ISO newengland

October 16, 2007

VIA HAND DELIVERY

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re:  ISO New England Inc.; Emergency Filing of Changes to Market Rule 1; Docket
No. ER08- -000

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act (“FPA”),1 ISO New England Inc. (the
“ISO”) hereby submits an emergency request for changes to Market Rule 1 to address a
potential opportunity for market abuse that became apparent to the ISO after a very rare set of
circumstances arose on October 3, 4, and 9, 2007, in the Day-Ahead Energy Market. Based
upon the information collected to date, material charges have not arisen previously under similar
circumstances in the markets administered by the ISO. Additionally, the ISO and its internal
market monitoring unit do not believe that the facts that exposed the need for this change
resulted from any improper behavior or attempt to manipulate the market. Furthermore, no
changes in market behavior appear to have occurred since this event that would indicate any
attempts to abuse the market under the circumstances described herein. The ISO’s internal
market monitoring unit will continue to closely monitor the market for situations similar to that
presented here in accordance with FERC-prescribed practices to ensure that no abuse occurs.
Additionally, and in accordance with the effective date requested herein, the ISO will administer
the ISO Tariff as revised by the changes proposed in this filing.

16 U.S.C. § 824d.

2 Market Rule 1 is contained as Section III of the ISO New England Inc. Transmission, Markets
and Services Tariff (“ISO Tariff”). Capitalized terms used but not defined in this filing are intended to
have the meanings given to such terms in the ISO Tariff, the Second Restated New England Power Pool
Agreement (the “Second Restated NEPOOL Agreement”), or the Participants Agreement among the ISO,
the NEPOOL Participants Committee and Individual Participants (the “Participants Agreement”).
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This filing constitutes an “Exigent Circumstances” filing under Section 11.2 of the
Participants Agreement, as discussed further in Section IV, below. The ISO has concluded that,
to avoid increasing the potential for market abuse, it must change the Market Rule 1 provisions
to prevent such abuse ahead of completing the full stakeholder process. Accordingly, it has
advised NEPOOL counsel of the ISO's conclusion of the need for immediate action and has
served this filing on all Market Participants. Also, to the extent permitted without violating the
ISO Information Policy, it will present to the NEPOOL Markets Committee at its next meeting
the facts and circumstances that triggered this filing, with a subsequent consideration by the
Participants Committee based on the results of the Markets Committee consideration. If
preferable or additional Market Rule changes result from that Participant Process, the ISO will
make a Section 205 filing reflecting such changes.

Expedited consideration of this filing is requested, with a requested effective date of
October 17, 2007. In support of these requests, the ISO also requests that the comment
period on this filing be shortened to Thursday, October 25, which is seven business days
following this filing.

The need for expedited consideration and a shortened comment period is clear. As
explained further in Section II below, failure to approve this change could lead to market abuse
and could needlessly cost Market Participants significant sums in the future if this loophole in
the rules is not closed. Extremely rapid Commission action on this filing will help to minimize
the risk of market abuse, and a shortened comment period will facilitate the Commission’s
expedited consideration of the filing.

Importantly, the filing of this rule change represents the need to respond quickly —
in a narrowly-drawn fashion - to a truly unique set of circumstances.

I STANDARD OF REVIEW

The ISO submits these changes pursuant to Section 205 of the FPA, which “gives a utility
the right to file rates and terms for services rendered with its assets.” Under Section 205 , the
Commission “plays ‘an essentially passive and reactive’ role™ whereby it “can reject [a filing]
only if it finds that the changes proposed by the public utility are not ‘just and reasonable.”

The Commission limits this inquiry “into whether the rates proposed by a utility are reasonable --
and [this inquiry does not] extend to determining whether a proposed rate schedule is more or
less reasonable than alternative rate designs.”® The changes proposed herein “need not be the

3 Atlantic City Elec. Co. v. FERC, 295 F.3d 1, 9 (D.C. Cir. 2002).

4 Id. at 10 (quoting City of Winnfield v. FERC, 744 F.2d 871, 876 (D.C. Cir. 1984)).

: Id.

