, and 53 – 54.
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Zone K, and (3) uncertain prospects for capacity rate relief for customers in Zones G, H,
and I even if new transmission lines are built to relieve the congested UPNY/SENY
interface.54 Central Hudson attributes these results to NYISO’s failure to take into
account the impact that customers in Zones J and K have on the constrained
UPNY/SENY interface and the benefits they receive from formation of the new capacity
zone. Central Hudson states that customers in Zones J and K will not bear their
proportionate share of the costs of the new capacity zone and customers in the Lower
Hudson Valley may not see future rate relief even if the UPNY/SENY interface
constraint is relieved because NYISO’s method of developing the new capacity zone’s
LCR does not properly account for deliverability constraints in the first place. As a
result, Central Hudson asserts that NYISO’s method fails to satisfy cost causation
ratemaking requirements and is therefore unjust and unreasonable.
58.
Central Hudson asserts that NYISO has incorrectly developed the Locational
Capacity Requirements by: (1) using system reliability concepts to develop the
Locational Capacity Requirements instead of system deliverability concepts; (2)
including all of the capacity installed in zones G-I with the result that even if new
transmission lines are built to relieve the congested UPNY/SENY interface, capacity rate
relief in Zones G-I would not occur; and (3) excluding Zone K in the new capacity zone
despite the fact that the Zone K computed Locational Capacity Requirements will change
depending on the addition or retirement of generation capacity in Zones G, H, or I.55
Central Hudson further asserts that the NYISO method is at odds with the Commission’s
intent to promote more efficient price signals. It asserts that NYISO’s “nested” capacity
zone concept will allow Zones J and K to shift capacity costs to Zones “G-H-I.”56 It
states that it estimates that recent system changes along with NYISO’s “nested” proposal
could increase capacity prices to its customers from $19 million to as much as $89
million annually, an increase of 475 percent.57 It also asserts that NYISO has not
attempted to ensure that costs are allocated to the boundaries of the new capacity zone,
but instead has used a method that assumes Load Zones G-I should pay all of the capacity
costs attributable to the UPNY/SENY interface, whether constrained or not, presumably
indefinitely.58
54

Central Hudson May 21, 2013 Protest at 1.

55

,G. at 8.
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,G

57

,G; Borchert Aff ¶ 15.
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Central Hudson May 21, 2013 Protest at 10.
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59.
Central Hudson states that it has developed an alternative Locational Capacity
Requirement calculation method using deliverability concepts for all zones downstream
of the UPNY/SENY interface (Zones G, H, I, J, and K).59 Central Hudson’s alternative
method starts with NYISO’s reliability based Locational Capacity Requirements, but then
adds a deliverability based Locational Capacity Requirements component to reflect the
impact of all zones downstream (i.e., zones G-K) on the UPNY/SENY interface. Central
Hudson’s witness Borchert estimates that, under Central Hudson’s alternative method,
the capacity cost impact to Central Hudson’s customers, although still significant, would
be lower than under NYISO’s method, i.e., $71 million for the 2013/2014 capacity year,
compared to $89 million.60
60.
Therefore, Central Hudson requests that the Commission reject NYISO’s cost
allocation method and order NYISO to modify its method for calculating the Indicative
Locational Capacity Requirements to take into account the deliverability constraint across
the UPNY/SENY interface using the alternative Locational Capacity Requirement
calculation method discussed in the Borchert Affidavit. Further, Central Hudson states
that the Commission has expressed its intent to promote correct price signals in
connection with a new capacity zone, which is necessary to comply with cost causation
ratemaking principles which require that costs must be allocated to customers in rough
proportion to the benefits they receive. Central Hudson asserts that NYISO has not
attempted to ensure that costs are allocated to the beneficiaries of the new capacity zone,
but instead has used a method that assumes Load Zones G-I should pay all of the capacity
costs attributable to the UPNY/SENY interface, whether constrained or not, seemingly
indefinitely. Central Hudson argues that the Commission should resolve this unjust and
unreasonable result by requiring that the new capacity zone Locational Capacity
Requirements be based on the deliverability constraint and that the Locational Capacity
Requirements must be eliminated when the deliverability constraint is removed.61
Central Hudson states that, in the alternative, the Commission should convene a technical
conference where Central Hudson can work with NYISO to further address these
issues.62
61.
Indicated NYTOs assert that the proposal reverts to a reliability approach that the
Commission rejected rather than the deliverability approach that the Commission
ordered. Indicated NYTOs argue that at a minimum, to the extent that reliability
59

,G at 8-9; Borchert Aff. ¶ 16.

60

Borchert Aff. ¶ 22.

61

Central Hudson May 21, 2013 Protest at 10.

62

,G. at 11.
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concerns are at issue, these concerns must be aired with Commission staff and
stakeholders in a technical conference.63
62.
ConEd Solutions objects to NYISO’s exclusion of UDRs from capacity that would
satisfy the local capacity requirement. ConEd Solutions asserts that external supply not
associated with UDRs, but deliverable to the new capacity zone should be allowed to
satisfy the Locational Capacity Requirements of the new capacity zone. ConEd Solutions
disagrees with NYISO’s claim that external supply not associated with UDRs is not
controllable, and therefore, must be counted as available only in Rest-of-State. ConEd
Solutions believes that NYISO’s position fails to recognize that capacity from ISO-NE is
more deliverable to the new capacity zone as a result of the unique configuration of the
NYISO transmission grid with lines such as Pleasant Valley to Long Mountain/Frost
Bridge that connect directly to Load Zone G. Specifically, ConEd Solutions notes
NYISO assigns a lower shift factor of 47.5 percent to imports from ISO-NE versus 92 –
93 percent shift factors applied to other external resources.64 According to ConEd
Solutions, those shift factors imply that resources from ISO-NE are twice as deliverable
into the constrained Load Zones G, H, and I compared to other external resources
because they use less of the constrained interface and should be eligible to satisfy
Locational Capacity Requirements accordingly.65
b.

Answers

63.
LIPA states that Central Hudson’s alternative Locational Capacity Requirement
computation proposal is unjust, unreasonable and unduly discriminatory because it uses
LIPA’s surplus capacity without compensating LIPA to benefit the rest of the participants
in the new capacity zone and it also ignores the firm transmission rights that LIPA owns
across the UPNY/SENY interface. Furthermore, according to LIPA, Central Hudson’s
proposal is beyond the scope of this proceeding because NYISO does not propose to
modify its Locational Capacity Requirement methodology in the April 30, 2013 filing.
64.
In its answer, NYISO asserts that the scope of this proceeding should be limited to
the questions of whether NYISO properly conducted the NCZ Study, correctly concluded
that there was a constrained Highway interface, and whether the proposed new capacity
zone boundary is just and reasonable and that the current Services Tariff does not permit
NYISO to consider other factors.66 NYISO states that the Services Tariff and its filing
63

Indicated NYTOs May 21, 2013 Protests at 11.

64

ConEd Solutions May 20, 2013 Comments at 3, note 2.

65

,G. at 3.

66

NYISO June 5, 2013 Answer at 1-5.
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are both very clear that the Indicative Locational Capacity Requirements are used “solely
for establishing revised ICAP Demand Curves in accordance with section 5.14.1.2,” and
that the Indicative Locational Capacity Requirements for the proposed G-J Locality will
be an element of the November 2013 ICAP Demand Curve Reset filing.67 Therefore,
NYISO argues that arguments relating to Indicative Locational Capacity Requirements68
are beyond the scope of this proceeding69
65.
In its answer, Central Hudson objects to NYISO’s assertion that Central Hudson’s
methodology for calculating the new capacity zone Locational Capacity Requirement
ignores reliability concepts. Central Hudson states that its proposed methodology is
based on Locational Capacity Requirement values computed by NYISO itself and the
NYCA Installed Reserve Margin, which is developed by use of the “unified” or “Tan 45”
methodology.70 Central Hudson states that, through this approach, system reliability will
be maintained using Central Hudson’s proposed methodology.
c.

Commission Determination

66.
Central Hudson requests that the Commission direct NYISO to change its process
for developing Locational Capacity Requirements in the proposed new capacity zone,
resulting in a different process from that used for the existing capacity regions. We note,
however, that NYISO is not proposing to change its methodology for calculating
Locational Capacity Requirements in this proceeding.71 Moreover, the Indicative
Locational Capacity Requirement for the new capacity zone is not used to determine
whether a new capacity zone should be created or to establish the new capacity zone
boundary; it is used solely for establishing an ICAP Demand Curve for the new capacity
zone, in accordance with section 5.14.1.2 of the Services Tariff. Further, the Indicative
Locational Capacity Requirement for the new capacity zone was only included in the
April 30, 2013 filing to demonstrate to the Commission that NYISO has satisfied the
67

,G. at 12.

68

NYISO says that Indicative Locational Capacity Requirements are being
discussed in the stakeholder process related to Demand Curve Reset proceedings.
69

NYISO June 5, 2013 Answer at 12.

70

Central Hudson June 20, 2013 Answer at 2.

71

“The actual Locational Minimum Installed Capacity Requirements that will be
used to administer market rules for the G-J Locality will be established in the same
manner as, and concurrent with, the [Locational Capacity Requirements] for existing
Localities J and K.” NYISO April 30, 2013 Filing Transmittal Letter at note 17.
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requirements under section 5.16.3 of the Services Tariff. 72 This proceeding is narrowly
focused on determining whether NYISO followed its tariff in determining that a new
capacity zone should be created. We agree with NYISO that arguments regarding the
computation of the Indicative Locational Capacity Requirements are beyond the scope of
this proceeding.
67.
We also clarify that, contrary to Central Hudson’s assertions, the Commission did
not in prior orders direct NYISO to develop Locational Capacity Requirements using
system deliverability concepts. The Commission also did not direct a method of
allocating the costs of capacity based on the impact of flows on the UPNY/SENY
interface as Central Hudson argues for in this proceeding.
5.

Elimination of a Capacity Zone and Mitigation
a.

Summary of NYISO’s Filing

68.
NYISO did not propose tariff revisions that would govern the elimination of a
capacity zone. Nor does NYISO’s filing in the instant proceeding contain tariff revisions
to establish market power mitigation rules in the new capacity zone; market power
mitigation was the subject of the proceeding in Docket No. ER12-360. The Commission
conditionally accepted NYISO’s proposed market power mitigation measures for new
capacity zones in that proceeding on June 6, 2013.73
b.

Protests and Comments

Indicated NYTOs are concerned that price separation will continue between the
new capacity zone and the Rest-of-State region even after the deliverability constraints
have been eliminated, resulting in consumers paying too much for capacity and sending
the wrong incentives to generation and transmission developers. Indicated NYTOs also
assert that the filing proposes that, even when the deliverability constraint is eliminated,
new entrants will only be tested for deliverability to the boundary of the new capacity
zone.74 That is, once the new capacity zone is created, NYISO will not conduct an
analysis to determine if the deliverability constraint has been removed and Rest-of-State
69.

72

Section 5.16.3 of the Services Tariff directs NYISO to establish an Indicative
Locational Capacity Requirement for each load zone or group of load zones “identified in
the NCZ Study as having a constrained Highway Interface, on or before March 1 of each
ICAP Demand Curve Reset Filing Year.”
73

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF., 143 FERC ¶ 61,217 (2013).

74

Indicated NYTOs May 21, 2013 Protest at 16.
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capacity is deliverable to the new capacity zone. Indicated NYTOs contend that not
analyzing the continuing existence of the constraint at the interface is completely
inconsistent with the rationale underlying the deliverability requirement. Indicated
NYTOs argue that it could also eviscerate one of the objectives of the Energy Highway
initiatives, which is to create additional transmission transfer capacity across key
interfaces, because there will be no test to determine if new resources would once again
cause the interface to bind. To the extent that new resources do cause the interface to
bind, Indicated NYTOs assert that the generator should be required to fund System
Deliverability Upgrades to address the impact, as required in Attachment S. Therefore,
Indicated NYTOs request that the Commission order NYISO to modify its tariff to
provide for a procedure in which NYISO will perform an appropriate deliverability test at
the reasonable request of a market participant, and that the precise details of such a
procedure should be resolved in a technical conference.
70.
Indicated NYTOs also note that NYISO has not yet begun to develop a
mechanism for the removal of the new capacity zone when the deliverability constraint is
eliminated, which they assert is contrary to the Commission’s premise when it directed
NYISO to evaluate the need for new capacity zones, that price separation would cease if
the deliverability constraint were eliminated.75 Indicated NYTOs ask the Commission to
direct a technical conference to address the issue of continued price separation.76
71.
Indicated NYTOs are also concerned that NYISO’s failure to provide for
elimination of unneeded capacity zones will perpetuate unneeded mitigation in those
capacity zones. Indicated NYTOs also request that the Commission require NYISO to
eliminate the mitigation measures when the deliverability constraint is removed and ask
that the Commission direct a technical conference to address this issue.
72.
The NYPSC also asserts that NYISO should have included a mechanism to
determine when a new capacity zone is no longer necessary and should be eliminated.
The NYPSC asserts that new capacity zones will remain even after the deliverability
issue dissipates resulting in a permanent capacity price increase for customers in the new
capacity zone.
73.
The NYPSC also argues that the Commission should reject the proposed
mitigation measures, which are unjust and unreasonable. The NYPSC states that NYISO
seeks to apply to the new capacity zone the same buyer-side mitigation rules that were
crafted for the particular circumstances facing the New York City market. However,
NYISO has not adequately justified the need to impose mitigation upon new entrants in
75

,G at 9 and note 27.

76

,G. at 10.
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the new capacity zone, and the presumption of mitigation and the uncertainty that it
entails will most likely discourage new entry and harm the competitiveness of the NYISO
markets.77
74.
LIPA supports NYISO’s request for prompt Commission action on the pending
tariff revisions that would implement buyer-side mitigation to all new capacity zones, but
only to the extent Zone K is excluded from new capacity zones, or LIPA generation
capacity is exempt from buyer-side mitigation. Entergy Nuclear further supports
NYISO's request that the Commission act on its new capacity zone mitigation filing by
August 30, 2013.
c.

Answers

75.
Entergy Nuclear states that Indicated NYTOs’ arguments that zone elimination
criteria must be established is an argument previously pursued by National Grid more
than two years ago. However, Entergy Nuclear notes that Indicated NYTOs have not
pursued this issue in the stakeholder process. Entergy Nuclear asserts the stakeholder
process is clearly the appropriate venue for discussion of new provisions to eliminate a
new capacity zone. Entergy Nuclear also asserts that the issues surrounding elimination
of capacity zones are not well suited to a technical conference. Moreover, according to
Entergy Nuclear, the fact that the zone elimination issue has not been pursued in any
material manner until this proceeding provides no basis, at this time, for the Lower
Hudson Valley new capacity zone to be established subject to refund.
76.
In response to arguments about the elimination of zones, NYISO states that the
Commission’s prior orders directed NYISO to put in place rules for the creation of new
capacity zones and expressly authorized NYISO to defer to the stakeholder process rules
pertaining to the elimination of capacity zones.78 According to NYISO, the development
of rules to eliminate capacity zones is beyond the scope of this proceeding, which focuses
on new capacity zone creation. Furthermore, NYISO’s external market monitor, Dr.
Patton, asserts that rules to eliminate capacity zones could put NYISO in the position of
having to define, un-define, and then re-define new capacity zones as system conditions
change.79 Dr. Patton continues that such rapid changes could undermine the stability of
the market and introduce substantial risk for investors. Therefore, Dr. Patton urges the
Commission to reject the arguments presented by Indicated NYTOs, the NYPSC and
Central Hudson and allow the market to determine when price separation occurs. Dr.
77

NYPSC May 21, 2013 Protest at 8.

78

,G. at note 17.
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,G., Patton Answering Aff. ¶ 6.
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Patton further asserts that there is no reason to actively eliminate capacity zones after
they are created and notes that this is consistent with what the Commission has approved
in both the PJM and MISO markets.80
77.
NYISO answers that Indicated NYTOs acknowledge that the Commission
expressly held that the filing was not required to “define criteria regarding the potential
elimination of capacity zones.”81 According to NYISO, the September 8, 2011 Order,
clearly instructed NYISO to establish rules to govern the creation of new capacity zones,
and it expressly authorized NYISO to defer stakeholder discussions regarding the
potential elimination of unneeded capacity zones. NYISO argues that it is therefore an
impermissible collateral attack on the September 8, 2011 Order, to oppose the filing on
the grounds that it does not include capacity zone elimination or price separation
provisions.82
78.
NYISO contends that the development of rules or criteria for the elimination of a
Locality (i.e., a new capacity zone that has been established) even if not a collateral
attack, would be beyond the scope of this proceeding. NYISO argues that new capacity
zone elimination rules would apply to more than just the proposed new Locality that is
the subject of this proceeding; they would apply to the existing Localities and to any new
capacity zones that result from future triennial filings in accordance with section
5.16.4(a) of the Services Tariff.83
79.
Indicated NYTOs answer that NYISO’s mechanism to calculate the price of
capacity in the new capacity zone will not ensure the elimination of price separation
between capacity zones when deliverability constraints between those zones have been
removed.84 In addition, Indicated NYTOs note that evidence has not been presented in
this proceeding that demonstrates that NYISO’s mechanism will eliminate price
separation when the deliverability constraint is alleviated.85

80

,G., Patton Answering Aff. ¶ 7.
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September 8, 2011 Order, 136 FERC ¶ 61,165 at P 70.
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NYISO June 5, 2013 Answer at 7-8.
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,G. at 8.
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Indicated NYTOs June 13, 2013 Answer at 2.
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,G. at 3.
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80.
Indicated NYTOs note that NYISO’s MMU now states that price separation may
remain, even if the binding deliverability constraint is alleviated and states that the
Locational Capacity Requirement should determine locational capacity pricing.86
Indicated NYTOs state that this finding is inconsistent with the rationale the Commission
used in approving the new capacity zone framework and with the deliverability criteria
that govern the creation of the new capacity zone.87 Further, Indicated NYTOs state that,
since there are other inputs to the new capacity zone ICAP demand curve, the Locational
Capacity Requirement alone does not govern locational capacity pricing or the conditions
under which price separation is eliminated.88
81.
With respect to the development of mitigation measures for the new capacity zone,
NYISO answers that the scope of this proceeding should be limited to the questions of
whether NYISO properly conducted the NCZ Study, correctly concluded that there was a
constrained Highway interface, and whether the proposed new capacity zone boundary is
just and reasonable and that the current Services Tariff does not permit NYISO to
consider other factors.89 Therefore, NYISO says that arguments relating to buyer-side
mitigation rules are beyond the scope of this proceeding and should have been submitted
in Docket No. ER12-360.90 NYISO contends that there is no need to delay issuing an
order to weigh the merits of, or to allow for, such an evaluation.
d.

Commission Determination

82.
We do not agree with the NYPSC and Indicated NYTOs that the Commission
should require at this time a mechanism for determining whether a new capacity zone is
no longer needed and should be eliminated. In our September 8, 2011 Order on NYISO’s
proposal of criteria for the creation of a new capacity zone, we explicitly declined to
require NYISO to define criteria regarding the potential elimination of capacity zones as
some commenters had suggested. We held that the impact of the failure to create a zone
where one is needed is much more significant than the impact of a failure to eliminate an
existing unneeded zone. However, we also said that NYISO is free to discuss with its
stakeholders a mechanism to eliminate an unneeded capacity zone. We reiterate here that
NYISO should work with its stakeholders, and if a mechanism for zone elimination is
86

,G at 3-4.
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,G at 4.

88

,G at 5-6.
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,G. at 1-5.
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,G. at 10-12.
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deemed necessary, NYISO should file appropriate tariff revisions with the Commission.
We note that the fact that NYISO did not propose a new capacity zone elimination
mechanism in this proceeding has no bearing on its requirement to establish a new
capacity zone. Further, because any capacity zone elimination rules would apply not
only to the Locality being proposed here, but also to existing Localities, and because
NYISO has not proposed any such mechanism here, we find that the record in this
proceeding is insufficient on which to make a determination.
83.
Indicated NYTOs are concerned that, in the absence of a mechanism for the
elimination of a capacity zone, price separation will continue between the new capacity
zone and the Rest-of-State region even after deliverability constraints have been
eliminated. We agree that price separation may well continue after the constraint leading
to a new capacity zone disappears, but we believe such potential distinction between
prices is appropriate. As indicated by Dr. Patton,91 once a new capacity zone is created,
price will be based upon the ICAP demand curve for the new zone, which, in turn, is
based upon the Locational Capacity Requirement. In other words, price separation
reflects the cost of satisfying the Locational Capacity Requirement for the new capacity
zone and is based upon reliability needs as indicated by LOLE. The deliverability test, in
contrast, is not designed to provide an accurate indication of the reliability needs in the
new capacity zone in that it is not formulated using the LOLE. As Dr. Patton explains, as
long as the cost of entry is higher in the new capacity zone than in the surrounding area,
eliminating the new capacity zone and its associated higher demand curve when the
deliverability constraint is temporarily eliminated, jeopardizes the market’s ability to
attract and maintain adequate resources for market reliability in the new capacity zone.92
84.
With respect to mitigation measures, we find these issues to be beyond the scope
of this proceeding. On June 6, 2013, the Commission accepted, subject to conditions,
NYISO’s proposed revisions to its Services Tariff to implement buyer-side and supplierside market power mitigation measures for new capacity zones.93
6.

Conforming Tariff Revisions

85.
NYISO states that as a result of identifying the need for creation of a new capacity
zone it must make several conforming changes to its tariff. Some of NYISO’s proposed
tariff changes are minor typographical edits and others are more substantial. For
example, because the new capacity zone will be an additional Locality (Load Zones G, H,
91

Patton Answering Aff. ¶¶ 11-15.

92

Patton Answering Aff. ¶ 15.

93

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF., 143 FERC ¶ 61,217 (2013).
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I and J), NYISO must revise the definition of Locality accordingly.94 NYISO also
proposes to add a new defined term, “G-J Locality” to its tariff in section 2.7. In
addition, NYISO proposes to set a new Pivotal Supplier Threshold in Attachment H as
control over 650 MW of unforced capacity in the G-J Locality.95 In comparison, the
existing Pivotal Supplier Threshold for NYC Load Zone J is control of 500 MW. NYISO
also proposes to make several other clarifying and conforming changes to its tariff to,
among other things, redefine “Rest-of-State” as Load Zones A-F, revise the credit
requirements in Attachment K for a Locality contained within another Locality, and
update the rules regarding the Installed Capacity Requirement and the Load Serving
Entities obligations regarding the new G-J Locality.
86.
NYISO proposes similar definition changes in its OATT. NYISO states that the
OATT definition of Locality requires revisions due to the creation of the G-J Locality.
NYISO is also proposing to revise the existing OATT definition of Locational Installed
Capacity Requirement to achieve consistency with the proposed Services Tariff
definition. In addition, NYISO proposes revisions to Attachments S and X to change the
definition of Capacity Region, the treatment of External CRIS rights and the definition of
a Highway. NYISO states that the definition of a Highway is revised to remove the
UPNY/SENY interface because in the new Capacity Region, the UPNY/SENY interface
would no longer be considered a Highway interface, and instead, would be considered an
“Other Interface.”96 In conjunction, NYISO proposes changes to the definition of Other
Interfaces. NYISO also proposes minor changes to OATT Attachments S, X and Y.
87.

We accept NYISO’s conforming changes.

The Commission orders:
(A) NYISO’s proposed tariff revisions are hereby accepted, to be effective July
1, 2013, as discussed in the body of this order, with the exception of the revisions to
sections 2.7, 2.12, 2.18, and 25.14.3.2(iv) and 23.2.1, which shall be effective January 27,
2014, as requested, and section 26.4.3(iv), which shall be effective January 15, 2014, as
requested.

94

NYISO April 30, 2013 Filing Letter at 13.

95

,G. at 19-20.

96

,G. at 25.
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(B) The Commission’s Staff is hereby directed to convene a technical
conference, to be held at a date specified in a subsequent notice, and to report the results
of the conference to the Commission, as discussed in the body of this order.
By the Commission.
(SEAL)

Kimberly D. Bose
Secretary.

$

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
New York Independent System Operator, Inc.
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Docket No. ER13-1380-000

REQUEST FOR REHEARING OF
CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Pursuant to Rule 713 of the Federal Energy Regulatory Commission’s (“Commission”)
Rules of Practice and Procedure, 18 C.F.R. § 385.713 (2013), Central Hudson Gas & Electric
Corporation (“Central Hudson”) requests rehearing of the August 13, 2013 Order issued in the
above-captioned proceeding.1
I.

EXECUTIVE SUMMARY
The New York Independent System Operator, Inc. (“NYISO”) is required by its tariff to

study its transmission network every three years to determine whether bottlenecks exist and, if
so, the tariff requires it to develop a plan to define and subdivide the constrained area into a new
capacity zone or zones.

The NYISO must file its proposal to create an NCZ with the

Commission under Section 205 of the Federal Power Act. This case is about the reasonableness
of the NYISO’s method for establishing an NCZ in the Lower Hudson Valley portion of the
NYISO region.
As Central Hudson shows below, the Commission erred by accepting the NYISO plan to
create a new capacity zone in New York comprised of “load zones” G through J without
evaluating the justness and reasonableness of the proposal in light of the dramatic increase that it
will cause for capacity prices in Central Hudson’s service area. By the NYISO’s own estimate,
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 144 FERC ¶ 61,126 (2013) (“August 13 Order”). In addition,
Central Hudson is joining the rehearing request of the Indicated New York Transmission Owners concerning the
August 13 Order, and also supports the rehearing request of the New York Power Authority.
1

$

those prices are likely to double, although Central Hudson showed without contradiction that the
impact is more likely to be close to five-fold. A significant part of this increase will arise from
the NYISO’s failure to account properly for deliverability on constraints into the NCZ.
The Commission’s error began with its ruling that the NYISO’s method for calculating
the indicative NCZ Locational Minimum Installed Capacity Requirement (“indicative LCR”)
was beyond the scope of this proceeding. In fact, the NYISO developed the indicative LCR for
the NCZ as part of the tariff requirement to test the reasonableness of NCZ formation. There is
no established tariff method for calculating the indicative LCR for this newly proposed NCZ, as
the Commission incorrectly stated; rather, the NYISO “determined” the method for the first time
in this proceeding. Given that the tariff commands that NYISO must file its NCZ determination
for Commission review, along with its supporting analysis, the Commission’s statutory
obligation requires it to evaluate whether the proposed method will produce a just and reasonable
rate.
Here, however, the Commission truncated its analysis by concluding that the NYISO had
established an NCZ without analyzing whether the NYISO used a reasonable method to calculate
the indicative LCR, which is an especially critical exercise given that the NYISO will use this
indicative LCR method to allocate the ICAP purchase requirement for each Load Serving Entity
(“LSE”) within the NCZ in the ICAP demand curve reset proceedings, beginning just a few
weeks from now.2 This rapidly approaching rate shock adds urgency to the need for swift
Commission action to correct the errors in the NYISO’s rate method, which will provide the
wrong incentives for generation investment, and force consumers in the Lower Hudson Valley to
pay excessive capacity rates for no good reason. The Commission’s failure to take the rate
2

The Commission has accepted a modification to the way NYISO counts capacity to reflect the forced outage rate
of generating units, called “UCAP.” .H\VSDQ5DYHQVZRRG //& Y )(5&, 474 F.3d 804 (D.C. Cir. 2007). For
consistency with the August 13 Order, Central Hudson will refer to the capacity product as “ICAP.”
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impacts into account or to even consider phasing-in the impacts fails the requirement of reasoned
decision-making. Indeed, it fails to consider whether its decision will result in “more good than
harm.”3 The Commission’s failure to consider or understand the relationship of the indicative
LCR to the NCZ or the resulting impacts is reason enough for the Commission to take another
look at its decision.
Moreover, the Commission’s abbreviated analysis prevented it from giving serious
consideration to Central Hudson’s demonstration that the NYISO’s method for “determining”
the indicative LCR was unreasonable because it was inconsistent with the overriding purpose of
NCZ formation, which is to use transmission constraints as the guiding criteria.

The

Commission thus disregarded Central Hudson’s evidence showing that the NYISO improperly
relied solely on reliability criteria by focusing on whether its proposal will allow the NCZ to
satisfy an improperly constructed reliability requirement, without considering how deliverability
considerations impact NCZ formation and the impact this will have on investment incentives.
The question of how deliverability impacts the NCZ matters because the Commission directed
the NYISO to use a deliverability based approach under its “highway” test for determining if an
NCZ should be created, and failing to take deliverability into account, while using only a
reliability analysis to construct the indicative LCR, is both inconsistent with the logic of the
“highway” test, and will lead to counter-productive results. An examination of deliverability
also leads to a method to identify which customers cause the need for the NCZ, and how the
higher capacity costs that result should be paid for to ensure that cost responsibility properly
follows cost causation. The NYISO’s method failed to meet this bedrock ratemaking principle

3

(OHFWULF &RQVXPHUV 5HVRXUFH &RXQFLO Y )(5&, 407 F.3d 1232, 1239 (D.C. Cir. 2005) (“(/&21”).
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because it failed to consider how capacity deliverability impacts the key binding constraint that
drives the need for the NCZ.
In failing even to consider Central Hudson’s arguments concerning the indicative LCR
for the NCZ, the Commission’s decision allowed the NYISO’s unjust and unreasonable rate
method to go into effect, and in doing so the Commission failed to abide by statutory
requirements to render decisions that reflect reasoned decision-making and that are not arbitrary
and capricious.
II.

BACKGROUND
The NYISO administers a market-type process to determine the ICAP price that LSEs,

like Central Hudson, pay for the ICAP that they are required to purchase to meet the State’s
reliability requirements.4 This capacity payment compensates generators for the amount of
capacity required to meet each LSE’s forecasted load peak plus the installed reserve margin
(“IRM”) requirement, plus the additional capacity that must be purchased as a result of the
NYISO’s administratively determined ICAP demand curves.

The IRM requirement is

established by the non-profit New York State Reliability Council (“NYSRC”) as the amount of
capacity needed above the forecasted load peak to meet a probabilistic loss of load expectation
(“LOLE”) in which the risk of disconnecting any firm load due to resource deficiencies is, on
average, not more than once in ten years, taking into account potential outages of system
elements in the electric system used to supply and to deliver the electricity needed to serve the

4

The NYISO’s capacity market is actually an administratively determined demand curve, which is “an entirely
artificial construct that specifies the prices that must be paid for various quantities of capacity.” 0DLQH 3XEOLF
8WLOLWLHV &RPPLVVLRQ Y )(5&, 520 F.3d 464, 468 n. 3 (D.C. Cir. 2008) (“0DLQH 38&”). The purpose is to make
capacity prices stable and predictable on the theory that this will promote investment in generation and transmission.
The administrative nature of the pricing method led the United States Court of Appeals for the District of Columbia
Circuit to label it a “non-demand demand curve.” ,G As we show below, the artificial nature of this pricing
construct places even greater importance on ensuring that it produces expected and reasonable results. (/&21, 407
F.3d at 1239.
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load.5 For example, if the NYSRC sets the IRM to be 18 percent to meet the State’s LOLE, an
LSE with a forecasted load peak of 1,000 MW would be required to purchase at least 1,180 MW
of capacity in order to satisfy its forecasted load peak plus IRM requirement.
In 2003, the NYISO began to reform the way it sets electric capacity prices, first
switching from the vertical demand curve method to a sloped demand curve,6 and then
modifying the sloped demand curve to factor in a locational component to account for the
deliverability of energy from purchased capacity to serve the load that may require it.7 The
locational pricing mechanism is intended to account for price differences for capacity that is
deliverable into New York’s different sub-regional capacity markets.8
The NYISO initially divided New York into three capacity zones, a New York City
capacity zone, a Long Island capacity zone, and a third zone comprised of the “Rest of State.”9
The Commission, however, directed the NYISO to work with its stakeholders to examine
whether deliverability considerations might require the formation of new capacity zones within
the “Rest of State.”10
The NYISO filed its initial attempt to comply with the Commission’s directive two years
later.11 The NYISO proposed two tests to be used in conjunction with each other—a “Highway
Capacity Deliverability Test” and a “Reliability Test”—and several additional “considerations”
to be factored into the development of a new capacity zone.

The Highway Capacity

.H\VSDQ5DYHQVZRRG, 474 F.3d at 806.
6HH (/&21, 407 F.3d at 1234-36 (explaining the pricing anomalies with the vertical demand curve that led
NYISO to switch to a sloped demand curve).
7
See 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU, 105 FERC ¶ 61,108 (2003).
8
6HH 0DLQH 38&, 520 F.3d at 468 (explaining the theory of the locational component in the sloped demand curve
pricing construct).
9
These capacity pricing zones should not be confused with New York’s eleven “load zones” which were established
for a different purpose, although the load zones do form the building blocks for the capacity zones. Here, NYISO’s
NCZ is comprised of Load Zones G through I and J.
10
1HZ <RUN ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 127 FERC ¶ 61,318, at P 53 (2009).
11
1HZ <RUN ,QGHSHQGHQW 7UDQVPLVVLRQ V\VWHP 2SHUDWRU ,QF, 136 FERC ¶ 61,165, at P 1 (2011) (“September 2011
Order”).
5
6
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Deliverability Test focused on transmission constraints arising on lines rated at or above 115 kV.
The Commission relied principally on the arguments of the NYISO Market Monitoring Unit
(“MMU”) to reject most of the NYISO’s proposed NCZ formula, including the Reliability Test,
agreeing that the NYISO’s proposal did not adequately recognize binding transmission
constraints that inhibit the deliverability of energy from generating capacity across constrained
zones,12 and that the NYISO should apply the deliverability test to the market “as found.”13
Under the “as found” method, the NYISO would factor into the Highway Capacity Deliverability
Test all generating capacity, even if surplus to system needs, whereas the NYISO’s proposed “as
designed” method would have ignored any generation surplus to system needs. The MMU
argued the proposed “as designed” method might overlook circumstances when surplus
generation causes highway transmission constraints to bind.14 Indeed, the Commission was
particularly concerned with “the importance of accurately reflecting binding transmission
constraints in the capacity market clearing process.”15
The Commission subsequently accepted the NYISO’s changes to its tariff as required by
the September 2011 Order.16 Under new Section 5.16.4 of the NYISO Services Tariff, the
NYISO must make a Section 205 filing by March 31 of each year to propose the creation of a
new capacity zone if a deliverability test shows that total transmission transfer capability on
“highway” facilities cannot deliver all the capacity in a pre-existing zone throughout that zone.
NYISO is required to include the basis for its determination with the filing. As a prelude to this
filing, Section 5.16.3 requires the NYISO to “determine” by March 1 of each year what the
indicative LCR is likely to be for a newly proposed capacity zone. The NYISO uses the
,G. at P 52.
,G. at P 58.
14
,G. at P 21.
15
,G. at P 66.
16
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 140 FERC ¶ 61,160 (2012) (“August 2012 Order”).
12
13
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indicative LCR as an input to its calculation of an indicative ICAP demand curve for the NCZ so
that it can assess whether formation of the NCZ makes economic sense by sending the right
incentives to trigger market responses to address the constraint.17 Thus, the indicative LCR
calculation is an important input to the NYISO’s tariff method for setting the boundaries and
testing the pricing of the NCZ.
On April 30, 2013, the NYISO submitted proposed tariff revisions to establish and
recognize a new capacity zone that would encompass NYISO Load Zones G, H, I, and J (the “GJ Locality”).18 The proposal to add this fourth capacity zone was based on a report of the results
of the “NCZ Study,” which identified a binding transmission constraint at the Upstate New
York-Southeast New York (“UPNY/SENY”) transmission interface that would preclude the
deliverability of 849 MW of generating capacity from Load Zones A-F into Load Zones G-I, J,
and K, and so NYISO proposed to create a new capacity zone comprised of current Zones G, H,
I and J. The NYISO precluded the inclusion of Zone K in the NCZ even though the Zone K
customer load contributes to the binding constraint. To address this deliverability issue, the
NYISO proposed to implement this G-J Locality on May 1, 2014, the start of the 2014/2015
Capability Year.19 The NYISO also proposed to apply the new indicative LCR method to the
ICAP demand curve reset filing, to be made by the NYISO on or before November 29, 2013, to
establish the administratively determined demand curves to be used for each of the four capacity

17

September 2011 Order at P 7.
1HZ <RUN ,QGHS 6\V 2S, Proposed Tariff Revisions to Establish and Recognize a New Capacity Zone and
Request for Action on Pending Compliance Filing, Docket No. ER13-1380-000 (filed April 30, 2013) (“Compliance
Filing”).
19
,G at 1-2.
18
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zones.20 The NYISO thus made clear that its new indicative LCR method will provide the
template for the upcoming ICAP demand curve reset proceedings.
The NYISO conceded that the NCZ will result in “expected” increases to capacity prices
in Load Zones G, H, and I, but said there will be no price increases in other load zones.21 In
providing illustrative calculations of consumer price impacts from the NCZ, a NYISO witness,
Mr. Niazi, relied on the indicative LCR calculations by witnesses Chao and Adams, and the
assessment of the MMU, Dr. Patton, to claim the method for setting the boundaries of the NCZ
will produce results that will be consistent with market design principles, and will therefore be
“reasonable.”22 None of the NYISO’s witnesses addressed the impact that load zones have on
transmission constraints generally, or on the UPNY/SENY interface specifically that triggered
the need for the NCZ.23 Thus, none of the NYISO’s witnesses addressed the reasonableness of
the capacity cost allocation expected to result from the NYISO’s proposal.
The NYISO candidly acknowledged that its proposal is expected to double capacity
prices for customers located in Load Zones G, H, and I, who are expected to pay an additional
$173 million annually.24 Central Hudson estimated, without contradiction, that other system
changes along with the proposed NYISO “nested” new capacity zone approach could increase
capacity prices to Central Hudson’s customers, a subset of Load Zone G, from $19 million to as
20

As the Commission has acknowledged, the test to establish the NCZ and the ICAP demand curve are closely
linked. August 2012 Order at P 14.
21
Compliance Filing at 8; Attachment XII, Niazi Aff. at ¶ 15.
22
Niazi Aff. at ¶¶ 15-16, 21-22 (calculating “indicative” LCRs); Compliance Filing at 13 (quoting Patton testimony
on market design).
23
For example, although the NYISO performed a study that examined the support from adding generation in Load
Zones J or K would provide to Load Zones G, H and I, the NYISO did not examine the benefits to Load Zones J and
K that arise from adding generation in Load Zones G, H, or I, or from building new transmission projects that
resolve the UPNY/SENY constraints.
24
Niazi Aff., Table 3, states that the NCZ would cause capacity payments by customers in Load Zones G through I
to increase from $22 million per month in the summer and $12 million per month in the winter (for a total annual
payment of $204 million) to $39 million per month in the summer and $23 million per month in the winter (for a
total annual payment of $372 million), thereby causing an average increase of 82% (($372 million – $204 million)/
$204 million).
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much as $89 million annually, DQ LQFUHDVH RI .25 Central Hudson further showed in its
protest that the price increase arising from the NCZ is unjust and unreasonable because it will
result from an abuse of the NYISO’s discretion in performing the indicative LCR determination.
In particular, Central Hudson showed that NYISO’s method is flawed because (1) it failed to link
the indicative LCR for the NCZ to the constrained UPNY/SENY emergency transfer limit, (2) it
failed to consider the deliverability of generation into the NCZ, and (3) it improperly used
reliability concepts (rejected by the Commission in the September 2011 Order) in setting up the
indicative LCR. These flaws will send the wrong signals to investors about the need to construct
new generation or transmission in the NCZ, and will cause consumers to pay excessive rates.
Central Hudson developed an alternative LCR calculation method using deliverability
concepts as presented in the affidavit of Mr. John J. Borchert that corrected the NYISO’s errors.
Mr. Borchert showed that the flow of capacity from the new “rest of state” capacity zone (Zones
A through F) to Load Zones J and K has a direct and measurable impact on the UPNY/SENY
interface and the need to create the NCZ. While the NYISO considered these flows in its
Highway Capacity Deliverability Test in determining the need to create the NCZ, it erred by
ignoring them both in implementing the NCZ and in its determination of the indicative LCR.
Mr. Borchert used the same starting point as the NYISO to compute the Zone J indicative LCR,
Zone K indicative LCR, and the corresponding NYCA (New York Control Area) Installed
Reserve Margin developed using the “unified methodology” that the NYISO followed, but Mr.
Borchert differed from the NYISO’s method by proposing to link the indicative NCZ LCRs
directly to the UPNY/SENY emergency transfer limit in the calculation and to allocate
deliverability-based LCRs to the load zones downstream of the UPNY/SENY interface based on
25

Borchert Aff. at ¶¶ 13-15. Central Hudson’s customers are unlikely to care that this massive rate shock that is
about to affect them arises from several factors.
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the incremental impact that those load zones have on the capacity flows across the UPNY/SENY
interface.
The Commission rejected these arguments without substantively addressing them, and
without reconciling its decision with its own precedent.
III.

SPECIFICATION OF ERRORS AND STATEMENT OF ISSUES

Pursuant to Rule 713(c) of the Commission’s Rules of Practice, 18 C.F.R. § 385.713(c),
Central Hudson provides the following statement of issues:
A. The Commission misconstrued the purpose of the indicative LCR and thus failed
to abide by its statutory obligation to ensure that NYISO’s filing to establish an
NCZ in the Lower Hudson Valley is just and reasonable. 0DLQH 3XEOLF 8WLOLWLHV
&RPPLVVLRQ Y )(5&, 520 F.3d 464, 472 (D.C. Cir. 2008) (“Of course, FERC
cannot pluck rates out of thin air; it must rely on record evidence to establish a
reasonable range of rates.”); 3-0 ,QWHUFRQQHFWLRQ //&, 106 FERC ¶ 61,253 at P
63 (2004) (acknowledging the Commission’s “obligation under the Federal Power
Act to ensure that proposals filed with [the Commission] result in just and
reasonable rates, terms and conditions of service”); 16 U.S.C. § 824d(a).
B. The Commission should have rejected NYISO’s reliability-based indicative LCR
calculation, which conflicts with the NCZ tariff and will produce unreasonable
results not addressed in the August 13 Order, and should have directed NYISO to
revise the method to reflect deliverability as Central Hudson proposed. 6HH
.H\VSDQ5DYHQVZRRG Y )(5&, 474 F.3d 804 (D.C. Cir. 2007); 1RU$P *DV
7UDQVPLVVLRQ &R Y )(5&, 148 F.3d 1158 (D.C. Cir. 1998).
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IV.

ARGUMENT
A.

The Commission Misconstrued the Purpose of the Indicative LCR and Thus
Failed to Abide by its Statutory Obligation to Ensure that NYISO’s Filing to
Establish an NCZ in the Lower Hudson Valley Will Result in Just and
Reasonable Rates.

The Commission rejected Central Hudson’s objection to the way that the NYISO
calculated the indicative LCR by claiming that the result of the calculation is not “used to
determine whether a new capacity zone should be created or to establish a new capacity zone
boundary,” but instead is “used solely for establishing an ICAP Demand Curve for the new
capacity zone.”26 The Commission’s reason for not giving serious consideration to Central
Hudson’s objection misconstrued the role that the indicative LCR calculation plays in the NCZ
equation, and how the pieces fit together to ensure that the tariff produces a just and reasonable
rate. In essence, the Commission read Section 5.16.3 in isolation, rather than as part of the tariff
as a whole in order to give meaning to each of its provisions.27
The Commission’s overly narrow reading of Section 5.16.3 caused it to overlook the fact
that the indicative LCR calculation is used in Section 5.14.1.2 to develop the indicative ICAP
demand curve.28 The purpose of the indicative demand curve is to “indicate the capacity prices
that would be expected in the new zone” so that the NYISO can “analyze those prices in

26

August 13 Order at P 66.
1LFROH *DV 3URGXFWLRQ /WG, 105 FERC ¶ 61,371, at P 9 (2003) (“Like a contract, a tariff must be interpreted to
give meaning to all provisions of the tariff.”); &ROXPELD *DV 7UDQVPLVVLRQ &RUS, 27 FERC ¶ 61,089, at p. 61,166
(1984) (“In construing what a tariff means, certain general principles apply. One looks first to the four corners of the
entire tariff, considers the entire instrument as a whole, giving effect so far as possible to every word, clause and
sentence, and attributes to the words used the meaning which is generally used, understood, and accepted.”); VHH
3XE 6HUY &R RI 1HZ +DPSVKLUH Y 1HZ +DPSVKLUH (OHF &RRS ,QF, 86 FERC ¶ 61,174 , at p. 61,598 (1999) (“It
is well established in contract law that a contract should be construed so as to give effect to all of its provisions and
to avoid rendering any provision meaningless.”).
28
Compliance Filing, Attachment XIV, Chao & Adams Aff. at ¶ 13.
27
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comparison to prices in the existing capacity zones in NYC, LI, and ROS zones.”29 This
exercise allows the NYISO to evaluate the expected value of capacity to new generation in the
NCZ based on the forecasted cost of new entry because, if capacity prices will be substantially
lower than in adjacent zones, that information “would militate against creating a new zone.”30
Thus, the indicative LCR—as an input to the indicative demand curve—is directly relevant to the
NCZ formation issue. The Commission thus erred when it observed that the indicative LCR is
an input to the indicative demand curve without considering the purpose of the indicative
demand curve in the NCZ formation analysis.
The Commission used its overly-narrow interpretation of the indicative LCR calculation
to avoid considering its implications and whether it will produce a just and reasonable rate. In
ruling that NYISO included the indicative LCR calculation in its filing simply to demonstrate
that it complied with the requirement of Section 5.16.3 of the tariff to perform the calculation,
the Commission did not explain why the tariff requirement is otherwise irrelevant to this
proceeding.31 The Commission seemed to rule that it is irrelevant because the NYISO has not
proposed to change the LCR method and the DFWXDO price of capacity for the NCZ is not at issue
here; hence, no analysis of the justness and reasonableness of the NYISO’s method is necessary
now.32
The Commission erred in failing to perform the statutory just and reasonable analysis.
Section 5.16.4 requires the NYISO to “file for Commission review proposed tariff revisions
necessary to establish and recognize the New Capacity Zone or Zones” along with its report
showing its reasoning to support NCZ formation. That filing is subject to the Commission’s

29

September 2011 Order at P 7.
,G.
31
August 13 Order at P 66.
32
,G.
30
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review under Section 205 of the Federal Power Act, as the NYISO recognized in the first line of
its transmittal letter.33 That section mandates that “[a]ll rates and charges made, demanded, or
received by any public utility . . . and all rules and regulations pertaining to such rate or charge
shall be just and reasonable . . . .”34 As shown above, the indicative LCR is a tariff provision that
pertains to the capacity rates to be developed by the NYISO to determine the boundaries for the
NCZ; thus, the indicative LCR must satisfy the just and reasonable standard because the tariff
method is itself the “rate” for Federal Power Act purposes.35 Consequently, it was not sufficient
for the Commission to assert that the indicative LCR is not being used to set capacity prices that
customers in the Lower Hudson Valley will pay for capacity QRZ when the calculation was a key
factor in the NYISO’s NCZ boundary analysis. The Commission has recognized that the NCZ
formation analysis and the ICAP demand curve reset proceeding are closely linked,36 and the
NYISO has made no secret of its intention to apply this same method when it performs its ICAP
demand curve reset calculation, which will produce DFWXDO rates that Central Hudson’s customers
will soon be asked to pay.
Moreover, the Commission did not dispute Central Hudson’s showing that the NYISO’s
indicative LCR will contribute significantly to a five-fold increase in the capacity costs paid by
Central Hudson’s customers,37 nor did the Commission question the NYISO’s candid admission
that the NCZ alone will cause capacity prices to double.38 Instead, the Commission simply
ignored the issue and thus made no finding that the administratively-set capacity rates for the

33

Compliance Filing at 1.
16 U.S.C. § 824d(a).
35
6HH HJ 0$,1( 38&, 520 F.3d at 471-72 (In a case involving an administratively determined demand curve, the
court stated: “Of course, FERC cannot pluck rates out of thin air; it must rely on record evidence to establish a
reasonable range of rates.”).
36
August 2012 Order at P 14.
37
Borchert Aff. at ¶ 15.
38
Niazi Aff., Table 3.
34
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NCZ will fall within a zone of reasonableness if the NYISO continues to follow its method of
calculating the indicative LCR.
The Commission seemed to avoid a careful review of the NYISO’s indicative LCR
method by “noting” that NYISO “is not proposing to change its methodology for calculating
Locational Capacity Requirements in this proceeding,”39 but Section 5.16.3 does not specify DQ\
“method” for making the calculation, so it is not clear what method the Commission had in
mind.40 The section requires only that NYISO “shall determine” the indicative LCR and then
give stakeholders an opportunity to review and comment on it. By its nature this determination
requires the NYISO to exercise discretion, which is not unfettered given the need for stakeholder
input and, ultimately, Commission review under the statutory standard. Such discretionary rate
calculations based on vague directives like “shall determine” conflict with Commission
regulations that require public utilities to “clearly and specifically” set forth all “practices, rules
and regulations affecting [their] rates and charges.”41
Further, this is the first time that NYISO revealed its proposed method and applied the
indicative LCR to a new capacity zone, and the Commission has an obligation to ensure that
NYISO’s application of its tariff will produce just and reasonable rates. It makes little difference
if the formal application of the indicative LCR formula will not occur until the ICAP demand
curve reset proceeding, to be held in a few weeks, if the NYISO’s NCZ LCR method presented
in this proceeding is flawed and will be repeated in the ICAP demand curve reset proceeding as
the NYISO has stated, as noted above.
39

August 13 Order at P 66.
NYISO witnesses Chao and Adams described the method without reference to any tariff provision or directive in
the NYISO Installed Capacity Manual, DYDLODEOH DW:
http://www nyiso.com/public/markets_operations/documents/manuals_guides/index.jsp#
41
18 C.F.R. § 35.1(a) (2013); VHH .H\VSDQ5DYHQVZRRG 424 F.3d at 810 (finding that NYISO’s discretionary
ICAP-UCAP translation method violated the filed rate doctrine because the tariff did not specify the method “clearly
and specifically.”)
40
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Finally, not only did the Commission fail to consider record evidence that the NCZ will
lead to excessive rates in the Lower Hudson Valley, the Commission failed to respond to
arguments that the NYISO’s method will cause the wrong customers to pay the substantially
higher rates that will result. The Commission ignored Central Hudson’s argument that NYISO’s
flawed method failed to evaluate correctly the source of energy flows that contribute to the
binding UPNY/SENY constraint. The Commission’s failure to require the NYISO to make a
meaningful comparison of cost responsibility with cost-causation violated a basic ratemaking
principle.42
Central Hudson showed that the NYISO’s proposed “nested” new capacity zone concept
will allow for Load Zones J and K to shift capacity costs to Load Zones “G-H-I” due to the way
the NYISO has designed and plans to implement this “nested” NCZ. As noted above, Central
Hudson estimated that other system changes along with the proposed NYISO “nested” new
capacity zone approach could increase capacity prices to Central Hudson’s customers from $19
million to as much as $89 million annually, an increase of 475%.43
Central Hudson urged the Commission to correct the rate mismatch and require the
NYISO to modify its plan to comply with cost causation by linking the NCZ’s indicative LCR to
the constrained UPNY/SENY interface—the one that triggered the need for the NCZ under the
NYISO’s study—but the Commission refused. Instead, the Commission used Central Hudson’s
suggestion as a justification for not addressing the underlying problem DW DOO.44 The Commission
misconstrued Central Hudson’s argument that the NYISO’s method will lead to an unjust and
unreasonable allocation that violates cost causation principles by reading it as a claim that the

,OOLQRLV &RPPHUFH &RPPLVVLRQ Y )(5& 576 F.3d 470 (7th Cir. 2009).
Borchert Aff. at ¶ 15. The magnitude of this rate impact is a further illustration of why the Commission should, at
a minimum, grant the request of the Indicated NYTOs to phase in the rate impact of the NCZ.
44
August 13 Order at P 66.
42
43
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Commission previously ordered the NYISO to allocate costs based on flow impacts.45 Central
Hudson made no such argument; but instead showed that the failure to correct NYISO’s error
will produce results that violate cost causation. The Commission did not deny that a rate
mismatch will arise, but instead reasoned, in essence, that there is no reason to address it here
because the NYISO has not proposed to change the process for developing the LCR LQ WKH 1&=,
and this case is limited solely to the question whether to create the NCZ. As shown above,
however, construing the NYISO’s NCZ filing as a mere zone boundary exercise fails to satisfy
the Commission’s statutory obligation to ensure that the way the NYISO has gone about
establishing the zone boundaries will lead to a just and reasonable rate. The August 13 Order
failed to meet that requirement.
Although the courts owe the Commission deference in reviewing its rate design
determinations,46 they are likely to be skeptical when the Commission accepts a new method
applied for the first time without evaluating the likelihood that the result will do “more good than
harm.”47 This is particularly true when the Commission refuses to answer serious criticisms that
the way the NYISO has exercised its discretion to implement its tariff will produce a dramatic
price increase for the wrong customers with no demonstrable benefits while failing to achieve the
underlying purposes of the tariff, as we show below.48
For the foregoing reasons, the Commission should grant rehearing to reexamine NYISO’s
indicative LCR method to ensure that it complies with the tariff provisions concerning NCZ
formation by using deliverability to link it to the constrained interface, as we discuss below,
,G at P 67.
(/&21, 407 F.3d at 1238.
47
,G. at 1238-39; VHH .H\VSDQ5DYHQVZRRG 474 F.3d at 812 (“We will defer to the Commission’s judgment in
technical matters within its expertise, but only when the Commission has in fact exercised its judgment.”)
48
.H\VSDQ5DYHQVZRRG, 474 F.3d at 812-13; 1RU$P, 148 F.3d at 1162-66; 0$,1( 38&, 520 F.3d at 472 (“Of
course, FERC cannot pluck rates out of thin air; it must rely on record evidence to establish a reasonable range of
rates.”)
45
46
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which is necessary to ensure that NYISO’s implementation of its tariff produces a just and
reasonable rate.
B.

The Commission Should Have Rejected NYISO’s Reliability-Based
Indicative LCR Calculation, Which Conflicts With the NCZ Tariff and Will
Produce Unreasonable Results Not Addressed in the August 13 Order, and
Should Have Directed NYISO to Revise the Method to Reflect Deliverability
as Central Hudson Proposed.

The Commission emphasized that “this proceeding is narrowly focused on determining
whether the NYISO followed its tariff in determining that a new capacity zone should be
created,”49 but in doing so gave weight only to Section 5.16.2 of the Services Tariff, which
requires the NYISO to take reliability considerations into account in setting the zone boundary,50
while disregarding Sections 5.14.1.2 and 5.16.3 which require that the NYISO also consider the
indicative LCR in the NCZ zone formation analysis. The Commission erred by misapplying the
NYISO tariff in this manner because it failed to uphold its statutory obligation to ensure that the
NYISO’s method will lead to just and reasonable rates, as we have shown above. As a result of
this oversight, the Commission failed to give serious consideration to Central Hudson’s protest
which showed that the NYISO’s use of the indicative LCR in setting the zone boundary is
contrary to the Commission’s directive to use deliverability concepts to determine whether an
NCZ is required, and will produce unreasonable rates.
Central Hudson did not argue, as the Commission mistakenly inferred, that the
Commission had previously directed the NYISO to use deliverability concepts to develop the
indicative LCR.51 Rather, Central Hudson argued that using deliverability considerations in the
indicative LCR calculation is necessary to give effect to the Commission’s order rejecting the
NYISO’s proposal to use reliability as a test for NCZ formation and to avoid sending the wrong
49

August 13 Order at P 66.
,G. at P 53.
51
,G. at P 67.
50
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price signal to investors.52

Central Hudson showed that the NYISO’s new method for

calculating the indicative LCR will lead to unjust and unreasonable results because it failed to
link the rate to be paid to the constraint that gives rise to the need for the NCZ (consistent with
the rationale for creating the NCZ in the first place), thus causing customers in the Lower
Hudson Valley to bear an excessive share of the costs associated with creating the NCZ in the
form of higher ICAP prices under the new demand curve that the NYISO will calculate using the
indicative LCR method. To see why, Central Hudson explained the problem with the NYISO’s
method as follows.
Following a determination by the NYISO that a capacity zone should be established for
Load Zones G-J, the NYISO used the methodologies described in the NYSRC Policy 5 (“Unified
Methodology” and “Selection of Tan 45 Points on the IRM/LCR Curves Established by the
Unified Methodology” or “Tan 45”) to calculate the LCRs for the existing J & K Capacity
Zones. The “Unified Methodology” uses a General Electric computer simulation program called
the “Multi-Area Reliability Simulation Model,” or “MARS,” to establish curves relating the J &
K Capacity Zones’ LCRs to the statewide IRM; each point on these curves will satisfy the LOLE
criterion. The Tan 45 method is used to select the curve point that balances the use of locality
capacity with the use of the transmission system. The indicative LCR for the NCZ was then
determined by adding the Megawatt requirement for Capacity Zone J to the capacity modeled in
Load Zones G – I (LH, all G-I capacity); this MW capacity requirement then was divided by the
load modeled in Load Zones G – J to determine the percent NCZ LCR.53 Central Hudson’s
protest focused on the indicative LCR calculation part of the analysis.

52
53

September 2011 Order at P 60.
Chao & Adams Aff. at ¶¶ 35-42. The witnesses cited no tariff provision that dictated the rate method they used.
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The NYISO explained its reasoning for settling on the indicative LCR (and the associated
indicative demand curve for the NCZ) through a multi-step analysis.54 In the first step, the
NYISO used the “Unified” and “Tan 45” methods described in the NYSRC’s “Policy 5” for
evaluating state-wide reliability requirements. The NYISO performed this calculation by starting
with the statewide IRM and the 2013/2014 LCRs for Load Zones J and K. Since the statewide
IRM and the LCRs for Zones J and K were selected to meet the LOLE criterion, the starting
model for the NYISO analysis, therefore, must be at the LOLE criterion.
The NYISO then “layered” the proposed new capacity zone (the G-J Locality) on top of
Load Zones G, H, I and J at the Tan 45 LCR point.55 With the J & K Localities modeled at their
LCRs, as determined by the Unified and Tan 45 methods, and with all capacity modeled in G-I,
the NYISO ran MARS simulations while shifting generating capacity out of Load Zones G, H, I
and J to Load Zones A, C and D until the state-wide LOLE criterion was met. Since, however,
the modeled system started at the LOLE criterion, any shift out of G-J or K necessarily would
have resulted in a violation of the LOLE criterion. The NYISO stated that the indicative LCR
that it calculated for the NCZ in this manner was 88%.
Central Hudson showed that the flaw in this layering method using reliability
considerations is that it will result in overstating the LCR that the NCZ will need to satisfy,
which will lead to the addition of unneeded new capacity to Load Zones G-I. This will cause the
calculated LCRs in Load Zones J and K to fall while causing the calculated LCR in the NCZ to
rise. Central Hudson gave a real-world example to illustrate this unreasonable result.
The 475 MW Danskammer generating plant in Zone G retired in early 2013. That
retirement caused the LCR for Load Zone J to increase from 83% to 86% (an increase of 250
54
55

,G at ¶ 37.
,G at ¶ 39.
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MW), and caused the LCR for Load Zone K to increase from 102% to 105% (an increase of 150
MW). Mathematically speaking, with all other variables being equal, if the same 475 MW were
added back to Load Zones G-I, the LCRs for Load Zones J and K would drop, but the capacity
required to meet the LCR for the NCZ actually would increase by 75 MW. This illustrates that
the NYISO proposed method is flawed, illogical, and will result in the NCZ LCR being
overstated.
The Danskammer retirement is not an anomaly. The NYISO Class Year 2011 studies of
the NYISO’s deliverability test showed that the addition of 699 MW of generation capacity (with
an associated 650 MW of UCAP) to Load Zone G would result in an approximately 111 MW
reduction to the UPNY/SENY emergency transfer limit.56 This shows that adding generating
capacity to the NCZ can actually result in even PRUH bottled generation, and make the
UPNY/SENY constraint ZRUVH, contrary to the theory for creating the NCZ in the first place,
which assumes that generating additions will have a beneficial effect on the constraint.
The Commission erred by accepting the NYISO’s reliability-based method for
calculating the indicative LCR without considering Central Hudson’s argument that the method
will lead to counter-productive results. It thus failed to consider whether the indicative LCR
calculation used in evaluating the NCZ’s boundaries will do “more good than harm.”57 The
Commission could have avoided this flawed result by giving serious consideration to Central
Hudson’s proposed modification to the NYISO’s method, which proposed to use deliverability
considerations in the indicative LCR analysis, instead of reliability considerations, which would
have also had the virtue of harmonizing the NYISO’s method with the Commission’s order

56

“Second Round Addendum to Class Year 2011 Facilities Studies System Deliverability Study: A report from the
New York Independent System Operator,” Rev. 1 (September 3, 2013).
57
(/&21, 407 F.3d at 1238-39.
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rejecting reliability as part of the NCZ formation criteria.58 Doing so would have addressed the
Commission’s concern with “the importance of accurately reflecting binding transmission
constraints in the capacity market clearing process.”59
Central Hudson’s deliverability method proposed to link the indicative LCR to the
emergency transfer limit for the UPNY/SENY interface.

An indicative LCR that uses

deliverability instead of reliability as its foundation will provide a much more accurate measure
of the problem that actually is supposed to be solved (the proper contours of the NCZ boundary
and the Load Zone customers who should be included within it), and provides a more accurate
method for setting the new ICAP demand curve for the NCZ in the closely related ICAP demand
curve reset proceeding that the NYISO will soon file with the Commission. Not only will
Central Hudson’s NCZ LCR method provide an accurate price signal, it will provide an
appropriate foundation for setting the NCZ demand curve and the subsequent NCZ capacity
prices so that customers in all zones downstream of the UPNY/SENY transmission constraint
(Load Zones G, H, I, J, and K) will bear their proper share of the cost of capacity needed to
address the UPNY/SENY constraint.

The Commission erred by failing to give serious

consideration to these arguments, and by failing to provide a reasoned explanation for why the
NYISO’s method produces just and reasonable rates despite Central Hudson’s showing to the
contrary.60
Moreover, the Commission failed to give serious consideration to Central Hudson’s
objection that the NYISO’s method will provide a misdirected incentive to build new generation
in Zone G at the same time that the New York Public Service Commission is in advanced
58

September 2011 Order at P 60.
,G. at P 66.
60
. 1 (QHUJ\ ,QF Y )(5&, 968 F.2d 1295, 1303 (D.C. Cir. 1992) (“It most emphatically remains the duty of this
court to ensure that an agency engage the arguments raised before it—that it conduct a process of UHDVRQHG
decisionmaking.”)
59
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proceedings to review proposals to build new transmission lines that will relieve transmission
constraints into the Lower Hudson Valley by relieving the UPNY/SENY transmission constraint.
Building new transmission facilities to relieve the constraint should drive capacity prices down
in the Lower Hudson Valley, thereby removing or reducing the incentive to build new generation
in this locality, as the Commission acknowledged.61 Instead, as discussed above, the NYISO’s
miscalculated indicative LCR will provide a counter-incentive to build new generation in the
locality, which may persist even after new transmission lines are built, given the Commission’s
refusal to require the NYISO to adopt a mechanism for either eliminating the NCZ once the
underlying constraint is alleviated, or to ensure that prices on either side of the alleviated
constraint converge, as predicted by the economic theory that the Commission has relied upon.62
And even if the indicative LCR does not lead to excessive generation construction in the Lower
Hudson Valley, it will likely mean that higher capacity payments in the NCZ will simply provide
a windfall to existing generators that may be forced to retire in the near future for other reasons,
such as the approximately 2,000 MW Indian Point Nuclear Energy Center that appears likely to
retire by the end of 2015 if its nuclear generating licenses are not renewed.
For all of these reasons, the Commission should grant rehearing, reject the NYISO’s
indicative LCR method, and direct the NYISO to make a compliance filing that provides a new
method that conforms to the approach that Central Hudson described in its protest.
Alternatively, the Commission should direct the NYISO to work with Central Hudson and other
stakeholders to revise its indicative LCR method to produce just and reasonable rates, and to
make a compliance filing to use the corrected method by a date certain.

61
62

August 13 Order at P 23.
,G at PP 82-83, August 2012 Order at P 51, September 2011 Order at P 70.
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V.

CONCLUSION
WHEREFORE, in view of the foregoing, Central Hudson Gas & Electric Corporation

requests that the Commission grant rehearing of the August 13 Order as discussed above.
Respectfully submitted,
V 5D\PRQG % :XVOLFK
Raymond B. Wuslich
Winston & Strawn, LLP
1700 K Street, N.W.
Washington, DC 20006-3817
Email: RWuslich@winston.com
V 3DXO $ &ROEHUW
Paul A. Colbert
Associate General Counsel-Regulatory Affairs
Central Hudson Gas & Electric Corporation
284 South Avenue
Poughkeepsie, New York 12601
Phone: 845-486-5831
Email: PColbert@cenhud.com

Dated: September 12, 2013
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System
Operator, Inc.

Docket No. ER13-1380-003

ORDER GRANTING REHEARING FOR
FURTHER CONSIDERATION
(October 10, 2013)
Rehearing has been timely requested of the Commission's order issued on
August 13, 2013, in this proceeding. 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF
144 FERC ¶ 61,126 (2013). In the absence of Commission action within 30 days from
the date the rehearing request was filed, the request for rehearing (and any timely requests
1
for rehearing filed subsequently) would be deemed denied. 18 C.F.R. § 385.713 (2013).
In order to afford additional time for consideration of the matters raised or to be
raised, rehearing of the Commission's order is hereby granted for the limited purpose of
further consideration, and timely-filed rehearing requests will not be deemed denied by
operation of law. Rehearing requests of the above-cited order filed in this proceeding will
be addressed in a future order. As provided in 18 C.F.R. § 385.713(d), no answers to the
rehearing requests will be entertained.

Nathaniel J. Davis, Sr.,
Deputy Secretary.

1

6HH 6DQ 'LHJR *DV (OHFWULF &RPSDQ\ Y 6HOOHUV RI (QHUJ\ DQG $QFLOODU\
6HUYLFHV ,QWR 0DUNHWV 2SHUDWHG E\ WKH &DOLIRUQLD ,QGHSHQGHQW 6\VWHP 2SHUDWRU DQG WKH
&DOLIRUQLD 3RZHU ([FKDQJH, 95 FERC ¶ 61,173 (2001) (clarifying that a single tolling
order applies to all rehearing requests that were timely filed).

$

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

)

Docket No. ER13-1380-000

REQUEST FOR PARTIAL RECONSIDERATION
OF THE NEW YORK INDEPENDENT SYSTEM OPERATOR, INC.
In accordance with Rule 212 of the Commission’s Rules of Practice and Procedure, 1 the
New York Independent System Operator, Inc. (“NYISO”), respectfully submits this request for
partial reconsideration of one element of the Commission’s 2UGHU $FFHSWLQJ 3URSRVHG 7DULII
5HYLVLRQV DQG (VWDEOLVKLQJ D 7HFKQLFDO &RQIHUHQFH (“August 13 Order”). 2 Specifically, the
Commission should reconsider the August 13 Order’s rejection of a proposed “phase-in” of the
price impacts of the G-J Locality; 3 LH, the New Capacity Zone proposed by the NYISO in its
April 30, 2013 filing and accepted by the August 13 Order. 4
The NYISO continues to believe that implementing the G-J Locality by May 1, 2014
would “send more efficient price signals, enhance reliability, mitigate potential transmission
security issues, and serve the long-term interest of all consumers in New York State.” 5 But the
NYISO also believes that there is a significant likelihood of short-term consumer impacts that
merit action by the Commission. After considering more current information about the potential
1

18 C.F.R. 385.212 (2013).

2

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF 144 FERC ¶ 61,126 (2013) (“August 13 Order”).

3

Capitalized terms that are not defined herein shall have the meaning set forth in the NYISO’s
Market Administration and Control Area Services Tariff.
6HH DOVR /HWWHU 2UGHU $FFHSWLQJ 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF V &RPSOLDQFH
)LOLQJ 'DWHG  LQ 5HVSRQVH WR WKH &RPPLVVLRQ V -XQH   2UGHU XQGHU (5, Docket No.
ER12-360-003 (August 14, 2013).
4

New York Independent System Operator, Inc., 3URSRVHG 7DULII 5HYLVLRQV WR (VWDEOLVK DQG
5HFRJQL]H D 1HZ &DSDFLW\ =RQH DQG 5HTXHVW IRU $FWLRQ RQ 3HQGLQJ &RPSOLDQFH )LOLQJ, Docket No.
ER13-1380-000 (April 30, 2013) (“April 30 Filing”) at 1.
5

$

retail rate impacts of implementing the G-J Locality, the NYISO has concluded that a phase-in of
the price impacts is necessary to ameliorate effects on consumers and mitigate what has been
described as potential “rate shock.” 6
After considering the information now available, the NYISO believes phasing in the
capacity price increases associated with creating the G-J Locality is an equitable means to protect
consumers from the risk of immediate and significant increases in their electric bills. A phase-in
would provide retail customers with an opportunity to mitigate bill increases, HJ, through
energy efficiency and conservation measures. Further, a principal goal of creating New Capacity
Zones, LH incentivizing investment in new capacity, would not be defeated by gradually
implementing the price signals over the three year duration of the initial ICAP Demand Curve
for the G-J Locality. Even with a phase-in, investments in new generation, which typically have
a construction cycle of two to three years, will receive the needed price signal. The NYISO also
believes that existing capacity needed for reliability can be expected to be retained even with a
phase-in over the three year period. Thus, a phase-in can mitigate short-term consumer impacts
without suppressing desired investment signals, necessary to satisfy reliability requirements.
Finally, adopting a phase-in of the first New Capacity Zone is consistent with prior Commission
actions concerning NYISO ICAP Demand Curves.
The NYISO recognizes the August 13 Order’s concern that a phase-in could “delay the
capacity market’s ability to send more efficient price signals,” 7 that the creation of the G-J
Locality has been anticipated for years, and that the record includes pleadings opposing a
6HH 3HWLWLRQ IRU 5HKHDULQJ RI WKH 1HZ <RUN 3RZHU $XWKRULW\ Docket No. ER13-1380-003 at 17
(“A phase-in would reduce the rate shock imposed on consumers without undermining or delaying the
development of the new supply in the G-J NCZ that the NCZ is intended to incentivize.”); 5HTXHVW IRU
5HKHDULQJ RI WKH &HQWUDO +XGVRQ *DV DQG (OHFWULF &RUS, Docket No. ER13-1380-003 at 2 (“rapidly
approaching rate shock . . . .”) (September 12, 2013) (“&HQWUDO +XGVRQ 5HTXHVW IRU 5HKHDULQJ”).
6

7

August 13 Order at P 31.

2
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phase-in. Nevertheless, since the NYISO’s April 30 Filing, more current information has
become available concerning the potential consumer impacts of implementing the G-J Locality
for the Capability Period beginning May 1, 2014. As discussed below, the consumer
responsiveness requirements applicable to all Independent System Operators and Regional
Transmission Organizations under Order No. 719 8 caused the NYISO to bring this new
information to the Commission’s attention through this request for reconsideration.
I.

BACKGROUND
In the April 30 Filing, the NYISO included analyses of potential price impacts of the G-J

Locality based on information available and reasonable assumptions at that time. Specifically,
the April 30 Filing included an affidavit by the NYISO’s Consumer Interest Liaison, Mr. Tariq
N. Niazi (“Niazi Affidavit”) that focused on two forward-looking wholesale consumer impact
price analyses. Mr. Niazi’s affidavit indicated that his analyses were based upon a number of
assumptions including the reference prices and zero crossing points that would be incorporated
in the New Capacity Zone ICAP Demand Curves. Moreover, the NYISO made clear that the
analyses discussed in the Niazi Affidavit were just two of many that the NYISO conducted and
were not intended to be price forecasts. 9
Mr. Niazi’s simulations showed that there would be increased capacity prices in Load
Zones G, H, and I over the prices likely to occur absent the creation of the G-J Locality. He
quantified those increases at $173 million per year, which would translate into approximately
$500 million over the first three years of the G-J Locality. As discussed below, a more current
assessment of the price impacts utilizing information contained in the report of the NYISO’s
:KROHVDOH &RPSHWLWLRQ LQ 5HJLRQV ZLWK 2UJDQL]HG (OHFWULF 0DUNHWV, Order No. 719, FERC
Stats. & Regs. ¶ 31,281 (2008), RUGHU RQ UHK¶J, Order No. 719-A, FERC Stats. & Regs. ¶ 31,292 (2009),
RUGHU GHQ\LQJ UHK¶J, Order No. 719-B, 129 FERC ¶ 61,252 (2009).
8

9

April 30 Filing at n. 35.
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independent ICAP Demand Curve reset consultant (“Independent Consultant”) 10 and the NYISO
staff’s ICAP Demand Curve proposal to the Board of Directors dated September 6, 2013,
suggests the potential for even greater price impacts. Moreover, several parties, notably the
New York State Public Service Commission (“NYPSC”), have now quantified the G-J Locality’s
potential UHWDLO rate impacts to New York ratepayers.
It is important to note that the NYISO has not objected to a phase-in in this proceeding;
rather it has deferred until this point, to other parties and the Commission. The Indicated New
York Transmission Owners’ (“Indicated NYTOs”) 11 protest of the April 30 Filing requested that
the Commission direct the NYISO to “phase-in the capacity price increases that will result from
the creation of the NCZ over a reasonable period.” 12 The NYISO responded that it continued to
support the creation of the G-J Locality but stated that it took no position on the question of
“whether a phase in of capacity price increases is warranted on noneconomic grounds.” 13
Specifically, the NYISO stated that:
The NYISO … notes that it cannot yet evaluate whether any phase-in option
would be administratively feasible or would threaten the timing of the
implementation of the NCZ (or the ICAP Demand Curves). The NYISO expects
that other parties will create a complete record on the equitable considerations

10

The Independent Consultant, selected in accordance with Services Tariff Section 5.14.1.2, is
NERA Economic Consulting, with its subcontractor, Sargent & Lundy.
11

The Indicated NYTOs are Central Hudson Gas & Electric Corporation, Consolidated Edison
Company of New York, Inc., New York Power Authority, New York State Electric & Gas Corporation,
Niagara Mohawk Power Corporation d/b/a National Grid, Orange and Rockland Utilities, Inc., and
Rochester Gas and Electric Corporation. 6HH 5HTXHVW IRU 5HKHDULQJ RI WKH ,QGLFDWHG 1HZ <RUN
7UDQVPLVVLRQ 2ZQHUV Docket No. ER13-1380-003 (September 12, 2013.)
0RWLRQ WR ,QWHUYHQH DQG 3URWHVW RI WKH ,QGLFDWHG 1HZ <RUN 7UDQVPLVVLRQ Owners, Docket No.
ER13-1380-000 at 2 (June 13, 2013); NYPSC 5HTXHVW IRU 5HKHDULQJ at p. 9 (supporting Indicated
NYTOs' request for phase-in).
12

13

$QVZHU WR &RPPHQWV DQG 5HTXHVW IRU /HDYH WR $QVZHU DQG $QVZHU WR 3URWHVWV RI WKH 1HZ <RUN
,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF Docket No. ER13-1380-000 (June 5, 2013) at 34 (quoted language
capitalized in original).
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posed by phase-in proposals. Accordingly, the NYISO does not believe that there
is anything further for it to add to the record on this issue at this time. 14
It was not until after the August 13 Order and the filing of requests for rehearing that further
specific information was proffered on the retail rate impacts of the G-J Locality. For example,
the NYPSC’s rehearing request asserted that without a phase-in some consumer retail rates could
increase by as much as 25% upon implementation. 15 In addition, Central Hudson’s request for
rehearing emphasizes that implementing the G-J Locality would result in wholesale capacity
price increases of as much as 475% to its customers. 16
The NYPSC also contends on rehearing that such price increases would not send efficient
long-term price signals because Governor Andrew Cuomo’s “Energy Highway Blueprint” 17 is
expected to result in the construction of new transmission facilities that will alter the
configuration of the New York State Transmission System over the next few years. The NYPSC
asserts that the State programs have progressed and questions “the effectiveness of creating an
NCZ DW WKLV WLPH while requiring ratepayers to pay hundreds of millions in additional Installed
Capacity costs within the NCZ with no concomitant benefits to consumers.” 18 The NYISO notes
that on October 17, 2013, the NYPSC approved several projects that were proposed in a NYPSC

14

,G at 34-35.

5HTXHVW IRU 5HKHDULQJ DQG &ODULILFDWLRQ RI WKH 1HZ <RUN 6WDWH 3XEOLF 6HUYLFH &RPPLVVLRQ,
Docket No. ER13-1380-001 (September 12, 2013) (“1<36& 5HTXHVW IRU 5HKHDULQJ”) at 5, 9-10. &HQWUDO
+XGVRQ 5HTXHVW IRU 5HKHDULQJ at 8-9.
15

&HQWUDO +XGVRQ 5HTXHVW IRU 5HKHDULQJ at 8-9, 15. 6HH DOVR 1<36& 5HTXHVW IRU 5HKHDULQJ at 8,
n. 16 (“As noted above, the NYPSC estimates the price impacts may be upwards of $350 million per year,
which translates to a rate increase of over 25% for some customers.”)
16

6HH HJ 1<36& 5HTXHVW IRU 5HKHDULQJ at 7-8 (describing New York State’s ongoing
transmission policy initiatives)
17

6HH HJ 1<36& 5HTXHVW IRU 5HKHDULQJ at 8 FLWLQJ 1HZ <RUN 6WDWH 3XEOLF 6HUYLFH &RPPLVVLRQ
1RWLFH RI ,QWHUYHQWLRQ DQG 3URWHVW Docket No. ER13-1380-000 (May 21, 2013) at 3 (emphasis in
original).
18
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proceeding established to further the Energy Highway Blueprint. 19 The NYPSC describes the
approved projects as “three transmission projects capable of reducing capacity needs by upwards
of 600 MW and extension of existing programs and creation of new programs designed to reduce
downstate electricity use by 180 MW through energy efficiency and demand response.” 20
II.

REQUEST FOR PARTIAL RECONSIDERATION
The Commission has discretion to reconsider its orders at any time. 21 A request for

reconsideration “must show new information or evidence of changed circumstances that would
warrant reconsideration by the Commission.” 22 There is new information not currently before
the Commission that warrants reconsideration of the August 13 Order’s phase-in ruling. 23
A. Description of New Information
In the six months since the April 30 Filing, new information has developed concerning
the potential severity of the capacity price impacts of implementing the G-J Locality. Most
significantly, the proposed parameters of the G-J Locality’s ICAP Demand Curves for the
2014/2015 through 2016/2017 Capability Years (and therefore the prices that may result from it)
have been developed by the NYISO’s Independent Consultant. The NYISO staff reviewed those
parameters and, in large part, recommended them to the NYISO Board of Directors. This
information was not available when Mr. Niazi performed his initial consumer analyses.

19

NYPSC Docket No. 12-E-0503, press release issued October 17, 2013, available at
ޒKWWSZZZGSVQ\JRYSVFZHE:HE)LOH5RRPQVI:HE$$$$$&$))
ile/pr13076.SGI"2SHQ(OHPHQW ޓ³PSC Details Plans to Ensure Grid Reliability and Safeguard
Customers”).
20

,G

6HH )ORULGD 3RZHU /LJKW &R 122 FERC ¶ 61,159 at P 9 and n.19 FLWLQJ &LWLHV RI &DPSEHOO
DQG 7KD\HU Y )(5&, 770 F.2d 1180, 1183 (D.C. Cir. 1985).
21

22

(QWHUSULVH 7H[DV 3LSHOLQH /3 117 FERC ¶ 61,025 at P 7 (2006).

23

This filing does not seek reconsideration of any other element of the August 13 Order and the
NYISO is not addressing any other issue raised by the requests for rehearing at this time.
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Mr. Niazi’s analyses were instead based on scenarios that used assumptions about the various
ICAP Demand Curve reset parameters. More specifically, the NYISO’s Independent Consultant
completed its study of the parameters for the 2014/15 through 2016/17 ICAP Demand Curves in
early August 2013. 24 The NYISO staff issued its own recommendations, which adopted most of
the consultant’s proposals on September 6, 2013. 25 By contrast, Mr. Niazi’s analyses were
undertaken in January through April when the data used in the reports was only in the initial
stages of development. Thus the analyses presented in the April 30 Filing were not informed by
the data used to formulate these later reports. More refined information about reference prices
and zero crossing points was likewise not available when Mr. Niazi performed his initial
consumer impact analyses. The more current information is consistent with the NYPSC’s and
other parties’ assertions that there may be a severe price impact from the first-time application of
a Locational Minimum Installed Capacity Requirement and implementation of a new ICAP
Demand Curve for Load Serving Entities in the G-J Locality.
The NYPSC has asserted that some consumer rates would increase by 25% solely from
implementing these changes in the NYISO’s capacity market rules. By way of comparison, the
NYISO’s understanding, based on publically available information, is that recently approved

24

Section 5.14.1.2 of the Services Tariff requires the NYISO to initiate an independent review of
the ICAP Demand Curves every three years in accordance with the ISO Procedures to determine the
parameters of the ICAP Demand Curves for the next three Capability Years. In accordance with Section
5.14.1.2, the NYISO retained the ICAP Demand Curve consultant which prepared its “,QGHSHQGHQW 6WXG\
WR (VWDEOLVK 3DUDPHWHUV RI WKH ,&$3 'HPDQG &XUYH IRU WKH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU”
available at
ޒKWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWVBRSHUDWLRQVFRPPLWWHHVELFBLFDSZJPHHWLQJBPDWHULDOV
'HPDQG&XUYH),1$/5HSRUWSGIҹ
6HH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF., "Proposed NYISO Installed Capacity
Demand Curves for Capability Years 2014/2015, 2015/2016 and 2016/2017 - Final" (dated September 6,
2013) available at
ޒKWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWVBRSHUDWLRQVFRPPLWWHHVELFBLFDSZJPHHWLQJBPDWHULDOV
1<,62'HPDQG&XUYH5HFRPPHQGDWLRQBBFOHDQSGI ҹ.
25
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retail electric rate increases in New York have ranged from 2.5% to 5.8%. 26 Thus the potential
retail rate increases associated with the implementing this new capacity zone could be
significantly larger than any other recent retail rate increase. The record in this proceeding
contains little, if any, information discussing the potential price impacts in the context of UHWDLO
rates.
In October 2013 the NYISO’s Board of Directors received written comments and heard
oral arguments from stakeholders concerning the proposed ICAP Demand Curves. The
stakeholder information further highlighted the real possibility that there could be severe price
increases in the G-J Locality resulting from ICAP Demand Curves based upon information in the
Independent Consultant’s report and the NYISO staff’s proposal. 27

6HH HJ 36& $GRSWV <HDU (OHFWULF 5DWH 3ODQ IRU 2 5, NYPSC Press Release No. 12043,
Case No. 11-E-0408 (June 14, 2012) (average annual rate increase of 5.8%); 36& 6HWV 5DWH 3ODQV IRU
1<6(* DQG 5* ( NYPSC Press Release No. 1088, Case Nos. 09-E-0715, 09-G-0716, 09-E-0717; 09G-0718 (Sept. 16, 2010) (increasing electric rates by between 2.6 percent and 4.3 percent per year); 1HZ
*DV (OHFWULF 5DWHV IRU &HQWUDO +XGVRQ $SSURYHG NYPSC Press Release No. 10056, Case Nos. 09-E0588; 09-G-0589 (June 17, 2010) (electric rate increases between 3.2 percent and 4.5 percent per year);
1HZ <HDU 5DWH 3ODQ $SSURYHG IRU &RQ (GLVRQ New York Public Service Commission, NYPSC Press
Release No. 10028. Case Nos. 07-E-0523, 08-E-0539, 09-E-0428 (March 25, 2010) (3.60% levelized
annual rate increase); PSC Adopts 3-Year Electric Rate Plan for O&R, NYPSC Press Release No. 08079,
Case No. 07-E-0949 (July 16, 2008) (electric rate increase of 2.5 percent per year). Copies of all NYPSC
press releases are posted at
<http://www3.dps.ny.gov/pscweb/WebFileRoom.nsf/PressReleases?OpenForm&Count=5000>.
Individual electric case numbers may be searched at
<http://www3.dps.ny.gov/W/PSCWeb.nsf/All/B428BB2B680CD9B485257687006F3890?OpenDocumen
t>.
26

6HH DOVR &RPPHQWV RI WKH ,QGLFDWHG 1HZ <RUN 7UDQVPLVVLRQ 2ZQHUV RQ 3URSRVHG ,&$3
'HPDQG &XUYHV IRU  at 1 (arguing that the NYISO Staff Proposal would result in “a major
unjustified price increase for New York State’s electricity customers” and that “ICAP costs could
unnecessarily increase in by approximately $140 million annually in the LHV and more than $350 million
annually in New York City if the appropriate proxy unit for those demand curves is not selected.”)
available at
ޒKWWSZZZQ\LVRFRPSXEOLFZHEGRFVParkets_operations/market_data/icap/Reference_Documents/201
42017%20Demand%20Curve%20Reset/Demand_Curve_Reset/NYTO%20Demand%20Curve%20Reset%
&RPPHQWVWR%RDUG ILQDO SGIޓ
27

8

$

The NYISO Board has not completed its deliberations regarding the parameters of the
ICAP Demand Curves for the Capability Years 2014/15 through 2016/17. 28 ICAP Demand
Curves that are ultimately approved by the NYISO Board of Directors will be filed with the
Commission on or before November 29, 2013. 29
B. The NYISO’s Consideration of Consumer Impacts
The NYISO’s principal focus is to administer efficient and competitive markets without
favoring any Market Participant or stakeholder group. While the New York wholesale electricity
markets are designed to send long-term economically efficient price signals, the NYISO cannot
be indifferent to the short-term consumer impacts resulting from its market rules. This is true
even where those rules are intended to provide the correct long-term price signal that in the long
term would be in consumers’ best interests. 30
Under Section 35.28(g)(6) of the Commission’s regulations, LH the “responsiveness”
rules promulgated by Order No. 719, the NYISO has an obligation to consider consumer
impacts. This obligation includes an “ongoing responsiveness” requirement under which the
NYISO must “continue over time to consider customer and other stakeholder needs as the
architecture or market environment of the RTO or ISO changes.” 31 The NYISO believes that the
potential capacity price increases for the G-J Locality constitute a change in “market
environment” that justifies seeking reconsideration. Given the information that is now available
28

On October 17, 2013 the NYISO notified stakeholders that the Board has directed it to conduct
further due diligence on the appropriate proxy unit to be used to establish the G-J Locality and other
ICAP Demand Curves. The NYISO indicated that the results of the due diligence would be made public
and that stakeholders would be afforded an opportunity to provide supplemental written comments to the
Board.
29

6HH Services Tariff 5.14.1.2.11.

