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(b)

Commercial Operation by the first
Business Day in August prior to the
reconfiguration auction and that has
capacity that: (i) has been qualified
through a Forward Capacity Auction
qualification process as described in
Section II1.13.1 or through the
qualification process for a previous
annual reconfiguration auction as
described in this Section I11.13.4.2;
and (i1) is not already obligated for
the Capacity Commitment Period
associated with that reconfiguration
auction, may offer such capacity by
submitting a supply offer by the
reconfiguration auction offer and bid
deadline, which will be announced
by the ISO no later than the February
1 prior to the auction.

To submit a supply offer in a
seasonal or monthly reconfiguration
auction, a resource that has achieved
Commercial Operation no later than
one week prior to the reconfiguration
auction and that has capacity that: (1)
has been qualified through a Forward
Capacity Auction qualification
process as described in Section
II1.13.1 or through the qualification
process for a previous annual
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reconfiguration auction as described
in this Section I11.13.4.2; and (ii) is
not already obligated for the portion
of the Capacity Commitment Period
associated with that reconfiguration
auction, may offer such capacity by
submitting a supply offer by the
reconfiguration auction offer and bid
deadline, which will be announced
by the ISO no later than two weeks
prior to the auction.

111.13.4.2.1.1.2. Resources that have Not

Achieved Commercial Operation. To
submit a supply offer in an annual
reconfiguration auction, a resource that has
not achieved Commercial Operation by the
first Business Day in August prior to the
reconfiguration auction and that has capacity
that: (i) has been qualified through a
Forward Capacity Auction qualification
process as described in Section II1.13.1 or
through the qualification process for a
previous annual reconfiguration auction as
described in this Section II1.13.4.2; and (ii)
is not already obligated for the Capacity
Commitment Period associated with that
reconfiguration auction, may offer such
capacity by first indicating, no later than the
first Business Day in August prior to the
reconfiguration auction, its intent to offer by
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I11.13.4.2.1.2. Capacity Not Qualified in a Previous
Forward Capacity Auction Qualification

Process.

111.13.4.2.1.2.1. Resources that have Achieved
Commercial Operation.

(a)

To submit a supply offer in an
annual reconfiguration auction, a
resource that has achieved
Commercial Operation by the first
Business Day in August prior to the
reconfiguration auction and that has
capacity that has not been qualified
through a Forward Capacity Auction
qualification process as described in
Section II1.13.1 or through the
qualification process for a previous
annual reconfiguration auction as
described in this Section 111.13.4.2,
may request to be qualified for the
reconfiguration auction by
submitting, no later than the first
Business Day in August prior to the
reconfiguration auction, all of the
information required in the New
Capacity Show of Interest Form as
described in Section II1.13.1.1.2.1.
If the ISO accepts such a resource
for participation in the annual
reconfiguration auction, then the
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by the ISO no later than two weeks
prior to the auction. A resource that
has achieved Commercial Operation
by the offer and bid deadline for a
monthly or seasonal reconfiguration
auction and that has capacity that has
not been qualified through a Forward
Capacity Auction qualification
process as described in Section
II1.13.1 or through the qualification
process for a previous annual
reconfiguration auction as described
in this Section II1.13.4.2 may not
submit a supply offer in that
reconfiguration auction.

I11.13.4.2.1.2.2. Resources that have Not
Achieved Commercial Operation. To
submit a supply offer in an annual
reconfiguration auction, a resource that has
not achieved Commercial Operation by the
first Business Day in August prior to the
reconfiguration auction having capacity that:
(1) has not been qualified through a Forward
Capacity Auction qualification process as
described in Section III.13.1 for the
Capacity Commitment Period associated
with that reconfiguration auction; and (ii) is
not already obligated for the Capacity
Commitment Period associated with that
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reconfiguration auction, may request to be
qualified for the reconfiguration auction by
submitting, no later than the first Business
Day in August prior to the reconfiguration
auction, all of the information required in
the New Capacity Show of Interest Form as
described in Section 111.13.1.1.2.1, all of the
information required in the New Capacity
Qualification Package as described in
Section I11.13.1.1.2.2, a detailed plan to
interconnect the project which demonstrates
that the project will be interconnected by the
start of the Capacity Commitment Period,
and a Qualification Process Cost
Reimbursement Deposit as described in
Section I11.13.1.9.3. If the ISO qualifies
such a resource for participation in the
annual reconfiguration auction, then the
resource may submit a supply offer by the
reconfiguration auction offer and bid
deadline, which will be announced by the
ISO no later than the February 1 prior to the
auction. The summer and winter Qualified
Capacity of such a resource will be
determined in a manner consistent with that
for New Generating Capacity Resources, as
described in Section III.13.1.1.2.5, except
that those amounts may be limited pursuant
to Section I11.13.1.1.2.3.
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(©

(d)

applicable) at the time of the reconfiguration
auction.

