Welcome to the

Forward Capacity Market (FCM)
New Resource Qualification Forum
for Commitment Period 2012-2013

Mark Karl
Senior Director, Resource Adequacy

August 7, 2008




Todayos Agenda

A Antitrust Statement

A Slide Presentations
I Forward Capacity Market Overview (Mark Tessicini)

I Financial Assurance (Cheryl Arnold)

A Break-out Sessions

I New Resource Qualification for Supply Resources (Al McBride /
Marc Lyons)

I Existing Resource Qualification (Carissa P. Sedlacek)

i Demand Resource Qualification (Bob Laurita / Robert Burke /
Eric Winkler)

A Evaluations




Disclaimer

A The information in this presentation is based on the
current Market Rules as of August 7, 2008 and the
proposed Market Rule changes presented to the
NEPOOL Markets Committee on July 29, 2008

A The Market Rules are the governing document for the
Forward Capacity Market (FCM), not this presentation

A All assumptions and examples in this presentation (i.e.,
Forward Capacity Auction (FCA) clearing prices, reserve
margins, load forecasts, performance hours, etc.) are for
llustrative purposes only

A Market Rules are subject to change
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Overview of the Forward Capacity
Market (FCM) in New England

Mark Tessicini
FCM Principal Analyst




Disclaimer

A The information in this presentation is based on the
current Market Rules as of August 7, 2008 and the
proposed Market Rule changes presented to the
NEPOOL Markets Committee on July 29, 2008

A The Market Rules are the governing document for the
Forward Capacity Market (FCM), not this presentation

A All assumptions and examples in this presentation (i.e.,
Forward Capacity Auction (FCA) clearing prices, reserve
margins, load forecasts, performance hours, etc.) are for
llustrative purposes only

A Market Rules are subject to change
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Purpose for this Section

A Provide a foundation of the Forward Capacity Auction for
participants who are new to the Forward Capacity Market




Objectives of Presentation

A Supply you with the knowledge of the key components of
the FCA

A Make you aware of the roles and responsibilities of
Auction Participants, the Auction Manager, and ISO New
England throughout the entire FCA process

A Provide a preview of the FCA software




Reason and Purpose for FCA




Important Terms Used in the FCM

FCA Forward Capacity Auction
Capacit Amount of capacity (Qualified MW) that a resource
pacity is allowed to offer into the FCM

Offer Amount of new capacity that a resource owner
offers to sell into FCA

Bid (De-list) Capacity that wants to leave or not participate in
the FCA

CONE Cost of New Entry 1 (Competitive Cost of Capacity)

NICR Net Installed Capacity Requirement i Quantity
Procured in the FCA

gzﬁgglty Commitment Whole year obligation to provide future capacity




Objectives of FCM

AProcure enough Capacity to
forecasted Demand approximately three years in
advance

A Provide Compensation for the Capacity Cost of a
Generation, Import or Demand Resource

A Attract New Resources to Constrained Regions

A Implement a Pay-for-Performance Approach for providing
Capacity during a shortage event




FCM 1 Design Parameters

A Primary Auction for Capacity held Three Years Before
the Delivery Year (Descending Clock Auction (DCA))

A Allow New Proposed Capacity Projects to Compete in
the Market and Set Price

A Include New Categories of Resources beyond traditional

supply resources
I Demand Resources and Conservation

I Intermittent (e.g., Wind, Hydro, Solar) Generation
AMar ket Only Buys Capacity t
Installed Capacity Requirement (NICR)

A Implement a Shortage Hour Availability Metric for
Performance




Key Components of the Auction




Prior to Conducting the Auction

A Capacity Zones are designated before the FCA
I Based on transfer limits expected to bind in the auction
A Import constrained zones

A Export constrained zones
A Rest of Pool

A FCA begins with a single system wide price
I Price separation only occurs if and when a transfer limit binds

A A Capacity Zone remains after the FCA only if price

separation OCCUrs

I Capacity Zones remain the same for the Reconfiguration
Auctions




Starting Price and Determination of Cost of New
Entry (CONE): First Three Successful Auctions

A Collar on the Clearing Price
i Floor = 0.6 x CONE (18t FCA = $4.50/Kw-month [pro-rated for
the surplus]). All Capacity gets the same effective price
i Ceiling = 1.4 x CONE (1%t FCA = $10.50/Kw-month on clearing
price). Existing capacity gets $10.50 and new capacity gets
clearing price [

A CONE Determination
T Until 1st Successful Auction
A CONE = $7.50/kW-month (Starting Price = 2 x CONE)
I After 1st Successful Auction & before 2nd Successful Auction
A CONE = $3.75/kW-month + ¥ of Capacity Clearing Price from the
1st Successful Auction
I After 2nd Successful Auction and before 3rd Successful Auction
A CONE = $1.88/kwW-month + % of average Capacity Clearing Price
from the 1st and 2nd Successful Auctions

Note: CONE Controls the Outcome of
First Three Auctions
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Comparing Values for the First FCA
and Second FCA

Purpose

FCA 2010-2011 FCA 2011-2012

Value ($/kW
Month)

Value ($/kW
Month)

Market Rule Reference

[11.13.2.4. Starting Price

CONE Cost of New Entry 7.50 6.00 and Determination of
CONE
OpNir\‘,\'lanezgﬁfcfgsr wiirﬁ‘;CtLg”' 111.13.2.4. Starting Price
Starting Price o . ning 15.00 12.00 and Determination of
participate in the auction must CONE
submit a valid offer
Capacity The clearing price cannot fall .
Clearing Price | below the .6 X CONE for the first 4.50 3.60 III.13._2.7.3._CapaC|ty
. Clearing Price Collar
Lower Collar three auctions
Existing Resources can submit 11113.1.2.3.1.1. Static De-
de-list bids (Permanent, Static, . :
and Exports) prior to the auction List Bids, 11l.13.1.2.3.1.2.
0.8 X CONE : 6.00 4.80 Permanent De-List Bids,
at > 0.8 X CONE and submit
: : : and 111.13.1.2.3.1.3.
Dynamic De-list Bid request Export Bids
< 0.8 X CONE P
New Resources can submit a
Max Offer Supply Curve
0.75 X CONE (<0.75 X _CONE) req_ues_t during 5 625 4.50 III.13.1.1.2.2.3. Offer
the qualification period in order Information
to remain in the auction if the
price threshold is reached
FCM New Resource Qualification Forum for Commitment Period 2012-2013
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Starting Price and Determination of CONE (cont.)

