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Preface 

The Internal Market Monitoring Unit (INTMMU) of ISO New England (ISO) annually publishes an 

Annual Market Report that assesses the state of competition in the wholesale electricity markets 

operated by the ISO. The 2007 Annual Markets Report covers the ISOôs most recent operating year, 

January 1 to December 31, 2007, including 2008 results associated with some key developments in 

2007. The report addresses the development, operation, and performance of the wholesale electricity 

markets administered by the ISO and presents an assessment of each market based on market data, 

performance criteria, and independent studies. 

This report fulfills the requirement of Market Rule 1, Section 11.3, Appendix A, Market Monitoring, 

Reporting, and Market Power Mitigation:   

The INTMMU will present an annual review of the operations of the New England 

markets, which will include an evaluation of the procedures for the determination of 

energy, reserve and regulation clearing prices, NCPC [Net Commitment-Period 

Compensation] costs, and the performance of the Forward Capacity Market and FTR 

[Financial Transmission Rights] auctions. The review will include a public forum to 

discuss the performance of the New England markets, the state of competition, and 

the ISOôs priorities for the coming year.
 1
 

 

The INTMMU submits this report simultaneously to the ISO and United States Federal Energy 

Regulatory Commission (FERC) per FERC order: 

The Commission has the statutory responsibility to ensure that public utilities selling 

in competitive bulk power markets do not engage in market power abuse and also to 

ensure that markets within the Commissionôs jurisdiction are free of design flaws and 

market power abuse. To that end, the Commission will expect to receive the reports 

and analyses of an RTOôs [Regional Transmission Organizationôs] market monitor at 

the same time they are submitted to the RTO.
2
  

 

The Independent Market Monitoring Unit (IMMU) also publishes an annual assessment of the ISO 

New England electricity markets. The IMMU is external to the ISO and reports directly to the board 

of directors. This IMMUôs report assesses the design and operation of the markets and the 

competitive conduct of the market participants.

                                                           
1 FERC. Electric Tariff No. 3, Section III, Market Rule 1, Standard Market Design, Appendix A: Market Monitoring, 

Reporting and Market Power Mitigation, III.A.11ðReporting (effective July 1, 2005). 

2 PJM Interconnection, L.L.C. et al., Order Provisionally Granting RTO Status, Docket No. RT01-2-000, 96 FERC 

¶ 61, 061 (July 12, 2001). 
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Section 1 
Summary of the 
2007 Annual Markets Report 

Created in 1997, ISO New England (ISO) is the not-for-profit corporation responsible for three main 

functions: 

 Day-to-day operation of New Englandôs bulk power generation and transmission system 

 Oversight and administration of the regionôs wholesale electricity markets 

 Management of a comprehensive regional bulk power system planning process  

Since February 1, 2005, the ISO has operated as a Regional Transmission Organization (RTO), 

assuming broader authority over the daily operation of the regionôs transmission system and 

possessing greater independence to manage the regionôs bulk electric power system and competitive 

wholesale electricity markets. The ISO operates the Day-Ahead and Real-Time Energy Markets, the 

Forward Capacity Market (FCM), the Regulation Market, the reserve markets, and the annual and 

monthly auctions of Financial Transmission Rights (FTRs). Figure 1-1 shows key facts about New 

Englandôs power system and electricity markets. 

 

 6.5 million households and businesses; 
population 14 million 

 Over 8,000 miles of high-voltage 

transmission lines 

 13 interconnections to electricity systems 
in New York and Canada 

 More than 32,000 megawatts (MW) of 

total supply (includes 1,693 MW of 
demand-resource capacity) 

 All -time peak demand of 28,130 MW, 
set on August 2, 2006 

 More than 300 participants in the 
marketplace (those who generate, buy, 

sell, transport, and use wholesale 
electricity) 

 $10 billion annual total energy market 
value (2007) 

 More than $1.0 billion in transmission 
investment made for reliability since 

2002; another $4.0 to $7.0 billion 
planned over the next 10 years 

 Approximately $1.0 to $2.0 billion of 
economic transmission investment to 

enable renewable resources under 

study 

 Five major 345-kilovolt projects already 
in various stages of construction and 

operation 

Figure 1-1: Key facts about New Englandôs bulk electric power system and wholesale electricity 

markets. 
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This report highlights the state of New Englandôs wholesale electricity markets, presents specific 

2007 results, discusses ongoing efforts to improve market performance, and recommends ways to 

address additional issues facing the region. 

Sections 2 to 5 assess the energy, capacity, reserve, and regulation markets. Section 6 assesses 

reliability costs. The Financial Transmission Rights market and its outcomes are covered in Section 7, 

and Section 8 evaluates the ISOôs demand resources and programs.
3
 Sections 9 and 10 highlight 

market oversight and analysis activities and internal ISO market operations assessments.  

Appendices A through C provide supplemental materials. Appendix A provides electricity market 

statistics at the zonal and monthly levels and additional details of the all-in wholesale electricity cost 

metric. Appendix B includes offer curves for the Forward Reserve Market. Appendix C provides 

supplemental cost components of the ISOôs Self-Funding Tariff and the Open Access Transmission 

Tariff (OATT) and additional data on transmission congestion revenues.
4
 

1.1 Key Developments of 2007 

The New England wholesale electricity markets continued to perform competitively in 2007, 

responding to changing supply and demand conditions while supporting reliable grid operations. 

Several particularly noteworthy developments in 2007 are as follows: 

 The Forward Capacity Market, successfully introduced in 2007/2008, improved investment 

incentives for electric energy supply and demand resources. 

 Transmission investment improved the ability to import power into the Norwalk/Stamford 

area (the southwestern corner of Connecticut) and Boston.  

 The region experienced several disruptions to natural gas delivery during 2007 and early 

2008 that affected electricity reliability and pricing. The region remains vulnerable to 

disruptions in the gas infrastructure. 

1.1.1 Capacity Investment 

By providing long-term investment incentives for supply and demand resources, the Forward 

Capacity Market complements the existing short-term markets, thus completing the basic structure of 

the New England wholesale markets. For the FCM, the ISO projects the capacity needs of the power 

system approximately three years in advance, which allows time for new resources to be built. 

Through an annual Forward Capacity Auction (FCA), enough qualified resources are purchased to 

satisfy the regionôs future needs. The critical task of qualifying resources and potential new projects 

for participation in the first FCA was completed during 2007. The first auction, covering resources for 

the 2010/2011 capability year (for June 2010 delivery), concluded successfully on February 6, 2008.
5
 

As part of the Settlement Agreement approving the FCM, capacity transition payments also were 

                                                           
3 In the New England Control Area, demand resources are installed measures (i.e., products, equipment, systems, services, 

practices, and strategies) that result in additional and verifiable reductions in end-use demand on the electricity network 

during specific performance hours. In electricity markets, demand-resource programs allow participants to modify their 

electric energy consumption in exchange for payments based on wholesale market prices. 