To submit a demand bid in an annual
reconfiguration auction, a resource meeting the
requirement specified in Section II1.13.4.2.2(a) may
request to be qualified for the reconfiguration
auction by submitting, no later than the first
Business Day in August prior to the reconfiguration
auction, the quantity of capacity for which that
resource may elect to submit a demand bid. If the
ISO accepts such a resource for participation in the
annual reconfiguration auction, then the resource
may submit a demand bid up to the amount of
capacity approved by the ISO by the
reconfiguration auction offer and bid deadline,
which will be announced by the ISO no later than
the February 1 prior to the auction. Deadlines for
demand bids in seasonal and monthly
reconfiguration auctions shall be announced by the
ISO 30 days prior to those auctions.

All demand bids in reconfiguration auctions shall be
reviewed by the ISO pursuant to the standards set
forth in Section 1I1.13.2.5.2.5 to ensure the regional
and local adequacy achieved through the Forward
Capacity Auction and other reliability needs are
maintained. Where the ISO has determined that the
capacity associated with the bid is needed for
reliability reasons, then the bid will not be included
in clearing the reconfiguration auction, and the Lead
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Market Participant or Project Sponsor, as
appropriate, shall be notified after the
reconfiguration auction.

I11.13.4.2.3. Reconfiguration Qualification Determination
Notification. For annual reconfiguration auctions, no later
than the December 1, or the first Business Day thereafter,
prior to the reconfiguration auction, the ISO shall issue to
each resource that has submitted qualification materials for
annual reconfiguration auctions a determination regarding
whether the resource may participate in the annual
reconfiguration auction, and the amount of capacity that
may be offered or bid, as appropriate.

I11.13.4.3. ISO Participation in Reconfiguration Auctions. The ISO
shall offer and/or bid in reconfiguration auctions to address year-
to-year changes in the Installed Capacity Requirement (including
Local Sourcing Requirements for Capacity Zones for which price
separation occurred in the Forward Capacity Auction for that
Capacity Commitment Period) for the associated Capacity
Commitment Period, to procure capacity not purchased in the
Forward Capacity Auction as a result of Inadequate Supply and as
a result of incomplete replacement in the Forward Capacity
Auction of capacity associated with cleared Permanent De-List
Bids, Static De-List Bids, Export Bids, and to procure any shortfall
in capacity resulting from a resource’s achieving Commercial
Operation at a level less than that resource’s Capacity Supply
Obligation or other significant decreases in capacity, as follows:

(a) If at the time of a reconfiguration auction, the then-
forecasted Installed Capacity Requirement for the Capacity
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Commitment Periods, in whole Capacity
Commitment Period increments only. Demand
Resources shall be subject to Demand Resource
Performance Penalties and Demand Resource

Performance Incentives as described in Section
II1.13.7.2.7.5.

I11.13.7.2.5.2. Monthly Capacity Payments for Real-
Time Emergency Generation Resources. For
Real-Time Emergency Generation Resources,
monthly payments shall be calculated as the product
of the resource’s Capacity Supply Obligation
multiplied by the Capacity Clearing Price (as
adjusted pursuant to Section I11.13.2.7.3(b), if
applicable) for the relevant Capacity Commitment
Period or the reconfiguration auction clearing price,
as appropriate. If the sum of the Capacity Supply
Obligations of Real-Time Emergency Generation
Resources exceeds 600 MW, the effective Capacity
Clearing Price paid to all Real-Time Emergency
Generation Resources shall be adjusted by the ratio
of 600 MW divided by the total of the final
Capacity Supply Obligations of Real-Time
Emergency Generation Resources. The acceptance
of a Real-Time Emergency Generation Resource
Static De-list Bid, Dynamic De-list Bid, or
Permanent De-list Bid shall be based on the
effective Capacity Clearing Price as described in
Section II1.13.2.7. Real-Time Emergency
Generation Resources shall be subject to Demand
Resource Performance Penalties and Demand
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UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

ISO New England Inc. ) Docket No. ER08-__ -000

PREPARED TESTIMONY OF ROBERT ETHIER

ON BEHALF OF ISO NEW ENGLAND INC.

