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MOTION TO FILE ANSWER AND ANSWER OF
THE NEW YORK STATE PUBLIC SERVICE COMMISSION
TO REQUEST FOR REHEARING

Pursuant to Rules 212 and 213 of the Comm ssion’s Rul es of
Practice and Procedure, the Public Service Conm ssion of the
State of New York (NYPSC) hereby submits its notion to file an
answer and its answer to the “Request For Rehearing O The
Mtigated Generators,” filed October 3, 2001, in response to the
Comm ssion’ s Septenber 4, 2001 Order Accepting Tariff Revisions
And Directing Translation OF The In-City Price Cap' (Septenber 4
Order). Although Rule 213(a)(2) does not permt answers to
requests for rehearing unless otherw se ordered by the
Comm ssion, the Comm ssion has accepted pl eadi ngs for good
cause, such as when the information will ensure a conpl ete and
accurate record, clarify issues and factual evidence, and aid

the Comm ssion in its understanding and resol ution of the

! New Yor k | ndependent System Qperator, Inc., 96 FERC
1 61, 251.




i ssues.? Good cause exists to allow this answer because it will
contribute to the devel opnent of a conplete and accurate record
and assi st the Comm ssion’s understandi ng and deli berations on
this matter.

The Generators’ clainms of Comm ssion error and failure to
foll ow Conm ssion precedent in determ ning a revenue-neutral
translation rate for the conversion of Installed Capacity (I CAP)
to Unforced Capacity (UCAP) are based on erroneous or unproven
assunptions as well as argunents previously rejected by the

Comm ssion. Their Request For Rehearing should be denied.

BACKGROUND

The NYI SO i nposes an | CAP requirenment upon Load Serving
Entities (LSEs) to ensure that they have sufficient generating
capacity available to ensure the reliable operation of the bulk
power system LSEs may procure | CAP from a generator resource
t hrough bilateral agreenents or through an auction process in
which eligible | CAP providers submt bids to sell their
capacity.

Under the | CAP net hodol ogy, a generation unit’s
availability to provide | CAP is based upon seasonal Dependabl e

Maxi mum Net Capability (DVNC) tests or operational |ogs. These

2 See, e.g., Tennessee Gas Pipeline Conpany, 95 FERC Y61, 096
(2001) (allowing an answer to a request for rehearing in order
to ensure a conplete and accurate record).
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met hods neasure the sustai ned maxi mum net out put of a generator
over a continuous but short period of time (generally four
hours). The market design of the UCAP net hodol ogy recogni zes
the reality that because of forced outages, a generating
resource i s not always avail able to supply energy when directed
to do so.

The UCAP net hodol ogy builds on the prior | CAP net hodol ogy
by incorporating the probability that a generator will actually
be avail able to supply energy. The NYI SO uses operating data
subm tted by generators to calculate the probability that a
generator nmay be unavail able due to forced outages. This rate
is known as the Equival ent Demand Forced Qutage Rate (EFORy).
The amount of UCAP that a generator will be qualified to supply
for a particular nonth is based on that unit’s DVNC nultiplied
by one minus its EFCRy, which, in turn, is based on operating
data fromthe nost recent 12 nonths.

The NYI SO and its Market Participants agreed that paying
generators under the UCAP net hodol ogy will better match actual
capacity with performance and, on a going-forward basis, wll
create an incentive for generators to inprove the availability
of their generating assets and inprove reliability in New York.

I n Consol i dat ed Edi son Conpany of New York, Inc.,® the Conmi ssion

f ound t hat when Con Edi son divested its three bundl es of

3 84 FERC Y 61,287 (1998).



generating units, the three new owers would be in a position to
exerci se market power. Thus, the Comm ssion ruled that a bid
and price cap of $105/kWyear would apply to these | CAP
suppliers.*?

