ISO newengland

August 19, 2011

VIA ELECTRONIC FILING

Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E., Room 1-A
Washington, DC 20426

Re:  1SO New England Inc., Docket No. ER11- -000
Order No. 745 Compliance Filing (Part 1 of 2)

Dear Secretary Bose:

ISO New England Inc. (the “ISO”) hereby submits its filing in compliance with the
Federal Energy Regulatory Commission’s (“Commission’s”) Final Rule on Demand Response
Compensation in Organized Wholesale Energy Markets (“Order No. 745”).> As discussed
below, the ISO proposes a two-stage implementation process that would put in place an initial set
of demand response compensation rules on June 1, 2012 (the “transition period” rules) to be
replaced by a second set of rules that would fully integrate demand resources into the energy
market effective as of June 1, 2015 (the “fully integrated” rules). In support of this compliance
filing, the I1SO is submitting the testimonies of Henry Y. Yoshimura, Director, Demand Resource
Strategy (the “Yoshimura Testimony”) and David LaPlante, Vice President, Market Monitoring
(the “LaPlante Testimony™).?

As discussed further in Section VI of this filing, the 1SO requests that the Commission
issue an order in this proceeding as early as possible and no later than November 18, 2011.

! Demand Response Compensation in Organized Wholesale Energy Markets, Order No. 745, |1l FERC Stats. &
Regs., Regs. Preambles 1 31,322, 76 Fed. Reg. 16658 (2011) (Order No. 745).

% This filing letter and attachments are the first part of a two-part submission. Due to technical limitations associated
with the Commission’s eTariff system, the 1SO is not able to submit multiple changes to the same tariff section that
have different effective dates in one submission. Accordingly, the first part of the ISO’s overall submission includes
the tariff changes that are proposed to become effective on June 1, 2012. The second part of the ISO’s overall
submission includes the tariff changes that are proposed to become effective on June 1, 2015. The explanation and
supporting materials for all of the tariff changes is contained in the first submission. Although the overall filing has
been divided into two parts to accommodate the eTariff system, the Commission should treat the submissions as a
single filing.
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l. BACKGROUND

On March 18, 2010, the Commission issued a proposed rulemaking concerning the
appropriate compensation for demand resources participating in organized wholesale energy
markets.®> Among other things, the Commission sought public comment on: (1) whether demand
response providers should be paid the full locational marginal price (“LMP”) for demand
reductions, and; (2) whether full LMP payment should apply in all hours. On August 2, 2010,
the Commission issued a Supplemental Notice of Proposed Rulemaking and Notice of Technical
Conference seeking additional comment concerning: (1) the use of a consumer “net benefits test”
for purposes of determining when to pay the full LMP to demand response providers, and; (2)
how the c4osts associated with payment of the full LMP for demand reductions should be
allocated.

On March 15, 2011, the Commission issued the final rule on demand response
compensation (“Order No. 745). Order No. 745 generally adopted the requirement to pay full
LMP for demand response, but instead of requiring payment of the full LMP for all hours, the
final rule mandated the use of a consumer “net benefits test” so that the full LMP is paid when
the overall consumer benefit from reduced LMPs resulting from dispatching demand resources is
likely to exceed the cost of paying demand response providers.> The payment of the full LMP is
linked to the ability of a demand resource to “displace a generation resource in a manner that
serves the RTO or 1SO in balancing supply and demand.”® Order No. 745 also required each
ISO/RTO to explain the measurement and verification methods used to ensure the setting of
appropriate consumption baselines. Finally, the final rule requires that the costs associated with
demand response payments be allocated “proportionately to all entities that purchase from the
relevant energy market in the area(s) where the demand response reduces the market price for
energy at the time when the demand response resource is committed or dispatched.”’

The remainder of this filing describes the ISO’s approach to complying with the
requirements of Order No. 745.

1. COMPLIANCE APPROACH

The ISO and stakeholders in New England faced a number of complexities in
determining the best approach to complying with Order No. 745. Order No. 745 specifically
applies only in regions that have tariff provisions allowing for the participation of demand

® Demand Response Compensation in Organized Wholesale Energy Markets, Notice of Proposed Rulemaking, 130
FERC 161,213 (2010).

* Demand Response Compensation in Organized Wholesale Energy Markets, Supplemental Notice of Proposed
Rulemaking and Notice of Technical Conference, 132 FERC {61,094 (2010).

% Order No. 745 at P 2, 4-6.
® Order No. 745 at P 48.
" Order No. 745 at P 102.
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resources in the energy market.® The 1SO Tariff® currently includes provisions governing the
participation of demand resources in the energy market. However, the demand response energy
market provisions, by the explicit terms of the ISO Tariff, are effective only through May 31,
2012.1% Absent a filing by the ISO and action by the Commission, there would be no demand
response energy market tariff provisions for New England as of June 1, 2012.

The existing tariff provisions, which were implemented on March 1, 2003, put in place
the New England region’s first year-round demand response energy market program at the
wholesale level.** The initial tariff provisions have been adjusted from time to time, but the
overall structure of those early programs has remained the same. The current day-ahead and
real-time demand response programs provide an opportunity for demand response providers to
participate in the regional wholesale market. However, due to the limits of the existing market
and system operations infrastructure, under the current programs demand response is not fully
integrated into the market-clearing mechanisms, which limits the economic benefit that demand
resources can provide through the wholesale energy markets. Accordingly, in the ISO’s view the
existing tariff provisions do not provide an appropriate structure upon which to achieve the long-
term goal of fully integrating demand resources into the market.

Prior to the March 2010 initiation of the rulemaking proceeding that resulted in the
issuance of Order No. 745, the ISO and stakeholders were engaged in considering the long-term
structure of price-responsive demand in New England.** Those discussions were prompted

® The new regulatory text adopted pursuant to Order No. 745 provides that the demand response market design
elements mandated by the Commission apply to:

Each Commission-approved independent system operator or regional transmission organization
that has a tariff provision permitting demand response resources to participate as a resource in the
energy market by reducing consumption of electric energy from their expected levels in response
to price signals....

18 C.F.R. § 35.28(g)(1)(v) (2011).

® Capitalized terms used but not defined in this filing are intended to have the meaning given to such terms in the
ISO New England Inc. Transmission, Markets and Services Tariff (“ISO Tariff”), the Second Restated New England
Power Pool Agreement, and the Participants Agreement. Market Rule 1 is Section 111 of the ISO Tariff.

191SO Tariff, Section 111.E.1.3 (Appendix E, Load Response Program).

1 Prior to March 1, 2003, the New England region periodically had adopted limited, temporary demand response
programs targeted at achieving demand reductions during summer peak periods. See, e.g., New England Power
Pool, Revisions to NEPOOL Market Rules to Modify, Enhance and Extend the Load Response Program,
Transmittal Letter, Docket No. ER02-656-000 (Dec. 28, 2001).

12 See, e.g., 1ISO New England Inc. and New England Power Pool, Tariff Revisions Regarding Extension of the
Real-Time Price Response Program and Day-Ahead Load Response Program; Docket No. ER09-1737-000,
Transmittal Letter at p. 6 and Laurita Testimony at p. 10, Docket No. ER09-1737 (Sept. 23, 2009); Report of ISO
New England Inc. and New England Power Pool Regarding Treatment of Price-Responsive Demand in the New
England Electricity Markets, Docket No. ER08-830-002 (July 31, 2009).
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partly by the scheduled expiration of the current demand response programs on May 31, 2010.**
The discussions ultimately resulted in stakeholders voting on several market design proposals,
but not actual market rules, in December 2009.** Subsequently, the I1SO developed draft market
rules and presented them to the NEPOOL Markets Committee on March 10, 2010. The ISO’s
draft rules did not propose to amend the existing tariff provisions regarding demand response
contained in Appendix E but, instead, proposed to amend Market Rule 1 to directly incorporate
the treatment of demand resources into the main body of the energy market rules. The ISO’s
proposal would have resulted in significant changes to the way that demand resources participate
in the wholesale energy market.

When Order No. 745 was issued on March 15, 2011, the ISO and stakeholders had to
consider the most appropriate approach for developing tariff provisions that would comply with
the final rule in light of the expiration of the current demand response programs in 2012 and the
contextual background, unique to New England, described above. Ultimately, the ISO
recommended that the New England region proceed with a two-stage implementation process
consisting of new transition period rules that would go into effect on June 1, 2012, to be replaced
by a second set of rules that would fully integrate demand resources into the energy market as of
June 1, 2015. The ISO presented this compliance package at the NEPOOL Participants
Committee meeting on April 1, 2011. The ISO’s presentation identified the ultimate goal of fully
integrating demand resources into the energy market and system dispatch, but noted that this
goal would require a multi-year effort. Accordingly, the ISO indicated that the compliance filing
would need to include rules for a transitional period until the fully integrated rules could be
implemented. During the stakeholder discussions that followed and the development of rules for
the compliance filing, the 1ISO sought to ensure that stakeholders (and, ultimately, the
Commission) would be able to consider how all of the important aspects of the demand response
rules would work together as a comprehensive package. This approach is reflected in the
package of tariff changes submitted in this filing.*

The following section of this transmittal letter describes the new transition period rules
that are proposed to become effective when the existing demand response rules expire on June 1,
2012, preceded by a description of the fully integrated rules that are proposed to become
effective and replace the transition period rules on June 1, 2015.