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.

My name is Robert Ethier. | am Director of Resource Adequacy and Chief
Economist with ISO New England Inc. (the “ISO”). My business address is One

Sullivan Road, Holyoke, Massachusetts 01040.

PLEASE PROVIDE YOUR EDUCATIONAL BACKGROUND AND
RELEVANT WORK HISTORY.

| have a Bachelor of Arts degree in Economics from Yale University, a Masters in
Resource Economics from Cornell University, and a Ph.D. in Resource
Economics from Cornell University. | have more than 8 years of experience in
the energy and utility industry. Prior to 2000, | was a Senior Associate at Stratus

Consulting with the responsibility of energy market modeling. From 2000 on |
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have worked with the 1SO in various roles and have been responsible for Market

Monitoring and Resource Adequacy.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?
The purpose of this testimony is to discuss several proposed changes to the rules

governing the Forward Capacity Market (“FCM”).

WHAT ARE THE PROPOSED CHANGES TO THE MARKET RULES?
Most of the changes are to Sections 13.1 and 13.2 of the FCM rules, which govern
qualification for and mechanics of the Forward Capacity Auction (“FCA”). These
changes address issues identified during implementation that required either more
detail or adjustment in the rules to allow implementation, and minor edits to
clarify language, ensure consistent terminology, and to fix typographical errors

and section references.

DO ANY OF THESE CHANGES MATERIALLY ALTER THE FCM?

No. These changes do not alter the design of the FCM, but rather improve its
implementation or reflect adjustments necessary to the current rules to enable
effective implementation in a timely manner. In my opinion, failure to adopt

these changes could negatively affect reliability and market efficiency.
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WHAT ARE THE MOST NOTABLE CHANGES TO THE MARKET
RULES?
The rule changes that | believe warrant discussion are addressed individually

below.

WHAT CHANGES ARE YOU PROPOSING TO SECTIONS 111.13.2.8.2
AND 111.13.2.8.2(b)(iii) OF MARKET RULE 1?

The changes proposed in Sections 111.13.2.8.2 and 111.13.2.8.2(b)(iii) clarify that
Insufficient Competition is applicable only to import-constrained Capacity Zones,

and no other Capacity Zones, in addition to being applicable system-wide.

WHY ARE YOU PROPOSING THESE CHANGES?

As currently written, Section 111.13.2.8.2 of the FCM rules defines Insufficient
Competition for a Capacity Zone and system-wide. While that section is
currently written to apply to any Capacity Zone, the term is actually only
applicable in import-constrained Capacity Zones (and system-wide) because only
import-constrained Capacity Zones have minimum purchase requirements (in the
form of Local Sourcing Requirements). The other type of Capacity Zone in the
Forward Capacity Auction, export-constrained Capacity Zones, has no minimum
purchase requirement and so Insufficient Competition is not defined and should
not be applied. Hence, Section 111.13.2.8.2 is revised here to apply only to
import-constrained Capacity Zones, in addition to being applicable system-wide,

which encompasses the Rest-of-Pool Capacity Zone. An additional minor
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corresponding revision is made to Section 111.13.2.8.2(b)(iii) stating that in the
case of an import-constrained Capacity Zone, it is the Local Sourcing
Requirement that would be relevant, as opposed to the Installed Capacity
Requirement, which would be relevant in the case of system-wide Insufficient

Competition.

WHAT CHANGES ARE YOU PROPOSING TO SECTIONS 111.13.2.7.8.2
AND 111.13.2.8.1.1 OF MARKET RULE 1?

The changes proposed in Sections 111.13.2.7.8.2 and 111.13.2.8.1.1 clarify that
Inadequate Supply is applicable only to import-constrained Capacity Zones, and

no other Capacity Zones, in addition to being applicable system-wide.

WHY ARE YOU PROPOSING THESE CHANGES?

As currently written, Section 111.13.2.8.1 of the FCM rules defines Inadequate
Supply for a Capacity Zone (Section 111.13.2.8.1.1) and system-wide (Section
111.13.2.8.1.2). While Section 111.13.2.8.1.1 is currently written to apply to any
Capacity Zone, the term should be applicable only in import-constrained Capacity
Zones (recognizing that the Rest-of-Pool Capacity Zone is covered elsewhere)
because only import-constrained zones have minimum purchase requirements (in
the form of Local Sourcing Requirements). The other type of Capacity Zone in
the Forward Capacity Auction, export-constrained Capacity Zones, has no

minimum purchase requirement and so Inadequate Supply is not defined and
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should not be applied. Hence, Section 111.13.2.8.1.1 is revised here to apply only

to import-constrained Capacity Zones.

