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April 18, 2003

Honor abl e Magalie R Sal as,
Secretary

Federal Energy Regul atory Commi ssion

888 First Street, N E

Room 1- A209

Washi ngton, D.C. 20426

Re: Docket No. ER03-647-000
New Yor k | ndependent System Qperator, Inc.

Dear Secretary Sal as:

For filing, please find the Motion To File Corrected
Affidavit of the New York State Public Service Comm ssion
and the corrected affidavit of M. Harvey Arnett. The
affidavit was submitted April 11, 2003 in our Notice of
I ntervention and Comments in the above-entitled proceeding.
Shoul d you have any questions, please feel free to contact
me at (518) 473-8178.

Very truly yours,

Saul A. Rigberg
Assi st ant Counsel

Attachnents



UNI TED STATES OF AMVERI CA
BEFORE THE
FEDERAL ENERGY REGULATORY COWMM SSI ON

)
New Yor k | ndependent System ) Docket No. ER03-647-000
Operator, Inc. )

)

MOTI ON TO FI LE CORRECTED AFFI DAVI T
OF THE NEW YORK PUBLI C SERVI CE COW SS| ON

As part of the filing of the New York Public Service
Comm ssion (NYPSC) submitted on April 11, 2003 in this docket,
we submtted the affidavit of M. Harvey Arnett as Attachnent
1. Upon subsequent review of the affidavit we discovered a
cal culation error; we also realized that due to an inadvertent
editing m stake, the paragraphing was not in |ogical sequence.
Pursuant to Rule 212, the NYPSC hereby submts this Mtion To
File Corrected Affidavit. In light of the early stage of this
proceedi ng, granting this Mtion would neither delay the
procedural schedul e nor prejudice any party.

Respectfully subm tted,

Saul A. Rigberg
Assi st ant Counsel
Publ i c Service Comm ssion
of the State of New York
3 Enpire State Pl aza
Al bany, New York 12223-1350

Dated: April 18, 2003
Al bany, New York



CERTI FI CATE OF SERVI CE

|, Karen Houl e, do hereby certify that I will serve on
April 18, 2003, the foregoing Mdtion and corrected affidavit of
t he Public Service Conm ssion of the State of New York by
depositing a copy thereof, first class postage prepaid, in the
United States mail, properly addressed to each of the parties of
record indicated on the official service list conpiled by the

Secretary in this proceeding.

Kar en Houl e

Date: April 18, 2003
Al bany, New York



ATTACHMVENT 1 |

UNI TED STATES OF AMERI CA
BEFORE THE
FEDERAL ENERGY REGULATCRY COWM SS| ON

New Yor k System | ndependent ) Docket No. ER03-647-000
Qperator, Inc.
)

Revi sed Affidavit of Harvey Arnett

New Yor k Public Service Comm sSion
April 16, 2003



QUALI FI CATI ONS AND PURPOSE

My nane is Harvey Arnett. M present position is Chief,
Rates and Retail Choice, Ofice of Electricity and
Environnent, New York State Departnent of Public Service.
My office is located at 1 Penn Pl aza, New York, New York
101109.

| have been enpl oyed by the Departnent of Public Service
since 1970, working primarily on electric rate matters
since 1976. M experience covers utility operations,
revenue requirements, fully allocated cost of service

studi es, revenue allocations, rate designs, regulatory

i ncentive nmechani sns, QF contracts under PURPA, standby
rates and other issues regarding distributed generation and
power industry restructurings. | have testified before the
New York Commi ssion nore than 30 tinmes. | ama nenber of a
staff teamresponsible for anal yzing and commenti ng upon
the pricing rules of the New York |Independent System
Operator (NYI SO, which operates the New York bul k

transm ssion system

| have a Bachel or of Engi neering from The Cooper Union for
t he Advancenent of Science and Art.

| prepared an earlier version of this affidavit in
conjunction with the NYPSC s April 11, 2003 filing. That
affidavit, as well as this one, discusses the short-term
costs associated with the Demand Curve and conpares ny

anal ysis of those costs with that of Dr. David Patton, the
NYl SO s | ndependent Market Monitor. The purpose of this
revised affidavit is to correct a calculation error as well
as to reorder the paragraphs and revise sone sentences and
section headings to inprove the clarity of ny presentation.
My basi c concl usi ons are unchanged.

ANALYSI S OF COST | MPACTS

| have reviewed the cost inpacts provided in the affidavit
of Dr. Patton (NYISO March 31 filing, Attachment V) as
wel | as the spreadsheets he used to develop them Earlier
in the process of review ng the Demand Curve, | prepared

i npact estimates under a variety of scenarios. These
earlier estinmates were independent of those done by Dr.
Patton for the NYI SO and have differed sonewhat from Dr.
Patton's for a nunber of reasons.



In preparing estinmates of increased paynments to generators,
| have adopted Dr. Patton's assunptions that are simlar to
mne. | also note that because Dr. Patton provides a range
of outcones, mnor differences in our assunptions do not
have a significant effect on the results of our anal yses.

| have, however, nade sone adjustnents to his anal ysis,

whi ch | descri be bel ow.

