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offer in that reconfiguration auction for the surplus in the form of a
supply curve having the following characteristics:

(1) at prices equal to or greater than 0.75 times CONE, the ISO
shall offer the full amount of the surplus;

(i1) at prices between 0.75 times CONE and 0.25 times CONE,
the amount of the surplus offered by the ISO shall decrease
linearly (for example, at 0.5 times CONE, the ISO shall
offer half of the amount of the surplus); and

(ii1)) At prices equal to or below 0.25 times CONE, the ISO shall
offer no capacity.

(d) If at the time of a reconfiguration auction, the then-forecasted
Local Sourcing Requirement for an import-constrained Capacity
Zone for the Capacity Commitment Period is lower than the
amount of capacity then obligated for that Capacity Commitment
Period, then the ISO shall submit a supply offer in that
reconfiguration auction for the surplus in the form of a supply
curve having the following characteristics:

(1) at prices equal to or greater than 0.75 times CONE, the ISO
shall offer the full amount of the surplus;

(11) at prices between 0.75 times CONE and 0.25 times CONE,
the amount of the surplus offered by the ISO shall decrease
linearly (for example, at 0.5 times CONE, the ISO shall
offer half of the amount of the surplus); and

(i) At prices equal to or below 0.25 times CONE, the ISO shall
offer no capacity.

(e) For purposes of this Section II1.13.4.3, CONE shall be the CONE
in effect at the time of the reconfiguration auction, as determined
pursuant to Section I11.13.2.4.

3] Supply offers and demand bids submitted by the ISO in
reconfiguration auctions are not subject to the requirements and
limitations described in Section I11.13.4.2.

(2) Supply offers and demand bids submitted by the ISO on behalf of
load in reconfiguration auctions are not associated with a resource
and create no obligation on the ISO to supply or purchase capacity.

111.13.4.4. Rationing of Offers and Bids in Reconfiguration Auctions. All
supply offers and demand bids shall be subject to rationing in all
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reconfiguration auctions. If a resource is rationed below its Economic
Minimum Limit, it must meet the requirements of Section I11.13.6.2.1.1.

111.13.4.5. Annual Reconfiguration Auctions. Except as provided below, after
the Forward Capacity Auction for a Capacity Commitment Period, and
before the start of that Capacity Commitment Period, the ISO shall
conduct three annual reconfiguration auctions for capacity commitments
covering the whole of that Capacity Commitment Period.

111.13.4.5.1. Timing of Annual Reconfiguration Auctions. Except for
the first five Capacity Commitment Periods, the first annual
reconfiguration auction for the Capacity Commitment Period shall
be held in the month of April that is approximately 26 months
before the start of the Capacity Commitment Period. The second
annual reconfiguration auction for the Capacity Commitment
Period shall be held in the month of April that is approximately 14
months before the start of the Capacity Commitment Period. The
third annual reconfiguration auction for the Capacity Commitment
Period shall be held in the month of April that is approximately 2
months before the start of the Capacity Commitment Period.
There shall be no first annual reconfiguration auction for the first
five Capacity Commitment Periods. The table below illustrates the
annual reconfiguration auction timing provisions stated above,
providing the schedule of annual reconfiguration auctions for the
first eight Capacity Commitment Periods.

First Annual Second Annual Third Annual Capacity

Reconfiguration | Reconfiguration | Reconfiguration Commitment
Auction Auction Auction Period Begins
N/A April 2009 April 2010 June 1, 2010

N/A April 2010 April 2011 June 1, 2011

N/A April 2011 April 2012 June 1, 2012

N/A April 2012 April 2013 June 1, 2013

N/A April 2013 April 2014 June 1, 2014
April 2013 April 2014 April 2015 June 1, 2015
April 2014 April 2015 April 2016 June 1, 2016
April 2015 April 2016 April 2017 June 1, 2017

Within a month in which annual reconfiguration auctions are
conducted, the ISO shall conduct the third annual reconfiguration
auction first, the second annual reconfiguration auction second,
and the first annual reconfiguration auction, if any, third. (For
example, in April 2014, the ISO shall conduct the third annual
reconfiguration auction for the Capacity Commitment Period
beginning June 1, 2014, then the ISO shall conduct the second
annual reconfiguration auction for the Capacity Commitment
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Period beginning June 1, 2015, and then the ISO shall conduct the
first annual reconfiguration auction for the Capacity Commitment
Period beginning June 1, 2016.)

111.13.4.5.2. Acceleration of Annual Reconfiguration Auction. If the
difference between the forecasted Installed Capacity Requirement
for a Capacity Commitment Period and the amount of capacity
obligated for that Capacity Commitment Period is sufficiently
large, then the ISO may, upon reasonable notice to Market
Participants, conduct an annual reconfiguration auction as much as
six months earlier than its normally-scheduled time.

111.13.4.6. Seasonal Reconfiguration Auctions. Prior to the month of June in

the Capacity Commitment Period, and prior to the monthly
reconfiguration auction for the month of June in the Capacity
Commitment Period, and after the third annual reconfiguration auction for
the Capacity Commitment Period, the ISO shall conduct a summer
seasonal reconfiguration auction for capacity commitments covering the
whole period from June through September in the Capacity Commitment
Period. Prior to the month of October in the Capacity Commitment
Period, and prior to the monthly reconfiguration auction for the month of
October in the Capacity Commitment Period, the ISO shall conduct a
winter seasonal reconfiguration auction for capacity commitments
covering the whole period from October through May in the Capacity
Commitment Period.

111.13.4.7. Monthly Reconfiguration Auctions. Prior to each month in the

Capacity Commitment Period, the ISO shall conduct a monthly
reconfiguration auction for whole-month capacity commitments during
that month.

111.13.4.8. Adjustment to Capacity Supply Obligations. For each supply offer

that clears in a reconfiguration auction, the resource’s Capacity Supply
Obligation for the relevant Capacity Commitment Period (or portion
thereof, as applicable) shall be increased by the amount of capacity that
clears. For each demand bid that clears in a reconfiguration auction, the
resource’s Capacity Supply Obligation for the relevant Capacity
Commitment Period (or portion thereof, as applicable) shall be decreased
by the amount of capacity that clears, and that portion of the resource shall
be de-listed.
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111.13.5. Bilateral Contracts in the Forward Capacity Market. Market Participants
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shall be permitted to enter into Capacity Supply Obligation Bilaterals and
Capacity Load Obligation Bilaterals in accordance with this Section III.13.5.

111.13.5.1. Capacity Supply Obligation Bilaterals. A resource having a

Capacity Supply Obligation seeking to shed that obligation (“Capacity
Transferring Resource”) may, for a given Capacity Commitment Period,
prior or during that Capacity Commitment Period, enter into a bilateral
transaction to transfer its Capacity Supply Obligation, in whole or in part
(“Capacity Supply Obligation Bilateral™), to a resource, or portion thereof,
having Qualified Capacity for that Capacity Commitment Period that is
not already obligated (““Qualified Capacity Resource”). A Capacity
Transferring Resource shall be permitted to transfer, and a Qualified
Capacity Resource shall be permitted to acquire, such Capacity Supply
Obligation if, after entering into a Capacity Supply Obligation Bilateral
and submitting required related information to the ISO within specified
submittal time periods, the ISO accepts such Capacity Supply Obligation
Bilateral. A Capacity Supply Obligation Bilateral may apply to a single
Capacity Zone or across adjacent Capacity Zones against the direction of
the interface constraint, as such zones are defined following the Forward
Capacity Auction conducted for the Capacity Commitment Period to
which the transferred Capacity Supply Obligation applies.

111.13.5.1.1. Process for Approval of Capacity Supply Obligation
Bilaterals.

111.13.5.1.1.1. Timing. The Lead Market Participant for either the
Capacity Transferring Resource or the Qualified Capacity
Resource may submit a Capacity Supply Obligation
Bilateral during specified submittal windows, as defined in
the ISO New England Manuals and ISO New England
Operating Procedures, prior to the Capacity Commitment
Period or prior to the Obligation Month during the Capacity
Commitment Period.

111.13.5.1.1.2. Application. The Capacity Supply Obligation
Bilateral shall include the following: (i) the asset
identification number of the Capacity Transferring
Resource; (i1) the MW amount of the Capacity Supply
Obligation being transferred in MW amounts up to three
decimal places with a minimum size of 100kW (the 100kW
minimum shall not apply to resources registered with the
ISO prior to the earliest date that any portion of this Section
II1.13.5 becomes effective); (iii) the term of the transaction
(in whole month increments up to one year); (iv) the asset
identification number of the Qualified Capacity Resource;
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(v) the Capacity Zone to which the Capacity Supply
Obligation Bilateral will apply; and (v) confirmation of the
transaction by both the Lead Market Participant for the
Capacity Transferring Resource and the Lead Market
Participant or Project Sponsor for the Qualified Capacity
Resource. If the Qualified Capacity Resource is supporting
the transaction with an Import Capacity Resource, the
application must include documentation that such resource
has or will have import rights over the interface for the
applicable Capacity Commitment Period.

111.13.5.1.1.3. 1ISO Review and Approval. The ISO shall review

the information provided in support of the Capacity Supply
Obligation Bilateral, and may reject the Capacity Supply
Obligation Bilateral for the following reasons:

(a) Identified reliability issues pursuant to the standards
set forth in Section I11.13.2.5.2.5;

(b) Submission of incomplete or inadequate
information as required in Section I11.13.5.1.12.2;

(c) Late submission of the Capacity Supply Obligation
Bilateral,;

(d) The resource proposed to assume the Capacity
Supply Obligation is not a Qualified Capacity
Resource pursuant to Section 111.13.1;

(e) The megawatt amount identified in the Capacity
Supply Obligation Bilateral is greater than the
actual Capacity Supply Obligation associated with
the resource seeking to transfer its Capacity Supply
Obligation; or

63} Lack of confirmation by the Capacity Transferring
Resource or the Qualified Capacity Resource.

111.13.5.1.1.4. Approval. Upon approval of a Capacity Supply

Obligation Bilateral, the Capacity Transferring Resource
shall be relieved of its Capacity Supply Obligation in the
amount set forth in the Capacity Supply Obligation
Bilateral, and the portion of the Capacity Transferring
Resource associated with the Capacity Supply Obligation
being shed will be de-listed and relieved of the obligations
of a listed resource as identified in Section II1.13.76. The
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Qualified Capacity Resource identified by the Capacity
Transferring Resource in its submittal pursuant to Section
II1.13.5.1.21.2 will assume the Capacity Supply Obligation
in the amount set forth in the Capacity Supply Obligation
Bilateral. This Qualified Capacity Resource, or the portion
thereof, shall be listed and subject to all the rights and
obligations of a listed resource and subject to availability
penalties and other adjustments as detailed in Section
11.13.7.

111.13.5.1.2. General.

(a) All Capacity Supply Obligation Bilaterals shall be
reviewed by the ISO pursuant to the standards set forth in
Section II1.13.2.5.2.5 and financial assurance requirements
as described in Section I11.13.1.9.

(b) A resource, or a portion thereof, that has been designated as
a Self-Supplied FCA Resource may not transfer the self-
supplied portion of its Capacity Supply Obligation by
means of Capacity Supply Obligation Bilateral.

111.13.5.2. Capacity Load Obligations Bilaterals. An entity having a Capacity
Load Obligation for the associated Capacity Commitment Period seeking
to shed that obligation (“Transferring LSE”’) may enter into a bilateral
transaction to transfer all or a portion of its Capacity Load Obligation in a
Capacity Zone (“Capacity Load Obligation Bilateral”) to any Market
Participant seeking to acquire a Capacity Load Obligation (“Capacity
Acquiring Participant”). A Capacity Transferring Participant will be
permitted to transfer, and an Capacity Acquiring Participant will be
permitted to acquire, a Capacity Load Obligation if after entering into a
Capacity Load Obligation Bilateral and submitting related information to
the ISO within the specified submittal time period, the ISO approves such
Capacity Load Obligation Bilateral.

111.13.5.2.1. Process for Approval of Capacity Load Obligation
Bilaterals.

111.13.5.2.1.1. Timing. A Market Participant may submit a
Capacity Load Obligation Bilateral to the ISO within
specified windows no later than the beginning of the month
following the Obligation Month.

111.13.5.2.1.2. Application. The following information shall be
included in the submittal of the Capacity Load Obligation
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Bilateral: (i) the amount of the Capacity Load Obligation
being transacted in MW amounts up to three decimal
places; (ii) the term of the transaction in whole month
increments up to one year; (iii) identification of the
Capacity Acquiring Participant; and (iv) confirmation by
both the Capacity Transferring Participant and Capacity
Acquiring Participant of the transaction.

111.13.5.2.1.3. I1SO Review. The ISO will review the information

provided in support of the transaction and may reject the
transaction for the following:

(a) Submission of incomplete or inadequate
information as required in Section I11.13.5.2.1.2;

(b) Late submission of the Capacity Load Obligation
Bilateral; or

(c) Lack of confirmation by the counterparty.

111.13.5.2.1.4. Approval. Upon approval of a Capacity Load

111.13.5.3. General

Obligation Bilateral, the Capacity Transferring Participant
shall be relieved of its Capacity Load Obligation and the
Capacity Acquiring Participant shall assume the Capacity
Load Obligation in the amount set forth in the Capacity
Load Obligation Bilateral. The Capacity Transferring
Participant will have its Capacity Load Obligation reduced
in the identified Capacity Zone, and the Capacity Acquiring
Participant will have its Capacity Load Obligation
increased in the identified Capacity Zone in the amount set
forth in the Capacity Load Obligation Bilateral.

111.13.5.3.1. Ineligible Transactions. Participants shall not be permitted
to offset a Capacity Load Obligation with a Capacity Supply
Obligation.

111.13.5.3.2. Term. The term of Capacity Supply Obligation Bilaterals
and Capacity Load Obligation Bilaterals shall be in monthly
increments with a minimum duration of one calendar month and a
maximum duration of one year within a Capacity Commitment
Period. Capacity Supply Obligation Bilaterals and Capacity Load
Obligation Bilaterals with terms in excess of one year shall be
submitted on an annual basis.
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111.13.6. Rights and Obligations of Capacity Resources. Resources assuming a
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Capacity Supply Obligation through a Forward Capacity Auction or resources
assuming or shedding a Capacity Supply Obligation through a reconfiguration
auction or a Capacity Supply Obligation Bilateral shall comply with this Section
I11.13.6 for each Capacity Commitment Period. In the event a resource with a
Capacity Supply Obligation assumed through a Forward Capacity Auction,
reconfiguration auction, or Capacity Supply Obligation Bilateral can not be de-
listed due to system reliability considerations, the resource shall maintain the
Capacity Supply Obligation until the resource can be released from its Capacity
Supply Obligation. No additional compensation shall be provided through the
Forward Capacity Market if the resource fails to be released from its Capacity
Supply Obligation.

111.13.6.1. Listed Resources. A resource, or a portion thereof, with a Capacity
Supply Obligation assumed through a Forward Capacity Auction,
reconfiguration auction, or a Capacity Supply Obligation Bilateral shall be
considered listed for the duration of that Capacity Supply Obligation and
shall comply with the requirements of this Section I11.13.6.1.

111.13.6.1.1. Generating Capacity Resources

111.13.6.1.1.1. Energy Market Offer Requirements. The listed
portion of a Generating Capacity Resource shall be offered
into both the Day-Ahead Energy Market and Real-Time
Energy Market whenever and to the extent it is physically
available (e.g. not on a forced or scheduled outage). Day-
Ahead Energy Market offers from a listed Generating
Capacity Resource shall meet one of the following
requirements:

(a) the sum of the listed Generating Capacity
Resource’s notification time plus start time plus
minimum run time plus minimum down time is less
than or equal to 72 hours; or

(b) A Generating Capacity Resource that cannot meet
the offer requirements in Section II1.13.6.1.1.1(a#)
due to physical design limits shall offer the listed
portion of the Generating Capacity Resource into
the Day-Ahead Energy Market at a price of zero or
self-schedule in the Day-Ahead Energy Market or
Real-Time Energy Market.

(c) The only exception to the energy market offer
provisions in Section I11.13.6.1.1.1(at) and (b#) is
when the resource is on an outage which must be
reported to the ISO.
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111.13.6.1.1.2. Requirement that Offers Reflect Accurate
Generating Capacity Resource Operating
Characteristics. For each day, Day-Ahead Energy Market
and Real-Time Energy Market offers for the listed portion
of a resource must reflect the then-known unit-specific
operating characteristics (taking into account, among other
things, the physical design characteristics of the unit)
consistent with good utility practice. Resources must re-
declare to the ISO any changes to the offer parameters that
occur in real time to reflect the known capability of the
resource. A resource failing to comply with this
requirement shall be subject to economic penalties
described in Appendix B, in addition to any applicable
availability penalties pursuant to Section 111.13.7.2.7.1.42.