The logic described above requires a corresponding change to rule language
regarding the Alternative Capacity Price Rule. Section 111.13.2.7.8.2 of the FCM
rules lists certain conditions to be met in determining whether the Alternative
Capacity Price Rule applies in the Rest-of-Pool Capacity Zone. As currently
written, one of those conditions is that the Rest-of-Pool Capacity Zone does not
have Inadequate Supply in the Forward Capacity Auction (Section
111.13.2.7.8.2(b)). However, as discussed above, Inadequate Supply is applicable
only to areas with minimum purchase requirements. There is no minimum
purchase requirement defined for the Rest-of-Pool Capacity Zone, but rather only
system-wide. Hence, revisions are made to Section 111.13.2.7.8.2 to refer instead
to system-wide Inadequate Supply in determining whether the Alternative

Capacity Price Rule is applicable in the Rest-of-Pool Capacity Zone.

WHAT CHANGES ARE YOU PROPOSING TO SECTION 13.1.5.c OF
MARKET RULE 1?

Two related changes are proposed in 13.1.5.c. The first change clarifies that
Offers Composed of Separate Resources, like all other offers from non-
intermittent resources, are subject to the provisions of Section 13.1.2.2.5.2 in
addressing any summer qualified MW that are greater than the associated winter

qualified MW. The second change states that where an Offer Composed of
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Separate Resources has a higher winter Qualified Capacity than summer Qualified
Capacity, the capacity offered from the winter resources will be reduced pro-rata

to equal the summer Qualified Capacity.

WHY ARE YOU PROPOSING THESE CHANGES?

The first change described above is necessary to make the treatment of Offers
Composed of Separate Resources consistent with the treatment for other non-
intermittent resources. It was intended that Offers Composed of Separate
Resources receive such treatment, but the relevant language was not carried into
Section 13.1.5(c) addressing Offers Composed of Separate Resources. The
second change described above is also necessary to ensure that the resource
participates in the FCA with a single, annual capacity amount. Pro-rata is an
appropriate default treatment that was acceptable to New England stakeholders.
If a participant wishes to change the prorated reduction, they can reassign

obligations after the auction using bilateral contracts.

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.2.3.2.d OF
MARKET RULE 1?

The change to section 13.2.3.2.d requires Dynamic De-list Bids be submitted at
prices strictly less than 0.8 times the Cost of New Entry, rather than a prices equal

to or less than 0.8 times the Cost of New Entry.
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WHY ARE YOU PROPOSING THIS CHANGE?

This change is required to simplify the presentation of the bidding options to
bidders during the auction. Rounds in the auction start at a specific price, with all
remaining MW in the auction at that price. Resources are then able to
dynamically de-list within a round at any price below the round’s starting price.
Making this change will allow a round to start at 0.8 times CONE with all MW in
the auction. Then resources may dynamically de-list at any lower price in the
round. Otherwise, a round would need to start at 0.8 times CONE plus
$0.001/kW-month to allow participants to begin de-listing at 0.8 times CONE.
The effect of this change on auction participants should not be economically

significant while simplifying conduct of and in the Forward Capacity Auction.

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.2.5.2.6 OF
MARKET RULE 1?

In refining the FCA optimization process, the ISO has determined that a small
subset of resources should be exempted from the capacity replacement provisions
because application of the replacement provisions to certain de-list and export
bids that clear is more complicated than initially thought. Certain exemptions
from the replacement provisions were included in an earlier set of changes to the
Market Rules. This additional change to Section 13.2.5.2.6 exempts de-list bids
from Real-Time Emergency Generation Resources from the replacement
provisions in the FCM rules for the first FCA only by adding them to the list of

exempt bids submitted as part of the earlier filing. The effect of the exception
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would be that, for Real-Time Emergency Generation Resources, the capacity
associated with cleared de-list bids would be replaced (procured) in the first FCA,
that is, no capacity associated with such bids would be deferred to subsequent

annual reconfiguration auctions.

WHY ARE YOU PROPOSING THIS CHANGE?
This change is required to simplify the cost minimization problem for the first
FCA. Certain simplifications are required because of the limited development

time.

