Attachment 1



ISO New England Inc. 1st RevOriginal Sheet No. 735
FERC Electric Tariff No. 3 Superseding Original 735
Open Access Transmission Tariff

Section Il — Schedule 2 - Reactive Supply and Voltage Control from Generation Sources Service

SCHEDULE 2

REACTIVE SUPPLY AND VOLTAGE CONTROL FROM
GENERATHON-SOURCESQUALIFIED REACTIVE RESOURCES SERVICE

In order to maintain transmission voltages on the New England Transmission System (for

voltage constraints that are reflected in the 1SO’s systems for operating the New England

Transmission System or in the 1SO’s-operating-procedures New England Operating Procedures)
within acceptable limits, generationfactHitiesQualified Reactive Resources (as defined below)

are operated to produce (or absorb) reactive power. Fhus-Reactive-Supphrand-\Yeltage-Control
from-Generation-Seurees-ServiceThus, VAR Service (as defined below) must be provided for

each-transactionto support Regional Network Service and Through or Out Service on the New

England Transmission System (ferboth of which services have a direct impact on voltage

constraints that are reflected in the 1ISO’s systems for operating the New England Transmission

System or in the ISO’s-eperating-procedures New England Operating Procedures). The amount
of Reactive-Supply-and-\oltage-Control-from-Generation-SeurcesVAR Service that must be

supplied with respect to a Transmission Customer’s transactionRegional Network Service and
Through or Out Service will be determined based on the degree of dynamic reactive power
support necessary to maintain transmission voltages within limits that are generaHy-accepted-in
theregion-and-consistently adhered to byin the operation of the New England Transmission
OwnersSystem. Additional information regarding the processes used to collect data and

calculate amounts due or payable under this Schedule 2 can be found in the Ancillary Service

Schedule 2 Business Procedure posted on the ISO website. LocalHevelservice-may-beprovided
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by-the PTOs-under-Schedule-21-of Transmission Customers taking Local Service, MTF Service

or OTF Service may also need to acquire voltage support services not otherwise provided under
this Schedule 2 pursuant to Schedules 18, 20A, 20B or 21 to this OATT, as appropriate.
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L DEFINITIONS
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ualified Generator Reactive Resource(s): means any generator source of dynamic

reactive power that meets the criteria specified in Section 1l of this Schedule 2.

Qualified Non-Generator Reactive Resource(s): means any non-generator source of

dynamic reactive power that meets the criteria specified in Section 11 of this Schedule 2.

ualified Reactive Resource(s): means any Qualified Generator Reactive Resource

and/or Qualified Non-Generator Reactive Resource.

VAR Service: means the provision of reactive power voltage support to the New
England Transmission System by a Qualified Reactive Resource or by other generators that are
dispatched by the ISO to provide dynamic reactive power.

VAR Payment: means the payment made to Qualified Reactive Resources for VAR
Service capability under Section V.A. of this Schedule 2.

VAR CC Rate: means the CC Rate paid to Qualified Reactive Resources for VAR
Service capability under Section V.A. of this Schedule 2.
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1. ELIGIBILITY FOR PAYMENT UNDER SCHEDULE 2

A. Qualified Generator Reactive Resources

Qualified Generator Reactive Resources shall be eligible for VAR Payments under this
Schedule 2. In addition, any generator that is dispatched by 1ISO-NE for the purpose of providing

voltage support to the New England Transmission System shall be eligible to recover its Lost

Opportunity Costs (“LOC"), Cost of Energy Consumed (“CEC™), and Cost of Energy Produced

(“CEP”) pursuant to Sections V.B-D of this Schedule 2.

A generator shall be deemed a Qualified Generator Reactive Resource if it meets the following

criteria:

1. the entity owning or controlling the reactive power capability of the

generator reactive resource is a Market Participant;

2. the generator is: (a) interconnected to the New England Transmission

System or (b) interconnected to the distribution system but participating in the

New England Markets and (c) is metered and dispatchable by the ISO or

otherwise subject to operational control by the ISO;
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3. the generator provides measurable reactive power voltage support to the
New England Transmission System, as determined from time-to-time by the
ISO, and has its automatic voltage regulator status and control mode (including
power factor, reactive power output and voltage control) telemetered to the ISO
and the applicable Local Control Center; provided that the generator shall have
until January 1, 2009 to have the necessary telemetering equipment installed and

operating;

4. the generator meets the reactive power testing requirements applicable
to generators, as determined from time-to-time by the ISO and specified in the

ISO New England Operating Documents; and

5. the installation of the generator shall have been approved in accordance
with the requirements of Section 1.3.9 of the Tariff or its predecessor or successor

provisions under the New England regional transmission arrangements.

Any generator that has been receiving VAR Payments under Schedule 2 prior to June 1, 2007
shall be deemed to be a Qualified Generator Reactive Resource as of that date, provided that

it continues to meet the criteria specified in Section II, A. (1), (3) and (4), above; provided

that, commencing June 1, 2007, generators that are Qualified Generator
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Reactive Resources as of June 1, 2007 but that do not submit an updated NX-12 form with
leading VAR data prior to June 1, 2007 will not receive VAR Payments until the beginning
of the year following the submittal of their updated NX-12 leading VAR data.
Additionally, following June 1, 2007 each generator seeking to be newly designated as a
Qualified Generator Reactive Resource shall submit information to the 1SO regarding its
capability to provide leading VAR Service prior to receiving any leading VAR Payments
under Schedule 2. Such information shall be submitted in the form and within the
timeframe prescribed in the Ancillary Service Schedule 2 Business Procedure and/or the
Schedule 2 VAR Payment Implementation Rule.

B. Qualified Non-Generator Reactive Resources

Qualified Non-Generator Reactive Resources shall be eligible for VAR Payments under this
Schedule 2 commencing on January 1, 2008, except for the Cross Sound Cable, which shall be
eligible for VAR Payments commencing March 1, 2007, provided that Cross Sound Cable has
satisfied all of the eligibility criteria specified below in this Section B. However, to the extent
that cost recovery for the dynamic reactive power capability of a non-generator resource could
occur under the PTF cost recovery mechanism, it shall occur only under such cost recovery

mechanism and not under this Schedule 2.
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A non-generator shall be deemed a Qualified Non-Generator Reactive Resource if it meets the

following criteria:

1. the entity owning or controlling the reactive power capability of the non-

generator reactive power resource is a Market Participant;

2. the non-generator reactive power equipment provides measurable dynamic
reactive power voltage support to the New England Transmission System, as

determined from time-to-time by the ISO;

3. the type of dynamic reactive power equipment is within a category of
equipment that has been approved by the ISO, with advisory input from the

Reliability Committee;

4, the dynamic reactive power equipment is subject to the operating authority
of the ISO and all necessary operating protocols for provision of reactive power
voltage support from such equipment have been agreed to, in writing, between the

ISO and the non-generator reactive power resource;

5. such equipment is interconnected to the New England Transmission
System and metered and dispatchable by the ISO or otherwise subject to

operational control by the ISO, and has its automatic voltage requlator status and
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control mode (including power factor, reactive power output and voltage control

telemetered to the 1ISO and the applicable Local Control Center; provided that the
non-generator shall have until January 1, 2009 to have the necessary

telemetering equipment installed and operating;

6. the non-generator reactive resource meets the reactive power testing
requirements applicable to such non-generators, as determined from time-to-time

by the ISO and specified in the ISO New England Operating Documents; and

1. the installation of such equipment shall have been approved in accordance
with the requirements of Section 1.3.9 of the Tariff or its predecessor provisions

under the New England regional transmission arrangements.

C. Non-Dynamic Reactive Resources

Nothing in this Schedule 2 is intended to preclude, or provide support for, the cost recovery
under a separate schedule to the Tariff, filed with the Commission pursuant to the
requirements of Sections 205 or 206 of the Federal Power Act, for non-generator, non-
dynamic reactive resources that are interconnected to and provide VAR Service to the New

England Transmission System but do not meet the criteria to be deemed either Qualified

Non-Generator Reactive Resources or PTF.
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111. DETERMINING THE AMOUNT TO BE PAID FOR SERVICE UNDER THIS

SCHEDULE

oVAR Service under

this Schedule 2 shall be provided through the 1SO.-ard-the_ Transmission Customers must

purchase VAR Service through the ISO serviceforvoltage support-capabiity-provided-by

Fhrough-orOut-Service-andfor the support of transmission voltages on the New England

Transmission System. The charge for VAR Service shall be determined in accordance with the

following formula:

HL +RC
CH = (CC+LOC +SEL+PCCEC + CEP) HL + RG,
HL+RC
in which;
CH = the amount to be paid by the Transmission Customer for
‘ the hour;
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cc = the capacity costs for the hour shall be the VAR Revenue
Requirement determined as set forth herein divided by the

number of hours in the month;

LOC = the lost opportunity costs for the hour to be paid to-Market
Participants-who-provide- VAR-suppertfor a dynamic
reactive power resource that provides VAR Service to meet

reliability criteria within one or more Reliability Regions;

@

EPRC = the cost of energy produced which is the portion of
the amount paid te-Market-Participants-for the hour for
Energy produced by a generating-unitthat-is-considered
under-this-Sehedule-2-to-be-paid-for VAR-suppertdynamic

reactive power resource for VAR Service to meet reliability

criteria within one or more Reliability Regions;

O

m

%
1

the cost of energy consumed which is the cost of
energy used in the hour by generating-facHities;
synehronous-condensers-or-static-controled VAR

regulatersa dynamic reactive power resource in order to
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provide VAR suppert-to-the-transmission-systemsService to
meet reliability crieria within one or more Reliability

Regions;

HL, = the Regional Network Load of the Transmission Customer

for the hour;
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HL = the aggregate of the Regional Network Loads of all

Transmission Customer for the hour;

RC; = the Reserved Capacity for Through or Out Service of the

Transmission Customers for the hour; and

RC = the aggregate Reserved Capacity for Through or Out

Service of all Transmission Customers for the hour.

