ISO newengland

October 31, 2007

VIA MESSENGER

Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, NE

Washington, D.C. 20426

Re:  1SO New England Inc., 2008 Capital Budget and
Capital Budget Quarterly Filing for Third Quarter of 2007;
Docket No. ER08- -000

Dear Secretary Bose:

ISO New England Inc. (the “ISO”) hereby submits, pursuant to Section 205 of the
Federal Power Act (“FPA”), Part 35 of the Rules and Regulations of the Federal Energy
Regulatory Commission (the “Commission’), and the provisions of Section IV.B.6.1 of the 1SO
New England Inc. Transmission, Markets and Services Tariff, FERC Electric Tariff No. 3 (the
“Tariff”)," an original and six copies of its capital budget for calendar year 2008 (the “2008
Capital Budget”) and supporting materials. This filing also includes, pursuant to Section
IV.B.6.2 of the Tariff, the ISO’s Capital Projects Report (the “Capital Projects Report™) and
schedule of the unamortized costs of the 1SO’s funded capital expenditures (the “Unamortized
Costs Schedule”) for the quarter ending September 30, 2007 (collectively, the “Third Quarter
2007 Report™). Finally, this filing makes several clarifying amendments to Section IV.B of the
Tariff that will not substantively alter the related provisions.

The ISO respectfully requests that the Commission accept the 2008 Capital Budget and
the Tariff amendments as filed, effective January 1, 2008. The 1SO also respectfully requests
that the Commission accept the Third Quarter 2007 Report as filed, effective October 1, 2007.

. 2008 CAPITAL BUDGET INTRODUCTION

Before explaining the elements of the 2008 Capital Budget and the reasons supporting its
acceptance, the 1SO explains the context of the filing, the process used by the 1SO to develop the
budget, and the stakeholder process used to review it.

! Capitalized terms used but not otherwise defined in this filing have the meanings ascribed thereto in the Tariff.
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A. The 2008 Capital Funding Arrangements

By way of review and introduction, Section IV.B of the Tariff (called the Capital Funding
Arrangements) permits the 1SO to collect from Market Participants:

1) the costs of budgeted capital items, through a Capital Funding Charge
(“CFC”), if the costs are not financed by the 1SO;

2 the remaining unamortized costs of assets financed through the ISO’s
capital cost financing in the event of termination, acceleration or required
repayment of private financing, or in the case of non-amortizing private
financing, payment at maturity if the 1SO is unable to refinance such non-
amortizing private financing, entered into by the 1SO (or by ISO New
England Inc. as an independent system operator) in support of the ISO’s
capital items, through an Early Amortization Charge (“EAC”);

3) the working capital amount required by the I1SO, if working capital
financing arranged by the 1SO to meet working capital requirements is
terminated early or repayment is accelerated (and no replacement
financing has been obtained by the 1SO), through an Early Amortization
Working Capital Charge (“EAWCC”); and

4) the costs that would be required to be paid by the 1SO in the event of
termination, acceleration or required prepayment of private financing
entered into by the ISO in support of weekly billing of a portion of the
market settlement system (and no replacement financing has been
obtained by the ISO), through an Early Payment Shortfall Funding Charge
(“EPSFC”).

The “backstopping” reflected in the foregoing Capital Funding Arrangements is
necessary to help the ISO obtain and/or maintain private financing. When approving the
establishment of an independent system operator in New England, the Commission expressed its
concern that financial arrangements directly relying on Market Participant support for capital
projects could compromise the 1SO’s independence.? Although the Commission allowed the
ISO to initially rely on contractual provisions with the New England Power Pool (“NEPOOL”)
to fund then-existing capital assets, the Commission made clear that, “[t]o the extent the ISO
required additional, similar facilities in the future, these facilities should be funded by the 1SO,
not NEPOOL ...."”°

After the ISO commenced operations in 1997, it spent several years trying to obtain third-
party private financing consistent with the Commission’s directive to maintain independence

2 New England Power Pool, 79 FERC { 61,374 at p. 62,590 (1997) (“June 1997 Order™).
*1d.
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from NEPOOL Participants. The ISO, however, faced a key problem: an inability to provide
banks the assurances they needed that the 1ISO would have the funds to repay a loan in the event
of its early termination or acceleration. As a non-profit, non-stock Delaware corporation that is
tax-exempt under Section 501(c)(3) of the Internal Revenue Code, the 1SO has no equity capital
(or ability to raise capital) to fund capital expenditures or working capital. Substantially all of
the 1ISO’s revenues are derived from charges to Customers and/or Market Participants under
Commission-approved arrangements. Ultimately, a bank expressed willingness to lend to the
ISO based on the “backstopping” provisions of the 1SO’s Capital Funding Tariff (the “CFT,”
ISO New England Electric Tariff No. 2) and the ability to recover debt service through
depreciation and amortization charges included in the Transmission Dispatch and Power
Administration Services Tariff (ISO New England Electric Tariff No. 1).* The substance of the
CFT, with some modifications, became Section IV.B. of the Tariff upon commencing regional
transmission organization (“RTQO”) operations and the substance of the Administration Services
Tariff, with some modifications, became Section IV.A of the Tariff. Thus, the ISO funds its
capital projects with third-party financing to maintain independence from Market Participants,
while banks rely on Sections I1VV.B and IV.A of the Tariff to provide sufficient assurances to
finance the ISO.

The ISO may never need to access funds pursuant to these arrangements so long as the
Capital Funding Arrangements continue to meet lenders’ requirements (which they currently do).
Based on the structure and terms of the Capital Funding Arrangements (which remain unchanged
for calendar year 2008 from those on file with and accepted by the Commission) and no
termination or acceleration of that financing occurs — no CFCs, EACs, EAWCCs or EPFSCs will
ever be collected for these purposes. The ISO currently has financing for all elements of the
2008 Capital Budget given the structure of its existing Capital Funding Arrangements, and at this
time, the 1ISO does not foresee the need to obtain capital funds from Market Participants pursuant
to these arrangements in calendar year 2008. As a result, the 1SO does not anticipate assessing
Market Participants charges under the Capital Funding Arrangements in calendar year 2008.

B. The Context of the 2008 Capital Budget

Consistent with the 1ISO’s transition on February 1, 2005 to operating as an RTO, as well
as the Capital Funding Arrangements previously accepted by the Commission,” the context for
the 1SO’s capital-related filings consists of:

. the 1SO’s stakeholder process, involving review of the capital budget by both the
NEPOOL Budget and Finance Subcommittee and the NEPOOL Participants
Committee® (see Section 1.D. below);

* As explained herein, initial term loans have been replaced by $39 million in private placement debt.

® See Commission letter order issued in Docket No. ER05-135-000, 109 FERC { 61,382 (2004); 1SO New England
Inc., 110 FERC 161,111 n.37 (2005).
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. a Section 205 filing, at least 60 days in advance of each calendar year, of the
capital budget (provided in Attachment 1, supported by testimony provided in
Attachment 2, and described in Section Il of the transmittal letter) reviewed by the
stakeholders and approved by the 1SO Board of Directors for the upcoming year;’
and

. the filing by the 1SO with the Commission under Section 205, on a quarterly
basis, of the ISO’s projected and actual capital expenditures and the then-current
allocation of “backstopping” responsibilities to Market Participants pursuant to
the Capital Funding Arrangements® (see Section 111 below).

The high degree of transparency and quarterly accountability for capital budgets and
expenditures reflected in these arrangements is unparalleled among other ISOs and RTOs—and
even among other public utilities. Furthermore, the Commission has approved the ISO’s capital
budget as filed every year,” and has approved every quarterly capital budget filing submitted by
the 1SO since it began submitting such reports pursuant to Section 205 of the Federal Power Act.

C. The Process Used by the 1SO to Develop the 2008 Capital Budget

The ISO developed the 2008 Capital Budget using a disciplined review process by a
cross-functional change-management committee, with the choice of project development
governed by Commission-ordered market enhancements, business priorities, and resource
availability.

(...continued)

® The process for stakeholder review of 1SO budgets is specified in Sections 12.1 and 12.2 of the Participants
Agreement among ISO New England Inc. as the RTO for New England and the New England Power Pool and the
entities that are from time to time parties hereto constituting the Individual Participants (the “Participants
Agreement”), as well as Section IV.B.6.1 of the Tariff.

" See Section 1V.B.6.1 of the Tariff.
8 See Section 1V.B.6.2 of the Tariff.

® Letter Order in Docket No. ER07-115-000 (Dec. 15.2006), errata (Dec. 20, 2006) (accepting 2007 Capital Budget
of $20 million); Letter Order, Docket No. ER06-97-000 (Dec. 16, 2005) (accepting 2006 Capital Budget of $22.85
million); ISO New England Inc., 109 FERC 1 61,382 (2004) (Letter Order) (accepting 2005 Capital Budget of $22.5
million); Docket No. ER04-114-000 (Dec. 15, 2003) (accepting 2004 Capital Budget of $17.6 million); Letter
Order, Docket No. ER03-148-000 (Dec. 20, 2002) (accepting 2003 Capital Budget of $19.2 million); ISO New
England Inc., 100 FERC 1 61,130 (2002) (accepting $24.5 million reallocation from 2003 Capital Budget to 2002
Capital Budget because the 1SO’s SMD implementation progressed faster than expected); ISO New England Inc., 97
FERC 1 61,304 (2001) (accepting 2002 Capital Budget of $40.8 million); see also Letter Order, Docket No. ER01-
1382-000 (Apr. 25, 2001) (accepting establishment of Capital Funding Tariff, which is now contained in Section
IV.B of the Tariff since RTO operations began).
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D. The Stakeholder Process Used to Review the 2008 Capital Budget

As noted above, the I1SO utilizes a stakeholder review process in connection with its
capital budgets. The stakeholders used this process to review the 2008 Capital Budget.

The I1SO presented the 2008 Capital Budget, together with supporting materials, at the
August 28, 2007 NEPOOL Budget and Finance Subcommittee meeting and the October 12, 2007
NEPOOL Participants Committee meeting. At that meeting, the NEPOOL Participants
Committee voted unanimously in support (with four abstentions) of the ISO’s 2008 Capital
Budget and operating expense budget. Furthermore, none of the Market Participants raised a
concern about the 2008 Capital Budget as presented. The 1SO also presented and discussed the
2008 Capital Budget to several NECPUC commissioners and staff on September 6, 2007 and to
the Massachusetts Attorney General’s office on September 14, 2007. The I1SO also discussed the
budgets with NECPUC staff on October 18, 2007. Later that same day, the ISO’s Board of
Directors approved the 2008 budgets.