This change simplifies the cost minimization problem because for the first FCA it
eliminates a certain set of circumstances from consideration by the optimization
engine. Without the rule change, the optimization engine would need to apply the
replacement provisions to de-list bids from Real-Time Emergency Generation
Resources in the applicable price ranges while also respecting the applicable limit
on total Real-Time Emergency Generation Resource purchases. Other de-list bids
are only subject to the replacement provisions, not also to specific quantity limits.
By exempting these specific bids from the replacement provisions for the first
FCA, it simplifies the cost minimization problem and helps to ensure that the
necessary software can be developed in time for the first FCA. The developers
expect that this feature can be accommodated in the second FCA. This rule
change will affect no de-list bids in the first auction, but since the auction

software must conform to the Market Rules, the exemption has been made
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explicit. The benefits of conducting a timely first FCA far outweigh the costs of
excluding these MW from the replacement provisions, and these changes can not

affect the auction.

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.2.5.2.7 OF
MARKET RULE 1?

The instant filing includes a new Section 13.2.5.2.7, which is required to make
clear how de-list and export bids are treated when prices are set administratively
due to Inadequate Supply, Insufficient Competition, or the Capacity Clearing
Price collar. Under each condition, an administrative price for existing capacity
could be set that was below the submitted and approved de-list bids from existing
resources. This change makes it clear that such de-list bids will clear, even if they
would not have but for the application of the administrative price, and hence the
associated resources will be de-listed. In this case, the capacity replacement
provisions described in Sections 13.2.5.2.1 and 13.2.5.2.2 shall not apply, and
procurement of replacement capacity shall be deferred to subsequent annual

reconfiguration auctions.

WHY ARE YOU PROPOSING THIS CHANGE?

This change is necessary to make clear how such de-list bids will be treated in the
event of administrative pricing in the auction. While the current rules are silent
on this issue, the treatment of de-list bids in such circumstances should be

explicit.
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WHAT CHANGE ARE YOU PROPOSING TO SECTIONS 13.1.3.3 and
13.2.7.3.c OF MARKET RULE 1?

Language in the FCM rules regarding the treatment of Import Capacity Resources
in the Forward Capacity Auction is being improved in order to better recognize

the rights of certain existing long-term import capacity contracts.

WHY ARE YOU PROPOSING THIS CHANGE?

The FCM rules should ensure that certain long-term contracts are treated in a
manner consistent with their pre-existing capacity rights and obligations. If there
Is capacity in excess of the capacity transfer limit seeking to import over an
applicable interface during a given year, the current approach for those years
when the Capacity Clearing Price collar may be in effect would be to prorate all
imports until the interface limit is met. If these pre-existing contracts are part of
the surplus, they would be prorated along with all other new and existing capacity

imports on that interface.

WHY ARE CERTAIN EXISTING CAPACITY IMPORTS OBTAINING
THIS TREATMENT?

There are two general capacity contracts, associated with the New York Power
Authority and the Vermont Joint Owners, which have been in place since before
the development of Regional Network Service, and before the development of the
capacity market implemented as part of the Standard Market Design, which have

terms that continue beyond the commencement of the newly created FCM.
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WHAT WILL CHANGE FOR THESE CONTRACTS?

With this change, if the Capacity Clearing Price reaches 0.6 times CONE (the
floor price that could occur in a limited number of auctions), and there is still
more capacity associated with import offers than can be allowed over a given
interface, the particular long-term contracts listed in the table within the proposed
market rule change will clear first. Those contracts will clear in full (as
qualified), unless they cannot all be accommodated in full over the interface, in
which case they will be prorated. Then, the other remaining imports will be
prorated down to meet the interface’s remaining capacity (net of tie benefits or

HQICC, as applicable), if any.

WHAT REMAINS THE SAME FOR THESE CONTRACTS?

Once the interface limit is reached by prorating the surplus capacity imports in the
manner described above, the identified contracts will still be considered along
with all other listed capacity resources that will have their payments prorated

according to Section 13.2.7.3(b) if there is excess capacity for the region.

HOW DO YOU DETERMINE THE QUANTITY OF THE RESOURCE
THAT REMAINS IN THE AUCTION?

If the circumstance occurs that there is excess supply over an interface and the
Capacity Clearing Price collar is applicable, the Existing Import Capacity
Resources associated with the pre-existing contracts will remain in the auction at

the amount (MW) they were qualified for, less any accepted Static or Dynamic
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De-List Bid amount, unless they cannot all be accommodated in full over the
interface, in which case they will be prorated to meet the interface limit. After
accounting for these contracts, other remaining Import Capacity Resources over
the interface will be prorated down to meet the interface’s remaining capacity (net

of tie benefits or HQICC, as applicable), if any.