6 See ISO New England Inc., 114 FERC {61,315 at P 33 and n.35 (2005), citing Pub. Serv.

Co. of New Mexico v. FERC, 832 F.2d 1201, 1211 (10th Cir. 1987) and City of Bethany v. FERC, 727
F.2d 1131, 1136 (D.C. Cir. 1984) (“City of Bethany”), cert. denied, 469 U.S. 917 (1984).
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only reasonable methodology, or even the most accurate.”’ As a result, even if an intervenor or
the Commission develops an alternate proposal, the Commission must accept the ISO's Section
205 filing if it finds it is just and reasonable.®

II. BACKGROUND; CIRCUMSTANCES NECESSITATING THIS FILING

Under the market design in place in New England, congestion pricing is not used in
managing flows from import and export transactions over interties with neighboring control
areas. With respect to transactions between the ISO and the New York Independent System
Operator (“NYISO”), the transactions are submitted and the New England locational marginal
price (“LMP”) is established at the Roseton External Node. In the Day-Ahead Energy Market,
the physical limits (known as Total Transfer Capability or “TTC”) over the New York interface
are established and posted at 10:00 a.m. for use in the Day-Ahead Energy Market. Offers into
the Day-Ahead Energy Market must then be submitted by noon of the same day.

The Day-Ahead Energy Market clears transactions according to a security-constrained
economic dispatch, and subject to a netting methodology for External Transactions. Net
transactions (the difference between exports and imports) clearing at the External Node cannot
exceed the TTC of the interface. Generally, the TTC between ISO-NE and NYISO is roughly
1,000 MW or more. Furthermore, it is rare that the interface is binding; that is, it is rare that the
interface is congested. The net cleared Day-Ahead schedule is generally less than the TTC of the
interface.

If fixed transactions for net transfers exceeding the TTC of the tie are submitted, the Day-
Ahead Energy Market will economically clear enough counter-flow to honor the TTC. Thus, for
example, when fixed exports from ISO-NE to NYISO, net of fixed imports, exceed the TTC,
then price-sensitive imports are cleared up to the point where the TTC is no longer violated.

Because congestion is not priced on the External Node, the offer price of the dispatchable
imports required to clear the fixed exports will exceed the clearing price (that is, energy plus
losses) and the balance will be paid as Net Commitment Period Compensation (“NCPC”). This
NCPC is provided and paid as credits pursuant to Sections III.F.2.3 and III.F.2.4 of Market Rule
1, and is allocated and charged to Market Participants pursuant to Section III.F.3 of Market Rule
1 in proportion to the daily sum of their Day-Ahead Load Obligations.

As described in the pre-filed testimony of Marc Montalvo filed herewith, earlier this
month, due to physical circumstances, the TTC for the ties between ISO-NE and NYISO
dropped significantly in certain hours. As a result, in the Day-Ahead Energy Market processes
in a single hour on October 3, four hours on October 4, and 13 hours on October 9, it was

! Oxy USA, Inc. v. FERC, 64 F.3d 679, 692 (D.C. Cir. 1995).
8 Cf. Southern California Edison Co., et al., 73 FERC {61,219 at 61,608 n. 73 (1995)

(“Having found the Plan to be just and reasonable, there is no need to consider in any detail the alternative
plans proposed by the Joint Protesters.” (citing City of Bethany, 727 F.2d at 1136)).
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necessary to clear a material amount of imports from New York in order that the TTC not be
violated. This resulted in roughly $230,000 in NCPC paid to price-sensitive imports, the charges
for which were spread across all Day-Ahead Load Obligation on the affected days. Given the
anomalous occurrence of this particular category of NCPC, ISO personnel (including the internal
market monitoring unit) analyzed the October 3, 4 and 9 events. While the ISO determined that
the payments were appropriate under the existing market rules, they concluded that the
transaction pattern that gave rise to these NCPC payments could be replicated by a Market
Participant in the future to obtain compensation that would be inappropriate in an efficient
market. Significantly, though, the internal market monitoring unit has found no evidence that
any Market Participant behaved in a manner inconsistent with the market rules in an effort to
obtain NCPC or has exploited the identified anomaly since these events.

As Mr. Montalvo’s testimony describes, if not remedied on a going-forward basis, the
provisions in the market rules paying the price-sensitive import its offer price (through the
appropriate LMP plus the NCPC) and spreading that NCPC cost over total Day-Ahead Load
Obligation creates an inappropriate opportunity to generate compensation from the market. It is
very possible that Market Participants will analyze the anomalous NCPC from October 3, 4 and
9, and determine how it was generated, permitting them to replicate the necessary offers and
generate inappropriate compensation. Simply stated, this would be accomplished by offering a
large fixed export transaction and a high-priced dispatchable import transaction that offsets the
export transaction, with the intent of collecting large NCPC payments. The import would
receive the resulting NCPC credits while all Day-Ahead Load Obligations would pay the
corresponding NCPC charges.

