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Pursuant to section 313(b) of the Federal Power Act, 16 U.S.C. § 8251(b),
Rule 15(a) of the Federal Rules of Appellate Procedure and Rule 15 of the Rules of
this Court, the New England Power Generators Association, Inc. respectfully
petitions this Court for review of the following orders of the Federal Energy
Regulatory Commission entered on May 30, 2014 and November 19, 2015:

ISO New England Inc. and New England Power Pool,
Order on Tariff Filing and Instituting Section 206
Proceeding, Docket Nos. ER14-1050-000, ER14-1050-
001, and EL14-52-000, 147 FERC 9 61,172 (May 30,
2014); and

ISO New England Inc. and New England Power Pool,
Order Denying Rehearing, Docket Nos. ER14-1050-002
and EL14-52-001, 153 FERC 9 61,223 (Nov. 19, 2015).




Respectfully submitted,

Bruce F. Anderson

New England Power Generators Association, Inc.
141 Tremont Street

Boston, MA 02111

(617)902-2347

banderson{@nepga.org

Counsel for Petitioner
New England Power Generators Association, Inc.

Dated: January 19,2016
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CORPORATE DISCLOSURE STATEMENT

Pursuant to Rule 26.1 of the Federal Rules of Appellate Procedure and Rule
26.1 of the Rules of this Court, petitioner New England Power Generators
Association, Inc. (“NEPGA”) states as follows:

NEPGA, a not-for-profit entity duly organized under the laws of the
Commonwealth of Massachusetts, is a trade association that advocates for the
business interests of non-utility competitive electric power generators in New
England. NEPGA has no corporate parents and does not issue stock. NEPGA
therefore does not have a corporate parent that owns 10 percent or more of its stock.

NEPGA’s member companies represent approximately 26,000 megawatts of

installed capacity throughout the New England region. NEPGA’s member



companies are responsible for generating and supplying electric power for sale
within the New England bulk power system, and are active participants in the
regional capacity and wholesale electricity markets in New England.

Respegifullyf submitted,

R

Bruce F. Anderson

New England Power Generators Association, Inc.
141 Tremont Street

Boston, MA 02111

(617)902-2347

banderson{@nepga.org

Counsel for Petitioner
New England Power Generators Association, Inc.

Dated: January 19, 2016
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CERTIFICATE OF SERVICE
Pursuant to Rule 15(c) and Rule 25 of the Federal Rules of Appellate

Procedure, 1 hereby certify that 1 have this day served a copy of the foregoing
documents by First-Class Mail or electronically upon each person designated on the
official service list maintained by the Secretary of the Federal Energy Regulatory
Commission in the proceedings below (a copy of which is attached) and upon the
Solicitor of the Federal Energy Regulatory Commission at the following address:

Kimberly D. Bose

Secretary

FEDERAL ENERGY
REGULATORY COMMISSION
888 First Street, N.E.
Washington, D.C. 20426

Robert H. Solomon

Solicitor

FEDERAL ENERGY
REGULATORY COMMISSION
888 First Street, N.E.
Washington, D.C. 20426

Dated at Boston, Massachusetts, this 19" day of January, 2016.
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1ISO New England Inc. and New England Power Pool,
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Washington, DC 20001
afarrell@anga.us

Ruth Teetzel

Brookfield Energy Marketing LP
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‘Washington, DC 20005
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rjkruse@spectraenergy.com
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Longmeadow, MA 01106
aleksandar.mitreski@brookfieldrenewable.com

Nicolas Bosse
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1501 McGill College, Suite 1602
Montreal, Quebec H3A 3M8, Canada

nicolas.bosse@brookfieldrenewable.com

John Flumerfelt
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14 Phillips Road
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jflumerfelt@calpine.com

Robert Snook

Connecticut Department of Energy and
Environmental Protection

10 Franklin Square

New Britain, CT 06106
robert.snook@ct.gov

Brian Forshaw

Chief Regulatory & Risk Office
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30 Stott Avenue

Norwich, CT 06360
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Jeffrey A Schwarz
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1875 Eye Street NW, Suite 700
‘Washington, DC 20006
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Joseph Rosenthal
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joseph.rosenthal@ct.gov
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PO Box 25615

Richmond, VA 23260-5615
wesley.walker@dom.com

Brian Meloy

Stinson Leonard Street LLP

1775 Pennsylvania Ave. NW, Suite 800
‘Washington, DC 20006
brian.meloy(@stinsonleonard.com
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Connecticut Mun. Elec. Energy Coop.
30 Stott Avenue

Norwich, CT 06360

:p1556@aol.com
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Manager, Regulatory Affairs
Consolidated Edison Development, Inc.
?100 Summit Lake Drive
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dannelsj@conedcss.com

Michael Regulinski

Dominion Services Legal Group
120 Tredegar Street, RS-2
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Michael.Regulinski@Dom.com

Ronald Hart

5000 Dominion Blvd., Ste 3SE

Glen Allen, VA 23060-3308
ronald.e.hart@dom.com
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601 Travis Street Suite 1400
Houston, TX 77002
michelle.d.grant@dynegy.com
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Duncan & Allen

1730 Rhode Island Avenue, N.W., Suite 700
Washington, DC 20036-3115
jpc@duncanallen.com

Rick Roby

Dynegy Inc.

115B McLean St
Ballston Spa, NY 12020
rick.roby@dynegy.com

Nancy Bagot

Vice President

Electric Power Supply Association
1401 New York Ave. NW, 11th Floor

Washington, DC 20005

NancyB@epsa.org



Dennis Duffy

ENERGY MANAGEMENT, INC.
75 Arlington Street, Suite 704
Boston, MA 02116
dduffy@emienergy.com

Stuart Caplan

Jessica M. Lynch

Dentons US LLP

1301 K Street, NW

Suite 600, East Tower
‘Washington, DC 20005
stuart.caplan@dentons.com
jessica.lynch@dentons.com
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Latham & Watkins LLP

1700 Pennsylvania Avenue
Suite 200

Washington, DC 20006
natasha.gianvecchio@lw.com

Herbert C Healy

75 Federal Street
Suite 300

Boston, MA 02110
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Michael Griffen

'Entergy Services, Inc.

101 Constitution Avenue, NW
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Washington, DC 20001
mgriffe@entergy.com
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EquiPower Resources Corp.
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dporesky@eqpwr.com
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Associate General Counsel
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david.musselman@essentialpowerllc.com

Christopher Wilson
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Exelon Corporation
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Suite 400E

Washington, DC 20001
FERCe-filings(@exeloncorp.com
jeanne.dworetzky2(@exeloncorp.com

~ Donna Poresky

James A Ginnetti

EquiPower Resources Corp.
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dporesky@eqpwr.com
jginnetti@eqpwr.com

Steven Kirk

Constellation Energy Commodities Group
100 Constellation Way, Ste 600
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steven.kirk(@constellation.com

John Keene

SunEdison Utility Holdings, Inc.
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Boston, MA 02111
jkeene@sunedison.com
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Compliance Administrator
First Wind Energy, LLC
129 Middle Street
Portland, ME 04101
regulatory@firstwind.com



Richard Lehfeldt

Bradley David Hutter
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John Wright

Michael Wertheimer

Connecticut Office of Attorney General
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H.Q. Energy Services (U.S.) Inc.
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PO Box 1058
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147 FERC § 61,172
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Cheryl A. LaFleur, Acting Chairman;
Philip D. Moeller, John R. Norris,

and Tony Clark.
ISO New England Inc. and Docket Nos. ER14-1050-000
New England Power Pool ER14-1050-001

EL14-52-000

ORDER ON TARIFF FILING AND INSTITUTING SECTION 206 PROCEEDING
(Issued May 30, 2014)

1. On January 17, 2014, ISO New England Inc. (ISO-NE) and the New England
Power Pool (NEPOOL) Participants Committee jointly submitted, pursuant to

section 205 of the Federal Power Act (FPA)1 and section 11.1.5 of the ISO-NE
Participants Agreement,” two alternate proposals to revise ISO-NE’s Transmission,
Markets and Services Tariff (Tariff). Each proposal is intended to address fleet-wide
resource performance problems in New England. ISO-NE’s proposal involves significant
changes to the Forward Capacity Market (FCM) design, while NEPOOL’s proposal
involves incremental changes to the energy and ancillary services market and the FCM
while largely maintaining the existing FCM rules. We find that neither proposal standing
alone has been shown to be just and reasonable. We will institute a proceeding under

116 U.S.C. § 824d (2012).

? Section 11.1.5 of the Participants Agreement, commonly referred to as the
“jump ball” provision, provides, in pertinent part, that if a Market Rule proposal that
differs from that proposed by ISO-NE is approved by a Participants Committee vote of
60 percent or more, ISO-NE “shall, as part of any required Section 205 filing,” describe
the alternate Market Rule proposal in sufficient detail to permit reasonable review by the
Commission and also explain its reasons for not adopting the alternate proposal and why
it believes its own proposal is superior. Section 11.1.5 provides that the Commission
may “adopt any or all of ISO[-NE]'s Market Rule proposal or the alternate Market Rule
proposal as it finds ... to be just and reasonable and preferable.”
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section 206 of the FPA? in Docket No. EL14-52-000 and require ISO-NE to submit Tariff
revisions reflecting a modified version of its proposal and an increase in the Reserve
Constraint Penalty Factors, consistent with NEPOOL’s proposal. We will also establish a
refund effective date of the date on which the Secretary publishes the notice of the
Commission’s section 206 proceeding in the Federal Register.

I. Background

2. ISO-NE operates the FCM through which it procures capacity on a three-year
forward basis.* Capacity suppliers make offers into an annual Forward Capacity Auction
(FCA) in which ISO-NE procures the amount of capacity needed in a one-year period
(the Installed Capacity Requirement), and suppliers of the capacity that clears each FCA
take on Capacity Supply Obligations, committing to provide capacity for the relevant
Capacity Commitment Period, three years in the future. This Capacity Supply Obligation
requires a capacity resource to, among other things, offer into the day-ahead energy
market, leave that offer open throughout the operating day, and follow ISO-NE’s dispatch
instructions. In addition, a capacity resource must be available to operate during certain
Tariff-defined reserve deficiencies, known as Shortage Events,’ or the resource will be
subject to penalties under the Tariff. In exchange for the Capacity Supply Obligation, the
capacity resource receives capacity payments in each month of the Capacity Commitment
Period.

I1. Summary of the Instant Filinos

A. ISO-NE’s Proposal

3. According to ISO-NE, the current FCM design contains a flawed incentive
structure that perpetuates fleet-wide resource performance problems and, as a result, is

316 U.S.C. § 824e (2012).

* ISO-NE determines the Installed Capacity Requirement such that the probability
of disconnecting non-interruptible customers due to resource deficiency will be, on
average, no more than once in ten years. Tariff, § II1.12, III.12 Calculation of Capacity

Requirements, 8.0.0 (2013).

A Shortage Event is a period of 30 or more contiguous minutes during which the
supply of energy and reserves is insufficient to meet the demand for energy and the real-
time reserve requirement. Tariff § I11.13.7.1.1.1.
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now failing to ensure reliability in a cost-effective manner.® ISO-NE argues that capacity
resources rarely face financial consequences for failing to perform, and therefore have
little incentive to make investments to ensure that they can reliably provide what the
region needs: energy and reserves when supply is scarce. ISO-NE asserts that the
“negligible” consequences for non-performance under the current FCM design results in
adverse selection of capacity resources, and encourages resources that are likely to be
poor performers to participate in the market when they should exit.

4. ISO-NE proposes to address these problems by linking capacity revenues to
resource performance during reserve deficiencies. Describing its proposed fix as a “Pay
for Performance” market design, ISO-NE seeks to implement a two-settlement process,
whereby a capacity resource’s total capacity revenue is comprised of a Capacity Base
Payment and a Capacity Performance Payment (two-settlement capacity market design).

5. The first settlement entails a Capacity Base Payment established through the FCA.
Resources that take on a Capacity Supply Obligation receive a Capacity Base Payment,
which is determined for each resource by multiplying the amount of MW associated with
its Capacity Supply Obligation by the FCA clearing price. ISO-NE states that a resource
that clears in the FCA takes on a “forward position,” meaning that it acquires both a
physical obligation to offer the MW amount of its Capacity Supply Obligation into the
energy market during the Capacity Commitment Period, as well as a financial obligation
to cover the resource’s share of the system’s total energy and reserve requirements during
Capacity Scarcity Conditions. A Capacity Scarcity Condition is measured in 5-minute
intervals and exists in a Capacity Zone whenever the real-time energy price includes a
Reserve Constraint Penalty Factor’ triggered by (1) the system minimum 30-minute

6 ISO-NE identifies several specific flaws in the current FCM that it alleges are
inconsistent with sound market design: (1) the Shortage Event mechanism bases a
resource’s capacity payments on the resource’s “availability” rather than its performance;
(2) the Shortage Event mechanism allows numerous exemptions for non-performance
under which resources are deemed fully “available” despite their inability to provide
energy or reserves; (3) a resource’s capacity payments may not be reduced by more than
its total FCM revenue, which means it cannot lose money by taking on a Capacity Supply
Obligation even if it entirely fails to perform; (4) the penalty rate is needlessly complex,
too low to be effective, and “defies economic logic” because the penalties “actually
decrease, rapidly, as the length of the scarcity condition increases;” and (5) results in a
“systemic bias towards clearing less reliable resources.” ISO-NE Tariff Filing at
Att. I-1a, 10-17.

7 Reserve Constraint Penalty Factors are rates, in $/MWh, that are used within the
real-time dispatch and pricing algorithm to reflect the value of Operating Reserve

(continued..)
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reserve requirement, (2) the system 10-minute reserve requirement, or (3) the zonal
30-minute reserve requirements.

6. The second settlement entails a Capacity Performance Payment, determined for
each resource by measuring its performance against its forward position (i.e., its share of
the system’s requirements at the time of each Capacity Scarcity Condition). If a resource
provides more than its share of energy and reserves, it will receive a positive Capacity
Performance Payment; if it provides less than its share, it will receive a negative Capacity
Performance Payment. The Capacity Performance Payment is calculated using an
administratively-determined rate specified in the Tariff, known as the Capacity
Performance Payment Rate.® ISO-NE states that the Capacity Performance Payment Rate
is calculated based on two economic principles. First, when new entry is necessary to
satisfy the Installed Capacity Requirement, the sum of the prospective entrant’s Capacity
Base Payment and the expected Capacity Performance Payment is at least as large as the
net cost of new entry. Second, if a resource’s expected performance is zero during
scarcity conditions over the entire Capacity Commitment Period, its total expected
negative Capacity Performance Payment should fully offset the Capacity Base Payments.
ISO-NE states that the Capacity Performance Payment Rate is designed to achieve its
loss-of-load probability standard of “one day in ten years,” as described in its Planning
Procedure No. 3.

7. ISO-NE states that even resources without Capacity Supply Obligations are
eligible to receive Capacity Performance Payments, in order to incent all resources to
provide energy and reserves when system reliability is at heightened risk. Further,
because capacity resources are able to offer their capacity in blocks with different prices,
allowing all resources to be eligible for Capacity Performance Payments will allow
capacity resources to receive Capacity Performance Payments for blocks of their capacity
that do not clear in the FCA but nonetheless provide energy and reserves during Capacity
Scarcity Conditions.

8. As detailed below, ISO-NE proposes no exemptions from negative Capacity
Performance Payments for non-performance, so if a capacity resource deviates from its
forward position, its Capacity Performance Payments are adjusted regardless of what

Shortages. ISO-NE Tariff § 1.2.2. The Reserve Constraint Penalty Factor acts as a cap
on the price that ISO-NE may pay to procure additional reserves. Reaching this cap
signals that the system is in a reserve deficiency.

% ISO-NE proposes to phase-in this rate as follows: $2,000/MWh for the period
June 1, 2018 through May 31, 2021; $3,500/MWh for the period June 1, 2021 through
May 31, 2024; and $5,455/MWh for the open-ended period starting June 1, 2024.
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caused the deviation. In order to lessen a resource’s downside risk, however, ISO-NE’s
proposal contains a “stop-loss” mechanism that limits—on both a monthly and annual
basis—the amount of money a resource can lose as a result of its performance. Further,
under ISO-NE’s proposed bidding rules and market monitoring provisions, the risk
premium that a resource includes in its bid is separate from the net-going forward cost
reflected in the bid, in order to allow the market monitor to analyze the two components
separately.

9. ISO-NE also seeks to raise the current trigger for Internal Market Monitor review
of de-list bids, from $1.00/kW-month to $3.94/kW-month; the Internal Market Monitor
would mitigate bids above the increased threshold only if the bid is from a resource
associated with a Lead Market Participant that is found to be a pivotal supplier. A Lead
Market Participant will be considered pivotal if any of the capacity from the existing
resources controlled by that Lead Market Participant is needed to satisfy the capacity
requirements either system-wide or in an import-constrained Capacity Zone.

10.  ISO-NE’s proposal also provides a mechanism for resources to trade their
performance bilaterally under certain conditions, to mitigate the risk of negative Capacity
Performance Payments during periods shorter than a month, or on shorter notice than a
Capacity Supply Obligation can be shed. ISO-NE explains that these bilaterals do not
affect either party’s Capacity Supply Obligation, or the associated rights and obligations
under their Capacity Supply Obligations; rather, the bilaterals serve only to modify each
resource’s Capacity Performance Score’ for purposes of calculating their Capacity
Performance Payments.

B. NEPOOL’s Proposal

11.  NEPOOL agrees there are fleet-wide performance problems but proposes to
address those problems by increasing performance incentives in ISO-NE’s energy and
ancillary services markets and modifying the current FCM design to include a new
“performance” metric for measuring “availability.” NEPOOL states that its proposal
reflects a preferred approach that better addresses the concerns that are motivating
changes to the New England markets through incremental change to the reserve and
capacity markets rather than a “major and unnecessary redefinition of the FCM

? A resource’s Capacity Performance Score, for each five-minute interval in which
a Capacity Scarcity Condition exists in the Capacity Zone in which the resource is
located, shall equal the resource’s Actual Capacity Provided during the interval minus the
product of the resource’s Capacity Supply Obligation and the applicable Capacity
Balancing Ratio. Tariff § 111.13.7.2.4.
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product.”'® NEPOOL further states that rule changes to the energy and ancillary services

markets, rather than to the capacity market, can better ensure adequate procurement of
energy and operating reserves. Thus, NEPOOL asserts that, with “implementation of
reforms to the Energy and Ancillary Services markets — those made in the recent past,
those approved and to be implemented, and those included in the NEPOOL Proposal — a
redesigned capacity product as dramatic as ISO-NE is proposing is unnecessary and
unjustified.”"

12. In the energy market, NEPOOL proposes to increase the existing Reserve
Constraint Penalty Factors for 30-Minute Operating Reserves, from $500/MWh to
$1,000/MWHh, and for 10-Minute Non-Spinning Reserves, from $850/MWh to
$1,500/MWh. These changes to the Reserve Constraint Penalty Factors would increase
the price that ISO-NE may pay to procure energy and reserves in real-time. NEPOOL
asserts that this will enhance performance incentives by addressing real-time price
formation in the hourly markets, rather than trying to “mimic” those real-time incentives
by redefining the capacity product.

13.  Inthe FCM, NEPOOL proposes to replace the existing Shortage Event mechanism
with a new Equivalent Peak Period Forced Outage Rate, or “EFORp,” metric that
measures “performance based on availability during all ‘EFORp Hours.””'* NEPOOL
states that ISO-NE would calculate an annual EFORp Hour Availability Score for each
capacity resource, based on the resource’s availability in the EFORp Hours of that
Capacity Commitment Period and using the definition of “availability” in the existing
FCM."® NEPOOL states that ISO-NE would then compare the resource’s EFORp Hour
Auvailability Score for that Capacity Commitment Period to the resource’s average

1 NEPOOL Transmittal at 14.
1 NEPOOL Transmittal at 19.

2 EFORp Hours are defined as the hours from 1:00pm to 5:00pm, Monday
through Friday (excluding holidays), during June, July, and August; and the hours from
5:00pm to 7:00pm, Monday through Friday (excluding holidays), during December and
January. ISO-NE Tariff Filing at Att. N-1a (NEPOOL Transmittal), 12.

B For each Shortage Event, ISO-NE calculates a Shortage Event Availability
Score for each resource having a Capacity Supply Obligation. The score is the resource’s
“available” MW divided by its Capacity Supply Obligation, subject to exemptions for
unavailability due to following ISO-NE’s dispatch, starting or ramping limitations,
transmission outages, having a self-schedule request denied by ISO-NE, or transmission
construction delays. Tariff § 111.13.7.1.1.3(a)-(j).
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EFORp Hour Availability Score during the historical 5-year period used to establish the
Installed Capacity Requirement for that Capacity Commitment Period.

14, NEPOOL states that at the end of each Capacity Commitment Period, ISO-NE
would calculate charges and credits for each resource at 150 percent of the FCA clearing
price, subject to annual caps, based on how each resource’s availability in that Capacity
Commitment Period compared to its five-year historical availability. NEPOOL states
that ISO-NE would then aggregate these charges and credits and, based on whether there
is a net surplus or deficit, would either refund or charge load based on the Capacity Load
Obligation of each Load Serving Entity.

II1. Notice of Filing, Interventions, Comments, Protests, and Answers

15.  Notice of the tariff filing was published in the Federal Register, 79 Fed.

Reg. 4683 (2014), with interventions and protests due on or before February 7,

2014. On January 17, 2014, ISO-NE and NEPOOL jointly filed a motion to extend

the comment date to February 12, 2014. On January 23, 2014, the Commission granted
ISO-NE and NEPOOL’s joint motion.

16.  Numerous entities filed interventions, and many of those entities also filed
comments, protests, or both.™

17.  OnFebruary 12, 2014, ISO-NE filed an answer in opposition to NEPOOL’s
proposal (ISO-NE February 12 Answer). On February 27, 2014, NRG, Indicated
Generators, and NEPOOL filed answers to ISO-NE’s February 12 Answer; Maine PUC
and Maine Public Advocate filed an answer to ISO-NE’s February 12 Answer and to
ISO-NE’s External Market Monitor’s comments; and GDF SUEZ, Connecticut, Rhode
Island PUC, and United Illuminating, Dominion, and Entergy Nuclear filed answers to
various comments and protests in this proceeding."> On March 3, 2014, ISO-NE filed an
answer to protests and comments submitted in response to ISO-NE’s proposal (ISO-NE
March 3 Answer). On March 18, 2014, NEPOOL filed an answer to ISO-NE’s March 3
Answer. On March 28, 2014, NextEra filed an answer to ISO-NE’s March 3 Answer.

18.  On February 27, 2014, NEPOOL filed a motion for discovery, requesting that the
Commission direct ISO-NE to produce information related to market operations during
the 2013-2014 winter season. On March 4, 2014, ISO-NE filed an answer to NEPOOL’s
motion for discovery (ISO-NE March 4 Answer). On March 6, 2014, NEPOOL filed an

" See Appendix A.

5 0n February 28, 2014, GDF SUEZ filed an errata to its answer.
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answer to ISO-NE’s March 4 Answer and Public Systems filed an answer in support of
NEPOOL’s motion for discovery.16 On March 7, 2014, Connecticut, Rhode Island, and
United Illuminating filed an answer to ISO-NE’s March 4 Answer.

IV. Discussion

A. Procedural Matters

19.  Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214 (2013), the notices of intervention and timely, unopposed motions to
intervene serve to make the entities that filed them parties to this proceeding.

20.  Pursuant to Rule 214(d) of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214(d) (2013), we will grant Brookfield’s and NextEra’s late-filed
motions to intervene given their interests in the proceeding, the early stage of the
proceeding, and the absence of undue prejudice or delay.

21.  Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.
§ 385.213(a)(2) (2013), prohibits an answer to an answer or protest unless otherwise
ordered by the decisional authority. We will accept the answers filed in this proceeding
because they provided information that assisted us in our decision-making process.

22.  We deny NEPOOL’s motion for discovery. NEPOOL filed its motion under Rule
401 of the Commission’s Rules of Practice and Procedure, which is located in Subpart D
of Part 385."7 Subpart D is entitled “Discovery Procedures for Matters Set for Hearing
Under Subpart E.”"* Rule 401(a) under Subpart D provides that “this subpart applies to
discovery in proceedings set for hearing under subpart E of this part, and to such other
proceedings as the Commission may order.”” Because we have not set this matter for
hearing, formal discovery is not available in this proceeding. While the Commission has
in rare circumstances directed discovery in proceedings not set for hearing, discovery is
not necessary here because the written evidentiary record provides a sufficient basis for
resolving the issues relevant to this proceeding.

1 On March 11, 2014, Public Systems filed an errata to its answer.
718 C.F.R. § 385.401 (2013).
'8 18 C.F.R. Subpart D (2013).

P 18 C.F.R. § 385.401(a) (2013).
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B. Substantive Matters

23.  As a threshold matter and pursuant to our authority under section 206 of the FPA,
we find that ISO-NE’s existing Tariff is unjust and unreasonable, because it fails to
provide adequate incentives for resource performance, thereby threatening reliable
operation of the system and forcing consumers to pay for capacity without receiving
commensurate reliability benefits. Turning to the proposals before us, we find that ISO-
NE’s proposal to address the resource performance problems by correcting the flaws in
the FCM payment design, has not been shown to be just and reasonable and may be
unjust, unreasonable, unduly discriminatory or preferential as-filed. As discussed in
more detail below, we find that ISO-NE’s proposal unduly discriminates against energy
efficiency resources, and potentially sends improper price signals in the event of an intra-
zonal transmission constraint. Further, ISO-NE’s proposal does not respond to the
region’s resource performance problems with the requisite speed. As ISO-NE
acknowledges, the region’s resource performance problems are threatening system
reliability now. However, the impact of ISO-NE’s proposal will not be fully reflected in
real-time resource performance until 2018. ISO-NE has not adequately demonstrated
how a proposal that purports to address immediate resource performance problems but
does not provide an increased performance incentive for the next four years is a just and
reasonable solution.

24.  We similarly find that NEPOOL’s proposal has not been shown to be just and
reasonable. As noted above, NEPOOL’s proposal seeks to address the resource
performance problems through a new performance metric—the EFORp metric—in the
FCM and increased Reserve Constraint Penalty Factors to improve scarcity pricing in the
real-time markets. While the increased Reserve Constraint Penalty Factors represent an
incremental improvement in real-time price signals which provides an increased incentive
for resources to perform in real-time, the proposal has not been shown to be just and
reasonable in two primary respects. First, NEPOOL’s proposed EFORp metric is
flawed.”® By measuring a resource’s performance only against its own historical

20 Brookfield Comments at 15 , Indicated Generators Protest at 33-34, Maine PUC
Protest at 19, GDF SUEZ Comments at 3, ISO-NE February 12 Answer at 34-39,
Massachusetts DPU and New Hampshire PUC Comments at 18-21, External Market
Monitor Comments at 4. The External Market Monitor states that the proposed EFORp
metric is flawed and proposed several revisions to the metric, including: (1) eliminate the
50 percent excess payment or penalty for over- or under-performance; (2) measure over-
and under-performance against the historic average EFORp for all resources, not the
historic average for the unit itself; (3) measure performance in the peak hours in which
the resource is called upon; and (4) eliminate the stop loss provisions. External Market
Monitor Comments at 26.
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performance, NEPOOL’s proposed EFORp metric may inappropriately reward poorly-
performing resources and penalize highly-performing resources, which could further
erode reliability in the region.”’ Further, NEPOOL’s proposal to calculate charges and
credits for each resource at 150 percent of the FCA clearing price, subject to annual caps,
based on how each resource’s availability in that Capacity Commitment Period compared
to its five-year historical availability, could provide an incentive for a capacity resource
to reduce its measured performance over the next four years to lower the five-year
historical EFORp Hour Availability Score against which its performance would be
measured starting in the 2018-2019 Capacity Commitment Period. Second, NEPOOL’s
proposal is deficient because, while the Reserve Constraint Penalty Factor changes are a
step in the right direction, they alone do not provide a sufficient incentive to fully address
the region’s resource performance problems and they do not correct the fundamental
flaws in the FCM design, which NEPOOL acknowledges have contributed to poor
resource performance.?