WHAT SECTIONS OF THE MARKET RULE ARE IMPACTED?

Section 13.2.7.3 of the FCM rules is being revised to clarify how import capacity
offers will be prorated if the supply exceeds an interface’s approved capacity
transfer limit when the Capacity Clearing Price collar is reached. The
corresponding language in the qualification provisions found in Section 13.1.3.3
is also being revised to reflect which import capacity resources are affected by

this change.

WHAT CHANGES ARE BEING MADE FOR THESE CONTRACTS
DURING THE QUALIFICATION PROCESS?

The only change for the qualification process is a requirement that Existing
Import Capacity Resources that are associated with the pre-existing long-term
contracts must submit documentation verifying the contract is still in effect and
has not been amended. In no instance shall the term of the contract extend
beyond the date specified in the table inserted in the market rule. These
additional provisions do not apply for the first FCA, however, because the

qualification period for the first FCA has already passed.
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WHEN DO THESE CHANGES NEED TO BE IN EFFECT?

Imports might exceed the applicable transfer limits in any auction in which the
Capacity Clearing Price collar applies and the price floor is reached before the
auction concludes, including the first FCA. As a result, the rule change should be

incorporated before the first FCA commences.

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.1.1.1.6 OF
MARKET RULE 1?

For the first FCA, resources that deactivate after the Existing Capacity
Qualification Deadline or retire less than 45 days before the auction will be
included in the FCA. This is consistent with the Commission Order accepting the
initial FCM Market Rules filing. The 45 day deadline is an administrative

deadline designed to allow sufficient time for the auction inputs to be finalized.

WHY ARE YOU PROPOSING THIS CHANGE?

The revisions proposed here provide important additional details about how
deactivated and retired resources are treated in the FCM. Specifically, in new
Section 111.13.1.1.1.6(a), these revisions establish certain dates in determining
participation in the Forward Capacity Auction — 45 days prior to the Forward
Capacity Auction for retired resources and the Existing Capacity Qualification
Deadline for deactivated resources. Any resource that is not retired or deactivated
by these respective dates will be included in the Forward Capacity Auction. In

other words, retirements and deactivations after these respective dates will not
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remove the resource from the Forward Capacity Auction. Resources that are
retired or deactivated before these respective dates will be excluded from the
Forward Capacity Auction, unless a reactivation plan is submitted for the resource
by the Existing Capacity Qualification Deadline. The Forward Capacity Auction
relies on a large set of fixed information, changes to which immediately before
the auction could introduce unnecessary risk. Having these dates somewhat
earlier than the start of the auction is necessary to ensure that the auction inputs
do not change immediately before the auction is run. Also, the timing of the
deactivation notification is designed to prevent resources from circumventing the
de-list bid rules by removing themselves from the Forward Capacity Auction
without the review associated with a de-list bid, including review by the market
monitor. The provisions of this new Section 111.13.1.1.1.6(a) shall only apply for
the first Forward Capacity Auction — the 1SO and stakeholders will work together
to address the treatment of retired and deactivated resources in future Forward

Capacity Auctions.

Section 111.13.1.1.1.6(b) is revised to state explicitly that where a reactivation plan
is submitted, it will be subject to review and acceptance by the 1ISO. This is
necessary to ensure that the modifications described for a reactivating resource
are achievable in time for the beginning of the Capacity Commitment Period.
Furthermore, Section 111.13.1.1.1.6(b) is revised to state that where a reactivation
plan contains a material modification, it will be subject to an initial

interconnection analysis, including the overlapping impacts test (as described in
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Section 111.13.1.1.2.3). This treatment is consistent with that applied under the
Large Generator Interconnection Procedures, where a resource that makes a
material modification must go to the end of the interconnection queue for

purposes of cost allocation and study analysis.

A similar revision is made to Section 111.13.1.4.1 stating that a Demand Resource
is not eligible to participate in a Forward Capacity Auction if it is retired prior to

45 days before the Forward Capacity Auction.

WHAT CHANGE ARE YOU PROPOSING TO SECTIONS 13.1.2.2.2.1 and
13.1.2.2.2.2 OF MARKET RULE 1?