A The Capacity Clearing Price Collar (section 13.2.7.3. of
Market Rule 1) is in effect until three Successful FCAs
have been conducted in the Rest-of-Pool Capacity Zone,
but in no case for more than the first five FCAs

i If the 3" FCA is successful and new capacity sets the clearing
price, then

A CONE FCA, = (0.70 x CONE FCA, ; + 0.30 x Capacity Clearing
Price in year, )

I Otherwise
A CONE FCA, = CONE FCA,




FCA: Offers and Bids

A Existing Resources have potential to set price ONLY by

submitting a De-list bid
i All other Existing Resources are price takers

A New Capacity
i Offers
A The quantity it wishes to offer into the market
I Selects Commitment Period of 17 5 years
A Whole-year commitment
A Auction price indexed for inflation after first year




FCA: Offers and Bids (cont.)

A Imports
T Annual Commitment

I Existing Import Capacity
I New Import Capacity

A Exports
I Annual Commitment

I MultiT Year Exports
A Administrative Export De-list
i Treated as a de-list bid




Existing Capacity: De-List Bids

De-Listed Capacity Resources opt out of FCA for entire
Commi t ment Period (or Foilist)v e

De-List Bid Market Monitor Approval Time of
Category Price Threshold Submission
Permanent Bids above 1.25 CONE | At Qualification
Static Bids above 0.8 CONE At Qualification

EXpOi‘t (including Administrative) B'dS above 08 CONE At Qual|f|Cat|On

No Market Monitor Review | During Auction
Required Cycle

All De-List bids submitted during Qualification are binding for that FCA

Dynamic

Reliability Review Performed on all De-list bids
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Descending Clock Auction Mechanics

A Clock auction is done in discrete rounds
A For each round, Auctioneer announces
I Excess supply at the end of prior round

i Start of round price (higher price)
I End of round price (lower price)

A Each participant submits the MW capacity it is willing to
supply at prices within range T Up to 5 price/quantity
pairs

A Auctioneer determines excess supply at end of round
price

A If no excess supply, descending clock price stops




Auction Arrangements

Main Web Server _ -

’ Internet 0 Auction Manager
i 4 i
Bidder 1 % v h & (read/write access)

> Customer Service
& (read/write access)

BidderZ%’ 4«——"

ISO-NE Reliability

Review Team
(read/write access)

Price-Setting Team
(read only access)

N

Bidder n %

——————— > Backup Web Server
Encrypted data

transfer using SSL

ISO-NE Management
(read only access)




FCA Auction Methodology 1 Bids and
Offers

2 CONE -

1.5 CONE -

1.25 CONE -
1.2 CONE -

0.8 CONE -

0.6xCONE -

De-list Bids placed during

Perman- |

ent

Static

De-list
Bids
placed in
Auction

Offers
placed in
Auction

Quantity Rule effect
on Demand




Descending Clock Auction: Example

Assumptions:
Installed Capacity Requirement (ICR) 30,000 MW
Existing Capability 23,000 MW
New Resources needed to meet ICR 7,000 MW
Participating New Capacity 10,000 MW
Start of Round End of End-of-Round Excess
Round Price Round Price Resource Capacity
($/kW-MO) ($/kW-MO) Offers (MW) (MW)
1 $15.00 $9.50 33,000 3,000
2 $9.49 $9.00 32,500 2,500
3 $8.99 $8.00 32,000 2,000
4 $7.99 $7.50 31,000 1,000
5 $7.49 $7.00 30,750 750
6 $6.99 $6.00 29,800 -200
FINAL $6.50 30,000 0




Descending Clock Auction Mechanics

Single Bidder
Supply Offer, Round 6

A
Price
($/kW-Mo)
Start of Round 6
6.999 ooooooooooooooooooooooooooooooooooooooooooooooooo ) Start'Of'Round PI’ICG - $7.000
6.500 [erersererereeseserencacacecaes ]
6000 JRRRRRERE ?JEnd-Of-ROUHd Prlce = $6000

>

éoo 400 Quantity Offered




Descending Clock Auction Mechanics (cont.)

Price Intra-Round Offer Curve

2*CONE

Starting Price =

excess supply :Round 1
P[] -
..." Round 2
P2 ------ i
:"Round 3
=
..."Round 4
e e

“Round 5

Closing Price

Round 6 At Closing Price P*,

Quantity Supplied = NICR

Quantity
Demand
(NICR)




Roles and Responsibilities
for the FCA




FCA Roles and Responsibilities

A

Authorized Individual i Any one of up to three individuals authorized
by a Bidder to submit Offers and Dynamic De-list bids in the Auction
on its behalf

i Authorized Individuals MUST have a valid digital certificate with the
correct access in order to participate in the FCA

i Itis highly recommended Authorized Individuals new to the FCA attend
hands-on training

Bidder T A Lead Market Participant (e.g., a company) that has been
approved by ISO New England to participate in the FCA

i Bidders for New Capacity Resources must offer all the Resource
Capacity at least $.01 below the auction starting price

I Bidders for existing capacity are not required to submit a bid for their
existing resources but have the option of submitting Dynamic De-list bids
if the auction falls below 0.8 X CONE




FCA Roles and Responsibilities (cont.)

A Auction Manager i Power Auctions Ltd., responsible for
administering the auction

A 1SO New England i responsible for assisting the Auction
Manager in administering the auction as well as
performing reliability reviews on Dynamic De-list bids




Overview of the Interface

A high level discussion of the DCA software




Accessing the System

A Digital Certificates are required to access the DCA
Software

i Each companyodos Security Admini s
Asset Management System to add a role to Bidders certificates
allowing the Bidder access to the system

I Security Administrators must request a new digital certificate for
individuals who do not have a valid certificate

I Please view the expiration date on your certificate and update
accordingly to ensure your certificate is valid both the Mock and
actual Forward Capacity Auctions

A The DCA software is accessed via a pre-defined Uniform

Resource Locator (URL) link on the web

i The link to the DCA software will be provided to authorized
Individuals prior to the auction




Introduction to the FCA System

Iso Ne.w. E" |al'ld Bction Clock:
g 0 Hovember 2007, 2:47:32 pm ET

neivengland Forward Capacity Auction - 2010/2011

Cr Jogeph Smith of 444 Electric & Gaz is logoed in.
Found 1 started at 2:46:00 pm and will end at 3:46:00 pm ET

My Resources | Current Offers | Generste Confirmation | Round Results | Auction Schedule | Messages | Downloads

Messages

You have received 1 message. [+] Compose Hew Message

1 Newy Message Subject. Welcome Friday. 9 November 2007, 2:46:36 pm ET
From: Mark Tessicini, Auctinnl Manager | To: All Participants

YWelcome to Hands on training of the DCA software

[Reply to this message.]
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My Resources

1.