25.  Thus, while we find neither proposal to be just and reasonable, we find that most
of the provisions in ISO-NE’s proposal, as modified herein, together with increases to the
Reserve Constraint Penalty Factors, from NEPOOL’s proposal, provide a just and
reasonable incentive structure that will help ensure reliability. Accordingly, as discussed
below, we will largely adopt ISO-NE’s proposal, save for ISO-NE’s proposed treatment
of energy efficiency resources, and direct further modifications. We will also adopt the
Reserve Constraint Penalty Factor increases as reflected in NEPOOL’s proposal. We
will direct ISO-NE to submit a compliance filing within 45 days of the date of this order
with Tariff revisions reflecting the provisions directed herein.

26.  Asnearly all parties in this proceeding—including ISO-NE and NEPOOL—
recognize, the performance of capacity resources in New England has substantially

?! In addition, the EFORp mechanism, when measured using a resource’s own
historical performance, may not provide a performance incentive over the long-term.
While reduced performance in one year relative to a resource’s historical average
performance will result in a penalty, this reduced performance will also lower that
resource’s historical average performance (the 5-year average EFORp) which could then
lead to increased payments in future years if the resource’s performance returns to its
historical average level.

22 While we acknowledge that the External Market Monitor’s revisions could
improve NEPOOL’s EFORp metric, we find that the EFORp metric would still be flawed
because it would measure performance in terms of “availability,” would do so only in
certain peak hours of the year, and would maintain numerous exemptions for non-
performance.
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declined in recent years to a level that has jeopardized ISO-NE’s ability to reliably
operate the electric system.” As ISO-NE explains, the overall rate of unplanned

outages across the entire New England generating fleet has more than doubled since
2007, and the AVerage response rate for generators dispatched following a contingency is
only 71 percent.”* These conditions evidence that the current market construct has not
sufficiently influenced capacity suppliers’ longer-term investment and retirement
decisions to ensure that their resources can reliably provide energy and reserves when
called upon, particularly during reserve deficiencies. For example, as multiple parties
assert, the existing FCM treats many resources as if they are fully available to operate
during Shortage Events, and pays them accordingly, even when those resources are
unable to deliver energy or reserves at that time. These existing payment features of the
FCM not only fail to incent resource performance, but also perversely select less reliable
resources over more reliable resources because a capacity supplier’s decision to forego
investments that would improve resource performance allows it to offer into the FCA at a
lower price.”” For these reasons, we find that the existing Tariff, specifically, the FCM
payment design, is unjust and unreasonable.

27.  Asdetailed herein, we direct ISO-NE to submit a compliance filing within 45 days
of the date of this order with Tariff revisions to (1) implement its two-settlement capacity
market design with the modifications discussed below, and (2) increase the Reserve
Constraint Penalty Factors for 30-minute operating reserves to $1,000/MWh and for
10-minute non-spinning reserves to $1,500/MWh. Because the increased Reserve
Constraint Penalty Factors may impact specific elements of ISO-NE’s two-settlement
capacity market design, including the ultimate Capacity Performance Payment Rate, we
will also direct ISO-NE to include in its compliance filing either any Tariff adjustments
that it believes are necessary in light of the Commission’s decision to implement the
Reserve Constraint Penalty Factor changes, or an explanation as to why no such
adjustments are necessary.

2 ISO-NE Transmittal at 10-11 (citing Att. I-1b, 2-5); NEPOOL Transmittal
at 7, External Market Monitor Comments at 3; Massachusetts DPU and New Hampshire
PUC Comments at 9-11; HQUS Comments at 3-5; New England Natural Gas Industry
Comments at 1-2; Public Systems Protest at 2; NRG Protest at Test of Judith Lagano,
3-4; Consumer Advocates at 11-12; National Grid Comments at 3-7; EnerNOC Protest
at 1; Entergy Comments at 11; EMCOS Protest at 13; NGSA Comments at 5-7; and GDF
SUEZ Comments at 2-4.

 ISO-NE Transmittal at 11, n.17 (citing Att. I-1b at 36-52).

% ISO-NE Transmittal at 3-4, ISO-NE Tariff Filing at Att. I-1C, 22.
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28.  We next turn to disputed issues specific to either ISO-NE’s proposal or
NEPOOL’s proposal.

1. ISO-NE’s Proposal

a. Capacity Resource Performance Measurement

i. ISO-NE’s Proposal

29.  As explained above, ISO-NE’s proposed two-settlement capacity market design
modifies the capacity product to measure resources’ performance based on their delivery
of energy or reserves during Capacity Scarcity Conditions. In support of this change,
ISO-NE states that the existing FCM poorly defines the capacity product and, as a result,
fails to procure the product the region needs, namely reliable energy and reserves when
supply is scarce. ISO-NE explains that the existing FCM rules measure resources’
performance by their “availability,” but that the rules include numerous exemptions under
which resources that are not able to provide energy or reserves during a reserve
deficiency are nonetheless deemed “available” and eligible to collect their full capacity

payments.
ii. Comments, Protests, and Answers

30.  GDF SUEZ, HQUS, National Grid, and the NGSA support ISO-NE’s proposal as
filed, stating that it will provide the proper incentives for improved capacity resource
performance and that it is resource neutral. Massachusetts DPU and New Hampshire
PUC state that the reliability of the New England electricity grid could be at risk without
significant changes to the FCM’s system of incentives and penalties in the near term.®

31.  However, most commenters object to ISO-NE’s proposal,?” many of whom argue
that the proposal fundamentally redefines the capacity product and inappropriately
attempts to address resource performance concerns in the capacity market rather than in

26 Massachusetts DPU and New Hampshire PUC Comments at 11.

27 See comments or protests of: Brookfield at 1, Connecticut, Rhode Island PUC,
United Iluminating at 16-18, Dominion at 1, EMCOS at 1 and 3, Energy Efficiency
Stakeholders at 7-8, Energy Management at 1, Indicated Generators at 2, Industrial
Energy Consumers at 1 and 5, Maine PUC at 1-2, NextEra at 5, Northeast Utilities at 4,
NRG at 1, PSEG at 1, Public Systems at 9, and United Illuminating at 2. Of these
protesters, five are from the generation sector and there are two from each of the
following sectors: transmission, supplier, end users, publicly owned and state regulatory
entities.



£2UL4ud3U—303/ PERC PLDE (Unorriciral) Ud/30/2Ul14

Docket No. ER14-1050-000, ef al. -13 -

the energy and ancillary services markets.”® Multiple parties assert that it is inappropriate
to link resources’ capacity revenues to their real-time performance, and that a capacity
market should provide stable revenues to facilitate long-term planning, while the type of
performance incentive ISO—NE seeks should be provided through the energy and
ancillary services markets.” NRG states that suppliers face a “settlement for deviations”
that occurs several years after the forward commitment is established, in contrast to the
next-day settlement that takes place in the energy markets, and capacity payments are
settled by evaluating a resource’s “performance against a level of output that is almost
certain to differ from the resource’s forward Capacity Supply Obligation.

32. While Brookfield affirms that capacity resources are fully expected to perform
when dispatched by ISO-NE in the energy market, it also argues that a clear separation of
compensation, characteristics, incentives, and non-performance penalties should exist in
each individual market in order to send appropriate price signals. Dominion states that
ISO-NE’s proposal will distort price signals sent to load, explaining that instead of
changing the manner in which scarcity is reflected in real-time prices, ISO-NE instead
seeks to remove appropriate and needed energy scarcity pricing from the real-time energy
markets and embed it in the capacity product. Dominion contends that from a market
design standpoint, it is essential that both generation and load see the true cost of energy
in real-time price signals and make investment decisions based on those signals.** NRG
also states that ISO-NE’s proposal lacks the requisite price transparency of a well-
functioning two-settlement capacity market design, stating that the price signals under
ISO-NE’s proposal would be static and msensmve to the severity of real-time scarcity,
and would flow through only to suppliers.*® Entergy Nuclear states that if the energy
market is failing to provide adequate incentives or is providing artificially suppressed
price signals, the energy market should be reformed instead of the FCM, and the FCM
should remain a long-term planning market.

33.  NEPOOL asserts that the current FCM has provided a mechanism for reasonably
predictable and stable revenues that are critical to longer-term retirement and investment

2% See generally comments or protests of: Brookfield at 3, Connecticut, Rhode
Island PUC, and United Illuminating at 3-4, Dominion at 21, Indicated Generators at 3,
Maine PUC at 15, NEPOOL at 14, PSEG at 9, and Public Systems at 9.

% Brookfield Comments at 4-5 and 15, Dominion Comments at 19-20, NEPOOL
Comments at 15-16, and NRG Protest at 23-24.

3 Dominion Answer at 16.

3'NRG Answer at 3.
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decisions.”* NEPOOL also asserts that one of ISO-NE’s primary goals is to incent
certain flexible resources, such as fast-start, fast-ramping, or dual-fuel-capable units, but
that the Forward Reserve Market, not the FCM, was designed for that purpose.

34.  Maine PUC contends that ISO-NE would be the only grid operator to change the
capacity product so that operational incentives are embedded in the capacity market
rather than in the energy and reserves markets. Thus, Maine PUC argues that ISO-NE’s
proposal would move New England away from what they believe is the Commission’s
interest in developing a common set of best practices.™

ii. ISO-NE’s Answer

35.  ISO-NE contends that Commission policy and accepted capacity market Tariff
provisions affirm that capacity market design can and does appropriately incorporate
performance requirements.** ISO-NE states that in order to ensure that the reliability
objective is met in a cost-effective manner, as would occur in a fully functional energy-
only market, the capacity market must procure the actual delivery of energy and reserves
during scarcity conditions. However, ISO-NE states that the current capacity market only
pays resources to be available during scarcity conditions. Therefore, resources routinely
receive their full capacity payments regardless of whether they do, or are even able to,
provide energy or reserves during periods of scarcity. For example, ISO-NE states that it
has documented capacity payments of $674 million to a set of resources that have
provided on average only 17 percent of their Capacity Supply Obligations as actual
energy or reserves.>

32 NEPOOL Comments at 7-8.
3 Maine PUC Protest at 15.

*1SO-NE February 12 Answer at 13 (also citing Commission staff report on
Centralized Capacity Market Design Elements, Docket No. AD13-7-000 (August 23,
2013). “[e]ffective performance requirements for capacity markets achieve their resource
adequacy goals and customers receive the benefit of the capacity for which they paid....
[E]xisting [performance] requirements penaliz[e] capacity resources for outages after-the-
fact by reducing the amount of capacity they can offer in future auctions. However,
ineffective performance incentives (or a lack of consequences for failure to meet the
standards) have the potential to adversely affect the ability of centralized capacity
markets to deliver on the goal of ensuring resource adequacy in real-time.”).

% ISO-NE February 12 Answer at 15-16 (citing White January 17 Testimony
at 23-24).



£ZU14U03VU~3U3/ pRKC PP (UNOII1Clal) Us/3U/2Ul4

Docket No. ER14-1050-000, et al. -15-

iv. Commission Determination

36.  Based on the record before us, we are persuaded that ISO-NE’s proposal to modify
the FCM to incorporate a two-settlement capacity market design that measures the
performance of capacity resources during Capacity Scarcity Conditions represents a just
and reasonable approach to addressing resource performance concerns in the New
England region. The overarching goal of the FCM is to help ensure reliability by
procuring adequate resources. However, the level of reliability the FCM provides is
determined in large part by how the market rules define resource adequacy. Under the
existing FCM design, if ISO-NE procures an amount of nameplate capacity that exceeds
the region’s net Installed Capacity Requirement for a given Capacity Commitment
Period, resource adequacy is assumed to have been achieved. While ISO-NE has met this
standard in all Capacity Commitment Periods to date, this belies the largely undisputed
evidence in this record of the region’s resource performance problems. As discussed
above, the record here shows that resource performance in the region has deteriorated in
recent years.”® We conclude that ISO-NE has persuasively demonstrated that revising its
FCM market design to more closely link capacity revenues to real-time performance will
address this concern by providing better incentives for investment decisions appropriate
for the New England region. ISO-NE’s proposed approach to the problem of resource
performance is also consistent with the overall purpose of the FCM: to help ensure
reliability through resource adequacy.

37.  We disagree with assertions that ISO-NE’s proposal inappropriately ties capacity
revenues to real-time performance, or that the proposed two-settlement capacity market
design is fundamentally at odds with the existing FCM construct. Compensating capacity
resources based on their real-time performance, by increasing or decreasing their total
capacity revenue, represents an approach that is similar to the current market construct
that penalizes capacity resources for failing to perform in certain circumstances. Under
the existing FCM rules, a resource’s “availability” during a Shortage Event is determined
based on whether the resource is able to operate in a given hour. If a resource is partially
or fully unavailable during a Shortage Event, the resource is subject to penalties under the

Tariff.¥’

38.  Further, regardless of whether there is a Shortage Event, under the current FCM
rules a resource with a Capacity Supply Obligation must offer into the day-ahead energy
market, leave that offer open throughout the operating day, and follow the ISO-NE

% Supra P 26.

37 Tariff § 11.13.7.2.7.1.2 (“Availability Penalties”).
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dispatch instructions.”® The obligation to follow ISO-NE’s dispatch instructions is, in
effect, an obligation to provide energy or reserves subject to the resource’s operating
parameters, and the Commission has explicitly referred to New England capacity
resources’ energy market obligations as “performance” obligations.” A capacity
resource’iﬂfailure to meet any of these energy market obligations may be a Tariff
violation.

39.  Thus, under the existing FCM, capacity revenues are already linked to real-time
performance. ISO-NE’s proposal fortifies that existing link by not only providing for
penalties, but also compensating capacity resources based on their real-time performance.
This change, while significant, is not fundamentally at odds with the existing FCM
construct.

40.  Asto arguments that operational performance is better incentivized through the
energy and ancillary services markets than the capacity market, we acknowledge that
similar results could potentially be achieved through each of these markets individually,
or a combination thereof, as the Commission is directing be instituted in this proceeding.
Here, ISO-NE chose to address this issue through the FCM, while NEPOOL sought to
address it through the energy market. As we discuss above, based on the record here we
find that parts of each proposal, taken together, represent a just and reasonable approach
to address the resource performance problems facing the New England region.
Accordingly, we do not believe it is necessary in this proceeding to choose between
addressing operational performance through the capacity market or the energy market.*!

3 See Tariff § 111.13.6.1.1.1; Tariff § NI.1.10.1A(d)(vi); Tariff § II1.1.7.20(b); see
also New England Power Generators Assoc., Inc. v. ISO New England Inc., 144 FERC 1
61,157, at PP 48-49 (2013) (NEPGA) (“A plain reading of these provisions imposes on
capacity resources straightforward requirements to: (1) offer into both the day-ahead and
real-time energy markets a MW amount equal to or greater than its Capacity Supply
Obligation when the resource is physically available; (2) respond to ISO-NE’s directives
to start, shutdown or change output levels; and (3) keep supply offers open throughout
the operating day.”).

¥NEPGA, 144 FERC § 61,157 at P 55 (“Although the Tariff imposes strict
performance obligations on capacity resources, it also recognizes that certain events may
cause a capacity resource to be unable to follow dispatch instructions.”).

* NEPGA, 144 FERC Y 61,157 at PP 60-61.

! We note that this issue was discussed at length at the Commission’s
September 25, 2013 Technical Conference on Centralized Capacity Markets in Regional

(continued..)
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b. Performance Risk and Exemptions for Non-Performance

i. ISO-NE’s Proposal

41.  Asnoted above, ISO-NE’s proposal contains no exemptions for non-performance,
on the principle that suppliers, not consumers, are in the best position to manage risk and
incorporate associated costs into their offers. If a capacity resource fails to deliver its
share of energy or reserves during a reserve deficiency, its capacity payment is reduced
regardless of the reason for its non-performance. ISO-NE explains that while a resource
that performs poorly could lose more than the amount of its Capacity Base Payment, this
is an important aspect of sound market design because it motivates suppliers to take steps
to ensure that their resources are able to perform when needed and eliminates the “free
option problem,” whereby it is profitable for even the poorest performing resources to
remain in the capacity market because they have nothing to lose. However, ISO-NE’s
proposal also contains multiple mechanisms to help mitigate the risk to suppliers,
including: (1) a monthly and annual stop-loss mechanism, (2) Capacity Performance
Bilaterals, and (3) the phase-in of the Capacity Performance Payment Rate.

42.  Under the monthly stop-loss limit, in any one month, the maximum amount that
can be subtracted from a resource’s Capacity Base Payment for that month is the
resource’s Capacity Supply Obligation quantity times the FCA starting price. Under the
annual stop-loss limit, the maximum amount that a capacity resource can lose is equal to
three times the resource’s maximum monthly potential net loss. ISO-NE states that a
resource that hits its monthly or annual stop-loss limit early in the commitment period
can, with strong performance in subsequent scarcity conditions, finish the year with a net
financial position better than the monthly or annual stop-loss limit. ISO-NE asserts that
this design element helps to reduce the frequency with which resources may reach the
stop-loss limit and provides a resource an incentive to perform in the event that its losses
have reached the monthly or annual stop-loss limit.

43.  ISO-NE’s proposal also allows resources to mitigate their performance risk
through Capacity Performance Bilaterals, which allow resources to bilaterally trade their
Performance Scores to mitigate the risk of negative Capacity Performance Payments
during periods shorter than a month, or on shorter notice than a Capacity Supply
Obligation can be shed. A Capacity Performance Bilateral allows a resource with a
Capacity Performance Score greater than zero during a particular five-minute interval of
a Capacity Scarcity Condition to transfer some or all of its Capacity Performance Score
to another resource for that same five-minute interval, but only if both resources were

Transmission Organizations and Independent System Operators, Docket No. AD13-7-
000, as well as in the written post-technical conference comments in that proceeding.
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subject to the same Capacity Scarcity Condition. ISO-NE explains that these bilaterals
do not affect either party’s Capacity Supply Obligation, or the associated rights and
obligations thereunder; rather, the bilaterals serve only to modify each resource’s
Capacity Performance Score for purposes of calculating their Capacity Performance
Payments.

44.  Lastly, ISO-NE proposes to mitigate resources’ performance risk by phasing-in
the Capacity Performance Payment Rate: $2,000/MWh for the period June 1, 2018
through May 31, 2021; $3,500/MWh for the period June 1, 2021 through May 31, 2024;
and $5,455/MWh for the open-ended period starting June 1, 2024. ISO-NE explains that
the phase-in will provide participants with an opportunity to gain experience with the
new market design before the full Capacity Performance Payment Rate goes into effect.
ISO-NE also states that the phase-in will allow ISO-NE to evaluate market participants’
behavior in response to the new market design and potentially propose modifications to
the Capacity Performance Payment Rate if appropriate.

ii. Comments and Protests

45.  Asto the lack of exemptions, HQUS believes that the level of financial risk under
ISO-NE’s proposed design is manageable and set at appropriate levels to incent
performance. HQUS contends that without the risk of significant financial losses
capacity suppliers will have little incentive to make changes to increase performance.

46.  National Grid supports ISO-NE’s proposed no-exemption structure, asserting that
exemptions break the link between performance and payment that is essential for
reliability and cost-effectiveness. NGSA also argues that any new FCM payment
structure should minimize exemptions that shift responsibility to other capacity
suppliers.*?

47.  However, several commenters state that there should be certain exemptions for
non-performance due to reasons outside the resource’s control.*® These requested
exemptions include: (1) either all, or only unplanned, transmission outages; (2) non-
performance due to following ISO-NE dispatch instructions; (3) force majeure events;
(4) self-commitment denied by ISO-NE; (5) planned outages approved by ISO-NE; and,

2 NGSA Comments at 11.

* EnerNOC Comments at 8, Entergy Nuclear Comments at 7-9, Renewable
Energy New England and First Wind Comments at 6-7, Massachusetts DPU and New
Hampshire PUC Comments at 12-13, NESCOE Comments at 4-5, and Vermont Agencies
Comments at 3.
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with the most support, (6) circumstances beyond the resource owner’s control.** NextEra
seeks an exemption for unplanned or unforeseen transmission outage, rather than all
transmission outages, because the risks of planned transmission outages can be managed
through bilateral availability contracts. NextEra asserts that this narrow exemption would
address ISO-NE’s concerns that a broad exemption for any transmission outage would
create distortions in the market.*®

48.  Some protesters contend that without the referenced exemptions, ISO-NE’s
proposal is unjust and unreasonable and will add unnecessary and unmanageable risk to
the market, which will force generators to include risk premiums in their offers or exit the
capacity market altogether.*¢ According to protesters, this will cause consumers to pay
more, either through higher prices due to risk premiums or as a result of needing to
procure additional capacity resources to replace the exiting resources.*’

49.  Energy Management asserts that ISO-NE’s no-exemption proposal would
undermine investment in all new generation, but that the impact would be particularly
adverse to investment in new renewable resources, and thus contrary to both federal and
state energy policies. Specifically, Energy Management explains that while most
renewable energy in New England would be intermittent in nature and thus subject to
unpredictable weather events beyond control of the project owners, ISO-NE has refused
to allow any accommodations that would exclude such resources from weather-related
penalties. Energy Management explains that the rationale for imposing penalties depends
upon the presumption that the affected party has some degree of control over the intended
result; where a party has no such control, imposing a penalty is a purely punitive action
that can have no effect on performance or reliability. Energy Management states that the
Commission should reject ISO-NE’s penalty proposal or, in the alternative, condition its

* Indicated Generators Comments at 28-3 0, Entergy Nuclear Comments at 7-9,
Renewable Energy New England and First Wind Comments at 7, NextEra Comments
at 6-8. GDF SUEZ Answer at 1. While it originally filed comments supportive of having
no exemptions, GDF SUEZ states in its answer that there should be an exemption due to
transmission outages because ISO-NE and transmission operators can and do control the
extent of outages on these facilities.

* NextEra Protest at 23-26.
% Indicated Generators Comments at 6, Entergy Nuclear Comments at 6-7

" Renewable Energy New England and First Wind Comments at 7, NESCOE
Comments at 4-5, Industrial Energy Consumers Comments at 13-14.
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implementation upon an exemption for intermittent renewable resources regarding
weather-related events beyond the control of project owners.*®

50.  NRG states that, when transmission constraints are binding in the day-ahead or
real-time markets, the incentive the Capacity Performance Payment Rate is intended to
provide will conflict with ISO-NE’s scheduling and dispatch objectives.* NRG asserts
that when there are transmission constraints, some generators will receive dispatch
instructions to produce less energy than they are physically able to generate, and may not
even be committed to run, even though there is a Capacity Scarcity Condition. NRG
contends that in those situations capacity suppliers would be charged negative Capacity
Performance Payments even though they may exceed their operating costs and, absent the
transmission constraint, the suppliers’ resources could immediately provide energy and
reserves to fulfill their full pro-rata allocation for the scarcity interval. NRG argues that
generators in this situation will have an incentive to bid below their costs to avoid
negative Capacity Performance Payments by increasing the likelihood that they will be
dispatched to deliver energy and reserves.

51.  Public Systems assert that ISO-NE’s proposal punishes resources that have made
prudent investments, operate reliably, and follow ISO-NE’s dispatch instructions.™
Public Systems state that since there are no exemptions even where a resource is out for
scheduled maintenance, the penalty may have the perverse incentive of discouraging
maintenance because without such an exemption a resource faces greater performance
risk during times when it is conducting maintenance. Public Systems also argue that
because ISO-NE does not offer suppliers a clear mechanism to manage uncontrollable
non-performance risks, consumers will ultimately pay for the costs of ISO-NE’s proposal
because suppliers will increase their supply offers to account for the new, unhedgeable
risk.

52.  Brookfield argues that accepting ISO-NE’s proposal would impose undue
penalties on resources following dispatch instructions to address transmission or voltage
issues, posturing, or largest system contingency protection. Brookfield also opposes
potentially lowering payments to intermittent resources, stating that intermittent resources

48 Energy Management Comments at 5-6.
* NRG Protest at Test. of Susan Pope, 11-12.

>0 Public Systems Comments at 21.
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are already penalized through the reduced qualification of megawatts relative to their
nameplate ratings in the FCM.*!

53.  Asto the phasing-in of the Capacity Performance Payment Rate, NESCOE and
HQUS are supportive of ISO-NE’s proposal. They state that during the early years of
ISO-NE’s proposal, market participants will have an opportunity to gain experience with
this new design and modify, if needed, their offers to mitigate the financial risk.*

54.  Entergy Nuclear and NextEra argue that the Capacity Performance Payment Rate
should not be phased-in. Entergy Nuclear states that with the discrete and limited
exemptions, there should be more immediate robust penalties for unexcused capacity
performance failures during Shortage Events. Entergy Nuclear contends that parties have
more than three years notice and will be able to factor these new rates into their offers in
the next FCA (which will be in February 2015 for delivery beginning June 2018).”* NRG
contends that the lower Capacity Performance Payment Rate will expose existing
capacity suppliers to significant potential losses, but will not send the appropriate price
signal to justify new entry.>*

55.  Asto the stop-loss mechanism, HQUS is supportive, stating that because the limits
are based on auction starting prices, capacity suppliers will have the ability to calculate,
prior to the FCA, their total exposure to financial losses and incorporate these risks into
their valuation of a Capacity Supply Obligation and offer into the auctions accordingly.
However, NextEra suggests that the if the Commission adopts ISO-NE’s proposal, the
Commission require ISO-NE to implement a monthly stop-loss threshold of 2.5 times the
monthly clearing price, rather than tie the stop-loss to the FCA starting price. Brookfield
requests that if ISO-NE’s proposal is accepted, the Commission require ISO-NE to
specify that both import capacity resources and resources in different capacity zones can
trade their Capacity Performance Scores bilaterally.>

56.  The External Market Monitor supports ISO-NE’s proposal but recommends
two modifications affecting the phase-in approach. First, the External Market Monitor

*! Brookfield Comments at 6-9.

2 NESCOE Comments at 6 and HQUS Comments at 15-16.

>3 Entergy Nuclear Comments at 10-11 and NextEra Comments at 6-8.
> NRG Protest at 11.

55 Brookfield Comments at 14.
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recommends that the Commission reject ISO-NE’s proposed schedule to increase the
Capacity Performance Payment Rate beyond the initial value of $2,000/MWh. The
External Market Monitor states that the proposed initial Capacity Performance Payment
Rate of $2,000/MWh is reasonable because it implies a value of lost load of roughly
$30,000/MWh, which is consistent with the External Market Monitor’s estimated value
of lost load of $20,000-30,000/MWh. However, it asserts that [ISO-NE’s proposed
Capacity Performance Payment Rate of $5,455/MWh, which would go into effect for the
Capacity Commitment Period 2024-2025, implies a value of lost load of roughly
$120,000/MWh based on actual shortages in 2013, a level that the External Market
Monitor states exceeds even the highest estimates of the value of lost load.*®

57.  Second, the External Market Monitor recommends that the Commission consider
requiring the introduction of a slope or steps in the Capacity Performance Payment Rate
to distinguish between small and deep shortages. The External Market Monitor states
that ISO-NE’s proposal does not appropriately recognize that the probability of losing
load increases as the operating reserve shortage grows, and that, if the reliability value of
aresource is based on its contribution to avoiding load-shedding events, efficient
shortage pricing should be substantially lower for small shortages and much higher for
deep shortages. The External Market Monitor asserts that, by failing to adhere to this
principle, ISO-NE’s proposal will tend to shift overall compensation to more flexible
resources in a manner that substantially exceeds the relative reliability value of these
resources. The External Market Monitor suggests that this issue could be addressed
through a Capacity Performance Payment Rate step structure, whereby ISO-NE could
impose a $1,000/M Wh rate for shortages less than one-half of its 30-minute reserves,
$2,000/MWh for shortages greater than one-half of its 30-minute reserves, and
$3,000/MWh for ten-minute reserve shortages.*’

iii. Answers

58.  ISO-NE states that exclusion of exemptions is required by sound economic and
market design principles because a supplier’s pricing in of all risks of non-performance
provides essential price signals of both a resource’s cost and its reliability.”® ISO-NE
states that because its proposal employs a well-defined forward product definition, a
supplier can hedge non-performance risk, in whole or in part, with financial

% External Market Monitor Comments at 16-17.
57 External Market Monitor Comments at 17-19.

>3 ISO-NE March 3 Answer at 37-38 (citing White January 17 Testimony at 51-52
and ISO-NE February 12 Answer at 18-27).