4 The ISO operates under several FERC tariffs, including the ISO New England Transmission, Markets, and Services Tariff 

(Transmission Tariff) (2005), a part of which is the Open Access Transmission Tariff (OATT), and the Self-Funding Tariff. 

These documents are available online at http://www.iso-ne.com/regulatory/tariff/index.html. 

5 A capability year is a one-year period beginning June 1 of one year and ending May 31 of the following year. 

http://www.iso-ne.com/FERC/filings/tariff/
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approved for all installed capacity (ICAP). The payments began in December 2006 and will continue 

until May 2010.
6
 

1.1.2 Transmission Investment 

Increased transmission capacity helps power move more freely throughout the system, thereby 

improving competition and reducing the overall cost of the generation needed to meet the bulk power 

systemôs total loads. In 2007, major progress was made on projects to strengthen the transmission 

system. In Connecticut, Phase 1 of the Southwest Connecticut (SWCT) 345-kilovolt (kV) Reliability 

Project was completed, expanding transmission in the Norwalk/Stamford area. The completion of 

Phase 1 improved reliability and helped equalize the energy price in Norwalk/Stamford with that in 

the rest of Connecticut and at the Hub.
7
 Phase 2 is scheduled to be completed no later than December 

2009 and will improve flow between SWCT and the rest of Connecticut. Transmission improvements 

in the Boston area, which increased the Boston import limit from 3,600 megawatts (MW) to a range 

of 4,500 MW to 4,800 MW, also helped improve regional reliability.  

Transmission improvements also reduce the need for cost-of-service Reliability Agreement contracts 

with individual generators in certain load pockets, which are more expensive than competitive 

resources outside those load pockets.
8,9

 These payments to individual generators in load pockets 

cannot be hedged and are not subject to competition. 

1.1.3 Natural Gas Infrastructure 

In 2007, New England electricity markets demonstrated their vulnerability to disruptions in the 

natural gas infrastructure. Natural-gas-fueled resources, including dual-fueled units, generated 42% of 

New Englandôs electricity in 2007. On December 1, 2007, two major generators in Maine were lost 

because of a mechanical failure at the Sable Island production fields (offshore Nova Scotia). The 

losses led to a suspension of gas delivery and caused approximately 1,200 MW of generator 

reductions in Maine. The supply reductions, in combination with higher-than-forecast loads, led to the 

implementation of ISO Operating Procedure 4 (OP 4), Action during a Capacity Deficiency.
10

 

As a result of the event of December 1ï2, the gas pipeline companies significantly improved 

communications with the ISO. Although six similar events occurred afterwardðbetween December 

2007 and March 2008ðnone required the implementation of OP 4. In five of these six events, timely 

communication allowed the ISO to commit additional oil units to prevent a capacity deficiency. In the 

sixth event, no ISO action was necessary. 

                                                           
6 Order Accepting in Part and Modifying in Part Standard Market Design Filing and Dismissing Compliance Filing 

(hereafter cited as SMD Order), FERC Docket Nos. ER02-2330-000 and EL00-62-039 (September 20, 2002), p. 37. For 

background information, see Explanatory Statement in Support of Settlement Agreement of the Settling Parties and Request 

for Expedited Consideration and Settlement Agreement Resolving All Issues, FERC Docket Nos. ER03-563-000, -030, -055 

(filed March 6, 2006; as amended March 7, 2006). 

7 The Hub is a collection of locations for which the ISO calculates and publishes prices. The Hub price is intended to 

represent an uncongested price for electric energy. 

8 Long-term contracts providing for reliability are known as Reliability Agreements; short-term payments for single-day 

commitments of out-of-merit generators are called daily reliability payments. 

9 Load pockets are areas of the system in which the transmission capability is not adequate to import energy from other parts 

of the system and demand is met by relying on local generation (e.g., Southwest Connecticut and the Boston area). 

10 ISO New Englandôs Operating Procedure 4 is available online at http://www.iso-

ne.com/rules_proceds/operating/isone/op4/index.html. 
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1.2 Key Market Results 

New Englandôs wholesale markets have entered a new phase with the introduction of the Forward 

Capacity Market. In 2007, capacity costs were a larger component of total wholesale electric energy 

costs than in previous years in both absolute and relative terms. Figure 1-2 shows the all-in cost 

metric for wholesale electric energy that load-serving entities (LSEs) with real-time load obligation 

paid in 2005 through 2007.  
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  Figure 1-2: All-in wholesale electric energy cost metric for 2005 to 2007. 

The all-in cost for serving load in New England fell in 2006 but rose in 2007 primarily as a result of 

higher energy costs and the introduction of capacity transition payments. Before the capacity market 

Settlement Agreement and the beginning of the FCM transition payments, capacity prices were 

determined by a deficient capacity market with low but highly volatile prices that did not provide 

appropriate allocative signals. In 2006, capacity could be bought in the ICAP supply auction at an 

average price of $0.205/kW-month. The transition payment specified by the Settlement Agreement 

was fixed at $3.05/kW-month during 2007. This was offset by a reduction of $214 million in net 

Reliability Agreement payments. Table 1-1 shows the detailed breakdown of the wholesale load cost 

metric for 2006, 2007, and the year-to-year change. The 2007 energy cost rose from $60.63/MWh in 

2006 to $67.59/MWh in 2007, an 11% increase. The cost of capacity rose from an average of 

$1.62/MWh to $5.38/MWh, and the category ñOtherò increased from $0.93/MWh to 2.11/MWh.  The 

energy and capacity components account for 90% of the total change in the all-in cost. 
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Table 1-1 

Change in All-In Wholesale Electric Energy Cost Components, 2006 to 2007, $/MWh 

Component 2006 2007 Change 

Energy 60.63 67.59 6.97 

Capacity 1.62 5.38 3.76 

Other 0.92 2.11 1.19 

Total 63.17 75.08 11.92 

 

The electric energy portion of the all-in costs was driven by rising fuel costs and higher consumption 

of electricity during 2007. In 2007, natural gas resources set price in New England 74% of the time. 

Figure 1-3 illustrates the close relationship between natural gas prices and electricity prices. The 

figure demonstrates several issues. First, electric energy costs are tightly linked to the price of natural 

gas. As natural gas prices rise, electricity prices also rise. Second, oil prices have been growing faster 

than natural gas prices. Thus, when oil-fueled units are needed to meet summer peak loads, electricity 

prices are higher than the cost of a natural-gas-fired generator. This caused the summer 2007 gap 

between electricity prices and natural gas costs shown in Figure 1-3. Overall, the tight link between 

the marginal fuel and electricity prices is consistent with a competitive market in which prices are 

determined by marginal costs. 
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Figure 1-3: Electricity prices and natural gas prices. 