111.13.6.1.1.3. Inability to Recover Full Operational Cost Due
to Extraordinary Fuel Prices. Economic outages are not
permitted for listed resources. If due to extraordinary fuel
prices, a Market Participant cannot submit a bid which
would recover its full operational cost, it may then submit a
Supply Offer in the Day-Ahead Energy Market or in the
Real-Time Energy Market at the energy offer cap (or
highest level allowed by the software) and
contemporaneously advise the ISO that the Supply Offer
would have been equal to or greater than the energy offer
cap but for the energy offer cap specified in Section
II1.1.10.1A(d)(viii) and provide the ISO with a statement of
what the Supply Offer would have been (the “offer”) but
for the energy offer cap. If the capacity resource is
subsequently dispatched for the period covered by the
offer, the Market Participant shall be paid its offer for each
MWh of energy produced from the applicable generating
resource through the payment of the Locational Marginal
Price and, appropriate NCPC Credits, provided that such
payment shall not exceed the capacity resource’s fuel costs,
including commodity cost, transportation applicable to
transporting cost related to the generation in the bid, and
imbalance charges or other penalties applicable to such
generation. NCPC Credits and NCPC Charges will be
allocated in accordance with Appendix F of this Market
Rule.

111.13.6.1.1.4. Adjustment for Significant Decreases in
Capacity. Where the most recent summer Seasonal
Claimed Capability, as recorded in October, of an Existing
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Generating Capacity Resource is below its listed summer
Qualified Capacity, as determined pursuant to Section
111.13.1.2.2.1.1 by more than the lesser of 20 percent of that
summer Qualified Capacity or 40 MW after clearing in the
Forward Capacity Auction but prior to the Capacity
Commitment Period, then the Lead Market Participant must
elect one of the three treatments described in this Section
II1.13.6.1.1.4. If the Lead Market Participant elects option
(ia) or (bit) below and fails to shed the amount of its
Capacity Supply Obligation associated with its decrease in
capacity prior to the last annual reconfiguration auction for
the Capacity Commitment Period, the ISO shall enter a
demand bid at 2.0 times CONE on behalf of the Market
Participant in the reconfiguration auction to replace the
missing capacity in the appropriate Capacity Zone in the
last annual reconfiguration auction prior to the Capacity
Commitment Period and shall reduce that resource’s
Capacity Supply Obligation by the amount of the capacity
decrease.

(a) The Lead Market Participant may elect to submit a
demand bid in a reconfiguration auction or enter
into a Capacity Supply Obligation Bilateral for the
difference between its summer Qualified Capacity
calculated pursuant to Section I11.13.1.2.2.1.1 and
its most recent summer Seasonal Claimed
Capability for the relevant Capacity Commitment
Period;

(b) The Lead Market Participant may seek to shed its
entire Capacity Supply Obligation by submitting a
demand bid(s) in a reconfiguration auction(s) or
entering into a Capacity Supply Obligation Bilateral
for the relevant Capacity Commitment Period;

(©) The Lead Market Participant may elect to submit a
critical path schedule as described in Section
II1.13.1.1.2.2.2 describing the measures that will be
taken and showing that the Existing Generating
Capacity Resource will be able to provide an
amount of capacity consistent with the summer
Qualified Capacity as calculated pursuant to Section
II1.13.1.2.2.1.1 by the start of the relevant Capacity
Commitment Period. For an Existing Generating
Capacity Resource subject to this election, the
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critical path schedule monitoring provisions of
Section I11.13.3 shall apply.

111.13.6.1.1.5. Additional Requirements for Generating

Capacity Resources. Fully listed Generating Capacity
Resources are subject to the following additional
requirements:

(a) auditing and rating requirements as detailed in the
ISO New England Manuals and ISO New England
Operating Procedures;

(b) operating data collection requirements as detailed in
the ISO New England Manuals and this Market
Rule;

(©) planned outage requirements in accordance with the
ISO New England Manuals and ISO New England
Operating Procedures.

111.13.6.1.2. Import Capacity

111.13.6.1.2.1. Energy Market Offer Requirements. An Import

Capacity Resource with a Capacity Supply Obligation shall
be considered listed and shall be offered into the Day-
Ahead Energy Market and Real-Time Energy Market as a
fixed External Transaction or dispatchable External
Transaction as defined below. Import Capacity may be
subject to penalties for failing to schedule and deliver the
transaction in the energy market as described in the ISO
New England System Rules.

(a) An Import Capacity Resource offering as a
dispatchable External Transaction must submit an
offer to both the Day Ahead Energy Market and
Real-Time Energy Market for every day in the
month and every hour within the day. Accepted
offers shall be converted into energy transactions in
accordance with the requirements described in the
ISO New England Manuals;

(b) An Import Capacity Resource offering as a fixed
External Transaction must submit a transaction at
least all weekdays excluding NERC Holidays, for a
minimum of the 16 peak hours each day;
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(c) Once the type of transaction has been selected for
an Obligation Month, the same type of transaction
must be submitted for every applicable day of that
Obligation Month.

111.13.6.1.2.2. Additional Requirements for Import Capacity

Resources. Import Capacity Resources are subject to the
following additional requirements:

(a) information submittal requirements for resource or
Control Area backed transactions as detailed in the
ISO New England Manuals;

(b) resource backed transactions shall be subject to the
planned outage requirements as detailed in the ISO
New England Manuals. Control Area backed
transactions are not subject to such planned outage
requirements;

(©) resource and Control Area backed transactions are
not subject to the voluntary and mandatory re-
scheduling of maintenance procedures outlined in
the ISO New England Operating Procedures and
ISO New England Manuals.

111.13.6.1.3. Intermittent Power Resources

111.13.6.1.3.1. Energy Market Offer Requirements. Intermittent

Power Resources may submit offers into the Day-Ahead
Energy Market. Such resources are required to submit
offers for use in the Real-Time Energy Market consistent
with the characteristics of the resource. Day Ahead
projections of output shall be submitted as detailed in the
ISO New England Manuals. For purposes of calculating
Real-Time NCPC Charges, Intermittent Power Resources
shall have a generation deviation of zero.

111.13.6.1.3.2. Adjustments for Significant Decreases in

Capacity. Where the most recent summer Seasonal
Claimed Capability, as recorded in October, of an
Intermittent Power Resource is below its summer Qualified
Capacity, as determined pursuant to Section
I1.13.1.2.2.42.1 by more than the lesser of 20 percent of
that summer Qualified Capacity or 40 MW after clearing in
the Forward Capacity Auction but prior to the Capacity
Commitment Period, then the Lead Market Participant must
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elect one of the three treatments described in this Section
II1.13.6.1.3.2. If the Lead Market Participant elects option
(ia) or (itb) below and fails to shed the amount of its
Capacity Supply Obligation associated with its decrease in
capacity prior to the last annual reconfiguration auction for
the Capacity Commitment Period, the ISO shall enter a bid
on behalf of the resource at 2.0 times CONE in the
reconfiguration auction to replace the missing capacity in
the appropriate Capacity Zone in the last annual
reconfiguration auction prior to the Capacity Commitment
Period and shall reduce that resource’s Capacity Supply
Obligation by the amount of the capacity decrease.

(a) The Lead Market Participant may elect to submit a
demand bid in a reconfiguration auction or enter
into a Capacity Supply Obligation Bilateral for the
difference between its summer Qualified Capacity
calculated pursuant to Section I11.13.1.2.2.2.1-+ and
its most recent summer Seasonal Claimed
Capability for the relevant Capacity Commitment
Period;

(b) The Lead Market Participant may seek to shed its
entire Capacity Supply Obligation or a portion
thereof by submitting a demand bid(s) in a
reconfiguration auction(s) or entering into a
Capacity Supply Obligation Bilateral for the
relevant Capacity Commitment Period;

(c) The Lead Market Participant may elect to submit a
critical path schedule as described in Section
II1.13.1.1.2.2.2 describing the measures that will be
taken and showing that the Existing Generating
Capacity Resource will be able to provide an
amount of capacity consistent with the summer
Qualified Capacity as calculated pursuant to Section
I1.13.1.2.2.42.1 by the start of the relevant
Capacity Commitment Period. For an Existing
Generating Capacity Resource subject to this
election, the critical path schedule monitoring
provisions of Section I11.13.3 shall apply.

111.13.6.1.3.3. Additional Requirements for Intermittent Power
Resources. Fully listed Intermittent Power Resources are
subject to the following additional requirements:
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(a) auditing and rating requirements as detailed in the
ISO New England Manuals;

(b) operating data collection requirements as detailed in
the ISO New England Manuals;

(©) complying with planned outage requirements as
outlined in the ISO New England Operating
Procedures and ISO New England Manuals.

111.13.6.1.4. Intermittent Settlement Only Resources and Non-
Intermittent Settlement Only Resources

111.13.6.1.4.1. Energy Market Offer Requirements. Intermittent
Settlement Only Resources and Non-Intermittent
Settlement Only Resources may not submit supply offers
into the Day-Ahead Energy Market or Real-Time Energy
Market.

111.13.6.1.4.2. Additional Requirements for Settlement Only
Resources. Fully listed Intermittent Settlement Only
Resources and Non-Intermittent Settlement Only Resources
are subject to the following additional requirements:

(a) auditing and rating requirements as detailed in the
ISO New England Manuals;

(b) operating data collection requirements as detailed in
the ISO New England Manuals;

(c) such resources are not subject to planned outage
requirements as outlined in the ISO New England
Operating Procedures and ISO New England
Manuals.

111.13.6.1.5. Demand Resources. Demand Resources may not submit
supply offers into the Day-Ahead Energy Market or Real-Time
Energy Markets.

111.13.6.1.5.1. Additional Requirements for Demand Resources.
Demand Resources shall comply with the ISO’s
measurement and verification requirements pursuant to
Section II1.13.1.4.3 and the ISO New England Manuals.

111.13.6.2. De-Listed Resources. A resource, or a portion thereof, that does not
assume a Capacity Supply Obligation in a Forward Capacity Auction, a
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reconfiguration auction, or a Capacity Supply Obligation Bilateral, or
sheds a previously acquired Capacity Supply Obligation shall be
considered de-listed and shall comply with the requirements in this
Section I11.13.6.2. De-listed resources are not subject to the requirements
associated with listed resources set forth in Section II1.13.6.1.

111.13.6.2.1. Generating Capacity Resources

111.13.6.2.1.1. Energy Market Offer Requirements. A
Generating Capacity Resource that is fully de-listed is not
required to offer into the Day-Ahead Energy Market or
Real-Time Energy Market. A Generating Capacity
Resource that is partially de-listed must offer at least its
Economic Minimum Limit into the Day-Ahead Energy
Market and is not required to offer the de-listed portion
above the Economic Minimum Limit into the Day-Ahead
Energy Market or Real-Time Energy Market. If the
Capacity Supply Obligation of the listed portion of a
partially de-listed resource is less that its Economic
Minimum Limit in any hour either through rationing in a
reconfiguration auction, or through a Capacity Supply
Obligation Bilateral, the resource must offer the Economic
Minimum Limit into the Day-Ahead Energy Market and
Real-Time Energy Market. The Economic Minimum Limit
portion of the Generating Capacity Resource shall be
treated as listed for the purposes of energy market
mitigation and the reserve adequacy assessment.

111.13.6.2.1.1.1. Day-Ahead Energy Market
Participation. A de-listed Generating Capacity
Resource, or portion thereof, may submit an offer
into the Day-Ahead Energy Market. If any portion
of the offer clears, the entire range of the resource
up to the Economic Maximum Limit offered into
the Day-Ahead Energy Market, will be subject to
the same rules as all other Generating Capacity
Resources in that market for the operating day,
including the obligation to follow ISO dispatch
instructions. Such a de-listed resource that clears
shall be eligible for dispatch in the Real-Time
Energy Market.

111.13.6.2.1.1.2. Real-Time Energy Market
Participation. A de-listed Generating Capacity
Resource, or portion thereof, that did not submit an
offer into the Day-Ahead Energy Market or was
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offered into the Day-Ahead Energy Market and was
not accepted, must be self-scheduled in order to
participate in the Real-Time Energy Market and
shall be subject to all of the requirements associated
therewith. The ISO may request that a fully or
partially de-listed Generating Capacity Resource
provide energy for reliability purposes in the Real-
Time Energy Market, but such resource shall not be
obligated to provide energy, and shall not be subject
to any performance or availability penalties for
failure to provide energy. If such resource does
provide energy, the resource shall be paid based on
its most recent offer and is eligible for NCPC. The
resource will be block loaded to meet reliability
needs and not subject to economic dispatch by the
ISO. Where a de-listed Generating Capacity
Resource has committed to provide other services
for which it is receiving compensation, that resource
must satisfy the requirements associated with the
service it elected to provide.

111.13.6.2.1.2. Additional Requirements for De-listed
Generating Capacity Resources. Fully and partially de-
listed Generating Capacity Resources are subject to the
following additional requirements:

(a)

(b)

(©)

complying with the auditing and rating
requirements as detailed in the ISO New England
Manuals.

complying with the operating data collection
requirements detailed in the ISO New England
Manuals;

Partially de-listed Generating Capacity Resources
are subject to planned outage requirements and
forced outage re-scheduling provisions as outlined
in the ISO New England Operating Procedures,
ISO New England Manuals. Fully de-listed
Generating Capacity Resources are not subject to
the forced re-scheduling provisions for planned
outages.

111.13.6.2.2. Exporting Resources. A resource that is exporting its
capacity to a neighboring Control Area through an Export Bid or
Administrative Export De-list Bid in the Forward Capacity
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Auction shall comply with this Section II1.13.6.2.2. Resources that
fully or partially de-list through an Export Bid or Administrative
Export De-List Bid must comply with the ISO New England
Manuals and the requirements associated with the Control Area to
which such resources are exporting capacity. Intermittent Power
Resources, Settlement Only Resources, and Demand Resources are
not permitted to back a capacity export to an external Control
Area.

111.13.6.2.2.1. Energy Market Offer Requirements. A resource
that is either fully or partially de-listed to export capacity is
required to self-schedule the amount of the export in the
Real-Time Energy Market to back the energy transaction
which satisfies its Capacity Supply Obligation in the
neighboring Control Area. In the event the resource
backing the export is not self-scheduled at a level greater
than or equal to the export, the energy transaction may be
curtailed to the level of the self-schedule.

111.13.6.2.3. Intermittent Power Resources

111.13.6.2.3.1. Energy Market Offer Requirements. A fully or
partially de-listed Intermittent Power Resource is not
required to offer the de-listed portion of such resource into
the Day-Ahead Energy Market or Real-Time Energy
Market.

111.13.6.2.3.2. Additional Requirements for Intermittent Power
Resources. Fully and partially de-listed Intermittent Power
Resources are subject to the following additional
requirements:

(a) auditing and rating requirements as detailed in the
ISO New England Manuals;

(b) operating data collection requirements as detailed in
the ISO New England Manuals;

(©) Partially de-listed Intermittent Power Resources are
subject to planned outage requirements as outlined
in the ISO New England Operating Procedures and
ISO New England Manuals. Fully de-listed
Intermittent Power Resources are not subject to
such requirements.
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111.13.6.2.4. Intermittent Settlement Only Resources and Non-
Intermittent Settlement Only Resources

111.13.6.2.4.1. Energy Market Offer Requirements. A fully or
partially de-listed Settlement Only Resource may not
submit an offer into the Day-Ahead Energy Market or the
Real-Time Energy Market.

111.13.6.2.4.2. Additional Requirements for Settlement Only
Resources. Fully and partially de-listed Settlement Only
Resources are subject to the following additional
requirements:

(a) auditing and rating requirements as detailed in the
ISO New England Manuals;

(b) operating data collection requirements as detailed in
the ISO New England Manuals;

(©) such resources are not subject to planned outage
requirements as outlined in the ISO New England
Operating Procedures and ISO New England
Manuals.

111.13.6.2.5. Demand Resources. Fully or partially de-listed Demand

Resources may not submit offers into the Day-Ahead Energy
Market or Real-Time Energy Market.
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111.13.7. Performance, Payments and Charges in the Forward Capacity Market.

