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Preface

The Internal Market Monitoring Unit (INTMMU) of ISO New Englagfi&O) annually publishes an

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

operated byhelSO. The2007 Annual Markets Repatbve r s t he | SO6s most recen
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 administed 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, Appehdiarket Monitoring,
Reporting, and Market Power Ntiation:

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 pribE3PC[Net CommitmentPeriod
Compersation]costs, and the performance of the Forward Capacity Market BRd
[Financial Transmission Rightalctions. The review will include a public forum to
discuss the performance of the New England markets, the state of competition, and
t he | S @dsfor tipercdming yiear

TheINTMMU submits this reporsimultaneously to the ISO atthited 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 Commi ssionbds |
market power abuse. To that end, the Commission will expect to receive the reports

andanalges of an RTOO6s [ Regional Transmission Ot
the same time they are submitted to the BTO.

The Independent Market Monitoring Unit (IMMU) also publishes an annual assessment of the ISO
New England electricity markets. The IMMBE external tdhelSO and reports directly to tHaard

of directors. Tlis| MMU 6 s assespethe design and operation of the marketd the

competitive condct of the market participants.

1 FERC. Electric Tariff No. 3, Section I, Market RuleStandard Market Desigi\ppendix A: Market Monitoring,
Reporting and Market Power Mitigatipfil.A.118 Reporting (effective July 1, 2005).

2PJM Interconnection, .L.C. et al. Order Provisionally Granting RTO StatuBocket No. RT022-000, 96 FERC
161,061 (July 12, 2001).
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Section 1
Summary of the

2007 Annual Markets Report

Created in 1997, ISO New England (ISO) is thefiootprofit corporation responsible for three main

functions:

e Daytoday operation

¢ Oversight and

New Englandés bul k power

admini str atdityomarkedssf t he regi onéds

¢ 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 overthélyla per at i on

possessing greater
wholesale electricity market¥he ISOoperates the Dapheadand Reallime Energy Market, the
ForwardCapacity Marke{FCM), the RegulatioMarket, thereservamnarkets and theannual and
monthly auctions oFinancial Transmission Rights (FTR$jigurel-1 shows key facts about New

Engl andds power

system and

of tsloresystemmgndonds trans
independence to manage the r e

electricity markets

VERMONT
Montpelier
*

NEW
HAMPSHIRE

Concord %

MASSACHUSETTS  *Boston

Hartford % * Providence
CONNECTICUT RHODE
ISLAND

MAINE

% Augusta

6.5 million households and businesses
population 14million

Over 8,000 miles of higholtage
transmission lines

13 interconnections to electricity systen
in New York and Canada

More than 32,000 megawatfelW) of
total supply(includes 1,693W of
demandresource capacity)

All-time peak denmad of 28,13QMW,
set on August 2, 2006

More than 300 participants in the
marketplacéthose who generate, buy
sell, transport, and use wholesale
electricity)

$10 billion annual total energy market
value (2007)

More than $1.0 billion in transmission
invesmentmadefor reliability since
2002; another $4.0 to $7.0 billion
planned ovethenext 10years

Approximately $1.0 to $2.0 billion of
economic transmission investment tg
enable renewable resources under
study

Five major 34&kilovolt projects already
in various stages of construction and
operation

Figure 1-1: Key facts about New En g | a n d Gekectric pdwler system and wholesale electricity

markets.
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This report highlights t [lectrigty matkets, wesentslgpecificEn gl an d ¢

2007 results, discusses ongoing efforts to improve market performance, and recommends ways to
address additional issues facing the region.

Sectiors 2 to5 assess the energy, capacity, reserve, and regulation m&detion Gassesses

reliability costs The Financial Transmission Rights market and its outcomes are covered in Section 7,
and Section 8 evaluates theS 06 s d e ma n dpragranssSectios @ and1@ highlight

market oversight and analysis activgtiend internal ISO market operations assessments.

AppendcesA through Cprovide supplemental materials. Appendix A provides electricity market
statistics at the zonal and monthly levafgl additionatletails of the alln wholesale electricity cost
metiic. Appendix B includes offer curves for the Forward Reserve MaffmtendixC provides
suppl ement al cost SelFomgiogiTariffandtheOpen Acdess TranSntis8ien
Tariff (OATT) andadditional data on transmission congestion revefiues

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 developmemt2007 are as follows:

¢ The Forward Capacity Market, successfully introduced in 2007/2008, improved investment
incentives for electric energy sup@pnd demand resources

¢ Transmission investment improved the ability to import power intdNtrevalk/'Stamford
area (the southwestern corner of Connectiant) Boston.

