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1.0 I ntroduction

The purpose of this report is to identify the NY SRC functional responsibilities that the NY SRC
I mplementation Working Group recommends be immediately addressed by the NY SRC Executive
Committee (EC) after it convenesfor thefirst time. The report discusses recommended actions for

certain of these responsibilities and options for others. They include:

I NYSRC Reliability Rules and Compliance Program
NY SRC Formation

Compensation for Unaffiliated EC Members

NY SRC Subcommittees

Personnel Requirements for Carrying out NY SRC's Responsibilities

Funding Mechanism
NY SRC Expenses for 1999

In addition to the above topics, the report suggests severa other responsibilities that should either
be addressed immediately or on an on-going basis.

Finally, the report suggests topics for an orientation program for presentation to the EC.

2.0 Overview of NY SRC Functional Relationships

The mission of the NY SRC isto promote and preserve the reliability of electric service on the Bulk
Power System in New York State. To carry out this mission, in accordance with the NYSRC
Agreement, the NY SRC will beresponsiblefor: (1) establishing and maintaining Reliability Rulesfor
use by the NY I SO and all entitiesengaging in electric power transactions on the Bulk Power System,
and (2) along with NPCC and the 1 SO, monitoring compliance with the Reliability Rules.

Appendix A providesan overview of the relationship between NERC, NPCC, NY SRC, NY SO and
NY1SO market participants. NERC establishes reliability requirements that are incorporated into



NPCC reliability standards that must be followed by all industry participants within the NPCC. The
NY SRC will adopt reliability rules based on the NPCC standards, along with additional, more
restrictive, New York State reliability requirements. The 1SO and its market participants will be
required to follow the NY SRC reliability rules.

The NY1SO will be responsible for monitoring market participant compliance with all applicable
NYSRC rules. The NYISO will also prepare compliance assessment reports for compliance review
by NY SRC and NPCC as depicted in Appendix A. Any disputes between the NY1SO and NY SRC
about NYSRC rules will be resolved through the dispute resolution process outlined in the
|SO/NY SRC Agreement. NPCC will follow itsown proceduresfor resolving NPCC and NERC rule
disputes.

More detail about organizational relationshipsis contained in Sections 9.0 and 10.0, NY SRC Rules

and Compliance Monitoring Program, respectively.

3.0 NY SRC Formation

The Working Group recommendsthat the NY SRC be formed by early February 1999. The NY SRC
should formally adopt the Reliability Rulesand its compliance monitoring program prior to 1 SO start-
up presently scheduled for April 1999.

4.0 Compensation for Unaffiliated EC Members

The two unaffiliated EC members will receive compensation. It was previously agreed that each
unaffiliated member receive an annua retainer of $20,000 and a per meeting fee of $1,000, in
addition to reasonable and necessary business expenses. The EC should examine insurance

requirements for unaffiliated EC members as well as for staff personnel, if so required.



50 NY SRC Subcommittees

It isrecommended that the EC immediately appoint atemporary ad hoc task force which will support
the EC during the transition period prior to NY SRC startup, including providing recommendations
concerning implementation and organization of the NY SRC. The ad hoc task force could include
certain of the current NY PP staff and member system representatives on the Working Group, in
additionto representativesfromthe affiliated N Y SRC members, other NY PP membersand PSC staff.
One of thefirst assignments of thistask force should be to plan and organize an orientation program

for presentation to the EC. Appendix B suggests major topics for this presentation.

The NY SRC should consider the formation of one or more standing subcommittees to establish or
modify NY SRC Reliability Rules in accordance with the NYSRC and ISO/NY SRC Agreements
(Appendix C), and establish monitoring procedures to review compliance of the 1SO and market

participants with the Reliability Rules.

6.0 Personnel Reguirementsfor Carrying Out NY SRC's Responsbilities

The NY SRC Agreement states that the EC "members shall be required to provide the NY SRC with
appropriate personnel, on atemporary basis, to enable the NY SRC to carry out itsfunctions." The
Agreement further states that the "EC shall have the authority to employ staff members' ... as

necessary to carry out NY SRC functions.

It is recommended that NY SRC's responsibilities be implemented by one of the following options:

Option A:  Begin NY SRC operations without permanent staff, utilizing EC member staffsto
supplement NY SRC subcommittee(s) for carrying out NY SRC responsihilities.



Option B:  Begin NY SRC operations without permanent staff, retaining atechnical consultant to
temporarily supplement NYSRC subcommittee(s) for carrying out NYSRC

responsihilities.

OptionC:  Retainasmall permanent staff to support NY SRC subcommitteesfor meeting NY SRC
responsibilities. Thisstaff could consist of one or more full-timetechnical personsand
anadministrative assistant. The staff will requireasmall officethat is separate but near
the SO.

The expected NY SRC functional responsibilities in Section 11.0 could help guide selection of the
appropriate option.

TheNY SRC may requirelegal servicesto handle dispute resolution proceedings, asmay berequired,
prepare documents, and participate in regulatory proceedings. In addition, an accounting system
needsto be developed prior to NY SRC start-up. Thissystem could be developed by the staffs of the

EC members or by an outside consultant.

7.0 Funding M echanism

The NY SRC Agreement provides that the members of the NY SRC (excluding the two unaffiliated
members) shall pay for the costs associated with the administration of the NY SRC. The Agreement,
however, does not identify a cost recovery mechanism. Accordingly, the EC should decide
specifically how NY SRC costs are to be alocated among its members and develop a cost recovery
mechanism. (Refer to NY SRC Agreement Section 4.14).

8.0 NY SRC Expensesfor 1999

The preliminary NY SRC expense estimates shown in Table 1 below reflect implementation of
Personnel Options A, B, or C covered in Section 6.0 above.
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Tablel
Estimated 1999 NY SRC Expenses
Option A | Option B Option C
1. Feesand expenses for unaffiliated members, plus insurance $75,000 $75,000 $75,000
2. Staff salaries $0 $0 $260,000
3. Lega and consulting services $70,000 | $120,000 $70,000
4. Office, furniture and equipment leases $10,000 $10,000 $90,000
5. Supplies $10,000 [ $10,000 $10,000
6. Meeting expenses $10,000 $10,000 $10,000
7. NPCC Assessment $25,000 $25,000 $25,000
8. Contingency $35,000 $35,000 $35,000
TOTAL | $235,000 $285,000 $575,000

The above estimates exclude labor costs, travel expenses, and other out of pocket costs borne by the
affiliated EC members.

9.0 NYSRC Rules

Draft NY SRC Reliability Ruleswere transmitted to FERC on May 2, 1997 as part of a supplemental
filing to define the role of NYSRC. The Rules are in the process of being updated by a NY PP
subgroup to reflect adoption of the Local Reliability Rules and changes in the NPCC Standards.

The NY SRC EC will adopt Reliability Rules, asrequired in NY SRC Agreement, which include the

following elements:

I NYPP Standards

I NPCC Standards

I Loca Reliability Rules

I Exceptions

I Other more restrictive or stringent criteria than NPCC Standards, recognizing special NY S
system characteristics or reliability needs, including criteria established by the PSC or developed

pursuant to an order of the PSC.

As required, modifications, deletions and new reliability rules will be considered.
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TheNY SRC will notify the NY I SO and Market Participants engaging in electric power transactions
inthe NY S Control Areaof the NY SRC Reliability Rules, including expectations of what isrequired
to demonstrate compliance. These expectationswill include level of detail, format, and schedule for
transmitting assessment reports consistent with NPCC reporting requirements and procedures. The
NY SRC's Reliability Rules shall be posted on its web site.

