
















































































































































































































































































































































































































































































































































































ISO New England Inc. 2nd Rev Sheet No. 7284D
FERC Electric Tariff No. 3 Superseding 1st Rev 7284D
Section III — Market Rule 1 — Standard Market Design

Section II1.9 - Forward Reserve Market

due to human error, database, software or similar errors of the ISO
or its systems, the ISO shall post on the ISO website prior to 11:59
p-m. of the third business day following the posting deadline
specified in subsection (a), a notice that the Forward Reserve
Clearing Prices and Forward Reserve Obligations are provisional
and subject to correction or unavailable for initial publishing. The
ISO shall confirm within three business days of posting a notice
pursuant to this subsection whether there was an error in the
Forward Reserve Clearing Prices and Forward Reserve Obligations
and shall post a notice stating its findings.

(d)  Within three business days after posting an initial notice pursuant
to subsection (c); the ISO shall either: (1) publish final or corrected
Forward Reserve Clearing Prices and Forward Reserve
Obligations, or: (2) in the event that the ISO is unable to calculate
and post final or corrected Forward Reserve Clearing Prices and
Forward Reserve Obligations due to exigent circumstances not
contemplated in this market rule, make an emergency filing with
the Commission detailing the exigent circumstance which will not
allow final Forward Reserve Clearing Prices and Forward Reserve
Obligations to be calculated and posted, along with a proposed
resolution including a timeline to post final prices.

I11.9.5.1 Forward Reserve Resource Eligibility Requirements.

(a) Forward Reserve Resources are off-line or on-line Resources that
have been assigned by Market Participants to meet their Forward
Reserve Obligations. To be eligible as a Forward Reserve
Resource, a Resource must satisfy the following criteria:

) If the Resource is off-line, it must be a Fast Start Generator
and have an audited CLAIM10 or CLAIM30 value
established pursuant to Section 111.9.5.2;
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Section III — Market Rule 1 — Standard Market Design

Section II1.9 - Forward Reserve Market

(i1) If the Resource is expected to be on-line during a Forward
Reserve Delivery Period, it must be able to produce the
energy equivalent to its assigned Forward Reserve
Obligation within the timeframe of the assigned Forward
Reserve Obligation when operating within its dispatch
range;

(ii1)  If the Resource is an Asset Related Demand, it must have
an audited CLAIM10 or CLAIM30 value established
pursuant to Section 111.9.5.2;
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Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

(b)

(©

(iv)  The Resource must be fully listed as an Installed Capacity
Resource during the delivery hour for which it has been
assigned;

W) The Resource must be able to follow ISO Dispatch
Instructions;

(vi)  The Resource must have Electronic Dispatch Capability;
and

(vii)  The Resource must meet the technical requirements
associated with the provision of Forward Reserve as
specified in ISO New England Operating Procedure No. 14,
Technical Requirements For Generation, Dispatchable and
Interruptible Loads.

If a Resource’s audited CLAIM10 or CLAIM30 values have not
been audited or tested pursuant to Section I11.9.5.2 or Section
I11.9.5.3 at least once during any Locational Forward Reserve
Market Procurement Period, then the Resource’s audited
CLAIM10 or CLAIM30 values will be set to zero at the beginning
of the succeeding Locational Forward Reserve Market
Procurement Period until new audited CLAIM10 or CLAIM30
values are established pursuant to Section I11.9.5.2. At least 30
calendar days prior to the beginning of the next Locational
Forward Reserve Market Procurement Period, the ISO will notify
Lead Market Participants or Designated Entities of any Resources
that have not been audited or tested pursuant to Section I11.9.5.2 or
Section I11.9.5.3 during the currently-effective Locational Forward
Reserve Market Procurement Period.

External Resources will be permitted to participate in the Forward
Reserve Market when the respective Control Areas implement the
technology and processes necessary to support recognition of
Operating Reserves from external Resources.
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Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

I119.5.2

Establishment of Audited CLAIM10 and CLAIM30 Values.

A Lead Market Participant or Designated Entity may establish an
audited CLAIM10 or CLAIM30 value for a Resource by
requesting either a formal audit or an economic dispatch audit. An
audit request must specify the type of audit that is being requested
and the target performance level that the Resource will be tested
against.

In the case of a formal audit:

1. The ISO will initiate the audit by issuing Dispatch
Instructions without providing prior notice to the Lead
Market Participant or Designated Entity.

2. There is no compensation for any costs associated with
operating a Resource out of economic merit during the
audit.

3. The ISO will normally perform the audit within three
business days of receipt of the audit request and will advise
the Lead Market Participant or Designated Entity if it will
be unable to initiate the audit during the three business day
period.

In the case of an economic dispatch audit:

1. The audit is initiated when a Resource is dispatched in
economic merit following receipt of the audit request.

A Resource passes an audit if its demonstrated performance level
is greater than or equal to its target performance level multiplied

by 0.9.

In the case of a successful audit, the Resource’s audited CLAIM10

or CLAIM30 values are set equal to the target performance level to
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Section II1.9 - Forward Reserve Market

be effective as of the 0001 hours of second business day following

the day on which the audit was conducted.
In the case of an unsuccessful audit:

1. If the Resource had a prior audited CLAIM10 or CLAIM30
value of zero, then the audited CLAIM10 or CLAIM30
value will be set equal to the actual performance level
demonstrated during the audit effective as of the second
business day following the day on which the audit was
conducted.

2. If the Resource had a prior audited CLAIM10 or CLAIM30
value greater than zero, then:

a) the audited CLAIM10 or CLAIM30 value will not be
adjusted to reflect the results of the audit;

b) In the event of a formal audit, the existing record of
performance-based testing and adjustment pursuant to
Section II1.9.5.3 will not be modified to reflect a test
failure; and

¢) In the event of an economic dispatch audit, the existing
record of performance-based testing and adjustment
pursuant to Section I11.9.5.3 will be modified to reflect
a test failure.

Except that the Lead Market Participant or Designated Entity may
elect, within two business days following the day on which the
audit was conducted, to direct the ISO to set the Resource’s
audited CLAIM10 or CLAIM30 values equal to the performance
level demonstrated during the audit, which adjustment will become
effective at 0001 hours on the fifth business day following the day
on which the audit was conducted and in which case the record of
any failures of performance-based testing pursuant to Section

111.9.5.3 will be re-set to zero failures.
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Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

I11.9.5.3

Performance-Based Testing and Adjustment of CLAIM10 and
CLAIM30 Values

A Resource’s audited CLAIM10 and CLAIM30 values are subject
to performance-based testing and adjustment during each instance
in which the Resource is issued a Dispatch Instruction (except for a
Dispatch Instruction associated with a formal audit pursuant to
Section I11.9.5.2), including any Dispatch Instruction associated
with a request for a economic dispatch audit as provided in Section
I11.9.5.2. In the case of a performance-based test, the
demonstrated performance of the Resource is compared to the
target performance level, which is the lesser of the Resource’s
audited CLAIM10 or CLAIM30 value or the desired output level
specified by the Dispatch Instruction.

A Resource passes a performance-based test if its demonstrated
performance level is greater than or equal to its target performance

level multiplied by 0.9.

If a Resource fails to pass a performance-based test, then the
Resource’s audited CLAIM10 or CLAIM30 values will be
adjusted as follows (with the Resource’s audited CLAIM10 or
CLAIM30 value as determined pursuant to Section I11.9.5.2

continuing to be used for reference purposes):
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First failure — CLAIM10 or CLAIM?30 value is not
adjusted.

Second failure — adjusted CLAIM10 or CLAIM30 value is
set equal to 0.75 multiplied by the Resource’s audited
CLAIM10 or CLAIM30 value.

Third failure — adjusted CLAIM10 or CLAIM30 value is
set equal to 0.50 multiplied by the Resource’s audited
CLAIM10 or CLAIM30 value.

Fourth failure — adjusted CLAIM10 or CLAIM30 value is
set equal to 0.25 multiplied by the Resource’s audited
CLAIM10 or CLAIM30 value.

Fifth failure — adjusted CLAIM10 or CLAIM30 value is set
equal to zero.

One or more failures followed by ten consecutive passes —
adjusted CLAIM10 or CLAIM30 value is re-set equal to
the last audited CLAIM10 or CLAIM30 value determined
pursuant to Section I11.9.5.2 and the record of performance-
based test failures is set equal to zero effective as of 0001
hours of the second business day following the date on
which the performance-based test was conducted.