The 1<36& 5HTXHVW IRU 5HKHDULQJ notes at 7 that the NYPSC “did not dispute that creating an
NCZ could have long-term reliability benefits, or that the creation of a new NCZ in Zones G-J may
eventually incent new generation in that location . . . .”
30

31

Order No. 719 at P 509.
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to it, the NYISO cannot ignore the potentially significant consumer impacts of implementing this
new capacity zone without a phase-in. 32
As noted above, the NYISO now believes that the Commission should order a phase-in
over the initial Demand Curve period (LH, three years). Importantly, the NYISO believes that
phasing-in the G-J Locality price increase can be accomplished in a balanced and equitable
manner that will not interfere with price signals necessary to attract investment in new capacity
or maintain existing efficient capacity. Further, existing economic capacity will still see a new
price signal even with a phase-in, and this request for reconsideration only proposes to address
dramatic short-term price increases that may occur.
It is important to recall that Commission took a similar approach when it first approved
the implementation of ICAP Demand Curves in New York. In 2003, the Commission concluded
that a phase-in was appropriate to “ameliorate” ratepayer impacts by gradually implementing the
cost of new entry into the newly-adopted demand curves. 33 A similar situation exists today. The
G-J Locality is the first new capacity zone implemented since the NYISO’s inception. As with
the ICAP Demand Curves first adopted in 2003, the New Capacity Zone is a major change in the
market. Given its potentially significant retail rate impact, it is a market change that should be

32

The NYISO intends to follow the August 13 Order’s suggestion that it explore with its
stakeholders possible mechanisms to determine whether there is a need to eliminate “unneeded” zones,
and if so the mechanism to do so. 6HH August 2013 Order at P 82 (“[w]e reiterate here that NYISO
should work with its stakeholders, and if a mechanism for zone elimination is deemed necessary, NYISO
should file appropriate tariff revisions with the Commission.”); VHH DOVR, 1HZ <RUN ,QGHS 6\V 2SHUDWRU
,QF., 136 FERC ¶ 61,165 at P 70 (2011). However, no such effort would be responsive to short-term
price concerns since, as the 1<36& 5HTXHVW IRU 5HKHDULQJ states, transmission construction under the
Energy Highway Blueprint may not occur until 2018. 6HH 1<36& 5HTXHVW IRU 5HKHDULQJ at 8.
33

New York Independent System Operator, Inc., 103 FERC ¶ 61,201 at P 6 (2003).
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undertaken in a measured fashion that takes into consideration the short-term implications for
retail customers. 34
Moreover, a short-term phased approach likely would not interfere with long-term
investment decisions to develop new generation in the G-J Locality because of the revenue
forecast horizon utilized by developers. So long as a sufficient price signal is present in the third
year of the G-J Locality ICAP Demand Curve and beyond, the NYISO expects that there will be
an appropriate incentive for new investment. In other words, phasing-in capacity prices during
the first three years of this new capacity zone should not materially affect investors’ responses.
Further, as mentioned above, existing capacity needed for reliability will still realize increased
prices and revenues within this three-year period.
As an equitable matter, a phase-in would provide retail ratepayers with an opportunity to
better anticipate, and take steps to respond to, potentially large price increases. Consumers
generally, and retail customers in particular, are generally not poised to react quickly to
wholesale price increases. Given sufficient time, however, they may be able to mitigate their
exposure to a wholesale price increase through energy efficiency and other demand-side actions,
and thus avoid potential rate shock.
An additional basis for reconsideration is the fact that the NYISO has now concluded that
it would be administratively feasible to implement a phase-in. Specific phase-in proposals were
not presented in pleadings when the NYISO first addressed the issue in June. The NYISO
subsequently determined that it can administer a phase-in through structuring the ICAP Demand

34

This filing brings to the Commission's attention information provided by parties on retail
consumer price impacts that might result from the NYISO’s market rules in the absence of a phase-in. It
is possible that both the NYISO Board of Director’s ultimate determination about the new ICAP Demand
Curves and future market activities could result in different price impacts.
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Curve for the G-J Locality. 35 This approach would not require significant software revisions.
Based on this approach, which had not been previously considered in this proceeding, the
NYISO now believes that a phase-in of capacity price increases in the G-J Locality is
administratively feasible. 36
As noted above, the Commission accepted a very similar phase-in of the original ICAP
Demand Curves in 2003 on the ground that it would “ameliorate rate impacts.” 37 The
Commission has also traditionally accepted rate treatments designed to avoid customer rate
shock, particularly in its decisions permitting the inclusion of up to 100 percent of Construction
Work in Progress (“CWIP”) costs in utility rate base in order to preserve rate stability and avoid
abrupt rate increases. 38 Thus, providing for a phase-in of capacity price increases for the G-J

35

As noted above, the ICAP Demand Curve for the G-J Locality, along with the ICAP Demand
Curves, will be filed on or before November 29, 2013.
36

There are likely also additional administratively feasible ways that a phase-in could be
implemented.
37

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF 103 FERC ¶ 61,201 (2003)

6HH HJ 1RUWKHUQ ,QGLDQD 3XEOLF 6HUYLFH &R, 141 FERC ¶ 61,231 at P 33 (“Furthermore, as
the Commission has previously determined in prior orders, the CWIP incentive will help insulate
NIPSCO’s customers from “rate shock” that might otherwise accompany use of AFUDC.”); 3-0
,QWHUFRQQHFWLRQ //&, 135 FERC ¶ 61,229, at P 78 (2011) (“As explained in prior orders, when certain
large-scale transmission projects come on line, there is a risk that consumers may experience “rate shock”
if CWIP is not permitted in rate base. By allowing CWIP in rate base, the rate impact of each of the three
projects can be spread over the construction period and will help reduce rate shock.”) (footnotes omitted);
33/ (OHFWULF 8WLOLWLHV &RUS., 123 FERC ¶ 61,068, at PP 40-43 (2008); $PHULFDQ (OHF 3RZHU 6HUY &RUp.,
116 FERC ¶ 61,059, at P 59 (2006), RUGHU RQ UHK J, 118 FERC ¶ 61,041, at P 27 (2007).] 6HH DOVR
3URPRWLQJ 7UDQVPLVVLRQ ,QYHVWPHQW WKURXJK 3ULFLQJ 5HIRUP, Order No. 679, FERC Stats. & Regs. ¶
31,222 at PP 29, 117 (establishing a policy that allows utilities to include, where appropriate, 100 percent
of prudently-incurred transmission-related CWIP costs in rate base), RUGHU RQ UHK¶J, Order No. 679-A,
FERC Stats. & Regs. ¶ 31,236 (2006), RUGHU RQ UHK¶J, 119 FERC ¶ 61,062 (2007).&RQVWUXFWLRQ :RUN ,Q
3URJUHVV IRU 3XEOLF 8WLOLWLHV ,QFOXVLRQ RI &RVWV LQ 5DWH %DVH Order No. 298, 48 Fed. Reg. 24,323
(1983), at 30,499 (“Without any CWIP in rate base, a new plant has no direct effect on consumer prices
until it begins to provide service. Then, when it does come on line, consumer’s rates must be increased to
give the company a cash return on both the direct cost of the plant and the capitalized [(AFUDC)] as well
as a return of capital through depreciation. If the plant is large relative to the existing rate base, the result
can be a rate increase that is both large and sudden, producing a so-called ‘rate shock’. In contrast, with
all CWIP in rate base, the impact of new plant is spread over the entire construction period, and the rates
38
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Locality would be consistent with Commission precedent. It would also appear to align with the
Commission’s recent indications of its greater willingness to accommodate “legitimate state
policy objectives” within the framework of competitive capacity markets. 39 Accommodating
consumer interests in this proceeding would not prevent the G-J Locality from having its
intended market design effect.
III.

COPIES OF CORRESPONDENCE
Copies of correspondence concerning this filing should be served on:

Robert E. Fernandez, General Counsel
Raymond Stalter, Director of Regulatory Affairs
*Gloria Kavanah, Senior Attorney
New York Independent System Operator, Inc.
10 Krey Boulevard
Rensselaer, NY 12144
Tel: (518) 356-6000
Fax: (518) 356-4702
rfernandez@nyiso.com
rstalter@nyiso.com
gkavanah@nyiso.com

*Ted J. Murphy
Hunton & Williams LLP
2200 Pennsylvania Ave., NW
Washington, DC 20037-1701
Tel: (202) 955-1500
Fax: (202) 778-2201
tmurphy@hunton.com

* -- Persons designated for service.

when the plant begins to provide service are lower because they do not include a return on and of
capitalized AFUDC.”).
6HH 1RWLFH $OORZLQJ 3RVW7HFKQLFDO &RQIHUHQFH &RPPHQWV Docket No. AD13-7-000 (October
25, 2013) (seeking written comments regarding “[a]ccommodating state policies . . . ,”); 6XSSOHPHQWDO
1RWLFH RI 7HFKQLFDO &RQIHUHQFH Docket No. AD13-7-000 (August 23, 2013) (raising questions
concerning whether “centralized capacity markets effectively accommodate various federal and state
policies . . . .” and what might be done to ensure that the market designs do so more effectively); 6HH DOVR
1HZ (QJODQG 6WDWHV &RPPLWWHH RQ (OHFWULFLW\ Y ,62 1HZ (QJODQG ,QF 142 FERC ¶ 61,108 (2013)
GLVVHQWLQJ RSLQLRQ RI &KDLUPDQ :HOOLQJKRII DQG &RPPLVVLRQHU 1RUULV (questioning whether the existing
New England capacity market design does enough to accommodate “legitimate state policy goals.”).
39
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IV.

CONCLUSION
In conclusion, for the reasons set forth above, the NYISO respectfully requests that the

Commission reconsider the August 13 Order’s decision to reject a phase-in of the price impacts
for the G-J Locality. 40
Respectfully submitted,
V 5REHUW ( )HUQDQGH]
Robert E. Fernandez
Gloria Kavanah
Ted J. Murphy, Hunton & Williams LLP
On behalf of
New York Independent System Operator, Inc.
October 28, 2013

cc:

Michael A. Bardee
Gregory Berson
Anna Cochrane
Jignasa Gadani
Morris Margolis
David Morenoff
Michael McLaughlin
Daniel Nowak

40

As noted above, the actual ICAP Demand Curves will be filed on or before November 29,

2013.
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1<& DQG /, DUH WKH WZR HVWDEOLVKHG ³/RFDOLWLHV´ LQ 1HZ <RUN 6HH 6HUYLFHV 7DULII 6HFWLRQ
 7KH WHUP ³5HVW RI 6WDWH´ UHIHUV WR FDSDFLW\ VXSSOLHV ORFDWHG LQ WKH SDUW RI WKH 1<&$ WKDW LV QRW
LQFOXGHG LQ D ³/RFDOLW\´ 6HH 6HUYLFHV 7DULII 6HFWLRQ 


(IIHFWLYH -DQXDU\   6HFWLRQ  RI WKH 6HUYLFHV 7DULII GHILQHV ³/RFDOLW\´ DV ³>D@
VLQJOH /%03 /RDG =RQH RU VHW RI DGMDFHQW /%03 /RDG =RQHV ZLWKLQ RQH 7UDQVPLVVLRQ 'LVWULFW RU D
VHW RI DGMDFHQW 7UDQVPLVVLRQ 'LVWULFWV RU D SRUWLRQ RI D 7UDQVPLVVLRQ 'LVWULFW V ZLWKLQ ZKLFK D
PLQLPXP OHYHO RI ,QVWDOOHG &DSDFLW\ PXVW EH PDLQWDLQHG DQG DV VSHFLILFDOO\ LGHQWLILHG LQ WKLV
VXEVHFWLRQ WR PHDQ  /RDG =RQH - DQG  /RDG =RQH .  /RDG =RQHV * + , DQG - FROOHFWLYHO\
LH WKH *- /RFDOLW\ ´

$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
$V GLVFXVVHG LQ 6HFWLRQ 9 RI WKLV ILOLQJ OHWWHU WKH 1<,62 LV SURSRVLQJ D ³SKDVHLQ´ RI WKH
QHZ GHPDQG FXUYH SDUDPHWHUV IRU WKH *- /RFDOLW\ WR DPHOLRUDWH WKH SRWHQWLDO VKRUWWHUP
FRQVXPHU LPSDFWV WKDW UHVXOW IURP FUHDWLQJ WKH QHZ /RFDOLW\ 7KLV ILOLQJ DOVR SUHVHQWV WKH
UHVXOWV RI WKH SHULRGLF UHYLHZ RI WKH ,&$3 'HPDQG &XUYHV VSHFLILHG LQ 6HFWLRQ 
7KH ,&$3 'HPDQG &XUYHV KDYH QRZ EHHQ XVHG IRU D GHFDGH LQ WKH 1<,62
DGPLQLVWHUHG ,&$3 6SRW 0DUNHW $XFWLRQV 7KH\ DUH D FHQWUDO FRPSRQHQW LQ WKH GHVLJQ RI WKH
1<,62¶V FHQWUDOL]HG FDSDFLW\ PDUNHW 7KH 1<,62¶V %RDUG RI 'LUHFWRUV ³%RDUG´ UHPDLQV
IXOO\ FRPPLWWHG WR WKH SURFHVV IRU GHYHORSLQJ WKH ,&$3 'HPDQG &XUYHV WKDW LV HVWDEOLVKHG LQ
WKH 6HUYLFHV 7DULII DQG DGKHUHG WR LW LQ SUHSDULQJ WKLV ILOLQJ 7KH SURSRVDO LQ WKLV ILOLQJ LV WKH
SURGXFW RI H[WHQVLYH DQDO\VLV E\ WKH 1<,62¶V VWDII DQG FRQVXOWDQWV VXEVWDQWLDO LQSXW IURP
VWDNHKROGHUV DQG XOWLPDWHO\ WKH LQGHSHQGHQW MXGJPHQW RI WKH %RDUG ,W LV DOVR LQIRUPHG E\
L WKH LQSXW RI WKH LQGHSHQGHQW 0DUNHW 0RQLWRULQJ 8QLW ³008´  LL WKH 1<,62¶V
H[SHULHQFH ZLWK WKH FXUUHQWO\ HIIHFWLYH DQG SULRU ,&$3 'HPDQG &XUYHV DQG LLL WKH
JXLGDQFH SURYLGHG E\ WKH &RPPLVVLRQ LQ RUGHUV RQ SULRU ,&$3 'HPDQG &XUYH UHVHW ILOLQJV
HVSHFLDOO\ WKH PRVW UHFHQW ILOLQJ LQ  WKH ³SULRU ,&$3 'HPDQG &XUYH UHVHW´ 
$V LV H[SODLQHG LQ JUHDWHU GHWDLO EHORZ WKH 1<,62¶V UHVSRQVLYHQHVV WR VWDNHKROGHU
LQSXW DQG LWV FRQVLGHUDWLRQ RI WKH PRVW XS WR GDWH LQIRUPDWLRQ VXUSDVVHG WKH GHWDLOHG
SURFHGXUDO UHTXLUHPHQWV RI WKH 6HUYLFHV 7DULII DQG ,QVWDOOHG &DSDFLW\ 0DQXDO )RU
H[DPSOH DW VWDNHKROGHUV¶ UHTXHVW DV ZHOO DV DW WKH XUJLQJ RI WKH 008 WKH 1<,62¶V
FRQVXOWDQWV DVVHVVHG WKH FRVWV RI FRPELQHG F\FOH XQLWV HYHQ WKRXJK WKH 6HUYLFHV 7DULII
SUHFOXGHV WKHP IURP EHLQJ XVHG WR HVWDEOLVK ,&$3 'HPDQG &XUYHV 6LPLODUO\ DQG DJDLQ LQ
UHVSRQVH WR VWDNHKROGHU DUJXPHQWV DQG D UHYLHZ RI WKH PRVW UHFHQWO\ DYDLODEOH LQIRUPDWLRQ
WKH %RDUG H[HUFLVHG LWV DXWKRULW\ WR GHSDUW IURP 1<,62 VWDII¶V LQLWLDO UHFRPPHQGDWLRQ
FRQFHUQLQJ WKH VHOHFWLRQ RI WKH SUR[\ XQLW IRU 1<& /, DQG WKH *- /RFDOLW\ 7KHVH
DGGLWLRQDO HIIRUWV KDYH KHOSHG WKH 1<,62 GHYHORS ,&$3 'HPDQG &XUYHV WKDW ZLOO VHQG PRUH
DFFXUDWH DQG HIILFLHQW VLJQDOV UHJDUGLQJ WKH QHHG IRU LQYHVWPHQW LQ QHZ DQG H[LVWLQJ FDSDFLW\
WR ERWK H[LVWLQJ PDUNHW SDUWLFLSDQWV DQG SRWHQWLDO QHZ HQWUDQWV
)RU WKH UHDVRQV VHW IRUWK LQ WKLV ILOLQJ OHWWHU WKH SURSRVHG ,&$3 'HPDQG &XUYHV DUH
MXVW DQG UHDVRQDEOH FRQVLVWHQW ZLWK WKH 6HUYLFHV 7DULII DQG LQ NHHSLQJ ZLWK WKH XQGHUO\LQJ
REMHFWLYHV IRU ZKLFK ,&$3 'HPDQG &XUYHV ZHUH RULJLQDOO\ LPSOHPHQWHG 7KH &RPPLVVLRQ
VKRXOG WKHUHIRUH DFFHSW WKHP ZLWKRXW PRGLILFDWLRQ DQG PDNH WKHP HIIHFWLYH RQ -DQXDU\ 




6HH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    WKH ³)LUVW
 'HPDQG &XUYH 2UGHU´   )(5&      )(5&   DQG  )(5&
  DQG 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    ³
'HPDQG &XUYH 2UGHU´ 


7KH FXUUHQW YHUVLRQ RI WKH ,QVWDOOHG &DSDFLW\ 0DQXDO GDWHG $SULO  LV SRVWHG DW
KWWSZZZQ\LVRFRPSXEOLFPDUNHWVBRSHUDWLRQVGRFXPHQWVPDQXDOVBJXLGHVLQGH[MVS!

LL
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
,Q DGGLWLRQ WR WKH ,&$3 'HPDQG &XUYH UHODWHG SURSRVDOV WKDW DUH WKH VXEMHFW PDWWHU
RI WKLV ILOLQJ WKH 1<,62 KDV DOVR LQFOXGHG SURSRVHG PLQLVWHULDO WDULII UHYLVLRQV WR FRUUHFW D
PLQRU DQG QRQVXEVWDQWLYH GUDIWLQJ HUURU WKDW ZDV PDGH LQ DQ HDUOLHU ILOLQJ 7KLV SURSRVHG
PLQLVWHULDO FRUUHFWLRQ LV DGGUHVVHG EHORZ LQ 6HFWLRQ ; RI WKLV ILOLQJ OHWWHU
)LQDOO\ WR IDFLOLWDWH WKH &RPPLVVLRQ¶V UHYLHZ WKH 1<,62 KDV SUHSDUHG D EULHI
VXPPDU\ RI WKH PDMRU IHDWXUHV RI LWV SURSRVHG ,&$3 'HPDQG &XUYHV 7KDW VXPPDU\ LV VHW
IRUWK LQ 6HFWLRQ ;, RI WKLV ILOLQJ OHWWHU
I.

LIST OF DOCUMENTS SUBMITTED
 7KLV ILOLQJ OHWWHU
 $ FOHDQ YHUVLRQ RI WKH SURSRVHG UHYLVLRQV WR WKH 6HUYLFHV 7DULII DQG RI WKH SURSRVHG
FRUUHFWLRQ WR D PLQLVWHULDO HUURU LQDGYHUWHQWO\ LQFOXGHG LQ WKH 6HUYLFHV 7DULII LQ DQ
HDUOLHU ILOLQJ ³$WWDFKPHQW ,´ 
 $ EODFNOLQHG YHUVLRQ RI WKH SURSRVHG UHYLVLRQV WR WKH 6HUYLFHV 7DULII DQG RI WKH
SURSRVHG FRUUHFWLRQ WR D PLQLVWHULDO HUURU LQDGYHUWHQWO\ LQFOXGHG LQ WKH 6HUYLFHV 7DULII
LQ DQ HDUOLHU ILOLQJ ³$WWDFKPHQW ,,´ 
 $IILGDYLW RI (XJHQH 7 0HHKDQ 1(5$ (FRQRPLF &RQVXOWLQJ LQFOXGLQJ WKH
,QGHSHQGHQW 6WXG\ WR (VWDEOLVK 3DUDPHWHUV RI WKH ,&$3 'HPDQG &XUYH IRU WKH 1HZ
<RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU $XJXVW  WKH ³1(5$6 / 5HSRUW´
³$WWDFKPHQW ,,,´ 


3URSRVHG 1<,62 ,QVWDOOHG &DSDFLW\ 'HPDQG &XUYHV IRU &DSDELOLW\ <HDUV
  DQG  6HSWHPEHU  WKH ³1<,62 6WDII 5HSRUW´
³$WWDFKPHQW ,9´ 

 $IILGDYLW RI 0DUN : &KXSND 3ULQFLSDO WKH %UDWWOH *URXS WKH ³&KXSND $IILGDYLW´ 
LQFOXGLQJ WKH ,QGHSHQGHQW (YDOXDWLRQ RI 6&5 6\VWHPV IRU )UDPH7\SH &RPEXVWLRQ
7XUELQHV 5HSRUW IRU ,&$3 'HPDQG &XUYH 5HVHW 1RYHPEHU  WKH ³%UDWWOH
5HSRUW´ ³$WWDFKPHQW 9´ 


5HVSRQVHV WR WKH ,331< 4XHVWLRQV 5HFHLYHG E\ WKH 1<,62 RQ 7XHVGD\ 1RYHPEHU 
 5HJDUGLQJ WKH ³,QGHSHQGHQW (YDOXDWLRQ RI 6&5 6\VWHPV IRU )UDPH7\SH
&RPEXVWLRQ 7XUELQHV ± 5HSRUW IRU ,&$3 'HPDQG &XUYH 5HVHW´ SUHSDUHG E\ WKH
%UDWWOH *URXS 1RYHPEHU   ³$WWDFKPHQW 9,´ 

 $IILGDYLW RI $QWKRQ\ /LFDWD 9LFH 3UHVLGHQW /LFDWD (QHUJ\ (QYLURQPHQWDO
&RQVXOWDQWV ,QF WKH ³/LFDWD $IILGDYLW´ ³$WWDFKPHQW 9,,´ 
 $IILGDYLW RI 7DULT 1 1LD]L 6HQLRU 0DQDJHU DQG &RQVXPHU ,QWHUHVW /LDLVRQ 1<,62
WKH ³1LD]L $IILGDYLW´ ³$WWDFKPHQW 9,,,´ 

LLL

$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
 $IILGDYLW RI 5DQD 0XNHUML 6HQLRU 9LFH 3UHVLGHQW 0DUNHW 6WUXFWXUHV 1<,62 WKH
³0XNHUML $IILGDYLW´ ³$WWDFKPHQW ,;´  DQG
 ³&ODVV <HDUV  DQG  *+, %60 'HPDQG &XUYH´ ³$WWDFKPHQW ;´ 
II.

COMMUNICATIONS
&RPPXQLFDWLRQV UHJDUGLQJ WKLV SURFHHGLQJ VKRXOG EH DGGUHVVHG WR

5REHUW ( )HUQDQGH] *HQHUDO &RXQVHO
5D\PRQG 6WDOWHU 'LUHFWRU RI 5HJXODWRU\ $IIDLUV
'DYLG $OOHQ 6HQLRU $WWRUQH\
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF
 .UH\ %RXOHYDUG
5HQVVHODHU 1< 
7HO  
)D[  
UIHUQDQGH]#Q\LVRFRP
UVWDOWHU#Q\LVRFRP
GDOOHQ#Q\LVRFRP

7HG - 0XUSK\
+XQWRQ :LOOLDPV //3
 . 6WUHHW 1:
:DVKLQJWRQ '& 
7HO  
)D[  
WPXUSK\#KXQWRQFRP
1RHOOH - &RDWHV
+XQWRQ :LOOLDPV //3
 %ULFNHOO $YH
0LDPL )/ 
7HO  
)D[  
QFRDWHV#KXQWRQFRP

'HVLJQDWHG IRU UHFHLSW RI VHUYLFH



7KH 1<,62 UHVSHFWIXOO\ UHTXHVWV ZDLYHU RI WKH &RPPLVVLRQ¶V UHJXODWLRQV  &)5
  E   WR WKH H[WHQW QHFHVVDU\ WR SHUPLW VHUYLFH RQ FRXQVHO IRU WKH 1<,62 LQ ERWK
0LDPL DQG :DVKLQJWRQ '&

LY

$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7$%/( 2) &217(176
,

/,67 2) '2&80(176 68%0,77('  LLL

,,

&20081,&$7,216  LY

,,,

%$&.*5281' 

,9

%$6,6 )25 7+( 352326(' ,&$3 '(0$1' &859(6 )25
&$3$%,/,7< <($56   $1' 
$

7HFKQRORJLHV (YDOXDWHG 


,QLWLDO (YDOXDWLRQ RI *HQHUDWLRQ 7HFKQRORJLHV 



1(5$6 / DQG ,QLWLDO 1<,62 6WDII (YDOXDWLRQ RI WKH
7HFKQLFDO DQG (FRQRPLF )HDVLELOLW\ RI WKH ) &ODVV )UDPH ZLWK
6&5 



$GGLWLRQDO (YDOXDWLRQ RI WKH )HDVLELOLW\ RI WKH ) &ODVV )UDPH
ZLWK 6&5


%

D

7KH %RDUG¶V 5HTXHVW IRU $GGLWLRQDO 'XH 'LOLJHQFH

E

7KH %RDUG¶V $XWKRULW\ WR &RQGXFW $GGLWLRQDO 'XH
'LOLJHQFH 5HJDUGLQJ WKH 9LDELOLW\ RI DQ ) &ODVV )UDPH
ZLWK 6&5

F

7KH %UDWWOH/LFDWD 5HYLHZ 

G

7KH 1<,62 3URSHUO\ &RQFOXGHG WKDW DQ ) &ODVV )UDPH
ZLWK 6&5 ,V 7HFKQLFDOO\ DQG (FRQRPLFDOO\ 9LDEOH IRU
1<& /, DQG WKH *- /RFDOLW\

&RQVLGHUDWLRQ RI 'HPDQG 5HVSRQVH 7HFKQRORJ\

'HYHORSPHQW RI )L[HG DQG 9DULDEOH &RVW (OHPHQWV DQG 'HWHUPLQDWLRQ
RI 1HW (QHUJ\ DQG $QFLOODU\ 6HUYLFHV 5HYHQXHV 


'XDO )XHO &DSDELOLW\ 



,QWHUFRQQHFWLRQ &RVWV



&DSLWDO ,QYHVWPHQW DQG 2WKHU 3ODQW &RVWV 



3URSHUW\ 7D[HV 
D

1<& 7D[ $EDWHPHQW 

E

3D\PHQWV LQ /LHX RI 7D[HV (OVHZKHUH 



)L[HG 2SHUDWLQJ DQG 0DLQWHQDQFH &RVWV 



3HUIRUPDQFH &KDUDFWHULVWLFV DQG 9DULDEOH 2 0 &RVWV 



'HYHORSPHQW RI /HYHOL]HG &DUU\LQJ &KDUJHV
D

$PRUWL]DWLRQ 3HULRG

Y

$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
E

&

9

2ULJLQDO ,VVXH 'LVFRXQW



5HJXODWRU\ 5LVN 



$VVXPSWLRQV 5HJDUGLQJ WKH ([SHFWHG /HYHO RI $YHUDJH ([FHVV
&DSDFLW\ 



(QHUJ\ DQG $QFLOODU\ 6HUYLFHV 5HYHQXH ³1HW 5HYHQXH
2IIVHWV´ 

&KRLFH RI 3HDNLQJ 8QLW E\ 5HJLRQ 


)RU WKH 1<&$



)RU WKH 1<& /, DQG *- /RFDOLW\ 

'

'HPDQG &XUYHV¶ 6ORSH DQG /HQJWK ± =HUR &URVVLQJ 3RLQW

(

:LQWHU6XPPHU $GMXVWPHQW 

352326(' 3+$6(,1 2) 7+( 35,&( ,03$&76 5(68/7,1* )520
7+( (67$%/,6+0(17 2) $1 ,&$3 '(0$1' &859( )25 7+( */2&$/,7< $1' 5(48(67 )25 $1< 1(&(66$5< 7$5,)) :$,9(56 
$

%DFNJURXQG 

%

'HVFULSWLRQ RI 3URSRVHG 3KDVH,Q

&

3RWHQWLDO 0DUNHW&OHDULQJ 3ULFH 2XWFRPHV 8QGHU 6FHQDULRV ZLWK
3KDVH,Q

'

-XVWLILFDWLRQ IRU WKH 3URSRVHG 3KDVH,Q

(



7KH 3URSRVHG 3KDVH,Q :RXOG 1RW 8QUHDVRQDEO\ 'HOD\ WKH
3ULFH 6LJQDO WR WKH *- /RFDOLW\ 



7KH 3URSRVHG 3KDVHLQ ,V -XVW DQG 5HDVRQDEOH DQG &RQVLVWHQW
ZLWK 3ULRU &RPPLVVLRQ 5XOLQJV

5HTXHVW IRU 7DULII :DLYHUV 7KDW 0D\ %H 'HHPHG 1HFHVVDU\ E\ WKH
&RPPLVVLRQ 

9,
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
;,,

6(59,&(

;,,,

&21&/86,21
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
III.

BACKGROUND

7KH ,&$3 REOLJDWLRQV IRU 1HZ <RUN /RDG 6HUYLQJ (QWLWLHV DQG WKH VSRW DXFWLRQ
PDUNHW SULFHV IRU WKH DVVRFLDWHG PRQWKO\ ,&$3 UHTXLUHPHQW DUH GHWHUPLQHG XVLQJ VHSDUDWHO\
HVWDEOLVKHG GRZQZDUGVORSLQJ ,&$3 'HPDQG &XUYHV 6HFWLRQ  RI WKH 6HUYLFHV 7DULII
UHTXLUHV WKH 1<,62 WR SHUIRUP D WULHQQLDO UHYLHZ WR GHWHUPLQH WKH SDUDPHWHUV RI WKH ,&$3
'HPDQG &XUYHV IRU 1<& /, DQG WKH 1<&$ IRU WKH QH[W WKUHH &DSDELOLW\ <HDUV
7KH WULHQQLDO UHYLHZ LQFRUSRUDWHV WKH GHYHORSPHQW RI DQ ,&$3 'HPDQG &XUYH IRU DQ\
QHZO\ HVWDEOLVKHG 1HZ &DSDFLW\ =RQH FRQFXUUHQW ZLWK WKH UHYLHZ RI ,&$3 'HPDQG &XUYHV
IRU H[LVWLQJ /RFDOLWLHV DQG WKH 1<&$ 7KH HFRQRPLF SDUDPHWHUV RI HDFK 1HZ &DSDFLW\
=RQH¶V ,&$3 'HPDQG &XUYH DUH HVWDEOLVKHG RQ WKH VDPH WLPHWDEOH DV WKH UHVHW SURFHGXUH
2Q $SULO   WKH 1<,62 VXEPLWWHG WDULII UHYLVLRQV LQ DFFRUGDQFH ZLWK WKH 1HZ
&DSDFLW\ =RQH SURYLVLRQV WR LPSOHPHQW WKH *- /RFDOLW\ 2Q $XJXVW   WKH
&RPPLVVLRQ LVVXHG DQ RUGHU DFFHSWLQJ LW ZLWK D 0D\   LPSOHPHQWDWLRQ GDWH
$FFRUGLQJO\ WKH 1<,62 IROORZHG DOO DSSOLFDEOH WDULII SURFHGXUHV LQ HVWDEOLVKLQJ ERWK WKH *
- /RFDOLW\ DQG LWV QHZ ,&$3 'HPDQG &XUYH
3ULRU WR WKH SUHVHQW ,&$3 'HPDQG &XUYH UHYLHZ WKH 1<,62 UHWDLQHG )7, &RQVXOWLQJ
WR SHUIRUP D FRPSUHKHQVLYH UHYLHZ RI WKH 1HZ <RUN FDSDFLW\ PDUNHWV )7, &RQVXOWLQJ¶V
ILQDO UHSRUW FRQWDLQHG WKUHH UHFRPPHQGDWLRQV WKDW KDG D GLUHFW EHDULQJ RQ WKH GHYHORSPHQW RI
WKH 1<,62 6WDII 5HSRUW 7KRVH UHFRPPHQGDWLRQV UHODWHG WR L WKH XVH RI D FRPELQHG
F\FOH FRPEXVWLRQ WXUELQH IDFLOLW\ LQVWHDG RI D VLPSOHF\FOH FRPEXVWLRQ WXUELQH WR HVWDEOLVK
WKH FRVW RI QHZ HQWU\ ³&21(´ XVHG WR DQFKRU WKH ,&$3 'HPDQG &XUYHV LL WKH IHDVLELOLW\
RI XVLQJ D GHPDQG UHVSRQVH UHVRXUFH WR HVWDEOLVK WKRVH &21( YDOXHV DQG LLL WKH XVH RI DQ
LQFUHPHQWDO UHOLDELOLW\ YDOXH DSSURDFK DV WKH EDVLV IRU VHWWLQJ ]HUR FURVVLQJ SRLQWV IRU WKH
,&$3 'HPDQG &XUYHV
,Q DFFRUGDQFH ZLWK WKH SURFHGXUH VHW IRUWK LQ 6HFWLRQ  WKH 1<,62 VROLFLWHG
SURSRVDOV IURP TXDOLILHG FRQVXOWDQWV LQ WKH WKLUG TXDUWHU RI  WR LGHQWLI\ DSSURSULDWH


6HFWLRQV  DQG  GHVFULEH ERWK L WKH WLPLQJ DQG VHTXHQFH RI WKH VWHSV WR
HYDOXDWH WKH QHHG IRU DQG WR FUHDWH D 1HZ &DSDFLW\ =RQH DQG LL KRZ WKH SRWHQWLDO FUHDWLRQ RI D 1HZ
&DSDFLW\ =RQH LV FRRUGLQDWHG ZLWK WKH WULHQQLDO ,&$3 'HPDQG &XUYH UHVHW SURFHVV


6HH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF 3URSRVHG 7DULII 5HYLVLRQV WR (VWDEOLVK
DQG 5HFRJQL]H D 1HZ &DSDFLW\ =RQH DQG 5HTXHVW IRU $FWLRQ RQ 3HQGLQJ &RPSOLDQFH )LOLQJ 'RFNHW
1R (5 $SULO   


1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    ³$XJXVW 

2UGHU´ 


(YDOXDWLRQ RI WKH 1HZ <RUN &DSDFLW\ 0DUNHW 0DUFK   SUHSDUHG E\ )7, &RQVXOWLQJ
DYDLODEOH DW
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWVBRSHUDWLRQVGRFXPHQWV6WXGLHVBDQGB5HSRUWV6WXGLHV
0DUNHWB6WXGLHV)LQDOB1HZB<RUNB&DSDFLW\B5HSRUWBSGI! ³)7, 5HSRUW´ 


6HH 1<,62 6WDII 5HSRUW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
PHWKRGRORJLHV DQG WR GHYHORS WKH ,&$3 'HPDQG &XUYH SDUDPHWHUV IRU WKH WKUHH &DSDELOLW\
<HDUV EHJLQQLQJ 0D\  7KH 1<,62 VHOHFWHG WKH WHDP RI 1DWLRQDO (FRQRPLF 5HVHDUFK
$VVRFLDWHV ,QF ³1(5$´  ZLWK 6DUJHQW DQG /XQG\ ³6 /´ DV 1(5$¶V VXEFRQWUDFWRU
FROOHFWLYHO\ LGHQWLILHG DV ³1(5$6 /´  7KH\ EHJDQ WKHLU DQDO\VLV LQ 1RYHPEHU  DQG
SDUWLFLSDWHG LQ WZHOYH ,&$3 :RUNLQJ *URXS PHHWLQJV EHWZHHQ 'HFHPEHU  DQG $XJXVW
 1<,62 VWDNHKROGHUV SDUWLFLSDWHG LQ WKHVH PHHWLQJV DQG SURYLGHG IHHGEDFN RQ
1(5$6 /¶V DVVXPSWLRQV PHWKRGRORJ\ DQDO\VLV HVWLPDWHV DQG SUHOLPLQDU\ UHVXOWV
1(5$6 / SURGXFHG PXOWLSOH GUDIWV FXOPLQDWLQJ LQ WKH UHOHDVH RI WKH ILQDO YHUVLRQ RI WKH
1(5$6 / UHSRUW RQ $XJXVW   ³$WWDFKPHQW ,,,´ 
2Q 6HSWHPEHU   DV DPHQGHG RQ 6HSWHPEHU  WKH 1<,62 VWDII VXEPLWWHG WKH
1<,62 6WDII 5HSRUW WR WKH %RDUG ³$WWDFKPHQW ,9´  7KH 1<,62 6WDII 5HSRUW HYDOXDWHG
WKH 1(5$6 / 5HSRUW DGGUHVVHG RUDO DQG ZULWWHQ FRPPHQWV UHFHLYHG WKURXJK WKH
VWDNHKROGHU SURFHVV DQG IURP WKH 008 DQG VHW IRUWK 1<,62 VWDII¶V UHFRPPHQGHG GHPDQG
FXUYH SDUDPHWHUV ,W DFFHSWHG DOO EXW WZR RI 1(5$6 /¶V FRQFOXVLRQV 6SHFLILFDOO\
1<,62 VWDII UHFRPPHQGHG L QR FKDQJHV WR WKH H[LVWLQJ ]HUR FURVVLQJ SRLQWV XVHG IRU 1<&
/, DQG 1<&$ DQG LL D FKDQJH LQ WHPSHUDWXUH DQG UHODWLYH KXPLGLW\ DVVXPSWLRQV LQ VRPH
ORFDWLRQV LQ GHWHUPLQLQJ QHW ,&$3 UHYHQXHV
'XULQJ WKH UHVHW SURFHVV VWDNHKROGHUV VXEPLWWHG ZULWWHQ FRPPHQWV WR WKH 1<,62 RQ
VHYHUDO RFFDVLRQV 2Q 2FWREHU   VWDNHKROGHUV SURYLGHG ZULWWHQ FRPPHQWV WR WKH %RDUG
RQ WKH ILQDO 1(5$6 / 5HSRUW DQG WKH 1<,62 6WDII 5HSRUW 6WDNHKROGHUV DOVR PDGH RUDO
DUJXPHQWV WR WKH %RDUG RQ 2FWREHU   7KH %RDUG GHWHUPLQHG WKDW VWDNHKROGHUV
FKDOOHQJLQJ WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQV FRQFHUQLQJ WKH VHOHFWLRQ RI WKH
SUR[\ XQLW IRU WKH 1<& /, DQG *- /RFDOLW\ KDG PDGH D VWURQJ FDVH DQG WKDW IXUWKHU UHYLHZ
RI WKLV LVVXH ZDV ZDUUDQWHG 7KH 1<,62 LQIRUPHG VWDNHKROGHUV WKDW WKH %RDUG ZDV VHHNLQJ
DGGLWLRQDO LQIRUPDWLRQ RQ 2FWREHU   ,W DOVR H[SODLQHG WKDW LW ZRXOG VKDUH WKH UHVXOWV
RI WKH UHYLHZ GXULQJ WKH ILUVW ZHHN RI 1RYHPEHU  DQG SURYLGH DGGLWLRQDO RSSRUWXQLWLHV
IRU VWDNHKROGHU LQSXW
7KH 1<,62 UHWDLQHG WKH %UDWWOH *URXS ³%UDWWOH´ ZLWK /LFDWD (QHUJ\
(QYLURQPHQWDO &RQVXOWLQJ ³/LFDWD´ WR FRQGXFW IXUWKHU DQDO\VLV %UDWWOH DQG /LFDWD
FROODERUDWHG ZLWK 1(5$ 6 / DQG WKH 1<,62 VWDII 7KH\ DOVR HQJDJHG LQ YDULRXV
GLVFXVVLRQV ZLWK PDQXIDFWXUHUV RI JDV WXUELQHV DQG VHOHFWLYH FDWDO\WLF UHGXFWLRQ ³6&5´


7KH IROORZLQJ VWDNHKROGHUV VXEPLWWHG ZULWWHQ FRPPHQWV LQ UHVSRQVH WR WKH 1<,62 6WDII
5HSRUW 1HZ <RUN 6WDWH 'HSDUWPHQW RI 3XEOLF 6HUYLFH ³'36´  WKH ,QGLFDWHG 1HZ <RUN
7UDQVPLVVLRQ 2ZQHUV ³,QGLFDWHG 1<72V´ LH &HQWUDO +XGVRQ *DV (OHFWULF &RUSRUDWLRQ
&RQVROLGDWHG (GLVRQ &RPSDQ\ RI 1HZ <RUN ,QF 1HZ <RUN 3RZHU $XWKRULW\ 1HZ <RUN 6WDWH
(OHFWULF *DV &RUSRUDWLRQ 1LDJDUD 0RKDZN 3RZHU &RUSRUDWLRQ GED 1DWLRQDO *ULG 2UDQJH DQG
5RFNODQG 8WLOLWLHV ,QF DQG 5RFKHVWHU *DV DQG (OHFWULF &RUSRUDWLRQ  WKH ,QGHSHQGHQW 3RZHU
3URGXFHUV RI 1HZ <RUN ³,331<´  (QWHUJ\ 1XFOHDU 3RZHU 0DUNHWLQJ //& ³(QWHUJ\´  0XOWLSOH
,QWHUYHQRUV MRLQWO\ ZLWK WKH &LW\ RI 1HZ <RUN ³0,&LW\´  DQG WKH 1HZ <RUN 6XSSOLHU DQG
(QYLURQPHQWDO $GYRFDF\ *URXS :LWK WKH H[FHSWLRQ RI '36 WKHVH VWDNHKROGHUV DOVR UHTXHVWHG WKH
RSSRUWXQLW\ WR PDNH RUDO DUJXPHQWV



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
HPLVVLRQV FRQWUROV LQ RUGHU WR XQGHUVWDQG WKH FXUUHQW VWDWH RI WKH WHFKQRORJ\ DQG WKH LQGXVWU\
,Q SDUWLFXODU %UDWWOH DQG /LFDWD REWDLQHG D VLJQLILFDQW DPRXQW RI LQIRUPDWLRQ IURP
0LWVXELVKL 3RZHU 6\VWHPV $PHULFD ,QF ³036$´  D SURPLQHQW YHQGRU RI ODUJH VFDOH JDV
WXUELQH WHFKQRORJ\ DQG 6&5V $V D UHVXOW RI WKHVH GLVFXVVLRQV GHWDLOHG IXUWKHU LQ 6HFWLRQ
,9$F EHORZ DV ZHOO DV WKHLU UHYLHZ RI WKH UHDVRQDEOHQHVV RI WKH FRVW HVWLPDWHV FRPSOHWHG
E\ 6 / IRU WKH DSSOLFDWLRQ RI 6&5 RQ VLPSOHF\FOH FRPEXVWLRQ WXUELQHV %UDWWOH DQG /LFDWD
SURGXFHG WKH %UDWWOH 5HSRUW ,W FRQFOXGHG WKDW WKH 6LHPHQV 6*7)  FODVV IUDPH
VLPSOHF\FOH FRPEXVWLRQ WXUELQH ³) FODVV IUDPH´ ZLWK 6&5 HPLVVLRQV FRQWURO ³) FODVV
IUDPH ZLWK 6&5´ VKRXOG EH WKH SUR[\ XQLW IRU WKH 1<& /, DQG *- /RFDOLW\
7KH 1<,62 PDGH WKH %UDWWOH 5HSRUW DYDLODEOH WR VWDNHKROGHUV RQ 1RYHPEHU  DQG
LQYLWHG ZULWWHQ VWDNHKROGHU FRPPHQWV 2Q 1RYHPEHU  WKH 1<,62 SRVWHG GHWDLOHG
UHVSRQVHV WR VL[WHHQ ZULWWHQ TXHVWLRQV WKDW ,331< KDG VXEPLWWHG RQ 1RYHPEHU  2Q
1RYHPEHU  VWDNHKROGHUV VXEPLWWHG ZULWWHQ FRPPHQWV 7KHVH FRPPHQWV ERWK VXSSRUWHG
DQG RSSRVHG WKH %UDWWOH 5HSRUW¶V ILQGLQJV $IWHU FRQVLGHULQJ DOO RI WKH LQIRUPDWLRQ
DYDLODEOH WR LW WKH %RDUG DSSURYHG WKH %UDWWOH 5HSRUW¶V FRQFOXVLRQ UHJDUGLQJ SUR[\ XQLW
VHOHFWLRQ DQG DSSURYHG DOO RI WKH RWKHU UHFRPPHQGDWLRQV LQ WKH 1<,62 6WDII 5HSRUW 7KH
%RDUG WKHUHIRUH GLUHFWHG WKH 1<,62 WR ILOH SURSRVHG ,&$3 'HPDQG &XUYHV EDVHG RQ WKRVH
GHWHUPLQDWLRQV
$V LV GLVFXVVHG EHORZ LQ 6HFWLRQ ,9$E RI WKLV ILOLQJ OHWWHU WKH %RDUG KDG FOHDU
WDULII DXWKRULW\ WR L DSSURYH ,&$3 'HPDQG &XUYHV WKDW GLIIHUHG IURP WKRVH UHFRPPHQGHG
E\ 1(5$6 / DQG LQLWLDOO\ UHFRPPHQGHG E\ 1<,62 VWDII DQG SURSRVH WKHP WR WKH
&RPPLVVLRQ DQG LL WR VHHN DGGLWLRQDO LQSXW IURP %UDWWOH/LFDWD DQG WR EDVH LWV DSSURYHG
,&$3 'HPDQG &XUYHV LQ SDUW RQ WKDW LQSXW 7KH ,&$3 'HPDQG &XUYHV SURSRVHG LQ WKLV
ILOLQJ DUH WKHUHIRUH FRQVLVWHQW ZLWK WKH UHTXLUHPHQWV RI WKH 6HUYLFHV 7DULII DQG MXVW DQG
UHDVRQDEOH RQ WKHLU VXEVWDQWLYH PHULWV
IV.

BASIS FOR THE PROPOSED ICAP DEMAND CURVES FOR CAPABILITY
YEARS 2014/2015, 2015/2016 AND 2016/2017
A.

7HFKQRORJLHV (YDOXDWHG

7KH 6HUYLFHV 7DULII UHTXLUHV WKDW WKH 'HPDQG &XUYH UHVHW UHYLHZ ³VKDOO DVVHVV « WKH
FXUUHQW ORFDOL]HG OHYHOL]HG HPEHGGHG FRVW RI D SHDNLQJ XQLW LQ HDFK 1<&$ /RFDOLW\ DQG WKH


036$ UHFHQWO\ GHVLJQHG DQG LQVWDOOHG 6&5 DSSOLFDWLRQV RQ IRXU 6LHPHQV 6*7) 
FODVV IUDPH VLPSOHF\FOH FRPEXVWLRQ WXUELQH LQ &DOLIRUQLD DW WKH 0DUVK /DQGLQJ *HQHUDWLQJ 6WDWLRQ
WKDW PHW %$&7/$(5 HPLVVLRQV UHTXLUHPHQWV IRU 12[ 7KHVH 6LHPHQV WXUELQHV DUH WKH SUHFHGLQJ
YHUVLRQ RI WKH )FODVV IUDPH WXUELQH HYDOXDWHG E\ 1(5$6 /


$V LV GLVFXVVHG LQ 6HFWLRQ ,9& WKH 1<,62 6WDII 5HSRUW UHFRPPHQGHG WKDW DQ
DXWRGHULYDWLYH *( /06 EH XVHG DV WKH SHDNLQJ XQLW IRU WKHVH /RFDOLWLHV


7KH ,QGLFDWHG 1<72V DQG 0,&LW\ VXEPLWWHG FRPPHQWV LQ VXSSRUW RI WKH %UDWWOH 5HSRUW
,331< (QWHUJ\ DQG %D\RQQH (QHUJ\ +ROGLQJV //& ³%D\RQQH´ VXEPLWWHG FRPPHQWV RSSRVLQJ LW



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
5HVW RI 6WDWH´ WR PHHW PLQLPXP FDSDFLW\ UHTXLUHPHQWV )RU SXUSRVHV RI XSGDWLQJ WKH ,&$3
'HPDQG &XUYHV ³D SHDNLQJ XQLW LV GHILQHG DV WKH XQLW ZLWK WHFKQRORJ\ WKDW UHVXOWV LQ WKH
ORZHVW IL[HG FRVWV DQG KLJKHVW YDULDEOH FRVWV DPRQJ DOO RWKHU XQLWV¶ WHFKQRORJ\ WKDW DUH
HFRQRPLFDOO\ YLDEOH´ &RPPLVVLRQ SUHFHGHQW LV FOHDU WKDW ³RQO\ UHDVRQDEO\ ODUJH VFDOH
VWDQGDUG JHQHUDWLQJ IDFLOLWLHV WKDW FRXOG EH SUDFWLFDOO\ FRQVWUXFWHG LQ D SDUWLFXODU ORFDWLRQ
VKRXOG EH FRQVLGHUHG´ 7KH FULWHULD ³FRXOG EH SUDFWLFDOO\ FRQVWUXFWHG´ DQG ³DUH
HFRQRPLFDOO\ YLDEOH´ GLFWDWH WKDW D SHDNLQJ XQLW ³PXVW EH DEOH WR FRPSO\ ZLWK DOO DSSOLFDEOH
HQYLURQPHQWDO OLPLWDWLRQV DQG XWLOL]H FRPPHUFLDOO\ DYDLODEOH SURYHQ WHFKQRORJ\´
7KLV VHFWLRQ RI WKH ILOLQJ OHWWHU GHVFULEHV 1(5$6 /¶V DQG WKH 1<,62 VWDII¶V
FRQVLGHUDWLRQ RI JHQHUDWLRQ WHFKQRORJLHV WR VHUYH DV SUR[\ XQLWV SULRU WR WKH %RDUG¶V UHTXHVW
IRU DGGLWLRQDO GXH GLOLJHQFH ,W DOVR GLVFXVVHV WKH DGGLWLRQDO ZRUN GRQH E\ %UDWWOH DQG /LFDWD
DQG WKH %RDUG¶V XOWLPDWH GHFLVLRQ EDVHG LQ SDUW RQ WKH %UDWWOH 5HSRUW WKDW WKH ) FODVV IUDPH
ZLWK 6&5 ZDV D WHFKQLFDOO\ DQG HFRQRPLFDOO\ YLDEOH FKRLFH IRU 1<& /, DQG WKH */RFDOLW\ $GGLWLRQDO LQIRUPDWLRQ FRQFHUQLQJ WKH FKRLFH RI SUR[\ XQLWV IRU WKH 1<&$ DQG WKH
/RFDOLWLHV LV SURYLGHG LQ 6HFWLRQ ,9$ EHORZ )LQDOO\ WKLV VHFWLRQ H[SODLQV WKH 1<,62
VWDII¶V HYDOXDWLRQ RI ZKHWKHU GHPDQG UHVSRQVH WHFKQRORJLHV FRXOG VHUYH DV D SHDNLQJ XQLW
1.

Initial Evaluation of Generation Technologies

$IWHU D EURDGHU UHYLHZ RI DYDLODEOH JHQHUDWLRQ WHFKQRORJLHV 1(5$6 / IRFXVHG RQ
IRXU GLVWLQFW QDWXUDO JDVIXHO RLO ILUHG WHFKQRORJLHV DHURGHULYDWLYH VLPSOH F\FOH FRPEXVWLRQ
WXUELQHV ODUJHU LQGXVWULDO VFDOH IUDPH VL]H VLPSOH F\FOH FRPEXVWLRQ WXUELQHV IUDPH VL]H
FRPELQHG F\FOH FRPEXVWLRQ WXUELQHV DQG UHFLSURFDWLQJ LQWHUQDO FRPEXVWLRQ HQJLQHV 7KH
VSHFLILF XQLW W\SHV WKDW 1(5$6 / HYDOXDWHG ZHUH WKH


*HQHUDO (OHFWULF /06 K\EULG DHURGHULYDWLYH JDV WXUELQH 6LPSOH &\FOH
³/06´ 



) FODVV IUDPH JDV WXUELQH VLPSOH F\FOH 



6HUYLFHV 7DULII 6HFWLRQ 



,G



)LUVW  'HPDQG &XUYH 2UGHU DW 



%UDWWOH 5HSRUW DW LLL



7KH /06 ZDV VHOHFWHG DV WKH EDVLV IRU WKH UHIHUHQFH FRVWV IRU WKH 1<& DQG /, ,&$3
'HPDQG &XUYHV LQ WKH ODVW WZR UHVHWV 1(5$6 / FRQVLGHUHG D WZR XQLW /06 LQVWDOODWLRQ HDFK
ZLWK 6&5 HPLVVLRQV FRQWUROV DW D QRPLQDO  0: UDWLQJ 6HH 1<,62 6WDII 5HSRUW DW 


,Q SUHYLRXV ,&$3 'HPDQG &XUYH UHVHWV WKH 1<,62¶V FRQVXOWDQWV KDG HYDOXDWHG D VLPLODU
ODUJH VFDOH JDV WXUELQH PDQXIDFWXUHG E\ *HQHUDO (OHFWULF WKH ³*( )$´  $ *( )$V ZLWK DQ
DQQXDO RSHUDWLRQ FDS WR NHHS WKH SRWHQWLDO 12[ HPLVVLRQV EHORZ PDMRU VRXUFH WKUHVKROGV ZDV VHOHFWHG
DV WKH EDVLV IRU WKH UHIHUHQFH FRVW IRU WKH 1<&$ LQ WKH  DQG  ,&$3 'HPDQG &XUYH UHVHWV
$V ZDV QRWHG DERYH LQ 6HFWLRQ ,,, DQG GLVFXVVHG LQ JUHDWHU GHWDLO EHORZ LQ 6HFWLRQ ,9$ WKH %RDUG
XOWLPDWHO\ VHOHFWHG WKH VLPSOH F\FOH YHUVLRQ RI WKH 6LHPHQV 6*7)  *DV 7XUELQH HTXLSSHG



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  


) FODVV IUDPH JDV WXUELQH FRPELQHG F\FOH  DQG



:DUWVLOD 9')96* 5HFLSURFDWLQJ ,QWHUQDO &RPEXVWLRQ (QJLQHV
³:DUWVLOD 8QLW´ 

(DFK RI WKHVH XQLW W\SHV DUH UHDVRQDEO\ ODUJH VFDOH VWDQGDUG JHQHUDWLQJ IDFLOLWLHV WKDW
DUH UHSOLFDEOH $V LV GLVFXVVHG LQ WKH 1<,62 6WDII 5HSRUW LPSRUWDQW VHOHFWLRQ FULWHULD
FRQVLGHUHG E\ 1(5$6 / LQFOXGHG FRPSOLDQFH ZLWK HQYLURQPHQWDO UHTXLUHPHQWV
HIILFLHQF\ FRPPHUFLDO DYDLODELOLW\ DQG LQGXVWU\ H SHULHQFH RSHUDWLRQDO IOH LELOLW\ DQG VFDOH
:LWK UHVSHFW WR HQYLURQPHQWDO UH XLU HPHQWV 1(5$6 / DFFRXQWHG IRU D VLJQLILFDQW FKDQJH
VLQFH WKH SULRU ,&$3 'HPDQG &XUYH UHVHW WKH (QYLURQPHQWDO 3URWHFWLRQ $JHQF\¶V ³(3$´
UHJXODWLRQ RI VL[ JUHHQKRXVH JDV HPLVVLRQV LQFOXGLQJ FDUERQ GLR[LGH XQGHU WKH ³*UHHQKRXVH
*DV 7DLORULQJ 5XOH´ ,W DOVR FRQVLGHUHG QHZ 1HZ <RUN 6WDWH HQYLURQPHQWDO UHVWULFWLRQV RQ
ZDWHU ZLWKGUDZDO HVWDEOLVKLQJ FORVHGF\FOH FRROLQJ UHTXLUHPHQWV
7KH 6HUYLFHV 7DULII VSHFLILHV WKDW WKH UHIHUHQFH FRVW IRU WKH ,&$3 'HPDQG &XUYHV EH
EDVHG RQ D ³SHDNLQJ XQLW´ ZKLFK WKH 6HUYLFHV 7DULII GHILQHV DV ³WKH XQLW ZLWK WHFKQRORJ\ WKDW
UHVXOWV LQ WKH ORZHVW IL[HG FRVWV DQG KLJKHVW YDULDEOH FRVWV DPRQJ DOO RWKHU XQLWV¶ WHFKQRORJ\
WKDW DUH HFRQRPLFDOO\ YLDEOH    ´ $ ³SHDNLQJ SODQW´ LV GHILQHG DV WKH QXPEHU RI XQLWV

ZLWK DQ 6&5 DV WKH EDVLV IRU WKH UHIHUHQFH FRVWV IRU WKH 1<& /, DQG *- /RFDOLW\ ,&$3 'HPDQG
&XUYHV $V ZDV DOVR LQGLFDWHG DERYH WKLV W\SH RI XQLW LV JHQHUDOO\ UHIHUHQFHG WKURXJKRXW WKLV ILOLQJ DV
WKH ³) FODVV IUDPH ZLWK 6&5´ 1(5$6 / FRQVLGHUHG D VLQJOH 6*7)  VLPSOH F\FOH SODQW DW
D QRPLQDO  0: UDWLQJ ZLWKRXW 6&5 DQG D  KRXU DQQXDO RSHUDWLQJ OLPLW ³) FODVV IUDPH ZLWKRXW
6&5´ WR IDOO EHORZ SURMHFW VLJQLILFDQFH WKUHVKROGV IRU 12[ IRXQG LQ  1<&55 3DUW  RI WKH 1HZ
<RUN 6WDWH 'HSDUWPHQW RI (QYLURQPHQWDO &RQVHUYDWLRQ¶V ³1<6'(&´ 1HZ 6RXUFH 5HYLHZ
UHJXODWLRQV


6HH 1<,62 6WDII 5HSRUW DW  $V GLVFXVVHG EHORZ 1(5$6 / DOVR FRQVLGHUHG WKH
FRPELQHG F\FOH YHUVLRQ RI WKLV SODQW [[ FRQILJXUDWLRQ DW D QRPLQDO  0: UDWLQJ IRU
LQIRUPDWLRQDO SXUSRVHV


1(5$6 / FRQVLGHUHG  :DUWVLOD 8QLWV ZLWK 6&5V QRPLQDOO\ UDWHG DW  0: 6HH
1<,62 6WDII 5HSRUW DW 


1(5$6 / 5HSRUW DW 



6HH 1<,62 6WDII 5HSRUW DW  DQG Q  $OO SUR[\ SODQWV HYDOXDWHG E\ 1(5$6DUJHQW
/XQG\ ZHUH GHWHUPLQHG WR EH ³PDMRU VRXUFHV´ SXUVXDQW WR WKH 1<6'(& DLU UHJXODWLRQV DQG WKH
IHGHUDO &OHDQ $LU $FW DV WKH\ DOO ZRXOG EH H[SHFWHG WR H[FHHG  WRQV RI &2 DQQXDOO\ ZKHQ
GLVSDWFKHG E\ 1(5$¶V HFRQRPLF PRGHO $V D PDMRU VRXUFH WKH SUR[\ SODQW PXVW PHHW %$&7/$(5
HPLVVLRQV FRQWURO VWDQGDUGV E\ HPSOR\LQJ VWDWH RI WKH DUW SRVW FRPEXVWLRQ FRQWURO WHFKQRORJ\ VXFK DV
6&5 RU E\ FDSSLQJ DQQXDO HPLVVLRQV EHORZ WKH SURMHFW VLJQLILFDQFH WKUHVKROGV SURYLGHG LQ 
1<&55 3DUW  ,Q WKH SDVW 'HPDQG &XUYH 5HVHWV WKH 3UR[\ 3ODQW VHOHFWHG IRU WKH 1<&$ ZDV
HVWDEOLVKHG XVLQJ D ODUJH ) FODVV )UDPH XQLW WKDW WRRN D PXFK KLJKHU DQQXDO RSHUDWLQJ OLPLW WR DYRLG
H[FHHGLQJ WKH  WRQV SHU \HDU PDMRU VRXUFH WKUHVKROGV IRU 12[


6HH 1<,62 6WDII 5HSRUW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
ZKHWKHU RQH RU PRUH WKDW FRQVWLWXWH WKH VFDOH LGHQWLILHG LQ WKH SHULRGLF UHYLHZ 7KH
&RPPLVVLRQ KDV SUHYLRXVO\ EHHQ FOHDU WKDW D SHDNLQJ XQLW VKRXOG EH XVHG DV WKH EDVLV IRU
FDSDFLW\ FRVW HVWLPDWHV UDWKHU WKDQ FRPELQHG F\FOH XQLWV EHFDXVH LW ZDV PRUH ³LQ NHHSLQJ
ZLWK VWDQGDUG DSSURDFKHV WR HVWLPDWLQJ WKH PDUJLQDO FRVW RI FDSDFLW\´
1HYHUWKHOHVV 1(5$6 / UHYLHZHG FRPELQHG F\FOH WHFKQRORJ\ RSWLRQV LQ UHVSRQVH
WR FHUWDLQ FRQFOXVLRQV LQ WKH )7, 5HSRUW DQG D FRQFHUQ UDLVHG E\ WKH 008 6SHFLILFDOO\
WKH 008 DVNHG WKDW WKH 1<,62 FRQVLGHU EDVLQJ WKH ,&$3 'HPDQG &XUYHV RQ XQLW W\SHV WKDW
ZHUH QRW SHDNLQJ SODQWV WR WKH H[WHQW WKDW WKH\ ZHUH WKH ORZHVW QHW FRVW XQLW $FFRUGLQJO\
1(5$6 / H[DPLQHG WKH ORFDOL]HG OHYHOL]HG FRVWV DQG QHW HQHUJ\ DQG DQFLOODU\ VHUYLFHV
UHYHQXHV RI FRPELQHG F\FOH YHUVLRQ RI WKH ) FODVV IUDPH LQ DOO GHPDQG FXUYH UHJLRQV IRU
LQIRUPDWLRQDO SXUSRVHV RQO\
2.

NERA/S&L and Initial NYISO Staff Evaluation of the Technical
and Economic Feasibility of the F Class Frame with SCR

1(5$6 / GHWHUPLQHG HDUO\ RQ WKDW DOO DYDLODEOH SUR[\ XQLWV EHLQJ FRQVLGHUHG
ZRXOG EH ³PDMRU VRXUFHV´ XQGHU WKH &OHDQ $LU $FW¶V 1HZ 6RXUFH 5HYLHZ UHTXLUHPHQW $V D
UHVXOW DOO WHFKQRORJLHV ZHUH HYDOXDWHG WR GHWHUPLQH LI WKH\ FRXOG PHHW WKH %HVW $YDLODEOH
&RQWURO 7HFKQRORJ\ ³%$&7´ DQG /RZHVW $FKLHYDEOH (PLVVLRQ 5DWH ³/$(5´ HPLVVLRQV
VWDQGDUGV DSSOLFDEOH LQ 1HZ <RUN 6WDWH 7KH &OHDQ $LU $FW¶V %$&7/$(5 UXOHV GULYH QHZ
PDMRU VRXUFHV RI SROOXWDQWV VXFK DV 12[ WR HPSOR\ VWDWH RI WKH DUW HPLVVLRQ FRQWURO
WHFKQRORJ\ WR PHHW VWULQJHQW DLU HPLVVLRQV OLPLWV 7KH PRVW VWULQJHQW HPLVVLRQV OLPLWDWLRQV LQ
1HZ <RUN 6WDWH RFFXU LQ VHYHUH QRQDWWDLQPHQW DUHDV VXFK DV WKRVH IRXQG LQ WKH JUHDWHU 1HZ
<RUN &LW\ PHWURSROLWDQ DUHD DQG /RQJ ,VODQG
$FFRUGLQJO\ 1(5$6 / GHWHUPLQHG WKDW DOO QHZ XQLWV LQ WKH 1<& /, DQG */RFDOLW\ ZRXOG EH UHTXLUHG WR LQVWDOO 6&5 WHFKQRORJ\ 7KHUHIRUH DV LW KDG GRQH LQ WKH SULRU
,&$3 'HPDQG &XUYH UHVHW 1(5$6 / HOLPLQDWHG WKH ) FODVV IUDPH IURP FRQVLGHUDWLRQ LQ
WKH UHYLHZ SURFHVV IRU WKRVH UHJLRQV 7KLV GHFLVLRQ ZDV GULYHQ SULQFLSDOO\ E\ 6 / ZKLFK
GLG QRW YLHZ WKH ) FODVV IUDPH ZLWK 6&5 DV D IHDVLEOH WHFKQRORJ\ EDVHG RQ WKH LQIRUPDWLRQ



6HUYLFHV 7DULII 6HFWLRQ 



1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    DW 3 



1<,62 6WDII 5HSRUW DW 



6HH 1<,62 6WDII 5HSRUW DW 



6HH LG DW 
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
DYDLODEOH DW WKDW WLPH 7KLV OHG 1(5$6 / WR IRFXV RQ /06 XQLWV ZLWK 6&5
WHFKQRORJ\ WKURXJKRXW WKH 6WDWH H[FHSW IRU WKH 1<&$ UHJLRQ 6 / EHOLHYHG WKDW DQ ) FODVV
IUDPH XQLW FRXOG EH EXLOW LQ WKH 1<&$ UHJLRQ ZLWKRXW DQ 6&5 LI LW DGRSWHG DQ DQQXDO
RSHUDWLRQDO FDS WR OLPLW LWV DQQXDO SRWHQWLDO 12[ HPLVVLRQV EHORZ  WRQV SHU \HDU
,PSRUWDQWO\ KRZHYHU D QXPEHU RI 1<,62 VWDNHKROGHUV DVNHG WKDW 1(5$6 /
FRQWLQXH WR HYDOXDWH DQ ) FODVV IUDPH ZLWK 6&5 DV D SRWHQWLDO SHDNLQJ SODQW 7KHLU UHTXHVWV
ZHUH SURPSWHG DPRQJ RWKHU WKLQJV E\ WKH IDFW WKDW WKH 0DUVK /DQGLQJ *HQHUDWLQJ 6WDWLRQ
³0DUVK /DQGLQJ´ ZDV FRPPHQFLQJ RSHUDWLRQV 0DUVK /DQGLQJ LV QRPLQDOO\ DQ  0:
 PLOOLRQ IDFLOLW\ FRPSRVHG RI IRXU VLPLODU ) FODVV IUDPH WXUELQHV RSHUDWLQJ LQ VLPSOH
F\FOH RSHUDWLRQ ZLWK 6&5 HPLVVLRQV FRQWUROV IRU 12[ ,QVWDOODWLRQ RI WKH 6&5 RQ WKHVH JDV
WXUELQHV KDYH DOORZHG 0DUVK /DQGLQJ WR PHHW &DOLIRUQLD¶V VWULFW %$&7/$(5 DLU SHUPLW
UHTXLUHPHQWV ZKLFK DUH YHU\ VLPLODU WR WKRVH LQ WKH VHYHUH QRQDWWDLQPHQW DUHDV LQ 1HZ <RUN
0DUVK /DQGLQJ¶V XQLWV FRPPHQFHG FRPPHUFLDO RSHUDWLRQ LQ 0D\ DQG -XQH RI 
7KH H[LVWHQFH DQG RSHUDWLRQ RI 0DUVK /DQGLQJ FOHDUO\ GHPRQVWUDWHV WKDW DQ ) FODVV IUDPH
ZLWK 6&5 FDQ EH ERWK WHFKQLFDOO\ DQG HFRQRPLFDOO\ YLDEOH 6 / GLG QRW PRGLI\ LWV SRVLWLRQ
RQ WHFKQLFDO DQG HFRQRPLF YLDELOLW\ SULQFLSDOO\ EHFDXVH WKHUH ZDV UHODWLYHO\ OLWWOH 0DUVK
/DQGLQJ RSHUDWLQJ GDWD SXEOLFO\ DYDLODEOH ZKHQ 1(5$6 / ILQDOL]HG WKHLU UHSRUW RQ $XJXVW
  $V D UHVXOW WKH 1(5$6 / 5HSRUW GLG QRW UHFRPPHQG WKH ) FODVV IUDPH ZLWK 6&5
LQ DQ\ RI WKH /RFDOLWLHV GHVSLWH WKH IDFW WKDW LW ZDV E\ IDU WKH ORZHVW IL[HG FRVW KLJKHVW
YDULDEOH FRVW SHDNLQJ XQLW EHLQJ HYDOXDWHG
6RPH VWDNHKROGHUV DOVR QRWHG WKDW WKH 3-0 ,QWHUFRQQHFWLRQ //&¶V ³3-0´ WDULII
UHTXLUHG WKDW WKH &21( YDOXHV XVHG LQ LWV FDSDFLW\ PDUNHWV EH EDVHG RQ D WZRXQLW VLPSOH
F\FOH *( )$ ZLWK 6&5 7KH\ DUJXHG WKDW WKH IDFW WKDW WKH &RPPLVVLRQ KDG DXWKRUL]HG
3-0 WR UHO\ RQ VXFK D XQLW LQ  IRU D SXUSRVH DQDORJRXV WR HVWDEOLVKLQJ ,&$3 'HPDQG


1(5$6 / KDG GHWHUPLQHG HDUO\ LQ WKH SURFHVV WKDW DOO RI WKH JHQHUDWLRQ WHFKQRORJLHV WKDW
WKH\ ZHUH HYDOXDWLQJ ZRXOG H[FHHG PDMRU VRXUFH WKUHVKROGV IRU FDUERQ GLR[LGH EDVHG XSRQ WKH
GLVSDWFK LQ 1(5$¶V HFRQRPHWULF PRGHO $V PDMRU VRXUFHV DOO WHFKQRORJ\ ZRXOG EH VXEMHFW WR %$&7
DQG /$(5 HPLVVLRQ FRQWURO UHTXLUHPHQWV XQGHU WKH &OHDQ $LU $FW¶V 1HZ 6RXUFH 5HYLHZ SURJUDP
ZKLFK LV LPSOHPHQWHG E\ 1<6'(& 3ULRU WR WKH FRPPHUFLDO RSHUDWLRQ RI 0DUVK /DQGLQJ
1(5$6 / LGHQWLILHG 6&5 DV D YLDEOH 12[ HPLVVLRQV FRQWURO WHFKQRORJ\ IRU DOO XQLW W\SHV H[FHSW
IRU WKH )FODVV IUDPH FRPEXVWLRQ WXUELQHV


7KLV LV FOHDUO\ HYLGHQFHG E\ WKH VHOHFWLRQ RI ) FODVV IUDPH WXUELQHV DV WKH SHDNLQJ SODQW IRU
WKH 1<&$ IRU WKH FXUUHQW DQG IRU WKH  DQG  ,&$3 'HPDQG &XUYH UHVHWV 7KH ) FODVV IUDPH
WXUELQH KDV VLJQLILFDQWO\ ORZHU DQQXDO IL[HG FRVWV N: LQ DOO UHJLRQV ZKHQ FRPSDUHG WR WKH
/06 ,W KDV D KHDW UDWH WKDW LV DSSUR[LPDWHO\  KLJKHU WKDQ WKH /06 PDNLQJ LW FOHDUO\ WKH
ORZHVW IL[HG KLJKHVW YDULDEOH FRVW XQLW 7KH RQO\ UHDVRQ WKDW DQ ) FODVV IUDPH WXUELQH ZDV QRW
LQLWLDOO\ UHFRPPHQGHG LQ WKH FXUUHQW UHVHW WR EH WKH SUR[\ SODQW LQ DOO ORFDWLRQV ZDV GXH WR WKH
DVVXPSWLRQ WKDW D ODUJH ) FODVV IUDPH WXUELQH ZRXOG HPLW JDVHV DW WRR KLJK WHPSHUDWXUHV WR ZRUN
UHOLDEO\ ZLWK 6&5 HPLVVLRQV FRQWUROV


6HH 1<,62 6WDII 5HSRUW DW 
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1RYHPEHU  
&XUYHV ZDV FOHDUO\ UHOHYDQW WR WKH TXHVWLRQ RI WKH YLDELOLW\ RI DQ ) FODVV IUDPH ZLWK 6&5 LQ
1HZ <RUN
$IWHU FRQVLGHULQJ LQSXW IURP VWDNHKROGHUV 1<,62 VWDII DQG WKH 008 1(5$6 /
FRQFOXGHG WKDW


7KH ) FODVV IUDPH LV WKH ORZHVW FDSLWDO DQG KLJKHVW RSHUDWLQJ FRVW XQLW DQG FRXOG
EH FRQVWUXFWHG SUDFWLFDOO\ LQ WKH 1<&$ &RQVWUXFWLRQ RI WKLV XQLW LQ WKH 1<&$
ZDV GHWHUPLQHG WR EH SUDFWLFDEOH ZKHQ OLPLWHG WR D RQH XQLW SODQW WKDW ZRXOG
DFFHSW D SHUPLW UHVWULFWLRQ RQ DQQXDO RSHUDWLQJ KRXUV RI EHWZHHQ  DQG 
KRXUV WR PHHW WKH HPLVVLRQ FRQWURO VWDQGDUGV IRU 12[ 6XFK D OLPLWDWLRQ ZRXOG
QRW KRZHYHU UHQGHU WKH XQLW LPSUDFWLFDO RU HFRQRPLFDOO\ LQIHDVLEOH



7KH ) FODVV IUDPH ZLWK DQ DQQXDO RSHUDWLQJ OLPLW ZRXOG QRW LQ 1(5$6 /¶V
YLHZ EH D SUDFWLFDO HFRQRPLFDOO\ YLDEOH XQLW LQ 1<& /, RU WKH *- /RFDOLW\
7KH SUHYDOHQFH RI PRUH VHYHUH DLU TXDOLW\ LVVXHV LQ WKHVH /RFDOLWLHV DQG
FRUUHVSRQGLQJO\ PRUH VWULQJHQW 12[ HPLVVLRQV OLPLWV ZRXOG HOLPLQDWH WKH
SRVVLELOLW\ RI DFFHSWLQJ DQ DQQXDO RSHUDWLRQDO OLPLW WR FRPSO\ ZLWK DSSOLFDEOH
HPLVVLRQ UDWH OLPLWDWLRQV 1(5$6 / DOVR EHOLHYHG WKDW PRUH VWULQJHQW
HPLVVLRQV OLPLWDWLRQV DQG WKH DQWLFLSDWHG GXDO IXHO UHTXLUHPHQW ZKLFK LV
GLVFXVVHG EHORZ LQ WKH WKUHH /RFDOLWLHV UHGXFHG WKH PD[LPXP QXPEHU RI KRXUV
WKDW WKH XQLW FRXOG UXQ ZLWK DQ DQQXDO RSHUDWLRQDO OLPLW EHORZ ZKDW ZRXOG EH
SUDFWLFDO RU HFRQRPLFDO IRU D SHDNLQJ SODQW :LWKRXW DQ HFRQRPLFDOO\ DFFHSWDEOH
DQQXDO RSHUDWLQJ OLPLWDWLRQ WKH XQLW ZRXOG EH UHTXLUHG WR DSSO\ HPLVVLRQ FRQWURO
WHFKQRORJ\ WR FRPSO\ ZLWK VSHFLILF 12[ HPLVVLRQ UDWH OLPLWV



6&5 LV WKH SRVWFRPEXVWLRQ HPLVVLRQ FRQWURO WHFKQRORJ\ WKDW LV PRVW ZLGHO\
XWLOL]HG WR FRQWURO 12[ IRU FRPEXVWLRQ WXUELQHV 1RWZLWKVWDQGLQJ WKH 0DUVK
/DQGLQJ IDFLOLW\ 1(5$6 / FRQFOXGHG WKDW DW WKH WLPH RI WKHLU UHYLHZ 6&5
UHPDLQHG DQ XQSURYHQ FRQWURO WHFKQRORJ\ IRU WKH ODUJHU )FODVV IUDPH WXUELQHV
RSHUDWHG LQ VLPSO\ F\FOH PRGH EXW WKDW LW FRXOG UHOLDEO\ RSHUDWH ZLWK D VLPSOH
F\FOH /06 7KHUHIRUH WKH /06 ZLWK 6&5 ZDV 1(5$6 /¶V
UHFRPPHQGHG SHDNLQJ SODQW IRU WKH 1<& /, DQG *- /RFDOLWLHV LQVWHDG RI WKH
VLJQLILFDQWO\ PRUH HFRQRPLF ) FODVV IUDPH WXUELQH

,Q VXSSRUW RI WKLV FRQFOXVLRQ 6 / SUHVHQWHG H[DPSOHV RI WZR IDLOXUHV WKDW RFFXUUHG PRUH
WKDQ D GHFDGH DJR ZKHQ 6&5V ZHUH LQVWDOOHG RQ ) FODVV IUDPH WXUELQHV QDPHO\ WKH
&DPEDODFKH )DFLOLW\ LQ 3XHUWR 5LFR DQG WKH 5LYHUVLGH *HQHUDWLRQ 6WDWLRQ LQ .HQWXFN\ 6 /


$Q DQQXDO KRXUO\ RSHUDWLRQV FDS ZDV LGHQWLILHG DV DQ DOWHUQDWLYH WR 6&5 12[ HPLVVLRQV
FRQWURO IRU WKH )FODVV IUDPH WXUELQH LQ DUHDV RI WKH VWDWH WKDW ZHUH LQ DWWDLQPHQW EXW WKLV DQQXDO
RSHUDWLRQV FDS ZDV QRW DYDLODEOH LQ DUHDV ZKHUH WKH WHFKQRORJ\ ZDV UHTXLUHG WR RSHUDWH RQ GXDO IXHO RU
ZKHUH WKH ORFDOLW\ KDG EHHQ GHVLJQDWHG DV VHYHUH QRQDWWDLQPHQW IRU R]RQH 6LJQLILFDQW SURMHFW
WKUHVKROGV IRU 12[ IDOO IURP  WS\ WR  WS\ LQ WKHVH VHYHUH R]RQH QRQDWWDLQPHQW DUHDV 6HH 
1<&55 3DUW  7DEOH 
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1RYHPEHU  
UHSRUWHG WKDW LQ ERWK LQVWDQFHV WKH 6&5V IDLOHG WR UHOLDEO\ UHGXFH 12[ HPLVVLRQV IURP WKH
H[KDXVW JDV LQ DFFRUGDQFH ZLWK WKH SODQW¶V SHUPLW OLPLWV GXH WR KLJKHU WHPSHUDWXUH H[KDXVW
JDV SURGXFHG E\ WKH ) FODVV IUDPH WXUELQH &RQFHUQV UHJDUGLQJ WKH FRPPHUFLDO YLDELOLW\ RI
KRW WHPSHUDWXUH 6&5 DSSOLFDWLRQV LH DSSOLFDWLRQV ZKHUH WKH FDWDO\VW LV H[SRVHG WR JDV
WHPSHUDWXUHV JUHDWHU WKDQ  ) ZHUH QRW SUHVHQW ZLWK WKH /06 ZKLFK SURGXFHV ORZHU
WHPSHUDWXUH H[KDXVW JDV
1(5$6 / DFNQRZOHGJHG VWDNHKROGHU DUJXPHQWV UHJDUGLQJ WKH YLDELOLW\ RI 0DUVK
/DQGLQJ 7KH\ UHVSRQGHG E\ SRLQWLQJ WR WKH UHODWLYH ODFN RI DYDLODEOH RSHUDWLQJ GDWD IRU
0DUVK /DQGLQJ RQO\ WZR PRQWKV RI FRPPHUFLDO RSHUDWLQJ GDWD ZHUH DYDLODEOH IRU WKH IRXU
XQLWV DV RI 6XPPHU   WKH SDVW IDLOXUHV ZLWK FRPELQHG IUDPH DQG 6&5 FRQILJXUDWLRQV
LQ 3XHUWR 5LFR DQG .HQWXFN\ LQ WKH V DQG LQ  DQG WKH VHHPLQJ ODFN RI FRPPHUFLDO
LQWHUHVW LQ GHYHORSLQJ RWKHU SODQWV OLNH 0DUVK /DQGLQJ 1RQHWKHOHVV VWDNHKROGHUV
UHTXHVWHG WKDW WKH 1HW &21( YDOXHV EH PDGH DYDLODEOH IRU WKH UHFRUG EDVHG XSRQ WKH YDVW
SULFH GLIIHUHQFH EHWZHHQ WKH ) FODVV )UDPH ZLWKRXW DQ 6&5 DQG WKH /06 SUR[\
WHFKQRORJ\ 2Q $XJXVW   WKH 1<,62 LQFRUSRUDWHG WKH ,&$3 'HPDQG &XUYH
SDUDPHWHUV GHYHORSHG E\ 1(5$6 / IRU WKH ) FODVV IUDPH ZLWK 6&5 LQ WKH 1<,62 6WDII
5HSRUW
7KH 1<,62 6WDII 5HSRUW DOVR VWDWHG WKDW WKH XVH RI *( )UDPH  WHFKQRORJ\ DV WKH
SUR[\ XQLW LQ 3-0 ZDV ³QRW UHOHYDQW´ 7KLV GHWHUPLQDWLRQ ZDV EDVHG XSRQ 6 /¶V
UHFRPPHQGDWLRQ WKDW WKH WHFKQRORJ\ ZDV QRW IHDVLEOH DQG ZDV DOVR EDVHG XSRQ D EHOLHI WKDW
WKH 1<,62¶V SUR[\ XQLW HYDOXDWLRQ SURFHVV ZDV PRUH ULJRURXV WKDQ ZKDW 3-0 KDG GRQH LQ
WKH SDVW ,Q VKRUW WKH 1<,62 6WDII 5HSRUW DVVXPHG WKDW WKH 3-0 GHWHUPLQDWLRQ ZDV PDGH
ZLWK WKH SUHVXPSWLRQ WKDW 6&5V ZRXOG ZRUN DW WKH KLJKHU WHPSHUDWXUHV FUHDWHG E\ ) FODVV
IUDPH WXUELQHV ZLWKRXW FRQGXFWLQJ DQ\ DQDO\VLV WR GHPRQVWUDWH FRQFOXVLYHO\ WKDW WKH\ KDG RU
FRXOG GR VR &RQVHTXHQWO\ WKH 1<,62 6WDII 5HSRUW DFFHSWHG 1(5$6 /¶V YLHZ WKDW L
6&5V KDG QRW DV RI WKDW WLPH EHHQ VXFFHVVIXOO\ DSSOLHG WR FRPEXVWLRQ WXUELQHV ZLWK KLJKHU
WHPSHUDWXUHV DQG LL ³WKDW >WKH@ SUR[\ XQLW VKRXOG QRW EH EDVHG RQ D VLPSOH F\FOH )FODVV &7
ZLWK 6&5 EHFDXVH RI WHFKQLFDO FKDOOHQJHV XQVXFFHVVIXO SURMHFWV DQG ODFN RI PDUNHW
DFFHSWDQFH´
7KH 1<,62 6WDII 5HSRUW DGRSWHG 1(5$6 /¶V UHFRPPHQGDWLRQV ,W LQFOXGHG WKH
,&$3 'HPDQG &XUYH UHIHUHQFH SULFH IRU WKH 1<&$ WKDW ZDV EDVHG XSRQ D VLQJOH ) FODVV
IUDPH ZLWKRXW 6&5 WKDW UHOLHG RQ GU\ ORZ 12[ FRPEXVWLRQ IRU HPLVVLRQV FRQWURO RSHUDWLQJ


)XUWKHU WKHUH ZDV QRW DQ LQGHSWK DQDO\VLV RI ZKDW FDXVHG WKH 6&5V LQVWDOOHG RQ ) FODVV JDV
WXUELQHV LQ 3XHUWR 5LFR GXULQJ WKH V WR IDLO 6 / DWWULEXWHG WKHVH IDLOXUHV WR WKH LQDELOLW\ RI
FDWDO\VW XVHG LQ WKH 6&5 WR ZLWKVWDQG WKH VLJQLILFDQWO\ KLJKHU H[KDXVW JDV WHPSHUDWXUHV FUHDWHG E\ WKH
) FODVV IUDPH WXUELQH   ) DV RSSRVHG WR WKH  ) SURGXFHG E\ WKH /06


1<,62 6WDII 5HSRUW DW 



,G DW 



,G
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
XS WR  KRXUV D \HDU 7KLV HPLVVLRQVEDVHG RSHUDWLRQV OLPLW LV ORZHU WKDQ WKH DYHUDJH
DQQXDO H[SHFWHG HVWLPDWHG GLVSDWFK KRXUV IRU WKLV XQLW ZKLFK UDQJH IURP  WR  KRXUV
EXW ZDV ORZHUHG WR DFFRXQW IRU WKH ³ODFN RI SHUIHFW IRUHVLJKW´
3.

Additional Evaluation of the Feasibility of the F Class Frame with
SCR
a.

The Board’s Request for Additional Due Diligence

,Q HDUO\ 2FWREHU D QXPEHU RI ZULWWHQ VWDNHKROGHU FRPPHQWV RQ WKH 1<,62 6WDII
5HSRUW DUJXHG WKDW WKH ) FODVV IUDPH ZLWK 6&5 VKRXOG EH WKH SUR[\ XQLW IRU 1<& DQG WKH */RFDOLW\ $PRQJ RWKHU WKLQJV WKH\ SRLQWHG WR WKH RQJRLQJ DQG DSSDUHQWO\ VXFFHVVIXO
RSHUDWLRQ RI 0DUVK /DQGLQJ 7KH\ QRWHG WKH XVH RI FRPSDUDEOH WHFKQRORJ\ DV WKH SUR[\ XQLW
LQ 3-0 DQG WKH IDFW WKDW QR VWDNHKROGHU WKDW ZDV DFWLYH LQ ERWK WKH 3-0 DQG 1<,62 PDUNHWV
KDG REMHFWHG WR 3-0¶V DSSURDFK 7KH\ FRQWHQGHG IXUWKHU WKDW WKH H[DPSOHV RI XQVXFFHVVIXO
6&5 DSSOLFDWLRQV RQ IUDPH XQLWV LGHQWLILHG E\ 1(5$6 / DQG WKH 1<,62 6WDII 5HSRUW
VKRXOG QRW EH GLVSRVLWLYH EHFDXVH WKRVH IDFLOLWLHV ZHUH ROGHU RU RWKHUZLVH GLVVLPLODU
6WDNHKROGHU FRPPHQWV VXSSRUWLQJ WKH XVH RI WKH ) FODVV IUDPH ZLWK 6&5 DOVR HPSKDVL]HG
WKDW LW ZDV D VXEVWDQWLDOO\ ORZHU FRVW RSWLRQ 7KH\ ZDUQHG WKDW ³,&$3 FRVWV FRXOG LQFUHDVH
E\ DSSUR[LPDWHO\  PLOOLRQ DQQXDOO\ LQ >/RDG =RQHV * + DQG ,@ DQG PRUH WKDQ 
PLOOLRQ DQQXDOO\ LQ 1HZ <RUN &LW\    ³LI WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ ZHUH
DFFHSWHG 2WKHU VWDNHKROGHUV VXFK DV (QWHUJ\ DQG ,331< VXSSRUWHG 1(5$6 /¶V DQG
WKH 1<,62 6WDII 5HSRUW¶V UHMHFWLRQ RI WKH ) FODVV IUDPH ZLWK 6&5 6WDNHKROGHUV IXUWKHU
GHYHORSHG WKHLU SRVLWLRQV LQ WKH RUDO DUJXPHQWV EHIRUH WKH %RDUG RQ 2FWREHU 
7KH %RDUG FDUHIXOO\ FRQVLGHUHG DOO VWDNHKROGHU DUJXPHQWV ,W GHWHUPLQHG WKDW WKH
SURSRQHQWV RI XVLQJ D ) FODVV IUDPH ZLWK 6&5 DV D SUR[\ XQLW KDG PDGH D VWURQJ FDVH DQG
WKDW WKH FRPPLVVLRQLQJ DQG VHYHUDO PRQWKV RI VXFFHVVIXO RSHUDWLRQ RI DOO IRXU XQLWV DW 0DUVK
/DQGLQJ ZDV HYLGHQFH RI WKH YLDELOLW\ RI DQ ) FODVV IUDPH ZLWK 6&5 $W WKDW SRLQW WKH %RDUG
ZDV IXOO\ DXWKRUL]HG XQGHU WKH 6HUYLFHV 7DULII WR DSSURYH WKH ) FODVV IUDPH ZLWK 6&5 DV WKH
SUR[\ XQLW IRU 1<& /, DQG WKH *- /RFDOLW\ ,QVWHDG WKH %RDUG GHFLGHG WKDW LW ZRXOG EH
SUXGHQW DQG EHQHILFLDO WR FRQGXFW DGGLWLRQDO GXH GLOLJHQFH DQG VHHN DGGLWLRQDO VWDNHKROGHU
LQSXW LQ WKH WLPH UHPDLQLQJ EHIRUH WKH 1<,62 ZDV UHTXLUHG WR VXEPLW LWV SURSRVHG ,&$3
'HPDQG &XUYHV 7KXV DV QRWHG DERYH %UDWWOH/LFDWD ZHUH UHWDLQHG WR DVVLVW WKH 1<,62
VWDII LQ FRQGXFWLQJ DQ DGGLWLRQDO UHYLHZ RI WKH HFRQRPLF DQG WHFKQLFDO IHDVLELOLW\ RI WKDW
WHFKQRORJ\



,G



6HH HJ &RPPHQWV RI WKH ,QGLFDWHG 1HZ <RUN 7UDQVPLVVLRQ 2ZQHUV RQ 3URSRVHG ,&$3
'HPDQG &XUYHV IRU  DW 
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b.