{B0604253; 1}

During each month within each Capacity Commitment Period (“Obligation
Month”), each resource that acquired or shed a Capacity Supply Obligation for
that Capacity Commitment Period (or any portion thereof) will be subject to
payments, charges and adjustments for such activity. In addition, all resources
with a Capacity Supply Obligation as of the beginning of the Obligation Month
shall have their performance measured throughout the month, based on the
resource’s availability during any Shortage Events in the Obligation Month.

In the event of a change in ownership of a resource that has assumed a Capacity
Supply Obligation, within two weeks following the transfer of ownership, the
resource owner must provide written notification to the ISO of its intent to: (1)
cover the Capacity Supply Obligation in a reconfiguration auction or through a
Capacity Supply Obligation Bilateral; or (ii) transfer the Capacity Supply
Obligation to the new resource owner. Ifthe resource owner elects option (ii)
above, the resource owner must provide documentation of the assumption of the
Capacity Supply Obligation with confirmation by the new resource owner.

111.13.7.1. Performance Measures

111.13.7.1.1. Generating Capacity Resources. During each Capacity
Commitment Period, each Generating Capacity Resource having a
Capacity Supply Obligation for that Capacity Commitment Period
(or any portion thereof) will have its performance measured during
each Obligation Month based on the resource’s availability during
any Shortage Events during the month.

111.13.7.1.1.1. Definition of Shortage Events

(a) In all Capacity Zones, a Shortage Event is any period of
thirty or more contiguous minutes of system-wide Reserve
Constraint Penalty Factor activation, defined as being short
of operating reserves.

(b) In an import-constrained Capacity Zone that experienced
price separation in the associated Forward Capacity
Auction, a Shortage Event shall also be any OP4 Action 6,
OP4 Action 12, OP4 Action 13, or OP7 event, or their
successor operating procedures, that is declared based on
adequacy and not security, as defined in the ISO New
England Manuals, with a duration of thirty or more
contiguous minutes, and that is not also declared outside of
the Capacity Zone.

(c) An export-constrained region shall be exempt from a
Shortage Event if there is price separation for the
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applicable Capacity Zone in the Forward Capacity Auction
and an OP4 Action 6, OP4 Action I 1, OP4 Action 12, OP4
Action 13, or OP7 event has been declared for the Rest-of-
Pool Capacity Zone but not for that export-constrained
Capacity Zone.

In all cases, to be considered discrete Shortage Events,
such events must be separated by at least 2.5 hours. There
shall be no more than two Shortage Events per Capacity
Zone per day. If there are more than two Shortage Events
in a day, only the first two Shortage Events that occur will
be recognized.

For the purposes of Section I11.13.7.1.1.1(d), Shortage
Events that cross daily boundaries will be considered to
occur on the day in which the Shortage Event was
triggered. Availability during Shortage Events that cross
monthly boundaries will be applied to the Obligation
Month in which the Shortage Event was triggered.

111.13.7.1.1.2. Availability Scores. The availability score of a

resource in a Shortage Event shall be calculated for each
hour or partial hour in the Shortage Event. In the event that
there are no Shortage Event hours during a month, no
availability penalties will be assessed. The availability
score in any hour during a Shortage Event may not exceed
100 percent.

111.13.7.1.1.3. Available Resources. A resource will be

considered available to the extent it meets any of the
following criteria:

(a) The resource is on-line and following ISO dispatch
instructions. If the resource has declared its
Economic Maximum Limit to a MW value less than
its Capacity Supply Obligation, its availability score
for each hour or portion thereof during the Shortage
Event will be equal to the ratio of its potential
output at the re-declared Economic Maximum Limit
to its Capacity Supply Obligation expressed as a
percentage. If the ISO has imposed a limit on the
resource’s Economic Maximum Limit, the
resource’s availability score will be calculated using
its most recently submitted Economic Maximum
Limit, provided it is following ISO dispatch
instructions; or
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The resource is off-line and available and has a
notification time plus start time of thirty minutes or
less. Such resource will be considered available up
to its Economic Maximum Limit. If the resource
has declared its Economic Maximum Limit to a
MW value less than its Capacity Supply Obligation,
its availability score for each hour or portion thereof
during the Shortage Event will be equal to the ratio
of its potential output at the re-declared Economic
Maximum Limit to its Capacity Supply Obligation
expressed as a percentage. If the ISO has imposed a
limit on the resource’s Economic Maximum Limit,
the resource’s availability score will be calculated
using the Economic Maximum Limit most recently
submitted by the Lead Market Participant for the
resource, provided the resource is following ISO
dispatch instructions; or

The resource is off-line and available and has a
notification plus start-up time of less than or equal
to 12 hours (16 hours, during the first five Capacity
Commitment Periods for resources with notification
plus start-up times greater than 12 hours as of June
16, 2006) and the output, up to the Capacity Supply
Obligation, was competitively offered into the
Energy Market (i.e., capacity from the listed portion
of the resource was offered at or below the
appropriate Reference Level plus applicable
conduct thresholds) but was not committed by the
ISO and was consequently unavailable within 30
minutes. A resource shall not be considered
available if it fails to come on-line in accordance
with its verified unit characteristics when called by
the ISO either in its Resource Adequacy
Assessment process or otherwise prior to or during
the delivery day. If the resource has declared its
Economic Maximum Limit to a MW value less than
its Capacity Supply Obligation, its availability for
each hour or portion thereof during the Shortage
Event will be equal to the ratio of its potential
output at the re-declared Economic Maximum Limit
to its Capacity Supply Obligation expressed as a
percentage. If the ISO has imposed a limit on the
resource’s Economic Maximum Limit, the
resource’s availability score will be calculated using
the Economic Maximum Limit most recently
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submitted by the Lead Market Participant for the
resource, provided the resource is following ISO
dispatch instructions.

The resource was not committed due to an outage or
derate of transmission equipment within the New
England Control Area, other than an outage or de-
rate of transmission equipment that is controlled by
the owner of the resource or that constitutes a radial
lead to a resource in the New England Control Area
(other than radial leads to Wyman 4 and Stony
Brook). Maine Independence Station shall be
considered available when derated or not committed
because of a constraint on the Orrington South,
Surowiec South or Maine - New Hampshire
interfaces.

The resource, including New Import Capacity
Resources and Existing Import Capacity Resources
backed by an external resource, is on a maintenance
outage during the Obligation Month that was
approved in the ISO’s annual maintenance
scheduling process provided that:

(1) Unless specifically requested by the ISO, the
resource has not scheduled such
maintenance in either December or January,
or during the period June 1 through
September 15; and

(i1) The resource has not exceeded the
maximum allowable days of annual
maintenance at the time of the Shortage
Event as described in the ISO New England
Manuals and ISO New England
Administrative Procedures.

The resource was denied a self-schedule request by
the ISO and therefore was not available in the Real-
Time Energy Market.

A resource that is partially de-listed and otherwise
meets the criteria of this Section I11.13.7.1.1.3 and
its Capacity Supply Obligation is less than that

resource’s declared Economic Maximum Limit in
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any hour during the Shortage Event, shall be
considered fully available.

If a New Generating Capacity Resource that has
cleared in the Forward Capacity Auction has
completed construction but is not able to achieve
Commercial Operation and cannot conduct its
capability audit due to a planned transmission
facility not being in service (e.g., a radial
interconnection):

(1) The New Generating Capacity Resource will
not be paid for its Capacity Supply
Obligation; and

(11) The New Generating Capacity Resource will
maintain its Capacity Supply Obligation.

If a New Generating Capacity Resource that has
cleared in the Forward Capacity Auction has
completed construction, is not able to achieve
Commercial Operation, and is able to conduct a
capability audit for a portion of its Qualified
Capacity due to a planned transmission facility not
being in service (e.g., a radial interconnection):

(1) The New Generating Capacity Resource will
be paid for its Capacity Supply Obligation;
and

(i1) The New Generating Capacity Resource will
be exempt from availability penalties until
the planned transmission facility is in
service.

The Shortage Event Availability Score of an
otherwise unavailable resource may be
augmented by the use of supplemental
resources pursuant to Section to
11.13.7.1.1.4.

111.13.7.1.1.4. Supplementing of Availability. A resource’s Lead
Market Participant may supplement the availability score of
its resource in a Shortage Event with another resource, or a
portion thereof, that does not have a Capacity Supply
Obligation for the Capacity Commitment Period (or portion
thereof). The Lead Market Participant can supplement its

{B0604253; 1}

150



{B0604253; 1}

Privileged and Confidential —2/6/07 PC DRAFT

availability on a daily basis and must make such election
during the Day-Ahead Energy Market offer and bid period
as detailed in the ISO New England Manuals. The
“substitute” resource, or portion thereof, must be on-line
and following dispatch instructions, and assume the
obligations of a listed resource during the Shortage Event,
or portion thereof for which it is providing service, to
receive credit for supplemental availability.

111.13.7.1.1.5. Poorly Performing Resources. Prior to the

Forward Capacity Auction qualification process, the ISO
shall determine whether a resource meets the following two
criteria: in the most recent four consecutive Capacity
Commitment Periods or the most recent 4 years in which
the resource assumed a Capacity Supply Obligation: (a) the
resource received 3 annual availability scores of less than
or equal to 40 percent; and (b) the resource has failed to be
available in its entirety during ten or more Shortage Events
during that same period. The annual availability score for
each Capacity Commitment Period shall be equal to the
average of all availability scores as calculated for each hour
during each Shortage Event. If both of these criteria are
met, the resource shall be considered a Poorly Performing
Resource and shall not be eligible to participate in any
subsequent Forward Capacity Auctions, and may not
assume an obligation through the reconfiguration auctions,
or Capacity Supply Obligation Bilaterals until it either
achieves an availability score of 60 percent or higher in
three consecutive Capacity Commitment Periods or 3
consecutive years, or demonstrates to the ISO that the
reasons for the inadequate availability scores have been
remedied. For the purposes of determining whether a
resource is a Poorly Performing Resource, its availability
score while it is de-listed shall not be considered. For the
purposes of returning from poorly performing status, the
ISO, at the request of the resource owner, may consider
performance while de-listed, but in no case shall the ISO
use non-consecutive years for evaluating a resource’s
performance.

111.13.7.1.2. Import Capacity. An Import Capacity Resource with a
Capacity Supply Obligation will be subject to performance based
on Shortage Events defined in Section I11.13.7.1.1.1, where the
Import Capacity Resource is considered available to the extent it
meets any of the following criteria:
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The resource is an Import Capacity Resource and the
corresponding fixed External Transaction or dispatchable
External Transaction has been offered in accordance with
the ISO New England Manuals and is delivering energy in
accordance with ISO dispatch instructions during all hours
of the Shortage Event.

The resource is an Import Capacity Resource and the
corresponding fixed or dispatchable External Transaction
has been offered in accordance with the ISO New England
Manuals and is not delivering energy during all hours of the
Shortage Event because the ISO has not requested dispatch
of the transaction.

The resource is an Import Capacity Resource and was
offered to the Day-Ahead Energy Market in accordance
with the provisions of Section II1.13.6.1.2 but cannot make
Real-Time deliveries of energy because the relevant
external interface is already flowing at its Total Transfer
Capability into New England in Real-Time. With regard to
imports of capacity, in the event the transfer limit on the
relevant external interface is reduced or curtailed, the
Import Capacity Resource shall still be required to comply
with its Real-Time offer in accordance with ISO dispatch
instructions, or shall be considered unavailable to the extent
it is unable to do so.

111.13.7.1.3. Intermittent Power Resources. The performance measure

for Intermittent Power Resources, including Intermittent
Settlement Only Resources will be included in the determination of
their summer and winter Qualified Capacity as described in
Section I11.13.1.1.2.5-2.6 and Section 111.13.1.2.2.2.

111.13.7.1.4. Settlement Only Resources

111.13.7.1.4.1. Non-Intermittent Settlement Only Resources.

Non-Intermittent Settlement Only Resources shall be
subject to the performance measures defined in Section
I1.13.7.1.1. However, their availability score will equal
the actual integrated hourly output of the resource during
the Shortage Event, divided by the Capacity Supply
Obligation of the resource during the Shortage Event.
Since the metering equipment associated with these
resources cannot measure output at smaller than one hour
intervals, the duration of the Shortage Event shall be
rounded up to the nearest hour.
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111.13.7.1.4.2. Intermittent Settlement Only Resources. The

performance measure for Intermittent Settlement Only
Resources will be included in the determination of their
summer and winter Qualified Capacity as described in
Section 1I1.13.1.1.2.52.26 and Section I11.13.1.2.2.2.

111.13.7.1.5. Demand Resources

111.13.7.1.5.1. Capacity Values of Demand Resources. The

Capacity Value of a Demand Resource for an Obligation
Month shall be its Demand Reduction Value for the month
as determined pursuant to Section II1.13.7.1.5.3 multiplied
by the summer Installed Capacity Requirement divided by
the 50/50 summer system peak load forecast as determined
by the ISO for the applicable Forward Capacity Auction in
which the Demand Resource clears, multiplied by one plus
the percent average avoided peak transmission and
distribution losses used by the ISO in its calculations of the
Installed Capacity Requirement for the applicable Forward
Capacity Auction in which the Demand Resource clears.

111.13.7.1.5.2. Capacity Values of Certain Distributed

Generation. If across Demand Resource On-Peak Hours,
Demand Resource Seasonal Peak Hours, Demand Resource
Critical Peak Hours, Real-Time Demand Response Event
Hours, or Real-Time Emergency Generation Event Hours,
as appropriate, a Distributed Generation resource’s monthly
average hourly output is greater than the monthly average
hourly load of the end-use customer to which the resource
is directly connected, the Capacity Value of the portion of
output exceeding the customer’s load for the month will be
the Demand Reduction Value for that portion of the output.

111.13.7.1.5.3. Demand Reduction Values. A Demand Reduction

Value is the quantity of reduced demand, calculated at the
end-use customer meter, produced by a Demand Resource.
All Demand Reduction Values are based on reductions in
end-use demand on the electricity network in the New
England Control Area coincident with Demand Resource
On-Peak Hours for On-Peak Demand Resources, Demand
Resource Seasonal Peak Hours for Seasonal Peak Demand
Resources, Demand Resource Critical Peak Hours for
Critical Peak Demand Resources, Real-Time Demand
Response Event Hours for Real-Time Demand Response
Resources, or Real-Time Emergency Generation Event
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Hours for Real-Time Emergency Generation Resources.
The Demand Reduction Value of a combined Demand
Resource that reduces load and generates output
simultaneously for a single facility shall be its Average
Hourly Output, if registered as an On-Peak Demand
Resource, a Seasonal Peak Demand Resource, or a Real-
Time Emergency Generation Resource, or Weighted
Average Hourly Output, if registered as a Critical Peak
Demand Resource or a Real-Time Demand Response
Resource, which reflects the combined impact of the load
reduction and Distributed Generation output on reducing
overall end-use demand on the electricity network in the
New England Control Area.

111.13.7.1.5.4. Calculation of Demand Reduction Values for

On-Peak Demand Resources. Monthly Demand
Reduction Values shall be established for the months of
June, July, August, December, and January and seasonal
Demand Reduction Values for the remaining calendar
months. The monthly Demand Reduction Value of On-
Peak Demand Resources shall be equal to its Average
Hourly Load Reduction or Average Hourly Output over
Demand Resource On-Peak Hours in the month. Should a
new On-Peak Demand Resource enter service at a time
such that there is an incomplete set of performance data for
June, July, August, December, or January upon which to
establish summer or winter seasonal Demand Reduction
Values, the missing data shall be supplemented with
engineering estimates or audit results pursuant to its
Measurement and Verification Plan.

111.13.7.1.5.4.1. Summer Seasonal Demand Reduction
Value. The summer seasonal Demand Reduction
Value of On-Peak Demand Resources shall be equal
to the simple average of its Average Hourly Load
Reduction or Average Hourly Output in the months
of June, July and August. The summer seasonal
Demand Reduction Value shall apply to the months
of September, October, November, April and May.

111.13.7.1.5.4.2. Winter Seasonal Demand Reduction
Value. The winter seasonal Demand Reduction
Value of On-Peak Demand Resources shall be equal
to the simple average of its Average Hourly Load
Reduction or Average Hourly Output in the months
of December and January. The winter seasonal
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Demand Reduction Value shall apply to the months
of February and March.