£UL4U02U—3Us/ FhRCU PLE (UNOIrriclal) Us/3U0/2014

Docket No. ER14-1050-000, et al. -23 -

intermediaries that are not capacity suppliers.” ISO-NE explains that because most
capacity resources either perform well or are owned by a supplier with a portfolio of
capacity resources that naturally provides considerable diversification against
performance risk, the actual number of resources that would incorporate a positive risk
premium in their capacity supply offers is small. ISO-NE disputes NEPOOL’s analysis
suggesting that without certain exemptions most resource types will suffer financially,*
claiming that its own analysis reveals that, most resources, including those with
performance as low as 40 percent, will earn greater net capacity revenue than under the
existing rules.®!

59.  ISO-NE also argues that using a different reliability standard to calculate the
Capacity Performance Payment Rate, such as value of lost load as the External Market
Monitor suggests, would result in a different estimate of expected annual scarcity hours.®
ISO-NE explains that it is not free to unilaterally change its reliability standards, and the
appropriateness of the applicable and 1ongstand1ng reliability standard is not a question
before the Commission in this proceeding.®> Additionally, ISO-NE argues that the
External Market Monitor’s recommended stepped Capacity Performance Payment Rate is
unnecessary and disagrees that this change would provide a material benefit. ISO-NE
explains that by measuring scarcity conditions in five-minute increments, its proposal
accomplishes much of the goal the External Market Monitor seeks, but in a much simpler
manner. Specifically, less severe Capacity Scarcity Conditions tend to be shorter in
duration and have less of a ﬁnanc1a1 impact, while more severe events tend to last longer
and have a larger financial impact.*

60.  Some protesters assert that, due to the risk inherent in ISO-NE’s proposal, hedging
with financial intermediaries will be expenswe and will force suppliers to incorporate this
hedging cost into their supply offers.®® Maine PUC and Maine Public Advocate question

** ISO-NE February 12 Answer at 22.

% ISO-NE March 3 Answer at 9-11.

51 ISO-NE February 12 Answer at 24-25.
62 JSO-NE March 3 Answer at 16-17.

% ISO-NE March 3 Answer at 17-18.

5 ISO-NE March 3 Answer at 19-21.

5 Maine PUC and Maine Public Advocate Answer at 4, Indicated Generators
Answer at 4-6.
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ISO-NE’s conclusion that only 1,034 MW would incorporate risk premiums up to a
maximum of $3.30 per kW-month and that, given the tight capacity supply evident in the
eighth FCA, these high prices could very well set the clearing price for all of the capacity
supply units if they are needed to meet the Installed Capacity Requirement.®® Indicated
Generators argue that capacity suppliers are unlikely to find adequate hedging options
because constrained zones will have little or no excess supply capable of providing a
physical hedge and because suppliers Wlll be inclined to reserve any surplus capacity to
hedge their own portfolio of resources.”’ Indicated Generators assert that if suppliers
cannot adequately hedge their risk, they may elect to self-schedule, which will not only
allow ISO-NE to pick winners and losers by accepting or rejecting self-schedule requests
but will also disrupt price formation in the energy market.®

61.  Connecticut, Rhode Island PUC, and United [lluminating state that ISO-NE’s
proposal does not implement a traditional two-settlement forward contract structure
because the quantity to be supplied is uncertain and ISO-NE has exclusive rights to set
the timing and quantity of delivery required. However, if the Commission chooses
ISO-NE’s proposal, Connecticut, Rhode Island PUC, and United Illuminating urge the
Commission to reject the Capacity Performance Payment Rate of $5,455/kW-month as
excessively high.* Challenging ISO-NE’s assessment of the likely impacts of its
proposal, NRG contends that the assessment fails to consider how the phase-in will affect
retirements during the six years before the full Capacity Performance Payment Rate is
implemented and whether any new entry will take place in response under the lower
Capacity Performance Payment Rates.”

iv. Commission Determination

62.  While we generally agree with ISO-NE that as part of its proposed two-settlement
capacity market design, exemptions for non-performance should be minimal, we find that
an exemption is appropriate in instances where an intra-zonal transmission constraint
may lead to improper price signals to capacity resources. Therefore, we will direct

% Maine PUC and Maine Public Advocate Answer at 5.
87 Indicated Generators Answer at 4-5.
%8 Indicated Generators Answer at 9.

% Connecticut, Rhode Island PUC, and United Iluminating February 27 Answer
at 20-23.

" NRG Answer at 10.
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ISO-NE to submit a compliance filing with Tariff revisions reflecting such an exemption,
as described below. We further find that ISO-NE’s proposed Tariff revisions reflecting
multiple mechanisms to help mitigate the risk to suppliers are just and reasonable,
including: (1) a monthly and annual stop-loss mechanism, (2) Capacity Performance
Bilaterals, and (3) the phase-in of the Capacity Performance Payment Rate. Accordingly
we will require ISO-NE to submit Tariff revisions reflecting those mechanisms as part

of the compliance filing directed here. These Tariff revisions must be submitted within
45 days of the date of this order.

63.  As an initial matter, we agree with ISO-NE that in a fully-functioning and
uncapped energy market, resources only earn scarcity revenue if they can actually deliver
energy during periods of scarcity. In such a market, if a resource fails to perform it is not
compensated, regardless of fault. ISO-NE’s two-settlement capacity market design
replicates the performance incentives that would exist in an uncapped energy market by
linking payments to performance during scarcity conditions. It follows that a resource
that acquires a Capacity Supply Obligation through the two-settlement capacity market
design adopted here does not merit compensation when it fails to perform in accordance
with that obligation, regardless of fault.

64.  While a resource faces uncertainty about whether it will actually be able to
provide energy or reserves during a given scarcity period, ISO-NE’s proposed two-
settlement capacity market design relies on placing some measure of risk on capacity
suppliers to incent them to develop and maintain their resources such that they can
reliably perform and ensure that consumers receive benefits commensurate with the costs
they incur in the capacity market. We generally agree with ISO-NE that under this
market design suppliers, not consumers, are in the best position to assess and price the
performance risk associated with their resources. This includes risks beyond a resource’s
control, including weather-related outages. Because suppliers are expected to price this
risk into their offers, it is fair to assume that those resources with better performance
characteristics will include a lower risk premium than other resources and be more likely
to clear, thereby improving overall fleet performance.

65.  However, in certain limited circumstances, the Capacity Performance Payment
may lead to improper price signals that could prevent ISO-NE from efficiently
dispatching resources. The intent of the Capacity Performance Payment is to signal,
through scarcity pricing, an area where more energy and reserves are needed to resolve a
Capacity Scarcity Condition. Depending on market conditions during the Capacity
Scarcity Condition, the area could include one or more Capacity Zones or the entire ISO-
NE footprint. When a Capacity Scarcity Condition exists only in one (or more) Capacity
Zone(s) but not in the rest of the ISO-NE footprint, the Capacity Performance Payment
would apply only to resources in the zone(s) experiencing the Capacity Scarcity
Condition. In these circumstances, capacity outside the affected zone(s) would be
capable of producing additional energy, but inter-zonal transmission constraints would
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prevent ISO-NE from delivering the energy from the rest of the footprint to the affected
zone(s). In essence, a shortage would be occurring in the import-constrained zone(s) but
not in the rest of ISO-NE’s footprint. It would be inefficient to signal through Capacity
Performance Payments the need for additional energy in the rest of the footprint, because
additional energy from that area would not help alleviate the shortage in the import-
constrained zone(s).

66.  While ISO-NE’s proposal avoids this inefficiency in instances of inter-zonal
transmission constraints, it fails to do so for intra-zonal transmission constraints. As with
inter-zonal transmission constraints, a planned or unplanned transmission outage can
create a binding transmission constraint within a zone that is experiencing a Capacity
Scarcity Condition, which could prevent ISO-NE from delivering all of the producible
energy on the export side of the constraint within the zone to loads on the import side of
the constraint. However, unlike with inter-zonal transmission constraints, ISO-NE’s
proposal would apply Capacity Performance Payments to resources on the export side of
an intra-zonal transmission constraint. This would send the wrong price signal, as
resources on the export side would be incented to maximize their provision of energy or
reserves in order to maximize their Capacity Performance Payments for the duration of
the Capacity Scarcity Condition, even though that additional energy production would
not be useful or efficient because it cannot reach the import-side of the constraint.

67.  This improper price signal is problematic because it incents a generating resource
on the export side of the constraint to submit energy market offer prices that are below its
actual marginal operating costs in order to be dispatched at the greatest quantity possible
and thereby maximize its Capacity Performance Payment.”" ISO-NE’s proposal does not

™ While this improper price signal could also incent a generating resource on the
export side of the constraint to provide energy above the level at which ISO-NE
dispatches it, ISO-NE’s proposal adequately addresses this problem with the following
proposed Tariff language:

A Generating Capacity Resource’s Actual Capacity Provided during a
Capacity Scarcity Condition shall be the sum of the resource’s output
during the interval plus the resource’s Real-Time Reserve Designation
(including any regulation capability available but not used for energy)
during the interval; provided, however, that if the resource’s output was
limited during the Capacity Scarcity Condition as a result of a transmission
system limitation, then the resource’s Actual Capacity Provided may not be
greater than the resource’s Desired Dispatch Point during the interval.

Tariff, § 111.13.7, Performance, Payments and Charges in the FCM, 31.0.0 (2014)
(emphasis added).
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address this inefficient incentive. A comprehensive solution is to avoid creating the
mefficient incentive in the first place by exempting all resources within a zone
experiencing a Capacity Scarcity Condition and which are located on the export side of a
binding transmission constraint. With such an exemption, when a binding intra-zonal
transmission constraint arises, the price signal on the export side would properly be lower
than the price signal on the import side. We will therefore direct ISO-NE to submit
Tariff revisions to address the improper price signals in this scenario or further explain
why the exemption is not necessary. ISO-NE must submit these Tariff revisions as part
of the compliance filing required within 45 days of the date of this order.

68.  Some protesters also assert that an exemption is warranted for resources that
under-perform as a result of following ISO-NE’s dispatch instructions.”> We disagree.
This assertion is merely a variant of the argument that exemptions should be given for
circumstances beyond their control, an idea we also reject. During scarcity conditions,
ISO-NE seeks to dispatch for energy or put on reserve all resources that are capable of
providing energy or reserves. Protesters argue that after following ISO-NE’s dispatch
instructions resources may be unable to provide energy or reserves during a Capacity
Scarcity Condition, due to start time or ramp rate constraints. However, in this situation
these resources are not providing equivalent reliability contributions as compared to other
higher performing resources and thus should not be compensated equally.

69.  We further find that other aspects of ISO-NE’s proposal appropriately help
balance or limit capacity suppliers’ risk exposure, and we adopt them as part of the
two-part settlement design implemented here. Specifically, ISO-NE must submit in its
compliance filing due within 45 days of the date of this order the Tariff provisions as
submitted here reflecting the monthly and annual stop-loss mechanisms, Capacity
Performance Bilaterals, and the phase-in of the Capacity Performance Payment Rate.

70.  Regarding the stop-loss mechanisms, while some protesters argue that the annual
stop-loss limit is too high and could result in a resource losing more than its Capacity

” We also disagree with protesters’ assertions that not allowing such an exemption
will create a perverse incentive to ignore dispatch instructions. Not allowing an
exemption for following dispatch instructions does not create an incentive to ignore
dispatch instructions because during scarcity conditions, the dispatch software directs
resources to produce at a level that maximizes the sum of the energy and reserves they
can provide during each interval, subject to the resource’s offered capabilities and the
transmission network’s capabilities. Thus, we agree with ISO-NE that a supplier’s
financial incentives to maximize its resource’s capabilities to provide energy and reserves
are fully aligned with the system’s dispatch objectives to make maximum use of those
capabilities during scarcity conditions.



2014U053U~-303/ FERC PDF (Unofricial) 05/30/2014

Docket No. ER14-1050-000, et al. -28 -

Base Payment, we agree with ISO-NE that the ability for a market participant’s capacity
revenues to become negative is an important aspect of its proposed market design
because it provides an incentive for resource owners to make investments and maintain
their resources to help mitigate the risk of non-performance and helps ensure paying
consumers receive commensurate reliability benefits. Further, we note that for a resource
to reach the annual stop-loss limit, the number of hours of Capacity Scarcity Conditions
would have to significantly exceed the amount of such scarcity conditions the region has
experienced in recent years.

71.  We acknowledge protesters’” concerns that the stop-loss limits could produce a
skewed risk profile because the limits are calculated using the FCA starting price,
whereas the Capacity Base Payment from which a resource’s negative performance
payments are deducted is calculated using the FCA clearing price. However, we find
that establishing the stop-loss limit based on the auction starting price is appropriate
because the auction starting price is known in advance, and therefore allows a resource to
calculate its maximum risk exposure for a Capacity Commitment Period based on its
offer price. To the extent the auction clearing price is higher than the resource’s offer
price, its risk exposure for that Capacity Commitment Period will be reduced.”

72.  Regarding Capacity Performance Bilaterals, while we acknowledge protesters’
concerns that there is uncertainty about whether a market for the bilaterals will develop,
we are not persuaded that such uncertainty renders this aspect of ISO-NE’s proposal
unjust and unreasonable. Protesters’ arguments on this point are concerned with the
liquidity of the Capacity Performance Bilaterals, not the Tariff rules governing the
agreements. Although uncertainty is unavoidable when predicting the liquidity of any
new bilateral market, that uncertainty alone does not persuade us to conclude that the
market will not materialize and, therefore, will not allow resources to hedge against their
performance risk.

73.  Regarding the phase-in of the Capacity Performance Payment Rate, we disagree
with protesters’ assertion that the phase-in should be eliminated and that ISO-NE should
instead implement the full $5,455/MWh rate from the outset. We agree with ISO-NE and
others that the phase-in will allow suppliers to gain experience with the new market
design at reduced risk exposure before the full Capacity Performance Payment Rate goes
into effect. Further, as ISO-NE explains, the phase-in will allow ISO-NE to evaluate
market participants’ behavior under the new market design and assess whether the
phase-in levels and the ultimate Capacity Performance Payment Rate need to be adjusted

 NRG Protest at 1 1, Indicated Generators Protest at 28-30.

™ See ISO-NE Tariff Filing, at Att. I-1c, 206.
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in response. This type of reevaluation is particularly important in light of our directive
below that ISO-NE increase the Reserve Constraint Penalty Factors and submit a
compliance filing to explain any necessary adjustments to accommodate that increase.

74.  We also disagree with the External Market Monitor and other protesters who
assert that the Capacity Performance Payment Rate should be set based on the value of
lost load, rather than the cost of new entry. The Capacity Performance Payment Rate is
designed to achieve the “one day in 10 years” reliability standard established by the
Northeast Power Coordinating Council,” and the appropriateness of that longstanding
reliability standard is not in question in this proceeding. We are not persuaded that
setting the Capacity Performance Payment Rate at the value of lost load would provide
adequate incentive for new entry, when required, and would therefore meet this reliability
standard.

75.  Lastly, we note that, in addition to the stop-loss mechanism, bilaterals, and phase-
in discussed above, ISO-NE’s two-settlement capacity market design, as implemented
here, allows resources to mitigate their risk by offering their capacity in blocks. We
expect this feature of ISO-NE’s market design to provide resources some flexibility to
manage their risk exposure through bidding strategies designed to reflect the varying
levels of performance risk associated with different levels of output for a particular
resource. We find that, taken together, the above aspects of ISO-NE’s proposal properly
balance the region’s need for more reliable resources with suppliers’ need to have a
quantifiable risk profile in order to secure financing for new resources and calculate the
appropriate level of investment to maintain existing resources. While the risk premiums
reflected in ISO-NE’s two-settlement capacity market design may increase costs to
consumers, we find that, given the nature of the fleet-wide resource performance
problems facing the New England region, the market design appropriately balances the
increased costs to consumers against the added reliability benefits consumers will receive
from a resource fleet with more appropriate incentives and capability to reliably perform
when needed.

c. Treatment of Certain Classes of Resources

i. ISO-NE’s Proposal

76.  ISO-NE states that its proposal is resource neutral and will pay suppliers providing
the same service the same compensation, regardless of what technology they use.”® 1SO-

7> ISO-NE March 3 Answer at 17-18; ISO-NE Tariff Filing, at Att. I-1¢, 107-108.

6 ISO-NE Transmittal at 6.
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NE asserts that this is not unfair to older or less flexible resources because resources
should be compensated based on what they contribute to maintaining system reliability.
ISO-NE states that resources are not compensated this way under the current FCM and
that this has created a disincentive for investors to develop units with greater capabilities
because resources that are not capable of contributing significantly to reliability get paid
the same as units that are highly capable.

77.  ISO-NE states that it will continue to assess the performance of demand response
resources based on the load reductions they achieve, and that those resources will
therefore be eligible for Capacity Performance Payments in the same way as all other
resources. ISO-NE also notes that prior to the first Capacity Commitment Period under
ISO-NE’s proposal, ISO-NE plans to implement its Commission-approved design to fully
integrate demand response resources into the energy markets. ISO-NE states that after
that integration, demand response resources may participate in the real-time energy and
ancillary services markets without a Capacity Supply Obligation and that such resources
will be compensated for their performance — in the form of load reductions and, if
applicable, reserves provided — during Capacity Scarcity Conditions at the Capacity
Performance Payment Rate, consistent with the treatment of all resources under ISO-
NE’s proposal.”’

78.  ISO-NE states that energy efficiency resources are included in the On Peak
Demand Resource and Seasonal Peak Demand Resource categories and that, under
current Tariff rules, they demonstrate performance by submitting data to ISO-NE
substantiating their energy load reduction during certain peak hours, as defined in the
Tariff for each resource type. ISO-NE explains that, therefore, energy efficiency
resources’ performance is the amount of energy load reduction they provide during
defined on-peak hours, and is zero in all other hours. ISO-NE states that an energy
efficiency resource’s performance during a Capacity Scarcity Condition will be
determined based on its average load reduction in the applicable hour.™

ii. Comments and Protests

79.  Renewable Energy New England and First Wind state that renewable resources
can meet their performance obligations under ISO-NE’s proposal because wind and solar
resources are predictably variable, which gives resource owners and ISO-NE the ability
to forecast and rely on the performance of these resources. Further, Renewable Energy
New England and First Wind explain that, unlike fossil resources, wind and solar

77 ISO-NE Testimony of Matthew White at 151-152.

™ ISO-NE Testimony of Matthew White at 152-153.
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resources are only eligible to provide a fraction of their nameplate capacity into the FCM
and therefore can over-perform relative to their Capacity Supply Obligations.

80.  Public Systems, PSEG, and Connecticut, Rhode Island PUC, and United
[luminating argue that ISO-NE’s proposal will create a bias in the FCM toward
resources with high availability factors, quick-start resources, and some types of demand
response resources, while creating a bias against intermittent resources and mid-range
resources without quick-start capabilities.”

81.  EnerNOC asserts that ISO-NE’s proposed treatment of resources unduly
discriminates against demand response resources. EnerNOC explains that because ISO-
NE’s proposal would tie a resource’s capacity revenue payment to its provision of energy
or reserves during scarcity conditions, a resource would need access to both the energy
and reserves markets in order to avoid significant payment reductions. EnerNOC states
that if demand response resources are not allowed to participate in ISO-NE’s reserve
markets, then during a scarcity event where locational marginal prices fail to reach the
level that a demand response resource offered in the energy market, that demand response
resource would not be dispatched by ISO-NE to provide energy and would incur
substantial capacity penalties.** EnerNOC states that because demand response resources
are not yet allowed to participate in ISO-NE’s reserves market, they will have their
capacity revenues decreased for not providing a service that they are not yet allowed to
provide. EnerNOC requests that the applicability of ISO-NE’s proposal to demand
response resources be deferred until the reserves market Tariff rules are effective in
advance of the applicable FCA. EnerNOC states that ISO-NE has authorized EnerNOC
to state that ISO-NE would not object to a compliance filing directing such a deferral.®!
EnerNOC further states that ISO-NE has indicated that it intends to file reserves market
rules for demand response resources pursuant to FPA section 205 in the fourth

quarter of 2014 with an effective date in January 2015, in time for the ninth FCA.%

82.  Energy Efficiency Stakeholders, Connecticut, Rhode Island PUC, and United
[lluminating argue that ISO-NE’s proposed treatment of resources discriminates against
energy efficiency resources and may dissuade them from participating in the FCM.

™ Public Systems Comments at 13, PSEG Protest at 12, Connecticut, Rhode Island
PUC, and United I[lluminating Comments at 41-43.

% EnerNOC Comments at 9.
¥ EnerNOC Comments at 1-4,11.

32 EnerNOC Comments atn 12.
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Energy Efficiency Stakeholders assert that the performance requirements in ISO-NE’s
proposal are not aligned with energy efficiency resources’ passive, non-dispatchable
nature because such resources cannot respond to operational contingencies in real time.
Energy Efficiency Stakeholders state that under ISO-NE’s proposal energy efficiency
resources may not receive full payment for their verified performance of the obligation
they assumed and may be forced to incur additional measurement and verification costs
to avoid further penalties, even though these resources’ contribution to resource adequacy
would be the same as it is under the existing Tariff.®*

83.  Brookfield states that import capacity resources should not face a reduced
payment for non-performance if an external transaction is not dispatched by ISO-NE due
to an inaccurate locational marginal price forecast or latency in scheduling protocols.
Brookfield further states that an import capacity resource does not have the flexibility to
react to intra-hour scarcity events because of scheduling practices among neighboring
jurisdictions. Additionally, Brookfield notes that if ISO-NE’s locational marginal price
forecast is inaccurate, it may not clear the appropriate amount of external transactions

to meet load. In these cases, an import capacity resource would be penalized due to
ISO-NE error or scheduling delays beyond its control. While ISO-NE’s proposal would
permit resources to submit a Capacity Performance Bilateral to assign a portion of its
score for that interval to another resource, Brookfield argues that this provision does not
explicitly 8a})ply to external transactions that are not associated with import capacity
resources.

iii. Answers

84.  Connecticut, Rhode Island PUC, and United Illuminating state that the Peak
Energy Rent deduction exemption should continue to apply to passive demand response
resources, such as energy efficiency resources, that do not participate in the energy
markets and therefore have no opportunity to earn back energy revenues that the Peak
Energy Rent mechanism deducts.*

8 Energy Efficiency Stakeholders Comments at 6-7.
% Brookfield Comments at 11-14.

85 Connecticut, Rhode Island PUC, United Illuminating Answer at 3 and n.5



<UL4UD3IU—-3U3/ FERC PDF (Unorficial) Ub/30/£40L14

Docket No. ER14-1050-000, ef al. -33 -

iv. Commission Determination

85.  We find that ISO-NE’s proposed treatment of resources unduly discriminates
against energy efficiency resources. We will therefore direct ISO-NE to submit Tariff
revisions to address this issue as discussed below.

86.  As an initial matter, we reject protesters’ contentions that ISO-NE’s proposal
unduly discriminates against intermittent resources and mid-range resources without
quick-start capabilities. Under ISO-NE’s proposal, resources are compensated without
regard to technology type. To the extent resources have different capabilities to provide
energy and reserves during a Capacity Scarcity Condition, those resources are not
similarly situated, and therefore it is not unduly discriminatory to compensate those
resources differently based on their respective capabilities. We also note that ISO-NE
estimates resources with performance rates as low as 40 percent will be better off
financially under its proposal than under the existing FCM rules.® Further, as
Renewable Energy New England and First Wind explain, wind and solar resources
should benefit from ISO-NE’s proposal because they are predictably variable and
necessarily have nameplate capacity exceeding their Capacity Supply Obligations.®’

87.  We also reject the arguments that the two-settlement capacity market design
unduly discriminates against import resources. In terms of resource scheduling and offer
flexibility, import resources are not similarly situated to resources that are within ISO-
NE’s footprint. As a general principle, it would be preferable for resources in any market
to have the ability to adjust their offers in a way that maximizes their ability to respond to
price signals in real-time. However, there are technical limitations to offer flexibility.®
For import resources, offer flexibility is particularly complicated because intertie
transactions between neighboring systems—e.g., between ISO-NE and the New York
Independent System Operator (NYISO)—require coordination between independent
system operators to economically optimize the interchange schedule. This coordination
requires communication and complex calculations, both of which take time.*” Further,

% ISO-NE February 12 Answer at 25 (citing Test. of Paul Hibbard and Todd
Schatzki at 23).

%7 Renewable Energy New England and First Wind Comments at 5.

% Even resources within New England cannot update their offers less than
30 minutes prior to a given operating hour. See ISO New England Inc. & New England
Power Pool, 145 FERC 61,014 (2013).

¥ See, e.g., ISO New England Inc., 139 FERC 9] 61,047 (2012) (accepting tariff
revisions to implement Coordinated Transaction Scheduling between ISO-NE and

(continued..)
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each independent system operator schedules its fleet in a way that it deems necessary to
maintain reliability in its own region. To the extent an import resource is disadvantaged
under the two-settlement capacity market design as a result of the scheduling practices in
the resource’s home region, that disadvantage is the direct result of the resource not being
similarly situated to the resources within New England.

88.  While EnerNOC argues that ISO-NE’s two-part settlement design unduly
discriminates against demand response resources, we expect that its concerns will be
addressed by our requirement, discussed infra at section I'V.2.iii, that ISO-NE increase
the Reserve Constraint Penalty Factors for 30-Minute Operating Reserves, from
$500/MWh to $1,000/MWHh, and 10-Minute Non-Spinning Reserves, from $850/MWh to
$1,500/MWh.”® EnerNOC expresses concern that demand response resources could incur
substantial penalties if energy prices failed to reach the level at which a demand response
resource offered in the energy market during a Capacity Scarcity Condition. However,
once ISO-NE increases its Reserve Constraint Penalty Factor for 30-Minute Operating
Reserves to $1, OOO/MWh as directed here, then when ISO-NE experiences a Capacity
Scarcity Condition,” energy prices should equal or exceed $1,000/MWh and demand
response resources offered into the energy market during that Capacity Scarcity
Condition should be dispatched, thus addressing EnerNOC’s concerns regarding penalties

NYISO, subject to a compliance filing); see also ISO New England Inc. & New England
Power Pool Participants Committee, 146 FERC § 61,190, at P 15 (2014) (summarizing
ISO-NE’s explanation that economic optimization of interchange schedules under
Coordinated Transaction Scheduling requires evaluation by both ISO-NE’s and NYISO’s
dispatch systems, which occurs sequentially and takes approximately 30 minutes).

* The Commission takes note of the May 23, 2014 decision of the U.S. Court of
Appeals for the District of Columbia Circuit in Elec. Power Supply Ass’n v. FERC,
No. 11-1486. The Commission is still considering both the scope of and possible next
steps with respect to that court decision.

°! This does not address the possibility that demand response resources would not
be dispatched during a zonal Capacity Scarcity Condition, since the zonal Reserve
Constraint Penalty Factor is only $250/MWh. However, we note that ISO-NE has
experienced only 105 minutes of zonal operating reserve shortages since April 23, 2008.
See ISO-NE, RCPF Events through 4_2014 5.19.2014.xlsx, at sheets
‘Summary_local_oct06_dec09’ and ‘Summary local jan10 aprl4’, available at
hitp://www.1s0-
ne.com/markets/othrmkts_data/fem/doc/opr reserve deficiency info hist data updated
521 2014.zip.
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associated with Capacity Scarcity Conditions.”> This is because energy offers, including
those from demand response resources, cannot exceed the $1,000/MWh offer cap.')3

89.  However, we find that ISO-NE’s proposal is unduly discriminatory with respect to
the treatment of energy efficiency resources. As protesters explain, ISO-NE’s proposal
assumes that energy efficiency resources provide zero performance in off-peak hours,
which means those resources must either incur significant costs to measure and verify
their load reductions around-the-clock, rather than only in certain peak hours of the year,
or face guaranteed negative Capacity Performance Payments during any Capacity
Scarcity Condition during off-peak hours. While it is necessary to track the performance
of other types of resources around-the-clock under ISO-NE’s proposed market design,
this is not the case for energy efficiency resources. Energy efficiency resources are not
similarly situated to other capacity resources because they do not actively perform in
real-time—they represent a pre-determined level of load reduction that is constant as a
percentage of that resource’s load—and therefore are not able to respond to the ISO-NE
proposal’s performance incentive. Therefore, we direct ISO-NE to submit as part of the
compliance filing required within 45 days of the date of this order, Tariff revisions
ensuring that energy efficiency resources’ Capacity Performance Payments are calculated
only for Capacity Scarcity Conditions during hours in which demand reduction values are
calculated under the Tariff for that particular type of resource.

d. Bidding Rules/Market Monitoring

i. ISO-NE’s Proposal

90.  ISO-NE states that under its proposed bidding rules, a de-list bid will include four
separate components: (1) net going-forward costs, (2) expectations about the resource’s
Capacity Performance Payments, (3) risk premium assumptions, and (4) opportunity
costs. ISO-NE asserts that the risk premium that a resource includes in its bid is separate
from the resource’s net going-forward cost in order to allow the Internal Market Monitor
to analyze the two components separately. ISO-NE states that “[a]ny risk that can be
quantified and analytically supported and that is not already reflected in the formula for
net going-forward costs may be included in the risk premium component.”®* ISO-NE

2 NEPOOL states that its proposed Reserve Constraint Penalty Factor levels,
which we adopt in this order at section IV.B.2.a.iii, will ensure that all demand response
resources would be fully available to ISO-NE for real-time dispatch in order to maintain
operating reserve levels. NEPOOL Transmittal at 10.