The Market Rule does not describe how a new intermittent resource’s Qualified
Capacity for auctions subsequent to the auction in which it cleared as a capacity
resource, but prior to its Commercial Operation, should be treated. This change
adds language that treats such resources in the same manner as other generating
capacity resources, with the Qualified Capacity being the same as that which was

cleared in the auction.

WHY ARE YOU PROPOSING THIS CHANGE?

This change is needed to clearly define the Qualified Capacity for all resources in
the auction. While the treatment described here could be reasonably inferred
from the treatment provided for other generating resources clearing in the auction,

it is preferable to have clear and transparent treatment for all resources.
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WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.1.2.2.5.2 OF
MARKET RULE 1?

The change to Section 13.1.2.2.5.2 clarifies that existing intermittent resources are
not required to address differences between summer and winter Qualified

Capacity like other existing resources.

WHY ARE YOU PROPOSING THIS CHANGE?

Unlike other existing resources, existing intermittent resources are paid for their
seasonal capacity values, as described in Section 13.7.2.3 of Market Rule 1, and
hence the provisions of Section 13.1.2.2.5.2 do not apply. While the treatment
described here could be reasonably inferred from monthly payments prescribed
for intermittent resources in Section 13.7.2.3, it is preferable to have clear and
consistent treatment for these resources throughout the rules. The revision to
Section 13.1.2.2.5.2 removes any inconsistency with respect to the treatment of

intermittent resources.

WHAT CHANGES ARE YOU PROPOSING TO SECTION 13.2.3.3.d OF
MARKET RULE 1?

The changes to Section 13.2.3.3.d better describes the intended treatment of
import interfaces in the auction. While the revised treatment is the same as what
was intended and discussed in the original version of the Forward Capacity

Market rules, the revisions make the treatment more clear and detailed, and avoid
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a possible misinterpretation that could be caused by the wording in the original

version.

WHY ARE YOU PROPOSING THIS CHANGE?

This change is necessary to more clearly explain how import interfaces would be
handled in the auction. The original text could be misunderstood to say that when
the imports over an interface drop below the interface capacity that the auction for
the interface closes, with the imports receiving the price at which the auction
closed for the interface even if excess supply remains in the zone. The section

also lacked some details that are added here.

WHAT CHANGE ARE YOU PROPOSING TO SECTIONS 13.2.5.2.1,
13.2.5.2.2 AND 13.2.5.2.3 OF MARKET RULE 1?

The changes to Sections 13.2.5.2.1, 13.2.5.2.2 and 13.2.5.2.3 conform the
treatment of de-list bids to that of offers, in that de-list bids will be cleared at
prices less than or equal to the submitted price, rather than at prices strictly less
than the submitted price. Offers are cleared at prices greater than or equal to the

submitted price.

WHY ARE YOU PROPOSING THIS CHANGE?
The proposed rules, by specifying one clearing convention for both new capacity
offers and existing capacity de-list bids, simplifies the development of the needed

software and provides greater clarity for market participants. The clarity is that
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each is effective at the submitted price. That is, offers indicate that the resource
wants to be in the auction at or above the submitted price, while de-list bids
indicate that the resource wants to be out of the auction at or below the submitted

price.

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.2.5.2.5.a OF
MARKET RULE 1?

The change to Section 13.2.5.2.5.a effects the compliance change ordered by the
Commission in its July 25, 2007 order in FERC Docket No. ER07-546-001 (at
paragraph 74) to inform units seeking to de-list if their de-list bid has been
rejected for reliability reasons when the auction price reaches the de-list bid price
(or the time at which the 1ISO determines that the de-list bid must be rejected for

reliability reasons, if it is later).

WHY ARE YOU PROPOSING THIS CHANGE?

This change corresponds to the Commission requirement described above
regarding the timing for notification where a de-list bid has been rejected for
reliability reasons. This change improves market transparency and enables better

decision-making by auction participants.



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 19 of 20

WHAT CHANGE ARE YOU PROPOSING TO SECTION 13.2.7.3.b OF
MARKET RULE 1?

The change to Section 13.2.7.3.b of the Market Rule clarifies that if a new
Resource clearing in an FCA in which the lower price collar (floor price) applies
elects to prorate its Capacity Supply Obligation instead of receiving a lower per-
MW payment, then the incrementally de-listed MW will be treated as existing

capacity in subsequent FCAs.

WHY ARE YOU PROPOSING THIS CHANGE?

