To:  NEPOOL LTTR Working Group

From:  Brian Evans-Mongeon, on behalf of the New England Public Systems

Date:  5 October 2006

Attached is the NEPS counter proposal to the ISO Proposal #3 presented at the LTTR WG meeting on 28 September 2007.  This counter proposal is consistent with the statements NEPS has been articulating throughout the process and represents our continuing efforts to have NEPOOL reach a consensus that embodies a solution that works for all market participants.  Our concern with ISO Proposal #3 lies within the “Allocated LTTR” structure; we do not oppose the ISO’s recommendations for the “Auctioned LTTRs” or the monthly FTR process already in place (although some tweaking of the words may be required to recognize the NEPS proposal for Allocated LTTRs).  In some cases, we see ourselves using Auctioned LTTRs and monthly FTRs in conjunction with the Allocated LTTR structure.
Since our last meeting we have come up with an alternative method for calculating the ARR reduction mechanism to recognize the Allocated LTTRs.  Simply put, this new method removes the effects of the Allocated LTTR “energy” from the distribution of the ARR “pot of dollars” within a zone.  In the current method of distribution, the ARR pot of dollars is distributed to the 8 zones and then is further distributed to each entity by the ratio of its hourly RTLO in the zone to the total zonal hourly RTLO at the time of the monthly pool peak.  We propose to change the intra-zonal ARR dollar distribution allocator to a ratio of each entities’ monthly zonal RTLO (minus its Allocated LTTR award in the zone times the number of hours in the month) to the total monthly zonal RTLO energy (minus the sum of the monthly Allocated LTTR awards in the zone times the number of hours in the month).  NEPS feels that this distribution system is a better allocator because:
-
monthly usage reflects the use of the transmission system better than a single hourly value;
-
the current hourly ratio is applied to both on- and off-peak auction revenues, thus the peak hour disproportionately allocates auction revenues to entities who may not have participated in either of the on- and off-peak auctions;
-
it will remove the Allocated LTTRs from the distribution of auction revenues; and
-
usage of the Allocated LTTRs will most likely represent a higher percentage of the LTTR holder’s load than the previously proposed NEPS demand ratio, and this is more consistent with the type of power supply resources we would be seeking for our portfolio and need to hedge with Allocated LTTRs.
It is our view that removing the effects of the Allocated LTTR from the ARR distribution appropriately provides for auction revenues to only go to that load that is participating in the auction.  We continue to propose the strict eligibility criteria for the Allocated LTTR from our earlier proposal (e.g., require both a long-term power supply contract and a long-term service obligation); as well as the penalty and sanctions provisions.  Energy associated with the LTTR should not be included in the allocation of ARR dollars.  Our proposal takes the energy served by the LTTR out of the equation.  In addition, we propose again that LTTRs have an initial term of 5 to 10 years and be eligible for rollover with 5 year’s notice.  We continue to believe that this, in conjunction with the other eligibility requirements, will limit the use of Allocated LTTRs to those entities that truly need such LTTRs to hedge their long-term power supply arrangements entered into to meet their long-term service obligations.  We expect that such limitations will ensure that a large portion of the transmission system is still available for the Auctioned LTTR and monthly FTRs.
Should you have any questions regarding this concept, I will be happy to talk with you.  Please do not hesitate to contact me.  Thank you in advance for your consideration.