Any adjustments resulting from a failed performance-based
test, except for adjustments associated with ten consecutive
passes, will become effective as of 0001 hours of the fifth
business day following the day on which the test was
conducted.
If an audited CLAIM10 or CLAIM30 value has been adjusted as
the result of a performance-based test failure, a Lead Market
Participant or Designated Entity may seek to re-establish a new,
audited CLAIM10 or CLAIM30 value in accordance with Section

I11.9.5.2.
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Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

II1.9.6  Delivery of Reserve.

I11.9.6.1

Dispatch and Energy Bidding of Reserve. Forward Reserve
shall be delivered by Forward Reserve Resources by offering the
capability into the Real-Time Energy Market by submitting Supply
Offers and Demand Bids at or above the Forward Reserve
Threshold Price (as calculated pursuant to Section I11.9.6.2 of this
Market Rule).

The Forward Reserve Threshold Prices shall be set in accordance
with the ISO New England Manuals so that Forward Reserve
Resource capability has (a) a low probability of being dispatched
for energy and (b) a high probability of being held for reserve

purposes.

Forward Reserve Resources are scheduled and operated in
accordance with Section I11.1 of this Market Rule; no distinction is

made due to their status as Forward Reserve Resources. Forward
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Section II1.9 - Forward Reserve Market

I11.9.6.2

Reserve Resources are eligible to set the Locational Marginal Price

in accordance with Section I11.2 of this Market Rule.

Forward Reserve Threshold Prices. The formula for
determining the monthly Forward Reserve Threshold Prices shall
be fixed for the duration of the Forward Reserve Procurement
Period. The ISO will reevaluate the Forward Reserve Threshold
Price level for successive Forward Reserve Auctions on the basis
of experience, expected operating conditions and other relevant

information.

Forward Reserve Threshold Price: is calculated as the Forward

Reserve Heat Rate multiplied by the monthly Forward Reserve

Fuel Index.

Forward Reserve Heat Rate: shall be fixed for the duration of

the Forward Reserve Procurement Period and announced in the
announcement for the Forward Reserve Auction. New Forward

Reserve Heat Rates shall be specified for successive auctions.
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Forward Reserve Fuel Index: is the monthly fuel index, or

combination of monthly indices, applicable to the New England
Control Area and specified in the announcement of the Forward
Reserve Auction. The monthly Forward Reserve Fuel Index for a
Forward Reserve Procurement Period shall be specified prior to the

start of each month of the Forward Reserve Procurement Period.
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Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

I11.9.6.3

Monitoring of Forward Reserve Resources. The Internal
Market Monitoring Unit will receive information that will identify
Forward Reserve Resources, the Forward Reserve Threshold Price,
and the assigned Forward Reserve Obligation. Prior to mitigation
of Supply Offers or Demand Bids associated with a Forward
Reserve Resource, the Internal Market Monitoring Unit shall
consult with the Participant in accordance with Market Rule 1,
Appendix A, Section III.A.3. The Internal Market Monitoring Unit
and the Market Participant shall consider the impact on meeting
any Forward Reserve Obligations in those consultations. If
mitigation is imposed, any mitigated offers shall be used in the

calculation of qualifying megawatts under Section 111.9.6.4.
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Section II1.9 - Forward Reserve Market

111.9.6.4 Forward Reserve Qualifying Megawatts. Qualifying megawatts
are calculated separately on an hourly basis for Forward Reserve
Resources supplying Forward Reserve from an off-line state and
Forward Reserve Resources supplying Forward Reserve from an

on-line state as follows:

Off-line qualifying megawatts. Off-line qualifying megawatts

are the amount of capability equal to or below the Economic
Maximum Limit for an off-line Forward Reserve Resource offered
at or above the Forward Reserve Threshold Price. The generating
Resource must satisfy this requirement in the Real-Time Energy
Market. In the case of off-line Forward Reserve Resource, the
calculation for Forward Reserve Qualifying Megawatts shall
include both the energy Supply Offer and a pro-rated amount of

Start-Up Fees and No-Load Fees as defined below.
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Section II1.9 - Forward Reserve Market

An off-line Forward Reserve Resource must offer its capability so
that the following holds:

StartUp N NoLoad
EcoMaxx1 hour EcoMax

+ Energy Olffer, 2 ForwardReserveThresholdPrice

where:

StartUp = the generating Resource’s cold Start-Up Fee.
NoLoad = the generating Resource’s No-Load Fee.
EnergyOlffer; = the generating Resource’s Energy Offer for
Energy Offer block i.

EcoMax = the Economic Maximum Limit.

On-line qualifying megawatts: is the capability that is less than

or equal to the Economic Maximum Limit and above the

Economic Minimum Limit that is offered at or above the
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applicable Forward Reserve Threshold Price by an on-line
generating Resource or, is the capability that is less than or equal
to the Maximum Consumption Limit and greater than the
Minimum Consumption Limit offered at or above the applicable
Forward Reserve Threshold Price by a Dispatchable Asset Related
Demand Resource. The Forward Reserve Resource must satisfy
this requirement in the Real-Time Energy Market. For an on-line
generating Resource that has been assigned to meet a Forward
Reserve Obligation and has not cleared in the Day-Ahead Energy
Market and is operating in a delivery hour as the result of an ISO
commitment for VAR or Local Second Contingency Protection,

the on-line qualifying megawatts shall be zero.
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Section II1.9 - Forward Reserve Market

I11.9.6.5 Delivery Accounting. Forward Reserve Delivered megawatts is
the quantity of Forward Reserve delivered in each hour of the
Real-Time Energy Market to each Reserve Zone and is calculated

as follows.

(a) Forward Reserve Delivered Megawatts for an off-line

Forward Reserve Resource are calculated in megawatts for each

hour of the Real-Time Energy Market for each Reserve Zone as

the minimum of:

@) the amount, in MW, of Forward Reserve that the
off-line generating Resource can provide, based
upon CLAIM10 and CLAIM30 values provided in
the generating Resource’s Real-Time Supply Offer,

(i1) Forward Reserve Assigned Megawatts, or

(i11))  Forward Reserve Qualifying Megawatts for that
Resource (energy at or above the applicable
Forward Reserve Threshold Price per Section
111.9.6.2),
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less any previously accounted for Forward Reserve
Delivered Megawatts for that Resource.

(b) Forward Reserve Delivered Megawatts for an on-line

generating Resource are calculated in megawatts for each hour for

each Reserve Zone as the minimum of:

(1) 10 or 30 times the MW/minute ramping rate of the

on-line generating Resource, as applicable,

(i1) Forward Reserve Assigned Megawatts, or

(i11))  Forward Reserve Qualifying Megawatts for that
Resource (MW offered at or above the applicable Forward
Reserve Threshold Price per Section 111.9.6.2)

less any previously accounted for Forward Reserve

Delivered Megawatts for that Resource.

(©) Forward Reserve Delivered Megawatts for a Dispatchable

Asset Related Demand are calculated in megawatts for each hour
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of the Real-Time Energy Market for each Reserve Zone as the

minimum of:

®

(i)

(iii)
(iv)

10 or 30 times the MW/minute ramp rate of the
Resource, as applicable,

the amount of Forward Reserve capability specified
in the Resource’s CLAIM10 and CLAIM30 values,

Forward Reserve Assigned Megawatts, or

Forward Reserve Qualifying Megawatts for that
Resource (MW offered at or above the applicable
Forward Reserve Threshold Price per Section
111.9.6.2),

less any previously accounted for Forward Reserve

Delivered Megawatts for that Resource.

(d) A Forward Reserve Resource’s hourly Forward Reserve

Delivered Megawatts for each Reserve Zone is calculated as the

sum of the Market Participant’s Resource specific hourly Forward

Reserve Delivered Megawatts for each Reserve Zone.

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: October 1, 2007

Issued on: August 14, 2007

v25



ISO New England Inc.
FERC Electric Tariff No. 3

Ist Rev Sheet No. 7295
Superseding Original 7295

Section III — Market Rule 1 — Standard Market Design
Section II1.9 - Forward Reserve Market

(e) Resource specific Forward Reserve Delivered Megawatts
for TMNSR within a Reserve Zone will be applied first to a
Market Participant’s higher value Forward Reserve Obligation for
TMNSR in that Reserve Zone. Any surplus Forward Reserve
Delivered Megawatts for TMNSR in that Reserve Zone will be
applied to meet the Market Participant’s Forward Reserve
Obligation for TMOR in that Reserve Zone. Forward Reserve
Delivered Megawatts remaining within that Reserve Zone after the
Market Participant’s Forward Reserve Obligation for that Reserve
Zone have been met is available to be applied to the Market
Participant’s Forward Reserve Obligations in other Reserve Zones
provided that the Forward Reserve Delivered Megawatts can be

delivered to the other Reserve Zones.
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II1.9.7 Consequences of Delivery Failure.