% See Tariff § 111.1.10.1A(d)(ix).

** ISO-NE Tariff Filing at Att. I-1a, 60.
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explains that the Internal Market Monitor may only mitigate the de-list bids of those
resources associated with a Lead Market Participant that is found to be pivotal,”® and will
evaluate those de-list bids in two ways. First, for units that are part of a multi-unit
portfolio, the Internal Market Monitor will examine whether the risk premium for each
unit in the portfolio reflects consistent assumptions. Second, the Internal Market Monitor
will compare risk premiums across all market participants to determine whether a
particular resource’s risk premium is consistent with competitive market behavior.

91.  ISO-NE’s proposal also raises the trigger for the Internal Market Monitor’s review
of a de-list bid, from $1.00/kW-month to $3.94/kW-month. This trigger is known as the
Dynamic De-List Bid Threshold. ISO-NE argues that, ideally, the Dynamic De-List Bid
Threshold should be set at the competitive bid of the marginal unit. ISO-NE’s proposed
$3.94/kW-month level for the Dynamic De-List Bid is based on the recent historical
going forward costs of representative fossil steam units, adjusted for expected net
performance penalties. In ISO-NE’s view, these are the types of existing resources most
likely to seek to leave the auction, and therefore, could be the marginal unit when ISO-
NE does not need new capacity.”® ISO-NE states that the Internal Market Monitor will
mitigate bids above the $3.94/kW-month threshold only if the bid is from a resource
associated with a Lead Market Participant that is determined to be a pivotal supplier.”’
ISO-NE explains that a Lead Market Participant will be considered pivotal if any of the
capacity from the existing resources controlled by that Lead Market Participant is needed
to satisfy the capacity requirements either system-wide or in an import-constrained
Capacity Zone.

%> ISO-NE states that since the FCM can clear without accepting the capacity
supply offers of a non-pivotal supplier, the non-pivotal supplier cannot exercise unilateral
market power and cannot profitably raise price to a non-competitive level. In addition,
ISO-NE states that the pivotal supplier test detects and screens for whether an individual
resource could raise clearing prices due to its market power. ISO-NE, Tariff Filing, at
Att. I-1E, 20-21 (Joint Testimony of David LaPlante and Seyed Parviz Gheblealivand).

7 See ISO-NE Tariff Filing at Att. I-le, 53-61 (Aff. of David LaPlante and Seyed
Parviz Gheblealivand on behalf of ISO New England).

7 A Lead Market Participant, for purposes of the FCM, is the entity designated to
participate in that market on behalf of an Existing Capacity Resource or a New Capacity
Resource. ISO-NE Tariff § 1.2.2.
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ii. Comments and Protests

92.  Public Systems argue that ISO-NE’s proposal to treat risk premiums as a distinct
component of de-list bids eliminates the Internal Market Monitor’s previous, well-
defined formula for assessing risk, and replaces it with a vague and standard-less review
of a resource’s risk documentation.”® They contend that ISO-NE’s proposal does not
specify how the Internal Market Monitor will verify whether a resource’s risk premium is
legitimate and will allow market participants to submit data that is not only “subject to
bias” but also largely subjective and speculative. Connecticut, Rhode Island PUC, and
United Illuminating argue that ISO-NE’s proposal creates challenges to effective
detection and mitigation of market power necessary to protect consumers and, as a result,
consumers will likely see increased costs.” They assert that the proposal limits the
Internal Market Monitor’s pre-auction review of de-list bids'® and quadruples the
dynamic bid threshold to $3.94, obligating customers to pay $1.527 billion in capacity
charges. Therefore, Connecticut, Rhode Island PUC, and United Illuminating state that
maintaining current review practices is essential to protect the market and capacity
customers from attempts to exercise market power. They note that even the Internal
Market Monitor has expressed concerns that a threshold higher than $1.00/kW-month
could provide an opportunity to exercise market power.'"!

93.  Entergy Nuclear states that if the Commission accepts ISO-NE’s proposal, it is
essential that generators can factor risk premiums into their capacity offers and that those
risk premiums are not inappropriately mitigated by the Internal Market Monitor.'®

94.  NextEra argues that if the Commission accepts ISO-NE’s proposal, it should
require ISO-NE to modify the Internal Market Monitor’s proposed pivotal supplier test to

% Public Systems Comments at 26.
9 Connecticut, Rhode Island PUC, and United Illuminating Comments at 47.

100 Connecticut, Rhode Island PUC, and United Illuminating contend that, in prior
proceedings, the market monitor assured the Commission that it had no expectation that it
would be “overburdened in meeting its obligations” in conducting its pre-auction review.
Connecticut, Rhode Island PUC, and United Illuminating Comments at 52-53 (citing ISO
New England Inc., 135 FERC 4 61,029, at P 321 (2011)).

101 Connecticut, Rhode Island PUC, and United Illuminating Comments at 50-51
(citing ISO New England Inc., 135 FERC 9 61,029 at P 313).

102 Entergy Nuclear Comments at 9-10.
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evaluate portfolios based on ownership and control, rather than the Lead Market
Participant, because some Lead Market Participants submit supply offers that they do not
control. NextEra asserts that the proposed pivotal supplier test could lead to over
mitigation based on an errant finding that the Lead Market Participant is a pivotal
supplier.'® NextEra argues that under ISO-NE’s proposal, a capacity supplier may offer
a resource’s capacity in blocks with different offer prices, but that this action could be
perceived as physical or economic withholding, constituting a violation of the
Commission’s anti-manipulation regulations in 18 C.F.R. Part 1¢. NextEra thus seeks
confirmation that a capacity resource abiding by the rules of ISO-NE’s proposal will not
be deemed in violation of the anti -manipulation regulations.'®*

iii. Answers

95.  ISO-NE argues that NextEra’s protest regarding the pivotal supplier test should be
rejected. ISO-NE explains that it has no access to underlying contractual relationships
between Lead Market Participants and other entities with an interest in particular
resources, and thus has no way to ascertain with certainty which entity has authority to
determine the capacity supply offer price associated with a specific resource.
Accordingly, ISO-NE explains, the only feasible approach to avoid the potential for
masked market power is to consider all resources offered by the same Lead Market
Participant as a portfolio in which the Lead Market Participant plays a potential role in
the capacity supply offer pricing.'*

iv. Commission Determination

96.  We find the bidding rules and market monitoring provisions in ISO-NE’s proposal
to be a just and reasonable component of the two-settlement capacity market design
adopted here. Therefore, we direct ISO-NE to submit those Tariff provisions as part of
the compliance filing required within 45 days of the date of this order. ISO-NE’s
proposal allows suppliers to include in their bids “[a]ny risk that can be quantified and
analytically supported and that is not already reflected in the formula for net going
forward costs.”'®® As ISO-NE explains, ISO-NE’s proposal allows each company to

103 NextEra Protest at 6-8.
104 NextEra Protest at 29-30.
105 ISO-NE March 3 Answer at 26-27.

196 Tariff, § II.13.1 Forward Capacity Auction Qualification (22.0.0),
§ 111.13.1.2.3.2.1.4.
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evaluate its risks using its own methodology, rather than following a single methodology
dictated by the Internal Market Monitor, because calculating risk is more complex under
ISO-NE’s proposal than under the existing FCM rules. We agree that this is appropriate
given the complexity and company-specific nature of valuing performance risk.

97.  We are not persuaded that this approach creates an overly vague standard of
review or hinders the detection and mitigation of market power, as various protesters
argue. Under ISO-NE’s proposal, market participants must provide “documentation
separately detailing any risk premium included in the bid” and the documentation “should
address all components of physical and financial risk reflected in the bid, including, for
example, catastrophic events, a higher than expected amount of reserve deficiencies, and
performing scheduled maintenance during reserve deficiencies.”’” As ISO-NE explains,
the Internal Market Monitor will analyze a risk premium to determine whether it is

(1) consistent with assumptions across the market participant’s portfolio and (2)
consistent with competitive market behavior, based on all market participants’ risk
premiums. If the Internal Market Monitor is concerned about a particular risk premium,
it may ask the market participant for additional information.!®

98.  Because these types of risk premiums have not yet been analyzed by the Internal
Market Monitor, there is necessarily uncertainty both in how suppliers will value the risks
specific to this market design and how the Internal Market Monitor will assess those
calculations. However, this uncertainty does not supplant or undermine ISO-NE’s stated
standard of review, i.e., whether a market participant’s risk premiums reflect consistent
assumptions and are consistent with competitive market behavior; rather it emphasizes
the importance of assessing risk premiums across all market participants and
communicating with those market participants about their risks. While risk valuation can
be complex, it is by no means a new discipline, and we are persuaded that the types of
performance risks under ISO-NE’s proposal can be adequately quantified and shown to
be reasonable. We agree with ISO-NE that the risks associated with ISO-NE’s proposal
appear to be “within the bounds of other risks routinely absorbed and priced by the
financial community.”" We further note that, as a competitive market design, ISO-NE’s
proposal creates an incentive for resources to submit offers that accurately reflect their
risks, rather than inflating them, in order to increase the likelihood that they will clear in

197 Tariff, § I11.13.1 Forward Capacity Auction Qualification (22.0.0),
§ 111.13.1.2.3.2.1 4.

1% Tariff, § I11.13.1 Forward Capacity Auction Qualification (22.0.0),
§ 111.13.1.2.3.2.1.1.

1% ISO-NE March 3, 2014 Answer at 14, Att. A at 5-23 (Mudge Testimony).
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the FCA. We expect that, as market participants and the Internal Market Monitor gain
familiarity with the new market design and the number of competitive bids and risk
premiums submitted and reviewed increases over time, the uncertainty concerning risk
premiums that exist at the outset will diminish.

99.  We further disagree with NextEra that the Internal Market Monitor is likely to
over-mitigate offers based on a Lead Market Participant’s submission of a supply offer
for resources that it does not control. ISO-NE’s proposed tariff language states that Lead
Market Participants will be evaluated for pivotal supplier status based on “the amount of
capacity from all of the Existing Capacity Resources controlled by the Lead Market
Participant for the resource submitting the bid....”"** Based upon this Tariff language, a
Lead Market Participant may seek to justify to the Internal Market Monitor that a
resource for which it has submitted a supply offer is not under its control and may seek to
have the capacity from such resource removed from the pivotal supplier test calculation.
We agree with ISO-NE that because ISO-NE is not privy to a Lead Market Participant’s
contractual arrangements with resource owners, it is impractical to expect the Internal
Market Monitor to determine which entity other than the Lead Market Participant
exercises control over the resource.

100. Asto NextEra’s concern that a capacity supplier that offers its capacity in blocks
with different offer prices due to different risk premiums may be found to be withholding
capacity from the FCM, we cannot definitively conclude that such an action will never
constitute withholding. As noted above, we expect that a resource’s ability to offer its
capacity in blocks provides an important opportunity for resources to manage their
resources’ performance risk. However, as with any offer under ISO-NE’s proposal, the
risk premium associated with a resource’s offer-blocks must be consistent with
competitive market behavior and will accordingly be subject to review by the Internal
Market Monitor as necessary.

2. NEPOOL’s Reserve Constraint Penalty Factor Changes

a. NEPOOL’s Proposal

101. NEPOOL proposes to increase the current, system-wide Reserve Constraint
Penalty Factor values for Thirty-Minute Operating Reserves from $500/MWh to
$1,000/MWh and for Ten-Minute Non-Spinning Reserves from $850/MWh to
$1,500/MWh.""" NEPOOL states that the Reserve Constraint Penalty Factor serves as a

"% Tariff, § I11.13.1 Forward Capacity Auction Qualification (22.0.0),
§111.13.1.2.3.2

MINEPOOL Transmittal at 9.
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price cap for the real-time price of each reserve product, and thus, its proposal to raise
Reserve Constraint Penalty Factor levels would establish more efficient price signals to
the marketplace during reserve shortages."? NEPOOL further states that higher Reserve
Constraint Penalty Factor levels will: (1) ensure that all Demand Response resources will
be fully available to ISO-NE for real-time dispatch in order to maintain operating reserve
levels; (2) attract more reserve resources to the market; (3) better encourage market
participants to schedule in the Day-Ahead Energy Market and pursue other hedging
activities to limit and manage their exposure to real-time prices; and (4) decrease the
amount of total Net Commitment Period Compensation incurred.'”® NEPOOL asserts
that the use of Reserve Constraint Penalty Factors to set efficient prices during operating
reserve shortages has been endorsed by the Commission.'*

i. Comments and Protests

102.  Maine PUC and Consumer Advocates state that they support an increase to the
Reserve Constraint Penalty Factors because it appropriately encourages price-responsive
demand and will avoid the high risk premiums of ISO-NE’s proposal.'** NEPOOL
counters ISO-NE’s criticisms that the proposed Reserve Constraint Penalty Factors
increase is an order of magnitude too small by stating that its proposal is not designed to
mimic the effect of the ISO-NE proposal but is adequate to enhance economic incentives
in the real-time markets."'®

103.  GDF SUEZ argues that increasing Reserve Constraint Penalty Factors will only
exaggerate the inefficiency of the existing Peak Energy Rent deduction. GDF SUEZ
contends that even under existing scarcity pricing provisions, real-time energy prices
generally exceed the Peak Energy Rent proxy rate and result in the Peak Energy Rent

12 NEPOOL Transmittal at 9-10.
13 NEPOOL Transmittal at 10-11.

"4 NEPOOL Transmittal at 10 (citing Wholesale Competition in Regions with
Organized Elec. Markets, Order No. 719, 73 Fed. Reg. 64,100 (2008), FERC Stats. &
Regs. § 31,281 (2008)).

15 Maine PUC Protest at 18-19 and Consumer Advocates Comments at 4-5 , 12.

18 NEPOOL Comments at 28.
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deduction from capacity revenues equivalent to a significant portion of the real-time
energy price.'’

104.  Massachusetts DPU and New Hampshire PUC oppose NEPOOL’s proposed
increases to the Reserve Constraint Penalty Factors because they believe it would result
in higher prices and increased volatility in the hourly energy prices and volatility in the
total procurement costs from year to year without providing a way for customers to
appropriately respond to those price signals, and because it would likely make financing
new generation more difficult."™® In addition, Indicated Generators state that the Reserve
Constraint Penalty Factor changes will not address load under-scheduling in the day-
ahead market.'"”

ii. Answers

105. Dominion contends that with the offer flexibility changes,"* as well as the
Reserve Constraint Penalty Factor changes proposed by NEPOOL, significantly higher
real-time locational marginal prices during constrained or reserve shortage conditions
will provide very strong incentives for gas-fired resources to make sure they have back-
up fuel provisions in place.'*!

106. ISO-NE argues that NEPOOL has provided no explanation or justification for the
proposed Reserve Constraint Penalty Factor increases and no analysis attempting to
demonstrate that these proposed adders will have any useful effect on investment in
reliability.”?® ISO-NE states that higher energy prices during scarcity conditions due to
increases in the Reserve Constraint Penalty Factor values could have similar effects on
suppliers’ incentives, but only if the higher energy market prices are of a comparable
magnitude to the Pay for Performance incentives. ISO-NE asserts that the Reserve

"7 GDF SUEZ Comments at 18-19.
18 Massachusetts DPU and New Hampshire PUC Comments at 17.
19 Indicated Generators Comments at 34-35.

20 Dominion explains that the offer flexibility changes include the opportunity to
make intra-day hourly re-offers, and notes that these measures are designed to ensure that
offers are not “stale.” Dominion Answer at 4,

2[ s .
21 hominion Answer at 5.

22 1SO-NE February 12 Answer at 6-7.
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Constraint Penalty Factor increases are insufficient to cover the costs needed to retrofit
any existing gas-fired resources in ISO-NE’s fleet with dual-fuel capability.!?

fii. Commission Determination

107. We find that NEPOOL’s proposed Reserve Constraint Penalty Factors in
combination with ISO-NE’s proposal, as modified, represent a just and reasonable
solution to the region’s resource performance problems. Accordingly, we will direct
ISO-NE to submit as part of the compliance due within 45 days of the date of this order
Tariff revisions increasing the Reserve Constraint Penalty Factors for 30-Minute
Operating Reserves, from $500/MWh to $1,000/MWHh, and 10-Minute Non-Spinning
Reserves, from $850/MWh to $1,500/MWh.

108.  ISO-NE acknowledges that increasing the Reserve Constraint Penalty Factors
could help incent performance but argues that NEPOOL’s proposed increases are
insufficient to address the region’s resource performance problems. However, the
Reserve Constraint Penalty Factor changes are not intended to be a complete panacea to
the region’s resource performance problems, but rather part of a comprehensive solution
that will enhance performance incentives in the near-term until ISO-NE’s proposal, as
adopted here, begins impacting real-time performance. While Massachusetts DPU and
New Hampshire PUC argue that the Reserve Constraint Penalty Factor changes could
increase price volatility through a price signal to which consumers have no way to
respond, we find it to be part of a just and reasonable solution, given the urgency of the
reliability concerns facing the New England region and the incremental nature of the
increases to the Reserve Constraint Penalty Factors. Further, we direct ISO-NE to
implement both the Reserve Constraint Penalty Factors and the two-settlement FCM
design because we find that there is value to providing incentives in both the FCM and
the energy and ancillary services markets. This is because different combinations of
revenue streams make sense for different resources.

109.  Additionally, because the immediacy of energy market price signals provides
strong incentives to gas-fired generators to bolster fuel availability, the Reserve
Constraint Penalty Factor changes should help address in the near-term the gas-electric
coordination issues that have contributed to resource non-performance.'* In other words,
resources will be incentivized to ensure they are deliverable during a Capacity Scarcity

123 ISO-NE February 12 Answer at 33, Test. of Paul Hibbard and Todd Schatzki
at 10.

124 ISO New England Inc. and New England Power Pool, 145 FERC 961,014
(2013).
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Condition due to the Reserve Constraint Penalty Factor changes going into effect
immediately.

110.  As discussed above, because the increased Reserve Constraint Penalty Factors
may impact specific elements of ISO-NE’s proposal, we will also direct ISO-NE to
submit as part of its compliance filing due within 45 days of the date of this order either
Tariff revisions reflecting any adjustments that it believes are necessary in light of the
Commission’s decision to implement Reserve Constraint Penalty Factor changes, or an
explanation as to why no such adjustments are necessary. With respect to GDF SUEZ’s
concern regarding the interaction of the increased Reserve Constraint Penalty Factors and
the Peak Energy Rent mechanism, we dismiss its comments as beyond the scope of this
proceeding. The potential inefficiency that GDF SUEZ protests exists independent of,
and is not impacted by, the increase to the Reserve Constraint Penalty Factors. The
purpose of increasing the Reserve Constraint Penalty Factors is to increase performance
incentives, which can be provided in the form of either rewards or penalties, depending
on whether the resource has been scheduled in the day-ahead market. However, the Peak
Energy Rent deduction does not affect the incremental incentives to produce energy,
because a resource’s Peak Energy Rent deduction will be the same whether or not it
produces energy.

111.  In cases where, as here, the Commission institutes a proceeding under section 206,
section 206(b) of the FPA requires that the Commission establish a refund effective date
that is no earlier than publication of notice of the Commission’s initiation of its
proceeding in the Federal Register, and no later than five months subsequent to that date.
We establish a refund date to be the earliest date possible in order to provide maximum
protection to customers, i.e., the date that notice of initiation of the section 206
proceeding in Docket No. EL14-52-000 is published in the Federal Register.

The Commission orders:

(A) ISO-NE’s proposal and NEPOOL’s proposal are hereby rejected, as discussed in
the body of this order.

(B)  Pursuant to the authority contained in and subject to the jurisdiction conferred
upon the Commission by section 402(a) of the Department of Energy Organization Act
and by the FPA, particularly section 206 thereof, and pursuant to the Commission’s Rules
of Practice and Procedure and the regulations under the FPA (18 C.F.R., Chapter 1), the
Commission hereby institutes a proceeding in Docket No. EL14-52-000, as discussed in
the body of this order.

(C)  ISO-NE is hereby directed to submit a compliance filing within 45 days of the date
of this order, as discussed in the body of this order.
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(D)  The Secretary shall promptly publish in the Federal Register a notice of the
Commission’s initiation of the proceeding ordered in Ordering Paragraph (B) above,
under section 206 of the FPA.

(E)  The refund effective date established pursuant to section 206 (b) of the FPA will
be the date of publication in the Federal Register of the notice discussed in Ordering
Paragraph (E) above.

By the Commission.

(SEAL)

Nathaniel J. Davis, Sr.,
Deputy Secretary.
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Appendix A — Interventions, Comments, and Protests

# - Denotes Notice of Intervention rather than Motion to Intervene.

* - Denotes filing made out-of-time.

~ - Denotes filing of a subsequent errata or supplemental pleading.
Interventions

. o Consolidated Edison Energy, Inc. and
Algonquin Gas Transmission, LLC Consolidated Edison Solutions, Inc.
Dept. of Public Utilities of the

- . Commonwealth of Massachusetts and the
America’s Natural Gas Alliance State of New Hampshire Public Utilities
Commission #

Dominion Resources Services, Inc., on
behalf of Dominion Energy Marketing,
Inc., Dominion Energy Manchester Street,

American Wind Energy Association *
Inc., and Dominion Nuclear Connecticut,
Inc.
Attorney General for the State of Dynegy Marketing and Trade, LLC, and
Connecticut * Casco Bay Energy Company, LLC

Bay State Gas Company, The Berkshire
Gas Co., EnergyNorth Natural Gas, Inc.,
City of Holyoke, Massachusetts Gas and
Electric Department, Northern Utilities,
The Southern Conn. Gas Company,
Westfield Gas & Electric Dept., and
Fitchburg Gas and Electric Light Company

Brookfield Energy Marketing LP

Eastern Massachusetts Consumer-Owned
Systems

Energy Management Inc.

Calpine Corporation EnerNOC, Inc.

Connecticut Municipal Electric Energy
Cooperative, Massachusetts Municipal
H?mhgiisi?ieE}iiirtirclsCC%%?frirtliy\;eIffrz., Entergy Nuclear Power Marketing, LLC
Vermont Public Power Supply Authority,
and Vermont Electric Cooperative
Connecticut Public Utilities Regulatory
Authority and motion to intervene by the
Commissioner of the Connecticut
Department of Energy and Environmental

EquiPower Resource Management, LLC
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Protection #

Interventions, cont.

Essential Power, LLC, Essential power
Newington, LL.C, and Essential Power

New England Power Generators
Association, Inc. and the Electric Power

Massachusetts, LLC Supply Association
Exelon C ration New England States Committee on
Xe o Electricity
First Wind Energy, LLC New Hampshire Office of Consumer
Advocate

GDF SUEZ Energy Marketing NA, Inc.

NextEra Energy Resources, LLC »

H.Q. Energy Services (U.S.) Inc.

Northeast Energy Efficiency Partnerships,
Inc.

Industrial Energy Consumer Group

Northeast Utilities Service Company

Iroquois Gas Transmission System, L.P.

NRG Power Marketing LLC, GenOn
Energy Management, LLC, Connecticut Jet
Power LLC, Devon Power LLC,
Middletown Power LLC, Montville Power
LLC, Norwalk Power LLC, NRG Canal
LLC, NRG Kendall LLC and Energy
Curtailment Specialists Inc.

Long Island Power Authority

Potomac Economics *

Maine Public Advocate Office

PSEG Power LLC, PSEG Power
Connecticut LLC and PSEG Energy
Resources & Trade LLC.

Maine Public Utilities Commission #

Renewable Energy New England, Inc.

Maritimes & Northeast Pipeline, L.L.C.

Repsol Energy North America Corporation

Massachusetts Attorney General

Rhode island Public Utilities Commission #

Massachusetts Electric Company,
Nantucket Electric Company and
Narragansett Electric Company d/b/a
National Grid

Tennessee Gas Pipeline Company, L.L.C.

Millennium Power Partners, L.P.

TransCanada Power Marketing Ltd.*

Natural Gas Supply Association

United Illuminating Company
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NEPOOL Industrial Customer Coalition

Vermont Department of Public Service

Interventions, cont.

Vermont Public Service Board #

Verso Paper Corp.

Vitol Inc.

Comments and Protests

America’s Natural Gas Alliance (ANGA)

Connecticut Public Utilities Regulatory
Authority, Connecticut Office of Consumer
Counsel, Attorney General for the State of
Connecticut, Connecticut Department of
Energy and Environmental Protection, the
United Illuminating Company and the
Rhode Island Public Utilities Commission
(Connecticut, Rhode Island PUC, and
United Illuminating)

American Wind Energy Association
(AWEA) *

Department of Public Utilities of the
Commonwealth of Massachusetts and the
State of New Hampshire Public Utilities
Commission (Massachusetts DPU and New
Hampshire PUC)

Brookfield Energy Marketing LP
(Brookfield)

Dominion Resources Services, Inc., on
behalf of Dominion Energy Marketing,
Inc., Dominion Energy Manchester Street,
Inc., and Dominion Nuclear Connecticut,
Inc. (Dominion)

Connecticut Municipal Electric Energy
Cooperative, Massachusetts Municipal
Wholesale Electric Company, New
Hampshire Electric Cooperative, Inc.,
Vermont Public Power Supply Authority,
and Vermont Electric Cooperative (Public
Systems)

Eastern Massachusetts Consumer-Owned
Systems (EMCOS)

Conn. Office of Consumer Counsel, Maine
Office of the Public Advocate, Mass.
Office of the Attorney General, and the

Energy Management, Inc. (Energy
Management)
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New Hampshire Office of Consumer
Advocate (Consumer Advocates)

EnerNOC, Inc. (EnerNOC)

Massachusetts Electric Company,
Nantucket Electric Company and
Narragansett Electric Company d/b/a
National Grid (National Grid)

Entergy Nuclear Power Marketing, LLC
(Entergy Nuclear)

Natural Gas Supply Association (NGSA)

Exelon Corporation, EquiPower Resources
Management, LL.C, Essential Power, LLC,
Dynegy Marketing and Trade, LLC and
Casco Bay Energy Company, LLC
(Indicated Generators)

New England Power Generators
Association, Inc. and the Electric Power
Supply Association (NEPGA and EPSA)

GDF SUEZ Energy Marketing NA, Inc.
(GDF SUEZ)

New England States Committee on
Electricity (NESCOE)

H.Q. Energy Services (U.S.) Inc. (HQUYS)

NEPOOL Participants Committee
(NEPOOL)

Industrial Energy Consumer Group
(Industrial Energy Consumers)

Algonquin Gas Transmission, LLC,
Iroquois Gas Transmission System, L.P.,
Maritimes & Northeast Pipeline, L.L.C.,
Portland Natural Gas Transmission System,
and Tennessee Gas Pipeline Company,

L.L.C.; National Grid; Northeast Gas
Association; New England Local
Distribution Companies (Bay State Gas

Company, d/b/a Columbia Gas of

Massachusetts; The Berkshire Gas
Company; EnergyNorth Natural Gas, Inc.,
d/b/a Liberty Ultilities; Connecticut Natural
Gas Corporation; Fitchburg Gas and
Electric Light Company; City of Holyoke,
Massachusetts Gas and Electric
Department; Northern Ultilities, Inc.; The
Southern Connecticut Gas Company; and
Westfield Gas & Electric Department);
Repsol Energy North America, and GDF
Suez Gas North America (New England

Natural Gas Industry)
Maine Public Utilities Commission (Maine NextEra Energy Resources, LLC
PUC) (NextEra) *
Northeast Energy Efficiency Partnerships,

Northeast Utilities Companies, Vermont

Energy Investment Corporation, and
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Environment Northeast (Energy Efficiency
Stakeholders)

Northeast Utilities Service Company, on
behalf of the Northeast Utilities Companies
The Northeast Utilities Companies are The

Connecticut Light and Power Company,
Western Massachusetts Electric Company,

Public Service Company of New
Hampshire, and NSTAR Electric Company
(Northeast Utilities)

NRG Power Marketing LLC, GenOn
Energy Management, LLC, Connecticut Jet
Power LLC, Devon Power LLC,
Middletown Power LLC, Montville Power
LLC, Norwalk Power LLC, NRG Canal
LLC, and Energy Curtailment Specialists
Inc. (NRG) »

Potomac Economics (External Market
Monitor)

PSEG Power LLC, PSEG Power
Connecticut LLC and PSEG Energy
Resources & Trade LLC. (PSEG)

Renewable Energy New England, Inc. and
First Wind Energy, LLC (Renewable
Energy New England and First Wind)

The United Illuminating Company (United
Illuminating)

United States Senate

Vermont Department of Public Service and
Vermont Public Service Board (Vermont
Agencies)




153 FERC 961,223
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Norman C. Bay, Chairman;
Cheryl A. LaFleur, Tony Clark,
and Colette D. Honorable.