IV. ALLOCATION OF VAR SERVICE COSTS

The charge for VAR Service shall be paid by each Transmission Customer that receives either
Regional Network Service or Through or Out Service.

VH. DETERMINING A GENERATOR'S- COMPENSATHONFORPROVDING
SERVACEQUALIFIED REACTIVE RESOURCE’S PAYMENT UNDER THIS

SCHEDULE

The compensation to be paid to generatersresources providing Sehedule2VAR sService shall be
based-on-the four-componentsas set forth below.
1A. Capacity Cost (CC)

1. A Qualified GeneratorReactive Resource shall be eligible to

receive compensation-for-the-capabihity-to-deliver VARs-to-the-system-(a

“VAR Payments=} under the Capacity Cost component of this Schedule 2
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the-New-England-Centrol-Areafor the capability to provide VAR

Service.as-provided-herein—A—Qualified-Generatoris-any-generator-that

e indl I ! orovid
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2.  FheMAR-Payment for VAR Service associated with lagging capability is

not intended to compensate a Qualified Generator for-losses-associated

with station use and energizing the generator leads andReactive Resource

for reactive power absorbed by the generator step-up transformer.

Pavment for VAR Service associated with leading capability is intended to

compensate a Qualified Generator Reactive Resource for reactive power
absorbed by the generator step-up transformer.

3.  The “VAR CC Rate” will be established each year as of January 1 on a
prospective basis for that calendar year and shall be the Base
MVARAdjusted CC Rate * Min (1, (1.2*Forecast Peak Adjusted Reference
Load for the year/(SUM of all {Qualified GeneratorsReactive Resources’

Summer Seasonal Claimed Capability))).

thereafter-The “Base CC Rate” shall be $1.05/k\VVAR-yr before June 1

2007 and shall be $2.32/kVAR-yr commencing June 1, 2007 and shall not
be changed pursuant to Section 205 of the Federal Power Act until January
1, 2012. An examination of the Base CC Rate shall be completed no later

than July 1, 2011; such examination shall determine whether the Base CC
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Rate is still appropriate or whether it should be changed commencing
January 1, 2012.
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5. Commencing January 1, 2008, the Adjusted CC Rate shall be a single
rate applied over the full range of leading and lagging capability of a
Qualified Reactive Resource and shall be determined as described
below. Until then, the Adjusted CC Rate shall be applicable only for
lagging capability and shall equal the Base CC Rate. Commencing
January 1, 2008, on an annual basis, the Base CC Rate shall be
converted into an Adjusted CC Rate, expressed in the form of $/kVAR-
yr, representing the amount to be paid for leading and lagging
capability. From that time forward, the Adjusted CC Rate shall be

calculated in accordance with the following formula: Adjusted CC

Rate (CCRateagjusted) Shall equal: (the Base CC Rate (CCRatepase) *
Current Total Aggregate lagging VARS) / (Current Total Aggregate
Lagging VARs + Current Total Agaregate Leading VARS). The basis

of each such formula element and methodology for calculation is set

forth in the Schedule 2 VAR Payment Implementation Rule. The

details of the Schedule 2 VAR Payment Implementation Rule may be
modified by the ISO without a filing under the Federal Power Act,
provided that: (i) the modifications are consistent with the requirements
of this Schedule 2; and (ii) the modifications receive the support of at

least two-thirds of the voting percentage of the Transmission

Committee members.
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Ener

be dete

at6:

156. The “Forecast Peak Adjustment Reference Load” shall be the value

published in the then-most recently published Forecast Report of Capacity,

Loads and Transmission (the “CELT #Report”) at the time the

VAR CC Rate is established for a year.

1. “Seasonal Claimed Capability” for Qualified Reactive Resources shall

rmined as follows:

A “Qualified Generator_Reactive Resource’s Seasonal Claimed
Capability” shall be the Seasonal Claimed Capability of each
Quialified Generator applicable for the season in which the 1ISO
Forecast Peak Adjusted Load is forecast to occur._The Seasonal

Claimed Capability (SCC) represents the Summer (SCC-S) and

Winter (SCC-W) Claimed Capability of a generating unit (or
ISO approved combination of units in accordance with ISO New
England Operating Procedures). Claimed Capability Ratings are
the maximum dependable load carrying ability, in megawatts to
three decimal places, of such unit or units, excluding capacity
required for station use. SCC-S and SCC-W are the MW values

of the Resource that will be used as billing determinants under

this Tariff.

| Issued by: Kathleen A. Carrigan,
Senior Vice President

| Issued on:  December 292, 20064
DMEAST #5143539 v18

Effective: March 1, 2007\With-notice-on-orafterFebruary-1,2005

and General Counsel




ISO New England Inc. Original Sheet No. 740A
FERC Electric Tariff No. 3
Open Access Transmission Tariff

Section Il — Schedule 2 - Reactive Supply and Voltage Control from Generation Sources Service

b. A “Qualified Non-Generator Reactive Resource’s Seasonal
Claimed Capability” shall be 2.5 times the maximum dynamic
reactive power capability on a lagging basis demonstrated by the
Qualified Non-Generator Reactive Resource during the testing
of its VAR Service capability consistent with ISO Procedures
for measurement of such capability.

1.7.  The “VAR Revenue Requirement” shall be the sum over a month of all

Qualified Reactive Resources’ VAR PaymentsSUM-{(Qualified
Generator’ s VVAR-Payment).

1.8. A Qualified GeneratorReactive Resource’s VAR Payment shall equal the

(1/12) * (VAR CC Rate*Qualified VARS).

1.8-29. Qualified GeneratorsReactive Resources will be paid their VAR Rate
under this Section for each month of a calendar year starting with the

month in which this-Section-becomes-effectivethe resource is approved as
a Qualified Reactive Resource.
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[13 HY 44 7

10. “Qualified VARs” shall be determined as follows:

(a)39-2 As soon as practicable, but in no event longer than two
years-from-the-effective-date-of this-Section;In accordance with the

ISO New England Operating Procedures, the Qualified VARs of a
Qualified GeneratorReactive Resource initially
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shall be determined at-its-peint-of-delivery-to-the-systemthrough an
actual testing in accordance with the then-applicable Operating
ProceduresVAR testing procedures set forth in the ISO New
England Operating Procedures. At least every five (5) years after
that initial test, an ongoing test of the VAR-capability of a
Qualified Generator-acrosss-full-operating-range-shal-be
conduetedReactive Resource to supply VAR Service in both

leading and lagging capability shall be conducted. Prior to January
1, 2008, the Qualified VARs of a Qualified Reactive Resource
shall equal the lagging VAR capability of the resource as
determined pursuant to this section. On and after January 1, 2008,
the Qualified VARs of a Qualified Reactive Resource shall equal
the sum total of the absolute values of the leading and lagging
VAR capability of the resource determined pursuant to this section.

(b) Prior to January 1, 2008:

e the Qualified VARs of an untested Qualified Generator
Reactive Resource shall be equal to the lagging VAR
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capability at the Summer Seasonal Claimed Capability as
indicated on the Qualified Generator Reactive Resource's
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NX-12D form that is then in effect adjusted (downward for

lagging capability) for reactive power absorbed by the

generator step-up transformer.

e The Qualified VARSs of an untested Qualified Non Generator
Reactive Resource shall be equal to the lagging VAR
capability at the corresponding Summer Seasonal Claimed
Capability or an equivalent point as indicated on the
Qualified Non-Generator Reactive Resource's NX-12D form
that is then in effect adjusted for reactive power absorbed by

its step-up transformer.

(c) On and after January 1, 2008:

e the Qualified VARs of an untested Qualified Generator
Reactive Resource shall be equal to the sum of the absolute
values of the lagging VAR capability at the Summer
Seasonal Claimed Capability and the leading VAR capability

at the EcoMin point as indicated on the Qualified Generator

Reactive Resource's NX-12D form that is then in effect
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adjusted (downward for lagging capability and upward for

leading capability) for reactive power absorbed by the

generator step-up transformer.

e The Qualified VARSs of an untested Qualified Non-Generator
Reactive Resource shall be equal to the sum of the absolute
values of the lagging VAR capability at the corresponding
Summer Seasonal Claimed Capability or an equivalent point
and the leading VAR capability at the corresponding EcoMin
point or an equivalent point as indicated on the Qualified
Non-Generator Reactive Resource's NX-12D form that is
then in effect adjusted for reactive power absorbed by its

step-up transformer.

2B.  Lost Opportunity Cost (LOC)

generating-units-The LOC for generators that are dispatched down by, or

at the request of, the 1SO, or a PFO’s-Local Control Center-e+PFO

dispateh-center for the purpose of providing reaetive-supphy-and-voltage

control VAR Service will be calculated pursuant to Market Rule 1.
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2. Commencing January 1, 2008, Qualified Non-Generator Reactive
Resources shall be eligible for payment of the LOC for Qualified Non-
Generator Reactive Resources that are dispatched down (pursuant to
the authority established within written operating protocols developed
under Section 11.B.4) at the request of the ISO or a Local Control
Center for the purpose of providing VAR Service. The LOC of such
Qualified Non-Generator Reactive Resources will be calculated
pursuant to procedures established at the time of approval of the
equipment type pursuant to Section 11.B and filed with the Commission
pursuant to the requirements of Section 205 of the Federal Power Act.
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3.  Cost of Energy Consumed (CECSEL)

3.1.  Motoring Hydro or Pumped Storage Generating Units. The CECSCL

associated with hydro and pumped storage generating units that are
motoring at the request of the ISO;_or a PFO’s-Local Control Center-6¥
PTO-dispateh-center for the purpose of providing reactive-supphy-and
voltage-controlVVAR Service will equal the cost of energy to motor and
will be calculated in each hour as follows: CECSSE = (MWhUnit * (ECP
or-LMP or Aactual energy cost), where the MWh Unit are calculated
pursuant to the Ancillary Service Schedule 2 Business Procedure. The

Aactual energy cost applies only if motoring energy is purchased through

a bilateral contract.