¢ The regiorexperienced several disruptions to natural gas delivery during 2007 and early
2008 that affected electiig reliability and pricing. The region remains vulnerable to
disruptions in theas infrastructure

1.1.1 Capacity Investment

By providing longterm investment incentives for supply and demand resources, the Forward
Capacity Market complements the existing stienn markets, thusompleing the basic structure of
the New England wholesatearkets. For the FCM, tH80O projectghe capacityneeds of the power
systemapproximatelythree years in advanoghich allows time for new resources to be built
Through an annudorward Capacity Action(FCA), enough qualified resourcase purchaseth
satisfy t he r .élgecriticaldask ofualifying resources ardl potential new projects
for participation inthe first FCA was completed during 200'he first auction, covering resources for
the 2010/201 tapability yeaxfor June 201@elivery),concludedsuccessfully on February 6, 2008.
As part of the Settlement Agreement approving the FCM, capacity transition payments also were

3 In the New England Control Aredemand resourceare installed measures (i.e., products, equipment, systems, services,
practices, and strag@s) that result in additional and verifiable reductions ingseldemand on the electricity network
during specific performandgours. In electricity markets, demarnesource programs allow participants to modify their
electric energy consumption in drange for payments based on wholesale market prices.

4 The I1SO operates under several FERC tariffs, including&B®eNew England@ransmission, Markets, and Services Tariff
(Transmission Tariff) (2005), a part of which is fBpen Access Transmission TR(DATT), and theSelfFunding Tariff
These documents are available onlinbtgi://www.isane.com/regulatory/tariff/index.html

5 A capability year is a ongear period beginning June 1 of oyear and ending May 31 of the following year.
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approved for all installed capacithCAP). The payments began in December 2006 and will continue
until May 201C°

1.1.2 Transmission Investment

Increasedransmissiortapacityhelpspower move more freely throughout the system, thereby
improving competition andedudng the overall cost of the generation needed to mediutkepower

S y s t tetahldaxlsIn 2007,major progress was made on projects to strengthen the transmission
system. In Connecticut, Phase 1 of the Southwest Connecticut (SWCK)@ASt (kV) Reliability
Projectwas completed, expanding transmission in the No8&dknford area. The completioh
Phase 1 improved reliability and hetbequalize thenergy price in Norwallstamford with that in

the rest of Connecticut and at the Hu®hase 2 is scheduled to be completedater tharDecember
2009 and will improve flow between SWCT and the cdsEonnecticut. Transmission improvements
in the Boston area, which increased the Bostgort limit from 3,600 megawatts (MW) to a range
of 4,500 MW to 4,800 MWalso helped improve regional reliability.

Transmission improvements also reduce the nereddstof-service Reliability Agreement contracts
with individual generators in certain load pockets, whichnawee expensive than competitive
resources outside those load pock&tEhese paments to individual generators in load pockets
cannot be hedgl 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. Natwgdsfueled resources, including defaleled units, genered 42% of
New Engl an did20076h Becember I 200Ryo major generators in Maine were lost
because of a mechanical failure at 8able Island ductionfields (offshore Nova ScotiaY he
lossededto a suspension of gas delivery and cduggproximately 1,200 MW of generator
reductions in MaineThe supply reductions; combination with highethanforecast loads, led to the
implementation of ISO Operating Procedure 4 (ORAd)ion during a Capacity Deficiency

As a result of the evenf December 12, the gas pipeline companies significantly improved
communications with the ISO. Although six similar events occurred aftedwaetiveen December

2007 and March 20@none required the implementation of @An five of these six events, tinyel
communication allowed the ISO to commit additional oil units to prevent a capacity deficiency. In the
sixth event, no ISO action was necessary.

® Order Accepting in Part and Modifying in Part Standard Market Design Filing and Dismissing Compliance Filing
(hereafter cited as SMD OrdeBERC Docket Nos. ER6233G:000 and EL0862-039 (September 20, 2003). 37. For
background information, séexplanatory Statement in Support of Settlement Agreement of the Settling Parties and Request
for Expedited Consideration and Settlement Agreement Resolvinguéll BERC Docket Nos. ERG363-000,-030,-055

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

"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 Longterm contractproviding for relidility are known as Reliability Agreements; shtetm payments for singlday
commitments of oubf-merit generators are called daily reliability payments.

® Load pocketsire areas of the system in which the transmission capability is not adequaterteimepgyfrom other parts
of the system and demand is met by relying on local generation (e.g., Southwest Connecticut and the Boston area).

¥ SO New Englandds Oper abliheatdttpPumovise dur e 4 is available
ne.com/rules_proceds/operating/istwp4/index.html.
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1.2 Key Market Results

New Englandébés whol esale markets have enmdk ered a
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 teiguse1-2 shows the alin cost

metric for wholesale electrienergy that loaderving entities (LSEs) with reéime load obligation

paid in 2005 through 2007.
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®Energy ® Capacity Other

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

The alkin cost for servindoad in New England fell in 2006 but rose in 2007 primarily as a result of
higher energy costs and the introductiorcabacity transition paymentBefore the capacity market
Settlement Agreement and the beginning of the FCM transition payments, capaeisywere
determined by deficientcapacity market with low but highly volatile prices that did not provide
appropriate allocative signale 2006, capacitgould be bought ithe ICAP supply auction at an
average price of $0.205/kWionth. The transitn payment specified by the Settlement Agreement
was fixed at $3.05/kWnonth during 2007. This was offset by a reduction of $214 millioretn
Reliability AgreemenpaymentsTablel-1 shows the detailed breakdown of the whdke$aad cost
metric for 2006, 2007, and the yearyear 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 $5. 38/ MWh, aedffomt$has8/MWhato 214/MWhIfhefi Ot her ¢
energy and capacity components account for 90% of the total chathgalhin cost.
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Table 1-1