ISO New England Inc. and Docket Nos. ER14-1050-002
New England Power Pool E1.14-52-001

ORDER DENYING REHEARING
(Issued November 19, 2015)

1. On January 17, 2014, ISO New England Inc. (ISO-NE) and the New England
Power Pool Participants Committee (NEPOOL) submitted, pursuant to section 205 of the
Federal Power Act (FPA)" and section 11.1.5 of the ISO-NE Participants Agreement,’
alternative proposals intended to address fleet-wide resource performance problems in
New England (January 17 Filing). By order issued May 30, 2014, the Commission

sua sponte invoked FPA section 206° and found, inter alia, that: (1) ISO-NE’s existing
Forward Capacity Market (FCM) payment design was unjust and unreasonable;

(2) neither ISO-NE’s proposal nor NEPOOL’s proposal, standing alone, had been shown
to be just and reasonable; and (3) aspects of the two proposals, in combination and as
modified by the Commission, constituted a just and reasonable solution to the region’s

116 U.S.C. § 824d (2012).

? Section 11.1.5 of the Participants Agreement, commonly referred to as the
“jump ball” provision, provides, in pertinent part, that if a Market Rule proposal that
differs from that proposed by ISO-NE is approved by a Participants Committee vote of
60 percent or more, ISO-NE “shall, as part of any required Section 205 filing,” describe
the alternate Market Rule proposal in sufficient detail to permit reasonable review by the
Commission and also explain its reasons for not adopting the alternate proposal and why
it believes its own proposal is superior. Section 11.1.5 provides that the Commission
may “adopt any or all of ISO[-NE]'s Market Rule proposal or the alternate Market Rule
proposal as it finds ...to be just and reasonable and preferable.”

16 U.S.C. § 824e (2012).
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resource performance problems.! Therefore, the Commission directed ISO-NE to submit
revisions to its Transmission, Markets and Services Tariff (Tariff) to increase the Reserve
Constraint Penalty Factors in its real-time markets, as proposed by NEPOOL, and
implement a modified version of the two-settlement capacity market design that ISO-NE
proposed.” Multiple parties submitted requests for rehearing or requests for clarification
of the May 30 Order.® In this order, we deny rehearing and dismiss as moot the requests
for clarification.

I. Background

2. In the January 17 Filing, ISO-NE proposed changes to the FCM which were
intended to link resources’ capacity revenues to their performance during reserve
deficiencies. ISO-NE sought to implement a two-settlement FCM process, whereby a
capacity resource’s total capacity revenue is comprised of a Capacity Base Payment and a
Capacity Performance Payment (two-settlement capacity market design). The Capacity
Base Payment would be determined by the associated Forward Capacity Auction (FCA)
clearing price, and the Capacity Performance Payment would be determined by the

* ISO New England Inc. and New England Power Pool, 147 FERC 961,172,
at PP 23-26 (2014) (May 30 Order).

> Docket No. EL14-52-000 was assigned to the FPA section 206 proceeding.

5 The following parties filed requests for rehearing or clarification: Connecticut
Municipal Electric Energy Cooperative, Massachusetts Municipal Wholesale Electric
Co., New Hampshire Electric Cooperative, Inc., Vermont Public Power Supply
Authority, and Vermont Electric Cooperative (collectively, Public Systems); Connecticut
Public Utilities Regulatory Authority, Connecticut Office of Consumer Counsel, George
Jepsen, Attorney General for the State of Connecticut, Connecticut Department of Energy
and Environmental Protection, United Illuminating Co., and Rhode Island Public Utilities
Commission (collectively, Connecticut and Rhode Island); Dominion Resources
Services, Inc. (Dominion); Exelon Corp., Equipower Resources Management, LLC,
Essential Power, LLC, Dynegy Marketing and Trade, LLC, and Casco Bay Energy Co.,
LLC (collectively, Indicated Generators); Potomac Economics, Ltd. (Potomac
Economics); New England Power Generators Association, Inc. (NEPGA); New England
Power Pool Participants Committee (NEPOOL); NextEra Energy Resources, LLC
(NextEra); PSEG Power LLC, PSEG Energy Resources & Trade LLC, PSEG Power
Connecticut LLC, NRG Power Marketing, LLC, GenOn Energy Management, LLC,
Connecticut Jet Power LLC, Devon Power LLC, Middletown Power LLC, Montville
Power LLC, Norwalk Power LLC, NRG Canal LLC, and Energy Curtailment Specialists
Inc. (collectively, PSEG and NRG).
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resource’s performance — in the form of delivery of energy and/or reserves in real-time —
during reserve deficiencies, known as Capacity Scarcity Conditions.

3. NEPOOL agreed that fleet-wide performance problems exist but argued that a
major FCM redesign, as ISO-NE proposed, was unnecessary to address them. Instead,
NEPOOL proposed to increase the performance incentives in ISO-NE’s energy and
ancillary services markets and replace the metric by which capacity resource
“availability” is determined. First, NEPOOL proposed to increase the existing Reserve
Constraint Penalty Factors for 30-Minute Operating Reserves, from $500/MWh to
$1,000/MWh, and for 10-Minute Non-Spinning Reserves, from $850/MWh to
$1,500/MWh. These Reserve Constraint Penalty Factor changes would increase the price
that ISO-NE may pay to procure energy and reserves in real-time. Second, NEPOOL
proposed to change the FCM rules by replacing the existing Shortage Event mechanism
with a new Equivalent Peak Period Forced Outage Rate, or “EFORp,” metric that
measures a resource’s performance based on its availability during all EFORp Hours.
NEPOOL asserted that these incremental changes to the real-time markets and capacity
markets, when combined with other recent market rule changes, would ensure adequate
procurement of energy and operating reserves when the New England system is stressed.

4. In the May 30 Order, the Commission instituted a section 206 proceeding, finding
that the existing Tariff was unjust and unreasonable because it failed to provide adequate
incentives for resource performance, thereby threatening reliable operation of the system
and forcing consumers to pay for capacity without receiving commensurate reliability
benefits. The Commission found that neither ISO-NE’s nor NEPOOL’s proposal,
standing alone, had been shown to be just and reasonable. However, the Commission
also found that a modified version of ISO-NE’s proposal combined with the higher
Reserve Constraint Penalty Factors in NEPOOL’s alternative proposal provided a just
and reasonable solution. The Commission, therefore, directed ISO-NE to submit

Tariff revisions in a compliance filing to implement a modified version of ISO-NE’s
two-settlement capacity market and to increase the Reserve Constraint Penalty Factors.

5. With regard to the modifications to the two-settlement capacity market design,
the Commission directed ISO-NE to submit Tariff revisions (1) to ensure that energy
efficiency resources’ Capacity Performance Payments are calculated only for Capacity
Scarcity Conditions during hours in which demand reduction values are calculated under
the Tariff for that particular type of resource;’ and (2) to create an exemption from the
application of Capacity Performance Payments for resources on the export side of an
intra-zonal transmission constraint during a Capacity Scarcity Condition, or further

7 May 30 Order, 147 FERC 9 61,172 at P 89.
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explain why such an exemption is not necessary.® The Commission also directed ISO-
NE to submit Tariff revisions reflecting any adjustments that it believes are necessary in
light of the Commission’s decision to implement Reserve Constraint Penalty Factor
changes, or an explanation as to why no such adjustments are necessary.’

6. On July 14, 2014, ISO-NE submitted its compliance filing, and on October 2,
2014, the Commission issued an order accepting in part, subject to condition, and
rejecting in part ISO-NE’s compliance filing, and directing a further compliance filing. '
In the October 2 Order, the Commission accepted ISO-NE’s Tariff revisions regarding
the increased Reserve Constraint Penalty Factors, the treatment of energy efficiency
resources, and ISO-NE’s proposal to retain the Capacity Performance Payment Rate and
the dynamic de-list bid threshold at the levels that ISO-NE originally proposed in the
January 17 Filing. However, the Commission rejected ISO-NE’s proposed Tariff
revisions concerning intra-zonal transmission constraints.

7. The rejected Tariff provision contained ISO-NE’s proposed solution to the
potential improper price signal issue that the Commission identified in the May 30 Order.
ISO-NE asserted that exempting resources on the export side of an intra-zonal
transmission constraint from application of Capacity Performance Payments, as the
Commission suggested, would create other distortionary incentives. Therefore, ISO-NE
argued that a superior solution would be to credit those resources only for the reserves,
not for the energy, they provide during Capacity Scarcity Conditions because only
reserves have a positive marginal value on the export side of a transmission constraint.

8. In the October 2 Order, the Commission rejected ISO-NE’s proposed solution to
the intra-zonal transmission constraint issue because, based upon additional information
submitted by ISO-NE and other parties, the Commission found that an exemption is not
necessary. More specifically, the Commission found that the additional information
indicated that the improper price signal problem that the Commission identified in the
May 30 Order is of limited geographic scope, and that the incentive for capacity
resources to submit energy market offers below their actual costs is weaker than the
Commission contemplated.'!

S1d.P67.
?1d. P 110.
1 ISO New England Inc., 149 FERC § 61,009 (2014) (October 2 Order).

! October 2 Order, 149 FERC 9 61,009 at PP 56-62.
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9. Connecticut and Rhode Island,”? Dominion Resources Services, Inc. (Dominion),
Indicated Generators," NextEra Energy Resources, LLC (NextEra), Potomac Economics,
PSEG Companies and NRG Companies (PSEG and NRG), and Public Systems™ filed
requests for rehearing of the May 30 Order. The New England Power Generators
Association (NEPGA) and NEPOOL filed requests for clarification of the May 30 Order.

11. Discussion

10.  The requests for rehearing and clarification in this proceeding raise issues
regarding: (1) rejection of NEPOOL’s proposal, (2) adoption of the modified version of
ISO-NE’s two-settlement capacity market design, (3) adoption of the two-settlement
capacity market design and the increased Reserve Constraint Penalty Factors in
combination, (4) exemptions for resource non-performance, (5) certain parameters of

the two-settlement capacity market design, (6) market power mitigation rules under the
two-settlement capacity market design, and (7) the Peak Energy Rent adjustment
mechanism. We will address the requests for rehearing and clarification in that sequence.

A. Rejection of NEPOOL’s Proposal

1. Requests for Rehearing

11. Connecticut and Rhode Island argue that the Commission erred in rejecting
NEPOOL’s proposal on the basis that the EFORp metric is flawed. Connecticut and
Rhode Island contend that the Commission dismissed the EFORp metric because it would
measure performance in terms of “availability,” and that, in doing so, the Commission
ignored arguments and evidence showing that “retaining an availability-based capacity

2 Connecticut and Rhode Island consist of: the Connecticut Public Utilities
Regulatory Authority, the Connecticut Office of Consumer Counsel, George Jepsen,
Attorney General for the State of Connecticut, the Connecticut Department of Energy and
Environmental Protection, the United Illuminating Company, and the Rhode Island
Public Utilities Commission.

" Indicated Generators consist of: Exelon Corporation; Equipower Resources
Management, LLC; Essential Power, LLC; Dynegy Marketing and Trade, LLC; and
Casco Bay Energy Company, LLC.

' Public Systems consist of: Connecticut Transmission Municipal Electric
Energy Cooperative, Massachusetts Municipal Wholesale Electric Company,
New Hampshire Electric Cooperative, Inc., Vermont Public Power Supply Authority, and
Vermont Electric Cooperative.
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product is just and reasonable.”® Connecticut and Rhode Island argue that the
Commission arbitrarily and capriciously faulted the EFORp metric for maintaining
“numerous exemptions for nonperformance,” without identifying which exemptions are
unacceptable and why.'® Connecticut and Rhode Island contend that, contrary to the
Commission’s assertion, the fact that the EFORp metric would measure availability only
in certain peak hours of the year is a strength, not a weakness, because those hours are
precisely the times when capacity is scarce and an outage created by a capacity
deficiency is most likely to occur."” Connecticut and Rhode Island assert that the
Commission failed to consider Potomac Economics’ adjustments to the EFORp metric
and failed to consider other proposed improvements to the capacity market rules.'®
Connecticut and Rhode Island argue that the Commission erred by departing from its
practice of giving weighted consideration to the stakeholder process and vote."

12. Public Systems argue that the Commission erred in finding that increasing the
Reserve Constraint Penalty Factors would not, by itself, provide a sufficient incentive to
address the region’s resource performance problems.?’ Public Systems contend that the
Commission failed to consider that the increased Reserve Constraint Penalty Factors,
combined with other existing and future energy market enhancements, could adequately
address the region’s resource performance problems.?!

' Connecticut and Rhode Island Request for Rehearing at 8. Connecticut and
Rhode Island specifically cite to passages from their protest to the January 17 Filing
stating that an “availability-defined capacity product” provides incentives to a broad
range of asset types and requires plant managers to run their facilities “consistent with
good utility practice, without being distracted by the need to predict dispatch practices
and unforeseen transmission outages that may cause capacity scarcity conditions.” Id. at
8-9.

18 1d at 9.
14
8 1d at 11-12.

¥ Id. at 30 (citing Pub. Serv. Comm 'n of Wis. v. FERC, 545 F.3d 1058, 1062 (D.C.
Cir. 2008); ISO New England Inc. and New England Power Pool, 126 FERC 4 61,180, at
P 15 (2009)).

2 public Systems Request for Rehearing at 23-24.

2 14 at 24,
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2. Commission Determination

13.  We deny rehearing of the Commission’s determination that NEPOOL’s proposal
has not been shown to be just and reasonable.

14.  In the May 30 Order, the Commission concluded that NEPOOL’s EFORp metric
was flawed for several reasons, including that it: (1) only measures a resource’s
performance against its own historical performance; (2) could provide resources an
incentive to lower their performance over the next four years in order to lower the
performance score against which their performance would be measured after the EFORp
metric is implemented; (3) would measure performance in terms of “availability,” and
would do so only in certain peak hours of the year; and (4) would maintain numerous
exemptions for non-performance.”* Connecticut and Rhode Island erroneously assert that
the Commission ignored evidence or argument concerning the appropriateness of
NEPOOL’s EFORp metric. As explained below, the Commission did, in fact, consider
the evidence and arguments to which Connecticut and Rhode Island cite.

15.  Connecticut and Rhode Island argue that, in rejecting the EFORp metric because it
is based on resource availability, the Commission ignored testimony indicating that an
availability-based metric is just and reasonable.” We disagree. The testimony to which
Connecticut and Rhode Island cite involves the FCM payment structure that was in place
prior to the two-settlement capacity market design, and that testimony is belied by record
evidence showing a substantial decline in fleet-wide resource performance under that
payment structure.”* As the Commission explained in the May 30 Order, that payment
structure “treats many resources as if they are fully available to operate during Shortage
Events, and pays them accordingly, even when those resources are unable to deliver
energy or reserves at that time.””® The Commission found that payment structure to be

22 May 30 Order, 147 FERC 9 61,172 at P 24, n.22.

B Connecticut and Rhode Island Request for Rehearing at 8 (citing Connecticut
and Rhode Island Protest at 10-12, Att. C at 6:6-7:5, 8:15-16:4; Connecticut and Rhode
Island Answer at 13, 16; Potomac Economics Comments at 15, 25-26).

 May 30 Order, 147 FERC 9 61,172 at P 26 (explaining that resource
performance has declined to a level that has jeopardized ISO-NE’s ability to reliably
operate the electric system, the overall rate of unplanned outages has doubled since 2007,
and the average response rate for generators dispatched following a contingency is only
71 percent).

B
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unjust and unreasonable because it “not only fail[s] to incent resource performance, but
also perversely select[s] less reliable resources over more reliable resources.”*® The
Commission rejected the EFORp metric because, in addition to its other flaws, it would
perpetuate that payment structure by continuing to measure resource performance in
terms of “availability,” as defined under the existing market rules, and would do so only
in certain peak hours of the year.”” As explained in the May 30 Order and again below,
the existing FCM’s availability-based compensation structure has contributed to the
region’s resource performance problems by failing to adequately incent resource
performance and by perversely selecting less reliable resources over more reliable
resources.?®

16.  We similarly reject Connecticut and Rhode Island’s assertion that the
measurement of resource availability only in certain peak hours of the year is not a flaw,
but rather is one of the EFORp metric’s strengths. As the Commission explained, recent
resource performance in New England has shown that the region needs resources that
provide energy or reserves during reserve deficiencies. We are not persuaded that the
EFORp metric would procure that product. Because reserve deficiencies can occur at any
time of year, not just in the peak hours included in the EFORp metric, the EFORp metric
would not appropriately value resources’ contributions during reserve deficiencies that
occur outside of EFORp Hours. Further, the EFORp metric measures resource
availability in EFORp Hours regardless of whether any reserve deficiencies actually
occur in those hours. This could result not only in a resource being paid a premium even
if no reserve deficiencies occur, but also in a resource being paid a premium where it
performed poorly during a reserve deficiency but made up for that by performing well
during the EFORp hours in which there is no deficiency. In short, the EFORp metric
would not only perpetuate the payment structure that the Commission found to be
problematic in the May 30 Order, it would also exacerbate the flaws in that payment

26 14

?7 As to Connecticut and Rhode Island’s assertion that the Commission ignored
Potomac Economics’ arguments concerning availability-based performance measurement
and the EFORp metric, see Connecticut and Rhode Island Request for Rehearing at 8, n.
11, the Commission did in fact address Potomac Economics’ arguments on this issue in
the May 30 Order. See May 30 Order, 147 FERC § 61,172 at n.22. We note that
Potomac Economics’ argument is also contradicted by the record evidence of the
resource performance problems under the “availability” definition that has been in place
in New England, and that the EFORp metric would perpetuate.

%8 See id. P 26; infra Section I1.B.2.
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structure by measuring resources’ availability in fewer hours of the year, and would do
so regardless of whether any reserve deficiencies occurred in those hours.

17.  Connecticut and Rhode Island argue that the Commission erred by faulting the
EFORp metric for maintaining numerous exemptions for nonperformance without
identifying which exemptions are unacceptable and why. This argument misses the
point. While it is possible that different exemptions have contributed to the region’s
resource performance problems in different proportions, the record does not indicate how
much each individual exemption has contributed to the poor resource performance
reflected in the record. Further, it is unnecessary to identify how much each exemption
has contributed to the resource performance problems. The salient points are that (1) the
combined effect of those exemptions is a flawed market construct that treats resources as
if they have fully performed when, in fact, they did not perform, and (2) the EFORp
metric would maintain a// of those exemptions and, in addition to its other flaws, would
do so without paying resources based on their provision of energy and reserves during
reserve deficiencies. Thus, the Commission appropriately identified this as one of the
EFORp metric’s shortcomings.

18.  Connecticut and Rhode Island further argue that the Commission’s criticisms of
the EFORp metric are speculative. We disagree. The Commission identified specific
flaws in the EFORp metric and explained how those flaws could further erode reliability
in the region. It was not necessary for the Commission to prove that the EFORp metric
would, in fact, erode reliability.?

19.  Contrary to Connecticut and Rhode Island’s assertions, the Commission did not
ignore evidence or argument that the EFORp metric would enhance performance
incentives.”® The evidence and argument to which Connecticut and Rhode Island cite

» See, e.g., Sacramento Mun. Util. Dist. v. FERC, 616 F.3d 520, 531 (D.C. Cir.
2010) (“Neither Electric Consumers nor any other case law prevents the Commission
from making findings based on ‘generic factual predictions’ derived from economic
research and theory.”); Wis. Pub. Power Inc. v. FERC, 493 F.3d 239, 260-61 (D.C. Cir.
2007) (“It is well-established that an ‘agency’s predictive judgments about areas that are
within the agency’s field of discretion and expertise are entitled to particularly deferential
review, as long as they are reasonable.”) (quoting Earthlink, Inc. v. FCC, 462 F.3d 1,
12 (D.C. Cir. 20006)).

*® Connecticut and Rhode Island Request for Rehearing at 10 (citing Connecticut
and Rhode Island Protest at 12-15).
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concerns the EFORp metric’s use of EFORp Hours, which, as discussed above, the
Commission fully considered and found to be problematic.*’

20.  We disagree with Public Systems’ assertion that the Commission erred in finding
that the increase in Reserve Constraint Penalty Factors would not, by itself, be sufficient
to address the region’s resource performance problems. No party in this proceeding,
including NEPOOL, which proposed the increased Reserve Constraint Penalty Factors,
has provided evidence showing that increasing the Reserve Constraint Penalty Factors for
30-Minute Operating Reserves, from $500/MWh to $1,000/MWh, and 10-Minute Non-
Spinning Reserves, from $850/MWh to $1,500/MWh, will adequately address the
region’s resource performance problems. Further, the evidence to which Public Systems
cite does not support such a showing.** That evidence either (1) is based on the flawed
premise that the Capacity Performance Payment Rate must be based on the value of lost
load,* or (2) merely supports the notion that the necessary incentive level could be
achieved solely through the energy and ancillary services markets if the Reserve
Constraint Penalty Factors are increased to levels above those that NEPOOL proposed.**
In the May 30 Order, the Commission explicitly rejected the former premise.”

3! See May 30 Order, 147 FERC 9 61,172 at P 24 n.22; supra P 16.

32 See Public Systems Request for Rehearing at 24 n.22 (citing Eastern
Massachusetts Consumer-Owned Systems Protest and Comments, Test. of William
Bottiggi at 13-14; Connecticut and Rhode Island Comments and Protest, Att. A, Att. C,
Att. B; NEPOOL Comments, Att. A at 56-61, Att. B at 10-13).

33 See Connecticut and Rhode Island Comments and Protest, Att. C at 24-25.

** See Eastern Massachusetts Consumer-Owned Systems Feb. 12, 2014 Protest and
Comments, Test. of William Bottiggi at 13-14. Public Systems also attempts to support
its argument by citing testimony that NEPOOL submitted. See Public Systems Request
for Rehearing at 24 (citing NEPOOL Comments, Att. A at 56-61, Att. B at 10-13).
However, that testimony does not indicate that increasing the Reserve Constraint Penalty
Factors will, by itself, adequately address the region’s resource performance problems.
Rather, it merely indicates that increasing the Reserve Constraint Penalty Factors will
provide a performance incentive, which is consistent with the Commission’s findings in
the May 30 Order.

3% May 30 Order, 147 FERC 961,172 at P 74; see also infra PP 84-87 (explaining,
inter alia, that the record does not support the conclusion that calculating the Capacity
Performance Payment Rate based on the value of lost load would satisfy the 1-day-in-
10-years reliability standard under current system conditions).
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21.  Asto the evidence indicating that the energy and ancillary services markets could
provide the necessary incentive, the Commission acknowledged that possibility in the
May 30 Order, but explained that the specific values that NEPOOL proposed were
insufficient for that purpose.’® We further note that the record does not contain evidence
showing what Reserve Constraint Penalty Factor levels would be necessary to fully
address the region’s resource performance problems. Additionally, in directing ISO-NE
to implement both NEPOOL’s proposed increase to the Reserve Constraint Penalty
Factors and the two-settlement capacity market design, the Commission explained that
“there is value in providing incentives in both the FCM and the energy and ancillary
services markets.”®’ Thus, while it may be possible to produce the necessary
performance incentive entirely through the energy and ancillary services markets, the
record before us is insufficient for developing such an incentive, and there may be
disadvantages to such an approach. We, therefore, find that the Commission properly
concluded that the increase in Reserve Constraint Penalty Factors that NEPOOL
proposed, i.e., the only increase to the Reserve Constraint Penalty Factors that is
supported by the record, would not, by itself, be sufficient to address the region’s
resource performance problems.*®

22.  Similarly, we reject Public Systems’ and Connecticut and Rhode Island’s
contentions that the Commission failed to consider whether the increased Reserve
Constraint Penalty Factors, combined with other market enhancements, will improve
resources’ availability and could adequately address the region’s resource performance
problems. The actual and potential market rule changes to which these parties cite do not
alter our analysis, because they do not address the fundamental flaws in the FCM
payment structure. Furthermore, while some of the market rule changes that Public
Systems highlight could provide an incremental performance incentive, the record does
not support a finding that those changes, when combined with the increased Reserve
Constraint Penalty Factors, would provide a performance incentive sufficient to solve the
region’s resource performance problems. As for the one change that Connecticut and

3% May 30 Order, 147 FERC 9 61,172 at P 24.
3 1d P 108.

% Furthermore, even assuming arguendo that the record could support a specific
solution that relied only on the energy and ancillary services markets, that fact does not
undermine the justness and reasonableness of the Commission’s chosen solution. See,
e.g., Me. Pub. Utils. Comm’n v. FERC, 520 F.3d 464, 470-71 (D.C. Cir. 2008), rev'd in
part on other grounds sub nom. NRG Power Mktg., LLC v. Me. Pub. Utils. Comm’n, 558
U.S. 165 (2010); City of Winnfield, La. v. FERC, 744 F.2d 871, 875-76 (D.C. Cir. 1984).
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Rhode Island specifically identify, i.e., NEPOOL’s proposed change to the “Poorly
Performing Resources” provision in section IT1.13.7.1.1.5 of the Tariff,* we are not
persuaded that that change would provide a sufficient performance incentive. That
market rule change would not only maintain the problematic FCM payment structure
but would also impact only those resources whose availability scores were less than
40 percent in multiple years.*’

Lastly, we reject Connecticut and Rhode Island’s assertion that the Commission’s
practice is to assign “weights to each proposal commensurate with the level of
stakeholder support each garnered at the Participants Committee vote,”™*! and that the
Commission departed from that practice in this case. While the Commission’s practice
is to give weight to stakeholder voting in its consideration of any proposal, ** the
Commission’s consideration of stakeholder voting is not as formalistic as Connecticut
and Rhode Island assert. Moreover, as the Commission has stated previously,
“stakeholder support alone cannot ultimately prove that a rate design is just and
reasonable.”*

B. Adoption of a Modified Version of ISO-NE’s Proposal

1. Requests for Rehearing

23.  Multiple parties request rehearing of the Commission’s decision to adopt a
modified version of ISO-NE’s two-settlement capacity market design.**

¥ See Connecticut and Rhode Island Request for Rehearing at 12, n.19.
0 See January 17 Filing, Att. N-1b at 16:22-17:9.
! Connecticut and Rhode Island Request for Rehearing at 30.

2 See, e. g., Am. Elec. Power Serv. Corp. v. Midwest Indep. Transmission Sys.
Operator, Inc., 122 FERC § 61,083, at P 172 (2008).

