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Reduce Settlement Lag - Where Were We
and Where are We Now?

A On-going Budget & Finance Subcommittee and 1SO
objective for many years 1 Bill the settlement for the
dispatch day as close to real time as possible, to reduce

default risk
A We Were Here 1997-2004 - Monthly Billing i 52 day lag
before money changed hands

A How have we been doing?
I 2003 1 extensively worked with NYMEX and NECC to determine
whether we could move to the Clearing House Model

I Was not feasible 1 1ISO markets did not fit into current model,
therefore solution was not cost effective for New England alone
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Reduce Settlement Lag - Where Were We
and Where are We Now?

A July 2004 i 1SO implemented Weekly Billing dramatically
reducing billing cycle and default risk as well as reducing

overall collateral required

A February 2005 i Based on market experience, filed
significantly improved modifications to the FTR and
Virtual Markets financial assurance requirements

I Implemented June 2006

A Policy changes filed in 2005 contemplated a further
reduction in the settlement lag




Reduce Settlement Lag - Where Were We
and Where are We Now?

A January 2006 i 1SO New England conducted a Billing
Operational Excellence session for the continuing
purpose of reducing Participant Default Risk and
Reducing the Settlement Billing Lag

A Over 20 recommendations for improvements resulted
from this holistic approach

A Many were process improvements in the settlements
arena and have been implemented, creating efficiencies

A Other areas included automation of flagging for NCPC to
Improve the accuracy and have less manual verification-
these changes have been implemented in phases since
2006 through 2007
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Reduce Settlement Lag I Most Recent
Improvements Implemented

A First Quarter 2008 Improvements
I Implemented the auto release of the Day Ahead and Real Time

Energy Market Reports
I Release the FTR hourly report upon DA Market closing

A Benefits Realized
I Results in an additional day of known settlements, providing the
ability to reduce the lag component of financial assurance from 7
to 6
I Approximate reduction in Financial Assurance i $22M




Reduce Settlement Lag T How Effective
Has the 7 Day Component Been?

A January - March 2008 - a team of Boston College MBA
students undertook a project for ISO NE to review the
financial assurance policy for purpose of:

I Analyze how well the current policy is covering the obligations

I Establish better margining recommendations for the ones not
working

I Write up specifications for the improvements suggested

A Chart on the next page illustrates how well we have been
covering the risk for the hourly markets

A Results are positive




Back-Test of 7-Day Lag Estimator

- Various Lag Estimators Against Actual Realized Exposure -
Study Period: 10/14/07 - 2/29/08
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