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

Component 2006 2007
Energy 60.63 67.59 6.97
Capacity 1.62 5.38 3.76
Other 0.92 211 1.19
Total 63.17 75.08 11.92

The electric energgortion of the alin costs was driven by rising fuel costs and higloersumption

of electricity during P07. In 2007, natural gas resources set price in New Engadf the time.
Figurel-3illustrates the close relationship between natural gas prices and electricity prices. The
figure demonstrates several issues. First, elestrérgy costs are tightly linked to the price of natural
gas. Asnaturalgas pricerise, electricity prices also risBecond oil prices have been growing faster
than natural gas prices. Thus, whenrfoéled units are needed to meet summer peak loedsiety
prices are higher than the cost of a natgeafired generatarThis caused the summer 2007 gap
between electricity prices and natural gas costs showigire1-3. Overall, the tight link between
the marginal fuelad 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 resouricegroved significantly in 2007. This is a result of higher
electric energy prices and the introduction of the $3.05fku¥ith capacity transition payments.
FERC has developed standard metrics to measure net revenues for a representative-cpoiined
geneator and a representative combustion turbine, both gas Tinednet revenue of the
representative combinaxycle generator in 2007 increased 51% from the 2006 estimate
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$13.10/kWmonth For the representative combustion turbities estimated net rewee increased
96% between 2006 and 20 $7.80/kWmonth. If transition payments were excluded from both
years, the net revenues still would have increased 16% and 20%, respectively, for caytimed
and combustion turbine generators.

The increase inat revenusfrom higher capacity payments weansistent with theesign objective
of the FCM. The remaining increase in net revenues compatie@006 levelsafter accounting for
higher capacity costs within therangeof variability expectedrom the underlying supply and
demand conditions. It is too soon to evaluate the impact of these changes-iarshogvenues on
long-term investmentlecisionssuch as generation projetgvelopments or retirements.

1.3 Market-by-Market Highlights

Thissectionpesents the main 2007 results for each of

energy, capacity, reserves, regulation, and financial transmission rightsf-@atket compensation
for reliability also is summarized.

1.3.1 Electric Energy Markets

The fadors that most affected the electric energy markets in 2007 includetttbasedost of fuel,
reduced transmission constraintsgdalower peak demand yet higher total yearly electric energy
consumption

1.3.1.1 2007 Fuel Prices

The primary input to electrityi 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
pattern® the general increase in fuglicesand the increasing disparity betwehe prices for

liquids and natural géscontinuetrends from the past few years. This is illustrateBigure 1-4.
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Figure 1-4: Growth in fuel prices relative to year 2000 prices.
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The 1 SO historicataldy ulsd = dodaled welca tra,timited yi fpu e lc e

methodology. The analysis uses the year 2000 as a base and normalaestitreal marginal price
(LMP) of the marginal unit in each fivainute intervato fuel prices in 2000. Thimethodology
assumes that treame marginal units would be dispatched in both the base year of 2000 and the
current year being evaluatéfhile this methodology has been informative, it can become less
accurate as electricity demarggneration capacity, relative fuel prices, and the mix of resources
changeFor example,he recent divergence of relative fuel pricesillustrated inFigure1-4, is the
type of change that would leadddferent units beinglispatched at the margin gmdore

importantly, potentially different fuels firing the marginal unit. The ISO intendmpoove the
estimation offuel-adjusted prices in futungears to account faill factors more appropriately.

Electric energy pricesppear to be normathen adjusted for fuel priceghe fueladjusted price of
electric energy in 2007 of $45.15/MWh was $2.51/MWh higher than in 2006. In comparison, the
average fuehdjusted price from 2000 to 2006 was $4BVIWh. Actualunadjusted averagsectric
energy prices rose from $62.74/MWh2006to $69.57/MWhin 2007 This increase was paralleled
by an 8.8% increase in natural gas prices and a 16.2% increase in the price of 1% sélhik No.

The increase in the fueldjusted price is withirhke range of the estimation uncertairgditionally,
thesize and direction of the changeconsistent with the effect of increased energy demand in
2007. The I1SO estimated the effettincreased demariy applying the increased demand to
representatie 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. Theretmaages ithe market
price are consistent with the shifts in the underlying demand and supply conditions. Morefletails
this analysisare provided irBection2.4.2

1.3.1.2 Transmission Improvements

Transmission improvements reduced congestighe NorwalkStamford area of Southwest
ConnecticutThe maps irFigure1-5 show average annual reahe nodal prices for 2006 arad07.