B

* Connecticut and Rhode Island, PSEG and NRG, and Public Systems.
Dominion, Indicated Generators, NextEra, and Potomac Economics also request
rehearing of specific aspects of the two-settlement capacity market design. Those
rehearing requests are addressed infra sections I1.D and ILE.
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24.  Connecticut and Rhode Island argue that the Commission erred by finding most
aspects of the two-settlement capacity market design just and reasonable without
considering the impacts on customer charges.** Connecticut and Rhode Island assert that
they showed that ISO-NE’s proposal would increase capacity charges “to levels beyond
the bounds of reasonableness” because, they allege, the Capacity Performance Payment
Rate is incorrectly based on the 1-day-in-10-years loss of load expectation, rather than on
the value of lost load,*® and because the risks imposed on suppliers will drive them to
withdraw their capacity from the New England market, which will produce “fake
shortages.”’ Connecticut and Rhode Island also argue that the Commission failed to
consider the role that demand response resources play in resolving reserve deficiencies.*®

25.  Multiple parties argue that the Commission erroneously determined that the
two-settlement capacity market design does not unduly discriminate against mid-range
resources that lack quick start capability.* PSEG and NRG assert that, although the
two settlement capacity market design does not facially distinguish among technology
types, it will have very different, predictable impacts on different types of units.

4> Connecticut and Rhode Island Request for Rehearing at 13.

4 More specifically, Commecticut and Rhode Island argue that using the value of
lost load is “the only reasonable economic method to assess whether the charges
customers pay are commensurate with the benefits they receive,” id. at 14, and that the
Commission erred in using the loss of load expectation approach because it ties the
performance payment rate to the cost of new entry for a generator, “which has no bearing
on the value of the reliability benefit for customers,” id. at 15. Connecticut and Rhode
Island further argue that the Commission’s approach is unprecedented, id. (citing
Wholesale Competition in Regions with Organized Electric Markets, 125 FERC § 61,071
(2008); 119 FERC 9 61,306, at P 75 (2007)), and disregards the value that customers
place on new capacity, instead focusing exclusively on the cost of producing more
supply. /d. Connecticut and Rhode Island contend that such an approach is likely to
create signals for increased capacity resources when customers would not be willing to
pay for that supply based on the cost of a new generator. Id. These arguments, and other
arguments concerning the value of lost load, are addressed infra section ILE.

*7 Connecticut and Rhode Island Request for Rehearing at 15-17.
*®1d at15.

¥ PSEG and NRG Request for Rehearing at 19; Public Systems Request for
Rehearing at 18.

" PSEG and NRG Request for Rehearing at 19.
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PSEG and NRG contend that, “to show undue discrimination, the petitioner must
demonstrate that the two classes of customers are similarly situated for purposes of the
rate.” PSEG and NRG claim that the “purpose of the rate,” in this case, is to
incentivize resource performance, not to penalize mid-range units without quick start
capability. ™

26.  PSEG and NRG argue that the Commission erred in addressing the performance
issues through the two-settlement capacity market design when the same goal potentially
could have been achieved through the energy and ancillary services markets with less
disruption and less discrimination. Pointing to the Commission’s acknowledgement
that the energy and ancillary services markets could potentially be used to achieve the
same performance incentive as the two-settlement capacity market design, PSEG and
NRG assert that the Commission should have taken that approach because doing so
“would be expected to have much less discriminatory impact because it would not
severely penalize an entire class of units for lacking particular operational capabilities.
PSEG and NRG argue that the two-settlement capacity market design would only be
justified by “showing that discriminatory pricing was the only way to achieve the alleged
benefits it sought.”>

9554

27.  Multiple parties argue that the Commission’s standard for determining when
resources are similarly situated in this context is unduly narrow because it ignores the
reliability contributions of resources that do not have 2uick start capability, and ignores
other reliability characteristics such as fuel diversity.® PSEG and NRG argue that the
owners of mid-merit resources have made investments in those resources in reliance on
existing market rules, and the Commission’s adoption of the two-settlement capacity

*! PSEG and NRG Request for Rehearing at 21 (quoting “Complex” Consol.
Edison Co. of NY v. FERC, 165 F.3d 992, 1013 (D.C. Cir. 1999)) (emphasis added by
PSEG and NRG).

>2 PSEG and NRG Request for Rehearing at 21.
> Id. at 21-22.
*Id. at 21 (emphasis in original).

> Id. at 22 (quoting Transcontinental Gas Pipe Line v. FERC, 998 F.2d 1313,
1321, 1322 (5th Cir. 1993)) (internal quotations omitted) (emphasis added by PSEG and
NRG).

>0 Id. at 22-23; Public Systems Request for Rehearing at 18.
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market design impermissibly devalues those sunken investments in long-lived assets.>’
Public Systems argue that the Commission has already adopted other market mechanisms
to ensure that flexible resources receive additional revenues reflecting the benefits they
provide, and that the two-settlement capacity market design risks double-compensating
resources for those benefits.® Public Systems contend that, the two-settlement capacity
market design ignores the difference between resource adequacy and resource
performance—a distinction that the Commission has acknowledged in the past.” PSEG
and NRG argue that the Commission’s treatment of energy efficiency resources
undermines the Commission’s rationale for denying the claims of undue discrimination.®

28.  PSEG and NRG argue that the shift from compensating resources based on their
availability to compensating them based on their performance represents a fundamental
shift in the New England capacity market, and the Commission cannot lawfully
rationalize its decision by downplaying the significance of this shift. PSEG and NRG
assert that the Commission erred by comparing the two-settlement capacity market
design to an energy-only market, because this line of reasoning “appears to conflate lost
opportunity costs with penalties.”® PSEG and NRG contend that, in an energy-only
market, units are “only penalized for failure to deliver energy in real-time if they fail to
follow dispatch instructions.”®

29.  Connecticut and Rhode Island argue that the Commission erred by
misapprehending the differences between availability-defined capacity and performance-
defined capacity.®® They argue that ISO-NE’s proposal radically changes the capacity
product, and the Commission’s attempt to minimize the difference demonstrates a

" PSEG and NRG Request for Rehearing at 23.

> Public Systems Request for Rehearing at 17 (citing Frequency Regulation
Compensation in the Organized Wholesale Power Markets, Order No. 755, FERC Stats.
& Regs. 931,324 (2011), reh’g denied, Order No. 755-A, 138 FERC 4 61,123 (2012)).

> Public Systems Request for Rehearing at 17 (citing ISO New England Inc.,
144 FERC 61,204, AT P 30 (2013), reh’g denied, 147 FERC 4 61,026 (2014)).

% PSEG and NRG Request for Rehearing at 24.
11d. at 9.
62 Id. (emphasis in original).

% Connecticut and Rhode Island Request for Rehearing at 20.
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fundamental misunderstanding of availability and performance. They argue that,
contrary to the Commission’s assertion, a resource’s must-offer obligation is not an
obligation to perform, but rather an obligation to be available to perform subject to the
resource’s operational characteristics.®* They contend that an availability metric
considers a resource’s operational characteristics and other relevant considerations,
whereas a performance metric is “strictly indifferent to a resource’s ability to perform.
They assert that, because the Commission misapprehended the difference between
availability and performance, it erroneously ignored evidence and dismissed concerns
that a performance-based capacity product cannot be hedged.®® They contend that their
expert witness concluded that, because these risks cannot be hedged, “suppliers will
simply ‘hedge their risks by submitting higher delist bids in the auction[,]”” which is
unfair to customers.®’

3565

30.  Public Systems argue that, by pointing to methods by which a capacity resource
can hedge its performance risks, the Commission fails to identify the statutory authority
allowing it to require utilities to become “wholesalers of insurance” as well as electric
capacity.® They further state that the new performance rules will unreasonably favor
market participants with large portfolios.*” Lastly, Public Systems state that the new
rules overpay for flexibility and unreasonably and discriminatorily pay capacity resources
more to respond to scarcity than to prevent it.”°

2. Commission Determination

31.  We deny rehearing of the Commission’s decision to adopt a modified version of
ISO-NE’s proposal.

% I1d at21.
5 1d

5 Jd. at 23 (citing Connecticut and Rhode Island Protest at 25, n.3; Dykes Test.
at 5:11-17; Connecticut and Rhode Island Answer at 20-21; Falk Supp. Test. at 14:11-
18:18).

%7 Id. (quoting Falk Test. at 80:10-15)
68 Public Systems Request for Rehearing at 15.
® Id at 15-16.

™ 1d at 16-18.
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32.  Multiple parties’" assert that the two-settlement capacity market design is
fundamentally at odds with the existing FCM construct because the two-settlement
capacity market design emphasizes resource performance rather than resource
availability. Whether the two market designs are similar or different ultimately does not
determine whether the two-settlement capacity market design is just and reasonable.
Nonetheless, we disagree that the two market designs are fundamentally at odds with
each other. The two designs have similarities, i.e., they serve the same fundamental
purpose and share an important design principle, and they have differences, e.g., the
treatment of a resource’s operational characteristics. This fact does not undermine the
justness and reasonableness of the two-settlement capacity market design.

33.  The fundamental purpose of the FCM is to procure sufficient resources to meet the
reliability objective, and encouraging better performance from capacity resources helps to
achieve this purpose. As the Commission explained in the May 30 Order, under both the
existing FCM construct and the two-settlement capacity market design, a resource’s
capacity revenues are intended to be linked to the resource’s real-time performance. In
this way, the two constructs are similar, but the previous mechanism to link capacity
revenue and real-time performance was flawed, as evidenced by the documented
deterioration of resource performance. The mechanics of the new Capacity Performance
Payment significantly strengthen the linkage and thus provide the strong incentives for
resource performance that were previously missing.”? This is, in part, because a
resource’s operational characteristics are valued differently under the two constructs.

34.  Under the existing FCM design, a resource’s operational characteristics do not
impact its capacity revenues—i.e., the market design does not consider a resource’s
operational characteristics in determining that resource’s value. Under the two-
settlement capacity market design, a resource’s operational characteristics can impact the
resource’s capacity revenues (positively or negatively) during Capacity Scarcity
Conditions because operational characteristics impact the resource’s ability to provide the
capacity product desired—i.e., the market design does consider a resource’s operational

7 Connecticut, Rhode Island, Public Systems, PSEG and NRG.

7 The degree of difference between these two market designs is attributable to
both the payment structure and the available exemptions, or lack thereof, under each
design. Therefore, we note that the rationale set forth in the instant section also supports
the Commission’s decision to not allow exemptions from Capacity Performance
Payments. Similarly, the Commission’s rationale for not allowing exemptions also
supports the Commission’s determination that the two-settlement payment structure is
just and reasonable. We address the arguments specifically challenging the lack of
exemptions under the two-settlement capacity market design infra section I1.D.



Docket Nos. ER14-1050-002 and EL14-52-001 -18 -

characteristics in determining a resource’s value during times of system stress.”
Notwithstanding parties’ assertions to the contrary, this aspect of the two-settlement
capacity market design is consistent with the FCM’s fundamental purpose to help ensure
reliability through resource adequacy. Resources’ provision of energy and reserves,
during Capacity Scarcity Conditions is critical to maintaining reliability, so compensating
resources in part based on their ability to provide that service ensures that they are
properly compensated for their contributions to system reliability. As the Commission
explained when it originally accepted ISO-NE’s FCM, the FCM represents an
“appropriate market structure to ensure that generating resources are appropriately
compensated based on their location and contribution to system reliability and provides
incentives to attract new infrastructure where needed.”™

35. PSEG and NRG assert that the Commission “artificially downplay[ed] the
significance of the change.”” The level of significance, however, is beside the point.
The relevant point is that the change is consistent with the FCM’s fundamental purpose,
to help ensure reliability through resource adequacy, and one of the FCM’s design
principles, i.e., that a resource’s capacity revenues should be adjusted based on its
performance. Furthermore, as the Commission explained in the May 30 Order, the fact
that the existing FCM has largely compensated resources based on their availability, with
little regard to their performance, has contributed to the region’s resource performance
problems by failing to adequately incent resource performance and by perversely
selecting less reliable resources over more reliable resources.” To address this

7 Contrary to Public Systems’ assertion, the two-settlement capacity market
design does not ignore the fact that capacity resources provide reliability year-round.
Under the two-settlement capacity market design, capacity resources receive capacity
revenues year-round. At times when there is no Capacity Scarcity Condition, the
capacity revenues are based solely on each resource’s Capacity Base Payment. When
there is a Capacity Scarcity Condition, the capacity revenues are based on both the
Capacity Base Payment and the Capacity Performance Payment. The fact that the
two-settlement capacity market design compensates resources differently depending
on how stressed the system is does not mean that the market design ignores resources’
contributions to the system when it is less stressed. Rather, it means that the market
design appropriately values resources’ based on their ability to help ensure reliability
during both stressed and unstressed system conditions.

™ Devon Power LLC, 115 FERC 9 61,340, at P 71 (2006).
7 PSEG and NRG Request for Rehearing at 9.

76 May 30 Order, 147 FERC 9 61,172 at P 26.
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shortcoming, the Commission found the two-settlement capacity market design to be just
and reasonable exactly because it strengthens the tie between a resource’s compensation
and its performance and, in so doing, encourages better performance and reliability.
While it is possible that a properly designed availability-based capacity market can
provide the necessary performance incentives, the availability-based payment design
under the existing FCM rules has not done so. Thus, contrary to parties’ assertions, it is
the existing FCM payment design, not the two-settlement capacity market design, that
has operated in a manner that is inconsistent with the fundamental purpose of the FCM.

36.  Connecticut and Rhode Island argue that the Commission misapprehended the
differences between “availability-defined capacity” and “performance-defined capacity”
and, as a result, erroneously dismissed concerns that the latter cannot be hedged.”’

We disagree. The Commission did not misapprehend the differences between the
two-settlement capacity market design and the existing FCM design. While Connecticut
and Rhode Island interpret the differences and similarities between the two market
designs differently than we do, we are not persuaded by their interpretation. Connecticut
and Rhode Island list ways in which the two market designs are different, and assert that
those differences undermine the Commission’s statement that the market designs are
similar.”® However, as explained above, the difference that Connecticut and Rhode
Island highlights—i.e., that the two approaches treat a resource’s operational
chara%teristics differently—does not render the two market designs fundamentally at
odds.

37.  We disagree with Public Systems’ and PSEG and NRG’s arguments that the
Commission’s comparison of the two-settlement capacity market design to an uncapped
energy market is flawed. In the May 30 Order, the Commission explained that the two-
settlement capacity market design was consistent with certain economic principles
underlying an uncapped energy market—i.e., that (1) linking a resource’s revenues to
its performance during scarcity conditions provides a performance incentive, and

(2) “resources only earn scarcity revenue if they can actually deliver energy during
periods of scarcity.”®® Regardless of any comparison, the relevant question is whether

77 Connecticut and Rhode Island Request for Rehearing at 20-22.
" Id at21.
? See supra PP 32-35.

% May 30 Order, 147 FERC 9 61,172 at P 63.
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the principles the Commission cited are economically sound.®" As explained here and
in the May 30 order, we believe those principles to be sound, and the fact that the
two-settlement capacity market design replicates performance incentives consistent with
those principles gives us confidence that the two-settlement capacity market design will
produce just and reasonable rates.*

38.  Public Systems contend that the two-settlement capacity market design
impermissibly requires resources to be “wholesalers of insurance.”® To the extent Public
Systems contends that resources must hedge against risk, we note that resource owners
may choose to hedge against various risks, through insurance or other means. The

May 30 Order does not require them to do so.

39.  We also disagree with Public Systems’ assertion that the two-settlement capacity
market design is unreasonably biased in favor of entities with large resource portfolios. It
is plausible that an entity with a large portfolio of poorly performing resources could

have more difficulty hedging its performance risks than could an entity with a small
portfolio of high-performing resources. In other words, regardless of the size of an entity
resource portfolio, its ability to hedge its performance risk largely depends on the
expected performance of its resources.

40.  Connecticut and Rhode Island assert that the Commission did not consider the
impacts that the two-settlement capacity market design would have on customers. We
disagree. The Commission found that the risk premiums reflected in ISO-NE’s two-
settlement capacity market design may increase costs to consumers, but that, given the
nature of the fleet-wide resource performance problems facing the New England region,
the two-settlement capacity market design appropriately balances the increased costs to
consumers against the added reliability benefits consumers will receive from a resource

81 The latter of these two principles is relevant to the issue of whether it is
appropriate to allow exemptions from Capacity Performance Payments. We address the
arguments on that issue infra section I1.D.

8 See Cent. Hudson Gas & Elec. Corp. v. FERC, 783 F.3d 92, 109 (2™ Cir. 2015)
(“FERC may permissibly rely on economic theory alone to support its conclusions so
long as it has applied the relevant economic principles in a reasonable manner and
adequately explained its reasoning”) (citing Sacramento Mun. Util. Dist. v. FERC,

616 F.3d 520, 531 (D.C. Cir. 2010); Wis. Pub. Power Inc. v. FERC, 493 F.3d 239,
260-61 (D.C. Cir. 2007); Associated Gas Distribs. v. FERC, 824 F.2d 981, 1008 (D.C.
Cir. 1987)).

% Public Systems Request for Rehearing at 15-16.
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fleet with more appropriate incentives and capability to reliably perform when needed.®*
In reaching this conclusion the Commission indeed considered the specific factors raised
by Connecticut and Rhode Island.®

41.  We also disagree with Connecticut and Rhode Island’s assertion that the
Commission failed to consider the role that demand response plays in resolving reserve
deficiencies. Regardless of how the Capacity Performance Payment Rate is calculated,
demand response resources are allowed to participate in the two-settlement capacity
market design and are subject to the same Capacity Performance Payment Rate as all
other resources.® Thus, the two-settlement capacity market design equally values the
reliability contributions of demand response resources and generation resources.

42.  Connecticut and Rhode Island also assert that the Commission failed to respond to
their argument that the two-settlement capacity market design will impose unreasonable
risks on suppliers, which will drive them from the market and produce ““fake shortages”
of capacity as those resources leave the FCM but continue to participate in the energy and
ancillary services markets. This argument is speculative and unsupported by the record.
Further, the FCM is designed to reflect such shortages through a clearing price that
represents the demand for resources that are willing to take on a three-year forward
commitment. In this way, the FCM clearing price reflects the value that consumers,
through the load serving entities from which they purchase electric service, place on
ensuring reliability three years hence. If resources leave the FCM, the auction clearing
price will signal the need for additional capacity, and other resources—that more reliably
or affordably provide the product that the region needs—can be expected to respond to
that price signal and replace the withdrawn resources. The record does not support a
finding that the two-settlement capacity market design will “drive” resources from the
FCM or that any withdrawals that do occur will create a persistent, problematic shortage.

43.  Multiple parties argue that the Commission incorrectly found that the
two-settlement capacity market design does not unduly discriminate against mid-range

84 May 30 Order, 147 FERC 7 61,172 at P 75.

8 See, e.g., id. PP 62-75 (addressing the financial risks associated with the
two-settlement capacity market design, including the Capacity Performance Payment
rate).

8 The Commission takes note of a pending U.S. Supreme Court decision in Elec.
Power Supply Ass’nv. FERC, 753 F.3d 216 (D.C. Cir. 2014), cert. granted, Nos. 14-840,
14-841. The Commission continues to consider both the scope and possible next steps
with respect to the Court’s upcoming decision.



Docket Nos. ER14-1050-002 and EL14-52-001 -22 -

resources that lack quick-start capability.’” We disagree. We acknowledge that, although
the two-settlement capacity market design is facially neutral with respect to different
types of resources, it could impact different types of resources differently. Rather than
overlook this fact, the Commission in the May 30 Order explained that it is an important
aspect of the two-settlement capacity market design.®® Furthermore, we note that the
non-baseload, non-fast-start resources that the parties claim will be unduly discriminated
against under the new performance rules can still expect to receive capacity revenues
unless they completely fail to perform during all Capacity Scarcity Conditions. In fact,
the impact analysis that ISO-NE submitted as part of its initial filing in this proceeding
indicates that a greater number of combined-cycle gas units — the resource type that most
closely fits the non-baseload, non-fast-start description — are expected to remain more
profitable under the new performance rules than under the previous rules.*

44.  We are also unpersuaded by PSEG and NRG’s assertion that the Commission
could have achieved the same goal through the energy and ancillary services markets
with less discriminatory impact than the two-settlement capacity market design, because
using the energy and ancillary service markets “would not severely penalize an entire
class of units for lacking particular operational attributes.”® Regardless of whether one
characterizes the Capacity Performance Payments as a “penalty” or an ex post settlement,
resources will be compensated differently based on the level of service they provide,
regardless of which market or markets provide the requisite performance incentive.’!

%" PSEG, NRG, and Public Systems.

88 May 30 Order, 147 FERC 61,172 at P 86 (“To the extent resources have
different capabilities to provide energy and reserves during Capacity Scarcity Conditions,
those resources are not similarly situated, and therefore it is not unduly discriminatory to
compensate those resources differently based on their respective capabilities.”).

% ISO-NE, Tariff Filing, at Attachment I-1g (Jan. 17, 2014) (Affidavit of Todd
Schatzki); id. at Appendix B (Impact Assessment by Analysis Group, Inc.). The analysis
results show that under all three equilibrium scenarios, fewer megawatts of combined-
cycle gas units become uneconomic under the two-settlement capacity market rules than
under the status quo FCM rules.

% PSEG and NRG Request for Rehearing at 21 (PSEG and NRG’s emphasis).

1 ' We note that, under the two-settlement capacity market design, a resource does
not receive its Capacity Base Payments and Capacity Performance Payments separately.
Rather, for each month of a Capacity Commitment Period, a resource receives one
payment for that month—after the month has passed and ISO-NE has determined the

(continued ...)



Docket Nos. ER14-1050-002 and EL14-52-001 -23 -

Just as the operational characteristics of a mid-range resource without quick-start
capability can limit the amount of revenue it receives under the two-settlement capacity
market design, those operational characteristics would similarly limit the amount of
revenue the resource would receive in the energy and ancillary services markets.”>

45.  We disagree with PSEG and NRG’s assertion that the Commission’s standard for
determining whether resources are similarly situated in the context of this proceeding is
unduly narrow because it only considers whether resources will be on-line during
unpredictable Capacity Scarcity Conditions. The two-settlement capacity market design
compensates resources for their overall contribution to reliability in al/ hours, not only
during Capacity Scarcity Conditions. When a Capacity Scarcity Condition does not
apply to a resource, which is the case in the vast majority of hours,” all resources are
treated the same because all resources are contributing equally to overall system
reliability. The fact that performance is valued more highly during Capacity Scarcity
Conditions, and that a resource can receive net negative Capacity Performance Payments
if its performance during times of system stress is poor, does not mean that the
two-settlement capacity market design ignores reliability contributions outside Capacity
Scarcity Conditions. Rather, it means that a resource’s overall capacity revenues are
based on that resource’s contribution to reliability under different system conditions.

We also disagree with PSEG and NRG’s argument concerning fuel diversity. While fuel
diversity can contribute to reliability, a diverse fuel mix will not ensure reliability if the
resource fleet does not provide the level of performance that the region needs. The
two-settlement capacity market design is tailored to provide the level of performance
that the region needs, and to do so in a way that is fuel- and technology-neutral.

resource’s performance during that month—which represents both the Capacity Base
Payment and the Capacity Performance Payment.

?2 We also note that providing the necessary performance incentive solely through
the energy and ancillary services markets, as multiple parties prefer, could potentially
discriminate in ways that providing the incentive through a combination of the ISO-NE
markets does not. See May 30 Order, 147 FERC 9 61,172 at P 108 (explaining that there
is value in providing incentives in both the FCM and the energy and ancillary services
markets, because different combinations of revenue streams make sense for different
resources).

3 ISO-NE calculated that, when the system needs new entry, it expects that there
will be 21.2 hours of Capacity Scarcity Conditions per year. See ISO-NE Tariff Filing,
Att. I-1c at 107.
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46.  We are not persuaded by PSEG and NRG’s argument that the Commission’s
adoption of the two-settlement capacity market design impermissibly devalues the
investments that entities have already made in mid-merit resources. As an initial matter,
we note that the record does not support a finding that those resources will, in fact,
experience a drop in value under the two-settlement capacity market design. ISO-NE
estimated that resources with performance rates as low as 40 percent will be better off
financially under the two-settlement capacity market design than under the previous FCM
rules.™® As a result, it is reasonable to expect that many mid-merit resources will actually
increase in value under the two-settlement capacity market design. Furthermore, to the
extent that investments in existing resources are devalued, that change in value is a result
of the changing capacity needs in the New England region, to which the two-settlement
capacity market design is a response, not the cause.

47.  We also disagree with PSEG and NRG’s argument that the Commission’s findings
regarding energy efficiency resources undermine the Commission’s rationale for
determining that the two-settlement capacity market design does not unduly discriminate
against mid-range resources that lack quick start capability. PSEG and NRG assert that
the Commission acknowledged that “energy efficiency resources provide zero
performance in off-peak hours,” but then ignored that fact by stating that energy
efficiency resources “represent a pre-determined level of load reduction that is constant

as a percentage of that resource’s load.”” Contrary to PSEG and NRG’s assertion,
energy efficiency resources can perform in off-peak hours, and the Commission explicitly
acknowledged that fact.

48.  As the Commission explained in the May 30 Order, ISO-NE’s original proposal

in this proceeding “assumes that energy efficiency resources provide zero performance in
off-peak hours.””® The Commission found that aspect of ISO-NE’s proposal to be unduly
discriminatory, explaining that such an assumption is inappropriate because it would
require energy efficiency resources—which can, and often do, perform in off-peak
hours—to incur significant costs to monitor and verify their load reductions around-the-
clock. As the Commission explained, it is unnecessary to track the performance of
energy efficiency resources around-the-clock because, unlike all other types of resources,
energy efficiency resources by design do not actively perform in real-time and, therefore,

" ISO-NE Feb. 12,2014 Answer at 25 (citing Test. of Paul Hibbard and Todd
Schatzki at 23).

% PSEG and NRG Request for Rehearing at 24 (quoting May 30 Order, 147 FERC
961,172 at P 89) (internal quotations omitted).

% May 30 Order, 147 FERC 4 61,172 at P 89.
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are not able to respond to real-time performance incentives.”’ The Commission’s
acknowledgement that this fundamental difference warrants an exemption for energy
efficiency resources does not undermine the Commission’s findings that the other types
of resources are similarly situated to one another.

49.  Public Systems argue that the two-settlement capacity market design risks double-
compensating resources that receive compensation for providing ancillary services, such
as frequency regulation service. We disagree. The two-settlement capacity market
design compensates resources for providing the capacity product the region needs,
whereas the ancillary services market compensates resources for certain additional
benefits they provide to the system beyond their ability to operate consistent with their
Capacity Supply Obligations. The fact that a resource’s real-time performance can
impact the revenue it receives from both the capacity market and the energy and ancillary
services markets does not mean the resource is overcompensated. Rather, it means that
the resource’s attributes are providing multiple system benefits and the resource is being
compensated accordingly.”®

C. Adopting Aspects of ISO-NE’s and NEPOOL’s Proposals in
Combination

1. Requests for Rehearing

50.  Connecticut and Rhode Island argue that the Commission erred by predetermining
that the combined incentive scheme represented by the increased Reserve Constraint
Penalty Factors and the two-settlement capacity market design is just and reasonable.
They argue that the record contains no evidence showing that the combination of these
two changes will produce a just and reasonable result.”’ Connecticut and Rhode Island
further argue that the Commission erred in establishing a narrow section 206 proceeding
and failed to provide the parties with adequate notice of its intention to adopt a combined

7 1d

% For example, if a resource provides frequency regulation service during a
reserve deficiency, that resource is supporting system reliability in two separate, but
related, ways: (1) by satisfying its share-of-system obligation, consistent with its
Capacity Supply Obligation, and (2) by helping to regulate the frequency of the
transmission grid. As long as the compensation for each service is commensurate with
the benefits the resource is providing, compensating that resource for those two services
does not constitute overcompensation.

* Connecticut and Rhode Island Request for Rehearing at 31.
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incentive scheme consisting of aspects of ISO-NE’s and NEPOOL’s proposals. They
assert that, by failing to provide an opportunity to meaningfully consider and respond to
the combined scheme, the Commission has violated the Due Process Clause and the
Administrative Procedures Act.'”