The ISO/NY SRC Agreement contains a dispute resolution process to be used for the resolution of
disputes between the 1SO and the NY SRC involving the implementation or application of the
Reliability Rules. Thisprocessmay beinitiated by thel SO or theNY SRC. Third partiesmay petition

the PSC to intervene in a dispute resolution proceeding.

Appendix D, Figure A, depicts the proposed process for Rules development and dissemination.

A NY SRC subcommittee proposed in Section 5.0 could oversee establishment and development of
the Rules. This process may be initiated by the 1SO or the NYSRC. Further, third parties may
petition

In addition to developing Reliability Rules, the NY SRC will annually establish the statewide installed
capacity requirements. The level of statewide capacity requirements will be in accordance with

NPCC Standards.

10.0 Compliance Monitoring Program

A NYSRC Compliance Monitoring Program should be designed to ensure compliance with the
NY SRC Rules. The Program should include a process to address the monitoring of specific system
guantities or activities, the reporting of data and assessments, and the evaluations and investigations

of required actions or system performance necessary to ensure compliance with the NY SRC Rules.



Table 2 below provides a summary of the Working Group's recommended compliance review

process.

Table2
Summary
NY SRC and SO Compliance Review Process

Entity Responsible

for Complying Primary Compliance See

with NYSRC Applicable Section of Monitoring Review Appendix D,

Rules NY SRC Rules* Entity (1) Oversight (2) Figure:

ISO NY SRC (N) Rules NPCC NYSRC B
ISO NY SRC (S) Rules NYSRC - C
Market Participants | NYSRC (N) Rules ISO NPCC, NYSRC D
Market Participants | NYSRC (S) Rules SO NYSRC E

(1) Thisresponsibility isto directly monitor compliance with applicable Rules and to notify non-compliant
entities of specific deficiencies and expectations for achieving compliance.

(2) Thisoversight role assures that compliance review procedures are met, non-compliant entities have been
notified, and follow-up actions to correct deficiencies have been taken.

* Thisreport refers to two general sections of the NY SRC Rules:

NY SRC(N) Rules. NPCC Standards that have been adopted and are included in the NY SRC Rules.

NY SRC (S) Rules: Those NY SRC Rulesthat are “special” to New York Control Area, which include local rules and
other Rules that are more restrictive and stringent than NPCC Standards.

Table 2 illustrates that the direct compliance monitoring role of the NY SRC will be limited only to
reviewing compliance with those NY SRC(s) Rules* applicable to the ISO. However, the NY SRC
will also have an oversight role which will consist of follow-up actionsto ensure reliability when the
SO and market participants have been found by NPCC and the 1SO, respectively, to be non-
compliant with NPCC and NY SRC Rules.

The NY SRC compliance monitoring program should be consistent with the NPCC and NERC

compliance review processes as well asthe NY SRC and | SO/NY SRC Agreements.



11.0 Functional Responshbilities of the NYSRC

The Working Group has identified a number of expected functional responsibilities or tasks of the
NY SRC in addition to those previoudly discussed. These responsibilities are consistent with that
shown in the NY SRC Agreement, |SO/NY SRC Agreement, and June 30, 1998 FERC Ruling.

Table 3 identifies which responsibilities should be immediately addressed by the EC in order to
implement the NY SRC Rulesand Compliance Program. Table 4 identifieson-going tasksthat either
are scheduled or implemented on an “as required” basis. Some on-going tasksin Table 4 are also
included in Table 3. Included in Table 4 are estimated time periods of when these tasks should be

implemented and those tasks that may require a significant manpower commitment.



Table3

NY SRC Functions Requiring Immediate Action

Agreement/Section

EC elect chair, vice chair, secretary

NY SRC 4.07

EC determine annual retainer and meeting fee for unaffiliated members
(see recommendation in Section 4.0)

NYSRC 4.12

EC arrange for insurance coverage
(see Section 4.0)

Conduct orientation program for EC
(see Section 5.0)

EC create subcommittees as necessary
(see recommendation in Section 5.0)

NYSRC 4.09

Arrange for meeting space, as needed

EC employ staff, consultants, counsel as necessary
(see recommended optionsin Section 6.0)

NYSRC 4.10

EC determine annual budget
(see recommendation in Section 8.0)

NYSRC 4.14

EC determine cost recovery mechanism
(see Section 7.0)

NYSRC 4.14

EC develop accounting system
(see Section 6.0)

Membership on NPCC and NERC groups

ISO/NYSRC 4.3

Adopt NY SRC Rules
(see Section 9.0)

NYSRC 2.02, 3.01, 3.02
ISO/RC 4.1

Develop a communications process for notifying the 1SO and market participants
of the NY SRC Rules, procedures, and expectations of what are required to
demonstrate compliance

Develop program and process to ensure compliance with NY SRC Rules
(see Section 10.0)

NY SRC 2.03, 3.04,
ISO/RC 4.2

Develop and maintain list of NY SRC/NPCC/NERC assessments, time lines, and
entities responsible for preparing required data, documents, and analysesto be
submitted to the ISO, NY SRC, on NPCC for compliance review

Prepare reporting procedures manuals, including assessment reporting
requirements

Document expectations (compliance templates) of what is required to
demonstrate compliance with NY SRC Rules that are applicable to the ISO

Send letter to FERC advising it of the members of the NY SRC EC.
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Table4
On-Going NY SRC Functions

Immediate | Month | Month Beyond
Task 1-6 7-12 12 months | Agreement/Section

Administrative Functions
EC elect chair, vice chair, secretary Yes - - S NY SRC 4.07
EC create subcommittees as necessary Yes A/R A/R A/R NY SRC 4.09
(see recommendation in Section 5.0)
Arrange for meeting space, as Yes A/R A/R A/R -
needed.
EC employ staff, consultants, counsel Yes A/R - A/R NYSRC 4.10
as necessary (see recommended
optionsin Section 6.0)
EC determine annual budget Yes - S S NYSRC 4.14
(see recommendation in Section 8.0)
Arrange for audit No - S S NYSRC 4.10
Membership on NPCC and NERC Yes A/R A/R A/R ISO/NYSRC 4.3
groups
Maintain web site No A/R A/R A/R -
NY SRC Rules
Maintain and update Rules No S* S* S NYSRC 2.02, 3.01
(see Section 9.1) ISO/RC 4.1
Conduct self-assessment to ensure No - S S -
NY SRC Rules complies with NERC
and NPCC Standards
Recommend changes to NPCC and No A/R A/R A/R -
NERC Standards through their open
processes
Develop a communications process Yes S - A/R -
for notifying the | SO and market (Update)
participants of the NY SRC Rules,
procedures, and expectations of what
are required to demonstrate
compliance

- Continued on Next Page -
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Table4
On-Going NY SRC Functions

Month
1-6

Month
7-12

Immediate
Task

Beyond
12 months

Agreement/Section

NY SRC Compliance Program

Develop program and process to
ensure compliance with NY SRC
Rules (see Section 10.0)

Yes S* -

AR
(Update)

NY SRC 2.03, 3.04,
ISO/RC 4.2

Develop and maintain list of
NY SRC/NPCC/NERC assessments,

time lines, and entities responsible for

preparing required data, documents,
and analyses to be submitted to the
SO, NY SRC, or NPCC for
compliance review

Yes S* -

S (Update)

Prepare procedures manuals,
including assessment reporting
requirements

Yes S* -

S (Update)

Document expectations (compliance
templates) of what is required to
demonstrate compliance with

NY SRC Rules that are applicable to
the 1SO.

