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PROPOSED AGENDA

Integrating Markets and Public Policy (IMAPP)
Plenary Meeting #4
October 6, 2016
DoubleTree Hotel, Westborough, MA

Morning Session 9:30 a.m. - 12:30 p.m.
e Introductory Remarks
e Preliminary Feedback from the States & Discussion on IMAPP Objectives
e Input from Attendees on Next Steps
o0 Current IMAPP schedule, including plans for Oct. 21 meeting

0 Perspectives on potential implications of status quo

Lunch 12:30 - 1:30 p.m.




Joel S. Gordon, Chairman
NEPOOL Participants Committee
October 2, 2016

Ladies and Gentlemen,

We need you to provide feedback to your officers on next steps in our NEPOOL IMAPP process (on
Monday, if you are able).

With a number of conceptual proposals now before us for integrating markets and public policy, we
asked through NESCOE that state officials provide us their preliminary reactions at the October 6 IMAPP
meeting. The NESCOE summary of their preliminary reactions is included with this transmittal.

My take away from the summary — we have much work to do.

When NEPOOL took on this challenge, it was because we recognized that our markets were not
designed to achieve the public policy objectives that have been the attention of many of the states’
legislatures over the past few years. And, as in any industry, if we are not meeting our customers’
needs, they will go elsewhere.

When NEPOOL took on this challenge, we adopted a very aggressive schedule. We wanted to
demonstrate to the region’s policy makers that we recognized the growing dichotomy between our
market objectives and the states’ policy objectives. We wanted to show a path that would continue to
provide the consumers of all New England states the benefits of a regional competitive wholesale
market while helping the states meet their goals, whether legislatively mandated or through agreement
among themselves. And we did this because many of us very close to our markets began to recognize
that the scale and scope of individual states actions, when taken together, could significantly undermine
the workings of the very markets we have worked to create and that have benefited the consumers of
New England enormously.

| have often been asked about the schedule we put forth for this IMAPP Initiative and how hard we
needed to push. My response had been, “we will push this initiative as hard as we can, but not until it
breaks.” | believe that what we are doing is critically important to the ultimate success of our markets
and what we are doing needs to be done if our markets are to survive. Now, based upon the feedback
from NESCOE, perhaps we have pushed too hard and too fast. | do not think we have broken the
process, but | do believe we need to step back, to take a breath, to ease off from the break-neck speed
we have been traveling, and to recalibrate our efforts together.

Our job remains, as it was at the beginning, to chart a path that integrates markets and public policy --
to refine, to clarify, to educate, to analyze, to advocate, and ultimately to persuade. | still believe that
the status quo is not the best option for our customers and their consumers. There is no “silver bullet.”

Full integration will not happen immediately, and as reflected in the summary, state officials will require
more time to work through the enormous complexities of the path we are following, and to understand
the tradeoffs between regional markets and state-specific planning. In the meantime, state officials will
continue their efforts to advance the policies set forth by their executives and legislators.



Thus, as part of our October 6 agenda, we will add a discussion on the continued efforts of NEPOOL
under the schedule we’ve established. | do believe that it is important to continue our efforts to
understand, through constructive input, what is needed to appreciate, to analyze and to further assess
the various proposals and to better define a regional public policy objective that all states can support.

What | believe does come through in the NESCOE summary is continued support for our competitive
markets. | am encouraged by Executive Order 569 from Governor Baker in Massachusetts to “continue
to lead on reform of regional wholesale electric energy and capacity markets to ensure state mandates
for clean energy are achieved in the most cost effective manner.” As we’ve experienced with many of
our transformative market design proposals, they take more time to percolate and evaluate than we
might prefer. What we are attempting is new, bold and impactful. Sometimes the consequences of
inaction need to be experienced to clear obstacles, but | hope through the continued, collaborative
efforts of NEPOOL, the ISO, the states, and all our electric industry stakeholders, we can chart a course
that takes us through this transitional, and perhaps, transformational, undertaking.

Again, please reach out to your NEPOOL officers with your perspectives as soon as you can. As always, |

appreciate the level of engagement and look forward to continuing to work with all of you going
forward.

g/z{ﬂéL

Joel Gordon,
Chairman, NEPOOL Participants Committee



New England States Committee on Electricity

To: NEPOOL

From: NESCOE

Date: September 30, 2016
Subject: State IMAPP Objectives

NESCOE appreciates the effort NEPOOL participants have put into the IMAPP work effort to
date. The states have long been, and will continue to be, interested in exploring whether a
market mechanism(s) can be developed as an alternative approach to the status quo and other
mechanisms available to states to meet states’ going-forward statutory mandates.

We recognize that possible outcomes of exploring potential IMAPP solutions range from
identifying an ideal solution to no solution that is a significant improvement to the status quo or
other state jurisdictional tools, or something in between that states would find useful. States’
continuing examination of proposed IMAPP and other possible solutions will focus on consumer
costs, legal and regulatory risks, the ability to maintain uncompromised and categorical
individual state determinations about those mandates for which each state will incur costs,
flexibility to respond to changing state mandates over time, and other short-term and longer term
implications on consumers.