The maps show that the chronic congestion into the Nof8talinford are@asedrom 2006to 2007,
indicated by the lack of the red colorimgthe 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 predominancelodyellow-green coloin the 2007 map compared with the
more bluegreen coloin the 2006 map). As mentioned, thias largelydue to higher fuel prices in
2007 than in th@reviousyear.
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Figure 1-5: Average real-time nodal prices, 2006 and 2007, $/MWh.

Average nodal prices in the Norwétamford area of Caecticutalsowere reduced by the
elimination ofthe PeakingUnit SafeHarbor (PUSH}hreshold in June 2007. FERC established the
PUSH thresholdo give generators in designated congestion areas (Connecticut and Northeast
Massachusetts and Boston [NEMA/Boston]) an opportunity to recover capitalRidSH. allowed
unitswith low capacity factorso offer into the markeat prices above marginal cdStFERC
terminated the PUSH threshold with the advertheFCM and transition payments.

1.3.1.3 2007 Demand

Demand in 2007 asmarked by two significant featuresslower peak than in 2006 and a higher
yearly total consumption. The record peak demand of 2086ttdbutable to extraordinary weather.
The 2007 peak demand of 26,134 MW occurred with temperatures more consistent wignrtong
averages?

The longrun trend of alecreasing weatherormalized dad factorcontinued althoughthe actual
(unadjuste}iload factor increas€d When normalizing foweatherpeak hourly demand rose faster
than average demand from 2006 to 2007, resulting in a lower load factor. The actual, unadjusted load

1 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 PUS#$ threshol

2 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-terforayverages, which when also accounting
for retail price increases, resulted in a decrease in average load for the year.

13 Theload factoris the ratio of the average hourly demand during a year to the peak hourly deveatidernormalized
results are thosthat would have been observed if weather weeesame as the lortgrm average
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factor increased between 2006 and 2007. This is because the actuabgeddcreased while the
average load increased between 2006 and 2007.

The net energy for load (NEL) supplied to the system in 20f@ased..9% from the 2006 levét.
Figure1-6 shows yearly total NEL for 1980 through 2007.ekfa decrease in NEL from 2005 to
2006, aggregate energy consumption increased in 2007 following historical patterigecline in
energyusein 2006, both actual and weatmarmalzed was a response to the large increases in
natural gas and electrigiprices™
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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:

¢ TheHerfindahkHirschman hdex(HHI). This is a measure of market concentration based on
generating capacity. An HHI below 1,000 indicates a low concentration of market power.

e A price markup model, ocompetitive benchmark prieeodel, which models and compares
prices based on cqstitive offers with prices based on actual offers. The difference also is
used to estimate an index called @antityWeighted Lerner IndexeeSection9.4.4for
more details.

e TheResidual Supply IndgRSI). This index mezures the hourly percentagkloadin
megawatthours(MWh) that can be met without the largest supplier. Such suppliers are
termed Apivotal o and can affect market price:

4 Net energy for loads calculated as total generation (not including the generation used to support pumping at pumped
storage hydro generators), plus net imports.

5 The decline of energy use in 2006 is discussed in3h@ ®@06 Annual Market RepofAMRO06) (June 11, 2007),
available online at http://www.isne.com/markets/mkt_anlys_rpts/annl_mkt_rpts/index.html.

2007 Annual Markets Report 9 ISO New England Inc.



On the basis of these three metrics, the 2007 analyses, like the 2006 analysesiltaithe

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, relativeghanged since 2004 and well below the benchmark
setby the U.S. Department of Justig@0J)for raising market power concertf88ut the HHI

calculated foindividual load zones indicatddghly or moderately concentratethrkes.’ The | S06 s
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 congestiamliige with competitive conditionand

past resultin New England. The Residual Supply Inddrows thain 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 aseino work competitively in 2007.
Thesemarkets have adjusted effectively to rising fuel prices and higher electric energy consumption.
The introduction of new transmissisaoccessfully improved reliability in the Norwé&tamford area

and combined withthe elimination of the PUSH treatment, reduced LMR®atarea. Further
transmission upgrades scheduled for Southwest Connecticut and the rest of Connecticut should
provide similar benefitsThe competitive analysésrther confirm that thelectricenegy markes
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 requirg-of-market compensatioiThese resoues receive either

daily reliabilityp ay me nt s ( or pagments tiiraughIcastisénace Reliability

Agreements? Daily reliability payments compensaesources needed during particular hours for
first-contingency and secofwbntingency protectig voltage reliability or out-of-merit operation of
specialconstraint resourcéd Reliability Agreementsompensateligible resourcesvith monthly
fixed-cost payments for maintaining capacity that provides reliability seraiwg$or ensuring that

the® resources will continue to be availablthese contractual arrangemeaits subject tapproval

by FERC.