3.2.  Synchronous Condensers and Static Controlled VAR Regulators
(SCISSN)—Fhe-SCLFor the Chester SCV, the CEC will be set to zero

($0), and the cost of energy to supply reactive supply and voltage control

from the Chester SCV will be treated as losses on the New England

Transmission System.—Fhis-treatment-wit-be-revisited-by-the 1SO-on-an

3. Commencing January 1, 2008, Qualified Non-Generator Reactive

Resources shall be eligible for payment of the CEC incurred by
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Qualified Non-Generator Reactive Resources for the purpose of
providing VAR Service (pursuant to the authority established within
written operating protocols developed under Section I1.B.4). The CEC
of such Qualified Non-Generator Reactive Resources shall be measured
pursuant to procedures established at the time of approval of the
equipment type pursuant to Section 11.B and filed with the Commission

pursuant to the requirements of Section 205 of the Federal Power Act.
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4. Cost of Energy Produced (CEPRC)

4.1.  Fhermal-Generating-Units—The CEPRC associated with thermal

generating units that are brought on-line by the ISO; or a PFO*s-Local

Control Center-orPFO-dispatch-center for the purpose of providing
reactive-supply-and-veltage-contrel VAR Service shall equal the portion of

the total uplift to be paid that resource for a day that is attributed to the
hour(s) during which the resource is run to provide thisservice VAR

Service in accordance with Market Rule 1 and the 1SO System-RulesNew

England Operating Documents.

4.2.  Hydro-and-Pumped-Storage-Generating-Units—Fhe-PCThe CEP associated

with hydro or pumped storage generating units that are producing real
power and that have also been brought on-line by the ISO; or a PFO’s
Local Control Center-orRPFO-dispateh-center to provide reactive-supphy
and-veltage-control- VAR Service shall equal the portion of the total uplift
to be paid that resource for a day that is attributed to the hour(s) during
which the resource is run to provide this-service VAR Service in

accordance with Market Rule 1 and the ISO System-RulesNew England

Operating Documents.

3. Commencing January 1, 2008, Qualified Non-Generator Reactive

Resources shall be eligible for payment of the CEP incurred by
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Qualified Non-Generator Reactive Resources for the purpose of
providing VAR Service (pursuant to the authority established within
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written operating protocols developed under Section 11.B.4). The
CEP of such Qualified Non-Generator Reactive Resources shall be
measured pursuant to procedures established at the time of approval
of the equipment type pursuant to Section 11.B and filed with the

Commission pursuant to the requirements of Section 205 of the

Federal Power Act.

Vi. AlLTERNATIVE PAYMENT FOR VAR SERVICE

Where a non-generator source of VAR Service (i) responds to identified needs for
dynamic reactive power on the New England Transmission System, as identified in the Regional
System Plan, and (ii) is confirmed by the ISO as a dynamic reactive power resource that will
meet the identified need, and (iii) such non-generator source of VAR Service meets the criteria to
be a Qualified Non-Generator Reactive Resource but cannot recover its costs of providing
dynamic reactive power under Schedule 2, such non-generator may submit a separate schedule to
the ISO OATT to be filed with the Commission pursuant to the requirements of Section 205 of
the Federal Power Act for a rate to be paid to allow such resource to recover its costs related to
providing VAR Service. In such case, it shall not be considered a Qualified Non-Generator
Reactive Resource under this Schedule 2 and its provision of VAR Service and payment shall be

governed solely by such separate schedule filed with the Commission.
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SCHEDULE 2 VAR PAYMENT IMPLEMENTATION RULE

This rule describes the steps to be taken to calculate the VAR CC Rate on or after
January 1, 2008 in accordance with Section V.A. of Schedule 2. Applicable to that time forward
on an annual basis, the Base CC Rate shall be converted into a VAR CC Rate, expressed in the

form of $/kVAR-yr, representing the amount to be paid for leading and lagaing capability.

The following calculations shall be done in December of each year to calculate the VAR
CC Rate for the next year of VAR Payments for leading and lagging reactive power capability in
the following year. As described below, the VAR CC Rate shall be updated on an annual basis
utilizing the most current leading and lagging test results, and it is expected to take three years to
test all of the Qualified Reactive Resources in leading mode.

1. Calculate the “Current Total Aggregate Lagging VARS”, which shall equal the
“Current Net Aggregate Tested Lagging VARS” plus the “Current Net Aggregate
Non-Tested Lagging VARS”;

Where:

a. the Current Net Aggregate Tested Lagging VARs shall equal the total of
Net Lagging kVARs for all Schedule 2 Qualified Reactive Resources that
have completed a successful lagging VAR test, as reflected in the most
current monthly VAR Status Report that is posted on the ISO website
(http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the lagging KVARs of Schedule 2 Qualified Reactive Resources as

taken from its lagging VAR test results adjusted for losses incurred for
such VARSs to reach the high side of the step-up transformer (i.e., Qross

lagaing VARSs test results adjusted down for losses); and
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b. the Current Net Aggregate Non-Tested lagging VARs shall equal the total
of net lagging KVARSs for all Schedule 2 Qualified Reactive Resources
that have not yet completed a successful lagging VAR test, as reflected in
the most current monthly VAR Status Report that is posted on the ISO
website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the lagging k\VARs of Schedule 2 Qualified Reactive Resources as
taken from its NX-12D (and NX-9B, where needed to calculate generator

step-up transformer losses) data at EcoMin adjusted for losses incurred for
such VARSs to reach the high side of the step-up transformer (i.e., Qross

lagging VARs NX-12D data at SCC adjusted down for losses).

C. Increase and decrease limiters shall be applied to potential increases or
decreases in the Current Total Aggregate Lagging VARs as follows:

i. Current Total Aggregate Lagging VARs Limiters for Year 1
(2008) and Year 3 (2010):

e The Current Total Aggregate Lagging VARSs value shall not be
limited for Year 1 and Year 3.

ii. Current Total Aggregate Lagging VARs Limiters for Year 2
(2009):

e Current Total Aggregate Lagging VARs Increase Limiter for Year
2: the calculated Current Total Aggregate Lagging VARs will be
limited to no greater than 110% of the Current Total Aggregate

Lagging VARSs value used in the determination of CCRateagjusted
for the prior year (Year 1); and

e Current Total Aggregate Lagging VARSs Decrease Limiter for Year
2: the calculated Current Total Aggregate Lagging VARs will be
limited to no less than 90% of the Current Total Aggregate

Lagging VARSs value used in the determination of CCRateagjusted
for the prior year (Year 1).

iii. Current Total Aggregate Lagging VARs Limiters for Year 4
2011) and beyond:

e Current Total Aggregate Lagging VARs Increase Limiter for Year
4 and beyond: the calculated Current Total Aggregate Lagging
VARs will be limited to no greater than 130% of the Current Total
Aggregate Lagging VARs value used in the determination of

CCRate,gjustedfor Year 3; and

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

Issued on:  December 29, 2006
DMEAST #5143539 v18




ISO New England Inc. Original Sheet No. 743D
FERC Electric Tariff No. 3
Open Access Transmission Tariff

Section Il — Schedule 2 VAR Payment Implementation Rule

e Current Total Aggregate Lagging VARSs Decrease Limiter for Year
4 and beyond: the calculated Current Total Aggregate Lagging
VARs will be limited to no less than 70% of the Current Total
Aggregate Lagging VARs value used in the determination of

CCRate,gjusted_for Year 3.

2. Calculate the Current Total Aggregate Leading VARSs which shall equal the
Current Net Aggregate Tested Leading VARs plus the Current Net Aggregate
Non-Tested Leading VARS;

Where:

a. the Current Net Aggregate Tested Leading VARs shall equal the total of
Net Leading KVARSs for all Schedule 2 Qualified Reactive Resources that
have completed a successful Leading VAR Test, as reflected in the most
current monthly VAR Status Report that is posted on the ISO website
(http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the Leading kK\VARs of Schedule 2 Qualified Reactive Resources as
taken from its leading VAR test results adjusted for losses incurred for
such VARSs to reach the high side of the step-up transformer (i.e., gross

leading VARS test results adjusted up for losses);

b. the Current Net Aggregate Non-Tested Leading VARs: shall equal the
total of Net Leading K\VARs for all Schedule 2 Qualified Reactive
Resources that have not yet completed a successful Leading VAR Test, as
reflected in the most current monthly VAR Status Report that is posted on
the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd?/var_status/index.html). This value will
reflect the Leading kK\VARs of Schedule 2 Qualified Reactive Resources as
taken from its NX-12D (and NX-9B, where needed to calculate generator

step-up transformer losses) data at EcoMin adjusted for losses incurred for
such VARSs to reach the high side of the step-up transformer (i.e., Qross

leading VARs NX-12D data at EcoMin adjusted up for losses).
C. Current Total Aggregate Leading VARSs Limiters

i. Current Total Aggregate Leading VARs Limiters for Year 1 and
Year 4.

e The Current Total Aggregate Leading VARs value shall not be
limited for Year 1 (2008) and Year 3 (2010) .
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ii. Current Total Aggregate Leading VARs Limiters for Year 2
(2009) :

e Current Total Aggregate Leading VARSs Increase Limiter for Year
2: the calculated Current Total Aggregate Leading VARSs will be
limited to no greater than 110% of the Current Total Aggregate

Leading VARs value used in the determination of CCRate,gjusted for
the prior year (Year 1); and

e Current Total Aggregate Leading VARs Decrease Limiter for Year
2: the calculated Current Total Aggregate Leading VARs will be
limited to no less than 90% of the Current Total Aggregate

Leading VARs value used in the determination of CCRate,gjusted for
the prior year (Year 1).

iii. Current Total Aggregate Leading VARs Limiters for Year 4 and
beyond:

e Current Total Aggregate Leading VARSs Increase Limiter for Year
4 (2011) and beyond: the calculated Current Total Aggregate

Leading VARs will be limited to no greater than 130% of the
Current Total Aggregate Leading VARs value used in the
determination of CCRate,gjusted for Year 3; and

e Current Total Aggregate Leading VARs Decrease Limiter for Year
4 and beyond: the calculated Current Total Aggregate Leading
VARs will be limited to no less than 70% of the Current Total
Aggregate Leading VARSs value used in the determination of
CCRate,gjusted. for Year 3.