Existing Capacity in Maine

Resource Type Interface #De-List Bid Segs Repowering
1122001 : Brown CC #2 Generating No
1122002 : Brown Power 1-4 Generating 1 Permanent | No
1122005 : Chippewa Municipal.. Station Generating Neo
1123001 : Midstate Generating Ves
1121001 : Baker Science Center Demand No
1121003 : Pump Station #3 Demand No
1121002 : The Historical Society Demand No 59 My 0
1115001 : New Brunswick - Proiect A Import MNew Brunswick - MEPCO Tie Neo 300.000 MW 20.000 MW 3

.

- Biciding group: Midstate

- Resource: 1123001 : Midstate

2.

Repowering: Quartities from the hew
associsted with this Res:

New Capasity

Qualified Capacity: 300000 Wy
EcoMin Limit: 0.000 My
Sel-Supply Quantity: 0000 Wy

This Mew Capacity belongs 1o the non-rationable Bidding Group
Midstate

This Resource has a Maximum Offer Supply Curve:

‘ Price Range |

‘ $ 5624 —§ 4500 |

Maximum Offer

200.000 MWl

Existing Gapacity

Qualified Capacity: 200000 Ky
EcaMin Limit, 25767 MW
Self-Supply Quantity: 0000 W
1S0 RFP Quantity: 0.000 M

Zinw. Maine

- Bidcing Sroup: Brown

11iS Eicicing Sroup fias & Katoming Minmum Limit oF 190 525 ey

1122001 : Bivwn CC #2
. Capactty: 10,000 M

S.000 w
mity: 0000 M

WL e = Msiri Sfor Supply Gurve. The mexinun

ggggg Stfor bolow 0.6 x COME (F §.628) is 0,000 M.

e < PrTER
£8ULL Ry
Iy v

I Price Ranas I

[ 252434500 |

My Resources provides the Bidder with detailed qualification data
concerning the Bidders resources. Contains three screens:

I Resource Information screen

i Bidding Group screen

* A larger view of each screen is provided in the next three slides

new england

i Resource Information Summary screen
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My Resources (cont.)
Resource Information Summary Screen

Existing Capacity in Maine
Resource Type Interface # De-List Bid Segs Repowering Qualified Qty EcoMin
1122001 : Brown CC #2 Generating No 25.000 MW 20.000 Mw
1122002 : Brown Power 1-4 Generating 1 Permanent | No 400.000 MW 100.000 MW
1122005 : Chippewa Municipal... Station Generating No 350.000 MW 100.000 MW
1123001 : Widstate Generating Yes 200.000 MW 25.767 MW
1121001 : Baker Science Center Demand No 0.750 MW 0.000 MW
1121003 : Pump Station #5 Demand No 9.876 MW 0.000 Mw
1121002 : The Historical Society Demand No 0.19% MW 0.000 Mw
1115001 : New Brunswick - Project A Import Mew Brunswick - MEPCO Tie No 300.000 MW 20,000 MW

A Contains the information general information related to a Resource
Including
I Capacity Zone
I Resource Name and ID
I The Type (Generating, Demand or Import)
I Interface (for Imports only)

I Information related to Auctions treatment (e.g., De-list bid information
and Qualified MW quantity)

FCM New Resource Qualification Forum for Commitment Period 2012-2013
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My Resources (cont.)
Resource Information Screen

Zone: Maine Resource Type: Generating
- Bidding group: Midstate Repowering: CQuartities from the Mew Capacity and Existing Capacity
- Resource - 4423001 : Midstate azsociated with this Resource are mutually exclusive .

This Bidding SGroup is non-rationable .

Mew Capacity Existing Capacity

Gualined Capacity: 300,000 ki

Ecomin Lirmit; 0.000 ki Gualified Capacity: 200 000 kv

Sel-Supply Guantity: 0 000 kwy Ecohin Limit: 25767 MY
Sel-Supply Quantity: 0. 000 k'

This New Capacity belongs to the non-rationable Bidding Group 150 RFF Quantity: 0000 kv

Midstate .

This Resource has a Maximum Offer Supply Curve:

Price Range Maximum Offer

P 5624 —F 4500 200000 kv

A Resource Information Screen includes details specific to an
individual resource including
I General Resource Identification information
I Qualified Values (New and or Existing)

I General Auction treatment information
(e.g., Rationable, Offers < 0.75 X CONE)
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My Resources (cont.)
Bidding Group Screen

1122001 : Brown CC #2
Guwaalified Capacitw: 10000 hefuy

1122004 : Brown CC 3 and 6

A The Bidding Group screen contains identification and general
qualification information related to resources belonging to a specific

bidding group




Current Offers

1. 2.

You must specify an Offer Segment for Midstate .

If you wish to continue offering the same Enter the Price for which you would like to
} ) Quantity through the end of this Round for | add an Offer Segment for the Bidding
[¥] Browm (3} | Create Offer] [ Details ] | Generating 510,000 My 0000 M this Bidding Group, the system can OR Group, and click "Next" below. The Price
) Mt (Crele Ot (Dt | Genertin 0NN DWW generate an Offer Segment for you: | R IO © RO S (R
] Maine Dernand (2) | Create Offer] | Details ] | Demand TG MY 0000 W
] NewEunsie- P 3 (cese O] | Detis ot H0N DMK [ Maintain Quantityto $10.000 | Price: § | | [ 1ext - [ Cancel |
wou may optionally place up to four additional Offer Segments. | [+] Add Offer Segment

Hew Generating
Capacity % 15.000 % 10.000 % 10,000
Midstate
ID: 1123001
Ecabdin Limit: O 000 ke