16.S. Department of Justice and fRederal Trade CommissioHprizontal Merger Guidelinegssued April 21992 and
revised April 8, 1997. Availablenlineat http://www.usdoj.gov/atr/public/guidelines/hmg.pdf

7 New England is divided into the following load zones: Maine, New Hampshire, WierRbode 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 Hoaésew England Control Area
also isdivided 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 Commitm®etriod Compensation (NCPC) credit, whishpaid to

resources for providing opeitag or replacement reserves in either theBagad or Reallime Energy Markets. The
accounting for the provision of these services is perfor me
generation, including staup fees and ntbad fees, ompared 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 inforeation, se

Market Rule 1, Section Ill, Appendix Net CommitmerPeriod Compensation Accountifg005), available online at
http://www.isane.com/regulatory/tariff/sect_.3/

19 A contingencyis the sudden loss of a generation or transmission resoufirst gontingency(N-1) iswhen thefirst

power element (facility) of a systeisilost which has the largest impact on system reliabilitgedond contingency

(N-1-1) is the loss of the facility that would have the largest impact on the system after taeifitgtis lost. Aspecia}
constraint resourcés committed at the request of a transmission owner or distribution utility. Throughout this document,
the termdistribution paymentss used as a synonym for payments made to spemmtraint resources.
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1.3.2.1 Daily Reliability Payments

Figure1-7 shows total daily reliability payments by month for 2006 and 2007. January andryebrua
2007 payments were lower than in 2006, while payments sharply increased in MarchH2007.

March 2007 rise was at least partly the result of the increasing price of No. 6 oil. Reliability resources
burningNo. 6 oil became increasingly expensive assalteOverall, total daily reliability payments
increased by only 6% between 2006 and 2007, despite the marked rise in March 2007.

40

Millions of $

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 confirmediiiméttg 2007, more than 50%

of daily reliability paymerdg were made ttwo resourcesOther years show a similpattern of
concentrationThese two resources did not trigger daily reliability payment mitigation thresholds

during 2007. Thus,abpite the existingitigation thresholds for daily reliability paymengsfew
resourcefavebeen able to garner net revenues fromadtrarket daily reliability paymeasin the

absence of competition of approximately $3AN@nth. This suggests that the mitigation thresholds

for daily reliability payments need to be reexamined. See SecB8dsfé further details.

1.3.2.2 Reliability Agreements

Compared with 2006, the amount of capacity operating under a Reliability Agreement declined by
2,640MW in 2007. Net Reliability Agreement payments declinedg%rom$348 million in 2006 to
$143million in 2007 ,which represents significant progress for New England. Thewlasghe result

of transmission improvements, especially into NEMA; economic signals proydéae recently

revised Forward Reserve Markandtherecently implementeBCM transitionpaymentsWhile
transmission infrastructure improvements have reduced the need for Reliability Agreements, market
reforms have improved market incentives, making maoksed rates more attractive to resources.
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1.3.3 Forward Capacity Market

The year 2007 marketie first full year of transition to the Forward Capacity Market. Three primary
FCM results occurred during 2007 and early 2008:

e Capacity market transition payments of $3.05/kWnth were made to all ICAP resources in
accordance with the FCM Settlementrégment.

e The ISO evaluated over 13,000 MW of new capacity projects submitted in the qualification
stage for the first Forward Capacity Auction.

e The first FCA was successfully completed in February 2008 with competitive offers from
6,102 MW.A total of gpproximately 1,813 MW of new resourcesigselected.

The $3.05/kWmonth transition payments have motivated a large increase in participation in 1ISO
demaneresource programs, as discussed in more det8ikdtion3.5.

Nearly 74% of the.3,000 MW ofnewcapaity projects submitteduring the first FCA qualification
process consisted deEmandesourcescontributing nearly 20% of the total new capasijected in
the first auctionThe FCM introduced the possibility of composite offers, which allow surnaonisr
demand resources to make joint offers with wiately capability from other resources. For the first
gualification process for the first FCA, 1,2RAN of composite offers were submitted.

Qualifiednew capacity participating in thHiest FCA totaled 6,02 MW. Approximately 18%of

thecapacity competinginthe auctisnas sur pl us above New Engl andds
32,305MW. The auction selectampproximatelyl,813 MW of new supplgnd demand resources.

Of the new resources chosen, 1,M8/ represehnew demandesourceprojects and 626VIW

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

month (see SectioB. 7). This capacity will be in service by June 2010.

Although the capacity obligation period hast get started and many steps remain to achieve full
implementation of the FCM, the successful implementation of the Forward Cafsacityn

represents a significant achievement for the ISO. One goal of the FCM was to ensure adequate
competition from newesources 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 conform&€id-relatedchangedo complete the

FCM implementationA second goal of the FCM wasittcorporate demand resourceghe

capacity marketsThe level of demantesource participatigrincludng composite offershatallow

for seasonal resource participation, shoat the market has been successful in attracting demand
resources.

