
 

 

 

 

 

 

 

 

 

June 28, 2013 

 

 

VIA ELECTRONIC FILING 

 

Honorable Kimberly D. Bose, Secretary 

Federal Energy Regulatory Commission 

888 First Street, N.E. 

Washington, DC 20426 

 

Re: ISO New England Inc., Docket No. ER13-___-000 

Winter 2013-14 Reliability Program 

 

Dear Secretary Bose:  

Pursuant to Section 205 of the Federal Power Act,
1
 ISO New England Inc. (the “ISO” or 

“ISO-NE”), joined by the New England Power Pool (“NEPOOL”) Participants Committee 

(together, the “Filing Parties”),
2
 hereby submits this transmittal letter and revisions to the Tariff

3
 

to include a set of solutions to maintain reliability during the cold-weather months of December, 

2013 and January and February, 2014 (the “Winter Reliability Program”).  The Winter 

Reliability Program consists of four components:  a new demand response program, an oil 

inventory service, incentives for dual fuel units, and market monitoring changes.  With the 

exception of some of the market monitoring changes, which are contained in Appendix A of 

Section III of the Tariff, the Winter Reliability Program is located in a new Appendix K to 

Section III of the Tariff. 

More specifically, in exchange for “as bid” monthly payments, Market Participants will 

provide the equivalent of up to 2.4 million MWh of Energy in oil inventory and demand 

response.  Dual fuel assets providing the oil inventory service will be also compensated for 

                                                 

 
1
 16 U.S.C. § 824d (2006). 

2
 Under New England’s RTO arrangements, ISO-NE has the rights to make this filing of changes to the ISO New 

England Transmission, Markets and Services Tariff (the “Tariff”) under Section 205 of the Federal Power Act.  

NEPOOL, which, pursuant to the Participants Agreement provides the sole Market Participant stakeholder process 

for advisory voting on ISO matters, supported the changes reflected in this filing and, accordingly, joins in this 

Section 205 filing. 

3
 Capitalized terms used but not defined in this filing are intended to have the meanings given to such terms in the 

Tariff, the Second Restated New England Power Pool Agreement, and the Participants Agreement. 
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successful tests of their switching capability.  These components of the Program are time-

limited, discrete, out-of-market solutions.  The fourth component consists of permanent market 

monitoring changes aimed at increasing the offer flexibility provided to generators.   

In support of these changes, the ISO is submitting the joint testimony of Robert Ethier, 

Vice President of Market Development, and Peter Brandien, Vice President of System 

Operations (the “Joint Testimony”).  The ISO is also submitting individual testimony from 

Robert Laurita, Manager of Surveillance and Analysis in the Internal Market Monitoring 

Department (the “Laurita Testimony”), and Henry Yoshimura, Director of Demand Resource 

Strategy (the “Yoshimura Testimony”).  All supporting testimony submitted with this filing is 

sponsored solely by the ISO.   

 

I. DESCRIPTION OF THE FILING PARTIES; COMMUNICATIONS 

The ISO is the private, non-profit entity that serves as the regional transmission 

organization (“RTO”) for New England.  The ISO operates the New England bulk power system 

and administers New England’s organized wholesale electricity market pursuant to the Tariff and 

the Transmission Operating Agreement with the New England Participating 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.   

NEPOOL is a voluntary association organized in 1971 pursuant to the New England 

Power Pool Agreement, and it has grown to include more than 430 members.  The Participants 

include all of the electric utilities rendering or receiving service under the Tariff, as well as 

independent power generators, marketers, load aggregators, brokers, consumer-owned utility 

systems, end users, demand response providers, developers and a merchant transmission 

provider.  Pursuant to revised governance provisions accepted by the Commission,
4
 the 

Participants act through the NEPOOL Participants Committee.  The Participants Committee is 

authorized by Section 6.1 of the Second Restated NEPOOL Agreement and Section 8.1.3(c) of 

the Participants Agreement to represent NEPOOL in proceedings before the Commission.  

Pursuant to Section 2.2 of the Participants Agreement, “NEPOOL provide[s] the sole Participant 

Processes for advisory voting on ISO matters and selection of ISO Board members, except for 

input from state regulatory authorities and as otherwise may be provided in the Tariff, TOA and 

the Market Participant Services Agreement included in the Tariff.” 

                                                 

 
4
 ISO New England Inc., et al., 109 FERC ¶ 61,147 (2004).   
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Correspondence and communications regarding this filing should be addressed to the 

undersigned for the ISO as follows: 

Maria Gulluni* 

Deputy General Counsel 

ISO New England Inc. 

One Sullivan Road 

Holyoke, MA 01040-2841 

Tel: (413) 540-4473 

Fax: (413) 535-4379 

E-mail: mgulluni@iso-ne.com   

Christopher Hamlen 

Regulatory Counsel 

ISO New England Inc. 

One Sullivan Road 

Holyoke, MA  01040-2841 

Tel:  (413) 540-4425 

Fax:  (413) 535-4379 

E-mail:  chamlen@iso-ne.com 

 

And to NEPOOL as follows: 

 

William Fowler*  

Vice Chair, NEPOOL Reliability Committee  

c/o Sigma Consultants, Inc.  

20 Main Street  

Acton, MA 01720  

Phone:  (978) 266-0220  

Fax:    (978) 263-5455  

Email: wfowler@sigmaconsult.com  

 

 

 

 

Eric K. Runge, Esq.* 

Sebastian M. Lombardi, Esq. * 

Day Pitney LLP 

242 Trumbull Street 

Hartford, CT  06103 

Tel:  (860) 275-0663  

Fax:  (860) 881-2493  

Email: ekrunge@daypitney.com 

            slombardi@daypitney.com 

*Designated for service.
5 

 

 

II. STANDARD OF REVIEW 

The instant revisions are submitted pursuant to Section 205 of the Federal Power Act, 

which “gives a utility the right to file rates and terms for services rendered with its assets.”
6
  

Under Section 205, the Commission “plays ‘an essentially passive and reactive’ role”
7
 whereby 

it “can reject [a filing] only if it finds that the changes proposed by the public utility are not ‘just 

and reasonable.’”
8
  The Commission limits this inquiry “into whether the rates proposed by a 

utility are reasonable -- and [this inquiry does not] extend to determining whether a proposed rate 

schedule is more or less reasonable than alternative rate designs.”
9
  The revision “need not be the 

                                                 

 
5
  Due to the joint nature of this filing, the Filing Parties respectfully request a waiver of Section 385.203(b)(3) of 

the Commission’s regulations to allow the inclusion of more than two persons on the service list in this proceeding. 

6
 Atlantic City Elec. Co. v. FERC, 295 F.3d 1 at 9 (D.C. Cir. 2002). 

7
 Id. at 10 (quoting City of Winnfield v. FERC, 744 F.2d 871, 876 (D.C. Cir. 1984). 

8
 Id. at 9. 

9
 City of Bethany v. FERC, 727 F.2d 1131, 1136 (D.C. Cir. 1984). 

mailto:wfowler@sigmaconsult.com
mailto:slombardi@daypitney.com


Honorable Kimberly D. Bose 

June 28, 2013   

Page 4 

 

only reasonable methodology, or even the most accurate.”
10

 As a result, even if an intervenor or 

the Commission develops an alternative proposal, the Commission must accept this Section 205 

filing if it is just and reasonable.
11

 

 

 

III. THE WINTER RELIABILITY PROGRAM 

The Winter Reliability Program and its development are described in detail in this 

Section III.  Section III.A covers the rationale for the Program and the development process that 

culminated in a set of solutions that includes a winter demand response program, incentives to 

ensure that oil-fired generators incrementally increase their fuel oil inventory, payments to dual 

fuel units for testing their switching capacity, and market monitoring changes aimed at 

increasing generators’ flexibility.  Section III.B discusses each of these four components, and 

Section III.C discusses implementation, including allocation and settlement of costs. 

A. Rationale for the Winter Reliability Program 

In the last few years, the ISO and stakeholders have identified a number of strategic risks.  

Two of these risks – related to New England’s increased reliance on natural gas-fueled 

generation and to resource performance during periods of stressed system conditions – are most 

pressing, and the region is working on a number of solutions to address these concerns.  For 

example, the ISO has implemented a change in Day-Ahead Energy Market timing and is making 

filings to improve offer flexibility and amend the reserve market.  In addition, review of two sets 

of ISO-proposed revisions to the Forward Capacity Market (“FCM”) rules is or will be underway 

with stakeholders.  These proposed revisions aim to tighten the shortage event trigger and to 

redesign market incentives and, at the conclusion of the stakeholder processes, will likely be 

filed with the Commission later this year.   

                                                 

 
10

 Oxy USA, Inc. v. FERC, 64 F.3d 679 at 692 (D.C. Cir. 1995) (finding that, under the Federal Power Act, as long 

as the Commission finds a methodology to be just and reasonable, that methodology “need not be the only 

reasonable methodology, or even the most accurate one”); cf. City of Bethany v. FERC, 727 F.2d 1131 at 1136, 234 

U.S. App. D.C. 32 (D.C. Cir. 1984) (when determining whether a proposed rate was just and reasonable, the 

Commission properly did not consider “whether a proposed rate schedule is more or less reasonable than alternative 

rate designs”).  See also Cal. Indep. Sys. Operator Corp., 128 FERC ¶ 61,282 at P 31 (2009) (finding that, because 

the Commission found the ISO's proposal to be just and reasonable, it need not assess the justness and 

reasonableness of an alternative proposal); Louisville Gas & Electric Co., 114 FERC ¶ 61,282 at P 29 (2006) 

(finding that “the just and reasonable standard under the FPA is not so rigid as to limit rates to a ‘best rate’ or ‘most 

efficient rate’ standard. Rather, a range of alternative approaches often may be just and reasonable”); Southwest 

Power Pool, Inc., 131 FERC ¶ 61,252 at P 124 & n.154 (2010). 

11
 Cf. Southern California Edison Co., et al., 73 FERC ¶ 61,219 at 61,608 n.73 (1995) (“Having found the Plan to be 

just and reasonable, there is no need to consider in any detail the alternative plans proposed by the Joint Protesters.” 

(citing City of Bethany, 727 F.2d at 1136)). 
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The ISO intends that the proposed changes to FCM to redesign market incentives will 

directly address the gas dependence and resource performance issues discussed herein.  This 

FCM performance incentive proposal is planned for implementation for the 2018-2019 Capacity 

Commitment Period.  As a transition between the Winter Reliability Project and the FCM 

performance incentives project, the ISO intends to propose a scaled-down version of the 

performance incentives project to purchase a fuel-neutral, winter-based reliability product for the 

winters of 2014-15 through 2017-18. 

 

While this work was underway, operations during winter 2012-13 led the ISO to 

conclude that additional action would be required to maintain reliability in winter 2013-14.  

After identifying the need for an interim solution, the ISO and stakeholders quantified the 

magnitude of the need and developed solutions, as described in Sections 1 and 2 below. 

1. Identifying and Quantifying the Need 

A number of “lessons learned” from the winter of 2012-13 led the ISO to conclude that 

the region could not wait for the solutions identified above, and that a stop-gap measure would 

be needed to maintain reliability in winter 2013-14.  In its “Winter Operations Summary:  

January-February 2013,”
12

 the ISO discusses the events of winter 2012-13 and reports that, 

although the winter was mild, there were operational events that caused concerns about 

reliability during a colder winter.   

Specifically, during the 2012-13 winter, the ISO saw a number of instances in which 

natural gas-fueled generation did not have sufficient fuel to provide energy at or even near the 

generator’s stated capacity as reflected in their daily offers.  Increased and relatively extreme 

volatility in natural gas prices during the 2012-13 winter exacerbated fuel procurement issues.  In 

addition, it was evident that many dual fuel and oil-only resources did not have sufficient fuel to 

allow for reliable operation during extended and/or repeated periods of cold weather.   

These operational events both reinforced the ISO’s concerns about gas dependence, and 

created concerns about dependence on oil-fired generation.  As noted in the Winter Operations 

Summary, oil-fired generators are not maintaining full tanks, and their oil inventories can be 

depleted rapidly when they run during sustained cold weather, thereby limiting their ability to 

run at other times when gas supplies are constrained.
13

   

As the ISO noted in the Winter Operations Summary, “[t]he key point from this winter 

[2012-13] is that the region needs to develop immediate solutions to avert serious threats to 

system reliability next winter.”
14

  In sum, the operational experiences from winter 2012-13 were 

                                                 

 
12

 http://www.iso-

ne.com/committees/comm_wkgrps/strategic_planning_discussion/materials/winter_operations_summary_2013_feb_

%2027_draft_for_discussion.pdf. 

13
 Id. at 4. 

14
 Id. at 14. 
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viewed as a valuable indicator of the types of issues that could occur on a larger scale if the 

temperatures had been colder. 

 

As a first step in the development of solutions, the ISO assessed the incremental energy 

needs of the system in the event of colder weather conditions or more prolonged cold weather 

conditions than in winter 2012-13.  To calculate needs for the upcoming winter, the ISO utilized 

historical data in the form of temperatures from winter 2003-04, which had the coldest weather 

in the last ten years, and assumed, in accordance with the findings in recent studies, that colder 

weather drives increased electric load and reduces gas availability for power generation.   

 

The ISO then studied the 2012-13 generation fleet against the forecasted 2013-14 winter 

demand, with the anticipated gas-fired generation reductions based on temperatures experienced 

during the 2003-04 winter.
15 

 This approach, based on recent actual New England cold weather, 

provided a reasonable baseline for identifying how much worse conditions could get should a 

stretch of cold weather materialize.  The ISO’s needs assessment concluded that New England 

could face a reliability gap of approximately 1.1 – 1.5 million MWh, or, in fuel terms, about 1.9 

– 2.6 million barrels of oil.  Overall, the ISO projected that the region would need a total of about 

2.4 million MWh from oil-fired generation, or 4.2 million barrels of oil, to meet the increased 

demand in a winter with temperatures like those experienced in 2003-04, compared with a mild 

winter like 2012-13.  The need and the methodology for measuring it are discussed further in the 

Joint Testimony. 

  
2. Developing an Incremental, Timely Solution With Minimal Market 

Distortions 

Through joint meetings of the NEPOOL Reliability and Markets Committees, the ISO 

and stakeholders worked on developing solutions to fill the identified reliability gap.  The ISO 

noted that these solutions would apply only for winter 2013-14 and that the changes to FCM 

performance incentives or the scaled-down version thereof (both of which are discussed in 

Section III.A.1 above) would be submitted to mitigate the risks in future years.  The ISO stated 

that its objectives for winter 2013-14 were to develop a solution that (i) obtained the incremental 

energy needed if colder than normal weather occurs; (ii) in time for the winter; (iii) with minimal 

market distortions.   

These objectives, and, in particular, the “in time for winter” requirement, limited the 

universe of possible solutions.  After accounting for the time for the stakeholder process and 

Commission approval, the ISO estimated that stakeholders and the ISO would have about two to 

three months to implement the chosen solution.  This time frame effectively precluded solutions 

that required significant software or market changes.   

                                                 

 
15

 See the ISO’s presentations to the joint meetings of the NEPOOL Markets and Reliability Committees at 

http://www.iso-ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/2013/apr172013/index.html and 

http://www.iso-ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/2013/apr302013/index.html.  
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The requirement regarding “minimal market distortions” was also limiting, particularly 

for the program component related to fuel inventory.  A number of participants urged a fuel-

neutral solution or one that included liquefied natural gas.  The ISO would have preferred fuel 

neutrality, and has agreed that solutions for future winters should be fuel-neutral.  For the 

upcoming winter, however, the ISO was unable to develop a fuel inventory solution that could 

both include natural gas and meet the ISO’s goal of minimizing market distortions.   

Given the complexity of the gas supply chain and the significance of gas to the electric 

system, unintended impacts were a particular risk.  Specifically, the ISO was concerned that 

providing incentives for an additional supply of liquefied natural gas would inadvertently reduce 

gas released from other uses (e.g., fuel switching) or would displace the use of pipeline gas when 

it is economic.   

The ISO was also concerned that a solution that provided incentives to natural gas 

suppliers or generators to ensure incremental gas supply would affect wholesale electricity 

prices.  Given that opportunity costs are a large component of winter gas prices in New England, 

and that gas prices are highly correlated with electricity prices, the ISO was concerned that any 

gas market solution might interfere with the accurate reflection of opportunity costs and create 

economically significant ripple effects.  For example, if an ISO solution reduced the opportunity 

costs priced into the gas market during a time of high gas demand, this would lower gas prices 

and send the wrong signal about the relative scarcity of natural gas.  These lower prices would 

also be reflected in the electricity market. 

Moreover, many stakeholder solutions required the ISO to determine when gas would be 

distributed by declaring a trigger event (e.g., tied to weather) or otherwise manage the fuel 

supply.  In addition to concerns about the appropriateness of that role, the ISO believes that 

declaring such triggers and effectively choosing when to release gas would inevitably have 

market impacts that could not be assessed and mitigated in the time available.
16

 

In contrast to the issues presented by a gas or fuel-neutral solution, an oil solution 

provides a strategic fuel reserve with far fewer complications for this short-term winter solution.  

Oil has a simple supply chain that results in the transfer of measurable amounts of fuel to a tank 

that is within the generator’s control.  There is no need for the ISO to distribute or otherwise 

trigger the transfer of fuel.  Moreover, oil infrequently sets the Locational Marginal Price for 

electricity, thereby mitigating the impact of any interference with related opportunity costs.   

In designing the Winter Reliability Program, stakeholders and the ISO discussed the 

appropriate payment mechanism, and whether there should be a uniform clearing price or bidders 

should be paid their “as bid” price for the demand response and oil inventory services.  The ISO 

concluded that the “as bid” price would be more appropriate for this particular winter solution, as 

the assessment of the winning bids will not consider price alone (a uniform clearing price would 

                                                 

 
16

  During the stakeholder process, a number of other alternatives to the Winter Reliability Program were presented 

and discussed, a few of which were offered in the form of motions to amend the ISO’s proposal. 
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be the design choice if price were the only consideration in the selection of winning bids).
17

  The 

“as bid” structure could result in seemingly inexpensive resources not being selected, or 

seemingly expensive resources being selected.  Under these conditions, where winners are being 

selected based on non-uniform characteristics, applying a uniform price is inappropriate because 

all of the selected resources are not the same.   

Last, the ISO and stakeholders also struggled to make a fuel inventory solution 

incremental.  The ISO sought to define an increment, and to limit the cost of any solution to that 

increment.  However, within the short time available, the ISO was unable to define with any 

certainty a baseline equal to the amount of fuel that generators would have in inventory for the 

winter absent the program.  The ISO ultimately concluded that any solution related to fuel 

inventory must consider the entire fuel inventory.  Accordingly, as discussed below, the ISO will 

be soliciting bids for the entire fuel oil inventory needed to meet the winter need.  It is reasonable 

to assume that, since there is sufficient competition, generators will bid in their baseline 

inventory in a competitive way that reflects their minimal incremental cost. 

Again, the problem of creating an incremental solution was more difficult for gas.  Given 

the prevalence of gas in New England, a solution that included gas and considered the entire 

inventory would be a much larger (and more expensive) program. 

The solution development process is described further in the Joint Testimony. 

B. Description of the Four Components of the Winter Reliability Program 

Below, the ISO describes the four components of the Winter Reliability Program.  ISO-

NE will solicit bids (on the bid sheets that are attached to Appendix K) for two of the 

components – the demand response and oil inventory services – with the intent to procure the 

equivalent of up to 2.4 million MWh of Energy.  ISO-NE also proposes rules to compensate dual 

fuel units in the program for successful tests of their switching capability and modifications to 

market monitoring rules to increase flexibility for generators. 

1. Demand Response Component  

Appendix K provides a program for Market Participants to supply demand reductions 

from demand response assets when dispatched by the ISO to help maintain Thirty-Minute 

Operating Reserve for the term of the Appendix K winter program.  The rules in Appendix K for 

the demand response service are detailed, given the need to provide information on the 

calculation of performance and compensation to avoid “double-counting” performance, as well 

                                                 

 
17

  As discussed below, per Section III.K.6, the ISO will consider criteria including cost, the asset’s historical 

availability and performance, the asset’s ability to respond to contingencies and other changed conditions, diversity 

of location and sensitivity to locational constraints, dual fuel capability and replenishment capability.   
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as metering and similar requirements.  The following provides an overview of the significant 

aspects of the Appendix K demand response program.  The Yoshimura Testimony provides 

additional detail regarding each aspect of the program. 

a. Overview and Program Size   

The demand response program in Appendix K requests bids for demand reductions and 

any net supply from demand response assets.  The program is open to both Market Participants 

with new demand response assets that are not otherwise participating in the wholesale markets at 

this time, as well as to Market Participants participating in FCM that have capacity in excess of 

that needed to meet its Capacity Supply Obligation in FCM.  As with Appendix K’s oil 

procurement program, Market Participants will submit bids indicating the amount of demand 

response they are offering to provide and the price at which the asset is willing to provide 

demand response pursuant to the terms and conditions of Appendix K. 

Under the terms of the program, the ISO will procure demand response from up to 200 

assets.
18

  This restriction on the number of assets is necessary because the implementation of the 

program will be performed manually by the ISO – i.e., software that automates these 

computations cannot be developed in time for this coming winter season – and therefore 

limitations on the total number of assets are needed to allow the ISO to reliably implement the 

program.
19

  While the program size is limited, each asset must be capable of producing at least 

100 kW of demand reduction (and net supply),
20

 and aggregation of several facilities under a 

single asset is permitted so long as the facilities are all within the same Dispatch Zone.
21

  

Therefore, the program permits demand response providers to submit bids for large demand 

response assets, and for the program to procure a significant quantity of demand response.
22

 

b. Dispatch 

Appendix K contains rules establishing the availability and dispatch conditions for 

participating demand response providers.  The availability rule requires that demand response 

assets participating in the program be available for dispatch in Real-Time by the ISO between 

the hours of 5:00 a.m. to 11:00 p.m. (i.e., hours-ending 0600 to 2300) on all days during the 

Appendix K winter term.
23

  These hours were selected because they include, for winter months, 

                                                 

 
18

  Appendix K, Section III.K.5(b). 

19
  Yoshimura Testimony at p. 13. 

20
  Appendix K, Section III.K.5(b). 

21
  Appendix K, Section III.K.5.  In addition, such aggregation may not result in a quantity of demand reduction and 

net supply of 5 MW or greater at a single Node, though individual facilities of 5 MW or greater at a single Node are 

permitted.  The size restriction on aggregation is necessary to avoid creating or exacerbating local transmission 

constraints between Nodes within the same Dispatch Zone.  Yoshimura Testimony at p. 13. 

22
  Yoshimura Testimony at p.5. 

23
  Appendix K, Section III.K.5(d)(i). 
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the early morning ramping period and the evening peak period when demand on the system is 

highest.
24

 

Assets participating in the program will be dispatched by the ISO prior to, or concurrent 

with, ISO New England Operating Procedure No. 4, Action 2 to help maintain Thirty-Minute 

Operating Reserve,
25

 and must produce the full MW quantity of demand response they are 

obligated to provide under the program within 30 minutes of dispatch.
26

  These dispatch triggers 

provide the ISO with additional flexibility in maintaining required operating reserve levels as the 

system approaches a capacity deficiency.  Under the current FCM rules, Real-Time Demand 

Response Resources are dispatched when the ISO has begun to allow the depletion of Thirty-

Minute Operating Reserve in accordance with ISO New England Operating Procedure No. 4, 

Action 2.  In contrast to the capacity market dispatch trigger, Appendix K allows the ISO to 

dispatch assets providing demand response services under Appendix K prior to or concurrent 

with the declaration of ISO New England Operating Procedure No. 4, Action 2.  Accordingly, 

the ISO could dispatch assets providing demand response services under Appendix K before the 

ISO begins using Thirty-Minute Operating Reserves to supply needed energy.
27

 

Appendix K limits the number of times the ISO can dispatch each asset participating in 

the program to no more than ten times during the winter season.
28

  Assets will be dispatched for 

their entire committed MW quantity unless the ISO deems that assets in a particular Dispatch 

Zone or assets larger than 5 MW should not be dispatched to address or prevent a local reliability 

issue.
29

 

c. Eligibility 

The program is open to end-use facilities in New England that normally consume energy 

from the grid and are able to reduce demand in response to dispatch instructions, as well as to 

end-use facilities with behind-the-meter generation and facilities capable of producing net 

                                                 

 
24

  Yoshimura Testimony at p. 17. 

25
  Appendix K, Section III.K.5(d)(ii). 

26
  Appendix K, Section III.K.5(d)(vi). 

27
  Yoshimura Testimony at p. 24. 

28
  Appendix K, Section III.K.5(d)(iii).  As Mr. Yoshimura in his supporting testimony at p. 18 explains, “While 

placing a limit on dispatch frequency reduces the value of a resource to the system, having unlimited access without 

the ability of the demand response resource to offer and be paid for its true opportunity cost of interrupting its 

consumption or to reflect its physical limitations in its offer will limit participation in the program.  It is anticipated 

that demand response services pursuant to Appendix K will be needed about 10 times during the next winter.  

Therefore, to maximize the number of assets willing to provide demand response services to help address the 

specific reliability issues that may appear in the winter of 2013/2014, Section III.K.5(d)(iii) limits the frequency of 

dispatching participating demand response assets to ten times for the term of the program.” 

29
 Appendix K, Section III.K.5(d)(v). 
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supply.  Both demand reduction and any net supply produced in accordance with Appendix K are 

eligible to receive compensation under the terms of the program.
30

 

While it is anticipated that Market Participants will submit bids for demand response to 

be provided by facilities that are not otherwise participating in New England’s wholesale market, 

the Appendix K program is also open to participation by assets that are participating in FCM.  

Their capacity, however, must be in addition to the Capacity Supply Obligation in FCM, 

measured as of the beginning of the current Capacity Commitment Period (i.e., June 1, 2013).
31

  

This requirement is intended to ensure that the ISO procures additional demand response 

capacity to address New England’s reliability needs for the 2013-2014 winter.
32

 

Finally, Appendix K prohibits three asset types from providing demand response services 

under Appendix K.  Real-Time Emergency Generation Assets may not participate because 

environmental requirements prohibit the use of these assets but for the most extreme system 

conditions.  Second, any asset that is dependent upon a non-firm or an additional supply of 

natural gas to produce demand reductions or net supply may not participate, because natural gas 

supply constraints are most significant during the winter month periods for which the Winter 

Reliability Program is intended to support reliability.
33

  Finally, assets that participate in the 

energy market may not participate in the Winter Reliability Program as demand response, 

because of the significant complications in accounting for settlement (to prevent double 

counting) in both the energy market and Appendix K. 

d. Compensation   

Market Participants will receive as compensation both a monthly capacity payment and 

an energy payment.  The capacity payment will be equal to the bid price for the participating 

asset—i.e., the price submitted by the Market Participant and accepted by the ISO for 

participation in the program—multiplied by the average MW performance achieved by the asset 

in the month.
34

  The energy payment will be equal to the higher of $250/MWh or the Locational 

                                                 

 
30

  Appendix K, Section III.K.5. 

31
  Appendix K, Section III.K.5. 

32
  Yoshimura Testimony at p. 27.  As discussed in more detail below, a number of provisions have been added to 

Appendix K to prevent Market Participants from receiving double-compensation for any Real-Time Demand 

Response Assets that participate both in the Forward Capacity Market and in the Appendix K program. 

33
  Yoshimura Testimony at p. 12.   

34
  Appendix K, Section III.K.8(c)(i).  The average MW performance of an asset may be greater than the MW 

amount of capacity the Market Participant committed to provide through Appendix K, and Appendix K permits 

payments for performance in excess of the amount the participant is obligated to provide under Appendix K.  By 

providing payments in excess of an asset’s committed MW quantity, the asset has the financial incentive to improve 

performance and deliver MW equal to or greater than its commitment.  Section III.K.8(c)(i) caps the over-

performance payments at 150 percent of the asset’s committed MW under Appendix K.  Without a cap on the 

average MW performance that an asset could be credited in a given month, a Market Participant may grossly 

underestimate, during the bidding process, the amount of capacity that its asset is willing and able to provide so as to 

avoid exposure to potential charges for non-performance (which are discussed below). 
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Marginal Price of the Load Zone in which the asset is located multiplied by the MWh of demand 

reduction and net supply provided by the asset, and multiplied by an avoided energy loss factor 

of 1.065 for demand reductions produced.
35

 

As Mr. Yoshimura explains in his supporting testimony, an energy floor price is being 

specified in the market rule to assist Market Participants in determining what price to bid to 

provide demand response services under Appendix K.
36

  It is anticipated that the bid price will be 

a function of the difference between the customer’s opportunity cost of interrupting energy usage 

and the (known) minimum energy payment it would receive for interrupting energy usage.  The 

unrecovered opportunity cost of interrupting energy usage becomes the basis for the bid price.  

$250/MWh is being used for the floor price because it is the anticipated Locational Marginal 

Price for the 2013-2014 winter during times when assets providing demand response services in 

accordance with Appendix K will be dispatched (i.e., during times to avoid the depletion of 

operating reserves).
37

 

e. Charges for Non-Performance 

Appendix K applies both capacity and energy charges for non-performance.
38

  An asset 

that fails to achieve an average MW performance of at least 75 percent of its committed MW 

quantity in a month forfeits its capacity payment for that month, and for any other month during 

the term of the program for which such performance is utilized for settlement.  A 75 percent 

minimum standard of performance for assets providing demand response services under 

Appendix K gives Market Participants the incentive to register assets that will reliably provide 

demand response under the terms of the program.
39

  The 75 percent level was selected because 

data on demand response resource performance during winter events suggest that it is an 

achievable level of performance.
40

 

With respect to the non-performance charge for energy, if, during the period of a 

dispatch, the asset delivers less MWh in any hourly interval compared to the MWh the asset was 

expected to deliver based on its committed MW quantity, the Market Participant will be charged 

a fixed $250/MWh multiplied by the MWh shortfall in that hourly interval.  The fixed charge 

                                                 

 
35

  Appendix K, Section III.K.8(c)(iii).  Net supply does not avoid energy losses, so any MWh of net supply 

produced in response to Dispatch Instructions is not multiplied by the avoided energy loss factor.  The avoided 

energy loss factor of 1.065 is the same factor that is currently applied to Real-Time Demand Response Assets 

participating in the energy market pursuant to Appendix III.E. 

36
  Yoshimura Testimony at p. 26. 

37
  Id.  

38
  Appendix K, Section III.K.9(b).  Section III.K.9(b) also provides that, if valid meter data are not submitted within 

the resettlement timeframes, the Market Participant forfeits payments associated with Appendix K.  This provision 

provides Market Participants the incentive to comply with the meter data reporting requirements of Appendix K. 

39
  Yoshimura Testimony at p. 34. 

40
  Id. 
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rate of $250/MWh, as opposed to the Locational Marginal Price, was selected to allow Market 

Participants to readily assess the financial risk of non-performance.
41

 

f. Metering and Auditing   

Demand response assets in the program must meet largely the same metering and meter 

data submission requirements that are in place for existing demand response assets participating 

in the wholesale markets.
42

  Appendix K’s audit rules provide that an audit will be performed in 

January only if an asset was not dispatched before the audit, and therefore there is no 

performance upon which to base compensation for December.
43

  If an asset was not dispatched in 

December, the payment for that asset will be based on its average MW performance in response 

to the audit dispatch in January and in response to any actual dispatch event that occurs in 

January subsequent to the audit.
44

 

g. Special Rules for Assets that Participate in FCM   

Appendix K contains several provisions that are intended to ensure that Market 

Participants that participate in the Winter Reliability Program with assets that also participate in 

FCM do not receive two payments—i.e. a payment through Appendix K and a payment under 

FCM—for the same demand reduction.  Assets in FCM already receive capacity and, in some 

instances, energy market compensation, by participating as part of a Real-Time Demand 

Response Resource.  Allowing such assets to also provide demand response services pursuant to 

Appendix K could result in double paying for the same demand reductions.
45

  Appendix K 

provides that capacity under Appendix K must be in addition to the FCM Capacity Supply 

Obligation, as of June 1, 2013, of the Real-Time Demand Response Resource to which the asset 

is mapped.
46

  Appendix K also contains a number of rules intended to prevent double-counting.  

                                                 

 
41

  Id. at p. 35. 

42
 Appendix K, Section III.K.5.  See Yoshimura Testimony at p. 14 for details regarding the metering requirements. 

43
 Appendix K, Section III.K.7.  See Yoshimura Testimony at p. 22 for details regarding the auditing requirements. 

44
 Appendix K, Section III.K.8(c)(i).  Similarly, if an asset is not dispatched in January or February, but was 

dispatched or audited in a previous month, the asset’s payment for the month in which it was not dispatched will be 

based on its average MW performance in the most recent month in which the asset was dispatched or audited. 

45
  See Yoshimura Testimony at p. 9 (“[E]xisting assets mapped to a Real-Time Demand Response Resource 

providing demand response services under Appendix K could receive two streams of payments (once through the 

normal wholesale capacity and energy market structure and once again through Appendix K, as previously 

explained).  Yet system reliability would be largely unaffected if these existing assets are already being used to meet 

the Capacity Supply Obligation of the resource to which it is mapped and no additional capacity was made available 

for dispatch.”) 

46
  Appendix K, Section III.K.5.  For example, if a Real-Time Demand Response Resource has a 10 MW net 

Capacity Supply Obligation on June 1, 2013, and an asset mapped to that resource takes on a 5 MW obligation 

pursuant to Appendix K, the resource must have sufficient assets to achieve a 15 MW demand reduction plus any 

net supply in order for the asset to qualify under Appendix K.   
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These rules are summarized below and are addressed in greater detail in the Yoshimura 

Testimony: 

 If a resource performs at a level that is less than the sum of the resource’s Capacity Supply 

Obligation in FCM and the associated assets’ obligated MW under Appendix K, the 

performance is first credited to the resource’s Capacity Supply Obligation, with the 

remainder credited pro-rata to each asset with an obligation pursuant to Appendix K.
47

  Since 

the under-performing assets are subject to charges for non-performance, the demand response 

provider has the incentive to ensure that its resource performs at a level at least equal to the 

sum of its Capacity Supply Obligation and obligations under Appendix K.
 48

 

 Assets participating in FCM are precluded from aggregating in the Winter Reliability 

Program.  Allowing an asset that is aggregated in FCM to be part of yet another aggregation 

of different assets participating under Appendix K will result in double-counting the asset’s 

energy and capacity contribution to the market – once through the Real-Time Demand 

Response Resource and again through the Appendix K.  Further, allowing aggregations of 

assets that participate under Appendix K where the assets are part of the same Real-Time 

Demand Response Resource is not feasible within the short implementation timeframe for 

Appendix K.
49

 

 Since demand response audits play an important role in FCM for determining the commercial 

capacity of a Demand Resource, it is necessary to exclude from these audits the performance 

of assets that have an obligation in the Appendix K program.
50

  The incremental capacity of 

assets participating under Appendix K may be temporary; it would not be appropriate to 

assume that these assets would continue to be used to meet the resource’s Capacity Supply 

Obligation beyond the term of the Appendix K program.
51

 

 The average MW performance of a Demand Response Asset in the Appendix K program is 

capped, for compensation purposes, at 150% of the asset’s obligated MW quantity.  

However, for a Real-Time Demand Response Asset that is associated with a resource that has 

an obligation in FCM, the cap is set at 100%.
52

  These resources also have the potential to 

receive additional compensation whenever they perform above their Capacity Supply 

Obligation in the capacity market.  If the resource was also able to receive compensation for 

“over-performance” under Appendix K, the Market Participant could potentially receive two 

                                                 

 
47

  Appendix K, Section III.K.5(d)(vii). 

48
  Yoshimura Testimony at p. 21. 

49
  Appendix K, Section III.K.5. 

50
  Appendix K, Section III.K.7. 

51
  Yoshimura Testimony at p. 23. 

52
  Appendix K, Section III.K.8(c)(ii). 
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additional capacity payments for over-performance—once through Appendix K and again 

through FCM. 

 If an asset providing demand response services pursuant to Appendix K is also mapped to a 

Real-Time Demand Response Resource, and the asset is dispatched concurrently with the 

dispatch in FCM, both the capacity payment and the energy payment must be adjusted to 

prevent double-counting the asset’s performance.  For the capacity payment adjustment, 

Appendix K specifies a “Performance Factor” by which the monthly capacity payments for 

assets mapped to a Real-Time Demand Response Resource are adjusted during the term of 

the Appendix K program.
53

  To address the double-counting of the energy payment, energy 

payments that a Real-Time Demand Response Asset receives pursuant to the FCM rules 

(Section III.13.7.2.5.3) or the energy market rules (Appendix III.E) during concurrent 

dispatches of the winter asset and the Real-Time Demand Response Resource to which the 

asset is mapped will be subtracted from the energy payments the asset receives pursuant to 

Appendix K.
54

 

2. Oil Inventory Service  

As part of the Winter Reliability Program, oil-fired generators and certain dual fuel units 

will establish a specified amount of oil inventory for the winter in exchange for an “as bid” 

monthly payment.  The fuel must be used for electric production by the participating generator.  

The Joint Testimony includes more detail on each of the program features that are outlined 

below. 

a. Overview 

Market Participants are eligible to receive compensation for establishing an initial block 

of fuel inventory as of December 1, 2013.  Oil-fired generators and dual fuel assets that are able 

to switch to oil within five hours are eligible to participate.  As set out in Section III.K.3(d), 

obligations lapse on the earlier of February 28, 2014 at 24:00 or on the date on which the Energy 

provided has fully depleted the offered oil inventory. 

Generators providing the oil inventory service must submit Supply Offers into the Day-

Ahead Energy Market and Real-Time Energy Market at their Economic Maximum Limit for 

each hour of the Operating Day.  The Supply Offer must be at or above the Generator Asset’s 

Reference Level on oil.  As oil prices are high relative to gas, this means that units will run “in 

merit” only when Energy prices are relatively high – which generally correlates with system 

                                                 

 
53

  Appendix K, Section III.K.8(c)(ii).  The Performance Factor works by dividing the MW amount the assets of the 

resource are required to provide under Appendix K by the difference between the MW the resource is obligated to 

provide in a month (based on dispatch instructions) in the Forward Capacity Market and the amount the resource 

actually provided in the month.  In his supporting testimony, at p. 30, Mr. Yoshimura explains the Performance 

Factor in greater detail and provides an example of how it works. 

54
 Section III.K.8(c)(iv).  Yoshimura Testimony at p. 32. 
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stress.  This Supply Offer requirement also prevents units from self-scheduling and running 

through all of their oil well before the end of the Winter Reliability Program period.  That said, 

the ISO understands that self-schedules may be necessary for reliability reasons and, 

accordingly, self-schedules in the Real-Time Energy Market are permitted with ISO System 

Operations’ approval.
55

    

b. Shared Tanks and Replenishment 

Dual fuel generators with natural gas as the primary fuel and distillate oil or ultra-low 

sulfur diesel as the secondary fuel and that are able to switch to oil within five hours may bid to 

replenish their initial block of inventory with a “replenishment block,” as set out in Section 

III.K.3.  To qualify, the generator’s initial block must be equal to a full tank.  Replenishment 

blocks may be any quantity up to the size of the initial block.  A maximum of three 

replenishment blocks may be offered.  Replenishment must occur within five days of the 

reduction of the initial block by one-third, until the earlier of March 1 or the date on which the 

Energy produced and the oil in the tank is equal to the total commitment.  This provision is 

intended to facilitate participation in the Winter Reliability Program by efficient dual fuel units, 

which tend to have small oil tanks. 

The Winter Reliability Program also allows Market Participants to share inventory in a 

common oil tank.  Section III.K.3(c) states that participants may allow use of committed oil 

inventory by multiple assets at the same site, all of which are providing services in the Winter 

Reliability Program, provided that such shared use is flagged on the assets’ bid sheets. 

c. Compensation 

Participating generators will be compensated through their “as bid” payment for each of 

December, January and February.  These payments are in addition to payments pursuant to the 

Tariff for Energy, Ancillary Services or other services, none of which are varied by the Winter 

Reliability Program.
56

 

d. Non-Performance Charges 

The oil inventory service carries two types of non-performance charges.  First, generators 

will be assessed a per-barrel charge for committed oil that is not in inventory.  Second, 

generators will lose a pro rata portion of their monthly payments when they are unavailable or oil 

is not in inventory.  Pursuant to Section III.K.9(a), generators cannot lose more than the total 

monthly payments in unavailability charges, but the per-barrel charges may exceed the 

compensation to Market Participants pursuant to Appendix K.   

                                                 

 
55

 See Section III.K.3(e). 

56
 See Section III.K.8(a). 
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More specifically, if the generator fails to have committed inventory on December 1, it 

will be charged a daily per-barrel charge and will not receive that day’s program payment for 

each day until the missing barrels are added to inventory.  After December 15, if the oil hasn’t 

been added to inventory, the generator will lose all monthly payments and will be assessed the 

full per-barrel charge.  The per-barrel charge will be based on the current market price of oil plus 

estimated delivery costs for each missing barrel.  The per-barrel charges will not apply in the 

case of events of Force Majeure that cause the failure to have committed inventory.     

If a resource is unavailable for any portion of an Operating Day while it has an unutilized 

portion of the agreed-upon fuel inventory, it will lose the pro rata portion of the current month’s 

payment.  For the charge to be assessed, the entire asset must be unavailable.  The only 

unavailability that will be excused is that resulting from a transmission line outage; all other 

outages will result in assessment of the charge.     

If a resource sells or transfers its oil, it will incur daily per-barrel charges and the loss of 

the pro rata portion of its monthly payment, using the same methodology as the charges for 

failure to have oil on December 1.  Like that December 1 charge, the full charge will be assessed 

after fifteen days, and the generator will lose the remaining monthly payments at that point.  

These charges do not apply if the transfer is in accordance with the provisions of Section 

III.K.3(c) that permit oil sharing. 

If a resource that has a committed “replenishment block” fails to replenish its as-bid oil 

supply within five days of reducing its inventory by one-third, the Market Participant will incur 

the daily per-barrel charges and the loss of the pro rata portion of its monthly payment, using the 

same per-barrel calculation methodology as for failure to have oil on December 1 or the transfer 

of oil.  However, the charge will be for all of the oil in outstanding replenishment blocks, the 

total cost of which will be divided by the remaining number of days in the Program (subject to a 

thirty-day minimum).  These charges are described in Section III.K.9(a)(v).   

e. Fuel Use Monitoring 

As set out in Section III.K.7, Market Participants providing the fuel inventory service 

must keep detailed fuel logs and provide the logs, fuel inventory levels and other documentation 

to the ISO upon request.  The ISO will use these tools to monitor generator fuel consumption by 

subtracting the consumed amount from starting inventory levels and comparing them to 

remaining inventory requirements.  The ISO also has the right to conduct on-site visits to verify 

reported fuel levels. 

3. Dual Fuel Testing 

As part of the Winter Reliability Program, dual fuel units that have a time-to-switch of 

five hours or less and are receiving payments for the oil inventory service will be compensated 

for a successful test of their switching capability.  The test must occur before December 1 and 

must use oil that is not part of the committed program inventory.   
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The ISO has defined a successful test as a switch to oil in five hours or less (even if the 

unit indicates that it can switch in less time).  A plan for completing the test must be submitted 

with the bid sheet for the ISO’s approval, as specified in Section III.K.4.  Following a successful 

test, the Market Participant will be compensated via NCPC Credits,
57

 consistent with Section 

III.F.2.1, which states that a generating Resource may be specifically made eligible for Real-

Time NCPC Credits in other sections of the market rules.  To keep costs low, Section III.K.4 

requires that Market Participants’ Supply Offers for the testing period must be at or below the 

Reference Level for operation on oil. 

If a Market Participant that is eligible to be paid for testing fails to successfully test its 

ability to switch by December 1, it will lose a pro rata portion of its “as bid” monthly payment 

for each day after December 1 that it has not successfully tested.  If the Market Participant is not 

able to test its unit successfully by December 15, it will no longer be eligible to receive its 

monthly payments.   

If a dual fuel generator that is paid for a successful test seeks to switch fuels during the 

winter period, it will be expected to execute the switch within five hours.  If it fails to do so, it 

will lose a pro rata portion of its monthly payment for each hour in excess of five required to 

switch to operation on oil, as set out in Section III.K.9(a)(iii). 

The Joint Testimony includes more information on the dual fuel testing provisions of the 

Winter Reliability Program and the benefits that will accrue to the region. 

 

4. Market Monitoring Changes 

Under the current market rules, Market Participants that wish to offer a dual fuel 

generator on its higher cost fuel must explain to the Internal Market Monitor why offering on the 

higher cost fuel is necessary to keep the unit available; without this justification, the resource’s 

reference price will be based on the lower cost fuel.   

The ISO’s and Internal Market Monitor’s experience during the 2012-13 winter 

demonstrated the need to provide Market Participants with greater flexibility in managing fuel 

supplies for dual fuel resources.  Accordingly, Section III.K.12 permits all dual fuel units 

(whether or not they are providing the oil inventory service) to bid using their higher cost energy 

during the winter.  To make this change permanent, Appendix A is being revised to remove the 

requirement that Participants with dual fuel units justify in advance their decision to offer on the 

higher cost fuel.  The revisions to Appendix A also align the time window for Participants to 

consult with the Internal Market Monitor regarding Reference Levels with the closing of the 

Day-Ahead Energy Market and the Re-Offer Period.   

The Laurita Testimony includes more information on the changes to Appendix A, and the 

Joint Testimony discusses the changes to Appendix K. 

                                                 

 
57

  See Section III.K.8(b) regarding test compensation. 
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a. Appendix A Revisions Related to Offering Dual Fuel Resources 

The proposed modifications in Appendix A address the timelines for consulting with the 

Internal Market Monitor on changes to a resource’s Reference Levels used in evaluations for 

market power mitigation.  The changes to Appendix A addressed in this Section III.B.4.a will not 

expire upon the expiration of the Winter Reliability Program on February 28, 2014.  The ISO 

believes that the additional flexibility provided to Market Participants with dual fuel resources 

should make it easier for Market Participants to manage the fuel supply of these resources in all 

conditions, not only during winter, and that the proposed changes in the consultation timelines 

are also appropriate for all operating conditions.  Accordingly, those changes are intended to 

remain in effect indefinitely. 

The provisions in Appendix A address how the Internal Market Monitor will evaluate 

offers for dual fuel resources for purposes of market power mitigation.  Currently, Appendix A 

requires that the Internal Market Monitor calculate a dual fuel resource’s Reference Level
58

 

based on the least cost fuel.
59

  Under Section III.A.3.2 of Appendix A, a Market Participant with 

a dual fuel resource can contact the Internal Market Monitor prior to an offer submittal deadline, 

inform the Internal Market Monitor that it wants to offer its resource on the higher priced fuel 

and request that the resource’s Reference Level be calculated using the higher priced fuel.  

Typically, this will result in the Reference Level being calculated using an oil price, rather than a 

natural gas price.  Under Section III.A.3.2, the Market Participant must provide the Internal 

Market Monitor with justification for consuming the higher cost fuel and must provide the 

Internal Market Monitor with written verification as to the cause for the use of the higher cost 

fuel (i.e., notice from their fuel supplier that the least cost fuel is unavailable) and expected 

duration of such use.
60

 

The proposed market rule changes eliminate the requirement that the Market Participant 

contact the Internal Market Monitor and obtain its approval in order for its dual fuel resource’s 

Supply Offer to be evaluated for mitigation on the basis of the normally higher cost fuel.  Under 

the revisions to Section III.A.3.2, the Internal Market Monitor will calculate a duel fuel 

resource’s Reference Level using the lower cost fuel unless the Market Participant notifies the 

Internal Market Monitor of its intention to consume the higher cost fuel.  In that case, the 

Internal Market Monitor will calculate the resource’s Reference Level using the higher cost fuel. 

                                                 

 
58

  Mitigation of offers in the ISO-administered markets occurs when Supply Offers exceed the Internal Market 

Monitor’s estimates of fuel and variable operating and maintenance costs plus a certain threshold.  The Internal 

Market Monitor’s cost estimates are called “Reference Levels” and their calculations are detailed in Appendix A to 

Market Rule 1. 

59
  For example, if on a given day the expected price for natural gas and #2 oil is $5/MMBtu and $20/MMBtu 

respectively, the IMM will calculate the reference level for a dual fuel unit using the $5/MMBtu fuel price and, for 

mitigation purposes, the Market Participant’s Supply Offer will be compared with the $5/MM/Btu based Reference 

Level. 