3. Calculate the Adjusted CC Rate (CCRate,gjusted): Shall equal (the Base CC Ratee *
Current Total Aggregate Lagaing VARS) / (Current Total Aggregate Lagagin

VARs + Current Total Agaregate Leading VARSs) where the Base CC Rate shall
equal $2.32/kVAR-yr unless changed as provided for under Schedule 2.

4. VAR CC Rate (“VARCCRate”): shall equal (the Adjusted CC Rate) * (the lesser
of 1 or (1.2 * “Forecast Peak Adjusted Reference Load” for the vear / the sum of
the “Qualified Reactive Resources’ Seasonal Claimed Capability™)):

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

Issued on:  December 29, 2006
DMEAST #5143539 v18




ISO New England Inc. Original Sheet No. 743F
FERC Electric Tariff No. 3

Open Access Transmission Tariff

Section Il — Schedule 2 VAR Payment Implementation Rule

Where:

a. the “Forecast Peak Adjusted Reference Load” for the year shall equal the
amount specified as “Adjusted Reference Load” for the applicable year in
Section I 1 - Summaries — Summer from the most current Forecast Report
of Capability, Energy, Loads and Transmission (CELT Report)

(http://www.iso-ne.com/trans/celt/report/index.html);

b. The sum of the “Qualified Reactive Resources’ Seasonal Claimed
Capability” shall equal the Qualified Generator Reactive Resources’
Seasonal Claimed Capability plus the Qualified Non-Generator Reactive
Resources’ Adjusted Seasonal Claimed Capability;

Where:

i the Qualified Generator Reactive Resources’ Seasonal Claimed
Capability: shall equal the total of the “Summer Seasonal Claimed
Capability” column of all Qualified Generator VAR Resources
from the most current VAR Status Report (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); and

ii. the Qualified Non-Generator Reactive Resources’ Adjusted
Seasonal Claimed Capability shall equal 2.50 times the total of the
“Summer Seasonal Claimed Capability” column of all Qualified
non-Generator VAR Resources from the most current VAR Status
Report (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).

5. Monthly VAR Payment for a Qualified Reactive Resource in a particular month
shall equal the (VARCCRate / 12 * (its Monthly Net Lagaing VARS for that

month + its Monthly Net Leading VARs for that month)), as reflected in the

applicable monthly VAR Status Report that is posted on the ISO website
(http://www.iso-ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).

a. Monthly Net Lagging VARs: Qualified Reactive Resource’s Monthly Net

Lagaing VARSs value shall equal its VAR value based on (a) its most
recent successful Lagging VAR test or (b) if it has not yet completed such

a test, its VAR value at SCC based on its submitted and 1SO accepted NX-
12D and NX-9B data. The Qualified VAR Resource’s Monthly Net
Lagging VARSs value shall be reflected in the applicable monthly VAR
Status Report that is posted on the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).
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b. Monthly Net Leading VARs: a Qualified Reactive Resource’s Monthly
Net Leading VARs value shall equal its VAR value based on (a) its most
recent successful Leading VAR test or (b) if it has not yet completed such
a test, its VAR value at EcoMin based on its submitted and ISO accepted
NX-12D and NX-9B data. The Qualified Reactive Resource’s Monthly
Net Leading VARs value shall be reflected in the applicable monthly VAR
Status Report that is posted on the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).
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SCHEDULE 2

REACTIVE SUPPLY AND VOLTAGE CONTROL FROM
QUALIFIED REACTIVE RESOURCES SERVICE

In order to maintain transmission voltages on the New England Transmission System (for
voltage constraints that are reflected in the 1ISO’s systems for operating the New England
Transmission System or in the ISO New England Operating Procedures) within acceptable
limits, Qualified Reactive Resources (as defined below) are operated to produce (or absorb)
reactive power. Thus, VAR Service (as defined below) must be provided to support Regional
Network Service and Through or Out Service on the New England Transmission System (both of
which services have a direct impact on voltage constraints that are reflected in the ISO’s systems
for operating the New England Transmission System or in the ISO New England Operating
Procedures). The amount of VAR Service that must be supplied with respect to a Transmission
Customer’s Regional Network Service and Through or Out Service will be determined based on
the degree of dynamic reactive power support necessary to maintain transmission voltages within
limits that are consistently adhered to in the operation of the New England Transmission System.
Additional information regarding the processes used to collect data and calculate amounts due or
payable under this Schedule 2 can be found in the Ancillary Service Schedule 2 Business
Procedure posted on the 1SO website. Transmission Customers taking Local Service, MTF
Service or OTF Service may also need to acquire voltage support services not otherwise
provided under this Schedule 2 pursuant to Schedules 18, 20A, 20B or 21 to this OATT, as

appropriate.
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. DEFINITIONS

Qualified Generator Reactive Resource(s): means any generator source of dynamic

reactive power that meets the criteria specified in Section Il of this Schedule 2.

Qualified Non-Generator Reactive Resource(s): means any non-generator source of

dynamic reactive power that meets the criteria specified in Section Il of this Schedule 2.

Qualified Reactive Resource(s): means any Qualified Generator Reactive Resource

and/or Qualified Non-Generator Reactive Resource.

VAR Service: means the provision of reactive power voltage support to the New
England Transmission System by a Qualified Reactive Resource or by other generators that are

dispatched by the ISO to provide dynamic reactive power.

VAR Payment: means the payment made to Qualified Reactive Resources for VAR

Service capability under Section V.A. of this Schedule 2.

VAR CC Rate: means the CC Rate paid to Qualified Reactive Resources for VAR

Service capability under Section V.A. of this Schedule 2.
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1. ELIGIBILITY FOR PAYMENT UNDER SCHEDULE 2

A. Qualified Generator Reactive Resources

Qualified Generator Reactive Resources shall be eligible for VAR Payments under this
Schedule 2. In addition, any generator that is dispatched by ISO-NE for the purpose of providing
voltage support to the New England Transmission System shall be eligible to recover its Lost
Opportunity Costs (“LOC”), Cost of Energy Consumed (“CEC”), and Cost of Energy Produced

(“CEP”) pursuant to Sections V.B-D of this Schedule 2.

A generator shall be deemed a Qualified Generator Reactive Resource if it meets the following

criteria:

1. the entity owning or controlling the reactive power capability of the

generator reactive resource is a Market Participant;

2. the generator is: (a) interconnected to the New England Transmission
System or (b) interconnected to the distribution system but participating in the
New England Markets and (c) is metered and dispatchable by the ISO or

otherwise subject to operational control by the ISO;
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3. the generator provides measurable reactive power voltage support to the
New England Transmission System, as determined from time-to-time by the
ISO, and has its automatic voltage regulator status and control mode (including
power factor, reactive power output and voltage control) telemetered to the 1SO
and the applicable Local Control Center; provided that the generator shall have
until January 1, 2009 to have the necessary telemetering equipment installed and

operating;

4. the generator meets the reactive power testing requirements applicable
to generators, as determined from time-to-time by the 1SO and specified in the

ISO New England Operating Documents; and

5. the installation of the generator shall have been approved in accordance
with the requirements of Section 1.3.9 of the Tariff or its predecessor or successor

provisions under the New England regional transmission arrangements.

Any generator that has been receiving VAR Payments under Schedule 2 prior to June 1, 2007
shall be deemed to be a Qualified Generator Reactive Resource as of that date, provided that
it continues to meet the criteria specified in Section Il, A. (1), (3) and (4), above; provided

that, commencing June 1, 2007, generators that are Qualified Generator
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Reactive Resources as of June 1, 2007 but that do not submit an updated NX-12 form with
leading VAR data prior to June 1, 2007 will not receive VAR Payments until the beginning
of the year following the submittal of their updated NX-12 leading VAR data.
Additionally, following June 1, 2007 each generator seeking to be newly designated as a
Qualified Generator Reactive Resource shall submit information to the ISO regarding its
capability to provide leading VAR Service prior to receiving any leading VAR Payments
under Schedule 2. Such information shall be submitted in the form and within the
timeframe prescribed in the Ancillary Service Schedule 2 Business Procedure and/or the

Schedule 2 VAR Payment Implementation Rule.