Yes S* -

S (Update)

Monitor 1SO compliance with

NY SRC (S)** Rules and designate
compliance or non-compliance, as
appropriate. (see Section 10.0)

No S* S*

S*

NY SRC 2.03, 3.04,
ISO/RC 4.2

Notify 1SO of non-compliance with
NY SRC(S) ** Rules and follow-up
actions to achieve compliance.

No A/R A/R

A/R

Review NPCC and 1SO compliance
monitoring findings concerning | SO
and market participant compliance,
respectively, and ensure follow-up
actions, if needed, to ensure
compliance is implemented.

No A/R A/R

A/R

- Continued on Next Page -
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Table4
On-Going NY SRC Functions
Immediate | Month | Month Beyond
Task 1-6 7-12 12 months | Agreement/Section
Coordinate with the ISO, New York's No S - S -
participation in the NERC/NPCC
Pilot Compliance Program
Arrange for independent compliance No A/R A/R A/R -
audits
Establish and update State-Wide No - S S NYSC 4.5,
installed capacity requirements ISO/RC 3.03
Implement dispute resolution process No A/R A/R A/R ISO/RC 5.2
* Thistask will likely require a significant manpower commitment.
*x See Footnote in Section 10.0 for definition of the term " NY SRC(s) Rules.”
S Scheduled Task

A/R AsRequired Task

12.0 Summary and Conclusions

The mission of the NY SRC isto promote and preserve the reliability of electric service on the Bulk
Power System in New York State. This report proposes (1) processes to implement NY SRC
Reliability Rules and compliance monitoring, and (2) several functional responsihilities that need to
be implemented in order to effectively meet this mission. Action on many of these responsihilities
need to beimmediately addressed by the NY SRC Executive Committeeto allow the Reliability Rules
and compliance program to be available at the beginning of NY1SO operation.

N.adamson.nysrc.plan99.wpd
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Overview of the NYSRC Processes for
NYSRC Rules Notification &

Compliance Monitoring

NYSRC(S)
NPCC Rules *
STANDARDS
NPCC NYSRC **
ISO COMPLIANCE | ISO
NYSRC(N+S) COMPLIANCE
ASSESSMENTS Rules ASSESSMENTS
[INYSRC(N) Rules] | [INYSRC(S)
Rules]
Y
YISO [ oo
ffffffffffffffffffffffffffffffffffffffffffffffffffffffffff - RESOLUTION

MP COMPLIANCE
NYSRC(N+S) Rules ASSESSMENTS
[NYSRC(N+S) Rules]

Y

Market
Participants

B Process for Rules Notification

B Process for Compliance Monitoring

*See Section 10.0. NYSRC Rules include criteria
established by NERC, NPCC, FERC, PSC, and NRC.

**NYSRC has oversight regarding ISO and MP compliance
with NIPCC and NIVQPRC Riillae racnarctivalv
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Proposed NY SRC Executive Committee
Orientation Program Outline

Major Topics

Overview of NY SRC mission and responsibility
NY SRC Voting and Governance
Overview of NY1SO
I Governance Structure and Voting
I Responshility
* Market
» Reliability
Overview of NY PP

Review of FERC Filing (NY SRC Agreement, NY SRC/I SO Agreement) and FERC's
6/20/98 Order (and any subsequent orders)

NY SRC Reliability Rules
Local Reliability Rules
Relationship with 1ISO

I Dispute Resolution

I Interface

Monitoring Compliance

Immediate Issues before NY SRC
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NEW YORK STATE RELIABILITY COUNCIL AGREEMENT

AGREEMENT made as of the day of , 1997, by and among

Central Hudson Gas & Electric Corporation (* Central Hudson” ), Consolidated Edison Company of
New York, Inc. (“Con Edison”), Long Idand Lighting Company (“LILCO”), New York State
Electric & Gas Corporation (“ NY SEG” ), NiagaraMohawk Power Corporation (“NMPC” ), Orange
and Rockland Utilities, Inc. (“ O&R”), and Rochester Gasand Electric Corporation (* RG&E”), al
corporations organized under the laws of the State of New Y ork, and Power Authority of the State
of New York (“NYPA”), a corporate municipal instrumentality of the State of New York
(collectively the “ Parties’ );
WITNESSETH:

WHEREAS, the Partieshaveinvested tensof billionsof dollarsinfacilitiesto providereliable
electric service in the State of New Y ork; and

WHEREAS, reliable electric service is critical to the economic and social welfare of the
millions of residents and businesses in the State of New Y ork; and

WHEREAS, the Parties currently are members of the New Y ork Power Pool (“ NYPP’) and
through NY PP have coordinated their electric operations to enhance reliability; and

WHEREAS, the reliable and efficient operation of the NY S Power System is fundamental
to achieving and maintaining reliability of supply; and

WHEREAS, the reliable and efficient operation of the NYS Power System requires

extengve coordination of system design and Rdliability Rules; and
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WHEREAS, in order to maintain the reliability of the NY S Power System, it is necessary to
have standards of performance and Reliability Rules that must be used in planning and operating the
NY S Power System; and
WHEREAS, in the future, the Independent System Operator (* 1SO”) will be responsible
for exercising Operational Control over the Transmission Facilities Under 1 SO Operational Control;
and
WHEREAS, network interactions and transmission congestion on the NY S Transmission
System create special conditionsthat require the development and promulgation of Reliability Rules
that must effectively be implemented in order to maintain the reliable operation of the NYS
Transmisson System; and
WHEREAS, theunique circumstancesand complexitiesrelated to the maintenance of reliable
transmission service to the New Y ork City metropolitan area and the dire consequences that would
result from a fallure to provide uninterrupted service to that region of the state, as has been
demonstrated inthe past, further require the development of Reliability RulesinNew Y ork State; and
WHEREAS, the Partiesown the transmission facilitiesthat comprisethe NY S Transmission
System, and will continue to be responsible for the safe and reliable operation of those facilities and
for protecting their respective interests in the safe and reliable operation of those facilities; and
WHEREAS, the development and promulgation of Reliability Rules for the NYS Power
System will allow the SO to determine the most appropriate and efficient means of implementing

those Rdliahility Rules; and
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WHEREAS, it is essential that the restructuring of the electric industry in New Y ork State
and the deregulation of certain aspects of that industry not create a risk of any degradation of the
current level of reliability of the NYS Power System; and
WHEREAS, upon implementation of the New Y ork State Reliability Council (* NYSRC”)
and the SO, the Parties intend to dissolve the NY PP, and
WHEREAS, it is essential to maintain the reliable operation of the Transmission Providers
electric systems congstent with Good Utility Practice and the Transmission Providers lega and
fiduciary responsibilities; and
WHEREAS, the Parties have concluded that it is appropriate and necessary to establish the
NY SRC with the appropriate authority to establish Reliability Rules that will be implemented by the
| SO and enforce compliance with the Reliability Rules, including Loca Reliability Rules; and
WHEREAS, the primary mission of the NY SRC is to promote and preserve the reliability
of electric service onthe NY S Power System within New Y ork State;
NOW, THEREFORE, in consderation of the premises and of the mutua covenants and

agreements set forth herein, the Parties hereby agree as follows:

ARTICLE 1: DEFINITIONS
The ISO Filing Definitions Document, as it exists on the date filed with FERC, is hereby

incorporated by reference in its entirety into this NY SRC Agreement.
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ARTICLE 2: SCOPE AND MISSION

2.01 ThePartieshereby agreeto createthe NY SRC, an organization comprising the Transmission
Providers and certain participantsin New Y ork State’ sWholesale Market. The Partieswill seek any
necessary authorizations, regulatory approvals and rulings to give effect to this Agreement.

