                      Efficient Self Supply Methodology

Select Energy, Inc.

   April 18, 2000

The following presents a proposal and understanding pertaining to a  NEPOOL Market Participant’s ability to ensure the use of its contracted for  resources to meet its Market Obligations in the most efficient manner.  The understanding is termed an Efficient Self-Supply, ESS, methodology. 

The General Policy Understanding

The premise behind the ESS understanding is that a Participant’s resources in the NEPOOL market as administered by ISO-NE will be recognized by NEPOOL and ISO-NE as being primarily for the purpose of serving the Participant’s obligations and secondarily for the purpose of selling into the NEPOOL market. The intent is not for a Participant to be forced to sell a surplus product into one market and subsequently having to buy the same or renamed product back from a similar market. A Participant must be recognized initially to be able to provide for an Efficient Self-Supply before being required to sell or buy from the NEPOOL market.

The Problem

The current NEPOOL markets, as administered by ISO-NE, has certain known flaws in it and the intent with this document is to pronounce a general NEPOOL/ISO-NE policy to guide all parties in this area. As an example, it is known that the Operating Reserve Markets with its cascading logic provides for cascading of TMSR surplus to TMNSR and then to TMOR. This is done correctly for the purpose of cascading a surplus higher quality OR product down to a lower quality OR product etc. in order to meet the market needs of OR.  The cascading methodology was created in order to ensure proper clearing prices in all three OR markets. The cost of acquiring OR, which is done by ISO-NE on behalf of the Load serving Participants, is allocated to the Load serving Participants on a pro-rata Electrical Load basis.

A Participant with both OR resources and Load serving responsibilities will at times find itself in the situation that resources bid into the TMSR market will be used completely by ISO-NE for this TMSR market beyond that Participant’s assigned requirement and priced at a certain clearing price. This price could be 1$/MWH. When the Participant later receives its total OR bill from ISO-NE it comes to find out that all its surplus of TMSR was sold into the TMSR market  and that it later were required to purchase TMOR at scarcity prices from the TMOR market at 6$/MWH. The Participant in total had adequate TMSR supply to meet its combined TMSR, TMNSR and TMOR requirement even without taken its TMSR supply from AGC into consideration.

The Solution

Different bidding strategies might at times solve the problem of ensuring an Efficient Self-Supply, but this is not the efficient manner by which a market should operate since it changes the cost for the market as a whole and allocates the cost of inefficiency onto an innocent bystanders.

The solution calls for a complete recognition of a Participants rights to use its resources physically dispatched by ISO-NE to initially serve its NEPOOL Agreement obligations in the most efficient manner. From an Efficient Self-Supply perspective it means that in the case of the OR market a Participcnt’s resources will be recognized initially to meet its obligations before it can be used by others.

This does not mean that we call for a physical self-scheduling and re-dispatch of our resources since this will change the clearing prices. 

It means, however, that there will be developed some form, in the case or the OR market, of a billing cascading of ones resources dispatched by ISO-NE and selected for the particular market to satisfy ones market need in the most efficient matter for the resource owner.  Any surplus OR not used by the particular Participant from an Efficient Self-Supply perspective will be sold into the market at the respective clearing price.

We see this process to be fair and efficient.

The same policy and processes will be developed further and be applicable to other areas in the ISO-NE billing for a Participant with both generation resources and load serving obligations.
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