111.13.7.1.5.5. Calculation of Demand Reduction Values for

Seasonal Peak Demand Resources. Monthly Demand
Reduction Values shall be established for the months of
June, July, August, December, and January and seasonal
Demand Reduction Values for the remaining calendar
months. The monthly Demand Reduction Value of
Seasonal Peak Demand Resources shall be equal to its
Average Hourly Load Reduction or Average Hourly Output
over Demand Resource Seasonal Peak Hours in the month.
If there are no Demand Resource Seasonal Peak Hours in
the months of July, August, or January, the Demand
Reduction Value for those months shall be based on the
Demand Reduction Value established for the previous
month. Should a new Seasonal Peak Demand Resource
enter service at a time such that there is an incomplete set
of performance data for June, July, August, December, or
January upon which to establish summer or winter seasonal
Demand Reduction Values, the missing data shall be
supplemented with engineering estimates or audit results
pursuant to its Measurement and Verification Plan. A
Seasonal Peak Demand Resource supplier will have the
option of conducting an audit before the end of a month to
establish its Demand Reduction Value for a subsequent
month in which there are no Demand Resource Seasonal
Peak Hours, provided that the audit results shall not
supplant the summer or winter seasonal Demand Reduction
Value based on Demand Resource Seasonal Peak Hours for
the applicable season. Audit results can be used to
determine the Demand Reduction Values for all subsequent
months until the month in which Demand Resource
Seasonal Peak Hours occur, provided, however, that audit
results can not be used to determine the Demand Reduction
Value for a month greater than twelve (12) months from the
date the audit was conducted. Engineering estimates and
the procedures for scheduling and conducting an audit must
be submitted as part of the Measurement and Verification
Plan set forth in Section I11.13.1.4.2.2.3.

111.13.7.1.5.5.1. Summer Seasonal Demand Reduction
Value. The summer seasonal Demand Reduction
Value of Seasonal Peak Demand Resources shall be
equal to the simple average of its Average Hourly
Load Reduction or Average Hourly Output in the
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months of June, July and August. This summer
seasonal Demand Reduction Value will apply to the
months of September, October, November, April
and May.

111.13.7.1.5.5.2. Winter Seasonal Demand Reduction
Value. The winter seasonal Demand Reduction
Value of Seasonal Peak Demand Resources shall be
equal to the simple average of its Average Hourly
Load Reduction or Average Hourly Output in the
months of December and January. This winter
seasonal Demand Reduction Value will apply to the
months of February and March.

111.13.7.1.5.6. Calculation of Demand Reduction Values for

Critical Peak Demand Resources. Demand Reduction
Values shall be determined on a monthly basis. For the
months of June, July, August, December and January, the
Demand Reduction Value of Critical Peak Demand
Resource shall be based on its Weighted Average Hourly
Load Reduction or Weighted Average Hourly Output
during Demand Resource Critical Peak Hours in the month.
If there are no Demand Resource Critical Peak Hours in the
months of July, August, December or January, the Demand
Reduction Value for those months shall be based on the
Demand Reduction Value established for the previous
month. Should a new Critical Peak Demand Resource
enter service at a time such that there is an incomplete set
of performance data for June, July, August, December, or
January upon which to establish summer or winter seasonal
Demand Reduction Values, as described above, then the
missing data shall be supplemented with engineering
estimates or audit results pursuant to its Measurement and
Verification Plan. A Critical Peak Demand Resource
supplier will have the option of conducting an audit before
the end of a month to establish its Demand Reduction
Value for a subsequent month in which there are no
Demand Resource Critical Peak Hours, provided that the
audit results shall not supplant the summer or winter
seasonal Demand Reduction Value based on Demand
Resource Critical Peak Hours for the applicable season.
Audit results can be used to determine the Demand
Reduction Values for all subsequent months until the
month in which Demand Resource Critical Peak Hours
occur, provided, however, that audit results can not be used
to determine the Demand Reduction Value for a month
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greater than twelve (12) months from the date the audit was
conducted. Engineering estimates and the procedures for
scheduling and conducting an audit must be submitted as
part of the Measurement and Verification Plan, as set forth
in Section I11.13.1.4.2.2.3.

111.13.7.1.5.6.1. Summer Seasonal Demand Reduction
Value. The summer seasonal Demand Reduction
Value of a Critical Peak Demand Resource for
September, October, November, April and May
shall be based on (i) the simple average of its
Weighted Average Hourly Load Reduction or
Weighted Average Hourly Output in the most
recent months of June, July and August if there are
no Demand Resource Critical Peak Hours in the
month or (i1) the simple average of: (a) the simple
average of its Weighted Average Hourly Load
Reduction or Weighted Average Hourly Output in
the most recent months of June, July and August
and (b) its Weighted Average Hourly Load
Reduction or Weighted Average Hourly Output
across the Demand Resource Critical Peak Hours in
the month if there are Demand Resource Critical
Peak Hours in the month.

111.13.7.1.5.6.2. Winter Seasonal Demand Reduction
Value. The winter seasonal Demand Reduction
Value of a Critical Peak Demand Resource for
February and March shall be based on: (i) the
simple average of its Weighted Average Hourly
Load Reduction or Weighted Average Hourly
Output in the most recent months of December and
January if there are no Demand Resource Critical
Peak Hours in the month or (ii) the simple average
of (a) the simple average of its Weighted Average
Hourly Load Reduction or Weighted Average
Hourly Output in the most recent months of
December and January and (b) its Weighted
Average Hourly Load Reduction or Weighted
Average Hourly Output across the Demand
Resource Critical Peak Hours in the month if there
are Demand Resource Critical Peak Hours in the
month.

111.13.7.1.5.7. Demand Reduction Values for Real-Time

Demand Response Resources. Monthly Demand
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Reduction Values shall be determined. For the months of
June, July, August, December, and January, the Demand
Reduction Value of Real-Time Demand Response
Resources shall be based on its Weighted Average Hourly
Load Reduction or Weighted Average Hourly Output
during Real-Time Demand Response Event Hours in the
month. If there are no Real-Time Demand Response Event
Hours in the months of July, August, or January, the
Demand Reduction Value for those months shall be based
on the Demand Reduction Value established for the
previous month. Should a new Real-Time Demand
Response Resource enter service at a time such that there is
an incomplete set of performance data for June, July,
August, December, or January upon which to establish
summer or winter seasonal Demand Reduction Values, then
the missing data shall be supplemented with audit results
pursuant to its Measurement and Verification Plan. A
Real-Time Demand Response Resource provider will have
the option of conducting an audit before the end of a month
to establish its Demand Reduction Value for a subsequent
month in which there are no Real-Time Demand Response
Event Hours, provided that the audit results shall not
supplant the summer or winter seasonal Demand Reduction
Value based on Real-Time Demand Response Event Hours
for the applicable season. Audit results can be used to
determine the Demand Reduction Values for all subsequent
months until the month in which Real-Time Demand
Response Event Hours occur, provided, however, that audit
results cannot be used to determine the Demand Reduction
Value for a month greater than twelve (12) months from the
date the audit was conducted. Procedures for scheduling
and conducting an audit must be submitted as part of the
Measurement and Verification Plan pursuant to Section
11.13.1.4.2.2.3.

111.13.7.1.5.7.1. Summer Seasonal Demand Reduction
Value. The summer seasonal Demand Reduction
Value of a Real-Time Demand Response Resource
for September, October, November, April and May
shall be based on (i) the simple average of its
Weighted Average Hourly Load Reduction or
Weighted Average Hourly Output in the most
recent months of June, July and August if there are
no Real-Time Demand Response Event Hours in
the month or (ii) the simple average of (a) the
simple average of its Weighted Average Hourly
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Load Reduction or Weighted Average Hourly
Output in the most recent months of June, July and
August and (b) its Weighted Average Hourly Load
Reduction or Weighted Average Hourly Output
across the Real-Time Demand Response Event
Hours in the month if there are Real-Time Demand
Response Event Hours in the month.

111.13.7.1.5.7.2. Winter Seasonal Demand Reduction
Value. The winter seasonal Demand Reduction
Value of a Real-Time Demand Response Resource
for February and March shall be based on (i) the
simple average of its Weighted Average Hourly
Load Reduction or Weighted Average Hourly
Output in the most recent months of December and
January if there are no Real-Time Demand
Response Event Hours in the month or (ii) the
simple average of (a) the simple average of its
Weighted Average Hourly Load Reduction or
Weighted Average Hourly Output in the most
recent months of December and January and (b) its
Weighted Average Hourly Load Reduction or
Weighted Average Hourly Output across the Real-
Time Demand Response Event Hours in the month
if there are Real-Time Demand Response Event
Hours in the month.

111.13.7.1.5.8. Demand Reduction Values for Real-Time

Emergency Generation Resources. Demand Reduction
Values shall be determined on a monthly basis. For the
months of June, July, August, December, and January, the
Demand Reduction Value of a Real-Time Emergency
Generation Resource shall be based on its Average Hourly
Output during all the Real-Time Emergency Generation
Event Hours in the month. If there are no Real-Time
Emergency Generation Event Hours in the months of July,
August, or January, the Demand Reduction Value for those
months shall be based on the Demand Reduction Value
established for the previous month. Should a new Real-
Time Emergency Generation Resource enter service at a
time such that there is an incomplete set of performance
data for June, July, August, December, or January upon
which to establish summer or winter seasonal Demand
Reduction Values, then the Demand Reduction Value shall
be established using audit results pursuant to its
Measurement and Verification Plan. A Real-Time
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Emergency Generation Resource provider will have the
option of conducting an audit before the end of a month to
establish its Demand Reduction Value for a subsequent
month in which there are no Real-Time Emergency
Generation Event Hours, provided that the audit results
shall not supplant the summer or winter seasonal Demand
Reduction Value based on Real-Time Emergency
Generation Event Hours for the applicable season. Audit
results can be used to determine the Demand Reduction
Values for all subsequent months until the month in which
Real-Time Emergency Generation Event Hours occur,
provided, however, that audit results can not be used to
determine the Demand Reduction Value for a month
greater than twelve (12) months from the date the audit was
conducted. Procedures for scheduling and conducting an
audit must be submitted as part of the Measurement and
Verification Plan, pursuant to Section I11.13.1.4.2.2.3.

111.13.7.1.5.8.1. Summer Seasonal Demand Reduction
Value. The summer seasonal Demand Reduction
Value for the months of September, October,
November, April and May shall be based on the
simple average of the Average Hourly Output in the
most recent months of June, July and August if
there are no Real-Time Emergency Generation
Event Hours in the month. If there are Real-Time
Emergency Generation Event Hours in the months
of September, October, November, April or May,
the Demand Reduction Value shall be based on the
Average Hourly Output during all the Real-Time
Emergency Generation Event Hours in the month.

111.13.7.1.5.8.2. Winter Seasonal Demand Reduction
Value. The winter seasonal Demand Reduction
Value for the months of February and March shall
be based on the simple average of the Average
Hourly Output in the most recent months of
December and January if there are no Real-Time
Emergency Generation Event Hours in the month.
If there are Real-Time Emergency Generation Event
Hours in the months of February or March, the
Demand Reduction Value shall be based on the
Average Hourly Output during all the Real-Time
Emergency Generation Event Hours in the month.
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111.13.7.1.6. Self-Supplied FCA Resources. Import Capacity Resources,

Generating Capacity Resources, and Intermittent Power Resources
may be designated as Self-Supplied FCA Resources. Such Self-
Supplied FCA Resources are subject to the availability penalties
and credits as defined by their resource type. If a Self-Supplied
FCA Resource that is subject to availability penalties is
unavailable during a Shortage Event, the associated load serving
entity shall be responsible for paying the associated availability
penalty. Self-Supplied FCA Resources that are subject to
availability penalties shall be eligible to receive their pro-rata share
of availability credits paid by other capacity resources.

111.13.7.1.7. Bids Composed of Separate Resources that are Not

Available. With the exception of those resources noted in Section
II1.13.7.1.2(c), in the case of an offer composed of separate
resources clearing in a Capacity Zone that was modeled as an
export-constrained Capacity Zone and experienced price separation
in the associated Forward Capacity Auction and the Shortage
Event is declared in the export-constrained Capacity Zone, the
resource will be considered unavailable up to its Capacity Supply
Obligation to the extent it cannot make Real-Time delivery
because the relevant internal interface is already flowing its rated
maximum electrical transfer capability in Real-Time.

111.13.7.2. Payments and Charges to Resources. Resources acquiring or
shedding a Capacity Supply Obligation shall be subject to payments and
charges in accordance with this Section I11.13.7.2. Such resources will
also be subject to adjustments as detailed in Section I11.13.7.2.7.

111.13.7.2.1. Generating Capacity Resources

111.13.7.2.1.1. Monthly Capacity Payments. Each resource that
has: (i) cleared in a Forward Capacity Auction, except
Self-Supplied FCA Resources; (ii) cleared in a
reconfiguration auction; or (iii) entered into a Capacity
Supply Obligation Bilateral shall be entitled to a monthly
payment (subject to the adjustments in Section I11.13.7.2.7)
or charge during the Capacity Commitment Period as
follows:

(a) Forward Capacity Auction. For a resource whose
offer has cleared in a Forward Capacity Auction,
the monthly capacity payment shall equal the
product of its cleared and listed capacity and the
Capacity Clearing Price in the appropriate Capacity
Zone in the New England Control Area (the "FCA
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Payment"). For a resource that has elected to have
the Capacity Clearing Price and the Capacity
Supply Obligation apply for more than one
Capacity Commitment Period, payments associated
with the Capacity Supply Obligation and Capacity
Clearing Price (indexed using the Handy-Whitman
Index of Public Utility Construction Costs) shall
continue to apply after the Capacity Commitment
Period associated with the Forward Capacity
Auction in which the offer clears, for up to four
additional and consecutive Capacity Commitment
Periods, in whole Capacity Commitment Period
increments only.

Reconfiguration Auctions. For a resource whose
offer or bid has cleared in an annual, seasonal, or
monthly reconfiguration auction, the monthly
capacity payment or charge shall be equal to the
product of its cleared capacity and the appropriate
reconfiguration auction clearing price in the
Capacity Zone in which the resource cleared.

Capacity Supply Obligation Bilaterals. For
resources that have acquired or shed a Capacity
Supply Obligation through a Capacity Supply
Obligation Bilateral, the monthly capacity payment
or charge shall be equal to the product of the
Capacity Supply Obligation being assumed or shed
and price associated with the Capacity Supply
Obligation Bilateral.

HQICC Used in the Calculation of the Installed
Capacity Requirement. In order to treat HQICCs
as a load reduction, the Installed Capacity
Requirement quantity for each month shall be
increased by the amount of HQICC used in the
calculation of the Installed Capacity Requirement
used in the Forward Capacity Market, net of any
HQICC’s reduced by the amount of HQI Capacity
contracts. Each holder of HQICCs shall be credited
with its share of the total monthly HQICC amount
as an Existing Capacity Resource located in the
Capacity Zone in which the HQ Phase I/II External
Node is located as specified in Section I11.13.1.3,
net of any HQICCs reduced by the amount of HQI
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Capacity contracts, in accordance with Section
M1.13.1.3.5.1.1(h).

111.13.7.2.2. Import Capacity. Import Capacity Resources shall receive

monthly capacity payments utilizing the same methodology as that
used for Generating Capacity Resources set forth in Section
I1.13.7.2.1. In the case of capacity imports over Phase I/II
HVDC-TF interconnection, both HQI Capacity and HQI Excess
Capacity imports are paid the relevant Capacity Clearing Price,
less adjustments for PER and availability in the same manner as
other Import Capacity Resources.

111.13.7.2.3. Intermittent Power Resources. An Intermittent Power

Resource shall be entitled to monthly payments during the
Capacity Commitment Period based on the product of its Qualified
Capacity as determined in Section I11.13.1.21.2.2.6 and Section
11.13.1.42.2.52-3 and the Capacity Clearing Price or
reconfiguration auction clearing price to the extent the resource
clears in a Forward Capacity Auction or reconfiguration auction,
provided that the awarded Qualified Capacity of a New Generating
Capacity Resource that is an Intermittent Power Resource will be
adjusted after the first year of its Capacity Supply Obligation to the
extent that capacity is not provided during its elected Capacity
Commitment Period. For example, if the length of the Capacity
Supply Obligation equals three years:

(a) After the first year of the Capacity Supply Obligation, its
summer and winter Qualified Capacity shall be weighted
by 2/3 of the Qualification data and 1/3 of the actual
performance data of the New Generating Capacity
Resource that is an Intermittent Power Resource;

(b) After the second year of its Capacity Supply Obligation, its
summer and winter Qualified Capacity shall be weighted
by 1/3 of the Qualification data and 2/3 of the actual
performance data of the New Generating Capacity
Resource that is an Intermittent Power Resource;

(c) After the third year of its Capacity Supply Obligation, its
summer and winter Qualified Capacity shall be based
entirely on the actual performance data of the New
Generating Capacity Resource that is an Intermittent Power
Resource. The phase-in of actual performance will be a
function of the number of previous years used to determine
the seasonal values of a New Generating Capacity
Resource that is an Intermittent Power Resource.
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111.13.7.2.4. Settlement Only Resources

111.13.7.2.4.1. Non-Intermittent Settlement Only Resources.
Non-Intermittent Settlement Only Resources shall be
entitled to monthly payments during the Capacity
Commitment Period calculated in the same manner as that
used for Generating Capacity Resources as described in
Section 13.7.2.1

111.13.7.2.4.2. Intermittent Settlement Only Resources.
Intermittent Settlement Only Resources shall be entitled to
monthly payments during the Capacity Commitment Period
calculated in the same manner as that used for Intermittent
Power Resources as described in Section 13.7.2.3.