2.02 The mission of the NY SRC isto promote and preserve the reliability of eectric service on
the NY S Power System by developing, maintaining, and, from time-to-time, updating the Reliability
Rules which shall be complied with by the | SO and all entities engaging in electric power transactions
onthe NYS Power System. The NY SRC shall carry out its mission with no intent to advantage or
disadvantage any Market Participant’ s commercial interests.

2.03 The NYSRC' s misson also includes monitoring compliance with the Reliability Rules by
working in consultation with the 1SO to assure compliance, including when necessary, seeking
compliance through the dispute resolution procedure contained in the ISO/NY SRC Agreement, and
taking such other actions which may be necessary to carry out the purpose of the NYSRC
Agreement.

2.04 The NYSRC will be governed by an Executive Committee as set forth in

Article 4.
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ARTICLE 3: DUTIESOF THE NYSRC
3.01 General Reiability Rules

Using the reliability standards, regulations, criteria, procedures, and rules established or
imposed by NERC, NPCC, FERC, PSC, NRC, and any other government agency with jurisdiction
over the reliability of the NY S Power System, other reliability criteria, and Local Reliability Rules,
theNY SRC shall develop, establish, maintain, assure compliancewith, and, fromtime-to-time, update
the Reliahility Rules which shall be complied with by the 1SO and dl entities engaging in electric
power transactionsontheNY SPower System. TheNY SRC shdl initially adopt those existing rules,
policies, and procedures of the NY PP that relateto or affect thereliability of theNY S Power System.
The NY SRC shall adopt or create from time-to-time such additional Reliability Rulesthat it deems
necessary to meet the unique reliability needs of New York State.

The SO or amember of the NY SRC may petition the NY SRC Executive Committee to seek
specific and limited exceptionsto NERC and NPCC criteria, provided the intent of the criteriais not
compromised. Subject to Article 8, the Executive Committee shdll be responsible for granting such
exceptions. TheNY SRC shall adopt al new mandatory compliance rules of NERC and NPCC unless
existing Reliability Rules are more stringent.

3.02 Local Réiability Rules

The NY SRC shall adopt as a Reliahility Rule each Local Reliability Rule in existence a the
time this Agreement becomes effective. Such existing Local Reliability Rules cannot be modified or
eliminated by the NY SRC without the consent of the Transmission Provider who implemented such

Local Rdliability Rule. A Transmission Provider may promulgate anew Local Reliability Ruleif that
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Transmission Provider determinesthat anew Loca Reliability Ruleisnecessary to protect thereliable
delivery of electricity over its transmission and/or distribution facilities. Any such new Loca
Rdliahility Rule shall be adopted by theNY SRC asaRéliahility Rule and such ruleswill be recognized
by the ISO in the operation of the NY S Power System. Such new Loca Reliability Rules may not
be modified or eliminated by the NY SRC without the consent of the Transmission Provider who
implemented the rule.  The Transmission Provider must indicate whether it consents to the
modification within 60 days.

The Board of Directors of the SO or the NY SRC may request that the PSC review a Local
Reliaghility Rule. Inthe event the ISO Board or the NY SRC seeks to modify or eiminate any Local
Reliability Rule, and the Transmisson Provider promulgating that rule does not agree to modify or
eliminate that rule, that Local Reiability Rule can be modified or eliminated only pursuant to an order
by the PSC or FERC. All partiesreservetheir rightsunder the Federal Power Act to appeal to FERC
to review a specific Loca Reliability Rule.

3.03 Installed and Operating Capacity Requirements

The NY SRC shadl establish the state-wide Installed Capacity requirements for New Y ork
State consistent with NERC and NPCC standards.  The NY SRC will initialy adopt the Installed
Capacity requirement as set forth in the current NY PP Agreement and currently filed with FERC.
Any changesto thisrequirement will require an gppropriatefiling and FERC approva. Inestablishing
the state-wide I nstalled Capacity requirements, consideration will be given to the configuration of the

system, generation outage rates, assistance from neighboring systems and Local Reliability Rules.
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The NY SRC shall develop Reliahility Rules, to be implemented by the SO to ensure that
sufficient Operating Capacity iscommitted on a Day-Ahead basis and remains available to ensure the
reliable operation of the NY S Power System during the next day.

3.04 Relationship with 1SO

The NY SRC shall enter into an agreement withthe 1SO (the | SO/NY SRC Agreement) which
shall define the terms and conditions of their relationship. The ISO/NY SRC Agreement shall provide
that the SO will implement and comply with al Reliability Rules established by the NYSRC. The
NY SRC shall monitor and audit the ISO’ s compliance with the Reliability Rules and with the
provisions of the ISO/NY SRC Agreement.

The NY SRC shall have the authority to require the 1SO to provide it with information and
data demonstrating the ISO’ s compliance with the Rdiability Rules. If the NY SRC determines, in
its sole discretion, that the 1SO has falled to comply with or has improperly implemented the
Reliability Rules, representatives of the NY SRC shall discuss this issue with representatives of the
ISO. If asatisfactory resolution of the differences cannot be reached within thirty (30) days, then
the issue may bereferred to dispute resolution in accordance with the provisions of the ISO/NY SRC
Agreement.

The NY SRC shdl represent New Y ork Stateat NPCC and NERC. TheNY SRC shdll review
and comment on al statewide documents prepared by the 1SO that are filed with the NPCC and

NERC.
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ARTICLE4: MEMBERSHIPONTHENYSRCEXECUTIVECOMMITTEEAND VOTING

4.01 TheNY SRC Executive Committee shall be comprised of thirteen (13) Members(collectively

the “ Members’ or * Executive Committee Members’). The Members will be selected as follows.
Each Transmission Provider (or their successors or assigns) shal select one Member (for a

total of eight (8) Transmission Provider Members). The I1SO Board of Directors will establish

procedures for the selection of Members to represent the following groups:

Parties who are engaged inthe NY CA principally in the business of salling electricity

in the wholesale market (1 Member).

. Parties who are large commercial or industrial consumers of electricity inthe NY CA
(2 Member).

. Parties who are municipaly owned or cooperatively owned utilities in the NY CA
(2 Member).

. Parties who are not affiliated with any Market Participant (2 Members). For the

purpose of this Article, the term “ affiliated” shall have the same meaning as set forth
in Article 5 of the 1ISO Agreement.
4.02 ThelSO Board of Directors may designate amember of its staff to participate in meetings of
the Executive Committee on anon-voting basis. The Executive Committee will make provisions for
the attendance at committee meetings for non-voting representatives of FERC and the PSC.
4.03 EachMember of the Executive Committee shall have substantial knowledgeand/or experience

in the reliable operation of bulk power electric systems. Each Member of the Executive Committee
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ghdl file a notice with FERC stating that he/she has been selected as a Member of the Executive
Committee.
4.04 Executive Committee Members shall serve two (2) year terms, with no limitation on the
number of terms that an Executive Committee Member can serve. The Executive Committee
Members will serve from August 1 of each year to July 31 of the following year, and shal be dligible
for reappointment. A vacancy in aseat held by aMember representing a Transmission Provider snall
be filled by that Transmission Provider. Vacanciesin seats held by other Members of the Executive
committee shall be filled pursuant to procedures adopted by the 1SO Board.
4.05 Attendance or participation by proxy of nine (9) Members of the Executive Committee shall
constitute a quorum. A vote of nine (9) Members is needed to pass a measure. All Executive
Committee Members shall have the right to vote on all measures brought before the Executive
Committee. Executive Committee Members not physically present may vote by proxy, telephone,
signed facsamile, or a duly authorized aternate.
4.06 Each Executive Committee Member may designate one or more representatives with full
authority to act on its behaf in carrying out the work of the Executive Committee.
4.07 The Executive Committee shall elect achairperson and vice chairperson, and a secretary with
aone (1) year term of office. The chairperson shal have the power to call meetings of the Executive
Committee and such other powers as set forth inthis Agreement. The vice chairperson shall exercise
any powers delegated by the chairperson.
4.08 The NYSRC shall act through the Executive Committee. Subject to Section 3.02, the

Executive Committee shall approve dl Reliahility Rules and changes to Reliability Rules issued by
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the NY SRC. Any Member of the Executive Committee may propose modificationsto the Reliability
Rules, including specific exceptions, additions, or deletions. The Executive Committee shall seek
input and recommendationsfromthe | SO, asappropriate, on proposed modificationsto the Reliability
Rules. Subject to Section 3.02 and Article 8, modifications to the Reliability Rules shall be within
the exclusive authority and discretion of the Executive Committee of the NY SRC.