I11.9.7.1

Real-Time Failure-to-Reserve. A Real-Time Failure-to-Reserve
occurs when a Market Participant’s Forward Reserve Delivered
Megawatts for a Reserve Zone in an hour is less than that Market
Participant’s Forward Reserve Obligation for that Reserve Zone in
that hour. Under these circumstances the Market Participant pays
a penalty based upon the Forward Reserve Failure-to-Reserve
Penalty Rate and that Market Participant’s Forward Reserve

Failure-to-Reserve Megawatts.

(a) Forward Reserve Failure-to-Reserve Megawatts: A

Market Participant’s Forward Reserve Failure-to-Reserve
Megawatts for TMNSR for a Reserve Zone is defined as, for each

hour, the amount

Maximum of [(Market Participant Forward Reserve

Obligation for TMNSR for that Reserve Zone — sum of that
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Market Participant’s Forward Reserve Delivered

Megawatts for TMSNR for that Reserve Zone),0].

A Market Participant’s Forward Reserve Failure-to-Reserve
Megawatts for TMOR for a Reserve Zone is defined as, for each

hour, the amount

Maximum of [(Market Participant Forward Reserve
Obligation for TMOR for that Reserve Zone — sum of that
Market Participant’s Forward Reserve Delivered

Megawatts for TMOR for that Reserve Zone),0].
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(b)

Forward Reserve Failure-to-Reserve Penalties: A

Market Participant’s Forward Reserve Failure-to-Reserve Penalty

for a Reserve Zone in an hour is defined as:

@) Forward Reserve Failure-to-Reserve Penalty for
TMNSR = Forward Reserve Failure-to-Reserve Penalty
Rate x Forward Reserve Failure-to-Reserve Megawatts for
TMSNR x [-1],; and

(i1) Forward Reserve Failure-to-Reserve Penalty for
TMOR = Forward Reserve Failure-to-Reserve Penalty Rate
x Forward Reserve Failure-to-Reserve Megawatts for
TMOR x [-1];

Where:

Forward Reserve Failure-to-Reserve Penalty Rate = [1.5 x
Forward Reserve Payment Rate]
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(©) To extent that a Market Participant has assigned Forward
Reserve to a Resource within a Reserve Zone, as defined under
Section II1.2.7(c), that is on an ISO-approved annual scheduled
maintenance outage or that is on a scheduled maintenance outage
that has been moved at the ISO’s request in accordance with the
ISO New England Administrative Procedures, that Market
Participant’s Forward Reserve Failure-to-Reserve Penalty shall be
adjusted by adding the following amount to the previously
calculated Forward Reserve Failure-to-Reserve Penalty for that

Participant for each applicable hour:
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The minimum of (sum of Forward Reserve Assigned MWs
associated with Forward Reserve Resources on an approved outage
(constrained by the seasonal capability of a Fast Start Generator or
the Resource’s response rate multiplied by 30 if the Resource is
not a Fast Start Generator), Forward Reserve Failure to Reserve

Megawatts) x (1.5 x Forward Reserve Payment Rate).

I11.9.7.2 Failure-to-Activate Penalties. Market Participants are required to
pay a Failure-to-Activate penalty for each Forward Reserve
Resource that fails to activate its Forward Reserve capability when
requested to do so by the ISO as part of the real-time contingency

dispatch algorithm.
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When a Market Participant’s Forward Reserve Resource has been determined by
the ISO to have failed to activate Forward Reserve, such determination as
specified in the ISO New England Manuals and ISO New England Administrative
Procedures, that Market Participant shall be required to pay a penalty associated

with that Resource as follows:

Forward Reserve Failure-to-Activate Penalty for TMNSR = [Maximum of
(Forward Reserve Delivered Megawatts for TMNSR — actual amount of TMNSR
energy delivered when activated,0) x (Forward Reserve Payment Rate for
TMNSR + Forward Reserve Failure-to-Activate Penalty Rate )] x [-1]; and

Forward Reserve Failure-to-Activate Penalty for TMOR = [Maximum of
(Forward Reserve Delivered Megawatts for TMOR - actual amount of TMOR
energy delivered when activated,0) x (Forward Reserve Payment Rate for TMOR
+ Forward Reserve Failure-to-Activate Penalty Rate | x [-1].

Where:

Forward Reserve Failure-to-Activate Penalty Rate = Maximum of
[2.25 x Forward Reserve Payment Rate, applicable Nodal LMP].
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A Forward Reserve Resource that is a Fast Start Generator that fails to activate
Forward Reserve through a Failure to Start shall have its Forward Reserve
Delivered Megawatts set equal to zero in each subsequent hour in the applicable
Forward Reserve Service Period until such time that the Market Participant
notifies the ISO that the subject Forward Reserve Resource is capable of

providing the Forward Reserve Delivered Megawatts.

I11.9.7.3 Known Performance Limitations. The ISO may have reason to
believe that a particular Forward Reserve Resource is frequently
receiving, or may frequently receive, Forward Reserve payments
for a portion or all of its capability that is not capable of activating
the Forward TMNSR Assigned Megawatts or the Forward TMOR
Assigned Megawatts. When the ISO believes there is such a
limited Forward Reserve Resource, the ISO shall contact and
confer with the affected Market Participant before taking any

action.
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(a) The ISO will, whenever practicable, contact the affected
Market Participant of the Forward Reserve Resource to

request an explanation of the relevant resource Offer Data;

(b) If the explanation, if available, considered together with
other information available to the ISO, indicates to the
satisfaction of the ISO that the questioned Forward Reserve
payments are consistent with Forward Reserve Resource

capabilities, no further action will be taken; and

(©) If no agreement is reached, or an acceptable explanation is
not provided, the Market Participant may request a
Resource performance audit as specified in ISO New
England Manuals. If the Forward Reserve Resource fails
the performance audit or the Market Participant refuses to
request a Resource performance audit, the ISO may take
remedial action. Remedial actions may include, but are not
limited to: (i) redeclaration, by the ISO, of any relevant
operational Offer Data parameter, or (ii) removing the asset
or the relevant portion of the asset’s capability to provide

Forward Reserve on a going-forward basis.
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I11.9.8 Forward Reserve Credits. Payment for Forward Reserve is based upon a
Market Participant’s Final Forward Reserve Obligation and the applicable
Forward Reserve Clearing Prices. The ISO shall calculate these credits on an

hourly basis for each Reserve Zone as follows:

(a) Final Forward Reserve Obligations for TMNSR and
TMOR for each Market Participant are calculated for each

Reserve Zone for each hour as follows:

@) Final Forward Reserve Obligation =
minimum [Forward Reserve Obligation,
Forward Reserve Delivered Megawatts]

(b) Market Participant Forward Reserve Credit for TMNSR =
Final Forward Reserve Obligation for TMNSR x applicable
hourly Forward Reserve Payment Rate for TMNSR;

where,
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the hourly Forward Reserve Payment Rate for TMNSR is
equal to maximum of [(applicable monthly Forward
Reserve Clearing Price for TMNSR — that month’s ICAP
Transition Rate), 0] divided by the hours in the month
associated with the on-peak period.

(©) Market Participant Forward Reserve Credit for TMOR =
Final Forward Reserve Obligation for TMOR x applicable
hourly Forward Reserve Payment Rate for TMOR;

where,

the hourly Forward Reserve Payment Rate for TMOR is
equal to maximum of [(applicable monthly Forward
Reserve Clearing Price for TMOR - that month’s ICAP
Transition Rate), 0] divided by the hours in the month

associated with the on-peak period.