60
  Laurita Testimony at p. 4. 
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If a Market Participant notifies the Internal Market Monitor that it intends to burn a 

higher cost fuel, the proposed revisions require the Market Participant to provide evidence that 

the higher cost fuel was consumed within five business days of a request from the Internal 

Market Monitor for evidence.  The Internal Market Monitor will monitor for instances where a 

Market Participant may have been able to raise prices by offering on the more expensive fuel.  In 

such cases the documentation provided by the Market Participant will receive careful scrutiny 

and may result in referral to the Commission if found inadequate.
61

 

In his testimony submitted in support of these revisions, Robert Laurita, the Manager of 

Surveillance and Analysis for the ISO’s Internal Market Monitoring, explains that the revisions 

are intended to permit Market Participants greater flexibility in managing fuel supplies for dual 

fuel resources.
62

  The current rule assumes that Market Participants have equal access to both 

fuels.  For many dual fuel units using oil as a back-up fuel, environmental permits restrict the 

amount of oil that can be burned.  Market Participants also maintain limited oil inventories, both 

because of tank size and because of the cost of oil relative to natural gas.  Given these limitations 

and constraints, it is appropriate to provide Market Participants with flexibility in managing fuel 

supplies, rather than to require permission from the Internal Market Monitor for using the 

secondary fuel.  Continuing the requirement that Market Participants document their fuel usage 

upon request from the Internal Market Monitor will ensure that Market Participants do not use 

this increased flexibility to assert market power.
63

 

b. Appendix K Procedures for Dual Fuel Switching 

Appendix K also contains provisions addressing the procedures that a Market Participant 

with a dual fuel resource must follow to request a switch from operating on its primary fuel to its 

secondary fuel.  These provisions are intended to address the management and operation of the 

resource in real-time, when the dual fuel resource has been committed and is operating on its 

primary fuel source.  These provisions apply to all Market Participants, regardless of whether 

they are participating in the Appendix K program.
64

  As with the Appendix A revisions for dual 

fuel resources, the Appendix K provisions support greater flexibility in managing fuel supplies 

for dual fuel resources, while at the same time ensuring that the ISO can appropriately manage 

the utilization of dual fuel resources in real-time. 

Under the new rules, Section III.K.12 requires a Market Participant with a dual fuel 

resource that has been committed and is operating on its primary fuel source to notify the ISO of 

                                                 

 
61

  Laurita Testimony at p. 6. 

62
  Laurita Testimony at pp. 5-6. 

63
  Id. 

64
  As explained above, the intent is also for these provisions to survive the expiration of the Appendix K program at 

the end of the 2013-2014 winter.  Because the provisions are located in Appendix K, and Appendix K expires on 

February 28, 2014, the ISO intends to make a separate filing to relocate the dual fuel switching provisions addressed 

her to another location in Market Rule 1, following completion of the stakeholder process for those changes. 
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its intent to either switch to operating on its secondary fuel or to decommit the resource 

altogether.  Appendix K also provides that if the ISO evaluates and rejects a decommitment 

request, then the Market Participant may only decommit the resource for the period of time it 

takes to complete the switch to the secondary fuel.  Furthermore, for resources that are 

participating in the Appendix K dual fuel testing program, the switch to the secondary fuel 

cannot exceed five hours. 

In the event a Market Participant with a dual fuel resource switches from the primary fuel 

to the secondary fuel during the Operating Day, Appendix K provides protections to ensure that 

the resource’s offer reflects the cost of the secondary fuel.  Specifically, Section III.K.12 

provides that, following the switch, the ISO will use the secondary fuel’s Reference Level as the 

Supply Offer for the duration of the Operating Day, and that all evaluations under Appendix A 

for market power mitigation will utilize the secondary fuel type in the calculation of the 

Reference Levels for the period of the resource’s commitment following the switch.  This will 

ensure that all commitment, dispatch and market power mitigation evaluations utilize a price that 

reflects the actual costs of operating on the secondary fuel, as reflected in the Reference Level 

for the resource. 

These Appendix K provisions are aligned with the revisions to Appendix A addressed 

above to provide Market Participants with greater flexibility in operating their dual fuel 

resources and managing fuel supplies for these resources.  The Appendix K provisions provide 

Market Participants with flexibility during the Operating Day to manage fuel supplies for dual 

fuel resources, without heightened (undue) risk of market power mitigation, while at the same 

time ensuring the ISO continued access to the resource when needed for reliable system 

operation. 

c. Ancillary Changes to Appendix A 

In evaluating changes to the consultation requirements for dual fuel resources, the 

Internal Market Monitor determined that it is also appropriate to modify the general deadlines for 

consulting regarding changes to Reference Levels.  These deadlines, in Section III.A.3.1 of 

Market Rule 1, apply to all non-dual fuel resources for which Reference Levels must be 

calculated under Appendix A.  The proposed revisions are intended to ensure that consultations 

are completed in advance of the closing of the Day-Ahead Energy Market and the Re-Offer 

Period, so that Market Participants have certainty in advance of submitting offers regarding the 

Reference Levels that will be used in evaluating those offers for market power mitigation 

purposes. 

The current consultation timeline in Section III.A.3.1 was developed for the recent 

market rule changes that modified the offer deadlines and overall timing of the Day-Ahead 
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Energy Market.  These changes went into effect on May 23, 2013.
65

  Under the current timeline, 

Market Participants can consult with the Internal Market Monitor regarding Reference Levels up 

to ninety minutes after the submission deadline for the Day-Ahead Energy Market and up to 

thirty minutes after the close of the Re-Offer Period. 

The proposed revisions change the consultation deadlines so that Market Participants 

complete their consultations with the Internal Market Monitor prior to submitting their Supply 

Offers.  Under the revised consultation deadlines, Market Participants can consult with the 

Internal Market Monitor up to thirty minutes prior to the submission deadline for the Day-Ahead 

Energy Market.  For the Re-Offer Period, Market Participants can consult with the Internal 

Market Monitor up to sixty minutes after they receive their Day-Ahead schedule, which is the 

trigger for the start of the Re-Offer Period that closes at 2:00 p.m.
66

 

As explained in the Laurita Testimony, the current consultation rules were designed to 

accommodate the ISO’s proposed 9:00 a.m. Day-Ahead Energy Market timeline.  However, the 

Commission did not accept the ISO’s proposal, and instead accepted NEPOOL’s proposal for a 

10:00 a.m. Day-Ahead Energy Market closing, giving Market Participants an additional hour to 

gather accurate cost data for submitting their offers.  With this additional hour, it is no longer 

necessary to provide consultation time after the close of the market.  Furthermore, requiring that 

consultations be completed a half hour prior to the close of the Day-Ahead Energy Market 

ensures that the Market Participant is aware of the Reference Levels for its resource when it 

submits its Supply Offer and provides the Market Participant with the opportunity to modify 

their Supply Offer to avoid possible mitigation.
67

 

                                                 

 
65

  ISO New England Inc., Market Rule Changes to Modify Day-Ahead Energy Market Schedule, Docket No. ER13-

895-000 (filed February 7, 2013);  ISO New England Inc., 143 FERC ¶ 61,065 (April 24, 2013); ISO New England, 

Inc., Notice of Effective Date, Docket No. ER13-895-002 (filed May 8, 2013). 

66
  The new consultation deadlines continue to permit consultation after the close of the Re-Offer Period in very 

limited circumstances.  Under the proposed rules, Market Participants can consult with the Internal Market Monitor 

up to sixty minutes after they receive their Day-Ahead schedule, for purposes of preparing offers for the Re-Offer 

Period.  On most days, the Day-Ahead Energy Market schedule will be available to Market Participants at 

approximately 12:30 p.m. and Market Participants will have until 1:30 p.m. (thirty minutes prior to the close of the 

Re-Offer Period) to consult with the Internal Market Monitor regarding expected fuel prices.  However, if there is an 

unexpected delay in the ISO providing Market Participants with their Day-Ahead schedules, the consultation 

deadline will be extended accordingly.  If the posting of Day-Ahead schedules is delayed by more than thirty 

minutes, then consultation with the IMM can occur after the close of the Reoffer Period.  While ex-post consultation 

is not expected to occur very frequently, it is appropriate under these limited circumstances because Market 

Participants should not be denied the opportunity to consult about their Reference Levels for a schedule delay that is 

beyond their control.  See Laurita Testimony at p. 9. 

67
  Laurita Testimony at p. 8. 
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C. Implementation of the Winter Reliability Program 

1. Process and Implementation 

As discussed herein, the ISO and stakeholders launched this project in March of this year.  

In the intervening three months, the ISO and stakeholders have assessed need, developed the 

Winter Reliability Program, completed the stakeholder process and prepared this filing.   

In order to have program participants in place and ready to perform in time for potential 

winter weather in December, the ISO must solicit bids for the demand response and oil inventory 

services immediately following the filing of the Winter Reliability Program, with the 

understanding that all offers are contingent on the Commission’s approval.  Specifically, the ISO 

will ask Market Participants to complete the bid sheets that are attached to Appendix K by July 

30.  For the oil inventory service, the bid sheets request price/quantity blocks, including a base 

block and incremental blocks.  Each will state the MWh equivalent of fuel in inventory and the 

price per month for providing the service.  In their bid sheets, demand response providers will 

specify the quantity of MW of demand response and the price in $/kw month. 

The ISO will assess the bids for the demand response and oil inventory services in 

accordance with the criteria outlined in Section III.K.6.  These criteria are cost, the asset’s 

historical availability and performance, the asset’s ability to respond to contingencies and other 

changed conditions, diversity of location and sensitivity to locational constraints, dual fuel 

capability and replenishment capability.  The ISO has also indicated that the target minimum 

aggregate output capability for oil units providing the oil inventory service is 4,000 MW per 

hour, which will ensure that there is sufficient diversity among the units providing service. 

To compare the cost of the oil and demand response bids, both sets of bids will be stated 

in $/MWh.  Demand response bids will be converted from the $/kW-month offer into $/MWh. 

Oil units bidding for fuel inventory service will also bid in $/MWh. This award will be converted 

into the required barrels of oil in storage as of December 1.  This calculation will be made using 

a standardized approach applied to each unit, with the number of required barrels calculated 

using a particular set of operating assumptions and unit- and output-specific heat rates, which 

determine the efficiency with which electricity is produced from the stored oil.  This will reduce 

the risk for bidders of being operated at relatively inefficient output levels and potentially being 

required to buy additional oil to meet its total MWh obligation, and will thereby mitigate the risk 

premiums that would otherwise be priced in their offers.  The standardized approach will be 

based on a number of assumptions, including:  one start per operating day; a dispatch level of the 

higher of Economic Minimum or 40% of winter claimed capability for 16 hours; and industry 

standard heating values of residual fuel and distillate fuel.  

The total selected will not exceed 2.4 million MWh of Energy.  Of these 2.4 million 

MWh, no more than .36 million MWh can be bids for replenishment pursuant to Section 

III.K.3(b).  The ISO is concerned that relying too heavily on units that must replenish their 

supply will frustrate the purpose of having oil on hand during severe weather conditions.   
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To the extent necessary, the ISO may ration bids, such that the ISO may accept a portion 

of an offered quantity at the per unit price.  Before rationing a bid, the ISO must consult with the 

relevant Market Participant, which will be given the opportunity to withdraw the bid rather than 

have it rationed. 

The ISO will finalize the selection of Program participants immediately after receipt of 

the Commission’s order, which is expected on or before August 27.  The ISO does not intend to 

enter into separate contracts with the winning bidders.  Rather, the bid sheets include the bidders’ 

commitment to abide by the terms of Appendix K and perform in accordance with the 

information provided in the bid sheet.  Although no separate contracts will be created, the ISO 

understands that information regarding the accepted bids must be filed with Commission, as they 

are “rates, terms and conditions.”   

The ISO has proposed in Appendix K that, after notifying Market Participants of the 

acceptance and rejection of bids on or before September 9, the ISO will file with the 

Commission, pursuant to Section 205 of the Federal Power Act, a list of the selected Market 

Participants, the prices they will be paid, and a description of the evaluation process.  In order to 

accomplish this second filing and still give program participants time to prepare to provide 

service by December 1 (e.g., fill tanks, install meters), Section III.K.2 includes shortened periods 

both for comments and Commission approval of the second filing.  Specifically, the ISO has 

proposed that interested parties will have ten days to file comments and protests, and the 

Commission will issue an order within thirty days after the comment period closes.  Given these 

shortened deadlines, the second Commission order would be issued by October 19, thereby 

giving participants almost six weeks to fill tanks, contract with demand response assets, and 

otherwise prepare to provide services on December 1. 

 

The implementation of the Winter Reliability Program is contingent on the Commission’s 

approval of both Appendix K and the filing of the selected Market Participants.  The ISO 

recognizes that the Commission may not approve the Program or may impose compliance 

obligations on the ISO that would make implementation on December 1 infeasible.  Given these 

realities and stakeholder concerns about having adequate time to prepare for program 

implementation on December 1, Appendix K includes a provision in Section III.K.2 that will 

allow the ISO to delay the start of the program (and shorten it commensurately for purposes of 

pro ration, etc.) for each day after November 1 that a Commission order is delayed, provided that 

the ISO must file a notice with the Commission explaining the delay.  That said, any significant 

delay will cause the ISO and stakeholders to reassess whether the purposes of the Program can 

be achieved. 

2. Cost Allocation, Default and Settlement  

Below, the ISO discusses the allocation of Winter Reliability Program costs to 

stakeholders, the settlement of those costs, and management of any payment defaults. 



Honorable Kimberly D. Bose 

June 28, 2013   

Page 25 

 

a. Cost Allocation 

The costs of the Winter Reliability Program are allocated to Regional Network Load, 

which is paid by transmission owners.
68

  The other potential allocator for Tariff costs is to load-

serving entities, through Real-Time Load Obligation.  In New England, the load-serving entities 

are generally suppliers that enter into contracts with local distribution companies and end users 

to serve load.  These suppliers are compensated through their contracts, while the transmission 

owners pass their costs through their Regional Network Service charges.   

 

Generally, Regional Network Load is allocated the costs of the transmission system, 

while market costs are allocated to Real-Time Load Obligation.  While the Winter Reliability 

Program costs do not fall neatly in either bucket, the ISO believes that they are most 

appropriately allocated to Regional Network Load as an out-of-market, discrete program to 

address reliability concerns.   

With the Commission’s approval, the region has allocated similar costs to Regional 

Network Load.  Specifically, Regional Network Load is the allocator for costs of Gap RFPs 

issued pursuant to Section III.11 of the Tariff.  Like the Winter Reliability Program, a Gap RFP 

is an out-of-market, discrete program to meet a reliability need.   

 Given the Commission’s orders in previous cases, the ISO also considered the timing of 

the Winter Reliability Program.
69

  It would have been difficult for the suppliers to anticipate 

these additional costs, as the need for the program only became evident after events in January 

and February, following which the project was launched in March for implementation in 

December.  Thus, it would have been very difficult for suppliers to build the costs of this out-of-

market program into their contracts for the upcoming winter.  Moreover, if these difficult-to- 

anticipate costs are allocated to Real-Time Load Obligation, suppliers may seek to build 

increased risk premiums into future contracts.  These risk premiums will lead to higher consumer 

costs for a number of years.  On the other hand, the transmission owners have the legal right to 

pass through these costs on a one-time basis.   

 As a final note on this topic, the ISO agrees that, in general, all market and generation-

related costs should be allocated to the suppliers.  Accordingly, the ISO plans to allocate the 

costs of future market-based winter programs to Real-Time Load Obligation, as the 

circumstances that make the allocation of Winter Reliability Program costs unique – including 

                                                 

 
68

 Analysis Group, Inc. produced an analysis of the costs of providing the Winter Reliability Program services, 

concluding that the costs range from $16 to $43 million.  See “A.3.0 ISO-NE Winter 2013/2014 Reliability 

Proposal” at http://www.iso-

ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/2013/may302013/index.html. 

69
 The Commission has noted that it is appropriate for the ISO to consider the notice given to load-serving entities 

and the assumptions they made in negotiating their long-term contracts.  See, e.g., ISO New England Inc., 136 FERC 

61,221 at 8 (2009). 
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the lack of notice and the out-of-market nature of the solution – will not be present in upcoming 

winter solutions.   

b. Settlement and Default 

 Given the tight timeframe for implementing the Winter Reliability Program, the ISO New 

England Inc. Financial Assurance Policy will not apply to Appendix K.  Using the Financial 

Assurance Policy to collateralize the obligations created by the Winter Reliability Program 

Application would have required changes to the Financial Assurance Policy, particularly to 

address the exposure stemming from non-performance penalties.  There was not time in the 

implementation schedule for these potentially controversial changes.  Moreover, these collateral 

requirements may have created a barrier to participation.   

 Rather than bringing the Winter Reliability Program within the Financial Assurance 

system, Appendix K is “ring-fenced” to mitigate risks.  Section III.K.8 makes clear that 

payments to program participants will be made in the month after the ISO collects program costs 

from Regional Network Load in accordance with Section III.K.10.  This additional month will 

facilitate full collection before payments are due.  In the event that there is a default by Regional 

Network Load, the ISO may utilize the set-off provisions of the ISO New England Billing Policy 

to recoup program charges.  If the full amount is still not collected, the shortfall will not be 

socialized to Market Participants, because there is no Financial Assurance to allay the risk of a 

socialized default.  Instead, any remaining shortfall will be allocated pro-rata to program payees.       

 The same collection and default provisions apply to the collection of the per-barrel oil 

penalties, except that any penalties that are collected will be refunded to Regional Network Load.   

Any shortfall in penalty collections will reduce the amount of the refund. 

 

IV. STAKEHOLDER PROCESS 

At the meeting of the NEPOOL Markets Committee on June 14, 2013, the Markets 

Committee voted to recommend NEPOOL Participants Committee support for the Winter 

Reliability Program, with a 66.55% Vote in favor.
70

  At the Participants Committee meeting on 

June 27, 2013, the Participants Committee voted to support the Winter Reliability Program with 

a Vote of 85.62% in favor.
71

 

 

 

                                                 

 
70

 The individual Sector votes were Generation (14.96% in favor, 2.14% opposed, 2 abstentions), Transmission 

(11.4% in favor, 5.7% opposed), Supplier (7.98% in favor, 9.12% opposed, 9 abstentions), Alternative Resources 

(12.54% in favor, 1.96% opposed), Publicly Owned Entity (17.1% in favor, 0% opposed), and End User (2.57% in 

favor, 14.53% opposed, 2 abstentions). 

71
 See attached Vote Tabulation from June 27, 2013 Participants Committee meeting. 
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V. REQUESTED EFFECTIVE DATE  

The Filing Parties request that the Commission accept these Winter Reliability Program 

revisions as filed, without suspension or hearing, to be effective on August 27, 2013, which is 60 

days from the date of this filing. 

 

 

VI. ADDITIONAL SUPPORTING INFORMATION 

Section 35.13 of the Commission’s regulations generally requires public utilities to file 

certain cost and other information related to an examination of traditional cost-of-service rates.
72

  

However, the Winter Reliability Program is not a traditional “rate,” and the ISO is not a 

traditional investor-owned utility.  In light of these circumstances, the Filing Parties submit the 

following additional information in substantial compliance with relevant provisions of Section 

35.13, and requests a waiver of Section 35.13 of the Commission’s regulations to the extent the 

content or form deviates from the specific technical requirements of the regulations. 

35.13(b)(1) - Materials included herewith are as follows:  

 This transmittal letter; 

 Tariff sections from Appendix A and new Appendix K; 

 Redlined Tariff sections from Appendix A;
73

 

 Clean PDF images of the Bid Forms at the end of the new Appendix K;
74

 

 Vote Tabulation from June 27, 2013 Participants Committee meeting; 

 Testimony of Henry Yoshimura, Director of Demand Resource Strategy; 

 Testimony of Robert Laurita, Manager of Surveillance and Analysis in the 

Internal Market Monitoring Department; 

 Joint testimony of Robert Ethier, Vice President of Market Development, and 

Peter Brandien, Vice President of System Operations; and 

                                                 

 
72

 18 C.F.R. § 35.13. 

73
 As Appendix K is a new, standalone appendix to Section III of the Tariff, no redline is provided. 

74
 Due to XML and Commission software limitations, the.gif images of the bid forms created from the Excel 

spreadsheets that are included as part of Appendix K are not the highest resolution and may be difficult to view.  For 

Commission staff’s convenience, higher resolution images are attached and will be used when the ISO posts this 

filing on its website. 



Honorable Kimberly D. Bose 

June 28, 2013   

Page 28 

 

 A list of governors, utility regulatory agencies in Connecticut, Maine, 

Massachusetts, New Hampshire, Rhode Island and Vermont, and other entities to 

which a copy of this filing has been sent. 

35.13(b)(2) - The Filing Parties request that the revisions become effective on August 27, 

2013.  

35.13(b)(3) - Pursuant to Section 17.11(e) of the Participants Agreement, Governance 

Participants are being served electronically rather than by paper copy.  The names and addresses 

of the Governance Participants are posted on the ISO’s website at http://www.iso-

ne.com/regulatory/ferc/nepool/gov_prtcpnts_eserved.pdf.  A copy of this transmittal letter and 

the accompanying materials have also been sent to the governors and electric utility regulatory 

agencies for the six New England states that comprise the New England Control Area, the New 

England Conference of Public Utility Commissioners, Inc., and the New England States 

Committee on Electricity.  Their names and addresses are shown in the attached listing.  In 

accordance with Commission rules and practice, there is no need for the Governance Participants 

or the entities identified in the listing to be included on the Commission’s official service list in 

the captioned proceeding unless such entities become intervenors in this proceeding. 

35.13(b)(4) - A description of the materials submitted pursuant to this filing is contained 

in this Section VI.  

35.13(b)(5) - The reasons for this filing are discussed in Section III of this transmittal 

letter. 

35.13(b)(6) - The ISO’s approval of the revisions is evidenced by this filing.  The 

outcome of the stakeholder process required by the Participants Agreement is discussed in 

Section V of this transmittal letter. 

35.13(b)(7) - The Filing Parties do not have knowledge of any relevant expenses or costs 

of service that have been alleged or judged in any administrative or judicial proceeding to be 

illegal, duplicative, or unnecessary costs that are demonstrably the product of discriminatory 

employment practices. 

35.13(b)(8) – A form of notice and electronic media are no longer required for filings in 

light of the Commission’s Combined Notice of Filings notice methodology. 

35.13(c)(1) – The market rule change herein does not modify a traditional “rate,” and the 

statement required under this Commission regulation is not applicable to the instant filing. 

35.13(c)(2) – The ISO does not provide services under other rate schedules that are 

similar to the wholesale, resale and transmission services it provides under the Tariff. 

35.13(c)(3) - No specifically assignable facilities have been or will be installed or 

modified in connection with the revision filed herein. 
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VII. CONCLUSION 

For the reasons stated herein and in the accompanying testimony, the Filing Parties 

respectfully request that the Commission accept the Winter Reliability Program as filed, to be 

effective on August 27, 2013. 

Respectfully submitted, 
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MARKET MONITORING, REPORTING AND MARKET POWER MITIGATION 

 

III.A.1    Introduction and Purpose; Structure and Oversight:  Independence. 

 

III.A.1.1.  Mission Statement. 

The mission of the Internal Market Monitor and External Market Monitor shall be (1) to protect both 

consumers and Market Participants by the identification and reporting of market design flaws and market 

power abuses;  (2) to evaluate existing and proposed market rules, tariff provisions and market design 

elements to remove or prevent market design flaws and recommend proposed rule and tariff changes to 

the ISO;  (3) to review and report on the performance of the New England Markets; (4) to identify and 

notify the Commission of instances in which a Market Participant’s behavior, or that of the ISO, may 

require investigation; and (5) to carry out the mitigation functions set forth in this Appendix A.  

 

III.A.1.2.  Structure and Oversight. 

The market monitoring and mitigation functions contained in this Appendix A shall be performed by the 

Internal Market Monitor, which shall report to the ISO Board of Directors and, for administrative 

purposes only, to the ISO Chief Executive Officer, and by an External Market Monitor selected by and 

reporting to the ISO Board of Directors.  Members of the ISO Board of Directors who also perform 

management functions for the ISO shall be excluded from oversight and governance of the Internal 

Market Monitor and External Market Monitor.  The ISO shall enter into a contract with the External 

Market Monitor addressing the roles and responsibilities of the External Market Monitor as detailed in 

this Appendix A.  The ISO shall file its contract with the External Market Monitor with the Commission.  

In order to facilitate the performance of the External Market Monitor’s functions, the External Market 

Monitor shall have, and the ISO’s contract with the External Market Monitor shall provide for, access by 

the External Market Monitor to ISO data and personnel, including ISO management responsible for 

market monitoring, operations and billing and settlement functions.  Any proposed termination of the 

contract with the External Market Monitor or modification of, or other limitation on, the External Market 

Monitor’s scope of work shall be subject to prior Commission approval. 

 

III.A.1.3. Data Access and Information Sharing.   

The ISO shall provide the Internal Market Monitor and External Market Monitor with access to all market 

data, resources and personnel sufficient to enable the Internal Market Monitor and External Market 



Monitor to perform the market monitoring and mitigation functions provided for in this Appendix A.  

This access shall include access to any confidential market information that the ISO receives from another 

independent system operator or regional transmission organization subject to the Commission’s 

jurisdiction, or its market monitor, as part of an investigation to determine (a) if a Market Violation is 

occurring or has occurred, (b) if market power is being or has been exercised, or (c) if a market design 

flaw exists.  In addition, the Internal Market Monitor and External Market Monitor shall have full access 

to the ISO’s electronically generated information and databases and shall have exclusive control over any 

data created by the Internal Market Monitor or External Market Monitor.  The Internal Market Monitor 

and External Market Monitor may share any data created by it with the ISO, which shall maintain the 

confidentiality of such data in accordance with the terms of the ISO New England Information Policy. 

 

III.A.1.4.  Interpretation.  

In the event that any provision of any ISO New England Filed Document is inconsistent with the 

provisions of this Appendix A, the provisions of Appendix A shall control.  Notwithstanding the 

foregoing, Sections III.A.1.2, III.A.2.2 (a)-(c), (e)-(h), Section III.A.2.3 (a)-(g), (i), (n) and Section III. 

A.17.3 are also part of the Participants Agreement and cannot be modified in either Appendix A or the 

Participants Agreement without a corresponding modification at the same time to the same language in 

the other document. 

 

III.A.1.5.  Definitions.  

Capitalized terms not defined in this Appendix A are defined in the definitions section of Section I of the 

Tariff.   

 

III.A.2.  Functions of the Market Monitor. 

 

III.A.2.1.  Core Functions of the Internal Market Monitor and External Market Monitor. 

The Internal Market Monitor and External Market Monitor will perform the following core functions: 

 

(a) Evaluate existing and proposed market rules, tariff provisions and market design elements, and 

recommend proposed rule and tariff changes to the ISO, the Commission, Market Participants, public 

utility commissioners of the six New England states, and to other interested entities, with the 

understanding that the Internal Market Monitor and External Market Monitor are not to effectuate any 

proposed market designs (except as specifically provided in Section III.A.2.4.4, Section III.A.9 and 

Section III.A.10 of this Appendix A).  In the event the Internal Market Monitor or External Market 



Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications and recommendations to the ISO and to the Commission, with an explanation of why 

broader dissemination should be avoided at that time. Nothing in this Section III.A.2.1 (a) shall 

prohibit or restrict the Internal Market Monitor and External Market Monitor from implementing 

Commission accepted rule and tariff provisions regarding market monitoring or mitigation functions 

that, according to the terms of the applicable rule or tariff language, are to be performed by the 

Internal Market Monitor or External Market Monitor. 

(b) Review and report on the performance of the New England Markets to the ISO, the Commission, 

Market Participants, the public utility commissioners of the six New England states, and to other 

interested entities. 

(c) Identify and notify the Commission’s Office of Enforcement of instances in which a Market 

Participant’s behavior, or that of the ISO, may require investigation, including suspected tariff 

violations, suspected violations of Commission-approved rules and regulations, suspected market 

manipulation, and inappropriate dispatch that creates substantial concerns regarding unnecessary 

market inefficiencies.  

 

III.A.2.2. Functions of the External Market Monitor.   

To accomplish the functions specified in Section III.A.2.1 of this Appendix A, the External Market 

Monitor shall perform the following functions: 

 

(a) Review the competitiveness of the New England Markets, the impact that the market rules and/or 

changes to the market rules will have on the New England Markets and the impact that the ISO’s 

actions have had on the New England Markets.  In the event that the External Market Monitor 

uncovers problems with the New England Markets, the External Market Monitor shall promptly 

inform the Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board 

of Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the External Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 



(b) Perform independent evaluations and prepare annual and ad hoc reports on the overall 

competitiveness and efficiency of the New England Markets or particular aspects of the New England 

Markets, including the adequacy of this Appendix A, in accordance with the provisions of Section 

III.A.17 of this Appendix A. 

(c) Conduct evaluations and prepare reports on its own initiative or at the request of others. 

(d)  Monitor and review the quality and appropriateness of the mitigation conducted by the Internal 

Market Monitor.  In the event that the External Market Monitor discovers problems with the quality 

or appropriateness of such mitigation, the External Market Monitor shall promptly inform the 

Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board of 

Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and/or 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the External Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 

(e)   Prepare recommendations to the ISO Board of Directors and the Market Participants on how to 

improve the overall competitiveness and efficiency of the New England Markets or particular aspects 

of the New England Markets, including improvements to this Appendix A. 

(f)   Recommend actions to the ISO Board of Directors and the Market Participants to increase liquidity 

and efficient trade between regions and improve the efficiency of the New England Markets. 

(g)  Review the ISO’s filings with the Commission from the standpoint of the effects of any such filing on 

the competitiveness and efficiency of the New England Markets.  The External Market Monitor will 

have the opportunity to comment on any filings under development by the ISO and may file 

comments with the Commission when the filings are made by the ISO.  The subject of any such 

comments will be the External Market Monitor’s assessment of the effects of any proposed filing on 

the competitiveness and efficiency of the New England Markets, or the effectiveness of this Appendix 

A, as appropriate. 

(h)  Provide information to be directly included in the monthly market updates that are provided at the 

meetings of the Market Participants. 

 

III.A.2.3.  Functions of the Internal Market Monitor.  



To accomplish the functions specified in Section III.A.2.1 of this Appendix A, the Internal Market 

Monitor shall perform the following functions: 

 

(a) Maintain Appendix A and consider whether Appendix A requires amendment.  Any amendments 

deemed to be necessary by the Internal Market Monitor shall be undertaken after consultation with 

Market Participants in accordance with Section 11 of the Participants Agreement. 

(b) Perform the day-to-day, real-time review of market behavior in accordance with the provisions of this 

Appendix A. 

(c) Consult with the External Market Monitor, as needed, with respect to implementing and applying the 

provisions of this Appendix A. 

(d) Identify and notify the Commission’s Office of Enforcement staff of instances in which a Market 

Participant’s behavior, or that of the ISO, may require investigation, including suspected Tariff 

violations, suspected violations of Commission-approved rules and regulations, suspected market 

manipulation, and inappropriate dispatch that creates substantial concerns regarding unnecessary 

market inefficiencies, in accordance with the procedures outlined in Section III.A.19 of this Appendix 

A. 

(e) Review the competitiveness of the New England Markets, the impact that the market rules and/or 

changes to the market rules will have on the New England Markets and the impact that ISO’s actions 

have had on the New England Markets.  In the event that the Internal Market Monitor uncovers 

problems with the New England Markets, the Internal Market Monitor shall promptly inform the 

Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board of 

Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the Internal Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 

 (f) Provide support and information to the ISO Board of Directors and the External Market Monitor 

consistent with the Internal Market Monitor’s functions. 

(g) Prepare an annual state of the market report on market trends and the performance of the New 

England Markets, as well as less extensive quarterly reports, in accordance with the provisions of 

Section III.A.17 of this Appendix A. 



(h) Make one or more of the Internal Market Monitor staff members available for regular conference 

calls, which may be attended, telephonically or in person, by Commission and state commission staff, 

by representatives of the ISO, and by Market Participants.  The information to be provided in the 

Internal Market Monitor conference calls is generally to consist of a review of market data and 

analyses of the type regularly gathered and prepared by the Internal Market Monitor in the course of 

its business, subject to appropriate confidentiality restrictions.  This function may be performed 

through making a staff member of the Internal Market Monitor available for the monthly meetings of 

the Market Participants and inviting Commission staff and the staff of state public utility 

commissions to those monthly meetings. 

(i) Be primarily responsible for interaction with external Control Areas, the Commission, other 

regulators and Market Participants with respect to the matters addressed in this Appendix A. 

(j) Monitor for conduct whether by a single Market Participant or by multiple Market Participants acting 

in concert, including actions involving more than one Resource, that may cause a material effect on 

prices or other payments in the New England Markets if exercised from a position of market power, 

and impose appropriate mitigation measures if such conduct is detected and the other applicable 

conditions for the imposition of mitigation measures as set forth in this Appendix A are met. The 

categories of conduct for which the Internal Market Monitor shall perform monitoring for potential 

mitigation are: 

 

(i) Economic withholding, that is, submitting a Supply Offer for a Resource that is 

unjustifiably high and violates the economic withholding criteria set forth in Section 

III.A.5 so that (i) the Resource is not or will not be dispatched or scheduled, or (ii) the bid 

or offer will set an unjustifiably high market clearing price. 

(ii) Uneconomic production from a Resource, that is, increasing the output of a Resource to 

levels that would otherwise be uneconomic, absent an order of the ISO, in order to cause, 

and obtain benefits from, a transmission constraint. 

(iii) Anti-competitive Increment Offers and Decrement Bids, which are bidding practices 

relating to Increment Offers and Decrement Bids that cause Day-Ahead LMPs not to 

achieve the degree of convergence with Real-Time LMPs that would be expected in a 

workably competitive market, more fully addressed in Section III.A.11 of this Appendix 

A. 

(iv) Anti-competitive Demand Bids, which are addressed in Section III.A.10 of this Appendix 

A. 



(v) Other categories of conduct that have material effects on prices or NCPC payments in the 

New England Markets.  The Internal Market Monitor, in consultation with the External 

Market Monitor, shall; (i) seek to amend Appendix A as may be appropriate to include 

any such conduct that would substantially distort or impair the competitiveness of any of 

the New England Markets; and (ii) seek such other authorization to mitigate the effects of 

such conduct from the Commission as may be appropriate.  

 

(k) Perform such additional monitoring as the Internal Market Monitor deems necessary, including 

without limitation, monitoring for: 

 

(i) Anti-competitive gaming of Resources; 

(ii) Conduct and market outcomes that are inconsistent with competitive markets; 

(iii) Flaws in market design or software or in the implementation of rules by the ISO that 

create inefficient incentives or market outcomes; 

(iv) Actions in one market that affect price in another market; 

(v) Other aspects of market implementation that prevent competitive market results, the 

extent to which market rules, including this Appendix A, interfere with efficient market 

operation, both short-run and long-run; and 

(vi) Rules or conduct that creates barriers to entry into a market. 

 

The Internal Market Monitor will include significant results of such monitoring in its reports under 

Section III.A.17 of this Appendix A.  Monitoring under this Section III.A.2.3(k) cannot serve as a basis 

for mitigation under III.A.11 of this Appendix A.  If the Internal Market Monitor concludes as a result of 

its monitoring that additional specific monitoring thresholds or mitigation remedies are necessary, it may 

proceed under Section III.A.20. 

 

(l) Propose to the ISO and Market Participants appropriate mitigation measures or market rule changes 

for conduct that departs significantly from the conduct that would be expected under competitive 

market conditions but does not rise to the thresholds specified in Sections III.A.5, III.A.10, or 

III.A.11.  In considering whether to recommend such changes, the Internal Market Monitor shall 

evaluate whether the conduct has a significant effect on market prices or NCPC payments as specified 

below.  The Internal Market Monitor will not recommend changes if it determines, from information 

provided by Market Participants (or parties that would be subject to mitigation) or from other 



information available to the Internal Market Monitor, that the conduct and associated price or NCPC 

payments under investigation are attributable to legitimate competitive market forces or incentives. 

(m) Evaluate physical withholding of Supply Offers in accordance with Section III.A.4 below for referral 

to the Commission in accordance with Appendix B of this Market Rule l. 

(n) If and when established, participate in a committee of regional market monitors to review issues 

associated with interregional transactions, including any barriers to efficient trade and competition. 

 

III.A.2.4.  Overview of the Internal Market Monitor’s Mitigation Functions. 

 

III.A.2.4.1. Purpose. 

The mitigation measures set forth in this Appendix A for mitigation of market power are intended 

to provide the means for the Internal Market Monitor to mitigate the market effects of any actions 

or transactions that are without a legitimate business purpose and that are intended to or 

foreseeably could manipulate market prices, market conditions, or market rules for electric energy 

or electricity products.  Actions or transactions undertaken by a Market Participant that are 

explicitly contemplated in Market Rule l (such as virtual supply or load bidding) or taken at the 

direction of the ISO are not in violation of this Appendix A.  These mitigation measures are 

intended to minimize interference with open and competitive markets, and thus to permit to the 

maximum extent practicable, price levels to be determined by competitive forces under the 

prevailing market conditions.  To that end, the mitigation measures authorize the mitigation of 

only specific conduct that exceeds well-defined thresholds specified below.  When implemented, 

mitigation measures affecting the LMP or clearing prices in other markets will be applied ex ante.  

Nothing in this Appendix A, including the application of a mitigation measure, shall be deemed to 

be a limitation of the ISO’s authority to evaluate Market Participant behavior for potential 

sanctions under Appendix B of this Market Rule 1. 

 

III.A.2.4.2.  Conditions for the Imposition of Mitigation. 

(a) Imposing Mitigation.  To achieve the foregoing purpose and objectives, mitigation 

 measures are imposed pursuant to  Sections III.A.5, III.A.10, and III.A.11. below: 

(b) Notwithstanding the foregoing or any other provision of this Appendix A, and as more 

fully described in Section III.B.3.2.6 of Appendix B to this Market Rule 1, certain 

economic decisions shall not be deemed a form of withholding or otherwise inconsistent 

with competitive conduct. 

 



III.A.2.4.3   Applicability.   

Mitigation measures may be applied to Supply Offers, Increment Offers, Demand Bids, and 

Decrement Bids, as well as to the scheduling or operation of a generation unit or transmission 

facility. 

 

III.A.2.4.4   Mitigation Not Provided for Under This Appendix A. 

The Internal Market Monitor shall monitor the New England Markets for conduct that it 

determines constitutes an abuse of market power but does not trigger the thresholds specified 

below for the imposition of mitigation measures by the Internal Market Monitor.  If the Internal 

Market Monitor identifies any such conduct, and in particular conduct exceeding the thresholds 

specified in this Appendix A, it may make a filing under §205 of the Federal Power Act (“§205”) 

with the Commission requesting authorization to apply appropriate mitigation measures.  Any 

such filing shall identify the particular conduct the Internal Market Monitor believes warrants 

mitigation, shall propose a specific mitigation measure for the conduct, and shall set forth the 

Internal Market Monitor’s justification for imposing that mitigation measure. 

 

III.A.2.4.5   Duration of Mitigation. 

Any mitigation measure imposed on a specific Market Participant, as specified below, shall 

expire not later than six months after the occurrence of the conduct giving rise to the measure, or 

at such earlier time as may be specified by the Internal Market Monitor or as otherwise provided 

in this Appendix A or in Appendix B to this Market Rule 1.  

 

III.A.3.   Consultation Prior to Determination of Reference Levels for Physical and Financial 

Parameters of Resources. 

Upon request of a Market Participant or at the initiative of the Internal Market Monitor, the Internal 

Market Monitor shall consult with a Market Participant with respect to the information and analysis used 

to determine Reference Levels under Section III.A.7 for that Market Participant.  In order for the Internal 

Market Monitor to revise Reference Levels or treat an offer as not violating applicable conduct tests 

specified in Section III.A.5.5 for an Operating Day for which the offer is submitted, all cost data and other 

information, other than automated index-based cost data received by the Internal Market Monitor from 

third party vendors, cost data and information calculated by the Internal Market Monitor, and cost data 

and information provided under the provisions of Section III.A.3.1 or Section III.A.3.2, must be 

submitted by a Market Participant, and all consultations must be completed, no later than 5:00 p.m. of the 



second business day prior to the Operating Day for which the Reference Level will be effective.  Market 

Participant requests to alter a Reference Level must be submitted to imm@iso-ne.com. 

 

III.A.3.1.  Consultation Prior to Offer. 

If an event occurs within the 24 hour period prior to the Operating Day that a Market Participant believes 

will cause the operating cost of a Resource to exceed the level that would violate one of the conduct tests 

specified in Section III.A.5 of this Appendix A, the Market Participant may contact the Internal Market 

Monitor to provide an explanation of increased cost.  In order for the information to be considered for the 

purposes of the Day-Ahead Energy Market, the Market Participant must contact the Internal Market 

Monitor no later than 30 minutes prior to the submission deadline for the Day-Ahead Energy Market.  In 

order for the information to be considered for purposes of the Real-Time Energy Market, the Market 

Participant must contact the Internal Market Monitor no later than 60 minutes after the posting of the 

Day-Ahead Energy Market results.  If the Internal Market Monitor determines that there is an increased 

cost, the Internal Market Monitor will either update the Reference Level or treat an offer as not violating 

applicable conduct tests specified in Section III.A.5.5 for the Operating Day for which the offer is 

submitted.   

 

III.A.3.2.   Dual Fuel Resources. 

In evaluating bids or offers under this Appendix A for dual fuel Resources, the Internal Market Monitor 

shall utilize the least cost fuel type in the calculation of cost-based Reference Levels, pursuant to Section 

III.A.7.5 below, unless a Market Participant notifies the Internal Market Monitor that the Resource will be 

operating on the higher cost fuel type. 

 

If a Market Participant provides such notification, the Internal Market Monitor will use the higher cost 

fuel type in the calculation of the cost-based Reference Levels for the resource.  Within five business days 

of a request by the Internal Market Monitor, the Market Participant must: 

 

(a) provide the Internal Market Monitor with written verification as to the cause for the use of the 

higher cost fuel. 

 

(b) provide the Internal Market Monitor with evidence that the higher cost fuel was used. 

 



If the Market Participant fails to provide supporting information within five business days of a request by 

the Internal Market Monitor, then the Reference Level based on the lower cost fuel will be used in place 

of the Supply Offer for settlement purposes.   

III.A.3.3. Market Participant Access to its Reference Levels. 

The Internal Market Monitor will make available to the Market Participant the Reference Levels 

applicable to that Market Participant’s Supply Offers through the MUI.  The Reference Levels will be 

made available on a daily basis.  The Market Participant shall not modify such Reference Levels in the 

ISO’s or Internal Market Monitor’s systems. 

 

III.A.4.   Physical Withholding. 

 

III.A.4.1.  Identification of Conduct Inconsistent with Competition. 

This section defines thresholds used to identify possible instances of physical withholding.  This section 

does not limit the Internal Market Monitor’s ability to refer potential instances of physical withholding to 

the Commission.  

 

Generally, physical withholding involves not offering to sell or schedule the output of or services 

provided by a Resource capable of serving the New England Markets when it is economic to do so.  

Physical withholding may include, but is not limited to: 

 

(a) falsely declaring that a Resource has been forced out of service or otherwise become unavailable, 

(b) refusing to make a Supply Offer, or schedules for a Resource when it would be in the economic 

interest absent market power, of the withholding entity to do so, 

(c) operating a Resource in Real-Time to produce an output level that is less than the ISO Dispatch 

Rate, or  

(d) operating a transmission facility in a manner that is not economic, is not justified on the basis of 

legitimate safety or reliability concerns, and contributes to a binding transmission constraint. 

 

III.A.4.2.   Thresholds for Identifying Physical Withholding. 

 

III.A.4.2.1.  Initial Thresholds. 

Except as specified in subsection III.A.4.2.4 below, the following initial thresholds will be 

employed by the Internal Market Monitor to identify physical withholding of a Resource: 

 



(a) Withholding that exceeds the lower of 10% or 100 MW of a Resource’s capacity; 

(b) Withholding that exceeds in the aggregate the lower of 5% or 200 MW of a Market 

Participant’s total capacity for Market Participants with more than one Resource; or 

(c) Operating a Resource in Real-Time at an output level that is less than 90% of the ISO’s 

Dispatch Rate for the Resource. 

 

III.A.4.2.2.   Adjustment to Generating Capacity. 

The amounts of generating capacity considered withheld for purposes of applying the foregoing 

thresholds shall include unjustified deratings, that is, falsely declaring a Resource derated, and the 

portions of a Resource’s available output that are not offered. The amounts deemed withheld shall 

not include generating output that is subject to a forced outage or capacity that is out of service 

for maintenance in accordance with an ISO maintenance schedule, subject to verification by the 

Internal Market Monitor as may be appropriate that an outage was forced. 

 

III.A.4.2.3.   Withholding of Transmission. 

A transmission facility shall be deemed physically withheld if it is not operated in accordance 

with ISO instructions and such failure to conform to ISO instructions causes transmission 

congestion.  A transmission facility shall not be deemed withheld if it is subject to a forced outage 

or is out of service for maintenance in accordance with an ISO maintenance schedule, subject to 

verification by the Internal Market Monitor as may be appropriate that an outage was forced. 

 

III.A.4.2.4.   Resources in Congestion Areas. 

Minimum quantity thresholds shall not be applicable to the identification of physical withholding 

by a Resource in an area the ISO has determined is congested. 

 

III.A.4.3.  Hourly Market Impacts. 

Before evaluating possible instances of physical withholding for imposition of sanctions, the Internal 

Market Monitor shall investigate the reasons for the change in accordance with Section III.A.3. If the 

physical withholding in question is not explained to the satisfaction of the Internal Market Monitor, the 

Internal Market Monitor will determine whether the conduct in question causes a price impact in the New 

England Markets in excess of any of the thresholds specified in Section III.A.5, as appropriate. 

 

III.A.5.   Mitigation.  

 



III.A.5.1.  Resources with Capacity Supply Obligations. 

Only Supply Offers associated with Resources with Capacity Supply Obligations will be evaluated for 

economic withholding in the Day-Ahead Energy Market.  All Supply Offers will be evaluated for 

economic withholding in the Real-Time Energy Market. 

 

 III.A.5.1.1. Resources with Partial Capacity Supply Obligations. 

Supply Offers associated with Resources with a Capacity Supply Obligation for less than their 

full capacity shall be evaluated for economic withholding and mitigation as follows: 

 

(a) all Supply Offer parameters shall be reviewed for economic withholding; 

(b) the energy price Supply Offer parameter shall be reviewed for economic withholding up 

to and including the higher of:  (i) the block containing the Resource’s Economic 

Minimum Limit, or; (ii) the highest block that includes any portion of the Capacity 

Supply Obligation; 

(c) if a Resource with a partial Capacity Supply Obligation consists of multiple assets, the 

offer blocks associated with the Resource that shall be evaluated for mitigation shall be 

determined by using each asset’s Seasonal Claimed Capability value in proportion to the 

total of the Seasonal Claimed Capabilities for all of the assets that make up the Resource.  

The Lead Market Participant of a Resource with a partial Capacity Supply Obligation 

consisting of multiple assets may also propose to the Internal Market Monitor the offer 

blocks that shall be evaluated for mitigation based on an alternative allocation on a 

monthly basis.  The proposal must be made at least five business days prior to the start of 

the month.  A proposal shall be rejected by the Internal Market Monitor if the designation 

would be inconsistent with competitive behavior  

 

III.A.5.2.  Structural Tests.   

There are two structural tests that determine which mitigation thresholds are applied to a Supply Offer: 

 

(a) if a supplier is determined to be pivotal according to the pivotal supplier test, then the thresholds in 

Section III.A.5.5.1 “General Threshold Energy Mitigation” and Section III.A.5.5.3 “General 

Threshold Commitment Mitigation” apply, and; 

(b) if a Resource is determined to be in a constrained area according to the constrained area test, then the 

thresholds in Section III.A.5.5.2 “Constrained Area Threshold Energy Mitigation” and Section 

III.A.5.5.4 “Constrained Area Threshold Commitment Mitigation” apply. 

 



III.A.5.2.1.   Pivotal Supplier Test. 

The pivotal supplier test examines whether a Market Participant has aggregate energy Supply 

Offers (up to and including Economic Max) that exceed the supply margin.  A Market Participant 

whose aggregate energy associated with Supply Offers exceeds the supply margin is a pivotal 

supplier. 

 

The supply margin for an interval is the total energy Supply Offers from available Resources (up 

to and including Economic Max), less total system load (as adjusted for net interchange with 

other Control Areas, including Operating Reserve).  Resources are considered available for an 

interval if they can provide energy within the interval.  The applicable interval in the Day-Ahead 

Energy Market is any of the 24 hours for which pivotal supplier calculations are made.  The 

applicable interval for the current operating plan in the Real-Time Energy Market is any of the 

hours in the plan.  The applicable interval for UDS is the interval for which UDS issues 

instructions. 

 

The pivotal supplier test shall be run prior to the clearing of the Day-Ahead Energy Market, prior 

to each determination of a new operating plan for the Operating Day, and prior to each execution 

of the UDS. 

. 

 III.A.5.2.2.  Constrained Area Test. 

A Resource is considered to be within a constrained area if: 

 

(a) for purposes of the Real-Time Energy Market, the Resource is located on the import-

constrained side of a binding constraint and there is a sensitivity to the binding constraint 

such that the UDS used to relieve transmission constraints would commit or dispatch the 

Resource in order to relieve that binding transmission constraint, or; 

(b) for purposes of the Day-Ahead Energy Market, the LMP at the Resource’s Node exceeds 

the LMP at the Hub by more than $25/MWh. 