The Board’s Authority to Conduct Additional Due
Diligence Regarding the Viability of an F Class Frame with
SCR

6RPH VWDNHKROGHUV KDYH FRQWHQGHG WKDW WKH %RDUG ODFNHG DXWKRULW\ WR WDNH D PRUH LQ
GHSWK ORRN DW WKH SUR[\ XQLW LVVXH RU WR UHWDLQ D QHZ FRQVXOWDQW WR DVVLVW LWV UHYLHZ %XW WKLV LV
QRW WKH ILUVW WLPH WKDW WKH %RDUG KDV PRGLILHG ,&$3 'HPDQG &XUYH SDUDPHWHUV UHFRPPHQGHG
E\ WKH 1<,62¶V VWDII DQG FRQVXOWDQWV 1RU LV LW WKH ILUVW WLPH WKDW WKH 1<,62 KDV
FRQVLGHUHG XSGDWHG LQIRUPDWLRQ UHOHYDQW WR SUR[\ XQLW VHOHFWLRQ QHDU WKH HQG RI WKH ,&$3
'HPDQG &XUYH SURFHVV 6SHFLILFDOO\ WKH  ,&$3 'HPDQG &XUYH UHVHW WKH 1<,62 UHOLHG
RQ XSGDWHG /06 FRVW LQIRUPDWLRQ WKDW ZDV QRW SURYLGHG E\ LWV FRQVXOWDQWV XQWLO HDUO\
2FWREHU  DQG QRW GLVFXVVHG ZLWK VWDNHKROGHUV XQWLO DQ 2FWREHU   %RDUG PHHWLQJ
&HUWDLQ SURWHVWRUV DUJXHG WKDW WKH XVH RI WKH XSGDWHG FRVW LQIRUPDWLRQ YLRODWHG WKH 6HUYLFHV
7DULII DQG ,QVWDOOHG &DSDFLW\ 0DQXDO SURYLVLRQV JRYHUQLQJ WKH WULHQQLDO ,&$3 'HPDQG
&XUYH UHVHW SURFHVV EHFDXVH LW GLG QRW DOORZ ³VWDNHKROGHUV  GD\V WR SURYLGH WKH %RDUG ZLWK
VXSSOHPHQWDO DQDO\VLV IRU WKH %RDUG¶V FRQVLGHUDWLRQ´ 7KH &RPPLVVLRQ UHMHFWHG WKHVH
DUJXPHQWV ILQGLQJ WKDW VWDNHKROGHUV ZHUH DIIRUGHG DQ DGHTXDWH RSSRUWXQLW\ WR H[SUHVV WKHLU
YLHZV RQ WKH FRVW XSGDWH DQG WKHLU SURFHGXUDO ULJKWV ZHUH QRW YLRODWHG´
0RUHRYHU LW LV FOHDU IURP WKH WH[W RI WKH 6HUYLFHV 7DULII WKH ,QVWDOOHG &DSDFLW\
0DQXDO DQG WKH DJUHHPHQWV HVWDEOLVKLQJ WKH 1<,62 WKDW WKH %RDUG KDG DPSOH DXWKRULW\ WR
FRQGXFW DGGLWLRQDO GXH GLOLJHQFH EHIRUH PDNLQJ WKH ILQDO GHFLVLRQ WR DSSURYH UHFRPPHQGHG
GHPDQG FXUYH SDUDPHWHUV 7KH 6HUYLFHV 7DULII DQG WKH ,QVWDOOHG &DSDFLW\ 0DQXDO SODFH D
JUHDW GHDO RI HPSKDVLV RQ WKH UROH RI WKH ³LQGHSHQGHQW FRQVXOWDQW´ LH LQ WKLV UHVHW SURFHVV
1(5$6 / LQ GHYHORSLQJ ³UHFRPPHQGHG YDOXHV´ IRU XVH LQ ,&$3 'HPDQG &XUYHV 7KH\
DOVR GHILQH DQ LPSRUWDQW UROH IRU VWDNHKROGHUV LQ HYDOXDWLQJ DQG UHVSRQGLQJ WR WKDW
FRQVXOWDQW¶V ZRUN $W WKH VDPH WLPH WKH 6HUYLFHV 7DULII DQG WKH ,QVWDOOHG &DSDFLW\ 0DQXDO
FOHDUO\ HVWDEOLVK WKDW WKH %RDUG QRW WKH LQGHSHQGHQW FRQVXOWDQW LV XOWLPDWHO\ UHVSRQVLEOH IRU
GHFLGLQJ ZKHWKHU WKH ³UHFRPPHQGHG YDOXHV´ VKRXOG DFWXDOO\ EH LQFOXGHG LQ WKH ,&$3
'HPDQG &XUYH VXEPLWWHG WR WKH &RPPLVVLRQ )RU H[DPSOH 6HFWLRQ  RI WKH
6HUYLFHV 7DULII VSHFLILHV WKDW VWDNHKROGHUV PD\ DVN WKH %RDUG WR ³UHYLHZ DQG DGMXVW´
SURSRVHG ,&$3 'HPDQG &XUYHV GHYHORSHG E\ WKH LQGHSHQGHQW FRQVXOWDQW DQG 1<,62 VWDII
6HFWLRQ  VWDWHV WKDW WKH 1<,62 ZLOO ILOH ,&$3 'HPDQG &XUYHV ³DV DSSURYHG E\
WKH ,62 %RDUG RI 'LUHFWRUV´
7KH %RDUG PXVW KDYH WKH XOWLPDWH GHFLVLRQPDNLQJ LQ WKLV DUHD IRU WKH 1<,62 WR
IXQFWLRQ LQGHSHQGHQWO\ 7KH %RDUG¶V DXWKRULW\ WR DOWHU UHFRPPHQGDWLRQV LV DOVR FRQVLVWHQW
ZLWK LWV DXWKRULW\ WR ³UHYLHZ DQ\ PDWWHU    RQ LWV RZQ PRWLRQ´ DQG ZLWK LWV ³XOWLPDWH


6HH HJ  'HPDQG &XUYH 2UGHU DW  DIILUPLQJ WKH %RDUG¶V GHFLVLRQ WR UHGXFH WKH
DVVXPHG OHYHO RI H[FHVV FDSDFLW\ LQ 1<&$ IURP WKH  DVVXPSWLRQ RI WKH FRQVXOWDQWV WR 
DQG DW  DFFHSWLQJ WKH %RDUG¶V GHFLVLRQ QRW WR LQFOXGH DQ DGGLWLRQDO ULVN IDFWRU DV ZDV
UHFRPPHQGHG E\ WKH FRQVXOWDQW 


 'HPDQG &XUYH 2UGHU DW 3 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
UHVSRQVLELOLW\ IRU WKH RSHUDWLRQ RI WKH ,62 DQG WKH HIIHFWLYH LPSOHPHQWDWLRQ RI LWV EDVLF
UHVSRQVLELOLWLHV´ 1RWKLQJ LQ 6HFWLRQ  RI WKH 6HUYLFHV 7DULII RU WKH ,&$3 0DQXDO
FRXOG SODXVLEO\ EH UHDG WR SUHYHQW WKH %RDUG IURP H[HUFLVLQJ LWV LQGHSHQGHQW DXWKRULW\
6LPLODUO\ WKHUH VKRXOG EH QR TXHVWLRQ FRQFHUQLQJ WKH %RDUG¶V DXWKRULW\ WR WDNH LQWR
DFFRXQW WKH DGYLFH RI D QHZ FRQVXOWDQW RQ D GLVFUHWH TXHVWLRQ SHUWDLQLQJ WR ,&$3 'HPDQG
&XUYH SDUDPHWHUV $UWLFOH  RI WKH ,62 $JUHHPHQW HPSRZHUV WKH %RDUG WR ³DSSRLQW IURP
WLPH WR WLPH VXFK HPSOR\HHV DQG RWKHU DJHQWV DV LW GHHPV QHFHVVDU\´
,Q WKH ILQDO DQDO\VLV WKH %RDUG KDG FOHDU DXWKRULW\ WR DFFHSW RU UHMHFW WKH 1<,62 6WDII
5HSRUW¶V UHFRPPHQGDWLRQ UHJDUGLQJ WKH VHOHFWLRQ RI D SUR[\ XQLW RU DQ\ RWKHU SDUDPHWHU
EDVHG VROHO\ RQ WKH LQIRUPDWLRQ DYDLODEOH WR DW WKH FRQFOXVLRQ RI WKH VWDNHKROGHU DUJXPHQWV LQ
2FWREHU ,W ZRXOG EH LUUDWLRQDO WR FRQWHQG WKDW WKH %RDUG FRXOG PDNH D GHFLVLRQ EDVHG VROHO\
XSRQ VWDNHKROGHU FRPPHQWV DQG RUDO DUJXPHQWV EXW REMHFW WR LWV DELOLW\ WR VHHN DGGLWLRQDO
WHFKQLFDO LQSXW VR WKDW LW FRXOG PDNH D EHWWHU LQIRUPHG GHFLVLRQ /LNHZLVH LW FDQQRW
UHDVRQDEO\ EH DVVHUWHG WKDW WKH %RDUG¶V HIIRUWV WR REWDLQ DV PXFK DGGLWLRQDO VWDNHKROGHU LQSXW
DV SRVVLEOH RQ WKLV LVVXH ZHUH LQ DQ\ ZD\ GHILFLHQW $JDLQ WKH 6HUYLFHV 7DULII SHUPLWV WKH
%RDUG WR PDNH D GHFLVLRQ ZLWKRXW VHHNLQJ DQ\ IXUWKHU VWDNHKROGHU IHHGEDFN 7KXV WKH
&RPPLVVLRQ VKRXOG UHMHFW DQ\ DUJXPHQWV WKDW WKH %RDUG LPSURSHUO\ RU XQIDLUO\ SHUIRUPHG
DGGLWLRQDO GXH GLOLJHQFH 7KH %RDUG DFWHG UHDVRQDEO\ DQG FDXWLRXVO\ DQG SURYLGHG
VWDNHKROGHUV DQ RSSRUWXQLW\ IRU LQSXW ZHOO EH\RQG ZKDW WKH WDULII UHTXLUHV
c.

The Brattle/Licata Review

$V LV GLVFXVVHG LQ GHWDLO LQ WKH %UDWWOH 5HSRUW DQG LQ WKH &KXSND DQG /LFDWD
$IILGDYLWV %UDWWOH/LFDWD FDUHIXOO\ DQG FRPSOHWHO\ HYDOXDWHG WKH FRPPHUFLDO DQG WHFKQLFDO
YLDELOLW\ RI DQ ) FODVV IUDPH ZLWK 6&5 LQ 1<& /, DQG WKH *- /RFDOLW\ 7KH\ ZRUNHG
FROODERUDWLYHO\ ZLWK 1(5$6 / WKH 1<,62 VWDII DQG YDULRXV PDQXIDFWXUHUV RI 6&5V DQG
RWKHU HTXLSPHQW WR EHWWHU XQGHUVWDQG WKH SHUIRUPDQFH RI 0DUVK /DQGLQJ DQG LWV UHOHYDQFH WR
VHOHFWLQJ D SUR[\ XQLW LQ 1HZ <RUN %HFDXVH WKH\ ZHUH IRFXVHG RQ D VLQJOH LVVXH LQVWHDG
RI WKH KXQGUHG RU PRUH WKDW 1(5$6 / KDG WR FRQVLGHU %UDWWOH/LFDWD ZHUH DEOH WR H[DPLQH
LQ JUHDWHU GHWDLO WKH SDVW WHFKQLFDO IDLOXUHV DW WKH 3XHUWR 5LFR DQG .HQWXFN\ IDFLOLWLHV WR
HYDOXDWH WKHLU DSSOLFDELOLW\ WRGD\ 7KH\ DOVR UHYLHZHG WKH SHUIRUPDQFH DQG FKDUDFWHULVWLFV
RI WZR RWKHU UHDVRQDEO\ DQDORJRXV JHQHUDWLQJ VWDWLRQV LH WKH 0F&HOODQ DQG 0F&OXUH
)DFLOLWLHV LQ &DOLIRUQLD ZKLFK KDYH EHHQ RSHUDWLQJ ZLWK KLJK WHPSHUDWXUH 6&5 DSSOLFDWLRQV
EDVHG XSRQ GHVLJQ SULQFLSOHV VLPLODU WR WKRVH XVHG IRU 0DUVK /DQGLQJ



$UW  RI WKH ,62 $JUHHPHQW



6HH /LFDWD $IILGDYLW DW   



6HH LG DW   



6HH LG DW  %UDWWOH DQG /LFDWD DOVR KDG GLVFXVVLRQV ZLWK $7&2 (PLVVLRQ 0DQDJHPHQW
DQ 6&5 YHQGRU 7KHVH GLVFXVVLRQV ZKLFK ZHUH KHOG WRR ODWH WR EH LQFOXGHG LQ WKH %UDWWOH 5HSRUW
SURYLGHG %UDWWOH DQG /LFDWD ZLWK DGGLWLRQDO XVHIXO LQIRUPDWLRQ DERXW WKH WHFKQLFDO DQG FRPPHUFLDO



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH %UDWWOH 5HSRUW IXOO\ DGGUHVVHG WKH HQJLQHHULQJ FKDOOHQJHV DVVRFLDWHG ZLWK WKH
FRQILJXUDWLRQ RI 6&5 RQ VLPSOH F\FOH WXUELQHV ZLWK KLJK WHPSHUDWXUH H[KDXVW JDV WKH
IHDVLELOLW\ RI FRPSOLDQFH ZLWK HQYLURQPHQWDO FRQVWUDLQWV LQ VRXWKHDVWHUQ 1HZ <RUN WKH
FRPPHUFLDO DYDLODELOLW\ DQG WKH WHFKQLFDO DGYDQFHPHQW RYHU WKH ODVW GHFDGH RI 6&5 DQG
FDWDO\VW WHFKQRORJLHV IRU KLJK WHPSHUDWXUH DSSOLFDWLRQV WKH DYDLODEOH RSHUDWLQJ SHUIRUPDQFH
RI VXFK KLJK WHPSHUDWXUH DSSOLFDWLRQV RQ VLPSOH F\FOH JDV WXUELQH XQLWV DQG WKH FRVWV RI
FRQVWUXFWLRQ RSHUDWLRQ DQG PDLQWHQDQFH
7KH %UDWWOH 5HSRUW FRQFOXGHG WKDW ERWK WKH ) FODVV IUDPH DQG 6&5 HPLVVLRQV FRQWUROV
DUH PDWXUH DQG SURYHQ WHFKQRORJLHV WKDW FRXOG EH VXFFHVVIXOO\ DQG HFRQRPLFDOO\ LQWHJUDWHG WR
PHHW FXUUHQW %$&7/$(5 HPLVVLRQV UHTXLUHPHQWV H[SHFWHG IRU VRXWKHDVWHUQ 1HZ <RUN ,Q
DGGLWLRQ WKH %UDWWOH 5HSRUW FRQFOXGHG WKDW 6 /¶V HVWLPDWH RI DGGLWLRQDO FRVWV WR LQVWDOO DQG
RSHUDWH D KRW WHPSHUDWXUH 6&5 RQ DQ ) FODVV IUDPH ZDV FRQVHUYDWLYHO\ KLJK $V D UHVXOW WKH
%UDWWOH 5HSRUW IXUWKHU FRQFOXGHG WKDW WKH ) FODVV IUDPH ZLWK 6&5 LV HFRQRPLFDOO\ YLDEOH DV
UHTXLUHG E\ WKH 6HUYLFHV 7DULII DQG WKHUHIRUH VKRXOG EH GHVLJQDWHG DV WKH ³SHDNLQJ XQLW´ ±
LH ³WKH XQLW ZLWK WHFKQRORJ\ WKDW UHVXOWV LQ WKH ORZHVW IL[HG FRVWV DQG KLJKHVW YDULDEOH FRVWV
DPRQJ DOO RWKHU XQLWV¶ WHFKQRORJ\ WKDW DUH HFRQRPLFDOO\ YLDEOH´ ± IRU 1<& /, DQG WKH */RFDOLW\
7KH &KXSND $IILGDYLW DQG /LFDWD $IILGDYLW DOVR PDNH LW FOHDU WKDW QRWZLWKVWDQGLQJ
FHUWDLQ XQIRXQGHG DOOHJDWLRQV RI ³ELDV´ PDGH E\ FHUWDLQ VWDNHKROGHUV %UDWWOH DQG /LFDWD
FRQGXFWHG DOO RI WKHLU ZRUN LPSDUWLDOO\ DQG WR WKH EHVW RI WKHLU DELOLW\ ZLWKRXW FRQVLGHULQJ
SRVLWLRQV WDNHQ LQ SULRU ZRUN RU WKH SHUFHLYHG LQWHUHVW RI DQ\ RWKHU HQWLW\ LQ WKHLU
FRQFOXVLRQV
$V ZDV QRWHG DERYH WKH 1<,62 VROLFLWHG DQG UHYLHZHG VWDNHKROGHU FRPPHQWV RQ WKH
%UDWWOH 5HSRUW WKDW ERWK VXSSRUWHG DQG RSSRVHG LWV FRQFOXVLRQV ,Q DGGLWLRQ RQ 1RYHPEHU 
 ,331< VXEPLWWHG VL[WHHQ TXHVWLRQV WR WKH 1<,62 UHJDUGLQJ WKH %UDWWOH 5HSRUW 7KH
1<,62 SRVWHG LWV UHVSRQVHV WZR GD\V ODWHU $OO ZULWWHQ VWDNHKROGHU FRPPHQWV WKDW ZHUH
VXEPLWWHG WR WKH %RDUG ZHUH UHFHLYHG RQ 1RYHPEHU  
d.

The NYISO Properly Concluded that an F Class Frame
with SCR Is Technically and Economically Viable for NYC,
LI, and the G-J Locality

$IWHU UHYLHZLQJ WKH %UDWWOH 5HSRUW DQG WKH VWDNHKROGHU FRPPHQWV UHVSRQGLQJ WR LW WKH
1<,62 VWDII FRQFOXGHG WKDW DQ ) FODVV IUDPH ZLWK 6&5 ZDV D WHFKQLFDOO\ DQG HFRQRPLFDOO\
YLDEOH SUR[\ XQLW WHFKQRORJ\ ,W FDPH WR WKLV FRQFOXVLRQ IRU PXOWLSOH UHDVRQV

YLDELOLW\ DV ZHOO DV WKH SHUIRUPDQFH RI 6&5 V\VWHPV LQVWDOOHG RQ VLPSOH F\FOH WXUELQHV LQFOXGLQJ )
FODVV IUDPH WXUELQHV ,G DW 


6HH 6HUYLFHV 7DULII 6HFWLRQ 



/LFDWD $IILGDYLW DW  &KXSND $IILGDYLW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
)LUVW WKH %UDWWOH 5HSRUW H[SODLQHG WKH GLVWLQJXLVKLQJ FKDUDFWHULVWLFV RI WKH IDLOHG
3XHUWR 5LFR DQG .HQWXFN\ 6&5 LQVWDOODWLRQV DQG HPSKDVL]HG WKDW WKHLU IDLOXUH GLG QRW PHDQ
WKDW 6&5 WHFKQRORJ\ ZDV LQFRPSDWLEOH ZLWK D ) FODVV IUDPH XQLW WRGD\ :KLOH 1(5$6 /
KDG FRQFOXGHG WKDW WKH ) FODVV IUDPH XQLW ZLWK 6&5 VKRXOG QRW EH FKRVHQ DV WKH SUR[\ XQLW LQ
SDUW GXH WR WKH IDLOXUH RI WKH 6&5 ZKHQ H[SRVHG WR WKH KLJKHU WHPSHUDWXUH JDVHV H[LWLQJ WKH )
FODVV WXUELQH WKH %UDWWOH 5HSRUW SURYLGHG HYLGHQFH RI VXFFHVVIXO PLGKLJK WHPSHUDWXUH 6&5
DSSOLFDWLRQV 7KH %UDWWOH 5HSRUW DOVR ORRNHG PRUH FORVHO\ DW WKH IDLOXUHV LQ .HQWXFN\ DQG
3XHUWR 5LFR DQG GHWHUPLQHG WKDW WKH\ ZHUH FDXVHG SULPDULO\ E\ SRRU HQJLQHHULQJ GHVLJQ
VSHFLILFDWLRQV LQDSSURSULDWH FRQVWUXFWLRQ DQG WKH XVH RI FDWDO\VW WKDW LV QRZ RII WKH PDUNHW
,W WKHUHE\ GLVSHOOHG WKH QRWLRQ WKDW WKHUH DUH LQKHUHQW OLPLWDWLRQV LQ 6&5 DSSOLFDWLRQV FDXVHG
E\ JDVHV WKDW UHDFK WHPSHUDWXUHV LQ WKH UDQJH DVVRFLDWHG ZLWK WKH ) FODVV IUDPH XQLW
0RUHRYHU WKH %UDWWOH 5HSRUW H[SODLQHG WKDW WHFKQRORJ\ KDV DGYDQFHG GXULQJ WKH \HDUV WKDW
KDYH SDVVHG VLQFH WKH IDLOHG LQVWDOODWLRQV DW WKH &DPEDODFKH DQG 5LYHUVLGH )DFLOLWLHV
6HFRQG WKH %UDWWOH 5HSRUW SURYLGHG DGGLWLRQDO LQIRUPDWLRQ UHJDUGLQJ 0DUVK
/DQGLQJ¶V FRQWLQXHG VXFFHVVIXO RSHUDWLRQ DQG FRPSOLDQFH ZLWK DSSOLFDEOH HQYLURQPHQWDO
UHTXLUHPHQWV 7KH %UDWWOH 5HSRUW UHDVRQDEO\ UHOLHG RQ &RQWLQXRXV (PLVVLRQV 0RQLWRULQJ
6\VWHP ³&(06´ GDWD REWDLQHG IURP WKH (3$¶V &OHDQ $LU 0DUNHWV ZHEVLWH %HFDXVH WKH
UHOHYDQW (3$ UHTXLUHPHQWV DUH WKH VDPH LQ &DOLIRUQLD DQG 1HZ <RUN 0DUVK /DQGLQJ¶V
DELOLW\ WR VDWLVI\ LWV HQYLURQPHQWDO UHVWULFWLRQV LV GLUHFWO\ UHOHYDQW WR WKH DELOLW\ RI QHZ ) FODVV
IUDPHV ZLWK 6&5 WR GR VR LQ 1<& /, DQG WKH *- /RFDOLW\ 
7KLUG WKHUH LV QRZ WKUHH PRUH PRQWKV RI RSHUDWLQJ GDWD IRU 0DUVK /DQGLQJ WKDQ WKHUH
ZDV ZKHQ WKH 1(5$6 / UHSRUW ZDV FRPSOHWHG %UDWWOH/LFDWD KDG ILYH PRQWKV RI GDWD IRU
DOO IRXU $V 1<,62 VWDNHKROGHUV KDYH DUJXHG E\ WKH WLPH WKDW WKH %UDWWOH 5HSRUW ZDV
FRPSOHWHG 0DUVK /DQGLQJ KDG QHDUO\ HTXDOHG WKH QLQH PRQWKV DQG  KRXUV RI /06
RSHUDWLQJ KLVWRU\ WKDW H[LVWHG DW WKH WLPH WKDW WKH %RDUG FRQFOXGHG WKDW WKH /06 ZDV
YLDEOH LQ WKH ODVW 'HPDQG &XUYH 5HVHW 7KH /LFDWD $IILGDYLW DOVR H[SODLQV WKDW WKHUH LV HYHU\
UHDVRQ WR H[SHFW WKDW 0DUVK /DQGLQJ ZLOO FRQWLQXH WR SHUIRUP ZHOO LQ WKH IXWXUH
:KLOH WKH SXEOLFO\ DYDLODEOH GDWD DQG WKH LQIRUPDWLRQ SURYLGHG E\ 036$ VKRZ WKDW
WKH 0DUVK /DQGLQJ SURMHFW LV RSHUDWLQJ VXFFHVVIXOO\ DIWHU VL[ PRQWKV WKH 1<,62 XQGHUVWDQGV
WKDW 6 / FRQWLQXHV WR EHOLHYH WKDW DQ ) FODVV IUDPH ZLWK 6&5 LV QRW SURYHQ WHFKQRORJ\ JLYHQ
WKH IDLOXUHV RI SUHYLRXV SURMHFWV 6 / ZRXOG UHTXLUH WZHOYH PRQWKV RI GDWD EHIRUH DFFHSWLQJ
WKDW 0DUVK /DQGLQJ ZDV YLDEOH $V WKH &RPPLVVLRQ LV DZDUH TXDOLILHG H[SHUWV FDQ
VRPHWLPHV FRPH WR FRPSHWLQJ FRQFOXVLRQV 7KLV LV HVSHFLDOO\ WUXH ZKHQ LW FRPHV WR
SUHGLFWLQJ WKH IXWXUH SHUIRUPDQFH RI WHFKQRORJ\ 1HYHUWKHOHVV EDVHG XSRQ WKH FOHDU


$V GHWDLOHG LQ WKH %UDWWOH 5HSRUW %$&7/$(5 HPLVVLRQ FRQWURO UHTXLUHPHQWV HVWDEOLVKHG
E\ WKH IHGHUDO &OHDQ $LU $FW DQG DGPLQLVWHUHG LQ 1HZ <RUN 6WDWH E\ WKH 1<6'(& KDYH UHVXOWHG LQ
YHU\ VWULQJHQW HPLVVLRQV OLPLWV IRU PDMRU VRXUFHV RI FULWHULD SROOXWDQWV VXFK DV 12[ 6HH %UDWWOH
5HSRUW DW  6LPLODU %$&7/$(5 HPLVVLRQV OLPLWV ZHUH HVWDEOLVKHG E\ WKH &DOLIRUQLD $LU
5HVRXUFHV %RDUG IRU 0DUVK /DQGLQJ


6HH /LFDWD $IILGDYLW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
HYLGHQFH RI WHFKQLFDO DQG HFRQRPLF YLDELOLW\ SURYLGHG E\ 0DUVK /DQGLQJ DQG DV LV GLVFXVVHG
LQ IXUWKHU GHWDLO EHORZ WKH 1<,62 KDV FRQFOXGHG WKDW WKH %UDWWOH 5HSRUW¶V UHFRPPHQGDWLRQ
RQ WKH IHDVLELOLW\ RI LQWHJUDWLQJ WZR SURYHQ DQG PDWXUH WHFKQRORJLHV ± DQ ) FODVV IUDPH
WXUELQH HQJLQHHUHG ZLWK 6&5 HPLVVLRQV FRQWUROV ± VKRXOG EH DFFHSWHG
%H\RQG 0DUVK /DQGLQJ WKH %UDWWOH 5HSRUW DOVR GHWDLOHG RWKHU H[DPSOHV RI KRW
WHPSHUDWXUH 6&5 DSSOLFDWLRQV IXQFWLRQLQJ ZHOO LQ WKH HOHFWULF JHQHUDWLQJ VHFWRU 7KHVH
LQFOXGHG WZR H[LVWLQJ IUDPHW\SH WXUELQH DQG 6&5 LQVWDOODWLRQV WKDW GDWH WR WKH PLGV
LH WKH 0F&OHOODQ DQG 0F&OXUH IDFLOLWLHV LQ &DOLIRUQLD DV ZHOO DV RWKHU DSSOLFDWLRQV DW
DHURGHULYDWLYH FRPEXVWLRQ WXUELQHV %UDWWOH/LFDWD H[DPLQHG PRUH WKDQ  DGGLWLRQDO
KRXUV RI UHOHYDQW RSHUDWLQJ GDWD IRU WKH 0F&OHOODQG DQG 0F&OXUH IDFLOLWLHV WKDW ZDV QRW
FRQVLGHUHG E\ 6 / %UDWWOH/LFDWD DOVR JDWKHUHG DGGLWLRQDO SXEOLF LQIRUPDWLRQ WKDW LQGLFDWHG
VLJQLILFDQW LQWHUHVW LQ KLJK WHPSHUDWXUH 6&5 DSSOLFDWLRQV IURP ERWK FDWDO\VW YHQGRUV 036$
DQG RWKHU 6&5 PDQXIDFWXUHUV VXFK DV $7&2
)RXUWK LQ WKH  ,&$3 'HPDQG &XUYH UHVHW WKH 1<,62 SURSRVHG DQG WKH
&RPPLVVLRQ XOWLPDWHO\ DFFHSWHG WKH /06 DV D SUR[\ XQLW HYHQ WKRXJK FHUWDLQ
VWDNHKROGHUV SURWHVWHG WR WKH &RPPLVVLRQ WKDW WKH YLDELOLW\ RI WKH /06 KDG QRW \HW EHHQ
GHPRQVWUDWHG 7KH &RPPLVVLRQ UHMHFWHG DOO VXFK DUJXPHQWV ,W HPSKDVL]HG WKDW XQGHU WKH
6HUYLFHV 7DULII ³>H@FRQRPLF YLDELOLW\ LV D PDWWHU RI MXGJPHQW´ ,W DOVR VWDWHG WKDW
7KH /06 LV D UHODWLYHO\ QHZ WHFKQRORJ\ ZLWK OLWWOH RSHUDWLQJ KLVWRU\ EXW LWV
FRPSRQHQWV DUH EDVHG RQ WKH )$ DQG /0 ,Q DGGLWLRQ WKH &) JDV
WXUELQH KDV RYHU  PLOOLRQ KRXUV RI RSHUDWLQJ H[SHULHQFH LQ ERWK DLUFUDIW
HQJLQHV DQG LQGXVWULDO DSSOLFDWLRQV :KLOH LW LV DFFXUDWH WKDW WKLV FRPELQDWLRQ
RI WKH WHFKQRORJ\ LV QHZ DQG PD\ QRW IROORZ WKH KLVWRULF SHUIRUPDQFH RI WKH
FRPSRQHQWV LQ XQFRPELQHG DSSOLFDWLRQV ZH GLVDJUHH ZLWK .H\6SDQ¶V
VWDWHPHQW WKDW WKLV WUDFN UHFRUG LV LQDSSOLFDEOH 7KH UHOLDELOLW\ RI WKH
FRPSRQHQWV SURYLGHV FRQILGHQFH LQ WKH FRPELQHG DSSOLFDWLRQ 7KLV OHYHO RI
FRQILGHQFH LV LQFUHDVHG E\ WKH IDFW WKDW WKH /06 KDV EHHQ RSHUDWLQJ
ZLWKRXW DQ\ UHFXUULQJ LVVXHV RU PDMRU SUREOHPV ZLWK UHOLDELOLW\ WUHQGLQJ XS
DQG DYDLODELOLWLHV LQ WKH XSSHU  SHUFHQW UDQJH
7KH 1<,62 UHVSHFWIXOO\ VXEPLWV WKDW HVVHQWLDOO\ WKH VDPH FRQVLGHUDWLRQV VXSSRUW
ILQGLQJ WKDW WKH ) FODVV IUDPH ZLWK 6&5 LV YLDEOH WRGD\ ,Q  WKH 1<,62 UHOLHG
SULQFLSDOO\ RQ WKH SHUIRUPDQFH UHFRUG RI D VLQJOH /06 LQ 6RXWK 'DNRWD ZKHUH WKHUH
ZHUH QRW HQYLURQPHQWDO UHVWULFWLRQV VLPLODU WR WKRVH LQ 1<& 7KXV WKH 1<,62¶V UHOLDQFH RQ
GDWD IURP 0DUVK /DQGLQJ LV FRQVLVWHQW ZLWK SUHFHGHQW 6LPLODUO\ OLNH WKH /06 WKH )
FODVV IUDPH ZLWK 6&5 LV D FRPELQDWLRQ RI SURYHQ DQG PDWXUH WHFKQRORJLHV WKDW KDYH
UHODWLYHO\ UHFHQWO\ GHPRQVWUDWHG WKHLU DELOLW\ WR IXQFWLRQ WRJHWKHU LQ D VLQJOH LQWHJUDWHG
V\VWHP $V WKH %UDWWOH 5HSRUW DQG /LFDWD DIILGDYLWV HPSKDVL]H ZLWK SURSHU GHVLJQ DQG


6HH %UDWWOH 5HSRUW DW 



1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
HQJLQHHULQJ RI H[KDXVW JDV WHPSHULQJ DQG DSSURSULDWH FDWDO\VW VHOHFWLRQ WKHVH WZR
WHFKQRORJLHV FDQ ZRUN WRJHWKHU UHOLDEO\ 7KH VXFFHVVIXO RSHUDWLRQ RI 0DUVK /DQGLQJ DQG WKH
0F&OHOODQ DQG 0F&OXUH IDFLOLWLHV VKRZV FOHDUO\ WKDW WKH FRPELQDWLRQ FDQ EH FRPPHUFLDOO\
DQG WHFKQLFDOO\ YLDEOH $OWKRXJK WKH UHFRUG RI VXFFHVVIXO RSHUDWLRQ RI WKH ) FODVV IUDPH
ZLWK 6&5 LV UHODWLYHO\ VKRUW LW LV KLJKO\ UHOHYDQW
)LIWK DV WKH /LFDWD $IILGDYLW H[SODLQV WKH 1<,62 QRZ KDV EHWWHU UHDVRQ WR EHOLHYH
WKDW WKHUH LV VLJQLILFDQW FRPPHUFLDO LQWHUHVW LQ GHYHORSLQJ ) FODVV IUDPHV ZLWK 6&5V WKDQ ZDV
WKH FDVH DW WKH WLPH WKDW WKH 1(5$6 / 5HSRUW ZDV FRPSOHWHG
)LQDOO\ WKH 1(5$6 / 5HSRUW %UDWWOH 5HSRUW 0HHKDQ $IILGDYLW DQG &KXSND
$IILGDYLW DOO DIILUP WKHUH LV QR TXHVWLRQ WKDW ) FODVV IUDPH ZLWK 6&5 XQLWV DUH WKH ORZHVW
IL[HG FRVW DQG KLJKHVW YDULDEOH FRVWV RSWLRQ DQG DUH WKXV FOHDUO\ ³HFRQRPLFDOO\ YLDEOH´ ,Q
1<& /, DQG WKH *- /RFDOLW\ 7KH RQO\ SRVVLEOH REMHFWLRQ WR WKHLU VHOHFWLRQ DV WKH SUR[\
XQLW IRU WKRVH UHJLRQV LV WR DUJXH WKDW WKH\ DUH QRW WHFKQLFDOO\ YLDEOH %XW WKH %UDWWOH 5HSRUW
&KXSND $IILGDYLW DQG /LFDWD $IILGDYLW SHUVXDVLYHO\ GHPRQVWUDWH WKDW WKH\ DUH
,Q WKH HQG WKH %RDUG SURSHUO\ FRQFOXGHG WKDW WKH ) FODVV IUDPH ZLWK 6&5 VDWLVILHG WKH
WDULII¶V UHTXLUHPHQWV DQG WKXV VKRXOG EH VHOHFWHG DV WKH SUR[\ XQLW IRU WKH HQYLURQPHQWDOO\
FRQVWUDLQHG SRUWLRQV RI 1HZ <RUN 6WDWH ,W FRXOG QRW UHDVRQDEO\ KDYH VHOHFWHG WKH PXFK
PRUH H[SHQVLYH /06 XQLW JLYHQ WKH LQIRUPDWLRQ SUHVHQWHG E\ VWDNHKROGHU DUJXPHQWV WKH
%UDWWOH 5HSRUW DQG WKH &KXSND DQG /LFDWD $IILGDYLWV HVWDEOLVKLQJ WKH ) FODVV IUDPH ZLWK
6&5¶V WHFKQLFDO DQG HFRQRPLF YLDELOLW\ 7KLV LV HVSHFLDOO\ WUXH JLYHQ WKDW 3-0 KDV UHOLHG
ZLWK WKH &RPPLVVLRQ¶V DSSURYDO RQ VLPLODU WHFKQRORJ\ IRU QHDUO\ VHYHQ \HDUV WR VHW &21(
YDOXHV LQ LWV FDSDFLW\ PDUNHWV
4.

Consideration of Demand Response Technology

,Q WKH SULRU ,&$3 'HPDQG &XUYH UHVHW WKH 1<,62 ³H SORUHG DQG GLVFXVVHG ZLWK
VWDNHKROGHUV WKH SRVVLELOLW\ RI XVLQJ GLVSHUVHG JHQHUDWLQJ UHVRXUFHV RU 'HPDQG 6LGH
5HVRXUFHV    ´ DV WKH SHDNLQJ WHFKQRORJ\ 7KH 1<,62 UHDVRQHG WKDW
>'@HPDQG UHVSRQVH SUHVHQWO\ DYDLODEOH JHQHUDOO\ GRHV QRW KDYH WKH DELOLW\ WR
UHVSRQG WR ORQJHU GHSOR\PHQWV XQGHU FXUUHQW PDUNHW UXOH GHVLJQV )XUWKHU
WKHUH LV QRW DQ HVWDEOLVKHG VHW RI SDUDPHWHUV RU FKDUDFWHULVWLFV IRU D SDUWLFXODU
WHFKQRORJ\ RI GHPDQG UHVSRQVH WR EH LGHQWLILHG ZLWK DQ\ UHDVRQDEOH PHDVXUH
RI FHUWDLQW\ (YHQ LI DQ LGHQWLILHG WHFKQRORJ\ FRXOG EH DVFHUWDLQHG ZLWK
FHUWDLQW\ WKH IL[HG DQG YDULDEOH FRVWV PDGH LW XQVXLWDEOH IRU FRQVLGHUDWLRQ LQ
WKH FXUUHQW 'HPDQG &XUYH UHVHW UHYLHZ


%UDWWOH 5HSRUW DW LY  /LFDWD $IILGDYLW DW 



/LFDWD $IILGDYLW DW 



 ,&$3 'HPDQG &XUYH UHVHW ILOLQJ OHWWHU DW  1RY   



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
%XW WKH 1<,62 DOVR FRPPLWWHG LQ WKDW ILOLQJ WR FRQVLGHU WKH XVH RI GHPDQG UHVSRQVH
DV WKH SHDNLQJ XQLW LQ WKH FXUUHQW UHVHW F\FOH
7KH )LUVW  'HPDQG &XUYH 2UGHU DFFHSWHG WKH 1<,62¶V FRQFOXVLRQ UHJDUGLQJ
GHPDQG UHVSRQVH EXW DOVR QRWHG WKH 1<,62¶V FRPPLWPHQW WR PRUH FORVHO\ VWXG\ WKH XVH RI
GHPDQG UHVSRQVH LQ WKLV UHVHW 7KH &RPPLVVLRQ VWDWHG
>:@H ZLOO DFFHSW 1<,62¶V XQFRQWHVWHG DVVHUWLRQ WKDW GHPDQG UHVSRQVH
WHFKQRORJLHV DUH QRW SUDFWLFDO IRU XVH EHFDXVH RI GHSOR\PHQW OLPLWDWLRQV RI
FXUUHQW PDUNHW UXOH GHVLJQV WKH ODFN RI SDUDPHWHUV IRU GHPDQG UHVRXUFH
WHFKQRORJ\ DQG WKH XQVXLWDELOLW\ RI IL[HG DQG YDULDEOH FRVWV :H QRWH WKDW
1<,62 VWDWHV WKDW LW ZLOO FRQVLGHU WKH XVH RI GHPDQG UHVRXUFH WHFKQRORJ\ LQ
WKH QH[W GHPDQG FXUYH UHVHW F\FOH FRQWLQJHQW XSRQ EHWWHU GHILQLWLRQ RI WKH
SURFHVV IRU LGHQWLI\LQJ WHFKQRORJ\ W\SHV DQG WKH PHWKRGRORJ\ DQG D PHDQV WR
TXDQWLI\« WKH IL[HG DQG YDULDEOH FRVWV DVVRFLDWHG ZLWK WKRVH WHFKQRORJLHV
7KH )7, 5HSRUW UHFRJQL]HG WKDW GHPDQG UHVSRQVH LV DQ LPSRUWDQW SDUWLFLSDQW LQ
FDSDFLW\ PDUNHWV %XW LW DOVR H[SODLQHG WKDW QHLWKHU WKH FRVW QRU WKH RIIHU SULFH RI GHPDQG
UHVSRQVH ZDV DQ DSSURSULDWH PHDVXUH RI WKH ORQJUXQ FRVW RI FDSDFLW\ 6SHFLILFDOO\ LW
REVHUYHG WKDW
7KH FRVW WR SRZHU FRQVXPHUV RI UHGXFLQJ FRQVXPSWLRQ LQ RUGHU WR SURYLGH
LQFUHPHQWDO GHPDQG UHVSRQVH ZRXOG QRW SURYLGH D ZRUNDEOH EDVLV IRU VHWWLQJ
QHW &21( EHFDXVH LW LV LQKHUHQWO\ FXVWRPHU VSHFLILF UHIOHFWLQJ WKH QHW FRVW RI
UHGXFHG FRQVXPSWLRQ XQLTXH WR WKDW FRQVXPHU UDWKHU WKDQ D JHQHULF FRVW WKDW
FDQ EH EHQFKPDUNHG LQ WKH VDPH PDQQHU DV WKH FRVW RI EXLOGLQJ D JHQHUDWLQJ
IDFLOLW\
7KH )7, 5HSRUW WKHUHIRUH FRQFOXGHG ³WKDW WKHUH LV QR ZHOOGHILQHG H[RJHQRXV FRVW RI
GHPDQG UHVSRQVH WKDW FDQ EH PHDVXUHG LQ DGYDQFH DQG XVHG DV D VXSHULRU EHQFKPDUN IRU WKH
ORQJUXQ FRVW RI FDSDFLW\ LQ 1<,62 PDUNHWV´ DQG WKDW ³WKH HVWLPDWHG ORQJUXQ FRVW RI
SK\VLFDO JHQHUDWLRQ XVHG WR PHHW ILUP ORDG LV D PRUH UHOLDEOH ORQJUXQ EHQFKPDUN IRU WKH
FDSDFLW\ PDUNHW GHPDQG FXUYH´
&HUWDLQ VWDNHKROGHUV UHVSRQGHG WR WKH )7, 5HSRUW E\ VXJJHVWLQJ WKDW DQ DJJUHJDWH RU
UHVRXUFHW\SH FRVW IRU GHPDQG UHVSRQVH FRXOG EH LGHQWLILHG 1<,62 VWDII FRQFOXGHG WKDW LW
KDG QR GDWD WKDW FRXOG EH XVHG IRU WKLV SXUSRVH 7KH 1<,62 6WDII 5HSRUW WKHUHIRUH DJUHHG


,G



)LUVW  'HPDQG &XUYH 2UGHU DW 3 



)7, 5HSRUW DW L[



)7, 5HSRUW DW 
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
ZLWK WKH )7, 5HSRUW WKDW GHPDQG UHVSRQVH WHFKQRORJ\ VKRXOG QRW EH FRQVLGHUHG DV D SRWHQWLDO
SHDNLQJ XQLW LQ WKLV UHVHW
$FFRUGLQJO\ WKH %RDUG HQGRUVHG WKH 1<,62 6WDII 5HSRUW¶V GHWHUPLQDWLRQ WKDW D
JHQHUDWLRQ WHFKQRORJ\ VKRXOG EH XVHG DV WKH SHDNLQJ XQLW 7KH 1<,62 UHVSHFWIXOO\ VXEPLWV
WKDW WKLV SURSRVDO LV MXVW DQG UHDVRQDEOH JLYHQ WKH QDWXUH RQ GHPDQG UHVSRQVH UHVRXUFHV DQG
DVNV WKDW WKH &RPPLVVLRQ DFFHSW LW
B.

'HYHORSPHQW RI )L[HG DQG 9DULDEOH &RVW (OHPHQWV DQG 'HWHUPLQDWLRQ RI
1HW (QHUJ\ DQG $QFLOODU\ 6HUYLFHV 5HYHQXHV

1(5$6 / GHYHORSHG WKH IL[HG DQG YDULDEOH FRVW HOHPHQWV DQG WKH GHWHUPLQDWLRQ RI
QHW HQHUJ\ DQG DQFLOODU\ VHUYLFHV UHYHQXHV WKDW ZHUH XWLOL]HG DV WKH EDVLV IRU GHYHORSLQJ WKH
,&$3 'HPDQG &XUYH SDUDPHWHUV IRU WKH 1(5$6 / 5HSRUW WKH 1<,62 6WDII 5HSRUW DQG
WKH %UDWWOH 5HSRUW %UDWWOH HYDOXDWHG WKH FRVWV GHYHORSHG E\ 1(5$6 / IRU WKH ) FODVV
IUDPH ZLWK 6&5 SHDNLQJ SODQW DQG GHWHUPLQHG WKDW WKH\ ZHUH DSSURSULDWH 8WLOL]LQJ 1(5$
GHYHORSHG FRVWV DQG UHYHQXHV DFURVV DOO WKH UHSRUWV HQVXUHV FRQVLVWHQF\ LQ WKH UHVXOWV
1.

'XDO )XHO &DSDELOLW\

,Q WKH SULRU ,&$3 'HPDQG &XUYH UHVHW LW ZDV DVVXPHG WKDW RQO\ WKH 1<& SHDNLQJ
SODQW ZRXOG UHTXLUH GXDO IXHO FDSDELOLW\ 6XFK FDSDELOLW\ ZDV UHTXLUHG E\ WKH &RQVROLGDWHG
(GLVRQ &RPSDQ\ RI 1HZ <RUN¶V JDV WDULII ,Q WKH FXUUHQW UHVHW 1(5$6 / GHWHUPLQHG WKDW
D PRUH VWULQJHQW  VHFRQG IXHO VZLWFKLQJ UHTXLUHPHQW KDG GHYHORSHG XQGHU FHUWDLQ
FRQGLWLRQV IRU 1<& 7KH /06 DQG :DUWVLOD XQLWV FRXOG PHHW WKHVH UHTXLUHPHQWV EXW WKH
) FODVV IUDPH FRXOG RQO\ GR VR ZLWK FHUWDLQ PRGLILFDWLRQV $ IXHO VZLWFKLQJ FDSDELOLW\ FRVW
DGGHU ZDV WKHUHIRUH HVWDEOLVKHG IRU WKH 1<& ) FODVV IUDPH
6RPH VWDNHKROGHUV DVNHG 1(5$6 / WR FRQVLGHU ZKHWKHU GXDO IXHO FDSDELOLW\ VKRXOG
DOVR EH DVVXPHG IRU WKH SHDNLQJ SODQWV LQ RWKHU UHJLRQV $IWHU FDUHIXOO\ H[DPLQLQJ WKH LVVXHV
1(5$6 / FRQFOXGHG WKDW SURMHFWV VLWLQJ LQ /, RU WKH *- /RFDOLW\ ZRXOG OLNHO\ EH UHTXLUHG
WR KDYH GXDO IXHO FDSDELOLW\ )RU H[DPSOH WKH JDV WDULIIV IRU WKH ORFDO GLVWULEXWLRQ FRPSDQLHV
LQ /, DQG /RDG =RQHV * + DQG , UHTXLUH WKDW JHQHUDWLQJ SODQWV WDNLQJ JDV VHUYLFHV KDYH GXDO
IXHO FDSDELOLW\ )XUWKHU 1(5$6 / REVHUYHG WKDW QHDUO\ DOO WKH SURSRVHG DQG QHZO\ EXLOW
IDFLOLWLHV LQ WKHVH DUHDV ZHUH EHLQJ GHYHORSHG ZLWK GXDO IXHO FDSDELOLW\ 1(5$6 /
FRQFOXGHG WKDW WKH GXDO IXHO UHTXLUHPHQW DVVXPHG IRU WKHVH UHJLRQV ZRXOG QRW OLPLW WKH
LQWHUFRQQHFWLRQ ORFDWLRQV IRU VLWLQJ QHZ SODQWV LQ WKHVH UHJLRQV DQG ZRXOG IDFLOLWDWH WKH SUR[\
SODQW EHLQJ UHSUHVHQWDWLYH RI SRWHQWLDO QHZ SURMHFWV FRPLQJ LQWR WKHVH /RFDOLWLHV 7KH 1<,62
6WDII UHSRUW DJUHHG ZLWK WKLV FRQFOXVLRQ



6HH LG DW 



,G DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KXV 1(5$6 / UHFRPPHQGHG WKDW D UHTXLUHPHQW RI GXDO IXHO FDSDELOLW\ EH
DVVXPHG IRU HDFK /RFDOLW\ LH WKH *- /RFDOLW\ 1<& DQG /,  EXW WKDW QR VXFK FDSDELOLW\ LV
UHTXLUHG IRU WKH 1<&$ SUR[\ SODQW 7KH 1<,62 6WDII 5HSRUW DJUHHG ZLWK WKLV FRQFOXVLRQ
6HYHUDO VWDNHKROGHUV DGGUHVVHG WKH GXDO IXHO LVVXH LQ WKHLU FRPPHQWV RQ WKH 1<,62
6WDII 5HSRUW DQG WKHLU 2FWREHU DUJXPHQWV WR WKH %RDUG $PRQJ WKH VWDNHKROGHUV WKDW
RSSRVHG WKH GXDO IXHO UHTXLUHPHQWV '36 DUJXHG WKDW WKH SUR[\ XQLW LQ WKH *- /RFDOLW\ FRXOG
EH VHUYHG GLUHFWO\ IURP DQ LQWHUVWDWH SLSHOLQH DQG WKHUHIRUH ZRXOG QRW QHHG GXDO IXHO
FDSDELOLW\
2WKHU VWDNHKROGHUV DUJXHG LQ IDYRU RI WKH DVVXPSWLRQ RI GXDO IXHO FDSDELOLW\ ,331<
DUJXHG WKDW GXDO IXHO FDSDELOLW\ LV QHFHVVDU\ IRU HFRQRPLF YLDELOLW\ IRU ERWK WKH *- /RFDOLW\
DQG 1<& SUR[\ XQLWV (QWHUJ\ VXSSRUWHG WKH GXDO IXHO FDSDELOLW\ UHTXLUHPHQW LQ WKH */RFDOLW\ DV WKH JDV WUDQVSRUWDWLRQ WDULIIV RI WKH GLVWULEXWLRQ FRPSDQLHV LQ WKDW /RFDOLW\
PDQGDWH WKDW HOHFWULF JHQHUDWRUV KDYH GXDO IXHO FDSDELOLW\ 0RUHRYHU KDYLQJ GXDO IXHO
FDSDELOLW\ LQ WKDW FRQVWUDLQHG /RFDOLW\ ZLOO VXSSRUW JDV DQG HOHFWULF PDUNHW FRRUGLQDWLRQ
LVVXHV
7KH ,QGLFDWHG 1<72V DJUHH WKDW WKH SUR[\ XQLW VKRXOG EH GXDOIXHOHG EXW RQO\ LQ
1<& DQG QRW LQ WKH *- /RFDOLW\ ZKHUH WKHUH DUH QR 1<,62 RU LQWHUVWDWH SLSHOLQH GXDO IXHO
FDSDELOLW\ UHTXLUHPHQWV
7KH %RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
2.

Interconnection Costs

7R GHWHUPLQH WKH DPRXQW RI LQWHUFRQQHFWLRQ FRVWV WR EH LQFOXGHG LQ WKH DQDO\VLV
1(5$6 / GHYHORSHG HVWLPDWHV RI 6\VWHP 8SJUDGH )DFLOLWLHV ³68)´ FRVWV EDVHG RQ
VXEVWDWLRQV ZLWK RSHQ EUHDNHU SRVLWLRQV DV ZHOO DV WKH EXV W\SH DQG YROWDJH XVHG LQ 1<,62
GHOLYHUDELOLW\ VWXGLHV XVLQJ D ODUJHU FRQWLQJHQF\ RI  WKDQ ZDV XVHG IRU WKH SODQW FRVW
HVWLPDWHV 1(5$6 / EDVHG DGGLWLRQDO FRVWV RI SURWHFWLRQ 68)V KHDGURRP SD\PHQWV DQG
&RQQHFWLQJ 7UDQVPLVVLRQ 2ZQHU $WWDFKPHQW )DFLOLWLHV RQ DQ DYHUDJH RI WKHVH FRVWV IRU
UHSUHVHQWDWLYH SURMHFWV IURP FODVV \HDU &< VWXGLHV IRU &< &< DQG &<



,G 6HH DOVR /LFDWD $IILGDYLW DW 



7KHUH DUH WZR W\SHV RI LQWHUFRQQHFWLRQ VHUYLFH DYDLODEOH WKURXJK WKH 1<,62¶V
LQWHUFRQQHFWLRQ SURFHVV (QHUJ\ 5HVRXUFH ,QWHUFRQQHFWLRQ 6HUYLFH (5,6 DQG &DSDFLW\ 5HVRXUFH
,QWHUFRQQHFWLRQ 6HUYLFH &5,6  7KH 1<,62 HYDOXDWHV QHZ SURMHFWV UHTXHVWLQJ &5,6 5LJKWV ZLWKLQ
WKH &ODVV <HDU VWXG\ SURFHVV XVLQJ WKH GHOLYHUDELOLW\ WHVW GHILQHG LQ 6HF  RI WKH 1<,62 2$77
7KH SURMHFWV WKDW DUH GHWHUPLQHG WR EH GHOLYHUDEOH LQ IXOO RU LQ SDUW DUH DZDUGHG &5,6 5LJKWV XS WR
WKHLU 0: GHOLYHUDELOLW\ OHYHO )RU WKRVH SURMHFWV GHHPHG XQGHOLYHUDEOH LQ IXOO RU LQ SDUW WKH 1<,62
GHWHUPLQHV WKH OHDVW FRVW V\VWHP XSJUDGHV WR DFKLHYH IXOO GHOLYHUDELOLW\ ZKLFK DUH WKH 6\VWHP
'HOLYHUDELOLW\ 8SJUDGH FRVWV



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH 1<,62¶V GHOLYHUDELOLW\ VWXGLHV LQGLFDWHG WKDW WKH JDV WXUELQH SODQWV ZHUH
GHOLYHUDEOH DW DOO VXEVWDWLRQV LQ DOO ]RQHV 7KH RQO\ VXEVWDQWLYH FRPPHQW E\ VWDNHKROGHUV
UHODWHG WR LQWHUFRQQHFWLRQ FRVWV UDLVHG WKH SRVVLELOLW\ WKDW LQWHUFRQQHFWLRQV LQ 1<& PLJKW
KDYH WR LQFOXGH DQ DOORZDQFH IRU ³VWRUP KDUGHQLQJ´ FRVWV EDVHG RQ HYDOXDWLRQV IROORZLQJ
6XSHUVWRUP 6DQG\ $ UHYLHZ ZLWK &RQ (GLVRQ RI WKH VXEVWDWLRQV VHOHFWHG IRU WKH
LQWHUFRQQHFWLRQ HVWLPDWHV LQGLFDWHG WKDW QRQH RI WKHVH VXEVWDWLRQV UHTXLUHG HOHYDWLRQ
7KH 1<,62 6WDII 5HSRUW DJUHHG ZLWK 1(5$6 /¶V FRQFOXVLRQ DQG WKH %RDUG
DFFHSWHG WKH 1<,62 6WDII 5HSRUW V UHFRPPHQGDWLRQ
3.

Capital Investment and Other Plant Costs

7KH 1<,62 SURSRVHV WR XVH WKH FDSLWDO FRVW GHWHUPLQDWLRQV WKDW ZHUH GHYHORSHG E\
1(5$6 / ,GHQWLILHG FDSLWDO FRVWV LQFOXGH GLUHFW FRVWV ZLWKLQ WKH HQJLQHHULQJ
SURFXUHPHQW DQG FRQVWUXFWLRQ ³(3&´ FRQWUDFWV RZQHU¶V FRVWV QRW FRYHUHG E\ WKH (3&
LQFOXGLQJ ³VRFLDO MXVWLFH´ FRVWV ILQDQFLQJ FRVWV GXULQJ FRQVWUXFWLRQ DQG ZRUNLQJ FDSLWDO DQG
LQLWLDO LQYHQWRULHV )RU ORFDWLRQV LQ 1<& 1(5$6 / GHYHORSHG DQG LQFOXGHG DQ
LQFUHPHQWDO FRVW RI LQFUHDVLQJ SODQW HOHYDWLRQV E\  IHHW IRU IORRG SURWHFWLRQ EDVHG RQ
)(0$¶V SRVW 6XSHUVWRUP 6DQG\ LQXQGDWLRQ PDSV 1(5$6 / DOVR LQFOXGHG LQOHW
HYDSRUDWLYH FRROLQJ IRU DOO JDV WXUELQH WHFKQRORJLHV )RU WKH UHJLRQV ZKHUH GXDO IXHO
FDSDELOLW\ LV UHTXLUHG 1(5$6 / LQFOXGHG WKH DVVRFLDWHG FDSLWDO FRVWV DV D VHSDUDWH
LQFUHPHQWDO FRVWV )RU WKH SUR[\ XQLW LQ 1<& 1(5$6 / DGGHG  IRU WKH DELOLW\ WR VZDS
IXHO GXULQJ RSHUDWLRQ 1(5$6 / DOVR DGGHG LQ FDSLWDO FRVWV DVVRFLDWHG ZLWK WKH DSSURSULDWH
HQYLURQPHQWDO FRVWV IRU HDFK XQLW DQG UHJLRQ 7KH FDSLWDO LQYHVWPHQW FRVWV IRU WKH SODQWV IRU
HDFK =RQH DUH LQFOXGHG LQ 7DEOH $ RI WKH 1<,62 6WDII 5HSRUW DQG LQ 7DEOH  RI WKH
1<,62 6WDII 5HSRUW
7KH 1<,62 6WDII 5HSRUW DJUHHG ZLWK WKLV FRQFOXVLRQ DQG WKH %RDUG DFFHSWHG WKH
1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
4.

Property Taxes
a.

NYC Tax Abatement

7KH 1HZ <RUN /HJLVODWXUH HQDFWHG OHJLVODWLRQ LQ 0D\  WKDW DPHQGHG WKH 1HZ
<RUN 6WDWH 5HDO 3URSHUW\ 7D[ ODZ WR SURYLGH SURSHUW\ WD[ DEDWHPHQWV RI  RI WKH
DEDWHPHQW EDVH IRU WKH ILUVW  \HDUV WR VRPH HOHFWULFDO JHQHUDWLQJ IDFLOLWLHV ORFDWHG LQ 1<&
SHDNLQJ XQLWV DV GHILQHG E\ WKH 1<,62 WDULIIV DQG XQLWV FHUWLILFDWHG EHIRUH $SULO  
WKDW DYHUDJH QR PRUH WKDQ  UXQ KRXUV SHU VWDUW DQQXDOO\



1<,62 6WDII 5HSRUW DW 



,G DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH 1(5$6 / PRGHO LQGLFDWHG WKDW WKH ) FODVV IUDPH ZLWK 6&5 PHHWV WKH KRXUO\
UXQ WLPH SHU VWDUW FULWHULD IRU WD[ DEDWHPHQW )XUWKHU 1(5$6 / GHWHUPLQHG WKDW LW ZDV
UHDVRQDEOH WR DVVXPH WKDW D SHDNLQJ XQLW LQ 1<& WKDW LV FRPSOHWHG IRU RSHUDWLRQ GXULQJ WKH
SHULRG FRYHUHG E\ WKLV ,&$3 'HPDQG &XUYH UHVHW ZRXOG KDYH UHFHLYHG LWV FRQVWUXFWLRQ
SHUPLW SULRU WR $SULO   $FFRUGLQJO\ 1(5$6 / DFFRXQWHG IRU WKH HIIHFW RI WKH WD[
DEDWHPHQW LQ WKH GHWHUPLQDWLRQ RI OHYHOL]HG FDUU\LQJ FKDUJHV IRU WKH SUR[\ XQLW LQ 1<&
7KH 1<,62 6WDII DJUHHG ZLWK WKH DVVXPSWLRQ WKDW WKH DEDWHPHQW VKRXOG EH DSSOLFDEOH
LQ GHYHORSLQJ UHIHUHQFH SULFHV 1<,62 6WDII IXOO\ H[SHFWV WKH DEDWHPHQW SURYLVLRQ WR EH
H[WHQGHG E\ WKH /HJLVODWXUH
,Q LWV 2FWREHU FRPPHQWV RQ WKH 1<,62 6WDII 5HSRUW WKH &LW\ H[SUHVVHG LWV VWURQJ
VXSSRUW IRU WKH DVVXPSWLRQ WKDW WKH SUR[\ XQLW IRU WKH 1<& 'HPDQG &XUYH ZRXOG EH IXOO\
HOLJLEOH IRU DQG WKHUHIRUH ZRXOG UHFHLYH WKH WD[ DEDWHPHQW
7KH %RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
b.

Payments in Lieu of Taxes Elsewhere

1(5$6 / V ILQDO UHFRPPHQGDWLRQ IRU D XQLIRUP SURSHUW\ WD[ UDWH LQ DOO RWKHU
UHJLRQV RI WKH VWDWH RWKHU WKDQ 1<& LV  7KLV UDWH ZKLFK LV PXFK ORZHU WKDQ WKH LQLWLDO
UHFRPPHQGHG UDWH RI  WDNHV LQWR DFFRXQW VWDNHKROGHU FRPPHQWV WKDW PDQ\ SURMHFWV LQ
RWKHU MXULVGLFWLRQV KDYH EHHQ DEOH WR QHJRWLDWH SD\PHQWV LQ OLHX RI WD[HV ³3,/27´
DJUHHPHQWV DW UDWHV VXEVWDQWLDOO\ ORZHU WKDQ  1(5$6 / IRXQG WKDW WKHVH 3,/27
DJUHHPHQWV KDYH EHHQ ZLGHO\ UHFHLYHG E\ QHZ SRZHU SODQW SURMHFWV HYHQ RQ /, ZKHUH
JHQHUDWLRQ GHYHORSHUV KDYH YHU\ OLPLWHG VLWLQJ RSWLRQV
7KH 1<,62 DJUHHG ZLWK WKH ILQDO UHFRPPHQGDWLRQ ILQGLQJ LW WR EH D UHDVRQDEOH
UHSUHVHQWDWLRQ RI SURSHUW\ WD[ UDWHV EDVHG RQ DYDLODEOH GDWD
7KH %RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ



,Q FRQWUDVW 1(5$6 / GHWHUPLQHG WKDW WKH PRUH HIILFLHQW FRPELQHG F\FOH SODQW ZRXOG QRW
TXDOLI\ IRU WKH DEDWHPHQW DV WKH UHVWULFWLRQ RQ RSHUDWLQJ WLPH ZRXOG VLJQLILFDQWO\ UHGXFH QHW
UHYHQXHV


1<,62 6WDII 5HSRUW DW 



$OWKRXJK *RYHUQRU &XRPR YHWRHG D ELOO WKDW H[WHQGHG WKH DEDWHPHQW DORQJ ZLWK XQUHODWHG
H[SDQVLRQ SURYLVLRQV KH LQGLFDWHG WKDW KH ZRXOG VLJQ D ELOO WKDW H[WHQGHG WKH SURJUDPV ZLWKRXW WKH
H[SDQVLRQ SURYLVLRQV


1<,62 6WDII 5HSRUW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
5.

Fixed Operating and Maintenance Costs

7R GHYHORS WKH IL[HG RSHUDWLQJ DQG PDLQWHQDQFH ³2 0´ FRVWV ZKLFK DUH
VXPPDUL]HG LQ 7DEOH $ RI WKH 1(5$6 / 5HSRUW DVVRFLDWHG ZLWK WKH SUR[\ XQLWV
LQFOXGLQJ WKH ) 1(5$6 / DVVXPHG WKDW WKH ODQG DVVRFLDWHG ZLWK WKH XQLW ZRXOG EH OHDVHG
3URSHUW\ WD[HV DUH EDVHG RQ W\SLFDO WD[HV IRU WKH MXULVGLFWLRQ FKRVHQ LQ HDFK PDUNHW 1<& /,
DQG &DSLWDO =RQH  1(5$6 / LQFOXGHG DQ DOORZDQFH IRU SHULRGLF RSHUDWLRQV DQG HPLVVLRQV
WHVWLQJ IRU WKH XQLWV ZLWK GXDO IXHO FDSDELOLW\ ,Q UHVSRQVH WR VWDNHKROGHU FRQFHUQV
1(5$6 / UHYLVHG LWV LQLWLDO HVWLPDWH WR UHIOHFW UHFHQW LQFUHDVHV LQ LQVXUDQFH FRVWV
7KH 1<,62 6WDII 5HSRUW DJUHHG ZLWK WKH UHFRPPHQGHG IL[HG 2 0 FRVWV DQG WKH
%RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
6.

Performance Characteristics and Variable O&M Costs

1(5$6 / GHYHORSHG SHUIRUPDQFH FKDUDFWHULVWLFV HPLVVLRQV DQG VWDUWXS FRVWV IRU
WKH XQLWV LW HYDOXDWHG ZKLFK DUH VHW RXW LQ 7DEOH  RI WKH 1<,62 6WDII 5HSRUW 7KH 1<,62
VXSSOLHG GDWD WR 1(5$6 / RQ WKH UHIHUHQFH WHPSHUDWXUHV WR XVH WR GHWHUPLQH FDSDFLW\
UDWLQJV IRU ,&$3 7KH 1<,62 EDVHV ,&$3 UDWLQJV IRU JHQHUDWLQJ XQLWV RQ 'HSHQGDEOH
0D[LPXP 1HW &DSDELOLW\ WHVWV ZKLFK DUH FRUUHFWHG WR WKH DYHUDJH RI WKH DPELHQW
WHPSHUDWXUH DW WKH WLPH RI WKH 1<,62 VHDVRQDO SHDN ORDGV RYHU WKH ODVW IRXU \HDUV
1(5$6 / XVHG DYHUDJH VXPPHU DQG ZLQWHU FRQGLWLRQV IRU HDFK UHJLRQ WR GHWHUPLQH WKH
FDSDFLW\ UDWLQJV XVHG IRU HVWLPDWLQJ QHW HQHUJ\ UHYHQXHV
7KH YDULDEOH 2 0 FRVWV XVHG LQ WKH PRGHO DUH SULPDULO\ GULYHQ E\ WKH SHULRGLF
PDLQWHQDQFH F\FOHV RI HDFK XQLW 3ODQW JHQHUDWLQJ RXWSXW DOVR LQIOXHQFHV WKHVH FRVWV
7KH 1<,62 VXSSRUWV 1(5$6 /¶V FRQFOXVLRQV DQG WKH %RDUG DFFHSWHG WKH
1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
7.

Development of Levelized Carrying Charges

1(5$6 / DQDO\]HG WKH HOHPHQWV WR EH XVHG LQ GHYHORSLQJ OHYHOL]HG FDUU\LQJ
FKDUJHV DQG GHWHUPLQHG WKH DQQXDO FDUU\LQJ FKDUJH UDWH XVLQJ WKH VDPH PHWKRGRORJ\ WKDW ZDV
XVHG IRU WKH SUHYLRXV 'HPDQG &XUYH UHVHW VWXG\ ZLWK WKH H[FHSWLRQ WKDW WKH FXUUHQW 1HZ
<RUN &LW\ SURSHUW\ WD[ DEDWHPHQW LV PRUH DSSURSULDWHO\ WUHDWHG LQ WKH OHYHOL]HG FDUU\LQJ
FKDUJH WKDQ DV D IL[HG RSHUDWLRQV DQG PDLQWHQDQFH FRVW EHFDXVH WKH DQQXDO 1<& SURSHUW\ WD[
DPRXQW YDULHV RYHU WKH SODQW¶V XVHIXO OLIH
1(5$6 / SURSRVHG D  UDWLR RI GHEW WR WRWDO FDSLWDO ZLWK D  LQWHUHVW UDWH RQ
GHEW DQG D  UHWXUQ RQ HTXLW\ IRU GHWHUPLQLQJ WKH ZHLJKWHG DYHUDJH FRVW RI FDSLWDO 7KH
UHWXUQ RQ HTXLW\ ZDV FDOFXODWHG XVLQJ WKH &DSLWDO $VVHW 3ULFLQJ 0RGHO ³&$30´  ZKLFK


1<,62 6WDII 5HSRUW DW 



,G DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
\LHOGHG DQ DYHUDJH H[SHFWHG UHWXUQ RI  SOXV D ³FDOLEUDWLRQ DGGHU´ RI 
1(5$6 / GLG QRW XVH D FDOLEUDWLRQ DGMXVWPHQW LQ WKH SULRU ,&$3 'HPDQG &XUYH UHVHW EXW
FRQFOXGHG WKDW RQH ZDV ZDUUDQWHG DW WKLV WLPH 1(5$6 / UHDVRQHG WKDW WKH &$30
UHVXOWV DSSHDUHG WR EH ³SRWHQWLDOO\ WRR ORZ UHODWLYH WR UHJXODWHG UDWHV RI UHWXUQ´ DQG WKDW ³WKH
&$30 LV VXEMHFW WR ELDV DW WLPHV GXULQJ WKH LQWHUHVW UDWH F\FOH´ 1(5$6 / DOVR ZHUH
FRQFHUQHG WKDW DGGLWLRQDO H[WHUQDO IDFWRUV VXFK DV WKH )HGHUDO 5HVHUYH¶V TXDQWLWDWLYH HDVLQJ
SURJUDP FRXOG GLVWRUW &$30 UHVXOWV
1(5$6 / SHUIRUPHG WKH FDOLEUDWLRQ DGMXVWPHQW E\ DSSO\LQJ WKH &$30 PRGHO WR D
VDPSOH RI UHJXODWH XWLOLWLHV LQFOXGLQJ WZR 1HZ <RUN WUDQVPLVVLRQ RZQHUV ZKRVH VHUYLFH
WHUULWRULHV HQFRPSDVVHG DOO RU SRUWLRQV RI 1<& DQG WKH *- /RFDOLW\ DQG FRPSDULQJ WKRVH
H[SHFWHG UHWXUQV WR WKH UHWXUQV DOORZHG E\ UHJXODWRUV 2Q DYHUDJH WKH &$30 PRGHO \LHOGHG
DQ DYHUDJH H[SHFWHG UHWXUQ IRU UHJXODWHG XWLOLWLHV RI  DQG  IRU 1HZ <RUN XWLOLWLHV
%XW LQ WKH UHDO ZRUOG UHJXODWRUV DUH SUHVHQWO\ DOORZLQJ KLJKHU UHWXUQV HJ JHQHUDOO\ EHWZHHQ
 DQG  $OORZHG UHWXUQV LQ 1HZ <RUN 6WDWH ZHUH RQO\ VOLJKWO\ EHORZ WKH DYHUDJH DW
 $FFRUGLQJO\ 1(5$6 / DSSOLHG D FRQVHUYDWLYH FDOLEUDWLRQ DGMXVWPHQW WR LQFUHDVH
WKH HVWLPDWHG UHWXUQ E\ WKH GLIIHUHQFH EHWZHHQ WKH REVHUYHG UHWXUQV DQG D ORZHU WKDQ DYHUDJH
UHJXODWHG UHWXUQ RI DSSUR[LPDWHO\ 
7KH 0HHKDQ $IILGDYLW SURYLGHV DGGLWLRQDO H[SODQDWLRQ RI ZK\ WKH FDOLEUDWLRQ
DGMXVWPHQW LV DSSURSULDWH JLYHQ FXUUHQW ILQDQFLDO PDUNHW FRQGLWLRQV DQG WKH LQKHUHQW ELDVHV RI
&$30
1(5$6 / FRQVLGHUHG VWDNHKROGHU LQSXW RQ LWV DQDO\VLV DQG JDYH D SUHVHQWDWLRQ RQ
WKH VXEMHFW DW WKH -XQH  ,&$3:* PHHWLQJ ,Q GHYHORSLQJ WKH ILQDQFLDO SDUDPHWHUV
GHVFULEHG DERYH 1(5$6 / XVHG D ORQJ WHUP LQIODWLRQ UDWH RI  DQG D VKRUW WHUP UDWH RI
 1(5$6 / UHFRPPHQG WKH VKRUW WHUP UDWH RI  IRU HVFDODWLQJ WKH GHPDQG FXUYHV
RYHU WKH WKUHH DSSOLFDEOH FDSDELOLW\ SHULRGV
7KH 1<,62 6WDII 5HSRUW FRQFOXGHG WKDW WKH GHEWHTXLW\ SDUDPHWHUV SURYLGHG D
UHDVRQDEOH EDODQFH DQG FRQFXUUHG ZLWK 1(5$6 /¶V UHFRPPHQGDWLRQV 7KH %RDUG
DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ
a.

Amortization Period

7KH ,&$3 'HPDQG &XUYHV PXVW EH EDVHG RQ DQ DVVXPHG DPRUWL]DWLRQ SHULRG DW WKH
HTXLOLEULXP H[FHVV SRLQW WKDW ZLOO \LHOG UHYHQXHV WR LQGXFH QHZ HQWU\ ZKHQ LW LV QHHGHG WR
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
VDWLVI\ PLQLPXP UHTXLUHPHQWV ,Q RUGHU WR GHWHUPLQH WKH DPRUWL]DWLRQ SHULRG IRU WKH SUR[\
XQLWV 1(5$6 / UHYLVLWHG WKH PHWKRGRORJ\ WKDW LW XVHG LQ WKH SULRU ,&$3 'HPDQG &XUYH
UHVHW LH LW GLG QRW VWULFWO\ DVVXPH D IL[HG SHULRG ,QVWHDG 1(5$6 / FRQVLGHUHG WKH ULVN
RI H[FHVV FDSDFLW\ WKH VORSH RI WKH ,&$3 'HPDQG &XUYHV DQG WKH VORSH RI WKH HQHUJ\ DQG
DQFLOODU\ VHUYLFH QHW UHYHQXH IXQFWLRQ 7KLV PHWKRGRORJ\ ZKLFK ZDV UHYLHZHG H[WHQVLYHO\
E\ WKH &RPPLVVLRQ GXULQJ WKH SULRU ,&$3 'HPDQG &XUYH UHVHW LQWHUQDOO\ DQG DXWRPDWLFDOO\
DGMXVWV WKH UHIHUHQFH SULFHV WR UHIOHFW WKH ]HUR FURVVLQJ SRLQW RI WKH 'HPDQG &XUYH DQG FDQ
DFFRXQW IRU UHYHQXH YRODWLOLW\ DVVRFLDWHG ZLWK DOWHUQDWH VORSHV
$V SDUW RI LWV DQDO\VLV LQ WKLV UHVHW SURFHVV 1(5$6 / UHFRPPHQGHG DQ HFRQRPLF
DQDO\VLV SHULRG LH WKH SHULRG RYHU ZKLFK WKH HFRQRPLFV RI D JHQHUDWLQJ XQLW LQYHVWPHQW DUH
H[DPLQHG DQG RYHU ZKLFK DQ LQYHVWRU ZLOO UHFRYHU D UHWXUQ RI DQG RQ LQYHVWHG FDSLWDO RI 
\HDUV IRU WKH /06 DQG RI  \HDUV IRU WKH ) FODVV IUDPH 7KLV LV GLIIHUHQW IURP WKH
SHULRGV XVHG LQ WZR SUHYLRXV F\FOHV ZKHQ 1(5$ UHFRPPHQGHG  \HDUV IRU ERWK
WHFKQRORJLHV 7KH VKRUWHQHG WLPH SHULRG UHIOHFWV WKH SRVVLELOLW\ RI FKDQJLQJ WHFKQRORJ\ DV
LQYHVWRUV ZLOO ZDQW WR DQDO\]H D UHFRYHU\ SHULRG WKDW LV VKRUWHU WKDQ WKH SRWHQWLDO SK\VLFDO OLIH
RI WKH HTXLSPHQW WR DFFRXQW IRU UHGXFHG UHYHQXHV WKDW FRXOG UHVXOW IURP FRPSHWLWLRQ DJDLQVW
QHZ WHFKQRORJ\
7KH VKRUWHQHG HFRQRPLF DQDO\VLV SHULRG HVSHFLDOO\ IRU WKH ) FODVV IUDPH XQLW DOVR
UHIOHFWV WKH SRVVLELOLW\ RI LQFUHDVHG HQYLURQPHQWDO UHJXODWLRQV HVSHFLDOO\ WKRVH OLPLWLQJ
FDUERQ HPLVVLRQV 7KH VKRUWHQHG HFRQRPLF DQDO\VLV SHULRG LV DOVR PRUH OLNHO\ WR UHVXOW LQ
SULFHV WKDW ZLOO DWWUDFW LQYHVWPHQW JLYHQ WKH YHU\ UHDO ULVN WKDW JHQHUDWRU SHUIRUPDQFH ZLOO QRW
EH H[DFWO\ DV PRGHOHG $ SHULRG RI  \HDUV LV DOVR FRQVLVWHQW ZLWK WKH HFRQRPLF DQDO\VLV
SHULRG RI  \HDUV WKDW 3-0 XVHV IRU DQDORJRXV SXUSRVHV LQ LWV FDSDFLW\ PDUNHW GHVLJQ
7KH 1<,62 6WDII 5HSRUW GHWHUPLQHG WKDW WKH DPRUWL]DWLRQ SHULRGV FKRVHQ E\
1(5$6 / SURYLGHG D UHDVRQDEOH EDODQFH DQG FRQFXUUHG ZLWK WKH UHFRPPHQGDWLRQV RI 
\HDUV IRU WKH /06 DQG  \HDUV IRU WKH ) FODVV IUDPH
,Q WKHLU FRPPHQWV RQ WKH 1<,62 6WDII 5HSRUW VRPH VWDNHKROGHUV LQFOXGLQJ WKH '36
DQG 0,&LW\ FULWLFL]HG 1(5$6 / IRU VKRUWHQLQJ WKH DPRUWL]DWLRQ SHULRGV DUJXLQJ WKDW WKH
FKDQJHV DUH XQMXVWLILHG GHSDUWXUHV IURP SDVW UHVHWV 6SHFLILFDOO\ 0,&LW\ DVVHUWHG WKDW OLWWOH
LI DQ\ MXVWLILFDWLRQ KDV EHHQ SURYLGHG WR VXSSRUW WKH VKRUWHU DPRUWL]DWLRQ SHULRGV 0,&LW\
FODLPHG WKDW WKH SURSRVHG DGMXVWPHQWV WR WKH DPRUWL]DWLRQ SHULRG DUH LQ IDFW DQ DWWHPSW E\
1(5$6 / WR DVVXPH D JUHDWHU OHYHO RI H[FHVV FDSDFLW\ WKDQ WKH DPRXQW SUHVFULEHG E\ WKH
6HUYLFHV 7DULII
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
2Q WKH RWKHU KDQG ,331< DUJXHG IRU D VKRUWHU DPRUWL]DWLRQ SHULRG D \HDU SHULRG
LQ 1<& DQG WKH *- /RFDOLW\ DQG D \HDU SHULRG LQ 1<&$ ,331< VXJJHVWHG WKDW WKH ULVN
DVVRFLDWHG ZLWK QHZ HQWU\ KDV LQFUHDVHG DQG IDFLOLWLHV ZLOO RQO\ EH ILQDQFHG LI WKDW ULVN LV
DGHTXDWHO\ DGGUHVVHG 0RUHRYHU ,331< VXJJHVWHG WKDW WKH H[FHVV FDSDFLW\ OHYHOV WKDW
1(5$6 / EXLOW LQWR WKH PRGHO GLVFXVVHG EHORZ LQ 6HFWLRQ ,9% GR QRW DGHTXDWHO\
DGGUHVV WKH IDFW WKDW FDSLWDO FRVW UHFRYHU\ WLPH LQFUHDVHV VKDUSO\ ZLWK HYHQ D VPDOO DPRXQW RI
H[FHVV FDSDFLW\
7KH ,QGLFDWHG 1<72V VXSSRUWHG WKH XVH RI D  \HDU DPRUWL]DWLRQ SHULRG DV VLPSOH
F\FOH XQLWV PRUH WKDQ  \HDUV ROG DUH FRPPRQ LQ 1<& DQG SXUFKDVHUV DUH ZLOOLQJ WR SD\
VLJQLILFDQW DPRXQWV IRU JHQHUDWRUV WKDW DUH PRUH WKDQ  \HDUV ROG FLWLQJ 7HQDVND¶V
SXUFKDVH RI 86 3RZHU *HQHUDWLQJ &RPSDQ\ IRU  PLOOLRQ  7KH ,QGLFDWHG 1<72V
DUJXHG WKDW WKHUH LV QR VXSSRUW IRU FODLP WKDW LQYHVWRUV ZLOO XVH D VKRUWHU WLPH KRUL]RQ LQ
GHWHUPLQLQJ OHYHOL]HG FRVWV RU IRU WKH FODLP WKDW GHYHORSHUV ZLOO GHPDQG DQ DFFHOHUDWHG
UHFRYHU\ 7KH ,QGLFDWHG 1<72V VXJJHVWHG WKDW 1(5$6 / OLNHO\ PDGH WKH FKDQJH WR WKH
DPRUWL]DWLRQ SHULRGV LQ UHVSRQVH WR WKH ,331<¶V FRQFHUQ WKDW DFWXDO H[FHVV FDSDFLW\ LV KLJKHU
WKDQ WKH OHYHO RI H[FHVV FDSDFLW\ DVVXPHG LQ WKH PRGHO 7KH ,QGLFDWHG 1<72V DOVR DUJXHG LQ
WKH DOWHUQDWLYH WKDW LI  \HDU DVVXPSWLRQ LV NHSW WKH UHVLGXDO YDOXH VKRXOG EH FKDQJHG DV
LW GRHV QRW DFFRXQW IRU WKH DGGLWLRQDO QHW UHYHQXHV WKDW WKH SUR[\ XQLW ZLOO UHFHLYH
7KH %RDUG FDUHIXOO\ FRQVLGHUHG DOO RI WKHVH VWDNHKROGHU DUJXPHQWV ,W DFFHSWHG WKH
1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ EHFDXVH LW EHOLHYHG WKDW LW ZDV WKH PRVW UHDVRQDEOH
IRU WKH ) FODVV IUDPH ZLWK 6&5 7KH HFRQRPLF DQDO\VLV SHULRGV FKRVHQ IRU WKH HYDOXDWLRQ
ZHUH EDVHG RQ UHDOLVWLF H[SHFWDWLRQV 7KXV WKH DPRUWL]DWLRQ SHULRG FKRVHQ E\ 1(5$6 /
ZDV RQH RI D VHW RI UHDVRQDEOH ILQDQFLQJ DVVXPSWLRQV WKDW UHIOHFWV SURMHFWV DVVRFLDWHG ZLWK D
ODUJHU FRUSRUDWH FDSLWDO VWUXFWXUH ZKLOH UHFRJQL]LQJ WKH SRVVLELOLW\ RI WKH GHYHORSPHQW RI
SHDNLQJ XQLW QRW DVVRFLDWHG ZLWK D ODUJHU FRUSRUDWH FDSLWDO VWUXFWXUH
b.

Original Issue Discount

,Q WKH FRPPHQWV RQ WKH 1<,62 6WDII 5HSRUW ,331< DUJXHG WKDW VRPH H[SOLFLW
RULJLQDO LVVXH GLVFRXQW ³2,'´ FRVWV PXVW EH LQFOXGHG LQ WKH ILQDQFLQJ FKDUJHV ,331<
FULWLFL]HG 1(5$6 / IRU DVVXPLQJ WRWDO ILQDQFLQJ FRVWV IRU WKH SUR[\ XQLW RI  PLOOLRQ
ZKLFK LV VXEVWDQWLDOO\ EHORZ WKH WRWDO ILQDQFLQJ FRVWV RI UHFHQW XQLWV $VWRULD (QHUJ\ ,,¶V WRWDO
ILQDQFLQJ IHHV RI  PLOOLRQ $VWRULD *HQHUDWLQJ &RPSDQ\¶V WRWDO IHHV RI  PLOOLRQ DQG
%D\RQQH (QHUJ\ &HQWHU¶V WRWDO IHHV $FFRUGLQJ WR ,331< WKH FRVW RI GHEW WKDW LV UHIOHFWHG LQ
WKH 'HPDQG &XUYH PRGHO VKRXOG EH FRQVLVWHQW ZLWK UHDO ZRUOG H[SHULHQFH DQG WKXV VKRXOG EH
FDOFXODWHG XVLQJ ILQDQFLQJ FRVWV WKDW DSSUR[LPDWH WKH SURSHUO\ DGMXVWHG DYHUDJH RI UHFHQWO\
FRPSOHWHG ILQDQFLQJV LQ 1HZ <RUN VRPH RI ZKLFK KDYH WKH 2,' FRVWV HPEHGGHG LQ WKH FRVW
RI GHEW
$ ERQG LV LVVXHG DW D GLVFRXQW WR LWV SDU YDOXH DQG WKXV LQFOXGHV DQ 2,' LI LWV FRXSRQ
UDWH LV OHVV WKDQ WKH UHWXUQ WKH PDUNHW UHTXLUHV JLYHQ WKH ULVNLQHVV RI WKH GHEW 7KH \LHOG WR
PDWXULW\ ³<70´ RI WKH ERQG UHIOHFWV WKH SHULRGLF FRXSRQ SD\PHQWV DV ZHOO DV WKH
DSSUHFLDWLRQ RI WKH ERQG SULFH DV LW DSSURDFKHV SDU YDOXH DW PDWXULW\ 7R WKH H[WHQW WKH ERQG
SULFH ZDV LVVXHG DW RU UHPDLQV EHORZ WKH SDU YDOXH LWV <70 YDOXH ZLOO UHIOHFW WKH FRVW RI WKLV


$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
GLVFRXQW 1(5$ HVWLPDWHG WKH  GHEW LQWHUHVW UDWH IURP WKH <70 YDOXHV RI FXUUHQWO\
RXWVWDQGLQJ GHEW LVVXHV :HUH WKRVH GHEW LVVXHV WR LQFOXGH DQ 2,' WKH DVVRFLDWHG FRVW ZRXOG
EH UHIOHFWHG LQ WKH <70 YDOXHV +RZHYHU QRQH RI WKH GHEW LVVXHV DQDO\]HG E\ 1(5$
LQFOXGHG DQ 2,' VR WKHUH ZDV QR DVVRFLDWHG FRVW HPEHGGHG ZLWKLQ WKH <70 YDOXHV DQG
FRUUHFWO\ VR 7KXV DQ 2,' LV QRW QHFHVVDULO\ W\SLFDO RI DOO GHEW ILQDQFLQJV FRQWUDU\ WR
,331<¶V DVVHUWLRQ DQG D IXUWKHU DGMXVWPHQW IRU LW ZRXOG QRW EH DSSURSULDWH
5HJDUGLQJ WKH ILQDQFLQJ FRVWV IRU WKH DIRUHPHQWLRQHG SURMHFWV WKH ILQDQFLQJ IHHV
ZHUH KLJKHU EHFDXVH WKH GHEW DQG HTXLW\ LVVXDQFHV IRU WKRVH SURMHFWV ZHUH IRU VXEVWDQWLDOO\
ODUJHU GROODU DPRXQWV 7KH WRWDO ILQDQFLQJ IHHV DUH FRPSDUDEOH ZKHQ H[SUHVVHG DV D SHUFHQW
RI WRWDO SURMHFW GHEW
7KH %RDUG FRQFXUUHG ZLWK WKH 1<,62 6WDII 5HSRUW¶V FRQFOXVLRQ QRW WR LQFOXGH DQ\
2,' FRVWV LQ WKH ILQDQFLQJ FRVWV
8.

Regulatory Risk

1(5$6 / LQGLFDWHG WKDW ³WKHUH DUH UHDVRQDEOH DUJXPHQWV WKDW D PDUNHW ZKLFK LV
DGPLQLVWUDWLYH >VXFK DV WKH 'HPDQG &XUYH@ LV VXEMHFW WR ULVNV WKDW FDQ EH FDWHJRUL]HG DV
UHJXODWRU\ ULVNV´ 7KXV 1(5$ FRQVLGHUHG ZKHWKHU D VSHFLDO ³UHJXODWRU\ ULVN´ DGMXVWPHQW
ZDV QHFHVVDU\ 1(5$6 / IRXQG WKDW WKH ³'HPDQG &XUYH FRQVWUXFW KDV EHHQ RSHUDWLQJ IRU
WHQ \HDUV (IIRUWV DUH FRQVWDQWO\ XQGHUZD\ WR LPSURYH WKH SURFHVV DQG WR UHILQH HOHPHQWV WKDW
ZRXOG ELDV WKH SURFHVV´ ,W FRQFOXGHG WKDW D UHJXODWRU\ ULVN DGMXVWPHQW ZDV QRW UHTXLUHG GXH
WR WKH 1<,62 LQLWLDWLYHV WR GHYHORS WDULII UHYLVLRQV WKDW ZRXOG LPSURYH LWV FDSDFLW\ PDUNHW
SRZHU PLWLJDWLRQ PHDVXUHV 1(5$6 / UHFRPPHQGHG WKDW WKLV LVVXH EH FRQVLGHUHG DJDLQ LQ
IXWXUH UHVHW SURFHVVHV
7KH 1<,62 6WDII 5HSRUW DFFHSWHG 1(5$6 /¶V FRQFOXVLRQ
$OWKRXJK PRVW VWDNHKROGHUV DJUHHG ZLWK 1(5$6 /¶V FRQFOXVLRQ ,331< DUJXHG LQ
LWV 2FWREHU FRPPHQWV RQ WKH 1<,62 6WDII 5HSRUW WKDW EHFDXVH QR VSHFLDO DOORZDQFH ZDV
PDGH IRU UHJXODWRU\ ULVN WKH ,&$3 'HPDQG &XUYHV GR QRW DGHTXDWHO\ DFFRXQW IRU WKH ULVNV
WKDW PHUFKDQW GHYHORSHUV LQ 1HZ <RUN EHDU ,331< DVVHUWHG WKDW WKH FXUUHQW PLWLJDWLRQ
PHDVXUHV IRU 1<& GLG QRW SUHYHQW WKH HQWU\ RI DOOHJHGO\ VWDWHVXEVLGL]HG DQG XQHFRQRPLF
SURMHFWV VXFK DV  0: RI WKH +XGVRQ 7UDQVPLVVLRQ 3DUWQHUV +9'& OLQH DQG WKH $VWRULD
(QHUJ\ ,, JHQHUDWLQJ XQLW ,331< EODPHG DOOHJHGO\ LQDGHTXDWH PLWLJDWLRQ UXOHV RQ WKH
SRVVLELOLW\ RI LQFUHDVHG H[FHVV FDSDFLW\ LQ WKH PDUNHW DQG TXHVWLRQHG LI WKH SURSRVHG
UHYLVLRQV WR WKH EX\HUVLGH PLWLJDWLRQ UXOHV FDQ EH UHOLHG RQ WR HOLPLQDWH IXWXUH UHJXODWRU\
ULVN
7KH %RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ QRW WR LQFOXGH D
VSHFLDO ³UHJXODWRU\ ULVN´ DGMXVWPHQW


1<,62 6WDII 5HSRUW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH ,&$3 'HPDQG &XUYHV DFFHSWHG E\ WKH &RPPLVVLRQ LQ  DQG  GLG QRW
LQFOXGH D UHJXODWRU\ ULVN DGMXVWPHQW 7KH SURSRVHG ,&$3 'HPDQG &XUYHV DUH UHDVRQDEOH
ZLWKRXW LQFOXGLQJ VXFK DQ DGMXVWPHQW 7KH 1<,62¶V FDSDFLW\ PDUNHW DQG LWV PLWLJDWLRQ UXOHV
KDYH HYROYHG RYHU WLPH DQG WKH 1<,62 LV HQJDJHG LQ D FRQWLQXRXV SURFHVV ZLWK LWV
VWDNHKROGHUV WR GHYHORSPHQW HQKDQFHPHQWV ,Q DQ\ FDVH WKH &RPPLVVLRQ¶V UHFHQWO\
DFFHSWHG FDSDFLW\ PDUNHW SRZHU PLWLJDWLRQ UXOHV EX\HUVLGH DQG VXSSOLHUVLGH IRU WKH */RFDOLW\ ZKLFK DUH VXEVWDQWLDOO\ VLPLODU WR WKH HVWDEOLVKHG ,&$3 PDUNHW SRZHU PLWLJDWLRQ
UXOHV LQ 1<& %HFDXVH WKHVH UXOHV ZHUH DFFHSWHG IRU ILOLQJ E\ WKH &RPPLVVLRQ ZLWKRXW
VXEVWDQWLDO PRGLILFDWLRQ E\ WKH &RPPLVVLRQ LW LV UHDVRQDEOH WR FRQFOXGH WKDW WKH\ DUH
DGHTXDWH WR DGGUHVV WKH ULVNV WKDW ,331< ZRXOG DGGUHVV WKURXJK DQ DGGLWLRQDO ULVN SUHPLXP
0RUHRYHU ,331<¶V FRQFHUQV ZLWK WKH EX\HUVLGH PLWLJDWLRQ UXOHV ZHUH DOVR DGGUHVVHG LQ WKH
&RPPLVVLRQ¶V  RUGHU DFFHSWLQJ LQ SDUW DQG UHMHFWLQJ LQ SDUW ,331<¶V FRPSODLQW RQ WKH
EX\HUVLGH FDSDFLW\ PDUNHW SRZHU PLWLJDWLRQ UXOHV LQ 1<& DQG WKH 1<,62¶V VXEVHTXHQW
FRPSOLDQFH ILOLQJ ,Q DGGLWLRQ WKH ULVNV IDFLQJ VXSSOLHUV ZHUH DOUHDG\ FRQVLGHUHG LQ WKH
GHYHORSPHQW RI RWKHU ,&$3 'HPDQG &XUYH SDUDPHWHUV HJ LQ VHWWLQJ WKH GXUDWLRQ RI WKH
DPRUWL]DWLRQ SHULRG DQG E\ PDNLQJ D FDOLEUDWLRQ DGMXVWPHQW WR LWV UHWXUQ RQ HTXLW\ HVWLPDWH WR
HQVXUH WKDW LW DSSURSULDWHO\ UHIOHFWHG WKH FXUUHQW PDUNHW ULVN SUHPLXP
9.