E. The I1SO’s Frequent, Periodic Capital Budget Status Reports

Beyond presenting the annual capital budget to the stakeholders and filing it with the
Commission, the 1SO provides frequent, periodic updates regarding capital budget developments
to stakeholders and to the Commission for its approval.

First, as required by the Commission in its letter order issued in Docket No. ER05-135-
000" and accepted by the Commission in its letter order issued in Docket No. ER05-374-002,
Section 1V.B.6.2 of the Tariff requires the ISO to file with the Commission under Section 205 on
a quarterly basis: (i) a report specifying by project prior-year spending on multi-year projects,
year to date spending, and a forecast of the spending to complete in each future calendar year;
and (ii) a schedule of the unamortized costs of the 1SO’s funded capital expenditures at the end
of the quarter and the allocation of those costs to the ISO’s rates (i.e., Schedules 1, 2, and 3 to
Section IV.A of the Tariff). The Commission has accepted each such report as filed by the
ISO.* Second, the 1ISO meets with the NEPOOL Budget and Finance Subcommittee no less

191SO New England Inc., 109 FERC { 61,382 (2004).

! The Commission accepted the compliance filing for the Tariff via letter order issued March 24, 2005 in Docket
No. ER05-374-002.

12 See Letter Order in Docket No. ER07-1282-000 (Sept. 10, 2007) (accepting 2007 second quarter report); Letter
Order in Docket No. ER07-906-000 (July 3, 2007) (accepting 2007 first quarter report); Letter Order in Docket No.
ER07-537-000 (Mar. 20, 2007) (accepting 2006 fourth quarter report); Letter Order in Docket No. ER07-115-000
(Dec. 15.2006), errata (Dec. 20, 2006) (accepting 2006 third quarter report); Letter Order in Docket No. ER06-1365
(Sept. 15, 2006) (accepting 2006 second quarter report); Letter Order in Docket No. ER06-1002-000 (June 27, 2006)
(accepting 2006 first quarter report); Letter Order in Docket No. ER06-644-000 (Mar. 21, 2006) (accepting 2005
fourth quarter report); Letter Order in Docket No. ER06-97-000 (Dec. 19, 2005) (accepting 2005 third quarter report
and 2006 Capital Budget); Letter Order in Docket Nos. ER05-1343-000 and 001 (Oct. 28, 2005) (accepting 2005
second quarter report); 1ISO New England Inc., 112 FERC { 61,060 (2005) (accepting 2005 first quarter report);
(continued...)
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than once a quarter and generally more frequently than that. At these meetings, the ISO reviews
its capital forecast and answers any questions from stakeholders. The ISO also provides
additional information concerning such projects as needed and requested by stakeholders.

Together, these steps keep stakeholders and the Commission well-informed of changes in
forecasts or actual expenditures.

1. ELEMENTS OF THE 2008 CAPITAL BUDGET

The 2008 Capital Budget is $22.0 million. Its primary elements are anticipated to be
those projects outlined below and further detailed in the prepared testimony of Dr. Vamsi
Chadalavada, Senior Vice President of the 1SO for Market and System Solutions (Attachment 2
hereto).lgNotany, the 1SO will not need to issue any additional debt to support the 2008 Capital
Budget.

The ISO’s capital projects typically stem from market initiatives identified in its 2007
Wholesale Markets Plan, reliability and security needs, Operational Excellence activities that
aim to improve the efficiency of the organization through measures such as automation of
manual business processes, or regulatory requirements imposed by the Commission.**

The ISO’s Wholesale Markets Plan serves as a vehicle for working with stakeholders in
prioritizing market improvements. The market enhancements detailed in the plan will
complement Day-Ahead and Real-Time Energy Markets and provide a more complete set of
wholesale electricity markets. The 1SO believes that these improvements will ultimately assure
Market Participants that they will continue to receive reliable electricity at efficient prices, which
will engender increased confidence in the markets. The Forward Capacity Market (“FCM”)
project, for example, is intended to provide new generation infrastructure where needed to
maintain or increase reliability by geographical location.

(...continued)
Letter Order in Docket Nos. ER02-2153-000 and ER05-608-000 (Apr. 6, 2005) (accepting 2004 fourth quarter
report).

3 The 1S0’s existing and future capital projects are financed by drawing upon $39 million of private placement debt
issued in 2004 with Commission authorization and scheduled to balloon in 2014. See delegated letter order issued
in Docket No. ES04-39-000, 109 FERC 1 62,195 (2004). The ISO funds the interest on that debt through recovery
of depreciation under its annual Operating Expense budgets collected through the rates specified in Section IV.A. of
the Tariff.

14 Capital projects include design work. If a project’s design is approved and built, it becomes part of the asset on
which the I1SO collects depreciation when the asset is placed in service and in future years via the Operating Expense
Budget. On the other hand, if the capital project is abandoned, the ISO writes off the design work and recovers it in
full in the year of abandonment.

15 Although the 1SO prefers consensus on the design and sequencing of the market enhancements, stakeholders’
diverse needs can make agreement elusive on prioritizing certain items.
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The ISO estimates that the Wholesale Markets Plan will generally drive 60 percent of its
capital budget. The remainder of the capital projects is driven by increased reliability and
information needs, including: enhanced outage scheduler modeling, compliance with North
American Electric Reliability Corporation (“NERC”) cyber security standards, enhanced menu
of selectable reports for participants, improved graphical display of data, and upgrades to
Standard Market Design (“SMD”) software that are provided by third party vendors. The ISO
believes its capital projects will benefit the region’s stakeholders by improving its ability to
maintain bulk-power system reliability, administer fair and efficient markets, and provide
information.

The primary deliverable for a majority of the 2008 Capital Budget projects, discussed in
further detail below, is application software and requisite hardware needed to maintain and
improve bulk-power system reliability and/or wholesale electric markets.

A Forward Capacity Market (“FCM™) ($5.25 million)

The ISO developed the FCM project to address New England’s resource adequacy needs
by providing incentives for investing in new supply and demand resources and to improve
resource performance. Developing FCM is very capital intensive, as the 1SO estimates it will
cost a total of $14,676,500 from 2006-08 to implement. The ISO will recover its costs incurred
to operate and maintain FCM through its operating Expense budgets, rather than through capital
budgets.

The 2008 Capital Budget includes $5.25 million forecasted for FCM, divided into three
separate projects. FCM Phase | ($1,250,000 included in the 2008 Capital Budget), which the
ISO chartered and began in 2006, covers the work necessary for establishing the first auction
(scheduled for February 2008), including the following items:

. FCM market rules and auction manual;

. auction engine development;

. auction infrastructure (e.g., data bridges, communication, security);
. resource qualification;

o new and existing capacity qualification system;

. customer asset management system;

. financial assurance;

. market monitoring review of de-listed bids;

. testing, market trials, and certification; and
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J business processes.

The ISO began FCM Phase Il ($3.5 million included in the 2008 Capital Budget) in the
second quarter of 2007, primarily to address the annual, seasonal, and monthly reconfiguration
auctions, bilateral trading, and improved automation of the infrastructure that tracks the
registration and qualification of resources. This project will develop the following items:

changes to all relevant manuals;

. overall FCM tracking system;

. bilateral contracts;

. annual reconfiguration auction;

. seasonal and monthly reconfiguration auctions;
. automation of business processes; and

. complete financial assurance scope.

The FCM settlement agreement approved by the Commission®® calls for the design and
development of several other features, such as reconfiguration auctions, winter availability
measures, performance incentives and changes to real-time offers for delisted resources. These
various features are required to be implemented prior to the start of the commitment period for
the first auction, which is June 2010. The 1SO expects to continue to work towards the
completion of these implementation aspects of the FCM settlement agreement between 2008 and
2010. They will be financed through the yet-to-be chartered FCM Phases 111 and IV ($500,000
included in 2008 Capital Budget).

B. Facility Outage Scheduler (“FOSS”) Replacement ($850,000)

The functional and reporting requirements for the current outage scheduling system have
been constantly increasing. The current software system does not have the built-in automation to
deal with the increased needs. As a consequence, the 1SO is looking to replace its current outage
scheduler.

Among the main functionalities that will be implemented in the new outage scheduler is
the ability to have one centralized system that will coordinate long-term and short-term
transmission and generation outages. Other features include the automation of notification,
subscription and reporting. The new outage scheduler will allow for more secure
communications. The user interface will also be greatly enhanced. This project will

16 Devon Power LLC, 115 FERC { 61,340 (2006), reh’g denied, 117 FERC { 61,133 (2006).
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significantly improve the automation of current processes that are manual, thereby reducing the
potential for error. Several groups within the ISO need access to the outage scheduler and the
improved automation will also minimize the potential for hand-off errors across multiple
departments. Further, it will free up resources in the 1SO to focus on other critical issues.

The ISO expects to replace the current outage scheduler by the third quarter of 2008. The
ISO spent $211,500 on this project in 2006, expects to spend $600,000 in 2007, and forecasts to
spend $850,000 in 2008, with an estimated total project cost of approximately $1.7 million.

C. SMD Software Upgrade ($4.0 million)

In order to maintain a high level of reliability and increase efficiency, the 1SO has been
embarking on a multi-year project to significantly upgrade and enhance the SMD software and
systems. The upgrade is intended to:

. include new technology called Mixed Integer Programming Solution (“MIPS”)
that will improve the efficiency of the commitment in the day-ahead market and
Resource Adequacy Analysis process and significantly enhance future modeling

needs;
. improve the architecture of the SMD platform and upgrade the user interfaces;
. add new applications that improve situational awareness (e.g., improved

visualization of current operating plan, intelligent alarm processor), provide a
look-ahead functionality and improve overall efficiency;

. improve operational flexibility by increased automation of processes; and
. increase performance of the SMD platform.