B. Qualified Non-Generator Reactive Resources

Qualified Non-Generator Reactive Resources shall be eligible for VAR Payments under this
Schedule 2 commencing on January 1, 2008, except for the Cross Sound Cable, which shall be
eligible for VAR Payments commencing March 1, 2007, provided that Cross Sound Cable has
satisfied all of the eligibility criteria specified below in this Section B. However, to the extent
that cost recovery for the dynamic reactive power capability of a non-generator resource could
occur under the PTF cost recovery mechanism, it shall occur only under such cost recovery

mechanism and not under this Schedule 2.
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A non-generator shall be deemed a Qualified Non-Generator Reactive Resource if it meets the

following criteria:

1. the entity owning or controlling the reactive power capability of the non-

generator reactive power resource is a Market Participant;

2. the non-generator reactive power equipment provides measurable dynamic
reactive power voltage support to the New England Transmission System, as

determined from time-to-time by the ISO;

3. the type of dynamic reactive power equipment is within a category of
equipment that has been approved by the ISO, with advisory input from the

Reliability Committee;

4, the dynamic reactive power equipment is subject to the operating authority
of the ISO and all necessary operating protocols for provision of reactive power
voltage support from such equipment have been agreed to, in writing, between the

ISO and the non-generator reactive power resource;

5. such equipment is interconnected to the New England Transmission
System and metered and dispatchable by the ISO or otherwise subject to

operational control by the ISO, and has its automatic voltage regulator status and
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control mode (including power factor, reactive power output and voltage control)
telemetered to the 1ISO and the applicable Local Control Center; provided that the
non-generator shall have until January 1, 2009 to have the necessary

telemetering equipment installed and operating;

6. the non-generator reactive resource meets the reactive power testing
requirements applicable to such non-generators, as determined from time-to-time

by the ISO and specified in the ISO New England Operating Documents; and

7. the installation of such equipment shall have been approved in accordance
with the requirements of Section 1.3.9 of the Tariff or its predecessor provisions

under the New England regional transmission arrangements.

C. Non-Dynamic Reactive Resources

Nothing in this Schedule 2 is intended to preclude, or provide support for, the cost recovery
under a separate schedule to the Tariff, filed with the Commission pursuant to the
requirements of Sections 205 or 206 of the Federal Power Act, for non-generator, non-
dynamic reactive resources that are interconnected to and provide VAR Service to the New
England Transmission System but do not meet the criteria to be deemed either Qualified

Non-Generator Reactive Resources or PTF.
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I11.  DETERMINING THE AMOUNT TO BE PAID FOR SERVICE UNDER THIS

SCHEDULE

VAR Service under this Schedule 2 shall be provided through the ISO. Transmission Customers
must purchase VAR Service through the ISO for the support of transmission voltages on the
New England Transmission System. The charge for VAR Service shall be determined in

accordance with the following formula:

CH = (CC+LOC +CEC + CEP) @J
HL + RC

in which:
CH = the amount to be paid by the Transmission Customer for
the hour;
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cc = the capacity costs for the hour shall be the VAR Revenue
Requirement determined as set forth herein divided by the

number of hours in the month;

LOC

the lost opportunity costs for the hour to be paid for a
dynamic reactive power resource that provides VAR
Service to meet reliability criteria within one or more

Reliability Regions;

CEP = the cost of energy produced which is the portion of the
amount paid for the hour for Energy produced by a
dynamic reactive power resource for VAR Service to meet

reliability criteria within one or more Reliability Regions;

CEC = the cost of energy consumed which is the cost of energy
used in the hour by a dynamic reactive power resource in
order to provide VAR Service to meet reliability crieria

within one or more Reliability Regions;

HL, = the Regional Network Load of the Transmission Customer

for the hour;
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HL = the aggregate of the Regional Network Loads of all

Transmission Customer for the hour;

RC; = the Reserved Capacity for Through or Out Service of the

Transmission Customers for the hour; and

RC = the aggregate Reserved Capacity for Through or Out
Service of all Transmission Customers for the hour.
1IV. ALLOCATION OF VAR SERVICE COSTS
The charge for VAR Service shall be paid by each Transmission Customer that receives either
Regional Network Service or Through or Out Service.
V. DETERMINING A QUALIFIED REACTIVE RESOURCE’S PAYMENT UNDER
THIS SCHEDULE
The compensation to be paid to resources providing VAR Service shall be as set forth below.
A. Capacity Cost (CC)

1. A Qualified Reactive Resource shall be eligible to receive VAR
Payments under the Capacity Cost component of this Schedule 2 for the

capability to provide VAR Service.
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2. Payment for VAR Service associated with lagging capability is not
intended to compensate a Qualified Generator Reactive Resource for
reactive power absorbed by the generator step-up transformer. Payment
for VAR Service associated with leading capability is intended to
compensate a Qualified Generator Reactive Resource for reactive power

absorbed by the generator step-up transformer.

3. The “VAR CC Rate” will be established each year as of January 1 on a
prospective basis for that calendar year and shall be the Adjusted CC Rate
* Min (1, (1.2*Forecast Peak Adjusted Reference Load for the year/(SUM
of all Qualified Reactive Resources’ Summer Seasonal Claimed

Capability))).

4, The “Base CC Rate” shall be $1.05/kVAR-yr before June 1, 2007 and
shall be $2.32/kVAR-yr commencing June 1, 2007 and shall not be
changed pursuant to Section 205 of the Federal Power Act until January 1,
2012. An examination of the Base CC Rate shall be completed no later
than July 1, 2011; such examination shall determine whether the Base CC
Rate is still appropriate or whether it should be changed commencing

January 1, 2012.
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5.

Commencing January 1, 2008, the Adjusted CC Rate shall be a single
rate applied over the full range of leading and lagging capability of a
Qualified Reactive Resource and shall be determined as described
below. Until then, the Adjusted CC Rate shall be applicable only for
lagging capability and shall equal the Base CC Rate. Commencing
January 1, 2008, on an annual basis, the Base CC Rate shall be
converted into an Adjusted CC Rate, expressed in the form of $/kVAR-
yr, representing the amount to be paid for leading and lagging
capability. From that time forward, the Adjusted CC Rate shall be
calculated in accordance with the following formula: Adjusted CC
Rate (CCRateagjusted) Shall equal: (the Base CC Rate (CCRatepase) *
Current Total Aggregate lagging VARSs) / (Current Total Aggregate
Lagging VARs + Current Total Aggregate Leading VARS). The basis
of each such formula element and methodology for calculation is set
forth in the Schedule 2 VAR Payment Implementation Rule. The
details of the Schedule 2 VAR Payment Implementation Rule may be
modified by the 1SO without a filing under the Federal Power Act,
provided that: (i) the modifications are consistent with the requirements
of this Schedule 2; and (ii) the modifications receive the support of at
least two-thirds of the voting percentage of the Transmission

Committee members.
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6. The “Forecast Peak Adjustment Reference Load” shall be the value

published in the then-most recently published Forecast Report of Capacity,

Energy, Loads and Transmission (the “CELT Report”) at the time the

VAR CC Rate is established for a year.

7. “Seasonal Claimed Capability” for Qualified Reactive Resources shall

be determined as follows:

A “Qualified Generator Reactive Resource’s Seasonal Claimed
Capability” shall be the Seasonal Claimed Capability of each
Quialified Generator applicable for the season in which the 1ISO
Forecast Peak Adjusted Load is forecast to occur. The Seasonal
Claimed Capability (SCC) represents the Summer (SCC-S) and
Winter (SCC-W) Claimed Capability of a generating unit (or
ISO approved combination of units in accordance with ISO New
England Operating Procedures). Claimed Capability Ratings are
the maximum dependable load carrying ability, in megawatts to
three decimal places, of such unit or units, excluding capacity
required for station use. SCC-S and SCC-W are the MW values
of the Resource that will be used as billing determinants under

this Tariff.
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b. A “Qualified Non-Generator Reactive Resource’s Seasonal
Claimed Capability” shall be 2.5 times the maximum dynamic
reactive power capability on a lagging basis demonstrated by the
Qualified Non-Generator Reactive Resource during the testing
of its VAR Service capability consistent with ISO Procedures

for measurement of such capability.

7. The “VAR Revenue Requirement” shall be the sum over a month of all

Qualified Reactive Resources” VAR Payments.

8. A Qualified Reactive Resource’s VAR Payment shall equal (1/12) * (VAR

CC Rate*Qualified VARS).

9. Qualified Reactive Resources will be paid their VAR Rate under this
Section for each month of a calendar year starting with the month in which

the resource is approved as a Qualified Reactive Resource.

10. “Qualified VARs” shall be determined as follows:

@ In accordance with the ISO New England Operating Procedures,

the Qualified VARs of a Qualified Reactive Resource initially
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shall be determined through an actual testing in accordance with
the then-applicable VAR testing procedures set forth in the 1ISO
New England Operating Procedures. At least every five (5) years
after that initial test, an ongoing test of the capability of a Qualified
Reactive Resource to supply VAR Service in both leading and
lagging capability shall be conducted. Prior to January 1, 2008, the
Qualified VARs of a Qualified Reactive Resource shall equal the
lagging VAR capability of the resource as determined pursuant to
this section. On and after January 1, 2008, the Qualified VARs of
a Qualified Reactive Resource shall equal the sum total of the
absolute values of the leading and lagging VAR capability of the

resource determined pursuant to this section.