B31d., Transmittal Letter at p. 6. The Commission accepted the two-year extension of the programs (to June 1, 2012)
by letter order issued on October 29, 2009 in Docket No. ER09-1737.

14 Report of ISO New England Inc. and New England Power Pool Regarding Treatment of Price-Responsive
Demand in the New England Electricity Markets, Docket No. ER08-830-000 (December 18, 2009).

15 As discussed later in this filing, there are certain additional demand-response related market design issues that the
ISO and stakeholders have identified but, as a practical matter, were not able to fully consider and resolve in the
limited time available before the compliance filing deadline. The I1SO and stakeholders will be reviewing these
issues in the coming months and expect to file any rule changes by January 2012.
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I1l. DESCRIPTION OF THE COMPLIANCE RULES

Fully Integrated Rules

The core of the ISO’s compliance approach is the decision to adopt a market design that
will fully integrate demand resources into the energy markets. The full integration of demand
resources into the energy markets requires the implementation of new market and system
operation functions that will treat a Demand Reduction Offer for a demand resource in the same
manner as a Supply Offer for a generator. These offers for both generation and demand
resources will be used as part of the security-constrained economic dispatch system to identify
the optimal set of demand and generation resources that minimizes production costs subject to
reliability constraints. This approach best meets the requirement of Order No. 745 that demand
resources be used to help balance supply and demand.*® In order to implement this approach,
Sections I11.E.3 and I11.E.4 of the fully integrated rules establish a structure through which
demand response providers may submit Demand Reduction Offers and may specify operating
parameters for their resources for both the day-ahead and real-time markets. Section I11.E.5
specifies how Demand Reduction Offers are integrated into the scheduling and dispatch process.
As required by Order No. 745, Section 111.E.9 of the fully integrated rules provides that
demand response providers are paid the full LMP for their demand reductions.

Order No. 745 recognizes the importance of ensuring that demand resources are capable
of contributing to the balancing of supply and demand in return for being eligible for energy
market compensation at the full LMP.*® Accordingly, Sections 111.E.1 and 111.E.2 of the fully
integrated rules establish the registration, metering, audit and related rules that are used to
measure and verify the demand reduction contributions of demand resources.*® Among other
things, these rules require that demand resource performance be measured at the retail delivery
point, which effectively is the point of interconnection with the New England Control Area and
the pointzgt which the 1SO observes the resource’s contribution to balancing supply and
demand.

Order No. 745 requires that the costs associated with demand response compensation be
allocated proportionally to all entities that purchase from the relevant energy market in the areas
where demand response reduces the market price for energy when the demand resource is

% Order No. 745 at P. 48.
17 Order No. 745 at PP 47-48.
8 Order No. 745 at P 47.

19 Developing an accurate baseline that reflects the normal operating condition of a demand resource is a critical
aspect of determining demand resource performance and the metering, audit and related rules are closely associated
with the development of an accurate baseline. The baseline accuracy rules to be used under both the transition
period and fully integrated rules are discussed later in this transmittal letter.

0 yoshimura Testimony at pp. 18-27.
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committed or dispatched.?! Section 111.E.9.3 of the fully integrated rules provides that charges or
payments resulting from real-time demand reductions produced by demand resources will be
allocated on an hourly basis proportionally to Real-Time Load Obligation on a system-wide
basis. As explained in the Yoshimura Testimony, a system-wide allocation of demand response
costs is appropriate because: (1) demand resources are located throughout the New England
region; (2) demand reductions are likely to impact LMPs beyond the specific node at which the
reduction occurs, and; (3) it would be extremely difficult to attempt to identify (and allocate)
specific costs based on analysis of price impacts on a nodal or even sub-regional basis.?? The
two exceptions to the cost allocation rule involve Real-Time Load Obligation incurred at
External Nodes and by Dispatchable Asset Related Demand postured by the ISO. The External
Node exclusion is intended to avoid imposing costs on energy traded between regions and,
potentially, restricting that trade.?® In addition, the New England region will be the primary
beneficiary of demand reductions within the region, rather than external regions represented by
the External Nodes.?* The Dispatchable Asset Related Demand exclusion is appropriate because
a Market Participant with a Dispatchable Asset Related Demand (typically a pumped storage
hydro unit) that is postured by the ISO (i.e., directed to pump water into a reservoir for reliability
purposes) is not charged for energy based on the LMP, but is charged based on the resource’s
Demand Bid. Under such circumstances, the Market Participant does not benefit from any
changes to the LMP associated with demand resources.®

Transition Period Rules

The transition period rules include many components of the fully integrated rules,
including provisions: (i) requiring that Demand Reduction Offers exceed the Demand Reduction
Threshold Price; (ii) applying an improved baseline methodology; (iii) compensating demand
reductions delivered in real time that are consistent with the amounts offered and scheduled in
response to LMPs; and (iv) allocating costs associated with payments for demand reductions
proportionally to entities purchasing from the relevant energy market in the area where the
demand reduction reduces the market price for energy.

The transition period rules vary from the fully integrated rules in the following respects:

?! Order No. 745 at P 100.

22 Yoshimura Testimony at pp. 65-66.
2 Yoshimura Testimony at p. 65.
#1d.

% Yoshimura Testimony at pp. 65-66.
% yoshimura Testimony at pp. 67-69..
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the ISO will not be able to accept offers associated with demand resources
consisting of an aggregation of assets during the transition period;*’

two-way, real-time communication of energy market Dispatch Instructions will
not be utilized between the ISO and a Market Participant with demand resources,
and no real-time dispatch of Real-Time Demand Response Assets will occur;?®
instead, the Market Participant will be obligated to provide demand response in
accordance with the schedule it receives through participation in the Day-Ahead
Energy Market;*®

Demand Reduction Offers will only be accepted on a day-ahead basis, with only
one price/demand-reduction quantity pair for each asset, and with only two other
bid parameters (compared with a broader array of bid parameters in the fully
integrated rules);*

the Day-Ahead Energy Market solution will be derived before consideration of
Demand Reduction Offers, and the resulting Day-Ahead LMPs will then be used
to determine the clearing of those offers in the Day-Ahead Energy Market;*

the Real-Time Demand Reduction Obligation of a Real-Time Demand Response
Asset will be capped at 200% of the associated Demand Reduction Offer amount
adjusted for avoided distribution losses, in order to provide incentives for Market
Participants to follow their cleared day-ahead demand reduction schedules;* and

the transition period rules do not incorporate Net Commitment Period
Compensation (“NCPC”), since NCPC credits and charges are applicable solely
to resources that are fully integrated into the energy market clearing and dispatch
processes. >

The transition period rules also include changes to Appendix A of Market Rule 1 giving

the ISO’s Internal Market Monitor the ability to obtain Market Participant data that will assist it
in monitoring resource performance and demand response provider behavior.3* The 1ISO New

%" Yoshimura Testimony at p. 69.

% Yoshimura Testimony at pp. 69-70.

% Yoshimura Testimony at pp. 72-73.

%0 Yoshimura Testimony at pp. 70-71.

#! Yoshimura Testimony at p. 73.

%2 Yoshimura Testimony at pp. 74-77.

% Yoshimura Testimony at pp. 78-79.

* LaPlante Testimony at pp. 3-5.
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England Information Policy will reflect a corresponding modification so that information
provided in response to an Internal Market Monitor data request will be considered Confidential
Information under the policy.®

Demand Reduction Threshold Price

Order No. 745 requires the use of a consumer net benefits test so that demand response
providers generally only are dispatched and paid the market price for energy when the overall
benefit to consumers of the reduced LMP that results from dispatching demand resources
exceeds the cost of payments for those resources.®*® The Commission requires that the net
benefits test be implemented in the form of a monthly threshold price, based on historical data
and updated to reflect relevant supply conditions. The threshold price is to be the point on the
supply curve beyond which the overall consumer benefit from the reduced LMPs associated with
dispatching demand resources exceeds the costs of payments to those resources.®” Section
I11.E.6 of the fully integrated rules specifies how the ISO will calculate and use a monthly
Demand Reduction Threshold Price as required by Order No. 745.