4.09 The Executive Committee, or the chairperson acting pursuant to the direction of the
Executive Committee, shall direct the activities of the NY SRC, create subcommittees as necessary,
and make assignments to these subcommittees.

4.10 The Executive Committee shall have the authority to employ such staff members, temporary
workers, independent consultants, auditors, and counsel as necessary to carry out such assgnments
and functions.

4.11 Minutes of meetings of the Executive Committee will be made available to any entity
requesting a copy. A reasonable charge may be made for copies furnished to any entity other than
Members and regulatory agencies.

4.12 The unaffiliated Members of the Executive Committee shdl receive a fee for meetings and
have their expenses reimbursed by the NY SRC.

4.13 If costs associated with a study or any other activity undertaken by the NYSRC can be
directly assigned to a specific person or entity the costs associated with such study or activity shall
be borne by that person or entity. Costs not so assigned shall be paid out of the NY SRC budget.
4.14 The Executive Committee shall determine the NY SRC’ s annual budget and assess annua

dues. Such dues shall not be alocated to the Unaffiliated Members.
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4.15 Members shall berequiredto providethe NY SRC with appropriate personnel, onatemporary
basis, to enable the NY SRC to carry out its functions.

4.16 Thecostsassociated with membership and participationin meetingsand committeework shall
be borne by the individual Members. These costs include, but are not limited to, travel to and from
meetings and the costs of providing the NY SRC with personnel on atemporary basisto carry out the
administrative and technical functions of the NY SRC.

4.17 The NY SRC may request the SO to perform certain studies on behalf of the NY SRC.
4.18 The Executive Committee shall meet at least quarterly and at any other such time as agreed
to by nine (9) of the Executive Committee Members.

ARTICLE 5: PUBLICATION OF RELIABILITY RULES

5.01 The secretary of the Executive Committee shall be responsible for ensuring that all Reliability
Rules, including Local Reliahility Rules, are published, updated, and maintained in a Rdliability Rules
Manual. Copies of the Reliahility Rules Manual, along with any updates, are to be made available
to: the Members, the FERC, the PSC, the I SO, all SO Direct Customers and any Market Participant
that requests a copy. A reasonable charge may be made for copies furnished to entities other than
Members and regulatory agencies.

5.02 Costs associated with the publication and dissemination of the Reliability Rules Manual are

to be apportioned as determined by the Executive Committee.
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ARTICLE 6: RESPONSIBILITIES OF THE PARTIES

6.01 Each Party shall maintain and operate its portion of the NY S Power System in accordance
with the Reliability Rules established by the NY SRC.

6.02 Each Party shall use its best efforts to assure that, whenever it enters into electric Energy,
Capacity, Ancillary Services, or Transmisson Service Agreements with non-parties, such
arrangements will be in accord with the Reliability Rulesand  criterion established by NERC or the
regiona reliability council established in the areas in which the facilities used for such arrangements

are located.

ARTICLE 7: EFFECTIVE DATE AND TERMINATION

7.01 ThisNY SRC Agreement, once executed by the Parties, shall become effective on the date on
which FERC, the PSC and other regulatory authorities of competent jurisdiction, to the extent
applicable, grant al the necessary approvals and the NY SRC Agreement is executed by the Parties.
7.02  Any Party may withdraw from thisNY SRC Agreement upon ninety (90) days written notice
to all other Parties; provided, however, that any Party submitting notice of intent to withdraw shall
continue to be obligated to pay its alocated share of the administrative expenses of the NY SRC for

one (1) full year commencing with the date such termination shall become effective.
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ARTICLE 8: DISPUTE RESOLUTION

8.01 If thereisadispute between the SO and the NY SRC regarding the necessity, terms or the
implementation and/or application of a Reliability Rule by the ISO or in the enactment of a specific
Rdiahility Rule by the NYSRC, the dispute shall be resolved in accordance with the dispute
resolution process contained in the ISO/NY SRC Agreement.

ARTICLE 9: CODE OF CONDUCT

9.01 The NYSRC shall prepare and apply a code of conduct with respect to the treatment by
Members or their representatives of any information of acommercial vaue provided by a Customer
or Market Participant to the NYSRC. The code of conduct will establish protocols to ensure that
Members and their representatives shall not favor their own commercial interestsin carrying out their
NY SRC responsihilities.

9.02 Anindividud servingasaMember ’ sdesignated representativeor aternativeonthe Executive

Committee of the NY SRC is precluded from serving on the SO Board or on any SO committee.

9.03 TheNY SRC shal adopt appropriate proceduresto maintainthe confidentiality of Confidential
Information in the possession of the NY SRC.

ARTICLE 10: ASSIGNMENT

10.01 This Agreement shadl inure to the benefit of, and shal be binding upon, the successors and

assigns of the respective Parties.
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ARTICLE 11: FORCE MAJEURE

11.01 A Party shall not be considered to be in default or breach under this Agreement, and shall be
excused from performance or liability for damages to any other party, if and to the extent it shall be
delayed in or prevented from performing or carrying out any of the provisions of this Agreement,
except the obligation to pay any amount when due, arising out of or from an act, omission, or
circumstance occasioned by or in consequence of any act of God, labor disturbance, failure of
contractors or suppliers of materials, act of the public enemy, war invasion, insurrection, riot, fire,
storm, flood, ice, explosion, breakage or accident to machinery or equipment or by any other cause
or causes beyond such Party’ s reasonable control, including any curtailment, order, regulation, or
restriction imposed by governmental, military or lawfully established civilian authorities, or by the
making of repairs necesstated by an emergency circumstance not limited to those listed above upon
the property or equipment of the ISO or any party to the ISO Agreement. Nothing contained in this
Article shal relieve any entity of the obligations to make payments when due hereunder or pursuant
to a Service Agreement. Any party claiming aforce majeure event shall use reasonable diligence to
remove the condition that prevents performance, except the settlement of any labor disturbance shall

be in the sole judgment of the affected party.

ARTICLE 12: LIMITATION OF LIABILITY

12.01 The NY SRC and the Parties shall not be liable (whether based on contract, indemnification,
warranty, tort, strict liability or otherwise) to any Party, Market Participant or third party for any

damages whatsoever, including without limitation direct, special, indirect, punitive, incidental, or
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consequential damages resulting from any act or omission in any way associated with this NY SRC
Agreement except to the extent that the NY SRC or a Party is found liable for gross negligence or
willful misconduct, in which case the NY SRC or the Party will not be liable for any incidental,

consequential, punitive, special or indirect damages.