(b) Prior to January 1, 2008:

e the Qualified VARs of an untested Qualified Generator
Reactive Resource shall be equal to the lagging VAR
capability at the Summer Seasonal Claimed Capability as

indicated on the Qualified Generator Reactive Resource's
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NX-12D form that is then in effect adjusted (downward for
lagging capability) for reactive power absorbed by the

generator step-up transformer.

e The Qualified VARs of an untested Qualified Non Generator
Reactive Resource shall be equal to the lagging VAR
capability at the corresponding Summer Seasonal Claimed
Capability or an equivalent point as indicated on the
Qualified Non-Generator Reactive Resource's NX-12D form
that is then in effect adjusted for reactive power absorbed by

its step-up transformer.

(© On and after January 1, 2008:

e the Qualified VARSs of an untested Qualified Generator
Reactive Resource shall be equal to the sum of the absolute
values of the lagging VAR capability at the Summer
Seasonal Claimed Capability and the leading VAR capability
at the EcoMin point as indicated on the Qualified Generator

Reactive Resource's NX-12D form that is then in effect
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adjusted (downward for lagging capability and upward for
leading capability) for reactive power absorbed by the

generator step-up transformer.

e The Qualified VARs of an untested Qualified Non-Generator
Reactive Resource shall be equal to the sum of the absolute
values of the lagging VAR capability at the corresponding
Summer Seasonal Claimed Capability or an equivalent point
and the leading VAR capability at the corresponding EcoMin
point or an equivalent point as indicated on the Qualified
Non-Generator Reactive Resource's NX-12D form that is
then in effect adjusted for reactive power absorbed by its
step-up transformer.

B. Lost Opportunity Cost (LOC)

1. The LOC for generators that are dispatched down by, or at the request of,
the ISO, or a Local Control Center for the purpose of providing VAR

Service will be calculated pursuant to Market Rule 1.
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2. Commencing January 1, 2008, Qualified Non-Generator Reactive
Resources shall be eligible for payment of the LOC for Qualified Non-
Generator Reactive Resources that are dispatched down (pursuant to
the authority established within written operating protocols developed
under Section 11.B.4) at the request of the ISO or a Local Control
Center for the purpose of providing VAR Service. The LOC of such
Qualified Non-Generator Reactive Resources will be calculated
pursuant to procedures established at the time of approval of the
equipment type pursuant to Section 11.B and filed with the Commission

pursuant to the requirements of Section 205 of the Federal Power Act.
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C. Cost of Energy Consumed (CEC)

1. The CEC associated with hydro and pumped storage generating units that
are motoring at the request of the 1ISO or a Local Control Center for the
purpose of providing VAR Service will equal the cost of energy to motor
and will be calculated in each hour as follows: CEC = (MWhUnit * (LMP
or actual energy cost), where the MWh Unit are calculated pursuant to the
Ancillary Service Schedule 2 Business Procedure. The actual energy cost

applies only if motoring energy is purchased through a bilateral contract.

2. For the Chester SCV, the CEC will be set to zero ($0), and the cost of
energy to supply reactive supply and voltage control from the Chester

SCV will be treated as losses on the New England Transmission System.

3. Commencing January 1, 2008, Qualified Non-Generator Reactive
Resources shall be eligible for payment of the CEC incurred by
Qualified Non-Generator Reactive Resources for the purpose of
providing VAR Service (pursuant to the authority established within
written operating protocols developed under Section 11.B.4). The CEC
of such Qualified Non-Generator Reactive Resources shall be measured
pursuant to procedures established at the time of approval of the
equipment type pursuant to Section 11.B and filed with the Commission

pursuant to the requirements of Section 205 of the Federal Power Act.
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4. Cost of Energy Produced (CEP)

1. The CEP associated with thermal generating units that are brought on-line
by the ISO or a Local Control Center for the purpose of providing VAR
Service shall equal the portion of the total uplift to be paid that resource
for a day that is attributed to the hour(s) during which the resource is run
to provide VAR Service in accordance with Market Rule 1 and the ISO

New England Operating Documents.

2. The CEP associated with hydro or pumped storage generating units that
are producing real power and that have also been brought on-line by the
ISO or a Local Control Center to provide VAR Service shall equal the
portion of the total uplift to be paid that resource for a day that is
attributed to the hour(s) during which the resource is run to provide VAR
Service in accordance with Market Rule 1 and the ISO New England

Operating Documents.

3. Commencing January 1, 2008, Qualified Non-Generator Reactive
Resources shall be eligible for payment of the CEP incurred by
Qualified Non-Generator Reactive Resources for the purpose of

providing VAR Service (pursuant to the authority established within
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written operating protocols developed under Section 11.B.4). The
CEP of such Qualified Non-Generator Reactive Resources shall be
measured pursuant to procedures established at the time of approval
of the equipment type pursuant to Section I1.B and filed with the
Commission pursuant to the requirements of Section 205 of the

Federal Power Act.

VI.  ALTERNATIVE PAYMENT FOR VAR SERVICE

Where a non-generator source of VAR Service (i) responds to identified needs for
dynamic reactive power on the New England Transmission System, as identified in the Regional
System Plan, and (ii) is confirmed by the 1SO as a dynamic reactive power resource that will
meet the identified need, and (iii) such non-generator source of VAR Service meets the criteria to
be a Qualified Non-Generator Reactive Resource but cannot recover its costs of providing
dynamic reactive power under Schedule 2, such non-generator may submit a separate schedule to
the ISO OATT to be filed with the Commission pursuant to the requirements of Section 205 of
the Federal Power Act for a rate to be paid to allow such resource to recover its costs related to
providing VAR Service. In such case, it shall not be considered a Qualified Non-Generator
Reactive Resource under this Schedule 2 and its provision of VAR Service and payment shall be

governed solely by such separate schedule filed with the Commission.

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

Issued on:  December 29, 2006
DMEAST #5143539 v18



ISO New England Inc. Original Sheet No. 743B
FERC Electric Tariff No. 3

Open Access Transmission Tariff

Section Il — Schedule 2 VAR Payment Implementation Rule

SCHEDULE 2 VAR PAYMENT IMPLEMENTATION RULE

This rule describes the steps to be taken to calculate the VAR CC Rate on or after
January 1, 2008 in accordance with Section V.A. of Schedule 2. Applicable to that time forward
on an annual basis, the Base CC Rate shall be converted into a VAR CC Rate, expressed in the

form of $/kVAR-yr, representing the amount to be paid for leading and lagging capability.

The following calculations shall be done in December of each year to calculate the VAR
CC Rate for the next year of VAR Payments for leading and lagging reactive power capability in
the following year. As described below, the VAR CC Rate shall be updated on an annual basis
utilizing the most current leading and lagging test results, and it is expected to take three years to

test all of the Qualified Reactive Resources in leading mode.

1. Calculate the “Current Total Aggregate Lagging VARs”, which shall equal the
“Current Net Aggregate Tested Lagging VARSs” plus the “Current Net Aggregate
Non-Tested Lagging VARs”;

Where:

a. the Current Net Aggregate Tested Lagging VARs shall equal the total of
Net Lagging kVARs for all Schedule 2 Qualified Reactive Resources that
have completed a successful lagging VAR test, as reflected in the most
current monthly VAR Status Report that is posted on the ISO website
(http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the lagging kVARs of Schedule 2 Qualified Reactive Resources as
taken from its lagging VAR test results adjusted for losses incurred for
such VARs to reach the high side of the step-up transformer (i.e., gross
lagging VARSs test results adjusted down for losses); and
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b. the Current Net Aggregate Non-Tested lagging VARs shall equal the total
of net lagging kVARs for all Schedule 2 Qualified Reactive Resources
that have not yet completed a successful lagging VAR test, as reflected in
the most current monthly VAR Status Report that is posted on the ISO
website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the lagging kVARs of Schedule 2 Qualified Reactive Resources as
taken from its NX-12D (and NX-9B, where needed to calculate generator
step-up transformer losses) data at EcoMin adjusted for losses incurred for
such VARs to reach the high side of the step-up transformer (i.e., gross
lagging VARs NX-12D data at SCC adjusted down for losses).

C. Increase and decrease limiters shall be applied to potential increases or
decreases in the Current Total Aggregate Lagging VARs as follows:

I. Current Total Aggregate Lagging VARs Limiters for Year 1
(2008) and Year 3 (2010):

e The Current Total Aggregate Lagging VARs value shall not be
limited for Year 1 and Year 3.

ii. Current Total Aggregate Lagging VARs Limiters for Year 2
(2009):

e Current Total Aggregate Lagging VARs Increase Limiter for Year
2: the calculated Current Total Aggregate Lagging VARs will be
limited to no greater than 110% of the Current Total Aggregate
Lagging VARSs value used in the determination of CCRateagjusted
for the prior year (Year 1); and

e Current Total Aggregate Lagging VARs Decrease Limiter for Year
2: the calculated Current Total Aggregate Lagging VARSs will be
limited to no less than 90% of the Current Total Aggregate
Lagging VARSs value used in the determination of CCRateagjusted
for the prior year (Year 1).

iii. Current Total Aggregate Lagging VARs Limiters for Year 4
(2011) and beyond:

e Current Total Aggregate Lagging VARs Increase Limiter for Year
4 and beyond: the calculated Current Total Aggregate Lagging
VARs will be limited to no greater than 130% of the Current Total
Aggregate Lagging VARs value used in the determination of
CCRateagjusted for Year 3; and
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e Current Total Aggregate Lagging VARs Decrease Limiter for Year
4 and beyond: the calculated Current Total Aggregate Lagging
VARs will be limited to no less than 70% of the Current Total
Aggregate Lagging VARs value used in the determination of
CCRateagjusted Tor Year 3.