Assumptions Regarding the Expected Level of Average Excess
Capacity

,Q WKH )LUVW  'HPDQG &XUYH 2UGHU WKH &RPPLVVLRQ GLUHFWHG WKDW QHW HQHUJ\
UHYHQXHV EH GHWHUPLQHG DW WKH ORFDWLRQDO PLQLPXP FDSDFLW\ UHTXLUHPHQWV DQG WKH 1<&$
LQVWDOOHG UHVHUYH PDUJLQ SOXV WKH FDSDFLW\ RI WKH UHIHUHQFH SODQW 1(5$6 / LQFRUSRUDWHG
WKH &RPPLVVLRQ¶V JXLGDQFH LQWR WKHLU ,&$3 'HPDQG &XUYH PRGHO 7KH PRGHO HVWDEOLVKHV
WKH LQVWDOOHG FDSDFLW\ EDVHOLQH DURXQG ZKLFK WKHLU DQDO\VLV RSHUDWHV WR GHWHUPLQH ERWK
FDSDFLW\ DQG QHW HQHUJ\ UHYHQXHV ZKLFK DUH WKHQ XVHG WR GHWHUPLQH WKH UHIHUHQFH SULFH OHYHO
DQG HIIHFWLYH DPRUWL]DWLRQ SHULRG
7KH 1<,62 6WDII 5HSRUW DJUHHG ZLWK WKHVH DVVXPSWLRQV
&HUWDLQ VWDNHKROGHUV TXHVWLRQHG WKHVH DVVXPSWLRQV LQ FRQWH[W RI WKH DPRUWL]DWLRQ
SHULRG ,331< DUJXHG WKDW WKH H[FHVV FDSDFLW\ OHYHOV EXLOW LQWR WKH PRGHO GR QRW DGHTXDWHO\
DGGUHVV WKH ULVN WKDW FDSLWDO FRVW UHFRYHU\ WLPH LQFUHDVHV VKDUSO\ ZLWK D VPDOO DPRXQW RI
H[FHVV FDSDFLW\ DQG WKDW LW LV XQOLNHO\ WKDW SUR[\ XQLW FRXOG EH ILQDQFHG



$VWRULD *HQHUDWLQJ &RPSDQ\ /3 HW DO Y 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF
 )(5&    


1<,62 6WDII 5HSRUW DW 
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH %RDUG DFFHSWHG WKH 1<,62 6WDII 5HSRUW¶V UHFRPPHQGDWLRQ ILQGLQJ WKDW WKH
1(5$6 / PRGHO DQG LWV DVVXPSWLRQV DUH UHDVRQDEOH
10.

Energy and Ancillary Services Revenue (“Net Revenue Offsets”)

1(5$6 / XVHG KLVWRULFDO GDWD IURP 1RYHPEHU   WKURXJK 2FWREHU   WR
EHQFKPDUN WKH RSHUDWLRQ RI WKH 1<,62 V\VWHP LQ RUGHU WR GHWHUPLQH OLNHO\ SURMHFWHG (QHUJ\
DQG $QFLOODU\ 6HUYLFHV 5HYHQXHV ³1HW 5HYHQXH 2IIVHWV´  ZKLFK ZHUH XVHG WR FRPSXWH WKH
QHW FRVW RI QHZ HQWU\ IRU WKH SHDNLQJ XQLW 1(5$6 / V VWDWLVWLFDO PRGHO GHVFULEHG WKH
HIIHFW RI YDULRXV FRVW GULYHUV RQ WKH REVHUYHG ]RQDO ORFDWLRQDOEDVHG PDUJLQDO SULFHV
/%03  7KH SULPDU\ FDXVDO YDULDEOHV LGHQWLILHG ZHUH ORDG WHPSHUDWXUH GDLO\ QDWXUDO JDV
SULFHV DQG WKH DGGLWLRQ RI WZR PDMRU SODQWV LQ 1<& GXULQJ WKH KLVWRULFDO SHULRG 7KH
VWDWLVWLFDO PRGHO ZDV DGMXVWHG WR UHIOHFW WKHVH DGGLWLRQV DV RSHUDWLQJ IRU WKH HQWLUH KLVWRULFDO
SHULRG
1(5$6 / DOVR DGMXVWHG WKH IRUHFDVW WR UHIOHFW WKH H[SHFWHG UHVRXUFH PL[ DQG
FRQGLWLRQV ZKHUH WKH DYDLODEOH FDSDFLW\ LV HTXDO WR WKH PLQLPXP LQVWDOOHG FDSDFLW\
UHTXLUHPHQW SOXV WKH FDSDFLW\ RI WKH UHIHUHQFH SHDNLQJ SODQW 7R PDNH WKHVH DGMXVWPHQWV
1(5$6 / XVHG SURGXFWLRQ FRVW VLPXODWLRQV ZKLFK ZHUH E\ SHUIRUPHG E\ *( (QHUJ\
&RQVXOWLQJ XVLQJ LWV 0XOWL$UHD 3URGXFWLRQ 6LPXODWLRQ 0$36 6RIWZDUH DQG ZKLFK ZHUH
FRQVLVWHQW ZLWK VLPXODWLRQV XVHG IRU WKH PRVW UHFHQW &RQJHVWLRQ $VVHVVPHQW DQG 5HVRXUFH
,QWHJUDWLRQ 6WXG\ &$5,6  1(5$6 / DOVR GHYHORSHG WKH IROORZLQJ /%03 DGMXVWPHQW
IDFWRUV


$Q DGMXVWPHQW WR WKH UHVRXUFH PL[ IRU UHWLUHPHQWV DQG UHVRXUFH DGGLWLRQV WKDW
RFFXUUHG DIWHU WKH KLVWRULFDO SHULRG



$Q DGMXVWPHQW WR EDVHOLQH FRQGLWLRQV IRU WKH GHPDQG FXUYH PRGHO



)DFWRUV IRU GLVFUHWH FDSDFLW\ OHYHOV DERYH DQG EHORZ WKLV SRLQW WR SURYLGH WKH
PRGHO ZLWK WKH DELOLW\ WR DGMXVW FDSDFLW\ OHYHOV LQ LWV GHWHUPLQDWLRQ RI FDSDFLW\
DQG QHW HQHUJ\ UHYHQXHV DQG



)DFWRUV WR FRUUHFW WKH ]RQDO /%03 HVWLPDWHV LQ WKH PRGHO WR QRGDO HVWLPDWHV

1(5$6 / XVHG WKH VWDWLVWLFDO PRGHO WR GLVSDWFK WKH XQLWV WR FDOFXODWH ERWK GD\
DKHDG DQG UHDOWLPH HQHUJ\ UHYHQXHV ZKLOH UHFRJQL]LQJ VWDUWXS SDUDPHWHUV DQG RSHUDWLQJ
FRQVWUDLQWV
1(5$6 / HVWLPDWHG WKH DQFLOODU\ VHUYLFHV UHYHQXHV XVLQJ GDWD VXSSOLHG E\ WKH
1<,62 )RU WKH SHDNLQJ XQLWV DQFLOODU\ VHUYLFHV UHYHQXHV FRPH ODUJHO\ IURP PLQXWH
QRQVSLQ UHVHUYHV DQG YROWDJH VXSSRUW &XUUHQWO\ PLQXWH QRQVSLQ UHVHUYHV FRPH LQ ODUJH
SDUW IURP ROGHU JDV WXUELQHV LQ (DVWHUQ 1HZ <RUN 7KXV 1(5$6 / PDGH DQ DGMXVWPHQW WR
WKH UHYHQXH GDWH WR DFFRXQW IRU WKH UHODWLYHO\ KLJK FDSDFLW\ IDFWRUV RI WKH /06
1(5$6 / DOVR GHWHUPLQHG WKDW WKH ) FODVV IUDPH VLPSOH F\FOH FRXOG QRW UHDFK IXOO RXWSXW
LQ  PLQXWHV VR LW ZRXOG RQO\ TXDOLI\ IRU PLQXWH QRQVSLQ UHVHUYH $QFLOODU\ VHUYLFHV
IRU WKH 6LHPHQV ) FODVV IUDPH FRPELQHG F\FOH XQLW FRPH SULPDULO\ IURP UHJXODWLRQ DQG
YROWDJH VXSSRUW
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH 1(5$6 / 5HSRUW DGGUHVVHG VHYHUDO FRQVLGHUDWLRQV DQG FRQFHUQV UDLVHG E\
VWDNHKROGHUV LQFOXGLQJ


6SHFLILFDWLRQ RI JDV SULFHV LQFOXGLQJ XVH RI LQWUDGD\ SULFHV



/RFDWLRQV VHOHFWHG IRU JDV SULFH EDVLV



8VH RI IRUZDUG JDV SULFHV LQVWHDG RI KLVWRULFDO JDV SULFHV



0RGHO VSHFLILFDWLRQ IRU $VWRULD (QHUJ\  DQG %D\RQQH (QHUJ\ &HQWHU



6FDUFLW\ SULFLQJ



$GMXVWPHQW RI DQFLOODU\ VHUYLFH UHYHQXHV IRU FKDQJHV LQ 1<,62 PDUNHW UXOHV

7KH 1<,62 DJUHHV ZLWK 1(5$6 /¶V FRQFOXVLRQV UHJDUGLQJ 1HW 5HYHQXH 2IIVHWV
DQG WKH UHVROXWLRQ RI WKHVH LVVXHV DQG VXSSRUWV WKHLU DGRSWLRQ ,Q WKH 1<,62 6WDII 5HSRUW
WKH 1<,62 FRPPHQWHG WKDW 1(5$6 /¶V FRPELQHG XVH RI HFRQRPHWULF PRGHOLQJ DQG WKH
0$36 VRIWZDUH LV D VLJQLILFDQWO\ LPSURYHG PHDQV RI FDSWXULQJ WKH HIIHFWV RI FDSDFLW\ H[FHVV
DQG LV WKH RQO\ PHDQV WR FDSWXUH VRPH RI WKH FKDQJHV LQ UHVRXUFH PL[ 7KH 1<,62 IRXQG WKH
FKRLFH RI ORFDWLRQV IRU UHSUHVHQWDWLRQ RI JDV SULFHV WR EH FRQVLVWHQW ZLWK &$5,6 DQG WKH
VHQVLWLYLW\ UHVXOWV FRPSDULQJ KLVWRULF JDV SULFHV DQG JDV SULFH IRUHFDVWV WR EH FRPSDUDEOH
7KH 1<,62 DOVR QRWHG WKDW D FRPSDULVRQ RI SUHGLFWHG SULFHV IRU WKH WKUHH \HDU SHULRG VKRZHG
UHDVRQDEOH DJUHHPHQW ZLWK IRUZDUG HOHFWULF SULFHV
,Q WKHLU 2FWREHU FRPPHQWV WKH ,QGLFDWHG 1<72V VXJJHVWHG WKDW VFDUFLW\ SULFLQJ ZDV
QRW VXIILFLHQWO\ UHIOHFWHG LQ 1(5$6 /¶V FRQFOXVLRQ ,331< DUJXHG WKDW WKH 1HW &21(
FDOFXODWHG IRU WKH 1<& SUR[\ XQLW UHIOHFWV UHYHQXHV WKDW DUH WRR KLJK EHFDXVH 1(5$6 /
LPSURSHUO\ DVVXPHG WKDW WKH SUR[\ XQLW ZLOO HDUQ UHYHQXHV DQQXDOO\ LQ WKH PLQXWH QRQ
VSLQ UHVHUYHV PDUNHW ,331< DVVHUWV WKDW WKH SUR[\ XQLW FDQQRW RSHUDWH LQ WKLV ZD\ ZLWKRXW
YLRODWLQJ HPLVVLRQV OLPLWDWLRQV
7KH %RDUG FRQFXUUHG ZLWK WKH 1<,62 6WDII 5HSRUW¶V FRQFOXVLRQV 7KH %RDUG IRXQG
WKDW 1(5$6 /¶V PHWKRGRORJ\ IRU GHWHUPLQLQJ OLNHO\ 1HW 5HYHQXH 2IIVHWV ZDV UHDVRQDEOH
DQG HIIHFWLYH
C.

&KRLFH RI 3HDNLQJ 8QLW E\ 5HJLRQ

7KH 1<,62¶V WDULII FXUUHQWO\ UHTXLUHV WKDW WKH GHPDQG FXUYH UHIHUHQFH SULFH EH EDVHG RQ D
SHDNLQJ SODQW DQG IXUWKHU UHTXLUHV WKDW LW EH EDVHG RQ WKH SHDNLQJ SODQW ZLWK WKH ORZHVW IL[HG
FRVW DQG KLJKHVW YDULDEOH FRVW 7KH VHFRQG UHTXLUHPHQW ZRXOG WUDQVODWH LQWR WKH DOWHUQDWLYH
ZLWK WKH ORZHVW IL[HG FRVW DQG ORZHVW HQHUJ\ DQG DQFLOODU\ VHUYLFHV UHYHQXHV UHIOHFWLQJ WKH
KLJKHU YDULDEOH FRVWV



1<,62 6WDII 5HSRUW DW 



,G DW 
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH 1<,62¶V SUR[\ SODQW UHFRPPHQGDWLRQ IRU WKH &21( XQLW LQ HDFK ]RQH LV
VXPPDUL]HG EHORZ
=RQH
1<&$
*- /RFDOLW\
1<&
/,

&21( 8QLW
) FODVV IUDPH ZLWKRXW 6&5 ZLWK DQ
DQQXDO KRXU RSHUDWLQJ OLPLW
) FODVV IUDPH ZLWK 6&5
) FODVV IUDPH ZLWK 6&5
) FODVV IUDPH ZLWK 6&5

7KH FKDQJHV WR NH\ 'HPDQG &XUYH SDUDPHWHUV WKDW UHVXOW IURP WKHVH
UHFRPPHQGDWLRQV DUH EHORZ



%UDWWOH 5HSRUW DW YL
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
2014/2015 Demand Curve Parameters

NYCA

NYC

LI

NCZ

September 6, NYISO Report
ICAP Max Clearing Price ($/kW-mo)
Reference Point ($/kW-mo)
Zero Crossing (% of req)
Summer DMNC (MW)

13.50
8.84
112.0
210.1

36.83
25.57
118.0
185.5

30.96
13.28
118.0
188.0

28.10
17.86
115.0
186.3

Annual CONE ($/kW-yr)
Annual EAS Revenues ($/kW-yr)
Annual Net CONE ($/kW-yr)

107.98
18.48
89.50

294.6
54.5
240.11

247.7
114.6
133.07

224.79
53.06
171.73

Brattle-Licata Report
ICAP Max Clearing Price ($/kW-mo)
Reference Point ($/kW-mo)
Zero Crossing (% of req)
Summer DMNC (MW)

13.50
8.84
112
210.1

26.14
18.55
118
208.8

20.88
7.96
118
210.7

18.80
12.14
115
209.4

Annual CONE ($/kW-yr)
Annual EAS Revenues ($/kW-yr)
Annual Net CONE ($/kW-yr)

107.98
18.48
89.50

209.14
33.49
175.65

167.02
86.67
80.35

150.44
32.77
117.67

ICAP Max Clearing Price
Reference Point
Zero Crossing
Summer DMNC

0%
0%
0%
0%

-29%
-27%
0%
13%

-33%
-40%
0%
12%

-33%
-32%
0%
12%

Annual CONE
Annual EAS Revenues
Annual Net CONE

0%
0%
0%

-29%
-39%
-27%

-33%
-24%
-40%

-33%
-38%
-31%

Percent Change

1.

For the NYCA

)RU WKH 1<&$ WKH 1<,62¶V SUR[\ SODQW UHFRPPHQGDWLRQ LV WKH ) FODVV IUDPH ZLWK
GU\ ORZ 12[ FRPEXVWLRQ IRU 12[ HPLVVLRQV FRQWURO DQG D FDS RQ RSHUDWLQJ KRXUV
:KLOH WKH *HQHUDWLRQ VHFWRU DQG VRPH LQ WKH (QYLURQPHQWDO VHFWRU KDYH FKDOOHQJHG
WKH SHUPLVVLELOLW\ RI DQ ) FODVV IUDPH ZLWKRXW 6&5 WKLV KDV EHHQ WKH SUR[\ SODQW LQ WKH
1<&$ IRU PXOWLSOH SULRU GHPDQG FXUYH UHVHWV 7KHVH VWDNHKROGHUV GLVSXWH WKDW WKLV XQLW LV
SHUPLVVLEOH XQGHU 1HZ <RUN¶V VLWLQJ DQG DLU SHUPLWWLQJ UHJXODWLRQV EXW EDVHG XSRQ 1<,62¶V
LQTXLULHV ZLWK WKH 1<6'(& WKH 1<,62 VWDII GHWHUPLQHG WKDW WKH XQLW FRXOG EH SHUPLWWHG LQ
WKH 1<&$ UHJLRQ ZKLOH PHHWLQJ 1HZ 6RXUFH 5HYLHZ %$&7/$(5 UHTXLUHPHQWV ,W GRHV
WKLV E\ WDNLQJ DQ DQQXDO FDS RQ LWV 12[ HPLVVLRQV WKDW SUHYHQWV LW IURP KDYLQJ WR FRQGXFW D
%$&7/$(5 DQDO\VLV XQGHU WKH IHGHUDO &OHDQ $LU $FW DQG  1<&55 3DUW  7KHUHIRUH
WKH ) FODVV IUDPH ZLWKRXW 6&5 EXW ZLWK DQ DQQXDO KRXUO\ RSHUDWLQJ OLPLW LV WKH ORZHVW IL[HG
KLJKHVW YDULDEOH FRVW SHDNLQJ XQLW WKDW LV HFRQRPLFDOO\ YLDEOH IRU 1<&$ 7KH %RDUG DFFHSWV
WKH 1<,62 VWDII UHFRPPHQGDWLRQV
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
2.

For the NYC, LI, and G-J Locality.

*LYHQ 1<,62¶V DJUHHPHQW ZLWK %UDWWOH/LFDWD WKDW WKH ) FODVV IUDPH ZLWK 6&5 LV
WHFKQLFDOO\ DQG HFRQRPLFDOO\ YLDEOH IRU WKH UHJLRQV ZLWK VLJQLILFDQW SRUWLRQV LQ VHYHUH
QRQDWWDLQPHQW IRU WKH IHGHUDO 1DWLRQDO $PELHQW $LU 4XDOLW\ 6WDQGDUGV IRU 2]RQH DQG JLYHQ
WKH ) FODVV IUDPH ZLWK 6&5¶V VLJQLILFDQW ORZHU IL[HG FRVWV WKDQ WKH /06 LW IROORZV WKDW LW
VKRXOG EH WKH SHDNLQJ XQLW IRU 1<& /, DQG *- /RFDOLW\
7KH WRWDO FDSLWDO FRVW RI WKH /06 SUR[\ SODQW LV DSSUR[LPDWHO\  PLOOLRQ PRUH
WKDQ WKH ) FODVV IUDPH ZLWK 6&5 LQ DOO ]RQHV 7R SXW WKH IL[HG FRVW GLIIHUHQFH LQ SHUVSHFWLYH
WKH 1<,62 FUHDWHG WKH IROORZLQJ WDEOH ZKLFK FRPSDUHV WKH &DSLWDO &RVW &RPSDULVRQ RI
/06 WR WKH ) FODVV IUDPH ZLWK 6&5 E\ =RQH

Total Capital Cost
Cost of SCR
As % of Total Costs
ICAP MW
Total $/kW
SCR $/kW
Capital Cost Difference
(LMS100 less F class
frame with SCR)
Estimated Value

NYCA (Capital)
F class frame
LMS100
w/SCR
$ 164,793,000 $ 262,976,000
$ 16,447,000
9.98%
204.9
183.6
$
804.26 $
1,432.33
$
80 27

$ 98,183,000

NYC
F class frame
LMS100
w/SCR
$ 236,302,000 $ 341,838,000
$ 23,693,754
10.03%
205.3
184
$
1,151.01 $
1,857.82
$
115.41

$ 105,536,000

LI
F class frame
LMS100
w/SCR
$ 210,407,000 $ 315,636,000
$ 21,097,290
10.03%
206.8
185.5
$
1,017.44 $
1,701.54
$
102.02

LHV
F class frame
LMS100
w/SCR
$ 191,139,000 $ 293,070,000
$ 19,165,307
10.03%
205.6
184.4
$
929.66 $
1,589.32
$
93.22

$ 105,229,000

$ 101,931,000

7KH 1<,62 ILQGV %UDWWOH¶V FRQFOXVLRQ WKDW 6&5 DQG ) FODVV IUDPH XQLWV DUH WZR
PDWXUH SURYHQ WHFKQRORJLHV WKDW FDQ UHDGLO\ EH LQWHJUDWHG ZLWK SURSHU HQJLQHHULQJ GHVLJQ WR
EH UHDVRQDEOH DQG ZHOOVXSSRUWHG
7KH ) FODVV IUDPH ZLWK 6&5 WKXV VDWLVILHV WKH 6HUYLFHV WDULII UHTXLUHPHQW ³DV WKH XQLW
ZLWK WHFKQRORJ\ WKDW UHVXOWV LQ WKH ORZHVW IL[HG FRVWV DQG KLJKHVW YDULDEOH FRVWV DPRQJ DOO
RWKHU XQLWV¶ WHFKQRORJ\ WKDW DUH HFRQRPLFDOO\ YLDEOH´ LQ DOO ]RQHV EXW 5HVW RI 6WDWH DQG WKH
%RDUG DFFHSWV WKH 1<,62¶V UHFRPPHQGDWLRQ
D.

'HPDQG &XUYHV¶ 6ORSH DQG /HQJWK ± =HUR &URVVLQJ 3RLQW

7KH ]HUR FURVVLQJ SRLQW LV WKH LQWHUVHFWLRQ RI WKH ,&$3 'HPDQG &XUYH ZLWK WKH [
D[LV FRUUHVSRQGLQJ WR WKH SHUFHQWDJH RI FDSDFLW\ EH\RQG WKH UHTXLUHPHQW ZKLFK UHVXOWV LQ D
FDSDFLW\ SULFH RI ]HUR 7KH )7, 5HSRUW DQDO\]HG WKH ]HUR FURVVLQJ SRLQW RI WKH 1<&$ 1<&
/, DQG WKH *- /RFDOLW\ 'HPDQG &XUYHV )7, FRQFOXGHG WKDW DOWKRXJK LQ JHQHUDO WKH ]HUR
FURVVLQJ SRLQWV DQG OLQHDU VKDSH RI WKH FXUUHQW 'HPDQG &XUYHV WUDFNHG WKH LQFUHPHQWDO
UHOLDELOLW\ YDOXH RI FDSDFLW\ WKH FRUUHVSRQGHQFH EHWZHHQ WKH 'HPDQG &XUYH DQG UHOLDELOLW\
YDOXH ZRXOG EH HQKDQFHG E\ UHGXFLQJ WKH 1<& ]HUR FURVVLQJ SRLQW IURP  WR  DQG
LQFUHDVLQJ WKH 1<&$ ]HUR FURVVLQJ SRLQW IURP  WR  )7, EDVHG WKHVH
UHFRPPHQGDWLRQV RQ DQ DVVHVVPHQW RI WKH LQFUHPHQWDO UHOLDELOLW\ YDOXH RI FDSDFLW\ LQ 1<&$
1<& /, DQG LQ =RQHV *- ZKLFK ZDV EDVHG RQ DQ DQDO\VHV RI ORVV RI ORDG H[SHFWDWLRQ
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
³/2/(´ YV LQFUHPHQWDO FDSDFLW\ DGGLWLRQV XVLQJ WKH 0XOWL$UHD 5HOLDELOLW\ 6LPXODWLRQ
³0$56´ PRGHO 1(5$6 / UHFRPPHQGHG PRYLQJ WKH ]HUR FURVVLQJ SRLQWV IRU 1<& DQG
WKH 1<&$ WR D SRLQW KDOIZD\ EHWZHHQ WKH FXUUHQW ]HUR FURVVLQJ SRLQW DQG )7,¶V
UHFRPPHQGDWLRQV WR  DQG  UHVSHFWLYHO\ )RU =RQH . ERWK )7, DQG
1(5$6 / UHFRPPHQGHG UHWDLQLQJ WKH H[LVWLQJ FURVVLQJ SRLQW )RU WKH QHZ FDSDFLW\ ]RQH
FRPSULVHG RI =RQHV *- 1(5$6 / UHFRPPHQGHG D ]HUR FURVVLQJ SRLQW RI  PLGZD\
EHWZHHQ 1<& DQG 1<&$
6XEVHTXHQWO\ WKH 008 DOVR LQGHSHQGHQWO\ UHYLHZHG WKH DQDO\VHV FRQGXFWHG IRU WKH
)7, 5HSRUW DQG KDG VHYHUDO GLVFXVVLRQV ZLWK )7, 1(5$ DQG WKH 1<,62 7KHVH GLVFXVVLRQV
IRFXVHG RQ WKH FDSDFLW\ VKLIWLQJ PHWKRGRORJ\ XVHG E\ )7, LQ WKH VWXGLHV WR GHWHUPLQH WKH
LQFUHPHQWDO YDOXH RI FDSDFLW\ 7KH 008 UHFRPPHQGHG WKDW WKH ]HUR FURVVLQJ SRLQW DQDO\VLV
FRXOG EH LPSURYHG E\ DGGLQJ FDSDFLW\ WR WKH DUHD RI FRQFHUQ LQVWHDG RI VKLIWLQJ LW IURP RWKHU
DUHDV LQ WKH 1<&$ )7, 1(5$ DQG WKH 1<,62 DJUHHG ZLWK WKH 008 WKDW WKLV
PHWKRGRORJ\ KDV FHUWDLQ DGYDQWDJHV RYHU WKH VKLIWLQJ PHWKRGRORJ\ XWLOL]HG LQ WKH )7,
5HSRUW
7KH 008 DOVR UHFRJQL]HG WKDW WKH /2/( GHFUHDVHG DV\PSWRWLFDOO\ DV PRUH FDSDFLW\
ZDV DGGHG LH WKDW WKH GHPDQG FXUYHV ZRXOG QRW EH OLQHDU LI WKH\ ZHUH WR UHIOHFW WKH
LQFUHPHQWDO YDOXH RI FDSDFLW\ RYHU WKH HQWLUH UDQJH ZKHUH LQFUHPHQWDO FDSDFLW\ ZDV YDOXDEOH
+RZHYHU WKH 008 DOVR UHFRJQL]HG WKDW WKH OLQHDU GHPDQG FXUYHV FXUUHQWO\ LQ SODFH
UHDVRQDEO\ DSSUR[LPDWH WKH LQFUHPHQWDO YDOXH RI FDSDFLW\ LQ WKH QHLJKERUKRRG DERXW ZKLFK
WKH PDUNHW FRXOG UHDVRQDEO\ EH H[SHFWHG WR FOHDU LH EHWZHHQ  DQG  RI WKH
UHTXLUHPHQW $GGLWLRQDOO\ WKH 008 SURSRVHG WKDW WKH ]HUR FURVVLQJ SRLQW FRXOG EH VHW VXFK
WKDW WKH OLQH GUDZQ EHWZHHQ LW DQG WKH UHIHUHQFH SRLQW FRUUHVSRQGHG WR WKH PRVW DFFXUDWH
HVWLPDWLRQ RI WKH LQFUHPHQWDO YDOXH RI FDSDFLW\ EHWZHHQ  DQG  RI WKH UHTXLUHPHQW
7KH 1<,62 FRQGXFWHG DGGLWLRQDO DQDO\VLV DW WKH UHTXHVW RI WKH 008 DQG WKH 008
SUHVHQWHG WKLV DSSURDFK DQG LQLWLDO UHVXOWV WR VWDNHKROGHUV DW WKH $XJXVW  ,QVWDOOHG &DSDFLW\
:RUNLQJ *URXS
6WDNHKROGHUV KDG VHYHUDO FRQFHUQV UHJDUGLQJ WKH DQDO\VLV EHLQJ LQWURGXFHG ODWH LQ WKH
UHVHW SURFHVV DV WKH\ DVVHUWHG WKHUH ZDV OLWWOH LQIRUPDWLRQ DQG WLPH WR UHYLHZ WKH VXIILFLHQF\
RI WKH 008¶V PHWKRGRORJ\ DQG DVVXPSWLRQV ± IRU H[DPSOH WKH UDQJH LQ ZKLFK WKH PDUNHW
FRXOG UHDVRQDEO\ EH H[SHFWHG WR FOHDU ± WR VXSSRUW WKH UHVXOWLQJ FKDQJHV WR WKH ]HUR FURVVLQJ
SRLQW 6WDNHKROGHUV DOVR FRPPHQWHG DQG WKH 1<,62 DQG WKH 008 FRQFXUUHG WKDW PDUNHW
FHUWDLQW\ LV D SDUDPRXQW REMHFWLYH LQ WKH GHPDQG FXUYH UHVHW SURFHVV DQG WKDW LW LV QRW FOHDU DW
WKLV WLPH ZKHWKHU WKH SURSRVHG PHWKRGRORJ\ ZRXOG VXSSRUW WKH PDUNHW FHUWDLQW\ JRDO
$IWHU UHYLHZLQJ WKHVH UHFRPPHQGDWLRQV DQG WKH VWDNHKROGHU FRQFHUQV WKH 1<,62
FRQFOXGHG WKDW DGRSWLQJ DQ\ PHWKRGRORJ\ WR DGMXVW WKH ]HUR FURVVLQJ SRLQW DW WKLV WLPH FRXOG
UHVXOW LQ WKH LPSOHPHQWDWLRQ RI D SURFHGXUH WKDW GLG QRW KDYH HQRXJK WLPH WR EH SURSHUO\
YHWWHG DQG GHYHORSHG DQG FRXOG SRWHQWLDOO\ OHDG WR IOXFWXDWLRQV WR WKH UHFRPPHQGHG ]HUR


0HHKDQ $IILGDYLW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
FURVVLQJ SRLQW DW HDFK 'HPDQG &XUYH UHVHW ZKLFK ZRXOG LQWURGXFH XQGXH YRODWLOLW\ DQG
XQFHUWDLQW\ LQ WKH PDUNHW ,Q SDUWLFXODU WKH 1<,62 IRXQG WKH DQDO\VHV FRQGXFWHG ZHUH
KLJKO\ VHQVLWLYH WR PHWKRGRORJ\ LQSXW DVVXPSWLRQV DQG WUDQVPLVVLRQ V\VWHP WRSRORJ\ DQG
WKHUH ZDV RYHUDOO LQVXIILFLHQW VXSSRUW IRU WKH FRQFOXVLRQ WKDW D UHYLVHG PHWKRGRORJ\ ZRXOG
VHQG D PRUH DFFXUDWH PDUNHW SULFH VLJQDO RU RWKHUZLVH EHWWHU DOLJQ WKH ,&$3 'HPDQG &XUYHV
ZLWK WKH V\VWHP UHOLDELOLW\ 7KXV WKHUH ZRXOG QRW QHFHVVDULO\ EH D EHQHILW WKDW FRXOG LQ
ZKROH RU SDUW RIIVHW WKH DGGLWLRQDO XQFHUWDLQW\ WKDW PLJKW EH LQWURGXFHG
7KHUHIRUH WKH 1<,62 6WDII 5HSRUW SURSRVHG WR PDNH QR FKDQJHV WR WKH H[LVWLQJ
1<&$ 1<& DQG /, ]HUR FURVVLQJ SRLQWV DQG WKH 1<,62 DOVR UHFRPPHQGV WR HVWDEOLVK D
 ]HUR FURVVLQJ SRLQW IRU WKH 1&= EDVHG RQ WKH PLGSRLQW EHWZHHQ WKH FXUUHQW 1<&$ DQG
1<& ]HUR FURVVLQJ SRLQWV DQG DV UHFRPPHQGHG E\ 1(5$6 / ,Q UHVSRQVH WR WKH
1<,62¶V UHFRPPHQGDWLRQ 1(5$6 / DGMXVWHG WKH 'HPDQG &XUYHV WR XVH WKH H[LVWLQJ ]HUR
FURVVLQJ SRLQWV IRU 1<&$ DQG 1<&
&RQVLVWHQW ZLWK WKH UHTXLUHPHQW WKDW WKH 1<,62 DVVHVV WKH ]HUR FURVVLQJ SRLQW LQ HDFK
'HPDQG &XUYH UHVHW SURFHVV WKH 1<,62 ZLOO JDWKHU LQIRUPDWLRQ DQG FRQGXFW DGGLWLRQDO
DQDO\VLV RYHU WKH QH[W WZR WR WKUHH \HDUV DQG FRQWLQXH WKH DVVHVVPHQW RI WKH DSSURSULDWH ]HUR
FURVVLQJ PHWKRGRORJ\ LQ WKH QH[W 'HPDQG &XUYH UHVHW 7DEOH  RI WKH 6WDII 5HSRUW VKRZV
WKH 1<,62¶V UHFRPPHQGHG ]HUR FURVVLQJ SRLQWV
,Q WKHLU FRPPHQWV RQ WKH 1<,62 6WDII 5HSRUW WKH ,QGLFDWHG 1<72V DUJXHG WKDW WKH
]HUR FURVVLQJ SRLQW RI WKH GHPDQG FXUYH IRU WKH *- /RFDOLW\ VKRXOG EH VHW WR  RI WKH
UHTXLUHPHQW DV WKHUH LV QR DQDO\VLV VXSSRUWLQJ DQ\ RWKHU ILJXUH LQFOXGLQJ WKH  LQ WKH
1<,62 6WDII 5HSRUW 7KH 1<72V FRQFHGHG WKDW 1(5$6 /¶V DQDO\VLV PLJKW EH LPSHUIHFW
EXW VWUHVVHG WKDW LW LV WKH RQO\ DQDO\VLV DQG VKRZV WKDW WKH DSSURSULDWH ]HUR FURVVLQJ SRLQW IRU
WKH *- /RFDOLW\ LV DERXW  RI LWV UHTXLUHPHQW 7KH ,QGLFDWHG 1<72V ZDUQHG WKDW XVLQJ
 FRXOG LQFUHDVH FDSDFLW\ FRVWV E\ DV PXFK DV  PLOOLRQ RYHU D WKUHH \HDU SHULRG 7KH
1<,62 GRHV QRW VKDUH WKLV YLHZ EHFDXVH WKH 1(5$ 'HPDQG &XUYH 0RGHO DOUHDG\ WDNHV
LQWR DFFRXQW WKH ]HUR FURVVLQJ SRLQW ZKHQ VROYLQJ IRU WKH UHIHUHQFH SRLQW DQG DGMXVWV
DFFRUGLQJO\



1<,62 6WDII 5HSRUW DW 



,G DW 



$ FRPSDULVRQ RI WKH ]HUR FURVVLQJ SRLQWV LQ WKH FXUUHQW 'HPDQG &XUYHV DQG SHU WKH
UHFRPPHQGDWLRQV LQ WKH )7, 5HSRUW WKH 1(5$6 / 5HSRUW DQG WKH 008 LV VHW RXW LQ 7DEOH  RI WKH
1<,62 6WDII 5HSRUW


0HHKDQ $IILGDYLW DW 



1<,62 6WDII 5HSRUW DW 



0HHKDQ $IILGDYLW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7KH %RDUG FRQFXUUHG ZLWK WKH 1<,62 6WDII 5HSRUW¶V FRQFOXVLRQ DJUHHLQJ WKDW WKH
LQWHUHVW RI PDUNHW FHUWDLQW\ DQG VWDELOLW\ VXSSRUWHG WKH GHFLVLRQ WR PDNH QR FKDQJHV WR WKH
]HUR FURVVLQJ SRLQW
E.

:LQWHU6XPPHU $GMXVWPHQW

7KH 1<,62 ,&$3 PDUNHW RSHUDWHV LQ WZR VL[PRQWK &DSDELOLW\ 3HULRGV ZLWK GLIIHUHQW
DPRXQWV RI FDSDFLW\ DYDLODEOH LQ HDFK 3HULRG 7KLV ELIXUFDWLRQ LV D UHVXOW RI WKH JUHDWHU
DPRXQWV RI FDSDFLW\ DYDLODEOH LQ ZLQWHU ZKHQ JDV WXUELQH DQG FRPELQHG F\FOH JHQHUDWLQJ
XQLWV JHQHUDOO\ SURGXFH KLJKHU RXWSXW GXH WR ORZHU DPELHQW WHPSHUDWXUH ,QVWDOOHG FDSDFLW\
LPSRUWHG IURP ([WHUQDO &RQWURO $UHDV QHZ JHQHUDWLRQ DQG UHWLUHPHQWV DOVR LQIOXHQFH WKH
TXDQWLW\ RI FDSDFLW\ DYDLODEOH ,Q SUHYLRXV 'HPDQG &XUYH UHVHWV DV LQ WKLV RQH WKH 1<,62
SURSRVHV DQ XSZDUG ZLQWHUVXPPHU DGMXVWPHQW WR WKH GHPDQG FXUYHV WR HQVXUH WKDW DYHUDJH
DQQXDO UHYHQXH LV DGHTXDWH JLYHQ GLIIHUHQFHV EHWZHHQ ZLQWHU DQG VXPPHU FDSDFLW\ 7KH
6HUYLFHV 7DULII VSHFLILHV WKDW WKH WUDQVODWLRQ RI WKH DQQXDO QHW UHYHQXH UHTXLUHPHQW LQWR
PRQWKO\ YDOXHV WDNH LQWR DFFRXQW ³VHDVRQDO GLIIHUHQFHV LQ WKH DPRXQW RI &DSDFLW\ DYDLODEOH
LQ WKH ,&$3 6SRW 0DUNHW $XFWLRQV´ 7KH 1<,62 PDNHV WKLV WUDQVODWLRQ XVLQJ D UDWLR RI WKH
DPRXQW RI FDSDFLW\ DYDLODEOH LQ WKH ZLQWHU WR WKH DPRXQW DYDLODEOH LQ VXPPHU WKH
:LQWHU6XPPHU &DSDFLW\ 5DWLR
7KH &RPPLVVLRQ KDV IRXQG WKLV DGMXVWPHQW WR EH ³UHDVRQDEOH DQG FRQVLVWHQW ZLWK WKH
6HUYLFHV 7DULII´ EXW LQ WKH )LUVW  'HPDQG &XUYH 2UGHU WKH &RPPLVVLRQ GLUHFWHG
1<,62 WR UHYLVH WKH ZLQWHUVXPPHU DGMXVWPHQW WR UHIOHFW WKH DVVXPSWLRQ IRU WKH OHYHO RI
H[FHVV FDSDFLW\
7KH UHIHUHQFH YDOXH GHWHUPLQHG E\ 1(5$6 / DQG UHFRPPHQGHG E\ 1<,62 LV D
N:\HDU YDOXH 7KH ,&$3 'HPDQG &XUYH UHIHUHQFH SRLQW XVHG LQ PRQWKO\ ,&$3 6SRW
0DUNHW $XFWLRQV PXVW LQFOXGH DGMXVWPHQWV WR WDNH WKH VHDVRQDO HIIHFWV LQWR DFFRXQW (DFK
PRQWKO\ 'HPDQG &XUYH UHIHUHQFH SRLQW LV VHW WR WKH OHYHO WKDW ZRXOG SHUPLW D SHDNLQJ XQLW WR
EH SDLG DQ DPRXQW RYHU WKH FRXUVH RI WKH \HDU WKDW LV HTXDO WR WKH DQQXDO UHIHUHQFH YDOXH
HVWDEOLVKHG E\ WKLV XSGDWH
1(5$6 / DOVR LQFOXGHG WKH 6XPPHU:LQWHU &DSDFLW\ 5DWLR LQ WKH 'HPDQG &XUYH
PRGHO IRU D PRUH DFFXUDWH UHSUHVHQWDWLRQ RI WKH LPSDFW RI VHDVRQDO FDSDFLW\ OHYHOV RQ
FDSDFLW\ DQG HQHUJ\ DQG DQFLOODU\ VHUYLFH UHYHQXHV RYHU WKH OLIHWLPH RI WKH SHDNLQJ XQLW
7KH PRGHO XVHV WKH VDPH ZLQWHUWRVXPPHU FDSDFLW\ UDWLRV WKDW DUH XVHG IRU WKH WUDQVODWLRQ



6HH HJ )LUVW  'HPDQG &XUYH 2UGHU DW 3  



 )(5&   DW 3 



)LUVW  'HPDQG &XUYH 2UGHU DW 3 



1<,62 6WDII 5HSRUW DW 



0HHKDQ $IILGDYLW DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
LQWR PRQWKO\ UHIHUHQFH SULFHV 7KRVH UDWLRV DUH VXPPDUL]HG DQG FRPSDUHG WR WKH YDOXHV XVHG
LQ WKH SUHYLRXV 'HPDQG &XUYH 5HVHW LQ 7DEOH  RI WKH 1<,62 6WDII 5HSRUW
V.

PROPOSED PHASE-IN OF THE PRICE IMPACTS RESULTING FROM
THE ESTABLISHMENT OF AN ICAP DEMAND CURVE FOR THE G-J
LOCALITY AND REQUEST FOR ANY NECESSARY TARIFF WAIVERS

7KH SURSRVHG ,&$3 'HPDQG &XUYH IRU WKH *- /RFDOLW\ ZRXOG EH HIIHFWLYH IRU WKH
VWDUW RI WKH  &DSDELOLW\ <HDU LH RQ 0D\   ,Q RUGHU WR UHFRQFLOH WKH
LPSOHPHQWDWLRQ RI WKLV YHU\ VLJQLILFDQW PDUNHW GHVLJQ FKDQJH ZLWK FRQFHUQV UHJDUGLQJ LWV
VKRUWWHUP FRQVXPHU LPSDFWV WKH 1<,62 LV SURSRVLQJ WKH YDOXHV SUHVHQWHG RQ WKH WDULII
VKHHWV HQFORVHG ZLWK WKLV ILOLQJ 7KRVH YDOXHV DUH OHVV WKDQ WKH IXOO QHW FRVW RI QHZ HQWU\ RI
WKH SHDNLQJ SODQW IRU WKH ILUVW WZR \HDUV RI WKH ,&$3 'HPDQG &XUYHV IRU WKH *- /RFDOLW\ ,W
LV D SKDVHLQ RI WKH SHDNLQJ SODQW QHW FRVW RI QHZ HQWU\ XSRQ ZKLFK WKH ,&$3 'HPDQG
&XUYHV DUH VHW LQ RUGHU WR OHVVHQ WKH SRWHQWLDO SULFH LPSDFW RQ FRQVXPHUV
A.

%DFNJURXQG

$ QXPEHU RI VWDNHKROGHUV SUHYLRXVO\ UHTXHVWHG WKDW WKH &RPPLVVLRQ UHTXLUH VRPH
IRUP RI ³SKDVHLQ´ RI WKH *- /RFDOLW\ LQ 'RFNHW 1R (5 7KH 1<,62
VXEPLWWHG D 5HTXHVW IRU 3DUWLDO 5HFRQVLGHUDWLRQ LQ WKDW GRFNHW DVNLQJ WKH &RPPLVVLRQ WR
UHFRQVLGHU WKH $XJXVW  2UGHU¶V ³GHFLVLRQ WR UHMHFW D SKDVHLQ RI WKH SULFH LPSDFWV RI WKH
*- /RFDOLW\´
7KH 5HTXHVW IRU 3DUWLDO 5HFRQVLGHUDWLRQ HPSKDVL]HG WKDW WKH *- /RFDOLW\ VKRXOG EH
LPSOHPHQWHG RQ 0D\   WKH EHJLQQLQJ RI WKH  &DSDELOLW\ <HDU 7KDW
LPSOHPHQWDWLRQ GDWH LV FRQVLVWHQW ZLWK WKH &RPPLVVLRQ¶V DQG VWDNHKROGHUV¶ H[SHFWDWLRQV DQG
ZLWK WKH HIIHFWLYH GDWHV RI WKH DFFHSWHG WDULII UHYLVLRQV E\ ZKLFK WKH *- /RFDOLW\ ZLOO EH
HVWDEOLVKHG 7KH 1<,62 DOVR HPSKDVL]HG KRZHYHU WKDW D ³SKDVHLQ RI WKH SULFH LPSDFWV
LV QHFHVVDU\ WR DPHOLRUDWH HIIHFWV RQ FRQVXPHUV DQG PLWLJDWH ZKDW KDV EHHQ GHVFULEHG DV
SRWHQWLDO µUDWH VKRFN¶´ ,W IXUWKHU VWDWHG WKDW ³D SULQFLSDO JRDO´ RI FUHDWLQJ WKH */RFDOLW\ LH ³LQFHQWLYL]LQJ LQYHVWPHQW LQ QHZ FDSDFLW\ ZRXOG QRW EH GHIHDWHG E\ JUDGXDOO\



6HH $WWDFKPHQWV , DQG ,,



6HH HJ 5HTXHVWV IRU 5HKHDULQJ RI WKH ,QGLFDWHG 1HZ <RUN 7UDQVPLVVLRQ 2ZQHUV &HQWUDO
+XGVRQ *DV (OHFWULF &RUSRUDWLRQ DQG 1HZ <RUN 6WDWH 3XEOLF 6HUYLFH &RPPLVVLRQ 'RFNHW 1R
(5  


5HTXHVW IRU 5HFRQVLGHUDWLRQ RI WKH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF 'RFNHW
1R (5 DW  2FWREHU   ³1<,62 5HTXHVW IRU 5HFRQVLGHUDWLRQ´ 


6HH 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&   DW 3   



1<,62 5HTXHVW IRU 5HFRQVLGHUDWLRQ DW 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
LPSOHPHQWLQJ WKH SULFH VLJQDOV RYHU WKH WKUHH \HDU GXUDWLRQ RI WKH LQLWLDO ,&$3 'HPDQG
&XUYH IRU WKH *- /RFDOLW\´
7KH 1<,62 FRQWLQXHV WR EHOLHYH WKDW D SURSHUO\ VWUXFWXUHG SKDVHLQ ZRXOG QRW
LQWHUIHUH ZLWK ORQJWHUP LQYHVWPHQW GHFLVLRQV JLYHQ WKH ORQJHUWHUP UHYHQXH IRUHFDVW KRUL]RQ
W\SLFDOO\ XVHG E\ GHYHORSHUV ³>V@R ORQJ DV D VXIILFLHQW SULFH VLJQDO LV SUHVHQW LQ WKH WKLUG\HDU
RI WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYH DQG EH\RQG´ ,W LV WKHUHIRUH SURSRVLQJ D SKDVHLQ
EDVHG RQ WKH *- /RFDOLW\ SHDNLQJ SODQW FRVW RI QHZ HQWU\ DV HVFDODWHG IRU WKH WKLUG \HDU RI
WKH ,&$3 'HPDQG &XUYH SHULRG XQGHU FRQVLGHUDWLRQ LQ WKLV ILOLQJ
B.

'HVFULSWLRQ RI 3URSRVHG 3KDVH,Q

)RU WKH ILUVW \HDU WKH  &DSDELOLW\ <HDU WKH ,&$3 'HPDQG &XUYH LV
HVWDEOLVKHG XVLQJ WKH *- /RFDOLW\ SHDNLQJ SODQW QHW FRVW RI QHZ HQWU\ 7KH UHIHUHQFH SULFH
IRU WKH ILUVW \HDU ZRXOG EH GHWHUPLQHG IURP  RI WKH *- /RFDOLW\ DQQXDO UHIHUHQFH
YDOXH IRU WKH SHDNLQJ SODQW LGHQWLILHG LQ $WWDFKPHQW 9 WKH %UDWWOH 5HSRUW  7KDW
GHWHUPLQHG YDOXH LV HTXDO WR WKH DQQXDO UHIHUHQFH YDOXH IRU WKH  1<&$ ,&$3
'HPDQG &XUYH 7KH UHIHUHQFH SULFH IRU /RDG =RQHV * + DQG , ZRXOG WKXV EH YHU\ VLPLODU
WR WKH UHIHUHQFH SULFH WKDW ZRXOG KDYH DSSOLHG LQ WKRVH /RDG =RQHV EXW IRU WKH FUHDWLRQ RI
WKH *- /RFDOLW\
&DSDFLW\ SULFHV LQ WKH *- /RFDOLW\ KRZHYHU DUH QRW OLNHO\ WR EH WKH VDPH DV WKRVH LQ
WKH 1<&$ IRU WKH  &DSDELOLW\ <HDU %HFDXVH LW LV DQWLFLSDWHG WKDW WKHUH ZLOO EH D
ORZHU OHYHO RI H[FHVV FDSDFLW\ LQ WKH *- /RFDOLW\ WKDQ LQ WKH 1<&$ LW LV UHDVRQDEOH WR
H[SHFW WKDW FOHDULQJ SULFHV IRU WKH *- /RFDOLW\ ZLOO EH KLJKHU WKDQ WKRVH LQ WKH 1<&$ IRU
WKH ILUVW &DSDELOLW\ <HDU QRWZLWKVWDQGLQJ WKH XVH RI D YHU\ VLPLODU DQQXDO UHIHUHQFH YDOXH DV
LQ WKH 1<&$ WR GHWHUPLQH WKH *- /RFDOLW\ UHIHUHQFH SULFH 7KXV FXVWRPHUV LQ WKH *

,G



,G DW 



7KH ³$QQXDO 5HIHUHQFH 9DOXH´ LV WKH YDOXH LQ N:\HDU IRU ZKLFK WKH 1(5$ 'HPDQG
&XUYH 0RGHO VROYHV ,Q VRPH SODFHV VXFK DV WKH 1<,62 'HPDQG &XUYH 5HFRPPHQGDWLRQV DQG WKH
%UDWWOH 5HSRUW LW LV UHIHUUHG WR DV WKH ³$QQXDO ,&$3 5HYHQXH 5H XL UHPHQW´


7KH DFWXDO PRQWKO\ UHIHUHQFH SRLQWV ZLOO QRW EH HTXDO WR HDFK RWKHU GHVSLWH EHLQJ
VHDVRQDOO\ VKDSHG IURP WKH VDPH DQQXDO UHIHUHQFH YDOXH EHFDXVH /RFDOLW\ VSHFLILF SDUDPHWHUV DUH
XVHG LQ WKDW VKDSLQJ 7KHVH SDUDPHWHUV LQFOXGH WKH SHDNLQJ SODQW 0: DW ,&$3 6XPPHU DQG :LQWHU
&RQGLWLRQV WKH :LQWHU6XPPHU UDWLR RI DYDLODEOH VXSSO\ DQG WKH 'HPDQG &XUYH ]HUR FURVVLQJ SRLQW


0DUNHW &OHDULQJ 3ULFHV IRU WKH PRQWKO\ ,&$3 6SRW 0DUNHW $XFWLRQV LQ WKH *- /RFDOLW\
ZLOO EH VWULFWO\ JUHDWHU WKDQ RU HTXDO WR WKH 5HVW RI 6WDWH SULFH 7KDW LV FRQVLVWHQW ZLWK WKH 1<,62¶V
UXOHV DQG WKH PDQQHU LQ ZKLFK /RFDOLW\ FOHDULQJ SULFHV LQ WKH ,&$3 6SRW 0DUNHW $XFWLRQV SUHVHQWO\
DUH VHW


7KH H[SHFWDWLRQ RI KLJKHU *- /RFDOLW\ SULFHV FRXOG EH DIIHFWHG E\ FKDQJHV LQ WKH VXSSO\
FXUYH DQG LV DOVR GHSHQGHQW RQ WKH /RFDWLRQDO 0LQLPXP ,QVWDOOHG &DSDFLW\ 5HTXLUHPHQW IRU WKH *-



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
/RFDOLW\ ZRXOG OLNHO\ H[SHULHQFH D SULFH LQFUHDVH LQ WKH ILUVW \HDU EXW WKH PDJQLWXGH ZRXOG
QRW EH QHDUO\ DV JUHDW DV LW ZRXOG EH LI WKH IXOO *- /RFDOLW\ UHIHUHQFH YDOXH ZHUH XVHG
$OWKRXJK WKH ILUVW \HDU SULFH LQFUHDVH ZRXOG EH ORZHU XQGHU WKH SKDVHLQ LW ZRXOG QRW EH
LQFRQVLVWHQW ZLWK WKH &RPPLVVLRQ¶V GLUHFWLYHV FRQFHUQLQJ WKH QHHG WR HVWDEOLVK QHZ FDSDFLW\
]RQHV LH WKH QHHG WR DWWUDFW QHZ LQYHVWPHQW LQ WKLV UHJLRQ
)RU WKH VHFRQG \HDU LH WKH  &DSDELOLW\ <HDU WKH *- /RFDOLW\ UHIHUHQFH
SULFH ZRXOG EH GHULYHG XVLQJ  RI WKH *- /RFDOLW\ DQQXDO UHIHUHQFH YDOXH ZKLFK LV
HTXLYDOHQW WR WKH DYHUDJH RI D WKH SURSRVHG 1<&$ DQQXDO UHIHUHQFH YDOXH HVFDODWHG WR
 GROODUV XVLQJ WKH HVFDODWLRQ IDFWRU SURSRVHG IRU DOO ,&$3 'HPDQG &XUYHV DQG E
WKH DQQXDO UHIHUHQFH YDOXH LGHQWLILHG E\ WKH %UDWWOH 5HSRUW IRU WKH *- /RFDOLW\ HVFDODWHG WR
 GROODUV LQ WKH VDPH PDQQHU
)RU WKH WKLUG \HDU WKH  &DSDELOLW\ <HDU WKH SURSRVHG *- /RFDOLW\ ,&$3
'HPDQG &XUYHV ZRXOG EH VHW XVLQJ  RI WKH LQIODWLRQDGMXVWHG DQQXDO UHIHUHQFH YDOXH
LGHQWLILHG LQ WKH %UDWWOH 5HSRUW
7KH  &DSDELOLW\ <HDU *- /RFDOLW\ DQQXDO UHIHUHQFH YDOXH LV D GHFUHDVH RI
 RU N:\HDU E\ FRPSDULVRQ WR WKH  1<&$ DQQXDO UHIHUHQFH YDOXH
+RZHYHU HYHQ WKRXJK WKLV UHSUHVHQWV D GHFUHDVH LQ WKH DQQXDO UHIHUHQFH YDOXH DV GHVFULEHG
LQ WKH 1LD]L $IILGDYLW DQG GLVFXVVHG DQG VHHQ LQ WKH WDEOH LQ 6HFWLRQ 9& EHORZ WKH 1<,62
EHOLHYHV WKDW LW LV UHDVRQDEOH WR H[SHFW DQ LQFUHDVH IURP FXUUHQW SULFHV IRU FXVWRPHUV LQ /RDG
=RQHV * + DQG , 7KH SURSRVHG DQQXDO UHIHUHQFH YDOXH IRU WKH  &DSDELOLW\ <HDU
UHSUHVHQWV DQ LQFUHDVH RI  RU N:\HDU IURP &DSDELOLW\ <HDU 
,Q VXPPDU\ WKH SKDVHLQ ZRXOG UHGXFH WKH SRWHQWLDO SULFH LQFUHDVH RI WKH */RFDOLW\ ,&$3 'HPDQG &XUYHV E\ FRPSDULVRQ WR FXUYHV EDVHG RQ WKH IXOO DQQXDO UHIHUHQFH
YDOXH IRU WKH  DQG  &DSDELOLW\ <HDUV ZKLOH VWHDGLO\ LQFUHDVLQJ SULFHV
HDFK \HDU XQWLO WKH IXOO HIIHFW LV UHDFKHG LQ WKH  &DSDELOLW\ <HDU 7KH DFWXDO SULFH
LPSDFWV IRU WKRVH \HDUV ZRXOG GHSHQG XSRQ RWKHU IDFWRUV SDUWLFXODUO\ FKDQJHV LQ VXSSO\
0RUH GHWDLO LV SURYLGHG EHORZ DQG LQ WKH 1LD]L DQG 0XNHUML $IILGDYLWV RQ WKH SRWHQWLDO
FOHDULQJ SULFH LPSDFWV RI WKH SKDVHLQ DORQJ ZLWK DQ H[SODQDWLRQ RI ZK\ WKRVH SULFH LPSDFWV

/RFDOLW\ ³/&5´  7KH /&5 LV QRW HVWDEOLVKHG XQWLO WKH ILUVW TXDUWHU RI WKH FDOHQGDU \HDU DQG DIWHU WKH
1HZ <RUN 6WDWH 5HOLDELOLW\ &RXQFLO HVWDEOLVKHV WKH ,QVWDOOHG 5HVHUYH 0DUJLQ


7KH &RPPLVVLRQ FRQFOXGHG WKDW ³FUHDWLQJ D QHZ FDSDFLW\ ]RQH LV QHFHVVDU\ WR SURYLGH
PRUH DFFXUDWH SULFH VLJQDOV RYHU WKH ORQJ UXQ WR HQFRXUDJH QHZ LQYHVWPHQW LQ WKH QHZ FDSDFLW\ ]RQH
ZKHQ LW LV QHHGHG´ $XJXVW  2UGHU DW 3  DQG ³WKH QHZ FDSDFLW\ ]RQH QHHGV LWV RZQ ,&$3
'HPDQG &XUYH UHIOHFWLQJ LWV KLJKHU QHW FRVW RI QHZ HQWU\ LQ RUGHU WR VHQG WKH QHFHVVDU\ SULFH VLJQDOV
RYHU WKH ORQJ UXQ DQG SURYLGH WKH KLJKHU FDSDFLW\ UHYHQXH RYHU WKH ORQJ UXQ QHHGHG WR HQFRXUDJH QHZ
LQYHVWPHQW´ ,G DW 3 


7KH  1<&$ DQQXDO UHIHUHQFH YDOXH LV HTXDO WR N:\HDU



1RPLQDO WHUPV DUH XVHG IRU WKHVH FRPSDULVRQV



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
DUH UHDVRQDEO\ H[SHFWHG WR EH VXIILFLHQW WR ERWK UHWDLQ H[LVWLQJ FDSDFLW\ QHHGHG IRU UHOLDELOLW\
DQG DWWUDFW QHZ LQYHVWPHQW LQ WKH *- /RFDOLW\
C.

3RWHQWLDO 0DUNHW&OHDULQJ 3ULFH 2XWFRPHV 8QGHU 6FHQDULRV ZLWK 3KDVH
,Q

$V QRWHG DERYH LW LV H[SHFWHG WKDW WKH FDSDFLW\ VXSSO\ LQ WKH *- /RFDOLW\ ZLOO EH
WLJKWHU WKDQ LQ WKH 5HVW RI 6WDWH UHODWLYH WR WKH UHVSHFWLYH UHTXLUHPHQWV DQG LW LV WKHUHIRUH
H[SHFWHG WKDW 0DUNHW&OHDULQJ 3ULFHV IRU FDSDFLW\ WKHUH ZLOO EH KLJKHU WKDQ WKH 1<&$
FOHDULQJ SULFHV $V GHVFULEHG LQ WKH 1LD]L $IILGDYLW WKH 1<,62 VWDII H[DPLQHG SRWHQWLDO
FOHDULQJ SULFHV XQGHU VHYHUDO GLIIHUHQW VFHQDULRV LQ RUGHU WR LQIRUP WKH 1<,62¶V
FRQVLGHUDWLRQ RI D SKDVHLQ 7KH 1LD]L $IILGDYLW LV YHU\ FOHDU WKDW WKHVH VFHQDULR DQDO\VHV DUH
QRW SULFH IRUHFDVWV EHFDXVH WKH 1<,62 FDQQRW SUHGLFW ZLWK FHUWDLQW\ WKH QXPEHU RI 0: WKDW
ZLOO WUDQVDFW LQ DQ\ RI WKH WKUHH FDSDFLW\ PDUNHW DXFWLRQV ± LH WKH &DSDELOLW\ 3HULRG
$XFWLRQ 0RQWKO\ $XFWLRQ RU ,&$3 6SRW 0DUNHW $XFWLRQ ± RU FHUWDLQ SDUDPHWHUV RI WKH
'HPDQG &XUYH VXFK DV WKH /&5 DQG ORDG IRUHFDVWV ZKLFK DUH VXEMHFW WR FKDQJH HDFK \HDU
7KH 1<,62 VWDII FRQVLGHUHG HDFK RI WKH WKUHH &DSDELOLW\ <HDUV HQFRPSDVVHG E\ WKH
SURSRVHG ,&$3 'HPDQG &XUYHV LH   DQG  7KDW UHYLHZ
LQFOXGHG DQ H[DPLQDWLRQ RI WKH SRWHQWLDO FOHDULQJ SULFHV IRU WKH WZR \HDUV ZKHUH WKHUH LV D
SURSRVHG UHGXFWLRQ LQ WKH ,&$3 'HPDQG &XUYH UHIHUHQFH SULFH ZLWK DQG ZLWKRXW WKH
SURSRVHG SKDVHLQ .H\ DVVXPSWLRQV XWLOL]HG LQ WKHVH VFHQDULRV DUH GHVFULEHG LQ WKH 1LD]L
$IILGDYLW 7KH UHVXOWV RI WKH VFHQDULR DQDO\VHV DUH SUHVHQWHG LQ WKH IROORZLQJ WDEOH IRU
LOOXVWUDWLYH SXUSRVHV 7KH WDEOH DOVR LGHQWLILHV DQ DYHUDJH RI WKH 6XPPHU  DFWXDO
,&$3 6SRW 0DUNHW $XFWLRQ SULFHV DQG DQ HVWLPDWHG DYHUDJH RI WKH :LQWHU 
SULFHV



6HH 1LD]L $IILGDYLW DW 



1LD]L $IILGDYLW DW 



7KH :LQWHU  DYHUDJH SULFH HVWLPDWH ZDV FDOFXODWHG FRQVLGHULQJ KLVWRULF SDWWHUQV LQ
WKH EHKDYLRU RI 0DUNHW 3DUWLFLSDQWV DQG WKH UHVXOWV RI WKH ILUVW WZR 6SRW 0DUNHW $XFWLRQV RI WKH
&DSDELOLW\ 3HULRG ,W LV QRW DQG LV QRW LQWHQGHG WR EH XVHG DV D ³SULFH IRUHFDVW´ IRU WKH UHPDLQLQJ IRXU
,&$3 6SRW 0DUNHW $XFWLRQV ,W LV SUHVHQWHG KHUH ZLWK WKH OLPLWHG SXUSRVH WR DFW DV D UHDVRQDEOH
HVWLPDWH IRU WKH SXUSRVHV RI WKLV FRPSDULVRQ



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
7DEOH   6XPPDU\ RI 5HVXOWV RI *- /RFDOLW\ 6FHQDULRV 
6XPPHU
N:PRQWK

:LQWHU
N:PRQWK

$QQXDO
N:PRQWK



 

 

 

  ZLWKRXW 3KDVH,Q



 

 

  ZLWK 3KDVH,Q

 

 

 

 ± ZLWKRXW 3KDVH,Q

 

 

 

 ± ZLWK 3KDVH,Q

 

 

 



 

 

 

&DSDELOLW\ <HDU ± 6FHQDULR

:KLOH LW LV LPSRVVLEOH WR SUHFLVHO\ SUHGLFW IXWXUH FOHDULQJ SULFHV WKH SKDVHGLQ ILJXUHV
VKRZQ DERYH ZRXOG VLJQLILFDQWO\ UHGXFH FRQVXPHUV¶ FRVW WR SURFXUH ,&$3 LQ WKH ILUVW WZR
\HDUV RI WKH *- /RFDOLW\ 7KH 1<,62 EHOLHYHV XVLQJ WKH SKDVHLQ WR SURWHFW FRQVXPHUV IURP
WKH ULVN RI D VXGGHQ UDWH LQFUHDVH LV ERWK DSSURSULDWH DQG QHFHVVDU\
$V QRWHG DERYH ,&$3 PDUNHW FOHDULQJ SULFHV FDQQRW EH SUHGLFWHG ZLWK FHUWDLQW\ IRU
WKH WKUHH \HDU SHULRG FRYHUHG E\ WKH LPSOHPHQWDWLRQ RI WKH *- /RFDOLW\ $PRQJ RWKHU
XQFHUWDLQWLHV WKH 1<,62 GRHV QRW NQRZ ZKLFK UHVRXUFHV PD\ HQWHU RU H[LW WKH PDUNHW GXULQJ
WKLV SHULRG 7KH 1<,62 EHOLHYHV WKH ULVN RI GUDPDWLF UHWDLO UDWH LPSDFWV LGHQWLILHG E\ WKH
1HZ <RUN 6WDWH 3XEOLF 6HUYLFH &RPPLVVLRQ ³1<36&´  VKRXOG EH DPHOLRUDWHG XVLQJ WKH



1RWH WKDW XQGHU WKH DVVXPSWLRQV SUHVHQWHG LQ WKH 1LD]L $IILGDYLW WKH SRWHQWLDO */RFDOLW\ FOHDULQJ SULFHV IRU WKH  &DSDELOLW\ <HDU UHIOHFW PRUH FDSDFLW\ WUDQVDFWHG WKDQ LQ
WKH  &DSDELOLW\ <HDU :LWKRXW WKDW DGGLWLRQDO FDSDFLW\ ± LH LI WKH VXSSO\ VWDFN KDG EHHQ
KHOG FRQVWDQW ± SULFHV IRU  ZRXOG EH KLJKHU WKDQ SUHVHQWHG IRU ERWK WKH VFHQDULR ZLWK SKDVH
LQ DQG WKH VFHQDULR ZLWKRXW SKDVHLQ 7KH VDPH SKHQRPHQD ZRXOG FDUU\ IRUZDUG WR WKH 
&DSDELOLW\ <HDU


6HH 5HTXHVW IRU 5HKHDULQJ DQG &ODULILFDWLRQ RI WKH 1HZ <RUN 6WDWH 3XEOLF 6HUYLFH
&RPPLVVLRQ 'RFNHW 1R (5 DW  ZKHUHLQ WKH 1<36& LQGLFDWHG WKDW FRQVXPHUV¶
ELOOV FRXOG LQFUHDVH E\ DV PXFK DV  ³1<36& 5HKHDULQJ 5H XH VW´ 6HH DOVR 5HTXHVW IRU
5HKHDULQJ RI &HQWUDO +XGVRQ *DV (OHFWULF &RUSRUDWLRQ 'RFNHW 1R (5 DW 
³&HQWUDO +XGVRQ 5HKHDULQJ 5H XH VW´ 



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
SURSRVHG SKDVHLQ 7KH &RPPLVVLRQ VKRXOG EH DZDUH KRZHYHU WKDW FRQVXPHU LPSDFWV
PD\ EH PDWHULDOO\ ORZHU LI D VLJQLILFDQW YROXPH RI VXSSO\ HQWHUV RU UHHQWHUV WKH PDUNHW RYHU
WKH QH[W WKUHH \HDUV 2QH VFHQDULR WKDW ZRXOG KDYH WKDW HIIHFW LV LI WKH URXJKO\  0:
'DQVNDPPHU *HQHUDWLQJ 6WDWLRQ ³'DQVNDPPHU´ UHWXUQHG WR VHUYLFH
D.

-XVWLILFDWLRQ IRU WKH 3URSRVHG 3KDVH,Q
1.

The Proposed Phase-In Would Not Unreasonably Delay the Price
Signal to the G-J Locality

$V VWDWHG DERYH DQG LQ WKH 5HTXHVW IRU 3DUWLDO 5HFRQVLGHUDWLRQ WKH 1<,62 EHOLHYHV
WKDW VRPH IRUP RI SKDVHLQ LV MXVWLILHG LQ RUGHU WR DPHOLRUDWH WKH SRWHQWLDO FRQVXPHU LPSDFWV
RI D VLJQLILFDQW FKDQJH WR WKH 1<,62¶V FDSDFLW\ PDUNHW GHVLJQ WKH LQWURGXFWLRQ RI DQ ,&$3
'HPDQG &XUYH VSHFLILF WR WKH *- /RFDOLW\ 7KHUH DUH PDQ\ XQNQRZQ YDULDEOHV WKDW FRXOG
UHVXOW LQ VLJQLILFDQWO\ GLIIHUHQW DFWXDO ZKROHVDOH SULFH RXWFRPHV VRPH RI ZKLFK DUH GHVFULEHG
LQ WKH 1LD]L $IILGDYLW 1HYHUWKHOHVV WKH 1<,62 KDV FRQFOXGHG WKDW LW FDQQRW LJQRUH WKH ULVN
WKDW LPSOHPHQWLQJ WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYH FRXOG GUDPDWLFDOO\ LQFUHDVH
FRQVXPHUV¶ UHWDLO ELOOV DV FRPSXWHG E\ WKH 1<36& 7KH &RPPLVVLRQ DFFHSWHG D SKDVHLQ
RI WKH RULJLQDO ,&$3 'HPDQG &XUYHV IRU WKH 1<& /, DQG 1<&$ LQ  LQ RUGHU WR
DPHOLRUDWH FRQVXPHU LPSDFWV 7KH &RPPLVVLRQ VKRXOG GR WKH VDPH LQ WKLV SURFHHGLQJ
7KH 1<,62 EHOLHYHV WKDW WKH SURSRVHG SKDVHLQ DSSURSULDWHO\ EDODQFHV VKRUWWHUP
FRQVXPHU LQWHUHVWV DQG WKH QHHG IRU LQYHVWPHQW VLJQDOV WR WKH *- /RFDOLW\ $V GLVFXVVHG
DERYH HYHQ ZLWK D SKDVHLQ SULFHV LQ WKH *- /RFDOLW\ DUH H[SHFWHG WR LQFUHDVH $VVXPLQJ
WKH VXSSO\ VWDFN LV KHOG FRQVWDQW ZLWK WKH VFHQDULRV GHVFULEHG LQ WKH 1LD]L $IILGDYLW SULFHV
VKRXOG LQFUHDVH E\ FRPSDUDEOH DPRXQWV LQ WKH ILUVW VHFRQG DQG WKLUG \HDUV 6LJQLILFDQWO\ E\
WKH WKLUG \HDU WKH ,&$3 'HPDQG &XUYH UHIHUHQFH SULFH ZRXOG LQFUHDVH WR  RI WKH


7KH 1<,62 DOVR QRWHV WKDW RWKHU DVSHFWV RI WKH SURSRVHG ,&$3 'HPDQG &XUYHV FRXOG
DPHOLRUDWH WKH HIIHFWV RI WKH SULFH LPSDFW HVWLPDWHG E\ WKH 1<36& $OWKRXJK WKH 1<36& GLG QRW
LGHQWLI\ WKH LQSXWV WR LWV UHWDLO UDWH LPSDFW DQDO\VLV WKH 1<,62¶V SUHYLRXV *- /RFDOLW\ VFHQDULRV
ZKLFK ZHUH LQFOXGHG LQ WKH VLPXODWLRQV FRQGXFWHG E\ 0U 1LD]L DQG LQFOXGHG LQ WKH $SULO  1&=
)LOLQJ ZHUH EDVHG RQ D GLIIHUHQW SUR[\ XQLW LH D FRPELQHG F\FOH WKDQ WKH RQH SURSRVHG E\ WKH
1<,62 LQ WKLV ILOLQJ WKH ) FODVV IUDPH ZLWK 6&5  ,I WKH 1<36& EDVHG LWV UHWDLO UDWH LPSDFW DQDO\VLV
RQ WKH $SULO  1&= )LOLQJ¶V HVWLPDWHV RI ZKROHVDOH LPSDFWV WKHQ WKH UHWDLO LPSDFW LGHQWLILHG E\ WKH
1<36& ZRXOG UHDVRQDEO\ EH H[SHFWHG WR EH ORZHU WKDQ  LI LW ZHUH FRQGXFWHG XVLQJ WKH ) FODVV
IUDPH ZLWK 6&5 DV WKH SUR[\ XQLW


'DQVNDPPHU ZDV GDPDJHG GXULQJ 6XSHUVWRUP 6DQG\ LQ 2FWREHU  DQG KDV EHHQ QRQ
RSHUDWLRQDO VLQFH WKDW WLPH


7KH DPRXQW WKDW /RDGV ORFDWHG LQ /RDG =RQHV *- PXVW SXUFKDVH LV WKH /RFDWLRQDO
0LQLPXP ,QVWDOOHG &DSDFLW\ 5HTXLUHPHQW


6HH 1<36& 5HKHDULQJ 5HTXHVW DQG &HQWUDO +XGVRQ 5HKHDULQJ 5HTXHVW



1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&   DW 3   
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
HVFDODWHG DQQXDO UHIHUHQFH YDOXH 7KXV WKH SURSRVHG SKDVHLQ ZRXOG QRW XQUHDVRQDEO\ GHOD\
WKH SULFH VLJQDOV QHFHVVDU\ WR DWWUDFW QHZ LQYHVWPHQW LQ WKH *- /RFDOLW\
2.

The Proposed Phase-in Is Just and Reasonable and Consistent
with Prior Commission Rulings

7KH 1<,62 UHVSHFWIXOO\ VXEPLWV WKDW WKH SKDVHLQ SURSRVDO VKRXOG EH DFFHSWHG E\ WKH
&RPPLVVLRQ DV D MXVW DQG UHDVRQDEOH LPSOHPHQWDWLRQ RI ERWK WKH ,&$3 'HPDQG &XUYH DQG
*- /RFDOLW\UHODWHG SURYLVLRQV RI WKH 6HUYLFHV 7DULII
7KH FRXUWV DQG WKH &RPPLVVLRQ KDYH PDGH FOHDU IRU GHFDGHV WKDW WKHUH LV QR VLQJOH
MXVW DQG UHDVRQDEOH UDWH ,QVWHDG UDWHV DUH MXVW DQG UHDVRQDEOH VR ORQJ DV WKH\ IDOO ZLWKLQ D
³]RQH RI UHDVRQDEOHQHVV´ WKDW LV ERXQGHG RQ WKH KLJK HQG E\ WKH UHTXLUHPHQW WR SURWHFW
FRQVXPHUV DJDLQVW ³H RUELWDQW´ UDWHV DQG DW WKH RWKHU E\ WKH ³LQYHVWRU LQWHUHVW DJDLQVW
FRQILVFDWLRQ´ %DVHG XSRQ WKH 1<36&¶V SUHGLFWHG UHWDLO UDWH LPSDFWV WKH 1<,62 LV
FRQFHUQHG WKDW VHWWLQJ WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYH XVLQJ WKH IXOO QHW FRVW RI QHZ
HQWU\ IRU WKH SHDNLQJ SODQW PLJKW UHVXOW LQ ³H RUELWDQW´ VKRUWWHUP FRQVXPHU LPSDFWV LQ WKH
ILUVW WZR \HDUV RI WKLV QHZ /RFDOLW\ 7KRVH UDWHV DQG WKHLU LPSDFWV ZRXOG EH OHVVHQHG WKURXJK
WKH SURSRVHG SKDVHLQ DQG WKH SURSRVHG ,&$3 'HPDQG &XUYH UDWHV ZRXOG VWLOO IDOO ZLWKLQ WKH
]RQH RI UHDVRQDEOHQHVV
$W WKH VDPH WLPH WKH 1<,62 VHHV OLWWOH FDXVH IRU FRQFHUQ WKDW LWV SURSRVHG SKDVHLQ
ZRXOG UHVXOW LQ ³FRQILVFDWRU\´ UDWHV (YHQ ZLWK D SKDVHLQ WKH QHZ ,&$3 'HPDQG &XUYH IRU
WKH *- /RFDOLW\ LV H[SHFWHG WR UHVXOW LQ KLJKHU FOHDULQJ SULFHV VWDUWLQJ LQ WKH 
&DSDELOLW\ <HDU 7KH 0XNHUML $IILGDYLW FRQFOXGHV WKDW LW LV UHDVRQDEOH WR H[SHFW WKDW
FDSDFLW\ DGHTXDWH WR VDWLVI\ UHOLDELOLW\ UHTXLUHPHQWV ZLOO EH UHWDLQHG LQ WKH *- /RFDOLW\ 
0U 0XNHUML H[SODLQV WKDW ³>H@[LVWLQJ FDSDFLW\ ZLOO KDYH D SULFLQJ UHJLPH ZKLFK LV PRUH
DWWUDFWLYH WKDQ WKH RQH FXUUHQWO\ LQ SODFH LQ WKH ILUVW WZR \HDUV DQG ZLOO DOVR KDYH WKH
H[SHFWDWLRQ WR JHW WKH IXOO HVFDODWHG ,&$3 'HPDQG &XUYH SULFH LQ WZR \HDUV¶ WLPH >7KXV@
PRVW H[LVWLQJ JHQHUDWLRQ ZLOO KDYH VXIILFLHQW PDUNHW LQFHQWLYH WR FRQWLQXH WR SDUWLFLSDWH LQ WKH
PDUNHW´
0U 0XNHUML DOVR FRQFOXGHV WKDW HIILFLHQW QHZ FDSDFLW\ ZRXOG EH DWWUDFWHG WR WKH */RFDOLW\ QRWZLWKVWDQGLQJ WKH IDFW WKDW WKH SURSRVHG UHIHUHQFH SULFHV IRU WKH ILUVW DQG VHFRQG
\HDUV DUH GHULYHG IURP D YDOXH ORZHU WKDQ WKH IXOO QHW FRVW RI QHZ HQWU\ 6WDUWLQJ LQ WKH WKLUG
&DSDELOLW\ <HDU WKH *- /RFDOLW\ UHIHUHQFH SULFH ZRXOG EH VHW XVLQJ WKH IXOO SHDNLQJ SODQW
QHW FRVW RI QHZ HQWU\ %HFDXVH WKH FRQVWUXFWLRQ RI QHZ JHQHUDWLQJ UHVRXUFHV ZRXOG WDNH DW
OHDVW WZR WR WKUHH \HDUV SURVSHFWLYH LQYHVWPHQW GHFLVLRQV DUH PRUH OLNHO\ WR EH LQIOXHQFHG E\
SULFHV WKDW UHIOHFW WKH IXOO QHW FRVW RI HQWU\ LQ WKH WKLUG \HDU WKDQ E\ UHGXFHG SULFHV LQ WKH WZR


-HUVH\ &HQW 3RZHU /LJKW &R Y )(5&  )G  DW   FLWLQJ 3HUPLDQ
%DVLQ $UHD 5DWH &DVHV  86   


0XNHUML $IILGDYLW DW 3 



,G
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
LQWHUYHQLQJ \HDUV 7KXV DV 0U 0XNHUML VWDWHV LQ KLV DIILGDYLW ³WKH SKDVHLQ VKRXOG QRW
DIIHFW WKH PDUNHW HQWU\ GHFLVLRQ RI PRVW QHZ JHQHUDWLQJ FDSDFLW\´ 7KH SKDVHLQ DFFHSWHG
E\ WKH &RPPLVVLRQ DQG DGRSWHG LQ  GLG QRW KDYH DQ\ DSSDUHQW DGYHUVH LPSDFWV RQ
LQYHVWPHQW GHFLVLRQV DQG WKH 1<,62 GRHV QRW H[SHFW WKHP QRZ
,PSRUWDQWO\ WKH SKDVHLQ ZRXOG EH FRQVLVWHQW ZLWK D SULPDU\ REOLJDWLRQ RI WKH
&RPPLVVLRQ XQGHU WKH )3$  WR SURWHFW FRQVXPHUV &RQVHTXHQWO\ WKH 1<,62 EHOLHYHV
WKDW WKLV VKRUWWHUP SKDVHLQ RI WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYH UHIHUHQFHV SULFHV LV
MXVW DQG UHDVRQDEOH DV D PDWWHU RI ODZ
E.

5HTXHVW IRU 7DULII :DLYHUV 7KDW 0D\ %H 'HHPHG 1HFHVVDU\ E\ WKH
&RPPLVVLRQ

6RPH SDUWLHV PD\ DUJXH WKDW WKH SURSRVHG SKDVHLQ ZRXOG EH LQFRQVLVWHQW ZLWK FHUWDLQ
6HUYLFHV 7DULII UHTXLUHPHQWV )RU H[DPSOH 6HFWLRQ  L VSHFLILHV WKDW WKH SHULRGLF
UHYLHZ RI UHYLVHG ,&$3 'HPDQG &XUYHV ³VKDOO DVVHVV´ WKH ³FXUUHQW ORFDOL]HG OHYHOL]HG
HPEHGGHG FRVW RI D SHDNLQJ SODQW LQ HDFK 1<&$ /RFDOLW\ WKH 5HVW RI 6WDWH DQG DQ\ 1HZ
&DSDFLW\ =RQH WR PHHW PLQLPXP FDSDFLW\ UH XLU HPHQWV´ 6RPH SDUWLHV PD\ DUJXH WKDW
EDVLQJ WKH ILUVW WZR \HDUV RI *- /RFDOLW\ ,&$3 'HPDQG &XUYH RQ D YDOXH OHVV WKDQ WKH 
SHUFHQW RI *- /RFDOLW\ SHDNLQJ SODQW QHW FRVW RI QHZ HQWU\ ZRXOG EH LQFRQVLVWHQW ZLWK WKLV
UHTXLUHPHQW 7KH 1<,62 GRHV QRW VKDUH WKDW LQWHUSUHWDWLRQ
1HYHUWKHOHVV LI WKH &RPPLVVLRQ LV FRQFHUQHG WKDW WKH SURSRVHG SKDVHLQ ZRXOG
FRQIOLFW ZLWK 6HFWLRQ  L RU DQ\ RWKHU WDULII SURYLVLRQ WKH 1<,62 UHVSHFWIXOO\ DVNV
WKDW LW ZDLYH WKRVH SURYLVLRQV 8QGHU HVWDEOLVKHG SUHFHGHQW DQG LQ VLPLODU FLUFXPVWDQFHV WKH
&RPPLVVLRQ KDV JUDQWHG WDULII ZDLYHUV ZKHQ WKH ZDLYHU LV RI OLPLWHG VFRSH D FRQFUHWH
SUREOHP ZLOO EH UHPHGLHG E\ JUDQWLQJ WKH UHTXLVLWH ZDLYHU DQG WKH ZDLYHU GRHV QRW KDYH
XQGHVLUDEOH FRQVHTXHQFHV VXFK DV KDUPLQJ WKLUG SDUWLHV (DFK SURQJ RI WKH ZDLYHU
DQDO\VLV LV VDWLVILHG LQ WKLV FDVH 7KH 1<,62 LV PDNLQJ D JRRG IDLWK SURSRVDO WKDW LW EHOLHYHV
LV QHFHVVDU\ WR DYRLG WKH ULVN RI FRQVXPHU ³UDWH VKRFN´ 7KH ZDLYHU ZRXOG EH FRQILQHG WR
DYRLGLQJ WKDW ULVN E\ DOORZLQJ IRU D JUDGXDO UDWH HVFDODWLRQ WKDW ZRXOG FRQWLQXH WR DWWUDFW
LQYHVWPHQW )LQDOO\ ZKLOH VRPH PD\ FRQWHQG WKDW WHPSRUDULO\ ORZHU FDSDFLW\ UHYHQXHV


,G DW 
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6HH HJ $WODQWLF 5HILQLQJ &R Y 3XEO 6HUY &RPP¶Q  86   
LQWHUSUHWLQJ SDUDOOHO SURYLVLRQV RI WKH 1DWXUDO *DV $FW ³7KH $FW ZDV VR IUDPHG DV WR DIIRUG
FRQVXPHUV D FRPSOHWH SHUPDQHQW DQG HIIHFWLYH ERQG RI SURWHFWLRQ IURP H[FHVVLYH UDWHV DQG
FKDUJHV´  6RXWKZHVWHUQ (OHFWULF 3RZHU &R  )(5&   DW   7KH ³SULPDU\
SXUSRVH RI WKH >)3$@ LV WKH SURWHFWLRQ RI FXVWRPHUV IURP H[FHVVLYH UDWHV DQG FKDUJHV´  DQG &KHKDOLV
3RZHU *HQHUDWLQJ /3  )(5&    


0LGFRQWLQHQW ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    JUDQWLQJ WKH
UHTXHVWHG WDULII ZDLYHU DQG QRWLQJ WKDW WKH IRXUWK FULWHULRQ RIWHQ FRQVLGHUHG E\ WKH &RPPLVVLRQ
ZKHUH WKHUH ZDV DQ XQGHUO\LQJ JRRG IDLWK HUURU ZDV QRW UHOHYDQW WR LWV GHFLVLRQ
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7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
³KDUP´ WKHLU ILQDQFLDO LQWHUHVWV WKH 1<,62 EHOLHYHV WKDW VXFK DUJXPHQWV DUH ZLWKRXW PHULW
DQG WKDW WKH SKDVHGLQ UDWHV DUH MXVW DQG UHDVRQDEOH
VI.

PROPOSAL TO ADDRESS THE IMPACTS OF A PHASE-IN ON THE
ADMINISTRATION OF “BUYER-SIDE” CAPACITY MARKET POWER
MITIGATION EXAMINATIONS

7KH SKDVHLQ SURSRVHG LQ 6HFWLRQ 9 RI WKLV ILOLQJ ZRXOG DIIHFW WKH HYDOXDWLRQV WKDW WKH
1<,62 FRQGXFWV XQGHU WKH ³EX\HUVLGH´ FDSDFLW\ PDUNHW SRZHU PLWLJDWLRQ UXOHV SXUVXDQW WR
$WWDFKPHQW + WR WKH 6HUYLFHV 7DULII ³%X\HUVLGH 0LWLJDWLRQ 5XOHV´  ,Q DFFRUGDQFH ZLWK WKH
&RPPLVVLRQ¶V -XQH  RUGHU LQ 'RFNHW 1R (5 WKH %X\HUVLGH 0LWLJDWLRQ
5XOHV DQG VXSSOLHUVLGH PLWLJDWLRQ UXOHV ZLOO DSSO\ WR WKH *- /RFDOLW\ 7KH ,&$3 'HPDQG
&XUYH LV XWLOL]HG LQ ERWK WKH ³3DUW $´ DQG ³3DUW %´ H[HPSWLRQ WHVWV WR GHWHUPLQH WKH
GHIDXOW 2IIHU )ORRU DQG LQ VHWWLQJ 2IIHU )ORRUV IRU SURMHFWV WKDW DUH VXEMHFW WR PLWLJDWLRQ
$FFRUGLQJO\ EX\HUVLGH PLWLJDWLRQ GHWHUPLQDWLRQV IRU SURMHFWV LQ /RDG =RQHV * +
DQG , LQ &ODVV <HDUV  DQG &ODVV <HDU  ZRXOG EH DIIHFWHG E\ D SKDVHLQ 7KH



6HH 6HUYLFHV 7DULII 6HFWLRQ  $V WKH 1<,62 KDV H[SODLQHG ³>I@RU HDFK SURSRVHG
QHZ JHQHUDWLQJ XQLW RU 8'5 ³( DP LQHG )DFLOLW\´  WKH 3DUW $ 7HVW FRPSDUHV WKH IRUHFDVWHG DQQXDO
,&$3 6SRW 0DUNHW $XFWLRQ UHYHQXHV WR WKH 'HIDXOW QHW &21( '1&  ZKLFK IRU WKH SXUSRVHV RI WKH
3DUW $ 7HVW LV GHILQHG DV  RI 0LWLJDWLRQ 1HW &21( 01&     ,&$3 6SRW 0DUNHW $XFWLRQ
UHYHQXHV DUH IRUHFDVW IRU RQH &DSDELOLW\ <HDU WZR &DSDELOLW\ 3HULRGV RFFXUULQJ WKUHH \HDUV IURP WKH
6XPPHU &DSDELOLW\ 3HULRG RI WKH &ODVV <HDU 7KHVH YDOXHV DUH FRPSDUHG ZLWK WKH '1& SURMHFWHG IRU
WKDW VDPH WLPH SHULRG )RU LQVWDQFH ZKHQ H[DPLQLQJ D SURMHFW LQ &ODVV <HDU  WKH 1<,62 ZRXOG
XWLOL]H WKH ,&$3 'HPDQG &XUYHV IRU WKH  &DSDELOLW\ <HDU WR IRUHFDVW ,&$3 SULFHV 8QGHU WKH 3DUW
$ 7HVW WKH ([DPLQHG )DFLOLW\ LV H[HPSW IURP >EX\HUVLGH PLWLJDWLRQ@ LI WKH IRUHFDVWHG DQQXDO ,&$3
UHYHQXHV H[FHHG WKH '1&´ %X\HU 6LGH 0LWLJDWLRQ 1DUUDWLYH DQG 1XPHULFDO ([DPSOH ³%60
1DUUDWLYH´ 6HSW  DW  IRRWQRWHV RPLWWHG DYDLODEOH DW
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWVBRSHUDWLRQVPDUNHWBGDWDLFDS,Q
&LW\B0LWLJDWLRQB'RFXPHQWV,Q
&LW\B0LWLJDWLRQB'RFXPHQWV%60B1DUUDWLYHBDQGB1XPHULFDOB([DPSOH6HSWHPEHU
SGI!


