To:
NEPOOL Long-Term Transmission Rights Working Group
Date: 
October 12, 2006
Re: 
Northeast Utilities Alternative Proposal for Design Basis Document
Northeast Utilities offers the following alternative for inclusion in the Long-Term Transmission Rights Working Group Design Basis Document (“DBD”)
FTR Full Funding – Network Load Allocation is not appropriate
Under ISO-NE’s proposal, Network Load will be responsible for fully-funding FTRs.  As such, Network Load will be credited / charged for surpluses / shortfalls in the proposed Congestion Revenue Assurance Fund (CRAF).  As an alternative, ARR holders should be proportionally allocated any injections into or withdrawals from this fund.
Assuming that the “cost causation” principle applies to this allocation issue, the most basic “cause” of an under-funded FTR market is an auction that sold more FTRs than were physically feasible under the actual system conditions that prevailed during the month.  If more FTRs were auctioned than were actually available, it is appropriate to reduce the ARR fund.  Stated differently, the ARR disbursement was greater than it would have been if the FTR auction had been able to foresee the exact system conditions and, therefore, auction-off the exact set of feasible FTRs.  The same principle holds true in a month in which surplus congestion revenues are collected (i.e. too few FTRs were made available and, thus, ARR holders were insufficiently compensated). 

This allocation concept is further supported by the theory that current FTRs purchasers reflect the risk of under-funding via reduced FTR bids (which leads to fewer ARR dollars).  Eliminating the risk of under-funding would, therefore, lead to higher-valued ARRs.  Given that ARRs will be more valuable under this design, ARRs holders should face the uncertainty of over- and under-funding.
During discussions at the LTTR WG, ISO-NE has supported the Network Load allocation based on a theory that transmission owners (TOs) are responsible for under-funding.  The FERC LTTR Final Order at section 150 summarizes the criticism of this viewpoint.  The main points are noted below:
· When a TO joins an RTO, it cedes short-term control (i.e. redispatch) of the system.
· The RTO administers the FTR auction and, as such, is solely positioned to manage the quantity of rights awarded to limit the potential for under-funding.

· The Network Load allocation could provide an incentive for TOs to provide the RTO with conservative line rating and outage schedules to minimize the risk of under-funding.

Prior to Standard Market Design (SMD), Network Load customers were allocated the cost of congestion on the New England system.  Under SMD, ISO-NE transitioned to a congestion management system (CMS) that consists of locational marginal prices, financial transmission rights, and auction revenue rights.  Network Load customers are no longer involved in the funding of congestion.  Congestion Paying LSEs, as defined in Manual-35, are responsible for supplying their load obligations within this CMS.  The economic consequences of a fully-funded FTR design should remain with the set of participants that currently manage load-serving obligation within this CMS.
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