The future action of a Market Participant to exploit this market anomaly (which has not
occurred so far) may well be determined to be market manipulation that could subject the Market
Participant both to potential penalties and disgorgement of any profits. The resulting uncertainty
in the settlements and markets, however, as well as potential litigation with a Market Participant
resisting an allegation of market manipulation, are best avoided by precluding the market
anomaly from recurring.

III. PROPOSED RULE CHANGES TO PREVENT THE POTENTIAL PROBLEM

Under the market rule changes proposed herein, Sections III.F.2.3 and II1.F.2.4 of Market
Rule 1 will be modified to specify that if a constraint on an intertie between the New England
Control Area and an adjacent Control Area is binding in the Day-Ahead Energy Market in a
given hour, financially offsetting positions at the corresponding External Node by a Market
Participant and/or its affiliates will not be eligible for receipt of Day-Ahead economic NCPC
Credits under those sections. With these changes, the incentive to schedule offsetting
transactions as discussed above — for the purpose of collecting NCPC payments — is largely
eliminated.

Specifically, Section III.F.2.3.4(c) of Market Rule 1, Appendix F, is modified to provide
that where a Market Participant has submitted one or more pool-scheduled External Transaction
purchases for a given External Node and hour, and the submitting Market Participant or its
affiliate has also submitted one or more cleared External Transaction sales or Decrement Bids for
the External Node and hour, the Market Participant will be eligible for Day-Ahead External
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Transaction NCPC Credits solely for any amount by which the megawatts of the total External
Transaction purchases at the External Node are not offset by those of the total cleared External
Transaction sales and/or Decrement Bids. The External Transaction purchases megawatts will be
offset in order from highest to lowest price. This limitation shall not apply where an External
Transaction purchase has been flagged as a Local Second Contingency Protection Resource.

In a similar vein, Section III.F.2.4.4(c) of Market Rule 1, Appendix F, is modified to
provide that where a Market Participant has submitted one or more pool-scheduled External
Transaction sales for a given External Node and hour, and the submitting Market Participant or
its affiliate has also submitted one or more cleared External Transaction purchases and/or
Incremental Offers for the same External Node and hour, the Market Participant will be eligible
for Day-Ahead External Transaction NCPC Credits solely for any amount by which the
megawatts of the External Transaction sales at the External Node are not offset by those of the
total cleared External Transaction purchases and/or Increment Offers. The External Transaction
sales megawatts will be offset in order from lowest to highest price.

A conforming change to Section I11.3.2.3(d) of Market Rule 1 is made, in light of the
foregoing limiting provisions, to create a general cross-reference to Section IIL.F.2 for
calculation of Day-Ahead NCPC Credits other than for generating Resources.

IV.  DESCRIPTION OF EXIGENT CIRCUMSTANCES

Given the potential for market abuse, it would be inappropriate to describe the problem to
Market Participants and utilize the Participant Processes (described in Section 7 of the
Participants Agreement) to obtain advisory stakeholder input from NEPOOL. Accordingly, this
filing is appropriate, and is made, under the "Exigent Circumstances" provisions of Section 11.2
of the Participants Agreement.

Section 11.2 states:

11.2  Exigent Circumstances. In Exigent Circumstances, I[SO
may unilaterally, upon written notice to the Participants Committee
and Individual Participants, file with the Commission pursuant to
Section 205, if necessary, and implement a new or amended
Market Rule, Operating Procedure, Manual, Reliability Standard,
provision of the Information Policy (subject to 11.3), General
Tariff Provision, or Non-TO OATT Provision..

"Exigent Circumstances" is defined in the Participants Agreement as circumstances such
that the ISO determines in good faith that failure to immediately implement a change (i) would
substantially and adversely affect (A) System reliability or security, or (B) the competitiveness or
efficiency of the New England Markets, and (i1) invoking the procedures set forth in Section
11.1, 11.3 or 11.4 would not allow for timely redress of ISO’s concerns.