6HH 6HUYLFHV 7DULII 6HFWLRQ  6HH DOVR %60 1DUUDWLYH DW  ³,Q WKH 3DUW % WHVW
WKH 8QLW 1HW &21(    LV FRPSDUHG WR WKH IRUHFDVWHG ,&$3 SULFHV GXULQJ WKH >0LWLJDWLRQ 6WXG\
3HULRG@ $Q ([DPLQHG )DFLOLW\ LV H[HPSW IURP DQ 2IIHU )ORRU LI WKH IRUHFDVWHG SULFH H[FHHGV WKH 8QLW
1HW &21(´


7KH 2IIHU )ORRU LV VHW DW WKH ORZHU RI 8QLW 1HW &21( RU WKH ³GHIDXOW 2IIHU )ORRU´ LH
 RI ³0LWLJDWLRQ 1HW &21(´ D YDOXH GHWHUPLQHG ZLWK UHIHUHQFH WR WKH DFFHSWHG ,&$3 'HPDQG
&XUYHV  6HH 6HUYLFHV 7DULII 6HFWLRQ  GHILQLWLRQ RI ³2IIHU )ORRU´  VHH DOVR 1HZ <RUN
,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF &RPSOLDQFH )LOLQJ 'RFNHW 1R (5 $XJ   


3URMHFWV ORFDWHG LQ /RDG =RQH - ZRXOG QRW EH DIIHFWHG EHFDXVH WKH 6HUYLFHV 7DULII VSHFLILHV
WKDW WKH EX\HUVLGH PLWLJDWLRQ GHWHUPLQDWLRQ XWLOL]HV WKH ,&$3 'HPDQG &XUYH RI WKH ³VPDOOHVW´
FDSDFLW\ ]RQH 7KHUHIRUH WKH 1HZ <RUN &LW\ ,&$3 'HPDQG &XUYH DQG QRW WKH *- /RFDOLW\ ,&$3



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
0LWLJDWLRQ 6WXG\ 3HULRG LH WKH &DSDELOLW\ 3HULRGV XVHG IRU WKH EX\HUVLGH PLWLJDWLRQ
DQDO\VLV XVHV WKH WKUHH\HDU SHULRG EHJLQQLQJ ZLWK WKH ³6WDUWLQJ &DSDELOLW\ 3HULRG´ 7KDW
SHULRG FRLQFLGHV LQ ZKROH RU LQ SDUW ZLWK WKH WKUHH \HDUV RI ,&$3 'HPDQG &XUYHV SURSRVHG
LQ WKLV ILOLQJ
7KH SKDVHLQ FRXOG LPSDFW WKH RXWFRPH RI DQDO\VHV XQGHU WKH ³3DUW $´ DQG ³3DUW %´
WHVWV EHFDXVH ERWK DUH EDVHG LQ SDUW RQ IRUHFDVWV RI DQQXDO ,&$3 6SRW 0DUNHW $XFWLRQ
UHYHQXHV ,W LV SRVVLEOH WKDW WKHVH FKDQJHG RXWFRPHV ZRXOG EH LQFRQVLVWHQW ZLWK D NH\ GHVLJQ
HOHPHQW DQG XQGHUO\LQJ LQWHQW RI WKH %X\HUVLGH 0LWLJDWLRQ 5XOHV ZKLFK LV WR XWLOL]H DV D
EHQFKPDUN WKH VKRUW WHUP UHYHQXHV DYDLODEOH XQGHU WKH ,&$3 'HPDQG &XUYHV LQ RUGHU WR
GHWHUPLQH ZKHWKHU WKH SURSRVHG SURMHFW LV PDNLQJ DQ HFRQRPLF HQWU\ GHFLVLRQ 7KH 1<,62
EHOLHYHV WKDW WKH LPSOHPHQWDWLRQ RI D SKDVHLQ FDQ DQG VKRXOG EH UHFRQFLOHG ZLWK WKH %X\HU
VLGH 0LWLJDWLRQ 5XOHV IRU WKH *- /RFDOLW\ LQ D PDQQHU WKDW HIIHFWXDWHV WKH LQWHQW RI WKH WDULII
$FFRUGLQJO\ WKH 1<,62 UHVSHFWIXOO\ UHTXHVWV D OLPLWHG ZDLYHU RI WKH 6HUYLFHV 7DULII
VR WKDW UDWKHU WKDQ XWLOL]LQJ WKH ,&$3 'HPDQG &XUYHV IRU  DQG 
SURSRVHG LQ WKLV ILOLQJ ZKHQ SHUIRUPLQJ WKH EX\HUVLGH PLWLJDWLRQ H[DPLQDWLRQ RI SURMHFWV LQ
/RDG =RQHV * + DQG , LQ &ODVV <HDUV  RU &ODVV <HDU  DW WKH WLPH RI WKH FRPSOHWLRQ
RI WKH UHVSHFWLYH &ODVV <HDUV LH WKH SURSRVHG FXUYHV VHW IRUWK LQ $WWDFKPHQWV , DQG ,, WKH
1<,62 ZRXOG XWLOL]H IRU WKRVH \HDUV WKH ,&$3 GHPDQG FXUYH LQIRUPDWLRQ VHW IRUWK LQ
$WWDFKPHQW ; LH WKH FXUYHV EDVHG RQ WKH IXOO QHW FRVW RI QHZ HQWU\ RI WKH SHDNLQJ SODQW IRU
WKH *- /RFDOLW\ ³&ODVV <HDUV  DQG  *+, %60 'HPDQG &XUYH´  ,I WKLV ZDLYHU LV
JUDQWHG WKH 1<,62 ZRXOG XWLOL]H WKH &ODVV <HDUV  DQG  *+, %60 'HPDQG &XUYH
IRU  DQG  LQVWHDG RI WKH $WWDFKPHQW , DQG ,, *- FXUYH LQ WKH ,&$3
IRUHFDVW LQ ERWK WKH 3DUW $ DQG 3DUW % WHVW DQG ZKHQ GHWHUPLQLQJ WKH GHIDXOW 2IIHU )ORRU LQ
WKH GHVFULEHG DQDO\VHV 7KH 1<,62 EHOLHYHV WKDW HYDOXDWLQJ WKHVH SURMHFWV XVLQJ ,&$3
UHYHQXHV XQGHU WKH &ODVV <HDUV  DQG  *+, %60 'HPDQG &XUYHV LV PRUH FRQVLVWHQW
ZLWK WKH LQWHQW WR H[DPLQH WKH RYHUDOO ORQJWHUP HFRQRPLFV RI DQ HQWU\ GHFLVLRQ UDWKHU WKDQ
XVLQJ WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYHV SURSRVHG IRU DFFHSWDQFH LQ WKLV ILOLQJ
*UDQWLQJ VXFK D ZDLYHU ZRXOG EH FRQVLVWHQW ZLWK WKH ZDLYHU SUHFHGHQW GLVFXVVHG LQ
6HFWLRQ 9 $ ZDLYHU ZRXOG EH ³RI OLPLWHG VFRSH´ DQG ZRXOG DGGUHVV D ³FRQFUHWH SUREOHP´
E\ SUHYHQWLQJ WKH RQHWLPH SKDVHLQ RI D QHZO\ HVWDEOLVKHG ,&$3 'HPDQG &XUYH IURP
GLVWRUWLQJ WKH LPSOHPHQWDWLRQ RI WKH %X\HUVLGH 0LWLJDWLRQ 5XOHV E\ FKDQJLQJ PLWLJDWLRQ
'HPDQG &XUYH ZRXOG EH XWLOL]HG LQ WKH %X\HUVLGH 0LWLJDWLRQ 'HWHUPLQDWLRQV IRU /RDG =RQH SURMHFWV 6HH 6HUYLFHV 7DULII 6HFWLRQ 


6HH HJ 6HUYLFHV 7DULII 6HFWLRQV  GHILQLQJ DV 0LWLJDWLRQ 6WXG\ 3HULRG DV WKH
&DSDELOLW\ 3HULRGV RI H[SHFWHG HQWU\ DQG  GHILQLQJ ³6WDUWLQJ &DSDELOLW\ 3HULRG´ DV WKH
6XPPHU &DSDELOLW\ 3HULRG FRPPHQFLQJ WKUHH \HDUV IURP WKH VWDUW RI WKH \HDU RI WKH &ODVV <HDU 


7R EH FOHDU WKH 1<,62 ZRXOG XWLOL]H &ODVV <HDUV  DQG  *+, %60 'HPDQG
&XUYHV RQO\ DV LW DSSOLHG WR WKH 0LWLJDWLRQ 6WXG\ 3HULRG RI WKH SDUWLFXODU SURMHFW


6HH IQ  DQG DFFRPSDQ\LQJ WH[W



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
RXWFRPHV ,W ZRXOG QRW ³KDYH XQGHVLUDEOH FRQVHTXHQFHV VXFK DV KDUPLQJ WKLUG SDUWLHV´
EHFDXVH LW ZRXOG PHUHO\ EH HQVXULQJ WKDW WKH %X\HUVLGH 0LWLJDWLRQ 5XOHV IXQFWLRQ DV
LQWHQGHG
VII.

DESCRIPTION OF REVISED TARIFF PROVISIONS

7KH ,&$3 'HPDQG &XUYHV DUH GHWHUPLQHG E\ WKH SDUDPHWHUV VSHFLILHG LQ 6HFWLRQ
 RI WKH 6HUYLFHV 7DULII $FFRUGLQJO\ WKH WDULII UHYLVLRQV VXEPLWWHG ZLWK WKLV ILOLQJ
UHYLVH WKH WDEOH LQ 6HFWLRQ  WR DGG D URZ IRU WKH *- /RFDOLW\ ,&$3 'HPDQG &XUYH
DQG WR VWDWH WKH YDOXHV IRU WKH *- /RFDOLW\ 1<& /, DQG 1<&$ ,&$3 'HPDQG &XUYHV IRU
WKH   DQG  &DSDELOLW\ <HDU
VIII. REQUESTED EFFECTIVE DATE
7KH 1<,62 UHTXHVWV DQ HIIHFWLYH GDWH RI -DQXDU\   IRU WKH WDULII UHYLVLRQV
SURSRVHG KHUHLQ LH WKH VWDQGDUG VL[W\ GD\ SHULRG XQGHU 6HFWLRQ  RI WKH )3$
IX.

REQUEST FOR WAIVER OF INAPPLICABLE COST OF SERVICE
REQUIREMENTS UNDER PART 35 OF THE COMMISSION’S
REGULATIONS

6HFWLRQ  RI WKH &RPPLVVLRQ¶V UHJXODWLRQV JHQHUDOO\ UHTXLUHV SXEOLF XWLOLWLHV WR
ILOH FHUWDLQ FRVW DQG RWKHU LQIRUPDWLRQ UHODWHG WR DQ H[DPLQDWLRQ RI WUDGLWLRQDO FRVWRIVHUYLFH
UDWHV WR VXSSRUW SURSRVHG FKDQJHV WR WKHLU WDULIIV RU UDWH VFKHGXOHV +RZHYHU WKH WDULII
PRGLILFDWLRQV SURSRVHG KHUHLQ GR QRW LQYROYH WUDGLWLRQDO FRVWRIVHUYLFH ³UDWHV´ )XUWKHU WKH
1<,62 LV QRW D WUDGLWLRQDO LQYHVWRURZQHG XWLOLW\ 7KH &RPPLVVLRQ¶V JHQHUDO SUDFWLFH KDV
QRW EHHQ WR DSSO\ WKH WUDGLWLRQDO 6HFWLRQ  UHTXLUHPHQWV WR VXFK ILOLQJV 1HYHUWKHOHVV WR
WKH H[WHQW QHFHVVDU\ WKH 1<,62 UHTXHVWV ZDLYHU RI 6HFWLRQ  1RWZLWKVWDQGLQJ WKH
UHTXHVW IRU ZDLYHU WKH 1<,62 VXEPLWV WKH DGGLWLRQDO LQIRUPDWLRQ HQXPHUDWHG EHORZ LV LQ
VXEVWDQWLDO FRPSOLDQFH ZLWK UHOHYDQW SURYLVLRQV RI 6HFWLRQ 


  E   0DWHULDOV LQFOXGHG KHUHZLWK DUH OLVWHG LQ 6HFWLRQ , RI WKLV ILOLQJ OHWWHU



 E   7KH 1<,62¶V UHTXHVWV DQ HIIHFWLYH GDWH  GD\V IURP WKH GDWH RI ILOLQJ
LH -DQXDU\   DV VHW IRUWK LQ 6HFWLRQ 9,,, RI WKLV ILOLQJ OHWWHU



 E   6HUYLFH KDV EHHQ PDGH DV SURYLGHG LQ 6HFWLRQ ;, RI WKLV ILOLQJ OHWWHU



 E  DQG   $ GHVFULSWLRQ RI WKH PDWHULDOV VXEPLWWHG LQ WKLV ILOLQJ DQG RI WKH
UHDVRQV IRU WKLV ILOLQJ LV SURYLGHG WKURXJKRXW WKLV ILOLQJ OHWWHU SDUWLFXODUO\ LQ
6HFWLRQ ,9



O E   7KH 1<,62¶V DSSURYDO RI WKHVH PRGLILFDWLRQV LV HYLGHQFHG E\ WKLV ILOLQJ
$V GLVFXVVHG LQ 6HFWLRQ ,, RI WKLV ILOLQJ OHWWHU WKH FKDQJHV KDYH EHHQ DSSURYHG E\ WKH


7KHVH VKHHWV DOVR HOLPLQDWH WKH YDOXHV IRU WKH FRPSOHWHG &DSDELOLW\ <HDUV HVWDEOLVKHG LQ
WKH SULRU ,&$3 'HPDQG &XUYH UHVHW



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
1<,62¶V LQGHSHQGHQW %RDUG RI 'LUHFWRUV DIWHU DQ H[WHQVLYH VWDNHKROGHU UHYLHZ
SURFHVV GHVFULEHG LQ 6HFWLRQ  RI WKH 6HUYLFHV 7DULII


X.

, E   7KH 1<,62 KDV QR NQRZOHGJH RI DQ\ UHOHYDQW H[SHQVHV RU FRVWV RI
VHUYLFH WKDW KDYH EHHQ DOOHJHG RU MXGJHG LQ DQ\ DGPLQLVWUDWLYH RU MXGLFLDO SURFHHGLQJ
WR EH LOOHJDO GXSOLFDWLYH RU XQQHFHVVDU\ FRVWV WKDW DUH GHPRQVWUDEO\ WKH SURGXFW RI
GLVFULPLQDWRU\ HPSOR\PHQW SUDFWLFHV
MINISTERIAL CORRECTION

7KH 1<,62 LV DOVR SURSRVLQJ WR PDNH D PLQLVWHULDO FRUUHFWLRQ WR 6HFWLRQ  RI WKH
6HUYLFHV 7DULII 7KDW VHFWLRQ FXUUHQWO\ FRQWDLQV WZR LGHQWLFDO DQG WKXV UHGXQGDQW GHILQLWLRQV
RI ³1HZ &DSDFLW\ =RQH´ DV D UHVXOW RI D GUDIWLQJ HUURU LQ WKH 1<,62¶V 1RYHPEHU  
FRPSOLDQFH ILOLQJ LQ 'RFNHW 1R (5 7KH WDULII VHFWLRQ DIIHFWHG E\ WKH HUURU ZDV
DFFHSWHG E\ WKH &RPPLVVLRQ¶V $XJXVW   RUGHU LQ WKDW SURFHHGLQJ 7KH 1<,62
SURSRVHV WR FRUUHFW WKLV LQDGYHUWHQW PLVWDNH $WWDFKPHQWV , DQG ,, LQFOXGH FOHDQ DQG UHGOLQHG
WDULII VHFWLRQV WKDW GHSLFW WKH 1<,62¶V SURSRVHG FRUUHFWLRQ
XI.

SUMMARY OF 2013 DEMAND CURVE RESET FILING CONSIDERATIONS

7R IDFLOLWDWH WKH &RPPLVVLRQ¶V UHYLHZ WKH 1<,62 SUHSDUHG WKH IROORZLQJ EULHI
VXPPDU\ RI WKH PDMRU IHDWXUHV RI LWV SURSRVHG ,&$3 'HPDQG &XUYHV
&216,'(5$7,21

6HOHFWLRQ RI SUR[\ XQLWV

'XDOIXHO FDSDELOLW\ RI SUR[\ XQLW

,QWHUFRQQHFWLRQ &RVWV



1<,62 '(&,6,21
$JUHHG ZLWK 1<,62 6WDII UHFRPPHQGDWLRQ
WKDW D JHQHUDWLRQ WHFKQRORJ\ VKRXOG EH XVHG
DV WKH SUR[\ SHDNLQJ XQLW $Q ) FODVV IUDPH
XQLW ZLWK DQ DQQXDO RSHUDWLQJ OLPLW ZDV
VHOHFWHG DV WKH ORZHVW FDSLWDO DQG KLJKHVW
RSHUDWLQJ FRVW XQLW IRU WKH 1<&$ $Q )
FODVV XQLW ZLWK 6&5 HPLVVLRQV FRQWUROV ZDV
GHVLJQDWHG DV WKH SUR[\ SHDNLQJ XQLW IRU WKH
1<& /, DQG *- ORFDOLWLHV
$JUHHG ZLWK 1(5$6 / WKDW GXDO IXHO
FDSDELOLW\ VKRXOG EH DQG FRXOG UHDVRQDEO\
EH DVVXPHG IRU WKH SUR[\ XQLW LQ HDFK
/RFDOLW\ WKH *- /RFDOLW\ 1<& DQG /,  EXW
QRW IRU WKH 1<&$ SUR[\ XQLW
$JUHHG ZLWK 1(5$6 / ZKLFK GHYHORSHG
LQSXW EDVHG RQ HVWLPDWHV RI 6\VWHP 8SJUDGH
)DFLOLWLHV DQG 6\VWHP 'HOLYHUDELOLW\
8SJUDGHV DV QHFHVVDU\

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF  )(5&    



$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
&216,'(5$7,21

&DSLWDO ,QYHVWPHQW DQG 2WKHU 3ODQW &RVWV

1<& 3URSHUW\ 7D[ $EDWHPHQW

3D\PHQW LQ /LHX RI 7D[HV (OVHZKHUH

1<,62 '(&,6,21
$JUHHG ZLWK WKH XVH RI FDSLWDO FRVW
GHWHUPLQDWLRQV WKDW ZHUH GHYHORSHG E\
1(5$6 / ,GHQWLILHG FDSLWDO FRVWV LQFOXGH
GLUHFW FRVWV ZLWKLQ WKH HQJLQHHULQJ
SURFXUHPHQW DQG FRQVWUXFWLRQ ³(3&´
FRQWUDFWV RZQHU¶V FRVWV QRW FRYHUHG E\ WKH
(3& LQFOXGLQJ ³VRFLDO MXVWLFH´ FRVWV
ILQDQFLQJ FRVWV GXULQJ FRQVWUXFWLRQ DQG
ZRUNLQJ FDSLWDO DQG LQLWLDO LQYHQWRULHV
$JUHHG ZLWK 1(5$6 /¶V DVVXPSWLRQ WKDW
WKH DEDWHPHQW LV DSSOLFDEOH LQ GHYHORSLQJ
UHIHUHQFH SULFHV
$JUHHG ZLWK 1(5$6 /¶V UHFRPPHQGDWLRQ
IRU D XQLIRUP SURSHUW\ WD[ UDWH RI  LQ
DOO UHJLRQV RI WKH VWDWH RWKHU WKDQ 1<&

)L[HG 2SHUDWLQJ DQG 0DLQWHQDQFH &RVWV

$JUHHG ZLWK 1(5$6 /¶V UHFRPPHQGHG
IL[HG 2 0 FRVWV

3HUIRUPDQFH &KDUDFWHULVWLFV DQG 9DULDEOH
2 0 &RVWV

$JUHHG ZLWK YDULDEOH 2 0 FRVWV XVHG LQ WKH
PRGHO ZKLFK DUH SULPDULO\ GULYHQ E\ WKH
SHULRGLF PDLQWHQDQFH F\FOHV RI HDFK XQLW

'HYHORSPHQW RI /HYHOL]HG &DUU\LQJ &KDUJHV

$JUHHG ZLWK 1(5$6 /¶V UHFRPPHQGDWLRQ
IRU D \HDU DPRUWL]DWLRQ SHULRG IRU D )
FODVV IUDPH XQLW $JUHHG ZLWK
UHFRPPHQGDWLRQ WR QRW LQFOXGH 2ULJLQDO
,VVXH 'LVFRXQW FKDUJH LQ PRGHO

5HJXODWRU\ 5LVN

$JUHHG ZLWK 1(5$6 / UHFRPPHQGDWLRQ WR
QRW LQFOXGH DGMXVWPHQW

$VVXPSWLRQV 5HJDUGLQJ WKH ([SHFWHG /HYHO
RI $YHUDJH ([FHVV &DSDFLW\

$JUHHG ZLWK 1(5$6 / UHFRPPHQGDWLRQV

(QHUJ\ DQG $QFLOODU\ 6HUYLFHV 5HYHQXHV

$JUHHG ZLWK 1(5$6 / UHFRPPHQGDWLRQV

3KDVHLQ RI *- /RFDOLW\ 9DOXHV

7KH 1<,62 LV SURSRVLQJ WR SKDVHLQ IRU WKH
ILUVW WZR \HDUV WKH SHDNLQJ SODQW FRVW RI QHZ
HQWU\ XSRQ ZKLFK WKH ,&$3 'HPDQG &XUYHV
DUH VHW LQ RUGHU WR OHVVHQ WKH SRWHQWLDO SULFH


$

7KH +RQRUDEOH .LPEHUO\ ' %RVH
1RYHPEHU  
&216,'(5$7,21

1<,62 '(&,6,21
LPSDFW RQ FRQVXPHUV 7KH WKLUG \HDU ZRXOG
EH WKH IXOO HVFDODWHG FRVW
7KH 1<,62 DOVR SURSRVHV VROHO\ IRU
SXUSRVHV RI WKH DGPLQLVWUDWLRQ RI WKH EX\HU
VLGH PLWLJDWLRQ UXOHV D WDEOH RI YDOXHV WR EH
XVHG IRU PLWLJDWLRQ GHWHUPLQDWLRQV LQFOXGLQJ
2IIHU )ORRU GHWHUPLQDWLRQV LQVWHDG RI WKH
SKDVHLQ YDOXHV

XII.

SERVICE

7KH 1<,62 ZLOO VHQG DQ HOHFWURQLF OLQN WR WKLV ILOLQJ WR WKH RIILFLDO VHUYLFH OLVW LQ
'RFNHW 1R (5 DQG WR WKH RIILFLDO UHSUHVHQWDWLYH RI HDFK RI LWV FXVWRPHUV WR HDFK
SDUWLFLSDQW RQ LWV VWDNHKROGHU FRPPLWWHHV WR WKH 1HZ <RUN 3XEOLF 6HUYLFH &RPPLVVLRQ DQG
WR WKH HOHFWULF XWLOLW\ UHJXODWRU\ DJHQF\ RI 1HZ -HUVH\ ,Q DGGLWLRQ WKH FRPSOHWH ILOLQJ ZLOO
EH SRVWHG RQ WKH 1<,62¶V ZHEVLWH DW ZZZQ\LVRFRP 7KLV LV LQ DFFRUGDQFH ZLWK  &)5
  H 
XIII. CONCLUSION
$V D UHVXOW RI WKH SURFHVVHV GHVFULEHG DERYH WKH QHZ SURSRVHG ,&$3 'HPDQG &XUYHV
DUH EDVHG RQ D WKRURXJK LQGHSHQGHQW UHYLHZ DQG KDYH EHHQ VFUXWLQL]HG LQ DQ H[WHQVLYH
VWDNHKROGHU SURFHVV WKDW LQFOXGHG ZULWWHQ VXEPLVVLRQV DQG RUDO SUHVHQWDWLRQV WR WKH %RDUG DQG
DGGLWLRQDO GXH GLOLJHQFH DW WKH %RDUG¶V GLUHFWLRQ 9DULRXV VWDNHKROGHUV KDYH DGYRFDWHG
UHYLVLRQV ZKLFK ZRXOG UHVXOW LQ UDLVLQJ RU ORZHULQJ WKH 'HPDQG &XUYHV SURSRVHG KHUHLQ
7KH 1<,62 LQFRUSRUDWHG FRPPHQWV DQG UHYLVHG WKH LQSXWV DQG PHWKRGRORJ\ DV DSSURSULDWH
7KH SURSRVHG ,&$3 'HPDQG &XUYHV VHW IRUWK LQ WKH SURSRVHG WDULII UHYLVLRQV LQFOXGHG LQ WKLV
ILOLQJ DUH IXOO\ VXSSRUWHG DV GHVFULEHG LQ WKLV OHWWHU DQG WKH DIILGDYLWV DWWDFKHG KHUHWR 7KH
SURSRVHG ,&$3 'HPDQG &XUYHV DUH MXVW UHDVRQDEOH DQG FRQVLVWHQW ZLWK WKH UHTXLUHPHQWV RI
WKH 6HUYLFHV 7DULII 7KH 1<,62 WKHUHIRUH UHVSHFWIXOO\ DVNV WKDW WKH &RPPLVVLRQ LVVXH DQG
RUGHU DFFHSWLQJ WKH SURSRVHG ,&$3 'HPDQG &XUYHV ZLWKRXW PRGLILFDWLRQ DQG PDNH WKHP
HIIHFWLYH RQ -DQXDU\  


6HFWLRQ  L  RI WKH &RPPLVVLRQ¶V UHJXODWLRQV VSHFLILHV WKDW ³>V@HUYLFH RI DQ\
GRFXPHQW PXVW EH PDGH QRW ODWHU WKDQ WKH GDWH RI WKH ILOLQJ RI WKH GRFXPHQW´ 7KH 1<,62 EHOLHYHV
WKDW SURYLGLQJ IRU VHUYLFH RQ 1RYHPEHU  ZLOO FRPSO\ ZLWK WKLV UHTXLUHPHQW HYHQ WKRXJK LW LV
VXEPLWWLQJ WKLV ILOLQJ LQWR WKH &RPPLVVLRQ¶V H7DULII V\VWHP RQ 1RYHPEHU  %HFDXVH WKH 1<,62 LV
VXEPLWWLQJ WKLV ILOLQJ DIWHU  30 RQ 1RYHPEHU  DQG EHFDXVH 1RYHPEHU  LV D KROLGD\ WKH ILOLQJ
ZLOO QRW EH DFFHSWHG E\ WKH &RPPLVVLRQ XQWLO 1RYHPEHU  7KXV WKH ³GDWH RI ILOLQJ´ IRU SXUSRVHV RI
VHFWLRQ  L  ZLOO EH WKH VDPH DV WKH GDWH RI VHUYLFH LH 1RYHPEHU  1HYHUWKHOHVV LI WKH
&RPPLVVLRQ GHHPV LW QHFHVVDU\ WKH 1<,62 UHVSHFWIXOO\ UHTXHVWV D ZDLYHU RI VHFWLRQ  L  
1R SDUW\ ZRXOG EH SUHMXGLFHG LI VXFK D ZDLYHU ZHUH JUDQWHG EHFDXVH VHUYLFH ZLOO RFFXU RQ WKH RIILFLDO
ILOLQJ GDWH
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CERTIFICATE OF SERVICE
I hereby certify that I have this day served through electronic means the foregoing
document upon each person designated on the official service list compiled by the Secretary
in Docket No. ER12-360-00 and, to the official representative of each of its customers, to
each participant on its stakeholder committees, to the New York Public Service Commission,
and to the electric utility regulatory agency of New Jersey in accordance with the
requirements of Rule 2010 of the Rules of Practice and Procedure, 18 C.F.R. §385.2010.
Dated at Rensselaer, NY this 29th day of November, 2013.
/s/ John C. Cutting
John C. Cutting
New York Independent System Operator, Inc.
10 Krey Blvd.
Rensselaer, NY 12144
(518) 356-7521
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2.14

Definitions - N

Native Load Customers: The wholesale and retail power customers of the Transmission
Owners on whose behalf the Transmission Owners, by statute, franchise, regulatory requirement,
or contract, have undertaken an obligation to construct and operate the Transmission Owners'
systems to meet the reliable electric needs of such customers.
NCZ Locational Minimum Installed Capacity Requirement: The amount of Capacity that
must be electrically located within an NCZ, or possess an approved Unforced Capacity
Deliverability Right, designed to ensure that sufficient Energy and Capacity are available in that
NCZ and that appropriate reliability criteria are met.
NCZ Study Capability Period: The Summer Capability Period that begins five years from May
1 in a calendar year including an NCZ Study Start Date.
NCZ Study Start Date: September 1 or the next business day thereafter in the calendar year
prior to an ICAP Demand Curve Reset Filing Year.
New Capacity Zone (“NCZ”): A single Load Zone or group of Load Zones that is proposed as
a new Locality, and for which the ISO shall establish a Demand Curve.
Neptune Scheduled Line: A transmission facility that interconnects the NYCA to the PJM
Interconnection LLC Control Area at Levittown, Town of Hempstead, New York and terminates
in Sayerville, New Jersey.
NERC: The North American Electric Reliability Council or, as applicable, the North American
Electric Reliability Corporation.
Net Auction Revenue: The total amount, in dollars, as calculated pursuant to Section Part
17.5.3.1 of Attachment B, remaining after collection of all charges and allocation of all payments
associated with a round of a Centralized TCC Auction or a Reconfiguration Auction. Net
Auction Revenue takes into account: (i) revenues from and payments for the award of TCCs in a
Centralized TCC Auction or Reconfiguration Auction, (ii) payments to Transmission Owners
releasing ETCNL, (iii) payments or charges to Primary Holders selling TCCs, (iv) payments to
Transmission Owners releasing Original Residual TCCs, (v) O/R-t-S Auction Revenue Surplus
Payments and U/D Auction Revenue Surplus Payments, and (vi) O/R-t-S Auction Revenue
Shortfall Charges and U/D Auction Revenue Shortfall Charges. Net Auction Revenue may be
positive or negative.
Net Average Coincident Load (“Net ACL”): The effective Average Coincident Load
calculated and used by the ISO for a Special Case Resource during a specific month in which a
SCR Change of Status was reported for the resource or, beginning with the Summer 2014
Capability Period, an Incremental Average Coincident Load was reported for the resource.
Net Benefits Test: The monthly calculations performed by the ISO in accordance with Section
4.2.1.9 of the ISO Services Tariff and ISO Procedures to determine the Monthly Net Benefit
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Offer Floor, the threshold price at which the dispatch of demand response resources meets the
test required by Commission Order No. 745.
Net Congestion Rent: The total amount, in dollars, as calculated pursuant to Section 17.5.2.1 of
Attachment B, remaining after collection of all Congestion-related charges and allocation of all
Congestion-related payments associated with the Day-Ahead Market. Net Congestion Rent takes
into account: (i) charges and payments for Congestion Rents, (ii) settlements with TCC Primary
Holders, (iii) O/R-t-S Congestion Rent Shortfall Charges and U/D Congestion Rent Shortfall
Charges, and (iv) O/R-t-S Congestion Rent Surplus Payments and U/D Congestion Rent Surplus
Payments. Net Congestion Rent may be positive or negative.
Network Integration Transmission Service: The Transmission Service provided under Part 4
of the ISO OATT.
New Capacity Zone (“NCZ”): A single Load Zone or group of Load Zones that is proposed as
a new Locality, and for which the ISO shall establish a Demand Curve.
New York City: The electrical area comprised of Load Zone J, as identified in the ISO
Procedures
New York Control Area (“NYCA”): The Control Area that is under the control of the ISO
which includes transmission facilities listed in the ISO/TO Agreement Appendices A-1 and A-2,
as amended from time-to-time, and generation located outside the NYS Power System that is
subject to protocols (e.g., telemetry signal biasing) which allow the ISO and other Control Area
operator(s) to treat some or all of that generation as though it were part of the NYS Power
System.
New York Power Pool (“NYPP”): An organization established by agreement (the “New York
Power Pool Agreement”) made as of July 21, 1966, and amended as of July 16, 1991, by and
among Central Hudson Gas & Electric Corporation, Consolidated Edison Company of New
York, Inc., Long Island Lighting Company, New York State Electric & Gas Corporation,
Niagara Mohawk Power Corporation, Orange and Rockland Utilities, Inc., Rochester Gas and
Electric Corporation, and the Power Authority of the State of New York. LIPA became a
Member of the NYPP on May 28, 1998 as a result of the acquisition of the Long Island Lighting
Company by the Long Island Power Authority.
New York State Power System (“NYS Power System”): All facilities of the NYS
Transmission System, and all those Generators located within the NYCA or outside the NYCA,
some of which may from time-to-time be subject to operational control by the ISO.
New York State Reliability Council ("NYSRC"): An organization established by agreement
among the Member Systems to promote and maintain the reliability of the NYS Power System.
New York State Reliability Council Agreement ("NYSRC Agreement"): The agreement
which established the NYSRC.
New York State Transmission System ("NYS Transmission System"): The entire New York
State electric transmission system, which includes: (1) the Transmission Facilities Under ISO
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Operational Control; (2) the Transmission Facilities Requiring ISO Notification; and (3) all
remaining transmission facilities within the NYCA.
Non-Competitive Proxy Generator Bus: A Proxy Generator Bus for an area outside of the New
York Control Area that has been identified by the ISO as characterized by non-competitive
Import or Export prices, and that has been approved by the Commission for designation as a
Non-Competitive Proxy Generator Bus. Non-Competitive Proxy Generator Buses are identified
in Section 4.4.4 of the Services Tariff., as set forth in Section 4.4.2.2 of the MST
Non-Firm-Point-To-Point Transmission Service: Point-To-Point Transmission Service under
the Tariff for which a Customer is not willing to pay Congestion. Such service is available
absent constraint under Part 3 of the ISO OATT. Non-Firm-Point-To-Point Transmission
Service is available on a stand-alone basis for individual one-hour periods not to exceed
twenty-four (24) consecutive hours.
Non-Investment Grade Customer: A Customer that does not meet the criteria necessary to be
an Investment Grade Customer, as set forth in Section 26.3 of Attachment K to this Services
Tariff.
Non-Utility Generator ("NUG," "Independent Power Producer" or "IPP"): Any entity that
owns or operates an electric generating facility that is not included in an electric utility’s rate
base. This term includes, but is not limited to, cogenerators and small power producers and all
other non-utility electricity producers, such as exempt wholesale Generators that sell electricity.
Normal State: The condition that the NYS Power System is in when the Transmission Facilities
Under ISO Operational Control are operated within the parameters listed for Normal State in the
Reliability Rules. These parameters include, but are not limited to, thermal, voltage, stability,
frequency, operating reserve and Pool Control Error limitations.
Normal Upper Operating Limit (UOLN): The upper operating limit that a Generator indicates
it expects to be able to reach, or the maximum amount of demand that a Demand Side Resource
expects to be able to reduce, during normal conditions. Each Resource will specify its UOLN in
its Bids which shall be reduced when the Resource requests that the ISO derate its Capacity or
the ISO derates the Resource’s Capacity. A Normal Upper Operating Limit may be submitted as
a function depending on one or more variables, such as temperature or pondage levels, in which
case the Normal Upper Operating Limit applicable at any time shall be determined by reference
to that schedule.
Northport-Norwalk Scheduled Line: A transmission facility that originates at the Northport
substation in New York and interconnects the NYCA to the ISO New England Control Area at
the Norwalk Harbor substation in Connecticut.
NPCC: The Northeast Power Coordinating Council.
NRC: The Nuclear Regulatory Commission or any successor thereto.
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NYCA Installed Reserve Margin: The ratio of the amount of additional Installed Capacity
required by the NYSRC in order for the NYCA to meet NPCC reliability criteria to the
forecasted NYCA upcoming Capability Year peak Load, expressed as a decimal.
NYCA Minimum Installed Capacity Requirement: The requirement established for each
Capability Year by multiplying the NYCA peak Load forecasted by the ISO by the quantity one
plus the NYCA Installed Reserve Margin.
NYCA Minimum Unforced Capacity Requirement: The Unforced Capacity equivalent of the
NYCA Minimum Installed Capacity Requirement.
NYPA: The Power Authority of the State of New York.
NYPA Tax-Exempt Bonds: Obligations of the New York Power Authority, the interest on
which is not included in gross income under the Internal Revenue Code.
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5.14

Installed Capacity Spot Market Auction and Installed Capacity Supplier
Deficiencies

5.14.1

LSE Participation in the ICAP Spot Market Auction
5.14.1.1

ICAP Spot Market Auction

When the ISO conducts each ICAP Spot Market Auction it will account for all Unforced
Capacity that each NYCA LSE has certified for use in the NYCA to meet its NYCA Minimum
Installed Capacity Requirement or Locational Minimum Installed Capacity Requirement, as
applicable, whether purchased through Bilateral Transactions or in prior auctions. The ISO shall
receive offers of Unforced Capacity that has not previously been purchased through Bilateral
Transactions or in prior auctions from qualified Installed Capacity Suppliers for the ICAP Spot
Market Auction. The ISO shall also receive offers of Unforced Capacity from any LSE for any
amount of Unforced Capacity that the LSE has in excess of its NYCA Minimum Unforced
Capacity Requirement or Locational Minimum Unforced Capacity Requirement, as applicable.
Unforced Capacity that will be exported from the New York Control Area during the month for
which Unforced capacity is sold in an ICAP Sport Market Auction shall be certified to the
NYISO by the certification deadline for that auction.
The ISO shall conduct an ICAP Spot Market Auction to purchase Unforced Capacity
which shall be used by an LSE toward all components of its LSE Unforced Capacity Obligation
for each Obligation Procurement Period immediately preceding the start of each Obligation
Procurement Period. The exact date of the ICAP Spot Market Auction shall be established in the
ISO Procedures. All LSEs shall participate in the ICAP Spot Market Auction. In the ICAP Spot
Market Auction, the ISO shall submit monthly bids on behalf of all LSEs at a level per MW
determined by the ICAP Demand Curves established in accordance with this Tariff and the ISO
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Procedures. The ICAP Spot Market Auction will set the LSE Unforced Capacity Obligation for
each NYCA LSE in accordance with the ISO Procedures.
The ICAP Spot Market Auction will be conducted and solved simultaneously for
Unforced Capacity that may be used by an LSE towards all components of its LSE Unforced
Capacity Obligation for that Obligation Procurement Period using the applicable ICAP Demand
Curves, as established in accordance with the ISO Procedures. LSEs that are awarded Unforced
Capacity in the ICAP Spot Market Auction shall pay to the ISO the Market-Clearing Price of
Unforced Capacity determined in the ICAP Spot Market Auction using the applicable ICAP
Demand Curve. The ISO shall pay each Installed Capacity Supplier that is selected to provide
Unforced Capacity the Market-Clearing Price determined in the ICAP Spot Market Auction
using the ICAP Demand Curve applicable to its offer.
5.14.1.2

Demand Curve and Adjustments

ICAP Demand Curves will be established to determine (a) the locational component of
LSE Unforced Capacity Obligations for each Locality (b) the locational component of LSE
Unforced Capacity Obligations for any New Capacity Zone, and (c) the total LSE Unforced
Capacity Obligations for all LSEs. The ICAP Demand Curves for the 20103/20114,
20114/20125, 20125/20136, and 20136/20147 Capability Years shall be established at the
following points:
Capability
Year
NYCA

NYC

5/1/2010
to
4/30/2011

5/1/2011
to
9/30/2011

10/1/2011
to
4/30/2012

5/1/2012
to
4/30/2013

5/1/2013
to
4/30/2014

Max @ $13.42

Max @ $13.42

Max @ $14.96

Max @ $15.22

Max @ $15.48

$9.90 @ 100%

$9.90 @ 100%

$8.84 @ 100%

$8.99 @ 100%

$9.15 @ 100%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112%

Max @ $27.32

Max @ $27.32

Max @ $34.84

Max @ $35.43

Max @ $36.04

$15.99 @ 100%

$15.99 @ 100%

$19.19 @ 100%

$19.52 @ 100%

$19.85 @ 100%
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LI

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

Max @ $24.25

Max @ $24.25

Max @ $31.35

Max @ $31.88

Max @ $32.42

$8.69 @ 100%

$8.69 @ 100%

$9.98 @ 100%

$10.15 @ 100%

$10.32 @ 100%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

Capability
Year
NYCA

NYC

LI

G-J

$0.00 @ 118%

5/1/2013
to
4/30/2014

5/1/2014
to
4/30/2015

5/1/2015
to
4/30/2016

5/1/2016
to
4/30/2017

Max @ $15.48

Max @ $13.50

Max @ $13.79

Max @ $14.10

$9.15 @ 100%

$8.84 @ 100%

$9.03 @ 100%

$9.23 @ 100%

$0.00 @ 112%

$0.00 @ 112%

$0.00 @ 112 %

$0.00 @ 112%

Max @ $36.04

Max @ $26.14

Max @ $26.72

Max @ $27.31

$19.85 @ 100%

$18.55 @ 100%

$ 18.95 @ 100%

$19.37 @ 100%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

Max @ $32.42

Max @ $20.88

Max @ $21.34

Max @ $21.81

$10.32 @ 100%

$7.96 @ 100%

$ 8.12 @ 100%

$8.30 @ 100%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

$0.00 @ 118%

Max @ $13.50

Max @ $16.51

Max @ $19.64

$9.23 @ 100%

$10.92 @ 100%

$12.68 @ 100%

$0.00 @ 115%
$0.00 @ 115%
$0.00 @ 115%
NOTE: All dollar figures are in terms of $/kW-month of ICAP and all percentages are in terms
of the applicable NYCA Minimum Installed Capacity Requirement and Locational Minimum
Installed Capacity Requirement. The defined points describe a line segment with a negative
slope that will result in higher values for percentages less than 100% of the NYCA Minimum
Installed Capacity Requirement or the Locational Installed Capacity Requirement (“reference
point”) with the maximum value for each ICAP Demand Curve established at 1.5 times the
estimated localized levelized cost per kW-month to develop a new peaking unit in each
Locality or in Rest of State, as applicable.

In subsequent years, the costs assigned by the ICAP Demand Curves to the NYCA
Minimum Installed Capacity Requirement, the Locational Minimum Installed Capacity
Requirement, and any Indicative NCZ Minimum Installed Capacity Requirement, will be defined
by the results of the independent review conducted pursuant to this section. The ICAP Demand
Curves will be translated into Unforced Capacity terms in accordance with the ISO Procedures.
A periodic review of the ICAP Demand Curves shall be performed every three (3) years
in accordance with the ISO Procedures to determine the parameters of the ICAP Demand Curves
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for the next three Capability Years. The periodic review shall assess: (i) the current localized
levelized embedded cost of a peaking plant in each NYCA Locality, the Rest of State, and any
New Capacity Zone, to meet minimum capacity requirements, and (ii) the likely projected annual
Energy and Ancillary Services revenues of the peaking plant over the period covered by the
adjusted ICAP Demand Curves, net of the costs of producing such Energy and Ancillary
Services. The cost and revenues of the peaking plant used to set the reference point and
maximum value for each Demand Curve shall be determined under conditions in which the
available capacity is equal to the sum of (a) the minimum Installed Capacity requirement and (b)
the peaking plant’s capacity equal to the number of MW specified in the periodic review and
used to determine all costs and revenues. The minimum Installed Capacity requirement for each
Locality shall be equal to the Locational Minimum Installed Capacity Requirement in effect for
the year in which the independent consultant’s final report (referenced below in Section
5.14.1.2.6) is issued; for the NYCA, equal to the NYCA Minimum Installed Capacity
Requirement based on the Installed Reserve Margin accepted by the Commission and applicable
to the Capability Year which begins in the Capability Year in which the independent consultant’s
final report is issued; and for any New Capacity Zone, equal to the Indicative NCZ Locational
Minimum Installed Capacity Requirement determined by the NYISO in accordance with Section
5.16.3. The periodic review shall also assess (i) the appropriate shape and slope of the ICAP
Demand Curves, and the associated point at which the dollar value of the ICAP Demand Curves
should decline to zero; (ii) the appropriate translation of the annual net revenue requirement of
the peaking plant determined from the factors specified above, into monthly values that take into
account seasonal differences in the amount of capacity available in the ICAP Spot Market
Auctions; and (iii) the escalation factor and inflation component of the escalation factor applied
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to the ICAP Demand Curves. For purposes of this periodic review, a peaking unit is defined as
the unit with technology that results in the lowest fixed costs and highest variable costs among
all other units’ technology that are economically viable, and a peaking plant is defined as the
number of units (whether one or more) that constitute the scale identified in the periodic review.
The periodic review shall be conducted in accordance with the schedule and procedures
specified in the ISO Procedures. A proposed schedule will be reviewed with the stakeholders not
later than May 30 of the year prior to the year of the filing specified in (xi) below. The schedule
and procedures shall provide for:
5.14.1.2.1

ISO development, with stakeholder review and comment, of a request for

proposals to provide independent consulting services to determine recommended
values for the factors specified above, and appropriate methodologies for such
determination;
5.14.1.2.2

Selection of an independent consultant in accordance with the request for

proposals;
5.14.1.2.3

Submission to the ISO and the stakeholders of a draft report from the

independent consultant on the independent consultant’s determination of
recommended values for the factors specified above;
5.14.1.2.4

Stakeholder review of and comment on the data, assumptions and

conclusions in the independent consultant’s draft report, with participation by the
responsible person or persons providing the consulting services;
5.14.1.2.5

An opportunity for the Market Monitoring Unit to review and comment on

the draft request for proposals, the independent consultant’s report, and the ISO’s
proposed ICAP Demand Curves (the responsibilities of the Market Monitoring
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Unit that are addressed in this section of the Services Tariff are also addressed in
Section 30.4.6.3.1 of Attachment O;
5.14.1.2.6

Issuance by the independent consultant of a final report;

5.14.1.2.7

Issuance of a draft of the ISO’s recommended adjustments to the ICAP

Demand Curves for stakeholder review and comment;
5.14.1.2.8

Issuance of the ISO’s proposed ICAP Demand Curves, taking into account

the report of the independent consultant, the recommendations of the Market
Monitoring Unit, and the views of the stakeholders together with the rationale for
accepting or rejecting any such inputs;
5.14.1.2.9

Submission of stakeholder requests for the ISO Board of Directors to

review and adjust the ISO’s proposed ICAP Demand Curves;
5.14.1.2.10

Presentations to the ISO Board of Directors of stakeholder views on the

ISO’s proposed ICAP Demand Curves; and
5.14.1.2.11

Filing with the Commission of ICAP Demand Curves as approved by the

ISO Board of Directors incorporating the results of the periodic review, such
filing to be made not later than November 30 of the year prior to the year that
includes the beginning of the first Capability Year to which such ICAP Demand
Curves would be applied. The filing shall specify ICAP Demand Curves for a
period of three Capability Years and the inflation rate component of the escalation
factor applied to the ICAP Demand Curves.
Upon FERC approval, the ICAP Demand Curves will be translated into Unforced
Capacity terms in accordance with the ISO Procedures; provided that nothing in this Tariff shall
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be construed to limit the ability of the ISO or its Market Participants to propose and adopt
alternative provisions to this Tariff through established governance procedures.
5.14.1.3

Supplemental Supply Fee

Any LSE that has not met its share of the NYCA Minimum Installed Capacity
Requirement or its share of the Locational Minimum Installed Capacity Requirement after the
completion of an ICAP Spot Market Auction, shall be assessed a supplemental supply fee equal
to the applicable Market-Clearing Price of Unforced Capacity determined in the ICAP Spot
Market Auction multiplied by the number of MWs the LSE needs to meet its share of the NYCA
Minimum Installed Capacity Requirement or its share of the Locational Minimum Installed
Capacity Requirement.
The ISO will attempt to use these supplemental supply fees to procure Unforced Capacity
at a price less than or equal to the applicable Market-Clearing Price of Unforced Capacity
determined in the ICAP Spot Market Auction from Installed Capacity Suppliers that are capable
of supplying Unforced Capacity including: (1) Installed Capacity Suppliers that were not
qualified to supply Capacity prior to the ICAP Spot Market Auction; (2) Installed Capacity
Suppliers that offered Unforced Capacity at levels above the ICAP Spot Market Auction MarketClearing Price; and (3) Installed Capacity suppliers that did not offer Unforced Capacity in the
ICAP Spot Market Auction. In the event that different Installed Capacity Suppliers offer the
same price, the ISO will give preference to Installed Capacity Suppliers that were not qualified to
supply capacity prior to the ICAP Spot Market Auction.
Offers from Installed Capacity Suppliers are subject to review pursuant to the Market
Monitoring Plan that is set forth in Attachment O to the Services Tariff, and the Market
Mitigation Measures that are set forth in Attachment H to the Services Tariff. Installed Capacity
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Suppliers selected by the ISO to provide capacity after the ICAP Spot Market Auction will be
paid a negotiated price, subject to the standards, procedures and remedies in the Market
Mitigation Measures.
The ISO will not pay an Installed Capacity Supplier more than the applicable MarketClearing Price of Unforced Capacity determined in the ICAP Spot Market Auction per MW of
Unforced Capacity, or, in the case of In-City generation that is subject to capacity market
mitigation measures, the annual mitigated price cap per MW of Unforced Capacity, whichever is
less, pro-rated to reflect the portion of the Obligation Procurement Period for which the Installed
Capacity Supplier provides Unforced Capacity. Any remaining monies collected by the ISO
pursuant to this section will be applied in accordance with Section 5.14.3 of the Services Tariff.
5.14.2

Installed Capacity Supplier Shortfalls and Deficiency Payments
In the event that an Installed Capacity Supplier sells in the Capability Period Auctions, in

the Monthly Auctions, or through Bilateral Transactions more Unforced Capacity than it is
qualified to sell in any specific month due to a de-rating or other cause, the Installed Capacity
Supplier shall be deemed to have a shortfall for that month. To cover this shortfall, the Installed
Capacity Supplier shall purchase sufficient Unforced Capacity in the relevant Monthly Auction
or through Bilateral Transactions, and certify to the ISO consistent with the ISO Procedures that
it has covered such shortfall. If the Installed Capacity Supplier does not cover such shortfall or if
it does not certify to the ISO in a timely manner, the ISO shall prospectively purchase Unforced
Capacity on behalf of that Installed Capacity Supplier in the appropriate ICAP Spot Market
Auction or through post ICAP Spot Market Auction Unforced Capacity purchases to cover the
shortfall.
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If the Installed Capacity Supplier is a Responsible Interface Party, the shortfall shall be
computed for each Load Zone separately, in increments of 0.1 MW, as the total of the amount of
UCAP sold for a month in a Capability Period Auction or a Monthly Auction and certified prior
to that month’s ICAP Spot Market Auction, the UCAP sold in that month’s ICAP Spot Market
Auction, and the UCAP sold as a Bilateral Transaction and certified prior to that month’s ICAP
Spot Market Auction that is greater than the greatest quantity MW reduction achieved during a
single hour in a test or event called by the ISO in the Capability Period as confirmed by data by
the ISO in accordance with ISO Procedures (or the value of zero if data is not received by the
ISO in accordance with such procedures).
Prior to the Summer 2014 Capability Period if the Installed Capacity Supplier is a
Responsible Interface Party, after each Special Case Resource with a Provisional Average
Coincident Load has its Average Coincident Load determined for the Capability Period in which
it had a Provisional Average Coincident Load (such determination in accordance with ISO
Procedures and without regard to whether the resource was registered to the same Responsible
Interface Party at the time of the ACL determination), the ISO shall determine if there is a
shortfall due to the Provisional Average Coincident Load being higher than the Average
Coincident Load. This shortfall will be equal to the value, if positive, of (x) the sum of (i) the
amount of UCAP a Responsible Interface Party sold in an Monthly or an ICAP Spot Market
Auction or certified Bilateral Transactions for a Special Case Resource and (ii) the Special Case
Resource’s actual metered demand for the month in accordance with ISO Procedures, minus (y)
the Special Case Resource’s Average Coincident Load. If the ISO does not receive data to
determine the Average Coincident Load in accordance with ISO Procedures, for each Capability
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Period a Special Case Resource had a Provisional Average Coincident Load, for purposes of
determining the shortfall, the Average Coincident Load shall equal zero.
Beginning with the Summer of 2014 Capability Period if the Installed Capacity Supplier
is a Responsible Interface Party, after each SCR with a Provisional ACL has its Verified ACL
determined for the Capability Period in which it had a Provisional ACL (such determination in
accordance with Section 5.12.11.1 and ISO Procedures) the ISO shall determine if there is a
shortfall due to the Provisional ACL being greater than the Verified ACL. This shortfall shall be
equal to the value, if positive, of (x) the Provisional ACL of the SCR, minus (y) the Verified
ACL of the SCR. The shortfall calculated for the SCR for a month shall not exceed the amount
of Installed Capacity associated with the SCR that was sold for that month. If the ISO does not
receive data to determine the SCR’s Verified ACL for the Capability Period for which the SCR
was enrolled with a Provisional ACL the Verified ACL shall equal zero.
If the Installed Capacity Supplier is a Responsible Interface Party that reported an
Incremental ACL, the ISO shall determine there is a shortfall when the Net ACL is greater than
the Verified ACL. This shortfall shall be equal to the value, if positive, of (x) the enrolled Net
ACL of the SCR, minus (y) the Verified ACL of the SCR for each month in which the RIP sold
the SCR’s Installed Capacity. The shortfall calculated for the SCR for a month shall not exceed
the amount of Installed Capacity associated with the SCR that was sold for that month. If the
ISO does not receive data to determine the Verified ACL for each month within the Capability
Period that the SCR was enrolled with an Incremental ACL, the Monthly ACL for each
unreported month shall equal zero (0) and be used in the calculation of the Verified ACL in
accordance with Section 5.12.11.1.5.
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If the Installed Capacity Supplier is a Responsible Interface Party, and a SCR Change of
Status occurs, the ISO shall determine if a shortfall exists, based on the RIP’s reporting of the
SCR Change of Status.
When a SCR Change of Status is reported by the RIP in advance and no Installed
Capacity associated with the SCR has been sold, a shortfall has not occurred. If the SCR Change
of Status is reported by the RIP, but the Installed Capacity associated with the SCR has already
been sold for one or more months a shortfall exists for these months, the shortfall shall be equal
to the reduction to the ACL reported in the SCR Change of Status, but shall not exceed the
amount of Installed Capacity sold for each month.
When the RIP fails to report the SCR Change of Status during the Capability Period, for
each month in which the SCR’s Installed Capacity was sold and the SCR Change of Status was
in effect, the ISO shall determine the shortfall MW using the maximum one hour metered Load
for the month. The shortfall amount for each month in which the SCR Change of Status was in
effect shall equal the SCR ACL minus the maximum one hour metered Load for the month, but
shall not exceed the SCR’s Installed Capacity sold for the month.
When a SCR is subject to multiple shortfall penalties for the same Capability Period, the
ISO shall assess the maximum shortfall penalty to the RIP. In addition, if the shortfall results in
a reduction in the performance of a SCR, the ISO may recover from the RIP any energy
payments for which the SCR was ineligible to receive.
In the event that an External Installed Capacity Supplier fails to deliver to the NYCA the
Energy associated with the Unforced Capacity it committed to the NYCA due to a failure to
obtain appropriate transmission service or rights, the External Installed Capacity Supplier shall
be deemed to have a shortfall from the last time the External Installed Capacity Supplier
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“demonstrated” delivery of its Installed Capacity Equivalent (“ICE”), or any part thereof, until it
next delivers its ICE or the end of the term for which it certified the applicable block of Unforced
Capacity, whichever occurs first, subject to the limitation that any prior lack of demonstrated
delivery will not precede the beginning of the period for which the Unforced Capacity was
certified. An External Installed Capacity Supplier deemed to have a shortfall shall be required to
pay to the ISO a deficiency charge equal to one and one-half times the applicable MarketClearing Price of Unforced Capacity determined in the ICAP Spot Market Auction for the
applicable month, prorated for the number of hours in the month that External Installed Capacity
Supplier is deemed to have a shortfall (i.e., (((deficiency charge ÷ 12 months) ÷ total number of
hours in month when shortfall occurred) * number of hours the shortfall lasted) * number of
MWs of shortfall).
The ISO shall submit a Bid, calculated pursuant to Section 5.14.1 of this Tariff, in the
appropriate ICAP Spot Market Auction on behalf of an Installed Capacity Supplier deemed to
have a shortfall as if it were an LSE. Such Installed Capacity Supplier shall be required to pay to
the ISO the applicable Market-Clearing Price of Unforced Capacity established in that ICAP
Spot Market Auction. Immediately following the ICAP Spot Market Auction, the ISO may
suspend the Installed Capacity Supplier’s privileges to sell or purchase Unforced Capacity in
ISO-administered Installed Capacity auctions or to submit Bilateral Transactions to the NYISO.
Once the Installed Capacity Supplier pays for or secures the payment obligation that it incurred
in the ICAP Spot Market Auction, the ISO shall reinstate the Installed Capacity Supplier’s
privileges to participate in the ICAP markets.
In the event that the ICAP Spot Market Auction clears below the NYCA Minimum
Installed Capacity Requirement or the Locational Minimum Installed Capacity Requirement,
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whichever is applicable to the Installed Capacity Supplier, the Installed Capacity Supplier shall
be assessed the applicable deficiency charge equal to the applicable Market-Clearing Price of
Unforced Capacity determined using the applicable ICAP Demand Curve for that ICAP Spot
Market Auction, times the amount of its shortfall.
If an Installed Capacity Supplier is found, at any point during a Capability Period, to have
had a shortfall for that Capability Period, HJ when the amount of Unforced Capacity that it
supplies is found to be less than the amount it was committed to supply, the Installed Capacity
Supplier shall be retrospectively liable to pay the ISO the monthly deficiency charge equal to one
and one-half times the applicable Market-Clearing Price of Unforced Capacity determined using
the applicable ICAP Demand Curve for that ICAP Spot Market Auction for each month the
Installed Capacity Supplier is deemed to have a shortfall.
Any remaining monies collected by the ISO pursuant to Section 5.14.1 and 5.14.2 will be
applied as specified in Section 5.14.3.
5.14.3

Application of Installed Capacity Supplier Deficiency Charges
Any remaining monies collected by the ISO through supplemental supply fees or

Installed Capacity Supplier deficiency charges pursuant to Section 5.14.1 but not used to procure
Unforced Capacity on behalf of LSEs or Installed Capacity suppliers deemed to have a shortfall
shall be applied as provided in this Section 5.14.3.
5.14.3.1

General Application of Deficiency Charges

Except as provided in Section 5.14.3.2, remaining monies will be applied to reduce the
Rate Schedule 1 charge in the following month.
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5.14.3.2
(i)

Installed Capacity Rebates

New York City

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the New York City Locality allocated among all LSEs in that Locality in proportion to their
share of the applicable Locational Minimum Installed Capacity Requirement. Rebates shall
include interest accrued between the time payments were collected and the time that rebates are
paid.
(ii)

Long Island

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the Long Island Locality, allocated among all LSEs in that Locality in proportion to their share
of the applicable Locational Minimum Installed Capacity Requirement. Rebates shall include
interest accrued between the time payments were collected and the time that rebates are paid.
(iii)

G-J

If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the G-J Locality, allocated among all LSEs in that Locality in proportion to their share of the
applicable Locational Minimum Installed Capacity Requirement. Rebates shall include interest
accrued between the time payments were collected and the time that rebates are paid.
(iv) Rest of State
If an Unforced Capacity shortfall exists during any month, the ISO shall rebate any
remaining unspent deficiency charges or supplemental supply fees collected for that month for
the Rest of State requirements, allocated among all LSEs in each of the Localities and in Rest of
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State, in proportion to each LSE’s share of the NYCA Minimum Installed Capacity Requirement
less that LSE’s Locational Minimum Installed Capacity Requirement. Rebates shall include
interests accrued between the time payments were collected and the time that rebates are paid.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

)

Docket No. ER14-500-000

MOTION TO INTERVENE AND COMMENTS
OF THE NEW YORK TRANSMISSION OWNERS
Pursuant to Rules 211, 212, and 214 of the Federal Energy Regulatory Commission’s
(“Commission”) Rules of Practice and Procedure, 18 C.F.R. §§ 385.211, 385.212, and 385.214
(2013), Central Hudson Gas & Electric Corporation, Consolidated Edison Company of New
York, Inc., Long Island Power Authority, New York Power Authority, New York State Electric
& Gas Corporation, Niagara Mohawk Power Corporation d/b/a National Grid, Orange and
Rockland Utilities, Inc., and Rochester Gas and Electric Corporation (referred to herein as the
“New York Transmission Owners” or “NYTOs”), individually and collectively move to
intervene and comment in the above-captioned proceeding.1
The NYTOs strongly support approval of the New York Independent System Operator,
Inc.’s (“NYISO”) filing in this docket;2 however, our support is conditioned upon the
Commission’s approval of the filing as a whole. As discussed herein, the NYTOs have concerns
about certain aspects of the filing, but the NYISO’s proposal is the result of a very lengthy and
robust stakeholder process and the resulting filing, taken as a whole, appropriately balances the

1

The New York Transmission Owners reserve the right to individually or collectively file supplemental comments
in this proceeding.
1HZ <RUN ,QGHS 6\V 2S., ,QF, Proposed Tariff Revisions to Implement Revised ICAP Demand Curves and a New
ICAP Demand Curve for Capability Years 2014/2015, 2015/2016 and 2016/2017 and Request for Partial Phase-In
and for Any Necessary Tariff Waivers, Docket No. ER14-500-000 (filed Nov. 27, 2013) (“NYISO Filing”).
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competing interests of different stakeholders. Therefore, taken as a whole, the NYISO proposal
produces a reasonable result and should be expeditiously approved by the Commission.
I.

BACKGROUND

On November 27, 2013, the NYISO submitted amendments to Section 5.14.1.2 of its
Market Administration and Control Area Services Tariff to define the Installed Capacity
(“ICAP”) Demand Curves for the 2014/2015, 2015/2016 and 2016/2017 Capability Years.3 In
its filing, the NYISO updated the existing demand curves for New York City, Long Island, and
the New York Control Area (“NYCA”) and proposed to establish the first ICAP Demand Curve
for the new locality encompassing Load Zones G, H, I, and J (the “G-J Locality”).4

In

determining the proxy unit that would be used to establish the demand curves, the NYISO chose
the unit with the lowest fixed cost and highest variable cost that is economically viable for each
of its regions and the NYCA. In addition, in order to reconcile the implementation of the market
design change with short-term consumer impacts, the NYISO proposed a phase-in of the first
two years of the new ICAP Demand Curve for the G-J Locality.5 The NYISO maintains that its
proposed phase-in would appropriately balance short-term consumer interests and the need for
investment signals in the G-J Locality.6
The NYISO points out that its proposed ICAP Demand Curves were developed after a
thorough independent review and an extensive stakeholder process that included written
submissions and oral presentations to the NYISO’s Board.7 It also notes that it incorporated

3

,G at i.

4

,G

5

,G at 36.

6

,G at 41.

7

,G at 49.
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comments and revised the inputs and methodology in response to various stakeholders.8 The
NYISO asks that the Commission issue an order accepting the proposed ICAP Demand Curves
without modification, to be effective on January 28, 2014.9
II.

COMMUNICATIONS

All communications, pleadings, and orders with respect to this proceeding should be sent
to the following individuals:
(1)

Counsel to the New York Transmission Owners:
Elias G. Farrah
Erica E. Stauffer
Winston & Strawn LLP
1700 K St., N.W.
Washington, DC 20006-3817

And
(2)

Company Representatives Listed on Attachment A at the end of the filing.10

III.

COMMENTS

The NYTOs support the NYISO Filing, and urge the Commission to adopt it as filed
because, as a whole, it proposes just and reasonable demand curves for the upcoming reset
period. To the extent that the Commission does not approve the NYISO’s proposal as filed, the
demand curves would no longer be just and reasonable and the Commission should address the
concerns that the NYTOs have with certain aspects of the filing.
The NYTOs commend the NYISO for conducting a vigorous process to review the
various elements of the demand curve, gather input from all stakeholders, and incorporate that

8

,G

9

,G

10

Waiver of the Commission’s Regulations (18 C.F.R. § 385.203) is requested to the extent necessary to permit the
inclusion on the service list of all of the parties on Attachment A.
3
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input as part of a comprehensive proposal that balances competing interests. The NYTOs
believe in particular that the NYISO selected the appropriate proxy unit. The NYISO’s most
important obligation is to follow its Market Administration and Control Area Services Tariff
(“MST” or Tariff) requirement that the Cost of New Entry (“CONE”) be based upon the net cost
of developing, constructing and operating a “peaking unit [that] is defined as the unit with
technology that results in the ORZHVW IL[HG FRVWV and highest variable costs among all other units’
technology that are economically viable.”11 The Indicated NYTOs12 and other stakeholders
pointed out that the NYISO Staff had erroneously rejected the lowest cost unit, an F class frame
unit with selective catalytic reduction (“SCR”), because of concerns over its viability. The
transmission owners observed that a frame unit with SCR had recently been successfully
approved for siting, financed, built and constructed in California and questioned the claim by the
NYISO’s consultants that “past experience with SCR control on simple cycle frame units have
shown that such high exhaust gas temperatures irreversibly damage the catalyst.”13 In particular,
the transmission owners highlighted that the only unsuccessful examples of frame units with
SCR cited by the consultants were more than 10 years old.
The NYISO Board appropriately responded by engaging an additional consulting team,
The Brattle Group and Licata Energy & Environmental Consulting (together, “Brattle”), to
evaluate these criticisms. In its analysis, Brattle concluded “that the F-Class frame combustion
turbine can be and has been successfully coupled with SCR to meet strict environmental

11

MST § 5.14.1.2 (emphasis added).

6HH “Comments of the Indicated New York Transmission Owners on Proposed ICAP Demand Curves for 20142017,” filed with the NYISO on October 2, 2013, attached hereto as Attachment E.
12

13

NYISO Filing, Att. III, Exhibit B (Independent Study to Establish Parameters of the ICAP Demand Curve for the
New York Independent System Operator, NERA Economic Consulting and Sargent & Lundy LLC, August 2, 2013),
at 19.
4
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standards.”14 Based on these further evaluations and the resulting report, the NYISO adopted the
F class frame unit with SCR as the proxy unit.15 Given the importance of this core issue and the
related customer impacts, the NYISO is to be commended for devoting the necessary effort to
properly selecting the unit with the lowest fixed costs, as required by its Tariff.
The NYTOs also support the NYISO’s proposed phase-in, which mitigates the impact of
the substantial increase in capacity prices that will occur when the G-J Locality is implemented.
The proposed phase-in reasonably accommodates competing interests due to the limited term of
the three-year demand curve proposal. For the 2014/2015 Capability Year, the NYISO proposes
to multiply the reference price that it would have used for the G-J Locality in the absence of a
phase-in by 76.06%,16 while for the 2015/2016 Capability Year, the NYISO proposes to multiply
the reference price it would have used for the G-J Locality without a phase-in by 88.03%.17 For
the 2016/2017 Capability Year, the phase-in ends. The phase-in therefore will not adversely
affect the incentives that the new demand curve provides to construct new generating capacity in
the G-J Locality, since it is very unlikely that any new generating capacity built there in response
to the price signals provided by these demand curves, once approved by the Commission, would
be in service before the 2016/2017 Capability Year, when the new demand curve will be fully
phased in.
14

NYISO Filing, Att. V, Exhibit B (Independent Evaluation of SCR Systems for Frame-Type Combustion Turbines:
Report for ICAP Demand Curve Reset, The Brattle Group, Nov. 1, 2013), Executive Summary at iv.
15

NYISO Filing at 10-12.

16

This value is equal to the ratio of the Annual Net Cost of New Entry (“CONE”) for the proxy unit the NYISO is
proposing for the NYCA demand curve ($89.50/kW-yr.) to the Annual Net CONE for the proxy unit the NYISO is
proposing for the G-J demand curve ($117.67/kW-yr.). (The Annual Net CONEs are provided in the NYISO Filing
at 31.) Consequently, the demand curve for the G-J Locality for the first year of the phase-in would be based on the
cost of developing generating capacity in the Rest of State (“ROS”) region. Nevertheless, as the NYISO points out,
the price of capacity during that year in the G-J Locality would likely be higher than the price of capacity in ROS
due to differences between the amount of excess supply in the regions. NYISO Filing, Att. VIII (Affidavit of Tariq
N. Niazi) at ¶ 15 and Att. IX (Affidavit of Rana Mukerji) at ¶ 14.
17

This value is halfway between the 76.06% value proposed for the 2014-15 Capability Year and the 100% value
(LH no phase-in) proposed for the 2016-17 Capability Year.
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The cost increases that would result from the addition of the demand curve for the new
G-J Locality without a phase-in are significant,18 and a phase-in is needed to mitigate short-term
consumer impacts. The Commission has consistently approved phase-ins for new market design
changes when they have the potential to impose significant impacts on customers. For example,
when it first approved the implementation of ICAP Demand Curves in New York in 2003, the
Commission concluded that a phase-in was appropriate to “ameliorate” ratepayer impacts by
gradually implementing the cost of new entry into the newly-adopted demand curves. 19 The
same considerations are present here. As the NYISO has aptly stated:
The NYISO’s principal focus is to administer efficient and competitive
markets without favoring any Market Participant or stakeholder group. While the
New York wholesale electricity markets are designed to send long-term
economically efficient price signals, the NYISO cannot be indifferent to the shortterm consumer impacts resulting from its market rules. This is true even where
those rules are intended to provide the correct long-term price signal that in the
long term would be in consumers’ best interests. 20
Accordingly, the NYTOs support the NYISO’s proposed phase-in as a critical aspect of
the overall NYISO proposal that is consistent with past Commission practice.21
The NYTOs are also concerned that the NYISO’s proposal will not eliminate price
separation between the new G-J Locality and the rest of the NYCA when the transmission
constraint causing the need for the new capacity zone is eliminated. However, the NYISO has
6HH HJ 1HZ <RUN ,QGHS 6\V 2S, Proposed Tariff Revisions to Establish and Recognize a New Capacity Zone
and Request for Action on Pending Compliance Filing, Docket No. ER13-1380-000 (filed April 30, 2013), Att. XII
(Affidavit of Tariq N. Niazi), at ¶ 32, Table 3.
18

19

Moreover, the Commission has agreed with the NYISO’s market monitor that the G-J Locality may not be set up
correctly because the NYISO’s current capacity construct does not allow capacity from an export constrained load
zone outside the G-J Locality to supply the G-J Locality. This is because it would result in lower prices if such
export were allowed. 1HZ <RUN ,QGHS 6\V 2S, 144 FERC ¶ 61,626 at ¶ 56 (2013). The Commission, however,
stated that this issue does not have to be resolved until the next demand curve reset, providing further justification
for allowing a phase-in during the current demand curve reset process.

1HZ <RUN ,QGHS 6\V 2S, Request for Partial Reconsideration of the New York Independent System Operator,
Inc., Docket No. ER13-1380-003 (filed October 28, 2013) (“Request for Reconsideration”) at 9.
20

21

If the Commission alters the NYISO’s proposal, in particular the proposed proxy unit, it should allow the NYISO
and its stakeholders to review and potentially propose different percentages for the phase-in.
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committed to work with stakeholders to address this deficiency.22 Our support herein is based in
significant part on this commitment by the NYISO.
As mentioned above, the NYISO’s proposal, when taken as a whole, is a reasonable
accommodation of many competing interests and, therefore, the NYTOs urge the Commission to
adopt it as a just and reasonable proposal. However, to the extent that the Commission does not
approve the NYISO Filing as filed and determines that modifications are required, the NYTOs
request that the Commission consider the concerns raised in the NYTOs’ prior comments to the
NYISO which are attached hereto.23
IV.

MOTION TO INTERVENE

The New York Transmission Owners, for purposes of this filing, are comprised of the eight
electric systems in the State of New York that own the transmission facilities operated by the
NYISO. The New York Transmission Owners recover some of the costs of operating those facilities
under the NYISO’s OATT and are active in the markets governed by the Tariff. The NYISO
commenced operations on November 18, 1999. Because this filing will have a significant effect on
the users of their transmission facilities, the New York Transmission Owners have a direct and
substantial interest in the Commission’s decision in this proceeding.

No other party can

adequately represent the New York Transmission Owners’ interest. Accordingly, it is in the public
interest to permit this intervention.

22

Request for Reconsideration at n.32; NYISO Filing at 27 (“The NYISO’s capacity market and its mitigation rules
have evolved over time and the NYISO is engaged in a continuous process with its stakeholders to development
[sic] enhancements.”).
6HH: Attachment B hereto, List of Demand Curve Matters Where the New York Transmission Owners Have
Concerns with the Assumptions Used by the NYISO; “Comments of the Indicated Transmission Owners” filed with
the NYISO on August 30, 2013, attached hereto as Attachment C; “Comments of Con Edison” filed with the
NYISO on August 30, 2013, attached hereto as Attachment D; and Attachment E.
23
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V.

CONCLUSION

WHEREFORE, in view of the foregoing, the New York Transmission Owners
respectfully request that the Commission grant their motion to intervene, accept these comments
and issue an order accepting the NYISO Filing.
Respectfully submitted,
V/ (OLDV * )DUUDK E\ ((6
Elias G. Farrah
Erica E. Stauffer
Winston & Strawn LLP
1700 K St., N.W.
Washington, DC 20006-3817
Email: efarrah@winston.com
estauffer@winston.com
&RXQVHO WR WKH 1HZ <RUN 7UDQVPLVVLRQ 2ZQHUV

V -RKQ %RUFKHUW E\ ((6
John Borchert
Senior Director of Energy Policy and
Transmission Development
Central Hudson Gas & Electric Corporation
284 South Avenue
Poughkeepsie, NY12601
Email: jborchert@cenhud.com

V 5LFKDUG % 0LOOHU E\ (*)
Richard B. Miller,
Director, Energy Markets Policy Group
Consolidated Edison Co. of New York, Inc.
Orange and Rockland Utilities, Inc.
4 Irving Place, Room 1850-s
New York, NY 10003
Email: millerrich@coned.com

V -DFTXHOLQH +DUG\ E\ ((6
Jacqueline Hardy
Assistant General Counsel
Long Island Power Authority
333 Earle Ovington Boulevard, Suite 403
Uniondale, NY 11553
Email: jhardy@lipower.org

V 1HLO + %XWWHUNOHH E\ ((6
Neil H. Butterklee
Assistant General Counsel
Consolidated Edison Company of New York, Inc.
Orange and Rockland Utilities, Inc.
4 Irving Place, Room 1850-s
New York, NY 10003
Email: butterkleen@coned.com

8

$

V 'DYLG &ODUNH E\ ((6
David Clarke
Director of Power Markets Policy
Long Island Power Authority
99 Washington Avenue, 10th Floor
Albany, NY 12210-2822
Email: dclarke@lipower.org

V *OHQQ ' +DDNH E\ ((6
Glenn D. Haake
Principal Attorney
New York Power Authority
30 South Pearl Street – 10th Floor
Albany, New York 12207-3245
Email: Glenn.Haake@nypa.gov

V 5 6FRWW 0DKRQH\ E\ ((6
R. Scott Mahoney, Esq.
New York State Electric & Gas Corporation
Rochester Gas and Electric Corporation
Iberdrola USA
18 Link Drive
P.O. Box 5224
Binghamton, NY 13902-5224
Email: scott.mahoney@iberdrolausa.com

V 'DQLHO *DODEXUGD E\ ((6
Daniel Galaburda
Assistant General Counsel and Director
Niagara Mohawk Power Corporation
d/b/a/ National Grid
National Grid USA Service Company, Inc.
40 Sylvan Road
Waltham, MA 02451-1120
Email: Daniel.Galaburda@us.ngrid.com

Dated: December 20, 2013
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ATTACHMENT A
Erica E. Stauffer
Winston & Strawn LLP
1700 K Street, N.W.
Washington, DC 20006-3817
Email: estauffer@winston.com
Central Hudson Gas & Electric Corporation
John Borchert
Senior Director of Energy Policy and
Transmission Development
284 South Avenue
Poughkeepsie, NY 12601
Email: jborchert@cenhud.com
Consolidated Edison Company of New York, Inc. and
Orange and Rockland Utilities, Inc.
Richard B. Miller
Director, Energy Markets and Policy Group
Consolidated Edison Co. of New York, Inc.
4 Irving Place, Room 2315-s
New York, NY 10003
Email: millerrich@coned.com
Neil H. Butterklee
Assistant General Counsel
Consolidated Edison Co. of New York, Inc.
Orange and Rockland Utilities, Inc.
4 Irving Place, Room 1850-s
New York, NY 10003
Email: butterkleen@coned.com
New York Power Authority
Andrew Antinori
Director – Market Issues
New York Power Authority
123 Main Street, White Plains, NY 10601
Email: Andrew.Antinori@nypa.gov
Glenn D. Haake
Principal Attorney
New York Power Authority
30 South Pearl Street – 10th Floor
Albany, New York 12207-3245
Email: glenn.haake@nypa.gov
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New York State Electric & Gas Corporation
R. Scott Mahoney, Esq.
New York State Electric & Gas Corporation
Durham Hall, 52 Farm View Drive
New Gloucester, ME 04260
Email: scott.mahoney@iberdrolausa.com
Niagara Mohawk Power Corporation d/b/a National Grid
Daniel Galaburda
Assistant General Counsel and Director
Niagara Mohawk Power Corporation d/b/a/ National Grid
National Grid USA Service Company, Inc.
40 Sylvan Road
Waltham, MA 02451-1120
Email: Daniel.Galaburda@us.ngrid.com
Bart Franey
Director of Federal Regulation
Niagara Mohawk Power Corporation d/b/a National Grid
300 Erie Boulevard West
Syracuse, NY 13202
Email: bart.franey@us.ngrid.com
Rochester Gas and Electric Corporation
R. Scott Mahoney, Esq.
Rochester Gas and Electric Corporation
Durham Hall, 52 Farm View Drive
New Gloucester, ME 04260
Email: scott.mahoney@iberdrolausa.com
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ATTACHMENT B
List of Demand Curve Matters Where the New York Transmission Owners
Have Concerns with the Assumptions Used by the NYISO
Economic Analysis Period
The 20-year economic analysis period for the proxy unit is incorrect; there is ample evidence that
generators in New York retain significant value for 30 years or more.
Thirty years of energy and ancillary services (“E&AS”) revenues should be included in the
analysis, not 20 years.
Property Taxes
The property tax rates used to calculate the net CONE for the NYCA and the G-J Locality are
overstated, in particular if an economic analysis period of less than 30 years is adopted.
Gas and Electric Interconnection
It is inappropriate to assume the proxy unit would connect to the Local Distribution Company
(“LDC”) in the G-J Locality and as such LDC gas transportation costs should be removed.
As there is not a universal dual fuel requirement throughout the G-J Locality, the cost of dual
fuel capability should not be included in its net CONE.
Electric Interconnection Costs in New York City
These costs should not be established based on data for projects that rejected their cost
allocations.
The expired (or partially depreciated) headroom costs should also be removed as well as of nonopen air substations.
Zero Crossing Point
The demand curve for the G-J Locality should use the 114% zero crossing point as
recommended by Potomac Economics rather than a 115% zero-crossing point, which was
arbitrarily chosen.
Technology Choice
The Net CONEs for New York City and the G-J Locality should be based on a two-unit Frame
plant with SCR.
If a Frame unit without SCR is the most cost-effective option in the G-J Locality, that should
have been used to set its demand curve.
1

$

Modeling E&AS Revenue
The E&AS revenue offset should be adjusted upwards to recognize the additional revenues that
will result from recent market rules changes (e.g., scarcity pricing, operating reserves reference
levels).
The nodal price adjustment should be dropped or, alternatively, interconnection costs should be
based upon the node used for determining E&AS revenue.
The inclusion of dummy variables for Astoria Energy II and Bayonne Energy Center is a
methodological flaw in the energy revenue model and should be excluded.
Retirement of Astoria 2 and 4 and other retirements during the historical period should be
recognized as variables in the econometric analysis.
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August 19, 2013 NYISO Demand Curve Reset Proposal
Comments of the Indicated New York Transmission Owners
August 30, 2013
Central Hudson, Con Edison, National Grid, NYPA, and NYSEG/RG&E offer the following comments on
the August 19, 2013 draft of the Proposed NYISO Installed Capacity Demand Curves for the Capability
Years 2014/2015, 2015/2016 and 2016/2017 (“NYISO Proposal”). The indicated New York Transmission
Owners are continuing their review of various aspects of the NYISO Proposal and the detailed
assessment (“Final Report”) prepared by Sargent & Lundy (“S&L”) and National Economic Research
Associates (“NERA”), and may provide additional comments at a later date.
Technology Choice
The Market Services Tariff (“MST”) requires the NYISO to determine the Cost of New Entry (“CONE”)
based upon the cost of a peaking plant. It further states that a “peaking unit is defined as the unit
with technology that results in the lowest fixed costs and highest variable costs among all other
units’ technology that are economically viable.” (MST Section 5.14.1.2)
The NYISO Proposal would base the CONE for the statewide capacity market on the cost of a singleͲunit,
simple cycle Frame turbine without Selective Catalytic Reduction (SCR) and for other markets on the
cost of a twoͲunit, simple cycle LMS 100 plant. The NYISO Proposal presents the cost of a Frame turbine
with SCR in various regions of the state as a supplement to the various units evaluated in the Final
Report. With the exception of the plant utilized to determine the CONE for the statewide market, none
of these units fulfills the requirements of the Market Services Tariff.
1. The Proposed Lower Hudson Valley Proxy Unit Is Not Economically Viable
The simple cycle GE LMS 100 plant chosen by the NYISO as the proxy unit in the Lower Hudson Valley
(LHV) is not economically viable as required under the MST. As shown in the table below, at least three
technologies are more costͲeffective than a simple cycle GE LMS 100 plant. An LMS 100 plant would
likely be unable to compete with these alternatives under equilibrium conditions. In fact, there are no
projects in the interconnection queue that resemble the chosen proxy unit, except for a single project in
New York City.
Table 1. Comparison of Net Costs for Potential LHV Proxy Units
Technology
2 GE LMS 100 (With SCR) Ͳ Dutchess
Combined Cycle Ͳ Rockland
2 Frame GTs (With SCR) – Dutchess
2 Frame GTs (With SCR) – Rockland
1 Frame GT (No SCR) – Dutchess (Interruptible Gas) 1
1 Frame GT (No SCR)– Dutchess (Peaking Contract) 1
1

Net CONE
($/kwͲyear)
$171.75
$156.39
$109.31
$106.76
$119.47
$111.11

Difference

Ͳ8.94%
Ͳ36.36%
Ͳ37.84%
Ͳ30.44%
Ͳ35.31%

See Appendix for details of these calculations.
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2. The Assumption That The LHV Proxy Unit Must be Dual Fuel Capable Is Flawed
The NYISO Proposal for the Lower Hudson Valley CONE rejects the use of a Frame Unit without SCR
based upon the finding that the proxy unit must be dual fuel capable. While the Indicated NYTOs
appreciate and support the NYISO’s efforts to examine and address fuel security issues across the state,
we do not believe it is reasonable to reflect the cost of dual fuel capability in the Lower Hudson Valley
CONE at this time.
The NYISO Proposal appears to endorse the reasoning outlined in the Final Report for assuming the
Lower Hudson Valley proxy unit will be dual fuel capable:
“[M]ore severe air quality issues in [Zones GͲK] and, correspondingly more stringent NOx
emission requirement, eliminates the option of accepting an annual operational limit to comply
with applicable emission rate limitations. The maximum number of hours that the unit could
run with an operational limit for NOx would be too low to consider the unit practical or
economical in these Zones. Further, the applicable peaking plant for this area is assumed to be
a dual fuel unit. Burning oil would increase NOx emissions and further reduce the allowable
operating hours.” (Final Report, p. 7)
We find this reasoning to be flawed in two important respects. First, emissions requirements in most
areas of the Lower Hudson Valley are no more restrictive than in Zone C or Zone F. As show in Figure IIͲ
1 of the Final Report and Tables 1 and 2 of the NYISO Proposal, Prevention of Significant Deterioration
(“PSD”) emissions thresholds in Zone F and most of the Lower Hudson Valley, including Dutchess,
Putnam, Sullivan, Ulster and portions of Orange counties, are effectively identical. The more restrictive
emissions restrictions described in the Final Report apply only in Rockland, Westchester and lower
Orange counties. Table IIͲ6 of the Final Report acknowledges that fact a simple cycle GT could operate
up to 1,056 hours per year in Dutchess County without exceeding NOx emission limits, a level that is
virtually identical to the 1,075 hours per year permitted in Zone F. We note that two of the three major
generation projects proposed in Zones G, H and I in recent years would be located in areas where NOx
emissions of up to 40 tons per year would be permitted.
The consultants have conceded this point. At the August 13, 2013 Installed Capacity Working Group
(ICAPWG) meeting, the consultants indicated that if they had not assumed that it was preferable for the
proxy unit located in the Hudson Valley capacity zone to be dual fuel capable, then there was no
technical reason why the simple cycle Frame turbine without SCR could not be used as the proxy unit for
the Dutchess County location if it was economically viable.
Second, we question whether it is reasonable to assume that a proxy unit constructed in the Lower
Hudson Valley during the threeͲyear reset period (i.e., May 2014 through April 2017) must be dual fuel
capable. At present, there is no NYISO dual fuel requirement for generators in the Lower Hudson Valley.
Some LDCs – i.e., Con Edison, O&R and Central Hudson – require generators that interconnect with their
gas systems to install backͲup fuel capability, but the interstate pipelines serving the area, as is typical,
2
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have no such requirement. Moreover, neither the NYISO’s interconnection requirements nor its
capacity market rules require generators to be dual fuel capable, and no proposal to create such a
requirement has been made. It is uncertain, at best, that such a dual fuel requirement will take effect in
the next three years. Even if such a requirement were adopted during the reset period, it is unlikely that
it would apply retroactively to projects already in the interconnection queue or in service before May
2017.
The NYISO Proposal contends that units must be dual fuel capable because (1) a review of gas service
tariffs of the Local Distribution Companies (LDC) serving the Hudson Valley reveals that they require
generators to have backͲup fuel, and (2) recent projects that have been completed or have been
proposed in these areas have been dual fuel capable. However, of the three projects presently seeking
to interconnect in the Lower Hudson Valley, none have proposed to interconnect to an LDC gas system;
each would interconnect directly to an interstate pipeline.2 Additionally, although two of the projects
have proposed to install backͲup fuel capability, one has stated that it will be a gasͲonly facility.3
Table 2. LHV Projects in the Interconnection Queue (as of August 2013)
Project
CPV Valley I
Cricket Valley
Bowline Repowering

Type
CC
CC
CC

Summer
MW
678
1,120
775

Fuel

Gas Source

Dual
Gas only
Dual

Millennium
Iroquois
Millennium

We suspect this is because these projects see an economic benefit to installing dual fuel capability. But,
the gasͲfired generation projects proposed in the Lower Hudson Valley are significantly different than
the simple cycle plants reviewed in the Final Report. All are combined cycle plants and each is
significantly larger than the proxy units evaluated in the report. Projects with these characteristics are
likely intended to run at a much higher capacity factor than the simple cycle units evaluated in the Final
Report and would potentially benefit, to a greater extent, from the protection dual fuel capability
provides against fuelͲrelated outages.
More specifically, large natural gas fired combined cycle generating facilities typically are operated as
“base load” generating facilities, not as “peaking” generating facilities. Therefore, these combined cycle
generating facilities would be committed and dispatched to operate throughout most of the year and
would expect to receive a larger portion of their revenue from the NYISO energy market to pay for their
generating facilities’ costs. As such, it may be financially worthwhile for generating companies to
choose to install dual fuel capability for combined cycle generating facilities in order to continue to
receive electric energy revenues during the very cold winter days (e.g., ambient temperature below 20
degrees Fahrenheit) when nonͲfirm natural gas transportation may not be available or when it is more
2

At the very least, the NYISO Proposal should exclude the cost of connecting to an LDC gas system and the
associated 27¢ per dth transportation charge. Since none of the projects in the interconnection queue are seeking
to interconnect with an LDC’s gas system, the cost of LDC transportation is unnecessary and should, therefore, be
eliminated from the LHV unit’s costs.
3
Cricket Valley Final Environmental Impact Statement, Page 1Ͳ13. (Link)
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economical to dispatch oil fired generators before gas fired generators because the daily spot market
natural gas price exceeds the price of oil, as occurs from time to time. However, in the absence of a
comprehensive NYISO dual fuel requirement, it is not reasonable to assume that a simple cycle turbine
would need to be dual fuel capable.
3. A Frame Turbine With SCR Should Serve As The Basis for The CONE Wherever It Is the Most
Cost Effective Option
The NYISO Proposal provides the estimated cost of a simple cycle Frame turbine plant with SCR in
various regions of the state, but recommends against using those estimates as the basis for the CONEs in
those areas. The NYISO Proposal further states that the consultants were skeptical that this
configuration was feasible and accepts their recommendation to base the CONEs on other units because
of “technical challenges, unsuccessful projects and lack of market acceptance”. (p. 27) The Final Report
states that a simple cycle Frame turbine plant with SCR was not evaluated due to problems with
controlling exhaust temperatures for inclusion of SCR technology. It cites various instances when Frame
turbines with SCRs have failed to operate properly.
However, there is evidence that exhaust temperatures could be reduced prior to treatment with SCR. In
fact, GE has developed a design specifically to achieve that purpose. At least some market participants
consider the potential technical issues identified by the consultants sufficiently resolved. The Marsh
Landing Generating Station in California, which is owned by NRG Energy, Inc. (formerly owned by GenOn
prior to its merger with NRG), combines Frame model turbines in simple cycle configuration with
SCR. The facility commenced commercial operation on May 1, 2013. Notably, the facility utilizes the
same Siemens SGT6Ͳ5000F technology that was examined by the consultants in their Final Report.
In addition, we note that the PJM tariff requires that the reference resource used to determine its
demand curve be modeled as a Frame unit with SCR technology.
“Reference Resource” shall mean a combustion turbine generating station, configured with two
General Electric Frame 7FA turbines with inlet air cooling to 50 degrees, Selective Catalytic
Reduction technology in CONE Areas 1, 2, 3, and 4, dual fuel capability, and a heat rate of 10.096
Mmbtu/ MWh.” Ͳ PJM OATT, Attachment DD, 2.58
By failing to evaluate these options, the report fails to demonstrate that the recommended CONE is
based on an economicallyͲviable plant. We, therefore, urge the NYISO to utilize the Frame model
turbine with SCR as the proxy unit in any region where that option is the most costͲeffective.
ZeroͲCrossing Points
In the presentation made at the August 22, 2013 ICAPWG meeting, David Patton described a new
approach for setting the zeroͲcrossing points for the ICAP demand curves for 2014Ͳ17, which is based on
the marginal impact that additional capacity in a capacity zone has on loss of load expectation
(LOLE). Dr. Patton also “recommend[ed that] the NYISO establish [his proposal] as the methodology
that will be employed in future [demand curve] resets and for new capacity zones.”
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The TOs believe it would be premature to commit at this time to using this methodology in future
demand curve resets. Complete data from Dr. Patton’s analysis that include the LOLE at each level of
capacity in a capacity zone, and the resulting change in LOLE associated with the addition of capacity in
each capacity zone, have not yet been presented to market participants, much less made available to
them for their review. This review may lead to other questions about the proposed approach; for
example, while Dr. Patton’s presentation claimed that the marginal impact on LOLE of additional
capacity in a capacity zone was roughly a linear function of the amount of capacity in that capacity zone,
including additional data points may make the existence of any such relationship much less
clear. Moreover, Dr. Patton has not presented any evidence demonstrating that the marginal impact on
LOLE of additional capacity in a capacity zone will continue to be a linear function of the amount of
capacity in that capacity zone in the future.
The August 22 meeting was the first, and only time that Dr. Patton’s proposal was discussed with market
participants, so market participants have not had sufficient opportunity to review and critique
it. Moreover, significant aspects of the proposed methodology remain unclear. For example, in Dr.
Patton’s analysis, capacity was added in Load Zones A, C and D (i.e., in the portion of the NYCA that is
not included in another capacity zone) to determine the impact of additional capacity on the rate of
change in LOLE, but in his analysis for the new GͲJ capacity zone, capacity was added throughout the GͲJ
capacity zone, despite the fact that Load Zone J comprises its own capacity zone; the rationale for this
inconsistency is unclear. Further, while we understand that Dr. Patton’s analysis assumed that all
capacity zones were originally at their respective minimum capacity requirements in the “base case,”
and then evaluated how the marginal impact on LOLE changed as capacity was added within each
capacity zone, whether Dr. Patton’s assumption was the correct “base case” assumption is open for
discussion.
Accordingly, the demand curve filing that the ISO must make by Nov. 30, 2013 should not include tariff
changes that would bind the ISO to use this procedure in future demand curve resets. According to Sec.
5.14.1.2 of the Services Tariff, which describes the process leading to that filing, the filing is supposed to
“incorporat[e] the results of the periodic review” conducted by the NYISO, and the purpose of the
periodic review is “to determine the parameters of the ICAP demand curves for the next three Capability
Years.” Consequently, that filing should not include tariff changes that would modify the methodology
used in subsequent reviews. Instead, any such changes should go through the ISO’s normal governance
process, with market participants given a full opportunity to review the proposal, recommend changes
to it as they wish, and conclude whether the final proposal deserves their support.
Life Cycle
The NYISO Proposal adopts the consultants’ recommendation to use a 20Ͳ25 year life cycle for the proxy
units. The Final Report explains that the 20Ͳ25 years life cycle is “an economic life that represents the
period over which an investor would analyze cost recovery” (Final Report, p. 91Ͳ92). The only
justification offered for using a shorter term than in the past is that “although a new peaking unit will
likely physically last thirty years or more, investors will use a shorter time horizon in determining the
levelized cost.”
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In past two demand curve reset cycles, the consultants have based their CONE estimates on a 30 year
life cycle. By contrast, the newlyͲissued report proposes a 25Ͳyear life for the combined cycle and for
the LMS 100 plants and a 20Ͳyear life for the Frame model generator. This change causes the effective
amortization periods for the proxy generators to be far shorter than the effective amortization periods
used in the last reset. NYC has declined from 17.5 years to 14.5, NYCA has declined from 20.5 years to
17.5, and LI has declined from 20.5 years to 17.5.
No citations or sources are provided to support for the claim that investors will examine the proxy unit’s
value over a 20Ͳ25 year period. Further, the report offers no explanation for the use of a shorter life
cycle in the ROS region than in other areas of the state. The assumptions made by NERA regarding
technological progress are the same as in the last reset, so there is no reason to believe that accelerated
technological progress will make these plants economically obsolete sooner than would have been
expected when the last reset was performed.
Simple cycle units older than 40 years are common in New York, as shown in the table below.
Chart 1. Age of New York City Peaking Units

The use of a 20Ͳ25 year life cycle amounts to an assertion that investors will place a value of zero on
potential cash flows more than 20 or 25 years in the future. This conclusion is contradicted by the
results of NERA’s financial model, which indicate that each of the plants evaluated will remain economic
beyond the 20Ͳ25 year life cycle. Even if we assume that the unit will receive no energy revenues, its
capacity payment (at Net CONE) will exceed its remaining O&M, site leasing, insurance, and tax costs.
The NPV of the residual cash flow after year 25 (i.e.,(Net CONE – O&M – Property Tax – Ins)*(1Ͳtax
rate)), is over $1200/kW or over 60% of the initial investment. The high residual value demonstrates the
reason why most of existing peaking units continue to operate well past 40 years. Even when many of
them have low capacity factor (1% or less), they continue to receive a steady capacity payment.
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At the very least, the consultants’ analysis should have utilized a higher residual value for the proxy
units. The proposed 5% residual value outside the ROS and 0% residual value for the ROS Frame plant
do not properly recognize the additional net revenues that the proxy unit will receive during the
remainder of its useful life and are not consistent with the sales price that older plants have often
realized in New York.
If the NYISO retains the life cycle recommended by its consultants, it should update the proxy unit’s
residual value to reflect the likelihood that they will have a useful life of 40 years.
Net Energy and Ancillary Service Market Revenues
The NYISO Proposal adopts the proposed energy and ancillary service revenue estimates prepared by
the consultants. We note that consultants have taken great pains to adjust their estimates of the proxy
unit’s revenues to reflect current conditions, e.g., by reflecting the addition of the Hudson Transmission
Partners, Astoria Energy II and Hess Bayonne project. It seems only reasonable to also recognize the
significant change in energy and ancillary service market rules that could affect the proxy unit’s market
revenues. These changes include changes to scarcity pricing and operating reserves reference level caps
and, for the combined cycle option, frequency regulation market changes.
The NYISO’s failure to include the impact of recent changes to scarcity pricing procedures is particularly
troubling. Those changes allow for scarcity pricing to be triggered if one or more load zones experiences
a reserve shortage after demand response is activated, even If all of East of Central East and the NYCA
have sufficient reserves.
The Final Report contends that the revised scarcity pricing rules have already been accounted for in the
consultants’ analysis because they are reflected in the MAPS based adjustments to the consultants’
econometric analysis (see pp. 75Ͳ76). We agree that scarcity pricing should be reflected in the MAPS
analysis, but do not agree that this is a complete solution. The MAPSͲbased adjustments are calculated
on the basis for two different comparisons: 1) a comparison of a baseline and adjusted resource mix and
2) a comparison of a baseline level of surplus and a reduced level of surplus. The results of the
econometric analysis are adjusted to reflect the differences between these two sets of conditions.
The problem is that in instances where scarcity pricing would be triggered in both the baseline and the
revised scenario, the MAPS output would presumably show little or no change in price. Thus, the results
of the econometric analysis will not be revised. In those instances, the historical data used in the
econometric analysis should be revised as if the revised scarcity pricing procedures had been in effect.
The Final Report further argues that historical realͲtime prices utilized as a component already reflect
the impact of the scarcity pricing rules (see pg. 76). This contention is incorrect, since the revised rules
were only placed into effect in July 2013 and could not have been reflected in the historical data.
Some observers have suggested that the scarcity pricing changes would only affect realͲtime prices,
which constitute a minor part of the proxy unit’s revenues. We note that although scarcity pricing is
implemented in realͲtime, adjusting dayͲahead revenues is also appropriate over the longͲterm, because
dayͲahead and realͲtime prices should be assumed to converge.
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APPENDIX
CENTRAL HUDSON ESTIMATE
FRAME TURBINE NET CONE WITHOUT SCR IN DUTCHESS COUNTY
Market Participants from the Generator voting sector expressed concerns that without the dual fuel
capability or a year round firm natural gas transportation contract, a simple cycle electric generating
facility may not be able to operate during the very cold winter days when nonͲfirm transportation
natural gas delivery may be restricted or unavailable.
At the 8/13/2013 ICAPWG meeting, NERA indicated that for the Zone F area, there are approximately
540 hours over a 3Ͳyear time period (i.e.,180 hours per year) when the ambient temperature would be
less than 20 degrees Fahrenheit such that nonͲfirm natural gas transportation may be restricted or
unavailable. As shown in the Appendix D table below, taken from the NYISO Proposal, the Zone G
(Dutchess County) ambient temperature (19.3 degree Fahrenheit during winter) is warmer than the
Zone F ambient temperature (15.3 degree Fahrenheit during winter). Therefore, there are probably less
than 540 hours over a 3Ͳyear time period (less than 180 hours per year) in the Zone G (Dutchess County)
area when the ambient temperature would be less than 20 degrees Fahrenheit such that nonͲfirm
transportation natural gas delivery may be restricted or unavailable.