The ISO’s proposed tariff provisions require that a Demand Reduction Threshold Price
be established for each month using a regression-based approximation method on a sampled
portion of Supply Offer data (i.e., each price-quantity pair offered in the Real-Time Energy
Market) for the historical reference month.*® The proposed market rules require that the
regression produce an increasing, convex, smooth approximation of the supply curve so as to
ensure that a unique Demand Reduction Threshold Price is obtained for each month.*® The
Demand Reduction Threshold Price for the historical reference month is the price at which the
slope of the smooth approximation function equals P/x, where P is the price (in $ per MWh) and
X is the aggregate MW supplied.”> The Demand Reduction Threshold Price for the upcoming
month is based on the historical threshold price for the same month of the previous year adjusted
for any substantial changes in supply availabilities and for differences in fuel price indices
between the historical month and the current month.*

The ISO plans to post on the 1ISO’s website on a monthly basis the supply curve analysis
used to determine Demand Reduction Threshold Prices. In addition to the resulting Demand
Reduction Threshold Price for the upcoming month, the posting will include:

% LaPlante Testimony at p. 8.

% Order No. 745 at P 47.

¥ Order No. 745 at P 4.

% Yoshimura Testimony at p. 39.
#1d.

“1d.

*1 Yoshimura Testimony at pp. 39-40.
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e The functional form used to establish the smoothed supply curve.
e The historical reference month supply curve data in the form of market-level
price/quantity pairs. These data will not identify the resource associated with each

price/quantity pair.

e The relevant sample range, estimated regression coefficients, and associated statistics
such as R-Square.

e Any adjustments that were made for significant changes to the composition or slope
of the historical monthly supply curves.

e Any adjustments that were made for changes in the fuel price index.*
The ISO includes as part of the Yoshimura Testimony the required 12 months of sample Demand

Response Threshold Prices computed using the foregoing methodology, for the January to
December 2010 period.*®

Assuring the Use of Accurate Baselines

Order No. 745 mandates an evaluation of any existing measurement and verification rules
for demand resources and the development of appropriate modifications, if necessary, to ensure
that demand resource baselines remain accurate when the monthly threshold price mechanism is
implemented.** The 1SO retained KEMA Inc. (“KEMA”) to assist in evaluating the existing
measurement and verification requirements used in New England and in recommending a
baseline methodology for use in the transition period and fully integrated rules that will ensure
that baselines (and the associated demand reduction calculations) remain accurate and unbiased.
The Yoshimura Testimony details the results of the KEMA analysis and discussions with
stakeholders concerning baseline accuracy measures.* Ultimately, the 1SO’s review indicated
that the baseline methodology that is currently used in New England, combined with a
symmetrical baseline adjustment as explained in the Yoshimura Testimony,*® generally
compares favorably to alternative methodologies in terms of accuracy, bias and variability.
Accordingly, the ISO generally proposes to use the existing methodology, with certain limited

“2 Y oshimura Testimony at p. 40.

*% Yoshimura Testimony at Exhibit B. See Order No. 745 at P 81.
* Order No. 745 at P 94.

*8 Yoshimura Testimony at pp. 49-55.

“® Yoshimura Testimony at p. 50.
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changes. The baseline methodology to be used under the transition period and fully integrated
rules is set out in a new Section 111.8 of Market Rule 1.*

A demand response baseline generally is an estimate of a consumer’s likely energy
consumption for each interval of the current operating day based on interval meter data from
previous days. In order to ensure that the baseline for a particular demand resource remains
accurate, the baseline must be refreshed regularly with recent meter data reflecting the normal
operating condition of the resource for the current period or season. Under the existing demand
response rules that are expiring in 2012, the availability of recent meter data is ensured by using
a bidding threshold price that prevents demand resources from clearing too frequently.

The new transition period and fully integrated rules do not use a bidding threshold price
to ensure the availability of recent meter data reflecting normal operating conditions. Instead,
under the new rules,*® in order for a demand resource to be eligible to provide a demand
reduction, at least three of the last 10 days of the resource’s meter data must reflect days under
normal operating conditions during which the resource did not provide demand reductions.
KEMA'’s analysis showed that this “3 of Last 10 Days” methodology (coupled with use of a
symmetric baseline adjustment) should produce better results than alternative methodologies.
There was a preference expressed during the stakeholder review process, including from
stakeholders representing demand response provider, for this methodology because it is more
transparent and should allow for easier management of demand resources than alternatives that
use a bidding threshold price.

The ISO proposes, under both the transition period and fully integrated rules, a baseline
computation that differs in three respects from the computation used under the existing demand
response programs. First, a symmetric baseline adjustment will be used instead of the current
asymmetric baseline adjustment.*® This adjustment will take account of the fact that conditions
affecting energy consumption in the current operating day may vary from conditions affecting
consumption on the previous days from which meter data was used to compute the baseline. A
symmetric adjustment will appropriately adjust the baseline in either the upward or downward
direction depending on the metering results.

Second, baseline bias will be reduced by requiring that the calculated baseline be
periodically refreshed with contemporary meter data.®® This will ensure that the baseline reflects
the expected demand of a participating customer absent demand reductions in response to price
signals. Otherwise, as KEMA'’s analysis demonstrates, if a Market Participant submits Demand
Reduction Offers persistently at the Demand Reduction Threshold Price, these offers would clear
virtually every day of the year. Excluding the cleared days from the baseline computation (as is

*"1SO Tariff, Section 111.8.

“8 The new baseline calculation methodology is contained in Section 111.8 of Market Rule 1.
“% Yoshimura Testimony at pp. 51-55.

*0 yoshimura Testimony at pp. 59-64.
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done under current rules) could make the data used to establish the baseline very stale and not
reflective of normal operating conditions for the current period within which a Demand
Reduction Offer is submitted. For example, the baseline used to estimate expected demand
absent demand reductions in response to price signals in the fall and winter could be based on
summer meter data.

Third, the number of days of meter data needed to establish an initial Demand Response
Baseline for a new Demand Response Resource will be 10 continuous days of the same day-
type.® This requirement is necessary because the “3 of Last 10 Days” methodology described
above requires at least 10 days of meter data to develop the Demand Response Baseline in the
first place. Moreover, increasing the sample size upon which to estimate the expected demand of
a participating customer absent demand reductions in response to price signals always improves
the statistical confidence of the estimate.

IV.  PLANNED ADDITIONAL DEMAND RESPONSE-RELATED RULE CHANGES

The ISO and stakeholders identified a number of additional demand response-related
market design issues that, while not required for compliance, but are expected to be reviewed
and addressed in the near future. These issues involve changes to the Forward Capacity Market
(“FCM”) rules®* and additional changes to energy market rules applicable to demand resources
with Capacity Supply Obligations. Some of the issues that are expected to be included in the
stakeholder discussions are:

o changes to make the FCM rules consistent with the proposed energy market rules
with respect to demand resource qualification, metering requirements, baseline
and performance calculations;

. whether demand response providers should be required to submit Demand
Reduction Offers for demand resources with Capacity Supply Obligations (i.e., a
“must offer” requirement);

. whether to change the manner in which demand resources with a Capacity Supply
Obligation will be dispatched (i.e., rather than dispatching demand resources in
response to a capacity deficiency, dispatch demand resources based on its offer
price in the energy market);

. whether energy market payments associated with demand resources with Capacity
Supply Obligations are subject to the Peak Energy Rent deduction, and,;

%! Yoshimura Testimony at pp. 62-64.
°21S0 Tariff, Section 111.13.
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. the provision of energy payments, based on the appropriate real-time LMP, for
demand resources that are dispatched or audited pursuant to Section 111.13 of the
ISO Tariff.

The ISO initiated stakeholder discussions of these issues at the NEPOOL Markets
Committee meeting held on August 17-19, 2011. The ISO currently expects to complete the
stakeholder review process for these additional issues in January 2012 and to submit a tariff
change filing to the Commission in the same month. Tentatively, the proposed effective date for
the additional rules would likely be on or about April 1, 2012, which is before the administration
of the Forward Capacity Auction for the 2015/2016 Capacity Commitment Period.

The ISO also has identified several other demand response-related market design changes
that it expects to review with stakeholders in the next year or so. First, the ISO has initiated
further review of the baseline adjustment mechanism to determine if an alternative to the
symmetric adjustment method would be appropriate for certain types of demand resources,
particularly demand resources that are associated with industrial customers that use shifts of
workers.>® Second, the ISO is planning to initiate stakeholder discussions in 2012 concerning
potential market changes to allow Market Participants with dispatchable resources, including
demand response providers, to submit hourly energy offers and modify the commitment cost
components and the incremental energy-offer component during the operating day. In common
with most other regions, the current energy market infrastructure in New England is not able to
accommodate changes to certain offer parameters during the operating day. Developing hourly
offer capability is a complex undertaking for a number of reasons, including the need to address
baseline and market monitoring-related issues. While the schedule is subject to change, the
ISO’s current goal is to develop rules for hourly energy offer capability that could be
implemented in 2015 coincident with the implementation of the fully integrated approach to
price-responsive demand.