111.13.7.2.5. Demand Resources

111.13.7.2.5.1. Monthly Capacity Payments for All Resources
Except Real-Time Emergency Generation Resources.
For all Demand Resources except for Real-Time
Emergency Generation Resources, the monthly payment
shall be calculated as the product of the Demand
Resource’s Capacity Supply Obligation multiplied by the
Capacity Clearing Price in the Forward Capacity Auction
for the relevant Capacity Commitment Period or the
reconfiguration auction clearing price as appropriate. For a
New Demand Resource that has elected to have the
Capacity Clearing Price and the Capacity Supply
Obligation apply for more than one Capacity Commitment
Period, payments associated with the Capacity Supply
Obligation and Capacity Clearing Price (indexed using the
Handy-Whitman Index of Public Utility Construction
Costs) shall continue to apply after the Capacity
Commitment Period associated with the Forward Capacity
Auction in which the offer clears, for up to four additional
and consecutive Capacity Commitment Periods, in whole
Capacity Commitment Period increments only. Demand
Resources shall be subject to Demand Resource
Performance Penalties and Demand Resource Performance
Incentives as described in Section I11.13.7.1.5.

111.13.7.2.5.2. Monthly Capacity Payments for Real-Time
Emergency Generation Resources. For Real-Time
Emergency Generation Resources, monthly payments shall
be calculated as the product of the resource’s Capacity
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Supply Obligation multiplied by the Capacity Clearing
Price for the relevant Capacity Commitment Period or the
reconfiguration auction clearing price, as appropriate. If
the sum of the Capacity Supply Obligations of Real-Time
Emergency Generation Resources exceeds 600 MW, the
effective Capacity Clearing Price paid to all Real-Time
Emergency Generation Resources shall be adjusted by the
ratio of 600 MW divided by the total of the final Capacity
Supply Obligations of Real-Time Emergency Generation
Resources. The acceptance of a Real-Time Emergency
Generation Resource Static De-list Bid, Dynamic De-list
Bid, or Permanent De-list Bid shall be based on the
effective Capacity Clearing Price as described in Section
II1.13.2.7. Real-Time Emergency Generation Resources
shall be subject to Demand Resource Performance
Penalties and Demand Resource Performance Incentives as
described in Section I11.13.7.1.5.

111.13.7.2.6. Self-Supplied FCA Resources. Self-Supplied FCA

Resources shall not receive monthly capacity payments. The
capacity associated with a Self-Supplied FCA Resource shall be
treated as a credit toward the Capacity Load Obligation of the load
serving entity so designating such resources as described in
Section I11.13.1.6. The amount of Self-Supplied FCA Resources
designated by a load serving entity shall be determined pursuant to
Section I11.13.1.6. In the event that the load serving entity’s share
of the Installed Capacity Requirement in the Capacity Zone in the
Obligation Month is less than the amount of designated Self-
Supplied FCA Resources, the excess will not receive compensation
in the Forward Capacity Market.

111.13.7.2.7. Adjustments to Monthly Capacity Payments. Monthly

capacity payments to resources with a Capacity Supply Obligation
as of the beginning of the Obligation Month will be adjusted as
described in Section 111.13.7.2.7.1.

111.13.7.2.7.1. Adjustments to Monthly Capacity Payments of
Generating Capacity Resources.

111.13.7.2.7.1.1. Peak Energy Rents. Payments to New
Generating Capacity Resources and Existing
Generating Capacity Resources with Capacity
Supply Obligations shall be decreased by Peak
Energy Rents (“PER”) calculated in each Capacity
Zone that experienced price separation in the
Forward Capacity Auction, as provided below. The
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PER calculation shall utilize hourly integrated Real-
Time LMPs. If there is zonal price separation in the
Forward Capacity Auction, PER shall be computed
based on the load-weighted Real-Time LMPs for
each Capacity Zone (using the Real-Time Hub Price
for the Rest-of-Pool Capacity Zone). If there is no
price separation in the Forward Capacity Auction,
PER shall be computed based on the Real-Time

Hub Price.

111.13.7.2.7.1.1.1. Hourly PER Calculations

166

(a)

(b)

For hours with a positive difference
between the hourly Real-Time
energy price and a Strike Price, the
ISO shall compute PER for each
hour ("Hourly PER") equal to this
positive difference in accordance
with the following formula, which
includes scaling adjustments for
system load and availability:

Hourly PER($/kW) =
[(LMP - Strike Price) *
[Scaling Factor] *
[Availability Factor]

Where:

Strike Price = the deemed
incremental cost of a marginal proxy
unit as described below

Scaling Factor = the ratio of actual
hourly integrated system load and
the 50/50 predicted peak system load
reduced appropriately for Demand
Resources, used in the most recent
calculation of the Installed Capacity
Requirement for that Capacity
Commitment Period, capped at an
hourly ratio of 1.0.

Availability Factor = 0.95

PER Proxy Unit characteristics shall
be as follows:
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(1) The PER Proxy Unit shall be
indexed to the marginal fuel,
which shall be the lower of
ultra low-sulfur No. 2 oil
measured at New York
Harbor plus a seven percent
mark-up for transportation or
day-ahead gas measured at
the Algonquin City Gate, as
determined on a daily basis;

(i1) The PER Proxy Unit shall be
assumed to have no start-up,
ramp rate or minimum run
time constraints;

(ii1))  For the first Capacity
Commitment Period, the PER
Proxy Unit shall have a
22,000 Btu/kWh heat rate.
This assumption shall be
periodically reviewed after
the first Capacity
Commitment Period by the
ISO to ensure that the heat
rate continues to reflect a
level slightly higher than the
marginal generating unit in
the region that would be
dispatched as the system
enters a scarcity condition.
Any changes to the heat rate
of the PER Proxy Unit shall
be considered in the
stakeholder process in
consultation with the state
utility regulatory agencies,
shall be filed pursuant to
Section 205 of the Federal
Power Act, and shall be
applied prospectively to the
settlement of future Forward
Capacity Auctions.
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111.13.7.2.7.1.1.2. Monthly PER Application

(a) The Hourly PER shall be summed
for the Obligation Month to
determine the total PER for the
Obligation Month ("Monthly PER").
The ISO shall then calculate the
Average Monthly PER earned by the
proxy unit equal to the 12 month
rolling average Monthly PER prior
to the Obligation Month. The PER
deduction shall be calculated as
follows:

PER Adjustment = Average Monthly
PER x Capacity Supply Obligation

(b) PER shall be deducted from capacity
payments independently of
availability adjustments.

(©) FCA Payment minus PER may not
be negative for any month.

111.13.7.2.7.1.2. Availability Adjustments. Availability

penalties shall be assessed for each resource with a
Capacity Supply Obligation as of the beginning of
the Obligation Month. The penalty will be based on
the Capacity Clearing Price in the Capacity Zone in
which the resource is located for the relevant
Capacity Commitment Period, regardless of
whether the resource assumed the Capacity Supply
Obligation through a Forward Capacity Auction, a
reconfiguration auction, or a Capacity Supply
Obligation Bilateral. For a resource that cleared in
the Forward Capacity Auction as a New Generating
Capacity Resource and that elected, pursuant to
Sections I11.13.1.1 and 111.13.1.1.2.2.4, to have the
Capacity Clearing Price and Capacity Supply
Obligation associated with the cleared capacity
continue to apply after the Capacity Commitment
Period associated with the Forward Capacity
Auction, availability penalties and penalty caps in
the subsequent Capacity Commitment Periods shall
be based on the Capacity Clearing Price associated
with the Forward Capacity Auction in which the
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capacity cleared, indexed using the Handy-Whitman
Index of Public Utility Construction Costs, for as
many Capacity Commitment Periods as the resource
elected to have that Capacity Clearing Price apply.
For capacity resources that are partially or fully
unavailable during a Shortage Event:

(a) Penalties shall be determined and assessed
on a resource-specific basis. Penalties shall
be calculated for each Shortage Event during
an Obligation Month and assessed on a
monthly basis, subject to the availability
penalty caps outlined in Ssection
111.13.7.2.7.1.3.

(b) The penalty per resource for each Shortage
Event shall be equal to:

Penalty = [Resource’s Annualized FCA
Payment]*PF*[1 — Shortage Event
Availability Score]

Where:

Annualized FCA Payment = the relevant
Capacity Clearing Price multiplied by the
resource’s Capacity Supply Obligation as of
the beginning of the Obligation Month
multiplied by 12.

PF = .05 for Shortage Events of 5 hours or
less. PF is increased by .01 for each
additional hour above 5 hours.

Shortage Event Availability Score = the sum
of all the availability scores during each
hour and time weighted partial hour of the
Shortage Event divided by the number of
hours in the Shortage Event. Partial hours
shall be weighted by the ratio of minutes in
the partial hour to sixty minutes.

111.13.7.2.7.1.3. Availability Penalty Caps. The
following caps will apply to the total availability
penalties assessed to a resource. If a resource with
a Capacity Supply Obligation is de-listed, in part or
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in full, for only a portion of a year, the annual cap
on availability penalties shall not be prorated. Caps
are resource-specific and partial year assumption or
transfer of a Capacity Supply Obligation through
Capacity Supply Obligation Bilaterals or
reconfiguration auctions does not affect the
application of the cap to each resource
independently.

(a) Per Day. In no case shall the total penalties
for all Shortage Events in an Operating Day
exceed 10 percent of a resource’s annualized
FCA Payment for that Capacity
Commitment Period.

(b) Per Month. The sum of a resource's
penalties arising from unavailability during
an Obligation Month may not exceed two
and one-half times the total FCA Payment
for that Obligation Month. The sum of a
resource's penalties arising from
unavailability due to a single outage of four
days or less but spanning two calendar
months may not exceed two and one-half
times the average of the total FCA Payments
for both months.

(c) Per Capacity Commitment Period. The
sum of a resource's annual penalties may not
exceed its total FCA Payment (less PER
adjustments) for that Capacity Commitment
Period.

111.13.7.2.7.1.4. Availability Credits for Capacity

Generating Capacity Resources, Import
Capacity Resources and Self-Supplied FCA
Resources. On a monthly basis, penalties received
from unavailable resources shall be redistributed to
listed Generating Capacity Resources and Import
Capacity Resources that were available in the
respective hours on a Capacity Zone basis as
follows: For each Shortage Event in an Obligation
Month, the penalties assessed for that event will be
credited to those listed resources that were
available, in whole or in part, during that Shortage
Event, pro-rata by hourly available MW in the
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relevant Capacity Zones. Generating Capacity
Resources and Import Capacity Resources,
including supplemental available resources, that
over-performed in the event will be recognized for
this over-performance in the distribution of the
penalty dollars in the relevant Capacity Zone. Self-
Supplied FCA Resources shall be eligible to receive
their pro rata share of availability penalties paid by
other capacity resources.

111.13.7.2.7.2. Import Capacity. Import Capacity Resources shall
be subject to the same adjustments as Generating Capacity
Resources as described in Section 111.13.7.2.7.1.

111.13.7.2.7.3. Intermittent Power Resources. Monthly capacity
payments to Intermittent Power Resources are subject to
PER adjustments but are not subject to any additional
availability adjustments.

111.13.7.2.7.4. Settlement Only Resources

111.13.7.2.7.4.1. Non-Intermittent Settlement Only
Resources. Non-Intermittent Settlement Only
Resources are subject to the same PER adjustments
and availability adjustments as Generating Capacity
Resources as described in Section 111.13.7.2.7.1.

111.13.7.2.7.4.2. Intermittent Settlement Only Resources.
Monthly capacity payments to Intermittent Power
Resources are subject to PER adjustments but are
not subject to any additional availability
adjustments.

111.13.7.2.7.5. Demand Resources

111.13.7.2.7.5.1. Calculation of Monthly Capacity
Variances. For each month, the Monthly Capacity
Variance of a Demand Resource shall be calculated
by subtracting the Demand Resource’s Capacity
Supply Obligation for the month from the Demand
Resource’s monthly Capacity Value. If a Demand
Resource’s Monthly Capacity Variance is zero, the
Demand Resource will not be subject to Demand
Resource Performance Penalties or Incentives.
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111.13.7.2.7.5.2. Negative Monthly Capacity Variances.

With the exception of a Demand Resource that has
elected to have the Capacity Supply Obligation and
the Capacity Clearing Price applicable to an offer
that cleared in the Forward Capacity Auction
continue to apply after the Capacity Commitment
Period associated with the Forward Capacity
Auction in which that offer cleared, if a Demand
Resource’s Monthly Capacity Variance is a
negative value, the Demand Resource shall be
subject to a Demand Resource Performance Penalty
equal to the absolute value of the Monthly Capacity
Variance multiplied by the Capacity Clearing Price
in the Forward Capacity Auction for the relevant
Capacity Commitment Period. If a Demand
Resource that has elected to have the Capacity
Supply Obligation and the Capacity Clearing Price
applicable to an offer that cleared in the Forward
Capacity Auction continue to apply after the
Capacity Commitment Period associated with the
Forward Capacity Auction in which that offer
cleared has a Monthly Capacity Variance with a
negative value, the Demand Resource Performance
Penalty for such a Demand Resource shall be set
according to the Capacity Clearing Price applicable
to the Demand Resource, indexed using the Handy-
Whitman Index of Public Utility Construction
Costs, applicable to the Demand Resource for the
particular Capacity Commitment Period.

111.13.7.2.7.5.3. Positive Monthly Capacity Variances.

With the exception of a Demand Resource that has
elected to have the Capacity Supply Obligation and
the Capacity Clearing Price applicable to an offer
that cleared in the Forward Capacity Auction
continue to apply after the Capacity Commitment
Period associated with the Forward Capacity
Auction in which that offer cleared, if a Demand
Resource’s Monthly Capacity Variance is a positive
value, the Demand Resource shall be eligible to
receive a Demand Resource Performance Incentive
based on the Monthly Capacity Variance multiplied
by the Capacity Clearing Price in the Forward
Capacity Auction for the relevant Capacity
Commitment Period, provided that the sum of the
Demand Resource Performance Penalties in the
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month is equal to or greater than the sum of the
Demand Resource Performance Incentives in the
same month. If a Demand Resource that has elected
to have the Capacity Supply Obligation and the
Capacity Clearing Price applicable to an offer that
cleared in the Forward Capacity Auction continue
to apply after the Capacity Commitment Period
associated with the Forward Capacity Auction in
which that offer cleared has a Monthly Capacity
Variance with a positive value, the Demand
Resource Performance Incentive for such a Demand
Resource shall be set according to the Capacity
Clearing Price applicable to the Demand Resource
for the particular Capacity Commitment Period,
indexed using the Handy-Whitman Index of Public
Utility Construction Costs, provided that the sum of
the Demand Resource Performance Penalties in the
month is equal to or greater than the sum of the
Demand Resource Performance Incentives in the
same month.

111.13.7.2.7.5.4. Determination of Net Payment. If the

sum of the Demand Resource Performance
Penalties in a month is less than the sum of the
Demand Resource Performance Incentives in the
same month, the total amount of Demand Resource
Performance Penalties shall be paid on a pro-rata
basis, based on the Monthly Capacity Variance to
each Demand Resource with a positive Monthly
Capacity Variance. The total amount of the
Demand Resource Performance Incentives in a
month may not exceed the total amount of the
Demand Resource Performance Penalties in the
same month.

The total of the Demand Resource Performance
Incentives in a month can not exceed the total of the
Demand Resource Performance Penalties in the
same month. If the total Demand Resource
Performance Penalties in a month exceeds the total
Demand Resource Performance Incentives in the
same month, the difference shall not be collected
from load serving entities (the ultimate purchaser of
capacity).
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111.13.7.2.7.6. Self-Supplied FCA Resources. Self-Supplied
FCA Resources shall not be subject to a PER adjustment
but shall be subject to the availability adjustments and caps
applicable to their resource types.