 

III.A.5.3.   Calculation of Impact Tests in the Day-Ahead Energy Market. 

The price impact for the purposes of Section III.A.5.5.1 “General Threshold Energy Mitigation” 

compares two LMPs at a Resource’s Node.  The first LMP is calculated based on the Supply Offers 

submitted for all Resources.  The second LMP is calculated through a simulation of the Day-Ahead 



Energy Market with the offer blocks associated with conduct violations of the pivotal supplier’s 

Resources set to their Reference Levels. 

 

A Supply Offer shall be determined to have no price impact for the purposes of Section III.A.5.5.1 

“General Threshold Energy Mitigation” if: 

 

(a) the first LMP at the Resource’s Node is less than the impact threshold, or; 

(b) the first LMP minus the Resource’s Reference Level for each offer block is less than the impact 

threshold. 

 

The price impact for the purposes of Section III.A.5.5.2 “Constrained Area Energy Mitigation” is equal to 

the difference between the LMP at the Resource’s Node and the LMP at the Hub. 

 

III.A.5.4.   Calculation of Impact Tests in the Real-Time Energy Market. 

The energy price impact test applied in the Real-Time Energy Market shall compare two LMPs at the 

Resource’s Node.  The first LMP will be calculated based on the Supply Offers submitted for all 

Resources.  If a Supply Offer has been mitigated in a prior interval, the calculation of the first LMP shall 

be based on the mitigated value.  The second LMP shall be calculated substituting Reference Levels for 

Supply Offers that have failed the applicable conduct test.  The difference between the two LMPs is the 

price impact of the conduct violation. 

 

A Supply Offer shall be determined to have no price impact if the offer block that violates the conduct 

test is: 

 

(a) less than the LMP calculated using the submitted Supply Offers, and less than the LMP calculated 

using Reference Levels for Supply Offers that have failed the conduct test, or; 

(b) greater than the LMP calculated using the submitted Supply Offers, and greater than the LMP 

calculated using Reference Levels for Supply Offers that have failed the conduct test, and the 

Resource has not been dispatched into the offer block that exceeds the LMP. 

 

III.A.5.5.    Mitigation by Type.  

 

III.A.5.5.1.  General Threshold Energy Mitigation. 

 



III.A.5.5.1.1. Applicability. 

 

Mitigation pursuant to this section shall be applied to all Supply Offers submitted by a Lead 

Market Participant that is determined to be a pivotal supplier. 

 

III.A.5.5.1.2. Conduct Test. 

A Supply Offer fails the conduct test for general threshold energy mitigation if any offer block 

price exceeds the Reference Level by an amount greater than 300% or $100/MWh, whichever is 

lower.  Offer block prices below $25/MWh are not subject to the conduct test. 

 

III.A.5.5.1.3. Impact Test. 

A Supply Offer that fails the conduct test for general threshold energy mitigation shall be 

evaluated against the impact test for general threshold energy mitigation.  A Supply Offer fails 

the impact test for general threshold energy mitigation if there is an increase in the LMP greater 

than 200% or $100/MWh, whichever is lower as determined by the day-ahead or real-time impact 

test.  

 

III.A.5.5.1.4. Consequence of Failing Both Conduct and Impact Test. 

If a Supply Offer fails the general threshold conduct and impact tests, then the financial 

parameters of the Supply Offer shall be set to their Reference Levels, including all energy offer 

block prices and all types of Start-Up Fees and the No-Load Fee. 

 

III.A.5.5.2. Constrained Area Energy Mitigation. 

 

III.A.5.5.2.1. Applicability. 

Mitigation pursuant to this section shall be applied to Supply Offers associated with a Resource 

determined to be within a constrained area. 

 

III.A.5.5.2.2. Conduct Test. 

A Supply Offer fails the conduct test for constrained area energy mitigation if any offer block 

price exceeds the Reference Level by an amount greater than 50% or $25/MWh, whichever is 

lower. 

 

III.A.5.5.2.3. Impact Test. 



A Supply Offer fails the impact test for constrained area energy mitigation if there is an increase 

greater than 50% or $25/MWh, whichever is lower, in the LMP as determined by the day-ahead 

or real-time impact test. 

 

III.A.5.5.2.4. Consequence of Failing Both Conduct and Impact Test. 

If a Supply Offer fails the constrained area conduct and impact tests, then the financial parameters 

of the Supply Offer shall be set to their Reference Levels, including all energy offer blocks and 

all types of Start-Up Fees and the No-Load Fee. 

 

III.A.5.5.3. General Threshold Commitment Mitigation. 

 

III.A.5.5.3.1. Applicability. 

Mitigation pursuant to this section shall be applied to any Resource whose Lead Market 

Participant is determined to be a pivotal supplier. 

 

III.A.5.5.3.2. Conduct Test. 

A Resource shall fail the conduct test for general threshold commitment mitigation if any Start-

Up Fee or No-Load Fee exceeds the Reference Level for that fee by 200% or more. 

 

III.A.5.5.3.3. Consequence of Failing Conduct Test. 

If a Resource fails the general threshold commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters of its Supply Offer set to their 

Reference Levels, including all offer blocks and all types of Start-Up Fees and the No-Load Fee.  

If a Resource is committed, then all financial parameters of its Supply Offer are set to their 

Reference Levels. 

 

III.A.5.5.4. Constrained Area Commitment Mitigation. 

 

III.A.5.5.4.1. Applicability. 

Mitigation pursuant to this section shall be applied to any Resource determined to be within a 

constrained area in the Real-Time Energy Market. 

 

III.A.5.5.4.2. Conduct Test. 



A Resource shall fail the conduct test for constrained area commitment mitigation if any Start-Up 

Fee or the No-Load Fee is submitted with an increase greater than 25% above the Reference 

Level. 

 

III.A.5.5.4.3. Consequence of Failing Test. 

If a Supply Offer fails the constrained area commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters set to their Reference Levels.  This 

includes all energy offer blocks and all types of Start-Up Fees and the No-Load Fee.  If a 

Resource is committed, then all financial parameters of its Supply Offer are set to their Reference 

Levels. 

 

III.A.5.5.5. Local Reliability Commitment Mitigation. 

 

III.A.5.5.5.1. Applicability. 

Mitigation pursuant to this section shall be applied to Supply Offers for Resources that are 

committed to provide, or Resources that are required to remain online to provide, one or more of 

the following: 

 

(a) local first contingency protection or local second contingency protections; 

(b) VAR or voltage support; or 

(c) Special Constraint Resource Service 

 

III.A.5.5.5.2. Conduct Test. 

All financial parameters of Supply Offers will be evaluated to determine whether the following 

formula is true: 

(Low Load Cost at Offer – Low Load Cost at Reference Level) = < Commitment Cost Threshold  

 

 Where, 

 

Commitment Cost Threshold = the lower of (0.1 times Low Load Cost at Reference Level) or 

($80 multiplied by the Resource’s Economic Maximum). 

 

Low Load Cost = the cost of operating the Resource at Economic Minimum calculated using the 

following formula: 



 

(Cold Start-Up Fee + (No Load Fee * minimum run time) + (Price of Energy at Economic 

Minimum * Economic Minimum * minimum run time)) 

 

Low Load Cost at Offer = Low Load Cost calculated with financial parameters of the Supply 

Offer as submitted by the Lead Market Participant. 

 

Low Load Cost at Reference Level = Low Load Cost calculated with the financial parameters of 

the Supply Offer set to Reference Levels. 

 

Price of Energy at Economic Minimum = the price for energy at the Resource’s Economic 

Minimum. 

 

For Low Load Cost at Offer, the price for energy is the price from the Supply Offer.  For Low 

Load Cost at Reference Level, the Reference Level of the offer block at Economic Minimum is 

used. 

 

If a Resource’s combined minimum run time and minimum down time exceed 24 hours, then the 

conduct test will use the greater of 24 hours or the Resource’s minimum run time for the 

minimum run time. 

 

If the (Low Load Cost at Offer – Low Load Cost at Reference Level) is greater than the 

Commitment Cost Threshold, then the conduct test is violated. 

 

III.A.5.5.5.3. Consequence of Failing Test. 

If a Supply Offer fails the local reliability commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters set to their Reference Levels.  This 

includes all offer blocks and all types of Start-Up Fees and the No-Load Fee.  If a Resource is 

committed, then all financial parameters of its Supply Offer are set to their Reference Level. 

 

III.A.5.6.  Duration of Energy Threshold Mitigation. 

Any mitigation imposed pursuant to Sections III.A.5.5.1 “General Threshold Energy Mitigation” or 

III.A.5.5.2 “Constrained Area Threshold Energy Mitigation” is in effect for the following duration: 

 



(a) in the Real-Time Energy Market, mitigation starts when the impact test violation occurs; 

(b) in the Day-Ahead Energy Market, mitigation starts at the beginning of the Operating Day; and, 

(c) for both the Real-Time Energy Market and Day-Ahead Energy Market, mitigation remains in effect 

through the end of the Operating Day or through the end of the Resource’s minimum run time, 

whichever is later. 

 

III.A.5.7. Duration of Commitment Mitigation. 

Any mitigation imposed pursuant to Sections III.A.5.5.3 “General Threshold Commitment Mitigation”, 

III.A.5.5.4 “Constrained Area Commitment Mitigation”, or III.A.5.5.5 “Local Reliability Commitment 

Mitigation” is in effect for the following duration:  

 

(a) in the Real-Time Energy Market, mitigation starts either; 

a. on the first hour a Resource is directed to remain on-line by the ISO or; 

b. in all other cases, at the time of the decision to commit the Resource. 

(b) in the Day-Ahead Energy Market, mitigation starts at the beginning of the Operating Day, and; 

(c) for both the Real-Time Energy Market and Day-Ahead Energy Market, mitigation remains in effect 

through the end of the Operating Day or through the end of the Resource’s minimum run time, 

whichever is later. 

 

III.A.5.8. Correction of Mitigation. 

If the Internal Market Monitor determines that there are one or more errors in the mitigation applied in an 

Operating Day due to data entry, system or software errors by the ISO or the Internal Market Monitor, the 

Internal Market Monitor shall notify the market monitoring contacts specified by the Lead Market 

Participant within five business days of the applicable Operating Day.  The ISO shall correct the error as 

part of the Data Reconciliation Process by applying the correct values to the relevant Supply Offer in the 

settlement process. 

 

The permissibility of correction of errors in mitigation, and the timeframes and procedures for permitted 

corrections, are addressed solely in this section and not in those sections of Market Rule 1 relating to 

settlement and billing processes. 

 

III.A.5.9. Delay of Day-Ahead Energy Market Due to Mitigation Process. 

The posting of the Day-Ahead Energy Market results may be delayed if necessary for the completion of 

mitigation procedures. 



 

III.A.6.   Physical Parameter Offer Thresholds. 

Physical parameters of a Supply Offer are limited to thresholds specified in this section.  Physical 

parameters are limited by the software accepting offers, except those that can be re-declared in real time 

during the Operating Day.  Parameters that exceed the thresholds specified here but are not limited 

through the software accepting offers are subject to Internal Market Monitor review after the Operating 

Day and possible referral to the Commission under Section III.A.19 of this Appendix. 

 

III.A.6.1. Time-Based Offer Parameters. 

Supply Offer parameters that are expressed in time (i.e., minimum run time, minimum down time, start 

time, and notification time) shall have a threshold of two hours for an individual parameter or six hours 

for the combination of the time-based offer parameters compared to the Resource’s Reference Levels.  

Offers may not exceed these thresholds in a manner that reduce the flexibility of the Resource.  To 

determine if the six hour threshold is exceeded, all time-based offer parameters will be summed for each 

start-up state (hot, intermediate and cold).  If the sum of the time-based offer parameters for a start-up 

state exceeds six hours above the sum of the Reference Levels for those offer parameters, then the six 

hour threshold is exceeded. 

 

III.A.6.1.1. Other Offer Parameters. 

Non-financial or non-time-based offer parameters shall have a threshold of a 100% increase, or 

greater, for parameters that are minimum values, or a 50% decrease, or greater, for parameters 

that are maximum values (including, but not limited to, ramp rates, Economic Maximum Limits 

and maximum starts per day) compared to the Resource’s Reference Levels. 

 

Offer parameters that are limited by performance caps or audit values imposed by the ISO are not 

subject to the provisions of this section. 

 

III.A.7.   Calculation of Resource Reference Levels for Physical Parameters and Financial 

Parameters of Resources.   

 

III.A.7.1. Methods for Determining Reference Levels for Physical Parameters. 

The Internal Market Monitor will calculate a Reference Level for each element of a bid or offer that is 

expressed in units other than dollars (such as time-based or quantity level bid or offer parameters) on the 

basis of one or more of the following:  



 

(a) Original equipment manufacturer (OEM) operating recommendations and performance data for all 

Resource types in the New England Control Area, grouped by unit classes, physical parameters and 

fuel types. 

(b) Applicable  environmental operating permit information currently on file with the issuing 

environmental regulatory body. 

(c) Verifiable Resource physical operating characteristic data, including but not limited to facility and/or 

Resource operating guides and procedures, historical operating data and any verifiable documentation 

related to the Resource, which will be reviewed in consultation with the Market Participant. 

 

III.A.7.2. Methods for Determining Reference Levels for Financial Parameters of Supply 

Offers. 

The Reference Levels for Start-Up Fees, No-Load Fees, and offer blocks will be calculated separately and 

assuming no costs from one component are included in another component. 

 

III.A.7.2.1. Order of Reference Level Calculation. 

The Internal Market Monitor will calculate a Reference Level for each offer block of a Supply 

Offer according to the following hierarchy, under which the first method that can be calculated is 

used: 

 

(a) accepted offer-based Reference Levels pursuant to Section III.A.7.3; 

(b) LMP-based Reference Levels pursuant to Section III.A.7.4; and, 

(c) cost-based Reference Levels pursuant to Section III.A.7.5.  

 

III.A.7.2.2. Circumstances in Which Cost-Based Reference Levels Supersede the 

Hierarchy of Reference Level Calculation. 

In the following circumstances, cost-based Reference Levels shall be used notwithstanding the 

hierarchy specified in Section III.A.7.2.1. 

 

(a) The cost-based Reference Level is higher than either the accepted offer-based or LMP-based 

Reference Level. 

(b) The Supply Offer parameter is a Start-Up Fee or the No-Load Fee. 

(c) The Lead Market Participant requests the cost-based Reference Level. 

(d) During the previous 90 days: 



(i) the Resource has been flagged for VAR, SCR, or as a Local Second Contingency 

Protection Resource for any hour in the Day-Ahead Energy Market or the Real-Time 

Energy Market, and; 

(ii) the ratio of the sum of the operating hours for days for which the Resource has been 

flagged during the previous 90 days in which the number of hours operated out of 

economic merit order in the Day-Ahead Energy Market and the Real-Time Energy 

Market exceed the number of hours operated in economic merit order in the Day-

Ahead Energy Market and Real-Time Energy Market, to the total number of 

operating hours in the Day-Ahead Energy Market and Real-Time Energy Market 

during the previous 90 days is greater than or equal to 50 percent. 

 

For the purposes of this subsection: 

i. A flagged day is any day in which the Resource has been flagged for VAR, 

SCR, or as a Local Second Contingency Protection Resource for any hour in 

either the Day-Ahead Energy Market or the Real-Time Energy Market. 

ii. Operating hours are the hours in the Day-Ahead Energy Market for which a 

Resource has cleared output (MW) greater than zero and hours in the Real-

Time Energy Market for which a Resource has metered output (MW) greater 

than zero.  For days for which Real-time Energy Market metered values are 

not yet available in the ISO’s or the Internal Market Monitor’s systems, 

telemetered values will be used. 

iii. Self-scheduled hours will be excluded from all of the calculations described 

in this subsection, including the determination of operating hours.  

iv. The determination as to whether a Resource operated in economic merit 

order during an hour will be based on the energy offer block within which 

the Resource is operating. 

 

III.A.7.3. Accepted Offer-Based Reference Level. 

 The Internal Market Monitor shall calculate the accepted offer-based Reference Level as the lower of the 

mean or the median of a generating Resource’s Supply Offers that have been accepted and are part of the 

seller’s Day-Ahead Generation Obligation or Real-Time Generation Obligation in competitive periods 

over the previous 90 days, adjusted for changes in fuel prices utilizing fuel indices generally applicable 

for the location and type of Resource.  For purposes of this section, a competitive period is an Operating 

Day in which the Resource is scheduled in economic merit order. 



 

III.A.7.4. LMP-Based Reference Level. 

The Internal Market Monitor shall calculate the LMP-based Reference Level as the mean of the LMP at 

the Resource’s Node during the lowest-priced 25% of the hours that the Resource was dispatched over the 

previous 90 days for similar days (weekday or weekend day), adjusted for changes in fuel prices. 

 

III.A.7.5. Cost-Based Reference Level. 

The Internal Market Monitor shall calculate cost-based Reference Levels taking into account information 

on costs provided by the Market Participant though the consultation process prescribed in Section III.A.3. 

 

The following criteria shall be applied to estimates of cost: 

 

(a) The provision of cost estimates by a Market Participant shall conform with the timing and 

requirements of Section III.A.3 “Consultation Prior to Determination of Reference Levels for 

Physical and Financial Parameters of Resources”. 

(b) Costs must be documented. 

(c) All cost estimates shall be based on estimates of current market prices or replacement costs and not 

inventory costs wherever possible. 

(d) When market prices or replacement costs are unavailable, cost estimates shall identify whether the 

reported costs are the result of a product or service provided by an Affiliate of the Market Participant. 

(e) The Internal Market Monitor will evaluate cost information provided by the Market Participant in 

comparison to other information available to the Internal Market Monitor. 

 

III.A.7.5.1.  Estimation of Incremental Operating Cost. 

The Internal Market Monitor’s determination of a Resource’s marginal costs shall include an 

assessment of the Resource’s incremental operating costs in accordance with the following 

formulas, 

 

Incremental Energy: 

(incremental heat rate * fuel costs) + (emissions rate * emissions allowance price) + variable 

operating and maintenance costs + opportunity costs. 

 

Opportunity costs may include, but are not limited to, economic costs associated with complying 

with: 



 

(a) emissions limits; 

(b) water storage limits; and, 

(c) other operating permits that limit production of energy.  

 

No-Load: 

(no-load fuel use * fuel costs) + (no-load emissions * emission allowance price) 

+ no-load variable operating and maintenance costs + other no-load costs that are not fuel, 

emissions or variable and maintenance costs. 

 

Start-Up: 

(start-up fuel use * fuel costs) + (start-up emissions * emission allowance price) + start-up 

variable and maintenance costs + other start-up costs that are not fuel, emissions or variable and 

maintenance costs. 

 

III.A.8.   Determination of Offer Competitiveness During Shortage Event. 

The Internal Market Monitor shall evaluate the competitiveness of the Supply Offer of each Resource 

with a Capacity Supply Obligation that is off-line during a Shortage Event, as described below.  The 

evaluation for competitiveness shall be performed on Supply Offers in the Day-Ahead Energy Market and 

Supply Offers made during the Re-Offer Period.  A determination of non-competitiveness for a Day-

Ahead Energy Market Supply Offer or a Supply Offer made during the Re-Offer Period which affects an 

hour shall constitute a finding of non-competitiveness for that hour. 

 

(a) The thresholds used for evaluation shall be the general thresholds in Sections III.A.5.5.1 and 

III.A.5.5.3 unless the constrained area mitigation thresholds apply in the Day-Ahead Energy Market 

or Real-Time Energy Market and the resource under evaluation could have fully or partially relieved 

the constraint during the applicable Shortage Event.  If the constrained area mitigation thresholds 

apply, then the energy price Supply Offer parameter and the Start-Up Fee and No-Load Fee 

parameters shall be evaluated for competitiveness using the thresholds in Sections III.A.5.5.2 and 

III.A.5.5.4. 

(b) If the value of any of the following Supply Offer parameters for a resource exceeds the relevant 

thresholds for an hour, all MW for the resource for the hour shall be non-competitive: 

(i) The Start-Up Fees and No-Load Fee; 

(ii) Each time-based Supply Offer parameter;  



(iii) The energy price Supply Offer parameter up to and including the Economic Minimum Limit. 

(c) If none of the parameters evaluated for competitiveness pursuant to Section III.A.8 (b) above are non-

competitive for an hour, then the energy price parameter for each incremental Supply Offer block 

above the resource’s Economic Minimum Limit shall be evaluated for competitiveness using the 

thresholds identified in Section III.A.8 (a) above, in order of lowest energy price to highest energy 

price.  If any Supply Offer block is non-competitive, then that block and all blocks above it shall be 

non-competitive, and all blocks below it shall be competitive.  

 

III.A.9.  Regulation. 

The Internal Market Monitor will monitor the Regulation market for conduct that it determines constitutes 

an abuse of market power.  If the Internal Market Monitor identifies any such conduct, it may make a 

filing under Section 205 of the Federal Power Act with the Commission requesting authorization to apply 

appropriate mitigation measures or to revise Market Rule 1 to address such conduct (or both).  The 

Internal Market Monitor may make such a filing at any time it deems necessary, and may request 

expedited treatment from the Commission.  Any such filing shall identify the particular conduct the 

Internal Market Monitor believes warrants mitigation or revisions to Market Rule 1 (or both), shall 

propose a specific mitigation measure for the conduct or revision to Market Rule 1 (or both), and shall set 

forth the Internal Market Monitor’s justification for imposing that mitigation measure or revision to 

Market Rule 1 (or both). 

 

III.A.10.  Demand Bids. 

The Internal Market Monitor will monitor Demand Resources as outlined below: 

 

(a) LMPs in the Day-Ahead Energy Market and Real-Time Energy Market shall be monitored to 

determine whether there is a persistent hourly deviation in any location that would not be expected in 

a workably competitive market. 

(b) The Internal Market Monitor shall compute the average hourly deviation between Day-Ahead Energy 

Market and Real-Time Energy Market LMPs, measured as: (LMP real time / LMP day ahead) – 1.  The 

average hourly deviation shall be computed over a rolling four-week period or such other period 

determined by the Internal Market Monitor. 

(c) The Internal Market Monitor shall estimate and monitor the average percentage of each Market 

Participant’s bid to serve load scheduled in the Day-Ahead Energy Market, using a methodology 

intended to identify a sustained pattern of under-bidding as accurately as deemed practicable.  The 



average percentage will be computed over a specified time period determined by the Internal Market 

Monitor. 

 

If the Internal Market Monitor determines that: (i) The average hourly deviation is greater than ten 

percent (10%) or less than negative ten percent (-10%), (ii) one or more Market Participants on behalf of 

one or more LSEs have been purchasing a substantial portion of their loads with purchases in the Real-

Time Energy Market, (iii) this practice has contributed to an unwarranted divergence of LMPs between 

the two markets, and (iv) this practice has created operational problems, the Internal Market Monitor may 

make a filing under Section 205 of the Federal Power Act with the Commission requesting authorization 

to apply appropriate mitigation measures or to revise Market Rule 1 to address such conduct (or both).  

The thresholds identified above shall not limit the Internal Market Monitor’s authority to make such a 

filing.  The Internal Market Monitor may make such a filing at any time it deems necessary, and may 

request expedited treatment from the Commission.  Any such filing shall identify the particular conduct 

that the Internal Market Monitor believes warrants mitigation or revisions to Market Rule 1 (or both), 

shall propose a specific mitigation measure for the conduct or revision to Market Rule 1 (or both), and 

shall set forth the Internal Market Monitor’s justification for imposing that mitigation measure or revision 

to Market Rule 1 (or both). 

 

III.A.11.   Mitigation of Increment Offers and Decrement Bids.  

 

III.A.11.1.   Purpose. 

The provisions of this section specify the market monitoring and mitigation measures applicable to 

Increment Offers and Decrement Bids.  An Increment Offer is one to supply energy and a Decrement Bid 

is one to purchase energy, in either such case not being backed by physical load or generation and 

submitted in the Day-Ahead Energy Market in accordance with the procedures and requirements specified 

in Market Rule 1 and the ISO New England Manuals. 

 

III.A.11.2.   Implementation. 

 

III.A.11.2.1. Monitoring of Increment Offers and Decrement Bids. 

Day-Ahead LMPs and Real-Time LMPs in each Load Zone or Node, as applicable, shall be 

monitored to determine whether there is a persistent hourly deviation in the LMPs that would not 

be expected in a workably competitive market.  The Internal Market Monitor shall compute the 

average hourly deviation between Day-Ahead LMPs and Real-Time LMPs, measured as:  



 (LMP real time / LMP day ahead) – 1.   

The average hourly deviation shall be computed over a rolling four-week period or such other 

period determined by the Internal Market Monitor to be appropriate to achieve the purpose of this 

mitigation measure. 

 

III.A.11.3. Mitigation Measures. 

If the Internal Market Monitor determines that (i) the average hourly deviation computed over a rolling 

four week period is greater than ten percent (10%) or less than negative ten percent (-10%), and (ii) the 

bid and offer practices of one or more Market Participants has contributed to a divergence between LMPs 

in the Day-Ahead Energy Market and Real-Time Energy Market, then the following mitigation measure 

may be imposed: 

 

The Internal Market Monitor may limit the hourly quantities of Increment Offers for supply or Decrement 

Bids for load that may be offered in a Location by a Market Participant, subject to the following 

provisions: 

 

(i) The Internal Market Monitor shall, when practicable, request explanations of the relevant bid and 

offer practices from any Market Participant submitting such bids. 

(ii) Prior to imposing a mitigation measure, the Internal Market Monitor shall notify the affected 

Market Participant of the limitation. 

(iii) The Internal Market Monitor, with the assistance of the ISO, will restrict the Market Participant 

for a period of six months from submitting any virtual transactions at the same Node(s), and/or 

electrically similar Nodes to, the Nodes where it had submitted the virtual transactions that 

contributed to the unwarranted divergence between the LMPs in the Day-Ahead Energy Market 

and Real-Time Energy Market. 

 

III.A.11.4. Monitoring and Analysis of Market Design and Rules. 

The Internal Market Monitor shall monitor and assess the impact of Increment Offers and Decrement 

Bids on the competitive structure and performance, and the economic efficiency of the New England 

Markets.  Such monitoring and assessment shall include the effects, if any, on such bids and offers of any 

mitigation measures specified in this Market Rule 1. 

  

III.A.12.   Cap on FTR Revenues. 



If a holder of an FTR between specified delivery and receipt Locations (i) had an Increment Offer and/or 

Decrement Bid that was accepted by the ISO for an applicable hour in the Day-Ahead Energy Market for 

delivery or receipt at or near delivery or receipt Locations of the FTR; and (ii) the result of the acceptance 

of such Increment Offer or Decrement Bid is that the difference in LMP in the Day-Ahead Energy Market 

between such delivery and receipt Locations is greater than the difference in LMP between such delivery 

and receipt Locations in the Real-Time Energy Market, then the Market Participant shall not receive any 

Transmission Congestion Credit associated with such FTR in such hour, in excess of one divided by the 

number of hours in the applicable month multiplied by the amount originally paid for the FTR in the FTR 

Auction.  A Location shall be considered at or near the FTR delivery or receipt Location if seventy-five % 

or more of the energy injected or withdrawn at that Location and which is withdrawn or injected at 

another Location is reflected in the constrained path between the subject FTR delivery and receipt 

Locations that were acquired in the FTR Auction.  

 

III.A.13.  Additional Internal Market Monitor Functions Specified in Tariff. 

 

III.A.13.1.  Review of Offers and Bids in the Forward Capacity Market. 

In accordance with the following provisions of Section III.13 of Market Rule 1, the Internal Market 

Monitor is responsible for reviewing certain bids and offers made in the Forward Capacity Market.  

Section III.13 of Market Rule 1 specifies the nature and detail of the Internal Market Monitor’s review 

and the consequences that will result from the Internal Market Monitor’s determination following such 

review. 

 

(a) [Reserved]. 

(b) Section III.13.1.2.2.5.2 “Requirements for an Existing Generating Capacity Resource, Existing 

Demand Resource or Existing Import Capacity Resource Having a Higher Summer Qualified 

Capacity than Winter Qualified Capacity.” 

(c) Section III.13.1.2.3.2 “Review by Internal Market Monitor of Bids from Existing Generating 

Capacity Resources.” 

(d) Section III.13.1.3.5.6 “Review by Internal Market Monitor of Offers from New Import Capacity 

Resources and Existing Import Capacity.” 

(e) Section III.13.1.7 “Internal Market Monitor Review of Offers and Bids.” 

 

III.A.13.2.  Supply Offers and Demand Bids Submitted for Reconfiguration Auctions in the 

Forward Capacity Market. 



Section III.13.4 of Market Rule 1 addresses reconfiguration auctions in the Forward Capacity Market.  As 

addressed in Section III.13.4.2 of Market Rule 1, a supply offer or demand bid submitted for a 

reconfiguration auction shall not be subject to mitigation by the Internal Market Monitor. 

 

III.A.13.3.  Monitoring of Transmission Facility Outage Scheduling. 

Appendix G of Market Rule 1 addresses the scheduling of outages for transmission facilities.  The 

Internal Market Monitor shall monitor the outage scheduling activities of the Transmission Owners.  The 

Internal Market Monitor shall have the right to request that each Transmission Owner provide information 

to the Internal Market Monitor concerning the Transmission Owner’s scheduling of transmission facility 

outages, including the repositioning or cancellation of any interim approved or approved outage, and the 

Transmission Owner shall provide such information to the Internal Market Monitor in accordance with 

the ISO New England Information Policy. 

 

III.A.13.4.  Monitoring of Forward Reserve Resources. 

The Internal Market Monitor 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 Monitor 

shall consult with the Market Participant in accordance with Section III.A.3 of this Appendix A.  The 

Internal Market Monitor 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 III.9.6.4 of Market Rule 1. 

 

III.A.13.5.  Imposition of Sanctions. 

Appendix B of Market Rule 1 sets forth the procedures and standards under which sanctions may be 

imposed for certain violations of Market Participants’ obligations under the ISO New England Filed 

Documents and other ISO New England System Rules.  The Internal Market Monitor shall administer 

Appendix B in accordance with the provisions thereof. 

 

III.A.14.   Treatment of Supply Offers for Resources Subject to a Cost-of-Service Agreement. 

Article 5 of the form of Cost-of-Service Agreement in Appendix I to Market Rule 1 addresses the 

monitoring of resources subject to a cost-of-service agreement by the Internal Market Monitor and 

External Market Monitor.  Pursuant to Section 5.2 of Article 5 of the Form of Cost-of-Service Agreement, 

after consultation with the Lead Participant, Supply Offers that exceed Stipulated Variable Cost as 



determined in the agreement are subject to adjustment by the Internal Market Monitor to Stipulated 

Variable Cost. 

 

III.A.15.   Request for Additional Cost Recovery. 

 

III.A.15.1. Filing Right. 

If either (a) as a result of mitigation applied to a Resource under this Appendix A for all or part of one or 

more Operating Days, or (b) in the absence of mitigation, despite having submitted a Supply Offer at the 

energy offer cap specified in Section III.1.10.1.A(d) of Market Rule 1, a Market Participant believes that 

it will not recover the fuel and variable operating and maintenance costs of the Resource for those 

Operating Days, the Market Participant may, within sixty days of the receipt of the first Invoice issued 

containing credits or charges for the applicable Operating Day, submit a filing to the Commission seeking 

recovery of those costs pursuant to Section 205 of the Federal Power Act. 

 

III.A.15.2. Contents of Filing. 

Any Section 205 filing made pursuant to this section shall include:  (i)  the actual fuel and variable 

operating and maintenance costs for the Resource for the applicable Operating Days, with supporting data 

and calculations for those costs; (ii) an explanation of (a) why the actual costs of operating the Resource 

for the Operating Days exceeded the Reference Level costs or, (b) in the absence of mitigation, why the 

actual costs of operating the Resource for the Operating Days exceeded the costs as reflected in the 

Supply Offer at the energy offer cap; (iii) the Internal Market Monitor’s written explanation provided 

pursuant to Section III.A.15.3; and (iv) all requested regulatory costs in connection with the filing. 

 

III.A.15.3. Review by Internal Market Monitor Prior to Filing. 

Within twenty days of the receipt of the first Invoice containing credits or charges for the applicable 

Operating Day, a Market Participant that intends to make a Section 205 filing pursuant to this Section 

III.A.15 shall submit to the Internal Market Monitor the information and explanation detailed in Section 

III.A.15.2 (i) and (ii) that is to be included in the Section 205 filing.  Within twenty days of the receipt of 

a completed submittal, the Internal Market Monitor shall provide a written explanation of the events that 

resulted in the Section III.A.15 request for additional cost recovery.  The Market Participant shall include 

the Internal Market Monitor’s written explanation in the Section 205 filing made pursuant to this Section 

III A.15. 

 

III.A.15.4. Cost Allocation. 



In the event that the Commission accepts a Market Participant’s filing for cost recovery under this 

section, the ISO shall allocate charges to Market Participants for payment of those costs in accordance 

with the cost allocation provisions of Market Rule 1 that otherwise would apply to payments for the 

services provided based on the Resource’s actual dispatch for the Operating Days in question. 

 

III.A.16. ADR Review of Internal Market Monitor Mitigation Actions. 

 

III.A.16.1. Actions Subject to Review. 

A Market Participant may obtain prompt Alternative Dispute Resolution (“ADR”) review of any Internal 

Market Monitor mitigation imposed on a Resource as to which that Market Participant has bidding or 

operational authority.  A Market Participant must seek review pursuant to the procedure set forth in 

Appendix D to this Market Rule 1, but in all cases within the time limits applicable to billing adjustment 

requests.  These deadlines are currently specified in the ISO New England Manuals.  Actions subject to 

review are: 

 

 Imposition of a mitigation remedy.  

 Continuation of a mitigation remedy as to which a Market Participant has submitted material 

evidence of changed facts or circumstances.  (Thus, after a Market Participant has unsuccessfully 

challenged imposition of a mitigation remedy, it may challenge the continuation of that mitigation in 

a subsequent ADR review on a showing of material evidence of changed facts or circumstances.) 

 

III.A.16.2. Standard of Review. 

On the basis of the written record and the presentations of the Internal Market Monitor and the Market 

Participant, the ADR Neutral shall review the facts and circumstances upon which the Internal Market 

Monitor based its decision and the remedy imposed by the Internal Market Monitor.  The ADR Neutral 

shall remove the Internal Market Monitor’s mitigation only if it concludes that the Internal Market 

Monitor’s application of the Internal Market Monitor mitigation policy was clearly erroneous.  In 

considering the reasonableness of the Internal Market Monitor’s action, the ADR Neutral shall consider 

whether adequate opportunity was given to the Market Participant to present information, any voluntary 

remedies proposed by the Market Participant, and the need of the Internal Market Monitor to act quickly 

to preserve competitive markets. 

 

III.A.17. Reporting. 

 



III.A.17.1. Data Collection and Retention. 

Market Participants shall provide the Internal Market Monitor and External Market Monitor with any and 

all information within their custody or control that the Internal Market Monitor or External Market 

Monitor deems necessary to perform its obligations under this Appendix A, subject to applicable 

confidentiality limitations contained in the ISO New England Information Policy.  This would include a 

Market Participant’s cost information if the Internal Market Monitor or External Market Monitor deems it 

necessary, including start up, no-load and all other actual marginal costs, when needed for monitoring or 

mitigation of that Market Participant.  Additional data requirements may be specified in the ISO New 

England Manuals.  If for any reason the requested explanation or data is unavailable, the Internal Market 

Monitor and External Market Monitor will use the best information available in carrying out their 

responsibilities.  The Internal Market Monitor and External Market Monitor may use any and all 

information they receive in the course of carrying out their market monitor and mitigation functions to the 

extent necessary to fully perform those functions. 

 

Market Participants must provide data and any other information requested by the Internal Market 

Monitor that the Internal Market Monitor requests to determine: 

 

(a) the opportunity costs associated with Demand Reduction Offers; 

(b) the accuracy of Demand Response Baselines; 

(c) the method used to achieve a demand reduction, and; 

(d) the accuracy of reported demand levels. 

 

III.A.17.2. Periodic Reporting by the ISO and Internal Market Monitor. 

 

III.A.17.2.1. Monthly Report. 

The ISO will prepare a monthly report, which will be available to the public both in printed form 

and electronically, containing an overview of the market’s performance in the most recent period. 

 

III.A.17.2.2. Quarterly Report. 

The Internal Market Monitor will prepare a quarterly report consisting of market data regularly 

collected by the Internal Market Monitor in the course of carrying out its functions under this 

Appendix A and analysis of such market data.  Final versions of such reports shall be 

disseminated contemporaneously to the Commission, the ISO Board of Directors, the Market 

Participants, and state public utility commissions for each of the six New England states, 



provided that in the case of the Market Participants and public utility commissions, such 

information shall be redacted as necessary to comply with the ISO New England Information 

Policy.  The format and content of the quarterly reports will be updated periodically through 

consensus of the Internal Market Monitor, the Commission, the ISO, the public utility 

commissions of the six New England States and Market Participants.  The entire quarterly report 

will be subject to confidentiality protection consistent with the ISO New England Information 

Policy and the recipients will ensure the confidentiality of the information in accordance with 

state and federal laws and regulations.  The Internal Market Monitor will make available to the 

public a redacted version of such quarterly reports.  The Internal Market Monitor, subject to 

confidentiality restrictions, may decide whether and to what extent to share drafts of any report or 

portions thereof with the Commission, the ISO, one or more state public utility commission(s) in 

New England or Market Participants for input and verification before the report is finalized.  The 

Internal Market Monitor shall keep the Market Participants informed of the progress of any report 

being prepared pursuant to the terms of this Appendix A. 

 

III.A.17.2.3. Reporting on General Performance of the Forward Capacity Market. 

The performance of the Forward Capacity Market, including reconfiguration auctions, shall be 

subject to the review of the Internal Market Monitor.  No later than 180 days after the completion 

of the second Forward Capacity Auction, the Internal Market Monitor shall file with the 

Commission and post to the ISO’s website a full report analyzing the operations and effectiveness 

of the Forward Capacity Market.  Thereafter, the Internal Market Monitor shall report on the 

functioning of the Forward Capacity Market in its annual markets report in accordance with the 

provisions of Section III.A.17.2.4 of this Appendix A. 

 

III.A.17.2.4. Annual Review and Report by the Internal Market Monitor. 

The Internal Market Monitor will prepare an annual state of the market report on market trends 

and the performance of the New England Markets and will present an annual review of the 

operations of the New England Markets.  The annual report and review will include an evaluation 

of the procedures for the determination of energy, reserve and regulation clearing prices, NCPC 

costs and the performance of the Forward Capacity Market and FTR Auctions.  The review will 

include a public forum to discuss the performance of the New England Markets, the state of 

competition, and the ISO’s priorities for the coming year.  In addition, the Internal Market 

Monitor will arrange a non-public meeting open to appropriate state or federal government 

agencies, including the Commission and state regulatory bodies, attorneys general, and others 



with jurisdiction over the competitive operation of electric power markets, subject to the 

confidentiality protections of the ISO New England Information Policy, to the greatest extent 

permitted by law. 

 

III.A.17.3. Periodic Reporting by the External Market Monitor.  

The External Market Monitor will perform independent evaluations and prepare annual and ad hoc reports 

on the overall competitiveness and efficiency of the New England Markets or particular aspects of the 

New England Markets, including the adequacy of Appendix A.  The External Market Monitor shall have 

the sole discretion to determine whether and when to prepare ad hoc reports and may prepare such reports 

on its own initiative or pursuant to requests by the ISO, state public utility commissions or one or more 

Market Participants.  Final versions of such reports shall be disseminated contemporaneously to the 

Commission, the ISO Board of Directors, the Market Participants, and state public utility commissions for 

each of the six New England states, provided that in the case of the Market Participants and public utility 

commissions, such information shall be redacted as necessary to comply with the ISO New England 

Information Policy.  Such reports shall, at a minimum, include: 

 

(i) Review and assessment of the practices, market rules, procedures, protocols and other activities 

of the ISO insofar as such activities, and the manner in which the ISO implements such activities, 

affect the competitiveness and efficiency of New England Markets. 

(ii) Review and assessment of the practices, procedures, protocols and other activities of any 

independent transmission company, transmission provider or similar entity insofar as its activities 

affect the competitiveness and efficiency of the New England Markets. 

(iii) Review and assessment of the activities of Market Participants insofar as these activities affect 

the competitiveness and efficiency of the New England Markets. 

(iv) Review and assessment of the effectiveness of Appendix A and the administration of Appendix A 

by the Internal Market Monitor for consistency and compliance with the terms of Appendix A. 

(v) Review and assessment of the relationship of the New England Markets with any independent 

transmission company and with adjacent markets. 

 

The External Market Monitor, subject to confidentiality restrictions, may decide whether and to what 

extent to share drafts of any report or portions thereof with the Commission, the ISO, one or more state 

public utility commission(s) in New England or Market Participants for input and verification before the 

report is finalized.  The External Market Monitor shall keep the Market Participants informed of the 

progress of any report being prepared. 



 

III.A.17.4. Other Internal Market Monitor or External Market Monitor Communications With 

Government Agencies. 

 

III.A.17.4.1. Routine Communications. 

The periodic reviews are in addition to any routine communications the Internal Market Monitor 

or External Market Monitor may have with appropriate state or federal government agencies, 

including the Commission and state regulatory bodies, attorneys general, and others with 

jurisdiction over the competitive operation of electric power markets. 

 

III.A.17.4.2. Additional Communications. 

The Internal Market Monitor and External Market Monitor are not a regulatory or enforcement 

agency.  However, they will monitor market trends, including changes in Resource ownership as 

well as market performance.  In addition to the information on market performance and 

mitigation provided in the monthly, quarterly and annual reports the External Market Monitor or 

Internal Market Monitor shall: 

 

(a) Inform the jurisdictional state and federal regulatory agencies, as well as the Markets 

Committee, if the External Market Monitor or Internal Market Monitor determines that a 

market problem appears to be developing that will not be adequately remediable by existing 

market rules or mitigation measures; 

(b) If the External Market Monitor or Internal Market Monitor receives information from any 

entity regarding an alleged violation of law, refer the entity to the appropriate state or federal 

agencies; 

(c) If the External Market Monitor or Internal Market Monitor reasonably concludes, in the 

normal course of carrying out its monitoring and mitigation responsibilities, that certain 

market conduct constitutes a violation of law, report these matters to the appropriate state and 

federal agencies; and, 

(d) Provide the names of any companies subjected to mitigation under these procedures as well 

as a description of the behaviors subjected to mitigation and any mitigation remedies or 

sanctions applied. 

 

III.A.17.4.3. Confidentiality. 



Information identifying particular participants required or permitted to be disclosed to 

jurisdictional bodies under this section shall be provided in a confidential report filed under 

Section 388.112 of the Commission regulations and corresponding provisions of other 

jurisdictional agencies.  The Internal Market Monitor will include the confidential report with the 

quarterly submission it provides to the Commission pursuant to Section III.A.17.2.2. 

 

III.A.17.5. Other Information Available from Internal Market Monitor and External Market 

Monitor on Request by Regulators. 

The Internal Market Monitor and External Market Monitor will normally make their records available as 

described in this paragraph to authorized state or federal agencies, including the Commission and state 

regulatory bodies, attorneys general and others with jurisdiction over the competitive operation of electric 

power markets (“authorized government agencies”).  With respect to state regulatory bodies and state 

attorneys general (“authorized state agencies”), the Internal Market Monitor and External Market Monitor 

shall entertain information requests for information regarding general market trends and the performance 

of the New England Markets, but shall not entertain requests that are designed to aid enforcement actions 

of a state agency.  The Internal Market Monitor and External Market Monitor shall promptly make 

available all requested data and information that they are permitted to disclose to authorized government 

agencies under the ISO New England Information Policy.  Notwithstanding the foregoing, in the event an 

information request is unduly burdensome in terms of the demands it places on the time and/or resources 

of the Internal Market Monitor or External Market Monitor, the Internal Market Monitor or External 

Market Monitor shall work with the authorized government agency to modify the scope of the request or 

the time within which a response is required, and shall respond to the modified request. 

 

The Internal Market Monitor and External Market Monitor also will comply with compulsory process, 

after first notifying the owner(s) of the items and information called for by the subpoena or civil 

investigative demand and giving them at least ten business days to seek to modify or quash the 

compulsory process.  If an authorized government agency makes a request in writing, other than 

compulsory process, for information or data whose disclosure to authorized government agencies is not 

permitted by the ISO New England Information Policy, the Internal Market Monitor and External Market 

Monitor shall notify each party with an interest in the confidentiality of the information and shall process 

the request under the applicable provisions of the ISO New England Information Policy.  Requests from 

the Commission for information or data whose disclosure is not permitted by the ISO New England 

Information Policy shall be processed under Section 3.2 of the ISO New England Information Policy.  

Requests from authorized state agencies for information or data whose disclosure is not permitted by the 



ISO New England Information Policy shall be processed under Section 3.3 of the ISO New England 

Information Policy.  In the event confidential information is ultimately released to an authorized state 

agency in accordance with Section 3.3 of the ISO New England Information Policy, any party with an 

interest in the confidentiality of the information shall be permitted to contest the factual content of the 

information, or to provide context to such information, through a written statement provided to the 

Internal Market Monitor or External Market Monitor and the authorized state agency that has received the 

information. 

 

III.A.18. Ethical Conduct Standards. 

 

III.A.18.1. Compliance with ISO New England Inc. Code of Conduct. 

The employees of the ISO that perform market monitoring and mitigation services for the ISO and the 

employees of the External Market Monitor that perform market monitoring and mitigation services for the 

ISO shall execute and shall comply with the terms of the ISO New England Inc. Code of Conduct 

attached hereto as Exhibit 5. 

 

III.A.18.2. Additional Ethical Conduct Standards. 

The employees of the ISO that perform market monitoring and mitigation services for the ISO and the 

employees of the External Market Monitor that perform market monitoring and mitigation services for the 

ISO shall also comply with the following additional ethical conduct standards.  In the event of a conflict 

between one or more standards set forth below and one or more standards contained in the ISO New 

England Inc. Code of Conduct, the more stringent standard(s) shall control. 

 

III.A.18.2.1. Prohibition on Employment with a Market Participant. 

No such employee shall serve as an officer, director, employee or partner of a Market Participant. 

 

III.A.18.2.2. Prohibition on Compensation for Services. 

No such employee shall be compensated, other than by the ISO or, in the case of employees of 

the External Market Monitor, by the External Market Monitor, for any expert witness testimony 

or other commercial services, either to the ISO or to any other party, in connection with any legal 

or regulatory proceeding or commercial transaction relating to the ISO or the New England 

Markets. 

 

III.A.18.2.3. Additional Standards Applicable to External Market Monitor. 



In addition to the standards referenced in the remainder of this Section 18 of Appendix A, the 

employees of the External Market Monitor that perform market monitoring and mitigation 

services for the ISO are subject to conduct standards set forth in the External Market Monitor 

Services Agreement entered into between the External Market Monitor and the ISO, as amended 

from time-to-time.  In the event of a conflict between one or more standards set forth in the 

External Market Monitor Services Agreement and one or more standards set forth above or in the 

ISO New England Inc. Code of Conduct, the more stringent standard(s) shall control. 

 

III.A.19. Protocols on Referral to the Commission of Suspected Violations. 

(A) The Internal Market Monitor or External Market Monitor is to make a non-public referral to the 

Commission in all instances where the Internal Market Monitor or External Market Monitor has 

reason to believe that a Market Violation has occurred.  While the Internal Market Monitor or 

External Market Monitor need not be able to prove that a Market Violation has occurred, the Internal 

Market Monitor or External Market Monitor is to provide sufficient credible information to warrant 

further investigation by the Commission.  Once the Internal Market Monitor or External Market 

Monitor has obtained sufficient credible information to warrant referral to the Commission, the 

Internal Market Monitor or External Market Monitor is to immediately refer the matter to the 

Commission and desist from independent action related to the alleged Market Violation.  This does 

not preclude the Internal Market Monitor or External Market Monitor from continuing to monitor for 

any repeated instances of the activity by the same or other entities, which would constitute new 

Market Violations.  The Internal Market Monitor or External Market Monitor is to respond to 

requests from the Commission for any additional information in connection with the alleged Market 

Violation it has referred. 

(B) All referrals to the Commission of alleged Market Violations are to be in writing, whether transmitted 

electronically, by fax, mail or courier.  The Internal Market Monitor or External Market Monitor may 

alert the Commission orally in advance of the written referral. 

(C) The referral is to be addressed to the Commission’s Director of the Office of Enforcement, with a 

copy also directed to both the Director of the Office of Energy Market Regulation and the General 

Counsel. 