I11.9.9 Forward Reserve Charges. For each hour, the ISO will allocate the total of the
Forward Reserve Credits, Forward Reserve Failure-to-Reserve Penalties,
Forward Reserve Failure-to-Activate Penalties for each Load Zone that are
calculated separately for TMNSR and TMOR, to each Market Participant

for each hour, as follows:
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Forward Reserve Charge,; = [ Reserve Charge Allocation MWs; ;]
x [FR_CHRG_RT;] x [-1]

Where:

Forward Reserve Chargey; is Market Participant k’s Forward
Reserve Charge for Load Zone i for TMNSR or TMOR, as
applicable;

Reserve Charge Allocation MWs = Market Participant k’s Real
Time Load Obligation in Load Zone i adjusted for Market
Participant k’s Dispatchable Asset Related Demand MWs in Load
Zone i that are designated for real-time reserves,

FR_CHRG_RT,; = [[FR_SUP_PMNT]/[FR_P_WTD_LD_OB]] x
[P_RATIO;] for TMNSR or TMOR, as applicable;

FR_P_WTD_LD_OB =} ;[Reserve Charge Allocation MWs;] x
[P_RATIO;] for TMNSR or TMOR, as applicable;

[FR_SUP_PMNT] = The total over all Load Zones of Forward
Reserve Credits for TMNSR or TMOR plus the total over all Load
Zones of Forward Reserve Failure-to Reserve Penalties for
TMNSR or TMOR plus the total over all Load Zones of Forward
Reserve Failure-to-Activate Penalties for TMNSR or TMOR, plus
the total over all Load Zones of Forward Reserve Failure-to-
Activate Penalties for TMNSR or TMOR, as applicable;
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FR_P_RATIO; s the ratio of the Forward Reserve Clearing Prices
in Load Zone i for TMNSR, or TMOR, as applicable, to the
Forward Reserve Clearing Prices in the Reference Load Zone for
TMNSR, or TMOR, as applicable. To the extent that a Load Zone
contains more than one Reserve Zone, that Load Zone’s Forward
Reserve Clearing Price shall be the Forward Reserve Auction
Reserve Zone cleared MW weighted average of the Reserve Zone
Forward Reserve Clearing Prices in that Load Zone;

The Reference Load Zone is the Load Zone with the minimum,
non-zero Forward Reserve Clearing Price for TMNSR or TMOR,
as applicable.
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II1.10 Real-Time Reserve

The ISO shall use a joint optimization dispatch algorithm to serve Real-Time Energy
Market requirements and meet Real-Time Operating Reserve requirements based on a
least-cost security constrained economic dispatch. The Real-Time dispatch algorithm
will designate Resources to meet the Energy requirements and will designate Resources

to meet the Operating Reserve requirements of the New England Control Area.

II1.L10.1  Provision of Operating Reserve in Real-Time

For each Market Participant for each hour, the ISO will determine each
Market Participant’s provision of Operating Reserve in Real-Time. To

accomplish this, the ISO will perform calculations to determine the

following.
Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: With notice, on or after
Issued on: February 6, 2006 October 1, 2006

v25



ISO New England Inc. Original Sheet No. 7304D
FERC Electric Tariff No. 3

Section III — Market Rule 1 — Standard Market Design

Section II1.10 - Real-Time Reserve

I11.10.1.1 Real-Time Reserve Designation

Each Market Participant shall have for each hour and for each
eligible generating Resource capable of providing Operating
Reserve a Real-Time Reserve Designation, in megawatts, equal to
the amounts of Operating Reserve designated by the ISO to that
Resource in Real-Time adjusted downward after-the-fact, if
necessary, to account for differences in actual Resource output
based upon revenue quality meter readings and the estimated
Resource output utilized to determine the amount of Real-Time
Reserve Designation. Each Market Participant shall have for each
hour and for each eligible Asset Related Demand Resource capable
of providing Operating Reserve a Real-Time Reserve Designation,
in megawatts, equal to the amounts of Operating Reserve
designated by the ISO to that Resource in Real-Time adjusted
downward after-the-fact, if necessary, to account for differences in
actual Resource consumption based upon revenue quality meter
readings and the estimated Resource consumption utilized to
determine the amount of Real-Time Reserve Designation.
Resource eligibility to provide Operating Reserve shall be

specified in the ISO New England Manuals.
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111.10.2 Real-Time Reserve Credits

For each Market Participant for each hour, the ISO will determine a credit for

provision of Operating Reserve in Real-Time.

(a) A Market Participant’s Resource specific Real-Time
Reserve Credit for TMSR shall be equal to that Market
Participant’s Resource specific Real-Time Reserve Designation for
TMSR multiplied by the Real-Time Reserve Clearing Price for
TMSR. The Real-Time Reserve Credit for TMSR associated with
a Load Zone shall be equal to the sum of all Market Participants’
Resource specific Real-Time Reserve Credits for TMSR in that

Load Zone.

(b) A Market Participant’s Resource specific Real-Time
Reserve Credit for TMNSR shall be equal to that Market

Participant’s Resource specific Real-Time Reserve Designation for
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TMNSR multiplied by the Real-Time Reserve Clearing Price for
TMNSR. The Real-Time Reserve Credit for TMNSR associated
with a Load Zone shall be equal to the sum of all Market
Participants’ Resource specific Real-Time Reserve Credits for

TMNSR in that Load Zone.

(©) A Market Participant’s Resource specific Real-Time
Reserve Credit for TMOR shall be equal to that Market
Participant’s Resource specific Real-Time Reserve Designation for
TMOR multiplied by the Real-Time Reserve Clearing Price for
TMOR. The Real-Time Reserve Credit for TMOR associated with
a Load Zone shall be equal to the sum of all Market Participants’
Resource specific Real-Time Reserve Credits for TMOR in that
Load Zone.
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111.10.3 Real-Time Reserve Charges

For each hour, the ISO will as allocate the sum of the Real-Time Reserve
Credits and Forward Reserve Obligation Charges for each Load Zone,
calculated separately for TMSR, TMNSR and TMOR, to each Market

Participant as follows:

Real-Time Reserve Charge,; = [Reserve Charge Allocation
MW, ] x [RT_CHRG_RT,] x [-1]

Where:

Real-Time Reserve Chargey; is Market Participant k’s Real-Time
Reserve Charge for Load Zone i for all Real-Time reserve services
and Forward Reserve Obligation Charges;

Reserve Charge Allocation MW = Market Participant k’s Real
Time Load Obligation in Load Zone i adjusted for Market
Participant k’s Dispatchable Asset Related Demand MWs in Load
Zone i that are designated for Real-Time reserves.
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RT_CHRG_RT; =[IRT_SUP_PMNTJ/RT_P_ WTD_LD_OB] x
[RT_P_RATIO] for TMSR, TMNSR, or TMOR, as applicable.

RT_P_WTD_LD_OB =} [Reserve Charge Allocation MWsi] x
[P_RATIOi] for TMSR, TMNSR or TMOR, as applicable;

[RT_SUP_PMNT] = The total over all Load Zones of Real-Time
Reserve Credits for TMSR, TMNSR or TMOR, plus the total over
all Load Zones of the Forward Reserve Obligation Charges for
TMNSR or TMOR, as applicable;

RT_P_RATIOi is the ratio of the Real Time Reserve Clearing
Price in Load Zone i for TMSR, TMNSR or TMOR, as applicable,
to the Real -Time Reserve Clearing Price in the Reference Zone
for TMSR, TMNSR or TMOR, as applicable. To the extent that a
Load Zone contains more than one Reserve Zone, that Load
Zone’s Real-Time Reserve Clearing Price for TMSR, TMNSR or
TMOR shall be the Real-Time Reserve Designation weighted
average of the Reserve Zone Real-Time Reserve Clearing Prices in
that Load Zone for TMSR, TMNSR or TMOR, as applicable;

The Reference Load Zone is the Load Zone with the minimum,
non-zero Real-Time Reserve Clearing Price for TMSR, TMNSR
or TMOR, as applicable.

111.10.4 Forward Reserve Obligation Charges

For each Market Participant with a Forward Reserve Obligation, the ISO
will determine a Forward Reserve Obligation Charge for each hour such
that a Market Participant will not receive compensation for the provision
of both Real-Time Operating Reserve MWs and Forward Reserve MW's

for the same reserve service.
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[Reserved for future use.]
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111.10.4.1 Forward Reserve Obligation Charge Megawatts for Forward

Reserve Resources

The Forward Reserve Obligation Charge Megawatts for TMNSR
and TMOR in each applicable Reserve Zone attributed to a
Forward Reserve Resource are equal to the lesser of the Forward

Reserve Delivered MW or Real-Time Reserve Designation MW.

111.10.4.2 Forward Reserve Obligation Charge Megawatts

The Forward Reserve Obligation Charge Megawatts for TMNSR
and TMOR in each applicable Reserve Zone attributed to a Market
Participant is equal to the lesser of the sum of Forward Reserve
Obligation Charge Megawatts for all the Reserve Resources
assigned by the Market Participant, or the Final Forward Reserve

Obligation

111.10.4.3 Forward Reserve Obligation Charge

The Forward Reserve Obligation Charge will be calculated as

follows:

(a) A Market Participant’s Forward Reserve Obligation Charge
for TMNSR in each Reserve Zone shall be equal to the
Market Participant’s Forward Reserve Obligation Charge
Megawatts for TMNSR in that Reserve Zone multiplied by
the Real-Time Reserve Clearing Price for TMNSR in that
Reserve Zone multiplied by (-1).
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(b) A Market Participant’s Forward Reserve Obligation Charge
for TMOR in each Reserve Zone shall be equal to the
Market Participant’s Forward Reserve Obligation Charge
Megawatts for TMOR in that Reserve Zone multiplied by
the Real-Time Reserve Clearing Price for TMOR in that
Reserve Zone multiplied by (-1).
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III.11 Gap RFPs For Reliability Purposes

III.11.1  Request For Proposals for Load Response and Supplemental Generation

Resources for Reliability Purposes.