The ISO is currently in the planning stages of this project and expects to provide an
analysis of the overall costs and benefits of the project to its stakeholders by the first quarter of
2008. The 2008 Capital Budget includes $4,000,000 for the SMD Software Upgrade project.

D. Software Modifications to Implement Long Term Firm Transmission Rights
($3.0 million)

The purpose of this project is to make the necessary capital expenditures for the 1SO to
provide Long Term Transmission Rights as required in Long-Term Firm Transmission Rights in
Organized Electricity Markets, Order No. 681, 116 FERC 61,077 (2006). In compliance with
Order No. 681, the ISO and NEPOOL filed with the Commission a proposal to implement Long-
Term Firm Transmission Rights (“LFTRs”) that will provide long-term load serving entities the
ability to reduce their exposure to congestion cost risks through a financial hedging instrument.

DMEAST #9903030 v4



Honorable Kimberly D. Bose
October 31, 2007
Page 10 of 19

The ISO expects that it will need to change the existing Financial Transmission Rights
(“FTR”) systems, data bridges, and settlement systems. The ISO has spent approximately
$500,000 in 2007 thus far and anticipates spending an additional $500,000 before year’s end.
The costs incurred in 2007 represent work performed to begin the design of the LFTR market, as
implementation was originally slated for autumn 2008. The Commission has yet to act on the
ISO’s LFTR filing, thus impacting the likely implementation schedule and budget. In order to
minimize implementation delays and to ensure that key external vendor resources are available,
the project team is defining functional specifications such that it can contract with its external
vendor, AREVA.

The 2008 Capital Budget includes $3 million for this project, but the 1SO will need to
confirm the capital expense amount and implementation schedule once the Commission issues an
order on the LFTR filing. The ISO will then finalize and approve a project charter.

E. VAR Service Enhancements Project ($40,000)

The purpose of the VAR Service Enhancements project is to address modifications
required by changes recently implemented to Schedule of the ISO’s Open Access Transmission
Tariff (“OATT”). These changes allow non-energy reactive resources to receive compensation
for leading and lagging capability; requirements for Automatic Voltage Regulator (“AVR”)
telemetry will be developed for implementation at a later date. Year 2007 spending for this
project is expected to be approximately $373,000, with a small amount of work left to be
completed in early 2008 — approximately $40,000 in 2008 — with a total project cost of $413,000.

F. Phase 111 of Information Retrieval and Reporting (Web Services) ($1.25
million)

The Information Retrieval and Reporting project includes enhancements to the ISO
website (such as optimization) and search engine. Phase | of the project focused on improving
the search function features and Phase 11 focused on improving the reporting, display and content
of the information requirement by Market Participants. Phase 111 will build upon and improve
the 1SO’s website redesign performed in early 2006'" by enhancing the website’s graphical
display of data—an issue identified by stakeholders as a key area of needed improvement.
Additional improvements requested include enhanced selectable reporting and data archiving,
increased screen resolution, content management system template and window upgrades, and
calendar upgrades.

The 2008 Capital Budget includes $1,250,000 to complete the project.

7 For instance, the number of page downloads has increased from approximately 17,000,000 to approximately
80,000,000 a month.
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G. Remote Intelligent Gateways (“RIGs”) Replacement ($650,000)

RIGs are devices that Participants use to receive dispatch instructions from the 1SO’s
Electronic Dispatch (“ED”) system. The ISO’s current RIG technology is becoming obsolete,
complicating 1ISO maintenance and procurement of new/replacement devices. The 1SO will
implement this project to address these problems, thereby improving the reliability of the ED
system. The 2008 Capital Budget includes $650,000 for the RIG Replacement project.

H. Cyber Security Enhancements ($200,000)

Following a two-year development and review period, NERC has proposed the following
Critical Infrastructure Protection (“CIP”) Reliability Standards for Commission approval:*®

. CIP-002-1 (Critical Cyber Asset Identification)

. CIP-003-1 (Security Management Controls)

. CIP-004-1 (Personnel & Training)

. CIP-005-1 (Electronic Security Perimeter(s))

o CIP-006-1 (Physical Security of Critical Cyber Assets)
o CIP-007-1 (Systems Security Management)

o CIP-008-1 (Incident Reporting and Response Planning)
. CIP-009-1 (Recovery Plans for Critical Cyber Assets)

The gaps being addressed include identifying critical assets through a risk-based
assessment, systematically protecting information about Critical Cyber Assets, and defining,
protecting and monitoring both a new and smaller Electronic Security Perimeter (“ESP”) and
Physical Security Perimeter (“PSP”).

The ISO expects to spend $471,300 in 2007, and forecasts to spend $200,000 in 2008,
with an estimated total project cost of approximately $671,300.

l. Network Model Management ($500,000)

The 1SO must maintain network models that can be used for short-term operation
planning and for long-range system planning that also can be merged with other regional models
to produce a reliable model of the Eastern Interconnection. A process to better manage the New

18 See Mandatory Reliability Standards for Critical Infrastructure Protection, Notice of Proposed Rulemaking, 72
Fed. Reg. 43,970 (Aug. 6, 2007).
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England network model has been proposed by the NEPOOL Base Case Working Group. The
objectives of the group were to:

e develop and maintain a detailed and accurate New-England power system
database;

e maintain a Reliable Library Base Case for planning and operational analysis;
e putin place a detailed screening process for validating power system data; and

e maintain library cases to meet Northeast Power Coordinating Council (“NPCC”)
obligations for the near term and long term planning activities.

The proposed process for network model management is envisioned to reduce the time
and effort needed for managing network models while providing accurate and reliable
information, so that network models can be provided to various users within the ISO on demand.
In addition, the process inherently provides an efficient way to meet obligations imposed by the
NPCC and NERC without additional effort and time. The 2008 Capital Budget includes
$500,000 for the Network Model Management project.

J. Settlement Cycle Time Reduction ($350,000)

In response to the Commission’s Policy Statement on Credit-Related Issues for Electric
OATT Transmission Providers, Independent System Operators and Regional Transmission
Organizations, 109 FERC 1 61,186 (2004), the ISO has worked closely with Market Participants
to file extensive modifications to the existing Financial Assurance Policies.® This policy
statement encourages RTOs to make credit procedures more transparent and to shorten the
settlement cycles. The ISO is diligently working toward implementing a host of changes aimed
at maintaining the 1SO as an industry leader in transparent credit and billing practices. The
project goal is to reduce settlement lag, bill each operating day as soon as possible, effectuate the
settled dollars as soon as possible among Customers, and appropriately reduce collateral
requirements for the Customers while continuing to collateralize as needed for the risks
associated with the markets. The 2008 Capital Budget includes $350,000 for the Settlement
Cycle Time Reduction project.

K. Intranet Enhancements ($350,000)

Improved employee communication and collaboration is an integral part of the 1SO’s
Five Year Strategic Plan to maintain a high-quality workforce and to strive toward operational
excellence. An effective and efficient internal web site provides the ISO’s employees the
opportunity to be more efficient in performing their duties and meeting Customers’ needs. The
2008 Capital Budget includes $350,000 for the Intranet Enhancements project.

19 The Financial Assurance Policies are Exhibits IA through IC of Section | of the Tariff.
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L. Configuration Management Phase 11 ($350,000)

The Configuration Management Phase Il project is focused on enhancing the 1SO’s
Information Technology (“IT”) hardware and software tracking system to more accurately
account for IT assets and the services they provide. This project will provide IT staff better
information on specific configurations to support service inquiries, change requests, and problem
investigations. In addition to these core features, the system will enhance IT services with more
powerful tools, utilizing workflow processing and an electronic review and approval capability.
The 2008 Capital Budget includes $350,000 for the Configuration Management Phase Il project.

M. Non-Project Capital Expenditures ($3.55 million)

Non-project capital expenditures fund (i) the internal and external capitalized labor
necessary to code System Improvement Requests (“SIRs”), (ii) non-project related hardware and
software purchases, and (iii) furniture and fixtures. The ISO will continue to have a number of
SIRs for existing software in 2008 from Market Participants and the 1SO’s operational groups.

N. Other Emerging Work ($910,000)

This category is primarily intended to deal with emerging work requests during 2008 that
result from operational needs, compliance obligations or regulatory/stakeholder feedback. The
2008 Capital Budget includes $910,000 for this line item.

0. Caveats

The 2008 Capital Budget cannot predict with perfect accuracy the 1ISO’s actual capital
expenditures for 2008. For example, protracted stakeholder review of a proposal or extensive
litigation contesting a proposal can delay or accelerate implementation of market improvements,
thereby affecting when the 1ISO might incur a capital expenditure and the amount of that
expenditure, as well as the ISO’s cost recovery and ability to fund future projects due to
constraints on available lines of credit. It is also possible that the ISO’s capital project priorities
will change during the course of the year. Emerging needs that are difficult to anticipate in
advance will likely require a shift in priorities. In such situations, it is likely that the distribution
of the ISO’s capital budgets will change. The quarterly filings under Section 1V.B.6.2 of the
Tariff will keep the stakeholders and Commission apprised of necessary adjustments.

I11.  THIRD QUARTER 2007 REPORT

This filing also includes, for the quarter ending September 30, 2007, the 1SO’s Third
Quarter 2007 Report, which includes the Capital Projects Report and the Unamortized Costs
Schedule. The ISO respectfully requests that the Commission accept the Third Quarter 2007
Report as filed. The Third Quarter 2007 Report meets the requirements as announced by the
Commission in its letter order issued in Docket No. ER05-135-000,%° and resulting change to the

20 1SO New England Inc., 109 FERC { 61,382 (2004) (the “December 30 Letter Order”).
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Tariff as accepted by the Commission in its letter order issued in Docket No. ER05-374-002.%
Specifically, Section 1V.B.6.2 of the Tariff provides the following:

Consistent with the requirements imposed by the Commission in
Docket No. ER02-2153, the I1SO will file quarterly reports with the
Commission specifying, by project, the ISO’s prior year spending
on multi-year projects, year to date spending and a forecast of the
next calendar year spending. In addition, the ISO will file a
schedule of the unamortized costs of the 1SO’s funded capital
expenditures at the end of the quarter and the allocation of those
costs to Schedules 1, 2 and 3. Such reports will be filed within
forty-five (45) days at the end of each quarter and posted on the
ISO’s website. All quarterly capital budget and expenditure filings
will be filed pursuant to, and subject to Commission review under,
Section 205 of the Federal Power Act.