300 000 kv 300.000 My 300,000 M

Total JF00.000 vy JF00.000 vy F00.000 v

A The screens used to submit offers and Dynamic De-list Bids includes

3 screens
I Main screen
I Pricing pop-up box
I Offer Segment Submittal screen

* A larger view of each screen is provided in the next three slides




Current Offers (cont.)
Main Screen

Fitter:
Bidding Group (£ in Group) Type Quantity at § 15,000 Quanfity at $ 6.000
[+ Browin (3) [Create Offer | [ Datails | | Generating A10.000 by (.00 Mty
[] Midstate * [Create Offer | [ Datails | | Generating J00.000 by (.00 Mty
[ Maine Dermand (2) [Create Offer] [ Details | | Demand TG MW 0.000 by
[ Mew Brunswick - ProjectB [Create Offer] [Details | | Impart 200000 Wty 0.000 by

A The Main screens acts as a portal to the bid submittal screen as well
as notification as to the required offers yet to be submitted. The
screen contains

I Resource Information
I Atool to filter the to display a specific resource
I Colorcoding is used to notify the user of unsubmitted required bids
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Current Offers (cont.)
Pricing Pop-up Box

You must specify an Offer Segment for Midstate

If you wish to continue offering the same
Quantity through the end of this Round for |
this Bidding Group, the system can OR
generate an Offer Segment for you: |

Maintain Quantity to $ 10.000

Enter the Price for which you would like to
add an Offer Segment for the Bidding
Group. and click "Next" below. The Price
must be between § 14.999 and $ 10.000.

Price: %

Mext ==

Cancel

A The Pricing Pop-up Box is used to submit a price for a quantity of
MW. The user has the ability to perform the following functions

I Offer the same quantity of MW through the end of the round

I Submit a price for a quantity of MW within the start and end of round
price




Current Offers (cont.)
Offer Segment Submittal Screen

ou may optionally place up to four additional Offer Segments. | [+] &dd Offer Segment
START | Edit || Delete | END
Hew Generating
Capacity % 15000 % 10.000 % 10.000
Midstate 200 000 bl 200 000 bl 200000 ks

ICx: 1123001
Ecobdin Limit: O 000 ks

Total 00000 v 00000 T SO0 000 e

A The Offer Segment Submittal screen allows the user to submit a MW
value tied to the dollar value previously submitted in the Pricing Pop-
up box

A This screen displays if the maintain quantity option is chosen

I The MW section displays as a text box if the user has submitted a price
In the previous box
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Generate Confirmation

Maine

Rest-of-Foal

“iewe Printabile Formmat

I Round 2 =

Offers for Round 2

Filter: |

Twpe

Bidding Group Hame

Offer in Effect

Price range

Entered by

4122001 : Browwn OO #2
1122004 : Brown ©C S and B

1122003 : Clean vYind

10000 kv
200 000 ki
300 000 iy

F E.000 —F S.625

Carried forward

Generating Brown

] Total SA0.000 RS

w] Total from 3 Resources S00. 000 ki | B S624 — 5 S.000 Jossph Smith
Generating Midstate 1123001 : Micstat= C* 00000 ket F S.000 Carried forward

Demand

Maine Demand

w] Total from 2 Resources

TAE kv

F 5.000 —F S.000

Jossph Smith

Import
Hew Brunswick - MEPCO Tie

Hew Brunswick - Project B

1115002 : Mew Brunswwick -...B

200 000 iy

F 5.000 —F S.000

Jossph Smith

A Generate Confirmation allows the Bidder to view the offer in effect
at that specific time within the auction. It also allows the Bidder to
view the offers from a previous or the current round

FCM New Resource Qualification Forum for Commitment Period 2012-2013
August 7, 2008

© 2008 ISO New England Inc.

new england

40



Round Results

Rest-of-Pool

» Al Prices are in Sk Month
e MNICR = MetInstalled Capacity Reguirement
e An External Interface cannot close earlier than the associated Capacity Zane.

haine [Wiew Printakble Format]
Round Systermn-Wide Capacity Zone External Interface External Interface External Interface External Interface
(NICR: 27,500,000 My} | Rest-of-Pool | NY Cross Sound Cable My AC Ties HQ Phase Nl Excess HQ Highgate
Status Open Open Open Open Open
Found 1 $15.000—%6.001 $15.000 -5 6.001 $15.000 -5 6.001 F15.000 -5 6.001 F15.000-%6.001
Excess 15,344 492 W Mo BExcess Supply Mo Excess Supply 118 000 Wy 90000 hivs
M ote

A The Round Results screen is a communication tool allowing the
Bidder to see the status of the auction at the end of each round.
The information is categorized by location and provides prices and
MW values as they pertain to the NICR and Maximum Capacity

Limit (MCL) for Maine

A Once a round has been completed, it displays the excess for these

values as well

IS©® newengland
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Messages

The auction Manager or Customer Service Representative may respond to your messages via phone, email, or the

1 Mew Message Subject RE: Test Message Wednesday, 24 Cctober 2007, 54641 pm ET MESSEER TRy @D (UEIRD SERUETED S,
From: Mark Tessicini, Auction Mansager To: Bidder
Subject: Test Message
This mes:sage is being sent in response to your test message. — S Yo (MEESCED (e
This is a test ;I
Thank You,
Auction Manager
On 24 Oct 2007, 34311 pm, Or Joseph Smith wrote
»Thig s  test
Reply to this message,
[
1 Sert Message Subect Test Message Wedhesuay 24 October 2007 3434 pm £T
o] Show ol sert Fram: Joseph Smith of AAA Electric & Gas To: Auction Manager

A The Messages Suite is a tool that allows the Auction Manager to
communicate to a single or all Bidders during the auction. Bidder

can use this to communicate to the Auction Manager during the
auction as well




ltems of Importance for the Third FCA

A The Forward Capacity Auction for Capacity Commitment
Period 2012-2013 is scheduled for October 5, 2009

A Each FCA contains a readiness process which includes
I Hands-On Training
I A connectivity test
I A Mock Auction

A Only Authorized Individuals can participate in the above
three events. It is therefore critical for companies to
assign at least one Authorized Individual (no more than
three)