2. Calculate the Current Total Aggregate Leading VARSs which shall equal the
Current Net Aggregate Tested Leading VARs plus the Current Net Aggregate
Non-Tested Leading VARS;

Where:

a. the Current Net Aggregate Tested Leading VARs shall equal the total of
Net Leading kVARs for all Schedule 2 Qualified Reactive Resources that
have completed a successful Leading VAR Test, as reflected in the most
current monthly VAR Status Report that is posted on the ISO website
(http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); this value will
reflect the Leading kVARs of Schedule 2 Qualified Reactive Resources as
taken from its leading VAR test results adjusted for losses incurred for
such VARs to reach the high side of the step-up transformer (i.e., gross
leading VARSs test results adjusted up for losses);

b. the Current Net Aggregate Non-Tested Leading VARs: shall equal the
total of Net Leading kVARs for all Schedule 2 Qualified Reactive
Resources that have not yet completed a successful Leading VAR Test, as
reflected in the most current monthly VAR Status Report that is posted on
the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html). This value will
reflect the Leading kVARs of Schedule 2 Qualified Reactive Resources as
taken from its NX-12D (and NX-9B, where needed to calculate generator
step-up transformer losses) data at EcoMin adjusted for losses incurred for
such VARs to reach the high side of the step-up transformer (i.e., gross
leading VARs NX-12D data at EcoMin adjusted up for losses).

C. Current Total Aggregate Leading VARSs Limiters

. Current Total Aggregate Leading VARs Limiters for Year 1 and
Year 4:

e The Current Total Aggregate Leading VARs value shall not be
limited for Year 1 (2008) and Year 3 (2010) .

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

Issued on:  December 29, 2006
DMEAST #5143539 v18



ISO New England Inc.
FERC Electric Tariff No. 3

Open Access Transmission Tariff

Original Sheet No. 743E

Section Il — Schedule 2 VAR Payment Implementation Rule

Current Total Aggregate Leading VARs Limiters for Year 2
(2009) :

Current Total Aggregate Leading VARs Increase Limiter for Year
2: the calculated Current Total Aggregate Leading VARSs will be
limited to no greater than 110% of the Current Total Aggregate
Leading VARs value used in the determination of CCRateagjusted fOr
the prior year (Year 1); and

Current Total Aggregate Leading VARSs Decrease Limiter for Year
2: the calculated Current Total Aggregate Leading VARSs will be
limited to no less than 90% of the Current Total Aggregate
Leading VARs value used in the determination of CCRateagjusted fOr
the prior year (Year 1).

Current Total Aggregate Leading VARs Limiters for Year 4 and
beyond:

Current Total Aggregate Leading VARs Increase Limiter for Year
4 (2011) and beyond: the calculated Current Total Aggregate
Leading VARs will be limited to no greater than 130% of the
Current Total Aggregate Leading VARs value used in the
determination of CCRateagjusted for Year 3; and

Current Total Aggregate Leading VARSs Decrease Limiter for Year
4 and beyond: the calculated Current Total Aggregate Leading
VARs will be limited to no less than 70% of the Current Total
Aggregate Leading VARs value used in the determination of
CCRateagjusted Tor Year 3.

3. Calculate the Adjusted CC Rate (CCRateagjusted): shall equal (the Base CC Rate, *
Current Total Aggregate Lagging VARSs) / (Current Total Aggregate Lagging
VARs + Current Total Aggregate Leading VARS) where the Base CC Rate shall
equal $2.32/kVAR-yr unless changed as provided for under Schedule 2.

4, VAR CC Rate (“VARCCRAate”): shall equal (the Adjusted CC Rate) * (the lesser
of 1 or (1.2 * “Forecast Peak Adjusted Reference Load” for the year / the sum of
the “Qualified Reactive Resources’ Seasonal Claimed Capability”));
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Where:

a. the “Forecast Peak Adjusted Reference Load” for the year shall equal the
amount specified as “Adjusted Reference Load” for the applicable year in
Section 1.1 - Summaries — Summer from the most current Forecast Report
of Capability, Energy, Loads and Transmission (CELT Report)
(http://www.iso-ne.com/trans/celt/report/index.html);

b. The sum of the “Qualified Reactive Resources’ Seasonal Claimed
Capability” shall equal the Qualified Generator Reactive Resources’
Seasonal Claimed Capability plus the Qualified Non-Generator Reactive
Resources’ Adjusted Seasonal Claimed Capability;

Where:

5. Monthly VAR
shall equal the

the Qualified Generator Reactive Resources’ Seasonal Claimed
Capability: shall equal the total of the “Summer Seasonal Claimed
Capability” column of all Qualified Generator VAR Resources
from the most current VAR Status Report (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html); and

the Qualified Non-Generator Reactive Resources’ Adjusted
Seasonal Claimed Capability shall equal 2.50 times the total of the
“Summer Seasonal Claimed Capability” column of all Qualified
non-Generator VAR Resources from the most current VAR Status
Report (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).

Payment for a Qualified Reactive Resource in a particular month
(VARCCRate / 12 * (its Monthly Net Lagging VARSs for that

month + its Monthly Net Leading VARs for that month)), as reflected in the
applicable monthly VAR Status Report that is posted on the ISO website
(http://www.iso-ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).

a. Monthly Net Lagging VARs: Qualified Reactive Resource’s Monthly Net
Lagging VARSs value shall equal its VAR value based on (a) its most
recent successful Lagging VAR test or (b) if it has not yet completed such
a test, its VAR value at SCC based on its submitted and 1SO accepted NX-
12D and NX-9B data. The Qualified VAR Resource’s Monthly Net
Lagging VARSs value shall be reflected in the applicable monthly VAR
Status Report that is posted on the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).
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b. Monthly Net Leading VARs: a Qualified Reactive Resource’s Monthly
Net Leading VARSs value shall equal its VAR value based on (a) its most
recent successful Leading VAR test or (b) if it has not yet completed such
a test, its VAR value at EcoMin based on its submitted and ISO accepted
NX-12D and NX-9B data. The Qualified Reactive Resource’s Monthly
Net Leading VARSs value shall be reflected in the applicable monthly VAR
Status Report that is posted on the ISO website (http://www.iso-
ne.com/stimnts/iso_rto_tariff/schd2/var_status/index.html).
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Claimed Fixed