Attachment 3 contains the Capital Projects Report and the Unamortized Cost Schedule
for the quarter ending September 30, 2007. The Unamortized Cost Schedule sets forth the
allocation of the costs to Schedules 1, 2, and 3 of Tariff Section IV.A, should such collection
prove necessary.

The following discussion highlights some of the changes the Third Quarter 2007 Report
reflects from the last quarterly report. The discussion below highlights (i) newly-chartered?
capital projects and (ii) projects with significant budget changes compared with the second
quarter 2007 Capital Report.

The I1SO notes that, even with such changes, the ISO’s forecast for total capital
expenditures during 2007 remains within the previously accepted 2007 Capital Budget of $20.0
million.

A New Projects with Approved Charters

This section identifies and describes projects the ISO chartered and began implementing
during the third quarter of 2007.

%! The Commission accepted the compliance filing for the Tariff via letter order issued March 24, 2005 in Docket
No. ER05-374-002.

22 All capital projects, prior to approval, need to complete a project charter. This charter documents the project goals
and objectives, schedule and milestones, and budget. Before approving a new capital project, the ISO’s senior
management team reviews each project charter.
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1. Compliance/Corrective and Preventive Action (“CAPA”) Tool Project
- $180,000

There are more than eighty new mandatory Reliability Standards dictating over 1000
requirements and sub-requirements with which users, owners, and operators of the bulk-power
system must comply or risk being fined up to $1 million per day per violation. The I1SO believes
it is prudent to implement software to help understand and manage these new Reliability
Standards, identify the applicable Requirements, and establish priorities to improve compliance
based upon risk.

To continuously improve the quality of operation, the ISO has instituted a CAPA
program. The proposed software tool, while providing for an efficient management of the
compliance function, will also assist in the management of the CAPA program.

2. Public Short-Term Outage Report - $74,900 (included in “Projects <
$100,000” category)

The Public Short-Term Outage Report project will replace the current manual posting of
transmission outage data to the ISO’s public website. The 1SO is instituting this project in
response to Market Participant requests for improved information and increased frequency of
reporting. This project is intended to meet those requests. New and/or improved features
include:

. design and development of a new template for the HTML report;
. automated posting of the new HTML format report;

. posting updates to the external website every 15 minutes;

) provision of filtering of data for last 21 days of reports; and

. storage of report data for 180 days.
This automatically generated report will provide better customer service.

B. Projects With Significant Budget Changes Compared with Second Quarter
2007 Capital Report

1. Combined Cycle Modeling and Northeast Reliability Interconnect
(“CCUINRI™) Project — 2007 Budget Decreased from $2,400,000 to
$1,800,000

The ISO packaged two separate projects (Combined Cycle Modeling and Northeast

Reliability Interconnect) into one release to increase overall efficiency in the delivery of the
projects. This strategy has also provided cost benefits with regard to the delivery of software by
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the 1ISO’s external vendor. The reduction in budget is primarily a result of the 1SO external
vendor meeting its objective below cost.

2. Voltage, Amperage, Resource (VAR) — 2007 Budget Increased from
$235,000 to $373,000

The purpose of the VAR project is to address modifications required by recently
implemented changes to Schedule 2 of the 1ISO OATT.* Non-energy Reactive Resources will
receive Schedule 2 compensation for leading and lagging capability and requirements for
Automatic Voltage Regulator (AVR) telemetry will be developed for implementation at a later
date. The original staffing arrangement for this project assumed a certain allocation mix between
internal and external resources. However, due to other higher priority projects such as FCM
Phase I, the staffing plan has been adjusted to include a higher percentage of external resources.
This changed staffing plan has resulted in the budget increase.

3. Cyber Security Enhancements Project — 2007 Budget Increased from
$121,300 to $471,300

The ISO increased 2007 spending for the Security Enhancement project, discussed above
in Section I1.C, to accelerate its implementation schedule.

IV.  AMENDMENTS TO SECTION IV.B OF THE TARIFF

This ISO also proposes herein several clarifying amendments to the Capital Funding
Arrangements in Section 1V.B of the Tariff (the “Tariff Amendments”). The Tariff Amendments
are not intended to implement any substantive changes to the Capital Funding Arrangements;
instead, they clarify the existing requirements. The changes fall into the following categories:

o replacing definitions with cross-references to definitions for the same terms
defined elsewhere in the Tariff;

. adding, in the definitions section, references to defined terms that appear in
Section 1V.B;

. removing definitions for terms that do not appear in Section IV.B of the Tariff;

. updating certain definitions and explanations, including replacing all references to

the “NEPOOL Billing Policy” with references to the ISO’s Billing Policy
currently included as Exhibit ID to Section | of the Tariff; and

2 The changes were implemented pursuant to the 1ISO’s December 29, 2006 filing in Docket No. ER07-397-

000. The Commission accepted the changes necessitating the VAR project in ISO New England Inc. and NEPOOL
Participants Committee, 118 FERC 1 61,163 (2007) (accepting the proposal but setting for hearing and settlement
judge procedures aspects of the filing unrelated to the VAR project changes).

DMEAST #9903030 v4



Honorable Kimberly D. Bose
October 31, 2007
Page 17 of 19

. correcting typographical or terminology errors and eliminating duplicative
language.

At the May 14, 2007 Budget & Finance Subcommittee meeting, the 1SO informed
stakeholders that it would include non-substantive, clarifying Tariff amendments. The ISO gave
NEPOOL counsel an advance copy of the Tariff Amendments for review and comment, and his
comments have been incorporated.

The I1SO requests an effective date of January 1, 2008 for the Tariff amendments.
V. ADDITIONAL SUPPORTING INFORMATION

The Filing Parties submit the following additional information pursuant to Sections 205
of the FPA and 35.13 of the Code of Federal Regulations:

35.13(b)(1) — In addition to this transmittal letter, the ISO provides the following
materials:

. the 2008 Capital Budget (Attachment 1);

. the testimony of Dr. Vamsi Chadalavada, the 1SO’s Senior Vice President, Market
and System Solutions (Attachment 2);

. the Third Quarter 2007 Report (Attachment 3);

. blacklined revised sheets to Section IV.B of the Tariff (Attachment 4);
. clean revised sheets to Section 1V.B of the Tariff (Attachment 5); and
. a list of non-Market Participant Customers, as well as a list of the governors and

utility regulatory agencies in Connecticut, Maine, Massachusetts, New
Hampshire, Rhode Island, and VVermont to which a paper copy of this filing has
been sent (Attachment 6).

35.13(b)(2) — The 1SO requests that the Commission accept the 2008 Capital Budget and
Tariff Amendments as filed, effective January 1, 2008. The 1SO also respectfully requests that
the Commission accept the Third Quarter 2007 Report as filed, effective October 1, 2007. Since
the information in the Third Quarter 2007 Report involves the period ending September 30,
2007, a waiver of the 60-day prior notice requirements is appropriate, as is the requested
effective date. That effective date will also avoid any issue regarding a potential lag in the
“backstopping” accomplished through the ISO’s capital budget quarterly reports.

35.13(b)(3) — An electronic copy of this filing is being provided to all NEPOOL
Participants, and a paper copy of this filing is being provided to the Non-Market Participant
Transmission Customers, the governors and electric utility regulatory agencies for the six New
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England states that comprise the New England Control Area, and the New England Conference
of Public Utility Commissioners, Inc. The names and addresses of these recipients are shown in
Attachment 6. In accordance with Commission rules and practice, there is no need for entities
identified on Attachment 6 to be included on the Commission’s official service list in the
captioned docket unless such entities become interveners in this docket.

35.13(b)(4) — A description of the materials submitted pursuant to this filing is contained
in this transmittal letter.

35.13(b)(5) — This transmittal letter and supporting materials provide a statement of the
reasons the 2007 Capital Budget, the Third Quarter 2007 Report, and Tariff Amendments should
be accepted by the Commission.

35.13(b)(6) — The 1SO’s approval of these changes is evidenced by this filing. The ISO
also notes that the Budget and Finance Subcommittee and the Participants Committee voted to
support the 2007 Capital Budget.

35.13(b)(7) — The 1SO does not have any knowledge of any relevant expenses or costs of
service that have been alleged or judged in any administrative or judicial proceeding to be illegal,
duplicative, or unnecessary costs that are demonstrably the product of discriminatory
employment practices.

35.13(c)(1) — Sales, services, and revenues cannot reasonable be projected at this time.

35.13(c)(2) — There is no other rate schedule on file for which a comparison of charges
would be appropriate.

35.13(c)(3) — No specifically assignable facilities have been or will be installed or
modified in order for the Commission to accept this filing.

VI. COMMUNICATIONS

Correspondence and communications regarding this filing should be addressed to the
undersigned for the 1SO as follows:

Maria A. Gulluni* Howard H. Shafferman
Assistant General Counsel — Corporate Daniel R. Simon*
ISO New England Inc. Ballard Spahr Andrews & Ingersoll, LLP
One Sullivan Road 601 13th Street NW
Holyoke, MA 01040-2841 Suite 1000 South
Tel: (413) 540-4473 Washington, DC 20005-3807
E-mail: MGulluni@iso-ne.com Tel: (202) 661-2200
Fax: (202) 626-9049
E-mail: simond@ballardspahr.com
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*Persons designated for service

VII. CONCLUSION

For the reasons stated herein, the 1SO requests the Commission to accept the 2008
Capital Budget and Tariff Amendments as filed, effective January 1, 2008, and the Third Quarter
2007 Report as filed, effective October 1, 2007.

Please acknowledge receipt of the foregoing by date-stamping the enclosed extra copies
of this filing and returning it to the courier delivering this filing.