(D) The referral is to include, but need not be limited to, the following information 

(1) The name(s) of and, if possible, the contact information for, the entity(ies) that allegedly took the 

action(s) that constituted the alleged Market Violation(s); 

(2) The date(s) or time period during which the alleged Market Violation(s) occurred and whether the 

alleged wrongful conduct is ongoing; 



(3) The specific rule or regulation, and/or tariff provision, that was allegedly violated, or the nature of 

any inappropriate dispatch that may have occurred; 

(4) The specific act(s) or conduct that allegedly constituted the Market Violation; 

(5) The consequences to the market resulting from the acts or conduct, including, if known, an 

estimate of economic impact on the market; 

(6) If the Internal Market Monitor or External Market Monitor believes that the act(s) or conduct 

constituted a violation of the anti-manipulation rule of Part 1c of the Commission’s Rules and 

Regulations, 18 C.F.R. Part 1c, a description of the alleged manipulative effect on market prices, 

market conditions, or market rules;  

(7) Any other information the Internal Market Monitor or External Market Monitor believes is 

relevant and may be helpful to the Commission. 

(E) Following a referral to the Commission, the Internal Market Monitor or External Market Monitor is to 

continue to notify and inform the Commission of any information that the Internal Market Monitor or 

External Market Monitor learns of that may be related to the referral, but the Internal Market Monitor 

or External Market Monitor is not to undertake any investigative steps regarding the referral except at 

the express direction of the Commission or Commission staff. 

 

III.A.20. Protocol on Referrals to the Commission of Perceived Market Design Flaws and 

Recommended Tariff Changes. 

(A) The Internal Market Monitor or External Market Monitor is to make a referral to the Commission in 

all instances where the Internal Market Monitor or External Market Monitor has reason to believe 

market design flaws exist that it believes could effectively be remedied by rule or tariff changes.  The 

Internal Market Monitor or External Market Monitor must limit distribution of its identifications and 

recommendations to the ISO and to the Commission in the event it believes broader dissemination 

could lead to exploitation, with an explanation of why further dissemination should be avoided at that 

time. 

(B) All referrals to the Commission relating to perceived market design flaws and recommended tariff 

changes are to be in writing, whether transmitted electronically, by fax, mail, or courier.  The Internal 

Market Monitor or External Market Monitor may alert the Commission orally in advance of the 

written referral. 

(C) The referral should be addressed to the Commission’s Director of the Office of Energy Market 

Regulation, with copies directed to both the Director of the Office of Enforcement and the General 

Counsel. 

(D) The referral is to include, but need not be limited to, the following information. 



(1) A detailed narrative describing the perceived market design flaw(s); 

(2) The consequences of the perceived market design flaw(s), including, if known, an estimate of 

economic impact on the market; 

(3) The rule or tariff change(s) that the Internal Market Monitor or External Market Monitor believes 

could remedy the perceived market design flaw; 

(4) Any other information the Internal Market Monitor or External Market Monitor believes is 

relevant and may be helpful to the Commission. 

(E) Following a referral to the Commission, the Internal Market Monitor or External Market Monitor is to 

continue to notify and inform the Commission of any additional information regarding the perceived 

market design flaw, its effects on the market, any additional or modified observations concerning the 

rule or tariff changes that could remedy the perceived design flaw, any recommendations made by the 

Internal Market Monitor or External Market Monitor to the regional transmission organization or 

independent system operator, stakeholders, market participants or state commissions regarding the 

perceived design flaw, and any actions taken by the regional transmission organization or 

independent system operator regarding the perceived design flaw. 

 

III.A.21  Review of Offers From New Resources in the Forward Capacity Market. 

The Internal Market Monitor shall review offers from new resources in the Forward Capacity Auction as 

described in this Section III.A.21. 

 

III.A.21.1  Offer Review Trigger Prices. 

For each new resource type, the Internal Market Monitor shall establish an Offer Review Trigger Price. 

Offers in the Forward Capacity Auction at prices that are equal to or above the relevant Offer Review 

Trigger Price will not be subject to further review by the Internal Market Monitor. A request to submit 

offers in the Forward Capacity Auction at prices that are below the relevant Offer Review Trigger Price 

must be submitted in advance of the Forward Capacity Auction as described in Sections III.13.1.1.2.2.3 or 

III.13.1.4.2.4 and shall be reviewed by the Internal Market Monitor as described in this Section III.A.21. 

 

III.A.21.1.1  Offer Review Trigger Prices for the Eighth Forward Capacity Auction. 

For resources other than New Import Capacity Resources, the Offer Review Trigger Prices for the eighth 

Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 2017) shall be as 

follows: 

 

Resource Type Offer Review Trigger Price ($/kW-month) 

Combustine Turbine $10.00 



Combined Cycle Gas Turbine $11.00 

Biomass $24.00 

On-Shore Wind $14.00 

Real-Time Demand Response $1.00 

Energy Efficiency $0.00 

All Other Resource Types Forward Capacity Auction Starting Price 

 

Where a new resource is composed of assets having different resource types, the resource shall have an 

Offer Review Trigger Price equal to the highest of the applicable Offer Review Trigger Prices. 

 

For a New Import Capacity Resource that is backed by a single new External Resource and that is 

associated with an investment in transmission that increases New England’s import capability, the Offer 

Review Trigger Prices in the table above shall apply, based on the resource type of the External Resource. 

For any other New Import Capacity Resource, the Offer Review Trigger Price shall be $0.00/kW-month. 

 

III.A.21.1.2  Calculation of Offer Review Trigger Prices. 

(a) The Offer Review Trigger Price for each of the resource types listed above shall be recalculated 

using updated data no less often than once every three years. Where any Offer Review Trigger Price is 

recalculated, the Internal Market Monitor will review the results of the recalculation with stakeholders 

and the new Offer Review Trigger Price shall be filed with the Commission prior to the Forward Capacity 

Auction in which the Offer Review Trigger Price is to apply. 

 

(b) For new generation resources, the methodology used to develop the Offer Review 

Trigger Price is as follows. Capital costs, expected non-capacity revenues and operating costs, 

assumptions regarding depreciation, taxes and discount rate are input into a capital budgeting 

model which is used to calculate the break-even contribution required from the Forward 

Capacity Market to yield a discounted cash flow with a net present value of zero for the project. 

The Offer Review Trigger Price is set equal to the year-one capacity price output from the 

model, rounded to the nearest whole dollar value. The model looks at 20 years of real-dollar 

cash flows discounted at a rate (Weighted Average Cost of Capital) consistent with that expected 

of a project whose output is under contract (i.e., a contract negotiated at arm’s length between 

two unrelated parties). 

 

(c) For new energy efficiency resources, the methodology used to develop the Offer Review 

Trigger Price shall be the same as that used for new generation resources, with the following 

exceptions. First, the model takes account of all costs incurred by the utility and end-use 



customer to deploy the efficiency measure. Second, rather than energy revenues, the model 

recognizes end-use customer savings associated with the efficiency programs. Third, the model 

assumes that all costs are expensed as incurred. Fourth, the benefits realized by end-use 

customers are assumed to have no tax implications for the utility. Fifth, the model discounts 

cash flows over the programs’ life. 

 

(d) For new Real-Time Demand Response resources, the methodology used to develop the 

Offer Review Trigger Price is based on an analysis of the incremental operating costs associated 

with the demand response business activities of selected industry firms engaged primarily in the 

demand response business, as reported in their Form 10k filings with the U.S. Securities and 

Exchange Commission. The Internal Market Monitor will review data regarding annual customer totals 

(MW) and operating costs (cost of sales), allocated marketing and sales expense, and allocated 

administrative and general expense for the three preceding consecutive years. The incremental MW and 

the total incremental operating costs for each firm is calculated and the incremental cost is then divided 

by the incremental MW to estimate the incremental revenues required to cover the cost of new Real-Time 

Demand Response MW. The Offer Review Trigger Price is set to the lowest calculated incremental 

revenue value for the selected firms during the studied years rounded to the nearest whole number. 

 

III.A.21.2  New Resource Offer Floor Prices. 

For every new resource participating in a Forward Capacity Auction, the Internal Market Monitor shall 

determine a New Resource Offer Floor Price, as described in this Section III.A.21.2. 

 

(a) For a new capacity resource that does not submit a request to submit offers in the Forward 

Capacity Auction at prices that are below the relevant Offer Review Trigger Price as described in 

Sections III.13.1.1.2.2.3 or III.13.1.4.2.4, the New Resource Offer Floor Price shall be equal to the Offer 

Review Trigger Price applicable to the relevant resource type. 

 

(b) For a new capacity resource that does submit a request to submit offers in the Forward Capacity 

Auction at prices that are below the relevant Offer Review Trigger Price as described in Sections 

III.13.1.1.2.2.3 and III.13.1.4.2.4, the Internal Market Monitor shall enter all relevant resource costs 

and non-capacity revenue data, as well as assumptions regarding depreciation, taxes, and 

discount rate into the capital budgeting model used to develop the relevant Offer Review Trigger 

Price and shall calculate the break-even contribution required from the Forward Capacity Market 



to yield a discounted cash flow with a net present value of zero for the project. The Internal Market 

Monitor shall compare the requested offer price to this capacity price estimate. 

 

(i) The Internal Market Monitor will exclude any out-of-market revenue sources 

from the cash flows used to evaluate the requested offer price. Out-of-market revenues 

are any revenues that are: (a) not tradable throughout the New England Control Area or 

that are restricted to resources within a particular state or other geographic sub-region; or 

(b) not available to all resources of the same physical type within the New England 

Control Area, regardless of the resource owner. Expected revenues associated with 

economic development incentives that are offered broadly by state or local government 

and that are not expressly intended to reduce prices in the Forward Capacity Market are 

not considered out-of-market revenues for this purpose. In submitting its requested offer 

price, the Project Sponsor shall indicate whether and which project cash flows are 

supported by a regulated rate, charge, or other regulated cost recovery mechanism. If the 

project is supported by a regulated rate, charge, or other regulated cost recovery 

mechanism, then that rate will be replaced with the Internal Market Monitor estimate of energy 

revenues. Where possible, the Internal Market Monitor will use like-unit historical production, 

revenue, and fuel cost data. Where such information is not available (e.g., there is no resource of 

that type in service), the Internal Market Monitor will use a forecast provided by a credible third 

party source. The Internal Market Monitor will review capital costs, discount rates, depreciation 

and tax treatment to ensure that it is consistent with overall market conditions. Any assumptions 

that are clearly inconsistent with prevailing market conditions will be adjusted. 

 

(ii) For a new Real-Time Demand Response resource, the resource’s costs shall 

include all expenses, including incentive payments, equipment costs, marketing and 

selling and administrative and general costs incurred by the Demand Response Provider 

to acquire the Real-Time Demand Response resource. Revenues shall include all non-capacity 

payments expected from the ISO-administered markets made for services delivered from the 

Real-Time Demand Response resource. 

 

(iii) For a new capacity resource that has achieved commercial operation prior to the New 

Capacity Qualification Deadline for the Forward Capacity Auction in which it seeks to 

participate, the relevant capital costs to be entered into the capital budgeting model will be the 

undepreciated original capital costs adjusted for inflation. For any such resource, the prevailing 



market conditions will be those that were in place at the time of the decision to construct the 

resource. 

 

 (iv) Sufficient documentation and information must be included in the resource’s 

qualification package to allow the Internal Market Monitor to make the determinations 

described in this subsection (b). Such documentation should include all relevant financial 

estimates and cost projections for the project, including the project’s pro-forma financing 

support data. For a new capacity resource that has achieved commercial operation prior to the 

New Capacity Qualification Deadline, such documentation should also include all relevant 

financial data of actual incurred capital costs, actual operating costs, and actual revenues since the 

date of commercial operation. If the supporting documentation and information required by this 

subsection (b) is deficient, the Internal Market Monitor, at its sole discretion, may consult with 

the Project Sponsor to gather further information as necessary to complete its analysis. If after 

consultation, the Project Sponsor does not provide sufficient documentation and information for 

the Internal Market Monitor to complete its analysis, then the resource’s New Resource Offer 

Floor Price shall be equal to the Offer Review Trigger Price. 

 

(v) If the Internal Market Monitor determines that the requested offer price is 

consistent with the Internal Market Monitor’s capacity price estimate, then the resource’s 

New Resource Offer Floor Price shall be equal to the requested offer price. 

 

(vi) If the Internal Market Monitor determines that the requested offer price is not 

consistent with the Internal Market Monitor’s capacity price estimate, then the resource’s 

New Resource Offer Floor Price shall be set to a level that is consistent with the capacity price 

estimate, as determined by the Internal Market Monitor. Any such determination will be 

explained in the resource’s qualification determination notification and will be filed with 

the Commission as part of the filing described in Section III.13.8.1. 

 

III.A.21.3  Special Treatment of Certain Out-of-Market Capacity Resources in the Eighth 

Forward Capacity Auction. 

For the eighth Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 

2017), the provisions of Sections III.A.21.1 and III.A.21.2 shall also apply to certain resources that 

cleared in the sixth Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 

2015) and/or the seventh Forward Capacity Auction (for the Capacity Commitment Period beginning on 



June 1, 2016), as follows: 

 

 (a) This Section III.A.21.3 shall apply to: (i) any capacity clearing in the sixth or seventh Forward 

Capacity Auction as a New Generating Capacity Resource or New Import Capacity Resource designated 

as a Self-Supplied FCA Resource; and (ii) any capacity clearing in the sixth or seventh Forward Capacity 

Auction from a New Generating Capacity Resource, New Import Capacity Resource, or New Demand 

Resource at prices found by the Internal Market Monitor to be not consistent with either: (a) the 

resource’s long run average costs net of expected net revenues other than capacity revenues for a New 

Generating Capacity Resource and a New Demand Resource or (b) opportunity costs for a New Import 

Capacity Resource. 

 

(b) For the eighth Forward Capacity Auction, the capacity described in subsection (a) above shall receive 

Offer Review Trigger Prices as described in Section III.A.21.1 and New Resource Offer Floor Prices as 

described in Section III.A.21.2. These values will apply to such capacity in the conduct of the eighth 

Forward Capacity Auction as described in Section III.13.2.3.2. 

 

(c) For the eighth Forward Capacity Auction, the Project Sponsor or Lead Market Participant for such 

capacity may be required to comply with some or all of the qualification provisions applicable to new 

resources described in Section III.13.1. These requirements will be determined by the ISO on a case-by- 

case basis in consultation with the Project Sponsor or Lead Market Participant. 

 

(d) For any capacity described in subsection (a) above that does not clear in the eighth Forward Capacity 

Auction: 

 

(i) any prior election to have a Capacity Clearing Price and Capacity Supply Obligation 

continue to apply for more than one Capacity Commitment Period made pursuant to 

Section III.13.1.1.2.2.4 or Section III.13.1.4.2.2.5 shall be terminated as of the beginning 

of the Capacity Commitment Period associated with the eighth FCA (beginning June 1, 

2017); and 

 

(ii) after the eighth Forward Capacity Auction, such capacity will be deemed to have 

never been previously counted as capacity, such that it meets the definition, and must 

meet the requirements, of a new capacity resource for the subsequent Forward Capacity 

Auction in which it seeks to participate. 
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WINTER 2013-14 RELIABILITY SOLUTIONS 

III.K.1. Purpose and Sunset. 

The ISO is procuring four services described in this Appendix K to mitigate potential fuel-related system 

reliability issues within New England during the 2013-2014 winter season.  The services, to be provided 

from December 1, 2013 through February 28, 2014, are (a) establishment of a specified amount of fuel oil 

inventory by oil-fired Generator Assets to be in inventory prior to December 1, 2013, (b) delivery of a 

specified amount of fuel inventory during the program period, (c) demonstrated ability to operate on a 

secondary fuel by dual-fuel Generator Assets, and (d) additional reductions in demand and/or provision of 

net supply by demand response assets.  This Appendix K also permits all dual fuel units, including those 

that do not provide any of the aforementioned services pursuant to this Appendix K, to operate on, and 

include in their Supply Offers, their higher-priced fuel.  

This Appendix K, with attachment, sets out (1) a process for Market Participants to submit bids to provide 

one or more of these four services for the 2013-2014 winter season, (2) the procedures for the ISO’s 

review of bids, and (3) the terms and conditions on which the services must be provided if a bid is 

accepted.   

Unless expressly stated otherwise, this Appendix K does not vary any other terms or conditions contained 

in the Tariff and other governing documents.  This Appendix K shall expire on March 1, 2014.   All rights 

and obligations pertaining to payments, charges and default shall survive the expiration of this Appendix 

K to the extent necessary. 

III.K.2. Eligibility and Requirements for all Services; Bidding and Acceptance Process. 

Only Market Participants may provide the services described in this Appendix K.  Participating Generator 

Assets must be modeled in the EMS and dispatchable as described in Operating Procedure #14.  To 

submit a bid, a Market Participant must complete the bid sheet attached hereto by the date noted thereon.  

The ISO may request additional information to verify the information contained in a bid sheet, or seek 

clarification of any item in a bid sheet.   

 

Offers included in bid sheets shall be rationable, such that the ISO may accept a portion of an offered 

quantity at the per unit price, following consultation with the relevant Market Participant.  The ISO will 

notify Market Participants of the acceptance and rejection of bids on or before September 9, 2013.    

 

The ISO will file with the Commission, pursuant to Section 205 of the FPA, a list of the selected Market 

Participants and the prices that they will be paid, and will include a description of the evaluation process 
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in the filing.  Interested parties will have ten days to file comments and protests, and the Commission will 

issue an order within thirty days after the comment period closes.   

 

The selection of bids by the ISO is conditional upon the Commission’s approval of (i) Appendix K and 

(ii) the above-referenced filing of the selected Market Participants.  If the ISO hasn’t received all 

necessary material Commission approvals by November 1, the ISO shall, for each day that a Commission 

order is delayed, take the following actions for affected assets:  delay the start of the program; push back 

program dates (other than the termination date); and reduce the length of the program.  In the event of a 

delay, the ISO shall file a notice with the Commission explaining the delay. 

 

III.K.3. Eligibility and Requirements for Fuel Oil Storage Service.  

Pursuant to this service, Market Participants with oil-fired Generator Assets and dual fuel Generator 

Assets that are able to switch to oil as their secondary liquid fuel within five hours will establish an 

“initial block” of fuel oil inventory as of December 1, 2013 as described in Section III.K.3(a).  Market 

Participants with dual-fuel generator assets with natural gas as a primary fuel and either distillate oil or 

ultra-low sulfur diesel as the secondary fuel that are able to switch to oil as their secondary fuel within 

five hours are eligible to replenish the initial block of inventory during the program period with a 

replenishment block, as described in Section III.K.3(b).   

Each Market Participant that has a bid accepted by the ISO for this service is subject to the following 

requirements: 

(a) Initial block; quantity; date in service.  Each Market Participant must have, as of December 1, 

2013, sufficient inventory to provide its specified quantity of Energy at an hourly rate up to its 

specified hourly output capability, all as described in its accepted bid sheet and as audited in 

accordance with Section III.K.7.   

(b) Replenishment block; quantity; date in service.  Each Market Participant with a dual-fuel 

generator asset with natural gas as a primary fuel and either distillate oil or ultra-low sulfur diesel 

as the secondary fuel that is awarded a replenishment block shall provide sufficient replenishment 

inventory to provide its specified quantity of Energy at an hourly rate up to its specified hourly 

output capability, all as described in its accepted bid sheet and as audited in accordance with 

Section III.K.7.  In order to offer a replenishment block, a Market Participant must have offered, 

in accordance with Section III.K.3(a), an initial block equal to a full tank. Replenishment blocks 
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may each be any quantity of oil up to the size of the initial block.  A maximum of three 

replenishment blocks may be offered.   

Market Participants providing replenishment inventory service described in this Section III.K.3(b) 

shall be required to replenish up to the amount of fuel inventory service under Section III.K.3(a) 

within five days of reducing their commitment under Section III.K.3(a) by one-third, until the 

MWh quantity sold in initial and replenishment blocks has been met by the sum of (post-

December 1, 2013 oil dispatch plus remaining oil in the tank), or March 1, 2013, whichever 

comes first. 

(c) Fuel Use.  Market Participants shall use the fuel inventory specified in their accepted bid sheets 

for Energy production only.  Market Participants may not sell or transfer their fuel inventory or 

take any other action that is inconsistent with ensuring the availability of the fuel for Energy 

production during the program period, provided that Market Participants may allow use of 

committed oil inventory by multiple Generator Assets located at the same site, all of which are 

providing services pursuant to this Appendix K, if such shared use is identified on the related 

Generator Assets’ bid sheets.   

(d) Term.  Obligations created by this Section III.K.3 will lapse on the earlier of February 28, 2014 

at 24:00 or on the date on which the Energy provided has fully depleted the offered oil inventory. 

(e) Supply Offers, Dispatch and Operation.  Regardless of whether they have a Capacity Supply 

Obligation, Market Participants must submit Supply Offers for oil-fired Generator Assets into the 

Day-Ahead Energy Market and Real-Time Energy Market at the Generator Assets’ Economic 

Maximum Limit for each hour of the Operating Day.  The price parameter of the Supply Offer 

when offering on oil must be at or above the Generator Asset’s Reference Level as determined 

pursuant to Section III.A.7.2, unless ISO System Operations approves a Self-Schedule for the 

Generator Asset in the Real-Time Energy Market.  (Oil-fired Generator Assets and dual fuel 

assets offering on oil are precluded from Self-Scheduling a Generator Asset in the Day-Ahead 

Energy Market.)  If the Generator Asset is not subject to a Capacity Supply Obligation, the 

Generator Asset’s Economic Maximum Limit must be equal to its Real-Time High Operating 

Limit. 
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(f) Outages.  If a Market Participant takes a maintenance outage, forced outage or planned outage 

for a Generator Asset, the Market Participant will be subject to the charges set forth in Section 

III.K.9 below. 

III.K.4. Eligibility and Requirements for Dual Fuel Testing Service.  

Market Participants with dual-fuel Generator Assets that submit bid sheets for the fuel inventory service 

outlined in Section III.K.3 and indicate that they are a dual fuel unit with a “time to switch” of five hours 

or less must demonstrate the ability to operate on oil as a secondary liquid fuel before December 1.  From 

an online state, the Generator Asset must switch fuels within five hours and, if the Generator Asset must 

shut down to perform the switch, must return to operation at its Economic Minimum Limit within the 

specified time.  The duration of testing shall be based on design and manufacturing specifications but 

must include a minimum of sixty minutes of operation on oil at the Generator Asset’s Economic 

Maximum Limit. The Market Participant shall not use the oil inventory specified in the accepted bid 

sheets for testing purposes. 

 

A plan for completing the switching capability test must be submitted by the Market Participant with its 

bid sheet, and shall be subject to the ISO’s review and approval.  The Generator Asset’s Lead Market 

Participant shall certify that the test was successful. 

The Supply Offers during testing must be at or below the Generator Asset’s Reference Level for operation 

on oil.  The test will be compensated as set forth in Section III.K.8.   

III.K.5. Eligibility and Requirements for Demand Response Service.  

All defined terms used in this Section III.K.5 shall have the same meanings as if the asset were a Real-

Time Demand Response Asset or Real-Time Emergency Generation Asset. 

Market Participants with an asset located within the New England Control Area with a positive Demand 

Response Baseline (showing energy consumption at the Retail Delivery Point), including an asset with 

behind-the-meter generation capable of reducing demand from the electric system and delivering any net 

supply, are eligible to submit a bid pursuant to this Appendix K.  Assets mapped to a Real-Time Demand 

Response Resource are eligible to bid, subject to the additional requirements specified below, and 

provided that the capacity supplied by these assets is in addition to the Capacity Supply Obligation, as of 

June 1, 2013, of the Real-Time Demand Response Resource to which the asset is mapped.   
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Except for assets mapped to a Real-Time Demand Response Resource, an asset may consist of an 

aggregation of individual end-use facilities so long as those facilities are located within the same Dispatch 

Zone, and provided further that such aggregation does not result in a quantity of demand reduction and 

net supply of 5 MW or greater at a single Node.   

The following asset types are not eligible to provide services under this Section III.K.5:  (i) Real-Time 

Emergency Generation Assets, (ii) any asset that is dependent upon a non-firm or an additional supply of 

natural gas to produce demand reductions or net supply, and (iii) any asset that participates in the energy 

market pursuant to Section III.1 of the Tariff. 

Each Market Participant that has a bid accepted by the ISO for this service is subject to the following 

additional requirements from December 1, 2013 through February 28, 2014: 

(a) In service.  By December 1, 2013, participating assets must, in accordance with the existing 

requirements for Real-Time Demand Response Assets and Real-Time Emergency Generation 

Assets:  (1) be registered with the ISO, (2) have meters installed and operational, (3) have a valid 

Demand Response Baseline, (4) have a Demand Designated Entity to which Dispatch Instructions 

are communicated, and (5) otherwise be fully ready to respond. 

(b) Size of Program and Assets.  Each participating asset shall provide at least 100 kW of 

capability.  No more than 200 assets shall be accepted by the ISO pursuant to this Appendix K. 

(c) Metering. 

i. Market Participants must meet the metering requirements specified in Appendix III.E.2 

and the ISO New England manuals, with the exception that 5-minute meter data does not 

have to be reported to the ISO in real time for assets not mapped to a Real-Time Demand 

Response Resource.   

ii. To the extent that an asset consists of an aggregation of individual end-use facilities, 

Market Participants must submit a single set of interval meter data, as measured from 

each facility’s Retail Delivery Point, representing the sum of the metered demand of the 

end-use facilities comprising the asset.   

iii. Market Participants shall report meter data and may submit meter data corrections to the 

ISO using the Demand Response Market User Interface within 2.5 business days after the 

Operating Day.   
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iv. Meter data corrections may be submitted during the 70-day period beginning with the 

first of the month following the operating month.  To the extent meter data affecting an 

asset’s performance measurement and passing all quality checks has not been submitted 

by the initial settlement deadline (i.e., within 2.5 business days after the Operating Day), 

payments related to that asset shall be deferred to the resettlement process.   

v. In the event that valid meter data affecting an asset’s monthly performance measurement 

that passes all quality checks is not submitted by the end of the 70-day data correction 

limit, payments related to that asset for the month shall be forfeited. 

(d) Dispatch. 

i. Assets must be available for dispatch in real time between hours ending 0600 and 2300 

on all days.   

ii. Assets will be dispatched by the ISO at its discretion prior to, or concurrent with, ISO 

New England Operating Procedure No. 4, Action 2.  The ISO may aggregate assets into 

blocks and dispatch only those assets comprising the blocks. 

iii. Each asset shall be required to respond to dispatch instructions no more than ten times.   

iv. The ISO will communicate Dispatch Instructions to the Demand Designated Entity 

specified by the Market Participant for each participating asset. 

v. Assets will be dispatched for their entire, committed MW quantity except in cases where 

such dispatch may cause or worsen a local reliability problem.  The ISO may, upon 

notification to the Demand Designated Entity, exclude from dispatch assets located in a 

particular Dispatch Zone, and/or individual assets where the committed MW quantity is 5 

MW or more.  

vi. Except as outlined in v. above, assets must produce the MW quantity accepted pursuant 

to this Appendix K within thirty minutes of the issuance of a Dispatch Instruction.   

vii. If assets mapped to a Real-Time Demand Response Resource are dispatched pursuant to 

this Appendix K concurrently with the dispatch of the Real-Time Demand Response 

Resource, and the amount of demand reduction plus any net supply produced in that 

interval is less than the Real-Time Demand Response Resource’s Capacity Supply 

Obligation plus the sum of the asset’s committed MW quantity pursuant to Appendix K, 

the amount of demand reduction plus any net supply produced shall be credited first to 

the Real-Time Demand Response Resource’s Capacity Supply Obligation and the 
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remainder shall be credited pro-rata to each asset with an obligation pursuant to 

Appendix K based on asset performance. 

III.K.6. Selection of Program Participants.  

The ISO shall select the bids that establish up to 2.4 million MWh of Energy at a target minimum oil 

dispatch rate of 4,000 MW per hour.  The replenishment service described in Section III.K.3(b) shall not 

exceed 0.36 million MWh of Energy.  In making its selections, the ISO shall consider relevant factors, 

including:  

 

(a) Cost (dollars/MWh) of providing the oil storage and demand response services 

(b) Asset’s historical availability and performance 

(c) Asset’s ability to respond within the Operating Day to contingencies and other changed 

conditions 

(d) Diversity of location and sensitivity to North/South and East/West constraints 

(e) Dual fuel capability  

(f) Replenishment capability 

The ISO may accept or reject any and all submissions received.   

III.K.7. Resource Auditing and Performance Monitoring.  

Market Participants providing the fuel inventory service described in Section III.K.3 shall maintain 

detailed fuel logs indicating the amount of fuel utilized during the Generator Asset’s operation.  Market 

Participants shall provide the logs, fuel inventory levels, and other relevant documentation, including fuel 

inventory receipts/documents, to the ISO upon request, and shall allow ISO staff or designees on-site to 

verify reported fuel levels, with reasonable prior notice. 

Market Participants providing the demand response service described in Section III.K.5 shall be audited 

by the ISO in the month of January if the asset was not dispatched or audited prior to the scheduled audit.  

During the audit, the ISO shall dispatch the asset without prior notice and assess its performance during 

the sixty minutes immediately following the end of the thirty-minute notification time.  The results of an 

audit will be treated and settled as though it were a dispatch to maintain thirty-minute Operating Reserve.  

Audits of assets mapped to Real-Time Demand Response Resources will be concurrent with audits of 

those resources.  If a Real-Time Demand Response Resource with a Capacity Supply Obligation is 

dispatched or audited, the performance of any assets providing demand response service pursuant to this 
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Appendix K that are mapped to that resource shall be excluded from the performance of the resource if 

the audit is used as a Demand Resource Commercial Operation Audit.  The performance of assets 

dispatched or audited pursuant to this Appendix K shall be equal to the difference between the asset’s 

adjusted Demand Response Baseline, determined pursuant to Section III.8, and the asset’s meter reading 

during the period of dispatch (after consideration of the thirty-minute notification time).  For purposes of 

establishing, computing, and adjusting an asset’s Demand Response Baseline, assets dispatched or 

audited pursuant to this Appendix K shall be treated like a dispatch or audit pursuant to Section III.13. 

III.K.8. Market Integration and Participant Compensation.  

All payments described in this Section III.K.8 shall be made through the ISO’s settlements system 

directly to the Market Participant in the month after the ISO makes the collections referenced in Section 

III.K.10. 

(a) Oil Inventory Services.  Market Participants providing the oil inventory services described in 

Section III.K.3 shall be compensated under this Appendix K through a payment for each of 

December, January and February, less applicable charges, as described below.  The payments 

shall be in addition to payments pursuant to the ISO Tariff for Energy, Ancillary Services or other 

services, none of which shall be varied by operation of this Appendix K.  The payments shall be 

based on the Market Participant’s “as bid” prices.  

(b) Dual Fuel Testing.  In addition to the payments for oil inventory services, Generator Assets 

demonstrating their fuel switching capability, as described in Section III.K.4, shall be 

compensated via NCPC Credits for successful demonstrations of their ability to swap and operate 

on oil within five hours and otherwise in accordance with the Generator Asset’s approved test 

plan.  The Generator Asset’s Lead Market Participant shall certify that the test was successful. 

(c) Demand Response Services.   

i. Monthly Payment for Assets Not Mapped to a Real-Time Demand Response 

Resource.  Market Participants providing the demand response services described in 

Section III.K.5 shall be compensated under this Appendix K through a monthly payment 

of the bid price offered by the Market Participant multiplied by the average MW 

performance achieved by the asset in the month, provided that such payment shall not 

exceed 150% of the committed MW quantity.  The computation of average MW 

performance shall be the simple average of an asset’s performance in each five-minute 

interval during the month when dispatched pursuant to this Appendix K excluding the 
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thirty-minute notification time.  If the asset was not dispatched or audited in the month of 

December, the payment for that asset for that month will be based on its average MW 

performance in response to dispatch (including a dispatch for an audit) in the following 

month.  If an asset was not dispatched in January or February, but was dispatched or 

audited in a previous month, the asset’s payment for the month in which it was not 

dispatched will be based on its average MW performance in the most recent month in 

which the asset was dispatched or audited.   

ii. Monthly Payment for Assets Mapped to a Real-Time Demand Response Resource. 

The monthly payment for assets that are mapped to a Real-Time Demand Response 

Resource will be the product of the asset’s bid price, the average MW performance 

achieved by the asset in the month not to exceed 100% of the committed MW quantity, 

and the Performance Factor.  The computation of average MW performance shall be the 

simple average of an asset’s performance in each five-minute interval during the month 

when dispatched pursuant to this Appendix K excluding the thirty-minute notification 

time.  If an asset is dispatched in a month pursuant to Appendix K concurrently with the 

dispatch of the Real-Time Demand Response Resource to which it is mapped, a 

Performance Factor will be calculated as follows: 

Performance Factor = (Average Hourly FCM Performance – Average Hourly Dispatch MW) 

     Winter Obligation MW 

Average Hourly FCM Performance is the average hourly MW reduction amount 

(inclusive of any net supply) achieved during the month by the Real-Time Demand 

Response Resource to which the asset is mapped during dispatch or audit pursuant to 

Section III.13.  Average Hourly Dispatch MW is the average hourly MW reduction 

amount (inclusive of any net supply) in the Dispatch Instructions issued during the month 

pursuant to Section III.13 to the Real-Time Demand Response Resource to which the 

asset is mapped, which would not exceed the resource’s Capacity Supply Obligation.  

Winter Obligation MW is the committed quantity of the asset pursuant to Appendix K in 

MW.  The Performance Factor shall not exceed 1.0.  The Performance Factor for a month 

will apply to proposal payments in subsequent months during the term if, in those 

subsequent months, the Real-Time Demand Response Resource to which the 

participating asset is mapped is not dispatched or audited pursuant to Section III.13.  If 

the Real-Time Demand Response Resource to which the participating asset is mapped is 
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not dispatched or audited pursuant to Section III.13 in the month of December 2013, an 

audit of the resource will be conducted in the month of January 2014.  The audit shall 

assess the resource’s ability to meet its Capacity Supply Obligation plus the sum of the 

committed quantity pursuant to Appendix K for assets mapped to the resource.  The 

Performance Factor calculated during this audit will be applied to the month of 

December. 

iii. Energy Payment for Assets Not Mapped to a Real-Time Demand Response 

Resource.  Market Participants providing the demand response services described in 

Section III.K.5 shall also receive a monthly energy payment equal to the sum of the 

higher of the hourly Real-Time LMP for the Load Zone in which the asset is located or 

$250/MWh, multiplied by the asset’s MWh performance in each hour in response to 

Dispatch Instructions (and excluding any performance during the thirty-minute 

notification time) and multiplied by an avoided energy loss factor of 1.065 for the 

demand reduction portion of MWh performance, as follows:  

Winter DR Program Energy Payment =  

MAX ($250/MWh, Zonal LMP) x MWh Delivered x 1.065 

 

Zonal LMP is the hourly Real-Time LMP for the Load Zone in which the asset is located.  

MWh Delivered is the performance of the asset in MWh calculated pursuant to Section 

III.K.7 during the hours of dispatch excluding any performance during the thirty-minute 

notification time and where the 1.065 factor applies only to the demand reduction portion 

of MWh Delivered and not to the net supply portion. 

 

iv. Energy Payment for Assets Mapped to a Real-Time Demand Response Resource.  

During hours in which an asset is dispatched concurrently with the hours in which it 

receives a demand curtailment schedule or initiates a Real-Time demand reduction 

pursuant to Appendix III.E, or with the dispatch of the Real-Time Demand Response 

Resource to which the asset is mapped, the Energy payment received by the asset 

pursuant to Appendix III.E or Section III.13.7.2.5.3 will be subtracted from the energy 

payment hereunder.  The energy payment for these assets will be computed as follows: 

Winter DR Program Energy Payment = 

MAX [(MAX ($250/MWh, Zonal LMP) x MWh Delivered) x 1.065 –  
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TDR Payment, 0]  

 

Zonal LMP is the hourly Real-Time LMP for the Load Zone in which the asset is located.  

MWh Delivered is the performance of the asset in MWh calculated pursuant to Section 

III.K.7 during the hours of dispatch excluding any performance during the thirty-minute 

notification time.  TDR Payment is the Energy payment received by the asset pursuant to 

Section III.13.7.2.5.3 or Appendix III.E.  The 1.065 factor applies only to the demand 

reduction portion of MWh Delivered and not to the net supply portion. 

v. Voluntary Performance.  If the ISO dispatches an asset more than ten times, the asset’s 

response to those dispatches are voluntary, and any performance by the asset in response 

to those dispatches would not be used to calculate the monthly payment for services 

under this Appendix K or to assess charges for non-performance.  However, any Energy 

provided by the asset in response to these dispatches would be compensated as described 

in the preceding paragraphs. 

III.K.9. Non-Performance Charges.  

(a) Oil Inventory Services and Dual Fuel Switching.  The non-performance charges for Generator 

Assets providing the services described in Sections III.K.3 and III.K.4 are described below.  

While the per-barrel charges for failure to have inventory may exceed the compensation to 

Market Participants pursuant to this Appendix K, the resource unavailability charges shall not, in 

the aggregate, exceed the total of all monthly payments to Market Participants pursuant to Section 

III.K.8(a) hereof. 

i. For failure to have committed inventory on December 1:  for each barrel less than the 

agreed amount on December 1, the Market Participant will be charged pro rata the current 

per-barrel market price of oil plus estimated delivery costs and will not receive that day’s 

program payment for each day until the missing barrels are added to inventory.  The daily 

per-barrel charge will be the current cost per barrel of oil plus estimated delivery costs 

divided by the 90-day term of the program.  This will be charged for each missing barrel.  

If the missing barrels are not added to inventory by December 15, the Market Participant 

will also be assessed the daily per-barrel charge for the remaining 75 days of the term.  In 

addition, each day the Market Participant will lose a pro rata portion of the monthly 

payments for the period that the barrels are missing or, if the oil hasn’t been added to 

inventory by December 15, the entire term.  Notwithstanding the foregoing, if the failure to 
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have committed inventory was due to an event of Force Majeure, the per barrel charges 

shall not apply.    

ii. For resource unavailability for any portion of an Operating Day:  the Market Participant 

will lose the pro rata portion of the current month’s payment for any unavailability of the 

entire Generator Asset while the Generator Asset has an unutilized portion of the agreed-

upon fuel inventory.  Unavailability shall be excused as a result of transmission line 

outages, but shall not be excused for planned outages, maintenance outages, forced outages 

or Force Majeure events resulting from breakage or accident to machinery or equipment, 

regardless of whether it was beyond the control of the Market Participant.   

iii. For failure of dual fuel Generator Assets to successfully test or switch within five hours:  

from December 1, 2013 through February 28, 2014, Market Participants providing services 

pursuant to Sections III.K.3 and 4 will lose a pro rata portion of the monthly payments for 

(a) any hours in excess of five required to successfully switch to operation on oil, and (b) if 

the dual fuel unit has not successfully tested its ability to switch in accordance with Section 

III.K.4 by December 1, each day between December 1 and the date of a successful test or, 

if no test is successfully completed by December 15, the entire term. 

iv. For any sale or transfer of the agreed-upon unused fuel inventory or other action that is 

inconsistent with ensuring the availability of the fuel for Energy production:  if the Market 

Participant sells or transfers any of the agreed-upon unused fuel inventory or takes any 

other action that is inconsistent with ensuring the availability of the fuel for Energy 

production, except for transfers of oil as permitted by Section III.K.3(c), the Market 

Participant will be charged pro rata the current per-barrel market
 
price of oil plus estimated 

delivery costs and will not receive that day’s program payment for each day until the 

missing barrels are returned to inventory.  The daily per-barrel charge will be the current 

cost per barrel of oil plus estimated delivery costs divided by the 90
 
day term of the 

program.  This will be charged for each missing barrel.  If the missing barrels are not 

returned to inventory within fifteen days, the Market Participant will also be assessed the 

daily per-barrel charge for the remaining days in the term.  In addition, the Market 

Participant will lose a pro rata portion of the monthly payments for the period that the 

barrels are missing and, if the oil hasn’t been added to inventory within 15 days, the 

remainder of the term.   
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v. For failure to replenish fuel inventory under Section III.K.3(b):  if the Market Participant 

fails to replenish its fuel inventory within five days of reducing its fuel inventory by one-

third, as set forth in Section III.K.3(b), the Market Participant will be charged pro rata the 

current per-barrel market price of oil plus estimated delivery costs and will not receive that 

day’s program payment for each day until the missing barrels are added to inventory.  The 

daily per-barrel charge will be the current cost per barrel of oil plus estimated delivery costs 

divided by the remaining number of days in the program (with remaining days subject to a 

30-day minimum).  The number of barrels used in this penalty calculation shall be the total 

amount of oil in outstanding replenishment blocks that have not yet been added to 

inventory.  Notwithstanding the foregoing, if the failure to replenish was due to an event of 

Force Majeure, the per barrel charges shall not apply.    

(b) Demand Response Services.  The non-performance charges for assets providing the demand 

response services described in Section III.K.5 shall be: 

i. For failure to reach 75% performance:  If the asset fails to achieve an average MW 

performance of at least 75% of the committed MW quantity in a month, the asset shall 

forfeit its proposal payment for that month and for any other month during the term for 

which such performance is utilized for settlement.   

ii. For failure to perform:  If, during the period of a dispatch (excluding the thirty-minute 

notification time), the asset delivers less MWh in any hourly interval compared to the 

MWh the asset was expected to deliver in the same hourly interval based on its committed 

MW quantity, the Market Participant shall be charged $250/MWh times the MWh shortfall 

in that hourly interval. 

iii. For failure to submit valid meter data:  the provisions of Section III.K.5 regarding forfeited 

payments shall apply. 

III.K.10. Program Cost Allocation. 

Transmission Customers shall be charged for the services provided pursuant to this Appendix K based on 

their pro-rata share of Monthly Regional Network Load in the month in which the compensation to the 

assets providing the services is earned.  Such charges shall be a miscellaneous Non-Hourly Charge on 

invoices.  Any non-performance charges collected for a given month pursuant to Section III.K.8 shall be 

refunded on a pro rata basis to that month’s Monthly Regional Network Load.   



16 

 

III.K.11. Financial Assurance and Payment Default. 

No charges related to this Appendix K shall create additional Financial Assurance Obligations pursuant to 

the ISO New England Financial Assurance Policy, and the relevant sections of the ISO New England 

Financial Assurance Policy and the ISO New England Billing Policy shall not apply, including without 

limitation Section III.A of the Financial Assurance Policy and Sections 3.3(c), 3.10 and 3.11 of the ISO 

New England Billing Policy.   

 

Failure to pay any amounts due under this Appendix K will result in set-off in accordance with Sections 

3.3(b) and 3.6 of the ISO New England Billing Policy and suspension in accordance with Section 3.7 of 

the ISO New England Billing Policy.  Sections 3.3(e) through (j) of the ISO New England Billing Policy, 

which are related to the collection and socialization of defaults on the payment of ISO Charges, shall not 

apply.  Rather, a payment default by Monthly Regional Network Load on charges pursuant to this 

Appendix K shall be allocated pro-rata to Market Participants receiving payments for services rendered 

under this Appendix K.  Underpayment of non-performance charges shall result in a reduced refund 

pursuant to Section III.K.10 to Monthly Regional Network Load. 

 

III.K.12. Fuel Switching for All Dual Fuel Units. 

(a) Operation.  From the period December 1, 2013 through February 28, 2014, a Market Participant 

with a dual-fuel Generator Asset (whether or not providing services under this Appendix K) must 

notify the ISO of its intention to either (i) swap to and operate on its secondary fuel, or (ii) 

decommit.  If the ISO evaluates and rejects the decommitment request, the Market Participant 

will be permitted to decommit only for the period (if any) required to switch to its secondary fuel, 

which, for Generator Assets bound by the provisions of Section III.K.4, must not exceed five 

hours.  Upon request by the ISO, the Market Participant shall provide documentation that the 

secondary fuel was used during the period of the scheduled “swap,” as described in Section 

III.A.3.2.    

 

(b) Supply Offers; Reference Levels.  If the Supply Offer at the start of the Operating Day reflects 

operation on the Generator Asset’s primary fuel and the Generator Asset swaps to the secondary 

fuel with the ISO’s approval, the ISO will use the secondary fuel’s Reference Level as the Supply 

Offer for the duration of the Operating Day, and all evaluations of bids and offers under 

Appendix A for market power mitigation shall utilize the secondary fuel type in the calculation of 

Reference Levels for the period of the Generator Asset’s commitment on the secondary fuel. 
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Attachments – Bid Forms 
 

APPENDIX K BID SHEET 

 

WINTER 2013-14 RELIABILITY SOLUTIONS 

 

A completed electronic version of this bid sheet must be submitted to Customer Service at custserv@iso-

ne.com by July 30, 2013. Incomplete or late proposals may result in disqualification of the proposal.  

 

ISO-NE plans to identify selected Market Participants on or before September 9, 2013, with service 

commencing on December 1, 2013. That said, selection by ISO-NE and the commencement date are 

conditional upon the Commission’s acceptance of (i) Appendix K, and (ii) the ISO’s filing of the selected 

participants, and the dates may be adjusted as necessary.  

 

Market Participants may make a proposal, using the files below, for any one or more of the services 

outlined in Appendix K. Where applicable, each proposal must include one or more price/quantity pairs. 

Price/quantity offers shall be rationable, such that the ISO may accept a portion of an offered quantity at 

the pro rata price, following consultation by the ISO with the bidding Market Participant. All Market 

Participants must complete the asset information chart included on this bid sheet.  

 

By submitting this bid sheet, a Market Participant: certifies that all information contained herein 

(including the Asset Information) is accurate and that the offer complies with the provisions of Appendix 

K; commits to abide by the terms of Appendix K and perform in accordance with the Asset Information 

provided in this bid sheet; and agrees that the offers contained herein are binding and irrevocable, 

provided that, unless the ISO agrees to forego rationing, the ISO shall permit the withdrawal of an offer or 

portion thereof following the above-referenced consultation regarding rationing the offer.  

 

I.  Generator Assets  
 

Market Participants seeking to provide the services outlined in Sections III.K.3 and III.K.4 must complete 

the Generator Bid Sheet below and submit a price proposal.  

 

Generator Bid Sheet (link to Excel spreadsheet will be here) 

 

II.  Demand Response Assets  
 

Market Participants seeking to provide the services outlined in Section III.K.5 must complete the Demand 

Response Bid Sheet below and submit a price proposal.  

 
Demand Response Bid Sheet (link to Excel spreadsheet will be here) 
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EXHIBIT 5 ISO NEW ENGLAND INC. CODE OF CONDUCT  



 

 

MARKET MONITORING, REPORTING AND MARKET POWER MITIGATION 

 

III.A.1    Introduction and Purpose; Structure and Oversight:  Independence. 

 

III.A.1.1.  Mission Statement. 

The mission of the Internal Market Monitor and External Market Monitor shall be (1) to protect both 

consumers and Market Participants by the identification and reporting of market design flaws and market 

power abuses;  (2) to evaluate existing and proposed market rules, tariff provisions and market design 

elements to remove or prevent market design flaws and recommend proposed rule and tariff changes to 

the ISO;  (3) to review and report on the performance of the New England Markets; (4) to identify and 

notify the Commission of instances in which a Market Participant’s behavior, or that of the ISO, may 

require investigation; and (5) to carry out the mitigation functions set forth in this Appendix A.  

 

III.A.1.2.  Structure and Oversight. 

The market monitoring and mitigation functions contained in this Appendix A shall be performed by the 

Internal Market Monitor, which shall report to the ISO Board of Directors and, for administrative 

purposes only, to the ISO Chief Executive Officer, and by an External Market Monitor selected by and 

reporting to the ISO Board of Directors.  Members of the ISO Board of Directors who also perform 

management functions for the ISO shall be excluded from oversight and governance of the Internal 

Market Monitor and External Market Monitor.  The ISO shall enter into a contract with the External 

Market Monitor addressing the roles and responsibilities of the External Market Monitor as detailed in 

this Appendix A.  The ISO shall file its contract with the External Market Monitor with the Commission.  

In order to facilitate the performance of the External Market Monitor’s functions, the External Market 

Monitor shall have, and the ISO’s contract with the External Market Monitor shall provide for, access by 

the External Market Monitor to ISO data and personnel, including ISO management responsible for 

market monitoring, operations and billing and settlement functions.  Any proposed termination of the 

contract with the External Market Monitor or modification of, or other limitation on, the External Market 

Monitor’s scope of work shall be subject to prior Commission approval. 

 

III.A.1.3. Data Access and Information Sharing.   

The ISO shall provide the Internal Market Monitor and External Market Monitor with access to all market 

data, resources and personnel sufficient to enable the Internal Market Monitor and External Market 



Monitor to perform the market monitoring and mitigation functions provided for in this Appendix A.  

This access shall include access to any confidential market information that the ISO receives from another 

independent system operator or regional transmission organization subject to the Commission’s 

jurisdiction, or its market monitor, as part of an investigation to determine (a) if a Market Violation is 

occurring or has occurred, (b) if market power is being or has been exercised, or (c) if a market design 

flaw exists.  In addition, the Internal Market Monitor and External Market Monitor shall have full access 

to the ISO’s electronically generated information and databases and shall have exclusive control over any 

data created by the Internal Market Monitor or External Market Monitor.  The Internal Market Monitor 

and External Market Monitor may share any data created by it with the ISO, which shall maintain the 

confidentiality of such data in accordance with the terms of the ISO New England Information Policy. 