1.3.4 Reserve Markets

The ISO compensates resources for providing operating reserves ttwougleans: the locational
Forward Reserve Market (FRM) and locational Htgak reserve pricing. Thetational Forward
Reserve Market was designed to induce {t@rgn investment in reserve capability. The FRM
auctions are held twice per year for a service period beginning one month after the auction.
Locational reatime reserve pricing, in contrast, waessigned to complement the shi@tm electric
energy markets. Locational re@he reserve pricing is eoptimized with energy and transmission
use every five minutes.
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1.3.4.1 Locational Forward Reserves

The year 2007 marks the first full year of operation fi@se markets in their current form, which
procures forward reserves and pays-tiaé reserve prices for individual reserve zofi&efore

October 2006, the Forward Reserve Market was not locational, artitmeakserve pricing did not
exist in New Engind 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 someaawi@asease in the level
of resources capable of providing reser@gerall participation irthe FRM auctions has increased.
The total supply offered into the winter 2007 auction wasNd®{ or 14% greater than for the winter
2006 auction. The supply increases were concentratggimA/Boston and Connecticut.
NEMA/Boston offers increased by 39%onnecticubffers (combined with Southwest Connecticut
offerg) increased by 44%. The participation resulesemcouraging for these markets. However,
evaluatingthe market resultstill is premature

The FRM desigrusesseveral fixed parameters thateehine 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 forwardeserve resources to be dispatcfadtlectricenergyrather

than being used for reserve. This outcome is inconsistent with the market design objectives, and the
thresholdprice methodology should be reviewed. In the forwaskrve auction, the quantity of
reserves required for thRestof-System(ROS) reserve zone is basedsaveralparameters, one of

which is the expected reliability of resources, which is based on an estintlagenumber ofailures

of fossilHfueledfast-start units However, hydro resources that historically énémadhigherthan

average reliabilityecords often clear the auction in R@®Sreserve zone. Because of these market
results, the parameters used to set the ROS rezemeerequiremerdlso $iould be reviewed.

1.3.4.2 Real-Time Reserve Pricing

In real time, resources are dispatched lisastcostmannerto meet simultaneoustyh e sy st emé s
requirements for electrienergy and reserve, while respecting transmissgmurity constraints.

Reserve priceare calculated using tledectricenergy offer priceand resernseonstraint penalty
factors(RCPFs)\when applicablé there are naeattime reserve offers.

Realtime reserve prices are expected to be zero most of thédicaeiseufficient reserveisualy is

available based on normal economic dispatohreforeno additional costare incurredo provide

reserve. Nonzero reserve prices occur when resources are redispatched to meet reserve requirements
Realtime reserve pricing results match the expd@attern of relatively infrequent positive prices. In

452 hours during 2007, positiveserveclearing prices occurred in at leaste reserve zone

20 Reserve zonewe 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 (Restf-Sydem; ROS). The New England Control Area also is divided into subareas and load zones, explained

more fully in Sectior2.3.6and Sectior2.1, respectively.

21 Reserveconstraint penalty factorare the rates, in $/MWh, that are used within theties dismtch and pricing
algorithm to reflect the value of operatingserve shortages. RCPFs are more fully defined in Market Rule 1, Section
[11.2.7, available online at http://www.isee.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 additiomainzerte

monitoring and auditing for resources with-tiffe 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 allowe@the nonperforming resource. &ifie 30-minute

reserve capability fell from a systemwide averagé,621MW in December 2006 to an average of
3,907MW in December 2007. Offne 10-minute reserve capability fell from a systemwide average

of 3,262MW in December 2006 to an average2df39MW 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. Bettsurement also

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

1.3.4.4 Reserve Market Conclusions

The ForwardReserve Market clearedegawatts of reserve obligationreserve zonethattypically

have been shotVhile some reserve zones continue to be short, the quantity of offers has increased
in response to market clearing. Réale reserve pricing has performed effectively to create

additional reserve through redispatch and to compensate reserve provitlees fgpportunity costs

of backing down resources.

The 1SO should reevaluate and fiume the parameters used to determine reserve requirements and
threshold pricesThe ISO has begun to evaluate the values for one of these parathetezserve
constaint penalty factorPerformance capping is working well and has improved both reliability and
market performance through more accurate measurement.

1.3.5 Regulation Market

Regulationis the capability of specially equipped generators to increase or decreiaggiteration

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 thettesecand

variations in demand and to assist in maiitaj the frequency of theulk power systenilhe

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 NfaFketmarket
charges included adding a service payment and improving the calculation of opportunityncosts.
January 207, the ISO implemented further chandgggecifically, the 2007 changes improved the
selection of regulation resources to meet the market design objettininimizingcosts

The regulation provided by the market allowed the ISO to exteeNorth American Electric
Reliadl i ty Cor por at iaoymegusation iMeEriBgXOrdrsl Perfgrmancm Standat)
whi ch i srimdrReasurgor evaluatingcontrol performancé On the market side, total
costs fell from $78.1 million in 2006 to $43.8 million in 2007.

2See the | SO6s Ahfual MakethReporsgr b defailed description of the SMD Regulation Market,
available online in the ISO archive at http://www:is®.com/markets/mkt_anlys_rpts/anni_mkt_rpts/index.html.