Exigent Circumstances are presented here, and the ISO has made the good faith
determinations required in Section 11.2 of the Participants Agreement. As noted, a potential
opportunity for market abuse has been exposed through a unique set of circumstances and the
ISO is obligated to remove the opportunity from the market rules. A failure to file and
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implement the market rule changes proposed herein could have a substantial and adverse effect
on the competitiveness or efficiency of the New England Markets because certain Participants
could unfairly profit from the markets at the expense of all entities with Day-Ahead Load
Obligations.

While the full Participant Processes cannot be conducted under these pressing
circumstances, the ISO has conferred with counsel for the NEPOOL Participants Committee to
inform him about the issues presented and the substance of this filing. The ISO has provided
written notice of this filing (via electronic copy) to the Secretary of the NEPOOL Participants
Committee, as required by Sections 11.2 and 17.11(e) of the Participants Agreement.

V. REQUEST FOR WAIVER OF 60-DAY PRIOR NOTICE REQUIREMENT

Pursuant to Section 35.11 of the Commission’s rules and regulations, 18 C.F.R. § 35.11
(2004), the ISO requests waiver of the 60-day notice requirement’ to permit the proposed Market
Rule and Appendix F changes to take effect on October 17, 2007. Good cause exists to permit
this waiver. Once this filing is made, the means to exploit an anomaly in Market Rule 1 will be
exposed and failure to grant this request will expose all entities with Day-Ahead Load
Obligations to a potential payment of NCPC costs that would benefit only select Market
Participants with absolutely no benefit to the markets as a whole or the consumers of New
England.

Also, as previously noted above, the ISO requests expedited treatment of this filing. A
shortened comment date of October 25, 2007 will facilitate the Commission’s expedited
consideration of the filing.

VI. COMMUNICATIONS AND CORRESPONDENCE

All correspondence and communications to the ISO in this proceeding should be
addressed to:

? Section 205(d) of the FPA, 16 U.S.C. § 824d(d); 18 C.F.R. § 35.3 (2006).
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Raymond W. Hepper, Esq. Howard H. Shafferman

Vice President & Assistant General Ballard Spahr Andrews & Ingersoll, LLP
Counsel 601 13th Street NW

ISO New England Inc. Suite 1000 South

One Sullivan Road Washington, D.C. 20005-3807

Holyoke, MA 01040-2841 Tel: (202) 661-2200

Tel: (413) 540-4592 Fax: (202) 661-2299

Fax: (413) 535-4379 E-mail: hhs@ballardspahr.com

E-mail: rhepper@iso-ne.com

VII. ADDITIONAL SUPPORTING INFORMATION

The following information is provided pursuant to Section 205 of the FPA and Section
35.13 et seq. of the Code of Federal Regulations.

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

e Testimony of Marc D. Montalvo, Manager of Market Development, ISO New
England Inc. (Attachment 1);

e Redlined tariff sheets for Market Rule 1 and its Appendix F marked to show the
proposed market rule changes (Attachment 2);

¢ (lean tariff sheets for Market Rule 1 and its Appendix F reflecting the proposed
market rule changes (Attachment 3); and

® A list of governors and utility regulatory agencies in Connecticut, Maine,
Massachusetts, New Hampshire, Rhode Island and Vermont to which a copy of this
filing has been sent (Attachment 4).

35.13(b)(2) — The ISO requests that the modification of the ISO Tariff become effective
on October 17, 2007. As previously discussed, the ISO believes it has shown good cause to
warrant waiver of the sixty-day notice requirement under Section 205(d) of the FPA, 16 U.S.C. §
824d(d), and 18 C.F.R. § 35.11.

35.13(b)(3) — An electronic copy of this filing is being provided to all members and
alternates of the NEPOOL Participants Committee, = who represent all of the Governance
Participants. Further, given the nature of this exigent circumstances filing, an electronic copy of
this filing is also being served on all members and alternates of the Markets Committee. The
ISO has included in the transmittal message with the electronic copy of this filing a prominently
identified notice of the ISO's request to shorten the comment period to October 25, 2007. A
paper copy of this filing is also being provided to the governors and electric utility regulatory

' See Section 17.11(e) of the Participants Agreement.
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agencies for the six New England states that comprise the New England Control Area. The
names and addresses of these governors and regulatory agencies are shown in Attachment 4. In
accordance with the Commission’s rules and practice, there is no need for the entities identified
in Attachment4 to be included on the Commission’s official service list in this proceeding unless
such entities become intervenors in this proceeding.

