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Petitions of Vermont Electric Power Company Inc. and
)

Green Mountain Power Company for a Certificate of 
)

Public Good authorizing VELCO to construct the so-called
)


Northwest Vermont Reliability Project, said project to
)

include: (1)upgrades at 12 existing VELCO and GMP
)

substations located in Charlotte, Essex, Hartford, New
)

Haven, North Ferrisburg, Poultney, Shelburne, South
) 


Burlington, Vergennes, West Rutland, Williamstown, and 
)

Williston, Vermont; (2) the construction of a new 345 kV
)

transmission line from West Rutland to New Haven; (3) the
)

construction of a 115 kV transmission line to replace a
)

34.5 kV and 46 kV transmission line from New Haven to
)

South Burlington; and (4) the reconductoring of a 115 kV
)

transmission line from Williamstown to Barre, Vermont
)

REPLY BRIEF OF  ISO NEW ENGLAND INC.

INTRODUCTION


ISO New England Inc. (“ISO”) believes that its Brief dated November 24, 2004, in the above-captioned docket sets forth its positions and arguments regarding reliability issues arising out of the transmission system serving Northwest Vermont and the need for VELCO’s proposed Northwest Reliability Project (“NRP”) as a means of addressing those issues.  ISO will stand on the arguments made in its Brief as a primary response to issues raised in briefs submitted by participants in this proceeding who do not see the present need for the NRP to address these issues, but ISO believes it may be helpful to comment on certain issues raised in objection to the NRP, principally in briefs submitted by  the Conservation Law Foundation (“CLF”) and the Town of New Haven (“New Haven”), who appear to have dedicated the most effort to opposing the need for the NRP.  

As explained in its Brief, ISO’s interest in this proceeding is based on reliability and the need to address system deficiencies and provide for reliable, uninterrupted electric service. ISO’s discussion in this Reply Brief will again be limited to such issues.

Summary of Arguments Opposing NRP


The arguments posed by CLF and New Haven (for ease of reference only, hereinafter collectively referred to as the “Opponents”) in opposition to the NRP start with the proposition that VELCO has been derelict in not attending to transmission deficiencies sooner and end with the punitive demand that VELCO’s petition for a Certificate of Public Good for the NRP should therefore be denied.  These deficiencies, the Opponents acknowledge, have existed for over a decade, but since Northwest Vermont has lived with them this long, it can continue to live with them for a few more years, resorting to emergency measures if necessary to address system contingencies, while (a) further studies are completed to determine whether a non-transmission mix of demand side management (“DSM”) and distributed resources (“DR”) can address the system’s ability to meet peak load in coming years and (b) any programs implemented as a result of such studies are given a chance to produce results.   The Opponents assert that VELCO should have sought regional cost support for such a non-transmission alternative.


The Opponents also argue that there is no requirement that the second contingency reliability standard (the “N-2 Criterion”) prescribed by the Northeast Power Coordinating Council (“NPCC”) and the New England Power Pool (“NEPOOL”) be applied in Vermont.  Instead, they maintain that the North American Electric Reliability Council (“NERC”) only imposes a national first contingency reliability standard (“N-1” 

Criterion) and that such a standard is sufficient for Vermont.  They claim that VELCO has not demonstrated that the power system in Northwest Vermont fails to meet NERC’s more lenient N-1 Criterion.

New Haven adds an extra twist to its argument based on a seemingly deliberate confusion between economic and reliability contingencies.  It seeks, by misplaced reliance on the concept of Transmission Reliability Margin (“TRM”), to suggest that VELCO cannot demonstrate a reliability need because Vermont’s TRM cannot be quantified.   New Haven also suggests that if the NRP provides congestion relief, it becomes an economic upgrade rather than a reliability upgrade and therefore loses its eligibility for regional cost support as a Pool Transmission Facility (“PTF”).