ARTICLE 13: REGULATORY JURISDICTION

13.01 Nothing in this NY SRC Agreement shall restrict the rights of the Partiesto file a complaint
with or submit any action to FERC or any appropriate regulatory authority under relevant provisons
of the Federal Power Act or other relevant statutory provisions, nor shal anything in this Agreement
affect the jurisdiction of FERC or any other regulatory authority over matters arising under this
Agreement.

ARTICLE 14: GOVERNING LAW AND JURISDICTION

14.01 The interpretation and performance of this NY SRC Agreement shall be in accordance with,
and shdll be controlled by, the laws of the State of New York. With respect to any claim or
controversy arising from this Agreement or performance hereunder within the subject matter
jurisdiction of the Federal or the State Courts of the State of New Y ork, the Parties consent to the

exclusive jurisdiction and venue of said courts.
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ARTICLE 15: HEADINGS

15.01 The section headings herein are for convenience and reference only, and in no way define or
limit the scope of thisNY SRC Agreement or in any way affect its provisons. Whenever the terms
hereto, hereunder, herein or hereof are used in this Agreement, they shall be construed as referring

to thisentire NY SRC Agreement, rather than to any individual section, subsection or sentence.

ARTICLE 16: NO THIRD PARTY RIGHTS

16.01 Nothing inthisNY SRC Agreement, express or implied, isintended to confer on any person,

other than the Parties hereto, any rights or remedies under or by reason of thisNY SRC Agreement.

ARTICLE 17: NOT PARTNERS

17.01 Nothing contained inthisN'Y SRC Agreement shall be construed to make the Parties partners

or joint venturers or to render any Party liable for the debts or obligations of any other Party.

ARTICLE 18: WAIVER
18.01 Any waiver at any time of the rights of any Party asto any default on the part of any other

Party or Partiesto thisNY SRC Agreement or asto any other matter arising hereunder shall not be
deemed a waiver asto any default or other matter subsequently occurring.
ARTICLE 190 AMENDMENTS

19.01 ThisNY SRC Agreement is not subject to change absent the prior written agreement of the

Parties.
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ARTICLE 20: CLAIMSBY EMPLOYEES AND INSURANCE

Each Party shall be solely responsible for and shall bear all of the costs of claims by its own
employees, contractors, or agents arising under, and covered by, any workers compensation law.
Each of the Parties shall furnish, at its sole expense, such insurance coverage and such evidence
thereof, or evidence of sdf-insurance, as is reasonably necessary to meet its obligations under this
Agreement.

IN WITNESS WHEREOF, each of the Parties hereto has caused thisNY SRC Agreement

to be executed in its corporate name by its proper officers as of the date first written above.
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CENTRAL HUDSON GAS & ELECTRIC CORPORATION
By:
Title:
Date:

CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.
By:
Title:
Date:

LONG ISLAND LIGHTING COMPANY
By:
Title:
Date:

NEW YORK STATE ELECTRIC & GAS CORPORATION
By:
Title:
Date:

NIAGARA MOHAWK POWER CORPORATION
By:
Title:
Date:

ORANGE AND ROCKLAND UTILITIES, INC.
By:
Title:
Date:

ROCHESTER GAS AND ELECTRIC CORPORATION
By:
Title:
Date:

POWER AUTHORITY OF THE STATE OF NEW YORK
By:
Title:
Date:
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AGREEMENT BETWEEN THE NEW YORK INDEPENDENT SYSTEM OPERATOR

AND THE NEW YORK STATE RELIABILITY COUNCIL

This AGREEMENT madeasof the__ day of , by and between the NEW Y ORK
INDEPENDENT SYSTEM OPERATOR (“1S0"), a not-for-profit corporation formed by certain
participants in the competitive Wholesale Market in New Y ork State and the NEW YORK STATE
RELIABILITY COUNCIL (“ NYSRC"), avoluntary organization comprised of certain participants
in the Wholesale Market in New Y ork State (collectively, the ISO and the NY SRC arereferred to
asthe “ Parties’).

WITNESSETH:

WHEREAS, Central Hudson Gas & Electric Corporation, Consolidated Edison Company of
New York, Inc., Long Idand Lighting Company, New York State Electric & Gas Corporation,
Niagara Mohawk Power Corporation, Orange and Rockland Utilities, Inc. and Rochester Gas and
Electric Corporation (hereinafter referred to asthe® Utility Parties’ ) established the New Y ork Power
Pool ("Power Pool") by Agreement made as of the 21st day of July, 1966, and Power Authority of
the State of New York (“ NYPA™) subsequently joined the Power Pool on October 11, 1967; and

WHEREAS, the Utility Parties and NYPA have created, invested in, and operate the
interconnected NY S Power System and have the responsibility to maintain the reliable operation of
the NYS Power System; and

WHEREAS, the Utility Parties and NY PA have agreed to create the 1SO and the Utility
Parties and NY PA agree that a competitive Wholesale Market can be operated in a reliable and
efficient fashion most effectively by the creation of the 1SO, the Power Exchanges and the NY SRC,

as proposed by the Utility Parties and NY PA; and
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WHEREAS, the Utility Parties and NY PA believe and expect that through their initiatives,
as well as those of federa and state regulatory agencies, a competitive Wholesale Market will be
created in New York State; and

WHEREAS, the ISO’ s principal mission is to exercise Operational Control over certain
facilitiesinthe NY S Power System and to maintain the safety, efficiency, and short-term reliability
of the NY S Power System; and

WHEREAS, the NYSRC’ s principa mission is to establish Reliahility Rules for use by the
| SO to maintain the integrity and reliability of the NY S Power System such that it isnot compromised
as aresult of the operation of the competitive Wholesale Market in New Y ork State; and

WHEREAS, the reliable and efficient operation of the NY S Power System is fundamental
to achieving and maintaining reliability of power supply, requiring extensive coordination of system
design and operations; and

WHEREAS, the NY SRC is the appropriate entity to establish and assess conformance with
appropriate design and operating criteria by all entities whose electric operations may have a
significant impact on system reliability; and

WHEREAS, in order to facilitate the coordination of the responsibilities of the SO and the
reliability functions performed by the NY SRC in such away asto minimize any adverse commercial
impacts, arelationship between thosetwo entities, whereby certaininformationisexchanged between
them, is necessary; and

WHEREAS, nothing in this Agreement is intended to inhibit or prevent the future
development of avoluntary competitive retail electric market.

NOW, THEREFORE, in consideration of the premises and of the mutual covenants and
agreements herein set forth, the Parties hereto do hereby agree with each other, for themselves and

for their successors and assigns as follows:
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DEFINITIONS

The I1SO Filing Definitions Document, as it exists on the date filed with FERC, is hereby

incorporated by reference in its entirety into this ISO/NY SRC Agreement.

ARTICLE 2

21

2.2

2.3

24

ARTICLE 3:

31

RELATIONSHIP OF THE 1SO AND THE NYSRC

Pursuant to the NY SRC Agreement, the NY SRC shall develop Reliahility Rules
which shall be complied with by the ISO and all entities engaged in transactions on
the NY S Power System.

The 1SO shall exercise Operational Control over Transmission Facilities Under 1SO
Operationa Control and maintain the safety and short-term reliability of the NYS
Power System in accordance with the ISO/TP Agreement, 1SO Agreement, this
Agreement, and the Reliability Rules.

The NYSRC shal have the authority to audit the 1SO’ s implementation of the
Rdliahility Rulesandto assessthel SO’ scompliancewith the Reliability Rulesand this
Agreement.