Net revenues for New England resources improved significantly in 2007. This is a result of higher 

electric energy prices and the introduction of the $3.05/kW-month capacity transition payments. 

FERC has developed standard metrics to measure net revenues for a representative combined-cycle 

generator and a representative combustion turbine, both gas fired. The net revenue of the 

representative combined-cycle generator in 2007 increased 51% from the 2006 estimate to 
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$13.10/kW-month. For the representative combustion turbine, the estimated net revenue increased 

96% between 2006 and 2007 to $7.80/kW-month. If transition payments were excluded from both 

years, the net revenues still would have increased 16% and 20%, respectively, for combined-cycle 

and combustion turbine generators.  

The increase in net revenues from higher capacity payments was consistent with the design objectives 

of the FCM. The remaining increase in net revenues compared with 2006 levels, after accounting for 

higher capacity costs, is within the range of variability expected from the underlying supply and 

demand conditions. It is too soon to evaluate the impact of these changes in short-term revenues on 

long-term investment decisions, such as generation project developments or retirements.  

1.3 Market-by-Market Highlights 

This section presents the main 2007 results for each of New Englandôs wholesale markets for electric 

energy, capacity, reserves, regulation, and financial transmission rights. Out-of-market compensation 

for reliability also is summarized. 

1.3.1 Electric Energy Markets 

The factors that most affected the electric energy markets in 2007 included the increased cost of fuel, 

reduced transmission constraints, and a lower peak demand yet higher total yearly electric energy 

consumption.  

1.3.1.1 2007 Fuel Prices 

The primary input to electricity production is fuel, and fuel prices increased in 2007. The price for 

liquid fuels, such as diesel and No. 6 oil, increased more rapidly than natural gas prices. Both these 

patternsðthe general increase in fuel prices and the increasing disparity between the prices for 

liquids and natural gasðcontinue trends from the past few years. This is illustrated in Figure 1-4. 
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Figure 1-4: Growth in fuel prices relative to year 2000 prices. 
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The ISO historically has calculated a ñfuel-adjustedò electricity price using a simple, limited 

methodology. The analysis uses the year 2000 as a base and normalizes the locational marginal price 

(LMP) of the marginal unit in each five-minute interval to fuel prices in 2000. This methodology 

assumes that the same marginal units would be dispatched in both the base year of 2000 and the 

current year being evaluated. While this methodology has been informative, it can become less 

accurate as electricity demand, generation capacity, relative fuel prices, and the mix of resources 

change. For example, the recent divergence of relative fuel prices, as illustrated in Figure 1-4, is the 

type of change that would lead to different units being dispatched at the margin and, more 

importantly, potentially different fuels firing the marginal unit. The ISO intends to improve the 

estimation of fuel-adjusted prices in future years to account for all factors more appropriately. 

Electric energy prices appear to be normal when adjusted for fuel prices. The fuel-adjusted price of 

electric energy in 2007 of $45.15/MWh was $2.51/MWh higher than in 2006. In comparison, the 

average fuel-adjusted price from 2000 to 2006 was $45.01/MWh. Actual unadjusted average electric 

energy prices rose from $62.74/MWh in 2006 to $69.57/MWh in 2007. This increase was paralleled 

by an 8.8% increase in natural gas prices and a 16.2% increase in the price of 1% sulfur No. 6 oil. 

The increase in the fuel-adjusted price is within the range of the estimation uncertainty. Additionally, 

the size and direction of the change are consistent with the effect of increased energy demand in 

2007. The ISO estimated the effect of increased demand by applying the increased demand to 

representative supply curves. Average hourly energy demand increased by 279 MW, yielding 

estimates ranging from a low of $1.29/MWh to $4.96/MWh. The observed increase in the fuel-

adjusted energy price of $2.51 (5.8%) falls well within this range. Therefore, changes in the market 

price are consistent with the shifts in the underlying demand and supply conditions. More details of 

this analysis are provided in Section 2.4.2. 

1.3.1.2 Transmission Improvements 

Transmission improvements reduced congestion in the Norwalk/Stamford area of Southwest 

Connecticut. The maps in Figure 1-5 show average annual real-time nodal prices for 2006 and 2007. 

The maps show that the chronic congestion into the Norwalk/Stamford area eased from 2006 to 2007, 

indicated by the lack of the red coloring in the 2007 map compared with the concentrated red corner 

in the 2006 map. The map also reflects that prices over all New England generally were higher in 

2007 (indicated by the predominance of the yellow-green color in the 2007 map compared with the 

more blue-green color in the 2006 map). As mentioned, this was largely due to higher fuel prices in 

2007 than in the previous year. 
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2006 2007 

  

Figure 1-5: Average real-time nodal prices, 2006 and 2007, $/MWh.  

Average nodal prices in the Norwalk/Stamford area of Connecticut also were reduced by the 

elimination of the Peaking-Unit Safe-Harbor (PUSH) threshold in June 2007. FERC established the 

PUSH threshold to give generators in designated congestion areas (Connecticut and Northeast 

Massachusetts and Boston [NEMA/Boston]) an opportunity to recover capital costs. PUSH allowed 

units with low capacity factors to offer into the market at prices above marginal cost.
11

  FERC 

terminated the PUSH threshold with the advent of the FCM and transition payments.  

1.3.1.3 2007 Demand 

Demand in 2007 was marked by two significant features: a lower peak than in 2006 and a higher 

yearly total consumption. The record peak demand of 2006 was attributable to extraordinary weather. 

The 2007 peak demand of 26,134 MW occurred with temperatures more consistent with long-term 

averages.
12

  

The long-run trend of a decreasing weather-normalized load factor continued, although the actual 

(unadjusted) load factor increased.
13

 When normalizing for weather, peak hourly demand rose faster 

than average demand from 2006 to 2007, resulting in a lower load factor. The actual, unadjusted load 

                                                           
11 Under PUSH, affected units could offer into the market at prices above marginal cost, which if accepted, sometimes raised 

the Connecticut price above levels elsewhere in the region. See Section 6 for more information about PUSH thresholds. 

12 The system peak for 2006 was driven by a period of unusually hot and humid weather in late July and early August. Other 

than these periods, temperatures in 2006 were somewhat mild relative to long-term averages, which when also accounting 

for retail price increases, resulted in a decrease in average load for the year. 

13 The load factor is the ratio of the average hourly demand during a year to the peak hourly demand. Weather-normalized 

results are those that would have been observed if weather were the same as the long-term average. 
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factor increased between 2006 and 2007. This is because the actual peak load decreased while the 

average load increased between 2006 and 2007. 