In its Septenber 4 Order, the Conm ssion rejected the
CGenerators’ proposal to translate the in-Cty mtigated
generator’s price cap of $105/KWyear froman | CAP to a UCAP
basis using outage data fromthe period prior to the
di vestiture, which would result in a $126.14 cap. In doing so,

t he Comm ssi on expressed agreenment with the NYPSC t hat the
transl ation of the existing $105 per kWyear in-Cty cap to UCAP
terms nust be revenue neutral, |eaving the Generators neither

worse of f nor better off than under the | CAP nethodol ogy.°

REQUEST FOR REHEARING

The Generators assert that the Comm ssion violated its goal

of achieving revenue neutrality by using data fromtoo short a

4 The Commi ssion inposed the in-City price cap prior to the

di vestiture of generation by Con Edison to alert potenti al
purchasers about mtigation neasures that could affect their
profits. The Conm ssion noted that “the potential purchasers
were afforded an opportunity to adjust their bids for the
generation being divested by the anbunt necessary to conpensate
them for effects of mtigation neasures.” Septenber 4 Order at
61, 993- 94.

®> If both the quantity being sold and the price received for that
gquantity are converted using the sane translation rate, then the
revenue streamreceived for that quantity will remain unchanged.
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time period to neasure accurately generator availability.

Rat her, they claim the calculation nust use data froma

sufficiently representative period of time, at |east five years,

as a better indicator of performance. According to the

Cenerators, “[r]evenue neutrality requires the UCAP bid and

price cap translation of $105/ kWyear to reflect reasonable

out age rates over the long run — not an opportunistic or overly

pessim stic cal cul ati on based upon anomal ous short-term

results.”®
The Generators also claimthat the Conm ssion deviated in
its Septenber 4 Order fromthe nethodology that it had

previ ously approved for the PIJMInterconnection. Finally, the

Generators assert that the Conm ssion erred in stating that the

UCAP net hodol ogy woul d afford them the opportunity to increase

revenues by inproving perfornmnce.

I. THE COMMISSION CORRECTLY DETERMINED THAT 12 MONTHS OF DATA
FOR A NUMBER OF GENERATING UNITS PROVIDE A REALISTIC
PICTURE OF HOW OPERATING UNITS WILL PERFORM IN THE FUTURE.
The Generators argue that the Conm ssion erred in requiring

that the translation rate of the In-City Mtigated Cenerator

| CAP bid and price cap be calculated on the basis of 12 nonths’

worth of EFORy data. The Generators allege that “for an outage

rate to depict accurately the availability of a generating unit,

® Request for Rehearing at 1-2; enphasis in original.
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EFORy; data nust be taken froma period of no |less than five years

"7 Request For Rehearing at 3. The

of current operation.
Cenerators further state that this period “is necessary to
capture the operation and mai ntenance cycles of generating units
and to nornmalize the various outage “anonalies” that may occur.
Id.

If the translation were perforned on the basis of the one-
year history of a single generating unit, then the generators’
position would have sone nerit. However, the translation
approved by the Comm ssion is calculated on the basis of the
outage history of more than 90 units, each one at a different
point in its maintenance cycle. Because of the |arge sanple
used, and the fact that those units are at various points in
t heir mai ntenance cycles, the data can be expected to include
outage histories fromunits operating better, and units
operating worse, than average |ong-term perfornmance | evels.
Therefore, the aggregate data used for the approved translation
shoul d snooth out the variations and anomalies by capturing a

normal i zed outage level for the Generators’ collective fleet of

units.

“In their July 23, 2001 filing in this proceeding, the
Cenerators suggested a seven-year period, from 1992 through
1998.