A A valid Digital Certificate is required to access the system







Forward Capacity Market (FCM)
Financial Assurance

Cheryl Arnold
Controller




Disclaimer

A The information in this presentation is based on the current
Market Rules and Financial Assurance Policy (FAP) as of
August 7, 2008 and the proposed Market Rule changes
presented to the NEPOOL Markets Committee on July 29,
2008 and the Financial Assurance Policy changes presented
to the NPC on June 24, 2008

A The Market Rules and the Financial Assurance Policy are the

governing document for the Forward Capacity Market (FCM),
not this presentation

A All assumptions and examples in this presentation are for
llustrative purposes only

A Market Rules and Financial Assurance Policies are subject to
change




Topics Covered

A Financial Assurance (FA): Collateral Options
A Commercial Capacity Financial Assurance Requirements
A Non-Commercial Capacity Financial Assurance
Requirements
I Non-Commercial Capacity
I Timeline
I Demand Resources Special Provisions
I Composite Offers

A Load Serving Entity (LSE) Financial Assurance
A Market Participant Status
A Examples




Financial Assurance: Collateral Options

A Cash Deposit i Short-term Investments managed by

BlackRock (requires opening a BlackRock Account)

I Instructions for opening a BlackRock account can be found at:
Settlements>Financial Assurance & Credit>Collateral
Documents>0Overview & Procedure Documents >Procedures for

BlackRock Account

A Letter of Credit
I Bank must have minimum investment grade rating of A-
(S & P, Moodys, Fitch)
I US Bank or US Branch of foreign bank
I Must follow template language found at: Settlements>Financial
Assurance & Credit>Collateral Documents>ISO New England

Collateral Documents> Letter of Credit and Guaranty
Templates>Letter of Credit Template



http://www.iso-ne.com/stlmnts/assur_crdt/coll_docs/proc/procedure_process_opening.doc
http://www.iso-ne.com/stlmnts/assur_crdt/coll_docs/proc/procedure_process_opening.doc
http://www.iso-ne.com/stlmnts/assur_crdt/coll_docs/proc/procedure_process_opening.doc
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/letter_of_credit_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/letter_of_credit_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/letter_of_credit_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/letter_of_credit_template.DOC

Financial Assurance: Collateral Options (cont.)

A Corporate Guaranty
I Prior six months of satisfactory payment history required for
new Guaranty
I Must follow template language found at: Settlements>Financial
Assurance & Credit>Collateral Documents>ISO New England
Collateral Documents> Letter of Credit and Guaranty
Templates>CorporateGuaranty Template

i Capped at min of: tangible net worth calc, $75M, 20% of
NEPOOL Total Amount Due & Owing (TADO), or $10M, if
guarantor is foreign

I Guarantor must have minimum Governing Rating of BBB-

A Governing rating is derived using S & P, Moodys & Fitch ratings and
the methodology in the FAP

Note: Demand Response Program (DRP) Only Participants are not permitted to post a guaranty as collateral per the
Financial Assurance Policy.



http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/corp_guaranty_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/corp_guaranty_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/corp_guaranty_template.DOC
http://www.iso-ne.com/stlmnts/assur_crdt/pol_amndts/corp_guaranty_template.DOC

Commercial Capacity Financial
Assurance Requirements

A FCM Deposit
I No requirement
A Additional Financial Assurance Amount

I No specific requirement

I Exception: Commercial Capacity that has been allowed to retire
under Section 1.3.9. of the Tariff at the end of the relevant
Commitment Period

A Required to provide additional FA in an amount equal to 2.5 times
the FCA payment for a month

A FA obligation is be due five (5) business days prior to the start of the
applicable Commitment Period




Commercial Capacity Financial
Assurance Requirements (cont.)

A Failure to Provide Financial Assurance

I Treatment of defaults consistent with the existing FAP

A Release of Financial Assurance

I Subject to existing FAP




Non-Commercial Capacity Financial
Assurance Requirements

A FCM Deposit

Applicable to non-commercial capacity qualified for Annual FCAs,
Reconfiguration Auctions, and Bilateral Transactions

FCM Deposit = $2/kW x total qualified kWs (kWs to be bid into
the FCA)

Due within 10 business days of date qualification notification

Formal Withdrawal after receipt of qualification notification

A Must be received in writing 3 Business Days prior to the due date
of the financial assurance i otherwise FA is due

If offer does not clear i FCM Deposit will be returned upon
request per the terms of the existing FAP

If offer is accepted i FCM Deposit will be applied to the Non-
Commercial Capacity FA Amount




Non-Commercial Capacity Financial
Assurance Requirements (cont.)

A Non Commercial Capacity FA Amount (NCFA)

Due within five business days of the announcement of
winning offers

FCM Deposit will be applied towards the NCFA
NCFA amount = CONE* x kW of awarded non-commercial
capacity

A For FCA 2012-2013, the CONE price is comprised of $1.88/kW -

month plus .75% the average of the Capacity Clearing Prices
in the Capacity Zone in the first two successful FCAs

Additional installments equal to the initial NCFA are due 15 days
prior to next two annual FCAs

Aggregate NCFA will eventually equal three times the initial
NCFA amount

*Cost of New Entry (CONE)




Non-Commercial Capacity Financial
Assurance Requirements (cont.)

A Failure to supply FA by deadline OR failure to meet

gualifications for non-commercial capacity and cure by
requisite deadline

i All non-commercial capacity awards received in prior auctions
and through bilateral transactions will be terminated

I 1SO will draw down Financial Assurance with respect to such
non-commercial capacity or bilateral transactions

A Forfeited collateral is redistributed to Load Serving Entities (LSES) to
defray cost of replacement capacity




Non-Commercial Capacity Financial
Assurance Requirements (cont.)