V. STAKEHOLDER PROCESS

The NEPOOL Markets Committee first considered Order No. 745 compliance issues at
its meeting on April 6, 2011 and completed its review over the course of seven meetings. The
ISO presented its proposed Order No. 745 compliance package to the NEPOOL Markets
Committee for vote at the committee’s July 19-20, 2011 meeting. At that meeting, the Markets
Committee voted and failed to support two compliance packages. The Markets Committee failed
by a vote of 39.78% in favor to support a compliance package that included an amendment
limiting to 150% the amount by which a real-time demand reduction could exceed the related
day-ahead offer amount and still be eligible for compensation. The Markets Committee also
failed by a vote of 48.71% in favor to support the 1ISO’s proposed compliance package, which
differed from the first package only in that it provided for a 200% limit on the amount by which

*% Yoshimura Testimony at pp. 58-59.
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a real-time demand reduction could exceed the day-ahead offer amount and be eligible for
compensation.

The ISO’s compliance package was considered by the NEPOOL Participants Committee
at its August 12, 2011 meeting. Similar to the Markets Committee, the Participants Committee
considered several stakeholder amendments, but none of the amendments were adopted. The
Participants Committee ultimately voted on the ISO’s unamended compliance package, which it
failed to support by a vote of 51.9% in favor.

VI. REQUESTED EFFECTIVE DATE AND COMMISSION ACTION DATE

The ISO requests an effective date of June 1, 2012 for the transition period rules and June
1, 2015 for the fully integrated rules.

The ISO requests that the Commission issue an order addressing the compliance filing no
later than November 18, 2011 (approximately 90 days after submission of the filing). Issuance
of an order by this date will assist both the ISO and stakeholders in their efforts to prepare for the
implementation of the new transition rules on June 1, 2012 and the fully integrated rules on June
1, 2015. Depending on the substance of the Commission’s order and the scope of any additional
compliance requirements, issuing an order after November 18, 2011 could create a substantial
risk that the transition period rules could not be finalized and implemented before the expiration
of the existing demand response programs on May 31, 2012. In addition to further market rule
development and stakeholder review process that could be required depending on the substance
of the Commission’s order on the compliance filing, detailed manuals and operating procedures,
business processes, software (including testing protocols), and training materials that are
consistent with the Commission’s order must be developed and implemented prior to May 2012.

Additionally, by issuing an order by November 18, 2011, the Commission would also
assist the 1SO, demand response providers and other stakeholders in making important decisions
during December 2011, potentially including decisions regarding participation in the Forward
Capacity Auction for the 2015/2016 Capacity Commitment Period that will be held in April
2012. Specifically, by issuing an order on or before November 18, 2011, the Commission will
permit the ISO and stakeholders to take account of the results of the order before taking actions
in response to two important milestones in early December. The first milestone is the planned
December 6-7, 2011 vote of the NEPOOL Markets Committee on the additional demand-
response related market rules discussed in Section IV of this transmittal letter. The
Commission’s order in this proceeding may affect the positions of both the ISO and stakeholders
concerning the substance of these additional changes. The second milestone is the release of
Notifications of FCA Qualified Capacity on December 16, 2011. After considering the
Commission’s order in this proceeding, a demand response provider could withdraw a New
Resource within five days after the notification date and avoid posting financial assurance.
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VIl. DESCRIPTION OF THE ISO; COMMUNICATIONS

The ISO is the private, non-profit entity that serves as the regional transmission
organization (“RTQO”) for New England. The ISO operates the New England bulk power system
and administers New England’s organized wholesale electricity market pursuant to the 1ISO
Tariff and the Transmission Operating Agreement with the New England transmission owners.
In its capacity as an RTO, the ISO also has the objective to assure that the bulk power supply
system within the New England Control Area conforms to proper standards of reliability as
established by the Northeast Power Coordinating Council and the North American Electric
Reliability Corporation.

All correspondence and communications in this proceeding should be addressed to the
undersigned for the ISO and NEPOOL as follows:

James H. Douglass, Esq.* Howard H. Shafferman, Esq.*
Christoper J. Hamlen, Esq. Daniel R. Simon, Esq.

ISO New England Inc. Ballard Spahr LLP

One Sullivan Road 601 13th Street, NW
Holyoke, MA 01040-2841 Suite 1000 South

Tel: (413) 540-4559 Washington, DC 20005-3807
Fax: (413) 535-4379 Tel: (202) 661-2200

E-mail: jdouglass@iso-ne.com Fax: (202) 661-2299

E-mail: hhs@ballardspahr.com

*Persons designated for service

VIll. ADDITIONAL SUPPORTING INFORMATION
Please find the following materials attached hereto:

+ Attachment 1: Redlined substitute tariff sheets in response to the requirements of
Order No. 745 for the transition period rules;

+ Attachment 2: Clean substitute tariff sheets in response to the requirements of
Order No. 745 for the transition period rules;

+ Attachment 3: Redlined substitute tariff sheets in response to the requirements of
Order No. 745 for the fully integrated rules (included in Part 2 of
this submission);

+ Attachment 4: Clean substitute tariff sheets in response to the requirements of
Order No. 745 for the fully integrated rules (included in Part 2 of
this submission);
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+ Attachment 5: Testimony of Henry Y. Yoshimura in support of the changes to
Market Rule 1, Appendix E and related provisions, including
Exhibit A (CRA Report re Demand Reduction Threshold Price),
Exhibit B (ISO Analysis re Supply Curve Smoothing and Demand
Reduction Threshold Price Estimates) and Exhibit C (KEMA
Report re Baseline Accuracy Methodology) thereto;

+ Attachment 6: Testimony of David LaPlante in support of the changes to Market
Rule 1, Appendix A and the ISO New England Information Policy;
and;

+ Attachment 7 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 electronically.

IX. CONCLUSION

The ISO requests that the Commission accept the Order No. 745 compliance filing
package as submitted, and without modification or condition, to be effective as of June 1, 2012,
for the transition period rules, and June 1, 2015, for the fully integrated rules. The ISO also
requests that the Commission issue an order in this proceeding no later than November 18, 2011.

Respectfully submitted,

ISO NEW ENGLAND INC.

/s/ James H. Douglass /s/ Howard H. Shafferman
James H. Douglass Howard H. Shafferman
Christopher J. Hamlen Daniel R. Simon

ISO New England Inc. Ballard Spahr LLP

One Sullivan Road 601 13™ Street, N.W.
Holyoke, MA 01040-2841 Suite 1000 South

Tel: (413) 540-4559 Washington, D.C. 20005
Fax: (413) 535-4379 Tel: (202) 661-2205
E-mail: jdouglass@iso-ne.com Fax: (202) 661-2299

E-mail: hhs@ballardspahr.com

Attachments and Exhibits
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1.2

[.2.1.

Rules of Construction; Definitions

Rules of Construction:

In this Tariff, unless otherwise provided herein:

(@
(b)
(©)

(d)

()

(f)

(9)

(h)

()

words denoting the singular include the plural and vice versa;
words denoting a gender include all genders;
referencesto a particular part, clause, section, paragraph, article, exhibit, schedule, appendix or
other attachment shall be areference to a part, clause, section, paragraph, or article of, or an
exhibit, schedule, appendix or other attachment to, this Tariff;
the exhibits, schedules and appendices attached hereto are incorporated herein by reference and
shall be construed with an as an integral part of this Tariff to the same extent asif they were set
forth verbatim herein;
areference to any statute, regulation, proclamation, ordinance or law includes all statutes,
regulations, proclamations, amendments, ordinances or laws varying, consolidating or replacing
the same from time to time, and areference to a statute includes all regulations, policies,
protocols, codes, proclamations and ordinances issued or otherwise applicable under that statute
unless, in any such case, otherwise expresdy provided in any such statute or in this Tariff;
areference to a particular section, paragraph or other part of a particular statute shall be deemed
to be areference to any other section, paragraph or other part substituted therefor from time to
time;
adefinition of or reference to any document, instrument or agreement includes any amendment or
supplement to, or restatement, replacement, modification or novation of, any such document,
instrument or agreement unless otherwise specified in such definition or in the context in which
such referenceis used;
areference to any person (as hereinafter defined) includes such person’ s successors and permitted
assignsin that designated capacity;
any reference to “days’ shall mean calendar days unless “Business Days’ (as hereinafter defined)
are expressly specified;
if the date as of which any right, option or election is exercisable, or the date upon which any
amount is due and payable, is stated to be on a date or day that is not a Business Day, such right,
option or election may be exercised, and such amount shall be deemed due and payable, on the
next succeeding Business Day with the same effect asif the same was exercised or made on such

date or day (without, in the case of any such payment, the payment or accrual of any interest or
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other late payment or charge, provided such payment is made on such next succeeding Business

Day);
(K) words such as “hereunder,” “hereto,

hereof” and “herein” and other words of similar import
shall, unless the context requires otherwise, refer to this Tariff asawhole and not to any
particular article, section, subsection, paragraph or clause hereof; and areference to “include’ or
“including” means including without limiting the generality of any description preceding such
term, and for purposes hereof the rule of gusdem generis shall not be applicable to limit ageneral
statement, followed by or referable to an enumeration of specific matters, to matters similar to

those specifically mentioned.