(a)

Should the ISO determine that a region may have potential
critical near-term power supply reliability problems for
which no Market Participant has proposed or committed to
implement a viable solution (from a timeliness or financial
standpoint), the ISO may, after consultation with the
Reliability Committee, issue a request for proposals (Gap
RFP). The Gap RFP will solicit load response and
supplemental generating Resources to maintain near-term
reliability in the identified region. For any Gap RFP issued
after December 31, 2003, the ISO shall file such Gap RFP
with the Commission for approval at least 60 days prior to

its issuance. The filing shall include proposed Gap RFP
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(b)

(©

terms and conditions and shall explain why market
incentives were unable to solicit a market response in the

absence of the Gap RFP.

The ISO may enter into contracts awarded pursuant to a
competitive Gap RFP process. Bidders that are awarded
contracts through the Gap RFP process shall file those
contracts with the Commission for approval of the rates to
be charged thereunder to the extent that such contracts are
for services that are jurisdictional to the Commission. All
other contracts entered into pursuant to a Gap RFP shall be

filed with the Commission for informational purposes.

The costs for load response and other generation Resources
selected through any Gap RFP issued by the ISO pursuant
to this Section III.11.1 shall be allocated and charged in the
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same manner as fixed-cost charges associated with Local
Second Contingency Protection Resources under Section

II1.6.4.4(c) of this Market Rule.
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III.12 Calculation of Capacity Requirements
I1.12.1 Installed Capacity Requirement. Prior to each Forward Capacity
Auction, the ISO shall calculate the Installed Capacity Requirement for the New England
Control Area for each upcoming Capability Year through the Capacity Commitment
Period associated with that Forward Capacity Auction in accordance with this Section
I1.12.1. The ISO shall calculate the Installed Capacity Requirement for the New England
Control Area for any Capability Year during the ICAP Transition Period in accordance

with this Section III.12.1 to the extent applicable and practicable.

The ISO shall determine the Installed Capacity Requirement such that the probability of
disconnecting non-interruptible customers due to resource deficiency, on the average,
will be no more than once in ten years. Compliance with this resource adequacy planning
criterion shall be evaluated probabilistically, such that the Loss of Load Expectation
(“LOLE”) of disconnecting non-interruptible customers due to resource deficiencies shall
be no more than 0.1 day each year. The forecast Installed Capacity Requirement shall
meet this resource adequacy planning criterion each Capability Year. The Installed
Capacity Requirement shall be determined assuming all resources pursuant to Sections
II1.12.7 and I11.12.9 will be deliverable to meet the forecasted demand determined

pursuant to Section I11.12.8.
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If the Installed Capacity Requirement shows a consistent bias over time, either high or
low, the ISO shall make adjustments to the modeling assumptions and/or methodology
through the stakeholder process to eliminate the bias in the Installed Capacity

Requirement.

The modeling assumptions used in determining the Installed Capacity Requirement are
specified in Sections I11.12.7, II1.12.8 and III.12.9. For the purpose of this Section III.12,
a “resource” shall include generating resources, demand resources, and import capacity

resources eligible to receive capacity payments in the Forward Capacity Market.

I11.12.2 Local Sourcing Requirements and Maximum Capacity Limits. Prior
to each Forward Capacity Auction, the ISO shall calculate the capacity requirements and
limitations, accounting for relevant transmission interface limits which shall be
determined pursuant to Section III.12.5, for each Load Zone for each upcoming
Capability Year through the Capacity Commitment Period associated with that Forward
Capacity Auction. The Local Sourcing Requirement shall represent the minimum
amount of capacity that must be electrically located within an import-constrained Load
Zone. The Maximum Capacity Limit shall represent the maximum amount of capacity
that can be procured in an export-constrained L.oad Zone to meet the Installed Capacity

Requirement.
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The ISO shall use consistent assumptions and standards to establish a resource’s
electrical location for purposes of qualifying a resource for the Forward Capacity Market

and for purposes of calculating Local Sourcing Requirements.

Load Zones will be reconfigured as necessary pursuant to Section II1.2.7(g) of Market

Rules.

The methodology used in determining the Local Sourcing Requirements and the
Maximum Capacity Limits are specified in Sections II1.12.2.1 and 111.12.2.2,
respectively. The modeling assumptions used in determining the Local Sourcing
Requirements and the Maximum Capacity Limits are specified in Sections II1.12.5,

11.12.7, 111.12.8 and II1.12.9.

111.12.2.1 Calculation of Local Sourcing Requirements for Import-
Constrained Load Zones. For each import-constrained Load Zone, the Local
Sourcing Requirement shall be calculated using the following method:

(a) Two areas shall be modeled: (i) the Load Zone under study which
includes all load and all resources electrically located within the Load
Zone, including external Control Area support from tie benefits on the
import-constrained side of the interface, if any; and (ii) the rest of the New
England Control Area which includes all load and all resources electrically
located within the rest of the New England Control Area, including
external Control Area support from tie benefits on the unconstrained side
of the interface, if any.
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(b) The only transmission constraint to be modeled shall be the
transmission interface limit between the Load Zone under study and the
rest of the New England Control Area as determined pursuant to Section
M.12.5.

(©) Any proxy units that are required in the New England Control
Area pursuant to Section I11.12.7.1 shall be modeled as specified in
Section I11.12.7.1, in order to ensure that the New England Control Area
meets the resource adequacy planning criterion specified in Section
II.12.1. If the system LOLE with proxy units added is less than 0.1
days/year, firm load is added (or unforced capacity is subtracted) so that
the system LOLE equals 0.1 days/year.

(d) The Local Sourcing Requirement for the import-constrained Load
Zone Z shall be determined in accordance with the following formula:

LSRy = Resourcesz + Proxy Unitsz — (Proxy Units Adjustmentz/(1
—FOR72)) — (Firm Load Adjustmentz/(1 — FORy))
In which:

LSR7 = MW of Local Sourcing Requirement
for Load Zone Z;

Resourcesz = MW of resources electrically located
within Load Zone Z, including
Import Capacity Resources on the
import-constrained side of the
interface, if any;

Proxy Unitsy = MW of proxy unit additions in Load
Zone Z,;

Firm Load Adjustmentz = MW of firm load added (or
subtracted) within Load Zone Z to
make the LOLE of the New England
Control Area equal to 0.105 days per
year; and

FORy, = Capacity weighted average of the
forced outage rate modeled for all
resources within Load Zone Z,
including any proxy unit additions to
Load Zone Z.
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Proxy Units Adjustment = MW of firm load added to (or
unforced capacity subtracted from)
Load Zone Z until the system LOLE
equals 0.1 days/year.

To determine the Local Sourcing Requirement, the firm load is adjusted
within Load Zone Z until the LOLE of the New England Control Area
reaches 0.105 days per year. The LOLE of 0.105 days per year includes
an allowance for transmission related LOLE of 0.005 days per year
associated with each interface. As firm load is added to (or subtracted
from) Load Zone Z, an equal amount of firm load is removed from (or
added to) the rest of New England Control Area.

111.12.2.2 Calculation of Maximum Capacity Limit for Export-
Constrained Load Zones. For each export-constrained Load Zone, the
Maximum Capacity Limit shall be calculated using the following method:

(a) Two areas shall be modeled: (i) the Load Zone under study which
includes all load and all resources electrically located within the Load
Zone, including external Control Area support from tie benefits on the
export-constrained side of the interface, if any; and (i1) the rest of the New
England Control Area, which includes all load and all resources
electrically located within the rest of the New England Control Area,
including external Control Area support from tie benefits to the rest of
New England Control Area, if any.

(b) The only transmission constraint to be modeled shall be the
transmission interface limit between the Load Zone under study and the
rest of the New England Control Area as determined pursuant to Section
M.12.5.