The net energy for load (NEL) supplied to the system in 2007 increased 1.9% from the 2006 level.
14

 

Figure 1-6 shows yearly total NEL for 1980 through 2007. After a decrease in NEL from 2005 to 

2006, aggregate energy consumption increased in 2007 following historical patterns. The decline in 

energy use in 2006, both actual and weather normalized, was a response to the large increases in 

natural gas and electricity prices.
15
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Figure 1-6: New England actual net energy for load, 1980 to 2007. 

1.3.1.4 Competition Analysis 

The ISO uses three primary metrics to assess competition in the energy markets:  

 The Herfindahl-Hirschman Index (HHI). This is a measure of market concentration based on 

generating capacity. An HHI below 1,000 indicates a low concentration of market power. 

 A price mark-up model, or competitive benchmark price model, which models and compares 

prices based on competitive offers with prices based on actual offers. The difference also is 

used to estimate an index called the Quantity-Weighted Lerner Index. See Section 9.4.4 for 

more details. 

 The Residual Supply Index (RSI). This index measures the hourly percentage of load in 

megawatt-hours (MWh) that can be met without the largest supplier. Such suppliers are 

termed ñpivotalò and can affect market prices. 

                                                           
14 Net energy for load is calculated as total generation (not including the generation used to support pumping at pumped-

storage hydro generators), plus net imports.  

15 The decline of energy use in 2006 is discussed in the ISOôs 2006 Annual Market Report (AMR06) (June 11, 2007), 

available online at http://www.iso-ne.com/markets/mkt_anlys_rpts/annl_mkt_rpts/index.html.  
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On the basis of these three metrics, the 2007 analyses, like the 2006 analyses, confirm that the 

wholesale electricity markets in New England continue to be competitive. However, the level of 

competition was significantly reduced in some typically constrained areas. The HHI in 2007 for New 

England markets as a whole was 670, relatively unchanged since 2004 and well below the benchmark 

set by the U.S. Department of Justice (DOJ) for raising market power concerns.
16

 But the HHI 

calculated for individual load zones indicated highly or moderately concentrated markets.
17

 The ISOôs 

mitigation thresholds for constrained areas are designed to alleviate market power in instances where 

transmission constraints expose the market to conditions of high market concentration. The Quantity-

Weighted Lerner Index of 2%, in the absence of congestion, is in line with competitive conditions and 

past results in New England. The Residual Supply Index shows that in only 1.3% of total hours 

during 2007 were there pivotal suppliers.  

1.3.1.5 Energy Market Conclusions 

The electric energy markets in the New England region continued to work competitively in 2007. 

These markets have adjusted effectively to rising fuel prices and higher electric energy consumption. 

The introduction of new transmission successfully improved reliability in the Norwalk/Stamford area 

and, combined with the elimination of the PUSH treatment, reduced LMPs in that area. Further 

transmission upgrades scheduled for Southwest Connecticut and the rest of Connecticut should 

provide similar benefits. The competitive analyses further confirm that the electric energy markets 

continued to function competitively in 2007. 

1.3.2 Reliability Costs 

At times, resources that are needed for reliability but cannot recover their costs through the energy 

and ancillary services markets require out-of-market compensation. These resources receive either 

daily reliability payments (i.e., ñupliftò) or payments through cost-of-service Reliability 

Agreements.
18

 Daily reliability payments compensate resources needed during particular hours for 

first-contingency and second-contingency protection, voltage reliability, or out-of-merit operation of 

special-constraint resources.
19

 Reliability Agreements compensate eligible resources with monthly 

fixed-cost payments for maintaining capacity that provides reliability services and for ensuring that 

these resources will continue to be available. These contractual arrangements are subject to approval 

by FERC. 

                                                           
16 U.S. Department of Justice and the Federal Trade Commission, Horizontal Merger Guidelines, issued April 2, 1992, and 

revised April 8, 1997. Available online at http://www.usdoj.gov/atr/public/guidelines/hmg.pdf.  

17 New England is divided into the following load zones: Maine, New Hampshire, Vermont, Rhode Island, Connecticut 

(CT), Western/Central Massachusetts (WCMA), Northeast Massachusetts and Boston (NEMA), and Southeast 

Massachusetts (SEMA). Refer to Section 2.1 for a more detailed definition of load zones. The New England Control Area 

also is divided into subareas and reserve zones, explained more fully in Section 2.3.6 and Section 4.1, respectively. 

18 Daily reliability payment is another term for Net Commitment-Period Compensation (NCPC) credit, which is paid to 

resources for providing operating or replacement reserves in either the Day-Ahead or Real-Time Energy Markets. The 

accounting for the provision of these services is performed daily and considers a resourceôs total offer amount for 

generation, including start-up fees and no-load fees, compared with its total electric energy market value during the day. If 

the total value is less than the offer amount, the difference is credited to the market participant. For more information, see 

Market Rule 1, Section III, Appendix F, Net Commitment-Period Compensation Accounting (2005), available online at 

http://www.iso-ne.com/regulatory/tariff/sect_3/.  

19 A contingency is the sudden loss of a generation or transmission resource. A first contingency (N-1) is when the first 

power element (facility) of a system is lost, which has the largest impact on system reliability. A second contingency 

 (N-1-1) is the loss of the facility that would have the largest impact on the system after the first facility is lost. A special-

constraint resource is committed at the request of a transmission owner or distribution utility. Throughout this document, 

the term distribution payments is used as a synonym for payments made to special-constraint resources. 

http://www.usdoj.gov/atr/public/guidelines/hmg.pdf
http://www.iso-ne.com/regulatory/tariff/sect_3/
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1.3.2.1 Daily Reliability Payments 

Figure 1-7 shows total daily reliability payments by month for 2006 and 2007. January and February 

2007 payments were lower than in 2006, while payments sharply increased in March 2007. The 

March 2007 rise was at least partly the result of the increasing price of No. 6 oil. Reliability resources 

burning No. 6 oil became increasingly expensive as a result. Overall, total daily reliability payments 

increased by only 6% between 2006 and 2007, despite the marked rise in March 2007. 
 

0

5

10

15

20

25

30

35

40

M
il
li
o

n
s
 o

f 
$

First-Contingency Payments Second-Contingency Payments

Voltage Payments Distribution Payments

 

Figure 1-7: Daily reliability payments by month, January 2006 to December 2007. 

In response to the introduction of capacity transition payments and FCM, the ISO conducted a deeper 

analysis of 2007 daily reliability payments. This analysis confirmed that during 2007, more than 50% 

of daily reliability payments were made to two resources. Other years show a similar pattern of 

concentration. These two resources did not trigger daily reliability payment mitigation thresholds 

during 2007. Thus, despite the existing mitigation thresholds for daily reliability payments, a few 

resources have been able to garner net revenues from out-of-market daily reliability payments in the 

absence of competition of approximately $3/kW-month. This suggests that the mitigation thresholds 

for daily reliability payments need to be reexamined. See Section 9.3.3 for further details.  