1.2.2. Déefinitions:
In this Tariff, the terms listed in this section shall be defined as described bel ow:

Accepted Electric Industry Practice, sometimes referred to as Good Utility Practice, means any of the
practices, methods, and acts engaged in or approved by a significant portion of the electric generation and
transmission industry during the relevant time period, or any of the practices, methods, and acts which, in
the exercise of reasonable judgment in light of the facts known at the time the decision was made, could
have been expected to accomplish the desired result at a reasonable cost consistent with good business
practices, reliability, safety and expedition. Accepted Electric Industry Practiceis not limited to asingle,
optimum practice method or act to the exclusion of others, but rather isintended to include practices,
methods, or acts generally accepted in the region.

Adjusted Regulation Obligation isequal to a Market Participant’stotal Real-Time Load Obligation
ratio share of the total amount of Regulation provided that hour, adjusted for any internal bilateral

transactions for Regulation.

Administrative Costs are those costs incurred in connection with the review of Applications for

transmission service and the carrying out of System Impact Studies and Facilities Studies.

Administrative Export De-List Bid isabid that may be submitted in a Forward Capacity Auction by
certain Existing Generating Capacity Resources subject to a multi-year contract to sell capacity outside of
the New England Control Area during the associated Capacity Commitment Period, as described in
Section 111.13.1.2.3.1.4 of Market Rule 1.
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Administrative Sanctions are defined in Section 111.B.4.1.2 of Appendix B of Market Rule 1.

ADR Neutrals are one or more firms or individuals identified by the | SO with the advice and consent of
the Participants Committee that are prepared to act as neutrals in ADR proceedings under Appendix D to
Market Rule 1.

Advanceis defined in Section 1V.A.3.2 of the Tariff.

Affected Party, for purposes of the ISO New England Billing Policy, is defined in Section 6.3.5 of the
ISO New England Billing Poalicy.

Affiliateisany person or entity that controls, is controlled by, or is under common control by another
person or entity. For purposes of this definition, "control" means the possession, directly or indirectly, of
the authority to direct the management or policies of an entity. A voting interest of ten percent or more
shall create a rebuttable presumption of control.

AGC isautomatic generation control.

Allocated Assessment isaCovered Entity’ sright to seek and obtain payment and recovery of its sharein
any shortfall payments under Section 3.3 or Section 3.4 of the SO New England Billing Policy.

Alternative Capacity Price Ruleisarule potentially affecting Capacity Clearing Pricesin a Forward
Capacity Auction, as described in Section 111.13.2.7.8 of Market Rule 1.

Alter native Dispute Resolution (ADR) isthe procedure set forth in Appendix D to Market Rule 1.

Alter native Technologies Regulation Pilot Program isthe pilot described in Appendix Jto Market
Rule 1.

Amount Interrupted is, for purposes of the Load Response Program, the cal culated difference between

the Customer Basdline and the actual customer load. For generating assets, metered at the generator

output, the Amount Interrupted is the generator outpui.
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Ancillary Services are those services that are necessary to support the transmission of electric capacity
and energy from resources to loads while maintaining reliable operation of the New England

Transmission System in accordance with Good Utility Practice.

Announced Schedule 1 EA Amount, Announced Schedule 2 EA Amount, Announced Schedule 3
EA Amount are defined in Section 1V.B.2.2 of the Tariff.

Annual Transmission Revenue Requirements are the annual revenue requirements of aPTO’s PTF or
of al PTOs PTF for purposes of the OATT shall be the amount determined in accordance with

Attachment F to the OATT.

Annualized FCA Payment is used to determine aresource’ s availability penalties and is calculated in
accordance with Section 111.13.7.2.7.1.2(b) of Market Rule 1.

Applicants, for the purposes of the ISO New England Financial Assurance Policy, are entities applying
for Market Participant status or for transmission service from the 1SO.

Application isawritten request by an Eligible Customer for transmission service pursuant to the
provisions of the OATT.

APR-1 meansthefirst of three Alternative Capacity Price Rule mechanisms described in Section
111.13.2.7.8.

APR-2 means the second of three Alternative Capacity Price Rule mechanisms described in Section
111.13.2.7.8.

APR-3 meansthe third of three Alternative Capacity Price Rule mechanisms described in Section
111.13.2.7.8.

Asset isagenerating unit, interruptible load, demand response resource or load asset.

Asset Registration Processisthe 1SO business process for registering a physical load, generator, or tie-
line for settlement purposes. The Asset Registration Processis posted on the 1ISO’ s website.
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Asset Related Demand isaphysical load that has been discretely model ed within the SO’ s dispatch and
settlement systems, settles at a Node and, except for pumped storage load, is made up of one or more
individual end-use metered customers receiving service from the same point or points of eectricity
supply, with an aggregate average hourly load of 1 MW or greater during the 12 months preceding its
registration.

Asset Related Demand Bid Block-Hour s are Block-Hours assigned to the Lead Market Participant for
each Asset Related Demand bid. The daily bid Blocks in the price-based Real-Time bid will be
multiplied by the number of hours in the day to determine the daily quantity of Asset Related Demand
Bid Block-Hours. In the case that a Resource has a Real-Time unit status of “unavailable” for an entire
day, that day will not contribute to the quantity of Asset Related Demand Bid Block-Hours. However, if
the Resource has at |east one hour of the day with a unit status of “available,” the entire day will
contribute to the quantity of Asset Related Demand Bid Block-Hours.

Asset-Specific Going Forward Costs are the net risk-adjusted going forward costs of an asset that is part
of an Existing Generating Capacity Resource, calculated for the asset in the same manner as the net-risk
adjusted going forward costs of Existing Generating Capacity Resources as described in Section
111.13.1.2.3.2.1.2.

Assigned Meter Reader reports to the ISO the hourly and monthly MWh associated with the Asset.
These MWh are used for settlement. The Assigned Meter Reader may designate an agent to help fulfill
its Assigned Meter Reader responsibilities; however, the Assigned Meter Reader remains functionally
responsible to the ISO.

Auction Revenue Right (ARR) isaright to receive FTR Auction Revenuesin accordance with
Appendix C of Market Rule 1.

Auction Revenue Right Allocation (ARR Allocation) isdefined in Section 1 of Appendix C of Market
Rule 1.

Auction Revenue Right Holder (ARR Holder) is an entity which isthe record holder of an Auction

Revenue Right (excluding an Incremental ARR) in the register maintained by the 1SO.
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Authorized Commission isdefined in Section 3.3 of the 1ISO New England Information Policy.

Authorized Person is defined in Section 3.3 of the ISO New England Information Policy.

Automatic Response Rate isthe response rate, in MW/Minute, at which a Market Participant iswilling
to have a generating unit change its output while providing Regulation between the Regulation High
Limit and Regulation Low Limit.

Average Hourly Load Reduction iseither: (i) the sum of the Demand Resource's electrical energy
reduction during Demand Resource On-Peak Hours in the month divided by the number of Demand
Resource On-Peak Hours in the month; (ii) the sum of the Demand Resource’ s electrical energy reduction
during Demand Resource Seasonal Peak Hours in the month divided by the number of Demand Resource
Seasonal Peak Hours in the month; (iii) the sum of a Critical Peak Demand Resource' s electrical energy
reduction during Demand Resource Critical Peak Hours in the month for that resource divided by the
number of Demand Resource Critical Peak Hours less 30 minutes for each set of consecutive Real-Time
Demand Resource Dispatch Hours within the same Operating Day in the month for that resource; or (iv)
in each Real-Time Demand Response Event Hour, the sum of the baseline electrical energy consumption
less the sum of the actual electrical energy consumption of al of the Real-Time Demand Response Assets
associated with the Real-Time Demand Response Resource as registered with the ISO as of the first day
of the month. The Demand Resource’s electrica energy reduction and Average Hourly Load Reduction
shall be determined consistent with the Demand Resource' s Measurement and V erification Plan, which
shall be reviewed by the 1SO to ensure consistency with the measurement and verification requirements,
as described in Section 111.13.1.4.3 of Market Rule 1 and the 1ISO New England Manuals.

