HUB Analysis Working Group

Marriott Hotel, Springfield, MA

03/25/04 Meeting Notes

I. Meeting Attendees

	Name
	Company

	Adams, Gail
	ISO-NE

	Bowie, Cal
	Northeast Utilities Systems Companies

	Bursaw, Chris
	US Gen NE

	Capra, Dorothy*
	ANP Funding 1, LLC

	DaSilva, Fernando
	FPL Energy, LLC

	Ehrlich, David
	ISO-NE

	Ellis, Jeff*
	Edison Mission Energy

	Errichetti, David*
	Northeast Utilities Systems Companies

	Gawronski, Jim
	UI

	Geoffrey, Joel
	ISO-NE

	Hartshorn, Andrew
	LECG

	Hendrick, Eric*
	Calpine Energy Services, LP

	Kuznecow, Alex (Secretary)
	ISO-NE

	Leach, Brad
	NYMEX

	Murrell, Tom
	Boston Edison Company

	Taniwha, Mike (Chair)
	ISO-NE

	Tolchin, Josh*
	Mirant

	Walker, Wes*
	Virginia Electric & Power Company

	Wemple, Stephen
	Consolidated Edison Energy, Inc

	
	

	* -- Indicates participated by telephone
	


II. Meeting Notes

Agenda Item 2 (NEPOOL Trading Hub Review and Recommendations)

(1)
The Chair provided an overview of the analysis performed by the ISO.  The ISO evaluated four Hub definition options; (1) four “weak” nodes removed from the current Hub definition (reduced the number of Hub nodes to 28), (2) new Hub with “stronger” geographically dispersed nodes (Hub with 16 electrically stronger nodes), (3) New England-wide load weighted “mega-zone” Hub (defined to include all load nodes within New England) and (4) status quo (current Hub definition).  Based on the results of this analysis, the ISO recommended to keep the existing Hub definition (the status quo option).

(2)
One of the reasons for the ISO recommendation to stay with the status quo option was due to the fact that there have not been any further Hub congestion issues experienced since last summer.  In response to this statement, it was pointed out that the control area has not experienced the high temperature days since last summer and that could be the main reason for not experiencing the Hub congestion issues.

(3)
Several questions were raised regarding the line ratings within the Hub configuration.  Are the transmission lines correctly rated within the ISO model?  Has the ISO checked with the Transmission Owners to see if the transmission line ratings are correct?  The Chair responded that the transmission lines appear to be correct based on the line voltage values.  The ISO does not see this topic as a contributing issue to the Hub congestion problem.

(4)
It was pointed out that three problem nodes are very sensitive to load imbalances (a 100 MW imbalance results in a 3 MW imbalance for each Hub node).  It may be appropriate to establish a load weight distribution in calculating the Hub price versus the current arithmetic average calculation.

(5)
The ISO stated that during the problem days in June and July of 2003, the June dates recorded a load of 16,000 MWs and the July date recorded a load of 24,000 MWs.  Since the July 2003 date, there have been over 100 days of recorded loads over 16,000 MWs, and yet, NEPOOL has not experienced the previous Hub congestion issues during these 100 days.

(6)
A Participant asked if the ISO had any additional data that they could share with the Participants regarding the problem days in June and July of 2003.  It was stated that any additional information could provide a better sense of where the solution lies.  Two examples were given; (1) was this caused by energy marketers conducting their business trying to hedge Real-Time transactions or (2) was this caused by energy marketers trying to arbitrage the system.  The Chair responded that there was no additional information available from the ISO.

(7)
Brad Leach presented an updated version of NYMEX’s Internal Hub Correlation Analysis to the HAWG.  The correlation package analyzed the Hub prices versus each of the 8 Load Zones for both Day-Ahead and Real-Time peak hours (resulting in 16 correlation charts).  Each correlation chart contained three correlation periods (10 day, 20 day and 60 day rsq).  A correlation value (R^2) greater than 0.8 represented a good threshold value. 

Agenda Item 3 (Megazone Hub White Paper) 

(1)
Andrew Hartshorn presented his Megazone Hub White Paper to the Working Group.  The main issue that was researched dealt with revenue adequacy between the FTR auction and the Day-Ahead Market or between the Day-Ahead Market and Real-Time Market.  Three questions were addressed in the white paper involving the Megazone Hub proposal and its potential as a cause of revenue inadequacy:

(a) Does the Megazone Hub by its existence alone create revenue inadequacies?

(b) Do load bus weighting methodology differences between the FTR auction and the Day-Ahead Market create the potential for revenue inadequacies?

(c) Do load bus weighting methodology differences between the Day-Ahead Market and Real-Time Market create the potential for revenue inadequacies?

In response to case (a) based on Andrew’s analysis, the conclusion reached is that the Megazone Hub does not by its existence alone create revenue inadequacies.  In each of the cases analyzed, the set of FTRs passes the simultaneous feasibility test on the anticipated Day-Ahead Market grid representation (see slides 7-14).

In response to case (b) based on Andrew’s analysis, the conclusion reached is that revenue adequacy is impacted by the potential change in weights between the FTR auction and the Day-Ahead Market.  One serious concern with the difference in the weights is that it is likely that there will be predictable and arbitragable differences between the previous seven days’ load patterns and the expected load patterns for the following month based on expected differences in weather, load level, congestion or fuel prices (see slides 15-18).

In response to case (c), based on Andrew’s analysis, the same arguments hold between the Day-Ahead Market and the Real-Time Market as developed for case (b) (see slide 19).

The differences in calculating the Megazone Hub weighting factors that contribute to revenue adequacy concerns are also a concern form the perspective of market participant risk management.  This is due to the following:

(a) Weights are not announced prior to the FTR auction/Day-Ahead Market so it is difficult to assess what a bid or offer at the Hub actually entails.

(b) Even if the weights were defined prior to the FTR auction/Day-Ahead Market, market participants are submitting bids/offers on a product that has not yet been defined because the settlement of FTRs is against Day-Ahead Market prices that use revised weights and the settlement of the Day-Ahead Market schedules is against the Real-Time Market that also uses a revised set of weights to define the Megazone Hub.

Mr. Hartshorn provided several examples that deal with the risk management position of market participants and how they are affected with the load bus weighting methodology differences.

Agenda Item 4 (Recommendations to Markets Committee)

(1)
Several members of the Working Group requested the ISO to perform additional analysis and answer several questions before developing a recommendation on this subject for presentation to the Markets Committee.  The Chair agreed to the additional tasks and to set up a HAWG meeting to discuss the results.

Agenda Item 5 (Meeting Wrap-up and Next Steps)

(1)
The additional analysis and questions requested of the ISO are listed below in Section III. Action Items.

(2)
It was suggested that the ISO should continue monitoring the Hub this upcoming summer and provide feedback to the Participants in a timely manner.

III. Action Items

(1)
Review the impact of changing the Hub weighting on the problematic days of 2003.

Assigned to: ISO-NE

Completion Date: April 16, 2004

(2)
Review the ratings of the transmission lines within the Hub.

Assigned to: ISO-NE

Completion Date: April 16, 2004

(3)
Check to see if there was any specific bidding behavior taking place within the individual nodes of the Hub on the problematic days of 2003.

Assigned to: ISO-NE

Completion Date: April 16, 2004

(4)
Review the transmission outage history for lines that comprise the Hub during the problematic days of 2003.

Assigned to: ISO-NE

Completion Date: April 16, 2004

IV. Next Meeting

The next meeting of the HAWG is scheduled for May 6, 2004 at the Sheraton Hotel in Springfield, MA.
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