 

III.A.1.4.  Interpretation.  

In the event that any provision of any ISO New England Filed Document is inconsistent with the 

provisions of this Appendix A, the provisions of Appendix A shall control.  Notwithstanding the 

foregoing, Sections III.A.1.2, III.A.2.2 (a)-(c), (e)-(h), Section III.A.2.3 (a)-(g), (i), (n) and Section III. 

A.17.3 are also part of the Participants Agreement and cannot be modified in either Appendix A or the 

Participants Agreement without a corresponding modification at the same time to the same language in 

the other document. 

 

III.A.1.5.  Definitions.  

Capitalized terms not defined in this Appendix A are defined in the definitions section of Section I of the 

Tariff.   

 

III.A.2.  Functions of the Market Monitor. 

 

III.A.2.1.  Core Functions of the Internal Market Monitor and External Market Monitor. 

The Internal Market Monitor and External Market Monitor will perform the following core functions: 

 

(a) Evaluate existing and proposed market rules, tariff provisions and market design elements, and 

recommend proposed rule and tariff changes to the ISO, the Commission, Market Participants, public 

utility commissioners of the six New England states, and to other interested entities, with the 

understanding that the Internal Market Monitor and External Market Monitor are not to effectuate any 

proposed market designs (except as specifically provided in Section III.A.2.4.4, Section III.A.9 and 

Section III.A.10 of this Appendix A).  In the event the Internal Market Monitor or External Market 



Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications and recommendations to the ISO and to the Commission, with an explanation of why 

broader dissemination should be avoided at that time. Nothing in this Section III.A.2.1 (a) shall 

prohibit or restrict the Internal Market Monitor and External Market Monitor from implementing 

Commission accepted rule and tariff provisions regarding market monitoring or mitigation functions 

that, according to the terms of the applicable rule or tariff language, are to be performed by the 

Internal Market Monitor or External Market Monitor. 

(b) Review and report on the performance of the New England Markets to the ISO, the Commission, 

Market Participants, the public utility commissioners of the six New England states, and to other 

interested entities. 

(c) Identify and notify the Commission’s Office of Enforcement of instances in which a Market 

Participant’s behavior, or that of the ISO, may require investigation, including suspected tariff 

violations, suspected violations of Commission-approved rules and regulations, suspected market 

manipulation, and inappropriate dispatch that creates substantial concerns regarding unnecessary 

market inefficiencies.  

 

III.A.2.2. Functions of the External Market Monitor.   

To accomplish the functions specified in Section III.A.2.1 of this Appendix A, the External Market 

Monitor shall perform the following functions: 

 

(a) Review the competitiveness of the New England Markets, the impact that the market rules and/or 

changes to the market rules will have on the New England Markets and the impact that the ISO’s 

actions have had on the New England Markets.  In the event that the External Market Monitor 

uncovers problems with the New England Markets, the External Market Monitor shall promptly 

inform the Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board 

of Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the External Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 



(b) Perform independent evaluations and prepare annual and ad hoc reports on the overall 

competitiveness and efficiency of the New England Markets or particular aspects of the New England 

Markets, including the adequacy of this Appendix A, in accordance with the provisions of Section 

III.A.17 of this Appendix A. 

(c) Conduct evaluations and prepare reports on its own initiative or at the request of others. 

(d)  Monitor and review the quality and appropriateness of the mitigation conducted by the Internal 

Market Monitor.  In the event that the External Market Monitor discovers problems with the quality 

or appropriateness of such mitigation, the External Market Monitor shall promptly inform the 

Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board of 

Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and/or 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the External Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 

(e)   Prepare recommendations to the ISO Board of Directors and the Market Participants on how to 

improve the overall competitiveness and efficiency of the New England Markets or particular aspects 

of the New England Markets, including improvements to this Appendix A. 

(f)   Recommend actions to the ISO Board of Directors and the Market Participants to increase liquidity 

and efficient trade between regions and improve the efficiency of the New England Markets. 

(g)  Review the ISO’s filings with the Commission from the standpoint of the effects of any such filing on 

the competitiveness and efficiency of the New England Markets.  The External Market Monitor will 

have the opportunity to comment on any filings under development by the ISO and may file 

comments with the Commission when the filings are made by the ISO.  The subject of any such 

comments will be the External Market Monitor’s assessment of the effects of any proposed filing on 

the competitiveness and efficiency of the New England Markets, or the effectiveness of this Appendix 

A, as appropriate. 

(h)  Provide information to be directly included in the monthly market updates that are provided at the 

meetings of the Market Participants. 

 

III.A.2.3.  Functions of the Internal Market Monitor.  



To accomplish the functions specified in Section III.A.2.1 of this Appendix A, the Internal Market 

Monitor shall perform the following functions: 

 

(a) Maintain Appendix A and consider whether Appendix A requires amendment.  Any amendments 

deemed to be necessary by the Internal Market Monitor shall be undertaken after consultation with 

Market Participants in accordance with Section 11 of the Participants Agreement. 

(b) Perform the day-to-day, real-time review of market behavior in accordance with the provisions of this 

Appendix A. 

(c) Consult with the External Market Monitor, as needed, with respect to implementing and applying the 

provisions of this Appendix A. 

(d) Identify and notify the Commission’s Office of Enforcement staff of instances in which a Market 

Participant’s behavior, or that of the ISO, may require investigation, including suspected Tariff 

violations, suspected violations of Commission-approved rules and regulations, suspected market 

manipulation, and inappropriate dispatch that creates substantial concerns regarding unnecessary 

market inefficiencies, in accordance with the procedures outlined in Section III.A.19 of this Appendix 

A. 

(e) Review the competitiveness of the New England Markets, the impact that the market rules and/or 

changes to the market rules will have on the New England Markets and the impact that ISO’s actions 

have had on the New England Markets.  In the event that the Internal Market Monitor uncovers 

problems with the New England Markets, the Internal Market Monitor shall promptly inform the 

Commission, the Commission’s Office of Energy Market Regulation staff, the ISO Board of 

Directors, the public utility commissions for each of the six New England states, and the Market 

Participants of its findings in accordance with the procedures outlined in Sections III.A.19 and 

III.A.20 of this Appendix A, provided that in the case of Market Participants and the public utility 

commissions, information in such findings shall be redacted as necessary to comply with the ISO 

New England Information Policy.  Notwithstanding the foregoing, in the event the Internal Market 

Monitor believes broader dissemination could lead to exploitation, it shall limit distribution of its 

identifications to the ISO and to the Commission, with an explanation of why broader dissemination 

should be avoided at that time. 

 (f) Provide support and information to the ISO Board of Directors and the External Market Monitor 

consistent with the Internal Market Monitor’s functions. 

(g) Prepare an annual state of the market report on market trends and the performance of the New 

England Markets, as well as less extensive quarterly reports, in accordance with the provisions of 

Section III.A.17 of this Appendix A. 



(h) Make one or more of the Internal Market Monitor staff members available for regular conference 

calls, which may be attended, telephonically or in person, by Commission and state commission staff, 

by representatives of the ISO, and by Market Participants.  The information to be provided in the 

Internal Market Monitor conference calls is generally to consist of a review of market data and 

analyses of the type regularly gathered and prepared by the Internal Market Monitor in the course of 

its business, subject to appropriate confidentiality restrictions.  This function may be performed 

through making a staff member of the Internal Market Monitor available for the monthly meetings of 

the Market Participants and inviting Commission staff and the staff of state public utility 

commissions to those monthly meetings. 

(i) Be primarily responsible for interaction with external Control Areas, the Commission, other 

regulators and Market Participants with respect to the matters addressed in this Appendix A. 

(j) Monitor for conduct whether by a single Market Participant or by multiple Market Participants acting 

in concert, including actions involving more than one Resource, that may cause a material effect on 

prices or other payments in the New England Markets if exercised from a position of market power, 

and impose appropriate mitigation measures if such conduct is detected and the other applicable 

conditions for the imposition of mitigation measures as set forth in this Appendix A are met. The 

categories of conduct for which the Internal Market Monitor shall perform monitoring for potential 

mitigation are: 

 

(i) Economic withholding, that is, submitting a Supply Offer for a Resource that is 

unjustifiably high and violates the economic withholding criteria set forth in Section 

III.A.5 so that (i) the Resource is not or will not be dispatched or scheduled, or (ii) the bid 

or offer will set an unjustifiably high market clearing price. 

(ii) Uneconomic production from a Resource, that is, increasing the output of a Resource to 

levels that would otherwise be uneconomic, absent an order of the ISO, in order to cause, 

and obtain benefits from, a transmission constraint. 

(iii) Anti-competitive Increment Offers and Decrement Bids, which are bidding practices 

relating to Increment Offers and Decrement Bids that cause Day-Ahead LMPs not to 

achieve the degree of convergence with Real-Time LMPs that would be expected in a 

workably competitive market, more fully addressed in Section III.A.11 of this Appendix 

A. 

(iv) Anti-competitive Demand Bids, which are addressed in Section III.A.10 of this Appendix 

A. 



(v) Other categories of conduct that have material effects on prices or NCPC payments in the 

New England Markets.  The Internal Market Monitor, in consultation with the External 

Market Monitor, shall; (i) seek to amend Appendix A as may be appropriate to include 

any such conduct that would substantially distort or impair the competitiveness of any of 

the New England Markets; and (ii) seek such other authorization to mitigate the effects of 

such conduct from the Commission as may be appropriate.  

 

(k) Perform such additional monitoring as the Internal Market Monitor deems necessary, including 

without limitation, monitoring for: 

 

(i) Anti-competitive gaming of Resources; 

(ii) Conduct and market outcomes that are inconsistent with competitive markets; 

(iii) Flaws in market design or software or in the implementation of rules by the ISO that 

create inefficient incentives or market outcomes; 

(iv) Actions in one market that affect price in another market; 

(v) Other aspects of market implementation that prevent competitive market results, the 

extent to which market rules, including this Appendix A, interfere with efficient market 

operation, both short-run and long-run; and 

(vi) Rules or conduct that creates barriers to entry into a market. 

 

The Internal Market Monitor will include significant results of such monitoring in its reports under 

Section III.A.17 of this Appendix A.  Monitoring under this Section III.A.2.3(k) cannot serve as a basis 

for mitigation under III.A.11 of this Appendix A.  If the Internal Market Monitor concludes as a result of 

its monitoring that additional specific monitoring thresholds or mitigation remedies are necessary, it may 

proceed under Section III.A.20. 

 

(l) Propose to the ISO and Market Participants appropriate mitigation measures or market rule changes 

for conduct that departs significantly from the conduct that would be expected under competitive 

market conditions but does not rise to the thresholds specified in Sections III.A.5, III.A.10, or 

III.A.11.  In considering whether to recommend such changes, the Internal Market Monitor shall 

evaluate whether the conduct has a significant effect on market prices or NCPC payments as specified 

below.  The Internal Market Monitor will not recommend changes if it determines, from information 

provided by Market Participants (or parties that would be subject to mitigation) or from other 



information available to the Internal Market Monitor, that the conduct and associated price or NCPC 

payments under investigation are attributable to legitimate competitive market forces or incentives. 

(m) Evaluate physical withholding of Supply Offers in accordance with Section III.A.4 below for referral 

to the Commission in accordance with Appendix B of this Market Rule l. 

(n) If and when established, participate in a committee of regional market monitors to review issues 

associated with interregional transactions, including any barriers to efficient trade and competition. 

 

III.A.2.4.  Overview of the Internal Market Monitor’s Mitigation Functions. 

 

III.A.2.4.1. Purpose. 

The mitigation measures set forth in this Appendix A for mitigation of market power are intended 

to provide the means for the Internal Market Monitor to mitigate the market effects of any actions 

or transactions that are without a legitimate business purpose and that are intended to or 

foreseeably could manipulate market prices, market conditions, or market rules for electric energy 

or electricity products.  Actions or transactions undertaken by a Market Participant that are 

explicitly contemplated in Market Rule l (such as virtual supply or load bidding) or taken at the 

direction of the ISO are not in violation of this Appendix A.  These mitigation measures are 

intended to minimize interference with open and competitive markets, and thus to permit to the 

maximum extent practicable, price levels to be determined by competitive forces under the 

prevailing market conditions.  To that end, the mitigation measures authorize the mitigation of 

only specific conduct that exceeds well-defined thresholds specified below.  When implemented, 

mitigation measures affecting the LMP or clearing prices in other markets will be applied ex ante.  

Nothing in this Appendix A, including the application of a mitigation measure, shall be deemed to 

be a limitation of the ISO’s authority to evaluate Market Participant behavior for potential 

sanctions under Appendix B of this Market Rule 1. 

 

III.A.2.4.2.  Conditions for the Imposition of Mitigation. 

(a) Imposing Mitigation.  To achieve the foregoing purpose and objectives, mitigation 

 measures are imposed pursuant to  Sections III.A.5, III.A.10, and III.A.11. below: 

(b) Notwithstanding the foregoing or any other provision of this Appendix A, and as more 

fully described in Section III.B.3.2.6 of Appendix B to this Market Rule 1, certain 

economic decisions shall not be deemed a form of withholding or otherwise inconsistent 

with competitive conduct. 

 



III.A.2.4.3   Applicability.   

Mitigation measures may be applied to Supply Offers, Increment Offers, Demand Bids, and 

Decrement Bids, as well as to the scheduling or operation of a generation unit or transmission 

facility. 

 

III.A.2.4.4   Mitigation Not Provided for Under This Appendix A. 

The Internal Market Monitor shall monitor the New England Markets for conduct that it 

determines constitutes an abuse of market power but does not trigger the thresholds specified 

below for the imposition of mitigation measures by the Internal Market Monitor.  If the Internal 

Market Monitor identifies any such conduct, and in particular conduct exceeding the thresholds 

specified in this Appendix A, it may make a filing under §205 of the Federal Power Act (“§205”) 

with the Commission requesting authorization to apply appropriate mitigation measures.  Any 

such filing shall identify the particular conduct the Internal Market Monitor believes warrants 

mitigation, shall propose a specific mitigation measure for the conduct, and shall set forth the 

Internal Market Monitor’s justification for imposing that mitigation measure. 

 

III.A.2.4.5   Duration of Mitigation. 

Any mitigation measure imposed on a specific Market Participant, as specified below, shall 

expire not later than six months after the occurrence of the conduct giving rise to the measure, or 

at such earlier time as may be specified by the Internal Market Monitor or as otherwise provided 

in this Appendix A or in Appendix B to this Market Rule 1.  

 

III.A.3.   Consultation Prior to Determination of Reference Levels for Physical and Financial 

Parameters of Resources. 

Upon request of a Market Participant or at the initiative of the Internal Market Monitor, the Internal 

Market Monitor shall consult with a Market Participant with respect to the information and analysis used 

to determine Reference Levels under Section III.A.7 for that Market Participant.  In order for the Internal 

Market Monitor to revise Reference Levels or treat an offer as not violating applicable conduct tests 

specified in Section III.A.5.5 for an Operating Day for which the offer is submitted, all cost data and other 

information, other than automated index-based cost data received by the Internal Market Monitor from 

third party vendors, cost data and information calculated by the Internal Market Monitor, and cost data 

and information provided under the provisions of Section III.A.3.1 or Section III.A.3.2, must be 

submitted by a Market Participant, and all consultations must be completed, no later than 5:00 p.m. of the 



second business day prior to the Operating Day for which the Reference Level will be effective.  Market 

Participant requests to alter a Reference Level must be submitted to imm@iso-ne.com. 

 

III.A.3.1.  Consultation Prior to Offer. 

If an event occurs within the 24 hour period prior to the Operating Day that a Market Participant believes 

will cause the operating cost of a Resource to exceed the level that would violate one of the conduct tests 

specified in Section III.A.5 of this Appendix A, the Market Participant may contact the Internal Market 

Monitor to provide an explanation of increased cost.  In order for the information to be considered for the 

purposes of the Day-Ahead Energy Market, the Market Participant must contact the Internal Market 

Monitor no later than 90 30 minutes after prior to the submission deadline for the Day-Ahead Energy 

Market.  In order for the information to be considered for purposes of the first commitment analysisReal-

Time Energy Market performed following the close of the Re-Offer Period, the Market Participant must 

contact the Internal Market Monitor no later than 30 60 minutes after the close of the Re-Offer Period.  

Cost information submitted thereafter shall be considered in subsequent commitment analyses if received 

by 6:00 p.m. the day prior to the Operating Daythe posting of the Day-Ahead Energy Market results.  If 

the Internal Market Monitor determines that there is an increased cost, the Internal Market Monitor will 

either update the Reference Level or treat an offer as not violating applicable conduct tests specified in 

Section III.A.5.5 for the Operating Day for which the offer is submitted.  A Market Participant request 

pursuant to this section must be submitted to imm@iso-ne.com. 

 

III.A.3.2.   Dual Fuel Resources. 

In evaluating bids or offers under this Appendix A for dual fuel Resources, the Internal Market Monitor 

shall utilize the least cost fuel type in the calculation of cost-based Reference Levels, pursuant to Section 

III.A.7.5 below, unless.  If a Market Participant requests thatnotifies the Internal Market Monitor that the 

Resource will be operating on the use a higher cost fuel type in the calculation of the cost-based 

Reference Level, then it must provide the Internal Market Monitor written verification as to the cause for 

the use of the higher cost fuel and expected duration of such use.  The verification as to cause must 

include a statement as to how the use of the higher cost fuel is consistent with ensuring the availability of 

the Resource. 

 

In the event that: 

 

(a) the lower cost fuel becomes physically unavailable after the offer deadline for the Operating Day; 

(b) the offer for the Operating Day is at or below the Reference Level based on the higher cost fuel, and; 

(c) the Market Participant notifies the Internal Market Monitor; then 



 

the Internal Market Monitor shall evaluate the information provided by the Market Participant.  If the 

Internal Market Monitor determines that the Reference Level should be based on the more expensive fuel, 

the Internal Market Monitor may apply a Reference Level based on the more expensive fuel, or treat the 

offer as not violating applicable conduct tests for the Operating Day for which the offer is submitted.  At 

the time of notification, the Market Participant shall provide all available documentation showing why the 

Resource must use the higher-priced fuel, such as a fuel supplier notice of the interruption.  Within five 

business days of the Operating Day, if not already made available to the Internal Market Monitor during 

the initial notification, the Market Participant shall provide full documentation regarding the use of the 

higher-priced fuel, including evidence that the higher priced fuel was used or, alternatively, of the lack of 

energy generated, as well as evidence of the fuel interruption.If a Market Participant provides such 

notification, the Internal Market Monitor will use the higher cost fuel type in the calculation of the cost-

based Reference Levels for the resource.  Within five business days of a request by the Internal Market 

Monitor, the Market Participant must: 

 

(a) provide the Internal Market Monitor with written verification as to the cause for the use of the 

higher cost fuel. 

 

(b) provide the Internal Market Monitor with evidence that the higher cost fuel was used. 

 

If the Market Participant fails to provide supporting information within five business days of the 

Operating Dayof a request by the Internal Market Monitor, then the Reference Level based on the lower 

cost fuel will be used in place of the Supply Offer for settlement purposes.  Market Participant requests 

and supporting information must be submitted to imm@iso-ne.com. 

 

III.A.3.3. Market Participant Access to its Reference Levels. 

The Internal Market Monitor will make available to the Market Participant the Reference Levels 

applicable to that Market Participant’s Supply Offers through the MUI.  The Reference Levels will be 

made available on a daily basis.  The Market Participant shall not modify such Reference Levels in the 

ISO’s or Internal Market Monitor’s systems. 

 

III.A.4.   Physical Withholding. 

 

III.A.4.1.  Identification of Conduct Inconsistent with Competition. 



This section defines thresholds used to identify possible instances of physical withholding.  This section 

does not limit the Internal Market Monitor’s ability to refer potential instances of physical withholding to 

the Commission.  

 

Generally, physical withholding involves not offering to sell or schedule the output of or services 

provided by a Resource capable of serving the New England Markets when it is economic to do so.  

Physical withholding may include, but is not limited to: 

 

(a) falsely declaring that a Resource has been forced out of service or otherwise become unavailable, 

(b) refusing to make a Supply Offer, or schedules for a Resource when it would be in the economic 

interest absent market power, of the withholding entity to do so, 

(c) operating a Resource in Real-Time to produce an output level that is less than the ISO Dispatch 

Rate, or  

(d) operating a transmission facility in a manner that is not economic, is not justified on the basis of 

legitimate safety or reliability concerns, and contributes to a binding transmission constraint. 

 

III.A.4.2.   Thresholds for Identifying Physical Withholding. 

 

III.A.4.2.1.  Initial Thresholds. 

Except as specified in subsection III.A.4.2.4 below, the following initial thresholds will be 

employed by the Internal Market Monitor to identify physical withholding of a Resource: 

 

(a) Withholding that exceeds the lower of 10% or 100 MW of a Resource’s capacity; 

(b) Withholding that exceeds in the aggregate the lower of 5% or 200 MW of a Market 

Participant’s total capacity for Market Participants with more than one Resource; or 

(c) Operating a Resource in Real-Time at an output level that is less than 90% of the ISO’s 

Dispatch Rate for the Resource. 

 

III.A.4.2.2.   Adjustment to Generating Capacity. 

The amounts of generating capacity considered withheld for purposes of applying the foregoing 

thresholds shall include unjustified deratings, that is, falsely declaring a Resource derated, and the 

portions of a Resource’s available output that are not offered. The amounts deemed withheld shall 

not include generating output that is subject to a forced outage or capacity that is out of service 



for maintenance in accordance with an ISO maintenance schedule, subject to verification by the 

Internal Market Monitor as may be appropriate that an outage was forced. 

 

III.A.4.2.3.   Withholding of Transmission. 

A transmission facility shall be deemed physically withheld if it is not operated in accordance 

with ISO instructions and such failure to conform to ISO instructions causes transmission 

congestion.  A transmission facility shall not be deemed withheld if it is subject to a forced outage 

or is out of service for maintenance in accordance with an ISO maintenance schedule, subject to 

verification by the Internal Market Monitor as may be appropriate that an outage was forced. 

 

III.A.4.2.4.   Resources in Congestion Areas. 

Minimum quantity thresholds shall not be applicable to the identification of physical withholding 

by a Resource in an area the ISO has determined is congested. 

 

III.A.4.3.  Hourly Market Impacts. 

Before evaluating possible instances of physical withholding for imposition of sanctions, the Internal 

Market Monitor shall investigate the reasons for the change in accordance with Section III.A.3. If the 

physical withholding in question is not explained to the satisfaction of the Internal Market Monitor, the 

Internal Market Monitor will determine whether the conduct in question causes a price impact in the New 

England Markets in excess of any of the thresholds specified in Section III.A.5, as appropriate. 

 

III.A.5.   Mitigation.  

 

III.A.5.1.  Resources with Capacity Supply Obligations. 

Only Supply Offers associated with Resources with Capacity Supply Obligations will be evaluated for 

economic withholding in the Day-Ahead Energy Market.  All Supply Offers will be evaluated for 

economic withholding in the Real-Time Energy Market. 

 

 III.A.5.1.1. Resources with Partial Capacity Supply Obligations. 

Supply Offers associated with Resources with a Capacity Supply Obligation for less than their 

full capacity shall be evaluated for economic withholding and mitigation as follows: 

 

(a) all Supply Offer parameters shall be reviewed for economic withholding; 



(b) the energy price Supply Offer parameter shall be reviewed for economic withholding up 

to and including the higher of:  (i) the block containing the Resource’s Economic 

Minimum Limit, or; (ii) the highest block that includes any portion of the Capacity 

Supply Obligation; 

(c) if a Resource with a partial Capacity Supply Obligation consists of multiple assets, the 

offer blocks associated with the Resource that shall be evaluated for mitigation shall be 

determined by using each asset’s Seasonal Claimed Capability value in proportion to the 

total of the Seasonal Claimed Capabilities for all of the assets that make up the Resource.  

The Lead Market Participant of a Resource with a partial Capacity Supply Obligation 

consisting of multiple assets may also propose to the Internal Market Monitor the offer 

blocks that shall be evaluated for mitigation based on an alternative allocation on a 

monthly basis.  The proposal must be made at least five business days prior to the start of 

the month.  A proposal shall be rejected by the Internal Market Monitor if the designation 

would be inconsistent with competitive behavior  

 

III.A.5.2.  Structural Tests.   

There are two structural tests that determine which mitigation thresholds are applied to a Supply Offer: 

 

(a) if a supplier is determined to be pivotal according to the pivotal supplier test, then the thresholds in 

Section III.A.5.5.1 “General Threshold Energy Mitigation” and Section III.A.5.5.3 “General 

Threshold Commitment Mitigation” apply, and; 

(b) if a Resource is determined to be in a constrained area according to the constrained area test, then the 

thresholds in Section III.A.5.5.2 “Constrained Area Threshold Energy Mitigation” and Section 

III.A.5.5.4 “Constrained Area Threshold Commitment Mitigation” apply. 

 

III.A.5.2.1.   Pivotal Supplier Test. 

The pivotal supplier test examines whether a Market Participant has aggregate energy Supply 

Offers (up to and including Economic Max) that exceed the supply margin.  A Market Participant 

whose aggregate energy associated with Supply Offers exceeds the supply margin is a pivotal 

supplier. 

 

The supply margin for an interval is the total energy Supply Offers from available Resources (up 

to and including Economic Max), less total system load (as adjusted for net interchange with 

other Control Areas, including Operating Reserve).  Resources are considered available for an 

interval if they can provide energy within the interval.  The applicable interval in the Day-Ahead 



Energy Market is any of the 24 hours for which pivotal supplier calculations are made.  The 

applicable interval for the current operating plan in the Real-Time Energy Market is any of the 

hours in the plan.  The applicable interval for UDS is the interval for which UDS issues 

instructions. 

 

The pivotal supplier test shall be run prior to the clearing of the Day-Ahead Energy Market, prior 

to each determination of a new operating plan for the Operating Day, and prior to each execution 

of the UDS. 

. 

 III.A.5.2.2.  Constrained Area Test. 

A Resource is considered to be within a constrained area if: 

 

(a) for purposes of the Real-Time Energy Market, the Resource is located on the import-

constrained side of a binding constraint and there is a sensitivity to the binding constraint 

such that the UDS used to relieve transmission constraints would commit or dispatch the 

Resource in order to relieve that binding transmission constraint, or; 

(b) for purposes of the Day-Ahead Energy Market, the LMP at the Resource’s Node exceeds 

the LMP at the Hub by more than $25/MWh. 

 

III.A.5.3.   Calculation of Impact Tests in the Day-Ahead Energy Market. 

The price impact for the purposes of Section III.A.5.5.1 “General Threshold Energy Mitigation” 

compares two LMPs at a Resource’s Node.  The first LMP is calculated based on the Supply Offers 

submitted for all Resources.  The second LMP is calculated through a simulation of the Day-Ahead 

Energy Market with the offer blocks associated with conduct violations of the pivotal supplier’s 

Resources set to their Reference Levels. 

 

A Supply Offer shall be determined to have no price impact for the purposes of Section III.A.5.5.1 

“General Threshold Energy Mitigation” if: 

 

(a) the first LMP at the Resource’s Node is less than the impact threshold, or; 

(b) the first LMP minus the Resource’s Reference Level for each offer block is less than the impact 

threshold. 

 



The price impact for the purposes of Section III.A.5.5.2 “Constrained Area Energy Mitigation” is equal to 

the difference between the LMP at the Resource’s Node and the LMP at the Hub. 

 

III.A.5.4.   Calculation of Impact Tests in the Real-Time Energy Market. 

The energy price impact test applied in the Real-Time Energy Market shall compare two LMPs at the 

Resource’s Node.  The first LMP will be calculated based on the Supply Offers submitted for all 

Resources.  If a Supply Offer has been mitigated in a prior interval, the calculation of the first LMP shall 

be based on the mitigated value.  The second LMP shall be calculated substituting Reference Levels for 

Supply Offers that have failed the applicable conduct test.  The difference between the two LMPs is the 

price impact of the conduct violation. 

 

A Supply Offer shall be determined to have no price impact if the offer block that violates the conduct 

test is: 

 

(a) less than the LMP calculated using the submitted Supply Offers, and less than the LMP calculated 

using Reference Levels for Supply Offers that have failed the conduct test, or; 

(b) greater than the LMP calculated using the submitted Supply Offers, and greater than the LMP 

calculated using Reference Levels for Supply Offers that have failed the conduct test, and the 

Resource has not been dispatched into the offer block that exceeds the LMP. 

 

III.A.5.5.    Mitigation by Type.  

 

III.A.5.5.1.  General Threshold Energy Mitigation. 

 

III.A.5.5.1.1. Applicability. 

 

Mitigation pursuant to this section shall be applied to all Supply Offers submitted by a Lead 

Market Participant that is determined to be a pivotal supplier. 

 

III.A.5.5.1.2. Conduct Test. 

A Supply Offer fails the conduct test for general threshold energy mitigation if any offer block 

price exceeds the Reference Level by an amount greater than 300% or $100/MWh, whichever is 

lower.  Offer block prices below $25/MWh are not subject to the conduct test. 

 

III.A.5.5.1.3. Impact Test. 



A Supply Offer that fails the conduct test for general threshold energy mitigation shall be 

evaluated against the impact test for general threshold energy mitigation.  A Supply Offer fails 

the impact test for general threshold energy mitigation if there is an increase in the LMP greater 

than 200% or $100/MWh, whichever is lower as determined by the day-ahead or real-time impact 

test.  

 

III.A.5.5.1.4. Consequence of Failing Both Conduct and Impact Test. 

If a Supply Offer fails the general threshold conduct and impact tests, then the financial 

parameters of the Supply Offer shall be set to their Reference Levels, including all energy offer 

block prices and all types of Start-Up Fees and the No-Load Fee. 

 

III.A.5.5.2. Constrained Area Energy Mitigation. 

 

III.A.5.5.2.1. Applicability. 

Mitigation pursuant to this section shall be applied to Supply Offers associated with a Resource 

determined to be within a constrained area. 

 

III.A.5.5.2.2. Conduct Test. 

A Supply Offer fails the conduct test for constrained area energy mitigation if any offer block 

price exceeds the Reference Level by an amount greater than 50% or $25/MWh, whichever is 

lower. 

 

III.A.5.5.2.3. Impact Test. 

A Supply Offer fails the impact test for constrained area energy mitigation if there is an increase 

greater than 50% or $25/MWh, whichever is lower, in the LMP as determined by the day-ahead 

or real-time impact test. 

 

III.A.5.5.2.4. Consequence of Failing Both Conduct and Impact Test. 

If a Supply Offer fails the constrained area conduct and impact tests, then the financial parameters 

of the Supply Offer shall be set to their Reference Levels, including all energy offer blocks and 

all types of Start-Up Fees and the No-Load Fee. 

 

III.A.5.5.3. General Threshold Commitment Mitigation. 

 



III.A.5.5.3.1. Applicability. 

Mitigation pursuant to this section shall be applied to any Resource whose Lead Market 

Participant is determined to be a pivotal supplier. 

 

III.A.5.5.3.2. Conduct Test. 

A Resource shall fail the conduct test for general threshold commitment mitigation if any Start-

Up Fee or No-Load Fee exceeds the Reference Level for that fee by 200% or more. 

 

III.A.5.5.3.3. Consequence of Failing Conduct Test. 

If a Resource fails the general threshold commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters of its Supply Offer set to their 

Reference Levels, including all offer blocks and all types of Start-Up Fees and the No-Load Fee.  

If a Resource is committed, then all financial parameters of its Supply Offer are set to their 

Reference Levels. 

 

III.A.5.5.4. Constrained Area Commitment Mitigation. 

 

III.A.5.5.4.1. Applicability. 

Mitigation pursuant to this section shall be applied to any Resource determined to be within a 

constrained area in the Real-Time Energy Market. 

 

III.A.5.5.4.2. Conduct Test. 

A Resource shall fail the conduct test for constrained area commitment mitigation if any Start-Up 

Fee or the No-Load Fee is submitted with an increase greater than 25% above the Reference 

Level. 

 

III.A.5.5.4.3. Consequence of Failing Test. 

If a Supply Offer fails the constrained area commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters set to their Reference Levels.  This 

includes all energy offer blocks and all types of Start-Up Fees and the No-Load Fee.  If a 

Resource is committed, then all financial parameters of its Supply Offer are set to their Reference 

Levels. 

 

III.A.5.5.5. Local Reliability Commitment Mitigation. 



 

III.A.5.5.5.1. Applicability. 

Mitigation pursuant to this section shall be applied to Supply Offers for Resources that are 

committed to provide, or Resources that are required to remain online to provide, one or more of 

the following: 

 

(a) local first contingency protection or local second contingency protections; 

(b) VAR or voltage support; or 

(c) Special Constraint Resource Service 

 

III.A.5.5.5.2. Conduct Test. 

All financial parameters of Supply Offers will be evaluated to determine whether the following 

formula is true: 

(Low Load Cost at Offer – Low Load Cost at Reference Level) = < Commitment Cost Threshold  

 

 Where, 

 

Commitment Cost Threshold = the lower of (0.1 times Low Load Cost at Reference Level) or 

($80 multiplied by the Resource’s Economic Maximum). 

 

Low Load Cost = the cost of operating the Resource at Economic Minimum calculated using the 

following formula: 

 

(Cold Start-Up Fee + (No Load Fee * minimum run time) + (Price of Energy at Economic 

Minimum * Economic Minimum * minimum run time)) 

 

Low Load Cost at Offer = Low Load Cost calculated with financial parameters of the Supply 

Offer as submitted by the Lead Market Participant. 

 

Low Load Cost at Reference Level = Low Load Cost calculated with the financial parameters of 

the Supply Offer set to Reference Levels. 

 

Price of Energy at Economic Minimum = the price for energy at the Resource’s Economic 

Minimum. 



 

For Low Load Cost at Offer, the price for energy is the price from the Supply Offer.  For Low 

Load Cost at Reference Level, the Reference Level of the offer block at Economic Minimum is 

used. 

 

If a Resource’s combined minimum run time and minimum down time exceed 24 hours, then the 

conduct test will use the greater of 24 hours or the Resource’s minimum run time for the 

minimum run time. 

 

If the (Low Load Cost at Offer – Low Load Cost at Reference Level) is greater than the 

Commitment Cost Threshold, then the conduct test is violated. 

 

III.A.5.5.5.3. Consequence of Failing Test. 

If a Supply Offer fails the local reliability commitment conduct test, it shall be evaluated for 

commitment based on an offer with all financial parameters set to their Reference Levels.  This 

includes all offer blocks and all types of Start-Up Fees and the No-Load Fee.  If a Resource is 

committed, then all financial parameters of its Supply Offer are set to their Reference Level. 

 

III.A.5.6.  Duration of Energy Threshold Mitigation. 

Any mitigation imposed pursuant to Sections III.A.5.5.1 “General Threshold Energy Mitigation” or 

III.A.5.5.2 “Constrained Area Threshold Energy Mitigation” is in effect for the following duration: 

 

(a) in the Real-Time Energy Market, mitigation starts when the impact test violation occurs; 

(b) in the Day-Ahead Energy Market, mitigation starts at the beginning of the Operating Day; and, 

(c) for both the Real-Time Energy Market and Day-Ahead Energy Market, mitigation remains in effect 

through the end of the Operating Day or through the end of the Resource’s minimum run time, 

whichever is later. 

 

III.A.5.7. Duration of Commitment Mitigation. 

Any mitigation imposed pursuant to Sections III.A.5.5.3 “General Threshold Commitment Mitigation”, 

III.A.5.5.4 “Constrained Area Commitment Mitigation”, or III.A.5.5.5 “Local Reliability Commitment 

Mitigation” is in effect for the following duration:  

 

(a) in the Real-Time Energy Market, mitigation starts either; 



a. on the first hour a Resource is directed to remain on-line by the ISO or; 

b. in all other cases, at the time of the decision to commit the Resource. 

(b) in the Day-Ahead Energy Market, mitigation starts at the beginning of the Operating Day, and; 

(c) for both the Real-Time Energy Market and Day-Ahead Energy Market, mitigation remains in effect 

through the end of the Operating Day or through the end of the Resource’s minimum run time, 

whichever is later. 

 

III.A.5.8. Correction of Mitigation. 

If the Internal Market Monitor determines that there are one or more errors in the mitigation applied in an 

Operating Day due to data entry, system or software errors by the ISO or the Internal Market Monitor, the 

Internal Market Monitor shall notify the market monitoring contacts specified by the Lead Market 

Participant within five business days of the applicable Operating Day.  The ISO shall correct the error as 

part of the Data Reconciliation Process by applying the correct values to the relevant Supply Offer in the 

settlement process. 

 

The permissibility of correction of errors in mitigation, and the timeframes and procedures for permitted 

corrections, are addressed solely in this section and not in those sections of Market Rule 1 relating to 

settlement and billing processes. 

 

III.A.5.9. Delay of Day-Ahead Energy Market Due to Mitigation Process. 

The posting of the Day-Ahead Energy Market results may be delayed if necessary for the completion of 

mitigation procedures. 

 

III.A.6.   Physical Parameter Offer Thresholds. 

Physical parameters of a Supply Offer are limited to thresholds specified in this section.  Physical 

parameters are limited by the software accepting offers, except those that can be re-declared in real time 

during the Operating Day.  Parameters that exceed the thresholds specified here but are not limited 

through the software accepting offers are subject to Internal Market Monitor review after the Operating 

Day and possible referral to the Commission under Section III.A.19 of this Appendix. 

 

III.A.6.1. Time-Based Offer Parameters. 

Supply Offer parameters that are expressed in time (i.e., minimum run time, minimum down time, start 

time, and notification time) shall have a threshold of two hours for an individual parameter or six hours 

for the combination of the time-based offer parameters compared to the Resource’s Reference Levels.  



Offers may not exceed these thresholds in a manner that reduce the flexibility of the Resource.  To 

determine if the six hour threshold is exceeded, all time-based offer parameters will be summed for each 

start-up state (hot, intermediate and cold).  If the sum of the time-based offer parameters for a start-up 

state exceeds six hours above the sum of the Reference Levels for those offer parameters, then the six 

hour threshold is exceeded. 

 

III.A.6.1.1. Other Offer Parameters. 

Non-financial or non-time-based offer parameters shall have a threshold of a 100% increase, or 

greater, for parameters that are minimum values, or a 50% decrease, or greater, for parameters 

that are maximum values (including, but not limited to, ramp rates, Economic Maximum Limits 

and maximum starts per day) compared to the Resource’s Reference Levels. 

 

Offer parameters that are limited by performance caps or audit values imposed by the ISO are not 

subject to the provisions of this section. 

 

III.A.7.   Calculation of Resource Reference Levels for Physical Parameters and Financial 

Parameters of Resources.   

 

III.A.7.1. Methods for Determining Reference Levels for Physical Parameters. 

The Internal Market Monitor will calculate a Reference Level for each element of a bid or offer that is 

expressed in units other than dollars (such as time-based or quantity level bid or offer parameters) on the 

basis of one or more of the following:  

 

(a) Original equipment manufacturer (OEM) operating recommendations and performance data for all 

Resource types in the New England Control Area, grouped by unit classes, physical parameters and 

fuel types. 

(b) Applicable  environmental operating permit information currently on file with the issuing 

environmental regulatory body. 

(c) Verifiable Resource physical operating characteristic data, including but not limited to facility and/or 

Resource operating guides and procedures, historical operating data and any verifiable documentation 

related to the Resource, which will be reviewed in consultation with the Market Participant. 

 

III.A.7.2. Methods for Determining Reference Levels for Financial Parameters of Supply 

Offers. 



The Reference Levels for Start-Up Fees, No-Load Fees, and offer blocks will be calculated separately and 

assuming no costs from one component are included in another component. 

 

III.A.7.2.1. Order of Reference Level Calculation. 

The Internal Market Monitor will calculate a Reference Level for each offer block of a Supply 

Offer according to the following hierarchy, under which the first method that can be calculated is 

used: 

 

(a) accepted offer-based Reference Levels pursuant to Section III.A.7.3; 

(b) LMP-based Reference Levels pursuant to Section III.A.7.4; and, 

(c) cost-based Reference Levels pursuant to Section III.A.7.5.  

 

III.A.7.2.2. Circumstances in Which Cost-Based Reference Levels Supersede the 

Hierarchy of Reference Level Calculation. 

In the following circumstances, cost-based Reference Levels shall be used notwithstanding the 

hierarchy specified in Section III.A.7.2.1. 

 

(a) The cost-based Reference Level is higher than either the accepted offer-based or LMP-based 

Reference Level. 

(b) The Supply Offer parameter is a Start-Up Fee or the No-Load Fee. 

(c) The Lead Market Participant requests the cost-based Reference Level. 

(d) During the previous 90 days: 

(i) the Resource has been flagged for VAR, SCR, or as a Local Second Contingency 

Protection Resource for any hour in the Day-Ahead Energy Market or the Real-Time 

Energy Market, and; 

(ii) the ratio of the sum of the operating hours for days for which the Resource has been 

flagged during the previous 90 days in which the number of hours operated out of 

economic merit order in the Day-Ahead Energy Market and the Real-Time Energy 

Market exceed the number of hours operated in economic merit order in the Day-

Ahead Energy Market and Real-Time Energy Market, to the total number of 

operating hours in the Day-Ahead Energy Market and Real-Time Energy Market 

during the previous 90 days is greater than or equal to 50 percent. 

 

For the purposes of this subsection: 



i. A flagged day is any day in which the Resource has been flagged for VAR, 

SCR, or as a Local Second Contingency Protection Resource for any hour in 

either the Day-Ahead Energy Market or the Real-Time Energy Market. 

ii. Operating hours are the hours in the Day-Ahead Energy Market for which a 

Resource has cleared output (MW) greater than zero and hours in the Real-

Time Energy Market for which a Resource has metered output (MW) greater 

than zero.  For days for which Real-time Energy Market metered values are 

not yet available in the ISO’s or the Internal Market Monitor’s systems, 

telemetered values will be used. 

iii. Self-scheduled hours will be excluded from all of the calculations described 

in this subsection, including the determination of operating hours.  

iv. The determination as to whether a Resource operated in economic merit 

order during an hour will be based on the energy offer block within which 

the Resource is operating. 

 

III.A.7.3. Accepted Offer-Based Reference Level. 

 The Internal Market Monitor shall calculate the accepted offer-based Reference Level as the lower of the 

mean or the median of a generating Resource’s Supply Offers that have been accepted and are part of the 

seller’s Day-Ahead Generation Obligation or Real-Time Generation Obligation in competitive periods 

over the previous 90 days, adjusted for changes in fuel prices utilizing fuel indices generally applicable 

for the location and type of Resource.  For purposes of this section, a competitive period is an Operating 

Day in which the Resource is scheduled in economic merit order. 

 

III.A.7.4. LMP-Based Reference Level. 

The Internal Market Monitor shall calculate the LMP-based Reference Level as the mean of the LMP at 

the Resource’s Node during the lowest-priced 25% of the hours that the Resource was dispatched over the 

previous 90 days for similar days (weekday or weekend day), adjusted for changes in fuel prices. 

 

III.A.7.5. Cost-Based Reference Level. 

The Internal Market Monitor shall calculate cost-based Reference Levels taking into account information 

on costs provided by the Market Participant though the consultation process prescribed in Section III.A.3. 

 

The following criteria shall be applied to estimates of cost: 

 



(a) The provision of cost estimates by a Market Participant shall conform with the timing and 

requirements of Section III.A.3 “Consultation Prior to Determination of Reference Levels for 

Physical and Financial Parameters of Resources”. 

(b) Costs must be documented. 

(c) All cost estimates shall be based on estimates of current market prices or replacement costs and not 

inventory costs wherever possible. 

(d) When market prices or replacement costs are unavailable, cost estimates shall identify whether the 

reported costs are the result of a product or service provided by an Affiliate of the Market Participant. 

(e) The Internal Market Monitor will evaluate cost information provided by the Market Participant in 

comparison to other information available to the Internal Market Monitor. 

 

III.A.7.5.1.  Estimation of Incremental Operating Cost. 

The Internal Market Monitor’s determination of a Resource’s marginal costs shall include an 

assessment of the Resource’s incremental operating costs in accordance with the following 

formulas, 

 

Incremental Energy: 

(incremental heat rate * fuel costs) + (emissions rate * emissions allowance price) + variable 

operating and maintenance costs + opportunity costs. 

 

Opportunity costs may include, but are not limited to, economic costs associated with complying 

with: 

 

(a) emissions limits; 

(b) water storage limits; and, 

(c) other operating permits that limit production of energy.  

 

No-Load: 

(no-load fuel use * fuel costs) + (no-load emissions * emission allowance price) 

+ no-load variable operating and maintenance costs + other no-load costs that are not fuel, 

emissions or variable and maintenance costs. 

 

Start-Up: 



(start-up fuel use * fuel costs) + (start-up emissions * emission allowance price) + start-up 

variable and maintenance costs + other start-up costs that are not fuel, emissions or variable and 

maintenance costs. 

 

III.A.8.   Determination of Offer Competitiveness During Shortage Event. 

The Internal Market Monitor shall evaluate the competitiveness of the Supply Offer of each Resource 

with a Capacity Supply Obligation that is off-line during a Shortage Event, as described below.  The 

evaluation for competitiveness shall be performed on Supply Offers in the Day-Ahead Energy Market and 

Supply Offers made during the Re-Offer Period.  A determination of non-competitiveness for a Day-

Ahead Energy Market Supply Offer or a Supply Offer made during the Re-Offer Period which affects an 

hour shall constitute a finding of non-competitiveness for that hour. 

 

(a) The thresholds used for evaluation shall be the general thresholds in Sections III.A.5.5.1 and 

III.A.5.5.3 unless the constrained area mitigation thresholds apply in the Day-Ahead Energy Market 

or Real-Time Energy Market and the resource under evaluation could have fully or partially relieved 

the constraint during the applicable Shortage Event.  If the constrained area mitigation thresholds 

apply, then the energy price Supply Offer parameter and the Start-Up Fee and No-Load Fee 

parameters shall be evaluated for competitiveness using the thresholds in Sections III.A.5.5.2 and 

III.A.5.5.4. 

(b) If the value of any of the following Supply Offer parameters for a resource exceeds the relevant 

thresholds for an hour, all MW for the resource for the hour shall be non-competitive: 

(i) The Start-Up Fees and No-Load Fee; 

(ii) Each time-based Supply Offer parameter;  

(iii) The energy price Supply Offer parameter up to and including the Economic Minimum Limit. 

(c) If none of the parameters evaluated for competitiveness pursuant to Section III.A.8 (b) above are non-

competitive for an hour, then the energy price parameter for each incremental Supply Offer block 

above the resource’s Economic Minimum Limit shall be evaluated for competitiveness using the 

thresholds identified in Section III.A.8 (a) above, in order of lowest energy price to highest energy 

price.  If any Supply Offer block is non-competitive, then that block and all blocks above it shall be 

non-competitive, and all blocks below it shall be competitive.  

 

III.A.9.  Regulation. 

The Internal Market Monitor will monitor the Regulation market for conduct that it determines constitutes 

an abuse of market power.  If the Internal Market Monitor identifies any such conduct, it may make a 



filing under Section 205 of the Federal Power Act with the Commission requesting authorization to apply 

appropriate mitigation measures or to revise Market Rule 1 to address such conduct (or both).  The 

Internal Market Monitor may make such a filing at any time it deems necessary, and may request 

expedited treatment from the Commission.  Any such filing shall identify the particular conduct the 

Internal Market Monitor believes warrants mitigation or revisions to Market Rule 1 (or both), shall 

propose a specific mitigation measure for the conduct or revision to Market Rule 1 (or both), and shall set 

forth the Internal Market Monitor’s justification for imposing that mitigation measure or revision to 

Market Rule 1 (or both). 

 

III.A.10.  Demand Bids. 

The Internal Market Monitor will monitor Demand Resources as outlined below: 

 

(a) LMPs in the Day-Ahead Energy Market and Real-Time Energy Market shall be monitored to 

determine whether there is a persistent hourly deviation in any location that would not be expected in 

a workably competitive market. 

(b) The Internal Market Monitor shall compute the average hourly deviation between Day-Ahead Energy 

Market and Real-Time Energy Market LMPs, measured as: (LMP real time / LMP day ahead) – 1.  The 

average hourly deviation shall be computed over a rolling four-week period or such other period 

determined by the Internal Market Monitor. 

(c) The Internal Market Monitor shall estimate and monitor the average percentage of each Market 

Participant’s bid to serve load scheduled in the Day-Ahead Energy Market, using a methodology 

intended to identify a sustained pattern of under-bidding as accurately as deemed practicable.  The 

average percentage will be computed over a specified time period determined by the Internal Market 

Monitor. 

 

If the Internal Market Monitor determines that: (i) The average hourly deviation is greater than ten 

percent (10%) or less than negative ten percent (-10%), (ii) one or more Market Participants on behalf of 

one or more LSEs have been purchasing a substantial portion of their loads with purchases in the Real-

Time Energy Market, (iii) this practice has contributed to an unwarranted divergence of LMPs between 

the two markets, and (iv) this practice has created operational problems, the Internal Market Monitor may 

make a filing under Section 205 of the Federal Power Act with the Commission requesting authorization 

to apply appropriate mitigation measures or to revise Market Rule 1 to address such conduct (or both).  