111.13.7.3. Charges to Market Participants with Capacity Load Obligations.

A load serving entity with a Capacity Load Obligation as of the end of the
Obligation Month shall be subject to a charge equal to the product of: (a)
its Capacity Load Obligation in the Capacity Zone; and (b) the applicable
Net Regional Clearing Price. The Net Regional Clearing Price is defined
as the sum of the total payments as defined in Section 13.7.2 paid to
resources with Capacity Supply Obligations in the Capacity Zone, plus the
sum of reconfiguration auction payments to those resources in the zone
that were purchased by the ISO either to support an increase in the
Installed Capacity Requirement, to meet requirements deferred from the
Forward Capacity Auction to the reconfiguration auction, or to replace
resources previously selected where the cost of such replacement is
assigned to load serving entities in this Section II1.13.2.5.2.5, less PER
adjustments for resources in the zone as defined in Section 13.7.2.7.1.1
and less any forfeited financial assurance from resources in the zone as
defined in Section I11.13.1.9.42.43-4, divided by the sum of all Capacity
Supply Obligations assumed by resources in the zone. The amount of
capacity for which a load serving entity is obligated to pay will not be
affected by the capacity traded through reconfiguration auctions by or the
capacity traded through Capacity Supply Obligation Bilaterals. A load
serving entity satisfying its Capacity Load Obligation by a Self-Supplied
FCA Resource shall not receive a credit for any PER payment for its
Capacity Load Obligation so satisfied.

111.13.7.3.1. Calculation of Capacity Requirement and Capacity Load
Obligation. The ISO shall assign each load serving entity a
Capacity Requirement prior to the commencement of each
Obligation Month for each Capacity Zone that experienced price
separation in the Forward Capacity Auction. If there is no price
separation in the Forward Capacity Auction, the Capacity
Requirement shall be a system-wide Installed Capacity
Requirement. A load serving entity’s Capacity Requirement for
each month and Capacity Zone shall equal the product of: (i) the
total Installed Capacity Requirement (adjusted for HQICCs); and
(i1) the ratio of the sum of the load serving entity’s annual
coincident contributions to the system-wide annual peak load in
that Capacity Zone from the calendar year ending December 31 of
the year prior to the start of the upcoming Capability Year to the
system-wide sum of all load serving entities’ annual coincident
contributions to the system-wide annual peak load from the
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calendar year ending December 31 of the year prior to the start of
the upcoming Capability Year.

Each month, as customers are gained and lost by load serving
entities through load-shifting, the ISO will adjust the Capacity
Requirement for each load serving entity and Capacity Zone such
that (i) the total Installed Capacity Requirement for each month
and Capacity Zone remains constant and (ii) an individual load
serving entity’s Capacity Requirement reflects its gains and losses
in each Capacity Zone. In addition, adjustments will be made to
load serving entities’ Capacity Requirements to account for
customers entering and leaving each Capacity Zone. The net
impact of customer entry and exit shall be proportionately
allocated to load serving entities each Capacity Zone in accordance
with the procedures in the ISO New England Manuals, such that
the total Capacity Requirement for each month and Capacity Zone
is unaffected.

A load serving entity’s Capacity Load Obligation shall be its
Capacity Requirement, adjusted as appropriate to account for any
relevant Capacity Load Obligation Bilaterals. A Market
Participant that is not a load serving entity shall have a Capacity
Load Obligation equal to the net obligation resulting from
Capacity Load Obligation Bilaterals.

A Demand Resource's Demand Reduction Value will not be
reconstituted into the load of the Demand Resource for the
Obligation Months in the first three FCA delivery periods for the
purpose of determining the Capacity Requirement for the load
associated with the Demand Resource. Beginning in February
2009, the ISO will evaluate, in consultation with NEPOOL
stakeholders, the need for a load reconstitution methodology for
Demand Resources. The ISO will file its recommendation to
institute or not to institute a load reconstitution methodology with
the FERC pursuant to Section 205 of the Federal Power Act on or
before September 1, 2009.

111.13.7.3.2. Excess Revenues. Revenues collected from load serving
entities in excess of revenues paid to resources shall be paid to the
holders of Capacity Transfer Rights, as detailed in Section
11.13.7.3.3.

111.13.7.3.3. Capacity Transfer Rights

111.13.7.3.3.1. Definition and Payments to Holders of Capacity
Transfer Rights. The ISO shall create Capacity Transfer
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Rights (“CTRs”) for each interface associated with a
Capacity Zone that has experienced price separation in the
Forward Capacity Auction equal to that Capacity Zone’s
Installed Capacity Requirement minus the Local Sourcing
Requirement. Based upon results of the Forward Capacity
Auction, each Market Participant allocated CTRs will
receive a financial payment calculated as the product of: (i)
the Net Regional Clearing Price for the Capacity Zone to
which the applicable interface limits the transfer of capacity
minus the Net Regional Clearing Price for the Capacity
Zone from which the applicable interface limits the transfer
of capacity; and (i1) the capacity value of the Market
Participant’s CTR.

111.13.7.3.3.2. Allocation of Capacity Transfer Rights. For

Capacity Zones that experienced price separation in the
Forward Capacity Auction, CTRs shall be allocated among
load serving entities using the same methodology used to
allocate Installed Capacity Requirements to load serving
entities described in Section 111.13.7.3.1 to the extent not
allocated pursuant to Section II1.13.7.3.3.2(ciit). The total
CTRs to be allocated shall be net of the CTRs allocated
pursuant to Section I11.13.7.3.3.4.

(a) Connecticut Import Interface. The allocation of
CTRs associated with the Connecticut Import
Interface shall be made to load serving entities
based on their Capacity Requirement in the
Connecticut Capacity Zone.

(b) NEMA/Boston Import Interface. Except as
provided in Section II1.13.7.3.3.5 of this Market
Rule, the allocation of CTRs associated with the
NEMA/Boston Import Interface shall be made to
load serving entities based on their Capacity
Requirement in the NEMA/Boston Capacity Zone.

(c) Maine Export Interface. Casco Bay shall receive
an allocation of 325 MW of CTRs across the Maine
Export Interface for as long as Casco Bay continues
to pay to support the transmission upgrades. The
balance of the CTRs shall be allocated to load
serving entities on the import-constrained side of
the Maine Export Interface.
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111.13.7.3.3.3. Allocations of CTRs Resulting From Revised
Capacity Zones. CTRs associated with revised definitions
of Capacity Zones shall be fully allocated to load serving
entities. Allocations of CTRs among load serving entities
will be made using the same methodology used to allocate
Capacity Requirements among load serving entities. The
total CTRs to be allocated shall be net of the CTRs
allocated pursuant to Section I11.13.7.3.3.4.

(a) Import Constraints. CTRs associated with newly
defined import-constrained Capacity Zones
restricting the transfer of capacity into a single
adjacent import-constrained Capacity Zone shall be
allocated to load serving entities with Capacity
Requirements in that import-constrained Capacity
Zone.

(b) Export Constraints. CTRs associated with newly
defined export-constrained Capacity Zones shall be
allocated to load serving entities with Capacity
Requirements on the constrained side of the
interface.

111.13.7.3.3.4. Allocations of CTRs Associated with
Transmission Upgrades. A Market Participant that pays
for transmission upgrades not funded through the Pool PTF
Rate and which increase transfer capability across existing
or potential Capacity Zone interfaces making it possible for
the ISO to allocate additional CTRs, may request a CTR
allocation in an amount equal to the increase in the number
of CTRs available. The allocation of additional CTRs
created through generator interconnections shall be made in
accordance with the provisions of the ISO generator
interconnection or planning standards. In the event the ISO
interconnection or planning standards do not address this
issue and in the case of allocations of CTRs pursuant to
Section I11.13.7.3.3.2(c#t), the CTRs created shall be
allocated in the same manner as described in Section
111.13.7.3.3.2. CTRs resulting from transmission upgrades
funded through the Pool PTF Rate shall be allocated in the
same manner as described in Section 111.13.7.3.3.2.

111.13.7.3.3.5. Additional Provisions for CTR Allocations Made
to Resource Owners. Holders of ownership shares of
resources receiving CTR allocations, except to those CTRs
allocated to Casco Bay pursuant to Section I11.13.7.3.3.2,
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shall continue to receive CTR allocations until the holders
of ownership shares in such resources cease to make
support payments for the interconnection facilities. Upon

the retirement of a resource receiving CTR allocations, the
CTRs previously allocated to that resource shall be
reallocated on a proportionate basis to load serving entities
with Capacity Requirements in accordance with the

provisions of Section I11.13.7.3.3.1 and Section

II1.13.7.3.3.2 as applicable.

import-constrained Capacity Zones, in recognition of
longstanding life of unit contracts, the municipal utility
entitlement holder of a resource constructed as Pool-
Planned Units shall receive an initial allocation of CTRs
equal to the applicable seasonal claimed capability of the

ownership entitlements in such unit. Municipal utility

entitlements are set as shown in the Ttable-}+ below. This
initial allocation of CTRs shall be deducted from the total
number of CTRs available on the NEMA/Boston Interface,
with the remaining CTRs secondarily allocated in
accordance with Sections I11.13.7.3.3.2—— of this Market
Rule. The total megawatt value of CTRs allocated under
this Section shall not exceed the entitlement holder’s share
of the Local Sourcing Requirement in the Capacity Zone,
and the secondary allocation of CTRs received by these
entitlement holders in accordance with the ISO New
England Manuals shall be adjusted to ensure that these
entitlement holders do not receive a secondary allocation of
CTRs for the portion of load which received CTRs in the
initial allocation.

Millstone 3 | Seabrook | Stonybrook | Stonybrook | Stonybrook | Stonybrook | Stonybrook | Wyman 4 | Summer | Winter
GT1A GT 1B GT1C 2A 2B (MW) (MW)

Nominal
Summer (MW) 1155.001 1244.275 104.000 100.000 104.000 67.400 65.300 586.725
Nominal Winter
(MW) 1155.481 1244.275 119.000 116.000 119.000 87.400 85.300 608.575
Danvers 0.2627% 1.1124% 8.4569% 8.4569% 8.4569% | 11.5551% | 11.5551% | 0.0000% 58.26 | 63.73
Georgetown 0.0208% 0.0956% 0.7356% 0.7356% 0.7356% 1.0144% 1.0144% | 0.0000% 5.04 5.55
Ipswich 0.0608% 0.1066% 0.2934% 0.2934% 0.2934% 0.0000% 0.0000% | 0.0000% 2.93 2.37
Marblehead 0.1544% 0.1351% 2.6840% 2.6840% 2.6840% 1.5980% 1.5980% | 0.2793% 15.49| 15.64
Middleton 0.0440% 0.3282% 0.8776% 0.8776% 0.8776% 1.8916% 1.8916% | 0.1012% 10.40| 11.07
Peabody 0.2969% 1.1300% | 13.0520% | 13.0520% | 13.0520% | 0.0000% 0.0000% | 0.0000% 57.69| 60.26
Reading 0.4041% 0.6351% | 14.4530% | 14.4530% | 14.4530% | 19.5163% | 19.5163% | 0.0000% 82.98| 92.77
Wakefield 0.2055% 0.3870% 3.9929% 3.9929% 3.9929% 6.3791% 6.3791% | 0.4398% 30.53| 32.64
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This allocation of CTRs shall expire on December 31,
2040. In the event that the NEMA zone either becomes or
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is forecast to become a separate zone for Forward Capacity
Auction purposes, National Grid agrees to discuss with
Massachusetts Municipal Wholesale Electric Company
(“MMWEC”) and Wellesley Municipal Light Plant,
Reading Municipal Light Plant and Concord Municipal
Light Plant ("WRC") any proposal by National Grid to
develop cost effective transmission improvements that
would mitigate or alleviate the import constraints and to
work cooperatively and in good faith with MMWEC and
WRC regarding any such proposal. MMWEC and WRC
agree to support any proposals advanced by National Grid
in the regional system planning process to construct any
such transmission improvements, provided that MMWEC
and WRC determine that the proposed improvements are
cost effective (without regard to CTRs) and will mitigate or
alleviate the import constraints.
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111.13.8. Reporting and Price Finality

111.13.8.1. Filing of Certain Determinations Made By the ISO Prior to the
Forward Capacity Auction and Challenges Thereto

(a)

For each Forward Capacity Auction, no later than 90 days prior to
the first day of the auction, the ISO shall make an informational
filing with the Commission detailing the following determinations
made by the ISO with respect to that Forward Capacity Auction,
and providing supporting documentation for each such
determination:

(1)

(i)

(iii)

(iv)

v)

(vi)

(vii)

which Capacity Zones shall be modeled in the Forward
Capacity Auction;

the transmission interface limits used in the process of
selecting which Capacity Zones shall be modeled in the
Forward Capacity Auction;

which existing and proposed transmission lines the ISO
determines will be in service by the start of the Capacity
Commitment Period associated with the Forward Capacity
Auction;

the expected amount of installed capacity in each modeled
Capacity Zone during the Capacity Commitment Period
associated with the Forward Capacity Auction, and the
Local Sourcing Requirement for each modeled import-
constrained Capacity Zone and the Maximum Capacity
Limit for each modeled export-constrained Capacity Zone;

the multipliers applied in determining the Capacity Value
of a Demand Resource, as described in Section
11.13.7.1.5.1;

which resources are accepted and rejected in the
qualification process to participate in the Forward Capacity
Auction; and

the Internal Market Monitoring Unit’s determinations
regarding offers or bids submitted during the qualification
process made according to the provisions of this Section
II1.13, including an explanation of the reasons for rejecting
any de-list bids based on the Internal Market Monitoring
Unit review. The filing shall identify to the extent possible
the components of the bid which were accepted as justified,
and shall also identify to the extent possible the
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components of the bid which were not justified and which
resulted in rejection of the bid.

Any comments or challenges to the determinations contained in the
informational filing described in Section I11.13.8.1(a) must be filed
with the Commission no later than 15 days after the ISO’s
submission of the informational filing. If the Commission does not
issue an order within 75 days after the ISO’s submission of the
informational filing that directs otherwise, the determinations
contained in the informational filing shall be used in conducting
the Forward Capacity Auction, and challenges to Capacity
Clearing Prices resulting from the Forward Capacity Auction shall
be reviewed in accordance with the provisions of Section
II1.13.8.2(¢c). If within 75 days after the ISO’s submission of the
informational filing, the Commission does issue an order
modifying one or more of the ISO’s determinations, then the
Forward Capacity Auction shall be conducted no earlier than 15
days following that order using the determinations as modified by
the Commission (unless the Commission directs otherwise), and
challenges to Capacity Clearing Prices resulting from the Forward
Capacity Auction shall be reviewed in accordance with the
provisions of Section II1.13.8.2(c).

111.13.8.2. Filing of Forward Capacity Auction Results and Challenges
Thereto.

(a)

(b)

As soon as practicable after the Forward Capacity Auction is
complete, the ISO shall file the results of that Forward Capacity
Auction with the Commission pursuant to Section 205 of the
Federal Power Act, including the final set of Capacity Zones
resulting from the auction, the Capacity Clearing Price in each of
those Capacity Zones (and the Capacity Clearing Price associated
with certain imports pursuant to Section I11.13.2.3.3(d), if
applicable), and a list of which resources received Capacity Supply
Obligations in each Capacity Zone and the amount of those
Capacity Supply Obligations. The filing shall also enumerate bids
rejected for reliability reasons pursuant to Section I11.13.2.5.2.5,
and the reasons for those rejections.

The filing of Forward Capacity Auction results made pursuant to
this Section I11.13.8.2 shall also include documentation regarding
the competitiveness of the Forward Capacity Auction, which may
include a certification from the auctioneer and the ISO that: (i) all
entities offering and bidding in the Forward Capacity Auction were
properly qualified in accordance with the provisions of Section
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II1.13.1; and (ii) the Forward Capacity Auction was conducted in
accordance with the provisions of Section III.13.

(©) Any objection to the Forward Capacity Auction results must be
filed with the Commission within 45 days after the ISO’s filing of
the Forward Capacity Auction results. The filing of a timely
objection with the Commission will be the exclusive means of
challenging the Forward Capacity Auction results.

(d) Any change to the Transmission, Markets and Services Tariff
affecting the Forward Capacity Market or the Forward Capacity
Auction that is filed after the results of a Forward Capacity
Auction have been accepted or approved by the Commission shall
not affect those Forward Capacity Auction results.

111.13.8.3. Filing of Certain Determinations Made By the I1SO Prior to
Annual Reconfiguration Auctions. For each annual reconfiguration
auction, no later than 90 days prior to the auction, the ISO shall make an
informational filing with the Commission detailing which resources are
accepted in the qualification process to participate in the annual
reconfiguration auction and providing supporting documentation for each
such determination.