1.3.2.2 Reliability Agreements 

Compared with 2006, the amount of capacity operating under a Reliability Agreement declined by 

2,640 MW in 2007. Net Reliability Agreement payments declined 59%, from $348 million in 2006 to 

$143 million in 2007, which represents significant progress for New England. The drop was the result 

of transmission improvements, especially into NEMA; economic signals provided by the recently 

revised Forward Reserve Market; and the recently implemented FCM transition payments. While 

transmission infrastructure improvements have reduced the need for Reliability Agreements, market 

reforms have improved market incentives, making market-based rates more attractive to resources. 
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1.3.3 Forward Capacity Market 

The year 2007 marked the first full year of transition to the Forward Capacity Market. Three primary 

FCM results occurred during 2007 and early 2008:  

 Capacity market transition payments of $3.05/kW-month were made to all ICAP resources in 

accordance with the FCM Settlement Agreement. 

 The ISO evaluated over 13,000 MW of new capacity projects submitted in the qualification 

stage for the first Forward Capacity Auction.  

 The first FCA was successfully completed in February 2008 with competitive offers from 

6,102 MW. A total of approximately 1,813 MW of new resources was selected. 

 

The $3.05/kW-month transition payments have motivated a large increase in participation in ISO 

demand-resource programs, as discussed in more detail in Section 3.5. 

Nearly 74% of the 13,000 MW of new capacity projects submitted during the first FCA qualification 

process consisted of demand resources, contributing nearly 20% of the total new capacity selected in 

the first auction. The FCM introduced the possibility of composite offers, which allow summer-only 

demand resources to make joint offers with winter-only capability from other resources. For the first 

qualification process for the first FCA, 1,224 MW of composite offers were submitted. 

Qualified new capacity participating in the first FCA totaled 6,102 MW. Approximately 18% of 

the capacity competing in the auction was surplus above New Englandôs total requirement of 

32,305 MW. The auction selected approximately 1,813 MW of new supply and demand resources. 

Of the new resources chosen, 1,188 MW represent new demand-resource projects, and 626 MW 

represent new supply projects. The auction closed at the administrative floor price of $4.50/kW-

month (see Section 3.7). This capacity will be in service by June 2010. 

Although the capacity obligation period has not yet started and many steps remain to achieve full 

implementation of the FCM, the successful implementation of the Forward Capacity Auction 

represents a significant achievement for the ISO. One goal of the FCM was to ensure adequate 

competition from new resources in the capacity market by holding the auction well in advance of the 

delivery or obligation period. The evidence to date supports the conclusion that the market succeeded 

in this regard. The market rules still need to be conformed to FCM-related changes to complete the 

FCM implementation. A second goal of the FCM was to incorporate demand resources in the 

capacity markets. The level of demand-resource participation, including composite offers that allow 

for seasonal resource participation, show that the market has been successful in attracting demand 

resources. 

1.3.4 Reserve Markets  

The ISO compensates resources for providing operating reserves through two means: the locational 

Forward Reserve Market (FRM) and locational real-time reserve pricing. The locational Forward 

Reserve Market was designed to induce long-term investment in reserve capability. The FRM 

auctions are held twice per year for a service period beginning one month after the auction. 

Locational real-time reserve pricing, in contrast, was designed to complement the short-term electric 

energy markets. Locational real-time reserve pricing is co-optimized with energy and transmission 

use every five minutes.  



 

2007 Annual Markets Report 13   ISO New England Inc. 

1.3.4.1 Locational Forward Reserves 

The year 2007 marks the first full year of operation for these markets in their current form, which 

procures forward reserves and pays real-time reserve prices for individual reserve zones.
20

 Before 

October 2006, the Forward Reserve Market was not locational, and real-time reserve pricing did not 

exist in New England when locational markets and Standard Market Design (SMD) were introduced 

in 2003. 

A primary goal of the FRM is to encourage the retention of and in some areas an increase in the level 

of resources capable of providing reserves. Overall participation in the FRM auctions has increased. 

The total supply offered into the winter 2007 auction was 390 MW, or 14% greater than for the winter 

2006 auction. The supply increases were concentrated in NEMA/Boston and Connecticut. 

NEMA/Boston offers increased by 39%. Connecticut offers (combined with Southwest Connecticut 

offers) increased by 44%. The participation results are encouraging for these markets. However, 

evaluating the market results still is premature.  

The FRM design uses several fixed parameters that determine reserve requirements and threshold 

prices. The threshold price is intended to preselect resources with capacity factors less than 2.5% 

(i.e., resources designed to provide reserve). Market results indicate that the threshold price often is 

lower than the LMP. This allows forward-reserve resources to be dispatched for electric energy rather 

than being used for reserve. This outcome is inconsistent with the market design objectives, and the 

threshold-price methodology should be reviewed. In the forward-reserve auction, the quantity of 

reserves required for the Rest-of-System (ROS) reserve zone is based on several parameters, one of 

which is the expected reliability of resources, which is based on an estimate of the number of failures 

of fossil-fueled fast-start units. However, hydro resources that historically have had higher-than-

average reliability records often clear the auction in the ROS reserve zone. Because of these market 

results, the parameters used to set the ROS reserve-zone requirement also should be reviewed. 

1.3.4.2 Real-Time Reserve Pricing 

In real time, resources are dispatched in a least-cost manner to meet simultaneously the systemôs 

requirements for electric energy and reserve, while respecting transmission-security constraints. 

Reserve prices are calculated using the electric energy offer prices and reserve-constraint penalty 

factors (RCPFs) when applicableðthere are no real-time reserve offers.
21

  

Real-time reserve prices are expected to be zero most of the time because sufficient reserve usually is 

available based on normal economic dispatch; therefore, no additional costs are incurred to provide 

reserves. Nonzero reserve prices occur when resources are redispatched to meet reserve requirements. 

Real-time reserve pricing results match the expected pattern of relatively infrequent positive prices. In 

452 hours during 2007, positive reserve-clearing prices occurred in at least one reserve zone. 

                                                           
20 Reserve zones are geographic areas that have specific reserve requirements necessary for reliable operations of the system. 

The ISO has four reserve zones: NEMA/Boston, Connecticut (CT), Southwest Connecticut (SWCT), and the rest of the 

system (Rest-of-System; ROS). The New England Control Area also is divided into subareas and load zones, explained 

more fully in Section 2.3.6 and Section 2.1, respectively. 