The thresholds identified above shall not limit the Internal Market Monitor’s authority to make such a 

filing.  The Internal Market Monitor may make such a filing at any time it deems necessary, and may 



request expedited treatment from the Commission.  Any such filing shall identify the particular conduct 

that the Internal Market Monitor believes warrants mitigation or revisions to Market Rule 1 (or both), 

shall propose a specific mitigation measure for the conduct or revision to Market Rule 1 (or both), and 

shall set forth the Internal Market Monitor’s justification for imposing that mitigation measure or revision 

to Market Rule 1 (or both). 

 

III.A.11.   Mitigation of Increment Offers and Decrement Bids.  

 

III.A.11.1.   Purpose. 

The provisions of this section specify the market monitoring and mitigation measures applicable to 

Increment Offers and Decrement Bids.  An Increment Offer is one to supply energy and a Decrement Bid 

is one to purchase energy, in either such case not being backed by physical load or generation and 

submitted in the Day-Ahead Energy Market in accordance with the procedures and requirements specified 

in Market Rule 1 and the ISO New England Manuals. 

 

III.A.11.2.   Implementation. 

 

III.A.11.2.1. Monitoring of Increment Offers and Decrement Bids. 

Day-Ahead LMPs and Real-Time LMPs in each Load Zone or Node, as applicable, shall be 

monitored to determine whether there is a persistent hourly deviation in the LMPs that would not 

be expected in a workably competitive market.  The Internal Market Monitor shall compute the 

average hourly deviation between Day-Ahead LMPs and Real-Time LMPs, measured as:  

 (LMP real time / LMP day ahead) – 1.   

The average hourly deviation shall be computed over a rolling four-week period or such other 

period determined by the Internal Market Monitor to be appropriate to achieve the purpose of this 

mitigation measure. 

 

III.A.11.3. Mitigation Measures. 

If the Internal Market Monitor determines that (i) the average hourly deviation computed over a rolling 

four week period is greater than ten percent (10%) or less than negative ten percent (-10%), and (ii) the 

bid and offer practices of one or more Market Participants has contributed to a divergence between LMPs 

in the Day-Ahead Energy Market and Real-Time Energy Market, then the following mitigation measure 

may be imposed: 

 



The Internal Market Monitor may limit the hourly quantities of Increment Offers for supply or Decrement 

Bids for load that may be offered in a Location by a Market Participant, subject to the following 

provisions: 

 

(i) The Internal Market Monitor shall, when practicable, request explanations of the relevant bid and 

offer practices from any Market Participant submitting such bids. 

(ii) Prior to imposing a mitigation measure, the Internal Market Monitor shall notify the affected 

Market Participant of the limitation. 

(iii) The Internal Market Monitor, with the assistance of the ISO, will restrict the Market Participant 

for a period of six months from submitting any virtual transactions at the same Node(s), and/or 

electrically similar Nodes to, the Nodes where it had submitted the virtual transactions that 

contributed to the unwarranted divergence between the LMPs in the Day-Ahead Energy Market 

and Real-Time Energy Market. 

 

III.A.11.4. Monitoring and Analysis of Market Design and Rules. 

The Internal Market Monitor shall monitor and assess the impact of Increment Offers and Decrement 

Bids on the competitive structure and performance, and the economic efficiency of the New England 

Markets.  Such monitoring and assessment shall include the effects, if any, on such bids and offers of any 

mitigation measures specified in this Market Rule 1. 

  

III.A.12.   Cap on FTR Revenues. 

If a holder of an FTR between specified delivery and receipt Locations (i) had an Increment Offer and/or 

Decrement Bid that was accepted by the ISO for an applicable hour in the Day-Ahead Energy Market for 

delivery or receipt at or near delivery or receipt Locations of the FTR; and (ii) the result of the acceptance 

of such Increment Offer or Decrement Bid is that the difference in LMP in the Day-Ahead Energy Market 

between such delivery and receipt Locations is greater than the difference in LMP between such delivery 

and receipt Locations in the Real-Time Energy Market, then the Market Participant shall not receive any 

Transmission Congestion Credit associated with such FTR in such hour, in excess of one divided by the 

number of hours in the applicable month multiplied by the amount originally paid for the FTR in the FTR 

Auction.  A Location shall be considered at or near the FTR delivery or receipt Location if seventy-five % 

or more of the energy injected or withdrawn at that Location and which is withdrawn or injected at 

another Location is reflected in the constrained path between the subject FTR delivery and receipt 

Locations that were acquired in the FTR Auction.  

 



III.A.13.  Additional Internal Market Monitor Functions Specified in Tariff. 

 

III.A.13.1.  Review of Offers and Bids in the Forward Capacity Market. 

In accordance with the following provisions of Section III.13 of Market Rule 1, the Internal Market 

Monitor is responsible for reviewing certain bids and offers made in the Forward Capacity Market.  

Section III.13 of Market Rule 1 specifies the nature and detail of the Internal Market Monitor’s review 

and the consequences that will result from the Internal Market Monitor’s determination following such 

review. 

 

(a) [Reserved]. 

(b) Section III.13.1.2.2.5.2 “Requirements for an Existing Generating Capacity Resource, Existing 

Demand Resource or Existing Import Capacity Resource Having a Higher Summer Qualified 

Capacity than Winter Qualified Capacity.” 

(c) Section III.13.1.2.3.2 “Review by Internal Market Monitor of Bids from Existing Generating 

Capacity Resources.” 

(d) Section III.13.1.3.5.6 “Review by Internal Market Monitor of Offers from New Import Capacity 

Resources and Existing Import Capacity.” 

(e) Section III.13.1.7 “Internal Market Monitor Review of Offers and Bids.” 

 

III.A.13.2.  Supply Offers and Demand Bids Submitted for Reconfiguration Auctions in the 

Forward Capacity Market. 

Section III.13.4 of Market Rule 1 addresses reconfiguration auctions in the Forward Capacity Market.  As 

addressed in Section III.13.4.2 of Market Rule 1, a supply offer or demand bid submitted for a 

reconfiguration auction shall not be subject to mitigation by the Internal Market Monitor. 

 

III.A.13.3.  Monitoring of Transmission Facility Outage Scheduling. 

Appendix G of Market Rule 1 addresses the scheduling of outages for transmission facilities.  The 

Internal Market Monitor shall monitor the outage scheduling activities of the Transmission Owners.  The 

Internal Market Monitor shall have the right to request that each Transmission Owner provide information 

to the Internal Market Monitor concerning the Transmission Owner’s scheduling of transmission facility 

outages, including the repositioning or cancellation of any interim approved or approved outage, and the 

Transmission Owner shall provide such information to the Internal Market Monitor in accordance with 

the ISO New England Information Policy. 

 



III.A.13.4.  Monitoring of Forward Reserve Resources. 

The Internal Market Monitor 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 Monitor 

shall consult with the Market Participant in accordance with Section III.A.3 of this Appendix A.  The 

Internal Market Monitor 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 III.9.6.4 of Market Rule 1. 

 

III.A.13.5.  Imposition of Sanctions. 

Appendix B of Market Rule 1 sets forth the procedures and standards under which sanctions may be 

imposed for certain violations of Market Participants’ obligations under the ISO New England Filed 

Documents and other ISO New England System Rules.  The Internal Market Monitor shall administer 

Appendix B in accordance with the provisions thereof. 

 

III.A.14.   Treatment of Supply Offers for Resources Subject to a Cost-of-Service Agreement. 

Article 5 of the form of Cost-of-Service Agreement in Appendix I to Market Rule 1 addresses the 

monitoring of resources subject to a cost-of-service agreement by the Internal Market Monitor and 

External Market Monitor.  Pursuant to Section 5.2 of Article 5 of the Form of Cost-of-Service Agreement, 

after consultation with the Lead Participant, Supply Offers that exceed Stipulated Variable Cost as 

determined in the agreement are subject to adjustment by the Internal Market Monitor to Stipulated 

Variable Cost. 

 

III.A.15.   Request for Additional Cost Recovery. 

 

III.A.15.1. Filing Right. 

If either (a) as a result of mitigation applied to a Resource under this Appendix A for all or part of one or 

more Operating Days, or (b) in the absence of mitigation, despite having submitted a Supply Offer at the 

energy offer cap specified in Section III.1.10.1.A(d) of Market Rule 1, a Market Participant believes that 

it will not recover the fuel and variable operating and maintenance costs of the Resource for those 

Operating Days, the Market Participant may, within sixty days of the receipt of the first Invoice issued 

containing credits or charges for the applicable Operating Day, submit a filing to the Commission seeking 

recovery of those costs pursuant to Section 205 of the Federal Power Act. 

 



III.A.15.2. Contents of Filing. 

Any Section 205 filing made pursuant to this section shall include:  (i)  the actual fuel and variable 

operating and maintenance costs for the Resource for the applicable Operating Days, with supporting data 

and calculations for those costs; (ii) an explanation of (a) why the actual costs of operating the Resource 

for the Operating Days exceeded the Reference Level costs or, (b) in the absence of mitigation, why the 

actual costs of operating the Resource for the Operating Days exceeded the costs as reflected in the 

Supply Offer at the energy offer cap; (iii) the Internal Market Monitor’s written explanation provided 

pursuant to Section III.A.15.3; and (iv) all requested regulatory costs in connection with the filing. 

 

III.A.15.3. Review by Internal Market Monitor Prior to Filing. 

Within twenty days of the receipt of the first Invoice containing credits or charges for the applicable 

Operating Day, a Market Participant that intends to make a Section 205 filing pursuant to this Section 

III.A.15 shall submit to the Internal Market Monitor the information and explanation detailed in Section 

III.A.15.2 (i) and (ii) that is to be included in the Section 205 filing.  Within twenty days of the receipt of 

a completed submittal, the Internal Market Monitor shall provide a written explanation of the events that 

resulted in the Section III.A.15 request for additional cost recovery.  The Market Participant shall include 

the Internal Market Monitor’s written explanation in the Section 205 filing made pursuant to this Section 

III A.15. 

 

III.A.15.4. Cost Allocation. 

In the event that the Commission accepts a Market Participant’s filing for cost recovery under this 

section, the ISO shall allocate charges to Market Participants for payment of those costs in accordance 

with the cost allocation provisions of Market Rule 1 that otherwise would apply to payments for the 

services provided based on the Resource’s actual dispatch for the Operating Days in question. 

 

III.A.16. ADR Review of Internal Market Monitor Mitigation Actions. 

 

III.A.16.1. Actions Subject to Review. 

A Market Participant may obtain prompt Alternative Dispute Resolution (“ADR”) review of any Internal 

Market Monitor mitigation imposed on a Resource as to which that Market Participant has bidding or 

operational authority.  A Market Participant must seek review pursuant to the procedure set forth in 

Appendix D to this Market Rule 1, but in all cases within the time limits applicable to billing adjustment 

requests.  These deadlines are currently specified in the ISO New England Manuals.  Actions subject to 

review are: 



 

 Imposition of a mitigation remedy.  

 Continuation of a mitigation remedy as to which a Market Participant has submitted material 

evidence of changed facts or circumstances.  (Thus, after a Market Participant has unsuccessfully 

challenged imposition of a mitigation remedy, it may challenge the continuation of that mitigation in 

a subsequent ADR review on a showing of material evidence of changed facts or circumstances.) 

 

III.A.16.2. Standard of Review. 

On the basis of the written record and the presentations of the Internal Market Monitor and the Market 

Participant, the ADR Neutral shall review the facts and circumstances upon which the Internal Market 

Monitor based its decision and the remedy imposed by the Internal Market Monitor.  The ADR Neutral 

shall remove the Internal Market Monitor’s mitigation only if it concludes that the Internal Market 

Monitor’s application of the Internal Market Monitor mitigation policy was clearly erroneous.  In 

considering the reasonableness of the Internal Market Monitor’s action, the ADR Neutral shall consider 

whether adequate opportunity was given to the Market Participant to present information, any voluntary 

remedies proposed by the Market Participant, and the need of the Internal Market Monitor to act quickly 

to preserve competitive markets. 

 

III.A.17. Reporting. 

 

III.A.17.1. Data Collection and Retention. 

Market Participants shall provide the Internal Market Monitor and External Market Monitor with any and 

all information within their custody or control that the Internal Market Monitor or External Market 

Monitor deems necessary to perform its obligations under this Appendix A, subject to applicable 

confidentiality limitations contained in the ISO New England Information Policy.  This would include a 

Market Participant’s cost information if the Internal Market Monitor or External Market Monitor deems it 

necessary, including start up, no-load and all other actual marginal costs, when needed for monitoring or 

mitigation of that Market Participant.  Additional data requirements may be specified in the ISO New 

England Manuals.  If for any reason the requested explanation or data is unavailable, the Internal Market 

Monitor and External Market Monitor will use the best information available in carrying out their 

responsibilities.  The Internal Market Monitor and External Market Monitor may use any and all 

information they receive in the course of carrying out their market monitor and mitigation functions to the 

extent necessary to fully perform those functions. 

 



Market Participants must provide data and any other information requested by the Internal Market 

Monitor that the Internal Market Monitor requests to determine: 

 

(a) the opportunity costs associated with Demand Reduction Offers; 

(b) the accuracy of Demand Response Baselines; 

(c) the method used to achieve a demand reduction, and; 

(d) the accuracy of reported demand levels. 

 

III.A.17.2. Periodic Reporting by the ISO and Internal Market Monitor. 

 

III.A.17.2.1. Monthly Report. 

The ISO will prepare a monthly report, which will be available to the public both in printed form 

and electronically, containing an overview of the market’s performance in the most recent period. 

 

III.A.17.2.2. Quarterly Report. 

The Internal Market Monitor will prepare a quarterly report consisting of market data regularly 

collected by the Internal Market Monitor in the course of carrying out its functions under this 

Appendix A and analysis of such market data.  Final versions of such reports shall be 

disseminated contemporaneously to the Commission, the ISO Board of Directors, the Market 

Participants, and state public utility commissions for each of the six New England states, 

provided that in the case of the Market Participants and public utility commissions, such 

information shall be redacted as necessary to comply with the ISO New England Information 

Policy.  The format and content of the quarterly reports will be updated periodically through 

consensus of the Internal Market Monitor, the Commission, the ISO, the public utility 

commissions of the six New England States and Market Participants.  The entire quarterly report 

will be subject to confidentiality protection consistent with the ISO New England Information 

Policy and the recipients will ensure the confidentiality of the information in accordance with 

state and federal laws and regulations.  The Internal Market Monitor will make available to the 

public a redacted version of such quarterly reports.  The Internal Market Monitor, subject to 

confidentiality restrictions, may decide whether and to what extent to share drafts of any report or 

portions thereof with the Commission, the ISO, one or more state public utility commission(s) in 

New England or Market Participants for input and verification before the report is finalized.  The 

Internal Market Monitor shall keep the Market Participants informed of the progress of any report 

being prepared pursuant to the terms of this Appendix A. 



 

III.A.17.2.3. Reporting on General Performance of the Forward Capacity Market. 

The performance of the Forward Capacity Market, including reconfiguration auctions, shall be 

subject to the review of the Internal Market Monitor.  No later than 180 days after the completion 

of the second Forward Capacity Auction, the Internal Market Monitor shall file with the 

Commission and post to the ISO’s website a full report analyzing the operations and effectiveness 

of the Forward Capacity Market.  Thereafter, the Internal Market Monitor shall report on the 

functioning of the Forward Capacity Market in its annual markets report in accordance with the 

provisions of Section III.A.17.2.4 of this Appendix A. 

 

III.A.17.2.4. Annual Review and Report by the Internal Market Monitor. 

The Internal Market Monitor will prepare an annual state of the market report on market trends 

and the performance of the New England Markets and will present an annual review of the 

operations of the New England Markets.  The annual report and review will include an evaluation 

of the procedures for the determination of energy, reserve and regulation clearing prices, NCPC 

costs and the performance of the Forward Capacity Market and FTR Auctions.  The review will 

include a public forum to discuss the performance of the New England Markets, the state of 

competition, and the ISO’s priorities for the coming year.  In addition, the Internal Market 

Monitor will arrange a non-public meeting open to appropriate state or federal government 

agencies, including the Commission and state regulatory bodies, attorneys general, and others 

with jurisdiction over the competitive operation of electric power markets, subject to the 

confidentiality protections of the ISO New England Information Policy, to the greatest extent 

permitted by law. 

 

III.A.17.3. Periodic Reporting by the External Market Monitor.  

The External Market Monitor will perform independent evaluations and prepare annual and ad hoc reports 

on the overall competitiveness and efficiency of the New England Markets or particular aspects of the 

New England Markets, including the adequacy of Appendix A.  The External Market Monitor shall have 

the sole discretion to determine whether and when to prepare ad hoc reports and may prepare such reports 

on its own initiative or pursuant to requests by the ISO, state public utility commissions or one or more 

Market Participants.  Final versions of such reports shall be disseminated contemporaneously to the 

Commission, the ISO Board of Directors, the Market Participants, and state public utility commissions for 

each of the six New England states, provided that in the case of the Market Participants and public utility 



commissions, such information shall be redacted as necessary to comply with the ISO New England 

Information Policy.  Such reports shall, at a minimum, include: 

 

(i) Review and assessment of the practices, market rules, procedures, protocols and other activities 

of the ISO insofar as such activities, and the manner in which the ISO implements such activities, 

affect the competitiveness and efficiency of New England Markets. 

(ii) Review and assessment of the practices, procedures, protocols and other activities of any 

independent transmission company, transmission provider or similar entity insofar as its activities 

affect the competitiveness and efficiency of the New England Markets. 

(iii) Review and assessment of the activities of Market Participants insofar as these activities affect 

the competitiveness and efficiency of the New England Markets. 

(iv) Review and assessment of the effectiveness of Appendix A and the administration of Appendix A 

by the Internal Market Monitor for consistency and compliance with the terms of Appendix A. 

(v) Review and assessment of the relationship of the New England Markets with any independent 

transmission company and with adjacent markets. 

 

The External Market Monitor, subject to confidentiality restrictions, may decide whether and to what 

extent to share drafts of any report or portions thereof with the Commission, the ISO, one or more state 

public utility commission(s) in New England or Market Participants for input and verification before the 

report is finalized.  The External Market Monitor shall keep the Market Participants informed of the 

progress of any report being prepared. 

 

III.A.17.4. Other Internal Market Monitor or External Market Monitor Communications With 

Government Agencies. 

 

III.A.17.4.1. Routine Communications. 

The periodic reviews are in addition to any routine communications the Internal Market Monitor 

or External Market Monitor may have with appropriate state or federal government agencies, 

including the Commission and state regulatory bodies, attorneys general, and others with 

jurisdiction over the competitive operation of electric power markets. 

 

III.A.17.4.2. Additional Communications. 

The Internal Market Monitor and External Market Monitor are not a regulatory or enforcement 

agency.  However, they will monitor market trends, including changes in Resource ownership as 



well as market performance.  In addition to the information on market performance and 

mitigation provided in the monthly, quarterly and annual reports the External Market Monitor or 

Internal Market Monitor shall: 

 

(a) Inform the jurisdictional state and federal regulatory agencies, as well as the Markets 

Committee, if the External Market Monitor or Internal Market Monitor determines that a 

market problem appears to be developing that will not be adequately remediable by existing 

market rules or mitigation measures; 

(b) If the External Market Monitor or Internal Market Monitor receives information from any 

entity regarding an alleged violation of law, refer the entity to the appropriate state or federal 

agencies; 

(c) If the External Market Monitor or Internal Market Monitor reasonably concludes, in the 

normal course of carrying out its monitoring and mitigation responsibilities, that certain 

market conduct constitutes a violation of law, report these matters to the appropriate state and 

federal agencies; and, 

(d) Provide the names of any companies subjected to mitigation under these procedures as well 

as a description of the behaviors subjected to mitigation and any mitigation remedies or 

sanctions applied. 

 

III.A.17.4.3. Confidentiality. 

Information identifying particular participants required or permitted to be disclosed to 

jurisdictional bodies under this section shall be provided in a confidential report filed under 

Section 388.112 of the Commission regulations and corresponding provisions of other 

jurisdictional agencies.  The Internal Market Monitor will include the confidential report with the 

quarterly submission it provides to the Commission pursuant to Section III.A.17.2.2. 

 

III.A.17.5. Other Information Available from Internal Market Monitor and External Market 

Monitor on Request by Regulators. 

The Internal Market Monitor and External Market Monitor will normally make their records available as 

described in this paragraph to authorized state or federal agencies, including the Commission and state 

regulatory bodies, attorneys general and others with jurisdiction over the competitive operation of electric 

power markets (“authorized government agencies”).  With respect to state regulatory bodies and state 

attorneys general (“authorized state agencies”), the Internal Market Monitor and External Market Monitor 

shall entertain information requests for information regarding general market trends and the performance 



of the New England Markets, but shall not entertain requests that are designed to aid enforcement actions 

of a state agency.  The Internal Market Monitor and External Market Monitor shall promptly make 

available all requested data and information that they are permitted to disclose to authorized government 

agencies under the ISO New England Information Policy.  Notwithstanding the foregoing, in the event an 

information request is unduly burdensome in terms of the demands it places on the time and/or resources 

of the Internal Market Monitor or External Market Monitor, the Internal Market Monitor or External 

Market Monitor shall work with the authorized government agency to modify the scope of the request or 

the time within which a response is required, and shall respond to the modified request. 

 

The Internal Market Monitor and External Market Monitor also will comply with compulsory process, 

after first notifying the owner(s) of the items and information called for by the subpoena or civil 

investigative demand and giving them at least ten business days to seek to modify or quash the 

compulsory process.  If an authorized government agency makes a request in writing, other than 

compulsory process, for information or data whose disclosure to authorized government agencies is not 

permitted by the ISO New England Information Policy, the Internal Market Monitor and External Market 

Monitor shall notify each party with an interest in the confidentiality of the information and shall process 

the request under the applicable provisions of the ISO New England Information Policy.  Requests from 

the Commission for information or data whose disclosure is not permitted by the ISO New England 

Information Policy shall be processed under Section 3.2 of the ISO New England Information Policy.  

Requests from authorized state agencies for information or data whose disclosure is not permitted by the 

ISO New England Information Policy shall be processed under Section 3.3 of the ISO New England 

Information Policy.  In the event confidential information is ultimately released to an authorized state 

agency in accordance with Section 3.3 of the ISO New England Information Policy, any party with an 

interest in the confidentiality of the information shall be permitted to contest the factual content of the 

information, or to provide context to such information, through a written statement provided to the 

Internal Market Monitor or External Market Monitor and the authorized state agency that has received the 

information. 

 

III.A.18. Ethical Conduct Standards. 

 

III.A.18.1. Compliance with ISO New England Inc. Code of Conduct. 

The employees of the ISO that perform market monitoring and mitigation services for the ISO and the 

employees of the External Market Monitor that perform market monitoring and mitigation services for the 



ISO shall execute and shall comply with the terms of the ISO New England Inc. Code of Conduct 

attached hereto as Exhibit 5. 

 

III.A.18.2. Additional Ethical Conduct Standards. 

The employees of the ISO that perform market monitoring and mitigation services for the ISO and the 

employees of the External Market Monitor that perform market monitoring and mitigation services for the 

ISO shall also comply with the following additional ethical conduct standards.  In the event of a conflict 

between one or more standards set forth below and one or more standards contained in the ISO New 

England Inc. Code of Conduct, the more stringent standard(s) shall control. 

 

III.A.18.2.1. Prohibition on Employment with a Market Participant. 

No such employee shall serve as an officer, director, employee or partner of a Market Participant. 

 

III.A.18.2.2. Prohibition on Compensation for Services. 

No such employee shall be compensated, other than by the ISO or, in the case of employees of 

the External Market Monitor, by the External Market Monitor, for any expert witness testimony 

or other commercial services, either to the ISO or to any other party, in connection with any legal 

or regulatory proceeding or commercial transaction relating to the ISO or the New England 

Markets. 

 

III.A.18.2.3. Additional Standards Applicable to External Market Monitor. 

In addition to the standards referenced in the remainder of this Section 18 of Appendix A, the 

employees of the External Market Monitor that perform market monitoring and mitigation 

services for the ISO are subject to conduct standards set forth in the External Market Monitor 

Services Agreement entered into between the External Market Monitor and the ISO, as amended 

from time-to-time.  In the event of a conflict between one or more standards set forth in the 

External Market Monitor Services Agreement and one or more standards set forth above or in the 

ISO New England Inc. Code of Conduct, the more stringent standard(s) shall control. 

 

III.A.19. Protocols on Referral to the Commission of Suspected Violations. 

(A) The Internal Market Monitor or External Market Monitor is to make a non-public referral to the 

Commission in all instances where the Internal Market Monitor or External Market Monitor has 

reason to believe that a Market Violation has occurred.  While the Internal Market Monitor or 

External Market Monitor need not be able to prove that a Market Violation has occurred, the Internal 



Market Monitor or External Market Monitor is to provide sufficient credible information to warrant 

further investigation by the Commission.  Once the Internal Market Monitor or External Market 

Monitor has obtained sufficient credible information to warrant referral to the Commission, the 

Internal Market Monitor or External Market Monitor is to immediately refer the matter to the 

Commission and desist from independent action related to the alleged Market Violation.  This does 

not preclude the Internal Market Monitor or External Market Monitor from continuing to monitor for 

any repeated instances of the activity by the same or other entities, which would constitute new 

Market Violations.  The Internal Market Monitor or External Market Monitor is to respond to 

requests from the Commission for any additional information in connection with the alleged Market 

Violation it has referred. 

(B) All referrals to the Commission of alleged Market Violations are to be in writing, whether transmitted 

electronically, by fax, mail or courier.  The Internal Market Monitor or External Market Monitor may 

alert the Commission orally in advance of the written referral. 

(C) The referral is to be addressed to the Commission’s Director of the Office of Enforcement, with a 

copy also directed to both the Director of the Office of Energy Market Regulation and the General 

Counsel. 

(D) The referral is to include, but need not be limited to, the following information 

(1) The name(s) of and, if possible, the contact information for, the entity(ies) that allegedly took the 

action(s) that constituted the alleged Market Violation(s); 

(2) The date(s) or time period during which the alleged Market Violation(s) occurred and whether the 

alleged wrongful conduct is ongoing; 

(3) The specific rule or regulation, and/or tariff provision, that was allegedly violated, or the nature of 

any inappropriate dispatch that may have occurred; 

(4) The specific act(s) or conduct that allegedly constituted the Market Violation; 

(5) The consequences to the market resulting from the acts or conduct, including, if known, an 

estimate of economic impact on the market; 

(6) If the Internal Market Monitor or External Market Monitor believes that the act(s) or conduct 

constituted a violation of the anti-manipulation rule of Part 1c of the Commission’s Rules and 

Regulations, 18 C.F.R. Part 1c, a description of the alleged manipulative effect on market prices, 

market conditions, or market rules;  

(7) Any other information the Internal Market Monitor or External Market Monitor believes is 

relevant and may be helpful to the Commission. 

(E) Following a referral to the Commission, the Internal Market Monitor or External Market Monitor is to 

continue to notify and inform the Commission of any information that the Internal Market Monitor or 



External Market Monitor learns of that may be related to the referral, but the Internal Market Monitor 

or External Market Monitor is not to undertake any investigative steps regarding the referral except at 

the express direction of the Commission or Commission staff. 

 

III.A.20. Protocol on Referrals to the Commission of Perceived Market Design Flaws and 

Recommended Tariff Changes. 

(A) The Internal Market Monitor or External Market Monitor is to make a referral to the Commission in 

all instances where the Internal Market Monitor or External Market Monitor has reason to believe 

market design flaws exist that it believes could effectively be remedied by rule or tariff changes.  The 

Internal Market Monitor or External Market Monitor must limit distribution of its identifications and 

recommendations to the ISO and to the Commission in the event it believes broader dissemination 

could lead to exploitation, with an explanation of why further dissemination should be avoided at that 

time. 

(B) All referrals to the Commission relating to perceived market design flaws and recommended tariff 

changes are to be in writing, whether transmitted electronically, by fax, mail, or courier.  The Internal 

Market Monitor or External Market Monitor may alert the Commission orally in advance of the 

written referral. 

(C) The referral should be addressed to the Commission’s Director of the Office of Energy Market 

Regulation, with copies directed to both the Director of the Office of Enforcement and the General 

Counsel. 

(D) The referral is to include, but need not be limited to, the following information. 

(1) A detailed narrative describing the perceived market design flaw(s); 

(2) The consequences of the perceived market design flaw(s), including, if known, an estimate of 

economic impact on the market; 

(3) The rule or tariff change(s) that the Internal Market Monitor or External Market Monitor believes 

could remedy the perceived market design flaw; 

(4) Any other information the Internal Market Monitor or External Market Monitor believes is 

relevant and may be helpful to the Commission. 

(E) Following a referral to the Commission, the Internal Market Monitor or External Market Monitor is to 

continue to notify and inform the Commission of any additional information regarding the perceived 

market design flaw, its effects on the market, any additional or modified observations concerning the 

rule or tariff changes that could remedy the perceived design flaw, any recommendations made by the 

Internal Market Monitor or External Market Monitor to the regional transmission organization or 

independent system operator, stakeholders, market participants or state commissions regarding the 



perceived design flaw, and any actions taken by the regional transmission organization or 

independent system operator regarding the perceived design flaw. 

 

III.A.21  Review of Offers From New Resources in the Forward Capacity Market. 

The Internal Market Monitor shall review offers from new resources in the Forward Capacity Auction as 

described in this Section III.A.21. 

 

III.A.21.1  Offer Review Trigger Prices. 

For each new resource type, the Internal Market Monitor shall establish an Offer Review Trigger Price. 

Offers in the Forward Capacity Auction at prices that are equal to or above the relevant Offer Review 

Trigger Price will not be subject to further review by the Internal Market Monitor. A request to submit 

offers in the Forward Capacity Auction at prices that are below the relevant Offer Review Trigger Price 

must be submitted in advance of the Forward Capacity Auction as described in Sections III.13.1.1.2.2.3 or 

III.13.1.4.2.4 and shall be reviewed by the Internal Market Monitor as described in this Section III.A.21. 

 

III.A.21.1.1  Offer Review Trigger Prices for the Eighth Forward Capacity Auction. 

For resources other than New Import Capacity Resources, the Offer Review Trigger Prices for the eighth 

Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 2017) shall be as 

follows: 

 

Resource Type Offer Review Trigger Price ($/kW-month) 

Combustine Turbine $10.00 

Combined Cycle Gas Turbine $11.00 

Biomass $24.00 

On-Shore Wind $14.00 

Real-Time Demand Response $1.00 

Energy Efficiency $0.00 

All Other Resource Types Forward Capacity Auction Starting Price 

 

Where a new resource is composed of assets having different resource types, the resource shall have an 

Offer Review Trigger Price equal to the highest of the applicable Offer Review Trigger Prices. 

 

For a New Import Capacity Resource that is backed by a single new External Resource and that is 

associated with an investment in transmission that increases New England’s import capability, the Offer 

Review Trigger Prices in the table above shall apply, based on the resource type of the External Resource. 

For any other New Import Capacity Resource, the Offer Review Trigger Price shall be $0.00/kW-month. 

 



III.A.21.1.2  Calculation of Offer Review Trigger Prices. 

(a) The Offer Review Trigger Price for each of the resource types listed above shall be recalculated 

using updated data no less often than once every three years. Where any Offer Review Trigger Price is 

recalculated, the Internal Market Monitor will review the results of the recalculation with stakeholders 

and the new Offer Review Trigger Price shall be filed with the Commission prior to the Forward Capacity 

Auction in which the Offer Review Trigger Price is to apply. 

 

(b) For new generation resources, the methodology used to develop the Offer Review 

Trigger Price is as follows. Capital costs, expected non-capacity revenues and operating costs, 

assumptions regarding depreciation, taxes and discount rate are input into a capital budgeting 

model which is used to calculate the break-even contribution required from the Forward 

Capacity Market to yield a discounted cash flow with a net present value of zero for the project. 

The Offer Review Trigger Price is set equal to the year-one capacity price output from the 

model, rounded to the nearest whole dollar value. The model looks at 20 years of real-dollar 

cash flows discounted at a rate (Weighted Average Cost of Capital) consistent with that expected 

of a project whose output is under contract (i.e., a contract negotiated at arm’s length between 

two unrelated parties). 

 

(c) For new energy efficiency resources, the methodology used to develop the Offer Review 

Trigger Price shall be the same as that used for new generation resources, with the following 

exceptions. First, the model takes account of all costs incurred by the utility and end-use 

customer to deploy the efficiency measure. Second, rather than energy revenues, the model 

recognizes end-use customer savings associated with the efficiency programs. Third, the model 

assumes that all costs are expensed as incurred. Fourth, the benefits realized by end-use 

customers are assumed to have no tax implications for the utility. Fifth, the model discounts 

cash flows over the programs’ life. 

 

(d) For new Real-Time Demand Response resources, the methodology used to develop the 

Offer Review Trigger Price is based on an analysis of the incremental operating costs associated 

with the demand response business activities of selected industry firms engaged primarily in the 

demand response business, as reported in their Form 10k filings with the U.S. Securities and 

Exchange Commission. The Internal Market Monitor will review data regarding annual customer totals 

(MW) and operating costs (cost of sales), allocated marketing and sales expense, and allocated 

administrative and general expense for the three preceding consecutive years. The incremental MW and 



the total incremental operating costs for each firm is calculated and the incremental cost is then divided 

by the incremental MW to estimate the incremental revenues required to cover the cost of new Real-Time 

Demand Response MW. The Offer Review Trigger Price is set to the lowest calculated incremental 

revenue value for the selected firms during the studied years rounded to the nearest whole number. 

 

III.A.21.2  New Resource Offer Floor Prices. 

For every new resource participating in a Forward Capacity Auction, the Internal Market Monitor shall 

determine a New Resource Offer Floor Price, as described in this Section III.A.21.2. 

 

(a) For a new capacity resource that does not submit a request to submit offers in the Forward 

Capacity Auction at prices that are below the relevant Offer Review Trigger Price as described in 

Sections III.13.1.1.2.2.3 or III.13.1.4.2.4, the New Resource Offer Floor Price shall be equal to the Offer 

Review Trigger Price applicable to the relevant resource type. 

 

(b) For a new capacity resource that does submit a request to submit offers in the Forward Capacity 

Auction at prices that are below the relevant Offer Review Trigger Price as described in Sections 

III.13.1.1.2.2.3 and III.13.1.4.2.4, the Internal Market Monitor shall enter all relevant resource costs 

and non-capacity revenue data, as well as assumptions regarding depreciation, taxes, and 

discount rate into the capital budgeting model used to develop the relevant Offer Review Trigger 

Price and shall calculate the break-even contribution required from the Forward Capacity Market 

to yield a discounted cash flow with a net present value of zero for the project. The Internal Market 

Monitor shall compare the requested offer price to this capacity price estimate. 

 

(i) The Internal Market Monitor will exclude any out-of-market revenue sources 

from the cash flows used to evaluate the requested offer price. Out-of-market revenues 

are any revenues that are: (a) not tradable throughout the New England Control Area or 

that are restricted to resources within a particular state or other geographic sub-region; or 

(b) not available to all resources of the same physical type within the New England 

Control Area, regardless of the resource owner. Expected revenues associated with 

economic development incentives that are offered broadly by state or local government 

and that are not expressly intended to reduce prices in the Forward Capacity Market are 

not considered out-of-market revenues for this purpose. In submitting its requested offer 

price, the Project Sponsor shall indicate whether and which project cash flows are 

supported by a regulated rate, charge, or other regulated cost recovery mechanism. If the 



project is supported by a regulated rate, charge, or other regulated cost recovery 

mechanism, then that rate will be replaced with the Internal Market Monitor estimate of energy 

revenues. Where possible, the Internal Market Monitor will use like-unit historical production, 

revenue, and fuel cost data. Where such information is not available (e.g., there is no resource of 

that type in service), the Internal Market Monitor will use a forecast provided by a credible third 

party source. The Internal Market Monitor will review capital costs, discount rates, depreciation 

and tax treatment to ensure that it is consistent with overall market conditions. Any assumptions 

that are clearly inconsistent with prevailing market conditions will be adjusted. 

 

(ii) For a new Real-Time Demand Response resource, the resource’s costs shall 

include all expenses, including incentive payments, equipment costs, marketing and 

selling and administrative and general costs incurred by the Demand Response Provider 

to acquire the Real-Time Demand Response resource. Revenues shall include all non-capacity 

payments expected from the ISO-administered markets made for services delivered from the 

Real-Time Demand Response resource. 

 

(iii) For a new capacity resource that has achieved commercial operation prior to the New 

Capacity Qualification Deadline for the Forward Capacity Auction in which it seeks to 

participate, the relevant capital costs to be entered into the capital budgeting model will be the 

undepreciated original capital costs adjusted for inflation. For any such resource, the prevailing 

market conditions will be those that were in place at the time of the decision to construct the 

resource. 

 

 (iv) Sufficient documentation and information must be included in the resource’s 

qualification package to allow the Internal Market Monitor to make the determinations 

described in this subsection (b). Such documentation should include all relevant financial 

estimates and cost projections for the project, including the project’s pro-forma financing 

support data. For a new capacity resource that has achieved commercial operation prior to the 

New Capacity Qualification Deadline, such documentation should also include all relevant 

financial data of actual incurred capital costs, actual operating costs, and actual revenues since the 

date of commercial operation. If the supporting documentation and information required by this 

subsection (b) is deficient, the Internal Market Monitor, at its sole discretion, may consult with 

the Project Sponsor to gather further information as necessary to complete its analysis. If after 

consultation, the Project Sponsor does not provide sufficient documentation and information for 



the Internal Market Monitor to complete its analysis, then the resource’s New Resource Offer 

Floor Price shall be equal to the Offer Review Trigger Price. 

 

(v) If the Internal Market Monitor determines that the requested offer price is 

consistent with the Internal Market Monitor’s capacity price estimate, then the resource’s 

New Resource Offer Floor Price shall be equal to the requested offer price. 

 

(vi) If the Internal Market Monitor determines that the requested offer price is not 

consistent with the Internal Market Monitor’s capacity price estimate, then the resource’s 

New Resource Offer Floor Price shall be set to a level that is consistent with the capacity price 

estimate, as determined by the Internal Market Monitor. Any such determination will be 

explained in the resource’s qualification determination notification and will be filed with 

the Commission as part of the filing described in Section III.13.8.1. 

 

III.A.21.3  Special Treatment of Certain Out-of-Market Capacity Resources in the Eighth 

Forward Capacity Auction. 

For the eighth Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 

2017), the provisions of Sections III.A.21.1 and III.A.21.2 shall also apply to certain resources that 

cleared in the sixth Forward Capacity Auction (for the Capacity Commitment Period beginning on June 1, 

2015) and/or the seventh Forward Capacity Auction (for the Capacity Commitment Period beginning on 

June 1, 2016), as follows: 

 

 (a) This Section III.A.21.3 shall apply to: (i) any capacity clearing in the sixth or seventh Forward 

Capacity Auction as a New Generating Capacity Resource or New Import Capacity Resource designated 

as a Self-Supplied FCA Resource; and (ii) any capacity clearing in the sixth or seventh Forward Capacity 

Auction from a New Generating Capacity Resource, New Import Capacity Resource, or New Demand 

Resource at prices found by the Internal Market Monitor to be not consistent with either: (a) the 

resource’s long run average costs net of expected net revenues other than capacity revenues for a New 

Generating Capacity Resource and a New Demand Resource or (b) opportunity costs for a New Import 

Capacity Resource. 

 

(b) For the eighth Forward Capacity Auction, the capacity described in subsection (a) above shall receive 

Offer Review Trigger Prices as described in Section III.A.21.1 and New Resource Offer Floor Prices as 

described in Section III.A.21.2. These values will apply to such capacity in the conduct of the eighth 



Forward Capacity Auction as described in Section III.13.2.3.2. 

 

(c) For the eighth Forward Capacity Auction, the Project Sponsor or Lead Market Participant for such 

capacity may be required to comply with some or all of the qualification provisions applicable to new 

resources described in Section III.13.1. These requirements will be determined by the ISO on a case-by- 

case basis in consultation with the Project Sponsor or Lead Market Participant. 

 

(d) For any capacity described in subsection (a) above that does not clear in the eighth Forward Capacity 

Auction: 

 

(i) any prior election to have a Capacity Clearing Price and Capacity Supply Obligation 

continue to apply for more than one Capacity Commitment Period made pursuant to 

Section III.13.1.1.2.2.4 or Section III.13.1.4.2.2.5 shall be terminated as of the beginning 

of the Capacity Commitment Period associated with the eighth FCA (beginning June 1, 

2017); and 

 

(ii) after the eighth Forward Capacity Auction, such capacity will be deemed to have 

never been previously counted as capacity, such that it meets the definition, and must 

meet the requirements, of a new capacity resource for the subsequent Forward Capacity 

Auction in which it seeks to participate. 



Instructions for completing the Generator Bid Form

  ASSET INFORMATION

Unit Name Enter the name of the unit

Unit ID Enter the ID number of the unit

Single or Dual Fuel Select Single or Dual Fuel from the drop down box

Lead Market Participant Name Enter the name of the Lead Market Participant

Lead Market Participant ID Enter the ID Number of the Lead Market Participant

Contact Name Enter the name of the contact person for questions about this bid submission

Shared Oil Storage Select Yes or No from the drop down box to indicate if this unit shares oil storage with other units

    The following information will need to be entered and visible for Shared Oil Storage only:

Shared Oil Storage Units Enter the Unit IDs for the units sharing oil storage with this unit.

    The following information will need to be entered and visible for Dual Fuel Units only (Dual Fuel Units will need to include a Test Plan
            which may be an attached Word Document or entered in the Test Plan tab of this Workbook)

Operating limits based on air permit 

restrictions
Describe any operating hour limitations required by air quality permit

Time to switch to Secondary Enter the hours required to switch from primary to secondary fuel

Time to switch back to Primary Enter the hours required to switch from secondary back to primary fuel

NORMALIZED INVENTORY

Eco Min Enter the Eco Min in MW for the asset

Winter Seasonal Capability Enter the Winter Seasonal Claim Capability in MW for the asset

Assumed Output Level This value is calculated as the Greater of the Eco Min or 40% of the Winter Seasonal Claim Capability

Heat Rate At Assumed Output Level Enter the heat rate for the Assumed Output Level in Btu/kWh

Start Up Fuel Enter the quantity of Cold Startup fuel in mmbtu

Tank Usable Capacity Enter the Tank Usable Capacity

Fuel Type Select Residual, Distillate or Ultra-Low Sulfur from the drop down 

Heat Content Heat Content for Residual = 6,287,000, Distillate = 5,771,000 and Ultra-Low Sulfur = 5,762,000 as published 

in the 2010 EIA Forecast.

Price Proposals

Bid Type If Dual Fuel Unit and Fuel Type of Distillate or Ultra-Low Sulfur, select Incremental Inventory or 

Replenishment from drop down box.  

Incremental Bids will be entered and visible for all Single Units, Units with Fuel Type of Residual or Units for which Bid Type of Incremental 
Inventory is selected

               For each quantity/price pair:

Onsite fuel inventory on December 1 Enter an incremental quantity of Fuel Inventory in MWh

Fixed Monthly Price per MWh Enter the Fixed Monthly Price per MWh

Monthly Payment (by block)  (current block Fuel Inventory in MWh * current block Fixed Monthly Price per MWh)

Normalized Inventory Requirement on 

December 1 in Barrels See Conversion Calculation below for MWh to Barrels of Oil

Replenishment Bids will be entered and visible for Units for which Bid Type of Replenishment is selected

               For each quantity/price pair:

Inventoried Fuel and Replenishment  

MWh's

Block 1 Block 1 will be calculated as MWh based on the Tank Usable Capacity.  See Conversion Calculation

Conversion below for Barrels of Oil to MWh

Replenishment Bid 1, 2 & 3 Enter Incremental Replenishments bids in MWh

Fixed Monthly Price per MWh Enter the Fixed Monthly Price per MWh

Monthly Payment (by block)  (current bid block Fuel in MWh * current block Fixed Monthly Price per MWh)

Inventoried Fuel and Replenishment Barrels See Conversion Calculation below for MWh to Barrels of Oil

               Conversion Calculations:

 Assumptions Operating Day = 1 start plus run at Assumed Output Level for 16 Hours.

MWh of Fuel Offered

        Daily Output         Daily Output 

Tank Usable Capacity

((Heat Rate @ Assumed Output Level / Heat Content * 1000) * Daily Output + Start up Fuel)

                                           Where

Daily Output = Assumed Output Level * 16 Hours

Conversion of Start up Fuel from mmbtu to 

barrels = Start Up Fuel in mmbtu's * 1,000,000 / Heat Content

Conversion of MWh to Barrels of Oil

Conversion of Barrels of Oil to MWh's  x Daily Output 

* ((Heat Rate @ Assumed Output Level / Heat Content * 1000) * Daily Output  + Start Up Fuel)



APPENDIX K BID SHEET

WINTER 2013/2014 RELIABILITY SOLUTIONS

I. Generator Assets

  GENERATOR ASSET INFORMATION

Unit Name 

Unit ID 

Single or Dual Fuel   (select Single or Dual Fuel)

 Lead Market Participant Name 

   Lead Market Participant ID 

Contact Name 

Shared Oil Storage  (select Yes or No) Shared Oil Storage Units: Unit ID Unit ID

Dual Fuel Units(see Note):

Operating limits based on air permit restrictions  (select Yes or No)

Time to switch to Secondary  Hours

Time to switch back to Primary  Hours

Note:  Please attach a Test Plan in a Word Document or use the Test Plan tab to describe the switching operation, including such things as run-time, loading levels, off-line time, 

           start-up times, down times.

NORMALIZED INVENTORY

Assumptions: Operating Day = 1 start plus run at the greater of Eco Min or 40% of the Winter SCC for 16 hours

Eco Min  MW Assumed Output Level  Hourly

 Winter SCC  MW Heat Rate At Assumed Output Level Btu/kWh

Start Up Fuel  mmbtu Tank Usable Capacity:  bbls

Fuel Type  Residual/Distillate/Ultra-Low Sulfur

Heat Content  Btu/Barrel

PRICE PROPOSALS

Bid Type: 

Incremental Bids

Onsite fuel 

inventory on 

December 1 MWh

Fixed

Monthly

Price per MWh

Monthly

Payment

(Note 1)

Normalized

Inventory Requirement

December 1

Barrels **

Base Inventory

Incremental Inventory Bid  2

Incremental Inventory Bid  3

Incremental Inventory Bid 4

Total Offer: -                                 -$                                                                  -                                             

Replenishment Bids
Inventoried 

Fuel and 

Replenishment 

MWh

Fixed

Monthly

Price per MWh

Monthly 

Payment

(Note 1)

Inventoried 

Fuel and

Replenishment

Barrels **

Initial Inventory

Replenishment Bid 1

Replenishment Bid 2

Replenishment Bid 3

Total Offer -                                 -$                                                                  -                                             

Note 1:   The Monthly Payment is for total MWh's offered.  Monthly Payments will be adjusted accordingly when MWh's

                      are partially awarded.

** Disclaimer:  This formula is used solely for bid evaluation purposes and not an indicator or predictor of actual unit operation.



Test Plan Description

When entering a Test Plan, Alt-Enter should be used as the enter key to bring you to the next line 

and continue typing.



  ASSET INFORMATION

Asset Name Enter the name of the asset

Asset ID Enter the ID number of the asset, if available

Method Select Net Supply, Demand Reduction or Both in the drop down box

Aggregation Select Single Asset or Aggregation in the drop down box

Market Participant Name Enter the name of the Market Participant

Market Participant ID Enter the Market Participant ID

Contact Name Enter the name of the contact person for questions about this bid submission

Location Enter the Dispatch Zone of the asset

Pnode Enter the Pnode of the asset; if asset is an aggregation, fill in facility information below

Generator Fuel Type Select Natural Gas or Other in the drop down box if the Method is Net Supply or Both

  BID INFORMATION

Quantity in MW Enter the quantity bid in MW. The bid must be a minimum of 100 KW

Price in $/kw-month Enter the price bid in $ per kw-month

  FACILITY INFORMATION
          The following information will be entered and visible for Assets that are Aggregated:

Facility Enter the name of the facility

MW Value Enter the MW Value of the facility

Pnode Enter the Pnode for the facility

Method Select Net Supply, Demand Reduction or Both from the drop down for the facility

Instructions for completing the Demand Resource Bid form



APPENDIX K BID SHEET

WINTER 2013/2014 RELIABILITY SOLUTIONS

  ASSET INFORMATION

Asset Name

Asset ID   (If Asset ID exists)

Method      (select Net Supply, Demand Reduction or Both)

Aggregation      (select Single Asset or Aggregation)

Market Participant Name

Market Participant ID

Contact Name

Location   (Dispatch Zone)

Pnode

Generator Fuel Type      (select Natural Gas or Other)

  BID INFORMATION

Asset ID

Quantity

in

MW

Price 

in $/kw-month

  FACILITY INFORMATION

Facility MW Value Pnode Method

Facility 1

Facility 2

Facility 3

Facility 4

Facility 5

Facility 6

Facility 7

Facility 8

Facility 9

Facility 10

If a complete list of facilities that will be used to fulfill the Market Participant’s obligations under Appendix K cannot be 

provided at this time, attach an explanation of what will be done to meet Appendix K obligations and when a complete 

list will be provided.