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

35.13(b)(5) — The reasons for this filing are discussed in the background section of this
transmittal letter.

35.13(b)(6) — The ISO has the sole authority and obligation to make this filing.

35.13(b)(7) — The ISO has no 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) — The proposed modification will result in improved efficiency of the markets
and avoid potentially higher costs for consumers.

35.13(c)(2) — The ISO does not provide services under other rate schedules that are
similar to the sale for resale and transmission services it provides under the ISO Tariff.

35.13(c)(3) — No specifically assignable facilities have been or will be installed or
modified in order to implement the proposed modification.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

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

Q:

TESTIMONY OF MARC D. MONTALVO

PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS.

A. My name is Marc D. Montalvo. I am the Manager of Market Development with

ISO New England Inc. (the “ISO” or “ISO-NE”). My business address is One

Sullivan Road, Holyoke, Massachusetts 0104 1.

PLEASE DESCRIBE YOUR WORK EXPERIENCE AND EDUCATIONAL
BACKGROUND.

A. My experience includes power market design and implementation, market
modeling and price forecasting, and power system planning and operation. I have
advised policy makers and managers in both the private and public sectors on
issues including the design of competitive energy markets, portfolio risk
management, resource planning and power project financing. I have sponsored
direct testimony before the Commission in support of several ISO market design
proposals and have testified before state regulatory commissions and siting
councils on issues including resource economics, portfolio design, and asset
valuation. Prior to joining the ISO in 2004, I served as Manager of Wholesale
Market Analytics at La Capra Associates, an energy industry consultancy. Before
joining La Capra Associates, I was an Analyst in the generation operation and

marketing group at New England Power Company. I have a Master of Science
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degree in Finance from Clark University and a Bachelor of Science degree in

Mathematics from Allegheny College.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. The purpose of this testimony is to describe a recently identified problem
with the way that Day-Ahead Net Commitment Period Compensation (“NCPC”)
credits and charges are allocated, pursuant to Market Rule 1, to Day-Ahead
cleared External Transactions and to describe the changes to Market Rule 1

proposed to address the problem.

WHAT PROBLEM HAS BEEN IDENTIFIED?

A. On October 4, 2007, for the purpose of Day-Ahead Market clearing and
scheduling, the Total Transfer Capability (“TTC”) of the New York export
interface (“Roseton”) was limited to 250 MW for hours 1-16 and was at 1,200
MW for hours 17-24. The Roseton export interface was congested in hours 7-20
and 22, but imports offered at a price greater than the posted LMP cleared only in

hours 8-11. I describe conditions in hours 9 and 10 below.

In hours 9 and 10, Market Participants had submitted 585 MW of fixed (non-
priced) export transactions. Per Section III.1.10.1A(c)(iv) of Market Rule 1,
“fixed” external transactions are treated as price takers and are entered into the
Day-Ahead Energy Market system with an effective offer price of $1,000/MWh.
Given the submitted quantity of fixed export transactions, to ensure that the net

flow on the interface did not exceed the interface TTC, the Day-Ahead Energy
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Market cleared 335MW of import transactions with offers as high as $999/MWh.'
Similar events occurred on October 3 and 9, but the description of the October 4

events will fairly illustrate the overall problem.

By design, the ISO does not price congestion on external nodes.” Instead, the ISO
applies a post-processing procedure to overlay the external node price inclusive of
congestion with the LMP of the next adjacent PTF node(s). On October 4,
although the external interface was congested, application of this procedure
resulted in prices of $65.86 in hour 9 and $73.20 in hour 10 rather than

$999/MWh, the marginal value of power inclusive of congestion.

Imports in the Day-Ahead Energy Market are eligible to receive NCPC credits for
the difference between the LMP revenues received and the offers accepted across
the day. The total NCPC associated with import transactions on October 4, 2007
was approximately $200,000. These credits were charged out to New England-
wide Day-Ahead Load Obligation across the entire 24 hour scheduling day,

almost 420,000 MWh on October 4.