A Release of Financial Assurance
I Released once
A Non-Commercial Capacity has been declared commercial, and
A Non-Commercial Capacity has been tested for its capacity rating

I Excess cash collateral will be returned within four business days
of a written request

I Follows existing capacity FAP requirements thereafter

i Financial assurance will be forfeited for any portion of capacity
accepted in the FCA that does not demonstrate




Timeline for Posting Financial Assurance

10/21/2009
NCFA due for
12/24/2008 FCA_2012_2013
Unsuccessful Bidders may Awarded
request return of FCM Deposit 10/21/2009 J/

(returned within 4 business days of request) Unsuccessful Bidders may

12/24/2008 request return of FCM Deposit
NCEA due for (returned within 4 business days of request)
11/23/2008 FCA_2011_2012 9/20/2009

2nd Installment
of NCFA Due from
Awarded FCA_2010_2011

Awarded 2nd Installment
of NCFA Due from
Awarded FCA_2011_2012

3 Installment of NCFA 6/7/2010
AwardedFCA_2010_2011 Release NCFA to Customer
FCM Deposit Due
FCA_2012_2013
| ) ¢ ) ) ) )

T T T

12/1/2008 |\ 7/1/2009 10/1/2 0(\)9 1/1/2010 4/1/2010 |

-7

> AN \\ -7

\\ \ Capacity Tegted

\\ \ (at least 7 days prior 0 CP start date)
N AN 5/25/2010
Assume FCA Awarded | Commercial Ope/rations Declared
12/17/2008 \\ (at least 7 days prior to CP st ‘rt date)
\ 5/25/2010
Assume FCA Awarded
10/14/2009
Conduct Annual FCA 2011_2012 Conduct Annual FCA 2012_2013 Start_ of 1st FCA
12/8/2008 10/5/2009 Commitment Period
6/1/2010

- Applies to the following participant types
-Non-Commercial Capacity Resources i General
-Non-Commercial Capacity Demand Resourcesi i Adt-Once 0 pr oj ect s




Non-Commercial Capacity I Demand
Resources Special Provisions

ADemand Resources fAAIlIl at On
I No Capacity prior to the start of the Commitment Period

I Examples include
A Distributed Generation

A Some types of energy efficiency or load management

ADemand ResoucFUbkpeds PirRajmepct def

i Capacity is delivered prior to the start of the Commitment Period
as installations are completed on individual homes or businesses

I Examples include many type of large scale energy efficiency or
load management programs




Non-Commercial Capacity I Demand
Resources Special Provisions

A Non-Commercial Capacity FA Amount

I Where interim milestones of load reduction have been satisfied
prior to the due date of the additional FA requirement, the
subsequent NCFA installments will be reduced commensurate
with the then effective non-commercial capacity (load reduction)
remaining to be met

A Failure to Meet a Qualification Milestone (applies to
resources requiring Critical Path Schedule (CPS)
monitoring)

I If not cured
A Loss of awarded non-commercial capacity

A Forfeit any financial assurance previously provided with respect to
that award

A Timing i once FERC rules on filing
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Non-Commercial Capacity I Demand
Resources Special Provisions (cont.)

A Rel ease of Financial Assurance f
of Pre-Defined Milestones
I Achieved at least 75% of the amount of prescribed load reduction (as
stated in the qualification package submitted)

AUpon request, return of Financial As:
achieved at the milestone multiplied by the CONE amount for that FCA
Commitment Period

A If less than 75% achieved no release of collateral
I Achieved less than 75% of the cumulative milestone reduction but
more than a previously achieved individual milestone
A No Financial Assurance will be returned at that time
I Achieved less than 75% of the cumulative milestone reduction and less
than 75% of a previously achieved milestone

A Required to reinstate the full amount of financial assurance required for the
total amount of Capacity awarded in the FCA for that Commitment Period




Non-Commercial Capacity I Demand
Resources Special Provisions (cont.)

A Release of Financial Assurance

I Remaining FA released once

A Non-Commercial Capacity (load reduction) has been measured and
veri fied (demonstrated) to | SO06s

i Follows existing capacity FAP requirements thereafter

I Financial assurance will be forfeited for any portion of capacity
accepted in the FCA that does not demonstrate




Non-Commercial Capacity I Composite
Offers

A Composite Offers: Separate resources participating as
single resource in an FCA in which multiple Market
Participants or DRP-Only provide the Capacity

A Two Options for providing Financial Assurance

I Market Participant or DRP-Only customer providing capacity for
the summer season will be responsible for providing all of the
additional financial assurance

OR

i Each Market Participant or DRP-Only customer participating in
the composite offer transaction will be responsible for providing
the additional financial assurance required with respect to its

resources




Non-Commercial Capacity i Composite
Offers (cont.)

A Financial Assurance will be calculated on the maximum
amount of Non-Commercial Capacity represented by all
Non-Commercial Generating Capacity Resources and
Non-Commercial Demand Resources included in such
composite FCM Transaction in any month during the
applicable capacity commitment period

A FCM Deposit and Non-Commercial Capacity FA -
calculations are consistent with all other types of Non-
Commercial Capacity Resources previously described,
except that the MW value will include Non-Commercial
Capacity Resources providing supply in the winter period
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Non-Commercial Capacity I Composite
Offers (cont.)

A Return of Financial Assurance i Summer Resource is
providing entire amount of FA

I FA will not be returned until All Non-Commercial Generating
Resources and Non-Commercial Demand Resources seeking to
provide the capacity in this Composite FCM transaction have
been declared commercial and successfully tested for their
capacity rating and all other requirements under the financial
assurance policies have been met

Not e: No scheduled release of FA in the above case rege
composite offer




Non-Commercial Capacity I Composite
Offers (cont.)

A Return of Financial Assurance i Each Resource is
providing individual FA requirements

I The standard Financial Assurance Policies return of FA would
apply to the specific type of resource comprising this Composite
FCM Transaction (incl udlepso rpertoujr




Load Serving Entity Obligation

A Financial Assurance Requirement

I Equal to the amount due from the LSE on the next invoice to be
iIssued by the ISO (no additional multiplier applied to this amount)

I Unless actual amount due is known prior to the applicable month
in the Commitment Period for which FA is being collected, the
ISO will base the amount of collateral due by averaging the two
most recent monthly invoice amounts for capacity payments to
arrive at the amount of FA required. This method is consistent
with current FAP for determining the basis of non-hourly charges




Market Participant Status

A Market Participant Status

I Must be Market Participant (MP) no later than 30 days prior
to FA deposit deadline

A Requires submission of completed application and other
documentation as required

A Requires review and approval by NEPOOL Membership
Subcommittee

A Requires FERC Filing
A Process may take up to three months

A Membership Information can be found at:
Support>Reqistration Information



http://www.iso-ne.com/support/reg_info/index.html

Market Participant Status (cont.)