Respectfully submitted,

Robert C. Ludlow
Vice President and Chief Financial Officer
ISO New England Inc.
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ISO New England Inc.
Capital Budget for 2008
(dollars in thousands)

Description

Capital Projects - Approved Charters
e Forward Capacity Market Phase I
e Facility Outage Scheduler System (FOSS)
e VAR Service Enhancements
[ ]
Capital Projects in Conceptual Design
e Forward Capacity Market Phase Il
e Forward Capacity Market Phase 111/1V
e SMD Software Upgrade
e Long Term Transmission Rights (LTTR)
e Information Retrieval & Reporting (Web Services)
e RIG Replacement
e Security Enhancements
e Network Model Management
e Settlement Cycle Time Reduction
e Intranet Enhancements
e Configuration Management Phase 11
e Other Emerging Work Projects

Non-Project Capital Spending
Capitalized Interest & Loan Fees

TOTAL Capital Projects

DMEAST #9903030 v4

ATTACHMENT 1

2008

1,250.0
850.0
40.0

3,500.0
500.0
4,000.0
3,000.0
1,250.0
650.0
200.0
500.0
350.0
350.0
350.0
910.0

3,550.0
750.0

22,000.0
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UNITED STATES OF AMERICA

BEFORE THE FEDERAL ENERGY REGULATORY COMMISSION

ISO NEW ENGLAND INC. ) Docket No. ER08- -000

Direct Testimony of Dr. Vamsi Chadalavada

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A My name is Dr. Vamsi Chadalavada. My business address is One Sullivan Road,

Holyoke, Massachusetts 01040-2841.

Q. WHAT IS YOUR OCCUPATION?

A. | am the Senior Vice President for Market and System Solutions of ISO New
England Inc. (the “ISO”). | have served in that role since beginning my

employment with the 1ISO on December 1, 2003.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

A. | received my BS in Electrical and Electronics Engineering from SVU
Engineering College, India in 1989; my MS degree in Electrical and Computer
Engineering from lowa State University, Ames, lowa in 1991; and my PhD

degree in Electrical and Computer Engineering from lowa State University,
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Ames, lowa in 1994. My Ph.D dissertation on “Contingency Filters for Dynamic
Security Assessment” received a Research Excellence award from lowa State

University. | have published articles and papers in Power Engineering journals.

Prior to joining the ISO, | worked for Siemens Power Transmission and
Distribution for almost 10 years. | held many positions there, most recently as
vice president and general manager of Siemens’ Energy Management and
Information Systems. In this capacity, | had the profit-and-loss responsibility for
the $60,000,000-$70,000,000 business division of Siemens Power Transmission
and Distribution Inc. The business division employed approximately 300 people,
primarily in Minneapolis, MN and San Jose, CA. The Sales, Marketing,
Development, Operations and Human Resources functions for this division all
reported to me. Prior to this position, | managed the North American business

unit of the division.

PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. | am providing this testimony in support of the filing of the ISO’s capital budget

for 2008 (2008 Capital Budget”).

My Direct Testimony describes:
Q) the 1ISO’s organizational structure and the services it provides;
(i) the Capital Budget development process;

(iii)  elements of the 2008 Capital Budget; and
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(iv)  financing of the 2008 Capital Budget.

ISO ORGANIZATIONAL STRUCTURE AND SERVICES

Q. WHAT IS THE ORGANIZATIONAL STRUCTURE OF THE I1SO?

A The ISO is governed by an independent board of directors with a cross-section of
skills and experience, including Commission electric regulatory affairs, energy
industry management, corporate finance, bulk-power systems, public policy,
renewable energy, and information technologies. The ISO is overseen by a
President and Chief Executive Officer (“CEQO”) who has seven direct reports. A
Senior Vice President and Chief Operating Officer (“COQ”), reporting directly to
the CEOQ, is responsible for Market Operations, System Operations, and System
Planning. As Senior Vice President of Market and System Solutions, | also report
directly to the CEO, and | am responsible for Information Services, Wholesale
Market Strategy, Markets Development and Integration, Program Management
and Business Architecture and Technology. A Senior Vice President and General
Counsel, reporting to the CEO, is responsible for Legal and Corporate
Communications. Other departments reporting directly to the CEO are Human

Resources, Finance, Internal Audits, and Market Monitoring and Mitigation.

Q. WHAT SERVICES ARE PROVIDED BY THE ISO, AND HOW ARE ITS
ADMINISTRATIVE COSTS RECOVERED FROM ITS CUSTOMERS?

A. The ISO provides three services to its Customers:

1. Scheduling, System Control and Dispatch Service (or “Scheduling Service”);
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2. Energy Administration Service (“EAS”); and

3. Reliability Administration Services (“RAS”) (collectively, the “Services”).

The I1SO, a public utility, collects from its Customers (mainly, the New England
Power Pool (“NEPOOL”) Participants) the administrative costs of providing the
Services through Section IV.A. of its tariff, on file with the Commission. The
ISO is filing its updated rates for its administrative costs in a separate filing
(being submitted to the Commission simultaneously) in order to recover its
calendar year 2008 operating costs. Section IV.A of the Tariff includes the three
rate schedules the ISO uses to recover its administrative costs for providing the
three services (i.e., recovering the costs of providing Scheduling Service, EAS

and RAS, respectively).

Q. ARE THE COSTS OF CAPITAL ITEMS NEEDED TO SUPPORT THE
ISO’S MISSION INCLUDED IN ITS ADMINISTRATIVE COSTS AND/OR
RECOVERED THROUGH THE RATES IT CHARGES IN SECTION IV.A
OF THE TARIFF?

A. No. The three schedules used to cover the 1SO’s administrative expenses do not
cover any items in the ISO’s capital budget. These schedules recover the
depreciation for items that are in service, but in no case will the costs of items be

recovered twice.

DMEAST #9899055 v4



ISO New England Inc. Attachment 2
2008 Capital Budget Page 5 of 22

Q.

HOW DOES THE ISO RECOVER THE COSTS OF BUDGETED

CAPITAL ITEMS?

The ISO has obtained private financing to fully cover all elements of its 2008
Capital Budget given its existing Tariff structure. At this time, the 1SO does not
foresee the need to obtain capital funds from its Market Participants in 2008 or to

undertake additional borrowing.

However, if for some reason the 1SO is unable to use private financing to cover its
full capital budget, Section 1V.B of the Tariff (the “Capital Funding
Arrangements”) provides four different charges the ISO may use to recover such
costs from Market Participants. The Capital Funding Charge (“CFC”) allows the
ISO to collect from Market Participants funds for the direct purchase of capital
assets not previously funded by Market Participants if the ISO does not enter into
private financing to fund these purchases or the 1SO funds the purchases through
interim financings and does not enter into private financing to provide long-term
funding of these purchases. In order to encourage banks to lend for the ISO’s
capital and working capital needs, Section IV.B of the Tariff includes an Early
Amortization Capital Charge (“EAC”) and an Early Amortization Working
Capital Charge (“EAWCC”). These charges ensure that the ISO can recover the
unamortized costs of the assets privately financed in the event of early
termination or acceleration of the loans. Finally, the Early Payment Shortfall
Funding Charge (“EPSFC”) allows the I1SO to collect from Market Participants

such funds as are required repayment of the “Shortfall Funding Arrangement”
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financing entered into by the 1SO in support of weekly billing under the Billing

Policy.

Q. DOES THE ISO PROPOSE ANY MATERIAL CHANGES TO ANY
EXISTING PROVISIONS IN THE CAPITAL FUNDING
ARRANGEMENTS, INCLUDING THE CHARGES INCLUDED

THEREIN?

A. No. The ISO proposes a number of non-substantive “clean-up” changes

described in the filing letter.

THE CAPITAL BUDGET DEVELOPMENT PROCESS

Q. WHAT BUDGETS DOES THE ISO DEVELOP FOR EACH YEAR?

A. The ISO develops an operating budget and a capital budget. The capital budget

supports very important capital needs for New England.

Q. HOW WERE THE ISO’S BUDGETS DEVELOPED FOR 2008?

A. The ISO prepares budgets in advance of each upcoming year, including a capital
budget. To develop these budgets for 2008, the CEO held meetings with the
Chief Financial Officer, members of the ISO Board, officers (including myself)
and certain key managers to discuss the existing and changing responsibilities of
the organization. Based on the results of these meetings and the priorities
established in the Wholesale Markets Plan, estimates of the resources necessary to
carry out the responsibilities were submitted by each of the responsible directors
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and managers. Following these efforts, the ISO develops a project charter for
each capital project. All budgets with completed project charters were reviewed
to ensure that the estimates were reasonable and that no costs were double
counted. The ISO management team, including the CEO, CFO, and myself,
meets once a month to discuss the project charters. An approval by the 1ISO
management team is essential prior to authorization of budgets and start of project

work.

The 1SO presented the 2008 Capital Budget of $22,000,000 and the 2008
operating budget to the NEPOOL Budget and Finance Subcommittee on August
28, 2007; to the New England Conference of Public Utility Commissioners
(“NECPUC”) on September 6, 2007; and to the Massachusetts Attorney General’s
office on September 14, 2007; and invited input from all meeting participants.
The ISO presented the 2008 Capital Budget and operating budget to the NEPOOL
Participants Committee (“NPC”) on October 12, 2007. At that meeting, the NPC
unanimously (with four abstentions) approved the motion to support the 1SO’s
2008 budgets. None of the concerns raised at that meeting involved the Capital
Budget. The ISO’s Board of Directors subsequently approved the 2008 budgets
at its October 18, 2007 meeting, following another meeting on the topic with

NECPUC.
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ELEMENTS OF THE 2008 CAPITAL BUDGET

Q.

IN GENERAL, HOW WILL THE ISO SPEND THE MONEY REQUIRED

FOR THE CAPITAL PROJECTS DISCUSSED ABOVE?

The primary deliverable for a majority of the projects listed in the 2008 Capital
Budget is application software and requisite hardware needed to maintain and

improve bulk-power system reliability and/or wholesale electric markets.

PLEASE DESCRIBE THE ELEMENTS OF THE CAPITAL BUDGET.

The 2008 Capital Budget is $22,000,000 and contains the following projects:
Forward Capacity Market (“FCM”); Software Modifications to Implement Long-
Term Firm Transmission Rights (“LFTRs”); VAR Service Enhancements Project;
Facility Outage Scheduler (“FOSS”) Replacement; SMD Software Upgrade;
Phase I11 of Information Retrieval and Reporting (Web Services); Remote
Intelligent Gateways (“RI1Gs”) Replacement; Cyber Security Enhancements;
Network Model Management; Settlement Cycle Time Reduction; Intranet
Enhancements; Configuration Management Phase 11; Non-Project Capital
Expenditures; and Other Emerging Work. The 2008 Capital Budget also includes

$750,000 to pay for capitalized interest and loan fees.