21 Reserve-constraint penalty factors are the rates, in $/MWh, that are used within the real-time dispatch and pricing 

algorithm to reflect the value of operating-reserve shortages. RCPFs are more fully defined in Market Rule 1, Section 

III.2.7, available online at http://www.iso-ne.com/regulatory/tariff/sect_3/. 
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1.3.4.3 Performance Capping 

In conjunction with the revised reserve markets, the ISO implemented additional performance 

monitoring and auditing for resources with off-line reserve capability. Beginning in January 2007, 

failure to perform, either during normal operations or during audits, resulted in a cap being placed on 

the megawatt value of reserve credit allowed to the nonperforming resource. Off-line 30-minute 

reserve capability fell from a systemwide average of 4,621 MW in December 2006 to an average of 

3,907 MW in December 2007. Off-line 10-minute reserve capability fell from a systemwide average 

of 3,262 MW in December 2006 to an average of 2,139 MW in December 2007. The performance 

auditing and capping program has improved the measurement of reserve capability. This ensures that 

resources are paid for reserve only to the extent of their true capability. Better measurement also 

improves reliability by giving system operators more accurate knowledge of the reserve margins. 

1.3.4.4 Reserve Market Conclusions 

The Forward Reserve Market cleared megawatts of reserve obligation in reserve zones that typically 

have been short. While some reserve zones continue to be short, the quantity of offers has increased 

in response to market clearing. Real-time reserve pricing has performed effectively to create 

additional reserve through redispatch and to compensate reserve providers for their opportunity costs 

of backing down resources. 

The ISO should reevaluate and fine-tune the parameters used to determine reserve requirements and 

threshold prices. The ISO has begun to evaluate the values for one of these parameters, the reserve-

constraint penalty factor. Performance capping is working well and has improved both reliability and 

market performance through more accurate measurement. 

1.3.5 Regulation Market  

Regulation is the capability of specially equipped generators to increase or decrease their generation 

output every four seconds in response to signals they receive from the ISO to control slight changes 

on the system. This capability is necessary to balance supply levels with the second-to-second 

variations in demand and to assist in maintaining the frequency of the bulk power system. The 

Regulation Market is the mechanism for selecting and paying generation needed to manage this 

system balancing. 

On October 1, 2005, the ISO implemented modifications to the Regulation Market.
22

 The market 

changes included adding a service payment and improving the calculation of opportunity costs. In 

January 2007, the ISO implemented further changes. Specifically, the 2007 changes improved the 

selection of regulation resources to meet the market design objective of minimizing costs.  

The regulation provided by the market allowed the ISO to exceed the North American Electric 

Reliability Corporationôs (NERCôs) primary regulation metric, Control Performance Standard 2, 

which is NERCôs primary measure for evaluating control performance.
23

 On the market side, total 

costs fell from $78.1 million in 2006 to $43.8 million in 2007.  

                                                           
22 See the ISOôs 2003 through 2005 Annual Markets Reports for a detailed description of the SMD Regulation Market, 

available online in the ISO archive at http://www.iso-ne.com/markets/mkt_anlys_rpts/annl_mkt_rpts/index.html.  

23 NERCôs mission is to ensure the reliability of the bulk electric system in North America. For more information on 

NERCôs Control Performance Standard 2, see the NERC Web site at http://www.nerc.com/~filez/rs.html. 
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In 2007, the Regulation Market performed well both in terms of reliability and market efficiency. The 

44% drop in market costs provides early but reassuring evidence that the reforms were effective in 

improving market performance. 

1.3.6 Financial Transmission Rights Market  

A Financial Transmission Right is a financial instrument that entitles the holder to a stream of 

revenues (or obligates them to a stream of costs). This stream of revenues or costs is based on the 

difference between the day-ahead congestion component of the locational marginal price at each of 

the nodes that defines the FTR. The market performance of Financial Transmission Rights can be 

evaluated from two functional perspectivesðas a cost hedge for transmission congestion or as a 

financial arbitrage instrument.  

An appropriate metric for FTR market competitiveness as an arbitrage instrument is the path 

profitability of FTRs. This is defined as the difference between the cost of acquiring the FTR (i.e., the 

auction cost) and the revenue generated or the costs obligated by the FTR. In a competitive market, 

the expected profits of a risk-neutral participant holding an FTR as an arbitrage instrument should 

approach zero. As in 2006, the FTR auction revenue ($123 million) was close to the day-ahead 

congestion revenue ($130 million) in 2007. Moreover, the average monthly profits for FTRs were 

5 cents/MWh for on-peak FTRs and 1 cent/MWh for off -peak FTRs. These results are in accordance 

with a competitive market for FTRs used as arbitrage instruments.  

The performance metric of an FTR as a hedge against congestion costs is whether the FTR provides 

the congestion cost certainty the buyer is expecting, defined by full funding in the year-end FTR 

settlements. In the monthly FTR settlements, funds are collected from the day-ahead and real-time 

congestion revenues and paid to FTR holders on the basis of their FTR amount and direction. The 

monthly process is followed by a year-end ñtrue upò with any available remaining funds. Full funding 

is measured by comparing the amount paid through the monthly and year-end FTR settlement with 

the actual day-ahead congestion paid in the energy market settlement. For example, if an FTR holder 

received $50 for the year, but had an energy transaction matching the FTR size and direction that 

required payment of $100 in day-ahead congestion, the FTR holder would have received 50% of the 

hedge. Any single month could have a shortfall or surplus. The Congestion Revenue Balancing Fund 

(CRBF) accrued positive amounts during four months in 2007.
24

 The four months of surpluses were 

not enough to make up the shortfalls in the remaining eight months. The FTRs did not provide a full 

hedge of day-ahead congestion costs. Of the $191.8 million owed to FTR holders, $182.0 million, or 

95%, was distributed after the year-end settlement.  

Monthly shortfalls and surpluses arise from differences in outage assumptions or transfer limits 

between the different markets associated with the FTR settlement process. Such differences can be 

caused by unexpected transmission outages, generation outages, or unexpected load patterns. The ISO 

forecasts the cumulative effect of the outages and other changes so that the amount of FTRs awarded 

will be as accurate as possible and shortfalls and surpluses both will  be minimized.  

                                                           
24 The Congestion Revenue Balancing Fund is a mechanism for tracking congestion revenues, FTR payments, and monthly 

surpluses and shortfalls. Year-end surpluses in the CRBF are allocated to FTR holders that received less than 100% of the 

amount they were owed based on their monthly FTR allocation amounts during the year.  
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Beginning in December 2007, the PJM Interconnection encountered several FTR payment defaults.
25

  

Such default risks fundamentally create a moral hazard because every FTR represents a potential 

financial obligation that the holder can avoid through default when the loss of collateral is less costly 

than payment of its FTR obligation. The default leaves other participants to bear the consequence of 

the defaulting holderôs untenable FTR positions. FTRs expose their holders to the risk of almost 

unlimited losses regardless of whether the path cleared the auction as a prevailing or counterflow 

FTR.
26

 This risk further increases as the term of the FTR lengthens because of the probability that 

congestion patterns will change. The risk of default, however, is minimized when an FTR is used as 

part of a strategy to hedge congestion costs by pairing the FTR with an energy transaction settled in 

the Day-Ahead Energy Market. 