Average Hourly Output iseither: (i) the sum of the Demand Resource’s electrica energy output during
Demand Resource On-Peak Hours in the month divided by the number of Demand Resource On-Peak
Hoursin the month; (ii) the sum of the Demand Resource' s electrical energy output during Demand
Resource Seasonal Peak Hours in the month divided by the number of Demand Resource Seasonal Peak
Hoursin the month; (iii) the sum of a Critical Peak Demand Resource' s electrical energy output during
Demand Resource Critical Peak Hours in the month for that resource divided by the number of Demand
Resource Critical Peak Hours for that resource less 30 minutes for each set of consecutive Real-Time
Demand Resource Dispatch Hours within the same Operating Day in the month for that resource; or (iv)
in each Real-Time Demand Response Event Hour or Real-Time Emergency Generation Event Hour, the

sum of the electrical energy output of all of the Real-Time Demand Response Assets or Real-Time

Page 6



Emergency Generation Assets associated with the Real-Time Demand Response Resource or Real-Time
Emergency Generation Resource as registered with the ISO as of the first day of the month. Electrical
energy output and Average Hourly Output shall be determined consistent with the Demand Resource's
Measurement and V erification Plan, which shall be reviewed by the ISO to ensure consistency with the
measurement and verification requirements, as described in Section 111.13.1.4.3 of Market Rule 1 and the
ISO New England Manuals.

Average Monthly PER iscalculated in accordance with Section 111.13.7.2.7.1.1.2(a) of Market Rule 1.

Bankruptcy Code isthe United States Bankruptcy Code.

Bankruptcy Event occurs when a Covered Entity files a voluntary or involuntary petition in bankruptcy
or commences a proceeding under the United States Bankruptcy Code or any other applicable law

concerning insolvency, reorganization or bankruptcy by or against such Covered Entity as debtor.

Bilateral Contract (BC) isany of the following types of contracts: Internal Bilateral for Load, Internal
Bilateral for Market for Energy, and External Transactions.

Bilateral Contract Block-Hour s are Block-Hours assigned to the seller and purchaser of an Internal
Bilateral for Load, Internal Bilateral for Market for Energy and External Transactions; provided, however,
that only those contracts which apply to the Real-Time Energy Market will accrue Block-Hours.

Block isdefined asfollows: (1) With respect to Bilateral Contracts, a Bilateral Contract administered by
the SO for an hour; (2) with respect to Supply Offers administered by the |SO, a quantity with arelated
price for Energy (Supply Offersfor Energy may contain multiple sets of quantity and price pairsfor the
day); (3) with respect to Demand Bids administered by the 1SO, a quantity with arelated price for Energy
(Demand Bids for Energy may contain multiple sets of quantity and price pairs for the each hour); (4)
with respect to Increment Offers administered by the SO, a quantity with arelated price for Energy
(Increment Offers for Energy may contain multiple sets of quantity and price pairs for each hour); (5)
with respect to Decrement Bids administered by the 1SO, a quantity with arelated price for Energy
(Decrement Bids for Energy may contain multiple sets of quantity and price pairs for each hour); and (6)
with respect to Asset Related Demand bids administered by the 1SO, a quantity with arelated price for
Energy (Asset Related Demand bids may contain multiple sets of quantity and price pairsfor each hour).
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Block-Hour s are the number of Blocks administered for a particular hour.

Budget and Finance Subcommittee is a subcommittee of the Participants Committee, the

responsibilities of which are specified in Section 8.4 of the Participants Agreement.

Business Day is any day other than a Saturday or Sunday or 1SO holidays as posted by the ISO on its

website,

Cancellation Feeisdefined in Section 111.1.10.2(d).

Cancelled Start Credit isa credit calculated pursuant to Section 111.F.2.5 of Appendix F to Market Rule
1 asthe NCPC Credit due to each Market Participant for pool-scheduled generating Resources that were
scheduled by the ISO to start after the close of the Day-Ahead Energy Market and that were cancelled by

the SO prior to their assigned commitment time.

Capability Year means ayear's period beginning on June 1 and ending May 31.

Capacity Acquiring Resour ce isaresource that is seeking to acquire a Capacity Supply Obligation
through a Capacity Supply Obligation Bilateral, as described in Section 111.13.5.1 of Market Rule 1.

Capacity Capability Interconnection Standard has the meaning specified in Schedule 22 and Schedule
23 of the OATT.

Capacity Carried Forward Dueto Rationing is described in Section 111.13.2.7.8.2.1(c)(b)(ii) of Market
Rule 1.

Capacity Clearing Priceisthe clearing price for a Capacity Zone for a Capacity Commitment Period
resulting from the Forward Capacity Auction conducted for that Capacity Commitment Period, as
determined in accordance with Section 111.13.2.7 of Market Rule 1.

Capacity Clearing Price Floor is described in Section 111.13.2.7.

Capacity Commitment Period isthe one-year period from June 1 through May 31 for which obligations

are assumed and payments are made in the Forward Capacity Market.
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Capacity Cost (CC) isone of four forms of compensation that may be paid to resources providing VAR
Service under Schedule 2 of the OATT.

Capacity Export Through Import Constrained Zone Transaction is defined in Section I11.1.10.7(f)(i)
of Market Rule 1.

Capacity L oad Obligation isthe quantity of capacity for which aMarket Participant is financially
responsible, equal to that Market Participant’s Capacity Requirement (if any) adjusted to account for any
relevant Capacity Load Obligation Bilaterals, as described in Section 111.13.7.3.1 of Market Rule 1.

Capacity L oad Obligation Acquiring Participant isaload serving entity or any other Market
Participant seeking to acquire a Capacity Load Obligation through a Capacity Load Obligation Bilateral,
as described in Section 111.13.5.2 of Market Rule 1.

Capacity Load Obligation Bilateral is abilateral contract through which a Market Participant may
transfer all or a portion of its Capacity Load Obligation to another entity, as described in Section 111.13.5
of Market Rule 1.

Capacity L oad Obligation Transferring Participant is an entity that has a Capacity Load Obligation
and is seeking to shed such abligation through a Capacity Load Obligation Bilateral, as described in

Section 111.13.5.2 of Market Rule 1.

Capacity Network Resource (CNR) is defined in Section | of Schedule 22 and Attachment 1 to
Schedule 23 of the OATT.

Capacity Network Resource I nter connection Service is defined in Section | of Schedule 22 and
Attachment 1 to Schedule 23 of the OATT.

Capacity Rationing Rule addresses whether offers and bids in a Forward Capacity Auction may be
rationed, as described in Section 111.13.2.6 of Market Rule 1.
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Capacity Requirement isaload serving entity’ sinitially allocated share of the Installed Capacity
Requirement, prior to any Capacity L oad Obligation Bilaterals, during a Capacity Commitment Period for
a Capacity Zone, as described in Section 111.13.7.3.1 of Market Rule 1.

Capacity Supply Obligation isan obligation to provide capacity from aresource, or a portion thereof, to
satisfy a portion of the Installed Capacity Requirement that is acquired through a Forward Capacity
Auction in accordance with Section 111.13.2, a reconfiguration auction in accordance with Section
111.13.4, or a Capacity Supply Obligation Bilateral in accordance with Section 111.13.5.1 of Market Rule 1.

Capacity Supply Obligation Bilateral isabilateral contract through which a Market Participant may
transfer all or a part of its Capacity Supply Obligation to another entity, as described in Section 111.13.5.1
of Market Rule 1.

Capacity-to-Service Ratio is defined in Section 111.3.2.2(h) of Market Rule 1.

Capacity Transfer Right (CTR) isafinancial right that entitles the holder to the difference in the Net
Regional Clearing Prices between Capacity Zones for which the transfer right is defined, in the MW
amount of the holder’ s entitlement.

Capacity Transferring Resour ce isaresource that has a Capacity Supply Obligation and is seeking to
shed such obligation, or a portion thereof, through a Capacity Supply Obligation Bilateral, as described in
Section 111.13.5.1 of Market Rule 1.

Capacity Valueisthe value (in kW-month) of a Demand Resource for a month determined pursuant to
Section 111.13.7.1.5 of Market Rule 1.

Capacity Zoneis a geographic sub-region of the New England Control Area as determined in accordance
with Section 111.12.4 of Market Rule 1.

Capital Funding Charge (CFC) is defined in Section IV .B.2 of the Tariff.