As the events of October 4 illustrate, the current design presents a Market
Participant with the opportunity to purposefully schedule large fixed export
transactions and high-priced dispatchable import transactions that offset the

export transactions, with the intent of collecting large NCPC payments. The

! These include a combination of fixed and dispatchable import transactions. This clearing is a consequence of the
application of security constrained economic dispatch.

* Refer to Market Rule 1, Section I11.7.2.2 and the “LMP Whitepaper” available at http:/www.iso-
ne.com/pubs/whtpprs/app_a_Imp_wht paper.pdf.
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reverse 1is true as well: a Market Participant could seek to schedule large fixed
import transactions and high-priced dispatchable export transactions that offset

the imports.

WHY MUST THE PROBLEM BE RESOLVED WITHOUT DELAY?

A. The circumstances of October 3, 4 and 9 were unprecedented. The Market
Participants with both import and export transactions scheduled on those dates
likely will notice the large NCPC payment and may quickly determine what
happened and the nature of the opportunity. Once discovered, current rules
provide the market place with no protection against the prospective exploitation

of the design.

The perverse opportunity that concerns us is best illustrated with an example.
Assume the clearing price is $50/MWh. The Market Participant submits a fixed
export transaction for 100 MW and a 100 MW dispatchable import transaction for
$500/MWh. The transactions would clear resulting in a net energy position of
zero. The Market Participant would collect ($500-50)x100MW = $45,000 in

NCPC credits and would be allocated a few dollars in NCPC charges.

To date the ISO has no evidence that a Market Participant has taken advantage of
this opportunity. In fact, Day-Ahead NCPC associated with external transactions
has generally been small, if not zero. Nevertheless, this example illustrates a
clearly inappropriate outcome and the rule must be modified to eliminate any

prospective opportunities.
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Q. WHAT IS THE PROPOSED SOLUTION?

A. The problem described above arises because of the asymmetric method of
allocating NCPC charges and credits to external transactions. When the market
clears high cost transactions to act as counterflow to fixed transactions in the
opposite direction, the fixed transaction bear only a small fraction of the NCPC
cost that market incurs to purchase the counterflow. The resulting pricing

mismatch provides an arbitrage opportunity.’

The ISO proposes to eliminate this arbitrage opportunity by modifying the way it
allocates NCPC credits and charges to external transactions submitted by the
same Market Paricipant or its affilliates. When the external interface is binding,
on any offsetting fixed and priced external transactions that clear the Day-Ahead
Energy Market, the Market Partcipant will be ineligible to receive NCPC credits.
For example, if a Market Partcipant submits a 100 MW fixed export transaction
and a 120 MW priced import transaction and the interface is binding, 100 MW of

the priced import transaction will be ineligible to receive NCPC credits.

The proposed NCPC eligibility rule applies only to transactions submitted by a

? This is not true arbitrage because it is not completely risk free. If the dispatchable transaction does not clear, the
Market Participant takes on a potentially large position in the energy market. However, the Market Participant has
a lot of information with which to limit its risk exposure. The TTCs are known prior to the close of the Day-
Ahead Energy Market. Also, the market itself has limited information regarding the cost of clearing transactions
on the ties because the costs — reflected as NCPC — are diffuse. Unlike other pricing locations where any
mispricing would quickly become apparent through the LMP, at the external nodes, there is much less visibility.
Therefore, the Market Participant has enough information to reasonably engage in this strategy and due to the
information asymmetry, there is little chance for other Market Participants to catch on and take the opposite
position, thereby eliminating the “arbitrage” opportunity.
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single Market Participant or its affiliates, and the extent of the offset. All other
priced transactions will remain eligible to receive NCPC credits as per Appendix
F of Market Rule 1. Such NCPC will continue to be charged out to New
England-wide Day-Ahead Load Obligation across the entire 24 hour scheduling

day

HOW WILL THE PROPOSED SOLUTION AFFECT THE USE OF THE

INTERFACES?

A. I do not expect that the proposed change will have a material impact on
the use of the external interfaces. The proposed rule change is narrowly crafted to
affect only those Market Participants who would otherwise purposefully schedule
large offsetting fixed and priced transactions with the intent of collecting large

NCPC payments.

DOES THIS CONCLUDE YOUR TESTIMONY?