II. Demand Response Assets



 

 

JUNE 27, 2013 PARTICIPANTS COMMITTEE MEETING 
                 VOTE TAKEN TO SUPPORT WINTER 2013/14 RELIABILITY PROGRAM 

 

 

  

 

TOTAL 

Participant Name VOTE  

GENERATION 17.10         

TRANSMISSION        13.68 

SUPPLIER        7.77 

ALTERNATIVE RESOURCES 14.50 

PUBLICLY OWNED ENTITY           17.10 

END USER           15.47 

% IN FAVOR       85.62    
 

GENERATION SECTOR 

Participant Name VOTE  

Dominion Energy Marketing, Inc. F 

Entergy Nuclear Power Marketing LLC  A 

EquiPower Resources Management, LLC F 

Essential Power Massachusetts, LLC F 

GDF SUEZ Energy Marketing North America A 

Generation Group Member F 

Millennium Power Partners A 

NextEra Energy Resources, LLC F 

NRG Power Marketing, LLC F 

Verso Maine Energy LLC F 

TransCanada Power Marketing, LLC F 

  

IN FAVOR (F) 8 

OPPOSED (O) 0 

TOTAL VOTES 8 

ABSTENTIONS ( A) 3 

 

TRANSMISSION SECTOR 

Participant Name VOTE  

Bangor Hydro-Electric Company F 

New England Power Company O 

Central Maine Power Company F 

The United Illuminating Company A 

NU / NSTAR F 

Vermont Electric Power Company, Inc. F 

  

IN FAVOR (F) 4 

OPPOSED  (O) 1 

TOTAL VOTES 5 

ABSTENTIONS (A) 1 

SUPPLIER SECTOR 

Participant Name VOTE  

BP Energy Company O 

Brookfield Energy Mktg/Cross-Sound Cable O 

Calpine Energy Services F 

CP Energy Marketing (US) Inc. A 

Cargill Power Markets, LLC O 

Citigroup Energy, LLC O 

Competitive Energy Services, LLC F 

Consolidated Edison Energy, Inc. O 

Dynegy Marketing and Trade, LLC F 

DC Energy, LLC O 

Edison Mission Marketing and Trading O 

Energy America, LLC F 

Exelon Generation Company F 

Freedom Logistics LLC F 

Galt Power, Inc. F 

Granite Ridge/Merrill Lynch Commodities F 

Great Bay Energy IV LLC O 

H.Q. Energy Services (U.S.) Inc. F 

Hess Corporation A 

Integrys Energy Services, Inc.  F 

Kimberly-Clark Corporation A 

Linde Energy Services, Inc. A 

LIPA A 

Macquarie Energy, LLC A 

Mercuria Energy America, Inc O 

Powerex O 

PSEG Energy Resources & Trade LLC A 

Twin Cities Power O 

Vitol Inc. O 

  

IN FAVOR (F) 10 

OPPOSED (O)   12 

TOTAL VOTES 22 

ABSTENTIONS (A)  7 

 
 
ALTERNATIVE RESOURCES SECTOR 

Participant Name VOTE  

 Renewable Generation Sub-Sector  

First Wind Energy Marketing F 

Small RG Group Member A 

 Distributed Generation Sub-Sector  

Conservation Services Group F 

Small DG Group Member F 
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ALTERNATIVE RESOURCES SECTOR (cont.) 

 Load Response Sub-Sector VOTE 

EnerNOC, Inc. F 

Vermont Energy Investment Corp. F 

Small LR Group Member F 

IN FAVOR (F) 6 

OPPOSED (O)  0 

TOTAL VOTES 6 

ABSTENTIONS (A) 1 

 
 
PUBLICLY OWNED ENTITY SECTOR 

Participant Name VOTE  

Ashburnham Municipal Light Plant F 

Boylston Municipal Light Department F 

Chicopee Municipal Lighting Plant F 

Concord Municipal Light Plant F 

Conn. Municipal Electric Energy Cooperative F 

Groton Electric Light Department F 

Holden Municipal Light Department F 

Holyoke Gas & Electric Department F 

Hudson Light and Power Department F 

Hull Municipal Lighting Plant F 

Ipswich Municipal Light Department F 

Littleton (NH) Water & Light Department F 

Mansfield Municipal Electric Dept. F 

Marblehead Municipal Light Dept. F 

Mass. Municipal Wholesale Electric Co. F 

Middleborough Gas and Electric Dept. F 

Middleton Municipal Electric Dept. F 

Paxton Municipal Light Department F 

Peabody Municipal Light Plant F 

Princeton Municipal Light Department F 

Rowley Municipal Lighting Plant F 

Russell Municipal Light Department F 

Shrewsbury's Electric & Cable Ops F 

South Hadley Electric Light Dept. F 

Sterling Municipal Electric Light Dept. F 

Taunton Municipal Lighting Plant F 

Templeton Municipal Lighting Plant F 

Wakefield Municipal Gas & Light Dept. F 

West Boylston Municipal Lighting Plant F 

Westfield Gas & Electric Light Dept. F 

Vermont Electric Cooperative F 

IN FAVOR (F) 31 

OPPOSED (O)  0 

TOTAL VOTES 31 

ABSTENTIONS (A) 0 

END USER SECTOR 

Participant Name VOTE  

Cianbro Companies F 

CT Office of Consumer Counsel F 

Conservation Law Foundation O 
Corinth Wood Pellets, LLC F 

Dragon Products Company F 

Elektrisola, Inc. F 

Fairchild Semiconductor Corporation F 

Food City, Inc. F 

Hardwood Products Company F 

Harvard Dedicated Energy Limited A 

Industrial Energy Consumer Group F 

LaBree’s Inc. F 

Maine Public Advocate Office A 

Maine Skiing, Inc. F 

Marden’s Inc. F 

Mass. Attorney General's Office F 

MoArk, LLC F 

NH Office of Consumer Advocate A 

PalletOne of Maine F 

PowerOptions, Inc. A 

Praxair, Inc. A 

St. Anselm College F 

Shipyard Brewing Co., LLC F 

The Energy Consortium  A 

Union of Concerned Scientists O 

Utility Services Inc. A 

Westerly Hospital F 

Z-TECH, LLC F 

  

IN FAVOR (F) 19 

OPPOSED (O)  2 

TOTAL VOTES 21 

                                  ABSTENTIONS (A) 7 
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TESTIMONY OF HENRY Y. YOSHIMURA  

 

 

I. INTRODUCTION 

 

Q: PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS. 

A:   My name is Henry Y. Yoshimura.  I am the Director of Demand Resource 

Strategy for ISO New England Inc. (the “ISO”), One Sullivan Road, Holyoke, 

Massachusetts 01040-2841.   

Q:   PLEASE SUMMARIZE YOUR JOB RESPONSIBILITIES AT THE ISO.  

A:   I joined the ISO in 2002.  In my current position, I am responsible for the 

development of demand resource initiatives for the New England wholesale 

electricity market and I assist ISO business units in implementing these 

initiatives.
1
  I manage the ISO’s Demand Resource Strategy Department to 

develop program and market designs that integrate demand resources into the 

wholesale electricity markets, work with the ISO’s Market Design group under 

the direction of Dr. Robert Ethier, the Vice President of Market Development, and 

work with external and internal stakeholder groups (e.g., program participants, 

                                                 
1
 Capitalized terms used but not defined in this testimony are intended to have the meaning given to such 

terms in the ISO New England Inc. Transmission, Markets and Services Tariff (the “Tariff”). 
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demand resource providers, New England Power Pool (“NEPOOL”) Participants, 

state and Federal regulators, and the ISO’s Market and System Operations, 

Planning, Settlements and IT Departments) to successfully implement such 

programs and market designs.  I also help integrate the ISO’s demand resource 

initiatives with other markets such as the capacity, reserve and regulation markets, 

and with the ISO’s Regional System Planning process in order to ensure efficient 

market design and consistent planning assumptions.   

 While at the ISO, I have served on the Board of Directors of the Demand 

Response Coordinating Committee and the Board of Directors of its successor 

organization, the Association for Demand Response and Smart Grid (“ADS”).  

ADS is a nonprofit organization consisting of policymakers, utilities, system 

operators, technology companies, consumers, and other stakeholders involved in 

the demand response and smart grid space.  ADS facilitates the exchange of ideas, 

information, and expertise to help its members advance the deployment of 

demand response and smart grid.   

 I also serve as the Chair of the Demand Resources Working Group, which is a 

standing working group of the NEPOOL Markets Committee (the “Markets 

Committee”) that reviews proposed changes to the market rules and the ISO New 

England Manuals pertaining to demand resources as directed by the Markets 

Committee officers.  The Demand Resources Working Group also provides a 

forum for stakeholders and the ISO to exchange ideas and information on topics 

such as:  demand resource program implementation, business process 

improvements, marketing activities, administrative or operational problems and 
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issues relating to the participation of demand resources in the wholesale 

electricity markets, ISO filings with the Commission concerning demand 

resources, and the results of analyses concerning demand resource performance. 

 I have appeared before the Federal Energy Regulatory Commission 

(“Commission”) on behalf of the ISO on several occasions addressing demand 

response in organized electricity markets. Specifically, I appeared before the 

Commission in technical conferences on Demand Response in Organized Electric 

Markets held on April 23, 2007 in Docket No. AD07-11-000 and May 21, 2008 in 

Docket No. AD08-8-000, and concerning the National Action Plan on Demand 

Response held on November 19-20, 2009 in Docket No. AD09-10-000.  I have 

sponsored testimony on demand response topics on behalf of the ISO many times.  

I have bachelor and graduate degrees in economics from the University of 

Montana.  Including my work in graduate school, which was in the energy field, I 

have about 30 years of domestic and international experience as an economist and 

public policy expert in the electric power industry.  

II. PURPOSE AND ORGANIZATION OF TESTIMONY 

Q:   WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A: The purpose of this testimony is to explain the portions of Appendix K, as 

proposed by the ISO, that permit demand response assets to help address 

reliability issues in light of potential fuel supply constraints within New England 

during the winter of 2013/2014. 
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Q: HOW CAN DEMAND RESPONSE ASSETS HELP ADDRESS 

POTENTIAL FUEL SUPPLY CONSTRAINTS WITHIN NEW ENGLAND 

DURING THE WINTER OF 2013/2014? 

A: Additional commitments from demand response assets that reduce demand and 

provide any net supply can help address potential fuel supply constraints by 

reducing the need for the wholesale power system to generate electrical energy to 

serve demand.  In this context, “net supply” is energy injected into the power 

system by generation resources located behind the Retail Delivery Point of an 

end-use customer.  Further, additional demand response assets that can be 

dispatched by the ISO in Real-Time will reduce the need for the system operator 

to commit additional generation during periods of colder than normal weather, 

when generator unavailability risks due to fuel supply uncertainty are highest.   

Q: WERE THERE ANY CONSTRAINTS UNDER WHICH THE ISO HAD TO 

WORK IN DESIGNING A PROGRAM TO PROCURE ADDITIONAL 

COMMITMENTS FROM DEMAND RESPONSE ASSETS TO HELP 

ADDRESS POTENTIAL FUEL SUPPLY CONSTRAINTS IN THE 

WINTER OF 2013/2014?  

A: Yes.  By the time the stakeholder and regulatory processes have appropriately run 

their course, the ISO will have, at the most, about three months to implement a 

program to address potential fuel supply constraints for the winter of 2013/2014.  

This creates an extremely short period of time for program implementation, which 

places several constraints on its design.  First, the ISO would not be able to 

implement a program that would require making any major change to its existing 
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information technology infrastructure, or to develop, test and execute new 

information technology systems.  Therefore, the program being proposed does not 

rely upon any major change to our existing information technology infrastructure, 

particularly the infrastructure used to implement our current demand response 

programs – e.g., the communication, telemetry, baseline, asset management, 

scheduling, dispatch, and settlement systems.  Further, several manual business 

processes would need to be developed to administer any new demand response 

program, which further constrains the program design and requires limiting the 

program size to some extent so as to accommodate these manual processes.  The 

time constraints also preclude developing software to automatically address 

potential double-counting, where an asset providing demand response services 

pursuant to Appendix K is also participating in the capacity and/or energy markets 

pursuant to Section III.13 and Appendix III.E.    

Despite these constraints, the program that the ISO has developed in cooperation 

with our stakeholders is designed to permit all demand response assets willing and 

able to comply with the requirements of Appendix K to help address fuel supply 

uncertainties for this coming winter.     

Q: PLEASE SUMMARIZE THE DEMAND RESPONSE PROGRAM BEING 

PROPOSED IN APPENDIX K. 

A: To help address potential fuel supply constraints in New England during the 

winter of 2013/2014, Appendix K provides a program for Market Participants to 

submit bids to supply demand reductions and any net supply from demand 

response assets when dispatched by the ISO to help maintain Thirty-Minute 



 

 6 

Operating Reserve during the 2013-2014 winter season (December 1, 2013 

through February 28, 2014).  End-use facilities that normally consume energy 

from the grid and are able to reduce demand in response to Dispatch Instructions, 

as well as end-use facilities with behind-the-meter generation and facilities 

capable of producing net supply, are eligible to participate in the program.  In 

addition, capacity from Real-Time Demand Response Assets that is in excess of 

the capacity committed from that asset in the Forward Capacity Market is eligible 

to participate in the Appendix K program.  Demand response assets in the 

program can consist of aggregations of end-use facilities located in the same 

Dispatch Zone, and assets must each have at least 100 kW of demand reduction 

(and net supply) capability.  The program is limited to no more than 200 assets. 

 Demand response assets in the program must meet largely the same metering and 

meter data submission requirements that are in place for existing demand 

response assets participating in the wholesale markets.  Assets must be available 

for dispatch by the ISO in real-time between 5:00 a.m. to 11:00 p.m. on all days.  

Assets participating in the program under Appendix K will be dispatched by the 

ISO prior to, or concurrent with, ISO New England Operating Procedure No. 4, 

Action 2, to help maintain Thirty-Minute Operating Reserve.  Appendix K limits 

the number of times the ISO can dispatch each asset participating in the program 

to no more than ten times during the winter season.  Assets will be dispatched for 

their entire committed MW quantity unless the ISO deems that assets in a 

particular Dispatch Zone or assets larger than 5 MW should not be dispatched to 
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address or prevent a local reliability issue.  Appendix K contains rules for 

performing audits and monitoring asset performance. 

Q: HOW WILL PROGRAM PARTICIPANTS BE COMPENSATED? 

A: Market Participants with demand response assets participating in the program will 

receive as compensation both a monthly capacity payment, equal to the 

participating asset’s bid price accepted by the ISO for participation in the program 

multiplied by the average MW performance achieved by the asset in the month, 

and an energy payment, equal to the higher of $250/MWh or the Locational 

Marginal Price of the Load Zone in which the asset is located multiplied by the 

MWh of demand reduction and net supply provided by the asset.  Special 

provisions apply to Real-Time Demand Response Assets participating in the 

program to ensure that their MW performance and compensation is not double-

counted with MW performance and compensation from the Forward Capacity 

Market.  Charges for non-performance also apply under the program, including a 

non-performance charge against the capacity payment for assets failing to meet at 

least 75 percent of its committed MW quantity in a month and a charge against 

the energy payment for energy not provided. 

III. SUMMARY OF APPENDIX K REQUIREMENTS FOR DEMAND 

RESPONSE SERVICES 

Q: PLEASE INDICATE WHICH SECTIONS OF APPENDIX K RELATE TO 

THE DEMAND RESPONSE PROGRAM. 

A: There are four sections of Appendix K that, together, define a comprehensive 

program.  These include sections III.K.5 (Eligibility and Requirements for 

Demand Response Service), III.K.7 (Resource Auditing and Performance 
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Monitoring), III.K.8(c) (Market Integration and Participant Compensation: 

Demand Response Services), and III.K.9(b) (Charges for Non-Performance:  

Demand Response Services). 

A. EXPLANATION OF ELIGIBILITY AND REQUIREMENTS FOR 

DEMAND RESPONSE SERVICES PURSUANT TO APPENDIX K 

Q: PLEASE LIST THE REQUIREMENTS OF SECTION III.K.5, 

“ELIGIBILITY AND REQUIREMENTS FOR DEMAND RESPONSE 

SERVICE.” 

A: Section III.K.5 includes five provisions that define the asset eligibility and 

demand response service requirements.  These provisions include: 

1. Asset Eligibility Requirements; 

2. Term of Service and In-Service Date; 

3. Size of Assets and Program; 

4. Metering Requirements; and 

5. Dispatch Requirements. 

 

Q: PLEASE EXPLAIN THE ASSET ELIGIBILITY REQUIREMENTS FOR 

DEMAND RESPONSE SERVICES PROVIDED UNDER SECTION III.K.5. 

A: Generally, any end-use facility in the New England Control Area that normally 

consumes energy from the grid (i.e., which is indicated by having a positive 

Demand Response Baseline as measured from the facility’s Retail Delivery 

Point), and is willing and able to reduce its consumption from the grid in response 

to Dispatch Instructions, is eligible to provide demand response services defined 

in Appendix K.  Eligibility also extends to end-use facilities that have behind-the-

meter generation, including those with the capability of producing net supply.  
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Both demand reduction and any net supply produced in accordance with 

Appendix K is eligible to receive compensation.   

Additionally, Real-Time Demand Response Assets mapped to a Real-Time 

Demand Response Resource are eligible to provide services and receive 

compensation in accordance with Appendix K.  The participation of such assets in 

Appendix K, however, is subject to some additional requirements.   

Q: WHY ARE ADDITIONAL REQUIREMENTS NECESSARY IN ORDER 

FOR REAL-TIME DEMAND RESPONSE ASSETS MAPPED TO A REAL-

TIME DEMAND RESPONSE RESOURCE TO BE ELIGIBLE FOR 

PARTICIPATION UNDER APPENDIX K? 

A: Real-Time Demand Response Assets already receive capacity and/or energy 

market compensation by participating as part of a Real-Time Demand Response 

Resource portfolio.  Allowing such assets to also provide demand response 

services pursuant to Appendix K could result in double paying for the same 

demand reductions – once through the normal wholesale capacity and energy 

market structure pursuant to Sections III.13 and Appendix III.E, and once again 

through Appendix K.  This could result in higher payments without a net increase 

in system reliability.  For example, existing assets mapped to a Real-Time 

Demand Response Resource providing demand response services under Appendix 

K could receive two streams of payments (once through the normal wholesale 

capacity and energy market structure and once again through Appendix K, as 

previously explained).  Yet system reliability would be largely unaffected if these 

existing assets are already being used to meet the Capacity Supply Obligation of 
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the resource to which it is mapped and no additional capacity was made available 

for dispatch.   

Q: WHAT ADDITIONAL ELIGIBILITY REQUIREMENTS ARE BEING 

PLACED ON REAL-TIME DEMAND RESPONSE ASSETS MAPPED TO 

A REAL-TIME DEMAND RESPONSE RESOURCE FOR 

PARTICIPATION IN THE APPENDIX K PROGRAM? 

A: First, the capacity supplied by Real-Time Demand Response Assets providing 

demand response services under Appendix K must be in addition to the Capacity 

Supply Obligation, as of June 1, 2013, of the Real-Time Demand Response 

Resource to which the asset is mapped.  For example, if a Real-Time Demand 

Response Resource has a 10 MW net Capacity Supply Obligation on June 1, 

2013, and an asset mapped to that resource takes on a 5 MW obligation pursuant 

to Appendix K, the resource must have sufficient assets to achieve a 15 MW 

demand reduction plus any net supply in order for the asset to qualify under 

Appendix K.   

Second, it is likely that Real-Time Demand Response Assets providing demand 

response services under Appendix K will be dispatched concurrently with the 

dispatch of the Real-Time Demand Response Resource to which it is mapped at 

some point during the winter.  This means that Appendix K must define rules by 

which to “allocate” the performance of an asset between its obligation under 

Appendix K and the Capacity Supply Obligation of the resource to which it is 

mapped.  I will describe these “allocation” rules later in this testimony.   



 

 11 

 

Third, Section III.K.5 allows for participating assets to consist of aggregations of 

individual end-use facilities so long as those facilities are located within the same 

Dispatch Zone, and provided further that such aggregation does not result in a 

quantity of demand reduction and net supply of 5 MW or greater at a single Node.  

This aggregation opportunity, however, is only available to assets that are not 

already part of a Real-Time Demand Response Resource portfolio.  Allowing a 

Real-Time Demand Response Asset mapped to a Real-Time Demand Response 

Resource to be part of yet another aggregation of different assets participating 

under Appendix K will result in double-counting the asset’s energy and capacity 

contribution to the market – once through the Real-Time Demand Response 

Resource portfolio and again through the Appendix K portfolio.  Further, 

allowing aggregations of assets that participate under Appendix K where the 

assets are part of the same Real-Time Demand Response Resource is not feasible 

within the short implementation timeframe for Appendix K.   

Q: WHY DOES APPENDIX K PROHIBIT AGGREGATIONS OF ASSETS 

THAT RESULT IN A QUANTITY OF DEMAND REDUCTION AND NET 

SUPPLY OF 5 MW OR GREATER AT A SINGLE NODE? 

A: A large (i.e., 5 MW or greater) amount of demand reduction or net supply at a 

single Node could create or exacerbate local transmission constraints between 

Nodes within the same Dispatch Zone.  Accordingly, aggregations of assets 

cannot result in a quantity of demand reduction and net supply of 5 MW or 

greater at a single Node.  Individual assets of 5 MW or greater at a single Node 
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are allowed to provide demand response services under Appendix K – however, 

these must participate individually so that the system operator can control their 

dispatch individually to address any potential transmission local constraints.  

Q: ARE ANY OTHER CONDITIONS PLACED ON THE ELIGIBILITY OF 

DEMAND RESPONSE ASSETS TO PARTICIPATE IN THE APPENDIX 

K DEMAND RESPONSE PROGRAM? 

A: Yes. Section III.K.5 prohibits the following asset types from providing demand 

response services under Appendix K:   

 Real-Time Emergency Generation Assets – this prohibition is needed because 

environmental requirements prohibit the use of these assets but for the most 

extreme of system conditions (i.e., voltage reductions). 

 Any asset that is dependent upon a non-firm or an additional supply of natural 

gas to produce demand reductions or net supply– this prohibition recognizes 

that a significant contributing factor to the reliability concerns that have 

prompted the need for the Appendix K program is the constraints caused by 

issues with natural gas supply.  It would therefore be inappropriate to rely on 

an asset that is dependent on non-firm or additional natural gas during periods 

when supply is most unreliable. 

 An asset that participates in the energy market pursuant to Section III.1 – this 

prohibition recognizes that such an asset is already receiving compensation in 

the energy market and accounting for the interaction between energy market 

settlement and settlement under Appendix K would be complicated and could 

not be accommodated within the short implementation timeframe for this 

project. 

Q: PLEASE EXPLAIN THE TERM OF SERVICE AND IN-SERVICE DATE 

REQUIREMENTS FOR DEMAND RESPONSE SERVICES PROVIDED 

UNDER SECTION III.K.5. 

A: Section III.K.5 establishes the term of service for an asset providing demand 

response services under Appendix K as the period December 1, 2013 through 

February 28, 2014.  This is the period during which extreme cold weather is most 
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likely to happen, creating the fuel supply constraints that Appendix K is designed 

to address.  Further, this period is consistent with the term of service for the fuel 

oil storage and duel fuel services also defined in Appendix K.   

Section III.K.5(a) also establishes December 1, 2013 as the required “in-service” 

date of assets providing demand response services under Appendix K, and 

enumerates the criteria by which a demand response asset is considered in-

service, which include:  

1. The asset is registered with the ISO, 

2. The required metering has been installed and is operational, 

3. A valid Demand Response Baseline has been established,  

4. A Demand Designated Entity to whom Dispatch Instructions are 

communicated has been designated by the Market Participant, and 

5. The asset is otherwise fully ready to respond to ISO dispatch. 

 

These in-service requirements are comparable to those of any active demand 

response asset participating in ISO New England’s wholesale market pursuant to 

Section III.13 or Appendix III.E. 

Q: PLEASE EXPLAIN THE SIZE OF ASSET AND SIZE OF PROGRAM 

REQUIREMENTS FOR DEMAND RESPONSE SERVICES PROVIDED 

UNDER SECTION III.K.5. 

A: Section III.K.5(b) provides that each asset providing demand response services 

pursuant to Appendix K must provide at least 100 kW of capability.  Further, no 

more than 200 assets will be accepted by the ISO to provide demand response 

services pursuant to Appendix K.   
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Q: WHY ARE THESE LIMITATIONS ON THE MINIMUM SIZE OF A 

PARTICIPATING ASSET AND ON THE NUMBER OF ASSETS THAT 

CAN PARTICIPATE BEING IMPOSED? 

A: Because some of the performance and all of the settlement computations will be 

performed manually by the ISO – i.e., software that automates these computations 

cannot be developed in time for this coming winter season – these limitations on 

asset size and total number of assets are needed to allow the ISO to reliably 

implement the program.  However, because Appendix K allows Market 

Participants to aggregate individual end-use facilities into assets, we believe that 

these restrictions will not be a binding constraint on the provision of demand 

response services pursuant to Appendix K.  It is the ISO’s expectation that Market 

Participants will use the aggregation provisions to combine smaller, individual 

end-use facilities into portfolios of assets.  Since a single portfolio (which may be 

composed of several end-use facilities) counts as only one asset, this design 

enables demand response to play a significant role in addressing the winter 

reliability needs through the Appendix K program. 

Q: PLEASE EXPLAIN THE METERING REQUIREMENTS FOR DEMAND 

RESPONSE SERVICES PROVIDED UNDER SECTION III.K.5. 

A: Section III.K.5(c) requires Market Participants to meet the same metering 

requirements as other demand response assets participating in the wholesale 

markets, which are specified in Appendix III.E.2 of the Tariff.  However, to 

facilitate the participation of additional demand response assets to provide 
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demand response services defined in Appendix K, assets not mapped to a Real-

Time Demand Response Resource do not have to report 5-minute meter data to 

the ISO in real time.  The lack of telemetry on dispatchable demand response 

assets is not ideal because the ISO cannot monitor the response of the assets to 

Dispatch Instructions in Real-Time.  However, the ISO believes that requiring 

Market Participants to install communications equipment to provide telemetry 

could be a barrier to participation in light of the short-term (i.e., 3 month) duration 

of the program, and believes that the performance risks are limited and 

acceptable.   

On the other hand, assets mapped to a Real-Time Demand Response Resource 

must still provide 5-minute data in Real-Time given that this is an existing 

requirement under Section III.13 for which Market Participants are receiving 

compensation on a longer-term basis through the Forward Capacity Market.  

The remaining requirements in Section III.K.5(c) – i.e., the deadlines for the 

submission of meter data and meter data corrections using the Demand Response 

Market User Interface for the initial and re-settlement periods, and the 

implications for failure to submit valid data by the re-settlement deadline – are all 

based on the ISO’s current settlement timeframes and requirements and are 

appropriate for use under the Appendix K program.  Using these timeframes and 

requirements prevents the need to develop any new software or business 

procedures to support alternative timeframes, which is important given the time 

constraints. 
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Q: PLEASE EXPLAIN THE DISPATCH REQUIREMENTS FOR DEMAND 

RESPONSE SERVICES PROVIDED UNDER SECTION III.K.5. 

A: Section III.K.5(d) governs the dispatch requirements for demand response 

services provided under Appendix K.  The seven requirements listed in Section 

III.K.5(d) were designed to maximize the provision of demand response services 

that help address the specific reliability issues that may appear in the winter of 

2013/2014.  I will explain the reasoning behind each sub-section.  

Section III.K.5(d)(i):  Assets must be available for dispatch in real time 

between hours ending 0600 and 2300 on all days.   

While demand response is being fully integrated into the New England energy 

and capacity markets by June 1, 2017, with similar plans for the provision of 

reserves, currently Market Participants cannot submit offers for the dispatch of 

demand response resources, and therefore demand response resources are not 

dispatched pursuant to offers that fully reflect the resource’s physical and 

economic parameters.  Because a demand response resource cannot fully reflect 

any physical limitations it may have on any given day, and cannot offer and be 

paid for its true opportunity cost of interrupting its consumption, the ISO is 

concerned that Market Participants will not participate in the Appendix K 

program if a demand response asset is required to be available 24 hours a day for 

7 days a week. 

To maximize the likelihood that Market Participants will participate in the 

Appendix K program to provide demand response services to help address the 

specific reliability issues that may appear in the winter of 2013/2014, Section 

III.K.5(d)(i) limits the dispatch of participating demand response assets during the 
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winter season.  Particularly, the dispatch of assets providing demand response 

services pursuant to Appendix K are limited to the times of day when demand 

response would be most useful to the system operator – i.e., between hours ending 

0600 and 2300.  In the winter, the wholesale power system is particularly 

vulnerable during the early morning when the rate of system load growth is very 

high, making the system vulnerable to a failure of any critical power system 

element.  Further, daily peak load in the winter, in contrast to the summer, occurs 

in the evening hours, so having demand response assets available in the evening 

hours is also useful.    

Section III.K.5(d)(ii):  Assets will be dispatched by the ISO at its 

discretion prior to, or concurrent with, ISO New England Operating 

Procedure No. 4, Action 2.  The ISO may aggregate assets into blocks and 

dispatch only those assets comprising the blocks. 

Similar to the Real-Time dispatch requirement defined in Section III.13 for Real-

Time Demand Response Resources with a Capacity Supply Obligation, assets 

providing demand response services under Appendix K will be dispatched to help 

maintain Thirty-Minute Operating Reserve.  Pursuant to Section III.13, Real-Time 

Demand Response Resources with a Capacity Supply Obligation are dispatched 

when the ISO has begun to allow the depletion of Thirty-Minute Operating 

Reserve in accordance with ISO New England Operating Procedure No. 4, Action 

2.  In contrast to Section III.13, Section III.K.5(d)(ii) allows the ISO to dispatch 

assets providing demand response services under Appendix K prior to or 

concurrent with the declaration of ISO New England Operating Procedure No. 4, 

Action 2.  That is, the ISO could dispatch assets providing demand response 

services under Appendix K before the ISO begins using Thirty-Minute Operating 
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Reserves to supply needed energy.  This approach gives the ISO some additional 

flexibility in maintaining required operating reserve levels as the system 

approaches a capacity deficiency.  

Finally, if there is a large amount of capacity providing demand response services 

under Appendix K, Section III.K.5(d)(ii) provides the ISO the flexibility to 

aggregate assets into blocks and dispatch only those assets comprising the blocks.  

This allows the ISO to better manage and control the amount of demand response 

capacity dispatched at any particular time and also to target location-specific 

reliability issues with an aggregation of assets from a specific location. 

Section III.K.5(d)(iii):  Each asset shall be required to respond to dispatch 

instructions no more than ten times.   

Whereas Section III.K.5(d)(i) limits the duration of dispatch to an 18-hour period 

– i.e., hours ending 0600 and 2300 – Section III.K.5(d)(iii) limits the frequency of 

dispatch to no more than ten times during the period December 1, 2013 through 

February 28, 2014 for each asset.  While placing a limit on dispatch frequency 

reduces the value of a resource to the system, having unlimited access without the 

ability of the demand response resource to offer and be paid for its true 

opportunity cost of interrupting its consumption or to reflect its physical 

limitations in its offer will limit participation in the program.  It is anticipated that 

demand response services pursuant to Appendix K will be needed about 10 times 

during the next winter.  Therefore, to maximize the number of assets willing to 

provide demand response services to help address the specific reliability issues 

that may appear in the winter of 2013/2014, Section III.K.5(d)(iii) limits the 
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frequency of dispatching participating demand response assets to ten times for the 

term of the program. 

Q: YOU EXPLAIN ABOVE THAT THE RULES REQUIRE EACH ASSET TO 

RESPOND TO NO MORE THAN 10 DISPATCHES UNDER THE 

APPENDIX K PROGRAM.  WHAT HAPPENS IF THE ISO DISPATCHES 

AN ASSET, AND THE ASSET RESPONDS, MORE OFTEN THAN THAT? 

A: Section III.K.8(c)(v) addresses this situation.  According to that section of 

Appendix K, the asset providing demand response services pursuant to Appendix 

K would be paid for the energy it produces if dispatched by the ISO more than 10 

times during the term of the program.  Because performance during the 11
th

 or 

greater dispatch is considered voluntary, however, any performance achieved 

during these dispatches would not be used to determine the asset’s monthly 

capacity payment or to assess charges for non-performance.   

Section III.K.5(d)(iv):  The ISO will communicate Dispatch Instructions 

to the Demand Designated Entity specified by the Market Participant for 

each participating asset. 

Section III.K.5(d)(iv) is based on the ISO’s current rules and procedures 

regarding the sending and receipt of Dispatch Instructions to demand response 

resources.  The ISO’s current plan is that Dispatch Instructions will be 

communicated by the ISO telephonically to Demand Designated Entities to 

dispatch assets providing demand response services pursuant to Appendix K.  

Thus, Dispatch Instructions to assets providing demand response services 

pursuant to Appendix K will be communicated separately from Dispatch 
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Instructions to Real-Time Demand Response Resources to which these assets may 

be mapped. 

Section III.K.5(d)(v):  Assets will be dispatched for their entire, 

committed MW quantity except in cases where such dispatch may cause 

or worsen a local reliability problem.  The ISO may, upon notification to 

the Demand Designated Entity, exclude from dispatch assets located in a 

particular Dispatch Zone, and/or individual assets where the committed 

MW quantity is 5 MW or more.  

To simplify the dispatch of assets providing demand response services under 

Appendix K, each dispatch of an asset will be for its entire committed MW 

amount – i.e., there will be no partial dispatches of an asset in which only a 

portion of the asset’s committed MW amount will be dispatched by the ISO.  

There is one exception:  transmission constraints between or within Dispatch 

Zones may cause or exacerbate a local reliability problem if a large amount of 

load were suddenly interrupted.  Section III.K.5(d)(v) allows the ISO to exclude 

individual assets from dispatch where committing the full MW amount would 

cause or worsen a local reliability problem.  Similarly, to address potential 

transmission constraints, Section III.K.5(d)(b) also allows the ISO to exclude 

from dispatch assets in a particular Dispatch Zone, or large assets (5 MW or 

larger) located at a single Node, with proper notification to the asset’s Demand 

Designated Entity. 

Section III.K.5(d)(vi):  Except as outlined in [Section III.K.5(d)(v)] above, 

assets must produce the MW quantity accepted pursuant to this Appendix 

K within thirty minutes of the issuance of a Dispatch Instruction.   

All active demand resources currently participating in the Forward Capacity 

Market – i.e., Real-Time Demand Response Resources and Real-Time Emergency 

Generation Resources – have a 30-minute dispatch requirement.  Section 
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III.K.5(d)(vi) is consistent with that requirement.  Achieving the full demand 

reduction within 30 minutes of a Dispatch Instruction would best allow the ISO to 

address reliability issues caused by the potential unavailability of generation due 

to fuel supply constraints.   

Section III.K.5(d)(vii):  If assets mapped to a Real-Time Demand 

Response Resource are dispatched pursuant to this Appendix K 

concurrently with the dispatch of the Real-Time Demand Response 

Resource, and the amount of demand reduction plus any net supply 

produced in that interval is less than the Real-Time Demand Response 

Resource’s Capacity Supply Obligation plus the sum of the asset’s 

committed MW quantity pursuant to Appendix K, the amount of demand 

reduction plus any net supply produced shall be credited first to the Real-

Time Demand Response Resource’s Capacity Supply Obligation and the 

remainder shall be credited pro-rata to each asset with an obligation 

pursuant to Appendix K based on asset performance. 

A Real-Time Demand Response Asset that takes on an obligation pursuant to 

Appendix K could also be used to satisfy the Capacity Supply Obligation of a 

Real-Time Demand Response Resource pursuant to Section III.13.  If the capacity 

of a single asset were used to satisfy two capacity obligations – once pursuant to 

Appendix K and again pursuant to Section III.13 – system reliability would not be 

enhanced because there would be no overall increase in capacity to help maintain 

operating reserve levels.  However, costs to consumers would increase because 

two capacity payments – one pursuant to Appendix K and again pursuant to 

Section III.13 – would be made for the same capacity.   

To avoid this undesirable outcome, the amount of demand reduction plus any net 

supply produced by a Real-Time Demand Response Resource with assets 

participating under Appendix K must be greater than or equal to the sum of the 

resource’s Capacity Supply Obligation and its assets’ obligations under Appendix 
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K when the resource is fully dispatched pursuant to Section III.13 concurrently 

with the dispatch of assets pursuant to Appendix K.  If a Real-Time Demand 

Response Resource performs at a level that is less than the sum of the resource’s 

Capacity Supply Obligation and the assets’ committed MW quantity pursuant to 

Appendix K, Section III.K.5(d)(vii) first credits the Real-Time Demand Response 

Resource’s Capacity Supply Obligation for any demand reduction plus any net 

supply produced by the assets mapped to the resource, with the remainder 

credited pro-rata to each asset with an obligation pursuant to Appendix K based 

on asset performance.   

Since the under-performing assets are subject to charges for non-performance, 

which are described later in this testimony, the demand response provider has the 

incentive to ensure that its Real-Time Demand Response Resource with assets 

participating under Appendix K performs at a level at least equal to the sum of its 

Capacity Supply Obligation and obligations under Appendix K.  Such an 

approach would enhance the ability of the system to meet the reliability needs of 

the winter of 2013/2014. 

B. RESOURCE AUDITING AND PERFORMANCE MONITORING 

Q: PLEASE EXPLAIN THE AUDITING REQUIREMENTS FOR DEMAND 

RESPONSE SERVICES PROVIDED UNDER SECTION III.K.7. 

A: Section III.K.7 includes auditing and performance monitoring requirements for 

demand response services provided under Appendix K.  The auditing rules and 

procedures are modeled after those applied to Real-Time Demand Response 

Resources participating in the Forward Capacity Market pursuant to Section 
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III.13.  An asset providing demand response services under Appendix K would 

not be audited if it is dispatched pursuant to the rules of Appendix K – this is 

because the audit is needed only if there is no asset performance in response to a 

Dispatch Instruction upon which to base its monthly capacity payment.  So, if an 

asset participating under Appendix K was not dispatched in December 2013, 

Section III.K.7 requires the ISO to audit the asset in the month of January 2014 

(assuming that the asset was not dispatched prior to the scheduled audit) to 

establish the December 2013 monthly proposal payment.  I explain below more 

fully the settlement implications of an asset’s performance in response to an audit 

and/or an actual system event(s). 

Further, if a Real-Time Demand Response Resource with a Capacity Supply 

Obligation is dispatched or audited, Section III.K.7 excludes the performance of 

any assets providing demand response service pursuant to Appendix K that are 

mapped to that resource from the performance of the resource if that dispatch or 

audit is used as a Demand Resource Commercial Operation Audit.  Demand 

Resource Commercial Operation Audits are used to determine the commercial 

status of a new resource toward meeting an obligation that the Market Participant 

acquired by clearing in the Forward Capacity Auction.  As a resource achieves 

commercial status, Financial Assurance posted by the Market Participant for the 

new capacity it cleared in the Forward Capacity Auction is paid back to the 

Market Participant.  However, the incremental capacity provided by assets 

participating under Appendix K that are mapped to a Real-Time Demand 

Response Resource may be temporary – i.e., the asset participates as part of the 
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resource only in response to the additional compensation provided under  

Appendix K.  Therefore, it would not be appropriate to assume that these assets 

would continue to be used to meet the resource’s Capacity Supply Obligation 

after February 28, 2014, the date after which services provided under Appendix K 

expire.  Therefore, the performance of any assets providing demand response 

service pursuant to Appendix K should be excluded from the performance of the 

Real-Time Demand Response Resource when determining the commercial status 

of the resource.  

Q: PLEASE EXPLAIN THE PERFORMANCE MONITORING 

REQUIREMENTS FOR DEMAND RESPONSE SERVICES PROVIDED 

UNDER SECTION III.K.7. 

A: Section III.K.7 defines how an asset’s performance under Appendix K is 

determined.  Like all of the other demand response approaches defined under the  

Tariff, the performance of assets dispatched or audited pursuant to Appendix K is 

equal to the difference between the asset’s adjusted Demand Response Baseline, 

determined pursuant to Section III.8, and the asset’s meter reading during the 

period of dispatch, excluding the thirty-minute notification time period. 
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C. MARKET INTEGRATION AND PARTICIPANT 

COMPENSATION:  DEMAND RESPONSE SERVICES 

Q: PLEASE EXPLAIN THE MARKET INTEGRATION AND 

COMPENSATION PROVISIONS FOR DEMAND RESPONSE SERVICES 

PROVIDED UNDER SECTION III.K.8(C). 

A: Section III.K.8(c) governs the market integration and participant compensation 

provisions for demand response services provided under Appendix K.  Under this 

section, Market Participants with assets providing demand response services 

under Appendix K will receive (1) a monthly “capacity” payment, and (2) an 

energy payment.   

Q: PLEASE EXPLAIN THE MONTHLY CAPACITY PAYMENT. 

A: Generally, the monthly capacity payment is equal to the participating asset’s bid 

price, specified in $/kW-month, submitted by the Market Participant and accepted 

by the ISO in the bid selection process, multiplied by the average MW 

performance achieved by the asset in the month.  The average MW performance 

is the simple average of an asset’s performance in each five-minute interval 

during the month when dispatched pursuant to Appendix K excluding the thirty-

minute notification time.   

Q: PLEASE EXPLAIN THE ENERGY PAYMENT. 

A: Generally, the energy payment is equal to the higher of $250/MWh or the 

Locational Marginal Price of the Load Zone in which the asset is located, 

multiplied by the MWh of demand reduction and any net supply provided in 

response to Dispatch Instructions (and excluding any performance during the 
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thirty-minute notification time), and multiplied by an avoided energy loss factor 

of 1.065 for demand reductions produced.  Net supply does not avoid energy 

losses, so any MWh of net supply produced in response to Dispatch Instructions is 

not multiplied by the avoided energy loss factor.  The avoided energy loss factor 

of 1.065 is the same factor that is currently being applied to Real-Time Demand 

Response Assets participating in the energy market pursuant to Appendix III.E. 

Q: WHY IS A $250/MWH FLOOR PRICE BEING USED FOR THE ENERGY 

PAYMENTS? 

A: The $250/MWh floor price is the anticipated Reserve Constraint Penalty Factor 

price for the 2013-2014 winter – because assets providing demand response 

services in accordance with Appendix K will be dispatched so as to avoid the 

depletion of operating reserves, it is anticipated that the Locational Marginal Price 

will be at or above $250/MWh when these assets are dispatched.  Having an 

energy floor price specified in the market rule assists Market Participants in 

determining what price to bid to provide demand response services under 

Appendix K.  This is because the bid price would be a function of the difference 

between the customer’s opportunity cost of interrupting energy usage and the 

(known) minimum energy payment it would receive for interrupting energy 

usage.  The unrecovered opportunity cost of interrupting energy usage becomes 

the basis for the bid price.   

Q: YOU STATE ABOVE THAT THE CAPACITY AND ENERGY 

PAYMENTS FOR DEMAND RESPONSE PARTICIPATION IN 

APPENDIX K ARE “GENERALLY” AS YOU DESCRIBE THEM.  ARE 
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THERE ANY OTHER ASPECTS OF THE PAYMENT PROVISIONS 

THAT DON’T FALL UNDER YOUR DESCRIPTION ABOVE? 

A: Yes.  While the capacity and energy payments for assets providing demand 

response services pursuant to Appendix K are described generally above, there are 

slight differences in the payment formulas between assets that are or are not 

mapped to a Real-Time Demand Response Resource.  These differences are 

primarily to avoid double-paying for the performance of an asset – once under 

Appendix K and again under Section III.13 and/or Appendix III.E.  

Q: PLEASE EXPLAIN HOW THE MONTHLY CAPACITY PAYMENT 

FORMULA DIFFERS BETWEEN ASSETS THAT ARE NOT MAPPED 

TO A REAL-TIME DEMAND RESPONSE RESOURCE AND THOSE 

THAT ARE MAPPED TO A REAL-TIME DEMAND RESPONSE 

RESOURCE. 

A: Under Appendix K, the monthly capacity payment is based on the average MW 

performance achieved by the asset in the month.  The average MW performance 

of an asset may be greater than the MW amount of capacity the Market 

Participant committed to provide through Appendix K.  By providing payments in 

excess of an asset’s committed MW quantity, the asset has the financial incentive 

to improve performance and deliver MW equal to or greater than its commitment.  

However, without a cap on the average MW performance that an asset could be 

credited in a given month, a Market Participant may grossly underestimate, during 

the bidding process, the amount of capacity that its asset is willing and able to 

provide so as to avoid exposure to potential charges for non-performance 
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(described later in this testimony).  For assets that are not mapped to a Real-Time 

Demand Response Resource, therefore, Section III.K.8(c)(i) caps the average 

MW performance of an asset in a given month to no more than 150 percent of the 

asset’s committed MW quantity when determining monthly capacity payments.    

 For assets providing demand response services in response to Appendix K that 

are mapped to a Real-Time Demand Response Resource, Section III.K.8(c)(ii) 

caps the average MW performance of an asset in a given month at 100 percent of 

the asset’s committed MW quantity.   

Q: WHY IS A 100 PERCENT CAP WARRANTED FOR ASSETS 

PROVIDING DEMAND RESPONSE SERVICES IN RESPONSE TO 

APPENDIX K THAT ARE MAPPED TO A REAL-TIME DEMAND 

RESPONSE RESOURCE? 

A: Whenever a Real-Time Demand Response Resource is dispatched in response to a 

capacity deficiency, the assets providing demand response services in response to 

Appendix K would have also been dispatched so as to maintain Thirty-Minute 

Operating Reserve.  When this happens, the assets providing demand response 

services in response to Appendix K contribute to the performance of the Real-

Time Demand Response Resource to which it is mapped.  This enables the Real-

Time Demand Response Resource to potentially receive additional capacity 

payments through the Forward Capacity Market, since Demand Resources in the 

Forward Capacity Market are eligible for payments for performance of MW that 

are in excess of the MW subject to a Capacity Supply Obligation.  An asset 

mapped to the Real-Time Demand Response Resource that performs above its 



 

 29 

committed MW quantity pursuant to Appendix K, therefore, could potentially 

receive two additional capacity payments for over-performance – once through 

Appendix K and again through the Forward Capacity Market.  To address this 

potential double-payment associated with over-performance, the monthly capacity 

payment for an asset providing demand response services pursuant to Appendix K 

is capped at 100 percent of its committed MW quantity if the asset is mapped to a 

Real-Time Demand Response Resource.   

 Further, if an asset providing demand response services pursuant to Appendix K 

is mapped to a Real-Time Demand Response Resource, and the asset is 

dispatched concurrently with the dispatch of the Real-Time Demand Response 

Resource to which it is mapped, the performance of the asset will be counted 

twice – once under Appendix K and once again as part of the Real-Time Demand 

Response Resource – unless adjustments are made.  Both the capacity payment 

and the energy payment must be adjusted to prevent double-counting the asset’s 

performance when the asset is mapped to a Real-Time Demand Response 

Resource.   

Q: HOW DO THE PAYMENT RULES IN APPENDIX K ADDRESS THIS 

POTENTIAL DOUBLE-COUNTING ISSUE? 

A: Section III.K.8(c)(ii) addresses the potential double-counting of the capacity 

payment.  Specifically, the monthly capacity payment made to assets that are 

mapped to a Real-Time Demand Response Resource is adjusted by a 

“Performance Factor.”  The performance factor will be calculated as follows: 
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Performance Factor = (Average Hourly FCM Performance – Average Hourly Dispatch MW) 

    Winter Obligation MW 

Where:   

Average Hourly FCM Performance = the average hourly MW reduction 

amount (inclusive of any net supply) achieved during the month by the 

Real-Time Demand Response Resource to which the asset is mapped 

during dispatch or audit pursuant to Section III.13; 

Average Hourly Dispatch MW = the average hourly MW reduction 

amount (inclusive of any net supply) in the Dispatch Instructions issued 

during the month pursuant to Section III.13 to the Real-Time Demand 

Response Resource to which the asset is mapped (which would not exceed 

the resource’s Capacity Supply Obligation); and 

Winter Obligation MW = the committed quantity of the asset pursuant to 

Appendix K in MW.  The Performance Factor shall not exceed 1.0.   

The performance factor works as follows.  Take, for example, a Real-Time 

Demand Response Resource with a Capacity Supply Obligation of 10 MW and an 

asset mapped to that resource with a winter obligation under Appendix K of 5 

MW.  Assume the winter program capacity payment rate for this resource is 

$3/kW-month, or $3000/MW-month, based on the bid submitted for the resource 

for its participation in the Appendix K program.  For simplicity, assume the 

following scenario: 

 The Real-Time Demand Response Resource and the winter asset are 

dispatched simultaneously in a month, and that this is the only dispatch in the 

month; 

 The Real-Time Demand Response Resource is dispatched for its entire 

Capacity Supply Obligation; and 

 The Real-Time Demand Response Resource (inclusive of the asset with the 

winter obligation under Appendix K) performed at 14 MW and the winter 

asset performed at 5 MW.   