The ISO is working with NEPOOL participants through an FTR credit working group, organized 

under the NEPOOL Budget and Finance Committee, to develop changes necessary to minimize 

exposure to payment defaults resulting from FTR market participation. The discussions will focus on 

improving the financial-assurance policy to better manage the ISOôs FTR risk exposure and may 

include market design revisions.  

The FTR market performed competitively during 2007 on the basis of the arbitrage performance 

metric of path profitability. However, at the end of 2007, FTRs were not fully funded, which limited 

the effectiveness of the FTR hedge. The ISO has taken two actions that should lessen any shortfalls in 

the future. First, the ISO has proposed changes to Operating Procedure 3 (OP 3), Transmission 

Outage Scheduling, to enhance the coordination between FTR scheduling and outage coordination.
27

 

Second, the ISO has begun developing advanced applications for interface-limit calculations that will 

promote more consistent application of interface limits across FTRs and the Day-Ahead and Real-

Time Energy Markets and will thus improve the effectiveness of the FTR hedge. 

1.3.7 Demand Resources 

Participantsô modification of electric energy consumption through demand response and other types 

of demand resources may provide relief from capacity and reserve constraints in the wholesale 

electricity markets, or they may promote more economically efficient uses of electrical energy. Along 

with adequate supply and a robust transmission infrastructure, demand resources are important 

aspects of a well-functioning wholesale market that improve market efficiency. The ISO operates 

three types of demand-response programs: those activated by price, those activated for reliability, and 

those that reduce on-peak consumption.  

The price-response programs are made up of a Day-Ahead Load-Response Program (DALRP) and 

the Real-Time Price-Response Program. Three reliability programs, which are activated as needed 

during a capacity deficiency, include a 30-minute notice program, a two-hour notice program, and a 

two-hour notice profiled-response program. The measured on-peak reduction demand-response 

programs were introduced as part of the FCM and are intended to reduce planning capacity needs. 

These FCM program resources, termed other demand resources (ODRs), credit energy efficiency, 

                                                           
25 PJM Interconnection LLC is the RTO for all or parts of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New 

Jersey, North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, and the District of Columbia. 

26 With a counterflow FTR, the participant acquires power-flow capacity against the prevailing direction of power flows, 

represented by other participantsô offers in the auction (see Section 7.1). 

27 ISO New Englandôs Operating Procedure 3 is available online at http://www.iso-

ne.com/rules_proceds/operating/isone/op3/index.html. 
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load management, and distributed generation with capacity on the basis of their on-peak 

contributions.
28 

The past three years have seen a large increase in demand response and ODRs, as 

shown in Figure 1-8. 
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Figure 1-8: Monthly megawatts enrolled in ISO demand-resource programs, 2005 to 2007. 

Overall enrollment in demand-response programs increased approximately 162% during 2007, from 

an annual monthly average of 646 MW in 2006 to 1,693 MW in 2007. The total increase between 

January 2005 and December 2007 has been 360%. Most of these increases have been in the Real-

Time 30-Minute Demand-Response Program. The very sizable increase in these programs is most 

likely a result of the implementation of the Forward Capacity Market and its capacity transition 

payments. This assessment is supported by the fact that all the increases in demand-resource 

participation have been in the reliability programs and in the ODR categories, both of which are 

eligible for FCM transition payments. Audits of the 30-minute and two-hour demand-response 

programs on August 15, 2007, and of the real-time price-response and profiled demand-response 

programs on August 17, 2007, showed that participants reduced energy usage from the bulk power 

system by 2,143 MWh.
29

 This was 77% of the enrolled amount, which is similar to historical response 

rates from audits and actual event activations. The now-implemented FCM rules have revised the 

incentive structure for demand-response participants. The rule revisions are expected to improve the 

estimates for load-interruption capability and the performance of demand-response resources.  

                                                           
28 Distributed generation is a resource that is located behind the end-use customerôs billing meter, which reduces the amount 

of electric energy and capacity that would have been drawn from the electricity network. The nameplate capacity for 

distributed generation must not exceed 5 MW or the most recent annual customer peak demand, whichever is greater. 

29 Market Rule 1 requires the ISO to conduct a demand-response program audit for any zone that was not part of an OP 4 

event before August 15, 2007. The rule requires the audits (when necessary) to occur between August 15 and August 31. 
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The ISO identified a design flaw in the DALRP that resulted in inappropriate customer baseline 

calculations, and it filed market-rule revisions in February 2008. More details are included in 

Section 8.4.1.  

The Real-Time Price-Response Program was called on 229 days, an unexpectedly high frequency. 

This program is designed to trigger interruptions when the real-time price is expected to be above 

$100/MWh. In 79% of the interruptions, the actual real-time price fell below the $100/MWh trigger. 

The ISO will review the Real-Time Price-Response Program in 2008. As the region gains experience 

with expanded demand resources, changes and improvements can be expected. These should be 

viewed as part of the necessary learning process that comes with the type of growth New England has 

achieved in the availability of demand resources. 

1.4 Conclusions and Recommendations 

The ISO-operated markets provide participants and policymakers transparent wholesale market price 

signals that guide long-term investment in generation and transmission infrastructure. To support this, 

continued market development is required to complete the Forward Capacity Market design and 

FCM-conforming changes to energy and ancillary services markets and to integrate demand resources 

into market operations. 

This Annual Markets Report has assessed the market results for 2007. The energy prices have closely 

tracked fuel costs and changes in demand, evidence of a competitive market. More detailed analyses 

support the conclusion that the wholesale electricity markets in New England continued to perform 

competitively during 2007. Market power monitoring and mitigation continue to be needed, 

particularly in constrained areas. While the market structure is complete, possibilities still exist for 

efficiency improvement through incremental changes in market elements.   

The report draws a number of conclusions and makes a number of recommendations for evaluating 

and making incremental improvements to the market design rules or specific market design 

parameters. These are grouped into four areas: reserve market parameters, FTR market issues, 

demand-response program improvements, and the thresholds used in Net Commitment-Period 

Compensation (NCPC) mitigation.  

 Reserve MarketsðThe parameters used to calculate the quantity of reserves purchased for 

the Rest-of-System reserve zone in the Forward Reserve Market, the mechanism for 

calculating the FRM threshold price, and the level of reserve-constraint penalty factors used 

in real-time reserve pricing should be evaluated.  

 FTR MarketsðIn the FTR markets, participant defaults in PJM have refocused the ISOôs 

ongoing efforts to evaluate the financial-assurance rules. The ISO also is evaluating possible 

improvements to the procedures for scheduling outages and the methods used to calculate 

interface limits used in FTR auctions and the Day-Ahead and Real-Time Energy Markets. 