Source: NYISO Proposal, p. 44
8

$

There are more economical options (lower cost options) that can be used to address and to price in this
nonͲfirm transportation winter natural gas supply disruption concern for the proxy unit located in the
Dutchess County location than using the dual fuel capability assumption option proposed in the Final
Report and in the NYISO Proposal. The following are two options that can be used to replace the dual
fuel capability assumption option:
1) The NYISO can use the SGT6Ͳ5000F(5) combustion turbine simple cycle (“Frame GT”) electric
generating facility without SCR as the proxy unit in the Dutchess County location and eliminate any
net energy revenue for this generating facility on days when the maximum temperature is less than
20 degrees Fahrenheit in computing the net CONE cost. This is the conceptual approach that NERA
used to compute the net CONE cost for the SGT6Ͳ5000F(5) combustion turbine simple cycle (“Frame
GT”) electric generating facility without SCR for the proxy unit in the Zone F location.
Using the information provided on Table 5 and on Table 6 as reproduced on the next two pages,
taken from the NYISO Proposal, the Annual Fixed Cost of $110.08/kWͲyear developed for a Zone F
SGT6Ͳ5000F(5) Frame GT with SCR from Table 6 (based on the 25Ͳyear Amortization Period) looks
comparable to the Annual Fixed Cost of $107.29/kWͲyear developed for the Zone F SGT6Ͳ5000F(5)
GT from Table 5 used to compute NERA’s net CONE cost for the Zone F proxy unit. Therefore, the
annual fixed cost for a Dutchess County SGT6Ͳ5000F(5) Frame GT without SCR is probably in the
ballpark of $137.94/kWͲyear as shown in Table 6 (based on the 25Ͳyear amortization period).4 Using
the Energy and Ancillary Service Net Revenue for a Zone F SGT6Ͳ5000F(5) Frame GT of $18.48/kWͲ
year from Table 5, based on NERA’s conceptual approach of eliminating any net energy revenue for
a SGT6Ͳ5000F(5) GT generating facility on days when the maximum temperature is less than 20
degrees Fahrenheit, the estimated net CONE cost for a SGT6Ͳ5000F(5) combustion turbine simple
cycle (“Frame GT”) electric generating facility without SCR to be used as the proxy unit in the HV
Dutchess County location would be in the ballpark of $119.46/kWͲyear ([$137.94/kWͲyear] Ͳ
[$18.48/kWͲyear]).

4

We further note that the capital costs of other plant configurations and technologies are also approximately 25%
more expensive in Dutchess County than in Zone F.
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Source: NYISO Proposal, p. 25

Source: NYISO Proposal, p. 26
2) A second more sensible option to maximize its economic viability is for the NYISO to use the SGT6Ͳ
5000F(5) combustion turbine simple cycle (“Frame GT”) electric generating facility without SCR in
Dutchess County as the proxy unit for the Lower Hudson Valley and to include the cost of purchasing
natural gas peaking contracts in the Annual Fixed Cost for the proxy unit instead of eliminating some
of proxy unit’s net energy revenue. Such contracts typically allow the customer to purchase
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delivered gas at an index price by providing notice one day in advance to the supplier during a
specified number of winter days (e.g., 5, 10, 15 or 30 days).
The fixed cost to purchase natural gas peaking contracts average approximately $0.55/dth based on
Central Hudson’s past 3 years of actual purchases. These natural gas peaking contracts are for
natural gas delivery to the Pleasant Valley city gate (which is in Dutchess County) using the Iroquois
Gas Transmission System, LP (Iroquois) pipeline. Central Hudson has been purchasing 10Ͳday
natural gas peaking contracts for many years to serve its LDC natural gas customer load on the 5 to
10 coldest winter days in the year in combination with the purchases of yearͲround firm natural gas
interstate pipeline transportation capacity. The purchase of these peaking contracts is more
economical than if Central Hudson was to purchase yearͲround firm natural gas interstate pipeline
transportation capacity to serve its LDC natural gas customer load on the 10 or less very cold winter
days in the year when this additional natural gas pipeline transportation capacity may be used. The
companies from which Central Hudson purchased these natural gas peaking contracts either hold or
obtain firm transportation capacity to the Pleasant Valley city gate and have a contractual
commitment to deliver the natural gas when requested by Central Hudson, with notice in
accordance with the terms of these peaking service agreements.
For winter operation, it is estimated that an electric simple cycle generating facility in Zone G may
be dispatched up to 12 hours per day on the very cold winter days when the electric usage is
significantly higher than an average winter day. Using the generator performance data in Table 4
shown below, taken from the NYISO Proposal, purchasing 30,000 dth per day of 15Ͳday natural gas
peaking contracts should provide sufficient reliable natural gas deliveries to operate a single SGT6Ͳ
5000F(5) combustion turbine generator at full output for up to 12 hours per day and be able to
reliably get the natural gas deliveries during the 180 hours or less per year when nonͲfirm
transportation natural gas deliveries may be restricted or unavailable. The computation to support
the natural gas peaking contract purchase requirement is shown below.

Source: NYISO Proposal, p. 20
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Natural Gas Peaking Contract purchase requirement computation:

As shown in the calculation above, it is estimated that the purchase of 30,000 dth per day of 15Ͳday
natural gas peaking contracts would increase the Annual Fixed cost for the proxy unit by a ballpark of
$1.10/kWͲyear. Using the Annual Fixed Cost of $137.94/kWͲyear and the Energy and Ancillary Service
Net Revenue of $27.93/kWͲyear developed for a HV Dutchess County SGT6Ͳ5000F(5) GT from Table 6
(based on the 25Ͳyear Amortization Period), the estimated net CONE cost for this SGT6Ͳ5000F(5)
combustion turbine simple cycle (“Frame GT”) electric generating facility without SCR to be used as
the proxy unit in the HV Dutchess County location would be in the ballpark of $111.11/kWͲyear
([$137.94/kWͲyear] + [$1.10/kWͲyear] Ͳ [$27.93/kWͲyear]).
It should be noted that these natural gas peaking contracts can be structured in 5,000 dth blocks or in
any other size blocks a natural gas fired electric generating facility may want to contract for. The
30,000 dth per day of natural gas peaking contracts can be purchased from several different
companies to avoid purchasing all 30,000 dth from one specific company in order to mitigate the
counterparty risk. If an electric generating facility purchased a total of 30,000 dth (in 5,000 dth blocks)
of 15Ͳday natural gas peaking contracts to be delivered on the Iroquois pipeline to a location in
Dutchess County during the winter months, the electric generating facility can either (a) call for 30,000
dth per day to be delivered over a total of 15 different Gas days, or (b) call for 5,000 dth per day to be
12
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delivered over a total of 90 different Gas days, or (c) call for any other combinations in between these
2 range points depending on the forecasted natural gas needs for a particular Gas Day based on the
NYISO dispatch schedule for the Dutchess County electric generating facility and the peaking service
calls made to date.
Summary of Net CONE costs for the 3 different assumption options:
The following table summarizes the net CONE costs computed using the 3 different assumption options
for the proxy unit in the HV Dutchess County location:
2013 Update for 2014/2015
(2014 dollars / kWͲyear)

Proxy Unit in the HV Dutchess County location

Annual Fixed
Cost

Energy
and AS
Net
Revenues

Net CONE
Cost

Option 1: Dual Fuel [LMS100]

$220.15

$47.12

$173.03

Option 2: Eliminate Energy and AS Net Revenues on
very cold Winter days [SGT6Ͳ5000F(5)
GT]

$137.94

$18.48

$119.46

$139.04

$27.93

$111.11

Option 3: Natural Gas Peaking Contracts [SGT6Ͳ
5000F(5) GT]

As shown in the table above (options 2 and 3 in comparison to option 1), the more economical option is
to set the net CONE cost using the SGT6Ͳ5000F(5) combustion turbine simple cycle (“Frame GT”) electric
generating facility without SCR as the proxy unit for the Dutchess County location, not the LMS100
combustion turbine electric generating facility.
This error in selecting the incorrect technology for the proxy unit will result in increased capacity costs
for the zone “GͲHͲI” load of approximately $160 million/year to $230 million/year.
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Proposed NYISO Installed Capacity Demand Curves
For Capability Years 2014/15, 2015/16, and 2016/17
Comments of Con Edison
August 30, 2013
Con Edison offers the following comments on the August 19, 2013 draft of the proposed NYISO Installed
Capacity Demand Curve For Capability Years 2014/15, 2015/16, and 2016/17 (“report”).
Energy & Ancillary Services Revenues
Con Edison continues to be concerned about the magnitude of change in the Energy and Ancillary
Services revenue as compared to the last demand curve reset and believes that these revenues are
understated. Con Edison has consistently raised these concerns in the stakeholder process and
requested that NERA provide further scenarios and detailed information to help stakeholders explore
these potential issues. NERA has declined to prepare some additional analyses requested by Con Edison,
such as the addition of a reserve margin variable and dummy variables reflecting the retirement of
Astoria 2 and 4 to its econometric analysis. NERA has also not disclosed the full details and results of
analysis comparing the outputs of the econometric analysis to forward market prices nor has it provided
details on its MAPS runs, such as implied heat rates. As a result, Con Edison is continuing to analyze
NERA’s model and may offer additional comments at a later date.
Zone J Interconnection Costs
Con Edison is concerned that the interconnection costs reflected in the CONE for New York City (Zone J)
overstate the interconnection costs that the proxy unit would incur under equilibrium conditions:
x

Rejected Cost Allocation: Sargent & Lundy (“S&L”) utilized projects from the CY09, CY10, and CY2011
but ignored if projects rejected their cost allocation such as the South Pier Improvement Project. In
particular, it is inappropriate to include the unusually high cost of System Protection SUFs for the
South Pier Improvement Project. South Pier rejected its cost allocation.

x

Headroom Payments: It is unclear how S&L calculated headroom payments, but, based on S&L’s
affidavit in the last demand curve reset, they appear to be overstated. Headroom values have
depreciated significantly since the Class Year 2009/10. In addition, the facilities for which headroom
payments must be made (i.e., the series reactors) would potentially not be needed at the level of
capacity surplus utilized to determine the CONE.

x

Open Air Substation: S&L established the costs of the standͲalone SUFs based on the average of
costs for GIS, open air 345kV and open air 138kV substations. It is inappropriate to use the costs for
GIS as the E&AS revenues are based on an open air substation, and the interconnection costs should
be too.

$
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&HQWUDO +XGVRQ *DV

(OHFWULF &RUSRUDWLRQ &RQVROLGDWHG (GLVRQ &RPSDQ\ RI 1HZ

<RUN ,QF 1HZ <RUN 3RZHU $XWKRULW\ 1HZ <RUN 6WDWH (OHFWULF

*DV &RUSRUDWLRQ 1LDJDUD

0RKDZN 3RZHU &RUSRUDWLRQ GED 1DWLRQDO *ULG 2UDQJH DQG 5RFNODQG 8WLOLWLHV ,QF DQG
5RFKHVWHU *DV DQG (OHFWULF &RUSRUDWLRQ MRLQWO\ ³,QGLFDWHG 1<72V´ VXEPLW WKH IROORZLQJ
FRPPHQWV RQ WKH LQVWDOOHG FDSDFLW\ ³,&$3´ GHPDQG FXUYHV IRU  WKDW ZHUH SURSRVHG WR
WKH %RDUG :H DOVR UHTXHVW RSSRUWXQLW\ WR SDUWLFLSDWH LQ RUDO DUJXPHQW EHIRUH WKH 5HOLDELOLW\ DQG
0DUNHWV &RPPLWWHH RI WKH 1<,62 %RDUG RQ 2FWREHU WK
(;(&87,9( 6800$5<
$W LVVXH RQ WKLV GHPDQG FXUYH UHVHW LV D VLJQLILFDQW GHFLVLRQ IRU 1HZ <RUN¶V ZKROHVDOH
HOHFWULFLW\ PDUNHW DQG LWV FXVWRPHUV &RQWUDU\ WR WKH UHTXLUHPHQWV RI WKH 1<,62 WDULII WKH
3URSRVDO¶V ,&$3 GHPDQG FXUYHV DUH QRW EDVHG RQ WKH XQLW ZLWK WKH ORZHVW IL[HG FRVW IRU WKH
/RZHU +XGVRQ 9DOOH\ ³/+9´ DQG 1HZ <RUN &LW\ 7KH 3URSRVDO LI DGRSWHG ZLOO UHVXOW LQ D
PDMRU XQMXVWLILHG SULFH LQFUHDVH IRU 1HZ <RUN 6WDWH¶V HOHFWULFLW\ FXVWRPHUV ,QGHHG ,&$3 FRVWV
FRXOG XQQHFHVVDULO\ LQFUHDVH E\ DSSUR[LPDWHO\  PLOOLRQ DQQXDOO\ LQ WKH /+9 DQG PRUH WKDQ
 PLOOLRQ DQQXDOO\ LQ 1HZ <RUN &LW\ LI WKH DSSURSULDWH SUR[\ XQLW IRU WKRVH GHPDQG FXUYHV LV
QRW VHOHFWHG



3URSRVHG 1<,62 ,QVWDOOHG &DSDFLW\ 'HPDQG &XUYHV )RU WKH &DSDELOLW\ <HDUV   DQG
 6HSW   ³3URSRVDO´ 

2

$OO HVWLPDWHV RI WKH LPSDFW RI FKDQJHV LQ WKH ,&$3 GHPDQG FXUYH RQ FDSDFLW\ FRVWV KDYH DVVXPHG WKDW WKH DPRXQW
RI VXUSOXV FDSDFLW\ LQ WKH PDUNHW LV FRQVLVWHQW ZLWK WKH DVVXPSWLRQV PDGH IRU  E\ 7DULT 1LD]L WKH 1<,62¶V
&RQVXPHU ,QWHUHVW /LDLVRQ LQ DQ DIILGDYLW WKDW DFFRPSDQLHG WKH 1<,62¶V $SULO   ILOLQJ LQ 'RFNHW 1R (5
 7KH ,QGLFDWHG 1<72V EHOLHYH KRZHYHU WKDW LW LV OLNHO\ WKDW WKH DPRXQW RI VXUSOXV FDSDFLW\ WKDW ZLOO


$

7KH 1<,62¶V 0DUNHW $GPLQLVWUDWLRQ DQG &RQWURO $UHD 6HUYLFHV 7DULII ³067´ RU
³7DULII´ UHTXLUHV 1<,62 WR GHWHUPLQH WKH &RVW RI 1HZ (QWU\ ³&21(´ EDVHG XSRQ WKH QHW FRVW
RI GHYHORSLQJ FRQVWUXFWLQJ DQG RSHUDWLQJ D ³SHDNLQJ XQLW >WKDW@ LV GHILQHG DV WKH XQLW ZLWK
WHFKQRORJ\ WKDW UHVXOWV LQ WKH ORZHVW IL[HG FRVWV DQG KLJKHVW YDULDEOH FRVWV DPRQJ DOO RWKHU XQLWV¶
WHFKQRORJ\ WKDW DUH HFRQRPLFDOO\ YLDEOH´ 7KXV 1<,62¶V REOLJDWLRQ XQGHU LWV 7DULII LV WR
FKRRVH WKH XQLW ZLWK WKH ORZHVW IL[HG FRVWV EXW WKH 3URSRVDO IDLOV WR FRPSO\ ZLWK WKDW REOLJDWLRQ
IRU WKH /+9 DQG 1HZ <RUN &LW\ ,Q SDUWLFXODU WKH 3URSRVDO DGRSWHG WKH FRQVXOWDQWV¶
UHFRPPHQGDWLRQ WR UHMHFW D )UDPH XQLW ZLWK VHOHFWLYH FDWDO\WLF UHGXFWLRQ ³6&5´ GXH WR
WHFKQLFDO IHDVLELOLW\ UHDVRQV HYHQ WKRXJK VXFK D XQLW KDV DOUHDG\ EHHQ DSSURYHG IRU VLWLQJ
ILQDQFHG EXLOW DQG KDV FRPPHQFHG RSHUDWLRQ LQ &DOLIRUQLD $ )UDPH XQLW ZLWK 6&5 KDV DOVR
EHHQ WKH 3-0 SUR[\ XQLW VLQFH  DQG LWV XVH WKHUH KDV EHHQ DSSURYHG QXPHURXV WLPHV E\ WKH
)HGHUDO (QHUJ\ 5HJXODWRU\ &RPPLVVLRQ ³)(5&´  :KLOH WKH LQGLFDWHG 1<72V KDYH RWKHU
FRQFHUQV DV GLVFXVVHG KHUHLQ WKLV LV WKH SULQFLSDO IODZ LQ 3URSRVDO¶V DQDO\VLV WKDW PXVW EH
FRUUHFWHG
7KH ,QGLFDWHG 1<72V UHTXHVW WKDW WKH %RDUG PDNH WKH IROORZLQJ FKDQJHV WR WKH 3URSRVDO VR
WKDW WKH FRPSOLDQFH ILOLQJ LW ZLOO PDNH RQ WKH GHPDQG FXUYH FRPSOLHV ZLWK LWV 7DULII
 7KH ,&$3 GHPDQG FXUYHV IRU 1HZ <RUN &LW\ DQG WKH /+9 VKRXOG EH EDVHG RQ WKH QHW FRVW RI
GHYHORSLQJ D WZRXQLW VLPSOH F\FOH )UDPH WXUELQH SODQW ZLWK 6&5 D WHFKQRORJ\ ZKRVH
IHDVLELOLW\ LV QRZ SURYHQ $ )UDPH JHQHUDWRU ZLWK DQ 6&5 LV FXUUHQWO\ LQ RSHUDWLRQ LQ
&DOLIRUQLD DQG 3-0 KDV XVHG VXFK D SUR[\ XQLW VLQFH  ZKHQ VHWWLQJ LWV ,&$3 GHPDQG

DFWXDOO\ EH SUHVHQW LQ WKH PDUNHW IRU  ZLOO EH VRPHZKDW OHVV WKDQ WKH DPRXQW DVVXPHG E\ 0U 1LD]L
&RQVHTXHQWO\ WKHVH FDSDFLW\ FRVW HVWLPDWHV PD\ EH FRQVHUYDWLYH

067   HPSKDVLV DGGHG 


7KH 1<72V XQGHUVWDQG WKDW WKHUH PD\ EH D QHHG WR FRQGXFW DGGLWLRQDO DQDO\VLV RQ WKH )UDPH 8QLW ZLWK 6&5 LQ
RUGHU WR GHWHUPLQH LWV SUHFLVH 1HW &21( DOWKRXJK DW WKLV WLPH LW DSSHDUV WR PHHW WKH WDULII UHTXLUHPHQW DV WKH XQLW
ZLWK WKH ORZHVW IL[HG FRVWV  $V WKH 3URSRVDO QRWHV DW   IXUWKHU DGMXVWPHQWV PD\ EH QHFHVVDU\ LI D )UDPH XQLW
ZLWK 6&5 LV DGRSWHG DV WKH SUR[\ XQLW


$

FXUYHV 7KH ,QGLFDWHG 1<72V SURSRVH WKDW WKH %RDUG DGRSW D )UDPH XQLW WKDW LV GXDO IXHOHG
LQ 1HZ <RUN &LW\ DQG WKDW LV QRW GXDO IXHOHG LQ WKH /+9
 7KH 1<,62 %RDUG VKRXOG DOVR FRQVLGHU D VLQJOHXQLW )UDPH *7 ZLWKRXW 6&5 DQG ZLWKRXW
GXDOIXHO FDSDELOLW\ DQG DGRSW LW DV WKH SUR[\ XQLW IRU WKH /+9 ]RQH LI LW LV WKH OHDVWFRVW XQLW
7KH 3URSRVDO LQFRUUHFWO\ FRQFOXGHV WKDW VXFK D )UDPH XQLW FRXOG QRW EH EXLOW LQ WKH /+9 ]RQH
ZLWKRXW GXDOIXHO FDSDELOLW\ DQG D XQLW WKDW LV GXDO IXHOHG DQG GRHV QRW KDYH 6&5 FDQQRW
PHHW DLU HPLVVLRQV VWDQGDUGV  %XW WKHUH FXUUHQWO\ DUH QR 1<,62 RU LQWHUVWDWH SLSHOLQH GXDO
IXHO UHTXLUHPHQWV RQ JHQHUDWRUV WKDW ORFDWH LQ WKH /+9 ]RQH DQG WKHUH LV DW OHDVW RQH H[LVWLQJ
JHQHUDWRU LQ WKH /+9 WKDW KDV FKRVHQ QRW WR EH GXDO IXHOHG &RQVHTXHQWO\ D QHZ JHQHUDWRU
LQ WKH /+9 ZRXOG QRW KDYH WR EH GXDO IXHOHG LQ ZKLFK FDVH LW FRXOG PHHW WKH HPLVVLRQV
VWDQGDUGV WKDW DUH DSSOLFDEOH WR PRVW RI WKH /+9 ]RQH
 7KH FDOFXODWLRQ RI QHW &21( VKRXOG FRQWLQXH WR LQFOXGH  \HDUV¶ RI SURMHFWHG HQHUJ\ DQG
FDSDFLW\ UHYHQXH DV LQ SDVW GHPDQG FXUYH UHVHWV 7KH 3URSRVDO DGRSWV WKH FRQVXOWDQWV¶
UHFRPPHQGDWLRQ WR VHW WKH GHPDQG FXUYHV DW OHYHOV WKDW DVVXPH WKDW QHZ JHQHUDWLRQ PXVW
UHFRYHU HQRXJK UHYHQXH WR PDNH WKH LQLWLDO LQYHVWPHQW ZRUWKZKLOH LQ WKH ILUVW  \HDUV
WKDW WKH JHQHUDWRU LV LQ VHUYLFH LQVWHDG RI WKH ILUVW  \HDUV DV ZDV DVVXPHG DQG DSSURYHG E\
WKH )(5& LQ SUHYLRXV GHPDQG FXUYH UHVHWV %XW SXUFKDVHUV DUH ZLOOLQJ WR SD\ VLJQLILFDQW
DPRXQWV IRU JHQHUDWRUV WKDW DUH PRUH WKDQ  \HDUV ROG GHPRQVWUDWLQJ WKDW LW ZRXOG EH
XQUHDVRQDEOH WR DVVXPH WKDW HQHUJ\ RU FDSDFLW\ UHYHQXHV UHFHLYHG PRUH WKDQ  \HDUV
DIWHU D JHQHUDWRU LV SODFHG LQWR VHUYLFH KDYH OLWWOH YDOXH /LNHZLVH LW LV XQUHDVRQDEOH WR
DVVXPH WKDW WKH GHYHORSHU FRXOG QRW ILQDQFH WKH VLJQLILFDQW UHVLGXDO YDOXH RI WKH JHQHUDWRU
 7KH ]HURFURVVLQJ SRLQW ³=&3´ IRU WKH /+9 ]RQH LH WKH SRLQW RQ WKH ,&$3 GHPDQG FXUYH
ZKHUH WKH SULFH UHDFKHV ]HUR VKRXOG EH VHW WR  SHUFHQW RI WKH UHTXLUHPHQW FRQVLVWHQW ZLWK
WKH RQO\ DQDO\VLV WKDW KDV EHHQ SHUIRUPHG RI WKH DSSURSULDWH =&3 IRU WKDW ]RQH 'U 3DWWRQ¶V
DQDO\VLV LQGLFDWHV WKDW =&3 VKRXOG EH VHW DW  SHUFHQW RI WKH ,&$3 UHTXLUHPHQW IRU WKH
/+9 ]RQH DQG WKHUH LV QR DQDO\VLV VXSSRUWLQJ DQ\ RWKHU ILJXUH 7KH 3URSRVDO UHFRPPHQGV
WKDW WKH =&3 IRU WKH /+9 ]RQH EH VHW DW  SHUFHQW RI WKH UHTXLUHPHQW EXW VXFK D
UHFRPPHQGDWLRQ LV DUELWUDU\ DV WKH 3URSRVDO SURYLGHV QR MXVWLILFDWLRQ IRU GRLQJ VR 1<,62
6WDII KDV UHFRPPHQGHG PDLQWDLQLQJ WKH FXUUHQW =&3V IRU WKH RWKHU ,&$3 GHPDQG FXUYHV
EHFDXVH LQ WKH DEVHQFH RI VXEVWDQWLDO HYLGHQFH LQGLFDWLQJ WKDW FKDQJLQJ WKH =&3V ZRXOG EH
EHQHILFLDO 1<,62 VKRXOG PDLQWDLQ WKH VWDWXV TXR 7KHUH LV KRZHYHU QR VWDWXV TXR IRU WKH
/+9 ]RQH VR WKDW UDWLRQDOH FDQQRW MXVWLI\ WKH SURSRVHG =&3 

5

:H DUH UDLVLQJ WKHVH LVVXHV EHIRUH WKH %RDUG EXW WKHUH DUH DGGLWLRQDO LVVXHV ZKLFK KDYH EHHQ SUHYLRXVO\ UDLVHG LQ
RWKHU FRPPHQWV LQ WKH VWDNHKROGHU SURFHVV WKDW ZH PD\ UDLVH DW WKH )(5& DIWHU WKH 1<,62 ILOHV LWV SURSRVHG
GHPDQG FXUYHV  1<,62 VKRXOG UHYLVH LWV HVWLPDWHV RI WKH QHW FRVWV RI EXLOGLQJ WKH JHQHUDWRUV WKDW VHUYH DV WKH
EDVLV IRU WKH ,&$3 GHPDQG FXUYHV WR UHIOHFW LQWHU DOLD LQFUHDVHG SURILWV IURP HQHUJ\ DQG DQFLOODU\ VHUYLFHV VDOHV
WKDW ZLOO UHVXOW IURP YDULRXV PDUNHW UXOH FKDQJHV WKDW ZLOO LQFUHDVH SULFHV DQG  &RQ (GLVRQ EHOLHYHV WKDW WKH
3URSRVDO LQFRUUHFWO\ FDOFXODWHV WKH LQWHUFRQQHFWLRQ FRVWV RI 1HZ <RUN &LW\ JHQHUDWRUV ,Q DGGLWLRQ WKH ,QGLFDWHG
1<72V UHVHUYH WKHLU ULJKW WR DUJXH IRU D SKDVHLQ RI WKH SULFH LPSDFW LQ HLWKHU RU ERWK 1HZ <RUN &LW\ DQG WKH /+9


$

,
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:H VXSSRUW WKH 3URSRVDO WR WKH H[WHQW WKDW LW SURYLGHV WKDW WKH ³SUR[\ XQLW´ XVHG IRU WKH

1<&$ ,&$3 GHPDQG FXUYH EH D VLQJOHXQLW VLPSOH F\FOH )UDPH WXUELQH ZLWKRXW 6&5 EHFDXVH LW
DSSHDUV WR EH WKH OHDVWFRVW XQLW 7KH 3URSRVDO KRZHYHU XVHV D WZRXQLW VLPSOH F\FOH /06 
SODQW DV LWV SUR[\ XQLW IRU WZR ]RQHV 1HZ <RUN &LW\ DQG WKH /+9  HYHQ WKRXJK WKLV SURSRVDO
YLRODWHV WKH 7DULII UHTXLUHPHQW WKDW WKH SUR[\ XQLW EH WKH XQLW ZLWK WKH ³ORZHVW´ IL[HG FRVWV 7KH
%RDUG VKRXOG PRGLI\ WKH 3URSRVDO E\ VHOHFWLQJ WKH XQLW ZLWK WKH ORZHVW IL[HG FRVWV DV WKH SUR[\
XQLW DV IROORZV  IRU WKH /+9 HLWKHU D )UDPH XQLW ZLWK 6&5 WKDW LV QRW GXDOIXHOHG RU D )UDPH
8QLW ZLWKRXW 6&5 WKDW LV QRW GXDOIXHOHG ZKLFKHYHU LV ORZHU FRVW DQG  IRU 1HZ <RUN &LW\ D
)UDPH XQLW ZLWK 6&5 WKDW LV GXDOIXHOHG
$

7KH 3UR[\ 8QLW IRU =RQH - DQG WKH /+9 6KRXOG EH WKH /HDVW ([SHQVLYH 8QLW D
)UDPH 8QLW ZLWK 6&5
7KH 3URSRVDO SURYLGHV WKH HVWLPDWHG FRVW RI D VLPSOH F\FOH )UDPH WXUELQH SODQW ZLWK 6&5

LQ YDULRXV UHJLRQV RI WKH VWDWH EXW UHFRPPHQGV DJDLQVW XVLQJ WKRVH HVWLPDWHV DV WKH EDVLV IRU WKH
&21(V LQ DQ\ RI WKH 1<&$ VXE]RQHV RU ³/RFDOLWLHV´ 6&5 ZRXOG EH UHTXLUHG LQ 1HZ <RUN
&LW\ DQG FRXOG EH UHTXLUHG LQ SRUWLRQV RI WKH /+9 IRU D JDV WXUELQH WR OLPLW LWV QLWURJHQ R[LGH
³12[´ HPLVVLRQV 7KH 3URSRVDO DGRSWV WKH FRQVXOWDQWV¶ UHFRPPHQGDWLRQ WR UHMHFW D )UDPH
8QLW ZLWK 6&5 LQ WKHVH ]RQHV EHFDXVH RI LWV DOOHJHG WHFKQRORJLFDO LQIHDVLELOLW\ 7KH FRQVXOWDQWV
IRXQG WKDW D VLPSOH F\FOH )UDPH WXUELQH SODQW ZLWK 6&5 VKRXOG QRW EH HYDOXDWHG GXH WR SUREOHPV
LI WKH XQLW ZLWK WKH ORZHVW IL[HG FRVWV LV QRW FKRVHQ DV WKH SUR[\ XQLW 7KH 1<,62 ILOHG IRU D SKDVHLQ ZKHQ LW
RULJLQDOO\ ILOHG WR LPSOHPHQW VORSHG GHPDQG FXUYHV DQG D VLPLODU SKDVHLQ ZRXOG EH MXVWLILHG KHUH LI WKH 1<,62 ILOHV
DV VHW IRUWK LQ WKH 3URSRVDO


7KH ,QGLFDWHG 1<72V DOVR DVVXPH WKDW LI WKH %RDUG GHWHUPLQHV WKDW D )UDPH XQLW ZLWK 6&5 LV IHDVLEOH WKHQ LW
ZRXOG EH WKH SUR[\ XQLW IRU DQ\ ]RQH LQ ZKLFK LW LV WKH OHDVW FRVW XQLW

7

$V GLVFXVVHG EHORZ LQ 3RLQW % ZH GR QRW EHOLHYH WKDW VXFK D XQLW LV UHTXLUHG WR KDYH 6&5 EXW DVVXPH LW IRU WKH
SXUSRVHV RI WKLV VHFWLRQ



3URSRVDO DW 


$

ZLWK FRQWUROOLQJ H[KDXVW WHPSHUDWXUHV WKDW FDQ EH QHFHVVDU\ IRU WKH 6&5 WR RSHUDWH 7KH
JHQHUDWLRQ WHFKQRORJ\ FRQVXOWDQW LQ LWV -XO\   SUHVHQWDWLRQ VWDWHG WKDW 6&5V KDYH QRW
EHHQ ³VXFFHVVIXOO\ DSSOLHG´ WR )UDPH WXUELQHV ZLWK KLJKHU H[KDXVW WHPSHUDWXUHV DQG FLWHG WZR
H[DPSOHV 3XHUWR 5LFR (OHFWULF 3RZHU $XWKRULW\ &HQWUDO &DPEDODFKH IDFLOLW\ DQG WKH 5LYHUVLGH
*HQHUDWLQJ &RPSDQ\ LQ )UDQNIXUW .HQWXFN\
7KH %RDUG VKRXOG UHMHFW WKH FRQVXOWDQW¶V GHWHUPLQDWLRQ )LUVW WKHVH WZR IDFLOLWLHV ZHUH
SODFHG LQWR RSHUDWLRQ PRUH WKDQ  \HDUV DJR DQG DUH WKHUHIRUH QRW DQ DSSURSULDWH LQGLFDWRU RI
WHFKQRORJ\ DYDLODEOH WRGD\ 6HFRQG WKH &HQWUDO &DPEDODFKH IDFLOLW\ ZDV DQ RLORQO\ IDFLOLW\ DQG
WKH HYLGHQFH LV WKDW WKH 6&5 IDLOHG GXH WR ³FDWDO\VW SRLVRQLQJ GXH WR KLJK 62 HPLVVLRQV
UHVXOWLQJ LQ VXOIXULF DFLG PLVW +62 HPLVVLRQV DV ZHOO DV HPLVVLRQV RI KHDY\ PHWDOV´
7KLUG WKH 5LYHUVLGH *HQHUDWLQJ &RPSDQ\ IDFLOLW\ UHPDLQV LQ RSHUDWLRQ WRGD\ DQG KDV QRW VKRZQ
DQ\ IDLOLQJ GXH WR LWV 6&5 DOWKRXJK LW DSSHDUV WKDW WKH 6&5 LV QR ORQJHU XVHG LQ RSHUDWLRQ
0RVW LPSRUWDQWO\ WKH JHQHUDWLRQ FRQVXOWDQW LJQRUHG PRUH UHFHQW LQIRUPDWLRQ ZKLFK
VKRZV WKDW D )UDPH 8QLW ZLWK 6&5 LV IHDVLEOH 6SHFLILFDOO\ WKHUH LV VXEVWDQWLDO HYLGHQFH WKDW
6&5 LV D IHDVLEOH WHFKQRORJ\ IRU D )UDPH WXUELQH EHFDXVH H[KDXVW WHPSHUDWXUHV FRXOG EH UHGXFHG


,G DW 



5HVSRQVHV WR &RPPHQWV 'HPDQG &XUYH 5HVHW 6WXG\ 5HSRUW 6 / SUHVHQWDWLRQ WR 1<,62 ,&$3 :RUNLQJ *URXS
DYDLODEOH DW
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWV RSHUDWLRQVFRPPLWWHHVELF LFDSZJPHHWLQJ PDWHULDOV
6/3UHV,&$3:*SGI


5LYHUVLGH *HQHUDWLQJ &RPSDQ\ FRPPHQFHG VHUYLFH LQ 
KWWSZZZHSDJRYDLUWUDQVSRUWSGIVFRQWUROWHFKQRORJLHV[OV  DQG 3XHUWR 5LFR (OHFWULF 3RZHU $XWKRULW\
FRPPHQFHG VHUYLFH LQ 
KWWSZZZHSDJRYUHJLRQDLUWLWOHSHWLWLRQGESHWLWLRQVSUHSD FDPEDODFKH SHWLWLRQSGI 



%ULGJHSRUW 3HDNLQJ 6WDWLRQ %ULGJHSRUW &7 3HUPLW WR &RQVWUXFW $SSOLFDWLRQ S  -XQH   7KLV DSSOLFDWLRQ
FRQFOXGHV WKDW ³WKH LQVWDOODWLRQ RI 6&5 DW WKH 5LYHUVLGH *HQHUDWLQJ IDFLOLW\ LQ .HQWXFN\ DQG GLVFXVVLRQV ZLWK 6&5
YHQGRUV LQGLFDWHV WKDW WKH DSSOLFDWLRQ RI 6&5 WR WKH SURMHFW LV WHFKQLFDOO\ IHDVLEOH´ ,G 7KH UHSRUW LV DYDLODEOH DW
KWWSZZZFWJRYFVFOLEFVFSHQGLQJSURFHHGVSHWLWLRQ DWWDFKPHQW I EXON H[KLELW DLU SHUPLW DSS MXQHSGI
1RWDEO\ WKH GHYHORSHU RI WKLV SURMHFW VWDWHG WKDW LW LQWHQGHG WR FRPELQH D )UDPH WXUELQH RSHUDWHG LQ FRPEXVWLRQ
WXUELQH PRGH ZLWK 6&5 EXW LW DSSHDUV WKDW WKLV SURMHFW ZDV XOWLPDWHO\ DEDQGRQHG

,G


$

SULRU WR WUHDWPHQW ZLWK 6&5 7KH 0DUVK /DQGLQJ *HQHUDWLQJ 6WDWLRQ LQ &DOLIRUQLD ZKLFK LV
RZQHG E\ 15* (QHUJ\ ,QF IRUPHUO\ RZQHG E\ *HQ2Q SULRU WR LWV PHUJHU ZLWK 15* 
FRPELQHV IRXU )UDPH PRGHO WXUELQHV LQ VLPSOH F\FOH FRQILJXUDWLRQ ZLWK 6&5 WKDW KDV D WRWDO
FDSDFLW\ RI  0: 7KH &DOLIRUQLD (QHUJ\ &RPPLVVLRQ GHFLVLRQ DSSURYLQJ FRQVWUXFWLRQ RI
WKH SODQW H[SUHVVHV QR FRQFHUQ ZLWK WKH IHDVLELOLW\ RI XVLQJ 6&5 ,W QRWHV RQO\ WKDW ³>G@LOXWLRQ DLU
IDQV ZLOO WHPSHU IOXH JDV WHPSHUDWXUHV WR PHHW 6&5 FDWDO\VW WHPSHUDWXUH UHTXLUHPHQWV´ 
7KH 0DUVK /DQGLQJ IDFLOLW\ XWLOL]HV WKH VDPH 6LHPHQV 6*7) WHFKQRORJ\ WKDW ZDV
H[DPLQHG E\ WKH FRQVXOWDQW¶V ILQDO UHSRUW 7KH FRQVXOWDQW VWDWHG ZLWK UHVSHFW WR WKH 0DUVK
/DQGLQJ IDFLOLW\ WKDW ³>H@PLVVLRQV GDWD DUH SXEOLFO\ DYDLODEOH DQG ZLOO EH PRQLWRUHG´ DQG LW GRHV
QRW DSSHDU WKDW WKH FRQVXOWDQW HQJDJHG LQ DQ\ IROORZXS ,QVWHDG WKH FRQVXOWDQW EDVHG LWV
UHMHFWLRQ RI WKLV )UDPH 8QLW ZLWK 6&5 RQ LWV VWDWHPHQW WKDW ³>R@XU H[SHULHQFH LV WKDW FOLHQWV RIWHQ
FKRRVH DHURGHULYDWLYHV RU FRPELQHG F\FOHV WR DYRLG WHFKQLFDO DQG RSHUDWLRQDO LVVXHV´ %XW WKLV
VXEMHFWLYH VWDWHPHQW LV GLUHFWO\ FRQWUDU\ WR WKH 7DULII UHTXLUHPHQW WKDW 1<,62 FKRRVH WKH
IHDVLEOH XQLW ZLWK WKH ORZHVW IL[HG FRVWV DQG QRW ZKDW WKH FRQVXOWDQW¶V FOLHQWV PD\ KDYH ³RIWHQ´
FKRVHQ LQ WKH SDVW
0RUHRYHU 3-0 KDV UHTXLUHG WKDW WKH UHIHUHQFH UHVRXUFH XVHG WR GHWHUPLQH LWV GHPDQG
FXUYH EH PRGHOHG DV D )UDPH XQLW ZLWK 6&5 WHFKQRORJ\ VLQFH  ,Q WKH ODVW 3-0 GHPDQG
FXUYH UHVHW QR VXSSOLHU PDQ\ RI ZKRP DOVR SDUWLFLSDWH LQ WKH 1<,62 SURWHVWHG WKH XVH RI WKH


&DOLIRUQLD (QHUJ\ &RPPLVVLRQ 0DUVK /DQGLQJ *HQHUDWLQJ 6WDWLRQ 'RFNHW 1XPEHU $)& DW  $XJXVW 
  DYDLODEOH DW
KWWSGRFNHWSXEOLFHQHUJ\FDJRY3XEOLF'RFXPHQWV5HJXODWRU\1RQ$FWLYH$)&V$)&
0DUVK/DQGLQJ$XJXVW71)LQDO&RPPLVVLRQ'HFLVLRQSGI


6DUJHQW /XQG\ SUHVHQWDWLRQ WR ,&$3 :RUNLQJ *URXS RQ -XO\  
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWV RSHUDWLRQVFRPPLWWHHVELF LFDSZJPHHWLQJ PDWHULDOV
6/3UHV,&$3:*SGI
16

5HVSRQVHV WR &RPPHQWV 'HPDQG &XUYH 5HVHW 6WXG\ 5HSRUW 3UHVHQWDWLRQ WR 1<,62 ,&$3 :RUNLQJ *URXS
&KULVWRSKHU ' 8QJDWH -XO\   
17
3-0 ,QWHUFRQQHFWLRQ //&   )(5&   


$

)UDPH 8QLW ZLWK 6&5 DV WKH SUR[\ XQLW IRU WKH GHPDQG FXUYH 7KH 3URSRVDO¶V UHVSRQVH WR
3-0¶V ORQJVWDQGLQJ XVH RI D )UDPH 8QLW ZLWK 6&5 LV WKDW 1<,62 XVHV D SURFHVV WKDW LV PRUH
³ULJRURXV´ WKDQ 3-0¶V EXW WKH 3URSRVDO SURYLGHV QR EDVLV LQ LWV 7DULII IRU GRLQJ VR DQG LJQRUHV
WKDW WKH )(5& KDV RQ QXPHURXV RFFDVLRQV GHWHUPLQHG WKDW LW LV MXVW DQG UHDVRQDEOH IRU D SUR[\
XQLW WR EH D )UDPH 8QLW ZLWK 6&5  7KH 3URSRVDO¶V UHMHFWLRQ RI WKH OHDVW FRVW SUR[\ XQLW FDQQRW
EH VXSSRUWHG E\ WKH 3URSRVDO¶V XQH[SODLQHG FODLP WKDW LWV SURFHVV LV PRUH ³ULJRURXV´ WKDQ 3-0¶V
QRU GRHV LW SURYLGH D EDVLV IRU GHYLDWLQJ IURP WKH )(5&¶V QXPHURXV GHFLVLRQV DSSURYLQJ WKH XVH
RI WKLV XQLW
7KH 3URSRVDO IDLOV WR IXOO\ FRQVLGHU WKH )UDPH 8QLW ZLWK 6&5 EHFDXVH LW LPSURSHUO\
UHMHFWHG WKLV RSWLRQ %XW LW DSSHDUV WKDW WKH SURSRVDO WR UHMHFW D )UDPH PRGHO WXUELQH ZLWK 6&5 DV
WKH SUR[\ XQLW IRU WKH 1HZ <RUN &LW\ DQG WKH /+9 ZLOO LQFUHDVH FDSDFLW\ FRVWV IRU 1HZ <RUN
6WDWH FXVWRPHUV E\ PRUH WKDQ RQH ELOOLRQ GROODUV RYHU WKH QH[W WKUHH \HDUV DQ DPRXQW WKDW VLPSO\
FDQQRW EH MXVWLILHG ZKHQ WKHUH LV D ORZHU FRVW IHDVLEOH DOWHUQDWLYH 7KH ,QGLFDWHG 1<72V
WKHUHIRUH UHTXHVW 1<,62 WR XWLOL]H WKH )UDPH PRGHO WXUELQH ZLWK 6&5 DV WKH SUR[\ XQLW IRU WKHVH
UHJLRQV ZLWK WKH RQO\ GLIIHUHQFH EHLQJ WKDW WKH SUR[\ XQLW VKRXOG EH GXDOIXHOHG IRU 1HZ <RUN
&LW\ DQG VKRXOG QRW KDYH GXDO IXHO FDSDELOLW\ LQ WKH /+9



7KH 3-0 WDULII SURYLGHV ³C5HIHUHQFH 5HVRXUFH¶´ VKDOO PHDQ D FRPEXVWLRQ WXUELQH JHQHUDWLQJ VWDWLRQ FRQILJXUHG
ZLWK WZR *HQHUDO (OHFWULF )UDPH )$ WXUELQHV ZLWK LQOHW DLU FRROLQJ WR  GHJUHHV 6HOHFWLYH &DWDO\WLF 5HGXFWLRQ
WHFKQRORJ\ LQ &21( $UHDV    DQG  GXDO IXHO FDSDELOLW\ DQG D KHDW UDWH RI  00%WX 0:K 3-0 2SHQ
$FFHVV 7UDQVPLVVLRQ 7DULII $WWDFKPHQW ''   7KH XVH RI WKH )UDPH 8QLW ZLWK 6&5 IRU 3-0 ZDV PRVW
UHFHQWO\ DSSURYHG E\ WKH )(5& LQ 3-0 ,QWHUFRQQHFWLRQ //&  )(5&   3  DW Q   
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3URSRVDO DW



3-0 ,QWHUFRQQHFWLRQ //&   )(5&     LQ 3-0 ,QWHUFRQQHFWLRQ //&  )(5&   3
 DW Q  


$

%

7KH $VVXPSWLRQ WKDW WKH 3UR[\ 8QLW IRU WKH /+9 =RQH 0XVW %H 'XDO )XHOHG LV
,QFRUUHFW DQG WKH %RDUG 6KRXOG &RQVLGHU WKH $GRSWLRQ RI D )UDPH 8QLW ZLWKRXW
6&5 WKDW GRHV QRW KDYH 'XDO )XHO &DSDELOLW\ LQ WKH /RZHU +XGVRQ 9DOOH\ DV WKH
3UR[\ 8QLW
7KH 1<,62¶V REOLJDWLRQ LV WR DGRSW WKH OHDVWFRVW XQLW DV WKH SUR[\ XQLW ,W DSSHDUV WKDW D

)UDPH XQLW ZLWK 6&5 DQG QR GXDO IXHO FDSDELOLW\ ZRXOG EH WKH OHDVWFRVW XQLW IRU WKH /+9 ,I
KRZHYHU D )UDPH XQLW ZLWKRXW 6&5 LV WKH OHDVW FRVW XQLW LQ WKH /+9 WKHQ LW VKRXOG EH WKH SUR[\
XQLW IRU WKDW ]RQH ,Q DGGLWLRQ LI WKH %RDUG RSWV QRW WR XWLOL]H D )UDPH WXUELQH SODQW ZLWK 6&5 DV
WKH EDVLV IRU WKH &21( LQ 1HZ <RUN &LW\ DQG WKH /+9 LW VKRXOG DGRSW D VLQJOH )UDPH XQLW
ZLWKRXW 6&5 IRU WKH /+9 7KH 3URSRVDO¶V DVVXPSWLRQ WKDW WKH XVH RI D )UDPH 8QLW ZLWKRXW 6&5
FRXOG QRW PHHW HPLVVLRQV UHTXLUHPHQWV EHFDXVH LW QHHGV WR KDYH GXDO IXHO FDSDELOLW\ FDQQRW
ZLWKVWDQG VFUXWLQ\
,W LV XQUHDVRQDEOH WR DVVXPH WKDW D FRPEXVWLRQ WXUELQH FRQVWUXFWHG LQ WKH /RZHU +XGVRQ
9DOOH\ GXULQJ WKH WKUHH\HDU UHVHW SHULRG LH 0D\  WKURXJK $SULO  PXVW KDYH GXDO
IXHO FDSDELOLW\ $W SUHVHQW WKHUH LV QR 1<,62 GXDO IXHO UHTXLUHPHQW IRU JHQHUDWRUV LQ WKH /RZHU
+XGVRQ 9DOOH\ 6RPH /RFDO 'LVWULEXWLRQ &RPSDQLHV ³/'&V´ ± HJ &RQ (GLVRQ 2 5 DQG
&HQWUDO +XGVRQ ± UHTXLUH JHQHUDWRUV WKDW LQWHUFRQQHFW ZLWK WKHLU JDV V\VWHPV WR LQVWDOO EDFNXS
IXHO FDSDELOLW\ EXW WKH LQWHUVWDWH SLSHOLQHV VHUYLQJ WKH DUHD DV LV W\SLFDO KDYH QR VXFK
UHTXLUHPHQW 0RUHRYHU QHLWKHU 1<,62¶V LQWHUFRQQHFWLRQ UHTXLUHPHQWV QRU LWV FDSDFLW\ PDUNHW
UXOHV UHTXLUH JHQHUDWRUV WR KDYH GXDO IXHO FDSDELOLW\ DQG WKHUH LV FXUUHQWO\ QR SHQGLQJ SURSRVDO WR
FUHDWH VXFK D UHTXLUHPHQW ,W LV XQFHUWDLQ DW EHVW WKDW VXFK D GXDO IXHO UHTXLUHPHQW ZRXOG WDNH
HIIHFW LQ WKH QH[W WKUHH \HDUV DQG ZRXOG EH DSSOLFDEOH WR D FRPEXVWLRQ WXUELQH
7KH 3URSRVDO FRQWHQGV WKDW XQLWV PXVW KDYH GXDO IXHO FDSDELOLW\ EHFDXVH  /'& JDV
VHUYLFH WDULIIV UHTXLUH JHQHUDWRUV WR KDYH EDFNXS IXHO  D ³PDMRULW\´ RI UHFHQW SURMHFWV WKDW



$

KDYH EHHQ FRPSOHWHG RU SURSRVHG LQ WKHVH DUHDV KDYH KDG GXDO IXHO FDSDELOLW\ DQG  GXDO IXHO
FDSDELOLW\ H[SDQGV WKH VLWLQJ RSWLRQV IRU WKHVH JHQHUDWRUV 7KHUH DUH KRZHYHU WKUHH SURMHFWV
FXUUHQWO\ VHHNLQJ WR LQWHUFRQQHFW LQ WKH /+9 DQG QRQH KDYH SURSRVHG WR LQWHUFRQQHFW WR DQ /'&
JDV V\VWHP HDFK ZRXOG LQWHUFRQQHFW GLUHFWO\ WR DQ LQWHUVWDWH SLSHOLQH $GGLWLRQDOO\ DOWKRXJK
WZR RI WKH WKUHH SURMHFWV KDYH SURSRVHG WR LQVWDOO EDFNXS IXHO FDSDELOLW\ RQH KDV VWDWHG WKDW LW
ZLOO EH D JDVRQO\ IDFLOLW\ 7KH %RDUG VKRXOG UHMHFW WKH 3URSRVDO¶V UHDVRQLQJ WKDW EHFDXVH D
³PDMRULW\´ KDV FKRVHQ WR EH GXDOIXHOHG 1<,62 VKRXOG DVVXPH WKDW WKH SUR[\ XQLW IRU WKH /+9
PXVW EH GXDOIXHOHG 1<,62¶V REOLJDWLRQ XQGHU LWV 7DULII LV WR FKRRVH WKH XQLW ZLWK WKH ORZHVW
IL[HG FRVWV DQG QRW ZKDW WKH ³PDMRULW\´ RI XQLWV PD\ EH LQ WKH LQWHUFRQQHFWLRQ TXHXH HVSHFLDOO\
ZKHQ QRQH RI WKRVH XQLWV LV D FRPEXVWLRQ WXUELQH
/RZHU +XGVRQ 9DOOH\ GHYHORSHUV WKDW FKRRVH WR LQVWDOO GXDO IXHO FDSDELOLW\ OLNHO\ GR VR
EHFDXVH WKH\ EHOLHYH WKH HFRQRPLF EHQHILWV RI GRLQJ VR ZLOO H[FHHG WKH FRVWV IRU WKHLU FRPELQHG
F\FOH XQLWV %XW WKLV LV QRW D UHDVRQ WR LQFUHDVH FDSDFLW\ FRVWV WR FXVWRPHUV 7KH JDVILUHG
FRPELQHGF\FOH JHQHUDWLRQ SURMHFWV SURSRVHG LQ WKH /+9 DUH VLJQLILFDQWO\ GLIIHUHQW WKDQ WKH
VLPSOH F\FOH SODQWV UHYLHZHG LQ WKH 3URSRVDO EHFDXVH WKH\ XVH D GLIIHUHQW WHFKQRORJ\ DQG DUH
VLJQLILFDQWO\ ODUJHU WKDQ WKH SUR[\ XQLWV HYDOXDWHG LQ WKH 5HSRUW 3URMHFWV ZLWK WKHVH
FKDUDFWHULVWLFV DUH LQWHQGHG WR UXQ DW D PXFK KLJKHU FDSDFLW\ IDFWRU WKDQ WKH VLPSOH F\FOH XQLWV
HYDOXDWHG LQ WKH 1(5$ )LQDO 5HSRUW DQG ZRXOG SRWHQWLDOO\ EHQHILW WR D JUHDWHU H[WHQW IURP
EHLQJ DEOH WR UXQ PRUH RIWHQ HFRQRPLFDOO\ GXH WR IXHO IOH[LELOLW\ ,Q WKH DEVHQFH RI DQ\ 1<,62
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3URSRVDO DW 
$W WKH YHU\ OHDVW WKH 1<,62 3URSRVDO VKRXOG H[FOXGH WKH FRVW RI FRQQHFWLQJ WR DQ /'& JDV V\VWHP DQG WKH
DVVRFLDWHG  SHU 'WK WUDQVSRUWDWLRQ FKDUJH 6LQFH QRQH RI WKH SURMHFWV LQ WKH LQWHUFRQQHFWLRQ TXHXH DUH VHHNLQJ WR
LQWHUFRQQHFW ZLWK DQ /'&¶V JDV V\VWHP WKH FRVW RI /'& WUDQVSRUWDWLRQ LV XQQHFHVVDU\ DQG VKRXOG WKHUHIRUH EH
HOLPLQDWHG IURP WKH FRVW RI WKH SUR[\ XQLW XVHG IRU WKH /+9 ]RQH




&ULFNHW 9DOOH\ )LQDO (QYLURQPHQWDO ,PSDFW 6WDWHPHQW 3DJH  /LQN


$

GXDO IXHO UHTXLUHPHQW IRU WKH /+9 LW LV XQUHDVRQDEOH WR DVVXPH WKDW D VLPSOH F\FOH WXUELQH
ZRXOG QHHG RU EH ZLOOLQJ WR SD\ IRU GXDO IXHO FDSDELOLW\
)LQDOO\ ZLWK UHVSHFW WR WKH DUJXPHQW WKDW UHTXLULQJ GXDO IXHO FDSDELOLW\ ZLOO H[SDQG VLWLQJ
RSWLRQV WKH 3URSRVDO KDV QRW SUHVHQWHG DQ\ DQDO\VLV GHPRQVWUDWLQJ WKDW LW ZLOO QRW EH SRVVLEOH WR
VLWH QHZ JDVILUHG JHQHUDWRUV ZLWKRXW GXDO IXHO FDSDELOLW\ DQG WKHUH LV DOUHDG\ RQH JHQHUDWRU LQ
WKH LQWHUFRQQHFWLRQ TXHXH WKDW KDV QRW FKRVHQ WR EH GXDOIXHOHG &RQVHTXHQWO\ LW LV KLJKO\
XQOLNHO\ WKDW GHYHORSHUV ZRXOG FKRRVH WR VLWH DW DQ\ ORFDWLRQV ZKHUH GXDO IXHO FDSDELOLW\ LV
UHTXLUHG WKHUHE\ LQFUHDVLQJ WKHLU FRVWV XQQHFHVVDULO\ $Q HFRQRPLFDOO\ UDWLRQDO GHYHORSHU ZLOO
QRW LQVWDOO GXDO IXHO FDSDELOLW\ XQOHVV LW SHUFHLYHV LW ZLOO EHQHILW IURP GRLQJ VR LQ WKH IRUP RI
LQFUHDVHG HQHUJ\ DQG DQFLOODU\ UHYHQXHV ,QFOXGLQJ WKH FRVW RI GXDO IXHO FDSDELOLW\ LQ WKH SUR[\
XQLW FRVW ZLOO RYHUSD\ GHYHORSHUV WKDW FKRRVH QRW WR LQVWDOO VXFK FDSDELOLW\ JLYHQ WKDW WKHUH LV QR
UHTXLUHPHQW WR GR VR $FFRUGLQJO\ D SURMHFW RI WKH FRQILJXUDWLRQ DVVXPHG E\ 1<,62 PD\ QRW
EH HFRQRPLFDOO\ YLDEOH DV UHTXLUHG XQGHU WKH 7DULII VR ORQJ DV ORZHUFRVW FRQILJXUDWLRQV DUH
DYDLODEOH
7KH 3URSRVDO IDLOV WR MXVWLI\ WKDW D SHDNLQJ XQLW ORFDWHG LQ WKH /+9 PXVW KDYH GXDO IXHO
FDSDELOLW\ *LYHQ WKLV SHDNLQJ XQLWV ZLWKRXW GXDO IXHO FDSDELOLW\ VKRXOG EH HOLJLEOH IRU
FRQVLGHUDWLRQ DV WKH SUR[\ XQLW IRU WKH /+9 $V D UHVXOW D VLQJOHXQLW )UDPH *7 ZLWKRXW 6&5
WKDW ZRXOG QRW EH GXDO IXHOHG VKRXOG EH DGRSWHG LI LW LV OHDVWFRVW DV LW ZRXOG PHHW WKH HPLVVLRQV
24

7KH ,QGLFDWHG 1<72V SURYLGHG DQ DSSHQGL[ WR WKHLU FRPPHQWV RQ WKH GUDIW 6WDII UHSRUW WKDW GHVFULEHV KRZ D
SHDNLQJ XQLW ZRXOG EH DEOH WR EH RSHUDWH ZLWKRXW EHLQJ GXDO IXHOHG &RPPHQWV RI WKH ,QGLFDWHG 1HZ <RUN
7UDQVPLVVLRQ 2ZQHUV $XJ   DW  DYDLODEOH DW
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWV RSHUDWLRQVFRPPLWWHHVELF LFDSZJPHHWLQJ PDWHULDOV
1<72'HPDQG&XUYH5HVHW&RPPHQWVSGI


,331< KDV DOVR DUJXHG WKDW WKH SUR[\ XQLW XVHG IRU WKH /+9 ]RQH VKRXOG KDYH GXDO IXHO FDSDELOLW\ VXJJHVWLQJ WKDW
WKHUH DUH VLPLODULWLHV EHWZHHQ WKH ORZHU +XGVRQ 9DOOH\ DQG 1HZ (QJODQG EXW ,331< IDLOV WR SURYLGH WKH EDVLV IRU
VXFK D FRPSDULVRQ



$

VWDQGDUGV DSSOLFDEOH WR PRVW RI WKH /+9 ]RQH (PLVVLRQV UHTXLUHPHQWV LQ PRVW DUHDV RI WKH
/+9 DUH QR PRUH UHVWULFWLYH WKDQ LQ =RQH & RU =RQH ) $V VKRZQ LQ )LJXUH ,, RI WKH 1(5$
)LQDO 5HSRUW DQG 7DEOHV  DQG  RI WKH 3URSRVDO 3UHYHQWLRQ RI 6LJQLILFDQW 'HWHULRUDWLRQ ³36'´
HPLVVLRQV WKUHVKROGV LQ =RQH ) DQG PRVW RI WKH /RZHU +XGVRQ 9DOOH\ LQFOXGLQJ 'XWFKHVV
3XWQDP 6XOOLYDQ 8OVWHU DQG SRUWLRQV RI 2UDQJH FRXQWLHV DUH HIIHFWLYHO\ LGHQWLFDO 7KH PRUH
UHVWULFWLYH HPLVVLRQV FRQVWUDLQWV GHVFULEHG LQ WKH 1(5$ )LQDO 5HSRUW DSSO\ RQO\ LQ 5RFNODQG
:HVWFKHVWHU DQG ORZHU 2UDQJH FRXQWLHV 7DEOH ,, RI WKH )LQDO 5HSRUW DFNQRZOHGJHV WKDW D
VLPSOH F\FOH *7 FRXOG RSHUDWH XS WR  KRXUV SHU \HDU LQ 'XWFKHVV &RXQW\ ZLWKRXW H[FHHGLQJ
12[ HPLVVLRQ OLPLWV D OHYHO WKDW LV YLUWXDOO\ LGHQWLFDO WR WKH  KRXUV SHU \HDU SHUPLWWHG LQ
=RQH ) ,QGHHG WZR RI WKH WKUHH PDMRU JHQHUDWLRQ SURMHFWV SURSRVHG LQ =RQHV * + DQG , LQ
UHFHQW \HDUV ZRXOG EH ORFDWHG LQ DUHDV ZKHUH 12[ HPLVVLRQV RI XS WR  WRQV SHU \HDU ZRXOG EH
SHUPLWWHG &RQVHTXHQWO\ D )UDPH XQLW ZLWKRXW 6&5 WKDW LV QRW GXDOIXHOHG FDQ EH SHUPLWWHG DQG
RSHUDWHG LQ WKH /+9 ,W VKRXOG DOVR EH FRQVLGHUHG DV WKH SUR[\ XQLW IRU WKH /+9 DQG VKRXOG EH
DGRSWHG DV WKH SUR[\ XQLW IRU WKH /+9 LI LW LV WKH OHDVW FRVW XQLW
7KH ,QGLFDWHG 1<72V HVWLPDWH WKDW WKLV LQFRUUHFW DVVXPSWLRQ WKDW WKH 3UR[\ 8QLW IRU WKH
/+9 ]RQH PXVW EH GXDO IXHOHG WKXV SUHYHQWLQJ WKH OHVV H[SHQVLYH )UDPH 8QLW ZLWKRXW 6&5 WR EH
XVHG DV WKH 3UR[\ 8QLW LQ WKH /+9 ]RQH LQVWHDG RI WKH /06  XQLW FRXOG DOVR XQQHFHVVDULO\
LQFUHDVH FDSDFLW\ FRVWV IRU HOHFWULF FXVWRPHUV LQ WKH *+, ]RQH VLPLODU WR WKH LPSDFW RI IDLOLQJ WR
XVH WKH )UDPH XQLW ZLWK 6&5 LH E\ DV PXFK DV  PLOOLRQ RYHU WKH WKUHH\HDU SHULRG WR
ZKLFK WKH SURSRVHG ,&$3 GHPDQG FXUYHV ZLOO DSSO\

26

1(5$ )LQDO 5HSRUW S 
KWWSZZZQ\LVRFRPSXEOLFZHEGRFVPDUNHWV RSHUDWLRQVFRPPLWWHHVELF LFDSZJPHHWLQJ PDWHULDOV
'HPDQG&XUYH),1$/5HSRUWSGI


$

,,

7+( 352326$/ +$6 127 3529,'(' 68)),&,(17 -867,),&$7,21 )25
6+257(1,1* 7+( $0257,=$7,21 3(5,2'
7KH 3URSRVDO DGRSWV WKH FRQVXOWDQWV¶ UHFRPPHQGDWLRQ WR EDVH LWV FDOFXODWLRQ RI WKH QHW

FRVW RI GHYHORSLQJ D SUR[\ XQLW RQ WKH DVVXPSWLRQ WKDW WKH GHYHORSHU PXVW UHFRYHU DOO RI WKRVH
FRVWV RYHU WKH ILUVW  \HDUV LW LV LQ VHUYLFH LQ WKH FDVH RI WKH SUR[\ XQLW XVHG IRU WKH 1<&$
,&$3 GHPDQG FXUYH RU  \HDUV LQ WKH FDVH RI WKH SUR[\ XQLW XVHG IRU WKH GHPDQG FXUYHV IRU
WKH WKUHH /RFDOLWLHV  :KLOH WKH 1(5$ )LQDO 5HSRUW VWDWHV RQO\ WKDW WKH  \HDUV OLIH F\FOH LV
³DQ HFRQRPLF OLIH WKDW UHSUHVHQWV WKH SHULRG RYHU ZKLFK DQ LQYHVWRU ZRXOG DQDO\]H FRVW
UHFRYHU\´ LW FRQFHGHV WKDW ³D QHZ SHDNLQJ XQLW ZLOO OLNHO\ SK\VLFDOO\ ODVW WKLUW\ \HDUV RU
PRUH´ 1(5$ WKHQ FODLPV ZLWKRXW DQ\ VXSSRUW WKDW ³LQYHVWRUV ZLOO XVH D VKRUWHU WLPH KRUL]RQ LQ
GHWHUPLQLQJ WKH OHYHOL]HG FRVW´
,Q WKH ODVW WZR GHPDQG FXUYH UHVHW F\FOHV WKH FRQVXOWDQWV KDYH EDVHG WKHLU &21(
HVWLPDWHV RQ D \HDU OLIH F\FOH 7KH SURSRVHG FKDQJH UHVXOWV LQ HIIHFWLYH DPRUWL]DWLRQ SHULRGV
IRU WKH SUR[\ JHQHUDWRUV WKDW DUH IDU VKRUWHU WKDQ WKH HIIHFWLYH DPRUWL]DWLRQ SHULRGV XVHG LQ WKH
SDVW 7KH DPRUWL]DWLRQ SHULRG IRU WKH 1HZ <RUN &LW\ SUR[\ JHQHUDWRU KDV GHFOLQHG IURP 
\HDUV LQ WKH  GHPDQG FXUYH UHVHW WR  \HDUV LQ WKH 3URSRVDO ZKLOH WKH DPRUWL]DWLRQ
SHULRG IRU WKH SUR[\ XQLW XVHG IRU WKH 1<&$ KDV GHFOLQHG IURP  \HDUV WR  \HDUV
1HLWKHU WKH 1(5$ )LQDO 5HSRUW QRU WKH 3URSRVDO SURYLGHV DQ\ FLWDWLRQV RU VRXUFHV WR
VXSSRUW WKH FODLP WKDW LQYHVWRUV ZLOO H[DPLQH WKH SUR[\ XQLW¶V YDOXH RYHU D  \HDU SHULRG



1(5$ )LQDO 5HSRUW SS 



,G



7KH DPRUWL]DWLRQ SHULRG LV W\SLFDOO\ VKRUWHU WKDQ WKH SHULRG RYHU ZKLFK D GHYHORSHU PXVW UHFRYHU LWV LQYHVWPHQW
EHFDXVH WKH DPRUWL]DWLRQ SHULRG LQGLFDWHV WKH SHULRG RI WLPH RYHU ZKLFK WKH GHYHORSHU ZLOO UHFRYHU LWV LQYHVWPHQW LI
WKH DPRXQW RI FDSDFLW\ SURYLGHG LQ WKH VXPPHU LV HTXDO WR WKH PLQLPXP UHTXLUHPHQW 7KH GHPDQG FXUYH RQ WKH
RWKHU KDQG DVVXPHV WKDW WKHUH ZLOO EH VRPH H[FHVV FDSDFLW\ SURYLGHG LQ HTXLOLEULXP VR LW WDNHV ORQJHU WR UHFRYHU WKH
LQYHVWPHQW


$

LQVWHDG RI  \HDUV 0RUHRYHU WKH 1(5$ )LQDO 5HSRUW RIIHUV QR H[SODQDWLRQ DV WR ZK\
GHYHORSHUV ZLOO GHPDQG DQ DFFHOHUDWHG UHFRYHU\ RI WKHLU IXQGV IRU WKH XQLW WKDW ZRXOG EH EXLOW LQ
WKH 5HVW RI 6WDWH UHJLRQ LH =RQHV $)  7KH DVVXPSWLRQV PDGH E\ 1(5$ UHJDUGLQJ
WHFKQRORJLFDO SURJUHVV DUH WKH VDPH DV LQ WKH ODVW UHVHW VR WKHUH LV QR UHDVRQ WR EHOLHYH WKDW
WHFKQRORJLFDO SURJUHVV ZLOO PDNH WKHVH SODQWV HFRQRPLFDOO\ REVROHWH VRRQHU WKDQ ZRXOG KDYH
EHHQ H[SHFWHG ZKHQ WKH ODVW UHVHW ZDV SHUIRUPHG
7KH XVH RI D  \HDU OLIH F\FOH DPRXQWV WR DQ DVVHUWLRQ WKDW LQYHVWRUV ZLOO SODFH D YDOXH
RI ]HUR RQ SRWHQWLDO FDVK IORZV PRUH WKDQ  RU  \HDUV LQ WKH IXWXUH 7KLV FRQFOXVLRQ LV
FRQWUDGLFWHG E\ WKH UHVXOWV RI 1(5$¶V ILQDQFLDO PRGHO ZKLFK LQGLFDWH WKDW HDFK RI WKH SODQWV
HYDOXDWHG ZLOO UHPDLQ HFRQRPLF EH\RQG WKH  \HDU OLIH F\FOH 0RUHRYHU VLPSOH F\FOH XQLWV
ROGHU WKDQ  \HDUV DUH FRPPRQ LQ 1HZ <RUN &LW\ DV VKRZQ LQ WKH WDEOH EHORZ

Years

&KDUW  $JH RI 1HZ <RUN &LW\ 3HDNLQJ 8QLWV



$

(YHQ LI RQH ZHUH WR DVVXPH WKDW WKH XQLW ZLOO UHFHLYH QR HQHUJ\ UHYHQXHV LWV FDSDFLW\
SD\PHQW DW 1HW &21( ZLOO OLNHO\ H[FHHG LWV UHPDLQLQJ FRVWV (YHQ ZKHQ PDQ\ RI WKHP KDYH D
ORZ FDSDFLW\ IDFWRU  SHUFHQW RU OHVV  WKH\ FRQWLQXH WR UHFHLYH D VWHDG\ FDSDFLW\ SD\PHQW 7KH
QHW SUHVHQW YDOXH RI WKH UHVLGXDO FDVK IORZ DIWHU \HDU  LH 1HW &21( OHVV RSHUDWLQJ DQG
PDLQWHQDQFH FRVWV SURSHUW\ WD[HV DQG LQVXUDQFH WLPHV RQH PLQXV WKH WD[ UDWH LV RYHU N:
RU RYHU  SHUFHQW RI WKH LQLWLDO LQYHVWPHQW 7KLV KLJK UHVLGXDO YDOXH GHPRQVWUDWHV WKH UHDVRQ
PRVW H[LVWLQJ SHDNLQJ XQLWV FRQWLQXH WR RSHUDWH ZHOO SDVW  \HDUV
)LQDOO\ LW DSSHDUV WKDW 1(5$ PD\ KDYH FKDQJHG WKH DPRUWL]DWLRQ SHULRG LQ UHVSRQVH WR
DQ ,331< FRPPHQW ZLWKRXW FRQGXFWLQJ D ULJRURXV LQGHSHQGHQW DQDO\VLV DV WR ZKDW WKH
DSSURSULDWH WLPH SHULRG VKRXOG EH ,Q LWV FRPPHQWV RQ WKH 1(5$ )LQDO 5HSRUW ,331< VWDWHG
>,@I WKH PDUNHW H[FHHGV WKH PRGHO¶V DVVXPHG H[FHVV OHYHOV E\ D YHU\ VPDOO
DPRXQW LW ZLOO FDXVH WKH DPRXQW RI WLPH UHTXLUHG WR UHFRYHU WKH SUR[\ SODQW
LQYHVWPHQW WR ULVH WR XQUHDVRQDEOH OHYHOV )RU H[DPSOH IRU ERWK WKH 1<& DQG
1<&$ 'HPDQG &XUYHV UHFRYHULQJ ILQDQFLQJ FRVWV ZRXOG WDNH PRUH WKDQ 
\HDUV LI WKH DYHUDJH H[FHVV OHYHO ZDV  *LYHQ WKDW D  DYHUDJH H[FHVV
OHYHO LV ZHOO EHORZ WKH KLVWRULF H[FHVV DQG DOVR ZHOO EHORZ ZKDW PLJKW EH
H[SHFWHG IURP IRUHFDVW HUURUV DORQH LW LV XQOLNHO\ WKDW WKH SUR[\ XQLW FRXOG EH
IXQGHG EDVHG XSRQ WKH SURSRVHG 'HPDQG &XUYHV 7KHUHIRUH WKH 'HPDQG &XUYHV
VKRXOG EH EDVHG XSRQ VKRUWHU DPRUWL]DWLRQ SHULRGV WR HQVXUH D UHDVRQDEOH SHULRG
LQ ZKLFK WR UHFRYHU WKH LQYHVWPHQW FRVWV RYHU WKH DYHUDJH H[FHVV OHYHOV WKDW DUH
OLNHO\ WR RFFXU LQ WKH PDUNHW
7KH 7DULII SURYLGHV WKDW ³>W@KH FRVW DQG UHYHQXHV RI WKH SHDNLQJ SODQW XVHG WR VHW WKH
UHIHUHQFH SRLQW DQG PD[LPXP YDOXH IRU HDFK 'HPDQG &XUYH VKDOO EH GHWHUPLQHG XQGHU
FRQGLWLRQV LQ ZKLFK WKH DYDLODEOH FDSDFLW\ LV HTXDO WR WKH VXP RI D WKH PLQLPXP ,QVWDOOHG
&DSDFLW\ UHTXLUHPHQW DQG E WKH SHDNLQJ SODQW¶V FDSDFLW\ HTXDO WR WKH QXPEHU RI 0: VSHFLILHG



,331< &RPPHQWV RQ )LQDO &RQVXOWDQW 5HSRUW 1<,62 'HPDQG &XUYHV $XJ    DW  HPSKDVLV DGGHG 


$

LQ WKH SHULRGLF UHYLHZ DQG XVHG WR GHWHUPLQH DOO FRVWV DQG UHYHQXHV´ ,Q FODLPLQJ WKDW 1<,62
VKRXOG DVVXPH D VKRUWHU DPRUWL]DWLRQ SHULRG WR DFFRXQW IRU WKH DFWXDO H[FHVV EHLQJ DOOHJHGO\
KLJKHU WKDQ WKH DVVXPHG H[FHVV ,331< ZDV DVNLQJ 1<,62 WR H[HFXWH DQ HQG UXQ DURXQG WKH
7DULII SURYLVLRQ UHTXLULQJ WKH DSSURSULDWH DPRXQW RI H[FHVV
1<,62 VKRXOG UHMHFW VXFK VXJJHVWLRQV WKDW LW YLRODWH LWV 7DULII ,QVWHDG JLYHQ WKDW QR
RWKHU UDWLRQDOH KDV EHHQ SURYLGHG IRU WKH DVVXPSWLRQ WKDW GHYHORSHUV ZLOO GLVUHJDUG UHYHQXH
VWUHDPV PRUH WKDQ  \HDUV DIWHU D SODQW JRHV LQWR VHUYLFH 1<,62 VKRXOG LQFOXGH  \HDUV¶ RI
HQHUJ\ DQG FDSDFLW\ UHYHQXHV LQ WKHVH FDOFXODWLRQV DV LW KDV GRQH LQ SDVW UHVHWV
$OWHUQDWLYHO\ LI 1<,62 HOHFWV WR NHHS WKH XQVXSSRUWHG  \HDU DVVXPSWLRQ PDGH E\
WKH FRQVXOWDQWV LW VKRXOG UHYLVH WKH UHVLGXDO YDOXH IRU WKH SUR[\ XQLWV WR UHIOHFW WKH IDFW WKDW D 
WR\HDUROG JHQHUDWRU LV PRUH YDOXDEOH WKDQ D \HDU ROG JHQHUDWRU 7KH 1(5$ )LQDO
5HSRUW DQG WKH 3URSRVDO ERWK DVVXPH WKDW WKH UHVLGXDO YDOXH RI WKH /06  SODQW LV  SHUFHQW RI
LWV RULJLQDO YDOXH DQG WKDW WKH UHVLGXDO YDOXH RI WKH 526 )UDPH *7 LV ]HUR WKH VDPH YDOXHV WKDW
ZHUH XVHG IRU HDFK RI WKRVH XQLWV LQ WKH ODVW GHPDQG FXUYH UHVHW ZKHQ WKH GHPDQG FXUYHV ZHUH
EDVHG RQ D \HDU OLIH F\FOH 7KLV GRHV QRW SURSHUO\ UHFRJQL]H WKH DGGLWLRQDO QHW UHYHQXHV WKDW
WKH SUR[\ XQLW ZLOO UHFHLYH GXULQJ WKH UHPDLQGHU RI LWV XVHIXO OLIH DQG LV QRW FRQVLVWHQW ZLWK WKH
VDOHV SULFH WKDW ROGHU SODQWV KDYH RIWHQ UHDOL]HG LQ 1HZ <RUN DV ZDV PRVW UHFHQWO\ GHPRQVWUDWHG
E\ WKH DQQRXQFHPHQW HDUOLHU WKLV PRQWK WKDW 86 3RZHU *HQHUDWLQJ &RPSDQ\ ³863*´ ZLOO EH



067 VHFWLRQ 



)RU H[DPSOH LI D JHQHUDWRU UHFHLYHV WKH VDPH FDVK VWUHDP LQ LQIODWLRQDGMXVWHG WHUPV HDFK \HDU WKH QHW SUHVHQW
YDOXH RI WKDW FDVK VWUHDP RYHU  \HDUV LV RQO\  SHUFHQW RI WKH QHW SUHVHQW YDOXH RI WKDW FDVK VWUHDP RYHU  \HDUV
&RQVHTXHQWO\ E\ GLVUHJDUGLQJ UHYHQXHV UHFHLYHG LQ WKH VW WKURXJK WK \HDUV RI VXFK D JHQHUDWRU¶V OLIH WKH 1<,62
ZRXOG GLVUHJDUG  SHUFHQW RI WKH YDOXH RI WKDW JHQHUDWRU ,Q FRPSDULVRQ GLVUHJDUGLQJ UHYHQXHV UHFHLYHG RYHU WKH
VW WKURXJK WK \HDUV RI VXFK D JHQHUDWRU¶V OLIH ZRXOG RQO\ FDXVH WKH 1<,62 WR GLVUHJDUG  SHUFHQW RI WKH YDOXH RI
WKDW JHQHUDWRU


$

DFTXLUHG E\ 7HQDVND &DSLWDO 0DQDJHPHQW IRU  PLOOLRQ LPSO\LQJ D YDOXH RI N: IRU
863*¶V JHQHUDWLRQ
7KH ,QGLFDWHG 1<72V HVWLPDWH WKDW DVVXPLQJ WKDW GHYHORSHUV PXVW UHFRYHU WKHLU
LQYHVWPHQWV RYHU  \HDUV LQVWHDG RI WKH PRUH UHDVRQDEOH  \HDUV DVVXPHG LQ WKH SDVW FRXOG
LQFUHDVH FDSDFLW\ FRVWV E\ DV PXFK DV  PLOOLRQ RYHU WKH WKUHH\HDU SHULRG WR ZKLFK WKH
SURSRVHG ,&$3 GHPDQG FXUYHV ZLOO DSSO\
,,,

7+( =(52&5266,1* 32,17 )25 7+( /+9 =21( '(0$1' &859(
6+28/' %(  3(5&(17
7KH 3URSRVDO UHYHUVHG FKDQJHV WR WKH ]HURFURVVLQJ SRLQWV WR WKH ,&$3 GHPDQG FXUYHV

XVHG IRU WKH 1<&$ WKH /+9 ]RQH DQG 1HZ <RUN &LW\ WKDW 1<,62 6WDII KDG UHFRPPHQGHG LQ
WKH LQLWLDO GUDIW YHUVLRQ ZKLFK ZHUH EDVHG XSRQ DQDO\VLV SHUIRUPHG E\ WKH 0DUNHW 0RQLWRULQJ
8QLW ³008´ RI WKH PDUJLQDO LPSDFW WKDW DGGLWLRQV RI FDSDFLW\ LQ HDFK RI WKRVH UHJLRQV ZRXOG
KDYH RQ ORVV RI ORDG H[SHFWDWLRQ ³/2/(´  7KH 3URSRVDO H[SODLQHG WKH UHYHUVDO DV IROORZV
,Q LWV UHYLHZ RI WKH YDULRXV PHWKRGRORJLHV DQG UHFRPPHQGDWLRQV UHJDUGLQJ WKH
]HURFURVVLQJ SRLQWV WKH 1<,62 IRXQG WKDW WKH DQDO\VHV FRQGXFWHG ZHUH KLJKO\
VHQVLWLYH WR PHWKRGRORJ\ LQSXW DVVXPSWLRQV DQG WUDQVPLVVLRQ V\VWHP
WRSRORJ\« 7KH 1<,62 FRQWHQGV WKDW WKHUH LV LQVXIILFLHQW LQIRUPDWLRQ WR
GHPRQVWUDWH WKDW D UHYLVHG PHWKRGRORJ\ ZRXOG VHQG D PRUH DFFXUDWH SULFH VLJQDO
RU RWKHUZLVH EHWWHU DOLJQ WKH ,&$3 'HPDQG &XUYH ZLWK V\VWHP UHOLDELOLW\ 7KXV
WKHUH ZRXOG QRW QHFHVVDULO\ EH D EHQHILW WKDW FRXOG LQ ZKROH RU LQ SDUW RIIVHW WKH
DGGLWLRQDO XQFHUWDLQW\ WKDW PLJKW EH LQWURGXFHG 7KHUHIRUH WKH 1<,62 SURSRVHV
WR PDNH QR FKDQJHV WR WKH H[LVWLQJ 1<&$ 1<& DQG /, ]HUR FURVVLQJ SRLQWV«
7KH ,QGLFDWHG 1<72V GR QRW GLVDJUHH ZLWK WKLV DUJXPHQW EXW LW GRHV QRW DGGUHVV WKH
LVVXH RI ZKHUH WR VHW WKH =&3 IRU WKH /+9 ]RQH &RQFHUQV WKDW FKDQJLQJ =&3V IURP FXUUHQW
OHYHOV ZRXOG XQQHFHVVDULO\ LQWURGXFH XQFHUWDLQW\ LQWR WKH ,&$3 PDUNHW PD\ EH UHOHYDQW IRU WKH
RWKHU ,&$3 GHPDQG FXUYHV VLQFH WKRVH =&3V KDYH UHPDLQHG WKH VDPH VLQFH  ZKHQ WKH


3URSRVDO DW 


$

FXUUHQW GHPDQG FXUYHEDVHG DSSURDFK WR RSHUDWLQJ WKH ,&$3 PDUNHW ZDV LQWURGXFHG %XW WKHUH
LV QR FXUUHQW =&3 IRU WKH /+9 ]RQH VR VXFK FRQFHUQV GR QRW DSSO\ DQG WKH UHFRPPHQGDWLRQ
FRQWDLQHG LQ WKH 3URSRVDO LV QRW EDVHG RQ DQ\ DQDO\VLV 7KH 1(5$ )LQDO 5HSRUW SURSRVHG VHWWLQJ
WKH =&3 IRU WKH /+9 ]RQH DW  SHUFHQW EHFDXVH LW LV KDOIZD\ EHWZHHQ WKH 1<&$ =&3 
SHUFHQW DQG WKH 1HZ <RUN &LW\ DQG /RQJ ,VODQG =&3V  SHUFHQW  7KH 3URSRVDO VLPSO\
UHSHDWHG WKLV UHFRPPHQGDWLRQ ZLWKRXW DGGLQJ DQ\ DQDO\VLV WR VXSSRUW LW
$OWKRXJK ZH VKDUH VRPH RI WKH 3URSRVDO¶V FRQFHUQV WKDW WKH DQDO\VLV FRQGXFWHG E\ WKH
008 PD\ QRW EH UREXVW WR FKDQJHV LQ V\VWHP FRQGLWLRQV LQ WKH IXWXUH LW LV QHYHUWKHOHVV WKH RQO\
DQDO\VLV WKDW KDV EHHQ SHUIRUPHG UHJDUGLQJ ZKHUH WKH =&3 IRU WKH /+9 ]RQH VKRXOG EH VHW $Q
LPSHUIHFW DQDO\VLV LV EHWWHU WKDQ QR DQDO\VLV DW DOO &RQVHTXHQWO\ JLYHQ WKDW WKH 008¶V DQDO\VLV
LV WKH RQO\ DQDO\VLV DYDLODEOH WKH ,QGLFDWHG 1<72V EHOLHYH WKDW WKH =&3 IRU WKH /+9 ]RQH
VKRXOG EH VHW DW  SHUFHQW RI WKH UHTXLUHPHQW IRU WKDW /RFDOLW\ FRQVLVWHQW ZLWK WKH 008¶V
ILQGLQJ WKDW WKH PDUJLQDO LPSDFW WKDW DGGLWLRQDO FDSDFLW\ LQ WKH /+9 ]RQH KDV RQ /2/( UHDFKHV
]HUR ZKHQ WKH DPRXQW RI FDSDFLW\ SURYLGHG LQ WKDW /RFDOLW\ LV DERXW  SHUFHQW RI LWV
UHTXLUHPHQW 7KH ,QGLFDWHG 1<72V HVWLPDWH WKDW VHWWLQJ WKH =&3 IRU WKH /+9 ]RQH DW 
SHUFHQW RI WKH UHTXLUHPHQW LQVWHDG RI  SHUFHQW PD\ LQFUHDVH FDSDFLW\ FRVWV E\ DV PXFK DV
 PLOOLRQ RYHU WKH WKUHH\HDU SHULRG WR ZKLFK WKH SURSRVHG ,&$3 GHPDQG FXUYHV ZLOO DSSO\
&21&/86,21
7KH ,QGLFDWHG 1<72V UHVSHFWIXOO\ UHTXHVW WKDW WKH %RDUG PRGLI\ WKH SURSRVHG ,&$3
GHPDQG FXUYHV FRQVLVWHQW ZLWK WKH FRPPHQWV DQG UHFRPPHQGDWLRQV KHUHLQ  WKH ,&$3

34

7KH ,QGLFDWHG 1<72V FRQFXU KRZHYHU WKDW WKH 1<,62 VKRXOG QRW FRPPLW WR XVLQJ WKLV PHWKRGRORJ\ LQ IXWXUH
GHPDQG FXUYH UHVHWV



$

GHPDQG FXUYHV IRU 1HZ <RUN &LW\ DQG WKH /+9 VKRXOG EH EDVHG RQ WKH QHW FRVW RI GHYHORSLQJ D
WZRXQLW VLPSOH F\FOH )UDPH WXUELQH SODQW ZLWK 6&5 D WHFKQRORJ\ ZKRVH IHDVLELOLW\ LV QRZ
SURYHQ  D VLQJOHXQLW )UDPH *7 ZLWKRXW 6&5 DQG ZLWKRXW GXDOIXHO FDSDELOLW\ VKRXOG EH
FRQVLGHUHG DQG DGRSWHG DV WKH SUR[\ XQLW IRU WKH /+9 ]RQH LI LW LV WKH OHDVWFRVW XQLW  WKH
FDOFXODWLRQ RI QHW &21( VKRXOG FRQWLQXH WR LQFOXGH  \HDUV¶ RI SURMHFWHG HQHUJ\ DQG FDSDFLW\
UHYHQXH DV LQ SDVW GHPDQG FXUYH UHVHWV DQG  WKH =&3 IRU WKH /+9 ]RQH VKRXOG EH VHW WR 
SHUFHQW RI WKH UHTXLUHPHQW FRQVLVWHQW ZLWK WKH RQO\ DQDO\VLV WKDW KDV EHHQ SHUIRUPHG RI WKH
DSSURSULDWH =&3 IRU WKDW ]RQH
'DWHG 2FWREHU  
5HVSHFWIXOO\ VXEPLWWHG
7KH ,QGLFDWHG 1<72V &HQWUDO +XGVRQ *DV
(OHFWULF &RUSRUDWLRQ &RQVROLGDWHG (GLVRQ
&RPSDQ\ RI 1HZ <RUN ,QF 1HZ <RUN 3RZHU $XWKRULW\ 1HZ <RUN 6WDWH (OHFWULF
*DV
&RUSRUDWLRQ 1LDJDUD 0RKDZN 3RZHU &RUSRUDWLRQ GED 1DWLRQDO *ULG 2UDQJH DQG 5RFNODQG
8WLOLWLHV ,QF DQG 5RFKHVWHU *DV DQG (OHFWULF &RUSRUDWLRQ
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146 FERC ¶ 61,043
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION
Before Commissioners: Cheryl A. LaFleur, Acting Chairman;
Philip D. Moeller, John R. Norris,
and Tony Clark.
New York Independent System Operator, Inc.