According to Section III.K.8(c)(ii), the monthly capacity payment made to the 

winter asset, inclusive of the performance factor, is as follows: 
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$3000/MW x 5 MW x (14 MW – 10 MW)/5 MW = $12,000. 

Without the performance factor, the winter asset would have received $15,000 

(i.e., $3,000/MW x 5 MW).  However, the Real-Time Demand Response 

Resource, with a 10 MW Capacity Supply Obligation, plus the asset with a 5 MW 

winter obligation should have produced a 15 MW demand reduction when both 

the resource and the asset are dispatched simultaneously.  In my example, 

however, the resource inclusive of the winter asset produced only 14 MW, not 15 

MW – i.e., the resource was short 1 MW during the dispatch – indicating that 

other assets in the resource under-performed.  Therefore, without the performance 

factor, the winter asset would have been paid $15,000 for 5 MW of winter asset 

performance even though the resource as a whole was short 1 MW.  Further, the 

Real-Time Demand Response Resource would have received credit for 14 MW of 

performance – and since the Real-Time Demand Response Resource has a 10 

MW Capacity Supply Obligation, the capacity resource would be eligible to 

receive a payment in excess of its 10 MW obligation in the Forward Capacity 

Market.  Therefore, without the performance factor, the provider would get a total 

payment for 15 MW or greater even though the resource as a whole was short by 

1 MW. 

In short, without a performance factor, there would be no incentive for the 

provider to produce the full 15 MW (the sum of Capacity Supply Obligation plus 

winter obligation) during a concurrent dispatch of winter assets and FCM 

resources.  The performance factor corrects this deficiency – while the Real-Time 

Demand Response Resource is still credited for 14 MW of performance (and 
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would still be eligible to receive a payment in the capacity market in excess of its 

10 MW Capacity Supply Obligation), we reflect the 1 MW shortfall through the 

winter obligation settlement so that only 4 MW are paid pursuant to Appendix K.  

Also, the 1 MW shortfall in performance would incur non-performance charges – 

non-performance charges will be explained later in this testimony.  The 

performance factor, combined with the non-performance charges, provides 

Market Participants with incentives to perform as expected. 

Q: IS THERE A SIMILAR CONCERN ABOUT DOUBLE-COUNTING FOR 

THE ENERGY MARKET PAYMENTS, AND IF SO HOW IS IT BEING 

ADDRESSED IN APPENDIX K? 

A: Yes, if an asset providing demand response services pursuant to Appendix K is 

mapped to a Real-Time Demand Response Resource, and the asset is dispatched 

concurrently with the dispatch of the Real-Time Demand Response Resource to 

which it is mapped, the asset will receive two energy payments for the same 

performance unless an adjustment is made.   

To address the double-counting of the energy payment, energy payments that an 

asset receives pursuant to Section III.13.7.2.5.3 or Appendix III.E during 

concurrent dispatches of the winter asset and the Real-Time Demand Response 

Resource to which the asset is mapped will be subtracted from energy payments 

the asset receives pursuant to Appendix K.  The adjustment to the energy payment 

received by an asset that is mapped to a Real-Time Demand Response Resource 

and is providing demand response services pursuant to Appendix K is described 

in Section III.K.8(c)(iv).  
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 Q: YOU EXPLAINED EARLIER THAT IF AN ASSET IS NOT 

DISPATCHED IN DECEMBER 2013, THEN THE ISO WILL DISPATCH 

THE ASSET IN JANUARY FOR AN AUDIT, WHICH WILL PROVIDE 

FOR PERFORMANCE UPON WHICH TO BASE THE PAYMENTS FOR 

THE ASSET.  DO THE RULES ADDRESS WHAT MONTHS THE AUDIT 

PERFORMANCE WILL BE USED FOR PAYMENT PURPOSES? 

A: Yes.  Section III.K.8(c)(i) addresses the settlement implications of an asset’s 

performance in response to an audit.  If an asset is not dispatched in the month of 

December, and as a result it is audited in the following month, the capacity 

payment for that asset for December will be based on its average MW 

performance in response to the audit dispatch in January.  It is also possible that 

the asset will be dispatched in response to an actual system condition in January 

subsequent to the January audit – if that happens, the capacity payment for 

December will be based on the asset’s average MW performance across all 

dispatch hours (i.e., audit and actual event hours) in January.  If an asset is not 

dispatched in January or February, but was dispatched or audited in a previous 

month, the asset’s payment for the month in which it was not dispatched will be 

based on its average MW performance in the most recent month in which the 

asset was dispatched or audited.   



 

 34 

D. CHARGES FOR NON-PERFORMANCE:  DEMAND RESPONSE 

SERVICES 

 

Q: PLEASE EXPLAIN THE SECTION THAT PROVIDES FOR NON-

PERFORMANCE CHARGES TO ASSETS PROVIDING DEMAND 

RESPONSE SERVICES UNDER SECTION III.K.9(b).   

A: Section III.K.9(b) is the section of Appendix K that provides for non-performance 

charges to assets providing demand response services under Appendix K.  As 

there are capacity and energy payments to assets providing demand response 

services under Appendix K, there are capacity and energy charges for non-

performance as well.   

Section III.K.9(b)(i) describes the non-performance charge for assets failing to 

meet at least 75 percent of its committed MW quantity.  Under this provision, an 

asset that fails to achieve an average MW performance of at least 75 percent of its 

committed MW quantity in a month forfeits its capacity payment for that month, 

and for any other month during the term of the program for which such 

performance is utilized for settlement.  Providing a minimum standard of 

performance for assets providing demand response services under Appendix K 

gives providers the incentive to register only those assets that are reliable and can 

assist the New England power system meet the challenges posed by winter fuel 

supply uncertainties.  The 75 percent level was selected because data on demand 

response resource performance during winter events suggest that it is an 

achievable level of performance. 
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Further, Section III.K.9(b)(ii) describes the charge for non-performance with 

respect to energy not provided.  In this section, if, during the period of a dispatch 

(excluding the thirty-minute notification time), the asset delivers less MWh in any 

hourly interval compared to the MWh the asset was expected to deliver in the 

same hourly interval based on its committed MW quantity, the Market Participant 

will be charged a fixed $250/MWh times the MWh shortfall in that hourly 

interval.  The charge rate of $250/MWh was selected because $250/MWh is the 

minimum energy price that the asset will receive for the energy it delivers to the 

system – hence the charge rate for non-performance is symmetric with the 

payment rate for performance.  The charge rate is fixed to allow Market 

Participants to readily assess the financial risk of non-performance.   

Finally, Section III.K.9(b)(iii) describes the consequence to a Market Participant 

for failing to submit valid meter data upon which to settle the asset pursuant to 

Appendix K.  Basically, if valid meter data are not submitted within the 

resettlement timeframes, the Market Participant forfeits payments associated with 

Appendix K.  This provision gives Market Participants the incentive to comply 

with the meter data reporting requirements of Appendix K. 

IV. CONCLUSION 

 

Q:   DOES THIS CONCLUDE YOUR TESTIMONY? 

A:   Yes. 

 



























1 

 

UNITED STATES OF AMERICA 

BEFORE THE  

FEDERAL ENERGY REGULATORY COMMISSION 

 

 

ISO New England Inc.               )  Docket No. ER13-___-000 

 

JOINT TESTIMONY OF  

ROBERT G. ETHIER AND PETER BRANDIEN 

ON BEHALF OF ISO NEW ENGLAND INC.  

 

I. INTRODUCTION 

 

Q: PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS. 

A: Dr. Ethier:  My name is Robert G. Ethier.  I am employed by ISO New England 

Inc. (the “ISO”) as Vice President of Market Development.  My business address 

is One Sullivan Road, Holyoke, Massachusetts 01040.   

 

Mr. Brandien:  My name is Peter T. Brandien.  I am employed by the ISO as the 

Vice President of System Operations.  My business address is One Sullivan Road, 

Holyoke, Massachusetts 01040. 

Q: PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

WORK EXPERIENCE. 

A: Dr. Ethier:  I have a Bachelor of Arts degree in Economics from Yale University, 

a Masters in Resource Economics from Cornell University, and a Ph.D. in 

Resource Economics from Cornell University.  I have more than ten years of 

experience in the energy and utility industry.  Before 2000, I was a Senior 

Associate at Stratus Consulting with the responsibility of energy market 

modeling.  Since 2000, I have worked with the ISO in various roles.  I was 
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responsible for Market Monitoring for nearly four years and Resource Adequacy 

for more than two years before becoming Vice President of Market Development 

in July 2008. 

Mr. Brandien:  I have a Bachelor of Science degree in Electrical Engineering 

from the University of Hartford.  I have over 25 years of energy industry 

experience in control room operations.  I joined the ISO in 2004 as the Vice 

President of System Operations.  In that capacity, I am responsible for the day-to-

day operations of New England's bulk power system and oversight of transaction 

management, outage coordination, unit commitment, economic dispatch, system 

restoration, operator training, certain compliance functions and development of 

operating procedures.  Prior to joining ISO New England, I spent 17 years at 

Northeast Utilities, most recently as director of transmission operations.  Before 

Northeast Utilities, I served in the U.S. Navy as a submarine nuclear propulsion 

plant operator/electrician. 

II. PURPOSE AND ORGANIZATION OF TESTIMONY 

Q:   WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A: Our testimony is intended to help explain the need for, and the components of, the 

solution the ISO has proposed to address concerns about reliability in the 

upcoming winter.  The solution consists of four components, including a new 

demand response program, an oil inventory service, incentives for dual fuel units, 

and market monitoring changes (together, the “Winter Reliability Program”).   

With the exception of some of the market monitoring changes, the Winter 

Reliability Program is included in a new Appendix K to Section III of the Tariff. 



3 

 

Q: HOW IS YOUR TESTIMONY ORGANIZED? 

A: The testimony begins with a discussion of the need for the Winter Reliability 

Program, followed by a description of its development and the rationale for 

certain components of the Program.  We then describe the components of the 

Winter Reliability Program, other than the demand response program and the 

changes to Appendix A of the Tariff.  Descriptions of those provisions are 

contained in Messrs. Yoshimura’s and Laurita’s testimonies, respectively.  

Finally, we discuss the selection of winning bids and the allocation of Program 

costs. 

 

III. TESTIMONY 

A. NEED FOR WINTER RELIABILITY PROGRAM  

Q:  HAS NEW ENGLAND’S USE OF NATURAL GAS FOR ELECTRIC 

GENERATION CHANGED OVER THE PAST DECADE? 

A: New England’s reliance on natural gas for electric generation has increased 

dramatically over the past decade.  Since the opening of competitive wholesale 

markets in the late 1990s, New England has added significant levels of new 

generation, most of which is combined cycle gas-fired units.  In 2000, natural gas 

supplied approximately 15 % of New England’s electricity.  In 2011, natural gas 

supplied approximately 51 % of the region’s electricity.  The ISO’s research 

indicates that the vast majority of the natural gas-fired generation in the region 

relies on capacity release for gas transportation (i.e., transportation released as-

available by the holders of long-term firm transportation rights) to obtain gas.   

  In the past few years, the lower cost of natural gas compared to other fuels has 
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increased demand for gas to fuel electric generators and has increased competition 

for the use of the northeast interstate natural gas pipelines. In addition, the high 

global price of liquefied natural gas (“LNG”) has contributed to less LNG being 

delivered to the northeast.  LNG traditionally has served as additional fuel 

capacity that could be used during the winter period to help fuel gas-fired 

generators.  While LNG deliveries appear to be declining, supplies of shale gas 

have been abundant, resulting in a substantial increase in the usage of the 

pipelines serving the region from the west.     

In addition to the demand for gas for power generation, demand for gas for other 

uses, including home heating, is increasing.  This further exacerbates the 

difficulty in ensuring that there is adequate capacity release available for power 

generation.  Although gas availability for power generation is a concern 

throughout the year, the problem is worse during cold weather. 

Q:   HAS THE ISO IDENTIFIED ANY POTENTIAL RELIABILITY 

PROBLEMS ASSOCIATED WITH NEW ENGLAND’S INCREASED 

DEPENDENCE ON NATURAL GAS? 

A: The region’s increased reliance on natural gas-fueled generation has created 

reliability concerns for the ISO.  In some instances natural-gas fueled generators 

have not provided energy when dispatched for reasons associated with the 

claimed inability to procure natural gas or transportation services (or the required 

amount of natural gas) or because gas was viewed as too expensive in real time.  

The frequency of fuel-related issues is increasing.  As the region continues to rely 

more heavily on gas, and with the potential for resource retirements that could 
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eliminate the capacity surplus that has existed in New England in recent years, the 

combination of the fuel-related risks and the conventional contingency risks that 

the ISO manages poses a larger threat to reliability. 

Q:   DID THE ISO HAVE TROUBLE MEETING SYSTEM NEEDS IN 

WINTER 2012-13? 

A: In late January 2013, New England experienced the coldest five-day stretch since 

2009 and, two weeks later, in February, a weekend blizzard left record snowfall 

across the region.  The cold stretch occurred Monday, January 21, through Friday, 

January 25, but no major power outages were reported during this period.  The 

blizzard occurred Friday, February 8, and continued into Sunday, February 10, 

knocking out power to more than 645,000 distribution customers, primarily in 

southern New England.   

During both events, the ISO had to commit additional generating resources to 

ensure adequate resources were available under volatile weather and operating 

conditions.  These commitments were driven by the inadequacy of generator fuel 

arrangements and the uncertainty created for system operators.  The ISO also 

needed to commit resources in key locations to manage the volatility of 

transmission, generation and customer outages in areas hit hard by the February 

blizzard.  These resources were committed out-of-economic-merit order and 

contributed to significant “uplift” costs to consumers in the region.  

The ISO issued alerts in advance of each of these events, which instructed power-

system personnel to keep all power-system equipment in service and available to 
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the ISO throughout the duration of both events.  The alerts remained in effect 

throughout the events, which is routine.  In addition, the ISO implemented an 

operating procedure to deal with a tight capacity situation (i.e., a capacity 

deficiency) one evening following the January cold stretch.  

Q:   THE ISO MET SYSTEM NEEDS DURING THESE EVENTS.  WHY IS 

THE WINTER RELIABILITY PROGRAM NECESSARY? 

A: The lack of more severe ISO actions during Winter 2012-13 is not a true 

indication of the volatility of operating conditions that persisted throughout last 

winter, severely testing the reliability of the New England power system.  One of 

the primary lessons of last winter is that the growing dependence on natural gas 

combined with the declining utilization of oil for power generation have 

contributed to major reductions in oil inventories at power plants in the region.  In 

Winter 2012-13, the risk materialized in the ISO New England control room as 

operators managed the system in the face of growing uncertainty of the fuel 

supply for both natural gas and oil-fired generating resources.  In fact, a number 

of oil-fired units informed the ISO of their concern that existing low on-site oil 

inventories would force the units out of service if the ISO continued to dispatch 

them.  At least one unit did actually trip because of low oil tank levels.  This 

condition is unsustainable and the Winter Reliability Program is intended to 

ameliorate it. 
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Q: WHAT WEATHER CONDITIONS ARE ADDRESSED BY THE WINTER 

RELIABILITY PROGRAM? 

A: The Winter Reliability Program is intended to bridge the identified fuel gap in the 

event of winter weather that is colder than that experienced during the 2012-13 

winter.  Temperatures during the winter of 2012-13 were, on average, relatively 

mild.  Although reliability was maintained during this period, the ISO became 

concerned that, given the fuel arrangements and inventories observed by the ISO, 

the challenges of a colder winter would exceed the capability of the region’s 

resources.   

For example, the week of January 21-25, 2013 was the coldest five-day stretch in 

New England since January 19-23, 2009.  However, the temperatures in this 2013 

time period were not nearly as cold as the January 2004 cold snap, when the 

temperature dropped to minus one degree Fahrenheit (-1 ⁰F) and set the all-time 

winter New England electric-system peak, at 22,818 MW.  Following the January 

2013 cold snap, Winter Storm Nemo dropped record snow across New England 

over a two-day period from Friday, February 8, to Saturday, February 9.  

Temperatures during the storm were cold, but not as cold as in January.  The peak 

demand for electricity in this February 2013 time period (18,700 MW) was about 

4,100 MW lower than the 2004 cold snap.   

In addition to concerns about temperatures, the operational experience during 

winter 2012-13 also highlighted the importance of considering the duration of 

winter cold snaps and the proximity to other weather events.  ISO was concerned 

about both oil and LNG inventory levels following the January cold snap and the 
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availability of a number of resources during the February storm, some of which 

reported that fuel deliveries were being delayed due to the storm.  Generally, the 

system needs time between events to allow restoration of gas pipeline pressures as 

well as replenishment of local fuel inventories. The close proximity of these 

events, shown in Figure 1 below, raised concerns about the region’s ability to 

maintain electric-system reliability under more-sustained cold-weather events. 

January 15, 2013 February 15, 2013

2/1

2/8 - 2/10

Challenging operating event 
follows two weeks after cold stretch:

Winter Storm Nemo 

1/21 - 1/25

Coldest 5-day stretch 
in New England 
since Jan 2009

1/28

ISO implements OP4 
actions to manage tight 

capacity situation 
following cold weather 

1/18

U.S. DOE predicts high 
energy prices this winter
in New England due to 

pipeline constraints 
from the west and south

1/25

U.S. DOE issues alert 
reporting $35/MMBtu 

natural gas prices 
in New England

1/15 - 2/15

Inflexibility of fuel supply for power generation creates challenges across the winter season

2/8

Gas market closes for the week on Friday afternoon;
Generators challenged to arrange fuel supply if needed 

to replace resources that become unavailable

 

Q: WHAT WERE THE OPERATING CONDITIONS AND CHALLENGES 

DURING THE JANUARY 2013 COLD SNAP? 

A. During the week of January 21, the cold weather experienced across the northeast, 

including Quebec, limited imports into New England due to heavy loads on 

neighboring systems. Fuel supplies were also impacted, as gas pipelines were 

restricted from the west and south.  Some gas resources that were utilized earlier 

in the day than planned became unavailable for extended operation because they 

had a limited amount of fuel, and, as a consequence, used up the fuel supply they 
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had arranged for the day.  Several gas resources increased their use of the Limited 

Energy Generator (LEG) provisions in the market rules, which further reduced 

generator availability and forced the ISO operators to take on more fuel 

management responsibilities. In essence, these rules allow resources to limit their 

operation when they have limited fuel. Subsequent to receiving a Day-Ahead 

commitment, these gas resources informed the operators that they had limited gas 

and could not operate beyond what was committed in the Day-Ahead market.   

Thus, the operators could not use the additional stated capability of the unit to 

address system needs.  In addition, a lack of price differential between on- and 

off-peak periods reduced incentives for pumped-storage hydro facilities to pump 

overnight, which reduced energy storage and led the ISO to conserve fuel by 

posturing pumped-storage units extensively. 

Significantly, in addition to the expected gas issues, the ISO learned that oil-fired 

generators and dual-fuel generators with the capability to operate on oil were not 

maintaining fuel inventory.  ISO’s pre-winter fuel surveys showed that oil-fired 

generators do not maintain full oil tanks.  As the winter progressed, the limitations 

on oil inventories grew more pronounced, as economics drove some generators to 

switch from natural gas to oil and the ISO committed oil units for reliability.  

These operating decisions reduced already-low oil inventories.    

Q: WHAT IS THE SIGNIFICANCE OF THE LIMITED FUEL OIL 

INVENTORIES FOR FUTURE WINTER OPERATIONS? 

A: The oil inventories reported by generators indicate that oil tanks are, on average, 

kept only about one third full.  This may be adequate for the limited hours that oil 
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units are dispatched during the year (oil-fired resources make up less than 1% of 

the electric generation annually), but it limits the availability of these resources 

when needed for sustained periods.  For example, if the approximately 12,000 

MW of resources capable of operating on oil were operated at full load, based on 

their reported inventories, almost half of those resources would become 

unavailable after 48 hours, assuming no replenishment of fuel inventory.  See 

Figure 2, “Estimated Oil-Generator Output from Fuel Surveys.” 

Figure 2. Estimated Oil-Generator Output from Fuel Surveys 

Q: WERE THE ISO’S OPERATING CONCERNS REINFORCED DURING 

STORM NEMO IN FEBRUARY 2013? 

A: Yes.  During Storm Nemo, the region lost non-gas-fired generation (e.g., a 

nuclear plant, a large coal plant taken out of service by the blizzard).  This loss 

increased the reliance on gas-fired plants and exacerbated concerns related to the 

inflexibility of fuel supply to natural-gas-fired generating facilities.  Specifically, 
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during the overnight period from Friday, February 8, through early Saturday 

morning, February 9, more than half a dozen generators informed ISO system 

operators that they could not get gas.  Some oil plants, which (on average) had 

tanks that were only one-third full, informed the ISO that they had only a few 

days of oil left.  In total, more than 6,000 MW of gas- and oil-fired generating 

capacity became unavailable on Saturday, February 9, either because of storm-

related outages or because of the uncertainty of their fuel supply. See Figure 3, 

“Generator Outages and Reductions.” 

 

Figure 3. Generator Outages and Reductions 

 

 

Q: WHAT ARE THE KEY OBSERVATIONS FROM WINTER 2012-13? 

A: Recent operating conditions are unsustainable—The region’s growing 

dependence on natural gas for power generation is a rapidly-escalating strategic 

risk for the region. ISO New England system operators must manage the power 
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system in the face of growing uncertainty about the fuel supply for natural gas- 

and oil-fired generating resources—a condition that is unsustainable.  

Conditions could have been worse—Sustained cold temperatures or high 

demand for electricity—had these conditions occurred this winter—would have 

exacerbated the challenges of operating the power system in New England at a 

time when season-long fuel-supply constraints and a blizzard converged to 

severely test the reliability of the system. If New England had experienced 

sustained cold weather in the period immediately following the January 21–25 

cold-weather event, the reliability of the region’s power system would have been 

even more threatened because native fuel inventory levels had been significantly 

depleted.  

Challenges worsen overnight and on weekends—The structural mismatch 

between the 24x7 demands of the electric system, and the less-liquid, overnight 

and weekend market for gas supply creates additional uncertainty in the 

commitment and dispatch of gas units during overnight and weekend hours.  

Lack of secure fuel arrangements reduces region’s “excess” electric 

generation capacity—The region has excess electric generation capacity; 

however, the lack of secure fuel-supply arrangements and the unavailability of 

resources for other reasons reduced the available electric generation capacity 

sharply during this cold-weather period.  
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Q: WOULD SYSTEM OPERATIONS HAVE BEEN HELPED IF THE 

WINTER RELIABILITY PROGRAM HAD BEEN IN PLACE? 

A: Yes.  In particular, having additional demand response resources as well as oil in 

the tanks of flexible, tested dual fuel units and oil-fired units would have eased 

concerns that the lack of fuel would inhibit operations, particularly during 

prolonged cold weather and during overnights and weekends.  Moreover, 

certainty regarding the ability of oil-fired generators to perform may have reduced 

the amount of supplemental commitment.  (Payments to generating resources 

committed for reliability increased to $22 million in January and to $44 million in 

February 2013.
1
  In comparison, reliability payments for all of 2012 totaled $87 

million.)  

Q: THE WINTER RELIABILITY PROGRAM IS LARGELY TIME-

LIMITED AND DISCRETE.  WHAT ARE THE ISO’S LONG-TERM 

PLANS TO ADDRESS THESE OPERATIONAL ISSUES? 

A: The ISO, together with its stakeholders, is considering changes to the incentive 

structure in its wholesale market design in order to strengthen the incentives for 

all generators to make adequate fuel arrangements and provide the ISO with the 

operating flexibility that is required, particularly under stressed power system 

conditions. These market rule changes will cause generators to include the costs 

of responding to these incentives in their offers, likely causing an increase in 

wholesale electricity prices, which over time will result in additional fuel 

infrastructure and increased operational flexibility as generators make operational 

                                                 
1
 Total consists of Net Commitment Period Compensation first and second-contingency payments. 
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adjustments, including seeking more secure and more flexible fuel services in the 

market place.  

Outside of the changes to the wholesale markets, policymakers and regulators in 

New England are evaluating solutions from an infrastructure perspective.  The 

ISO understands that policymakers and regulators will weigh the benefits and 

costs of infrastructure options to relieve natural-gas transmission bottlenecks into 

the region, thereby increasing access to competitive supplies of natural gas 

available in New England’s own backyard, and also strengthening fuel security 

for the region’s growing dependence on natural gas for power generation. 

B. DEVELOPMENT OF WINTER RELIABILITY PROGRAM 

Q: HOW DID THE ISO DETERMINE HOW MUCH ENERGY IT WOULD 

NEED IN A COLDER WINTER? 

A: To calculate needs for the upcoming winter, the ISO utilized temperatures from 

winter 2003-04, which had the coldest weather in the last ten years, and assumed, 

in accordance with the findings in recent studies, that colder weather drives 

increased electric load and reduces gas availability for power generation due to 

increased local gas distribution company demands.  The ISO then dispatched the 

2012-13 generation fleet against 2013-14 forecasted demand with the anticipated 

gas-fired generation reductions based on temperatures experienced during the 

2003-04 winter.
2
  The ISO’s needs assessment concluded that New England 

would have a reliability gap of approximately 1.1 – 1.5 million MWh, or, in fuel 

                                                 
2
 See the ISO’s presentations to the joint meetings of the NEPOOL Markets and Reliability Committees at 

http://www.iso-ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/2013/apr172013/index.html 

and http://www.iso-

ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/2013/apr302013/index.html.   
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terms, about 1.9 – 2.6 million barrels of oil.  Overall, the ISO would need about 

2.4 million MWh from oil-fired generation, or 4.2 million barrels of oil, to meet 

the energy gap resulting from the increased electric demand and reduced gas 

available for power generation during a winter with temperatures like those 

experienced in 2003-04.   

Q: WHAT ASSUMPTIONS DID THE ISO USE IN MAKING THIS 

CALCULATION? 

A: As noted above, the ISO assumed that colder weather drives increased electric 

load and reduces gas availability for power generation.  Specifically, the ISO 

assumed that gas-fired generation reductions begin at 30°F and continue to 

increase as temperatures decrease.  The ISO used the energy available from the 

generation fleet during the winter of 2012-2013 as the baseline, and assumed that 

the fleet would have the same level of fuel in December 2013 that it had in 

December 2012.  To convert MWh to barrels of oil, the ISO assumed that, in 

aggregate, the generation to meet the additional demand for next winter has a heat 

rate of 10,000 Btu/kWh and fuel heat content of 137,000 BTU/gallon. 

Q: WHAT WERE THE ISO’S PARAMETERS FOR DEVELOPING A 

SOLUTION TO PROCURE THIS ENERGY FOR THE UPCOMING 

WINTER? 

A: The ISO stated that its objective for winter 2013-14 was to develop a solution that 

(i) obtained incremental energy needed if colder than normal weather occurs; (ii) 

in time for the winter; (iii) with minimal market distortions.   
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Q: DID THE ISO CONSIDER INCLUDING LNG IN ITS SOLUTIONS? 

A: Yes.  However, the requirement regarding “minimal market distortions” was 

limiting.  Given the complexity of the gas supply chain and the significance of gas 

to the electric system, unintended impacts were a particular risk with a gas 

solution.  Specifically, the ISO was concerned that providing incentives for an 

additional supply of liquefied natural gas would inadvertently reduce gas released 

from other uses (e.g., fuel switching) or would undermine the use of pipeline gas 

when it is economic.  The ISO was also concerned that a solution providing 

incentives to gas suppliers or generators to ensure incremental gas supply would 

affect wholesale electricity prices by inadvertently distorting the gas costs that 

make up the bulk of a gas-fired generator’s energy offer.  Given that opportunity 

costs are a large component of winter gas prices in New England, and that gas 

prices are highly correlated with electricity prices, the ISO was concerned that 

any gas market solution might interfere with the accurate reflection of opportunity 

costs and create economically significant ripple effects. 

Moreover, many stakeholder solutions required the ISO to distribute gas by 

declaring a trigger event (e.g., tied to weather) or otherwise manage the fuel 

supply.  In addition to concerns about the appropriateness of that role, the ISO 

believes that declaring such triggers and effectively choosing when to release gas 

would inevitably have market impacts that could not be assessed and mitigated in 

the time available. 

Finally, any gas solution would need to provide appropriate incentives for LNG 

storage facilities, pipelines, gas marketers, local gas distribution companies, and 
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gas-fired generators to, in real-time, take actions that ensured gas and electric 

system reliability. Solutions identified by the ISO would need to ensure that this 

complex chain of actions continued to work smoothly; the ISO was not convinced 

that the options that either it or New England stakeholders identified would ensure 

this. Given the very limited time available to vet any solution, the ISO was 

concerned about creating problems that would only reveal themselves when the 

system was highly stressed and there was little to no time to resolve them. 

Q: DOES AN OIL SOLUTION HAVE THE SAME PROBLEMS? 

A: Not to the same degree.  Oil has a relatively simple supply chain that results in the 

transfer of measurable amounts of fuel to a tank that is within the generator’s 

control.  There is no need for the ISO to distribute or otherwise trigger the transfer 

of fuel.  Moreover, oil infrequently sets the Locational Marginal Price for 

electricity, thereby mitigating the impact of any interference with related 

opportunity costs.  In sum, in contrast to the issues presented by a gas or fuel-

neutral solution, an oil solution provides a strategic fuel reserve with far fewer 

complications.   

Q: HOW DOES THE WINTER RELIABILITY PROGRAM PROVIDE 

INCREMENTAL ENERGY? 

A: As noted above, the ISO’s needs assessment concluded that New England would 

have a reliability gap of approximately 1.1 – 1.5 million MWh, or, in fuel terms, 

about 1.9 – 2.6 million barrels of oil.  The ISO and stakeholders struggled to make 

a fuel inventory solution incremental, such that the procurement (and cost) was 

limited to the increment.  In the time allotted, it was not possible to define with 
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any certainty a baseline equal to the amount of fuel that generators would have in 

inventory for the winter absent the program, or identify a way to ensure that this 

baseline would be provided given the implementation of the program. 

Accordingly, the ISO will solicit bids for the entire fuel oil inventory needed to 

meet demand in the event of severe winter weather  -- 2.4 million MWh, or 4.2 

million barrels of oil.   

.  Q: WHY IS THE PROGRAM COMPENSATION FOR THE DEMAND 

RESPONSE AND OIL INVENTORY SERVICES  “AS BID”? 

A: The ISO prefers a uniform clearing price when the sole criterion for the decision 

is cost.  In this case, however, the sole criterion is not cost.  Rather, as set out in 

Section III.K.6, the ISO is considering factors in addition to cost, including asset’s 

historical performance, their ability to respond to contingencies, and geographic 

factors.  This could result in seemingly inexpensive resources not being selected, 

or seemingly expensive resources being selected.  In addition, both the obligations 

in Appendix K and the non-performance charges are tailored for the different 

groups of assets (i.e., demand response, oil-fired generators, dual fuel generators, 

dual fuel generators supplying replenishment blocks).  Under these conditions, 

where winners are being selected based on non-uniform characteristics, applying 

a uniform price is inappropriate because all of the selected resources are not 

providing the same fungible service.   
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C. OIL INVENTORY SERVICE 

Q: WHAT IS THE OIL INVENTORY SERVICE? 

A: As part of the Winter Reliability Program, oil-fired generators and dual fuel units 

that are able to switch to oil within five hours are eligible to establish a specified 

amount of oil inventory for the winter in exchange for an “as bid” monthly 

payment.  The fuel must be used for electric production by the participating 

generator.   

Q: WHAT IS THE TERM OF THE OIL INVENTORY SERVICE PORTION 

OF THE PROGRAM? 

A: The oil must be in inventory as of December 1, 2013.  As set out in Section 

III.K.3(d), obligations lapse on the earlier of February 28, 2014 at 24:00 or on the 

date on which the Energy provided by the resource has fully depleted the offered 

oil inventory. 

Q: WHAT OBLIGATIONS DO THESE GENERATORS HAVE? 

A: In addition to having the oil in the tank, the generators must run when called.  As 

discussed below, there are penalties for failure to be available.  Generators 

providing this service must submit Supply Offers into the Day-Ahead Energy 

Market and Real-Time Energy Market at their Economic Maximum Limit for 

each hour of the Operating Day.  The Supply Offer must be at or above the 

Generator Asset’s Reference Level on oil.  As oil prices are high relative to gas, 

this means that units will run “in merit” only when Energy prices are relatively 

high, due either to high loads or unusually high gas prices – which generally 

correlates with system stress.  That oil generators will offer “normally” based on 
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the market price of oil is one of the attractive features of this proposal; other than 

increasing the amount of oil in storage, the proposal should not otherwise affect 

electricity prices, generator behavior, or the normal functioning of the market. 

This Supply Offer requirement also prevents units from self-scheduling and 

running through all of their oil.  That said, the ISO understands that self-schedules 

may be necessary for reliability reasons and, accordingly, self-schedules in the 

Real-Time Energy Market are permitted with ISO System Operations’ approval.    

Q: CAN GENERATORS SHARE OIL IN A COMMON TANK? 

A: Yes.  Section III.K.3(c) states that participants may allow use of committed oil 

inventory by multiple assets at the same site, all of which are providing services 

in the Winter Reliability Program, provided that such shared use is flagged on the 

assets’ bid sheets. 

Q: WHAT ABOUT EFFICIENT UNITS THAT HAVE SMALL TANKS?  

HOW CAN THEY PARTICIPATE? 

A: Dual fuel generators with natural gas as the primary fuel and distillate oil or ultra-

low sulfur diesel as the secondary fuel and that are able to switch to oil within five 

hours may bid to replenish their initial block of inventory with a “replenishment 

block,” as set out in III.K.3.  To qualify, the generator’s initial block must be 

equal to a full tank.  Replenishment blocks may be any quantity up to the size of 

the initial block.  A maximum of three replenishment blocks may be offered.  

Replenishment must occur within five days of the reduction of the initial block by 

one-third, until the earlier of March 1 or the date on which the Energy produced 

and the oil in the tank is equal to the total commitment.   
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Q: WHY IS REPLENISHMENT LIMITED? 

 

A: One of the purposes of the Program is to have oil in the tank in the event of 

prolonged or severe cold weather.  There is always the danger that weather or 

other circumstances will jeopardize replenishment, as it is reliant on barges or 

trucks to deliver oil.  For example, during Storm Nemo, ISO Operations was 

informed that oil plants had only a few days of oil left and, for some, deliveries 

were delayed because of the storm.  If a significant portion of the Program oil 

isn’t in the tanks, the purpose of the Program will have been defeated.  

Q: HOW WILL UNITS PROVIDING THE SERVICE BE COMPENSATED? 

A: Participating generators will be compensated through their “as bid” payment for 

each of December, January and February.  These payments are in addition to 

payments pursuant to the Tariff for Energy, Ancillary Services or other services, 

none of which are varied by the Winter Reliability Program. 

Q: ARE THERE FINANCIAL CONSEQUENCES FOR FAILURE TO 

PERFORM? 

A: Yes.  The oil inventory service carries two types of non-performance charges.  

First, generators will be assessed a per-barrel charge for committed oil that is not 

in inventory (other than due to energy production) or failure to replenish.  Second, 

generators will lose a pro rata portion of their monthly payments when they are 

unavailable or oil is not in inventory or replenished.  Pursuant to Section 

III.K.9(a), generators cannot lose more than the total monthly payments in 

unavailability charges, but the per-barrel charges may exceed the compensation to 
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Market Participants pursuant to Appendix K.  These charges apply only while 

there is (or should be) an unutilized portion of the agreed-upon oil inventory. 

Q: WHAT DOES UNAVAILABILITY MEAN? 

A: With one exception, any time an entire asset is unavailable (i.e., fails to perform at 

its minimum level) the unavailability charge will be triggered.  The exception is 

any unavailability resulting from a transmission line outage; all other outages will 

result in assessment of the charge.     

Q: HOW WILL THE ISO MONITOR FUEL USE? 

A: As set out in Section III.K.7, Market Participants providing the fuel inventory 

service must keep detailed fuel logs and provide the logs, fuel inventory levels 

and other documentation to the ISO upon request.  The ISO will use these tools to 

monitor generator fuel consumption by subtracting the consumed amount from 

starting inventory levels and comparing them to remaining inventory 

requirements.  The ISO also has the right to conduct on-site visits to verify 

reported fuel levels. 

D. DUAL FUEL TESTING 

Q: WHY DOES THE WINTER RELIABILITY PROGRAM INCLUDE 

COMPENSATION FOR DUAL FUEL UNITS TO TEST THEIR 

SWITCHING CAPABILITY? 

A: Generators are not maintaining their dual fuel capability, in part because of the 

expense of testing, which they must bear in accordance with the existing market 

rules.  These units provide the region with valuable fuel diversity and the ISO and 
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stakeholders agreed that they should be encouraged to maintain their dual fuel 

status by being compensated for the costs of testing on oil.  To keep these testing 

costs low for ratepayers, the dual fuel units’ Supply Offers for the period of their 

tests must be at or below their oil Reference Level. 

Q: WHICH UNITS ARE ELIGIBLE FOR TEST PAYMENTS? 

A: Only units participating in the Winter Reliability Program by maintaining oil in 

their tanks are eligible.  Moreover, these units must be capable of switching in 

five hours or less.  This combination – fast-switching units that have oil in their 

tanks -- will provide the region with valuable operating flexibility during stressed 

conditions.     

Q: WHAT ARE THE TESTING PARAMETERS? 

A: The Winter Reliability Program defines a successful test as one that demonstrates 

switching in five hours or less, at the end of which the unit is operating at its 

Economic Minimum Limit.  The five hour threshold applies even if a unit is 

capable of switching “on the fly” or in less time.  This more generous threshold is 

in response to generators’ requests for greater bandwidth for a successful test, and 

represents the outer limit of time for a switch that will still benefit the system in 

stressed conditions.  In addition to the five hour time frame, units must meet their 

test plan, which is submitted with their bid sheets.  The test plan, in turn, must 

meet manufacturer specifications regarding the duration of testing, but must 

include a minimum of sixty minutes of operation on oil at the asset’s Economic 

Maximum Limit.    
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Q: WHAT HAPPENS IF A UNIT FAILS THE TEST?   

A. If an eligible asset hasn’t successfully tested its ability to switch by December 1, 

it will lose a pro rata portion of its “as bid” monthly payment for each day after 

December 1 until it completes a successful test.  If the Market Participant is not 

able to test its unit successfully by December 15, it will no longer be eligible to 

receive its monthly payments.  The fuel diversity and flexibility that these units 

can provide are the primary benefits to the region of their participation in the 

program, and if they cannot provide those benefits, the region should not 

compensate them through the Winter Reliability Program. 

Q: WHAT HAPPENS IF A UNIT FAILS TO SWITCH WITHIN FIVE HOURS 

DURING THE WINTER? 

A: If a dual fuel generator that is paid for a successful test seeks to switch fuels 

during the winter period, it will be expected to execute the switch within five 

hours.  If it fails to do so, it will lose a pro rata portion of its monthly payment for 

each hour in excess of five required to switch to operation on oil.   For example, 

for a one hour delay, a generator will lose 1/(30 days x 24 hrs) of its monthly 

payment. 

Q: WHERE ARE THE RELEVANT RULES FOR DUAL FUEL TESTING? 

A: The testing requirements are in Section III.K.4.  The rules for compensation and 

penalties are in Sections III.K.8(b) and III.K.9(a)(iii), respectively.  Finally, the 

rules for switching within five hours are in Section III.K.12. 
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E. DUAL FUEL SWITCHING 

Q: WHAT CHANGES ARE BEING MADE TO THE RULES FOR DUAL 

FUEL SUPPLY OFFERS? 

 

A: Appendix K includes a provision that allows all dual fuel units (even those that 

aren’t participating in the Winter Reliability Program) to switch to their higher 

cost fuel upon notice to the ISO.  Without this change, the current market rules 

prohibit dual fuel generators from offering on their higher cost fuel unless they 

can prove to the Internal Market Monitor that offering on the higher cost fuel is 

necessary to keep the unit available.   

Q: WHAT IS THE RATIONALE FOR THIS CHANGE? 

A: The ISO’s and Internal Market Monitor’s experience during the 2012-13 winter 

demonstrated the need to provide Market Participants with greater flexibility in 

managing fuel supplies for dual fuel resources.  The current rule assumes that 

Market Participants have equal access to both fuels.  For many dual fuel units 

using oil as a back-up fuel, environmental permits restrict the amount of oil that 

can be burned.  Market Participants also maintain limited oil inventories, both 

because of tank size and because of the cost of oil relative to natural gas.  Given 

these limitations and constraints, it is appropriate to provide Market Participants 

flexibility in managing fuel supplies, rather than to require permission from the 

Internal Market Monitor for using the secondary fuel. 

Q: WILL THIS CHANGE APPLY BEYOND WINTER 2013-14? 

A: Yes.  To make this change permanent, Appendix A is being revised to remove the 

requirement that Participants with dual fuel units justify in advance their decision 
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to offer on the higher cost fuel.  See the Laurita Testimony for more information 

on the Appendix A changes.  The ISO will also make a separate filing to relocate 

the provisions of Section III.K.12 (which expire on February 28 along with the 

rest of Appendix K) to another location in Market Rule 1, following completion 

of the stakeholder process for those changes. 

Q: WHAT ARE THE PROVISIONS IN APPENDIX K? 

A: Appendix K contains provisions addressing the procedures that a Market 

Participant with a dual fuel resource must follow to request a switch from 

operating on its primary fuel to its secondary fuel.  These provisions are intended 

to address the management and operation of the resource in real-time, when the 

dual fuel resource has been committed and is operating on its primary fuel source.  

Specifically, a Market Participant with a dual fuel resource that has been 

committed and is operating on its primary fuel source must notify the ISO of its 

intent to either switch to operating on its secondary fuel or to decommit the 

resource altogether.  Appendix K provides that, if the ISO evaluates and rejects a 

decommitment request, then the Market Participant may only decommit the 

resource for the period of time it takes to complete the switch to the secondary 

fuel.  Furthermore, for resources that are participating in the Appendix K dual fuel 

testing program, the switch to the secondary fuel cannot exceed five hours. 

In the event a Market Participant with a dual fuel resource switches from the 

primary fuel to the secondary fuel during the Operating Day, Appendix K 

provides protections to ensure that the resource’s offer reflects the cost of the 

secondary fuel.  Specifically, Section III.K.12 provides that, following the switch, 
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the ISO will use the secondary fuel’s Reference Level as the Supply Offer for the 

duration of the Operating Day, and that all evaluations under Appendix A for 

market power mitigation will utilize the secondary fuel type in the calculation of 

the Reference Levels for the period of the resource’s commitment following the 

switch.  This will ensure that all commitment, dispatch and market power 

mitigation evaluations utilize a price that reflects the actual costs of operating on 

the secondary fuel, as reflected in the Reference Level for the resource. 

F. ASSESSING BIDS 

Q: WHAT INFORMATION IS REQUESTED ON THE BID SHEETS? 

A: For the oil inventory service, the bid sheets request price/quantity blocks, 

including a base block and incremental blocks.  Each will state the MWh 

equivalent of fuel in inventory and the price per month for providing the service.  

In their bid sheets, demand response providers will specify the quantity of MW of 

demand response and the price in $/kw month. 

Q: HOW WILL THE OIL INVENTORY SERVICE BIDS BE CALCULATED? 

A: Oil units bidding for fuel inventory service will bid in $/MWh. The award will be 

converted into the required barrels of oil in storage as of December 1.  This 

conversion will be made using a standardized approach applied to each unit, with 

the number of required barrels calculated using a particular set of operating 

assumptions and unit output-specific heat rates, which determine the efficiency 

with which electricity is produced from the stored oil.  This will reduce the risk 

for bidders of being operated at relatively inefficient output levels and potentially 

being required to buy additional oil to meet its total MWh obligation, and will 



28 

 

thereby mitigate the risk premiums that would otherwise be priced in their offers.  

The standardized approach will be based on a number of assumptions, including:  

one start per operating day; a dispatch level of the higher of Economic Minimum 

or 40% of winter claimed capability for 16 hours; and industry standard heating 

values of residual fuel and distillate fuel. 

Q: HOW WILL THE ISO COMPARE OIL AND DEMAND RESPONSE 

BIDS? 

A: To compare the cost of the oil and demand response bids, both sets of bids will be 

stated in $/MWh.  Demand response bids will be converted from the $/kW-month 

offer into $/MWh. Oil units bidding for fuel inventory service will also bid in 

$/MWh, as described above. 

Q: WHAT CRITERIA WILL THE ISO USE TO ASSESS BIDS? 

A: The ISO will assess the bids in accordance with the criteria outlined in Section 

III.K.6.  These criteria are cost, the asset’s historical availability and performance, 

the asset’s ability to respond to contingencies and other changed conditions, 

diversity of location and sensitivity to locational constraints, dual fuel capability 

and replenishment capability.  The ISO has also indicated that the target minimum 

aggregate output capability for units providing the oil inventory service is 4,000 

MW per hour, which will ensure that there is sufficient diversity among the units 

providing service. 
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Q: WHAT IS THE TOTAL PURCHASE? 

A: The total selected will not exceed 2.4 million MWh of Energy.  Of these 2.4 

million MWh, no more than .36 million MWh can be bids for replenishment 

pursuant to Section III.K.3(b).   

Q: CAN THE ISO PURCHASE MORE THAN 2.4 MILLION MWH OF 

ENERGY? 

A: No.  If necessary, the ISO may ration bids, such that the ISO may accept a portion 

of an offered quantity at the per unit price.  Before rationing a bid, the ISO must 

consult with the relevant Market Participant, which will be given the opportunity 

to withdraw the bid rather than have it rationed. 

Q: WHAT IF THE PRICES ARE VERY HIGH?  IS THE ISO REQUIRED TO 

PURCHASE 2.4 MILLION MWH OF ENERGY? 

A: The ISO is not required to purchase the entire 2.4 million MWh and may exercise 

its discretion to purchase less.     

G. COST ALLOCATION 

Q: WHAT ARE THE EXPECTED COSTS OF THE WINTER RELIABILITY 

PROGRAM? 

A: Analysis Group, Inc. produced an analysis of the costs of providing the Winter 

Reliability Program services, concluding that the costs range from $16 to $43 

million.  See “A.3.0 ISO-NE Winter 2013/2014 Reliability Proposal” at 

http://www.iso-ne.com/committees/comm_wkgrps/mrkts_comm/mrkts/mtrls/ 

2013/may302013/index.html.  The costs to the region will be based on the 
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accepted bids to provide the service, which should be based largely on the costs 

quantified by the Analysis Group. 

Q: HOW ARE THESE COSTS ALLOCATED? 

A: The Program costs are allocated to Regional Network Load, which is paid by the 

transmission owners and subsequently passed through by them to customers in 

their Regional Network Service charge.  The other potential allocator for Tariff 

costs is to load-serving entities, through Real-Time Load Obligation.  In New 

England, the load-serving entities are generally suppliers that enter into contracts 

with local distribution companies and end users to serve load.  These suppliers are 

compensated through their contracts.   

Q: WHY ARE COSTS ALLOCATED TO REGIONAL NETWORK LOAD? 

A: The ISO considered the timing of the Winter Reliability Program.  It would have 

been difficult, if not impossible, for the suppliers to anticipate these additional 

costs, as the need for the program only became evident after the events in January 

and February, following which the project was initiated in March for 

implementation in December.  Thus, it would have been very difficult for 

suppliers to build the costs of this out-of-market program into their contracts for 

the upcoming winter.  Moreover, if these difficult-to- anticipate costs are 

allocated to Real-Time Load Obligation, suppliers may seek to build increased 

risk premiums into future contracts to cover future unanticipated programs of this 

type.  These risk premiums will lead to higher consumer costs for a number of 

years. On the other hand, the transmission owners have the legal right to pass 



31 

 

through these costs on a one-time basis through their Regional Network Service 

charges.   

Moreover, the region has allocated similar costs to Regional Network Load.  

Specifically, Regional Network Load is the allocator for costs of Gap RFPs issued 

pursuant to Section III.11 of the Tariff.  Like the Winter Reliability Program, a 

Gap RFP is an out-of-market, discrete program to meet reliability need.   

Q: HOW WILL FUTURE COSTS BE ALLOCATED? 

A: The ISO agrees that, in general, all market-and generation-related costs should be 

allocated to the suppliers.  Accordingly, the ISO plans to allocate the costs of 

future market-based winter programs to Real-Time Load Obligation, as the 

circumstances that make the allocation of Winter Reliability Program costs unique 

– including the lack of notice and the out-of-market nature of the solution – will 

not be present in upcoming winter solutions.   

IV. CONCLUSION 

 

Q:   DOES THIS CONCLUDE YOUR TESTIMONY? 

A:   Yes. 
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