111.13.8.4. Reporting on General Performance of the Forward Capacity
Market. The performance of the Forward Capacity Market, including
reconfiguration auctions, shall be subject to the review of the Internal
Market Monitoring Unit, consistent with the Internal Market Monitoring
Unit’s general authority as described in Section III.A.1 of this Market
Rule. No later than 180 days after the completion of the second Forward
Capacity Auction, the Internal Market Monitoring Unit shall file with the
Commission and post to the ISO’s website a full report analyzing the
operations and effectiveness of the Forward Capacity Market. Thereafter,
the Internal Market Monitoring Unit shall report on the functioning of the
Forward Capacity Market in its annual markets report submitted to the
Commission pursuant to Section 11.3 of Appendix A to this Market Rule.
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Proposed Amendment to Delete “Real-Time Emergency Generation Resources” from the list of
“Demand Resources” eligible for payment in the Forward Capacity Market

Background:

The proposed Market Rule creates a class of resources that are eligible for payment in the Forward
Capacity Market (FCM) despite the fact that they are available, because of restrictions on their air
emissions permits, only in extremely limited circumstances. These generators are defined by the Rule
as having “Federal, State and/or local air quality permit(s) [that] limit the operation of these generators
in response to requests from the I1SO to the times when the 1SO implements voltage reductions of five
percent of normal operating voltage that require more than 10 minutes to implement.”

Purpose of the Amendment:

To remove the provisions that provide special and highly lucrative compensation to these high-
emitting generators who are only available to the regional electricity system during emergency events
when voltage reductions have already been implemented as part of an OP4 event. This amendment
would have no effect on any generator that has environmental clearance to operate, in response to 1ISO
requests, during a wider range of emergency and/or non-emergency hours.

Rationale for the Amendment:

While the Settlement Agreement requires that Demand Resources participate fully in the Forward
Capacity Market and it is appropriate for this category of resources to include “behind the meter”
Distributed Generation, there is no requirement that this sub-class of highly restricted Distributed
Generation receive any compensation in the FCM.

The relevant environmental regulators have already spoken regarding these resources — sharply
limiting their operation. It is foolhardy to single out these inherently less reliable and less available
resources for compensation as part of a program that is intended and designed to create a reliable
regional electricity system. This concern is even more pronounced when we focus on a hard reality —
that the very days of system peak when these generators are most likely to be called upon are precisely
the same “bad air” days when these generators can cause the most harm and concern among
environmental regulators. This real and inherent conflict means that continuing efforts by
environmental regulators to limit operation of these generators, especially on days when air quality is
already compromised, are on a collision course with reliance on these generators to maintain a reliable
regional electricity system.

There can be no dispute that the regional electricity system is made more robust and reliable, and costs
are avoided and deferred, by the presence of a broad array of distributed resources “behind the meter”.
However, it is inappropriate to offer special compensation to a special sub-class of such resources
whose very existence is defined by having an air emissions permit that sharply restricts their
availability due to the fact that their emissions profile is substantially worse than any other electricity
generating resource utilized in the region. This entire FCM effort is about defining a future and
creating incentives to foster that future into existence — and we can choose to foster cleaner and more
reliable resources than this sub-class of generators to meet our reliability needs.
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Capitalized Term

New or Modified Definition

Proposed Definition

Average Hourly Output

Modify definition in MR1.

“Average Hourly Output” for purposes of the ICAP Transition Period, is the
total metered on-site generator output for an Other Demand Resource during
the ODR Performance Hours in the summer or winter divided by the total
number of ODR Performance Hours in the month or season as described in
Section 111.8.8.5.2.1 of this Market Rule. For purposes of the Forward
Capacity Market, “Average Hourly Output” shall be defined as: (i) the sum
of the Demand Resource’s electrical energy output (kWh) during Demand
Resource On-Peak Hours in the month divided by the number of Demand
Resource On-Peak Hours in the month; or (ii) the sum of the Demand
Resource’s electrical energy output (kWh) during Demand Resource Seasonal
Peak Hours in the month divided by the number of Demand Resource
Seasonal Peak Hours in the month. Electrical energy output and Average
Hourly Output shall be determined consistent with the Demand Resource’s
Measurement and Verification Plan, which shall be reviewed by the ISO to
ensure consistency with the Measurement and Verification requirements, as
described in Section 111.13.1.4.6 of this Market Rule and the ISO New England
Manuals.

Demand Resource

Modify definition in MR 1.

“Demand Resource” for purposes of the ICAP Transition Period, shall mean
any resource associated with the Load Response Program as defined in
Appendix E to this Market Rule. For purposes of the Forward Capacity
Market, “Demand Resource” shall mean a resource defined as On-Peak
Demand Resources, Seasonal Peak Demand Resources, Critical Peak
Demand Resources, or Real-Time Demand Response Resources. Demand
Resources are installed measures (i.e., products, equipment, systems,
services, practices and/or strategies) that result in additional and verifiable
reductions in end-use demand on the electricity network in the New England
Control Area during Demand Resource On-Peak Hours, Demand Resource
Seasonal Peak Hours, Demand Resource Critical Peak Hours, or Real-Time
Demand Response Event Hours, respectively. A Demand Resource may
include a portfolio of measures aggregated together to meet or exceed the
minimum Resource size requirements of the Forward Capacity Auction.
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Capitalized Term

New or Modified Definition

Proposed Definition

Distributed Generation

Modify definition in MR 1.

“Distributed Generation” for purposes of the ICAP Transition Period, is a
type of Other Demand Resource as described in Section 111.8.3.6.2 of this
Market Rule, and shall mean generation resources directly connected to end-
use customer load and located behind the end-use customer’s billing meter,
which reduce the amount of energy and capacity that would otherwise have
been drawn from the electricity network in the New England Control Area,
provided that the capacity of the generation resource registered with the ISO
does not exceed 5 MW, or does not exceed the most recent annual non-
coincident peak demand of the individual end-use metered customer to which
the generation resource is directly connected, whichever is greater. For
purposes of the Forward Capacity Market, “ Distributed Generation” shall
mean generation resources directly connected to end-use customer load and
located behind the end-use customer’s billing meter, which reduce the amount
of energy that would otherwise have been produced by other Capacity
Resources on the electricity network in the New England Control Area during
Demand Resource On-Peak Hours, Demand Resource Seasonal Peak Hours,
Demand Resource Critical Peak Hours, or Real-Time Demand Response
Event Hours, provided that the aggregate nameplate capacity of the
generation resource does not exceed 5 MW, or does not exceed the most
recent annual non-coincident peak demand of the end-use metered customer
at the location where the generation resource is directly connected, whichever
is greater. Distributed Generation resources are not eligible for energy
payments from ISO-administered energy markets. Generation resources
cannot participate in the Forward Capacity Market as Demand Resources,
unless they meet the definition of Distributed Generation.
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Revised Market Rule language

111.13.1.4.2 Show of Interest Form for New Demand
Resources. For each resource that a Project Sponsor seeks
to offer in the Forward Capacity Auction as a New Demand
Resource, the Project Sponsor must submit to the 1ISO a
New Demand Resource Show of Interest Form as described
in this Section 111.13.1.4.1.2 during the New Capacity
Show of Interest Submission Window, as described in
Section 111.13.1.10. The 1SO may waive the submission of
any information not required for evaluation of a project.
The New Demand Resource Show of Interest Form is
available on the 1SO website.

(a)

A completed New Demand Resource Show of
Interest Form shall include, but is not limited to, the
following information: project name; Load Zone
within which the Demand Resource project will be
located; estimated Demand Reduction Value (MW)
(measured at the customer meter and not including
losses or reserve margin credit) expected to be
achieved five weeks prior to the first and second
annual Forward Capacity Auctions after the
Forward Capacity Auction in which the Demand
Resource Project Sponsor’s capacity award would
be made, if applicable, and on the Commercial
Operation date; Demand Resource type (On-Peak
Demand Resource, Seasonal Peak Demand
Resource, Critical Peak Demand Resource, or Real-
Time Demand Response Resource); brief Demand
Resource project description including measure
type (i.e., Energy Efficiency, Load Management,
and/or Distributed Generation), customer classes
and end-uses served; expected Commercial
Operation date — i.e., the date by which the Project
Sponsor expects to reach Commercial Operation
(Commercial Operation for a Demand Resource
shall mean the demonstration to the 1SO by the
Project Sponsor that the Demand Resource
described in the Project Sponsor's New Demand
Resource Qualification Package has achieved its
full Demand Reduction Value); ISO Market
Participant status and 1SO customer identification
(if applicable); status under Schedules 22 or 23 of
the Transmission, Markets and Services Tariff (if
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applicable); ; with regard to the first Forward
Capacity Auction, whether the Project Sponsor
elects to have the resource treated as an Existing
Generating Capacity Resource; Project/Technical
and Credit/Financial Contacts.

111.13.1.4.2.2.1 Demand Resource Project
Description. The Project Sponsor must
provide a project description which includes,
but is not limited to, the following
information: location (Load Zone within
which the Demand Resource project will be
located); Demand Resource type (On-Peak
Demand Resource, Seasonal Peak Demand
Resource, Critical Peak Demand Resource,
Or Real-Time Demand Response Resource);
Types of measures that will be implemented
(i.e., Energy Efficiency, Load Management,
Distributed Generation); Types of facilities
at which the measures will be implemented;
Estimated Demand Reduction Value (kW)
per measure and/or per customer facility
(measured at the customer meter), including
supporting documentation (e.g., engineering
estimates or documentation of verified
savings from comparable projects) to
substantiate the reasonableness of the
estimated Demand Reduction Value that the
Project Sponsor intends to offer into the
Forward Capacity Auction; Estimated total
Demand Reduction Value of the Demand
Resource project; Capability and experience
of the Project Sponsor.

111.13.1.4.3.1 Measurement and Verification

Documents. Measurement and Verification
Documents must demonstrate both availability and
performance of Demand Resource projects in
reducing demand coincident with Demand Resource
On-Peak Hours, Demand Resource Seasonal Peak
Hours, Demand Resource Critical Peak Hours, or
Real-Time Demand Response Event Hours. The
Measurement and Verification Documents shall
serve as the basis for the claimed Demand
Reduction Value of a Demand Resource project.
The Measurement and Verification Documents shall
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document the measurement and verification
performed to verify the achieved Demand
Reduction Value of the Demand Resource project.
The Measurement and Verification Documents shall
contain a projection of the Demand Resource
project’s Demand Reduction Value for each month
of the Capacity Commitment Period and over the
expected Measure Life of the Demand Resource
project. The Measurement and Verification
Documents shall affirm that the siting,
interconnection, and operation of the Demand
Resource project complies with all applicable
Federal, state, and local regulatory, siting, and tariff
requirements, including interconnection tariff
requirements. A Demand Resource’s Measurement
and Verification Documents must describe the
methodology used to calculate electrical energy
load reduction or output during Demand Resource
On-Peak Hours, Demand Resource Seasonal Peak
Hours, Demand Resource Critical Peak Hours, or
Real-Time Demand Response Event Hours. The
Measurement and Verification Documents shall
include a Measurement and Verification Plan
submitted in the Forward Capacity Auction
Qualification, as described in Section 111.13.

and a monthly Measurement and Verification
Summary Report during the Capacity Commitment
Period. The monthly Measurement and Verification
Summary Reports shall reference the measurement
and verification protocols and performance data
documented in the Measurement and Verification
Plan or the Measurement and Verification
Reference Report(s). Such monthly Measurement
and Verification Summary Reports will document
the Demand Resource Project Sponsor’s total
Demand Reduction Value from eligible pre-existing
measures and new measures, and the Project
Sponsor’s total Demand Reduction Value from both
eligible pre-existing measures and new measures,
for all measures it had in operation as of the end of
the previous month. The monthly Measurement and
Verification Summary Reports shall be based on
Measurement and Verification Documents
determined in accordance with this Market Rule and
the ISO New England Manuals, and shall be the
basis for monthly settlement with Demand Resource
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Project Sponsors. All Measurement and
Verification Documents shall conform to the 1SO’s
specifications with respect to content, format and
delivery methodology, and shall be submitted in
accordance with the timelines and deadlines set
forth in this Market Rule and the ISO New England
Manuals.

111.13.1.4.3.1.3 Measurement and Verification
Documentation of Demand Reduction
Values. The Demand Resource Project
Sponsor shall designate the specific
methodology used to establish Demand
Reduction Values, including the
specification of Demand Resource On-Peak
Hours for On-Peak Demand Resources,
Demand Resource Seasonal Peak Hours for
Seasonal Peak Demand Resources, Demand
Resource Critical Peak Hours for Critical
Peak Demand Resources, or Real-Time
Demand Response Event Hours for Real-
Time Demand Response Resources, in its
Measurement and Verification Plan pursuant
to Section 111.13.___ . Distributed
Generation and Real-Time Demand
Response projects must include individual
metering or a metering protocol consistent
with the measurement and verification
requirements set forth in this Market Rule
and the 1SO New England Manuals to
monitor and verify the Demand Reduction
Value of the Demand Resource project.

111.13.7.1.5.2 Capacity Values of Certain Distributed

Generation. If across Demand Resource On-Peak
Hours, Demand Resource Seasonal Peak Hours,
Demand Resource Critical Peak Hours, or Real-
Time Demand Response Event Hours, , as
appropriate, a Distributed Generation resource’s
monthly average hourly output is greater than the
monthly average hourly load of the end-use
customer to which the resource is directly
connected, the Capacity Value of the portion of
output exceeding the customer’s load for the month
will be the Demand Reduction Value for that
portion of the output.
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111.13.7.1.5.3 Demand Reduction Values. A Demand
Reduction Value is the quantity of reduced demand,
calculated at the end-use customer meter, produced
by a Demand Resource. All Demand Reduction
Values are based on reductions in end-use demand
on the electricity network in the New England
Control Area coincident with Demand Resource
On-Peak Hours for On-Peak Demand Resources,
Demand Resource Seasonal Peak Hours for
Seasonal Peak Demand Resources, Demand
Resource Critical Peak Hours for Critical Peak
Demand Resources, or Real-Time Demand
Response Event Hours for Real-Time Demand
Response Resources. The Demand Reduction
Value of a combined Demand Resource that
reduces load and generates output simultaneously
for a single facility shall be its Average Hourly
Output, if registered as an On-Peak Demand
Resource, or a Seasonal Peak Demand Resource, or
Weighted Average Hourly Output, if registered as a
Critical Peak Demand Resource or a Real-Time
Demand Response Resource, which reflects the
combined impact of the load reduction and
Distributed Generation output on reducing overall
end-use demand on the electricity network in the
New England Control Area.

111.13.7.2.5.1 Monthly Capacity Payments. For all
Demand Resources the monthly payment shall be
calculated as the product of the Demand Resource’s
Capacity Supply Obligation multiplied by the
Capacity Clearing Price in the Forward Capacity
Auction for the relevant Capacity Commitment
Period or the reconfiguration auction clearing price
as appropriate. For a New Demand Resource that
has elected to have the Capacity Clearing Price and
the Capacity Supply Obligation apply for more than
one Capacity Commitment Period, payments
associated with the Capacity Supply Obligation and
Capacity Clearing Price (indexed using the Handy-
Whitman Index of Public Utility Construction
Costs) shall continue to apply after the Capacity
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Commitment Period associated with the Forward
Capacity Auction in which the offer clears, for up to
four additional and consecutive Capacity
Commitment Periods, in whole Capacity
Commitment Period increments only. Demand
Resources shall be subject to Demand Resource
Performance Penalties and Demand Resource
Performance Incentives as described in Section
111.13.7.1.5.

111.13.7.2.5.1. Monthly Capacity Payments. For all
Demand Resources except for Real-Time Emergency
Generation Resources, the monthly payment shall be
calculated as the product of the Demand Resource’s
Capacity Supply Obligation multiplied by the Capacity
Clearing Price in the Forward Capacity Auction for the
relevant Capacity Commitment Period or the
reconfiguration auction clearing price as appropriate. For a
New Demand Resource that has elected to have the
Capacity Clearing Price and the Capacity Supply
Obligation apply for more than one Capacity Commitment
Period, payments associated with the Capacity Supply
Obligation and Capacity Clearing Price (indexed using the
Handy-Whitman Index of Public Utility Construction
Costs) shall continue to apply after the Capacity
Commitment Period associated with the Forward Capacity
Auction in which the offer clears, for up to four additional
and consecutive Capacity Commitment Periods, in whole
Capacity Commitment Period increments only. Demand
Resources shall be subject to Demand Resource
Performance Penalties and Demand Resource Performance
Incentives as described in Section 111.13.7.1.5.



