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To: NEPOOL Budget & Finance Subcommittee 

From: ISO-NE Enterprise Risk Management 

Date:   March 14, 2018 

Subject: PFP-FA Instructional Memo 

Executive Summary  
On June 1, 2018, a fundamental design change to the Forward Capacity Market (FCM), known as Pay For 
Performance (PFP) will become effective.  PFP alters the risk profile for Capacity Supply Obligations (CSOs); 
thus the Financial Assurance (FA) methodology must change as well.  Because of the lag between the 
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For each resource in the Designated FCM Participant’s portfolio, excluding any resource that has reached 
the annual stop-loss as described in Section III.13.7.3.2 of Market Rule 1 and, during February through 
May and September through November, excluding the Capacity Supply Obligation associated with any 
Energy Efficiency measures, and excluding from the remaining resources the resource having the largest 
Capacity Supply Obligation in the month, the resource’s Capacity Supply Obligation shall be multiplied by 
the average performance of the resource.  The CWAP shall be the sum of all such values, divided by the 
Designated FCM Participant’s DFAMW.  If the DFAMW is zero, then the CWAP is set equal to one.   

The average performance (AP) of a resource is the Actual Capacity Provided during Capacity Scarcity 
Conditions divided by the product of the resource’s Capacity Supply Obligation and the equivalent hours 
of Capacity Scarcity Conditions in the relevant group of months in the three Capacity Comm
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Examples 

This section shows a number of examples illustrating how to calculate the FCM Delivery FA for a variety of 
different portfolios in diverse (though not exhaustive) circumstances.
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CWAP = (0.9 x 100)/200 = 0.45. 
PE = $17,728 - (100 x $9,551 + 100 x $11,080)/(100 + 100) = $7,412.5 

 MCC = 100 x $9,551 + 100 x $11,080 = $2,063,100 
In the case of two 100 MW resources, then, the FA requirement would be: 

FA = DFAMW x PE x (MAX(ABR – CWAP, 0.1)) x SF x DF - MCC 
FA = 200 x $7,412.5 x (MAX(0.90 - 0.45, 0.1)) x 1.732 x 0.75 – $2,063,100 
FA = 200 x $7,412.5 x 0.45 x 1.732 x 0.75 - $2,063,100 
FA = ($1,196,505) 

This results in an FA credit. 
Once the monthly bill is issued the MCC term goes to zero and the FA requirement becomes:  

FA = $866,595 

Case 3: Consider the previous case with the following change: Adding one 500 MW resource into the 
portfolio.  Assume a capacity price for the 500 MW resource is $9,551/MW-month. 

 For this portfolio, given that the 500 MW resource is unavailable, the exposure to penalties is 
mitigated when both 100 MW resources are available.  Assume both 100 MW resources have 
historical average performance of 90%.  The capacity weighted average performance is 
calculated: 

CWAP = (100*0.9 + 100*0.9)/700 = 0.257  
PE = $17,728 - (100 x $9,551 + 100 x $11,080 + 500 x $9,551)/(100 + 100 + 500) = $7,958.57 
MCC = 100 x $9,551 + 100 x $11,080 + 500 x $9,551 = $6,838,600 

 In the case of a portfolio consisting of one 500 MW resource and two 100 MW resources, then the 
FA requirement would be: 

FA = DFAMW x PE x (MAX(ABR – CWAP, 0.1)) x SF x DF - MCC 
FA = 700 x $7,958.57 x (MAX(0.90 - 0.257, 0.1)) x 1.732 x 0.75 - $6,838,600 
FA = 700 x $7,958.57 x 0.64286 x 1.732 x 0.75 - $6,838,600 
FA = $(2,186,417) 

Once the monthly bill is issued, the MCC term goes to zero and the FA requirement becomes:  
FA = $4,652,183 

Case 4: Consider a case with the same portfolio as in Case 3 but in January (2 months left in winter 
commitment period) with ABR = 0.7. 

In this case the FA requirement would be: 
FA = DFAMW x PE x (MAX(ABR – CWAP, 0.1)) x SF x DF - MCC 
FA = 700 x $7,958.57 x (MAX(0.7-0.257, 0.1)) x 1.414 x 0.75 - $6,838,600 
FA = 700 x $7,958.57 x 0.44286 x 1.414 x 0.75 - $6,838,600 
FA = $(4,222,180)  

Once the monthly bill is issued, the MCC term goes to zero and the FA requirement becomes:  
FA = $2,616,420 



PFP
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MCC = $9,551 x 300 = $2,865,300 