These efforts will promote the consistency of transfer limits and improve the effectiveness of 

FTRs as a hedge of day-ahead congestion costs.  

 Demand ResourcesðThe ISO identified a market design flaw in the customer baselines used 

in the Day-Ahead Load-Response Program. The ISO has filed revisions to the market rule to 

fix the design flaw. The Real-Time Price-Response Program was called more often than 

expected, and in 79% of those interruptions, prices were lower than the intended $100/MWh 

activation price. The ISO also is evaluating possible changes to the Real-Time Price-

Response Program.  
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 Daily Reliability PaymentsðNCPC is intended to ensure that resources will not incur losses 

by following out-of-merit scheduling instructions. Analysis confirms that a few resource 

owners have earned NCPC payments above the amount required to prevent losses. The ISO is 

recommending an evaluation of the NCPC mitigation thresholds. 

Table 1-2 provides a summary of selected market results detailed in the individual sections of this 

report. 

Table 1-2 

2007 Results Summary 

Section Topic Data Summary 

Section 2ðElectric Energy Markets 

2.2 

 

Peak demand and 

electric energy 

consumption  

 

Annual actual electric energy consumption increased from 132,078,000 MWh in 

2006 to 134,525,000 MWh in 2007, or 1.9%. Weather-normalized electric energy 

consumption increased by a smaller percentage (0.9%). The actual peak demand in 

2007 of 26,134 MW was 7% lower than the historical high of 28,130 MW set during 

the summer of 2006. The weather-normalized system peak increased by 1.9%. The 

continued growth of weather-normalized peaks at a rate greater than weather-

normalized total consumption results in a continued decline in the weather-

normalized load factor. In contrast to the weather-normalized load factor, the actual 

load factor for 2007 increased as a result of the higher actual energy consumption 

and lower actual peak demand.  

2.3.1 
System capacity 

growth 

Total system capacity grew slightly during 2007. Summer system capacity in 2007 

was 32,918 MW compared with 31,193 MW in 2006. Of the 1,725 MW of increased 

system capacity, the majority (1,681 MW) was from higher capacity net of firm 

purchases and sales, and 44 MW was summer claimed capability. 

2.3.5 Imports and exports 

New England remained a net importer of power during 2007. The volume of 

systemwide net imports has remained relatively constant year to year. New England 

was a net importer from Canada and a net exporter to New York. The volumes 

imported from Canada and exported to New York have increased. During 2007, net 

imports from other control areas served about 4.5% of NEL.  

2.4 

Wholesale electricity 

price levels and fuel 

costs 

The average real-time electricity price at the Hub in 2007, weighted by system load, 

was $69.57/MWh, an increase of 11% from an average of $62.74/MWh in 2006. 

The increase in prices is attributable to higher fuel prices and higher average 

demand for electricity. The fuel-adjusted electric energy price was $45.15/MWh, a 

5.8% increase from the 2006 level. The average fuel-adjusted price for 2000 to 

2006 was $45.01/MWh.  

2.4.3 
Day-ahead and real-

time prices 

During 2007, the yearly average day-ahead price was 1.8% higher than the average 

real-time price. In 2006, the difference was 2.0%. Each load zone except 

Connecticut also demonstrated modest price premiums in the Day-Ahead Energy 

Market over the Real-Time Energy Market. In Connecticut, average real-time prices 

were 4 cents higher than average day-ahead prices.  
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Section Topic Data Summary 

2.4.6 
Zonal price 

separation 

Price separation among load zones was less pronounced in 2007 than in 2006, 

although Connecticut LMPs continued to be higher than those in other zones. LMPs 

were lowest in Maine. Overall for the year, the average difference between the 

LMPs for Connecticut and Maine was $7.35/MWh in the Day-Ahead Energy Market 

and $8.10/MWh in the Real-Time Energy Market. Day-ahead and real-time LMPs in 

the NEMA/Boston zone were lower than in most other load zones in 2007; the 

exceptions were Maine and Rhode Island.  

2.5 
Critical power 
system events 

Higher-than-expected demand for electricity that was sometimes combined with 

supply disturbances required the ISO to declare OP 4 actions during 2007. 

Systemwide, OP 4 was declared on February 10, August 2, and September 8. On 

December 1, OP 4 was declared first for Maine and then systemwide because of a 

disturbance in the natural gas supply infrastructure. Some OP 4 actions continued 

in Maine on December 2, 2007. Throughout each of these events, the ISO 

maintained system reliability, and no forced load reductions were needed.  

Section 3ðForward Capacity Market 

3.2 Capacity requirement 

The auction met the Installed Capacity Requirement (ICR) of 32,305 MW for the 

2010/2011 capability year by selecting approximately 1,813 MW of new supply and 

demand resources along with 30,492 MW of capacity from existing resources. Of 

the new resources chosen, 1,188 MW represent new demand-resource projects, 

and 626 MW represent new supply projects. The auction closed at the 

administrative floor price of $4.50/kW-month, with 2,047 MW of surplus capacity. 

3.5 Transition payments 

FCM transition payments replaced the Installed Capacity Market in December 2006 

and will continue until the 2010/2011 capability year when the FCM payments 

based on the auction results will begin. During 2007, FCM transition payments to 

qualifying capacity resources totaled $1.3 billion. 

3.7 
First Forward 
Capacity Auction 

The Forward Capacity Auction was completed in February 2008. A total of 

32,392 MW of existing capacity qualified for the auction along with 6,937 MW of 

new capacity projects. Almost 36% of the qualified new capacity projects was from 

demand-resource projects. 

Section 4ðReserve Markets 

4.2.1 
Forward Reserve 
Market auctions 

Two forward-reserve auctions for locational forward-reserve products were 

conducted in 2007: in April 2007, for summer 2007; and in August 2007, for the 

winter 2007/2008 period.
(a) 

For the summer 2007 auction, 10-minute 

nonsynchronized reserves (TMNSR) cleared at $10,800/MW-month, while the price 

for 30-minute operating reserves (TMOR) was $3,550/MW-month in the Rest-of-

System reserve zone. In the winter 2007/2008 auction, TMNSR cleared at 

$9,050/MW-month, while no TMOR cleared in the ROS reserve zone. Offered 

quantities were short of requirements in the SWCT and CT reserve zones in both 

auctions. Consequently, the clearing prices in these areas were set to the offer cap 

of $14,000/MW-month. In the summer 2007 auction, offered quantities in the NEMA 

reserve zone were short of requirements, which caused the clearing price to be set 

to $14,000/MW-month. The requirements in NEMA were met in the winter 

2007/2008 auction, which resulted in a clearing price there of $8,500/MW-month for 

TMOR and $14,000/MW-month for TMNSR.  