51.  PSEG and NRG argue that the Commission erred by instituting an FPA

section 206 proceeding and thereby “injecting substantial uncertainty and further
disruption into the market.”’”’ PSEG and NRG contend that, under the “jump ball”
provision in the Tariff, the Commission did not need to establish an FPA section 206
proceeding to implement a rate that consists of aspects of both ISO-NE’s proposal and
NEPOOL’s proposal.'® PSEG and NRG request that the Commission either “clarify its
reasons for establishing a separate proceeding and the specifics of the rates that would
apply as of the refund effective date in the event that refund is deemed necessary[,]” or
“grant rehearing and find that the FPA section 206 proceeding is either constrained in
scope, or was unnecessary.”'”> PSEG and NRG further assert that the Commission
heightened this uncertainty by establishing a refund effective date of one day after
publication in the Federal Register, rather than suspending the rate for the 5-month
maximum period allowed under the FPA.'*

52.  Public Systems argue that the Commission should treat ISO-NE’s compliance
filing as a supplement to its section 205 filing, and should clarify that interveners may
protest it as such. Public Systems specifically request that the Commission clarify “that
its review of the compliance filing will include substantive concerns, and not merely the
procedural question whether ISO-NE complied with the obligation to make a filing
addressing certain topics.”®

1% 14 at 32 (citing Pub. Serv. Comm'n of Ky. v. FERC, 397 F.3d 1004, 1012 (D.C.
Cir. 2005) (PSC of Kentucky)).

191 pSEG and NRG Request for Rehearing at 25.
02 5,

103 74

1% 1d. at 26.

105 77 at 25-26.
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2. Commission Determination

53.  We deny rehearing of the Commission’s decision simultaneously to adopt
NEPOOL’s proposed Reserve Constraint Penalty Factors and a modified version of ISO-
NE’s two-settlement capacity market design. Contrary to multiple parties’ assertions, the
record contains sufficient evidence that simultaneously adopting the increased Reserve
Constraint Penalty Factors and the two-settlement capacity market design constitutes a
just and reasonable solution to the region’s resource performance problems.

54.  As the Commission explained in the May 30 Order, the two-settlement capacity
market design together with the increased Reserve Constraint Penalty Factors provide a
just and reasonable incentive structure that will help ensure reliability.'®® Increasing the
Reserve Constraint Penalty Factors is a change to the real-time energy and reserves
markets that will provide an immediate, incremental incentive for improved resource
performance.'” The two-settlement capacity market design is a change to the capacity
market that will provide a more significant performance incentive but will not produce
revenues reflecting that incentive until 2018.'® The Commission continues to find

that an effective combination of increased Reserve Constraint Penalty Factors and the
two-settlement capacity market design will provide the requisite incentive structure need
to help ensure reliability in New England. As the Commission has acknowledged, it is
possible that, in the future, the Reserve Constraint Penalty Factors could impact resource
performance in a way that could warrant adjusting the Capacity Performance Payment
Rate. However, the Commission has also explained why no such adjustment is
appropriate at this time.'®

1% May 30 Order, 147 FERC 9 61,172 at P 25.
7 1d. P 108.

1% Jd.; see also ISO New England Inc. and New England Power Pool Participants
Committee, 152 FERC 9 61,190, at P 45 (accepting ISO-NE tariff provisions that
implement a program to help ensure reliability during the winter seasons prior to the two-
settlement capacity market design being implemented in 2018).

19 As the Commission explained in the October 2 Order, due to the speculative
nature of the relationship between the values used for the Reserve Constraint Penalty
Factors and the value used for the Capacity Performance Payment Rate, it is appropriate
for any necessary adjustments to the $5,455/MWh Capacity Performance Payment Rate
to be based on the increased Reserve Constraint Penalty Factors’ actual impacts on
system parameters. October 2 Order, 149 FERC 9 61,009 at P 24, reh’g, 153 FERC
961,224 at PP 16-17.
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55.  Connecticut and Rhode Island argue that the Commission violated the Due

Process Clause and the Administrative Procedures Act by failing to provide the parties
with adequate notice that it would adopt a solution comprised of elements of ISO-NE’s
proposal and NEPOOL’s proposal.110 We disagree. The parties in this proceeding did, in
fact, have notice and opportunity to present evidence and argument on the issue of
whether the combined solution is just and reasonable. From the outset of this proceeding,
the proposed solutions to the region’s resource performance problems involved changes
to the FCM and the energy and ancillary services markets, including simultaneous
changes to both. Thus, Connecticut and Rhode Island had notice that the Commission
might adopt either of the proposed solutions, or individual aspects of those solutions.

At the initial stage of the proceeding, Connecticut and Rhode Island had the opportunity
to submit—and did, in fact, submit—evidence and argument concerning the increased
Reserve Constraint Penalty Factors, the two-settlement capacity market design, and the
merits of adopting a performance incentive structure involving both the FCM and the
energy and ancillary services markets. At the compliance stage of the proceeding, they
also had the opportunity to submit—and did, in fact, submit—evidence and argument on
whether the increased Reserve Constraint Penalty Factors might impact specific elements
of the two-settlement capacity market design.!"! Further, the parties have also had the
opportunity to raise their arguments concerning this issue on rehearing.'"?

56.  We are also unpersuaded by PSEG and NRG’s argument that by instituting a
section 206 proceeding rather than acting under the “jump-ball provision,” the
Commission in the May 30 Order caused substantial uncertainty and disrupted the
market. Aside from their vague and unsupported allegations, no other ensuing pleadings
and filings, nor ISO-NE’s compliance filing, revealed any such confusion. In any case,
the Commussion properly invoked its section 206 authority to find that ISO-NE’s existing
tariff was unjust and unreasonable “because it fails to provide adequate incentives for
resource performance, thereby threatening reliable operation of the system and forcing

" Connecticut and Rhode Island Request for Rehearing at 32 (citing PSC of
Kentucky, 397 F.3d at 1012).

M See May 30 Order, 147 FERC 94 61,172 at P 110; October 2 Order, 149 FERC
9 61,009 at PP 14-30.

"2 See, e.g., State of Cal. ex rel. Lockyer v. FERC, 329 F.3d 700, 711 (9" Cir.
2003) (“the Commission provided all the procedural protections required by the Fifth
Amendment and FPA when it carefully considered all the evidence and arguments that
the petitioners offered in their petitions for rehearing and motions to intervene.”); see also
ANR Pipeline Co. and TC Offshore LLC, 143 FERC § 61,225, at PP 57, 60 (2011).
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consumers to pay for capacity without receiving commensurate reliability benefits,”*"?

a finding supported by overwhelming record evidence and not within the scope of the
“jump-ball provision.” Further, the Commission did not merely adopt ISO-NE’s and
NEPOOL’s proposals outright; the Commission provided for further processes under its
section 206 authority by directing ISO-NE to submit as part of its compliance filing either
tariff revisions reflecting any adjustments that it believes are necessary in light of the
Commission's decision to implement Reserve Constraint Penalty Factor changes, or an
explanation as to why no such adjustments are necessary.'™* Thus, regardless of whether
the “jump-ball provision” allows the Commission to adopt any or all aspects of both
proposals, as PSEG and NRG allege,'"® the Commission in the May 30 Order took action
and made findings beyond those contemplated in the “jump-ball provision,” and which
required the Commission to invoke section 206. Having instituted a section 206

proceeding, the Commission was statutorily required to establish a refund effective
date.""®

57.  Lastly, we dismiss as moot Public Systems’ request to clarify the scope of the
compliance proceeding that the Commission instituted in the May 30 Order. Public
Systems request that the Commission treat ISO-NE’s compliance filing as a supplement
to its section 205 filing and clarify that interveners can protest the substance of ISO-NE’s
compliance filing. ISO-NE submitted its compliance filing on July 14, 2014, and

3 May 30 Order, 147 FERC 61,172 at P 23; see also id. P 26.
14 14 P 110.

13 We make no finding as to whether PSEG and NRG correctly interpret the
“yump-ball provision” in that regard.

1616 U.S.C. § 824e(b) (2012) (“Whenever the Commission institutes a
proceeding under this section, the Commission shall establish a refund effective date.”)
(emphasis added). We dismiss as moot PSEG and NRG’s request that we “clarify the
specifics of the rates that would apply as of the refund effective date in the event that
refund is deemed necessary.” PSEG and NRG Request for Rehearing at 25.

Section 206(b) of the FPA provides that the Commission may order refunds “of any
amounts paid, for the period subsequent to the refund effective date through a date

fifteen months after such refund effective date, in excess of those which would have been
paid under the just and reasonable rate . . . which the Commission orders to be thereafter
observed and in force.” 16 U.S.C. § 824e(b) (2012) (emphasis added). Because the
Commission has established the just and reasonable rate in this proceeding prior to any
payments being made under that rate, there is now no basis on which to calculate refunds
in this proceeding.
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multiple parties, including Public Systems, filed protests raising numerous substantive
issues. In the October 2 Order, the Commission rejected in part and accepted in part ISO-
NE’s compliance filing, subject to a further compliance filing.""” In doing so, the
Commission addressed the merits of the various protests to the compliance filing,
including Public Systems’ protest."'® Because the Commission has already addressed the
substantive issues that Public Systems raised in the compliance proceeding, we dismiss as
moot Public Systems’ request to clarify the scope of that proceeding.

D. Exemptions for Resource Non-Performance

1. Requests for Rehearing and Clarification

58.  Dominion, Indicated Generators, NextEra, PSEG and NRG, and Public Systems
request rehearing of the Commission’s determination that a capacity market design that
includes no exemptions for resource non-performance is just and reasonable.

59.  Dominion argues that the Commission erred in accepting ISO-NE’s two-
settlement capacity market design without allowing an exemption from penalties in
situations where electric transmission outages make it impossible for capacity resources
to supply energy or operating reserves during a scarcity event. Accordingly, Dominion
requests that the Commission grant rehearing and direct ISO-NE to exempt capacity
resources from penalties when a planned or unplanned transmission outage prevents or
limits resources from supplying their share of energy or operating reserves during a
scarcity event.'”’

60.  Dominion contends that the Commission’s rejection of an exemption for
transmission outages is inconsistent with the very rationale it employed in accepting ISO-
NE’s proposal. Dominion explains that if a resource is not available during a scarcity
event because of a planned or unplanned transmission outage, no amount of incentives or
penalties will result in the resource being available. Therefore, Dominion argues that if a
resource is willing and able to perform but cannot do so because of a transmission outage
that is beyond its control, it is neither just nor reasonable to penalize the resource through
a reduction in the capacity payments it receives for being available to ISO-NE.*?’

"7 The Commission accepted ISO-NE’s second compliance filing in ISO New
England Inc., Docket No. ER14-2419-002 (Jan. 15, 2015) (delegated letter order).

8 October 2 Order, 149 FERC 461,009 at P 1.

" Dominion Request for Rehearing at 1-2.

120 77 at 8.
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Dominion also argues that the Commission’s decision to accept ISO-NE’s no-exemptions
policy is contrary to the Commission’s recent decision in New England Power
Generators Association, Inc. v. ISO New England, Inc., 144 FERC 9 61,157 (2013)
(NEPGA), where the Commission found “that a demonstrated inability to procure fuel or
transportation, as opposed to an economic determination not to procure fuel or
transportation, may legitimately affect whether a capacity resource is physically available
under the Tariff, and therefore may excuse non-performance.”'*!

61.  Dominion also argues that the Commission does not explain how a resource could
factor in the risk of planned or unplanned transmission outages in its offers three years
before the applicable Capacity Commitment Period. Dominion asserts that the
Commission does not explain how these resources “with better performance
characteristics” could incorporate a lower risk premium in their offer when transmission
outages have nothing to do with the performance characteristics of generation

I‘ESOU.I'CCS.IZZ

62.  Dominion argues that reliance on what may be just and reasonable in a
hypothetical fully-functioning uncapped energy market is not a valid justification for
rejecting an exemption from penalties based on transmission outages or constraints.'*
Dominion states that the notion that ISO-NE operates a fully-functioning uncapped
energy market is a fiction, which cannot serve as a legitimate basis for the Commission’s
acceptance of ISO-NE’s proposal.'**

63.  Indicated Generators contend that the Commission has not given proper
consideration to the comments from numerous market participants regarding exemptions
for transmission outages, force majeure events, maintenance outages, and when a
resource is following an ISO-NE dispatch instruction. Therefore, Indicated Generators
argue that the Commission incorrectly concluded that capacity suppliers are uniquely
situated to control for non-performance.'® Indicated Generators assert that the
Commission did not address their arguments demonstrating that excusing non-
performance caused by circumstances not reasonably anticipated or under the control of

121 Id.

22 14 at 10.
B Id at7.
4 14, at 8.

125 Indicated Generators Request for Rehearing at 5-6.
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the supplier is both established industry practice and consistent with rational economic
theory. Indicated Generators state that virtually all transactions within the Commission’s
Jurisdiction excuse non-performance in circumstances beyond a contracting party’s
reasonable control.'* In addition, Indicated Generators argue that the Commission failed
to address arguments that, contrary to ISO-NE’s assertions, ISO-NE is most often the
best-positioned party to manage non-performance risk.

64. Indicated Generators argue that the May 30 Order results in an unjust and
unreasonable redistribution of non-performance risk to entities that have no control over
such risk and no viable means to abate it. For example, Indicated Generators state that
the Capacity Performance Bilateral market that the Commission accepted in the May 30
Order does not exist at present. In addition, Indicated Generators state that the results of
FCA 8 strongly suggest that there will not be adequate uncommitted capacity to support a
robust Capacity Performance Bilateral market.'”” Indicated Generators argue that this
could have significant deleterious effects on the marketplace and reliability overall if
suppliers depart from the marketplace to avoid the onerous burdens associated with
unexcused non-performance. Therefore, Indicated Generators state that the Commission
should grant rehearing and order ISO-NE to recognize non-performance exemptions in
those limited instances in which suppliers truly have no ability to control for the risk of
non-performance — transmission outages, maintenance outages, force majeure events, and
when following dispatch instructions from ISO-NE.'?®

65.  NextEra contends that by rejecting all exemptions to the two-settlement capacity
market design the Commission acted in an arbitrary and capricious manner."” NextEra
states that transmission outages and the timing for transmission owners to fix problems
on the transmission system are completely out of the control of capacity resources.
NextEra further asserts that the Commission failed to address how the May 30 Order
could assume a “fully-functioning” market, while on the same day the Commission
granted an exemption for renewables that will depress capacity prices paid to capacity

126 17 at 6-7.
27 14 at 9-11.
128 14 at 11.

1%? NextEra Request for Rehearing at 2.



Docket Nos. ER14-1050-002 and EL14-52-001 -33 -

resources.’” NextEra contends that it is arbitrary and unreasonable for the Commission
to make conflicting policy decisions without an explanation.”

66. PSEG and NRG argue that the May 30 Order’s failure to recognize appropriate
exemptions from non-performance penalties is unreasonable because events beyond a
resource’s control that prevent it from delivering energy during a Capacity Scarcity
Condition are precisely the kind of events that are best addressed through shared risk
management.”*? PSEG and NRG contend that allocation of these risks to consumers,
spread broadly over the entire system, makes economic sense. PSEG and NRG further
argue that many dispatch decisions are not based on a security-constrained economic
dispatch, and that holding generators financially responsible for decisions by system
operators that are opaque to the generators is both unfair and inefficient and represents a
significant transfer of risk.?

67.  Public Systems argue that the Commission erred by defining capacity resource
performance as producing energy or reserves during a Capacity Scarcity Condition
regardless of whether ISO-NE has asked a resource to provide such energy or reserves.'**
Public Systems assert that ISO-NE may not dispatch capacity resources for energy or
reserves during scarcity conditions in many situations, including when (i) transmission
outages or constraints prevent ISO-NE from delivering the resource’s energy or reserves
where they are needed; (ii) the resource is offline due to an ISO-NE-approved, scheduled
maintenance outage; or (iii) ISO-NE previously scheduled or dispatched the resource in
such a way that its operational characteristics now prevent it from being available during
the scarcity condition. Public Systems argue that these situations do not represent
failures by the resource to provide capacity, but rather represent situations beyond the
resource’s control that render it temporarily inaccessible or undeliverable where it is
needed. Public Systems state that the rules approved in the May 30 Order fail to

9 Specifically, NextEra states that the Commission issued an order in which an
annual exemption for up to 200 MW (capacity rating) of renewables would be permitted
to enter the market without mitigation at $0/kW-month, which the Commission
acknowledged would put downward pressure on capacity clearing prices. Id. at 9 (citing
ISO New England, Inc., 147 FERC 9 61,173 (2014)).

Bl d. at 10.
2 PSEG and NRG Request for Rehearing at 11-13.
33 1d. at 13-18.

34 Public Systems Request for Rehearing at 6-9.
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acknowledge that in some of these situations even an ideal capacity resource—i.e., one
that is well-maintained and operated, with instantaneous starting and ramping ability—
would produce no energy. Public Systems argue that the approved rules will, therefore,
deprive even such an ideal resource of substantial portions of its capacity revenues.
Public Systems further contend that potentially penalizing capacity resources for
conditions beyond their control violates the FPA’s requirement that there be some
meaningful relationship between an entity’s actions and the costs or revenues it is
assigned.'®

68.  PSEG, NRG, and Public Systems request rehearing on several related issues,
including the basis on which the Commission adopted the no-exemptions design and the
impacts of the design on different market participants. Public Systems argue that the
Commission failed to adequately explain its reasoning for why the absence of exemptions
from non-performance charges is just and reasonable.’*® Public Systems, PSEG and
NRG assert that the Commission erroneously denied that the two-settlement capacity
market design represents a fundamental change,"’ and found the new performance
definition reasonable because it mimics what would happen in an uncapped energy
market. However, Public Systems contend that there is no reason to assume that an
uncapped energy market is inherently reasonable. Public Systems aver that, in order to
be reasonable, an uncapped energy market might give resources more autonomy in
scheduling outages and in determining the timing and level of their operation, and that
capacity resources in the FCM do not have such autonomy. Similarly, PSEG and NRG
assert that the Commission’s comparison of the new rules to outcomes in an uncapped
energy market are inappropriate because foregone energy market revenues are not
analogous to penalties for failing to deliver energy. Public Systems also argue that the
new performance rules fail to properly value the reliability benefits that capacity
resources provide during non-scarcity conditions, when those resources may be helping
prevent a reserve deficiency.'*®

69. Lastly, NEPGA and NEPOOL each request clarification of the Commission’s
finding that an exemption is appropriate in instances where an intra-zonal transmission
constraint may lead to improper price signals. NEPGA asserts that, at a June 20, 2014
NEPOOL Markets Committee meeting, ISO-NE appeared to interpret the Commission’s

B5 1d. at 9-11.
B8 1d. at 13-14.
Y7 Id; PSEG and NRG Request for Rehearing at 8-11.

38 public Systems Request for Rehearing at 18.
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directive as allowing ISO-NE to base the exemption on nodal pricing in the energy
markets."* NEPGA argues that such an approach does not identify every situation where
an intra-zonal constraint would limit the ability of a resource to provide energy or
reserves across the constraint.!*® Therefore, NEPGA requests that the Commission
clarify that it intended for ISO-NE to exempt resources not only when the dispatch
software indicates a constraint exists, but also when generators follow dispatch
instructions that limit their output.*' Similarly, NEPOOL requests that the Commission
clarify that the exemption should apply not only to resources whose performance is
limited by intra-zonal congestion, but also to resources whose performance is limited by
un-modeled transmission constraints.*?

2. Commission Determination

70.  We deny rehearing on the issue of exemptions from Capacity Performance
Payments when a capacity resource fails to deliver energy or reserves due to a
transmission outage or some other factor beyond the resource’s control. In addition, we
dismiss as moot NEPGA’s and NEPOOL’s requests for clarification.

71.  Dominion, Indicated Generators, PSEG, and NRG assert that the Commission
erred by failing to recognize exemptions from Capacity Performance Payments when a
resource’s non-performance is the result of factors beyond the resource owner’s
control—specifically, non-performance caused by a transmission outage, force majeure
event, following ISO-NE’s dispatch instructions, or being on a maintenance outage.
These parties argue that the risk of non-performance in those situations is properly borne
by, and spread across, transmission customers. We disagree. Exemptions within the
two-settlement capacity market design represent a reallocation of performance risk from
capacity suppliers to consumers. We are not persuaded by the requesting parties’
arguments that such a reallocation is appropriate here.

72. NextEra and Public Systems argue that the Commission erred in justifying the
lack of exemptions by assuming the existence of an uncapped energy market, which they
assert does not exist in New England. However, by agreeing with ISO-NE that it is
appropriate for a capacity market construct to mimic, to the extent practicable, the

9 NEPGA Request for Clarification at 3.
0 54
" Id at4.

2 NEPOOL Request for Clarification at 7.
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performance incentives of an uncapped energy market, the Commission did not assume
or suggest that an uncapped energy market exists in New England. Rather, as explained
above, the Commission merely referenced certain economic principles underlying an
uncapped energy market, and found it appropriate for the two-settlement capacity market
design to adhere to those principles."* The specific principle that the Commission cited
in relation to the lack of exemptions—i.e., that “resources only earn scarcity revenue if
they can actually deliver energy during periods of scarcity”**—supports the notion that
the risk of non-performance under the two-settlement capacity market design, including
risk that may be beyond a resource owner’s control, is most appropriately borne by

capacity suppliers, rather than consumers.

73.  Dominion argues that resources will not be capable of accurately pricing the risk
of transmission outages into their offers three years in advance of the delivery year
because such outages are unpredictable. However, as the Commission noted in the
May 30 Order, evaluating the risk of factors beyond one’s control is neither impossible
nor uncommon in numerous market contexts.’ Capacity suppliers have knowledge of
their resources’ locations on the transmission system, as well as knowledge of the types
and probabilities of transmission outages, or dispatch constraints, that might affect their
ability to provide energy and reserves to load. Based on that knowledge, resource owners
can calculate the likelihood that a particular resource’s performance will be affected by
such constraints. Using that information, resource owners can then calculate a risk
premium, which they are permitted to include in their capacity supply offers.

74.  While it is true that there is uncertainty in these types of risk premium
calculations, as the Commission acknowledged in the May 30 Order,'*® that uncertainty
does not render the market design unjust and unreasonable.’’ Indeed, uncertainty is, to
some extent, unavoidable in a market. For example, when a resource owner submits an
offer into any forward capacity market, it does so based on its expectations regarding
numerous uncertain variables, including construction costs, maintenance costs, the

3 See supra P 37.

144 May 30 Order, 147 FERC 9 61,172 at P 63.
S 1d. P 98.

146 Id

147 See, e.g., New England Power Generators Ass’n, Inc. v. FERC, 707 F.3d 364,
369 (2013) (rejecting argument that uncertainty regarding rate stability constitutes legal

injury).
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regulatory environment, and what the energy market price is likely to be in the delivery
year. The fact that a resource owner must make its bid based on uncertain, and
sometimes unknowable, variables does not necessarily render the market design unjust
and unreasonable. As with those risks, capacity suppliers, not consumers, are in the best
position to assess and price the performance risk associated with their resources. Thus,
the Commission correctly found that it is appropriate to adjust resources’ Capacity
Performance Payments when they fail to perform, regardless of the reason for their non-
performance.

75.  Furthermore, while it is possible that the lack of exemptions will produce higher
capacity prices, we reiterate that consumers will receive commensurate benefits for any
such rate increase. This is because the lack of exemptions will produce a stronger
performance incentive for resources, which will increase the probability that consumers
will receive the capacity product that they paid for, through their load serving entities,
during the most critical hours of the year. With the lack of exemptions under the two-
settlement capacity market design, consumers are not as reliant upon specific capacity
resources. That is, if a resource that assumed a Capacity Supply Obligation cannot
perform during a Capacity Scarcity Condition, load serving entities’ payment for that
capacity will instead be redirected to those resources that can deliver the required
product. Similarly, the increased performance incentive can be expected to reduce price
spikes in the real-time markets, and therefore reduce the rates that load serving entities,
and ultimately consumers, pay. Therefore, we continue to find that the benefits of using
such a market design in the New England region are commensurate with, and may in fact
outweigh, the associated costs.

76.  We reject Dominion’s assertion that the Commission’s decision to not allow
exemptions is at odds with NEPGA. As relevant here, NEPGA addressed the question of
whether, under the Tariff rules in place at that time, a demonstrated inability to procure
fuel, or transportation of that fuel, could excuse a capacity resource’s failure to satisfy its
performance obligations."® The Commission found that, under the then-existing Tariff
rules, an inability to procure fuel or transportation “may legitimately affect whether a
capacity resource is physically available under the Tariff, and therefore may excuse
nonperformance.”'*

77.  NEPGA does not bear on the issue of non-performance exemptions under the
two-settlement capacity market design, because that case involved Tariff provisions that
differ from those adopted in the May 30 Order. NEPGA concerned FCM rules under

8 See id P 47.

149 [d
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which a resource could be excused for non-performance in certain circumstances.'>
The May 30 Order changed those FCM rules by, among other things, removing non-
performance exemptions. This difference alone renders NEPGA inapposite to the issue
of exemptions under the two-settlement capacity market design. However, NEPGA is
also distinguishable because the performance obligations at issue in NEPGA were
different from those at issue in the instant case.'

78.  Public Systems also argue that failing to include an exemption from Capacity
Performance Payments for resources that fail to deliver energy or reserves due to a factor
beyond the resource owner’s control violates cost causation principles.’** We disagree.
Under the two-settlement capacity market design, a capacity resource is paid for taking
on a forward obligation to, inter alia, provide energy or reserves up to its share of the
system’s needs during Capacity Scarcity Conditions. As in many other forward-contract
structures, the seller of the contract is not relieved of its obligation to deliver the product
at the delivery time if circumstances beyond its control prevent it from doing so. In the
event of such a failure to deliver, the seller must settle for the deviation from its
obligation at the spot price.

79.  Inthe two-settlement capacity market design, the Capacity Performance Payment
Rate, rather than the real-time energy price, serves as the spot price for settling

150 See, e.g., id. P 55 (“Although the Tariff imposes strict performance obligations
on capacity resources, it also recognizes that certain events may cause a capacity resource
to be unable to follow dispatch instructions. In particular, Forced Outages, Force
Majeure events and other events that result in a capacity resource not being physically
available may excuse a capacity resource from following dispatch instructions.”) (internal
citations omitted); id. P 56 (“If a capacity resource cannot procure fuel or transportation
in real time in order to run at dispatch levels beyond its day-ahead commitment (or when
not scheduled in the day-ahead market), then the resource is not physically available to
perform for a reason beyond the resource’s control for those additional hours and/or
incremental MWs; thus the resource may be excused for non-performance.”).

5! The performance obligations at issue in NEPGA were, inter alia, the
submission of a day-ahead offer and the response to dispatch instructions. In contrast, the
performance obligation at issue in the instant proceeding is the provision of a particular
resource’s share of the system’s needs during a Capacity Scarcity Condition.

152 public Systems Request for Rehearing at 9.
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deviations.” Thus, for a resource that fails to deliver energy or reserves due to a factor
beyond its control, the Capacity Performance Payment does not represent the assessment
of an unassociated cost; rather, it represents the resource’s settlement for deviating from
its forward obligation. While we acknowledge that a resource may occasionally be
unable to deliver energy or reserves due to factors such as a transmission outage or a
dispatch decision by ISO-NE, the resource is permitted to include a reasonable estimate
of the frequency of such occurrences in the risk premium component of its capacity
supply offer. Thus, the resource has the opportunity to recover the costs associated with
such non-performance risks. Additionally, a resource that undertakes the investment and
maintenance actions necessary to maximize the probability that it can perform during
Capacity Scarcity Conditions can reasonably expect that it will have opportunities to
perform in excess of its share of the system’s needs during some Capacity Scarcity
Conditions, thereby partially or fully offsetting any negative Capacity Performance
Payments it might be assessed during other Capacity Scarcity Conditions.

80. We dismiss as moot NEPGA’s and NEPOOL’s requests for clarification. NEPGA
and NEPOOL request, in effect, that the Commission clarify the scope of the exemption
it expects ISO-NE to adopt in addressing the intra-zonal transmission constraint issue that
the Commission identified in the May 30 Order. However, in the October 2 Order, the
Commission found that, based on the additional evidence submitted at the compliance
stage of the proceeding, such an exemption is not necessary.’> Because the Commission
has found such an exemption to be unnecessary, we find NEPGA’s and NEPOOL’s
requests to clarify the scope of that exemption to be moot."> For the same reason, we

153 We note that using the Capacity Performance Payment Rate as the basis for
settling deviations provides market participants with certainty as to what the spot price
for such settlements will be.