(©) Any proxy units that are required in the New England Control
Area pursuant to Section II1.12.7.1 shall be modeled as specified in
Section I11.12.7.1, in order to ensure that the New England Control Area
meets the resource adequacy planning criterion specified in Section
II.12.1. If the system LOLE with proxy units added is less than 0.1
days/year, firm load is added (or unforced capacity is subtracted) so that
the system LOLE equals 0.1 days/year.
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(d) The Maximum Capacity Limit for the export-constrained Load
Zone Y shall be determined in accordance with the following formula:

Maximum Capacity Limity = ICR — LSRRestofNewEngland
In which:

Maximum Capacity Limity = Maximum MW amount of
resources , including Import
Capacity Resources on the
export-constrained side of the
interface, if any, that can be
procured in the export-
constrained Load Zone Y to
meet the Installed Capacity
Requirement;

ICR = MW of Installed Capacity
Requirement for the New
England Control Area,
determined in accordance
with Section

I11.12.1; and

LSRRestofNewEngland = MW of Local Sourcing
Requirement for the rest of
the New England Control
Area, which for the purposes
of this calculation is treated
as an import-constrained
region, determined in
accordance with Section
.12.2.1.
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I1.12.3 Consultation and Filing of Capacity Requirements. At least two
months prior to filing the Installed Capacity Requirements and Local Souring
Requirements for each upcoming Capability Year through the relevant Capacity
Commitment Period with the Commission, the ISO shall review the modeling
assumptions and resulting Installed Capacity Requirements and the Local Sourcing
Requirements with the Governance Participants, the state utility regulatory agencies in

New England and, as appropriate, other state agencies.

Following consultation with Governance Participants, the state utility regulatory agencies
in New England and, as appropriate, other state agencies, the ISO shall file the Installed
Capacity Requirements and Local Sourcing Requirements for each upcoming Capability
Year through the relevant Capacity Commitment Period with the Commission pursuant to
Section 205 of the Federal Power Act 90 days prior to the Forward Capacity Auction for

the Capacity Commitment Period.

111124 Determination of Capacity Zones. Prior to each Forward Capacity
Auction, the ISO shall determine the Capacity Zones to be modeled in that Forward

Capacity Auction as specified below:

(a) Each export-constrained Load Zone shall be modeled as a separate
Capacity Zone in the Forward Capacity Auction.
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(b) For each import-constrained Load Zone, the ISO shall determine
the total amount of capacity that is projected to be installed in that Load
Zone before the start of the relevant Capacity Commitment Period, by
summing the summer Qualified Capacity of Existing Generating Capacity
Resources, resources cleared in previous Forward Capacity Auctions,
Existing Demand Resources qualified to participate in the Forward
Capacity Market and Other Demand Resources in existence during the
ICAP Transition Period and Import Capacity Resources cleared in
previous Forward Capacity Auctions or reconfiguration auctions and
obligated for the relevant Capacity Commitment Period. The total amount
of capacity that is projected to be installed before the start of the relevant
Capacity Commitment Period shall exclude capacity that for the relevant
Capacity Commitment Period is subject to either a Permanent De-List Bid
cleared in previous Forward Capacity Auctions or Administrative Export
De-List Bid obligated for the relevant Capacity Commitment Period. The
ISO shall compare the total amount of capacity that is projected to be
installed in the import-constrained Load Zone before the start of the
relevant Capacity Commitment Period to that Load Zone’s forecasted
Local Sourcing Requirement for the relevant Capacity Commitment
Period as determined pursuant to Section III.12.2.1. If the total amount of
capacity that is projected to be installed in the import-constrained Load
Zone before the start of the relevant Capacity Commitment Period is
greater than the sum of that Load Zone’s forecasted Local Sourcing
Requirement and any (i) Export Bids or (i1) Administrative Export De-List
Bids, which may be exporting capacity through the import-constrained
Load Zone, limited to the transfer limit of the relevant external interface,
for the relevant Capacity Commitment Period as determined pursuant to
Section I11.12.2.1, the Load Zone shall not be modeled as a separate
Capacity Zone in the Forward Capacity Auction. Otherwise, the import-
constrained Load Zone shall be modeled as a separate Capacity Zone in
the Forward Capacity Auction.

(©) Adjacent Load Zones that are neither export-constrained nor
import-constrained shall together be modeled as a single Capacity Zone.
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II1.12.5 Transmission Interface Limits. Transmission interface limits, used in
the determination of Local Sourcing Requirements, shall be determined using network
models that include all resources , existing transmission lines and proposed transmission
lines that the ISO determines, in accordance with Section II1.12.6, will be in service no
later than the first day of the relevant Capacity Commitment Period. Load modeling
assumptions used in determining the transmission interface limits are specified in Section
II.12.8. The transmission interface limits shall be calculated assuming simultaneous
imports from directly connected Control Areas up to the level of tie benefits that may be

assumed over the applicable interface.

Prior to each Forward Capacity Auction, the ISO shall update the transmission interface
limits for each internal and external interface for each upcoming Capability Year through
the Capacity Commitment Period associated with that Forward Capacity Auction. This
update shall take into account any additional transmission projects and elements of
transmission projects that are added to the network model pursuant to Section II1.12.6.
The transmission interface limits shall be established, using deterministic analyses, at
levels that provide acceptable thermal, voltage and stability performance of the system
both with all lines in service and after any criteria contingency occurs as specified in ISO

New England Manuals and ISO New England Administrative Procedures.
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I11.12.6 Modeling Assumptions for Determining the Network Model. The ISO
shall determine, in accordance with this Section III.12.6, the generating units and
transmission infrastructure to include in the network model that: (i) are expected to be in
service no later than the first day of the relevant Capacity Commitment Period; and (ii)
may have a material impact on the network model, a potential interface constraint, or on
one or more Local Sourcing Requirements. The network model shall be used, among
other purposes, (i) for the Forward Capacity Market qualification process and (ii) to
calculate transmission interface limits in order to forecast the Local Sourcing
Requirements. The network model shall include generating units and associated
Interconnection Facilities as specified in subsection (a) and Transmission Upgrades as

specified in subsection (b).

(a) Generating units and associated Interconnection Facilities that
shall be included in the network model for the relevant Capacity
Commitment Period shall include:

1. all existing generating units that have not been approved to
be retired pursuant to Section 1.3.9 of the Transmission, Markets
and Services Tariff or deemed to be retired pursuant to Section
11.47 of the Transmission, Markets and Services Tariff;

il. all generating units that are resources cleared in previous
Forward Capacity Auctions or obligated for the relevant Capacity
Commitment Period that have a valid Interconnection Request for
which a draft Interconnection System Impact Study report has been
submitted to the Interconnection Customer; and
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iii. any generating unit that has a valid Interconnection Request
for which a draft Interconnection Feasibility Study report has been
submitted to the Interconnection Customer and is reasonably
expected to declare commercial operation no later than the first day
of the relevant Capacity Commitment Period whether or not such
unit is participating in the Forward Capacity Market qualification
process.

(b) Prior to each Forward Capacity Auction and each annual
reconfiguration auction, the ISO shall determine and publish a list of the
transmission projects and elements of transmission projects that will be
included in the network model. During the process of making the
transmission infrastructure determinations, as described in Section
I1.12.6.1, the ISO shall consult with the Governance Participants, the
Transmission Owners, any transmission project proponents, the state
utility regulatory agencies in New England and, as appropriate, other state
agencies.

I11.12.6.1 Process for Establishing the Network Model

(a) The ISO shall establish an initial network model prior to the
Forward Capacity Auction that only includes transmission infrastructure
that is already in service at the time that the initial network model is
developed.

(b) After establishing the initial network model, the ISO shall compile
a preliminary list of the transmission projects or elements of transmission
projects in the Transmission Project Listing, individually or in
combination with each other, as appropriate, to identify transmission
projects that may achieve an in-service date no later than the first day of
the relevant Capacity Commitment Period and that will have a material
impact on the network model, on a potential interface constraint or one or
more Local Sourcing Requirements.

(©) For the transmission projects or elements of transmission projects
in the Transmission Project Listing that are included in the preliminary list
developed pursuant to subsection (b), the ISO shall determine whether the
transmission projects or elements of transmission projects meet all of the
initial threshold milestones specified in Section I11.12.6.2 and will be
considered for further evaluation pursuant to subsection (d).

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: March 1, 2007
Issued on: February 15, 2007

v25



ISO New England Inc. Original Sheet No. 7307L
FERC Electric Tariff No. 3

Section III — Market Rule 1 — Standard Market Design

Section II1.12 - Calculation of Capacity Requirements

(d) For those transmission projects or elements of transmission
projects that meet the initial threshold milestones in subsection (c), the
ISO shall use the evaluation criteria specified in Section II1.12.6.3, and
any other relevant information, to determine whether to include a
transmission project or element of a transmission project in the final
network model.