Docket No. ER14-500-000

ORDER ACCEPTING TARIFF FILING SUBJECT TO CONDITION AND DENYING
WAIVER
(Issued January 28, 2014)
1.
On November 29, 2013, the New York Independent System Operator, Inc.
(NYISO) filed revisions to section 5.14.1.2 of its Market Administration and Control
Area Services Tariff (Services Tariff) pursuant to section 205 of the Federal Power Act
(FPA).1 The proposed tariff revisions define the demand curves for the Installed
Capacity (ICAP) market for the 2014/2015, 2015/2016, and 2016/2017 Capability
Years.2 The filing also proposes to establish the first ICAP demand curve for the new
Locality encompassing Load Zones G, H, I and J (G-J Locality), and it proposes a phasein of the new demand curve parameters for the G-J Locality. The filing includes the
results of the periodic review of the ICAP demand curves.
2.
In this Order, the Commission accepts NYISO’s proposed tariff revisions, subject
to NYISO refiling to reflect the Demand Curve parameters without any phase-in
adjustment. The Commission rejects NYISO’s proposed phase-in of the new demand
curve parameters for the G-J Locality and NYISO’s associated request for waivers. The
following discussion addresses only protested issues, as all other non-protested factors
are found to be supported, reasonable, and are accepted.

1

16 U.S.C. § 824d (2012).

2

NYISO’s capability year consists of the summer capability period and the winter
capability period that runs from May 1 through October 31 and November 1 through
April 30.

$
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Background

3.
NYISO is required to determine the amount of ICAP that each load serving entity
(LSE) must acquire to ensure that adequate resources are available to meet projected load
on a long-term basis taking into account reliability contingencies. The amount of ICAP,
in megawatts, required to provide adequate resources to meet reliability contingencies for
the New York Control Area (NYCA) includes the Installed Reserve Margin (IRM),
which is currently 18 percent. The ICAP obligations for LSEs and the spot market
auction prices for the associated monthly ICAP requirement are determined using
separately established downward-sloping ICAP demand curves. NYISO determines the
locational ICAP requirement for NYCA. There are currently separate location-specific
ICAP requirements for LSEs in New York City (NYC) and Long Island (LI), which
reflect the existence of transmission constraints in those areas. In this filing NYISO
proposes an additional locational ICAP requirement for the new capacity zone, the G-J
Locality.
4.
Section 5.14.1.2 of the Services Tariff requires NYISO to perform a triennial
review to determine whether the parameters for the ICAP demand curves should be
adjusted. Specifically, section 5.14.1.2 of the Services Tariff requires that the periodic
review assess:
(i) the current localized levelized embedded cost of a peaking plant in each
NYCA Locality, the Rest of State, and any New Capacity Zone, to meet
minimum capacity requirements, and (ii) the likely projected annual Energy
and Ancillary Services revenues of the peaking plant over the period
covered by the adjusted ICAP Demand Curves, net of the costs of
producing such Energy and Ancillary Services. . . . The periodic review
shall also assess (i) the appropriate shape and slope of the ICAP Demand
Curves, and the associated point at which the dollar value of the ICAP
Demand Curves should decline to zero; (ii) the appropriate translation of
the annual net revenue requirement of the peaking plant determined from
the factors specified above, into monthly values that take into account
seasonal differences in the amount of capacity available in the ICAP Spot
Market Auctions; and (iii) the escalation factor and inflation component of
the escalation factor applied to the ICAP Demand Curves. For purposes of
this periodic review, a peaking unit is defined as the unit with technology
that results in the lowest fixed costs and highest variable costs among all
other units’ technology that are economically viable, and a peaking plant is

$
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defined as the number of units (whether one or more) that constitute the
scale identified in the periodic review.3
The remaining provisions of section 5.14.1.2 provide the process by which the
above review takes place, and they provide that the demand curves as approved by
the ISO Board of Directors incorporating the results of the periodic review, shall
be filed with the Commission.
5.
The demand curve values ICAP on the y-axis in $/kW-month and ICAP quantity
on the x-axis expressed as percentage of the Minimum Installed Capacity Requirement
for NYCA, NYC, LI, or G-J Locality, as applicable. The maximum value for each ICAP
demand curve is 1.5 times the net cost of new entry (Net CONE) or the estimated
localized levelized cost per kW-month to develop a new peaking unit with energy and
ancillary services revenues subtracted in each locality or in the rest of state, as applicable.
The intersection of 100 percent of the ICAP requirement and an adjusted Net CONE
determines the ICAP reference point. Two defined points, the ICAP reference point and
the zero crossing point (set at 112 percent for NYCA, 115 percent for G-J, and 118
percent for NYC and LI), articulate a line segment with a negative slope that will result in
higher values for capacity as available capacity declines.
II.

Summary of the November 27, 2013 Filing

6.
On November 27, 2013, NYISO filed revisions to the Services Tariff that
implement revised ICAP demand curves for Capability Years 2014/2015, 2015/2016, and
2016/2017. NYISO states that the filing presents the results of the periodic review of the
ICAP demand curves specified in section 5.14.1.2.11.4 In addition to updating the
existing curves for NYC, LI, and the NYCA, NYISO states that this filing also proposed
to establish the first ICAP demand curve for the new locality encompassing Load Zones
G, H, I, and J (the “G-J Locality”). NYISO is also proposing a “phase-in” of the new
3

Services Tariff § 5.14.1.2.

4

NYISO states that prior to the present ICAP demand curve review, NYISO
retained FTI Consulting to perform a comprehensive review of the New York capacity
markets. FTI Consulting’s report4 contained three recommendations that NYISO states
had a bearing on the development of the NYISO staff report (NYISO Staff Report).
NYISO states that those recommendations related to: (i) the use of a combined cycle
combustion turbine facility instead of a simple cycle combustion turbine to establish the
cost of new entry (CONE); (ii) the feasibility of using a demand response resource to
establish those CONE values; and (iii) the use of an incremental reliability value
approach as the basis for setting zero crossing points.
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demand curve parameters for the G-J Locality that NYISO believes will ameliorate the
potential short-term consumer impacts that result from creating the new locality.
7.
NYISO states that in accordance with the Services Tariff provisions, in the third
quarter of 2012, it solicited proposals from qualified consultants to identify appropriate
methodologies and to develop the ICAP demand curve parameters for the three
Capability Years beginning May 2014. NYISO adds that it retained the team of National
Economic Research Associates, Inc. (NERA), with Sargent and Lundy (S&L) as NERA’s
subcontractor (collectively identified as NERA/S&L). NYISO explains that NERA/S&L
began their analysis in November 2012 and participated in twelve ICAP Working Group
meetings between December 2012 and August 2013, during which stakeholders provided
feedback on NERA/S&L’s assumptions, methodologies, analysis, estimates, and
preliminary results. On August 2, 2013, according to NYISO, NERA/S&L released the
final version of their report.5
8.
NYISO states that on September 6, 2013, as amended on September 12, NYISO
staff submitted the NYISO Staff Report to the Board, which evaluated the NERA/S&L
Report, addressed oral and written comments received through the stakeholder process
and from the NYISO Market Monitoring Unit (MMU), and set forth NYISO staff’s
recommendation of demand curve parameters.6 NYISO states that the NYISO Staff
Report accepted all but two of NERA/S&L’s conclusions. Specifically, contrary to the
NERA/S&L conclusions, the NYISO staff recommended: (i) no changes to the existing
zero crossing points used for NYC, LI, and NYCA; and (ii) a change in temperature and
relative humidity assumptions in some locations in determining net ICAP revenues.
9.
NYISO states that on October 2, 2013, stakeholders provided written comments to
the NYISO Board of Directors (Board) on the final NERA/S&L Report and the NYISO
Staff Report and made oral arguments to the Board on October 14, 2013. The Board then
determined that stakeholders had made a strong case that further review was warranted
concerning the selection of the proxy peaking unit (proxy unit) for NYC, LI, and the G-J
Locality and it explained to stakeholders that it was seeking additional information on the
topic and would share the results of the review during the first week of November 2013
and provide additional opportunities for stakeholder input.
10.
NYISO retained the Brattle Group (Brattle) with Licata Energy & Environmental
Consulting (Licata) to conduct further analysis. NYISO states that after discussions with
NERA/S&L, NYISO staff, and manufacturers and vendors of turbines and selective
5

NYISO Filing Attachment III.

6

NYISO Filing Attachment IV.
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catalytic reduction emissions controls (SCR), Brattle and Licata produced the Brattle
Report.7 It concluded that the Siemens SGT6-5000F(5) class frame simple-cycle
combustion turbine (F class frame) with SCR should be the proxy unit for NYC, LI, and
the G-J Locality. NYISO made this report available to stakeholders on November 1 and
invited written stakeholder comments, which were submitted by November 8. On
November 7, NYISO posted responses to sixteen written questions that IPPNY had
submitted on November 5. NYISO states that, after considering all of the information
available, the Board approved the Brattle Report’s conclusion regarding proxy unit
selection and approved all of the other recommendations in the NYISO Staff Report. The
Board then directed NYISO to file proposed ICAP demand curves based on those
determinations.
11.
Section 5.14.1.2 of the Services Tariff specifies that the ICAP demand curve
update shall be based upon and consider the following: (a) the current localized levelized
embedded cost of a peaking plant in each NYCA Locality, the Rest of State, and any
New Capacity Zone, to meet minimum capacity requirements; (b) the likely projected
annual Energy and Ancillary Services revenues of the peaking plant over the period
covered by the adjusted ICAP demand curves, net of the costs of producing such Energy
and Ancillary Services, under conditions in which the available capacity would equal the
minimum Installed Capacity requirement plus the capacity of the peaking plant; (c) the
appropriate shape and slope of the ICAP demand curves, and the associated point at
which the dollar value of the ICAP demand curves should decline to zero; and (d) the
appropriate translation of the annual net revenue requirement of the peaking plant
determined from the factors specified above, into monthly values that take into account
seasonal differences in the amount of capacity available in the ICAP Spot Market
Auctions.
III.

Notice, Interventions, and Protests

12.
Notice of NYISO’s November 29, 2013 filing was published in the )HGHUDO
5HJLVWHU, 78 Fed. Reg. 76,829 (2013), with interventions, and comments due on or before
December 20, 2013. Motions to intervene were filed by; East Coast Power, LLC; Exelon
Corporation; PSEG Energy Resources & Trade LLC and PSEG Power New York LLC;
NRG Companies; Calpine Corporation; Dynegy Marketing and Trade, LLC; Brookfield
Energy Marketing LP; Empire Generating Co., LLC; Invenergy LLC; New Athens
Generating Company, LLC; Astoria Generating Company, L.P.; Pace Energy & Climate
7

Independent Evaluation of SCR Systems for Frame-Type Combustion Turbines,
Report for ICAP Demand Curve Reset, The Brattle Group (November 1, 2013) (“The
Brattle Report”).
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Center and Natural Resources Defense Council; Environmental Advocates of New York;
and CPV Valley, LLC.
13.
Independent Power Producers of New York, Inc. (IPPNY); Electric Power Supply
Association (EPSA); TC Ravenswood, LLC (Ravenswood); Multiple Intervenors8 and
the City of New York (collectively, Multiple Intervenors); The New York Supplier and
Environmental Advocate Group9 (NY-SEA Group); Astoria Generating Company, L.P.
and the NRG Companies (jointly, Indicated Suppliers); and Entergy Nuclear Power
Marketing, LLC (Entergy) filed motions to intervene and protests. The New York
Transmission Owners10 (NYTOs) filed a motion to intervene and comments.
14.
The New York State Public Service Commission (NYPSC) filed a notice of
intervention and comments.
15.

On January 6, 2014, Multiple Intervenors and Entergy filed answers.

16.
Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214 (2013), the notice of intervention and timely, unopposed motions to
intervene serve to make the entities that filed them parties to this proceeding.
17.
Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.
§ 385.213(a)(2) (2013) prohibits an answer to a protest or to an answer unless otherwise
8

Multiple Intervenors states that it is an unincorporated association of
approximately 55 large industrial, commercial and institutional energy consumers with
manufacturing and other facilities located throughout New York State. In this proceeding
we use the term “Multiple Intervenors” to include the City of New York in addition to
these facilities.
9

The NY-SEA Group is comprised of Dynegy Marketing and Trade LLC; Empire
Generating Co., LLC; Exelon Corp.; Invenergy LLC; The PSEG Companies; Brookfield
Energy Marketing, LP; New Athens Generating Company, LLC; Environmental
Advocates of New York; Natural Resources Defense Council; the Pace Energy
& Climate Center; and LockPort Energy Associates, L.P. Each member of the NY-SEA
Group has separately intervened in this proceeding.
10

For purposes of this intervention, the New York Transmission Owners consists
of Central Hudson Gas & Electric Corporation, Consolidated Edison Company of New
York, Inc., Long Island Power Authority, New York Power Authority, New York State
Electric & Gas Corporation, Niagara Mohawk Power Corporation, Orange and Rockland
Utilities, Inc., and Rochester Gas and Electric Corporation.
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ordered by the decisional authority. We will accept the answers filed in this proceeding
because they have provided information that assisted us in our decision-making process.
IV.

Discussion
A.

Choice of Proxy Unit

18.
NYISO states that the Services Tariff requires that the demand curve reset review
“shall assess… the current localized levelized embedded cost of a peaking unit in each
NYCA Locality and the Rest of State” to meet minimum capacity requirements.11
NYISO adds that for purposes of updating the ICAP demand curves, “a peaking unit is
defined as the unit with technology that results in the lowest fixed costs and highest
variable costs among all other units’ technology that are economically viable.”12 NYISO
states that, according to Commission precedent, the facilities must be able to be
“practically constructed” and “economically viable,” as well as “able to comply with all
applicable environmental limitations and utilize commercially available, proven
technology.”13
19.
With respect to the use of dispersed generating resources or demand side resources
as the peaking technology, NYISO states that, it discussed this possibility with
stakeholders in the 2010 demand curve reset and committed to considering the use of
demand response as the peaking unit in the current reset cycle. NYISO states that the
FTI Report recognized that demand response is an important participant in capacity
markets but explained that neither the cost nor the offer price of demand response was an
appropriate measure of the long-run cost of capacity. The NYISO Staff Report agreed
with the FTI Report that demand response technology should not be considered as a
potential peaking unit in this reset and the Board endorsed that recommendation.
1.

The Selection Process
a.

Comments and Protests

20.
EPSA, Entergy, IPPNY, Indicated Suppliers, and Ravenswood object to the
process by which the NYISO Board came to the conclusion to use the F class frame unit
11

Services Tariff § 5.14.1.2.

12

,G

13

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 134 FERC ¶ 61,058, at 37 (2011)
(2011 Demand Curve Order).
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with SCR as the proxy unit technology for NYC, LI, and the G-J Locality. The parties
argue that the retention of Brattle, a second consultant so late in the process, violated the
spirit of the procedural requirements of NYISO’s Services Tariff. They claim that
because Brattle was solicited at the final stage of the stakeholder process and without the
use of a stakeholder-reviewed request for proposals, the two-weeks analysis period and
the one week given for stakeholder review and input were too short for meaningful
review in violation of the Services Tariff requirement that NYISO provide stakeholders
with the opportunity to review and comment on the consultant’s data, assumptions, and
conclusions. Indicated Suppliers argue that given the importance of the ICAP demand
curves, the Services Tariff and ICAP Manual provide for a lengthy process that is
intended to allow the proposed ICAP demand curves to be thoroughly reviewed and
vetted by stakeholders. Further, according to Indicated Suppliers, the process by which
NYISO retained Brattle and Licata has been shrouded in secrecy. While the Services
Tariff requires NYISO to develop “with stakeholder review and comment” a request for
proposals for a consultant “to provide independent consulting services to determine
recommended values for the factors specified above, and appropriate methodologies for
such determination,”14 according to Indicated Suppliers, NYISO has not disclosed the
terms on which Brattle and Licata were retained.
21.
Entergy contends that, in arriving at the conclusion that the F class frame unit with
SCR is a proven technology, the Brattle Group utilized broad assumptions and sources
that have not been included in this proceeding.15 IPPNY asserts that the request for
proposal to choose the consultant was designed to ensure that only qualified consulting
firms without any conflicts of interest could bid. However, according to IPPNY, Brattle
is not truly unbiased in that Brattle could not find contrary to its recommendation of the
F class frame to PJM two years earlier without damaging its reputation. IPPNY adds that
Brattle’s advice was rejected at the time by NYISO as lacking in rigor.
22.
On the other hand, Multiple Intervenors, NYTOs, and NYPSC argue that the
process of choosing the proxy unit technology was consistent with NYISO’s Services
Tariff. Multiple Intervenors argue that parties have been on notice of the potential use of
a frame unit with SCR technology since early May 2013, when the issue was first raised.
In fact, Multiple Intervenors assert that stakeholders specifically requested that NYISO
staff and consultants develop cost estimates with respect to the frame unit with SCR for
consideration of all parties and, ultimately, the NYISO Board. They argue further that
14

Indicated Suppliers December 20, 2013 Protest (quoting Services Tariff
§ 5.14.1.2.1).
15

Entergy December 20, 2013 Protest at 34.
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NYISO informed all parties that those cost estimates would be included in NYISO staff’s
draft recommendations.
23.
Multiple Intervenors argue that the actions taken by the Board are well within their
authority pursuant to section 5.14.1.2.9 of the Services Tariff, which provides that the
Board has the authority to review and adjust the ICAP demand curves recommended by
NYISO staff. Moreover, they argue, section 5.14.1.2.11 of the Services Tariff establishes
that the ICAP demand curves filed for Commission approval be those demand curves
approved by the NYISO Board. Multiple Intervenors argue that the Board ensured the
procedural rights of all parties by establishing the additional process not required by the
Services Tariff and that the Commission has previously held that such procedural
safeguards are just and reasonable and would not result in overturning a decision by the
NYISO Board to review and consider supplemental information during the latter stages
of the ICAP demand curve Reset process.16
b.

Answers

24.
NYTOs argue in their answer that the Board had a sufficient record and was fully
authorized under the Services Tariff to approve the F class frame unit with SCR as the
proxy unit for NYC, LI, and the G-J Locality without further due diligence, based on the
stakeholder comments received in early October and the entire record before it. With the
additional analysis by Brattle, stakeholders were given additional time to address an issue
that had been pending for months. Multiple Intervenors also argue that the process
undertaken by NYISO was open, fully transparent, consistent with the requirements of
the NYISO Services Tariff, and ensured the due process rights of all interested parties.
25.
With respect to claims that NYISO lacked tariff authority to select the F class
frame with SCR or to retain Brattle/Licata, NYISO asserts that while section 5.14.1.2 of
the Services Tariff establishes an extensive, and collaborative stakeholder process for the
selection of independent consultants to develop recommended ICAP demand curve
parameters, the NYISO Board is responsible for deciding what is to be proposed to the
Commission. NYISO states that protestors’ reading cannot be squared with: (1) the fact
that section 5.14.1.2.9 of the Services Tariff empowers the Board to “review and adjust”
consultant and staff recommendations after hearing stakeholder arguments; (2) section
5.14.1.2.11’s unambiguous statement that NYISO will file demand curves “as approved
by the ISO Board of Directors”; and (3) various other provisions in the tariffs, NYISO’s

16

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 122 FERC ¶ 61,064, at P 24 (2008) (2008
Demand Curve Order).
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organic agreements, and Commission precedent that make independent Boards ultimately
responsible for decision making in ISOs/RTOs.17
26.
NYISO also responds that the Board already had a sufficient basis to exercise its
authority to select the F class frame with SCR before it retained Brattle/Licata in that
certain stakeholders had made a strong case for its adoption, the Commission had
authorized PJM to use a similar technology for a similar purpose, and certain units in
California (Marsh Landing units) had been in commercial operation for nearly
six months, with all available information indicating that they were satisfying all
applicable permit requirements. NYISO adds that, given both the commercial operation
of the four Marsh Landing units under California’s stringent emissions requirements and
the significant fixed cost savings associated with the F class frame with SCR, the Board
did not believe it could reasonably ignore these considerations. NYISO adds that it
would be without reason or merit to interpret the Services Tariff to deprive the Board of
its ability to conduct additional due diligence.
27.
NYISO asserts that the Board went above and beyond the tariff’s requirements by
providing the greatest practicable transparency and opportunity for stakeholder input on
the report produced by Brattle/Licata. Further, NYISO states that because Brattle/Licata
was not retained for the purpose specified in section 5.14.1.2.1 of the Services Tariff, its
selection was not subject to the request for proposal requirements.
28.
NYISO also responds that allegations of bias in favor the F Class Frame with SCR
technology are unsupported and irresponsible. NYISO states that it is a not-for-profit,
impartial, and independent entity and Brattle/Licata personnel testify to the fact that they
were directed to provide an independent review of a single issue, and to base their
judgment on the ascertainable facts. NYISO’s filing includes supplemental affidavits
from Mr. Chupka and from Mr. Licata that state that further review and additional
discussions with SCR manufacturers have reinforced and confirmed their initial judgment
regarding the viability of the F class frame with SCR technology.18

17

NYISO cites to the 2008 Demand Curve Order where the Commission accepted
modifications to NERA recommendations. 2008 Demand Curve Order, 122 FERC
¶ 61,064 at PP26, 31, 60-61.
18

NYISO January 9, 2014 Answer, Supplemental Licata Aff. ¶¶ 36-39 and
Supplemental Chupka Aff. ¶ 5.
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29.
Several protestors object to the process by which NYISO chose to use the F class
frame unit with SCR as the proxy unit technology for NYC, LI, and the G-J Locality.
While we agree with the protestors that NYISO’s change to the unit it selected could
have been done in a timelier manner, we find that NYISO did not violate its Services
Tariff. We agree that the process by which NYISO develops the demand curves is
designed to allow for meaningful stakeholder review and input. The Board ordered
NYISO to conduct further due diligence in response to stakeholder input. This action
allowed the Board and stakeholders to review all of the most up-to-date information
possible and gather more stakeholder input to this information before the Board made its
final decision. The Services Tariff gives the Board clear authority to accept or reject any
of the recommendations in the NYISO Staff Report based on the information available to
them at the conclusion of stakeholder arguments.19 In this instance, the Board gave
stakeholders an additional opportunity to provide input before acting on the choice of a
proxy unit. Therefore, we find that the Board acted within its authority to conduct
additional due diligence regarding the viability of the F class frame unit with SCR and
their authority to reject a recommendation contained in the NYISO Staff Report.
Furthermore, we note that stakeholders have the opportunity to pursue their positions in
the instant proceeding and indeed have done so. We therefore conclude that
stakeholders’ procedural rights have not been violated. While we conclude that NYISO
did not violate the Services Tariff or the procedural rights of stakeholders, we suggest
that in the future NYISO perform this process with more transparency in order to avoid
any appearance of impropriety and allow adequate time throughout the entire process for
stakeholders to voice their opinions and concerns.
2.

Selection of the F Class Frame Unit with SCR for Long Island,
NYC, and G-J Localities
a.

NYISO’s Proposal

30.
NYISO states that after reviewing the Brattle Report and the stakeholder response,
NYISO staff concluded that an F class frame with SCR was a technically and
economically viable proxy unit technology for the following reasons: (1) the Brattle
Report distinguished the failed F class frame with SCR installations from today’s
technology,20 which is more advanced; (2) the Brattle Report provided additional
19

Services Tariff Section 5.14.1.2.11.

20

NYISO states that the Brattle Report determined that the prior failures were due
to poor engineering design specifications, inappropriate construction, and the use of a
catalyst that is now off the market.
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information regarding the continued successful operation and compliance with applicable
environmental requirements by an existing F class frame unit with SCR, the Marsh
Landing Station in California; and (3) Marsh Landing now has three additional months of
operating data and this nearly equals the data that existed on the LMS100 at the time that
the Board concluded that the LMS100 was viable in the 2007 demand curve reset,21 thus,
according to NYISO, the reasons the Commission relied upon then, i.e., that it was a
combination of mature and proven technologies, support finding that the F class frame
with SCR is viable today; (4) the Brattle Report detailed other examples of hot
temperature SCR applications functioning well in the electric generating sector;
(5) NYISO’s reliance on data from Marsh Landing is consistent with Commission
precedent;22 (6) NYISO has more reason to believe that there is significant commercial
interest in developing F class frames with SCRs than was the case at the time that the
NERA/S&L Report was completed; and (7) the NERA/S&L Report, the Brattle Report,
Meehan Affidavit, and Chupka Affidavit all affirm that there is no question that the F
class frame with SCR units are the lowest fixed cost and highest variable costs option and
are thus “economically viable” in NYC, LI, and the G-J Locality.
31.
NYISO states that given its agreement with Brattle/Licata that the F class frame
with SCR is technically and economically viable, it should be the peaking unit for NYC,
LI, and the G-J Locality. NYISO adds that the total capital cost of the LMS100 proxy
plant is approximately $100 million more than the F class frame with SCR in all zones.
NYISO asserts that Brattle’s conclusion that SCR and F class frame units are two mature,
proven technologies that can readily be integrated with proper engineering and design is
reasonable and well-supported. NYISO states that the F class frame with SCR satisfies
the Services Tariff requirement “as the unit with technology that results in the lowest
fixed costs and highest variable costs among all other units’ technology that are
economically viable,” and the Board accepted NYISO’s recommendation.
b.

Comments and Protests

32.
EPSA, Entergy, NY-SEA, Ravenswood, IPPNY, and Indicated Suppliers protest
NYISO’s proposal to select a proxy unit that utilizes the F class frame unit with SCR
technology for the Long Island, NYC, and G-J Localities. Protestors state that the
21

NYISO states that in the 2007 ICAP Demand Curve reset NYISO proposed and
the Commission ultimately accepted the LMS100 as a proxy unit, even though certain
stakeholders protested to the Commission that the viability of the LMS100 had not yet
been demonstrated.
22

NYISO Filing at 15 (citing 1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 125 FERC
¶ 61,299, at P 22 (2008)).
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Services Tariff requires utilization of an economically viable technology and a proven
technology23 and they argue that NYISO has failed to show that the F class frame unit
meets these requirements.
33.
Protestors disagree with NYISO’s reliance on the Marsh Landing Station as
evidence of viability. First, IPPNY and Indicated Suppliers argue that the Brattle Report
failed to provide critical operating data related to Marsh Landing, such as “ammonia slip”
data, which is a necessary prerequisite for a finding that the F class frame with SCR is
economically viable. IPPNY states that while Marsh Landing operated 82 hours during
the peak operating season in the third quarter of 2013, peaking plants in New York are
expected to operate more than 1500 hours during the peak season. Second, IPPNY
argues, the Marsh Landing operating data is not probative because that data is not
representative of the hours that a peaking plant in New York is expected to operate.
Third, IPPNY contends that the NOx emissions data from Marsh Landing suggest that the
SCR systems are already struggling to perform based on the fact that their nitrogen oxide
or NOx emissions are close to or above the permit limit about half of the time. Fourth,
IPPNY argues that the Brattle Report fails to provide any data regarding the amount of
excess ammonia that exits the stack at Marsh Landing, which IPPNY explains, is a key
indicator of SCR performance.
34.
Indicated Suppliers assert that consistent with the NERA Report and the NYISO
Staff Report, an F class frame with SCR does not, at this time, meet the Services Tariff
requirements for a proxy unit. Indicated Suppliers state that the conclusions in these
reports reflect concerns regarding the feasibility of operating an SCR with high exhaust
temperatures, the short track record of Marsh Landing, and the prior failures of F class
frames with SCR in Kentucky and Puerto Rico.
35.
Indicated Suppliers argue that in the second demand curve reset order,24 the
Commission approved the LMS100, which while not yet widely adopted, had sold
eleven units and had five units in the NYISO interconnection queue. By contrast,
Indicated Suppliers argue, NYISO has not provided any evidence that there have been
any purchases of additional F class frame units with SCR or that anyone is even taking
initial steps to install such technology in southeastern New York.

23

Entergy December 20, 2013 Protest at 32; IPPNY December 20, 2013 Protest at
2 (citing 2008 Demand Curve Order, 122 FERC ¶ 61,064, at P 23 (2008)); NY-SEA
December 20, 2013 Protest at 7-8.
24

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 122 FERC ¶ 61,064 (2008).
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36.
Indicated Suppliers also argue that there is no indication that NERA/S&L engaged
in any analysis of whether an F class frame with SCR is capable of switching fuel within
the prescribed 45-second timeframe. Indicated Suppliers point out that although the
Licata affidavit states that he was able to verify the ability to switch fuels with the
manufacturer, Siemens, there is no documentation to support the claim. Indicated
Suppliers assert that NYISO has not been able to point to an F class frame, with or
without SCR, in operation anywhere that has demonstrated the 45-second fuel switching
capability, and as a result, suppliers argue, the Commission should find that NYISO has
not adequately proven that the F class frame with SCR is a viable proxy unit for NYC
and the G-J Locality.
37.
Indicated Suppliers further argue that NYISO’s cost calculations for an F class
frame with SCR are unsupported and erroneous. First, Indicated Suppliers argue that
even if an F class frame with SCR facility is feasible, it is difficult to verify the accuracy
of the cost estimates. Also, Indicated Suppliers assert, certain aspects of the cost analysis
could not be completed due to the lack of available data and the fact that NYISO staff
was not recommending the F class frame with SCR as the proxy unit at the time of the
initial report. Second, Indicated Suppliers argue, NYISO has provided no evidentiary
support that the 2 percent adder represents the actual cost of the fuel switching capability.
38.
Third, Indicated Suppliers argue that the weighted average cost of capital
estimates prepared by NERA/S&L that were used in developing net CONE did not
account for the risk premium that would be required if an F class frame unit with SCR
were used. Indicated Suppliers cite reasons why a developer of an F class frame with
SCR will face more risk than with an LMS100 or an F class frame without SCR. These
risks include the uncertainty of the technical feasibility of this technology, increased risk
of cost overruns related to NYISO estimates, the fact that the F class frame is less
efficient and less flexible than the LMS100, and the additional risk from future capital
cost reductions and maturation of the technology. Indicated Suppliers argue that while
the Brattle Report concluded that S&L’s cost estimates for the F class frame unit were
acceptably accurate and conservatively high, Indicated Suppliers do not believe there was
enough information for S&L or Brattle to make such a conclusion.
39.
In addition, protestors reject the Brattle Report’s reliance upon operating data from
two other examples of hot temperature SCR applications, the McClellan power plant and
the McClure power plant, both located in California. Indicated Suppliers and IPPNY
argue that reliance on the McClellan and McClure power plants is misplaced because
they are GE Frame turbines of a different class that are much smaller and have much
lower exhaust temperatures than the F class frame unit. Also, IPPNY argues, the
McClellan power plant only operates approximately 50 hours per year, which is not
representative of the thousands of hours a year a peaking plant in New York is expected
to operate.

$

Docket No. ER14-500-000

- 15 -

40.
Entergy and Indicated Suppliers argue that NYISO has failed to prove that the
F class frame unit with SCR is a proven technology because evidence demonstrating
successful operation of the F class frame technology on oil or gas is not available.
Entergy notes that this finding was echoed in the analysis conducted by NERA/S&L
along with NERA/S&L’s recommendation that the LMS100 unit with SCR technology
be used as the proxy unit for the three NYISO Localities.25 Indicated Suppliers state that
NYISO’s November 29, 2013 filing does not identify a single facility, existing or
planned, that combines an F class frame with SCR and the required dual fuel capability,
much less with the additional capability required in New York. Indicated Suppliers also
state that in NYC, in order to maintain reliability, Con Edison requires that fuel switching
be automatically accomplished within just 45 seconds of experiencing low system gas
pressure or loss of gas.26 They question whether the F class frame with SCR is capable of
switching fuel within the prescribed 45-second timeframe and assert that there is no
documentation provided to support Licata’s statement that it verified such a capability
through conversations with the manufacturer. They argue that there is no indication that
NERA/S&L engaged in any analysis of whether an F class frame with SCR is capable of
switching fuel. Further, IPPNY states that the Brattle Report provides no evidence
regarding whether an F class frame unit with SCR burning fuel oil can control NOx
emissions to levels required under New York State law. The SCR system at Marsh
Landing, IPPNY argues, is distinguishable because it burns natural gas only.
41.
IPPNY also observes that the emissions limits in NYC, LI, and the G-J Locality
are more stringent than the emissions limits applicable to all of the generating plants that
were reviewed in the Brattle Report.
42.
IPPNY argues that the fact that S&L confirms that the F class frame with SCR has
a significant cost advantage yet there are no orders being placed for this type of unit,
means that the market has rejected the F class frame with SCR because its fixed cost
advantage is outweighed by its operational uncertainty. This is in stark contrast, IPPNY
points out, to the position of the LMS100 in 2007, which had many units sold and in the
queue.
43.
On the other hand, Multiple Intervenors argue that the Commission should adopt
NYISO’s proposed proxy unit technology. For the G-J Locality, LI, and NYC demand
curves, Multiple Intervenors argue that the F class frame unit merely represents the
25

Entergy December 20, 2013 Protest at 33.

26

Indicated Suppliers December 20, 2013 Protest at 26 (citing Consolidated
Edison Co. of New York, Inc., EP-7100-10. Transmission Planning Criteria, § 1.13
(November 22, 2011)).
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combination of two very mature and viable technologies. They argue that the
Commission previously recognized the viability of the technology when it approved
PJM’s proposal to base its demand curves on the very same technology.27 Multiple
Intervenors assert that the NOx emissions limits that apply in California, where the Marsh
Landing Station operates, are equivalent to the most restrictive limits that apply in New
York (2.5 tons per year), and that the Marsh Landing Station has demonstrated its ability
to maintain emissions within the applicable permit limitations.
44.
Multiple Intervenors assert that the Commission has previously determined that an
alternative technology with a limited historical track record may qualify as a proxy unit in
New York in connection with the 2008-2011 demand curve reset process. In 2007, they
argue, NYISO proposed the use of the LMS100 technology despite the fact that only a
single LMS100 unit was in commercial operation in the U.S. They explain that when the
Commission approved the use of the LMS100 unit during the previous reset process for
2008-2011, only a single such unit was in operation, and had only operated 587 hours,
compared to the over 4000 hours of operational experience for the three frame units with
SCR technology facilities. Multiple Intervenors contend that these figures demonstrate
the viability of the frame unit with SCR technology and prove it should be used as the
proxy unit for NYC and the G-J Locality.
45.
Moreover, Multiple Intervenors argue that the Brattle Study distinguishes the prior
examples of SCR deployments with frame units that were relied upon by NYISO
consultants in recommending not using the technology for purposes of this ICAP demand
curve reset process. Specifically, they explain, NYISO consultants noted the
unsuccessful deployments of the technology at the Central Cambalache facility in Puerto
Rico and the Riverside Generating Company facility in Kentucky. Multiple Intervenors
state that that Brattle Report distinguishes those unit failures for several reasons. First,
they explain, those projects were undertaken in the late 1990s and early 2000s and thus
do not represent the technological advancements over the intervening years, which are
reflected in newer installations like the Marsh Landing Station. Additionally, the Brattle
Study found that those unsuccessful deployments were the result of improper design
and/or use and therefore do not undermine the viability of the technology as a general
matter.
46.
Multiple Intervenors further argue that selection of the frame unit with SCR
technology is also mandated by section 5.14.1.2 of the Services Tariff, which requires the
peaking unit to be one with the lowest fixed costs and highest variable costs. They argue
that this is because the fixed costs of the LMS100 are 70 percent higher than the fixed
costs of the frame unit with SCR in the Lower Hudson Valley and more than 60 percent
27

3-0 ,QWHUFRQQHFWLRQ //&, 117 FERC ¶ 61,331 (2006).
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higher than a frame unit with SCR in New York City. They contend that continued
reliance on LMS100 technology would result in artificially inflated ICAP demand curves
for the G-J Locality and NYC and impair their ability to provide appropriate price signals
regarding the need for, and value of, additional capacity within those regions.
47.
Multiple Intervenors explain that the Marsh Landing Station was constructed as a
result of California’s statutorily mandated long-term resource planning requirements,
which, although it is a very different resource planning paradigm than that of New York,
it does not undermine the significance of the Marsh Landing Station in demonstrating the
commercial viability of the frame unit with SCR technology. In response to the argument
that the risk of the Marsh Landing Station is less than that of a unit in New York,
Multiple Intervenors argue that the Marsh Landing Power Purchase Agreement has a
term of only 10 years, compared to the expected operational life of a generation facility,
which is likely 30 years or more, meaning the power purchase agreement offsets only a
limited portion of the risk that would otherwise be borne by the generator, NRG, had the
facility been constructed on purely a merchant basis. In conclusion, they assert that the
competitive procurement process through which the Marsh Landing Station was selected
further demonstrates its viability.
48.
The NYPSC argues that the use of an F class frame unit with SCR technology is
appropriate in light of strict environmental regulations in NYC and the G-J Locality. The
NYPSC contends that it is viable technology because the two technologies have been
successfully coupled to meet those strict standards, as demonstrated by the successful
operation of the Marsh Landing Station in California. The NYPSC also asserts that there
is precedent in selecting this technology as a proxy unit in PJM, citing to the fact that
PJM bases its demand curves on this same technology.
c.

Answers

49.
NYTOs argue that it is legally insufficient for the protestors to assert that their
preferred proxy unit is better or more appropriate than the one filed by NYISO. They
assert that the NYISO proposal is clearly within the zone of reasonableness outcomes and
the protestors have not met their burden to establish that the rates produced by NYISO’s
proxy units are unjust and unreasonable.
50.
Multiple Intervenors argue that given its demonstrated technical viability,
selection of the frame unit with SCR is mandated by section 5.14.1.2 of the NYISO
Services Tariff. The fixed costs of the LMS100 are more than 70 percent higher than the
fixed costs of the frame unit with SCR in the Lower Hudson Valley, and more than
60 percent higher than a frame unit with SCR located in New York City. They further
argue that continued reliance on the LMS100 technology would result in artificially
inflated ICAP demand curves for the G-J Locality and NYC capacity regions and
significantly impair the ability of such ICAP demand curves to provide appropriate price
signals regarding the need for, and the value of, additional capacity within such regions.
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51.
NYISO asserts that claims that Brattle/Licata did not have sufficient time to
prepare a reliable analysis are inaccurate and misleading. NYISO adds that, in contrast to
NERA/S&L, Brattle/Licata focused on a single issue and was able to build on the work of
NERA/S&L. According to NYISO, Brattle/Licata approached the exhaust temperature
issue as a primary question for their evaluation and also more closely investigated the
causes of the failed SCR applications in Kentucky and Puerto Rico with an effort to
determine if those failures were caused by inherent technical challenges for SCR
presented by the F class frame turbines and how SCR and catalyst may have subsequently
evolved to address these issues. NYISO asserts that the successful operation of the four
Marsh Landing units is relevant in this proceeding and there is ample data showing that
the units have been meeting their permit requirements going back to their initial startup.28
NYISO states that Marsh Landing complied with permit conditions, with NOx emissions
of 2 ppm demonstrated.29 With respect to ammonia slip data,30 NYISO states that the
data provided shows ammonia slip values well below the 10 ppm levels specified in the
Marsh Landing air permit.31
52.
NYISO responds to protestors’ assertion that the McClellan and McClure facilities
are not valid references for the viability of the F class frame with SCR and that neither is
an F class frame. NYISO asserts that both are clearly relevant to the engineering design
issues of operating high temperature SCR applications, including those with dual fuel
capability. Further, according to NYISO, Mr. Licata provides additional information
showing that there are multiple SCRs on frame units in the United States and Japan that
have operated for years above 900 degrees Fahrenheit.
53.
Further, the Supplemental Licata affidavit describes the numerous design flaws
and engineering failures that contributed to the problems at the Kentucky facility and
why it is reasonable to conclude that the various errors would not be repeated today.
28

NYISO specifies that this includes EPA data from the commercial operation of
the first unit in May 2013 through the end of September 2013 as well as compliance
testing data going back to January 2013. NYISO adds that although the facility did not
run frequently in the third quarter, there is nothing to suggest this is attributable to SCR
performance but rather to a lack of demand for the units’ output at the time.
29

The Supplemental Licata Affidavit cites a report submitted to the California Air
Pollution control Board’s Bay Area Air Quality Management District on June 6, 2013
(Compliance Report).
30

6HH IPPNY December 20, 2013 Protest at 16-17.

31

Supplemental Licata Aff. ¶ 36
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54.
NYISO also argues that economic viability is not necessarily the same as
widespread market acceptance but rather the term refers to technologies that can supply
capacity and energy to the market and that while S&L believes that the F class frame
should not be found to be viable until at least twelve months of operating data was
available, the Services Tariff imposes no such requirement. NYISO states that other
parties isolate individual factors that the Commission considered in its orders accepting
the LMS100, but, according to NYISO, there is, at a minimum, as much reason to
conclude that the F class frame with SCR is economically viable today as there was for
the LMS100 in 2007-2008.32 NYISO states that according to IPPNY consultant
Mr. Younger, NYISO should err on the side of selecting a proxy unit that is known with
certainty to be economically viable in order to avoid the alleged risks that the cost of
market suppression and out-of-market subsidies will be borne by consumers. NYISO
responds that the Services Tariff does not allow, and does not require, NYISO to mitigate
the risk of market suppression by a bias toward more expensive proxy units and higher
demand curves. Further, according to NYISO, Mr. Younger’s argument fails to
recognize the risks associated with selecting a proxy unit that reflects an unrealistically
high cost of new entry.33
55.
NYISO argues that its cost calculations for the F class frame with SCR were
accurate, well-supported, and consistent with calculations approved in prior ICAP
demand curve reset orders. It also argues that there is no need to include an additional
risk premium in the capital costs for the F class Frame with SCR because this is not a
“first-of-a-kind” technology.
56.
NYISO responds to the assertion by Indicated Suppliers that the Marsh Landing
units and other F class frames with SCR are unable to switch from firing natural gas to
firing ultra-low sulfur diesel within 45 seconds, a requirement established by
Consolidated Edison for all units interconnected in New York City. NYISO provides the
Licata affidavit, including an email from a Siemens engineer, attesting to the fact that the
Siemens turbine could meet the 45-second requirement.

32

NYISO January 9, 2014 Answer at 24.

33

NYISO states that ICAP demand curves that significantly exceed the actual cost
of new entry in a Locality could result in the construction of more capacity in that
Locality than actually require, and such an overbuild, would artificially increase the
excess capacity of any other Localities in which the Locality was nested and in the
NYCA as a whole.
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57.
We find that NYISO’s proposal to use the F class frame unit with SCR technology
peaking unit for developing the capital cost estimate for NYC, LI, and the G-J Locality is
reasonable. With regard to this choice, protestors first argue that the dual fuel
requirement in NYC and proposed for the G-J Locality undermines the viability of the
frame unit with SCR to serve as the proxy unit in these Localities. On the record before
us, NYISO states that there is no technical difference between the design of SCR
technology for burning both gas and oil for the LMS100 and a frame unit.34 NYISO’s
technical expert concludes that performance of the SCR burning Ultra Low Sulfur Diesel
(ULSD) can be expected to be equivalent or even better than its performance achieved
burning natural gas.35 It is true that the Marsh Landing units do not have dual fuel
capability. However, NYISO’s consultant points out that the designer of the SCR
technology for Marsh Landing stated that the SCR design “would not have to change if it
were to burn ULSD.”36 Therefore, we find that NYISO’s conclusion that an F class
frame unit with SCR will be able to comply with dual fuel requirements is a reasonable
one.
58.
Protestors including Entergy, EPSA, IPPNY, and Indicated Suppliers argue that
there is insufficient industry experience to conclude that the F class frame with SCR is a
viable technology. However, as stated by Multiple Intervenors and the NYPSC, through
September 2007, the Marsh Landing units nearly equaled the operation of the LMS100
unit that provided an adequate basis upon which the Commission concluded such
technology was viable in the 2008-2011 demand curve reset. NYISO and commenters
also cite the McClellan and McClure power plants, which are Frame units equipped with
SCR technology. These units provide more than 4,000 hours of additional operating
experience. McClellan and McClure power plants are not F class units and they are
smaller than the F class frame unit, but they are evidence of SCR technology working as
intended on a Frame unit. The Commission does not look for a minimum number of
hours in order to determine whether a technology is considered viable. In this case, there
is a difference of opinion as to whether the Marsh Landing Station provided enough
hours, and we find the record of evidence presented in support of the frame unit with
SCR is adequate in order to find that NYISO reasonably concluded that the F class frame
with SCR is a viable technology and able to serve as the proxy unit in NYC, LI, and the
G-J Locality.
34

Licata Affidavit at 11.

35

,G at 11-12.

36

,G
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59.
Protestors further argue that the examples of failed units are probative to
determine that the F class frame with SCR is not a viable technology. We disagree.
NYISO and their consultants distinguished these units from the technology in question in
this proceeding. The Brattle Report attributed the failed incidents to outdated technology
and poor engineering design and NYISO states that technology has advanced since those
failures and there is now evidence of successful high and mid-high temperature SCR
applications. We believe that NYISO sufficiently distinguished the failed units in Puerto
Rico and Kentucky, both of which occurred over 10 years ago,37 in order to reasonably
determine that these failed units did not have a bearing on whether an F class unit with
SCR would be able to successfully operate today.
60.
Protestors also argue that because the F class frame unit with SCR does not have
proposed units in the queue, it is not considered commercially accepted, and is therefore
not a viable option. We find that this argument is misplaced. The Commission stated in
the 2008 demand curve reset that the Services Tariff does not specify a definition of
“economic viability.”38 An economically viable technology must be physically able to
supply capacity to the market, but other than this requirement, the Commission stated that
economic viability determinations are a “matter of judgment.”39 NYISO states that it
believes that an F class frame unit with SCR could be “practically constructed” in
southeastern New York, and that it would supply both energy and capacity economically
into the market. NYISO also states that the F class frame unit with SCR satisfies the
five criteria that NERA/S&L uses to determine viability.40 While protestors argue that
37

The Cambalache Unit in Puerto Rico was fitted with SCR technology that failed
to operate as expected from 1999 to 2001. The failures were attributed to catalyst
poisoning arising from a grade of fuel oil which did not meet the manufacturers’
requirements. The Riverside Facility in Kentucky was fitted with SCR in 2001 and was
not successful. This failure was attributed to improper installation and engineering.
Brattle Report at 15-16.
38

1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 125 FERC ¶ 61,299, at P 20 (2008).

39

,G.

40

6HH Supplemental Chupka Affidavit at P 6 (citing NERA/S&L Report at 18).
The five criteria that NERA uses to determine viability are: (1) The technology can
comply with applicable Federal and New York State environmental requirements;
(2) The technology is commercially available, i.e., it is not in a pilot or demonstration
phase of development, and it has been successfully operated to generate electricity; and it
is replicable; (3) The technology is utility plant scale, i.e., it can be interconnected at
transmission rather than distribution voltages; (4) The technology is available to most
(continued…)

$

Docket No. ER14-500-000

- 22 -

“market acceptance” is material to the question of economic viability, we find that
NYISO’s method of judging economic viability is a reasonable one. NYISO provided
information sufficient to conclude that the F class frame unit with SCR can be practically
constructed in each Locality and is economically viable. We find that there is enough
information in the record to conclude that NYISO’s proposal to use the F class frame unit
with SCR as the proxy unit in NYC, LI, and the G-J Locality is a reasonable one.
3.

Selection of the F Class Frame Unit Without SCR for NYCA
a.

NYISO’s Proposal

61.
NYISO’s proxy plant recommendation for the NYCA is the F class frame with dry
low NOx combustion for NOx emissions control and a cap on operating hours. NYISO
asserts that the cap on annual operating hours prevents the facility from having to conduct
an analysis under the Clean Air Act and it could therefore be permitted in the NYCA
region while meeting all emissions requirements. NYISO adds that this has been the
proxy plant in the NYCA for multiple prior demand curve resets. The Board accepted the
NYISO staff recommendation.
b.

Comments and Protests

62.
The NY-SEA Group, IPPNY, and Indicated Suppliers protest the NYISO
proposal’s choice of proxy unit for the NYCA Locality. The NY-SEA Group, IPPNY,
and Indicated Suppliers assert that developers would not be willing to develop an F class
frame unit without SCR in the NYCA Locality due to environmental permitting and
commercial risks and, as a result, the proposed proxy unit for the NYCA Locality cannot
be considered “economically viable” and cannot be constructed.
63.
Specifically, the NY-SEA Group and IPPNY argue that the F class frame unit
without SCR cannot be accepted by the Siting Board under New York State’s Article 10
permitting process that requires a cumulative air quality impact analysis to determine
compliance with the 1-hour NO2 National Ambient Air Quality Standards, as well as
Article 10’s Environmental Justice requirements.41 The NY-SEA Group notes that power
developers, i.e., there are no commercial terms restricting the ability of a developer to
acquire or license the technology and fuel for the technology is not restricted or limited in
availability; and (5) The technology is dispatchable by the NYISO to meet the daily or
peak load demands. It has peaking or cycling characteristics and is capable of cycling off
during off-peak hours on a daily basis. The technology can be started and achieve
minimum load within an hour.
41

NY-SEA Group December 20, 2013 Protest at 16.

$

Docket No. ER14-500-000

- 23 -

plants without SCR technology have not been permitted in New York State since 1993
and thus, claims that permitting of a generator in the NYCA Locality without an SCR to
minimize NOx emissions is “improbable, if not impossible.”42 The NY-SEA Group
argues that requirements such as these add risk for developers by introducing permitting
timing issues and as well as affecting the economic viability of the project.
64.
Further, the NY-SEA Group asserts that the proposed proxy unit for the NYCA
Locality is not likely to comply with the applicable Greenhouse Gas Best Available
Control Technology (BACT) determination requirements under the Federal Clean Air
Act.43 The NY-SEA Group contends that NYISO would have to limit operation of the
proposed proxy unit further from 950 hours/year to roughly 781 hours/year in order to
stay below the major source threshold for greenhouse gases and avoid triggering a BACT
analysis.44 The NY-SEA Group states that this further limitation would also reduce the
proposed unit’s capacity factor by 2 percentage points, as well as bring about other
economic and financing obstacles.
65.
The NY-SEA Group also asserts that NYISO has failed to consider potential
upcoming state and federal regulations which have a direct impact on the economic
viability of a new unit within a 20-year investment cycle.45 As an example, the NY-SEA
Group states that the U.S. Environmental Protection Agency is currently considering
amending certain ozone regulations which could result in more stringent state Reasonably
Available Control Technology requirements and in turn, existing combustion units would
require uneconomic retrofits to lower emissions. The NY-SEA Group states that risks
associated with possible retrofits, and other emission controls in the near future will
create issues for a developer seeking financing and demonstrate that the proposed proxy
unit for the NYCA Locality cannot be considered an economically viable unit.46
66.
To the extent the Commission does not direct NYISO to select a proxy unit with
an unlimited run time, the NY-SEA Group requests that the Commission require NYISO
to select a proxy unit that can at least qualify as an Energy Limited Resource in
accordance with the Services Tariff. The NY-SEA Group states that the Services Tariff
42

,G.

43

,G. at 19.

44

,G. at 20.

45

,G. at 21-22.

46

,G. at 22.
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requires that an Energy Limited Resource must be able to operate for at least four
consecutive hours each day of the year or at least 1,460 hours/year.47 The NY-SEA
contends that a selected proxy unit must be capable of operating enough hours to qualify,
at a minimum, as an Energy Limited Resource.
67.
The NY-SEA Group requests that the Commission reject the F class frame without
SCR for the NYCA Locality and instead approve NERA/S&L’s recommendation of the
LMS100 unit with SCR as the proxy unit.48 In the alternative, the NY-SEA Group
requests that the Commission set these issues for a full evidentiary hearing. Also in the
alternative, the NY-SEA Group requests that the F class frame unit with SCR be utilized
in the NYCA Locality.49
68.
Multiple Intervenors and the NYPSC support the proposal to use an F class frame
unit without SCR in NYCA. The NYPSC asserts that this is the most economically
viable technology for this region. Multiple Intervenors assert that the only substantive
difference between the last reset and the present one is the level of emissions limitations,
i.e., the implications of the 40 tons/year of carbon dioxide or CO2 emissions limitation,
which was not in effect during the last reset process.50 They argue that even with this
change, consultant’s modeling indicates that the average annual economic dispatch of
the unit would be minimally impacted (with dispatch ranging from 982 hours to
1025 hours),51 which demonstrates the continued viability of the non-SCR proxy unit for
purposes of the present reset. They argue that, given all of this information, the frame
unit without SCR is clearly a viable technology and, as required by the NYISO tariff, is
clearly the technology that results in the lowest fixed costs and highest variable costs: the
LMS100’s fixed costs are nearly double the fixed costs of the frame unit without SCR.52

47

NY-SEA Group December 20, 2013 Protest at 26.

48

,G. at 28.

49

,G.

50

Change from 100 tons/year of NOx to 40 tons/ year. Multiple Intervenors
December 20, 2013 Protest at 19-20.
51

NYISO Staff Recommendation at 14.

52

NYISO Staff Recommendation at 18.
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69.
NYTOs argue that the protesting suppliers have failed to provide any actual
evidence that the F class frame unit without SCR is not a viable choice for the NYCA.
They further argue that protestors rely on an unproven and speculative assertion that a
frame unit without SCR could not be permitted in New York or, even if it were permitted,
would not be built due to concerns that future regulatory changes would require
modifications that would effectively shut the units down. NYTOs assert that these
arguments ignore the due diligence performed by NYISO regarding environmental
standards and that speculation about future regulations is inappropriate.
70.
Multiple Intervenors argue that capacity suppliers make purely speculative claims
as to the manner in which Article 10 theoretically could impact the siting of such a
facility in New York, while flatly acknowledging that: (a) no fossil fuel-fired facility,
such as the frame unit without SCR, has ever been reviewed under the recently-enacted
provisions of Article 10; and (b) no party can accurately predict how the provisions of
Article 10 are likely to be applied in practice given the absence of any precedent. They
also argue that consideration of the annual operating cap placed on the frame unit
demonstrates that it is likely to result in lower CO2e (a unit of measurement of
greenhouse gases) emissions than the LMS100, thereby invalidating any claims that the
LMS100 would be required by BACT due to its higher efficiency.
71.
NYISO responds that protestors fail to show that the F Class Frame without SCR
would be unable to comply with currently applicable environmental regulations. NYISO
states that accepting a federally enforceable annual operating limit ensures that the
emission of NOx will be below the applicable regulatory significance levels and allows
the “major source” to avoid the installation of state-of-the–art emission control
technology. NYISO states that it confirmed with the Division of Air Resources of the
New York State Department of Environmental conservation that this would be a
legitimate permitting approach. NYISO states that it also analyzed the compliance of the
F class frame without SCR with New York’s CO2 performance standards for major
electric generating facilities and confirmed that it would comply.53
72.
NYISO states that the possibility that potential future environmental regulation
might impact the long-term operational viability of the unit does not suffice to rebut
NYISO’s conclusion based on known facts that the F class frame without SCR will be
viable through the three-year ICAP demand curve reset period. NYISO adds that for this
53

NYISO states that it confirmed that the permitting of the F class frame without
SCR would not be obstructed by a BACT determination because there is no
commercially available post-combustion control technology for CO2.
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and previous ICAP demand curve reset studies, environmental control assumptions for
the proxy unit have been based on the regulations currently in force, as it is impossible to
know what regulatory requirements will be in the future and what controls might be
needed to meet them.54 NYISO also rejects the argument that Article 10 of the New
York Public Service Law would be an insurmountable hurdle for the F class frame
without SCR because, according to NYISO, is based on speculation and a misreading of
Article 10. NYISO also states that the NY-SEA Groups argument that the proxy unit
could not comply with the one-hour NO2 standard when modeled with nearby facilities is
speculative as these units are more readily able to demonstrate compliance with the onehour NO2 standard during start-up than units with higher combustion NOx emissions that
rely on SCR systems for additional NOx control.
73.
NYISO further states that the NY-SEA Group’s concern that the F class frame
without SCR may not be an eligible “Energy Limited Resource” is misplaced. First,
according to NYISO, the Services Tariff does not require Energy Limited Resource status
for the proxy unit or for a unit to sell capacity in the NYISO market. Second, the limit on
the proxy unit’s operating hours is not significantly less than the average annual expected
estimated dispatch hours for this type of unit,55 which indicates the unit would not need to
participate in NYISO’s energy markets as an Energy Limited Resource in order to
comply with its operating limits.
d.

Commission Determination

74.
We are not persuaded by NY-SEA’s, IPPNY’s, or the Indicated Suppliers’
arguments that the frame unit without SCR is not economically viable because of
potential future emissions regulations. While there is always a risk that regulations will
change in the future, we cannot base the finding of viability on speculation that the EPA
or New York State regulators will act at some point in the future. A demand curve reset
process takes place every three years so that changed circumstances, such as new
regulations can be taken into account. A future reset process would be a more
appropriate forum to consider any future developments.

54

NYISO January 9, 2014 Answer at 30.

55

NYISO states that the average annual expected estimated dispatch hours for a
peaking unit ranges from 982 to 1025 hours. The average consists of units with annual
operations that are well under this level as well as units with operations well in excess of
1075 hours per year. The proxy unit’s annual operating limitation is 950 hours. NYISO
Answer at 34 (FLWLQJ NYISO November 29, 2013 Filing, Attachment IV at 14).

$

Docket No. ER14-500-000

- 27 -

75.
With regard to whether the frame unit without SCR can meet emissions
requirements and satisfies the Services Tariff requirement of being the lowest fixed cost,
highest variable cost unit that is economically viable, we find that it does. The NY-SEA
Group argues that the F class frame unit without SCR will not be able to comply with the
BACT emission rates required under the Clean Air Act’s New Source Review
requirements. NYISO states that accepting a federally enforceable annual operating limit
ensures that the emissions of NOx will be below the applicable regulatory significant
levels (i.e. 40 tons per year) and allows the “Major Source” to avoid the installation of
state-of-the-art emission control technology necessary to meet BACT/LAER emission
rates typically required under the Clean Air Act’s New Source Review preconstruction
permitting requirements. We agree. IPPNY and the NY-SEA Group also argue that
Article 10 of the New York Public Service Law would preclude the development and
siting of the F class frame unit without SCR. NYISO states that this is a new law so the
manner in which it would apply to the F class frame unit without SCR is purely
speculative at this point. However, as NYISO states, Article 10 requires that, if the
facility is likely to result in “any significant and adverse disproportionate environmental
impact,” the developer must identify specific measures it will take to avoid that impact.
NYISO states that the F class frame unit without SCR was designed to comply with such
regulations. We are persuaded by the argument and believe that with the cap on
operating hours, NYISO has reasonably chosen a proxy unit that best fits the
requirements of a peaking unit while taking into account all current environmental
regulations.
76.
Therefore, NYISO’s determination that the frame unit without SCR is
economically viable for use as the proxy unit in NYCA is reasonable. NY-SEA also
argues that the frame unit without SCR cannot be chosen as the proxy unit because it
does not qualify as an Energy Limited Resource. We find that this argument is irrelevant
as to the question of what the proxy unit technology should be because there is no such
requirement in the Services Tariff.
77.
While there are obvious differences of opinion as to what the appropriate proxy
unit technology should be for NYCA, there is enough information in the record from
NYISO and NERA/S&L for the Commission to conclude that NYISO acted reasonably
in proposing an F class frame unit without SCR as the proxy unit in NYCA.
B.

Need for Dual Fuel Capability in the G-J Locality
1.

NYISO’s Proposal

78.
NYISO states that in the prior ICAP demand curve reset it was assumed that only
the NYC peaking plant would require dual fuel capability. In the current reset,
NERA/S&L determined that dual fuel capability was also required for the G-J Locality.
The NYISO Staff Report agreed with this conclusion and the Board accepted the NYISO
Staff Report’s recommendation.
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Comments and Protests

79.
Multiple Intervenors, NYTOs, and the NYPSC argue that the Commission should
reject the proposed dual fuel requirement assumption for the proxy unit for the G-J
Locality. They assert that NYISO disregards the fact that a generation facility’s direct
connection to a natural gas pipeline, thereby bypassing the local distribution system,
would render any such dual fuel capability unnecessary. Moreover, they observe the
generation projects proposed in the NYISO interconnection queue to be added to the
Lower Hudson Valley clearly demonstrate that a new natural gas fired facility would be
highly unlikely to connect directly to the local distribution system and, instead, would
connect directly to a pipeline. The NYPSC cites, for example, the prospective Cricket
Valley Energy Project that is seeking to locate in the G-J Locality as a gas-only unit
connected directly to the interstate pipeline. Further, NYTOs assert that neither NYISO’s
interconnection requirements nor its capacity market rules require generators to have dual
fuel capability, and there is currently no pending proposal to create such a requirement.
80.
Multiple Intervenors further argue that small peaking facilities, in contrast to
larger combined-cycle baseload units, would expect to operate on a fairly limited basis
and are not heavily reliant on energy and ancillary services revenues to justify their
economic viability. In fact, they argue, the analysis demonstrates that the expected
annual energy and ancillary services revenue offset for a peaking unit in the Lower
Hudson Valley is approximately 50 percent less than the expected offset for a combinedcycle facility in the region. Therefore, they assert, a peaking unit does not possess the
same incentive to electively implement dual fuel capability and would be unlikely to do
so for economic reasons.
81.
In contrast, IPPNY asserts that the consultants and NYISO staff properly
concluded that the proxy unit for the G-J Locality must be equipped with dual fuel
capability. IPPNY states that both Con Edison’s and National Grid’s gas tariffs require
dual fuel capability to qualify for transportation service. IPPNY asserts that NYISO’s
approach is reasonable in that new generators in the G-J Locality will install dual fuel
capability rather than pay extraordinary rates to secure firm interstate pipeline capacity.
IPPNY also argues that as reliance on natural gas as the predominant fuel for generators
continues to grow, the proxy unit must include dual fuel capability to be viable. IPPNY
also believes that NYISO was correct to require dual fuel capability because the G-J
Locality is a highly constrained part of the state with growing concerns about the
adequacy of electric system and gas system coordination and the electric system’s
flexibility to address gas shortages. Entergy also notes its support of the NYISO
determination that the proxy unit for the G-J Locality be equipped with dual fuel
capability.
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82.
NYISO states that proxy units in the NYC, LI, and G-J Locality would be subject
to the dual fuel capability requirement as a contingency in the event of a system loss of
gas supply if the operators purchase gas pursuant to a tariff or a local distribution
company. NYISO adds that the Commission should accept NYISO’s dual fuel
assumption in order to expand the options for the economical siting of the proxy unit
because without this capability, the unit could not be on the network of a local
distribution company and would have to seek a site within a reasonable distance from an
interstate pipeline, obtain firm pipeline capacity from that pipeline, and construct a lateral
pipeline to connect to the interstate pipeline at a cost of $2-3 million a mile. Further,
according to NYISO, natural gas peaking contracts are not a viable option for the proxy
units because these types of contracts have limited availability, are typically not available
to units the size of the proxy unit, and often include a provision that requires the
purchaser to re-supply the gas purchased on this basis, often within a short period of time.
3.

Commission Determination

83.
We find that the NERA/S&L determination and NYISO’s proposal to assume dual
fuel capability in NYC, LI, and the G-J Locality is a reasonable one. NERA stated that
while new entrants locating outside NYC and LI have the option of connecting directly to
interstate gas pipelines, recently installed and proposed gas-fired generating units in and
around NYC have opted for and announced they will both directly interconnect to the
interstate pipeline and install dual fuel capability.56 While NYTOs, NYPSC, and
Multiple Intervenors argue that it is unreasonable to assume that a generator constructed
in the G-J Locality would interconnect to the local distribution system, NYISO and their
Consultant believe otherwise. They assert that, because obtaining new firm gas
transportation would be expected to be expensive, for a peaker, LH, a unit without a high
capacity factor, a new peaking unit would realistically choose dual fuel capability over
primary firm pipeline capacity. We agree. If a proxy unit did not have dual fuel
capability, it could not be sited in the network of a local distribution company. The unit
would then have to find a site that was close enough to an interstate pipeline and pay fees
to obtain firm capacity and to build pipeline in order to connect. NYISO states that these
costs could be prohibitively expensive and that the incremental costs of dual fuel
capability would be more economical than the estimated cost of interconnecting to an
interstate pipeline.57 For these reasons, and the fact that reliance on natural gas as the
56

NERA/S&L Report at p. 42, fn. 39.

57

NYISO Answer at 36.
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predominant fuel for generators continues to grow, we find that NYISO’s assumption of
dual fuel capability is a reasonable one.
C.

New York City Property Tax Abatement
1.

NYISO’s Proposal

84.
NYISO states that the New York State Legislature enacted legislation in May
2011 that provided property tax abatements of 100 percent of the abatement base for the
first 15 years to some electrical generating facilities located in NYC that are either
peaking units, as defined by the NYISO tariffs, or units certificated before April 1, 2015
that average no more than 18 run hours per start annually. NYISO states that
NERA/S&L indicated that the F class frame unit with SCR meets the hourly run time
start criteria for tax abatement and that it is reasonable to assume that a peaking unit in
NYC that is completed for operation during the period covered by this demand curve
reset would have received its construction permit prior to April 1, 2015. Therefore,
NYISO agreed with NERA/S&L’s conclusion that the effect of the tax abatement should
be accounted for in the determination of the Net CONE for the proxy unit in NYC. The
Board accepted the NYISO Staff Report’s recommendation.
2.

Comments and Protests

85.
Indicated Suppliers argue that the proposed ICAP demand curves for NYC are
improperly based on the assumption that the existing property tax abatement for electric
generating facilities in NYC will continue through the entirety of the current reset period,
i.e., through April 30, 2017. Indicated Suppliers argue that assuming the New York
Legislature will extend the existing property tax abatement is at odds with the 2011
demand curve reset order,58 where the Commission ordered NYISO to exclude tax
abatement from its calculation of NYC Net CONE because the law at that time meant
that tax abatement was “discretionary” and “not a matter of right.”59 Indicated Suppliers
argue that because the availability of property tax abatement and the extension of the
existing program will be entirely at the discretion of the New York legislature, the
Commission must ensure that the ICAP demand curves adopted in this proceeding reflect
existing law, not speculation about what the New York legislature may or may not do in
the future.
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86.
Conversely, Multiple Intervenors and the NYPSC argue that the Commission
should adopt the proposed treatment for the New York City tax abatement. They assert
that because the proxy unit is assumed to operate during the entirety of the three year
period encompassed by the current reset process, and it typically takes two years for new
generation facilities to be constructed, to be operational as of May 1, 2014 (the beginning
of the 3-year demand curve reset period), the proxy unit would have to obtain a building
permit by the April 1, 2015 deadline, and therefore, it would be eligible for the 15-year
tax abatement.
87.
Multiple Intervenors along with the NYPSC also anticipate that the abatement will
be extended in the near future. Multiple Intervenors explain that a measure to extend the
current expiration was approved by the New York Legislature earlier this year, but was
vetoed by Governor Cuomo because the bill expanded the current tax abatement instead
of merely extending it. They state that Governor Cuomo indicated that he would sign a
bill that extended the programs without the expansion provisions.
a.

Answers

88.
Multiple Intervenors assert that regardless of whether the current abatement is
eventually extended, the proxy unit for the NYC ICAP demand curve would qualify to
receive the as-of-right tax abatement so long as it obtains a building permit prior to
April 1, 2015 or in the event that a building permit were not required, commences
construction prior to April 1, 2015. By definition, one of those preconditions would have
to occur in this case, thereby ensuring the eligibility of the NYC ICAP demand curve
proxy unit for the tax abatement.
89.
NYISO argues the inclusion of the assumption of NYC property tax abatement is
reasonable because it is very likely that the abatement will be legislatively extended, and
even if the abatement program is not extended, a unit that has been completed and is in
commercial operation during the period in which the ICAP demand curves will be in
effect would have necessarily received its permit in time to qualify for the existing
abatement.
3.

Commission Determination

90.
We find that NYISO was reasonable in concluding that the property tax abatement
should be assumed in developing the proxy unit Net CONE in NYC. We find it
reasonable to conclude that a generator operating during the three year period
encompassed by the current reset process (May 1, 2014 through April 30, 2017) would
have to obtain a building permit well before the April 1, 2015 deadline in order to be
operational by the start of the 3-year demand curve reset period, i.e., May 1, 2014.
91.
The issue of whether the tax abatement is extended is irrelevant to the applicability
of the abatement to this proceeding because the proxy unit for the NYC ICAP demand
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curve would have to had obtained a building permit prior to the April 1, 2015 deadline of
the existing statute in order to be constructed and in service for the 3-year demand curve
reset that begins May 1, 2014. Therefore, the proxy unit qualifies for the abatement
regardless of whether such abatement is ultimately extended.
D.

Payments in Lieu of Taxes
1.

NYISO’s Proposal

92.
NYISO states that NERA/S&L recommended a uniform property tax rate in all
regions of the state other than NYC of 0.75 percent. This rate, NYISO explains, takes
into account the many projects in other jurisdictions that have been able to negotiate
agreements on payments in lieu of taxes (PILOT) at rates substantially lower than the
originally recommended rate of 2 percent. NYISO agreed with the recommendation and
the Board accepted the NYISO Staff Report’s recommendation.
2.

Comments and Protests

93.
IPPNY argues that NYISO erred in modeling the levelized carrying charge with
the assumption that the agreed upon tax level will continue for the entire life of an asset.
IPPNY asserts that agreements on payments in lieu of taxes typically last for 15 or
20 years at which point the facility goes on the general tax rolls. IPPNY contends that
NYISO’s error results in understating the levelized fixed charges for anything beyond the
normal 15 to 20 year agreement. IPPNY urges the Commission to require NYISO to
correct this error.
3.

Commission Determination

94.
We accept NYISO’s proposal to use a uniform tax rate of 0.75 percent in all
regions of the state except NYC. We reject IPPNY’s argument that NYISO’s consultants
erred in assuming a 0.75 percent level of taxes over the life of the plant in their model for
levelized carrying charges. NERA/S&L found that four projects were able to negotiate
PILOT agreements at rates substantially below rates paid in other parts of the state.
Three of these projects had escalating tax rates over twenty years. NYISO states that the
consultants used a rate that was a balance between the reduced rates that some tax
jurisdictions used and the full tax rates from others.60 The 0.75 percent rate that the
consultants arrived at was not an average tax rate, but rather a rate that the consultants
determined in order to accurately represent the fact that some generating facilities have
reduced tax rates with the localities, while others do not. NYISO states that the property
60
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tax rate of 0.75 percent does, in fact, take into account the fact that property taxes will
increase after the PILOT Agreements end contrary to IPPNY’s assertion. While IPPNY
may have estimated a different rate than the one proposed by NYISO, it has not shown
that NYISO’s or NERA/S&L’s assumptions were unreasonable. We find that NYISO’s
proposal is a reasonable means of using a uniform tax rate while accurately representing
available data from all jurisdictions in the state.
E.

Development of Levelized Carrying Charges

95.
Regarding the levelized carrying charge rate used in developing the levelized Net
CONE, NYISO explains that NERA/S&L determined that the rate should be developed
using the same methodology used for the previous demand curve reset study, with the
exception that the NYC property tax abatement is more appropriately treated as a
levelized carrying charge than as a fixed operations and maintenance cost because the tax
varies over the plant’s useful life (i.e., variable cost).
1.

Return on Equity (ROE)
a.

NYISO’s Proposal

96.
NYISO proposes a 50/50 ratio of debt to total capital, a 7.0 percent interest rate on
debt, and a 12.5 percent ROE in determining the 9.75 percent weighted average cost of
capital. NYISO’s proposed ROE was calculated using the Capital Asset Pricing Model
(CAPM) (Pricing Model), which, based upon the consultants’ original inputs, yielded an
average expected ROE of 11.29 percent.61 Then a 1.21 percent calibration adjustment
was added based on the consultants’ conclusion that the result yielded by the Pricing
Model analysis appeared too low relative to allowed regulated rates of return.
Additionally, the consultants noted the potential for the Federal Reserve quantitative
easing program to change the historical relationship between government debt costs and
market equity costs in a way that may distort the Pricing Model results. Accordingly, the
consultants recommended, and NYISO concurred, that a calibration adjustment was
necessary to increase the original Pricing Model results.
97.
The NYISO Staff Report determined that the cost of capital parameters provided a
reasonable balance between what the Pricing Model yields and what other regulated

61

NERA/S&L Report at pp. 83-88. NYISO estimated this 11.29 percent ROE
using a risk-free rate of 3.68 percent (based upon 30-year U.S. Treasury bonds), an equity
risk premium of 6.62 percent (based upon historical returns from 1926-2011), and an
equity beta of 1.15 (based upon the publicly-traded stocks of merchant generators).
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utilities have been allowed and therefore agreed with NERA/S&L’s recommendations.
The NYISO Board accepted this conclusion.
98.
The consultants calculated the calibration adjustment by applying the Pricing
Model to a sample of regulated utilities and comparing their expected returns under the
Pricing Model to the returns actually allowed by regulators. The consultants determined
that the Pricing Model yielded an average expected ROE of 7.72 percent for regulated
utilities overall and 7.65 percent for New York utilities, while the allowed ROEs for
regulated utilities overall are between 9.5 and 10.0 percent and in New York State are
slightly below average at 9.3 percent. The consultants applied the calibration adjustment
to increase the Pricing Model return to reflect the difference between the observed
Pricing Model returns and the lower-end regulated ROE of about 9.0 percent.62
99.
NYISO further contends that the equity market premium can deviate from its longterm average, which is likely why the Pricing Model yields ROEs for regulated entities
lower than the prevailing ROEs allowed by regulators. As evidence for this deviation,
NYISO cites the fact that quantitative easing is keeping long-term government bond
yields low, but does not similarly reduce equity costs, meaning the equity market risk
premium input used in the Pricing Model will be understated when it is based on the
long-term historic average. This bias, NYISO asserts, must be corrected for by utilizing
the 1.21 percent calibration adjustment to the Pricing Model results.
100. NYISO contends the calibration adjustment is not a change to NYISO’s ROE
calculation, but is instead an additional step necessary to conform Pricing Model results
to data observed from current financial market conditions.
b.

Comments and Protests

101. Multiple Intervenors assert that the Commission should direct NYISO to reduce
the ROE input to the 11.29 percent actually calculated by the consultants’ original
conclusions. The NYPSC asserts that the ROE should be set no higher than 11.3 percent.
In support, protestors assert that the ROE calculated by the Pricing Model adequately
accounted for the financial risk associated with investment given current market
conditions. Therefore, Multiple Intervenors and the NYPSC contend, the calibration
adjustment amounts to a duplicative accounting of that risk.
102. Multiple Intervenors further assert that NYISO’s proposed ROE value is a
significant departure from ROE values recently approved for New York utilities by the
NYPSC. Multiple Intervenors note that ROE values approved by the NYPSC and/or
62
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recommended by NYPSC staff for adoption in currently active rate proceedings range
from 8.7 to 9.4 percent. Multiple Intervenors further note that the 11.29 percent ROE
initially calculated by the Pricing Model was 219 basis points above the 9.1 percent
average approved/recommended ROE for regulated utilities in New York. Moreover, the
NYPSC argues, the calibration adjustment would add over 100 basis points to the Pricing
Model’s calculation.
103. The NY-SEA Group argues that NYISO’s financing assumptions and the
12.5 percent ROE are impractical in determining the economic viability of the proposed
proxy units and will give rise to inefficient capacity price signals needed for new
development and thus, the reliability of the system. Similarly, Indicated Suppliers
contend that the weighted average cost of capital estimates did not account for the risk
premium that would be required because the F class frame unit with SCR is a
comparatively new technology when compared to the LMS 100 technology. Moreover,
Indicated Suppliers argue that the risks associated with this newer technology bring into
question whether financing could be secured at a cost that would make the project
economically viable.
c.

Answers

104. NYISO states that the protestors incorrectly conclude that the 1.21 percent
increase was an arbitrary and unjustified adder. NYISO asserts that the addition of
1.21 percent was not to account for risk but, rather, was an adjustment that calibrates the
ROE that resulted from the Pricing Model analysis to the regulated ROE, which is much
higher. NYISO states that its calibration adjustment is conservative and a higher
adjustment could easily be justified, as the regulated ROE in New York is among the
lowest in the country.
d.

Commission Determination

105. We find that NYISO’s proposed ROE value of 12.5 percent is adequately
supported by substantial evidence. NYISO argues that unique current conditions in
financial markets created a downward bias in the CAPM results, necessitating a
calibration adjustment of 1.21 percent to the calculated return on equity of 11.29 percent.
Specifically, NYISO argues that the result yielded by the CAPM analysis “appeared
potentially too low relative to regulated rates of return and as the CAPM is subject to bias
at times during the interest rate cycle” because of the potential impact on the historic
relationship between the market returns for government debt and common equities.63
Given the recent trends of near-historic low yields for long-term U.S. Treasury bond
63
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rates, the CAPM’s input for the “risk-free” rate, we find that it is a reasonable assumption
that the current equity risk premium (which is added to the risk-free rate to calculate the
cost of equity data point that determines the slope of the CAPM curve) exceeds the
86-year historical average used as the consultants’ CAPM input. The current low
treasury bond rate environment creates a need to adjust the CAPM results, consistent with
the financial theory that the equity risk premium exceeds the long-term average when
long-term U.S. Treasury bond rates are lower than average, and vice-versa. Further, we
disagree with the protestors who assert that the calibration adjustment amounts to a
duplicative accounting of the risks associated with merchant generation, because the
adjustment is tied to how the unique current conditions may distort the results derived
from CAPM generally. Contrary to protestors’ assertions, NYISO does not argue that the
risks of merchant generators, as measured by the beta input, are understated. Instead,
NYISO suggests that due to the abnormally low interest rate environment, the CAPM line
itself should be redrawn at a higher level and with a steeper slope by raising the equity
risk premium input. However, we do not agree that the higher ROE argued for by some
generators due to the changed reference unit technology is consistent with the application
of the CAPM model.
2.

Amortization Period
a.

NYISO’s Proposal

106. NYISO states that NERA/S&L revisited the methodology used in previous ICAP
demand curve resets, in that it did not strictly assume a fixed amortization period.
Specifically, NYISO states that its methodology considers the risk of excess capacity, the
slope of the ICAP demand curves and the slope of the energy and ancillary service
revenue function. NYISO asserts that a primary benefit of this methodology is that it
automatically adjusts the reference price to reflect the slope of the demand curve and
therefore can account for revenue volatility associated with alternate slopes.64
Accordingly, NERA/S&L recommended an economic analysis period of 25 years for the
LMS100 unit and of 20 years for the F class frame, a reduction from the periods used in
the two previous demand curve resets, which were 30 years. NYISO states that the
shortened time period accounts for numerous risks.65
64

NYISO November 27, 2013 Filing at 24 (citing Meehan Aff. ¶ 14).
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NERA Report at 83. NERA/S&L note that the results produced using the
recommended shape and slope of the Demand Curves show implied amortization periods
of 17.5 years in NYCA and LI, 18.5 years in the G-J Locality, and 14.5 years in NYC.
The 25 and 20 year economic analysis period imply these amortization periods used to
establish reference prices. For example, were the zero crossing point closer to the origin,
(continued…)
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107. First, NYISO states NERA/S&L identified the possibility of technological change,
embodied by the recommended change of peaking unit technology, which could result in
lower than expected revenue. Such abrupt changes in technology are not accounted for in
the 0.25 percent per year adjustment in the current ICAP demand curve model. NYISO
notes the technological change from the higher cost LM 6000 to the LMS100 resulting
from the 2008 demand curve reset process, as evidence of such an abrupt technology
change.66 NYISO asserts that in the face of such technology changes, investors will want
to analyze a recovery period or economic life that is shorter than the physical life of the
plant to allow for the potential reduced revenue from competing against new technology.
108. Second, NYISO states that the shortened economic analysis period reflects the
possibility of increased environmental regulations. NYISO specifically notes potential
for carbon regulations that will apply to what are now new units and will more heavily
impact higher heat rate alternatives. NYISO states that this is a consideration in using a
shorter, 20-year economic analysis period for the less efficient frame units than the more
efficient aeroderivative and combined-cycle units.
109. Third, NYISO states that the demand curve revenue model reflects only a limited
set of uncertainties, or deviation from forecast conditions. NYISO further states that the
F class frame technology is a less efficient and higher emitting technology than the
aeroderivative or combined-cycle units, which increases the risk that generator
performance will not be as modeled, and that therefore a shorter amortization period of
20 years is necessary to attract investment. Lastly, NYISO notes that PJM has used an
economic analysis period of 20 years for purposes analogous to those cited by NYISO in
its own capacity market design.67
b.