Mor eover, adding additional years prior to the nost recent
12 nmonths woul d not inprove the validity of the cal cul ated
conversion rate, but would introduce data froma prior period
when the previous owner operated the units bel ow opti nmal
performance | evels. Their proposed approach woul d not be
revenue neutral because it would guarantee them a hi gher revenue
streamthan if the currently approved transl ati on approach were
retained.® Accordingly, the Conm ssion should not disturb its
previ ous concl usi on.
II. PJM’'S METHODOLOGY AND THE NYISO’S METHODOLOGY ARE

CONSISTENT, CONTRARY TO THE CLAIM OF THE GENERATORS

The Generators note that the “PIML.L.C.'s (‘PIM) UCAP
met hodol ogy, which the Conm ssion asserts is simlar to that of
the NYI SO uses a five year period for UCAP reserve cal cul ations
of EFORy.” 1d. at 4. They then ask: “How can the NYI SO ignore

the effect of mmi ntenance and operating cycles with a short-term

8 Referring to the Report of the New York City Subgroup of the
Installed Capacity (I CAP) Wbrking G oup, the Generators
incorrectly claimthat at one tinme the NYPSC agreed that using
data fromshorter periods of time could result in distorted
outage figures. Although the report was prepared by two
Departnent of Public Service enpl oyees on behal f of the
subgroup, it was, to quote the report, a “nutually agreeabl e
conceptual approach” (using four or fewer years of outage data)
that market participants settled upon as a tentative way to
i npl ement UCAP in New York City without litigation. The |CAP
Wor ki ng Group did not accept the recomendations in the report.
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view, while the adjoining system PJM utilizes these |onger-
termavailability cal cul ati ons?”

The Generators incorrectly describe the PIJM approach by
m xi ng concepts. As the Generators suggest, the PJM net hodol ogy
uses a five-year average pool-wide EFORy rate to set its UCAP
reserve requirenents and a one-year history to determ ne the
anount of UCAP a suppler nmay sell. However, New York's reserve
requirenent is simlarly set using a multi-year history and the
New Yor k UCAP net hodol ogy |i kewi se uses a one-year history to
determ ne the anmount of UCAP a supplier may sell

More significant, though, the PJM approach is irrelevant to
the subject of this rehearing request. At issue here is not how
to determ ne how nuch UCAP LSEs nust buy or how much suppliers
may sell, but howto set the bid and price cap that is to be
applied to UCAP of fered by generators that possess market power
for that product. There is no such bid and price cap applied to
PJM UCAP suppliers because none possess market power. The
Cenerators’ argunents to the PJM net hodol ogy are, therefore,
irrel evant and shoul d be rejected.
III. WITH UCAP, GENERATORS WILL RECEIVE ADDITIONAL REVENUES AS

THEY IMPROVE AVAILABILITY

The Generators contend that the Comm ssion erred in
concl udi ng that “once the UCAP net hodol ogy is inplenented, in-

city generators likely are to receive |arger |ICAP paynents and



addi tional revenue from energy generated by the expanded
capacity.” |d. at 6. The Comm ssion was correct in observing
inits Septenber 4 Order that the UCAP net hodol ogy provides a
strong incentive for the Generators to inprove their

avai lability and that the CGenerators wll react to that
incentive by prospectively inproving the performance of their
units.

By using the fleet of in-City units’ recent outage history
to set the UCAP conversion rate, the Generators will have the
opportunity to collect nore revenues under the UCAP net hodol ogy
t han under the previous | CAP net hodol ogy as their perfornance
i nproves and they have nore UCAP to sell. Further, while the
i npl ementation of UCAP will not necessarily result in a physical
expansi on of a supplier’s generating capacity, it should
increase the tinme that capacity is physically available to
generate energy and, therefore, increase the opportunity to
derive additional energy revenue. The CGenerators mss the mark

on this claimas well.



CONCLUSION

For the reasons expressed above, the NYPSC urges the

Comm ssion to reject the Generators’ Request for Rehearing.

Dat ed: November 2, 2001
Al bany, New York
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Respectful ly submtted,

Lawrence G Mal one

CGeneral Counse

By: 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, Ny 12223-1305
(518) 473-8178
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Comm ssion of the State of New York by depositing a copy
thereof, first class postage prepaid, in the United States nail,
properly addressed to each of the parties of record, indicated
on the official service list conpiled by the Secretary in this

pr oceedi ng.
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