TO: NEPOOL Participants Committee DATE: Feb 6, 2007
FROM: Joel Gordon, NRG Energy, Inc.

RE: Proposed Amendments to Market Rule 1, Section 13

Amendment I: Allow resources to that have approved de-list bids above .8 X CONE
to continue to participate in the auction at prices below the pre-approved cap
amount.

13.1.2.3.1 Existing Capacity Qualification Package
Page 36 — very top:

“All Static De-List Bids, Permanent De-List Bids, Export Bids, and Administrative
Export De-List Bids submitted in the qualification process and accepted by the ISO shall
be entered into the Forward Capacity Auction as described in Section 111.13.2___.”

13.2.3.2 Step 2(b) Bids from Existing Capacity Resources Accepted in
Quialification
Page 88 at bottom:

“Static De-List Bids, Permanent De-List Bids, and Export Bids from Existing Generating
Capacity Resources, Existing Import Capacity Resources, and Existing Demand
Resources submitted and accepted in the qualification process (or as directed by the
Commission) shall be automatically bid into the initial appropriate round(s) of the
Forward Capacity Auction at its qualified price, such that each such resource’s summer
Qualified Capacity will be included in the aggregate supply curves as described in
Section 111.13.2.3.3. Thereafter the resource will be allowed to adjust downward its price
quantity offers until any Static De-List Bid, Permanent De-List Bid, or Export Bid clears
in the Forward Capacity Auction, as described in Section 111.13.2.5.2, and is removed
from the aggregate supply curves.

Rationale: Based upon changed costs, including impacts of changed forecasts of
inframarginal revenues, quantity price pairs should be able to be adjusted prior to
the auction with review of the market monitor.

Resources should be allowed to offer higher MW at lower prices throughout the
auction to enhance the competitive outcomes of the auction process.



Amendment Il. For units whose de-list bids are rejected by the 1SO as non-
conforming, the 1ISO would provide a “reference price bid” for which the resource
would participate in the auction.

13.1.2.3.2.1.1 Internal Market Monitoring Unit Review of De-L.ist Bids
Page 40 — middle of large paragraph:

“If the Internal Market Monitoring Unit determines that the bid is consistent with the
Existing Generating Capacity Resource’s net risk-adjusted going forward and opportunity
costs, then the bid shall be entered into the Forward Capacity Auction as described in
Section 111.13.2.__. If the Internal Market Monitoring Unit determines, after due
consideration and consultation with the Lead Market Participant, as appropriate, that the
bid is not consistent with the resource’s net risk-adjusted going forward and opportunity
costs, then the bid will be rejected and the Existing Generating Capacity Resource will be
entered into the Forward Capacity Auction at the value that is the resources’s net risk-
adjusted going forward and opportunity cost as determined by the ISO in its review, or as
otherwise directed by the Commission.”

Rationale: This rule would be similar as to how 1SO-NE handles offers in the
energy market — mitigated prices are not entered at zero, but at a reference price.
This change could significantly reduce the level of issues before the FERC prior
to the auction.
Example: De-list bid offered at $9.00 and the 1SO determines its formula
results in $8.50 kw-month, instead of simply rejecting, the participant
would have the option to accept an $8.50 de-list bid.

e Isitappropriate to put the offer in as a price taker at $6.00?
» Is it worth the trip to the FERC?



Amendment I11: This provision would allow resources with known SCC de-rated
above 90 degrees to de-list the top end of the units at costs below 2XCONE to better
reflects the cost and risk with the de-rated capacity.

This amendment passed at the Markets Committee with 82.63% in favor.

13.1.2.3.2.4 Static De-List Bids for Reductions in Ratings Due to Ambient Air
Conditions.
Page 48 at the top

“A Lead Market Participant may submit a Static De-L.ist Bid for the megawatt amount
that the Lead Market Participant expects will not be physically available due to the
difference between the summer Qualified Capacity at 90 degrees and the expected rating
of the resource at 100 degrees. The 1SO shall verify during the qualification process that
the rating is accurate. Such Static De-List Bids may be entered into the Forward
Capacity Market at up to 2.0 times CONE, subject to validation of the physical limit.”

Rationale: There might be a price below 2 X CONE in which the supplier would
be willing to assume the risks and costs associated with assuming higher
obligations. Moreover, there may be an ability to improve output at higher
temperatures at cost that are less than 2 X CONE.

Amendment IV: This provision provides for notification during the auction for de-
list bids rejected for reliability purposes.

13.2.5.2.5 Bids Rejected for Reliability Reasons.
Page 101

“(a) The Lead Market Participant shall be notified after the round of the Forward
Capacity Auction in which its bid did not clear for reliability reasons”

Rationale: All participants should understand exactly what their obligations are
after each round of the auction. Understanding obligations of units, especially
within stations, is important in determining future participation in the auction.



HQEnergy Services US

A subsidiary of Hydro-Québec

February 6, 2007

To: NEPOOL Participants Committee
From: H.Q. Energy Services (U.S.), Inc.

Subject: Agenda Item 6-- Background information related to proposed amendment of
HQUS to the proposed FCM Market Rule 1 changes

At the Markets Committee on February 2, 2007 HQUS voted against the Market Rule 1
changes that the 1ISO proposed to implement the Forward Capacity Market (FCM). While we
supported the Settlement Agreement, we were compelled to vote no because the I1SO’s
proposed treatment of external capacity resources is not consistent with a key component of
the Settlement Agreement, Section VI.

To correct that error, we will be offering an amendment at the February NEPOOL
Participants Committee (NPC) that was considered at the Markets Committee. The most
significant change that we are proposing is to eliminate an advance reservation requirement
that the ISO is requiring for one class of capacity imports over Phase Il. We also have
changed the auction for the rights to import capacity over Phase Il to be consistent with
treatment of other ties by eliminating the 1SO proposed separate auctions for HQI-Capacity
and HQI-Excess Capacity.

The issues surrounding the Phase Il facilities are complex. In an effort to help the NPC make
an informed decision, this memo attempts to describe, in as simple terms as possible, the
issues and proposes a fair solution. We have also attached an annotated draft of our proposed
replacement of section 111.13.1.3.5.1.1 of the FCM rule changes.

At the core of our issue is the following section of the 1SO’s proposed language:

111.13.1.3.5.1.1 (e) For HQI Capacity Contracts (those that affect ICCs), a Market
Participant shall secure transmission reservations for the delivery of energy, pursuant
and subject to the terms and conditions of Schedule 20A of the Transmission, Markets
and Services Tariff, one month in advance of each month of the Capacity Commitment
Period for every day and every hour of that month of the Capacity Commitment Period
for the full megawatt amount of that HQI Capacity Contract for that month. If a Market
Participant does not meet this requirement, it shall not receive capacity credit for that
month of the Capacity Commitment Period. Parenthetical and yellow highlighting
added

The requirement to purchase advance 24/7 transmission is not driven by any aspect of the
market or reliability needs. This is evidenced by the ISO’s proposed rule for another category



of capacity deliveries over Phase Il, HQI-Excess Capacity. This type of capacity does not
affect the Tie benefits' over Phase 1l and the ISO proposal correctly requires only that it
meets the same requirements as internal generators that are capacity resources in the Day
Ahead and Real Time markets.

The requirement for 24/7 advance transmission reservations is also clearly in contradiction
with the terms of the Settlement Agreement that states in Section VI:

VI.  Agreements Regarding External Resources.

Market Rules, operating procedures and manuals shall be changed to
allow External Resources to participate in the Forward Capacity Market
and Transition Period on a basis comparable to internal generation
Resources. Among the changes that are required are that the timing for
Real Time contract submittals be modified to allow them to be made
after the Day Ahead Energy Market closes and as soon as one hour
before an operating hour in order to allow for the purchase of required
transmission. Highlighting added

The purpose of Section VI was to document the parties agreement that FCM rules would be
developed in such a way that external resources would have an equal opportunity to compete
with internal generation in the FCM. At the heart of the matter was the timing of the
submission of Real Time contracts and advance transmission purchases. Stated simply, if
dispatchable external resources are required to purchase transmission even when their energy
is not dispatched, they are bearing unnecessary costs and are not being treated on a
comparable basis with internal generation.

The 24/7 advance reservation requirement would be acceptable if the purpose of the
reservation requirement was related to the transaction being brought in from outside the
control area but such is not the case. It is not a requirement for imports from New Brunswick
or New York or, as noted above, HQI-Excess Capacity over the same facility, Phase II. The
ISO has offered several reasons for the requirement, none related to reliability or system
operations. The first is that 24/7 advance transmission reservations are needed to determine
the amount of Interconnection Capability Credit (ICC) reduction. This is simply not true, the
amount of the reduction is revealed in the auction over two years before deliveries begin. The
second reason given is that a 24/7 transmission reservation is needed allocate any reduction
in ICCs among the IRHSs. This appears to be the assumption of a responsibility by the ISO
that rests properly with the IRHs. The IRH’s right, and responsibility, to allocate 1CC
reductions among themselves is embodied in the following section of the Settlement
Agreement (bolding added)

111.B.3 (b). The total amount of accepted Import Bids over the Phase I/II
tie plus approved HQICCs cannot exceed the approved Phase I/11 transfer

! Called ICCs or Interconnection Capability Credits they are awarded to the supporters of the US portion
of the line (Transmission Owners and Municipals defined as the IRHs or Interconnection Rights Holders)
2



limit. If the accepted Import Bids exceed the difference between the
approved Phase I/11 transfer limit and the approved MW of HQICCs (the
“HQI Excess”), the capacity requirement for those IRH or their designees
that sold their transmission rights for the subject period will be increased
by the difference between the total amount of accepted Import Bids and
the HQI Excess. These capacity requirement increases will be
allocated among the IRH or their designees in a manner to be
determined by the IRH.

Note: The capacity requirement increases are what results from a
reduction in ICCs.

Finally, we have been told that the reservation requirement is needed because of the
methodology that the IRHs use to allocate ICC reductions. The current allocation
methodology is a business practice that the IRH Management Committee approved in 2006.
It only applies for the current year and specifically references is made to the expectation that
they will apply only for the ransition period.. It is entirely possible, and proper that the IRHs
will need to develop a new allocation methodology for the FCM. The proper procedure is for
the 1SO to develop fair FCM rules and the IRHs then design an allocation method based on
that market, not to design a less than efficient FCM that attempts to be consistent with an
IRH business practice that will not even be in effect during the FCM.

The HQUS proposed amendment allows the 1SO to fulfill its responsibility to operate a fair
market that allows external capacity to participate in a manner in compliance with the
Settlement Agreement and will provide sufficient information to the IRHs to use in
allocating ICC reductions. HQI-Capacity that clears in the auction will allow the 1SO to
determine the amount of reduction in ICCs that are required to maintain reliability and avoid
double payments for capacity. As noted above, the responsibility for allocation of ICC
reduction rests with the IRHs and Paragraph (e) of our amendment provides a mechanism to
accomplish that allocation by requiring that transmission be purchased from the IRHs to
deliver capacity. In the event that no transmission is purchased the capacity payments to
HQI-Capacity providers are reduced and the payments to the Transmission Owners and
Municipals are increased through a change in the ICC level.

We respectfully request that you support the HQUS amendment.



February 8, 2007 Participants Committee—Annotated

HQUS Amendment to replace the ISO proposed language in section 13.1.3.5.1.1
with the language below.

Bold language below is explanatory and not part of the amendment

For Import Capacity Resources associated with Phase I/1l HYDC-TF, the Market Participant must
comply with the following provisions:

(@)

(b)

(©

(d)

(€)

For the Phase I/Il HVDC-TF interconnection, there shall be two categories of import
capacity: “HQI Capacity” and “HQI Excess Capacity.”

Changed from the 1SO language to reflect the elimination of the 1ISO’s two auction
proposal.

The maximum monthly HQI Excess Capacity value is defined as the difference between
the monthly capacity value of the Phase 1/l HVDC-TF and the MW value of the HQICCs
in that month.

Rewrite and simplification of (d) in the 1SO version.

The maximum megawatt amount of Import Capacity that may clear in a Forward Capacity
Auction over the Phase I/l HVDC-TF is the lowest monthly capacity value of the Phase
I/l HYDC-TF in the Summer period.
Replaces portions of (c) and (d) in the SO version. Since the HQUS proposal has a
single auction for both HQI-Excess and HQI-Capacity only one value is needed. By
using the lowest value in the Summer period the proposal is symmetrical with
internal generators that use their Summer ratings

Following a Forward Capacity Auction, in any month the megawatt amount for delivery
over Phase I/l HVDC-TF is above the maximum HQI Excess Capacity value, the 1SO will
reclassify the difference between the cleared megawatt amount and the maximum HQI
Excess Capacity level as HQI Capacity.
This paragraph allocates the MW amounts of import capacity between the HQI-
Excess and HQI-Capacity categories. It replaces portions of (c) in the 1SO version

A Market Participant delivering HQI Capacity shall receive capacity payments only for
those MW amounts that obtain transmission service for the delivery of energy, pursuant
and subject to the terms and conditions of Schedule 20A of the Transmission, Markets and
Services Tariff, during a given month of the Capacity Commitment Period. The Market
Participant must also meet all other requirements to be eligible for capacity payments,
including requirements related to Day Ahead and Real Time offering (111.13.6.1.2.1 (i)-(ii))
and performance obligations 111.13.7.1.2. If a Market Participant does not meet the
requirements of this subsection, it shall not receive capacity payment in that month of the



(f)

Capacity Commitment Period for the MWs that did not meet these requirements and the
HQICCs will be adjusted upward by the same MW amount in that month.

This replaces paragraph (e) in the 1SO version. Instead of using the ISO’s allocation
methodology of requiring 24/7 transmission This amendment obliges the seller of
HQI-Capacity to purchase transmission during the month This will allow the
Interconnection Rights Holders (IRHs) that have the rights to ICCs to allocate the
ICC reductions that have been identified in the auction among themselves. If no
transmission is purchased, for all or a portion of the HQI-Capacity, there is no
payment to the seller of the HQI-Capacity MWs that do not purchase the
transmission. Also, the ICCs will be increased by the same MW amount and the IRHs
will receive the compensation not given to the HQI-Capacity. In this way the Capacity
payments remain constant under all circumstances.

HQI Excess capacity shall not be subject to the requirements of subsection (e) above
however, such contracts must meet the requirements of Section 111.13.6.1.2 and Section
111.13.7.1.2.

This is paragraph (i) in the 1SO proposal. It is unchanged



February 8, 2007 Participants Committee—Clean

HQUS Amendment to replace the ISO proposed language in section 13.1.3.5.1.1
with the language below.

For Import Capacity Resources associated with Phase I/1l HYDC-TF, the Market Participant must
comply with the following provisions:

(@)

(b)

(©)

(d)

(€)

(f)

For the Phase I/Il HVDC-TF interconnection, there shall be two categories of import
capacity: “HQI Capacity” and “HQI Excess Capacity.”

The maximum monthly HQI Excess Capacity value is defined as the difference between
the monthly capacity value of the Phase I/l HVDC-TF and the MW value of the HQICCs
in that month.

The maximum megawatt amount of Import Capacity that may clear in a Forward Capacity
Auction over the Phase I/l HVDC-TF is the lowest monthly capacity value of the Phase
I/l HVDC-TF in the Summer period.

Following a Forward Capacity Auction, in any month the megawatt amount for delivery
over Phase I/l HVDC-TF is above the maximum HQI Excess Capacity value, the 1SO will
reclassify the difference between the cleared megawatt amount and the maximum HQI
Excess Capacity level as HQI Capacity.

A Market Participant delivering HQI Capacity shall receive capacity payments only for
those MW amounts that obtain transmission service for the delivery of energy, pursuant
and subject to the terms and conditions of Schedule 20A of the Transmission, Markets and
Services Tariff, during a given month of the Capacity Commitment Period. The Market
Participant must also meet all other requirements to be eligible for capacity payments,
including requirements related to Day Ahead and Real Time offering (111.13.6.1.2.1 (i)-(ii))
and performance obligations 111.13.7.1.2. If a Market Participant does not meet the
requirements of this subsection, it shall not receive capacity payment in that month of the
Capacity Commitment Period for the MWs that did not meet these requirements and the
HQICCs will be adjusted upward by the same MW amount in that month.

HQI Excess capacity shall not be subject to the requirements of subsection (e) above
however, such contracts must meet the requirements of Section 111.13.6.1.2 and Section
111.13.7.1.2.