PLEASE DESCRIBE THE FCM PROJECTS.

The ISO developed the FCM project to address New England’s resource

adequacy needs by providing incentives for investing in new supply and demand
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resources and to improve resource performance. Developing FCM is very capital
intensive, as the 1SO estimates it will cost a total of $14,676,500 from 2006-08 to
implement. The ISO will recover its costs incurred to operate and maintain FCM

through its Operating Expense Budgets, rather than through capital budgets.

The 2008 Capital Budget includes $5.25 million forecasted for FCM, divided into
three separate projects. FCM Phase | ($1,250,000 included in the 2008 Capital
Budget), which the ISO chartered and began in 2006, covers the work necessary
for establishing the first auction (scheduled for February 2008), including the
following items: FCM market rules and auction manual; auction engine
development; auction infrastructure (e.g., data bridges, communication, security);
resource qualification; new and existing capacity qualification system; customer
asset management system; financial assurance; market monitoring review of de-

listed bids; testing, market trials, and certification; and business processes.

The ISO began FCM Phase Il ($3.5 million included in the 2008 Capital Budget)
in the second quarter of 2007, primarily to address the annual, seasonal, and
monthly reconfiguration auctions, bilateral trading, and improved automation of
the infrastructure that tracks the registration and qualification of resources. This
project will develop the following items: changes to all relevant manuals; overall
FCM tracking system; bilateral contracts; annual reconfiguration auction;
seasonal and monthly reconfiguration auctions; automation of business processes;

and complete financial assurance scope.
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The FCM settlement agreement approved by the Commission calls for the design
and development of several other features, such as reconfiguration auctions,
winter availability measures, performance incentives and changes to real-time
offers for delisted resources. These various features are required to be
implemented prior to the start of the commitment period for the first auction,
which is June 2010. The ISO expects to continue to work towards the completion
of these implementation aspects of the FCM settlement agreement between 2008
and 2010. They will be financed through the yet-to-be chartered FCM Phases 111

and IV ($500,000 included in 2008 Capital Budget).

Q. PLEASE DESCRIBE THE SOFTWARE MODIFICATIONS TO

IMPLEMENT LONG-TERM FIRM TRANSMISSION RIGHTS.

A. The purpose of this project is to make the necessary capital expenditures for the
ISO to provide Long Term Transmission Rights as required in Long-Term Firm
Transmission Rights in Organized Electricity Markets, Order No. 681, 116
FERC 61,077 (2006). In compliance with Order No. 681, the ISO and NEPOOL
filed with the Commission a proposal to implement Long-Term Firm
Transmission Rights (“LFTRs”) that will provide long-term load serving entities
the ability to reduce their exposure to congestion cost risks through a financial

hedging instrument.

The ISO expects that it will need to change the existing Financial Transmission

Rights (“FTR”) systems, data bridges, and settlement systems. The ISO has spent
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approximately $500,000 in 2007 thus far and anticipates spending an additional
$500,000 before year’s end. The costs incurred in 2007 represent work
performed to begin the design of the LFTR market, as implementation was
originally slated for autumn 2008. The Commission has yet to act on the 1SO’s
LFTR filing, thus impacting the likely implementation schedule and budget. In
order to minimize implementation delays and to ensure that key external vendor
resources are available, the project team is defining functional specifications such

that it can contract with its external vendor AREVA.

The 2008 Capital Budget includes $3 million for this project, but the ISO will
need to confirm the capital expense amount and implementation schedule once
the Commission issues an order on the LFTR filing. The ISO will then finalize

and approve a project charter.

Q. PLEASE DESCRIBE THE VAR SERVICE ENHANCEMENTS PROJECT

A. The purpose of the VAR Service Enhancements project is to address
modifications required by changes recently implemented to Schedule 2 of the
ISO’s Open Access Transmission Tariff (“OATT”). These changes allow non-
energy reactive resources to receive compensation for leading and lagging
capability; requirements for Automatic VVoltage Regulator telemetry will be
developed for implementation at a later date. Year 2007 spending for this project

is expected to be approximately $373,000, with a small amount of work left to be
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completed in early 2008 — approximately $40,000 in 2008 — with a total project

cost of $413,000.

Q. PLEASE DESCRIBE THE FACILITY OUTAGE SCHEDULER (“FOSS”)

REPLACEMENT PROJECT.

A. The functional and reporting requirements for the current outage scheduling
system have been constantly increasing. The current software system does not
have the built-in automation to deal with the increased needs. As a consequence,

the ISO is looking to replace its current outage scheduler.

Among the main functionalities that will be implemented in the new outage
scheduler is the ability to have one centralized system that will coordinate long-
term and short-term transmission and generation outages. Other features include
the automation of notification, subscription and reporting. The new outage
scheduler will allow for more secure communications. The user interface will
also be greatly enhanced. This project will significantly improve the automation
of current processes that are manual, thereby reducing the potential for error.
Several groups within the 1SO need access to the outage scheduler and the
improved automation will also minimize the potential for hand-off errors across
multiple departments. Further, it will free up resources in the ISO to focus on

other critical issues.

The ISO expects to replace the current outage scheduler by the third quarter of

2008. The ISO spent $211,500 on this project in 2006, expects to spend $600,000
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in 2007, and forecasts to spend $850,000 in 2008, with an estimated total project

cost of approximately $1.7 million.

Q. PLEASE DESCRIBE THE SMD SOFTWARE UPGRADES PROJECT.

A. In order to maintain a high level of reliability and increase efficiency, the 1SO has
been embarking on a multi-year project to significantly upgrade and enhance the

SMD software and systems. The upgrade is intended to:

include new technology called Mixed Integer Programming Solution
(“MIPS”) that will improve the efficiency of the commitment in the day-
ahead market and Resource Adequacy Analysis process and significantly

enhance future modeling needs;

o improve the architecture of the SMD platform and upgrade the user
interfaces;
. add new applications that improve situational awareness (e.g., improved

visualization of current operating plan, intelligent alarm processor),

provide a look-ahead functionality and improve overall efficiency;

. improve operational flexibility by increased automation of processes; and

. increase performance of the SMD platform.

The ISO is currently in the planning stages of this project and expects to provide
an analysis of the overall costs and benefits of the project to its stakeholders by
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the first quarter of 2008. The 2008 Capital Budget includes $4,000,000 for the

SMD Software Upgrades project.

Q. PLEASE DESCRIBE PHASE 111 OF THE INFORMATION RETRIEVAL

AND REPORTING PROJECT (WEB SERVICES).

A The Information Retrieval and Reporting project includes enhancements to the
ISO website (such as optimization) and search engine. Phase | of the project
focused on improving the search function features and Phase 11 focused on
improving the reporting, display and content of the information requirement by
Market Participants. Phase Il will build upon and improve the ISO’s website
redesign performed in early 2006 by enhancing the website’s graphical display of
data—an issue identified by stakeholders as a key area of needed improvement.
Additional improvements requested include enhanced selectable reporting and
data archiving, increased screen resolution, content management system template
and window upgrades, and calendar upgrades. The 2008 Capital Budget includes

$1,250,000 to complete the project.

Q. PLEASE DESCRIBE THE RIG REPLACEMENT PROJECT.

A. RIGs are devices that Market Participants use to receive dispatch instructions
from the ISO’s Electronic Dispatch (“ED”) system. The ISO’s current RIG
technology is becoming obsolete, complicating ISO maintenance and

procurement of new/replacement devices. The ISO will implement this project to
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address these problems, thereby improving the reliability of the ED system. The

2008 Capital Budget includes $650,000 for the RIG Replacement project.

Q. PLEASE DESCRIBE THE CYBER SECURITY ENHANCEMENTS

PROJECT.

A NERC has proposed eight Critical Infrastructure Protection (“CIP”) Reliability
Standards. The ISO has designed the Security Enhancement project for 2008 to
purchase new software tools and improve existing tools to address some of the
identified gaps between the current and new standards. These gaps include
identifying critical assets through a risk-based assessment, systematically
protecting information about Critical Cyber Assets, and defining, protecting and
monitoring both a new and smaller Electronic Security Perimeter (“ESP”") and
Physical Security Perimeter (“PSP”). The 1SO expects to spend $471,300 in
2007, and forecasts to spend $200,000 in 2008, with an estimated total project

cost of approximately $671,300.

Q. PLEASE DESCRIBE THE NETWORK MODEL MANAGEMENT

PROJECT.

A. The ISO must maintain network models that can be used for short-term operation
planning and for long-range system planning that also can be merged with other
regional models to produce a reliable model of the Eastern Interconnection. A
process to better manage the New England network model has been proposed by

the NEPOOL Base Case Working Group. The objectives of the group were to:
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e develop and maintain a detailed and accurate New-England power system

database;

e maintain a Reliable Library Base Case for planning and operational analysis;

e putin place a detailed screening process for validating power system data; and

e maintain library cases to meet Northeast Power Coordinating Council (“NPCC”)

obligations for the near term and long term planning activities.

The proposed process for network model management is envisioned to reduce the
time and effort needed for managing network models while providing accurate
and reliable information, so that network models can be provided to various users
within the ISO on demand. In addition, the process inherently provides an
efficient way to meet obligations imposed by the NPCC and NERC without
additional effort and time. The 2008 Capital Budget includes $500,000 for the

Network Model Management project.

Q. PLEASE DESCRIBE THE SETTLEMENT CYCLE TIME REDUCTION

PROJECT.

A. In response to the Commission’s Policy Statement on Credit-Related Issues for
Electric OATT Transmission Providers, Independent System Operators and

Regional Transmission Organizations, 109 FERC { 61,186 (2004), the 1SO has
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worked closely with Market Participants to file extensive modifications to the
existing Financial Assurance Policies (“FAP”).! This policy statement
encourages RTOs to make credit procedures more transparent and to shorten the
settlement cycles. The ISO is diligently working toward implementing a host of
changes aimed at maintaining the ISO as an industry leader in transparent credit
and billing practices. The project goal is to reduce settlement lag, bill each
operating day as soon as possible, effectuate the settled dollars as soon as possible
among Customers, and appropriately reduce collateral requirements for the
Customers while continuing to collateralize as needed for the risks associated
with the markets. The 2008 Capital Budget includes $350,000 for the Settlement

Cycle Time Reduction project.
Q. PLEASE DESCRIBE THE INTRANET ENHANCEMENTS PROJECT.