To date, stakeholder ideas have driven constructive dialogue and have helped spotlight issues of
core importance to the states. These include, for example, the need to achieve at states’ direction
specific state mandates at the lowest overall cost to consumers, and the unconditional need to
ensure consumers in states without mandates are not forced by a mechanism (or a regulatory
outcome in connection with the execution of state laws that is not determined by state officials)
to fund other states’ mandates.

NESCOE provides this preliminary feedback on the discussion to date to help focus proposals
and/or to inform development of additional analysis or even other mechanisms.

Carbon Adder Proposals

Based on the information available and discussion to date, NESCOE does not anticipate arriving
at collective state support for a proposal that includes pricing carbon into the locational marginal
price. Absent new information, these proposals present several risk factors which, taken
together, counsel toward alternative designs. These risk factors include but are not necessarily
limited to the following:

1. Consumer cost concerns driven by the level of adder that would be needed to facilitate
new entry and risks to consumers that such an adder would increase costs and not lead to
the procurement of sufficient new resources needed to meet state statutory mandates.



2. Complex cost allocation that would be required to make absolutely certain that no state is

required, directly by the mechanism or otherwise, to fund the mandates adopted by any

other state(s).

Potential duplication of existing carbon-related market mechanisms.

4. Threshold legal concerns, such as for example, questions about the FERC’s or ISO-NE’s
authority to establish and impose a carbon adder in the locational marginal price of
energy.
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States continue to support further discussion on the remaining proposed mechanisms that do not
rely on a carbon adder, keeping in the mind the objectives below.

State Objectives

Each of the objectives described below is supported by one or more states. Further, each of
the objectives assumes a cost allocation mechanism such that each state, if it made an
affirmative decision to “opt in,” could advance its own statutory mandates through a
wholesale market mechanism(s) and that no state could be compelled to fund other states’
mandates, whether through the operation of the mechanism or by the result of a federal
regulatory order.

In addition, each of the objectives below assumes any proposed design is on solid legal
ground. It would be helpful for proponents of each proposal to provide a clear
explanation of FERC’s authority to approve the design elements and discussion of the
likelihood of FERC approval of the mechanism in a form that does not 1) have the potential
for any entity other than state officials to define or to interpret state laws, or 2) have the
effect of imposing the costs of one states’ mandates on any other state.

Objective 1

To maintain reliability at the least cost to consumers in the competitive wholesale market
structure while accommodating consumer investments made at states’ direction to satisfy one or
more state policy mandates. Create a mechanism or modify current market rules able to be
implemented in the short-term to allow for state-contracted resources to be accommodated in
New England’s competitive markets.

Discussion: Some state statutes impose explicit and binding near-term deadlines that require
procurement of certain clean energy resources. To the extent that the IMAPP process results in
mechanisms that meet Objective 2, below, that the states can support, it is highly unlikely that
such mechanisms could secure regulatory approval and become operational in time to meet the
near-term state statutory mandates. Accordingly, states will meet their statutory obligations to
issue competitive solicitations and possibly award power purchase agreements through the use
of long-term competitively awarded power purchase agreements.



The renewable exemption is an example of a market rule mechanism that reasonably
accommodates specific states’ policy mandates. Any short-term mechanism needs to continue to
include the current renewable exemption.

Objective 2

Over the long-term, to implement a wholesale ISO-NE administered market auction or
procurement mechanism that one or more states could use, at states’ specific direction, as an
alternative to individual or joint state procurements and contracts. Such wholesale auction
mechanism would be sufficiently flexible to enable individual states to define their purchasing
requirements such as, for example, quantity, technology, and/or location based on then-current
public policy requirements. State statutes would continue to provide the basis for procurement
requirements, and this mechanism would not displace any state statutory requirements (e.g.,
soliciting long-term contracts for clean energy).

Discussion: States understand that an ISO-NE market for policy mandates should embrace the
broadest resource eligibility possible while respecting limitations rooted in state laws. While
understanding that broader eligibility drives more competitive outcomes, states are bound by
state laws.

Any mechanism must incorporate the following design criteria: (1) revenues paid by consumers
must be considered “in-market” for FCM mitigation purposes, (2) states must maintain full
control, as contemplated in state laws, over the definition and implementation of their own state
statutory requirements (neither FERC nor ISO-NE may define, interpret, impose or attempt to
create or confer authority about the requirements or implementation of state laws), and (3) the
mechanism must be structured to enable a transparent comparison between bids that require
transmission and bids that do not require transmission, including specification of how any
transmission that may be needed would be funded and allocated and be distinguishable from
Order 1000 projects.

Objective 3

To implement a wholesale market mechanism that would enable one or more states to retain
those existing resources that such state or states determine would satisfy their public policy
mandates. Such mechanism would include a form of a “trigger” that would implement such
incremental payments only when needed to retain a resource and to eliminate such incremental
payments when not needed by a resource. As noted above such mechanism would need to be
cost allocated to the state or states that determine the need to “trigger” the mechanism.
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