A. Non- Short age Conditions

After review of the inpacts provided on page 16 of Dr.
Patton’s affidavit in a table entitled "Summary of
Estimat ed Demand Curve | npacts Non- Shortage Conditions"” and
associ at ed spreadsheets, | have nmade five nodifications.
The first nodification to Dr. Patton’s assunptions

i ncreases the amount of capacity that would be eligible for
paynments at the deficiency price (simlar to the adjustnent
made in the deficiency conditions anal ysis described

bel ow). Second, | analyzed the anpbunt of ROS capacity that
is used as self-supply or sold under bilateral contracts.
My anal ysis indicated the anmount sold at the ROS Demand
Curve would likely be significantly higher than the anount
Dr. Patton used. Third, | have reduced the anobunt of ROS
capacity that New York Cty LSEs woul d need to purchase
under of the Demand Curve spot auction. This reduction
recogni zes the amobunt of ROS capacity that Con Edi son and

t he New York Power Authority control. Fourth, | have
recogni zed that under certain conditions, the Demand Curve
would result in a lowering of costs within a season
conpared to the status quo. Finally, | corrected the NYC
cal culation that had failed to convert the MWof divested
generation to kW

The results, which are shown bel ow, decrease Dr. Patton’s
New York City (NYC) estimated inpact by about 40 percent
and wi den the range of outconmes. These adjustnents al so
increase the Rest-of-State (ROS) inpact by about 10 percent
and al so wi den the range of outcones.



Non-Shortage Conditions

NYC

Summary Estimate Min M ax

Costs (%) $ 43,412,715 $ (17,862,679) $ 129,589,333
Rate Cost ($/MWh) $ 101 $ (0.42) $ 3.01

Rest of State

Summary Estimate Min M ax

10.

Costs ($) $ 93,851,626 $ (8,178,130) $ 187,997,566
Rate Cost ($/MWh) $ 099 $ (0.09) $ 1.98

The above table neasures cost inpacts relative to what the
sanme purchases woul d cost using historic clearing prices.
We have al so prepared estinmates of cost inpacts where we
estimated prices that would result fromthe current market
design. This is a far nore difficult exercise as the

exi sting nmethodology is very sensitive to the bal ance of
supply and demand. |f there continues to be a noderate
surplus, we could expect prices would not change from
current |evels. However, these historic prices may fail to
attract new generation to keep up with | oad grow h;

nmor eover, sone existing plants may shut down because they
are not financially viable or because of safety or

envi ronnmental concerns. In that case, supplies may becone
barely adequate (as they are now in New York City) and
prices under the existing nethodol ogy woul d increase
drastically. My anal ysis shows that under that scenario
t he existing nmethodology is a far nore expensive option

t han the Demand Curve.

Assunming all of the increased paynents to generators are

fl owed through to end-use consuners, the inpacts shown on
t he above table equate to a 1-1.5 percent increase in total
el ectric bills over historic levels. Many custoners,
however, will not see increases due to commodity price
protections that may be provided by their energy supplier,
or other aspects of the rate plan that governs their
utility. For a custoner that has no price protection,
estimate the Demand Curve could increase total electric
bills by no nore than three percent.



11.

12.

13.

14.

B. Short age Conditions

I n paragraphs 31-33 of his affidavit, Dr. Patton di scusses
savings resulting from avoi dance of the current deficiency
structure. In the table entitled “Cost Savings from Demand
Curve Under Deficiency Conditions for New York Cty,” Dr.
Patton estimtes that the cost savings recognizing | PP
bilaterals are $57 million or $1.32 per MMH Dr. Patton
has, however, understated the anobunt of capacity that wl|
likely be eligible to receive the deficiency price in 2003.
As a result, he has underesti mated the potential i npact

that would result if the current market rules (which would
result in a deficiency price twice as high as that proposed
under the Demand Curve) would be in effect. Using ny

hi gher estimate of such capacity, | have projected that
under the scenario that there was a Demand Curve in pl ace,
and there were deficiency conditions, cost savings would be

approxi mately $105 million or $2.43 per MMH | have not,
however, addressed the estimates in the tabl e | abel ed
“Wthout IPP Bilaterals.” These bilaterals do exist, and

are expected to exist into the future, so this portion of
Dr. Patton’s table is not useful in devel oping inmpact
esti mat es.

| have al so exami ned the inpacts if the ROS were al so
deficient, which Dr. Patton did not present. The result of
this analysis is that the additional paynments under the

exi sting met hodol ogy conpared to those under the Demand
Curve is in the order of several hundreds of mllions of
dol | ars.

CONCLUSI ON

To the extent there is any short-termincrease in capacity
prices due to the Demand Curve, | conclude that this
proposed new mar ket design can be viewed as a reasonabl e

i nsurance paynment to avoid a much |arger short-term

i ncrease that woul d occur under shortage conditions under
t he exi sting approach.

This concludes ny affidavit.



ATTESTATI ON

| amthe witness identified in the foregoing affidavit. |
have read the affidavit and amfamliar with its contents. The
facts set forth herein are true to the best of nmy know edge,
i nformation, and beli ef.

/s/ Harvey Arnett
Harvey Arnett

April 16, 2003

Subscri bed and sworn to before ne
this 16th day of April, 2003

/sl Jan Goor sky
Not ary Public

My Conmi ssion expires: April 30, 2007