Annual Reactive Monthly Real Effective Net Capability
Power Service  Reactive Power Power Voltage Fixed Heating Component
Revenue Service Revenue Capability Net MVAR Support Rate Online Capability =~ Losses in $/MVAR-
Zone Generator Requirement Requirement  Ferc Docket Fuel/Turbine (MW) @ 0.9pf  ($/MVAR-yr) Year Component Component yr
AE Atlantic City Electric Company $ 3,712,750 $ 309,396
Conectiv Energy Supply, Inc. $ 1,140,535 $ 95,045
TXU Pedricktown Cogeneration Company ~ $ 263515 $ 21,960
APS Allegheny Energy Supply Company, LLC ~ $ 11,704,576 $ 975,381
Armstrong Energy Limited Partnership $ 1,435,113 $ 119,593 ER03-229 Gas Peaker 600 291 $ 4,939
Pleasants Energy, LLC $ 722,906 $ 60,242 ER03-451 Gas Peaker 300 145 $ 4,975
Duke Energy Fayette, LLC $ 2312572 $ 192,714 ER03-794-002 Gas Peaker 620 300 $ 7,701
Monongahela Power Company $ 3,193,690 $ 266,141
Allegheny Energy Supply Company, LLC ~ $ 1,354,022 $ 112,835
Monongahela Power Company $ 403,763 $ 33,647
BGE Constellation Power Source, Inc. $ 8,344,846 $ 695,404
ISG Sparrows Point, Inc. $ 319,464 $ 26,622 ER03-852 Gas Peaker 152 74 $ 4,340
DPL Conectiv Energy Supply, Inc. $ 3,756,981 $ 313,082
NRG Power Marketing, Inc. $ 1,957,059 $ 163,088
Commonwealth Chesapeake Company $ 1,270,890 $ 105,908 ER02-2520 Gas Peaker 342 166 $ 7,673
JCPL Jersey Central Power & Light Company $ 3,009,853 $ 250,821
Calpine Energy Services, LP (Parlin) $ 693,132 $ 57,761 ER04-889 Gas CC 114 55 $ 12,554 1991
Ocean Peaking Power, L.L.C. $ 952,555 $ 79,380 ERO05-289 Gas Peaker 330 160 $ 5,960
FPL Energy Power Marketing, Inc. NJEA  $ 515,329 $ 42,944 ERO05-845 Gas Cogen 300 145 $ 3,547
METED Metropolitan Edison Company $ 2,038,623 $ 169,885
Reliant Energy Hunterstown, LLC $ 2,027,683 $ 168,974 ER03-1164-000 Gas CC 830 402 $ 5,044 2003 $1,749,489 $ 278,193 $ 4,352
Calpine Energy Services, (Ontelaunee) $ 1,176,052 $ 98,004 ER03-624-000 Gas CC 573 278 $ 4,238 2002 $1,105,962 $ 70,089 $ 3,985
PENELEC Pennsylvania Electric Company $ 2,061,826 $ 171,819
First Energy Solutions Corp. $ 47,432 $ 3,953
Allegheny Electric Cooperative Inc. $ 21,416 $ 1,785
Handsome Lake Energy, LLC $ 370,304 $ 30,859 ER03-269-000 Gas Peaker 250 121 $ 3,058
Reliant Energy Seward, LLC $ 1,142,356 $ 95,196 ER04-1164 Coal 521 252 $ 4,527
PECO Exelon Generation Company, LLC $ 8,695,200 $ 724,600
FPL Energy Power Marketing, Inc. $ 393,182 $ 32,765
Liberty Electric Power, LLC $ 2,222,473 $ 185,206 ER03-1209-000 Gas CC 521 252 $ 8,808 2002 $2,042,120 $ 180,352 $ 8,093
Fairless Energy, LLC $ 3,146,914 $ 262,243 ER04-797 Gas CC 1,268 614 $ 5,124 2004 $1,250,696 $ 104,216 $ 2,037
FPL Energy Power Marketing, Inc. $ 1,500,000 $ 125,000 ER05-316-000 Gas CC 750 363 $ 4,129 2005
CED Rock Springs, LLC $ 766,570 $ 63,881 ER05-288 Gas Peaker 355 172 $ 4,459
Old Dominion Electric Cooperative $ 654,639 $ 54,553 ER05-682 Gas Peaker 317 154 $ 4,264
PPL PPL EnergyPlus, LLC $ 9,040,000 $ 753,333
Allegheny Electric Cooperative, Inc. $ 898,115 $ 74,843
Sunbury Generation, L.L.C. $ 450,000 $ 37,500 ER02-2362 Coal 389 188 $ 2,389
WPS Westwood Generation, LLC $ 103,950 $ 8,663 ER02-2361 Coal 30 15 $ 7,154
Safe Harbor Water Power Corporation $ 2,149,747 $ 179,146 ER03-423 Hydro 400 194 $ 11,097
Conectiv Bethlehem, LLC $ 2,699,389 $ 224,949 ER04-231-002 Gas CC 885 429 $ 6,298 2003 $1,783970 $ 310,282 $ 4,162
Lower Mount Bethel Energy, LLC $ 1,086,303 $ 90,525 ER04-1142 Gas CC 600 291 $ 3,738 2004 $ 849,298 $ 237,005 $ 2,923
PEPCO Mirant Potomac River, LLC $ 4,733,477 $ 394,456
Potomac Power Resources, Inc. $ 721,723 $ 60,144
PSEG PSEG Energy Resources & Trade, LLC $ 8,587,290 $ 715,608
Calpine Energy Services, LP (Newark) $ 478,818 $ 39,901 ER04-978 Gas CC 56 27 $ 17,654 1991
Newmarket Power Company, LLC $ 1,778,283 $ 148,190 ER05-1058 Gas Peaker 149 72 % 8,784
(Bayonne, Camden & Newark) ER05-1059 Gas Peaker 146 71 % 8,784
ER05-1060 Gas Peaker 123 60 $ 8,784
ComEd Exelon Generation $ 10,227,259 $ 852,272
Midwest Generation, LLC $ 2,295,784 $ 191,315 ERO04-190 Coal 9,287 4,290 $ 535
University Park Energy, LLC $ 543,304 $ 45,275 ER04-765 Gas Peaker 300 145 $ 3,739
Duke Energy Lee, LLC $ 1,500,000 $ 125,000 ER04-641 Gas Peaker 640 310 $ 4,839
PPL University Park, LLC $ 1,504,414 $ 125,368 ER04-911 Gas Peaker 540 262 $ 5,752
Reliant Energy Aurora, LP $ 1,490,000 $ 124,167 ERO04-1066 Gas Peaker 873 423 $ 3,524
AEP AEP East Operating Cos. $ 26,091,131 $ 2,174,261
Big Sandy Peaker Plant, LLC $ 525,904 $ 43,825 ER04-1103 Gas Peaker 300 145 $ 3,620
Wolf Hills Energy, LLC $ 442,023 $ 36,835 ER04-1102 Gas Peaker 250 121 $ 3,651
Rolling Hills Generating, L.L.C. $ 1,100,000 $ 91,667 ER04-1098 Gas Peaker 800 387 $ 2,839
Riverside Generating Company, L.L.C. $ 1,702,765 $ 141,897 ER05-328 Gas Peaker 820 397 $ 4,288
Buckeye Power, Inc. $ 1,215,129 $ 101,261 ELO5-20 Coal 1,066 516 $ 2,354
Duke Energy Hanging Rock, LLC $ 3,429,356 $ 285,780 ER05-567 Gas CC 1,240 601 $ 5,710 2003 $3,328,957 $ 100,398 $ 5,543
Duke Energy Washington LLC $ 1,569,806 $ 130,817 ERO05-623 Gas CC 620 300 $ 5,228 2002 $1,519,992 $ 49,813 $ 5,062
Indiana Municipal Power Agency $ 489,001 $ 40,750 ERO05-971 Gas Peaker 251 122 $ 4,023
Twelvepole Creek LLC $ 1,457,832 $ 121,486 ER04-1166 Gas Peaker 458 222 $ 6,572
Dayton The Dayton Power and Light Company $ 6,692,774 $ 557,731
Dominion Virginia Electric and Power Company $ 22,222,702 $ 1,851,892
Tenaska Virginia Partners, L.P. $ 1,385,697 $ 115,475 ER04-680 Gas CC 885 429 $ 3,233 2004 $1,179,258 $ 206,439 $ 2,751
FPL Energy Power Marketing, (Doswell) $ 1,341,384 $ 111,782 ERO05-1119 Gas CC 600 291 $ 4,616 2000 $1,269,111 $ 72,272 $ 4,367
FPL Energy Power Marketing, (Doswell) $ 268,440 $ 22,370 ER05-1119 Gas CT 170 82 $ 3,260 2000
PIM TOTAL $ 197,800,726 $ 16,483,394
MISO Filings
IP/MIOS Dynegy Mid West Generation Inc $ 7,584,800 $ 632,067 ER05-270 Coal 4,042 1,958 $ 3,874
ATSI/MISO Calpine Fox Energy Center $ 1,352,081 $ 112,673 ER05-1361-000 Gas CC 600 291 $ 4,653 2005 $1,352,081 $ - $ 4,653
FE/MISO Troy Energy, LLC $ 1,498,920 $ 124,910 ER03-1396-000 Gas Peaker 620 300 $ 4,992
ATSI/MISO Calpine Riverside Energy Center $ 1,205,900 $ 100,492 ERO04-1055 Gas CC 603 292 $ 4,129 2004 $1,074,616 $ 131,284 $ 3,680
ATSIMISO Calpine Rockgen $ 622,400 $ 51,867 ER04-1059 Gas Peaker 475 230 $ 2,705
MISO Duke Vermillion $ 1,100,000 $ 91,667 ER05-123 Gas Peaker 640 310 $ 3,549
AMRN/MISO  Holland Energy $ 1,065,200 $ 88,767 ER04-1075 Gas CC 650 315 $ 3,384 2002 $1,029,527 $ 35673 $ 3,270
FE/MISO Orion Power Midwest $ 2,056,255 $ 171,355 ER04-717 Coal 1,310 634 $ 3,241
IN/MISO IMPA Georgetown $ 166,176 $ 13,848 EL05-134 Gas Peaker 170 82 $ 2,018
CMS/MISO MI Power Livingston & Kalamazoo $ 415,000 $ 34,583 ERO05-341 Gas Peaker 200 97 $ 4,284
KY/MISO Renaissance Power $ 881,000 $ 73,417 ER04-992 Gas Peaker 680 329 $ 2,675
COMBINED CYCLE AVERAGES $ 4,966 $ 4221
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Schedule 2 Costs from 05/05 through 10/06

- Corrected after Settlements review
(18 months)

May-05
Jun-05
Jul-05
Aug-05
Sep-05
Oct-05
Nov-05
Dec-05
Jan-06
Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06
Aug-06
Sep-06
Oct-06
18 mo Total
Mo Avg

Variable Fixed
15,903,321.65 1,034,788.43
6,040,456.72 1,048,417.05
2,925,783.61 1,044,618.74
1,159,770.96 1,029,508.10
3,600,306.98 1,016,535.31
1,931,910.18 1,016,535.31
3,000,807.17 1,016,535.31
1,076,721.74 1,016,535.31
2,712,756.80 1,016,535.31
1,814,888.20 1,016,535.31
1,363,754.76 1,024,426.83
2,365,682.30 1,024,426.83
1,165,467.37 1,024,426.83
1,307,725.62 1,024,426.83
3,202,213.31 1,022,112.37
3,418,803.33 1,022,112.37
1,144,950.40 1,022,112.37
682,167.71 953,327.15
54,817,488.81 18,373,915.76
3,045,416.05 1,020,773.10

Nov-05
Dec-05
Jan-06
Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06
Aug-06
Sep-06
Oct-06
12 mo Total
Mo Avg

(12 months)

Variable Fixed
3,000,807.17 1,016,535.31
1,076,721.74 1,016,535.31
2,712,756.80 1,016,535.31
1,814,888.20 1,016,535.31
1,363,754.76 1,024,426.83
2,365,682.30 1,024,426.83
1,165,467.37 1,024,426.83
1,307,725.62 1,024,426.83
3,202,213.31 1,022,112.37
3,418,803.33 1,022,112.37
1,144,950.40 1,022,112.37

682,167.71 953,327.15
23,255,938.71 | 12,183,512.82
1,937,994.89 1,015,292.74




Denotes numbers used in

Schedule 2 Filing

2nd half of 2007 calc
Fixed

Fixed=X*2.32 2,260,558.97
/1.05+CSC 2,260,558.97
2,260,558.97
2,260,558.97
2,277,995.47
2,277,995.47
2,277,995.47
2,277,995.47
2,272,881.62
2,272,881.62
2,272,881.62
estimated 2,274,500.00

12 mo Total] 27,247,362.62

Mo Avg] 2,270,613.55

QOO ~NOULEAWN R

1

CSC=75*2.32
*1000/12

12 mo Total

CSC

14,500

14,500

14,500

14,500

14,500

14,500

14,500

14,500

14,500

14,500

14,500

14,500

174,000
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