A Market Participant Types
I Full Market Participant & Provisional Market Participants
A Membership activation only permitted the first of each month
I DRPT Only
A No membership activation restrictions

A Market Participant Fees & Expenses

I Full Market Participants & Provisional Market Participants
subject to monthly participant expenses

A Prior to activation, Provisional Members must open a BlackRock
account and provide $2,500 in cash to cover Participant expenses

I Consult NEPOOL Counsel for more information

A Pat Gerity at 860-275-0533 or e-mail: pmagerity@daypitney.com



mailto:pmgerity@daypitney.com

Examples




Example 117 Financial Assurance Policy
Requirements and Ti ming:

Assumptions:

A This example applies to the following types of New
Capacity

I New Capacity i General

i New Capacity Demand Resourcei A Al I at Onceo P
A New Generator with a Capacity Rating of 100 MW
A Participation is for the Annual FCA 2012-2013




Example 117 Financial Assurance Policy
Requirements and Timing for FCA 2012-2013

Cumulative Amt
Date Description of Event Due and Posted

06/05/09 | New Capacity Determination Letters
are sent out

06/19/09 | Deposit Financial Assurance Due 100 MW * $2,000 per MW $200,000
10/05/09 | Conduct Annual FCA 2012-2013

10/14/09 | FCA Winners Announced You Won!

10/21/09 | New Capacity FA (NCFA) amt due 100 MW * CONE ($7.50/kw**) $750,000
07/18/10 | 2" Installment of NCFA due 100 MW * CONE ($7.50/kw**) $2,250,000

08/02/10 | Conduct Annual FCA 2013-2014

05/22/10 | 3 Installment of NCFA due 100 MW * CONE ($7.50/kw**) $2,250,000

06/06/11 | Conduct Annual FCA 2014-2015

06/01/12 | Commercial Operations Declared and
unit Tested and Start of Commitment
Period for 1st Annual FCA

06/07/12 | Release NCFA to Customer, who is Refund Amount Includes interest ($2,350,000)
now Existing Capacity of $100,000*

All dates contained on this slide are for illustrative purposes and are subject to change pending the filing of the Market Rules.
** Note 1T CONE for FCA 2012-2013 is not known at this time the $7.50 is illustrative only

*Interest only applies to cash deposits. The $100,000 is used for illustrative purposes only and is not reflective of a guaranteed interest return.
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Example 21 Financial Assurance Policy
Requirements and-Up ndunsgt:or

Assumptions:
A Example 2 applies to the following type of New Capacity
i New Capacityi Demand ResouUpe @GRampmer
A Capacity offered 10 MWs (Load Reduction)
A Participation is for the Annual FCA 2012-2013
A Milestones for Load Reduction
I 06/28/101 Reduce Load by 3 MWs

I 05/02/11 7 Reduce Load by 6 MWs
I 6/1/2012 7 Reduce Load by 10 MWs




Example 21 Financial Assurance Policy
Requirements and Timing for FCA 2012-2013

Cumulative Amt
Date Description of Event Due and Posted

06/05/09 | New Capacity Determination Letters
are sent out

06/19/09 | Deposit Financial Assurance Due 10 MW * $2,000 per MW $20,000
($2.00/kw)

10/05/09 | Conduct Annual FCA 2012-2013

10/14/09 | FCA Winners Announced You Won!

10/21/09 | New Capacity FA (NCFA) amt due 10 MW * CONE ($7.50/kw**) $75,000

07/18/10 | 2" Installment of NCFA due 10 MW * CONE ($7.50/kw**) $150,000

08/02/10 | Conduct Annual FCA 2013-2014

06/28/10 | Reduce Load by 3 MWs Verified/Approved by ISO
07/02/10 | Release Financial Assurance 3 MWs * CONE ($7.50/kw**) * 2= | $105,000
$45,000

All dates contained on this slide are for illustrative purposes and are subject to change pending the filing of the Market Rules.

** Note I CONE for FCA 2012-2013 is not known at this time the $7.50 is illustrative only.
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Example 21 Financial Assurance Policy
Requirements and Timing for FCA 2012-2013 (cont.)

Cumulative Amt
Date Description of Event Due and Posted
05/02/11 | Reduce Load by a total of 6 MWs Verified/Approved by ISO
06/19/10 | Release Financial Assurance 3 additional MWs * CONE $60,000
($7.50/kw) * 2= $45,000
05/06/11 | 3" Installment of NCFA due 4 MW * CONE ($7.50/kw) $90,000
(balance of load yet to be
reduced)
06/06/11 | Conduct Annual FCA 2014-2015
06/01/12 | Total Load Reduction reached and
verified and Start of Commitment
Period for 1st Annual FCA
06/07/12 | Release NCFA to Customer, who is Refund Amount Includes interest ($94,000)
now Existing Capacity of $4,000*

All dates contained on this slide are for illustrative purposes and are subject to change pending the filing of the Market Rules.

** Note T CONE for FCA 2012-2013 is not known at this time the $7.50 is illustrative only.

*Interest only applies to cash deposits. The $4,000 is used for illustrative purposes only and is not reflective of a guaranteed interest return.
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Resource Qualification for the
Forward Capacity Market

Al McBride
Project Manager




Disclaimer

A The information in this presentation is based on the
current Market Rules as of August 7, 2008 and the
proposed Market Rule changes presented to the
NEPOOL Markets Committee on July 29, 2008

A The Market Rules are the governing document for the
Forward Capacity Market (FCM), not this presentation

A All assumptions and examples in this presentation (i.e.,
Forward Capacity Auction (FCA) clearing prices, reserve
margins, load forecasts, performance hours, etc.) are for
llustrative purposes only

A Market Rules are subject to change

FCM New Resource Qualification Forum for Commitment Period 2012-2013
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Background

A The FCM Market Rules require Qualification of the
following Resources prior to participation in a Forward
Capacity Auction

I New Resources (including Intermittent, Imports and Demand
Resources)

I Existing Capacity (including Intermittent, Imports and Demand
Resources)

i De-list bids (Permanent, Static, Exports, etc.)




New Generation and Import Capacity
Resource Qualification




About the Presentation

A Market Rule 1 Section 111.13.1. Forward Capacity Auction
Qualification defines the qualification process and is the
foundation for the slides within the presentation

I For your convenience, the references to this section of the
Market Rule will be displayed in the upper right corner of the slide
in the following format

I This is Referencing Market Rule 1 Section 13.1.1. New
Generating Capacity Resources




What is New Resource Qualification?