134 October 2 Order, 149 FERC 9 61,009 at PP 56-62. The Commission directed
ISO-NE to submit an additional compliance filing to reflect the Commission’s finding
that such an exemption was unnecessary. Id. at 56. ISO-NE submitted the additional
compliance filing on November 3, 2014, and the Commission accepted that compliance
filing on January 15, 2015. ISO New England Inc., Docket No. ER14-2419-002, at 1-2
(Jan. 15, 2015) (delegated letter order).

15 NEPOOL additionally seeks clarification as to whether an exemption is
appropriate when, during a Capacity Scarcity Condition, the output of a resource on the
export side of a capacity zone interface is limited due to a reduction in transfer capability
between capacity zones resulting from a transmission outage or de-rate. However, if we
assume that the capacity zone on the export side of the interface is not experiencing a
Capacity Scarcity Condition, then the resource in question will not be subject to Capacity

(continued ...)
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also deny Public Systems’ request for rehearing concerning whether the Commission

failed “to fully define the problem of applying PI to resources on the export side of an
intra-zonal transmission constraint, and err[ed] in failing to direct [ISO-NE] to fix the
problem properly.”>

E. Capacity Market Design Parameters

1. Performance Payment Rate

a. Requests for Rehearing

81.  Connecticut, Rhode Island, and Potomac Economics argue that the Commission
erred in accepting ISO-NE’s Capacity Performance Payment Rate because it creates an
energy market shortage price based on planning requirements rather than a reasonable
estimate of the value of energy during shortage conditions.”®” Potomac Economics also
argues that the Commission erred in failing to base the Capacity Performance Payment
Rate on economic principles that would indicate the value of energy in the operating
horizon. In addition, Potomac Economics argues that the Commission erred in failing to
recognize that the Capacity Performance Payment Rate and the Reserve Constraint
Penalty Factors are additive, and that the Commission thereby adopted an aggregate rate
that exceeds the level supported by evidence in the record. Potomac Economics argues
that the Commission erred in failing to recognize that the Capacity Performance Payment

Performance Payments. If, instead, we assume that both capacity zones are in Capacity
Scarcity Conditions, the reduced transfer capability across the zonal interface is not
distinguishable from any other inter-zonal transmission congestion that might limit a
capacity resource’s output, and the Commission rejected calls for an exemption in such a
situation in the May 30 Order, 147 FERC 9 61,172 at PP 63, 68, for the same reasons
articulated above: Exemptions from Capacity Performance Payments within the
two-settlement market design merely represent a reallocation of performance risk from
capacity suppliers to consumers, and we find that suppliers, not consumers, are in the
best position to assess and price the performance risk associated with their resources.

See supra PP 71-75.

136 public Systems Request for Rehearing at 5.

"> Potomac Economics Request for Rehearing at 3-4; Connecticut and Rhode
Island Request for Rehearing at 14-16.
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Rate should increase as shortages become deeper in order to reasonably and efficiently
reflect system conditions.™®

82.  Potomac Economics argues that there is no reason the Capacity Performance
Payment Rate alone needs to provide the revenue necessary to incent new investment, as
it 1s well understood that the marginal incentive to invest in new resources is provided by
a combination of capacity and energy revenues.'® Potomac Economics states that ISO-
NE’s sloped demand curve, which the Commission approved on April 1, 2014, is based
on the net cost of new entry. Potomac Economics asserts that basing the demand curve
on the net cost of new entry ensures that capacity market revenues, together with energy
and ancillary services market revenues, are sufficient to cover the cost of new entry up to
at least the planning requirement that meets the 1-day-in-10-years reliability criterion.
Potomac Economics contends that if the Capacity Performance Payment Rate were
lowered, ISO-NE’s sloped demand curve would still establish capacity prices that will
ensure the 1-day-in-10-years standard is satisfied.’®

83.  Potomac Economics contends that the Commission erred by not addressing its
proposal to adopt a Capacity Performance Payment Rate that would increase as a reserve
shortage deepens. Potomac Economics states that it is indisputable that energy and
operating reserves become more valuable as operating reserve shortages deepen because
the probability of having to shed load increases exponentially. Potomac Economics notes
that a single, flat Capacity Performance Payment Rate will not provide as substantial a
signal during the deepest shortages to incent suppliers within and outside of New
England to provide all available energy under these conditions to avoid involuntary load
loss.

b. Commission Determination

84.  We deny rehearing on the issue of whether the $5,455/MWh Capacity
Performance Payment Rate and the phase-in Capacity Performance Payment Rates are
just and reasonable.'®' Multiple parties contend that the two-settlement capacity market

158 Potomac Economics Request for Rehearing at 3-4.
% 1d. at 5-6.

160 74 at 7.

161 We note that, concurrently with this order, the Commission is 1ssuing an order
on rehearing in the compliance proceeding that the Commission initiated in the May 30
Order. See ISO New England Inc., 153 FERC 9 61,224. In that compliance proceeding,
the Commission explicitly directed ISO-NE to address whether it is appropriate to adjust

(continued ...)
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design will produce unjust and unreasonable rates for consumers because the Capacity
Performance Payment Rate is based on the 1-day-in-10-years reliability standard, rather
than on the real-time value that consumers place on additional supply when supply is not
meeting demand in real-time—which is commonly referred to as the value of lost load.'®?
We disagree.

85.  The Capacity Performance Payment Rate is based on the number of expected
annual scarcity hours for the New England power system. Using the 1-day-in-10-years
resource adequacy criterion, which is established by the Northeast Power Coordinating
Council and is the basis for the Installed Capacity Requirement in the New England
region, ISO-NE calculated an expected 21.2 hours of scarcity per year.'®® In the May 30
Order, the Commission explained that it was “not persuaded that setting the Capacity
Performance Payment Rate at the value of lost load would provide adequate incentive

for new entry, when required, and would therefore meet [the 1-day-in-10-years]
reliability standard.”*®* We remain unpersuaded on this issue, as the record does not
support the conclusion that calculating the Capacity Performance Payment Rate based on
the value of lost load would satisfy the 1-day-in-10-years reliability standard under
current system conditions, where consumers do not see wholesale prices in real-time and,
therefore, are unable to assign value to lost load in real-time.

86.  Potomac Economics argues that basing the Capacity Performance Payment Rate
on a planning criterion does not reflect the value of energy in the operating horizon.'®
Similarly, Connecticut and Rhode Island assert that this approach “disregards customers’
value of reliability and, consequently, far outstrips the reasonable range of values that

the Capacity Performance Payment Rate to reflect the increased Reserve Constraint
Penalty Factors. While Potomac Economics has raised arguments concerning that issue
in its request for rehearing of the May 30 Order, we find that the arguments on that issue
are more appropriately raised in the compliance proceeding. Accordingly, we dismiss
Potomac Economics’ request for rehearing on that issue here as beyond the scope of the
instant proceeding. However, we note that the Commission is addressing nearly identical
arguments from other entities in the companion order. See id. PP 15-22.

162 See Connecticut and Rhode Island Request for Rehearing at 14; Potomac
Economics Request for Rehearing at 5.

163 January 17 Filing, Att. I-1c at 107.

164 May 30 Order, 147 FERC § 61,172 at P 74.

165 Potomac Economics Request for Rehearing at 5.
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customers place on avoiding an electric power outage,”'® and “ties the cost of reliability

(i.e., the performance rate) to the cost of new entry for a new generator, which has no
bearing on the value of the reliability benefit for customers.”*” We disagree with these
assertions.

87.  Consumers receive reliability benefits by, inter alia, procuring—through the
capacity, energy, and ancillary services markets—a resource fleet that provides energy
and reserves during reserve deficiencies. As the Commission has explained, the incentive
for resources to provide that product can be provided through the capacity market, the
energy and ancillary services markets, or a combination of those markets. The combined
price that load serving entities pay in those markets reflects the value that consumers
place on reliability. An important difference between the current FCM rules and the
two-settlement capacity market design is that the level of reliability benefits that
consumers are purchasing through their load serving entities’ capacity payments will be
more transparent. Thus, rather than disregard the value of reliability to consumers, the
two-settlement capacity market design should more accurately reflect that value than the
existing FCM does. While it is possible that basing the Capacity Performance Payment
Rate on the value that consumers place on lost load in real-time could accurately reflect
the value that consumers place on reliability, this would require that consumers see, and
have the ability to respond to, lost load in real-time. We are not persuaded that demand-
side price transparency in New England is sufficient to allow consumers to see and
respond to wholesale prices in this way.

88.  As to Connecticut and Rhode Island’s assertion that the cost of new entry has no
bearing on consumers’ reliability benefits, this assertion ignores the FCM’s purpose,
which is, in part, to ensure reliability by procuring capacity that is sufficient to meet
demand.'® Because load serving entities, and ultimately consumers, must pay the cost
of new entry when new generation resources are required, the cost of new entry is
inextricably linked to the value of the reliability benefit that consumers receive for their
capacity market payments.

166 Connecticut and Rhode Island Request for Rehearing at 14.
17 1d. at 15.

18 See, e.g., Me. Pub. Utils. Comm’n v. FERC, 520 F.3d 464, 260 (D.C. Cir.
2008), rev’d in part on other grounds, NRG Power Marketing, LLC v. Me. Pub. Utils.
Comm’n, 558 U.S. 165, 168-170 (2010); Conn. Dept. of Pub. Util. Control v. FERC,
569 F.3d 477, 480 (D.C. Cir. 2009).
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89.  While Potomac Economics argues that the demand curve that ISO-NE uses in

the FCA will ensure that the region procures enough resources to satisfy the 1-day-in-
10-years reliability standard, we are not persuaded that it will do so reliably and
efficiently in the absence of adequate performance incentives. Potomac Economics is
correct that ISO-NE’s demand curve is based on the cost of new entry. However, it is
also the product of a simulation analysis that accounts for the expected performance of
the New England fleet. While the demand curve will procure an amount of capacity
necessary to satisfy the 1-day-in-10-years reliability standard, a demand curve
accompanied by strong performance incentives will be farther to the left, and thus need
to procure fewer megawatts to meet the reliability standard, than a demand curve without
strong performance incentives. A low Capacity Performance Payment Rate—i.e., one
that does not satisfy the principle that a resource that does not perform at all should
receive zero revenue—will result in poor performing resources remaining in the market
despite providing unreliable service, and ISO-NE will have to procure a greater quantity
of installed capacity in an attempt to ensure reliability, thereby increasing consumer
costs.!® Furthermore, if resource performance in a delivery year deteriorates to a level
that is lower than that which the demand curve assumes, such performance can threaten
reliability. Thus, as the Commission explained in the May 30 Order, merely procuring an
amount of nameplate capacity that meets the region’s net Installed Capacity Requirement
does not necessarily produce, and recently has not produced, the level of resource
performance necessary to ensure reliability.!” It is the demand curve and the Installed
Capacity Requirement plus the incentive to perform that ensures the 1-day-in-10-years
reliability standard is satisfied.

90.  Lastly, concerning Potomac Economics’ argument that, at a minimum, the
Capacity Performance Payment Rate should be altered so that it increases as shortages
become deeper, we acknowledge that such an approach might be sound. However,
assuming arguendo that Potomac Economics’ alternative would be just and reasonable, it
is well-established that there can be more than one just and reasonable rate.””! Thus, the
existence of another potentially just and reasonable approach does not render unjust and

19 January 17 Filing, Att. I-1c at 102.
7% See May 30 Order, 147 FERC § 61,172 at P 36.

' See, e.g., Me. Pub. Utils. Comm’n v. FERC, 520 F.3d 464, 470-71 (D.C. Cir.
2008), rev’d in part on other grounds sub nom. NRG Power Mktg., LLC v. Me. Pub.
Utils. Comm’n, 558 U.S. 165 (2010); City of Winnfield, La. v. FERC, 744 F.2d 871, 875-
76 (D.C. Cir. 1984).
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unreasonable the Capacity Performance Payment Rate that the Commission adopted in
the May 30 Order.'"

2. Monthly Stop-L.oss

a. Request for Rehearing

91.  Connecticut, Rhode Island, and NextEra argue that the Commission erred by
holding that ISO-NE’s monthly stop-loss mechanism was just and reasonable, even
though it creates a skewed risk profile. NextEra argues that the Commission ignored the
fact that the auction starting price is arbitrary, apparently finding that the “auction starting
price is known in advance, and therefore allows a resource to calculate its maximum risk
exposure for a Capacity Commitment Period based on its offer price.”’” NextEra argues
that it is not the auction starting price, but rather the projected auction clearing price (and
the associated monthly and annual stop-loss limits), that sets the risk profile for a market
participant.

92.  Connecticut, Rhode Island, and NextEra contend that the monthly stop-loss
mechanism places the greatest risks on capacity resources when the FCA clearing price is
low and places potentially insignificant risks on capacity resources when FCA clearing
prices are high. Connecticut, Rhode Island, and NextEra assert that this leads to excess
non-performance risk when clearing prices are low, and little or no non-performance risk
when clearing prices are at or near the starting price.!™ NextEra contends that the
skewed risk profile associated with the Commission-approved monthly stop-loss limits
shifts to consumers the costs associated with the higher non-performance risks that occur
when FCA prices are projected to be low.'”

12 We also note that the approach the Commission adopted is, in fact, similar to
Potomac Economics’ recommended alternative because less severe Capacity Scarcity
Conditions are likely to be shorter in duration, and therefore have less financial impact,
than more severe events, which are likely to be longer in duration and have a larger
financial impact.

'3 NextEra Request for Rehearing at 6 (citing May 30 Order, 147 FERC 61,172
at P 71).

7 Id_ at 1-2; Connecticut and Rhode Island Request for Rehearing at 24-26.

175 NextEra Request for Rehearing at 6-7.
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93.  NextEra contends that the Commission should grant rehearing to find ISO-NE’s
monthly stop-loss limit unjust and unreasonable and direct ISO-NE to implement
NextEra’s monthly stop-loss methodology, which is based directly on the existing
monthly stop-loss limit. NextEra states that, if the Commission does not grant rehearing
and direct the adoption of its stop-loss proposal, the Commission should set the issue for
hearing or direct stakeholders to develop monthly stop-loss limits that do not result in a
skewed risk profile.

b. Commission Determination

94.  We deny rehearing on the monthly stop-loss mechanism that the Commission
adopted in the May 30 Order. We acknowledge that there are trade-offs to basing the
stop-loss limits on either the auction starting price or the auction clearing price, and it is
possible that both approaches could be just and reasonable. As the Commission
explained in the May 30 Order, a key benefit of using the auction starting price is that it
is known in advance, which allows resource owners to calculate, prior to participating in
an FCA, its maximum net loss exposure. The resource owners can communicate this
maximum risk exposure to third parties, which may help the resource owners secure
financing that will enable them to participate in the FCA.'® Given the necessary
uncertainty associated with a new market design, such as the two-settlement capacity
market design, it is important to provide resource owners a degree of certainty with
respect to their maximum financial exposure. Thus, because it provides that certainty, we
continue to find it appropriate to base the monthly stop-loss limit on the auction starting
price.

95.  Connecticut, Rhode Island, and NextEra argue that the stop-loss protections are
strongest when capacity is scarce and the market clears at a high price, and weakest
when there is a capacity surplus and the market clears at a low price. Connecticut and
Rhode Island assert that a capacity resource will face no risk if an auction clears at the
auction starting price. As an initial matter, we note that Connecticut and Rhode Island
are incorrect that a resource faces no risk if an auction clears at the auction starting price.
Connecticut and Rhode Island’s argument focuses only on the net financial risk
associated with a resource. Even assuming arguendo that, due to the auction clearing at
the auction starting price, a resource owner faces no risk of receiving net-negative
capacity market revenues for a particular resource, the fact remains that, regardless of the
auction clearing price, a resource owner would still face the risk that it might lose a
significant portion of its Capacity Base Payment if the resource performs poorly.

Further, even if such a resource hits its stop-loss limit, that resource still has an incentive
to perform well in the remaining months of the Capacity Commitment Period, because it

17¢ January 17 Filing, Att. I-1c at 174.
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has a financial incentive to earn back some of the capacity revenues that it lost in earlier
months.!”” We also reiterate that, even if an auction clears at the auction starting price, in
order for a resource owner to reach the annual stop-loss limit for a resource, the number
of hours of Capacity Scarcity Conditions would have to significantly exceed the amount
of such scarcity conditions the region has experienced in recent years.'”

96. We acknowledge, as did the May 30 Order, that as the auction clearing price
increases above a resource’s offer price, the resource owner’s financial risk associated
with that resource decreases, because the resource owner can bear more negative
Capacity Performance Payments before its capacity revenues reach zero or become net-
negative.'” However, this is true regardless of which price is used to calculate the stop-
loss limit. Furthermore, this aspect of the stop-loss mechanism does not change the fact
that the resource owner has an incentive to perform in order to avoid losing capacity
revenues. To the extent this aspect of the stop-loss mechanism is worse if the mechanism
is based on the auction starting price rather than the auction clearing price, we continue to
find that, given our interest in providing certainty to resources seeking to participate in a
Forward Capacity Auction, the certainty provided by basing the stop-loss limit on the
auction starting price outweighs this potential downside of doing so.™®”

97. We also note that, as ISO-NE explained, setting the stop-loss limit at the auction
starting price is beneficial because if a stop-loss limit is frequently reached it will weaken
the incentives for poorly-performing resources to make investments that improve their
performance, thereby adversely affecting the capacity market’s ability to ensure
reliability.'®!

F. Market Power Mitigation Rules

1. Requests for Rehearing

98.  Public Systems assert that the market monitoring regimen ISO-NE has devised to
address the risks associated with the two-settlement capacity market design is inadequate,

7 Id. Att. I-1c at 195.

78 Id. Att. I-1c at 188-191; May 30 Order, 147 FERC 9 61,172 at P 70.
' May 30 Order, 147 FERC 9 61,172 at P 71.

180 See id.

181 January 17 Filing, Att. I-1c at 176.
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because key components of the market monitoring rules remain vague and are contrary to
provisions the Commission has approved in other regional transmission organizations.'*?
Public Systems argue that the determination to not require more specificity in the market
power mitigation regimen is inconsistent with Southwest Power Pool, Inc., 144 FERC
961,224, at PP 296-98, 321 (2013) (Southwest Power Pool), because the rules are
“subject to bias,” cannot be “independently verified,” and employ the use of “unspecified
methods” for the calculation of costs.'®

99.  Connecticut and Rhode Island assert that the market monitoring provisions create
an overly vague standard of review that will not allow the market monitor to identify an
exercise of market power.® Connecticut and Rhode Island assert that the adoption of the
$3.94 per kW-month dynamic de-list bid threshold will permit suppliers with market
power to set the market clearing price with no market monitor review.’® Connecticut
and Rhode Island argue that exempting pivotal suppliers from mitigation below the
dynamic de-list bid threshold of $3.94 per kW-month inappropriately prejudges the
appropriateness of that threshold and fails to consider how the combined ISO-NE and
NEPOOL proposals that the Commission adopted could change the assumptions and
values underlying the calculation.'®

2. Commission Determination

100. We deny rehearing of the Commission’s adoption of the market monitoring and
mitigation provisions. Public Systems argue that allowing risk premiums to be included
in dynamic de-list bids ignores Commission precedent and is illogical.’¥” We disagree.
Allowing resource owners to include appropriate risk premiums in their dynamic de-list
bids is logical because such risk premiums, as with the other components of a dynamic
de-list bid, represent legitimate costs. Further, the precedent to which Public Systems
cite, Southwest Power Pool, does not support their argument.

182 pyublic Systems Request for Rehearing at 18-19.

" 1d at 21-22.

'8¢ Connecticut and Rhode Island Request for Rehearing at 27.
"% Id. at 29.

186 ;4

187 Public Systems Request for Rehearing at 18-19.
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101.  In Southwest Power Pool the risk premiums at issue were common elements of
offers submitted in Commission-jurisdictional markets, for which there are standardized
calculation methodologies that are easily applied to different market participants. In
contrast, as the Commission explained in the May 30 Order, the risk premiums associated
with non-performance risks under the two-settlement capacity market design require a
more complex calculation that depends on the company-specific nature of valuing
performance risk. In any case, the Commission’s adoption of the market monitoring
provisions here is consistent with the Commission’s rationale for rejecting the market
monitoring provisions at issue in Southwest Power Pool. In both cases the Commission
was motivated by ensuring that the relevant market monitoring provisions ensure that risk
premiums are verifiable and calculated consistently.

102.  We also disagree with Connecticut, Rhode Island, and Public Systems’ arguments
that the Commission erred by adopting a dynamic de-list bid threshold of $3.94 per kW-
month.”®® As ISO-NE explained in the underlying filing, the Internal Market Monitor
attempts to set the dynamic de-list bid threshold at the estimated offer of the marginal
resource in the FCA under the two-settlement capacity market design."® The

$3.94 per kW-month value that the Commission adopted in the May 30 Order is based on
a formula, the inputs into which—the Capacity Performance Payment Rate, the expected
Capacity Balancing Ratio, and the expected hours of Capacity Scarcity Conditions—were
all supported by substantial evidence."”® Furthermore, we note that the two-settlement
capacity market design changes the level of risk associated with a Capacity Supply
Obligation and, therefore, changes the level of the competitive offer into the auction
relative to the offers under the existing FCM rules.””’ The record does not support a

188 With regard to Connecticut and Rhode Island’s argument that the Commission
erred in adopting the $3.94 per kW-month dynamic de-list bid threshold without
considering the impact that the increased Reserve Constraint Penalty Factors might have
on that value, we dismiss that argument as beyond the scope of this proceeding. The
Commission provided parties the opportunity to present evidence and argument on that
issue in the compliance proceeding that the Commission instituted in the May 30 Order.
We note that Connecticut and Rhode Island also raised this argument on rehearing in the
compliance proceeding, and the Commission is addressing that argument in an order
issued concurrently with the instant order. See ISO New England Inc., 153 FERC
961,224 at PP 24-28.

' January 17 Filing, Att. I-1e at 55.
0 See, e.g., January 17 Filing, Att. I-1c at 72-74, 88-111.

1 January 17 Filing, Att. I-1e at 55.
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determination that retaining the $1.00 per kW-month dynamic de-list bid threshold
associated with the existing FCM rules would be appropriate under the two-settlement
capacity market design.'”?

103.  Connecticut, Rhode Island, and Public Systems argue that the Commission erred
by limiting market power mitigation to pivotal suppliers.””® We disagree. While it is
possible that a non-pivotal supplier could offer at a level above its net going-forward
costs, thereby raising the auction clearing price if that supplier’s resource is the marginal
unit, this is true regardless of whether the dynamic de-list bid threshold is set at

$3.94 per kW-month, $1.00 per kW-month, or some lesser value. The important point is
that, due to the competitive nature of a FCA, a non-pivotal supplier has an incentive not
to engage in such behavior, i.e., it has an incentive to bid at the level representing its net
going-forward cost. This is because, if a resource is not pivotal, overstating its net going-
forward costs puts it at greater risk of not clearing in the auction and, as a result, not
receiving capacity revenues. Therefore, as ISO-NE explains it, “a non-pivotal supplier
cannot exercise unilateral market power and profitably raise price to a non-competitive
level.”"* Pivotal suppliers, on the other hand, have an opportunity to exercise market
power in a way that will profitably raise the auction clearing price to non-competitive
levels, because such suppliers know that they are guaranteed to clear the auction. Given
the difference in market power held by pivotal versus non-pivotal suppliers, we continue
to find it appropriate for the Internal Market Monitor to mitigate the dynamic de-list bids
only of pivotal suppliers.

2 WWe note that, pursuant to the Tariff, the dynamic de-list bid threshold is
recalculated no less often than once every three years and the recalculation results must
be filed with the Commission after the Internal Market Monitor reviews the results with
stakeholders. Tariff § I11.13.1, I11.13.1 Forward Capacity Auction Qualification (26.0.0)
atII.13.1.2.3.1.A. On June 30, 2015, the Commission approved ISO-NE and
NEPOOL’s Tariff revisions to change the dynamic de-list bid threshold from
$3.94/kW-month to $5.50/kW-month. ISO New England Inc., 151 FERC 9 61,270,
at PP 39-41 (2015).

93pyblic Systems Request for Rehearing at 22-23.

1 January 17 Filing, Att. I-1e at 20-21.
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3. Peak Energy Rent Deduction

a. Request for Rehearing

104. Indicated Generators contend that the Commission incorrectly dismissed, as
beyond the scope of the proceeding, arguments that the Peak Energy Rent mechanism
should be adjusted. Indicated Generators assert that any benefits from increasing the
Reserve Constraint Penalty Factors will be negated by the existing Peak Energy Rent
provisions, placing those provisions squarely within the scope of this proceeding.
Indicated Generators assert that the increased Reserve Constraint Penalty Factors coupled
with Peak Energy Rent deduction will incent generators to clear in the real-time market,
rather than the day-ahead market, in order to benefit from the increased Reserve
Constraint Penalty Factor. Indicated Generators argue that the two-settlement capacity
market design obviates the need for the Peak Energy Rent deduction and the Commission
should, therefore, direct ISO-NE to eliminate the Peak Energy Rent deduction in its
entirety by FCA 9.

b. Commission Determination

105.  We deny Indicated Generators’ request for rehearing regarding the Peak Energy
Rent deduction. While we acknowledge that the Peak Energy Rent deduction might
incent resources to clear in the real-time market rather than the day-ahead market, we
reiterate that this potential inefficiency exists independent of the increase in Reserve
Constraint Penalty Factors that the Commission directed in this proceeding. In fact, this
potential inefficiency has existed since ISO-NE designed the Peak Energy Rent
adjustment.’®® The Commission approved the Peak Energy Rent deduction,
notwithstanding the potential inefficiency, because the Peak Energy Rent adjustment
served an important function, i.e., it acted as a hedge against price spikes.'”” Although a
change in the Reserve Constraint Penalty Factors could impact that potential inefficiency,

5 Indicated Generators Request for Rehearing at 12-14.

1%¢ See, e.g, Devon Power LLC, 111 FERC 963,063, at PP 397-399 (2005) (noting
ISO-NE’s acknowledgement of potential inefficiencies caused by using real-time prices
to calculate the peak energy rent deduction in ISO-NE’s Locational Installed Capacity
(LICAP) market, and ISO-NE’s arguments as to why those inefficiencies do not warrant
altering the peak energy rent mechanism).

Y7 Devon Power LLC, 115 FERC 9 61,340, at PP 24, 29 (2006) (approving the
FCM with the same peak energy rent adjustment that was developed for the LICAP
market).
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we are not persuaded that it is necessary to alter the Peak Energy Rent adjustment in this
proceeding.’®® Thus, we continue to find that changes to the Peak Energy Rent deduction
are beyond the scope of this proceeding.

106. Further, we note that, on March 6, 2015, ISO-NE and NEPOOL filed Tariff
revisions to eliminate the Peak Energy Rent adjustment starting with the Capacity
Commitment Period that begins on June 1, 2019 (FCA 10). On May 5, 2015, the
Commission approved those revisions, effective May 6, 2015." As the Commission
noted in the May 2015 Order, to the extent entities believe further changes to the Peak
Energy Rent adjustment are necessary, we encourage stakeholders to utilize the
stakeholder process to consider such Tariff revisions. 2’

The Commission orders:

(A)  The requests for rehearing of the May 30 Order are hereby denied, as
discussed in the body of this order.

198 We note that it is risky for a resource to not commit in the day-ahead market,
with the hope that real-time demand will exceed ISO-NE’s forecast and the resource will
be taken in the real-time market. As a result, we are not persuaded that generators will be
more inclined to clear in the real-time market versus the day-ahead market. Thus, the
potential inefficiency associated with the Peak Energy Rent adjustment is not necessarily
problematic.

% ISO New England Inc., 151 FERC 4 61,096 (2015) (May 2015 Order). We also
note that, on January 30, 2015, the Commission denied a complaint seeking modification

or elimination of ISO-NE’s Peak Energy Rent adjustment mechanism. See New England
Power Generators Ass’n, Inc. v. ISO New England Inc., 150 FERC 9 61,053 (2015).

200 May 2015 Order, 151 FERC 096 at P11.
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(B)  The requests for clarification of the May 30 Order are hereby dismissed as
moot, as discussed in the body of this order.

By the Commission.

(SEAL)

Nathaniel J. Davis, Sr.,
Deputy Secretary.