A. Improved employee communication and collaboration is an integral part of the
ISO’s Five Year Strategic Plan to maintain a high-quality workforce and to strive
toward operational excellence. An effective and efficient internal web site
provides the ISO’s employees the opportunity to be more efficient in performing
their tasks and meeting Customers’ needs. The 2008 Capital Budget includes

$350,000 for the Intranet Enhancements project.

! The Financial Assurance Policies are Exhibits IA through IC of Section | of the Tariff.
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Q.

PLEASE DESCRIBE THE CONFIGURATION MANAGEMENT PHASE II

PROJECT.

The Configuration Management Phase 11 project is focused on enhancing the
ISO’s Information Technology (“IT”) hardware and software tracking system to
more accurately account for IT assets and the services they provide. This project
will provide IT staff better information on specific configurations to support
service inquiries, change requests, and problem investigations. In addition to
these core features, the system will enhance IT services with more powerful tools,
utilizing workflow processing and an electronic review and approval capability.
The 2008 Capital Budget includes $350,000 for the Configuration Management

Phase Il project.

PLEASE DESCRIBE THE NON-PROJECT CAPITAL EXPENDITURES

ITEM.

Non-project capital expenditures fund (i) the internal and external capitalized
labor necessary to code System Improvement Requests (“SIRs”), (ii) non-project
related hardware and software purchases, and (iii) furniture and fixtures. The ISO
will continue to have a number of SIRs for existing software in 2008 from Market
Participants and the 1SO’s operational groups. The 2008 Capital Budget includes

$3.5 million for the non-project capital expenditures.
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Q. PLEASE DESCRIBE THE “OTHER EMERGING WORK” PROJECTS.

A This category is primarily intended to deal with emerging work requests during
2008 that result from operational needs, compliance obligations or
regulatory/stakeholder feedback. The 2008 Capital Budget includes $910,000 for
this line item.

Q. DESCRIBE THE ACCURACY OF THE EXPENDITURE ESTIMATES
FOR THE PROJECTS INCLUDED IN THE 2008 CAPITAL BUDGET.

A. The 2008 Capital Budget includes three projects with approved charters: Forward

Capacity Market Phase I, the Facility Outage Scheduler System; and the VAR
Service Enhancements project. The ISO has not finalized the design, scope, and
charters for the remaining projects. As a result, the cost estimates for such items
are likely to change. Furthermore, the capital budget is quite dynamic, and the
ISO uses it to reflect any changing market needs, when possible. To the extent
new and urgent priorities arise, the ISO will adjust accordingly and reflect these

adjustments in its quarterly Section 205 filings.
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CAPITAL BUDGET FUNDING

Q. IS THE ACQUISITION OF CAPITAL BUDGET ITEMS INCLUDED IN
THE 2008 REVENUE REQUIREMENT FOR THE ISO’S
ADMINISTRATIVE COSTS?

A. No. However, the 2008 Revenue Requirement contains depreciation on items in
the 2008 Capital Budget that will be placed in service in 2008. Please note that
capital projects include design work, and that if the design is approved and built,
it is part of the asset on which depreciation is collected when the asset is placed in
service (and in future years) via the Operating Expense Budget. On the other
hand, if the capital project is abandoned, the 1SO writes off the design work and

recovers it in full in the year of abandonment.

Q. PLEASE DETAIL HOW THE CAPITAL EXPENDITURES OF THE
CAPITAL BUDGET AND PROJECTS BUDGET ARE TYPICALLY
FUNDED AND REPAID.

A. The I1SO’s existing and future capital projects are financed by drawing upon the
$39,000,000 of private placement debt issued in 2004, with Commission
authorization, and scheduled to balloon in 2014. The ISO funds the capital
projects through recovery of depreciation under its annual operating budgets
collected through the rates specified in Section IV.A of the Tariff — Recovery of
ISO Administrative Expenses. The ISO will also use the depreciation recovery to
fund the repayment of the private placement debt or issue new debt when the
balloon payments come due. The Customers that are repaying the charges under
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the schedules in Section IV.A of the Tariff are receiving the benefits of the

services rendered under those schedules.

Q.  ISTHE ISO’S CURRENT PRIVATE PLACEMENT DEBT SUFFICIENT
TO COVER THE 2008 CAPITAL BUDGET?

A. Yes. At this time, the ISO does not foresee the need to recover any 2008 Capital
Budget expenditures from Market Participants pursuant to the charges provided in
the Capital Funding Arrangements of the Tariff. The ISO has sufficient financing
to cover its 2008 Capital Budget by drawing on its $39,000,000 of private
placement debt discussed above.

CONCLUSION

Q. DO YOU WISH TO OFFER ANY FURTHER TESTIMONY OR
EXHIBITS?

A I would like to incorporate the 2008 Capital Budget that is Attachment 1 to this
filing.

Q. DOES THAT CONCLUDE YOUR PRE-FILED TESTIMONY?

A Yes.
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I declare under penalty of perjury that the foregoing is true and correct.

Executedon |0 } % } o

[)C,%‘

Dr. Vamsi Chadalavada
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ISO New England Inc.
Capital Projects Schedule
For the Quarter ended 9/30/2007

($000's)
Prior Year(s) 2008 Cost to Total Project
Description Spending (1) 2007 Total Costs Complete Costs (2)
Capital Projects - Approved Charters
. Forward Capacity Market Phase | 1,726.5 6,000.0 1,250.0 8,976.5
. Facility Outage Scheduler (FOSS) 211.5 600.0 850.0 1,661.5
. Combined Cycle Project/NRI - 1,800.0 - 1,800.0
. EMS Upgrade 1,100.1 605.5 - 1,705.6
. L.ILP.A. 1385 5.7 1,660.8 - 1,666.5
. Daylight Savings Time 124.7 637.3 - 762.0
. Enhanced Financial Assurance & Billing Phase Il 121.3 368.2 - 489.6
. Weighted EFORd - 378.0 - 378.0
. E-Notification 185.9 179.0 - 364.9
. VAR Service Enhancements - 373.0 40.0 413.0
. Configuration Management - 210.0 - 210.0
. Lawson 2007 Upgrade - 186.6 - 186.6
. Compliance & CAPA Tool Project - 180.0 - 180.0
. FCM Simulation 100.0 60.0 - 160.0
. Information Retrieval & Reporting 91.7 36.5 - 128.2
. Projects < $100K 377.1 191.5 - 568.6
Sub Total Projects with Approved Charters 4,044.7 13,466.2 2,140.0 19,650.9
Capital Projects in Planning/Conceptual Design (3)
. Forward Capacity Market Phase Il - 1,700.0 3,500.0 5,200.0
. Forward Capacity Market Phase Il / IV (4) - - 500.0 7,500.0
. SMD Software Upgrade - - 4,000.0 4,000.0
. Long Term FTR's - 1,000.0 3,000.0 4,000.0
. Information Retrieval & Reporting (Web Services) - - 1,250.0 1,250.0
. RIG Replacement (4) - - 650.0 1,850.0
. Security Enhancements - 471.3 200.0 671.3
. Network Model Management - - 500.0 500.0
. Settlement Cycle Time Reduction - - 350.0 350.0
. Intranet Enhancements - - 350.0 350.0
. Configuration Management Phase II - - 350.0 350.0
. Emerging Work Allowance - 477.4 910.0 1,387.4
Sub Total Capital Projects Planning/ Conceptual Design - 3,648.7 15,560.0 27,408.7
Non-Project Capital Spending - 2,100.0 3,550.0 5,650.0
Capitalized Interest & Loan Fees - 785.0 750.0 1,535.0
Total Capital Projects 4,044.7 20,000.0 22,000.0 54,244.6
Facilities Project 43,528.1 1,971.9 - 45,500.0

(1) Prior Year(s) spending above reflects only those projects with current and future spending.

(2) Total project costs included above represent external and internal labor capital costs.
(3) All estimates are subject to material change until rules are finalized, approved by FERC, scope is defined and project chartered.

(4) Costs for this project will also be incurred in 2009 and 2010.



ISO NEW ENGLAND INC.

FERC COMPLIANCE FILING - 09/30/07
UNAMORTIZED COST OF CAPITAL EXPENDITURES

Unrecovered Costs

Tariff Schedule

Description Total Adjustments Adj. Total Total Schedule 1 Schedule 2 Schedule 3

2007 ltems:

Total 2007 Items - $ $ 18,891,099 $ - $ 18,891,099 18,891,099 $ 2,506,903 $ 7,824,331 $ 8,559,865

Total 2007 Items - % 100.00% 13.27% 41.42% 45.31%
2006 Items:

Total 2006 Items - $ $ 33,033,382 $ - $ 33,033,382 33,033,382 $ 4,729,251 $ 14,826,980 $ 13,477,151

Total 2006 Items - % 100.00% 14.32% 44.88% 40.80%
2005 Items:

Total 2005 Items - $ $ 28,675,852 $ - $ 28,675,852 28,675,852 $ 3,991,781 $ 16,235,723 $ 8,448,348

Total 2005 Items - % 100.00% 13.92% 56.62% 29.46%
2004 ltems:

Total 2004 Items - $ $ 7,170,385 $ - $ 7,170,385 7,170,385 $ 316,639 $ 4,494,570 $ 2,359,176

Total 2004 Items - % 100.00% 4.42% 62.68% 32.90%
2003 ltems:

Total 2003 Items - $ $ 1,586,545 $ - $ 1,586,545 1,586,545 $ 26,255 $ 1,303,891 $ 256,400

Total 2003 Items - % 100.00% 1.65% 82.18% 16.16%
2002 ltems:

Total 2002 Items - $ $ 20,516 $ - $ 20,516 20,516 $ 1,722 $ 11,845 $ 6,949

Total 2002 Items - % 100.00% 8.40% 57.73% 33.87%
2001 ltems:

Total 2001 Items - $ $ 19,209 $ - $ 19,209 19,209 $ 4,140 $ 9,941 $ 5,129

Total 2001 Items - % 100.00% 21.55% 51.75% 26.70%
2000 Items:

Total 2000 Items - $ $ 1,116 $ - $ 1,116 1,116 $ 181 $ 684 $ 252

Total 2000 Items - % 100.00% 16.20% 61.25% 22.55%
[Totals for 2000, 2001, 2002, 2003, 2004, 2005, 2006 and 2007 - $ $ 89,398,105 $ - $ 89,398,105 89,398,105 $ 11,576,871 $ 44,707,965 $ 33,113,269
1999 & Previous ltems:

Total 1999 Items - $ $ 5560 $ (5,560) $ - - $ - $ - $ -

Total 1999 Items - % 0.00% 0.00% 0.00% 0.00%
Total Unrecovered Plant in Service - $ $ 89,403,665 $ (5,560) $ 89,398,105 89,398,105 $ 11,576,871 $ 44,707,965 $ 33,113,269

-% 100.00% 12.95% 50.01% 37.04%
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Section IV.B.1 - Definitions

1V.B.1 Definitions: Whenever used in this Section IV.B, in either the singular or plural number,
capitalized terms shall have the meanings specified in this Section 1VV.B.1 or in Section

1.2.2 of the Tariff.