A Potential New Capacity Resources must submit, no later
than the relevant qualification deadlines, documentation
Il ndicating 1tos ability to
the relevant Commitment Period
I 1SO-NE will evaluate this information to confirm that the
Resources will be able to provide capacity for the Commitment
Period

A Qualification Criteria are different for each Resource
Type

A New Resources will be qualified for a specific MW value
for a specific Commitment Period




Objectives of the New Resources
Qualification Presentation

A Present the Qualification Timeline
A Discuss the elements of the Qualification Process

A Present Particular Qualification Issues for

I Intermittent Resources

I Imports

A Milestone Monitoring of Successful Auction Participants




Definition of New Capacity

AA Resource that has never b
Resource (counted as Capacity) in the New England
capacity markets

Al mports (ot hYeera rtoh alnmpfioMutl!st)i




Definition of New Capacity (cont.)

A Certain Modifications to Existing Capacity Resources
i Up-rate (> 20% or > 40MW)

I The entire Resource is treated as New
I Re-power (>$200/kW invested)

T The entire Resource is treated as New

i Environmental Compliance (>$100/kW invested)
I The entire Resource is treated as New

I Incremental Output (> 2% of Seasonal Claimed Capability)
I Only the increment is treated as New

I Re-establishment of Capacity De-rated for > 3 Years
I The Capacity being Re-established is treated as New




Qualification Process
Overview & Timeline




Qualification Process Overview

A Two major information submittals are required for
gualification of New Capacity Resources

1. Show of Interest (SOI) Form

A Contains sufficient information to perform preliminary analysis of
the effect of the proposal on the New England system

A Will include attachments as necessary (such as site control)
2. New Capacity Qualification Package
A Contains sufficient information to assess the viability of the project

A Critical Path Schedule (CPS)

A Will include attachments as necessary




Key Steps in the Qualification Process
New Resources

1. SOI Form (7/15/2008 i 9/16/2008: 3rd FCA)

Allow any and all interested Project Sponsors to submit a SOI
Form

Applicable to new generation projects, new intermittent
resources, new demand resources and new imports

A SOI Application is still required if an Interconnection Request
(IR), as defined in Schedules 22 and 23 of the ISO Tarriff
(LGIP/SGIP - Large/Small Generator Interconnection
Procedures), has already been submitted

Verification of Site Control must be included in the SOI
Application




Key Steps in the Qualification Process
New Resources (cont.)

2.

Project Sponsor submits Qualification Process Cost
Reimbursement Deposit

i For all completed SOI forms, the ISO will send invoice for payment of

the Qualification Process Cost Reimbursement Deposit

i The invoices will be sent in early October 2008

i The invoices will be due within 10 business days of the date of the

invoice

ISO Performs Initial Interconnection Analysis (9/16/2008 i
6/4/2009)

I Perform Initial Interconnection Analyses to analyze the effect of the
proposal on the New England system



Key Steps in the Qualification Process
New Resources (cont.)

4. Project Sponsor submits Qualification Packages (Due 3/3/2009)
5. 1SO Reviews Qualification Package (3/3/2009 1 6/4/2009)

Critical Path Schedule to verify that the resource will be declared available
for commercial operation no later than the first day of the Commitment
Period

Other information if applicable

6. Project Sponsor becomes an ISO Market Participant (Due 5/20/2009)

Project Sponsors are encouraged to become Market Participants as soon
as possible

The process can take several months

ISO Market Services Dept. offers assistance with this process




Key Steps in the Qualification Process
New Resources (cont.)

7. 1S0O sends Qualification Determination to the Project Sponsor
(6/5/2009)
i Will indicate whether participation in the FCA is accepted or denied
i Based on information in steps 1-5 (above)

8. Project Sponsor Submits Financial Assurance (6/19/2009)

i Due within 10 business days of release of the Qualification
Determination Letter described in step 7 (above)

i $2/kW for each Qualified kW

I Deposit shall be provided in a form acceptable under the terms of the
Financial Assurance Policy

I Project Sponsors that wish to withdraw and not submit Financial
Assurance must do so 3 Business Days before the deadline to submit
Financial Assurance




Qualification Process Timeline
FCA 2012-2013 17 SUBJECT TO CHANGE

2/3/2009
Existing Capacity 6/19/2009
Qualification Deadline” 3/3/2009 Collect
.............. - New Capacity Financial
Includes Submission Bid Qualification Deadline Assurance
Of Static De-list Bids, (Critical Path) From Accepted
Permanent De-list Bids, mmmsssesmmmenanas New Capacity
Export Bids Includes Submission e
1/12/2009 of Offers < .75xCONE Self-Suppy
Post remmmresam s e Designation Deadline
New England 1/12/2009 Offers Composed of J—
Power System ISO Motifies Separate Resources Bidding Group
Topology Existing Capacity Deadline (subject to change)  Designation Deadline

Of Qualified MWs

5/20/2009 10/5/2009
Market Participant Conduct
7/15/2008 - 9/16/2008 16/2008 4 6/5/2009 Status Deadline FCA 2012_2013

Show of Interest ification Review

A A 'y L3
11122009 K
Existing Capaci ISO Posts ,Eﬁiﬂnc
Challenge Window" New Import 7.'7.‘20%9 5 Business Days
Capacity Following
Oﬂ’er_ Completion of FCA
Information ISO Posts Resource Request
3/6/2009 INTMMU Financial Assurance
Exi;:n“g";:;:ciw ISO Notifies  Approved to New Capacity Not
Static De-tiet Bid New Capacity Static and Selected In FCA
o Of Qualification  permanent
Permanent De-lls_t Bid Acceptance/Denial pe.list Bid
And Export Bid And Information
Information MMU Disposition of  g/5/2009
2/6/2009 De-List Requests
*Notes: 6/5/2009
- Shift in Existing Capacity Qualification Deadline Date from 1/14/09 to 2/3/09 pending FERC approval of revised Market Rules filed

July 17

- Shift in Existing Capacity Qualification Challenge Period from 10 business days to 5 business days pending FERC approval of
revised Market Rules filed on July 17




Note Regarding the Qualification Process
Timeline FCA 2012-2013

A To provide enhanced opportunity for participation in
Composite Offers, the FCA 2012-2013 qualification
timeline may be adjusted

I This change is a subject of discussion at the NEPOOL Markets
Committee




Qualification Process Timeline
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