BNERCO6s mission is to ensur e tintNerth Areetida.&dr more infoymatiohont he bul k e
NERC&6s Control Perfor mance Shtp/mwdvwererd.cot/~files/rs.lemit he NERC Web si
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In 2007, the Regulation Market performed well both in terms of reliability and market efficiemey.
44% drop in market costs provides ednlyt 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 tsteeam of costs)This stream of revenues or costbased orthe
difference between the dahead congestion component of the locational marginal pricelabéa
the nodeshat definsthe FTR.The market performance of Financial Transmission Rightdea
evaluatedrom two functional perspectivésasa cost hedge fotransmission congestion asa
financial arbitrage instrument.

An appropriate metric for FTR market competitiveness as an arbitrage instrument is the path
profitability of FTRs. This iglefined as the difference between the cost of acquiring the FTR (i.e., the
auction cost) and the revenue generatetthecosts obligated by the FTR a competitive market,

the expected profits @& riskneutral participanbolding an FTRas an arbitragmstrumentshould
approactzero. As in 2006, the FTR auction revenue ($123 million) was close to trehdag

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

5 cents/MWh for orpeak FTRs and 1 cent/MWh foffepeak 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 iseetimg, defined by full funding in the yeand FTR
settlementsin the monthly FTR settlements, funds are collected from thedasd and redime

congestion revenues and paid to FTR holders on the basis of their FTR amount and direction. The
monthly pocess is followed by a yearn ¢ruefi® wi t h any avai IFdlfuhd;ng r e mai n
is measured by comparing tamount paid through the monthly and yeadFTR settlemenivith

the actual dayahead congestion paid in the energy market settlef@néxampleif 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 dayead congestion, the FTR holder would have received 50% of the
hedge. Any single month could haa shortfall or surplus. THeongestion Revenue Balancing Fund
(CRBP accrued positive amounts during four months in Z8@he four months of surpluses were

not enough to make up the shortfalls in the remaining eight months. The FTRs did not proNide a fu
hedge of dayahead congestion cos@f the $191.8 million owed tBTR holders, $182.nillion, or

95%, was distributedhfter the yeaend settlement

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

between the different markets associated with the FTR settlement processlifehces can be

caused by unexpected transmission outages, generation outages, or unexpected load patterns. The ISO
forecasts the cumulative effect of the outages and other ebanghat the amount of FTRs awarded

will be as accurate as possible and shortfalls and surgdosie®ill be minimized.

% TheCongesion Revenue Balancing Futisla mechanism for tracking congestion revenues, FTR payments, and monthly
surpluses and shortfallgearendsurpluses in the CRBF are allocated to FTR holders that received less than 186% of
amount they were owed basedtbair monthly FTRallocationamountsduring the year.
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Beginning in December 2007, the PIM Interconnection encountered several FTR paymentdefaults.

Such default risks fundamentattyeate a moral hazattecausevery 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 tguermte of

the defaulting holderé6és untenable FTR positions.
unlimited losses regardless of whether the path cleared the auction as a prevedingenflow

FTRZ® This risk further increases as the ternthef FTR lengthens because of the probability that

congestion patterns will changehe risk of defaulthoweverjs minimized when an FTR 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 nigrkeicipation The discussions will focus on
improving the financiah s sur ance policy to better manage t he
include market design revisions.

The FTR market performed competitively during 2007 on the basis of the arligndgamance

metric of path profitability. However, at the end of 2007, FTRs were not fully fumdedh 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 proposdadnges to Operating Procedure 3 (OPrBnsmission

Outage Schedulingo enhance the coordination between FTR scheduling and outage coordihation.
Second, the ISO has begun developing advanced applications for inteniacalculations that will

pronote more consistent application of interface limits across FTRs and thaH2ayl and Real

Time Energy Marketand will thus improe the effectiveness of the FTR hedge.

1.3.7 Demand Resources

Participants6é modificati on of ndeespersdandothergpmesr gy cC
of demand resources may provide relief from capacity and reserve constraints in the wholesale

electricity marketsorthey maypromote more economically efficient uses of electrical enekipng

with adequateupply andarobug transmission infrastructure, demand resources are important

aspects of avell-functioningwholesale markehat improve market efficiencyfhe ISO operates

three types of demarn@sponse programs: those activated by price, those activated for reliabitity

those that reduce gueak consumption.

The priceresponse programs are made up @fayAhead LoaeResponse Program (DALRP) and
the RealTime PriceResponse Program. fide rdiability programs, which aractivated as needed
during a capacity deficrey, include a 3@ninute notice program, a twwour notice program, and a
two-hour notice profiledresponsg@rogram. The measured-peak reduction demangésponse
programs were introduced as part of the FCM and are intended to reduce planning capity nee
These FCM program resources, terroéter demand resourcé®©DRs) credit energy efficiency,

% pJM Interconnection LLC is the RTO for all or parts of Delaware, lllinois, Indiana, Kentucky, Maryland, Michigan, New
Jersey, North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, and the bfsfrattimbia.

2 With a counterflow FTR, the participant acquires pofl@w capacity against the prevailing direction of power flows,
represented by other paeetSaectoir.pant sdé offers in the auction (

27| SO New Engl and6s OpaabladnlinmaghttP/veveisodur e 3 is a
ne.com/rules_proceds/operating/isone/op3/index.html.
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load management, and distributed generation with capacity on the basis of {be#kon
contributions’® The past three years haseen a large increase in demaesponse and ODRs, as

shown inFigure 1-8.