1V.B.1.1 Announced Schedule 1 EA Amount, Announced Schedule 2 EA Amount

Announced Schedule 3 EA Amount: Each as defined in Section 1V.B.2.2 of
the Tariff.
NMBAIIV.B12 Billing Policy: See Exhibit ID to Section | of the Tariff-erthe
1 liey-f Iy ineffect I be.
1V.B.1.3 Budget and Finance Subcommittee: A subcommittee of the Participants
Committee, the responsibilities of which are specified in Section 8.3 of the

Participants Agreement.

MB13IV.B.1.5 Commission: The Federal Energy Regulatory Commission.

1IV.B.1.6 Covered Entity: As defined in Section 1.1 of the Billing Policy.

Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004
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Capital Funding Arrangements
Section IV.B.1 - Definitions

IV.B.1.7 Customer: A-MarketParticipant,-Aas defined in Section 1.2.2 of the
Fransmission-Market-and-Services-Tariff.

1V.B.1.8 EA Amount: As defined in Section 1V.B.2.2 of the Tariff.

Tariff
Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004
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Section IV.B.1 - Definitions

1V.B.1.10 Early Amortization Working Capital Charge (“EAWCC”): As defined in
Section 1V.B.2 of the Tariff.

1V.B.1.11 Early Payment Shortfall Funding Charge (“EPSEC™): As defined in
Section 1V.B.2 of the Tariff.

1V.B.1.12 EAWW Amount: As defined in Section IV.B.2.3 of the Tariff.

BB161V.B.1.13 Energy Administration Service (or “EAS”): Fhe-service

tmbalance-ServiceunderAs defined in Section 1VV.A.1 H and Schedule 2 to

Section IV.A, of the Tariff.

Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004

DMEAST #5141777 v7



ISO New England Inc. 1st RevOriginal Sheet No. 8705
FERC Electric Tariff No. 3, Section IV.B Superseding Original 8705

Capital Funding Arrangements
Section IV.B.1 - Definitions

1V.B.1.14 EPSF Amount: As defined in Section IV.B.2.4 of the Tariff.

BB-18IV.B.1.15 _ Financial Assurance Policy for Market Participants: See

Exhibit 1A to Section | of the Tariff.

PB-1161V.B.1.16 Market Participant: As defined in Section 1.2.2 of the Tariff.

VB 1111V.B.1.17 NEPOOL Participant: A signatory to the RestatedThe New

England Power Pool-Agreement.
Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004
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Section IV.B.1 - Definitions

1V.B.1.18 Operations Date: As defined in the Transmission Operating Agreement
among the ISO and the transmission owners.

PB-1121V.B.1.19 Participants Committee: AThe committee of NEPOOL, whese

the responsibilities of which are specified in Section 8.1 of the Participants

Agreement.

“pal:t!- !.11
PB-1141V.B.1.20 Reliability Administration Service (or “RAS”): As defined in

Section IV.A.1, and Schedule 3 to Section IV.A, of the Tariff. Fhe-sensce

PBL151V.B.1.21  Required Balance: An amount as defined in Section 5.3 of the
Billing Policy.

1VV.B.1.22 Schedule, Schedules, Schedule 1, 2 and 3: References to the individual or

collective schedules to Section IV.A. of the Tariff.
BPB-1161V.B.1.23 Scheduling, System Control and Dispatch Service (or
“Scheduling Service”): Fhe-service-deseribed-in-Schedule-1-6fAs defined in

Section IV.A.1, and Schedule 1 to Section IV.A, of the Tariff.

Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004
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Section 1V.B.2 - Purpose of Section IV.B and the Charges Assessed Hereunder

1V.B.1.24 Service Agreement: As defined in Section 1.2.2 of the Tariff.

PB1171V.B.1.25 Services: Collectively, the Scheduling Service, EAS and RAS;

individually, a “Service.”

1V.B.1.26 Working Capital Amount: The ISO’s budgeted administrative costs over
the succeeding three months, assuming the ISO continues to bill and collect its
administrative costs on a monthly cycle.

IV.B.2 Purpose of Section IV.B and the Charges Assessed Hereunder

Section 1V.B is the means by which the ISO collects: (1) the revenues necessary, to the
extent not obtained by the ISO through private financing, for the acquisition of capital
assets required for support of the ISO’s operations; (2) any remaining unamortized costs
of capital items financed by the ISO in the event of termination, acceleration or other
required repayment of private financing approved by the Commission pursuant to Section

204 of the Federal Power Act and entered into by the 1ISO (or by ISO

Issued by: Kathleen A. Carrigan Effective Date: January 1, 2008With-netice,on-orafter
Senior Vice President and General Counsel February-1,-2005
Issued on: October 31, 2007Becember22,-2004
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Section 1V.B.2 - Purpose of Section IV.B and the Charges Assessed Hereunder

NEROOL-BIlling Policy.—Fhe-werking-capital-requirement-of the ISO-assuming-it

[13 H H 7

Section 1V.B comprises four charges corresponding to the four categories of costs

described above.

e The Capital Funding Charge (the “CFC”) will collect from the Market Participants

funds for the direct purchase of capital assets if the ISO does not enter into private
financing to fund these purchases or the ISO funds the purchases as-through interim
financings and does not enter into private financing to provide long-term funding of
these purchases

e The Early Amortization Charge (the “EAC”) will collect from the Market Participants

remaining unamortized costs of capital items financed by the I1SO in the event of
termination, acceleration or required repayment of private financing, or in the case of
non-amortizing private financing, payment at maturity if the ISO is unable to
refinance such non-amortizing private financing, entered into by the ISO (or by ISO

New England Inc. as an independent system operator prior to the
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IV.B.21 TheCFC

As stated above, tFhe CFC recovers the acquisition costs of the ISO’s

capital items that have not already-been otherwise funded by private financing or
another source of fundingfunded-by-NEROOL Participants-underthe-Restated

The cost of each capital item is allocated among the three Services

corresponding to the extent to which that capital item is utilized in providing the
Service.-Fhese-Servicesare:
2t heduli ice (Schedul . A ofil i

(1 7).
1

2 inistrati ice-(Schedul , Aot

3 liabilite Administrati ice-(Schedul , A of

(1] 7 [13 7 H [13 7
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‘ IV.B.2.3 The EAWCWC

In the event of termination, acceleration or required repayment of private
financing that has been entered into by the 1SO (or by ISO New England Inc. as
an independent system operator) in support of the 1ISO’s working capital
requirements, and if no replacement financing has been obtained by the ISO, an
EAWCC will be billed to, and paid by, each Market Participant. The ISO shall
provide electronic notice (no less than thirty (30) business days in advance of the
date payment is due to the ISO’s lenders) to each Market Participant of the
aggregate amount of the Working Capital Amount (the “EAWW Amount”). In
each such circumstance, the 1SO shall immediately bill each Market Participant
and each Market Participant shall pay, as its EAWCWC, the proportion of the
EAWW Amount equaling the proportion of the Market Participant’s charges
under the Schedules to the total charges to all Market Participants under the

Schedules during the month previous to the month in which notice has been

given.
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Section 1V.B.2 - Purpose of Section IV.B and the Charges Assessed Hereunder

For example, if notice is given in April that the EAWW Amount is
$1,000,000 and the Market Participant’s share of total charges under all three
Schedules for March was 4% of all charges to all Market Participants, the Market
Participant would be charged an EAWCC of $1,000,000 x .04 or $40,000.

IV.B.2.4 The EPSFC

In the event of termination, acceleration or required payment of the
“Shortfall Funding Arrangement” financing that has been entered into by the 1ISO
in support of weekly billing under the NEROOL-Billing Policy, and if no
replacement financing has been obtained by the 1ISO, an EPSFC will be billed to,
and paid by, each Covered Entity. The 1SO shall provide electronic notice (no
less than thirty (30) business days in advance of the date payment is due to the
ISO’s lenders) to each Covered Entity of the aggregate amount of the Early
Payment Shortfall Funding Amount (the “EPSF Amount”). In each such
circumstance, the ISO shall immediately bill each Covered Entity and each

Covered Entity shall pay, as its EPSFC, a pro rata portion of the
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Section 1V.B.6 - Budgeting Process and Reports

1VV.B.6 Budgeting Process and Reports

1IV.B.6.1 1SQO’s Capital Budgeting Process: As part of its annual budget process, the
ISO will submit to the Budget and Finance Subcommittee the ISO’s proposed
budget for capital expenditures. After taking into consideration the comments
of the Budget and Finance Subcommittee, the ISO will submit its proposed
budget for capital expenditures to the Participants Committee. The ISO shall
report the results of all Participants Committee votes on the ISO’s capital
budget to the 1ISO’s Board of Directors which shall have sole authority to
approve the final ISO capital budget. Following such approval and at least 60
days prior to the beginning of the ISO’s 0Operating y¥-ear, the 1ISO will file
its capital budget with the Commission. All annual capital budget and
expenditure filings will be filed pursuant to, and subject to Commission

review under, Section 205 of the Federal Power Act and posted on the 1ISO’s

website.
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