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

Executed on: /. J?//%Ald'dq—
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ISO New England Inc. 3rd2ad- Rev Sheet No. 7175
FERC Electric Tariff No. 3 Superseding 2nd+st Rev 7175
Section III — Market Rule 1 — Standard Market Design

Section II1.3 — Accounting and Billing

(i1) For-eachPool-Scheduled External Transaction
determined-on-the basis-of the Resouree’s
schedwled-consumption;shall- be-compared-to
the-total- cost-of that Resource’s-scheduled
. 1 s ed by the I

AheadErerey Murketand-the Pay-Adhead
P Licab] | | v I Nod
n-the Day-Ahead Enerey Market—IHthe total
costsummed-over-all-hoursfor-the Operating
Day-exceeds-the total bid price summed-overall
hoursforthe Operating Daythe-difference-shall

i iei Other

Day-Ahead NCPC Credits shall be calculated as
specified in Section IIL.F.2.

(©) Except as otherwise provided for under Section I11.6.4.4,
the sum of the foregoing credits calculated in accordance

with Section II1.3.2.3(b) shall be the “NCPC

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel ——Effective
Issued on: October 1Eebraary-6, 20076 Oectober1:2006




ISO New England Inc. 2nd+™* Rev Sheet No. 8033
FERC Electric Tariff No. 3 Superseding 1st RevOriginal 8033
Section III — Market Rule 1 — Standard Market Design

Appendix F — Net Commitment Period Compensation Accounting

NCPC Credits

ITI.F.2.3.4 Daily Day-Ahead Credits. The ISO calculates the daily Day-Ahead
Credits for each pool-scheduled External Transaction purchase as follows:

(a) Sum hourly Day-Ahead offer amounts for the day
(b) Sum hourly Day-Ahead values for the day

(c) Day-Ahead External Transaction purchase Credit equals any
portion of the import transaction’s total daily Day-Ahead offer amount in excess of its total daily

Day-Ahead value; provided, however, that where a Market Participant has submitted one or more
pool-scheduled External Transaction purchases for a given External Node and hour and the
submitting Market Participant or its affiliate has also submitted one or more cleared External
Transaction sales and/or Decrement Bids for the External Node and hour, the Market Participant
will be eligible for Day-Ahead External Transaction NCPC Credits solely for any amount by
which the megawatts of the total External Transaction purchases at the External Node are not
offset by those of the total cleared External Transaction sales and/or Decrement Bids. The
External Transaction purchases megawatts will be offset in order from highest to lowest price,
provided further, however, that the limitation set forth in the foregoing proviso shall not apply

where an External Transaction purchase has been flagged as a Local Second Contingency
Protection Resource.

IIL.F.2.3.5 Day-Ahead Credit Allocation. The ISO allocates the Day-Ahead
Credits, for each External Transaction purchase for each Operating Day, back to each hour in the
Operating Day in which the External Transaction purchase was scheduled as follows:

Hourly Credit = Daily Credit * (( Day-Ahead Load Obligation in scheduled hour)
/ (Total Day-Ahead Load Obligations in all scheduled hours))

II1.F.2.3.6 Day-Ahead NCPC Credits: Market Participant’s Hourly Credits;
Operating Day Total. The ISO calculates each Market Participant’s hourly Day-Ahead NCPC

Credits and the total Day-Ahead NCPC Credits for each Operating Day as follows:

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 17,
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Appendix F — Net Commitment Period Compensation Accounting

NCPC Credits

IILLF.2.4.4 Day-Ahead Credits. The ISO calculates the daily Day-Ahead
Credits for each pool-scheduled External Transaction sale as follows:

(a) Sum hourly Day-Ahead bid amounts for the day
(b) Sum hourly Day-Ahead costs for the day

(c) Day-Ahead NCPC Credit for External Transaction sales equals any
portion of the sale transaction’s total daily Day-Ahead cost in excess of its total daily Day-Ahead
bid amount_provided, however, that where a Market Participant has submitted one or more pool-
scheduled External Transaction sales for a given External Node and hour and the submitting
Market Participant or its affiliate has also submitted one or more cleared External Transaction
purchases and/or Increment Offers for the same External Node and hour, the Market Participant
will be eligible for Day-Ahead External Transaction NCPC Credits solely for any amount by
which the megawatts of the External Transaction sales at the External Node are not offset by
those of the total cleared External Transaction purchases and/or Increment Offers. The External
Transaction sales megawatts will be offset in order from lowest to highest price.