2,500

2,000
1,500 1

=

= 1,000 I
500 1

0
C_QE‘— == 5>oc.oa‘5_>c >UC.DE" c 1
S&z<§3“’$O§82$z<§3%%#4§82&2%§3%%#%38

2005 2006 2007

| Price Response ®30Min.Real Time ®=2Hr.Real Time = Profiled ODR|

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

Overall enrollment in demangksponse programadreased 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 30Minute DemaneRespnseProgram.The very sizable increase in these programsost

likely a result of he implementation of the Forward Capacity Market and its capacity transition
paymentsThis assessment is supported by the factat#te increaseindemaneresource

participation hae been in the reliability programs and in the ODR categories, both of which are
eligible for FCM transition payment#udits of the 3éminute and twehour demandesponse

programs on August 15, 2007, and of the-teaé priceresponse angrofiled demandesponse
programs on August 17, 20068howed that participantsducedenergyusage from the bulk power
systemby 2,143MWh.?° This was 77% of the enrolled amopwhich is similar to historical response
rates from audits and actual evedtivaations The nowimplemented FCM rules have revised the
incentive structure for demasdsponse participants. The rule revisions are expected to improve the
estimates for loathterruption capability and theerformance of deman@sponse resources.

2 Distributed generation is a resource tisdbcated behind the ends e

cust ome r, ahichrbéducedthe angounine t e r

of electric energy and capacity that wouli/e been drawn from the electricity network. The nameplate cagpacity
distributed generatiomust not exceed BIW or the most recent annual customer peak demand, whichever is greater.

2 Market Rule Trequires the ISO to conduct a demardponse prograaudit 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 resulteth@ppropriatecustomer baseline
calculatiors, andit filed marketrule revisions in February 2008lore detailsare included in
Section8.4.1

The RealTime PriceResponse Program was called229 days, an unexpectedly high frequency.

This program is designed to trigger interruptions when thetimalprice is expected to be above
$100/MWh. In 79% of the interruptions, the actualt@ak price fell below the $100/MWh trigger.

The ISO will revew the Reallime PriceResponse Program in 2008 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 gravEhdland has
achieved in the availability of demand resources.

1.4 Conclusions and Recommendations

The ISOoperated markets provide participants and policymakers transparent wholesale market price
signals that guide lonagerm investment in generation andnigenission 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 electricitgkata 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 improvemet 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. Theseaagrouped into four areas: reserve market parameters, FTR market issues,
demaneresponse program improvements, and the thresholdsrubled Commitmenteriod
CompensationNCPQ mitigation.

¢ Reserve Markets The parameters used to calculate the quartitgserves purchased for
the Resbf-Systenreserve zon the Forward Reserve Market, the mechanism for
calculating the FRM threshold price, and the level of reseowstraint penalty factors used
in reaHime reserve pricing should be evaluated.

e FTRMarket¥# I n t he FTR mar ket s, participant def aul
ongoing efforts to evaluate the finaneggsurance rules. The I1SO also is evaluating possible
improvements to the procedures for scheduling outages and the methods usrdaie cal
interface limits used in FTR auctions and the Bdnead and Redlime Energy Markets.

These efforts will promote the consistency of transfer limits and improve the effectiveness of
FTRs as a hedge of dajnead congestion costs.

e Demand ResourcdsThelSO identified a market design flaw in the customer baselines used
in the DayAhead LoaeResponse Program. The ISO has filed revisions to the market rule to
fix the design flawThe RealTime PriceResponse Program was called more often than
expectedandin 79% of those interruptiongpriceswerelower than the intended $100/MWh
activation price. Th ISO also is evaluating possible changes to the Rewd Price
Response Program.
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o Daily Reliability Paymen@& NCPC is intended tersure that resources wilbhincur losses
by following outof-merit scheduling instructions. Analysis confirthata few resource
owners havearned NCPC payments above the amount required tonpiesgses. The I1SO is
recommending an evaluation of the NCPC mitigation thresholds.

Tablel-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 20 Electric Energy Markets

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

Peak demand and 2007 of 26,134 MW was 7% lower than the historical high of 28,130 MW set during
2.2 electric energy the summer of 2006. The weather-normalized system peak increased by 1.9%. The
consumption 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.

Total system capacity grew slightly during 2007. Summer system capacity in 2007
System capacity was 32,918 MW compared with 31,193 MW in 2006. Of the 1,725 MW of increased
growth system capacity, the majority (1,681 MW) was from higher capacity net of firm
purchases and sales, and 44 MW was summer claimed capability.

231

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
2.35 Imports and exports 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.

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.

Wholesale electricity
2.4 price levels and fuel
costs

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.

Day-ahead and real-

2.4.3 . .
time prices
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Section

Topic

Data Summary

246

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 30 Forward 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 40 Reserve Markets

421

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
guantities 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.
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