CARL Data is Control Areardiability data submitted to the 1SO to permit an assessment of the ability of
an external Control Areato provide energy to the New England Control Areain support of capacity

offered to the New England Control Area by that external Control Area.
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Carried Forward Excess Capacity is calculated as described in Section 111.13.2.7.8.2.1(c) of Market
Rule 1.

Carried Forward Excess Out-of-M arket Capacity is caculated as described in Section
111.13.2.7.8.2.1(c)(i) of Market Rule 1.

Chargeisasum of money due from a Covered Entity to the SO, either initsindividual capacity or as
billing and collection agent for the other Covered Entities and for NEPOOL pursuant to the Participants

Agreement.

CLAIM10 isthe generation output level, expressed in MW, which can be reached by a Resource (from
an off-line state) within 10 minutes after receiving a Dispatch Instruction or the amount of reduced
consumption, expressed in MW, which can be reached by a Dispatchable Asset Related Demand within
10 minutes after receiving a Dispatch Instruction. A CLAIM10 valueisrequired as part of a Resource’'s
or Dispatchable Asset Related Demand’ s Offer Data. CLAIM 10 values are established pursuant to the
provisions of Section 111.9.5.3.

CLAIM 30 isthe generation output level, expressed in MW, which can be reached by a Resource (from
an off-line state) within 30 minutes after receiving a Dispatch Instruction or the amount of reduced
consumption, expressed in MW, which can be reached by a Dispatchable Asset Related Demand within
30 minutes after receiving a Dispatch Instruction. A CLAIM30 value isrequired as part of a Resource's
or Dispatchable Asset Related Demand’ s Offer Data. CLAIM30 values are established pursuant to the
provisions of Section [11.9.5.3.

CNR Capability is defined in Section | of Schedule 22 and Attachment 1 to Schedule 23 of the OATT.

Coincident Peak Contribution isaMarket Participant’ s share of the New England Control Area
coincident peak demand for the prior calendar year as determined prior to the start of each power year,
which reflects the sum of the prior year’ s annual coincident peak contributions of the customers served by
the Market Participant at each Load Asset in all Load Zones. Daily Coincident Peak Contribution values
shall be submitted by the Assigned Meter Reader or Host Participant by the meter reading deadline to the
ISO.
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Cold Weather Conditions means any calendar day when that day’ s Effective Temperatures are forecast
to be equal to or less than zero degrees Fahrenheit for any single on-peak hour and that day’ s total
Effective Heating Degree Days are forecast to be greater than or equa to 65.

Cold Weather Event means days when Cold Weather Conditions are forecast to exist and the Seven-Day
Forecast indicates a capacity margin less than or equal to 0 MW for an Operating Day. Cold Weather
Events are declared by 1100 two days prior to the Operating Day. A Cold Weather Warning will be used
for al future days within the Seven-Day Forecast when a capacity margin of lessthan or equal to 0 MW
exists, until such time that the 1SO declares a Cold Weather Event.

Cold Weather War ning means days when Cold Weather Conditions are forecast to exist and the Seven-
Day Forecadt indicates a capacity margin less than 1,000 MW. In addition, a Cold Weather Warning will
be used for al future days within the Seven-Day Forecast when a capacity margin of less than or equal to

0 MW exists for days not yet declared as a Cold Weather Event.

Cold Weather Watch means days when Cold Weather Conditions are forecast to exist and the Seven-
Day Forecast indicates a capacity margin greater than or equal to 1,000 MW.

Commer cial Capacity, for the purposes of the ISO New England Financial Assurance Palicy, is defined
in Section VII.A of that policy.

Commission isthe Federal Energy Regulatory Commission.

Commitment Offer Test isdefined in Section [11.A.5.8.3 of Appendix A of Market Rule 1.

Common Costs are those costs associated with a Station that are avoided only by (1) the clearing of the
Static De-List Bids or the Permanent De-List Bids of al the Existing Generating Capacity Resources

comprising the Station; or (2) the acceptance of a Non-Price Retirement Request of the Station.

Completed Application isan Application that satisfies all of the information and other requirements of
the OATT, including any required deposit.
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Compliance Effective Date is the date upon which the changes in the predecessor NEPOOL Open
Access Transmission Tariff which have been reflected herein to comply with the Commission’s Order of
April 20, 1998 became effective.

Composite FCM Transaction isatransaction for separate resources seeking to participate asasingle
composite resource in a Forward Capacity Auction in which multiple Designated FCM Participants
provide capacity, as described in Section 111.13.1.5 of Market Rule 1.

Conditional Qualified New Generating Capacity Resour ceis defined in Section 111.13.1.1.2.3(f) of
Market Rule 1.

Confidential Information is defined in Section 2.1 of the ISO New England Information Policy, which
is Attachment D to the Tariff.

Confidentiality Agreement is Attachment 1 to the ISO New England Billing Policy.

Congestion is acondition of the New England Transmission System in which transmission limitations
prevent unconstrained regiona economic dispatch of the power system. Congestion is the condition that
results in the Congestion Component of the Locational Marginal Price at one Location being different
from the Congestion Component of the Locational Marginal Price at another Location during any given
hour of the dispatch day in the Day-Ahead Energy Market or Real-Time Energy Market.

Congestion Component is the component of the nodal price that reflects the marginal cost of congestion
at agiven Node or External Node relative to the reference point. When used in connection with Zonal
Price and Hub Price, the term Congestion Component refers to the Congestion Components of the nodal
prices that comprise the Zonal Price and Hub Price weighted and averaged in the same way that nodal

prices are weighted to determine Zonal Price and averaged to determine the Hub Price.

Congestion Cost isthe cost of congestion as measured by the difference between the Congestion
Components of the Locational Marginal Prices at different Locations and/or Reliability Regions on the

New England Transmission System.

Congestion Paying L SE is, for the purpose of the allocation of FTR Auction Revenuesto ARR Holders
as provided for in Appendix C of Market Rule 1, a Market Participant or Non-Market Participant
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Transmission Customer that is responsible for paying for Congestion Costs as a Transmission Customer
paying for Regional Network Service under the Transmission, Markets and Services Tariff, unless such
Transmission Customer has transferred its obligation to supply load in accordance with ISO New England
System Rules, in which case the Congestion Paying L SE shall be the Market Participant supplying the
transferred load obligation. The term Congestion Paying L SE shall be deemed to include, but not be
limited to, the seller of internal bilateral transactions that transfer Real-Time Load Obligations under the
SO New England System Rules.

Congestion Revenue Fund isthe amount available for payment of target allocationsto FTR Holders

from the collection of Congestion Cost.

Congestion Shortfall means congestion payments exceed congestion charges during the weekly billing

process in any billing period.

Control Agreement is the document posted on the ISO website that isrequired if aMarket Participant’s
cash collateral isto beinvested in BlackRock funds.

Control Area, for purposes of Section Il of the Tariff, is an electric power system or combination of
electric power systems to which a common automatic generation control schemeis applied in order to:

D match, at al times, the power output of the generators within the el ectric power system(s) and
capacity and energy purchased from entities outside the electric power system(s), with the load within the
electric power system(s);

2 maintain scheduled interchange with other Control Areas, within the limits of Good Utility
Practice;

(©)) maintain the frequency of the electric power system(s) within reasonable limits in accordance
with Good Utility Practice and the criteria of the applicable regional reiability council or the North
American Electric Reliability Council; and

(@) provide sufficient generating capacity to maintain operating reserves in accordance with Good
Utility Practice.

Control Area, for purposes of Section 111 of the Tariff, is an electric power system or combination of
electric power systems to which a common automatic generation control schemeis applied in order to: (i)

match, at al times, the power output of the generators within the el ectric power system(s) and capacity
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and energy purchased from entities outside the eectric power system(s), with the load within the electric
power system(s); (ii) maintain scheduled interchange with other Control Areas, within the limits of
Accepted Electric Industry Practice; (iii) maintain the frequency of the electric power system(s) within
reasonable limits in accordance with Accepted Electric Industry Practice and the criteria of the applicable
regional reliability council or the NERC; and (iv) provide sufficient generating capacity to maintain

operating reserves in accordance with Accepted Electric Industry Practice.

Correction Limit means the date that is one hundred and one (101) calendar days from the last Operating
Day of the month to which the dataapplied. As described in Section I11.3.6.1 of Market Rule 1, this will
be the period during which meter data corrections must be submitted unless they qualify for submission

as a Requested Billing Adjustment under Section 111.3.7 of Market Rule 1.

Cost of Energy Consumed (CEC) isone of four forms of compensation that may be paid to resources
providing VAR Service under Schedule 2 of the OATT.