(e) If after completing its evaluation pursuant to Sections II1.12.6.1
through II1.12.6.3 and conferring with the transmission project proponents,
the Governance Participants, the state utility regulatory agencies in New
England and, as appropriate, other state agencies, the ISO determines that
the transmission project or a portion of the transmission project is
reasonably expected to be in service no later than the first day for the
relevant Capacity Commitment Period, then such transmission project or
portion of transmission project shall be considered in service in the
finalized network model to calculate the transmission interface limits
pursuant to Section I11.12.5.

I11.12.6.2 Initial Threshold to be Considered In-Service. The ISO shall
determine whether transmission projects or elements of transmission projects
meet all of the following initial threshold milestones:

(a) A critical path schedule for the transmission project has been
furnished to ISO showing that the transmission project or the element of
the transmission project will be in-service no later than the first day of the
relevant Capacity Commitment Period. The critical path schedule must be
sufficiently detailed to allow the ISO to evaluate the feasibility of the
schedule.

(b) At the time of the milestone review, siting and permitting
processes, if required, are on schedule as shown on the critical path
schedule.

(©) At the time of the milestone review, engineering is on schedule as
shown on the critical path schedule.

(d) At the time of the milestone review, land acquisition, if required, is
on schedule as shown on the critical path schedule.
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(e) Corporate intent to build the transmission project has been
furnished to the ISO. An officer of the host Transmission Owner has
submitted to the ISO a statement verifying that the officer has reviewed
the proposal and critical path schedule submitted to the ISO, and the
Transmission Owner concurs that the schedule is achievable, and it is the
intent of the Transmission Owner to build the proposed transmission
project in accordance with that schedule. The Transmission Owner may
develop alternatives or modifications to the transmission project during
the course of design of the transmission project that accomplish at least the
same transfer capability. Such alternatives or modifications are
acceptable, so long as the ISO determines that the alternative or
modification is reasonably expected to achieve an in-service date no later
than the first day of the relevant Capacity Commitment Period. The
provision of an officer’s statement shall be with the understanding that the
statement shall not create any liability on the officer and that any liability
with respect to the Transmission Owner’s obligations shall be as set forth
in the Transmission Operating Agreement and shall not be affected by
such officer’s statement.

I11.12.6.3 Evaluation Criteria. For a transmission project or element of a
transmission project that meets the initial threshold milestones specified in
Section I11.12.6.2, the ISO shall consider the following factors and any other
relevant information to determine whether to include the transmission project or
element of the transmission project in the network model for the relevant Capacity
Commitment Period.

(a) Sufficient engineering to initiate construction is on schedule as
shown on the critical path schedule.

(b) Approval under Section 1.3.9 of the Transmission, Markets and
Services Tariff, if required, has been obtained or is on schedule to be
obtained as shown on the critical path schedule.

(©) Significant permits, including local permits, if required to initiate
construction have been obtained or are on schedule consistent with the
critical path schedule.

(d) Easements, if required, have been obtained or are on schedule
consistent with the critical path schedule. Needed land purchases, if
required, have been made or are on schedule consistent with the critical
path schedule.
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(e) Any contracts required to procure or construct a transmission
project are in place consistent with the critical path schedule. The ISO’s
analysis may also take into account whether such contracts contain
incentive and/or penalty clauses to encourage third parties to advance the
delivery of material services to conform with the critical path schedule.

) Physical site work is on schedule consistent with the critical path
schedule.

(2) The transmission project is in a designated National Interest
Electric Transmission Corridor in accordance with Section 216 of the
Federal Power Act, 16 U.S.C. §§ 824p.

I1.12.7 Resource Modeling Assumptions.

1.12.7.1 Proxy Units. When the available resources are insufficient for the
unconstrained New England Control Area to meet the resource adequacy planning
criterion specified in Section III.12.1, proxy units shall be used as additional
capacity to determine the Installed Capacity Requirement and the Local Sourcing
Requirements. The proxy units shall reflect resource capacity and outage
characteristics such that when the proxy units are used in place of all other
resources in the New England Control Area, the reliability, or LOLE, of the New
England Control Area does not change. The outage characteristics are the
summer capacity weighted average availability of the resources in the New
England Control Area as determined in accordance with Section II1.12.7.3. The
capacity of the proxy unit is determined by adjusting the capacity of the proxy
unit until the LOLE of the New England Control Area is equal to the LOLE
calculated while using the capacity assumptions described in Section II1.12.7.2.

When modeling transmission constraints for the determination of Local Sourcing
Requirements, the same proxy units may be added to the import-constrained Load
Zone or elsewhere in the rest of the New England Control Area depending on
where system constraints exist.

I1.12.7.2 Capacity. The resources included in the calculation of the
Installed Capacity Requirement and the Local Sourcing Requirements shall
include:

(a) all Existing Generating Capacity Resources,
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(b) resources cleared in previous Forward Capacity Auctions or
obligated for the relevant Capacity Commitment Period,

(©) Import Capacity Resources cleared in previous Forward Capacity
Auctions and obligated for the relevant Capacity Commitment Period, and

(d) Existing Demand Resources that are qualified to participate in the
Forward Capacity Market and New Demand Resources that have cleared
in previous Forward Capacity Auctions and obligated for the relevant
Capacity Commitment Period and Other Demand Resources in existence
during the ICAP Transition Period,

but shall exclude:

(a) capacity associated with Export Bids cleared in previous Forward
Capacity Auctions and obligated for the relevant Capacity Commitment
Period, and

(b) resources for which Permanent De-list Bids cleared in previous
Forward Capacity Auctions.

The rating of Existing Generating Capacity Resources and Existing Import
Capacity Resources used in the calculation of the Installed Capacity Requirement,
Local Sourcing Requirements and Maximum Capacity Limits shall be the summer
Qualified Capacity value of such resources for the relevant Load Zone. The
rating of Demand Resources and Other Demand Resources shall be the summer
Qualified Capacity value reduced by any reserve margin adjustment factor that is
otherwise included in the summer Qualified Capacity value. The rating of
resources, except for Demand Resources, cleared in previous Forward Capacity
Auctions and obligated for the relevant Capacity Commitment Period shall be
based on the amount of Qualified Capacity that cleared in previous Forward
Capacity Auctions or obligated for the relevant Capacity Commitment Period.
Resources are located within the Load Zones in which they are electrically located
as determined during the qualification process.
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I11.12.7.2.1 Special Transition Rule Regarding the Reserve Margin
Adjustment Factor. Notwithstanding any other provision of this Market
Rule, on or after January 1, 2009, the Installed Capacity Requirement,
Local Sourcing Requirements and Maximum Capacity Limits for any
Forward Capacity Auction or reconfiguration auction will be adjusted to
reflect any effective over-rating of capacity associated with the application
of a reserve margin adjustment factor to the Qualified Capacity of
Demand Resources or to any Existing Import Capacity Resource.

I11.12.7.3 Resource Availability. The Installed Capacity Requirement and
the Local Sourcing Requirements shall be calculated taking resource availability
into account and shall be determined as follows:
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For Existing Generating Capacity Resources:

(a) The most recent five-year moving average of EFORd shall be used
as the measure of resource availability used in the calculation of the
Installed Capacity Requirement and the Local Sourcing Requirements
until the ISO determines that the use of weighted EFORd, pursuant to
subsection (b) is appropriate.

(b) Once sufficient data are collected during the ICAP Transition
Period, use of weighted EFORA as a transition metric between EFORd and
the process for measuring availability in the Forward Capacity Market
shall be evaluated and included in the calculation of the Installed Capacity
Requirement and the Local Sourcing Requirements.

(©) Once sufficient data are collected under the availability incentives
in the Forward Capacity Market, a resource availability metric, which
reflects resource availability in a manner that is consistent with the
availability incentives in the Forward Capacity Market, shall be developed
and reviewed with Governance Participants, the state utility regulatory
agencies in New England and, as appropriate, other state agencies and
used in the calculation of the Installed Capacity Requirement and the
Local Sourcing Requirements.

For resources cleared in previous Forward Capacity Auctions or obligated for the

relevant Capacity Commitment Period that do not have sufficient data to calculate
an availability metric as defined in subsections (a), (b) or (c) above, class average

data for similar resource types shall be used.

For Demand Resources and Other Demand Resources in existence during the
ICAP Transition Period, historical performance data for those resources will be
used to develop an availability metric for use in the calculation of the Installed
Capacity Requirement and Local Sourcing Requirements.