NY SRC and the I SO will function as two separate and distinct entities. However,
the NY SRC and the 1 SO shall work cooperatively in accordance with thetermsof this

Agreement.

DUTIESOF THE ISO

The SO shall comply with all Reliability Rules, including the Loca Reliability Rules.
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3.3

34

35

3.6

3.7

3.8

3.9

ARTICLE 4:

4.1
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The SO shall maintain the safety and short-termreliability of the NY S Power System
and administer the 1SO Tariff in accordance with the Reliability Rules and the terms

of this Agreement, the ISO Agreement and the ISO/TP Agreement.

The 1SO shall not have a financial interest in any commercial transactions.

The SO shall require Load Serving Entitiesto maintain appropriate levels of Installed
Capacity and Operating Reserve consistent with the Reliability Rules and the terms
of this Agreement, the ISO/TP Agreement, and the | SO Agreement.

The I SO shall ensure that sufficient operating capacity is committed on a Day-Ahead
basis and remains availableto assure thereliable operation of the NY S Power System
during the next day.

The ISO shall provide the NYSRC with such information, data, reports, and

assistance as the NY SRC requires in carrying out its responsibilities.

The 1SO shal prepare reports to the NYSRC at least annually describing the
performance of theNY S Power Systemand the | SO’ scompliance with the Reliability

Rules.

The SO shall assign amember of its staff to serve asliaisonto the NY SRC. ThelSO
representative may attend and participate in meetings of the NY SRC, on anon-voting

bass.

The 1SO shall perform studies that may be requested by the NY SRC.

DUTIESOF THE NYSRC

The NY SRC shall be responsible for developing Reliability Rules pursuant to which

the 1 SO shall maintain the safety and short-termreliability of the NY S Power System.
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TheNY SRC shadl develop Rdiahility Rulesin accordancewith NERC, NPCC, FERC,
PSC, and NRC standards, criteria, rules, regulations, the Local Reliability Rules and
other criteria, as provided for in Article 3 of the NY SRC Agreement.

TheNY SRC, using theinformation, data, reportsand assistance provided by the | SO,
ghal monitor and assess the 1ISO’ s compliance with the Reliability Rules. If the
NY SRC determines that the operation of the NY S Power System by the | SO has not
been in compliance with the Reliability Rules or the SO has improperly implemented
the Rdiability Rules, the NY SRC shall discuss such non-compliance or improper
implementation with the ISO. If a satisfactory resolution of the matter cannot be
reached within thirty (30) days, the issue may be referred by either Party to dispute
resolution in accordance with the provisions of this Agreement.

The NY SRC shall represent New York State at NPCC and NERC. NPCC triennia
reviews and similar reliability reports required by NPCC and NERC shall be prepared
by the 1SO for review and approval by the NY SRC prior to submittal to NPCC and
NERC.

The NY SRC shall develop Reliahility Rulesfor implementation by the 1SO to ensure
that sufficient Operating Capacity is committed on a Day-Ahead basis to ensure the
reliable operation of the NYS Power System during the next day.

The NYSRC shall determine the statewide Instaled Capacity requirement on an
annua basis. For periods beyond one (1) year the NY SRC may perform or direct the
ISO or another entity to perform studies required to identify future operating
conditions.

DISPUTE RESOLUTION

This Article does not apply to Loca Reliahility Rules.
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The Parties hereby establish adispute resolution processfor the resolution of disputes
under this Agreement wherein the PSC conducts the arbitration of the dispute. If the
NY SRC determines that the 1SO has not complied with or effectively implemented
a Rdiability Rule, or if the 1SO determines that a Reliability Rule is unnecessary or
should be modified, representatives of the NY SRC and the | SO shall upon request of

either Party, meet within thirty (30) daysto discuss and attempt to resolve the matter.

If the Parties are unable to resolve a dispute described in Section 5.2 herein within
thirty (30) days by mutual agreement (unless extended by mutual consent of the
Parties), such dispute may be submitted to the PSC by ether Party in a written
statement describing the nature of the dispute and the issues to be resolved. If the
enactment of a new Reliability Rule or a modification of an existing Rule leads to a
dispute, the 1ISO Board of Directors may request that the effectiveness of the new
Relighility Rule or the modification be suspended pending the outcome of the dispute
resolution process. Upon such arequest by thel SO Board, the NY SRC shall suspend
implementation of the new Reliability Rule or the enactment of the modification
pending resolution of the dispute by the PSC. Notwithstanding the foregoing, the
PSC may direct that the new Reliability Rule or modification go into effect
immediately upon afinding that suspension of the rule could put the reliability of the
NY S Power System at risk.

The PSC shall, on an expedited basis, (as permitted by PSC regulations) then evaluate
and determine whether the dispute should be: (1) dismissed; or (2) accepted for
arbitration. The PSC may dismiss a dispute if:

a the complaining Party failed to negotiate in good-faith;
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the dispute does not reasonably relate to the Reliability Rules or their
application;
or

the clamis de minimis.

5.5 If the PSC accepts the dispute for arbitration, the following procedure shall be

followed:

a.

The PSC shall have the authority to make a determination with respect to any
contention by the SO that a Reliability Rule is unnecessary or should be
modified, or by the NY SRC that a Reliability Rule has not been effectively
implemented by the 1ISO. The PSC shall have no power to modify or change
any Agreement or the I SO Tariff, or otherwise create any additional rights or
obligations for any Party. The scope of the PSC's decison under this
Agreement shal be limited to the issues presented for arbitration.

The PSC Staff will have the ability to review Reliability Rules and thelr
implementation by the1SO. If the PSC staff determinesthat a Reliability Rule
is unwarranted or should be modified or that a Reliahility Rule is not being
effectively implemented by the 1SO, PSC staff may raise that issue with the
NY SRC and the ISO. If the issue is not resolved among the PSC staff, the
NY SRC and 1SO, the PSC staff may initiate an arbitration proceeding before
the PSC with respect to the issue. The PSC shall conduct a proceeding
brought by the staff under the same procedures applicable to a proceeding
initiated by the NY SRC or the SO under this Agreement.

The PSC shall determinediscovery procedures, interventionrights, evidentiary

rules, procedures for submission of written materials, and other such
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procedural matters, taking into account the complexity of the issuesinvolved,
the extent to which factual matters are disputed and the extent to which the
credibility of witnessesisrelevant to aresolution. Each Party to the dispute
shdl produce al evidence determined by the PSC to be relevant to the issues
presented. To the extent such evidence involves proprietary or Confidential
Information, the PSC may issue an appropriate protective order which shall
be complied with by all disputing Parties. The PSC may elect to resolve the
arbitration matter solely on the basis of written evidence and arguments.
The PSC shall consider all issues underlying the dispute and the PSC shall
take evidence submitted by the disputing Parties in accordance with
procedures established by the PSC and may request additional information
including the opinion of recognized technical bodies or experts. Disputing
Parties shall be afforded areasonable opportunity to rebut any such additional
information.

The PSC may permit intervention by an interested third party provided that
arequest to intervene is timely and the PSC finds that such intervention will
enhance the arbitration process and will not cause undue delay. Al
intervenors shall be required to comply with all applicable procedura rules
established by the PSC pursuant to Section 5.5 (c) herein.