Cost of Energy Produced (CEP) is one of four forms of compensation that may be paid to resources
providing VAR Service under Schedule 2 of the OATT.

Cost of New Entry (CONE) is determined in accordance with Section 111.13.2.4 of Market Rule 1.

Covered Entity is defined in the ISO New England Billing Policy.

Credit Coverageis third-party credit protection obtained by the ISO, in the form of credit insurance

coverage, a performance or surety bond, or a combination thereof.

Credit Qualifying means a Rated Market Participant that has an Investment Grade Rating and an
Unrated Market Participant that satisfies the Credit Threshold.

Credit Threshold consists of the conditions for Unrated Market Participants outlined in Section 11.B.2 of
the ISO New England Financial Assurance Policy.

Critical Energy Infrastructure Information (CEII) isdefined in Section 3.0(j) of the ISO New
England Information Policy, which is Attachment D to the Tariff.
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Critical Peak Demand Resour ceis atype of Demand Resource, and means installed measures (e.g.,
products, equipment, systems, services, practices and/or strategies) on end-use customer facilities that
reduce electrical usage during Demand Resource Critical Peak Hours or shift electrical usage from
Demand Resource Critical Peak Hours to other hours and reduce the amount of capacity needed to deliver
acomparable or acceptable level of service at those end-use customer facilities. Such measuresinclude

Energy Efficiency, Load Management, and Distributed Generation.

Current Ratiois, on any date, all of aMarket Participant’s or Non-Market Participant Transmission
Customer’s current assets divided by all of its current liabilities, in each case as shown on the most recent
financial statements provided by such Market Participant or Non-Market Participant Transmission
Customer to the 1SO.

Curtailment isareduction in the dispatch of atransaction that was scheduled, using transmission service,

in response to atransfer capability shortage as aresult of system reliability conditions.

Customer isaMarket Participant, a Transmission Customer or another customer of the 1SO.

Customer Basdlineisthe average aggregate hourly load, rounded to the nearest kWh, for each of the 24
hoursin aday for each Load Response Program Asset participating in the Rea-Time Price Response
Program, and the average aggregated five-minute load, rounded to the nearest kWh, for each of the 24
hoursin aday for Rea-Time Demand Response Assets and Real-Time Emergency Generation Resource
assets.

Data Reconciliation Process means the process by which meter reconciliation and data corrections that
are discovered by Governance Participants after the Invoice has been issued for a particular month or that
are discovered prior to the issuance of the Invoice for the relevant month but not included in that Invoice
or in the other Invoices for that month and are reconciled by the ISO on an hourly basis based on data
submitted to the ISO by the Host Participant Assigned Meter Reader or Assigned Meter Reader.

Day-Ahead isthe calendar day immediately preceding the Operating Day.

Day-Ahead Adjusted L oad Obligation is defined in Section 111.3.2.1(a)(iii) of Market Rule 1.

Day-Ahead Congestion Revenueisdefined in Section 111.3.2.1(f) of Market Rule 1.
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Day-Ahead Demand Reduction Obligation is a cleared Demand Reduction Offer multiplied by one plus

the percent average avoided peak distribution | osses.

Day-Ahead Energy Market means the schedule of commitments for the purchase or sale of energy,
payment of Congestion Costs, and payment for |osses devel oped by the 1SO as aresult of the offers and
specifications submitted in accordance with Section 111.1.10 of Market Rule 1.

Day-Ahead Energy Market Congestion Charge/Credit isdefined in Section 111.3.2.1(d) of Market
Rule 1.

Day-Ahead Energy Market Energy Charge/Credit is defined in Section 111.3.2.1(d) of Market Rule 1.
Day-Ahead Energy Market L oss Charge/Credit isdefined in Section 111.3.2.1(d) of Market Rule 1.
Day-Ahead Generation Obligation isdefined in Section 111.3.2.1(a)(ii) of Market Rule 1.

Day-Ahead L oad Obligation isdefined in Section 111.3.2.1()(i) of Market Rule 1.

Day-Ahead L oad Response Program provides a Day-Ahead aspect to the Load Response Program. The
Day-Ahead L oad Response Program allows Market Participants with registered Load Response Program
Assets to make energy reduction offersinto the Day-Ahead Load Response Program concurrent with the

Day-Ahead Energy Market.

Day-Ahead L ocational Adjusted Net Interchangeis defined in Section 111.3.2.1(a)(iv) of Market Rule
1.

Day-Ahead Loss Chargesor Creditsisdefined in Section 111.3.2.1(h) of Market Rule 1.

Day-Ahead L oss Revenueis defined in Section 111.3.2.1(g) of Market Rule 1.

Day-Ahead Prices means the Locational Margina Prices resulting from the Day-Ahead Energy Market.

Debt-to-Total Capitalization Ratio is, on any date, a Market Participant’s or Non-Market Participant
Transmission Customer’ s total debt (including all current borrowings) divided by its total shareholders
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equity plustotal debt, in each case as shown on the most recent financial statements provided by such
Market Participant or Non-Market Participant Transmission Customer to the I SO.

Decrement Bid means abid to purchase energy at a specified Location in the Day-Ahead Energy Market
which is not associated with a physical load. An accepted Decrement Bid results in scheduled load at the
specified Location in the Day-Ahead Energy Market.

Default Amount isall or any part of any amount due to be paid by any Covered Entity that the SO, inits
reasonable opinion, believes will not or has not been paid when due (other than in the case of a payment

dispute for any amount due for transmission service under the OATT).

Default Period is defined in Section 3.3.h(i) of the ISO New England Billing Policy.

Delivering Party is the entity supplying capacity and/or energy to be transmitted at Point(s) of Receipt
under the OATT.

Demand Bid means a request to purchase an amount of energy, at a specified Location, or an amount of
energy at a specified price, that is associated with aphysical load. A cleared Demand Bid in the Day-
Ahead Energy Market resultsin scheduled load at the specified Location. Demand Bids submitted for use
in the Real-Time Energy Market are specific to Dispatchable Asset Related Demands only.

Demand Bid Block-Hour s are the Block-Hours assigned to the submitting Customer for each Demand
Bid.

Demand Designated Entity isthe entity designated by a Market Participant to receive Dispatch
Instructions for Real-Time Demand Response Resources and Real-Time Emergency Generation

Resources in accordance with the provisions set forth in 1ISO New England Operating Procedure No. 14.

Demand Reduction Offer isan offer by a Market Participant with a Real-Time Demand Response Asset

to reduce demand.

Demand Reduction Value isthe quantity of reduced demand, measured at the end-use customer meter,
produced by a Demand Resource, which is calculated pursuant to Section 111.13.7.1.5.3 of Market Rule 1.
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Demand Reduction Threshold Priceisaminimum offer price calculated pursuant to Section I11.E.6.

Demand Resour ce is aresource defined as On-Peak Demand Resources, Seasonal Peak Demand
Resources, Critical Peak Demand Resources, Real-Time Demand Response Resources, or Rea-Time
Emergency Generation Resources. Demand Resources areinstalled measures (i.e., products, equipment,
systems, services, practices and/or strategies) that result in additional and verifiable reductions in end-use
demand on the electricity network in the New England Control Area during Demand Resource On-Peak
Hours, Demand Resource Seasona Peak Hours, Demand Resource Critical Peak Hours, Rea-Time
Demand Response Event Hours, or Real-Time Emergency Generation Event Hours, respectively. A
Demand Resource may include a portfolio of measures aggregated together to meet or exceed the

minimum Resource size requirements of the Forward Capacity Auction.

Demand Resour ce Critical Peak Hours means Demand Resource Forecast Peak Hours and Real-Time

Demand Resource Dispatch Hours.

Demand Resour ce Financial Assurance Requirement isan amount of financial assurance required
from DRP-Only Customer registering a Demand Resource in the Day-Ahead Energy Market. This
amount is calculated pursuant to Section VI11.A of the 1ISO New England Financial Assurance Policy.

Demand Resour ce For ecast Peak Hour s means those hours, or portions thereof, in which, absent the
dispatch of Critical Peak Demand Resources and Real-Time Demand Response Resources, Load Zone or
system-wide implementation of the action of SO New England Operating Procedure No. 4 where the ISO
would have begun to allow the depletion of Thirty-Minute Operating Reserve isforecasted inthe ISO’s
most recent next-day forecast, and the 1SO notifies the Market Participants with Critical Peak Demand
Resources and Real-Time Demand Response Resources of such hours by 10:00 p.m. on the day before the
relevant Operating Day. Beginning on June 1, 2011, Demand Resour ce For ecast Peak Hour s are those
hours, or portions thereof, in which, absent the dispatch of Critical Peak Demand Resources and Real-
Time Demand Response Resources, Dispatch Zone, Load Zone, or system-wide implementation of th