The existing rules provide in Section 111.13.2.7.6 that “Each offer clearing in the
Forward Capacity Auction shall be awarded a Capacity Supply Obligation at least
as great as the amount of capacity offered at the End-of-Round Price in the final
round of the Forward Capacity Auction.” The revision to Section 111.13.2.7.3(b)
proposed here clarifies that, consistent with the existing language above, the
prorated MW will nonetheless be treated as existing capacity in subsequent
Forward Capacity Auctions (unless the provisions of Section 111.13.1.1.1.2 apply).
The proposed change makes it clear that Capacity Supply Obligations are
awarded at the conclusion of the Forward Capacity Auction, and that the special
prorating election is an ex post process. Consistent with the design of the
Forward Capacity Market and treatment in other circumstances (e.g. sale of a
Capacity Supply Obligation in a reconfiguration auction or via a bilateral

contract), MW that receive a Capacity Supply Obligation through the Forward
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Capacity Auction and are subsequently de-listed will be treated as existing

resources in future Forward Capacity Auctions.

WHAT IS THE NATURE OF THE REMAINING RULE CHANGES?
| believe that they can fairly be categorized as modest clarifications and
corrections to the Market Rules that do not significantly change the
implementation or design of the FCM. This is consistent with the limited

questions raised by stakeholders on these other items.

DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

Yes.



ATTESTATION

Robert Ethier being duly sworn, deposes and states: that I certify under penalty of perjury that
the foregoing is true and correct to the best of my knowledge and belief.

AT

‘Robert Ethier /

SUBSCRIBED AND SWORN BEFORE ME, THIS 9TH DAY OF NOVEMBER, 2007

On this 9™ day of November, 2007, before me, the undersigned notary public, personally
appeared Robert Either, proved to me through satisfactory evidence of identification, where were

personal knowledge _. to be the person who signed the preceding
or attached document in my presence, and who swore or affirmed to me that the contents of the
document are truthful and accurate to the best of his knowledge and belief.

Notary Public, Commonwealth of Massachuseits

Printed Name: Linda Morrison

My Commission Expires: January 28, 2011




ATTACHMENT 4

Governors and Utility Regulatory Agencies



LIST OF NEW ENGLAND GOVERNORS AND UTILITY REGULATORY AGENCIES

The Honorable M. Jodi Rell
State Capitol

210 Capitol Ave.

Hartford, CT 06106

Connecticut Dept. of Public Utility Control
10 Franklin Square
New Britain, CT 06051-2605

Maine Public Utilities Commission The Honorable John E. Baldacci
State House, Station 18 One State House Station

242 State Street Rm. 236

Augusta, ME 04333.0018 Augusta, ME 04333.0001

The Honorable Deval Patrick
Office of the Governor

Rm. 360 State House
Boston, MA 02133

Massachusetts Dept. of Public Utilities
One South Station
Boston, MA 02110

The Honorable John H. Lynch New Hampshire Public Utilities Commission
State House 21 South Fruit Street

25 Capitol Street Ste. 10

Concord, NH 03301 Concord, NH 03301.2429

The Honorable Donald L. Carcieri Rhode Island Public Utilities Commission
State House Room 115 89 Jefferson Blvd.

Providence, Rl 02903 Warwick, Rl 02888

The Honorable James H. Douglas Vermont Public Service Board

109 State Street, Pavilion 112 State Street, Drawer 20

Montpelier, VT 05609 Montpelier, VT 05620.2701



Anne C. George, President
New England Conference of Public
Utilities

Commissioners, Inc.
c/o Connecticut Dept. of Public
Utility Control
10 Franklin Square

William M. Nugent

Executive Director

New England Conference of Public Utilities
Commissioners, Inc.

500 U.S. Route 1, Ste. 21C

Yarmouth, ME 04096

Harvey L. Reiter, Esq.

Counsel for New England Conference
Of Public Utilities Commissioners,
Inc.

c/o Stinson Morrison Hecker LLP
1150 18™ Street, N.W., Ste. 800

Power Planning Committee

New England Governors’ Conference Inc.
76 Summer Street, 2™ floor

Boston, MA 02110.1226

DC\7074990.1



CERTIFICATE OF SERVICE

I hereby certify that I have this day served the forgoing document and attachments upon
the Governance Participants and each person identified in Attachment 4 of the attached
transmittal letter, in the manner specified in the transmittal letter. Dated at Washington, DC this

9th day of November, 2007.

Montina M. Cole

November 9, 2007

DC\7074985.1