Comments and Protests

110. Multiple Intervenors contend that NYISO and NERA/S&L provide little
justification for reducing the 30-year amortization period approved in previous demand
curve reset processes. Multiple Intervenors allege that NERA/S&L have articulated only
two possible justifications for the proposed 10-year reduction. First, Multiple Intervenors
point to NERA/S&L’s vague reference to the need to address the risk of merchant
generation investment through a reduced amortization period. Multiple Intervenors
the amortization periods would decrease, raising the reference price to reflect added
merchant risk.
66
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contend that this risk is already addressed by the “risk premium” achieved by the
NERA/S&L’s proposed ROE value that exceeds 300 basis points.
111. Multiple Intervenors next point to NERA/S&L’s assertion that the level of excess
capacity assumed in the demand curve presents an additional risk that the amortization
period should reflect. Multiple Intervenors and the NYTOs argue that the level of excess
capacity is prescribed by the Services Tariff, meaning NYISO’s proposal to adopt the
NERA/S&L methodology is a tariff violation because NYISO appears to be revising the
Services Tariff by adjusting the amortization period. Multiple Intervenors further argue
that in the last demand curve reset, NYISO revised section 5.14.1.2 of the Services Tariff
to prescribe the level of excess capacity assumption to be used consistently throughout
the development of the demand curves going forward. The Commission approved those
revisions, and specifically noted that NYISO’s proposal “reduced uncertainty and added
clarity to the triennial demand curve reset process.”68 Moreover, Multiple Intervenors
assert that the Commission observed that NYISO’s excess capacity revisions established
that the proxy unit would be used as the basis for the excess capacity levels consistently
throughout the analyses used to develop the demand curves.69 Multiple Intervenors
contend the Commission’s findings dictate that, absent a proposed change to the Services
Tariff and subsequent Commission approval, the Commission should reject NYISO’s
proposal to significantly reduce the assumed amortization period for each demand curve.
112. The NYTOs allege that the technological progress assumptions made by
NERA/S&L, which the NERA/S&L now cite as a basis for reducing the amortization
period, are identical to those in the last demand curve reset process, during which no
reduction to the amortization period occurred. The NYTOs further argue that NERA’s
own model indicates that each of the plants evaluated will remain economic beyond the
20-year life cycle, and further that simple cycle units older than 40 years are common in
New York City. Beyond that, the NYTOs allege, NYISO’s proposal ignores the fact that
market participants are willing to pay significant amounts for generators that are more
than 20 to 25 years old, demonstrating the unreasonableness of assuming that the energy
or capacity revenues realized more than 20 or 25 years after a generator enters service
have little value. Therefore, the NYTOs contend, it is unreasonable to assume, as
NYISO’s proposal does, that a developer could not finance the significant residual value
of a plant beyond 20 years.
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113. If NYISO elects to retain its 20-year amortization period assumption, the NYTOs
argue, it should revise the residual value assumption for the proxy units to reflect that a
20-to-25-year old generator is more valuable than a 30-year old generator. The NYTOs
contend that NYISO’s proposal does not properly recognize the additional revenues the
proxy unit will achieve over the remainder of its useful life, as demonstrated by the recent
announcement that US Power Generating Company will be acquired by Tenaska Capital
Management, implying a value of $475/kW for US Power Generating Company’s
generation. The NYTOs lastly contend that they estimate NYISO’s proposed reduction
of the amortization period could increase capacity costs by as much as $500 million over
the three-year period.
114. The NYPSC argues that NYISO’s proposed reduction to the amortization period
from 30 to 20 years is unsupported and inconsistent with the operational experience of
actual generators in New York State. The NYPSC specifically notes the operational
experience of the Siemens SGT6-5000F fleet leader, which has over 104,000 hours of
operation. Even with a 40 percent capacity factor, the NYPSC contends, the Siemens
unit could run for 30 years and well beyond, assuming proper maintenance.
115. IPPNY contends that NYISO’s proposed amortization period of 20 years may be
appropriate if all of the following conditions were satisfied: (1) NYISO revises its buyerside mitigation measures to increase the default offer floor from 75 percent to 100 percent
of the Mitigation Net CONE value; (2) the average excess capacity level is modified as
discussed in detail in IPPNY’s comments; and (3) the demand curve is based upon a
reasonable estimate of the cost of a mature and readily available technology. Otherwise,
IPPNY asserts that an 18-year assumed capital recovery period for the G-J Locality and
NYCA and a 14-year period for NYC are required to give the units a more reasonable
period to recover their costs after accounting for the near certainty of uneconomic entry.
c.

Answers

116. NYISO states that the decision to adopt an amortization period of 20 years for the
frame units and 25 years for the LMS100 unit was explained at length in the Meehan
affidavit submitted with NYISO’s original filing. According to NYISO, no party
provides compelling evidence in support of a different amortization period. Further,
according to NYISO, the amortization periods cannot be viewed in isolation of all the
parameters considered in the ICAP demand curve reset process. Moreover, NYISO
states, the amortization period is not the same as the expected physical lifespan, but rather
represents the timeframe over which a reasonable investor expects to recover a return on
a potential investment, given a neutral set of assumptions about market conditions.
NYISO asserts that, as Mr. Meehan explains, the risk that a developer will not recover his
investment during the amortization period is balanced by the potential that revenues will
accrue after the amortization period concludes.
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117. We accept NYISO’s proposed 20-year amortization period as reasonable in light
of the inherent technological, market, and environmental risks in investing in the
proposed proxy unit. Relative to the previous LMS100 proxy unit, the proposed proxy
unit has greater market risk since it has a more limited ability to earn energy market
revenues and is thus largely dependent on capacity revenues for cost recovery. In the
NYCA the proposed proxy unit with no SCR has restricted run hours that are likely to
become more restricted should environmental standards tighten. Retrofitting such a unit
may not be economic with existing technology. We conclude that adjusting for these
environmental risks and other market risks is appropriate and that a 20-year amortization
period is one element of the demand curve reset process that takes these factors into
account. For the other capacity zones, we conclude that the shorter amortization period is
a reasonable basis for accounting for certain technological risks, such as the added
uncertainty of the effect of dual fuel requirements and limited operating experience of
SCRs with F-class frame units.
118. It is the Commission's responsibility to determine whether these judgments and the
resultant outcomes fall within a zone of reasonableness and we conclude that, in this case,
they do. While there are several ways to arrive at demand curve adjustments that fall
within that zone, we conclude that, with respect to the amortization period adjustments,
NYISO has reasonably selected a 20-year amortization period over which to measure the
economic life of the proxy unit. Although a proxy unit may remain economic beyond
that period, we find that it is reasonable to expect that significant investment would be
required to achieve this outcome and that it would not be appropriate to reflect these
additional investment decisions into the demand curve reset process.
3.

Original Issue Discount
a.

NYISO’s Proposal

119. NYISO states that after it issued the NYISO Staff Report, IPPNY argued that
some explicit original issue discount costs must be included in the financing charges.
NYISO explains that a bond is issued at a discount to its par value (and thus includes an
original issue discount) if its coupon rate is less than the return the market requires, given
the riskiness of the debt. NERA estimated a 7 percent debt interest rate from the yield to
maturity values of currently outstanding debt issues. Were those debt issues to include an
original issue discount, the associate cost would be reflected in the yield to maturity
values. However, NYISO explains, none of the debt issues analyzed by NERA included
an original issue discount, so there was no associated cost embedded within the yield to
maturity values. Thus, NERA concluded, an original issue discount is not necessarily
typical of all debt financings, contrary to IPPNY’s assertion, and a further adjustment for
it would not be appropriate. The NYISO Staff Report reflected NERA’s conclusion and
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the Board concurred with the NYISO Staff Report’s conclusion not to include any
original issue discount costs in the financing costs.
b.

Comments and Protests

120. IPPNY argues that the Commission should require NYISO to correct NERA’s
debt financing cost assumptions to include original issue discount costs in the calculation.
IPPNY states that the NERA/S&L report assumed total financing costs of $5.8 million,
which IPPNY asserts, is much lower than recently completed financings of units in New
York such as Astoria Energy II and Bayonne Energy Center. IPPNY argues that the cost
of debt that is reflected in the demand curve model should be consistent with real world
experience and thus should be calculated using financing costs that approximate the
properly adjusted average of recently completed financings in New York, some of which
have the original issue discount costs imbedded in the cost of debt.
c.

Commission Determination

121. We accept NYISO’s proposal to exclude any original issue discount costs from
financing cost assumptions. IPPNY argues that, based on the financing fees from Astoria
and Bayonne, some original issue discount costs should be added to the assumed
financing costs in order for the financing costs to be consistent with real world
experience. However, as NYISO explains, NERA analyzed debt issues in NYISO and
concluded that an original issue discount is not typical of the debt financings in New
York.70 NYISO further explains that the financing cost for Astoria and Bayonne was
higher because the debt and equity issuances for those projects were for substantially
larger amounts. For the Astoria and Bayonne projects, the total financing fees were
comparable when expressed as a percent of total project debt. We therefore find that
NYISO’s proposal is reasonable.
F.

Regulatory Risk
1.

NYISO’s Proposal

122. NYISO states that NERA/S&L considered whether a special “regulatory risk”
adjustment was necessary. NERA/S&L found that a regulatory risk adjustment was not
required for either the demand curve model or in the estimated cost of equity due to the
NYISO initiatives to develop tariff revisions that would improve its capacity market
power mitigation measures. However, NYISO adds that NERA/S&L recommended that
70

NYISO November 27, 2013 Filing, Attachment IV, NYISO Staff Report at 25-

26.

$

Docket No. ER14-500-000

- 42 -

this issue be considered again in future reset processes. The NYISO Staff Report
accepted NERA/S&L’s conclusion and the Board accepted the NYISO Staff Report’s
recommendation not to include a special “regulatory risk” adjustment.
123. NYISO adds that the Commission’s recently accepted capacity market mitigation
measures for the G-J Locality were substantially similar to the established ICAP market
power mitigation rules in NYC. Therefore, NYISO contends, it is reasonable to conclude
that they are adequate to address the risks that IPPNY would address through an
additional risk premium. In addition, NYISO states, the risks facing suppliers were
already considered in the development of other ICAP demand curve parameters, e.g., in
setting the duration of the amortization period and by making a calibration adjustment to
its return on equity estimate to ensure that it appropriately reflected the current market
risk premium.
2.

Comments and Protests

124. IPPNY argues that the NYISO filing fails to adequately account for the regulatory
risks merchant developers face when proceeding with projects in New York State. As an
example, IPPNY states that in the NERA/S&L Report, NERA incorporated a separate
10 percent regulatory risk factor to account for the 75 percent of Net CONE offer floor,
which could result in capacity prices that never rise above 75 percent of Net CONE.
IPPNY explains further that NERA ultimately removed the regulatory risk factor in light
of NYISO’s efforts to improve mitigation measures in the capacity market. IPPNY
disagrees with this conclusion and argues that recent activities demonstrate that
incorporating a regulatory risk factor into the demand curve model to address
uneconomic entry is required more than ever before, citing recent projects such as the
Hudson Transmission Project and the Astoria Energy II generating facility, both of which
are supported by long-term power purchase agreements with the New York Power
Authority.
125. IPPNY argues that even if NYISO adopts an amendment to increase the offer
floor, it is unknown whether the amended mitigation rules will, in fact, prohibit
uneconomic entry and the artificial suppression of prices. Specifically, IPPNY believes
that the current rules have not adequately stemmed state intervention in NYISO’s
competitive markets. IPPNY argues that projects supported by long-term above-market
contracts with the New York Power Authority (NYPA) as well as subsidized projects that
are part of the New York Energy Highway Initiative are examples of uneconomic entry
that could suppress market prices and need to be accounted for with a regulatory risk
factor.
a.

Answers

126. NYISO responds that IPPNY presents no information or evidence that would rebut
NYISO’s conclusion that the ICAP demand curves are reasonable without including a
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regulatory risk adjustment. NYISO reiterates that the Commission has market power
mitigation rules in effect and NERA//S&L, in developing the parameters of the new
ICAP demand curves, took into account the alleged risks that IPPNY raises. Further,
NYISO states that the ICAP demand curve process is not the appropriate vehicle to
address IPPNY’s claims regarding alleged problems with the NYISO market structure.
3.

Commission Determination

We find that NYISO was reasonable in accepting NERA/S&L’s recommendation that no
additional regulatory risk factor be incorporated into the demand curve parameters. We
reject IPPNY’s assertion that the market power mitigation measures are inadequate to
address regulatory risk. We note that in two recent proceedings involving the potential
exercise of buyer side market power, the Commission took decisive action, based on
NYISO’s existing market power mitigation tariff safeguards, to ensure that uneconomic
entry will not occur.71 Additionally, NYISO has underway three initiatives that further
facilitate economic entry including (1) a repowering exemption, (2) a merchant plant
exemption, and (3) raising the offer floor under the buyer-side mitigation rules from
75 percent to 100 percent of Net CONE.72 While we cannot completely rely on measures
that have not yet been implemented, the fact that these measures are underway leads us to
believe that NYISO is considering a reasonable, balanced approach to address the risks
that IPPNY believes should be reflected in the ROE. Therefore, we agree with NYISO
that a regulatory risk adjustment is not necessary at this time.
G.

Expected Level of Average Excess Capacity
1.

NYISO’s Proposal

127. In the most recent demand curve reset order, the Commission directed that net
energy revenues be determined at the locational minimum capacity requirements and the
NYCA installed reserve margin plus the capacity of the proxy plant. In this proposal,
NYISO assumes a one-unit proxy plant. NERA/S&L incorporated that excess capacity
level into the development of both expected energy and ancillary services revenues and
the Reference Price level used in the proposed demand curves. The NYISO Staff Report
agreed with NERA/S&L’s calculations and the Board accepted the NYISO Staff Report’s
recommendation, finding that the NERA/S&L model and its assumptions are reasonable.
71

6HH +XGVRQ 7UDQVPLVVLRQ 3DUWQHUV //& Y 1HZ <RUN ,QGHS 6\V 2SHUDWRU
,QF, 145 FERC ¶ 61,156 (2013); VHH DOVR $VWRULD *HQHUDWLQJ &RPSDQ\ /3 HW DO Y
1HZ <RUN ,QGHS 6\V 2SHUDWRU, ,QF 139 FERC ¶ 61,244 (2012).
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Comments and Protests

128. IPPNY argues that the excess capacity levels built into the demand curve model
for this reset do not adequately account for risks new entrants might face such as forecast
error, fluctuations in Installed Reserve Margin and locational capacity requirements,
conservativeness of NYISO planning, and the State’s focus on acting to prevent capacity
shortages. IPPNY further argues that because NYISO has a directive to implement
backstop solutions for possible reliability shortfalls, but no corresponding directive to
retire plants producing excess energy, the markets have a clear bias towards carrying
substantial excess. IPPNY asserts that the demand curves must recognize this excess in
order to achieve their fundamental purpose of inducing new merchant entry when needed.
129. IPPNY also argues that NYISO’s proposal to substantially reduce the size of the
proxy unit directly affects some of the factors that result in the fluctuations of excess
capacity. IPPNY argues that the Commission should direct NYISO to double the excess
capacity level for the NYCA locality to reflect that the selected proxy unit is now a single
unit rather than the pair of units selected in past resets. IPPNY also requests that in future
demand curve resets, the Commission should direct NYISO to adopt the MMU’s
proposal for setting the average excess capacity level for the demand curves. IPPNY
notes that the MMU recommends setting the excess capacity level at 1 percent of the
capacity requirement, plus 50 percent of the capacity of the demand curve proxy unit.73
a.

Answers

130. NYTOs and Multiple Intervenors argue that granting IPPNY’s request that the
Commission require NYISO to double the amount of excess capacity that it has assumed
for purposes of its NYCA locality analysis would also force NYISO to violate its
Services Tariff, which specifies that the amount of excess capacity that NYISO should
assume in its analyses should be equal to the amount of capacity provided by the proxy
unit. They assert that IPPNY’s request disregards the directives issued by the
Commission in the last reset process that these analyses use consistent assumptions
regarding the amount of excess capacity.74
131. NYISO states that it implemented the directive in the Services Tariff in order to
develop the level of excess capacity and IPPNY presents no justification for its requested
waiver. NYISO adds that the fact that IPPNY disagrees with the results of that
73

IPPNY December 20, 2013 Protest at 54 (FLWLQJ MMU 2012 Report at 55).

74

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 136 FERC ¶ 61,192, at PP 21-25,
28-31 (2011).
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application is not sufficient. Nor, according to NYISO, does the Commission’s previous
acceptance of a higher level of excess mean that the lower level is a result so unjust,
unreasonable, or unlawful that it would justify the waiver of a provision of the Services
Tariff. NYISO also states that IPPNY’s request that the Commission order NYISO to
implement the MMU’s proposal in future resets is essentially a request to amend the
Services Tariff, which should proceed through the stakeholder process.
3.

Commission Determination

132. We find that NYISO’s use of the prescribed excess capacity assumption was
consistent with its tariff requirements and reasonable. In the most recent demand curve
reset, the Commission determined how the level of excess capacity would be set. NYISO
amended its Services Tariff to prescribe that level. Specifically, section 5.14.1.2 requires
that:
[t]he cost and revenues of the peaking plant used to set the reference point and
maximum value for each Demand Curve shall be determined under conditions in
which the available capacity is equal to the sum of (a) the minimum Installed
Capacity requirement and (b) the peaking plant’s capacity equal to the number of
MW specified in the periodic review and used to determine all costs and
revenues.75
In its order in the last demand curve reset, the Commission found that this excess
capacity assumption takes into account uncertainties regarding load growth and
decentralized investment decision making by competing suppliers.76 The Commission
also stated that the assumptions provide a margin of error to account for load forecasting
uncertainties and account for the lumpiness of capacity additions.77
133. In the aforementioned demand curve reset, IPPNY made arguments similar to
those they make in the instant filing. For example, IPPNY argues about risks regarding
fluctuations in the Installed Reserve Margin and uneconomic entry. In the prior Order,
the Commission addressed these arguments by stating that IPPNY has not shown how
NYISO could predict that changes, if any, will occur in future installed reserve
75

NYISO Service Tariff Section 5.14.1.2.
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“Lumpiness” refers to the fact that entry and exit necessarily occurs in discrete
megawatt sizes for each generation technology.
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requirements, and how these predictions should be included in the analysis of the demand
curve. Then and now, IPPNY’s arguments seem to assert that any risks or unaccounted
for changes to the market will place only downward pressure on capacity prices, while in
reality, such risks could result in the artificial inflation of capacity prices in New York.
In the prior reset proceeding, the Commission accepted as just and reasonable an
approach to determining the level of excess capacity based on reasoned judgment, and we
believe it is appropriate to do so again here.78
H.

Zero Crossing Point
1.

NYISO’s Proposal

134. NYISO proposes to maintain the zero crossing points for the existing capacity
zones (118 percent for NYC and LI and 112 percent for NYCA) and use a 115 percent
zero crossing point for the G-J Locality. NYISO supports these values based on
two analyses, as described below, and discussions with stakeholders and the MMU that
agreed on a need for further study of the issue.
135. The zero crossing point is the point on the demand curve where additional
capacity provides no measurable reliability benefit. Prior to selecting NERA/S&L to
conduct the demand curve reset analysis, NYISO engaged FTI Consulting (FTI) to
evaluate the design of its capacity markets, including the determination of its ICAP
demand curves and alternative zero crossing points. FTI developed reliability-based
demand curves using NYISO’s Multi-Area Reliability Simulation model that determined
the incremental value of capacity by shifting capacity between zones. A comparison of
the FTI-developed reliability-based demand curves with NYISO’s existing demand
curves showed a close correspondence for capacity levels greater than the target
requirement. Although existing and reliability-based demand curves were roughly
consistent over this capacity range, FTI’s analysis supported slightly flatter curves for LI
and NYCA and slightly steeper curves for NYC. The MMU recommended a change to
the FTI analysis that would consider adding capacity to a particular zone rather than
shifting capacity between zones to develop alternative reliability-based demand curves.
His preliminary analysis showed that over the capacity range likely to encompass market
clearing (100-112 percent of the requirement); the alternative reliability-based demand
curves also corresponded to NYISO’s existing demand curves.
136. Based on the FTI analysis and a concern to maintain stable market expectations,
NERA/S&L recommended changes to the zero crossing points that partially reflected
78
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FTI’s findings and an initial zero crossing point for the new zone at 115 percent.
However, further discussions with stakeholders and the MMU led NYISO to conclude
that the analyses conducted thus far did not provide a sufficient basis for altering the zero
crossing points for this demand curve reset. Both the FTI and MMU analyses were
sensitive to underlying assumptions, and NYISO concluded that the benefits of changing
the zero crossing points were ambiguous and might be offset by adding to market
uncertainty.
2.

Comments and Protests

137. The NYTOs argue that, for the G-J Locality, the zero crossing point should be set
to 114 percent of the requirement, consistent with what, according to the NYTOs, is the
only analysis that has been performed of the appropriate zero crossing point for that zone.
NYTOs assert that the MMU’s representative, Dr. Patton’s analysis indicates that the
zero crossing point should be set at 114 percent of the ICAP requirement for the G-J
Locality and there is no analysis supporting any other figure. Dr. Patton found that the
marginal impact that additional capacity in the G-J Locality has when the loss of load
expectation reaches zero is when the amount of capacity provided in that Locality is
about 114 percent of its requirement.
138. Entergy notes its support of NYISO’s determination that the zero crossing point
for the G-J locality demand curve should be set at 115 percent.79 IPPNY also supports
NYISO’s determination of the zero crossing point. IPPNY asserts that the Commission
should find that NYISO properly rejected the NERA Report’s flawed recommendation
to significantly steepen the NYC demand curve from its current zero crossing point of
118 percent to 116.5 percent. IPPNY argues that the NERA Reports recommendation
was flawed in several material aspects including not adjusting financing costs to account
for decreased revenue stability, not considering practical implications such as the impact
on incentives for retirement or entry of new capacity, considering the zero crossing point
in isolation, and the fact that the analysis is sensitive to differing underlying assumptions.
a.

Answers

139. NYISO states that it is incorrect to assert that the zero crossing point of
114 percent was recommended by the MMU. According to NYISO, a 114 percent zero
crossing point was discussed with stakeholders on August 22, based on the MMU’s
preliminary results, using a newly proposed methodology and an incomplete data set.
NYISO states that the MMU’s analysis after receiving the complete data set resulted in a
zero crossing point of 114.6 percent. NYISO further states that, in its review of the
79
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various methodologies and recommendations regarding the zero crossing points, NYISO
found that the analyses conducted were highly sensitive to methodology, input
assumptions, and transmission system topology and NYISO agreed that adopting any
methodology to adjust the zero crossing point at this time could result in fluctuations to
the recommended zero crossing point at each demand curve reset, introducing undue
volatility and uncertainty in the market.
3.

Commission Determination

140.

We accept NYISO’s proposal to use existing zero crossing points for NYISO’s
demand curves for this reset period. Zero crossing points and reference points
determine the slope of the various demand curves. For given reference levels and
capacity levels in excess of the ICAP requirement, the existing zero crossing
points yield demand curves that reasonably reflect the value of incremental
capacity according to the FTI and MMU analyses. We agree with NYISO’s
judgment that the existing zero crossing points for the existing capacity zones,
given the sensitivities in the analyses to underlying assumptions, do not merit
changes at this time. We agree with NYISO that while there are many
methodologies to determine the zero crossing point, the sensitive nature of these
methodologies to different inputs and assumptions warrants hesitation to just
choosing one over another. Adjusting the zero crossing point at this time pursuant
to a new methodology could result in fluctuations to the recommended zero
crossing point at each demand curve reset and possibly introduce uncertainty to
the market. We also accept NYISO’s proposed 115 percent zero crossing point for
the G-J Locality as reasonable. NYISO states in its answer that when the MMU
performed its analysis with the complete data set for the G-J Locality, the result
was a 114.6 percent zero crossing point. We do not conclude that the MMU’s
preliminary analysis determining a 114 percent zero-crossing point is sufficient to
override NYISO’s recommendation of 115 percent.

V.

Proposed Phase-in of the Price Impacts of the ICAP Demand Curve for G-J
Locality
1.

NYISO’s Proposal

141. NYISO states that the proposed ICAP demand curve for the G-J Locality would be
effective for the start of the 2014/2015 Capability Year, but in order to reconcile concerns
regarding its short-term consumer impacts, NYISO is proposing values that are less than
the full net CONE of the peaking plant for the first two years of the ICAP demand curves
for the G-J Locality. NYISO reiterates the arguments it previously made in a Request for
Reconsideration in Docket No. ER13-1380-000 that a phase-in of price impacts is
necessary to ameliorate effects on consumers and mitigate what has been described as
potential “rate shock.” NYISO states that it continues to believe that a properly
structured phase-in would not interfere with long-term investment decisions given the
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longer-term revenue forecast horizon typically used by developers so long as a sufficient
price signal is present in the third-year of the G-J Locality ICAP demand curve and
beyond.
142. NYISO states that for the 2014/2015 Capability Year, the ICAP demand curve is
established using the G-J Locality peaking plant net CONE. Under NYISO’s proposal,
the reference price for the first year would be determined from 76.06 percent of the G-J
Locality annual reference value for the peaking plant identified in the Brattle Report.80
According to NYISO, that determined value is equal to the annual reference value of the
2014/2015 NYCA ICAP demand curve. Thus, NYISO states, the reference price for
Load Zones G, H, and I would be similar to the reference price that would have applied
in those load zones but for the creation of the G-J Locality. However, NYISO further
states that capacity prices in the G-J Locality are not likely to be the same as those in the
NYCA for the 2014/2015 Capability Year because of an anticipated lower level of excess
capacity in the G-J Locality than in the NYCA, resulting in higher clearing prices for the
G-J Locality. Nonetheless, according to NYISO, the magnitude of the price increase
would not be nearly as great as it would be if the full G-J Locality reference value were
used.
143. NYISO states that for the 2015/2016 Capability Year, the G-J Locality reference
price would be determined from 88.03 percent of the G-J Locality annual reference value,
which is equivalent to the average of (a) the proposed NYCA annual reference value
escalated to 2015/2016 dollars using the escalation factor proposed for all ICAP demand
curves and (b) the annual reference value identified by the Brattle Report for the G-J
Locality, escalated to 2015/2016 dollars in the same manner.81 NYISO states that for the
2016/2017 Capability Year, the proposed G-J Locality ICAP demand curves would be set
using 100 percent of the inflation-adjusted annual reference value identified in the Brattle
Report.
144. In summary, according to NYISO, the proposed phase-in would reduce the
potential price increase of the G-J Locality ICAP demand curves (by comparison to
curves based on the full annual reference value) for the 2014/2015 and 2015/2016
Capability Years, while steadily increasing prices each year until the full effect is reached
in the 2016/2017 Capability Year. NYISO adds that the actual price impacts for those
years would depend upon other factors, particularly changes in supply.
80

NYISO states that the 2014/2015 G-J Locality annual reference value is a
decrease of 7.10 percent compared to the 2013/2014 NYCA annual reference value.
81

NYISO states that the proposed annual reference value for the 2015/2016
Capability Year represents an increase of 18.29 percent form Capability Year 2014/2015

$

Docket No. ER14-500-000

- 50 -

145. NYISO states that it believes the proposed phase-in appropriately balances shortterm consumer interests and the need for investment signals to the G-J locality. NYISO
states that by the third year of the proposed phase-in, the ICAP demand curve reference
price would increase to 100 percent of the escalated annual reference value, and thus, the
phase-in would not unreasonably delay the price signals necessary to attract new
investment in the G-J Locality. NYISO asserts that the proposed phase-in is just and
reasonable and consistent with prior Commission rulings. NYISO adds that rates are just
and reasonable so long as they fall within a “zone of reasonableness” that is bounded on
the high end by the requirement to protect consumers against exorbitant rates and at the
other end by the “investor interest against confiscation.”82 NYISO states that based upon
the NYPSC’s predicted retail rate impacts, it is concerned that setting the G-J Locality
ICAP demand curve using the full net CONE for the peaking plant might result in
“exorbitant” short-term consumer impacts in the first two years of this new Locality.
NYISO states that it sees little cause for concern that its proposed phase-in would result
in “confiscatory” rates. According to NYISO, efficient new capacity would be attracted
to the G-J Locality notwithstanding the fact that the proposed reference prices for the first
and second years are derived from a value lower than the full net CONE.
146. NYISO states that if the Commission is concerned that the proposed phase-in
would conflict with section 5.14.1.2(i) or any other tariff provision, NYISO asks that it
waive those provisions. Section 5.14.1.2(i) specifies that the periodic review of revised
ICAP demand curves “shall assess” the “current localized levelized embedded cost of a
peaking plant in each NCYA Locality, the Rest of State, and any New Capacity Zone, to
meet minimum capacity requirements.” According to NYISO, it could be argued that
basing the first two years of the G-J Locality ICAP demand curve on a value less than the
100 percent of G-J Locality peaking plant net cost of new entry would be inconsistent
with this requirement.
147. NYISO also states that the proposed phase-in would affect the evaluations that
NYISO conducts under the buyer-side capacity market power mitigation rules pursuant to
Attachment H to the Services Tariff. NYISO explains that the ICAP demand curve is
used in both the Part A and Part B exemption tests, to determine the default Offer Floor,
and in setting Offer Floors for projects that are subject to mitigation. NYISO requests a
limited waiver of the Services Tariff so that rather than utilizing the ICAP demand curves
for 2014/2015 and 2015/2016 proposed in this filing when performing the buyer-side
mitigation examination of projects in the G-J Locality in Class Years 2011 and 2012 at
the time of the completion of the respective Class Years, NYISO would utilize for those
82
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years the ICAP demand curve information set forth in Attachment X, i.e., the curves
based on the full net cost of new entry of the peaking plant for the G-J Locality. NYISO
believes that evaluating these projects using ICAP revenues under the Class Years 2011
and 2012 G-J demand curves is more consistent with the intent to examine the overall,
long-term economics of an entry decision, rather than using the G-J Locality ICAP
demand curves proposed for this filing.
2.

Comments and Protests

148. EPSA requests that the Commission reject NYISO’s proposed phase-in of the
demand curve for the G-J Locality arguing that no supporting analysis has been presented
in support of this proposal. EPSA states that the Commission has previously rejected a
phase-in in the underlying proceeding establishing the new capacity zone.83 Further,
EPSA asserts that the new capacity zone proceeding is the appropriate venue in which the
Commission should consider the proposed phase-in of the demand curve of the G-J
Locality, given that NYISO has filed a Request for Partial Reconsideration raising the
same issue discussed here.84
149. Entergy states that NYISO’s phase-in request is procedurally flawed. Entergy
contends that NYISO is legally barred from proposing to phase in the G-J Locality given
that the Commission has fully considered and expressly rejected requests to phase-in the
G-J Locality demand curve in the New Capacity Zone Order. Therefore, Entergy argues
that NYISO’s phase-in request represents a collateral attack on the New Capacity Zone
Order.85 In addition, Entergy states that NYISO’s phase-in request violates the
requirements of the Services Tariff which requires that NYISO submit the full net CONE
for each demand curve.86 Entergy states that NYISO’s request to waive these tariff
requirements does not meet the Commission’s standard for waiver requests.87
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EPSA December 20, 2013 Protest at 7 (citing 1HZ <RUN ,QGHSHQGHQW 6\VWHP
2SHUDWRU ,QF 144 FERC ¶ 61,126 (2013) (New Capacity Zone Order)).
84

On October 28, 2013, NYISO filed a Request for Partial Reconsideration of the
New Capacity Zone Order.
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,G at 15-19.
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Entergy December 20, 2013 Protest at 19. Entergy states that NYISO’s waiver
request (1) is not limited in scope, (2) does not address a concrete problem, and (3) would
have undesirable consequences. Entergy explains that if the waiver request is granted, it
(continued…)
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150. Further, Entergy asserts that NYISO’s phase-in request fails on its merits. Entergy
states that NYISO’s reliance on the NYPSC’s unsubstantiated retail rate impact
calculations to adopt suppressed demand curves for the G-J Locality is unjust and
unreasonable given that discounted rates will lead to inefficient outcomes and higher cost
impacts on consumers in the long run. Entergy also notes that information regarding
possible rate impacts that may occur in the G-J Locality, after establishing the G-J
Locality demand curve, have been considered extensively throughout a seven-year time
period.88 Entergy states that the Commission has previously found in the New Capacity
Zone Order that a phase-in would delay efficient investment price signals reflecting the
higher net CONE associated with the proxy unit in the G-J Locality.
151. Indicated Suppliers argue that NYISO has failed to establish good cause for the
required waiver of section 5.14.1.2 of the Services Tariff and the buyer-side market
power mitigation rules in Attachment H of the Services Tariff that would be necessary to
implement the phase-in proposal. Indicated Suppliers argue that this requested tariff
waiver is procedurally deficient, not of limited scope, does not remedy a concrete
problem, and will have undesirable consequences, such as harming third parties.
152. IPPNY argues that NYISO’s proposal to phase-in the G-J Locality demand curve
must be rejected as a matter of law. IPPNY argues that the Services Tariff only instructs
and authorizes NYISO to implement the demand curves set at the net CONE for each
respective demand curve that results from the periodic review, and does not grant NYISO
the proposed discretion to discount the demand curves. IPPNY asserts that allowing a
discount would produce inaccurate market signals and therefore have a profound effect
on the proper functioning of electricity markets. IPPNY, like Indicated Suppliers, also
argues that NYISO has not met the standard to be granted a waiver of its tariff provisions.
153. IPPNY further argues that NYISO’s phase-in request represents a collateral attack
on the Commission’s August New Capacity Zone Order. IPPNY states that in the New
Capacity Zone Order, the Commission specifically considered and rejected the proposed
phase-in, stating that it would “delay the capacity market’s ability to send more efficient
price signals.” IPPNY argues that there is no new substantiated information and that
NYISO’s request to mitigate price impacts to retain customers appears to be politically
motivated. IPPNY believes that the Commission should uphold its determination in the
New Capacity Zone Order and that whatever the outcome of that proceeding, it remains

would have significant impacts on the New York capacity market by adversely affecting
the capacity market clearing prices for the next three years.
88

Entergy December 20, 2013 Protest at 25.
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the only proper avenue for NYISO to seek reconsideration of the matter from the
Commission.
154. Multiple Intervenors argue that the Commission should approve the proposed
phase-in of the G-J Locality ICAP demand curve. They assert that when NYISO first
sought to incorporate the ICAP demand curves into its capacity market, the Commission
approved its proposal to utilize a three-year phase-in.89 Further, they state, the price
impacts of the implementation of the G-J Locality are likely to be similar, and may be
considerably greater than when the curves were initially implemented. Multiple
Intervenors state the although the Commission originally declined to order a phase-in of
the G-J Locality, very little information was known as to the likely rate and price impacts
upon which the Commission could base a decision. They assert that the proposed phasein is not anticipated to detrimentally impact the market’s ability to send more appropriate
price signals to existing or potential capacity supply resources in the Lower Hudson
Valley. In fact, they assert, it typically takes two years for new generation facilities to be
constructed, the proposed phase-in will send efficient price signals to entities
contemplating new investment in capacity and will likely have no impact on the capacity
revenues of any party developing new capacity in the G-J Locality. Multiple Intervenors
further contend that the enormity of the potential impacts of implementing the new
capacity zone ICAP demand curve should not be disregarded, that there is significant risk
posed to consumers, and the Commission should act to prevent consumer rate shock by
approving phase-in.
155. The NYTOs assert that the proposed phase-in reasonably accommodates
competing interests due to the limited term of the three-year demand curve proposal. The
phase-in, they argue, will not adversely affect the incentives that the new demand curve
provides to construct new generating capacity in the G-J Locality, since it is very unlikely
that any new generating capacity built there in response to the price signals provided by
the new demand curves, would be in service before the 2016/2017 Capability Year, when
the new demand curve would be fully phased in. The NYTOs also state that the
Commission has previously approved phase-ins for new market design changes, such as
when the first ICAP demand curves in New York were implemented in 2003.
156. The NYPSC argues that a phase-in is necessary to mitigate the price impacts of the
implementation of the new demand curve in the G-J Locality. The NYPSC asserts that
the Commission should recognize that there are two State transmission initiatives
underway that will result in the addition of major transmission facilities in the G-J
Locality, significantly easing congestion in that area, and that potential new entrants that
89
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will enter the market three or four years from now will not look at the prices from
Summer 2014 as a valid and indicative long run price signal. The NYPSC contends that
fully implementing the demand curve in the G-J Locality in 2014 will skew short-term
prices, and bear no relation to the long-term price signals that the G-J Locality is intended
to produce.
a.

Answers

157. The NYTOs assert that although the Commission rejected a proposal for a phasein in the proceeding establishing a new capacity zone in the G-J Locality, NYISO did not
propose a phase-in at that time and has subsequently requested reconsideration of the
Commission’s order. The Commission has not yet acted on the NYISO’s reconsideration
request. Accordingly, the claim that the NYISO has attempted to do an “end run” around
the Commission’s prior order is completely erroneous.
158. NYISO reiterates that the NYPSC has stated that the implementation of the G-J
Locality without a phase-in could result in a 25 percent retail rate increase to consumers
in that region and that rate impacts are likely to cause large employers in the Lower
Hudson Valley to experience multi-million dollar increases in annual energy costs which
could be very detrimental to job growth and retention in the region. NYISO adds that
protestors have not shown that concerns regarding the short-term consumer impacts of
establishing a new Locality are unfounded. Nor, according to NYISO have they refuted
NYISO’s position that the phase-in should not affect the market entry decision for most
new generating capacity. Further, NYISO argues that a phase-in would not violate the
tariff and it is not a collateral attack on the New Capacity Zone Order accepting the new
capacity zone. NYISO states that the New Capacity Zone Order stated that the
Commission would not “require” a phase-in, but that finding does not preclude NYISO
from proposing one. Further, NYISO notes that its November 27, 2013 filing included a
valid and good faith request for a waiver.
159. Entergy submits an affidavit for Mr. Mark D. Younger (Supplemental Younger
Affidavit) which states that: (1) during the last seven years, more than 1,250 MW of
generating capacity has been lost in the G-J Locality due to retirements and reduced
operating capability; (2) no significant generation capacity has been built and demand
response participation has been virtually non-existent; (3) The persistent cost differential
between the G-J Locality and the rest-of-state region has been clearly documented over
the last three reset processes; and (4) NYISO’s mere filing of the phase-in proposal
brought to a halt the ongoing efforts to bring a significant amount of derated capacity
back into the market. Entergy asserts that support for the phase-in proposal is based on
factually inaccurate claims and is inconsistent with the underlying structure of the
competitive markets in New York, generally, and the capacity market, in particular.
160. Entergy argues that the NYPSC’s claims with respect to delaying the creation of a
new capacity zone are procedurally barred as the Commission has specifically addressed
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and rejected these arguments in the New Capacity Zone Order. Entergy argues that the
NYPSC’s claims also fail on the merits. Entergy asserts that the NYPSC’s proposal to
supplant the market with regulated responses in lieu of correcting the market design is
likely to lead to the need for further regulated response. Entergy adds that in order to
ensure that efficient prices are produced that will foster the addition of new resources and
the retention of existing resources to meet the long term reliability of the system and
maintain an efficient level of supply in this region, the Commission should deny
NYISO’s phase-in proposal.
161. Entergy argues that phasing-in the demand curves in the G-J Locality will
adversely affect investment in capacity. Entergy asserts that specific evidence was
provided in the new capacity zone proceeding that the NRG Companies were “poised to
respond swiftly to market signals such as the new Zone, that encourage reinvestment and
in anticipation of the new zone, NRG has made preparations to advance the restoration of
Bowline [generating facility].”90 Entergy further argues that the NYPSC’s claims to the
contrary are inconsistent with the NYPSC’s recent adoption of a “wait and see” approach
to see if any of the identified 1,500 MW of mothballed and derated generating capacity in
this region would respond to these market signals before endorsing further regulated
responses.91
3.

Commission Determination

162. We reject NYISO’s proposal to phase-in the ICAP demand curve for the G-J
Locality. The Commission previously rejected a proposed phase-in of the ICAP demand
curves for G-J Locality in the New Capacity Zone Order and we are not persuaded now
to reconsider that decision. Consistent with the New Capacity Zone Order, we find that a
phase-in will not ensure that market-clearing prices will guide efficient investment
decisions to add or retire capacity resources and meet reliability needs in this region.
163. NYISO states that a phase-in will ameliorate consumer impact of the rate increases
that will occur in the G-J Locality as a result of the creation of this new zone. In the New
Capacity Zone Order, the Commission stated that stakeholder discussions about the need
for a new capacity zone in the Lower Hudson Valley have been ongoing for several years
and have provided notice to stakeholders of the need for a new capacity zone. As
Entergy states in its protest, information regarding possible rate impacts that may occur in

90

Entergy January 6, 2014 Answer at 8 (quoting NRG Companies, Answer,
Docket No. ER13-1380-003, at 2 (filed Nov. 12, 2013).
91

,G. at 9.
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the G-J Locality have been considered extensively throughout a seven-year time period.92
We find that there was sufficient notice provided so that a phase-in is not necessary to
further address “rate-shock” to consumers.
164. As we concluded in the New Capacity Zone Order, a phase-in would delay the
capacity market’s ability to send more efficient investment price signals to attract and
maintain sufficient capacity to meet local demand.93 We reject the assertion that the time
line expected for new construction would ensure that a phase-in would not adversely
affect incentives to supply capacity. This argument fails to take into account the potential
for shorter term supply responses, LH, demand response and repowering options, to meet
capacity needs. We agree with Entergy’s assertion that a phase-in that would suppress
prices for a two-year period would discourage competitive supply and could increase the
likelihood of regulatory actions to meet capacity needs.94 For these reasons, we reject
NYISO’s proposal to phase-in the ICAP demand curve for the G-J Locality and,
therefore, we deny NYISO’s requested waiver.
165. The proposed tariff revisions are accepted, to be effective January 28, 2014,
subject to NYISO refiling to reflect the Demand Curve parameters, without any phase-in
adjustment, in section 5.14.1.2 of the NYISO Services Tariff.
The Commission orders:
(A) NYISO’s revisions to section 5.14.1.2 of NYISO’s Services Tariff are
hereby accepted, effective January 28, 2014, subject to the filing condition set forth in the
body of this order.
(B) NYISO is directed to submit a compliance filing within 30 days of the date
of this order, as discussed in the body of this order.

92

Entergy December 20, 2013 Protest at 13.

93

New Capacity Zone Order at 25-26.

94

Entergy December 20, 2013 Protest at 26-30.
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NYISO’s request for a limited tariff waiver is hereby denied.

By the Commission.
(SEAL)

Nathaniel J. Davis, Sr.,
Deputy Secretary.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System Operator, Inc.

)

Docket No. ER14-500-000

REQUEST FOR REHEARING OF
THE NEW YORK TRANSMISSION OWNERS
Pursuant to Rules 212 and 713 of the Federal Energy Regulatory Commission’s
(“Commission”) Rules of Practice and Procedure, 18 C.F.R. §§ 385.212 and 385.713 (2014),
Central Hudson Gas & Electric Corporation, Consolidated Edison Company of New York, Inc.,
Long Island Power Authority, New York Power Authority, New York State Electric & Gas
Corporation, Niagara Mohawk Power Corporation d/b/a National Grid, Orange and Rockland
Utilities, Inc., and Rochester Gas and Electric Corporation (referred to herein as the “New York
Transmission Owners” or “NYTOs”), individually and collectively file this request for rehearing
of the January 28, 2014 Order issued in the above-captioned proceeding.1
As shown below, the Commission erred when it rejected the New York Independent
System Operator, Inc.’s (“NYISO’s”) proposal to phase in the new Installed Capacity (“ICAP”)
demand curve for the G-J Locality (also “NCZ” or “New Capacity Zone”) in a way that balanced
consumer and investor interests consistent with the statutory standard.2 The phase-in would have
accomplished this through a modest reduction to the approximately $230 million capacity price
increase expected for consumers in the Lower Hudson Valley by discounting capacity prices that

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 146 FERC ¶ 61,043 (2014) (“Demand Curve Order”).
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, Proposed Tariff Revisions to Implement Revised ICAP Demand
Curves and a New ICAP Demand Curve for Capability Years 2014/2015, 2015/2016 and 2016/2017 and Request for
Partial Phase-In and for Any Necessary Tariff Waivers, Docket No. ER14-500-000 (filed Nov. 27, 2013) (“Demand
Curve Filing”).
1
2

$

would apply in that region by 24% in the upcoming 2014/2015 capability year (which runs from
May 1, 2014 through April 30, 2015), and by 12% in the following year, with no discount
thereafter. The proposed phase-in is also consistent with the Commission’s phase-in of the
original ICAP demand curve for the New York Control Area which, like the sloped demand
curves themselves, was intended “to ameliorate rate impacts.”3 Thus, the current demand curve
mechanism has at its core the very concern over material rate increases due to the
implementation of a new market mechanism that the Commission has failed to take into account
here. Notwithstanding past precedent, the Commission rejected NYISO’s phase-in plan without
explaining why “ameliorating rate impacts” is no longer a concern in New York.
Without finding that NYISO’s plan would produce capacity prices outside of the zone of
reasonableness—which is the statutory test—the Commission instead focused solely on a
theoretical subset of capacity market participants whom the Commission feared might be
“discouraged” from participating in the NYISO’s next two capacity auctions. The Commission
rejected NYISO’s modest phase-in proposal on this basis, and because it mistakenly believed
that the phase-in question was laid to rest in an entirely different proceeding involving the
approval of the G-J Locality.
As explained herein, the Commission acted unlawfully by failing to apply the statutory
just-and-reasonable standard to NYISO’s phase-in proposal, which would have required the
Commission to accept it. The reasons given by the Commission for rejecting NYISO’s phase-in
proposal turned on the assumption that demand response suppliers and generators considering
repowering options in the near term may choose to withhold their capacity from the NYISO’s
auctions if they are paid a discount to the clearing price during a two-year transition period. The
3

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 103 FERC ¶ 61,201, at P 6 (2003).
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Commission did not consider that suppliers would receive substantial increased revenues from
price increases that would result even with the phase-in proposal.4 The Commission’s rationale
thus gave disproportionate weight to speculative concerns about the economic behavior of a
potential subset of capacity suppliers while giving no weight at all to the rate impact that is about
to be imposed on actual consumers in the Lower Hudson Valley. There is no record evidence to
support the Commission’s conclusion that a modest discount to higher capacity prices for two
years will keep any supplier from seeking to enter, or would result in it leaving, the market in the
G-J Locality; rather, the NYISO’s evidence showed the opposite.5 Thus, the additional increase
in customer payments to suppliers during the two year period is both unnecessary and
inappropriate, especially in light of the rate impacts on customers. The Commission simply
failed to assign the appropriate weight to the interests of consumers who will be adversely
impacted absent a phase-in. Thus, the Commission committed reversible error by rejecting the
NYISO’s phase-in plan.
I. SPECIFICATION OF ERRORS AND STATEMENT OF ISSUES
Pursuant to Rule 713(c) of the Commission’s Rules of Practice, 18 C.F.R. § 385.713(c),
the NYTOs provide the following statement of issues:
A. The Commission exceeded its statutory authority when it rejected NYISO’s
proposed phase-in of the new ICAP Demand Curve in the G-J Locality even
though the Commission did not dispute NYISO’s showing that the phase-in will
produce rates that fall within the zone of reasonableness.
2WWHU 7DLO 3RZHU &R Y 8QLWHG 6WDWHV, 410 U.S. 366, 368 (1973); &LW\ RI
:LQQILHOG Y )(5&, 744 F.2d 871, 876 (D.C. Cir. 1984); 2[\ 86$ ,QF Y )(5&,
64 F.3d 679, 692 (D.C. Cir. 1995); &LW\ RI %HWKDQ\ Y )(5&, 727 F.2d 1131, 1136
(D.C. Cir. 1984); VHH (QWHUJ\ 6HUYV ,QF, 116 FERC ¶ 61,275, at P 32 (2006)
(finding that “[a] proposal does not need to be perfect, or the most desirable way
4

Attachment IX to the Demand Curve Filing, Affidavit of Rana Mukerji (“Mukerji Aff.”) at ¶¶ 14-15.
,G at ¶¶ 13-15. Moreover, the record evidence also demonstrates that the proposed phase-in will not discourage
investment in new generation which has a two to three-year lead time and will not be affected by the phase-in. ,G

5
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of doing things, it need only be just and reasonable”); 0LGZHVW ,QGHSHQGHQW
7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 131 FERC ¶ 61,174, at P 48 (2010) (holding
that phasing in a new transmission rate design was reasonable to mitigate rate
increases arising from cost shifts).
B. The Commission erred as a matter of law by failing to give effect to the NYISO’s
request for a phase-in, which constitutes a permissible deferral of the effective
date of the new ICAP Demand Curve in the G-J Locality, without a finding that
the phase-in will produce unjust and unreasonable rates.
7& 5DYHQVZRRG //& Y )(5&, No. 12-1008, 2013 WL 6509470, at *5 (D.C. Cir.
Dec. 13, 2013).
C. The Commission’s decision was arbitrary and capricious and failed to engage in
reasoned decision making because the Commission relied on a distinguishable
decision in another docket, and failed to supply a reasoned analysis for its
departure from prior precedent in considering the rate impacts of the new demand
curve.
5HSXEOLF $LUOLQH ,QF Y 86 'HSW RI 7UDQVS, 669 F.3d 296, 299 (D.C. Cir. 2012)
(“One of the core tenets of reasoned decision-making is that ‘an agency [when]
changing its course … is obligated to supply a reasoned analysis for the change.”
(citations omitted)).
D. The Commission’s decision to reject the phase-in of the new ICAP Demand
Curve in the G-J Locality was arbitrary and capricious and contrary to law
because it was based on speculation and the Commission’s explanation that
imposing higher rates immediately will produce “market-clearing prices that will
guide efficient investment decisions” did not address NYISO’s showing that
phased-in rates would be within the zone of reasonableness and, therefore,
presumptively just and reasonable.
33/ :DOOLQJIRUG (QHUJ\ //& Y )(5&, 419 F.3d 1194, 1198 (D.C. Cir. 2005)
(“‘[U]nless the [agency] answers objections that on their face seem legitimate, its
decision can hardly be classified as reasoned.’”) (quoting &DQDGLDQ $VV¶Q RI
3HWUROHXP 3URGXFHUV Y )(5&, 254 F.3d 289, 299 (D.C. Cir. 2001)); VHH )ORULGD
0XQLFLSDO 3RZHU $JHQF\ Y )(5&, 602 F.3d 454, 461 (D.C. Cir. 2010) (FERC
must identify evidence on which it relies); &LW\ RI &KDUORWWHVYLOOH Y )(5&, 661
F.2d 945, 949-50 (D.C. Cir. 1981) (speculation does not meet the substantial
evidence requirement).

-4-

$

II. BACKGROUND
NYISO calculates the price to be paid to suppliers who offer to make capacity available
in the region by finding the point at which the total amount of supply being offered intersects
with a pre-determined demand curve.6 NYISO calculates separate demand curves for each of its
defined pricing zones, and files new ones for Commission review every three years. Until the
current proceeding, NYISO had three such demand curves, but last year after a lengthy
stakeholder process the NYISO filed a plan to establish a new demand curve for the G-J
Locality. This new demand curve would be used to set the price of capacity in the Lower
Hudson Valley, which is a portion of the NYISO’s system that roughly follows the Hudson River
from the northern suburbs of New York City to the southern outskirts of Albany.7 As NYTO
witness Michael Cadwalader explained, consumers can expect to pay an extra $232 million for
capacity in the Lower Hudson Valley in the 2014/2015 Capability Year as a result of the
implementation of this new demand curve, if it is not phased in.8
In its November 27, 2013 Demand Curve Filing, among other things, the NYISO
proposed to phase in these price impacts resulting from the establishment of an initial ICAP
Demand Curve for the G-J Locality.9 The NYISO explained that phasing in the price impacts
would serve to balance the need to protect customers against potential material rate increases
with the need to incentivize new capacity development and would thereby balance investor and

7& 5DYHQVZRRG //&, 2013 WL 6509470, at *1.
The G-J Locality includes both the Lower Hudson Valley and New York City. However, since New York City has
its own ICAP demand curve, and since the price set using that demand curve is likely to be higher than the price that
would be set using the demand curve for the G-J Locality, it is unlikely that the demand curve for the G-J Locality
would set the price of capacity in New York City. Instead, it would only set the price of capacity in the Lower
Hudson Valley.
8
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, Motion for Leave to Answer and Answer of the New York
Transmission Owners, Docket No. ER14-500-000 (filed Jan. 10, 2014), Exh. A (“Cadwalader Aff.”) at ¶ 19 and
Table 3.
9
Demand Curve Filing at 36-44.
6
7
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consumer interests consistent with judicial precedent.10 NYISO stated that its proposal would
accomplish this objective by multiplying the reference price that it would have used to set the
Demand Curve for the G-J Locality without a phase-in by 76.06% for the 2014/2015 Capability
Year, and by 88.03% for the 2015/2016 Capability Year.11 Capacity prices from 2016/2017
onward would be set using the same Demand Curve that would have been used without a phasein.12 NYISO further showed that this phase-in proposal would produce rates that will fall within
a “zone of reasonableness” and, therefore, would be presumptively just and reasonable.13
The Commission rejected the NYISO’s proposed phase-in of the new demand curve in
the G-J Locality without addressing the NYISO’s explanation that the phase-in would balance
consumer and investor interests by producing rates that will fall within the zone of
reasonableness.14 Although some intervenors challenged the NYISO’s proposal on the basis that
it required an inappropriate tariff waiver, none showed that the end result would be capacity
prices that are outside of the zone of reasonableness. Likewise, the Commission did not dispute
NYISO’s showing that its phase-in proposal would produce prices that will fall within a zone of
reasonableness, nor did it consider the waiver argument to be pertinent to its analysis. Instead,
the Commission rested its decision on other grounds.
First, the Commission “found” that the phase-in “will not ensure that market-clearing
prices will guide efficient investment decisions to add or retire capacity resources and meet
reliability needs in this region.”15 The Commission, however, did not explain how providing this
incentive puts the phase-in proposal outside of the zone of reasonableness, or that the NYISO
3HUPLDQ %DVLQ $UHD 5DWH &DVHV, 390 U.S. 747 (1968); -HUVH\ &HQW 3RZHU
1503 (D.C. Cir. 1985).
11
Demand Curve Filing at 37-38.
12
,G
13
-HUVH\ &HQW 3RZHU /LJKW &R, 768 F.2d at 1503.
14
Demand Curve Order at P 162.
15
,G
10

/LJKW &R Y )(5&, 768 F.2d 1500,
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proposal to pay generators in the Lower Hudson Valley 76% of the capacity price that they
otherwise would have received during the 2014/2015 capability year and 88% of the capacity
price that they otherwise would have received during the 2015/2016 capability year would hinder
investment in future projects. The Commission pointed to no evidence that new generation
would be in any way affected by the phase-in that ends after two years. It should be noted that
even with the phase-in proposed by the NYISO, ICAP prices in the new capacity zone will be
substantially higher than current prices.
Instead, the Commission expressed concern that a potential subset of capacity market
participants who may enter the market on short notice would be discouraged from doing so.
Those participants in theory comprise consumers who are willing to forego consumption in order
to be paid as though they are generators (demand response providers in the Commission’s
parlance) or generation owners who are able to quickly repower generating facilities. The
Commission did not identify any demand response providers or repowering generators who
would be “discouraged” from participating in NYISO capacity markets in the G-J Locality due to
24% and 12% discounts under a two-year transitional phase-in of the new Demand Curve. The
record does not quantify the amount of capacity that could potentially be withheld by these types
of suppliers—it does not even identify a single one that has claimed it would not sell its capacity
to the NYISO at the proposed discounts from substantially higher ICAP prices.16
Second, referencing its August 2013 Order, the Commission stated that it “previously
rejected a proposed phase-in of the ICAP demand curves for the G-J Locality” and was “not

16

The record is likewise devoid of any evidence concerning the relationship between incentives for demand
response participation in New York, actual participation rates, and the effect of that participation on long-term
capacity needs or prices. Therefore, the Commission’s reference to demand response impacts was speculative for a
number of reasons.
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persuaded now to reconsider that decision.”17 The Commission did not explain how its order on
the question whether to establish a new capacity zone, in which it rejected the NYTOs’ request
to phase in the new pricing zone, has a binding effect in a subsequent Section 205 filing by the
NYISO to phase-in the increased ICAP prices resulting from a demand curve that was not the
subject of the previous filing. The Commission did not consider the different statutory standard
that applies to rate proposals by the filing utility and intervenors, and thus erred by treating a
statement in the proceeding regarding the establishment of the new capacity zone as binding
precedent with respect to the NYISO’s current Section 205 filing to set capacity prices in the
new capacity zone.
III.

REQUEST FOR REHEARING

A. The Commission exceeded its statutory authority when it rejected NYISO’s
proposed phase-in of the new ICAP Demand Curve in the G-J Locality even
though the Commission did not dispute NYISO’s showing that the phase-in will
produce rates that fall within the zone of reasonableness.
The courts have ruled that FERC “has no power to force public utilities to file particular
rates unless it first finds the existing filed rates unlawful.”18 The public utility, “‘like the seller
of an unregulated commodity, has the right . . . to change its rates . . . [at] will, unless it has
undertaken by contract not to do so.’ Section 205 (and 206) of the [Federal Power] Act ‘are
simply parts of a single statutory scheme under which all rates are HVWDEOLVKHG LQLWLDOO\ by the
[public utilities], by contract or otherwise, and all rates are subject to being modified by the
Commission upon a finding that they are unlawful.’”19 Thus, the Commission plays “an
essentially passive and reactive” role under Section 205.20

17

Demand Curve Order at P 162.
$WO &LW\ (OHF &R Y )(5&, 295 F.3d 1, 10 (D.C. Cir. 2002).
19
,G (quoting 8QLWHG *DV 3LSH /LQH &R Y 0RELOH *DV 6HUY &RUS, 350 U.S. 332, 341 (1956)).
20
&LW\ RI :LQQILHOG, 744 F.2d at 876 (Scalia, J.).
18
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In this “passive and reactive” role, the Commission is not at liberty to dictate rates to be
charged, or service terms to be imposed, by the public utility proposing a rate change unless the
Commission finds that those rates or terms fall outside of the zone of reasonableness or are
otherwise unlawful.21 Utility rates need not be the “best” or the “most” just and reasonable to
pass statutory muster.22
Here, the Commission violated the statutory standard because the Commission rejected
the NYISO’s phase-in proposal without disputing its demonstration that the phase-in will
produce capacity prices that will fall within the zone of reasonableness. Instead of applying the
statutory standard to evaluate the justness and reasonableness of the NYISO’s proposal, it
substituted its preferred rate method to achieve a policy goal to encourage efficient investment
decisions.

But, the statute does not establish investment efficiency as a benchmark of

reasonableness, and the Commission “has no power to force public utilities to file particular rates
unless it first finds the existing filed rates unlawful.”23 Thus, it does not matter whether the
Commission believes that it would be better to impose higher capacity prices on consumers
immediately without a phase-in. What matters is whether phasing in the impact falls within a
range of reasonable options, and judicial precedent requires the Commission to balance
consumer and investor interests in reaching this determination.24 The Commission did not do

3HUPLDQ %DVLQ $UHD 5DWH &DVHV, 390 U.S. at 747; -HUVH\ &HQW 3RZHU /LJKW &R, 768 F.2d at 1503.
2[\ 86$ ,QF, 64 F.3d at 692; &LW\ RI %HWKDQ\, 727 F.2d at 1136; VHH &DO ,QGHS 6\V 2SHUDWRU &RUS., 128 FERC
¶ 61,282, at P 31 (2009) (finding that, because the Commission found the CAISO’s proposal to be just and
reasonable, it need not assess the justness and reasonableness of an alternative proposal); /RXLVYLOOH *DV (OHFWULF
&R., 114 FERC ¶ 61,282, at P 29 (2006) (finding that “the just and reasonable standard under the FPA is not so rigid
as to limit rates to a ‘best rate’ or ‘most efficient rate’ standard. Rather, a range of alternative approaches often may
be just and reasonable”); (QWHUJ\ 6HUYV ,QF, 116 FERC ¶ 61,275, at P 32 (2006) (finding that “[a] proposal does
not need to be perfect, or the most desirable way of doing things, it need only be just and reasonable”); 0LGZHVW
,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 131 FERC ¶ 61,174, at P 48 (2010) (holding that phasing in a new
transmission rate design was reasonable to mitigate rate increases arising from cost shifts).
23
$WO &LW\ (OHF &R, 295 F.3d at 10.
24
-HUVH\ &HQW 3RZHU /LJKW &R, 768 F.2d at 1503.
21
22
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this.

Therefore, the Commission’s

rejection of the NYISO’s proposal in favor of the

Commission’s preferred rate method exceeded the Commission’s authority.
B. The Commission erred as a matter of law by failing to give effect to the NYISO’s
request for a phase-in, which constitutes a permissible deferral of the effective
date of the new ICAP Demand Curve in the G-J Locality, without a finding that
the phase-in will produce unjust and unreasonable rates.
In addition to their freedom to propose rate changes that fall within the zone of
reasonableness (and that are otherwise not unduly discriminatory), the Federal Power Act
(“FPA”) and the Commission’s regulations give utilities the freedom to decide when those new
charges are to take effect, subject to the Commission’s suspension powers.25 Thus, under
Section 205 of the FPA, the NYISO has discretion to select an effective date for new demand
curves.26 Furthermore, as explained above, the Commission may only modify proposed rates if
it finds that they will lead to unjust and unreasonable results. Here, the Commission did not find
that NYISO’s phase-in proposal will lead to unjust and unreasonable results because the
Commission did not find that it would produce rates outside of the zone of reasonableness. It
was, therefore, legal error for the Commission to reject the NYISO’s phase-in proposal.
C. The Commission’s decision was arbitrary and capricious and failed to engage in
reasoned decision making because the Commission relied on a distinguishable
decision in another docket, and failed to supply a reasoned analysis for its
departure from prior precedent in considering rate increases.
The Commission compounded its errors by relying on consistency with the August 2013
Order regarding the establishment of a new capacity zone in its determination not to allow a
'XNH 3RZHU &R, 27 FERC ¶ 61,160, at 61,293 (1984) (explaining that the Federal Power Act “contemplates that,
within certain parameters, the filing utility shall initially choose the requested effective date for its rate
changes . . .”).
26
7& 5DYHQVZRRG //&, 2013 WL 6509470, at *5 (affirming the Commission’s determination in the last ICAP
Demand Curve reset process (1HZ <RUN ,QGHS 6\V 2SHUDWRU ,QF, 135 FERC ¶ 61,170, at P 105 (2011)) that “[t]he
Commission may authorize the filing entity to defer implementation of compliance rates that must reflect
Commission directives and, indeed, has done so recently in other NYISO proceedings in order to prevent
hardship.”).
25
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phase-in resulting from a demand curve that was not before the Commission in the previous
proceeding. That order dealt with an entirely separate issue: whether a new capacity zone
should be created, and the phase-in proposal came from the NYTOs as intervenors in the case,
not the filing utility. As noted above, the Commission must accept rate proposals from the filing
utility that fall within the zone of reasonableness, but has no authority to impose changes or
accept changes proposed by intervenors, even if the Commission believes that the changes would
produce a “better” result.
In addition to these fundamental legal and contextual differences, this case differs from
the new capacity zone proceeding because the NYISO and NYTOs presented new evidence as to
the magnitude of the rate increase that was not before the Commission in the earlier docket and
which the Commission was obligated to consider as part of its balancing of ratepayer and
investor interests. Unfortunately, the Commission’s failure to engage in the statutory balancing
of interests makes unlawful its resulting decision to reject the NYISO’s phase-in proposal.
Moreover, the NYTOs and the NYISO have directed the Commission’s attention to prior
decisions that are far more relevant to this proceeding, and from which the Commission has
departed without explanation. Namely, as discussed above, the Commission initially established
the NYISO’s sloped ICAP demand curves in response to concerns about price volatility resulting
from the previous capacity market structure.

But the implementation of this new market

structure was phased in to “ameliorate” ratepayer impacts resulting from the change by gradually
implementing the cost of new entry when it first approved the implementation of ICAP Demand
Curves in New York.27 The NYISO has referenced this precedent in both the Demand Curve

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 103 FERC ¶ 61,201, at P 6 (2003). The Commission’s
acknowledgment that the phase-in would ameliorate rate impacts echoed the NYISO’s explanation of the phase-in,

27
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Filing and its Reconsideration Request in the proceeding concerning establishment of the New
Capacity Zone.28 In their Comments on the Demand Curve Filing, the NYTOs also expressed
their support for the phase-in and noted the Commission’s prior approval of a three-year phase-in
for ICAP Demand Curve for the Rest of State region in 2003.29 The Commission’s denial of the
NYISO’s phase-in request is inconsistent with this pertinent decision. The same situation exists
in the instant proceeding where the creation of new demand curves for a new capacity zone
creates a significant change to the existing market structure as well as a significant change in
rates. The Commission has provided no reasoning in support of its departure from its precedent.
Considering that the sloped ICAP demand curves were developed and phased in for the express
purpose of avoiding a significant rate increase, the Commission’s decision to the contrary in the
current proceeding is arbitrary and capricious. “One of the core tenets of reasoned decisionmaking is that ‘an agency [when] changing its course . . . is obligated to supply a reasoned
analysis for the change.”30 In the absence of an explanation for its decision to change course and
discount concerns about rate impacts in this proceeding, the Commission has failed to meet this
standard.

at pages 4 and 9 of its March 21, 2003 filing proposing implementation of the new ICAP demand curves in Docket
No. ER03-647-000.
28
Demand Curve Filing at 43, Request for Partial Reconsideration of the New York Independent System Operator,
Inc., Docket No. ER13-1380-003 (Oct. 28, 2013), at 10-12 (both citing 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU
,QF, 103 FERC ¶ 61,201 (2003)).
29
1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, Motion to Intervene and Comments of the New York Transmission
Owners, Docket No. ER14-500-000 (filed Dec. 20, 2013) at 6.
30
5HSXEOLF $LUOLQH ,QF Y 86 'HS¶W RI 7UDQVS, 669 F.3d 296, 299 (D.C. Cir. 2012) (citations omitted).
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D. The Commission’s decision to reject the phase-in of the new ICAP Demand
Curve in the G-J Locality was arbitrary and capricious and contrary to law
because it was based on speculation, and the Commission’s explanation that
imposing higher rates immediately will produce “market-clearing prices that
will guide efficient investment decisions” did not address NYISO’s showing that
phased-in rates would be within the zone of reasonableness and, therefore,
presumptively just and reasonable.
The Commission’s order was arbitrary and capricious and did not reflect reasoned
decision making. The Commission’s rationale for rejecting the NYISO’s proposed phase-in was
that consumers in the G-J Locality should be required to bear the full brunt of higher capacity
prices immediately so that there will be “market-clearing prices [that] will guide efficient
investment decisions . . . .”31 But this conclusory statement did not respond to the NYISO’s
showing that phasing-in the price increase would produce rates within the zone of
reasonableness, which violates the Commission’s obligation to engage in reasoned decision
making by responding to the arguments presented to it.32 And in so doing, the Commission
ignored the record evidence that the limited phase-in would not adversely affect market signals,
as well as the new evidence of the magnitude of the rate impact in the absence of the proposed
phase-in. This evidence lies at the heart of the balancing of consumer and generator interests
that the Commission is statutorily compelled to perform.
The Commission’s rationale is not supported by the record and is not consistent with its
statutory responsibilities. In essence, the Commission’s reasoning was that a 24% reduction in
the increased capacity price in the Lower Hudson Valley this year (the 2014/2015 Capability
Year) and a 12% reduction in the capacity price next year (the 2015/2016 Capability Year) and
the full capacity price two years from now (the 2016/2017 Capability Year), will provide
31

Demand Curve Order at P 162.
6HH 33/ :DOOLQJIRUG (QHUJ\ //&, 419 F.3d at 1198 (“‘[U]nless the [agency] answers objections that on their face
seem legitimate, its decision can hardly be classified as reasoned.’”) (quoting &DQDGLDQ $VV¶Q RI 3HWUROHXP
3URGXFHUV, 254 F.3d at 299).
32
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inadequate revenues to existing generators that have remained in the market with much lower
capacity prices, and discourage generation developers from proposing new generation projects
now, or will cause the proponents of projects already under consideration to cancel them.
However, the Commission pointed to no record evidence to support these conclusions.
In fact, the only record evidence is to the contrary. The Cadwalader Affidavit submitted
by the NYTOs in this proceeding demonstrated the significant consumer impacts that will occur
in the absence of a phase-in, supported the validity of the NYISO’s and New York Public
Service Commission’s estimates, and emphasized the new information showing that the effects
will be even more severe than initially thought.33 The Niazi Affidavit provided by NYISO with
the Demand Curve Filing demonstrated the relief that a phase-in would provide to consumers,34
and the Mukerji Affidavit showed that a phase-in would not adversely impact capacity resources’
market entry decisions.35 The limited two-year phase-in will not affect new generation that
cannot be in service before the phase-in is over, and there is no evidence to suggest that the
significantly higher capacity prices, even with the phase-in, would not be adequate to support
existing capacity resources.
Instead of responding to this evidence with a reasoned analysis, the Commission
speculated that the two-year phase-in would “discourage” short-term supply responses, such as
demand response and repowering options.36 But by couching its explanation in the vague
concept of “encouragement,” the Commission avoided the more difficult and central question of

33

Cadwalader Aff. at ¶¶ 10-19.
Demand Curve Filing at 39-40; Attachment VIII to the Demand Curve Filing, Affidavit of Tariq N. Niazi (“Niazi
Aff.”) at ¶¶ 9-15.
35
Demand Curve Filing at 42; Mukerji Aff. at ¶ 16.
36
Demand Curve Order at P 164. The Commission cited to no evidence that generation in the G-J Locality can be
repowered in time for the 2014/2015 Capability Year auction, unless the generation owner began making plans well
before the Commission’s order rejecting the NYISO’s phase-in proposal, in which case the generation owner’s
decision would be unlikely to be influenced by the outcome of the proceeding.
34
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whether a 24% discount to the capacity price this year, and a 12% discount next year, would
materially affect supply, or would make the prices they are paid unjust and unreasonable. The
Commission cited to no record evidence that these modest discounts would make any difference
at all.
While demand response suppliers or generation owners planning to repower their
facilities will always prefer higher capacity payments (thus being “encouraged” by the prospect),
that is not the same as finding that demand response suppliers will bid if they are paid the full
price for capacity in the 2014/2015 Capability Year, but will withhold their resources from the
market if they are paid only 76% of that price. Record evidence showing that specific price
points for capacity are necessary to induce supply would be relevant information for the
Commission’s decision, but speculating as to how suppliers may react to price discounts for a
transition period is not.37 Thus, given the absence of any record evidence showing that NYISO’s
phase-in proposal will cause short-term supply alternatives (LH, demand response and generation
repowering) to stay out of or leave the market, the Commission’s decision was not reasoned, and
was not supported by the record.
IV.

CONCLUSION

For the reasons stated above, the NYTOs respectfully request that the Commission grant
rehearing and issue an order granting the NYISO’s request that the new ICAP Demand Curve for
the G-J Locality be phased in to ameliorate rate impacts.

37

Indeed, the D.C. Circuit has held that the Commission must be able to identify the evidence relied on in reaching
its conclusions, and that such evidence must not be speculative or conjectural. )ORULGD 0XQLFLSDO 3RZHU $JHQF\,
602 F.3d at 461; &LW\ RI &KDUORWWHVYLOOH, 661 F.2d at 949-50.
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

New York Independent System
Operator, Inc.

Docket No. ER14-500-001

ORDER GRANTING REHEARING FOR
FURTHER CONSIDERATION
(March 24, 2014)
Rehearing has been timely requested of the Commission's order issued on
January 28, 2014, in this proceeding. 1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF
146 FERC ¶ 61,043 (2014). In the absence of Commission action within 30 days from
the date the rehearing request was filed, the request for rehearing (and any timely requests
1
for rehearing filed subsequently) would be deemed denied. 18 C.F.R. § 385.713 (2013).
In order to afford additional time for consideration of the matters raised or to be
raised, rehearing of the Commission's order is hereby granted for the limited purpose of
further consideration, and timely-filed rehearing requests will not be deemed denied by
operation of law. Rehearing requests of the above-cited order filed in this proceeding will
be addressed in a future order. As provided in 18 C.F.R. § 385.713(d), no answers to the
rehearing requests will be entertained.

Nathaniel J. Davis, Sr.,
Deputy Secretary.

1

6HH 6DQ 'LHJR *DV (OHFWULF &RPSDQ\ Y 6HOOHUV RI (QHUJ\ DQG $QFLOODU\
6HUYLFHV ,QWR 0DUNHWV 2SHUDWHG E\ WKH &DOLIRUQLD ,QGHSHQGHQW 6\VWHP 2SHUDWRU DQG WKH
&DOLIRUQLD 3RZHU ([FKDQJH, 95 FERC ¶ 61,173 (2001) (clarifying that a single tolling
order applies to all rehearing requests that were timely filed).
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
New York Independent System Operator, Inc.

)

Docket Nos. ER13-1380-000
ER14-500-000

EMERGENCY MOTION OF
CENTRAL HUDSON GAS & ELECTRIC CORPORATION
FOR EXPEDITIOUS RULINGS OR, ALTERNATIVELY,
FOR A STAY OF CAPACITY AUCTIONS FOR THE
NEW CAPACITY ZONE IN NEW YORK’S
LOWER HUDSON VALLEY AND
MOTION FOR SHORTENED RESPONSE TIME OF THREE BUSINESS DAYS
There are presently two closely related matters that have been pending for many months
before the Federal Energy Regulatory Commission (“Commission”) in the captioned dockets
pertaining to the New York Independent System Operator, Inc.’s (“NYISO”) implementation of
a new capacity pricing zone (sometimes called the “NCZ”) centered in Central Hudson Gas &
Electric Corporation’s (“Central Hudson”) service area in the Lower Hudson Valley (“LHV”).
One matter concerns Central Hudson’s request for rehearing of the Commission’s
decision in Docket No. ER13-1380-000 to accept NYISO’s plan to implement the NCZ, which is
comprised of NYISO load zones G through J (accordingly, the NCZ is sometimes referred to as
the “G-J Locality”).1

Central Hudson’s rehearing request in Docket No. ER13-1380-000

demonstrated that the Commission’s decision to accept the NCZ suffered from several serious
errors of law, failed to give meaningful consideration to critical material facts that undercut the
need for the NCZ, and failed to balance NCZ formation against legitimate consumer interests to
achieve a just and reasonable result.
The other matter concerns the NYISO’s proposal to phase-in the implementation of the
NCZ over a three-year transition period to mitigate the impact of capacity price increases faced
1

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 144 FERC ¶ 61,126 (2013).

$

by consumers in the LHV as demonstrated in these proceedings by Central Hudson and other
New York Transmission Owners, NYISO and the New York Public Service Commission
(“NYPSC”).2 NYISO’s proposal would have provided a modest 24% discount to the auction
clearing prices in the first year and 12% in the second, but the Commission rejected it out of fear
that unidentified bidders might be “discouraged” from participating. The Commission did not
identify a single bidder that threatened to withhold capacity, and it disregarded its own precedent
to use a three-year phase-in of the NYISO’s original switch to the “sloped” demand curve
capacity pricing method to mitigate the resulting higher rates.3
Central Hudson, the New York Transmission Owners, NYISO and the NYPSC have all
asked the Commission to reconsider its rulings in these cases, but their requests for rehearing
have all languished for many months. In the meantime, the NYISO has begun holding its
seasonal and monthly auctions for the NCZ. The results have been as expected, with capacity
prices in the new zone coming in about twice as high as they would be without the NCZ and
even higher than where these capacity auctions cleared last summer, which will ultimately lead
to hundreds of millions of dollars in additional costs for consumers in the LHV. These higher
capacity prices coupled with the Commission’s failure to address legitimate concerns raised in
the rehearing requests has prompted dozens of calls and letters to the Commission from
consumers, state regulators and legislators requesting action, but these pleas seem to have fallen
on deaf ears. Thus far, the Commission has done nothing more than issue “tolling orders” to
acknowledge its receipt of several requests for rehearing, but these “orders” merely paid lip
service to the statutory directive requiring the Commission to “act” on rehearing requests within
2

1HZ <RUN ,QGHSHQGHQW 6\VWHP 2SHUDWRU ,QF, 146 FERC ¶ 61,043 (2014).

6HH 1HZ <RUN ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 103 FERC ¶ 61,201, at P 6 (2003) (the
Commission accepted NYISO’s three-year phase-in of the sloped demand curve to mitigate anticipated sharp price
increases under the new capacity pricing method).
3
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30 days.4 Accordingly, Central Hudson respectfully requests the Commission to take immediate
action on Central Hudson’s requests for rehearing—to grant them for all of the compelling
reasons that Central Hudson has offered, or to deny them so that Central Hudson can take an
expeditious appeal and thereby ease the burden on other market participants if the Commission is
required to reverse course following a remand.
In the event the Commission is unable to rule on these pending rehearing requests
immediately, Central Hudson respectfully requests the Commission to issue an immediate stay of
further capacity auctions for the NCZ until the merits of the Commission’s decision can be tested
in court.

A stay is easily justifiable under the Commission’s familiar standard—market

competition will not be harmed because, as NYISO has shown, there is ample planned
generation in its current interconnection queue. The alternative, continuing the capacity auctions
for the NCZ, will simply provide a wealth transfer to existing generators. Conversely, failing to
stay the NCZ auctions will inflict significant economic harm on retail customers in the NCZ that
may not be recompensed by future refunds, given the Commission’s refusal to order refunds in
other cases that required changes to unlawfully conducted auction markets.5 Finally, granting a
stay is necessary to preserve the opportunity for Central Hudson, the NYPSC and NYISO to
press their legal case in court, where it is likely the Commission will be reversed for failing to
render decisions that are supported by substantial evidence, fail to follow its precedents, and are
otherwise unlawful.

4

16 U.S.C. § 825O. Indeed, the tolling orders announce the Commission’s inability to “act” within the
statutory deadline, and purport to grant the Commission an indefinite amount of time to “act” at a time of its own
choosing.

5

Indeed, the Commission has been known to exercise its discretion to deny refunds on equitable grounds
when it would otherwise be necessary for an organized market to re-run its markets months or years after the fact.
(J, &RQVRO (GLVRQ &R RI 1HZ <RUN ,QF Y )(5&., 510 F.3d 333 (D.C. Cir. 2007); $PHUHQ 6HUYLFHV &RPSDQ\
HW DO Y 0LGZHVW ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF., 127 FERC ¶ 61,121, at P 54 (2009). A
theoretical rights to refund protection is thus a meaningless basis to deny a motion for stay.
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Central Hudson respectfully requests the Commission to provide a shortened comment
period of three business days for responses to this motion for a stay, and to issue a ruling within
one day after it receives answers to the motion.
I.

BACKGROUND
On August 13, 2013, in Docket No. ER13-1380-000, the Commission issued an order

accepting the NYISO’s proposed revisions to its Market Administration and Control Area
Services Tariff and its Open Access Transmission Tariff to establish and recognize a new
capacity zone that would encompass NYISO Load Zones G, H, I, and J. On September 12,
2013, Central Hudson’s protest showed that the NYISO failed to take proper account of capacity
deliverability when it established the NCZ, and thus unjustly and unreasonably allocated
capacity costs in a manner that did not reflect cost causation. This flawed method set the table
for consumers in the LHV to bear far more than their fair share of capacity prices in the NCZ—
assuming that establishing the NCZ was justified in the first place.
The Commission’s order accepting the NYISO’s plan ruled that the Commission had
already accepted the NCZ concept and thus implicitly also accepted the “Locational Installed
Capacity Requirement,” or “indicative LCR,” which is the critical component for determining
the borders of the NCZ, and is also a key factor in the allocation method for capacity costs in the
NCZ. On rehearing, Central Hudson showed that the Commission’s assumption about the
indicative LCR was wrong because the NYISO developed it for the first time in Docket No.
ER13-1380-000. Thus, the Commission’s decision rested on a fundamental misunderstanding of
the relationship between the indicative LCR calculation and the NCZ, or how that calculation
would impact the allocation of capacity costs to consumers in the NCZ cost allocation
proceeding to follow. Central Hudson urged the Commission to take swift action to correct the

4

$

error, but the Commission responded by issuing an order in October 2013 granting rehearing “for
further consideration” and has otherwise failed to act.
In the meantime, NYISO filed its cost allocation plan for the NCZ in Docket No. ER14500-000. The proposal forecast an approximately $230 million capacity price increase for
consumers in the LHV, but proposed to ease the pain by proposing a modest 24% price reduction
for the capacity auction for the 2014/2015 capability year which spans May 1, 2014 through
April 30, 2015. The Commission rejected this modest rate relief based on its speculative concern
that a small subset of potential market participants might be “discouraged” from bidding into the
auction while giving no obvious consideration to the impact on consumers. Indeed, there was no
record evidence that any capacity supplier would avoid the auction if the market cleared at a
small discount, while the NYISO’s evidence showed that the discount would not keep any
supplier out of the market. For these and other reasons, Central Hudson and the New York
Transmission Owners requested rehearing on February 27, 2014.
Subsequently, the Commission’s docket sheets in these proceedings chronicle long lists
of several dozen letters and phone calls from outraged consumers, regulators and legislators
demanding that the Commission reconsider its decisions. Nevertheless, the Commission has yet
to act on the rehearing requests. The Commission’s inaction allowed the NYISO’s new capacity
auctions to move forward without proper review under the statutory process by either the
Commission or a court to determine whether the Commission’s initial decisions are legally
defensible. The result is that NYISO’s three capacity auctions conducted thus far—for Summer
2014, May 2014 and the May 2014 spot market—have produced capacity prices that are twice as
high as the “New York Control Area” which formerly included the new G-J Locality.6 The

6

Available at http://www nyiso.com/public/markets_operations/market_data/icap/index.jsp.

5

$

following table summarizes the results and cost impact to consumers from these auctions only
for the Month of May:
Auction

Summer 2014
May 2014
May 2014 Spot

UCAP Price
per kW-Month

UCAP Awarded
(MW)
G-J: 476.1

Cost to
Consumers in
LHV
$4,741.956

Excess Cost to
LHV Above
NYCA
$2,290,041

G-J: $9.96
NYCA: $5.15
G-J: $10.33
NYCA: $5.50
G-J: $12.38
NYCA: $6.68
G-J: $8.71*
NYCA: $5.15

G-J: 435.4

$4,497,682

$2,102,982

G-J: 2,384.8

$29,523,824

$13,593,360

Bilateral
G-J: 741.5
$6,338,110
$2,584,755
Contracts*
Total Excess Cost
$17,520,123**
to LHV in the
$20,622,416*
First Month:
* Assumes a 50% discount off reference price as a proxy for a Bilateral Agreement price.
**This impact does not include the impact of capacity purchased through Bilateral Contracts
which although lower than the clearing prices adds further to the impact of the NCZ.

II.

REQUEST FOR A RULING IMMEDIATELY
The NYISO’s capacity auctions have so far cost consumers in the LHV an additional

$17.5 million above what they would have paid if their new capacity zone had remained part of
the New York Control Area as in the past. If these trends continue they will cost consumers
more than $100 million just this summer. These results from just the first three capacity auctions
show that consumers in the LHV are on track to pay hundreds of millions of dollars above what
they otherwise would have paid if the auctions continue, as Central Hudson, NYISO and the
NYPSC warned.
Despite these sharply higher capacity prices, the Commission has yet to respond to the
merits of Central Hudson’s request for rehearing in Docket No. ER13-1380-000, filed on
September 12, 2013, and has likewise failed to act on the New York Transmission Owners’

6
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request for rehearing on the phase-in filed on February 27, 2014. The Commission’s failure to
act in a timely manner on these requests for rehearing that raised serious doubts about the
propriety of the Commission’s rulings in these dockets is tantamount to a denial given that
consumers are already feeling the impact. Consumers in the LHV are entitled to have their
objections heard in a meaningful timeframe, either by having the Commission reverse its
erroneous decisions, or by having the Commission give them a direct answer to their objections
so that they can test the Commission’s reasoning in court. The Commission’s failure to give any
answer despite having many months to do so is deeply troubling, given the dozens of calls and
letters from consumers, regulators and legislators in New York expressing their deep concerns
with the Commission’s inaction. Accordingly, Central Hudson respectfully submits this formal
motion for the Commission to issue its orders on the pending rehearing requests immediately.
III.

MOTION FOR STAY
Under Section 705 of the Administrative Procedure Act (APA), the standard for granting

a stay by an administrative agency is whether “justice so requires.”7 In deciding whether justice
requires a stay, the Commission generally considers several factors, which typically include: (1)
whether the party requesting the stay will suffer irreparable injury without a stay; (2) whether
issuing the stay may substantially harm other parties; and (3) whether a stay is in the public
interest.8 The Commission gives particular weight to the risk of irreparable harm.9
Here, the Commission has deferred acting on the pending rehearing requests for months
as the NYISO’s capacity auction for the NCZ rapidly approached, even though Central Hudson’s

7

5 U.S.C. § 705.

&06 0LGODQG ,QF, 56 FERC ¶ 61,177, at pp. 61,630-31, DII G VXE QRP 0LFKLJDQ 0XQLFLSDO &RRSHUDWLYH
*URXS Y )(5&, 990 F.2d 1377 (D.C. Cir. 1993), FHUW GHQLHG, 510 U.S. 990 (1993).

8

&LW\ RI +ROODQG 0LFKLJDQ Y 0LGZHVW ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF, 112 FERC ¶
61,105, at P 20 (2005).
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requests for rehearing demonstrated both that its customers face substantial harm and that the
Commission’s rulings are not supported by the facts or the law. Now that the NYISO has begun
to conduct capacity auctions for the NCZ, the harm to consumers is no longer theoretical. It is,
moreover, potentially, even probably, irreparable because there is no certainty the Commission
will ever require the NYISO to take the steps necessary to put consumers in the position they
would have been absent the Commission’s erroneous decisions to accept the NCZ, or at the very
least to require the NCZ to be implemented with a phase-in. The Commission has been known
to deny refunds that would require regional organizations like the NYISO to resettle market
auctions.10

Although resettling the NYISO’s auctions at this early stage should not be a

significant obstacle, there is a growing risk that the Commission will cite complexity as a
rationale for denying refunds (as it has in the past) if the NYISO auctions are allowed to
continue. Accordingly, the Commission must immediately stay the NYISO’s future auctions for
the G-J Locality and direct the NYISO to conduct its monthly and spot market auctions as
though the G-J Locality is part of the New York Control Area as NYISO did before the
Commission’s orders at issue here to mitigate the growing harm to consumers and ensure that
refunds remain a viable remedy to protect them against unjust and unreasonable rates as required
by the Federal Power Act.
Conversely, a stay will not harm competitive markets. Drawing in new capacity is the
primary objective behind setting up the NCZ in the first place. As the NYISO has shown, during
the next few years there is ample capacity in its generation interconnection queue that plans to
locate in the NCZ and there is no reason to believe that any of this capacity will withdraw from
the queue if the Commission stays the NYISO’s auction for the NCZ. Rather, proceeding with
&RQVRO (GLVRQ &R RI 1HZ <RUN ,QF Y )(5&, 510 F.3d 333 (D.C. Cir. 2007); VHH DOVR $PHUHQ 6HUYLFHV
&RPSDQ\ HW DO Y 0LGZHVW ,QGHSHQGHQW 7UDQVPLVVLRQ 6\VWHP 2SHUDWRU ,QF., 127 FERC ¶ 61,121, at P 54 (2009).
10

8

$

the NCZ capacity auction will simply provide a wealth transfer of tens (perhaps hundreds) of
millions of dollars to existing generators that will not have their continued availability to the
NYISO affected one way or the other by a stay of the Commission’s orders.
Finally, granting a stay will preserve the status quo and give the parties the opportunity to
present their arguments in court, and thereby obtain a definitive ruling on whether the
Commission’s rulings were correct. The timing of this review process is largely within the
Commission’s control. If the Commission affirms its decisions, Central Hudson and other
interested parties can take an immediate appeal, which the Commission can expedite by joining
in a motion to the court for an expeditious review. The Commission, therefore, can minimize the
disruption that might arise from its failure to issue orders on rehearing in a timely manner.
IV.

CONCLUSION
WHEREFORE, for the foregoing reasons, Central Hudson respectfully requests that the

Commission issue orders immediately on the pending requests for rehearing in Docket Nos.
ER13-1380-000 and ER14-500-000. Alternately, Central Hudson respectfully moves for an
order staying the NYISO’s separate capacity auctions for the G-J Locality beginning with the
June monthly and strip auctions, and directing NYISO to include the G-J Locality within the
New York Control Area for all future capacity auctions until the Commission issues its orders on
rehearing and those orders have been subject to court review. Central Hudson requests the
Commission to set a shortened response time to this motion for a stay of three business days
and to issue its order on the motion one day thereafter.
Respectfully submitted,
V 5D\PRQG % :XVOLFK
Raymond B. Wuslich
Victoria L. Hsia
Winston & Strawn LLP
1700 K Street, N.W.

9

$

Washington, D.C. 20006-3817
(202) 282-5000
Email: rwuslich@winston.com
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V -RKQ %RUFKHUW
John Borchert
Senior Director of Energy Policy and Transmission
Development
Central Hudson Gas & Electric Corporation
284 South Avenue
Poughkeepsie, NY 12601
Email: jborchert@cenhud.com

Dated: April 30, 2014

10

$

CERTIFICATE OF SERVICE
I hereby certify that I have this day served the foregoing document upon each person
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