111.12.7.4 Load and Capacity Relief. Load and capacity relief expected
from system-wide implementation of the following actions during a capacity
deficiency (Operating Procedure No. 4) shall be included in the calculation of the
Installed Capacity Requirement and the Local Sourcing Requirements. The
Installed Capacity Requirements and Local Sourcing Requirements shall reflect
the impact of the following actions during a capacity deficiency which are
specified in the ISO New England Manuals and ISO New England Administrative
Procedures:
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(a) Implement voltage reduction. The MW value of the load relief
shall be equal to the percentage load reduction achieved in the most
applicable voltage reduction tests multiplied by the forecasted seasonal
peak loads.

(b) Arrange for available Emergency energy from Market
Participants or neighboring Control Areas. These actions are included
in the calculation through the use of tie benefits to meet system needs. The
MW value of tie benefits is calculated in accordance with Section I11.12.9.

(©) Maintain an adequate amount of ten-minute synchronized
reserves. The amount of system reserves included in the Installed
Capacity Requirement shall be consistent with those needed for reliable
system operations during Emergency Conditions. When modeling
transmission constraints, the reserve requirement for a Load Zone shall be
the Load Zone’s pro rata share of the forecasted system peak load
multiplied by the system reserves needed for reliable system operations
during Emergency Conditions.

I11.12.8 Load Modeling Assumptions. The ISO shall forecast load for the New
England Control Area and for each Load Zone within the New England Control Area.
The load forecasts shall be based on appropriate models and data inputs. Each year, the
load forecasts and underlying methodologies, inputs and assumptions shall be reviewed
with Governance Participants, the state utility regulatory agencies in New England and,
as appropriate, other state agencies. If the load forecast shows a consistent bias over
time, either high or low, the ISO shall propose adjustments to the load modeling
methodology to the Governance Participants, the state utility regulatory agencies in New

England and, as appropriate, other state agencies to eliminate the bias.
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Demand Resources and Other Demand Resources in existence during the ICAP

Transition Period shall be reflected in the load forecast as specified below:

(a) Expected reductions from an installed or forecast Demand
Resource not qualifying for or not participating in the Forward Capacity
Auction and Other Demand Resources in existence during the ICAP
Transition Period not qualifying for or not participating in the Forward
Capacity Auction shall be reflected as a reduction in the load forecast and
resultant Installed Capacity Requirement for the relevant Capacity
Commitment Period. The expected reduction from these resources will be
included in the load forecast to the extent that they meet the qualification
process rules, including monitoring and verification plan and financial
assurance requirements. If no qualification process rules are in place for
the expected reductions from these resources, they shall not be included
within the load forecast.

(b) Expected reductions from an installed or forecast Demand
Resource that qualifies to participate in the Forward Capacity Market,
participates but does not clear in the Forward Capacity Auction, or has
cleared in a previous Forward Capacity Auction and is expected to
continue in the Forward Capacity Market shall not be reflected as a
reduction in the load forecast and the resultant Installed Capacity
Requirement for the relevant Capacity Commitment Period.

(©) Expected reductions from an installed or forecast Other Demand
Resource in existence during the ICAP Transition Period that qualifies to
participate in the Forward Capacity Market, participates but does not clear
in the Forward Capacity Auction, or has cleared in a previous Forward
Capacity Auction and is expected to continue in the Forward Capacity
Market shall not be reflected as a reduction in the load forecast and the
resultant Installed Capacity Requirement for the relevant Capacity
Commitment Period.
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(d) Any realized Demand Resource reductions in the historical period
that received Forward Capacity Market payments for these reductions or
Other Demand Resources in existence during the ICAP Transition Period
that received capacity payments for demand reductions, or Demand
Resource reductions and Other Demand Resources reductions that are
expected to receive Forward Capacity Market payments by participating in
the upcoming Forward Capacity Auction or having cleared in a previous
Forward Capacity Auction, shall be added back into the appropriate
historical loads to ensure that such resources are not reflected as a
reduction in the load forecast and the resultant Installed Capacity
Requirement for the relevant Capacity Commitment Period.

For the purposes of subsections (b), (c), and (d), the capacity value of the Demand
Resources and Other Demand Resources in existence during the ICAP Transition Period
included in the calculation of the Installed Capacity Requirement and the Local Sourcing

Requirements shall be the value prescribed in Section II1.12.7.2.

I11.12.9 Tie Benefits. The Installed Capacity Requirement, the Local Sourcing
Requirements and Maximum Capacity Limits shall be calculated assuming appropriate
tie benefits, if any, available from interconnections with adjacent Control Areas with
which agreements providing for emergency support are in effect between the ISO and
that adjacent Control Area, including but not limited to inter-Control Area coordination

agreements, emergency aid agreements and the NPCC Regional Reliability Plan.
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The ISO shall calculate tie benefits, using a probabilistic multi-area reliability model.
The method of calculating the tie benefits associated with the interconnections between
the New England Control Area and adjacent Control Areas shall be based on the LOLE
calculated before and after interconnecting the New England Control Area to the
surrounding Control Areas. The tie benefits, if any, shall be quantified using firm
capacity equivalents, where the addition of the firm capacity equivalents results in the
LOLE of the isolated New England Control Area being equal to the LOLE of the

interconnected New England Control Area.

At least once every three years, the ISO shall perform a tie benefits study and document
the results and procedures for calculating the tie benefits in a published report. Results of
the tie benefits study shall provide a single overall tie benefit value, reflecting the total tie
benefits available from all interconnections with adjacent Control Areas, which can be
used in determining the Installed Capacity Requirement. The results of the most recent
tie benefits study shall be reviewed by the ISO annually; and the results shall be updated
if the ISO determines that New England Control Area or external Control Area system

conditions may change the results from the study.

The ISO shall calculate tie benefits using “at-criteria” assumptions for purposes of
modeling the adjacent Control Areas, except that when calculating the Installed Capacity
Requirement, the Local Sourcing Requirements and Maximum Capacity Limits for use in

the annual reconfiguration
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auction closest to the relevant Capacity Commitment Period, the ISO shall calculate tie
benefits using “as-is” data for the purposes of modeling the adjacent Control Areas. If,
pursuant to this Section II1.12.9, tie benefits are determined to be different at the time of a
subsequent reconfiguration auction than assumed in the Forward Capacity Auction, the
total amount of tie benefits assumed available over the interface may be limited, if and as
necessary, to the assumed interface limit minus any Import Capacity Resources obligated
for the relevant Capacity Commitment Period in prior auctions.

111.12.9.1 Individual Control Area Contributions to the Total Tie
Benefits. The contribution of an external Control Area directly connected to the
New England Control Area to the total amount of tie benefits, as determined in
accordance with Section II1.12.9, shall be determined based on the LOLE
calculated before and after removing the direct interconnections between New
England and the target external Control Area used to calculate the total amount of
tie benefits as specified in Section II1.12.9. The tie benefits from the target
Control Area, if any, shall be the amount of firm capacity equivalents needed in
the New England Control Area to bring the New England Control Area LOLE,
without the New England interconnections with the target Control Area included
in the interconnected system, equal to the New England Control Area LOLE with
the interconnections with the target Control Area included in the interconnected
system. If the sum of the tie benefits from the individual external Control Areas
directly connected to the New England Control Area is not equal to the total
amount of tie benefits as determined in accordance with Section II1.12.9, then
each of the Control Area’s tie benefits will be adjusted based on the ratio of the
individual Control Area tie benefit to the sum of the tie benefits times the total tie
benefits as determined in accordance with Section I11.12.9. The contributions to
the tie benefits from each Control Area directly connected to the New England
Control Area shall be used in the calculation of the Local Sourcing Requirements
and Maximum Capacity Limits.
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111.12.9.2 Tie Benefits Over the HQ Phase I/Il HVDC-TF. The tie
benefits from the Quebec Control Area over the HQ Phase I/Il HVDC-TF
calculated in accordance with Section I11.12.9.1 shall be allocated to the
Interconnection Rights Holders or their designees in proportion to their respective
percentage shares of the HQ Phase I and the HQ Phase II facilities, in accordance
with Section I of the Transmission, Markets and Services Tariff.
I11.12.10 Calculating the Maximum Amount of Import Capacity Resources that
May be Cleared Over External Interfaces in the Forward Capacity Auction and
Reconfiguration Auctions. For external interfaces, Import Capacity Resources shall be
allowed in the Forward Capacity Auction and reconfiguration auctions up to the interface

limit minus the tie benefits, calculated pursuant to Section II1.12.9.1 or 12.9.2 over the

applicable interface.
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