After conclusion of the discovery process and after providing the Partieswith
an opportunity to be heard, the PSC shall render awritten decision, including
findings of fact and the basis for the decison. The PSC shall make a specific
finding that its decision will adequately protect the reliability of the NYS

Power System and state the reasons for such finding.
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5.6  Anyarhitration decisonthat affects matters subject to thejurisdiction of FERC under
the Federal Power Act shall be subject to review by FERC.
5.7  Theorder of the PSC may be entered on the Award by any court in New Y ork having
jurisdiction. Within one (1) year of the arbitral decision, a Party may request that the
FERC vacate, modify, or take such other action as may be appropriate with respect
to any arbitration decision that is:
a based upon an error of law;
b. contrary to the statutes, rules, or regulations of any appropriate regulatory
entity having jurisdiction;
C. violative of the Federd Arbitration Act or Administrative Dispute
Resolution Act; or
d. involves a dispute in excess of $500,000.
5.8  Nothing inthis Article shal restrict the rights of any Party to file acomplaint or arate
or tariff change with FERC under the relevant provisions of the Federal Power Act.
ARTICLE 6: REVIEW OF LOCAL RELIABILITY RULES
Local Reliahility Rules cannot be modified or eliminated without the consent of the
Transmisson Provider promulgating such Loca Reliability Rule unless so ordered by the PSC or
FERC. ThelSO Board or the NY SRC may protest a new Local Reliahility with the PSC or request
that the PSC review an existing Loca Reliability Rule. The ISO Board or the NY SRC may aso
request that FERC review a Local Reliability Rule. Upon such review, the PSC or FERC may
determine that a specific Local Reliahility Rule should be modified or eliminated. Upon the issuance
of an order by the PSC or FERC such Local Reliability Rule will then be modified or eiminated.
Local Reliahility Rules cannot be suspended pending PSC or FERC review of such rule unless

so ordered by FERC or the PSC.
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ARTICLE 7. EFFECTIVE DATE AND TERMINATION

This Agreement, once executed by the Parties, shall become effective on the date the FERC,
the PSC, and any other regulatory agencies having jurisdiction, to the extent applicable, grant al
necessary approvalsand theNY SRC isformed. ThisAgreement shall continuein full force and effect
unless altered, amended or terminated by the written consent of al of the Parties hereto.

ARTICLE 8 REGULATORY JURISDICTION

Nothing in this Agreement shall restrict the right of the Parties to file a complaint with or
submit any action to FERC or any other appropriate regulatory authority under relevant provisons
of the Federal Power Act, nor shall anything in this Agreement affect the jurisdiction over matters

arising under this Agreement.

ARTICLE 9: ASSIGNMENT

This Agreement shall inure to the benefit of, and shall be binding upon, the successors and
assigns of the Parties. This Agreement cannot be assigned without the consent of the other Parties

which consent shall not be unreasonably withheld.

ARTICLE 10: LIMITATION OF LIABILITY

The NY SRC shall not be liable (whether based on contract, indemnification, warranty, tort,
strict liability or otherwise) to the ISO or any Market Participant or any third party or other party for
any damages whatsoever, including without limitation, specia, indirect, incidental, consequentia,
punitive or direct damages resulting from any act or omission in any way associated with this
Agreement, except to the extent the NY SRC is found liable for gross negligence or intentional
misconduct, in which case the NYSRC shdl not be liable for any special, indirect, incidental,

consequential, punitive or exemplary damages.
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ARTICLE 11: FORCE MAJEURE

A Party shall not be considered to be in default or breach under this Agreement, and shall be
excused from performance or liability for damagesto any other Party, if and to the extent it shall be
delayed in or prevented from performing or carrying out any of the provisions of this Agreement,
except the obligation to pay any amount when due, arising out of or from any act, omission, or
circumstance occasioned by or in consequence of any act of God, labor disturbance, failure of
contractors or suppliers of materials, act of the public enemy, war, invasion, insurrection, riot, fire,
storm, flood, ice, explosion, breakage or accident to machinery or equipment or by any other cause
or causes beyond such Party’ s reasonable control, including any curtailment, order, regulation, or
restriction imposed by governmental, military or lawfully established civilian authorities, or by the
making of repairs necessitated by an emergency circumstance not limited to those listed above upon
the property or equipment of the SO or any Party to the ISO Agreement. Nothing contained in this
Article shal relieve any entity of the obligations to make payments when due hereunder or pursuant
to a Service Agreement. Any Party claiming aforce magjeure event shall use reasonable diligence to
remove the condition that prevents performance, except the settlement of any labor disturbance shall

be in the sole judgment of the affected Party.
ARTICLE 12: INDEMNIFICATION
12.1  For the purpose of this Article 12, the term Market Participant shall not include a
Transmisson Provider either initsrole as a Transmisson Provider or initsroleasa
Market Participant.
12.2 The ISO shdl indemnify, save harmless and defend the NYSRC, including its
directors, officers, employees, trustees, and agents, or each of them from and against

al clams, demands, losses, liabilities, judgments, damages (including, without
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limitation, any consequential, incidental, direct, special, indirect, punitivedamagesand
economic costs), and related costs and expenses (including, without limitation,
reasonable attorney and expert fees, and disbursementsincurred by theNY SRCinany
actions or proceedings between the NY SRC and athird party, Market Participant, the

I SO, or any other party) arising out of or related to the NY SRC or the ISO’ s acts or
omissions related in any way to performance under the 1SO Tariff, the 1SO
Agreement, the ISO/TP Agreement, NY SRC Agreement, or this Agreement, except
to the extent the NYSRC is found liable for gross negligence or intentional
misconduct.

Survival. The provisons of this Article 12, “ Indemnification,” shal survive the

termination or expiration of this Agreement.

ARTICLE 13: OTHER PROVISIONS

131

13.2

Governing Law; Jurisdiction. The interpretation and performance of this Agreement

shdl be in accordance with and shall be controlled by the laws of the State of New

Y ork as though this Agreement is made and performed entirely in New Y ork. With

respect to any claim or controversy arising from this Agreement or performance

hereunder within the subject matter jurisdiction of the Federa or State courts of the
Stateof New Y ork, the Parties consent to the exclusive jurisdiction and venue of said
courts.

Headings. The section headings herein are for convenience and reference only and

in no way define or limit the scope of this Agreement or in any way affect its

provisons. Whenever the terms hereto, hereunder, herein or hereof are used in this
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Agreement, they shall be construed as referring to this entire Agreement, rather than
to any individual section, subsection or sentence.

No Third Party Rights. Nothing in this Agreement, express or implied, isintended to

confer on any person, other than the Parties hereto, any rights or remedies under or
by reason of this Agreement.

Not Partners. Nothing contained in this Agreement shall be construed to make the
Parties partners or joint venturers or to render any Party liable for the debts or
obligations of any other Party.

Waiver. Any Waliver at any time of the rights of any Party asto any default or failure

to require strict adherence to any of the terms herein, on the part of any other Party
or Partiesto this Agreement or asto any other matter arisng hereunder shall not be
deemed a waiver asto any default or other matter subsequently occurring.

No Modification. This Agreement may not be modified, altered or amended, unless

such modification, ateration or amendment is in writing and signed by the Parties

hereto.

Contract Supremacy. In the case of a conflict between the terms of this Agreement
and the terms of the ISO/TP Agreement, the terms of the ISO/TP Agreement shall
prevail. Inthe case of aconflict between the terms of this Agreement and the terms
of the ISO Agreement, the terms of this Agreement shall prevail. In the case of a
conflict between the terms of this Agreement and the terms of the NYSRC

Agreement, the terms of the NY SRC Agreement shal prevail.
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IN WITNESS WHEREOF, each of the Parties hereto has caused this Agreement to be
executed in its corporate name by its proper officers as of the date first written above.
New Y ork Independent System Operator
By:

Title:

New York State Reliability Council
By:

Title:
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Figure B

Process for Monitoring ISO Compliance
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Process for Monitoring ISO Compliance
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