ITILLF.2.4.5 Day-Ahead Credit Allocation. The ISO allocates the Day-Ahead
NCPC Credits, for each External Transaction sale for each Operating Day, back to each hour in
the Operating Day in which the External Transaction was scheduled as follows:

Hourly Credit = Daily Credit * (( Day-Ahead Load Obligation in scheduled hour)
/ (Total Day-Ahead Load Obligations in all scheduled hours))

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 17
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Section III — Market Rule 1 — Standard Market Design
Section III.3 — Accounting and Billing

(i) Other Day-Ahead NCPC Credits shall be
calculated as specified in Section IIL.F.2.

(©) Except as otherwise provided for under Section I11.6.4.4,
the sum of the foregoing credits calculated in accordance

with Section 1I1.3.2.3(b) shall be the “NCPC

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 17, 2007
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Appendix F — Net Commitment Period Compensation Accounting

NCPC Credits

ITI.F.2.3.4 Daily Day-Ahead Credits. The ISO calculates the daily Day-Ahead
Credits for each pool-scheduled External Transaction purchase as follows:

(a) Sum hourly Day-Ahead offer amounts for the day
(b) Sum hourly Day-Ahead values for the day

(c) Day-Ahead External Transaction purchase Credit equals any
portion of the import transaction’s total daily Day-Ahead offer amount in excess of its total daily
Day-Ahead value; provided, however, that where a Market Participant has submitted one or more
pool-scheduled External Transaction purchases for a given External Node and hour and the
submitting Market Participant or its affiliate has also submitted one or more cleared External
Transaction sales and/or Decrement Bids for the External Node and hour, the Market Participant
will be eligible for Day-Ahead External Transaction NCPC Credits solely for any amount by
which the megawatts of the total External Transaction purchases at the External Node are not
offset by those of the total cleared External Transaction sales and/or Decrement Bids. The
External Transaction purchases megawatts will be offset in order from highest to lowest price,
provided further, however, that the limitation set forth in the foregoing proviso shall not apply
where an External Transaction purchase has been flagged as a Local Second Contingency
Protection Resource.

IIL.F.2.3.5 Day-Ahead Credit Allocation. The ISO allocates the Day-Ahead
Credits, for each External Transaction purchase for each Operating Day, back to each hour in the
Operating Day in which the External Transaction purchase was scheduled as follows:

Hourly Credit = Daily Credit * (( Day-Ahead Load Obligation in scheduled hour)
/ (Total Day-Ahead Load Obligations in all scheduled hours))

II1.F.2.3.6 Day-Ahead NCPC Credits: Market Participant’s Hourly Credits;
Operating Day Total. The ISO calculates each Market Participant’s hourly Day-Ahead NCPC

Credits and the total Day-Ahead NCPC Credits for each Operating Day as follows:

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 17, 2007
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Appendix F — Net Commitment Period Compensation Accounting

NCPC Credits

IILLF.2.4.4 Day-Ahead Credits. The ISO calculates the daily Day-Ahead
Credits for each pool-scheduled External Transaction sale as follows:

(a) Sum hourly Day-Ahead bid amounts for the day
(b) Sum hourly Day-Ahead costs for the day

(c) Day-Ahead NCPC Credit for External Transaction sales equals any
portion of the sale transaction’s total daily Day-Ahead cost in excess of its total daily Day-Ahead
bid amount provided, however, that where a Market Participant has submitted one or more pool-
scheduled External Transaction sales for a given External Node and hour and the submitting
Market Participant or its affiliate has also submitted one or more cleared External Transaction
purchases and/or Increment Offers for the same External Node and hour, the Market Participant
will be eligible for Day-Ahead External Transaction NCPC Credits solely for any amount by
which the megawatts of the External Transaction sales at the External Node are not offset by
those of the total cleared External Transaction purchases and/or Increment Offers. The External
Transaction sales megawatts will be offset in order from lowest to highest price.

ITILLF.2.4.5 Day-Ahead Credit Allocation. The ISO allocates the Day-Ahead
NCPC Credits, for each External Transaction sale for each Operating Day, back to each hour in
the Operating Day in which the External Transaction was scheduled as follows:

Hourly Credit = Daily Credit * (( Day-Ahead Load Obligation in scheduled hour)
/ (Total Day-Ahead Load Obligations in all scheduled hours))

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 17, 2007
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