Critique of Arguments Opposing NRP

There is nothing surprising in the Opponents’ arguments.  Some of the issues were dealt with in motions before the Board in the course of this proceeding (e.g., the suggestion that “Gap RFP” for non-transmission resources is a more appropriate way to address the reliability needs arising out of Northwest Vermont than constructing transmission).  The Opponents have chosen, in constructing their arguments, to assume a forgiving peak load scenario, as represented by a 50/50 load forecast prepared by NEPOOL along with an “aggressive” DSM program, CLF Brief, pp. 29, 57-59; New Haven Brief, pp. 54, 76, 95-97, and they urge that Vermont be held to a more lenient reliability standard (the first contingency standard, or “N-1”) than the second contingency 

reliability standard (the “N-2 Criterion”) applied in New England.  In essence, the Opponents ask the Board to base its decision in this proceeding on the best of 

assumptions and to stake the provision of uninterrupted electric service to the people of Vermont, and possibly to other residents of New England as well, on an unduly optimistic bet that there will be no adverse developments, such as heat waves, laggard customer response to load reduction initiatives, or forced outages of major system elements such as the Highgate Converter and the PV-20 line.  Finally, the Opponents ignore NERC’s own directive that regional control areas with power pools should follow their own reliability standards, when such standards are more protective.  

The Opponents downplay the chance of a major system disruption in Northwest Vermont because such conditions, according to their witness, would occur only a few hours every decade.  Aside from the fact that such a view is inapposite to how reliability standards are actually implemented, their proposal simply overlooks the likelihood, under the law of averages, that if Vermont has lived with system deficiencies for over ten years without major disruption, those few hours may in fact be approaching, especially as load is growing and facilities such as the Highgate Converter are aging.  In the Opponents’ view, emergency measures such as undervoltage load shedding can be employed to meet contingencies and remain in compliance with applicable reliability standards.  However, as the Board is aware undervoltage load shedding, which could sacrifice electric supply to 175,000 Vermont customers in order to prevent more widespread outages, is regarded as an extreme measure which imposes blackouts within an area in order to prevent outages from cascading into broader areas, such as the rest of New England.

DISCUSSION

The Appropriate Reliability Inquiry Involves the System’s Ability to Operate at Peak Load Conditions Under Applicable Reliability Standards


The key inquiry regarding reliability pertains to the power system’s ability to meet peak loads when they occur, under resource and transmission adequacy standards prescribed by applicable reliability criteria.  With respect to Northwest Vermont, ISO is concerned, based on the results of VELCO’s Critical Load Milestone Study (the “Load Study”), that the power system serving Northwest Vermont will be unable to comply with NEPOOL’s N-2 Criterion at a critical peak load of 1,100 MW, which credible load forecasts project could arrive as early as 2005 or 2006.  ISO Brief, pp 17-19.  The problems which could result from an unreliable system, as described in VELCO’s prefiled testimony and have been referenced in ISO’s Brief, include the possibility of voltage instability, voltage collapse and widespread outages. Id. at 12-13.

The Opponents Want the Wrong Reliability Standard Applied in Vermont

ISO’s Brief addresses the reliability standard to be applied in Vermont.  The N-2 Criterion is both required and appropriate. ISO Brief, pp. 9-12.  It is required under NERC Planning Standards themselves because NERC places the responsibility on each region and power pool to adopt more restrictive standards as may be appropriate to such entity’s system characteristics, including geographic and other considerations, and NERC states that where such restrictive standards are adopted, they must be followed.
  

NEPOOL has adopted the N-2 Criterion, consistent with NPCC’s standards, based on the system characteristics of New England.  The Opponents gain no ground by arguing, for example, that the N-1 Criterion is applied in much of the western United States.  In such regions, system topology may differ, such that less protective standards are warranted.  As noted in ISO’s Brief, Mr. Whitley’s experience operating the Tennessee Valley Authority system under the N-1 Criterion was quite satisfactory because of the conditions there.  However, Vermont is in a much different situation, and system conditions and geographic considerations in Vermont necessitate the N-2 Criterion here. ISO Brief, pp. 11-12.
Opponents Concede 1,100 MW as Critical Peak Load Level Requiring 345 kV Line but Wrongly Assume It Will Not Be Reached for Several Years


As noted in ISO’s Brief, there is general recognition that 1,100 MW is the critical peak load at which the 345 kV transmission component of the NRP must be in service to assure reliable system operation and uninterrupted electric supply.  This point was readily conceded by the CLF witness who urged the Board to defer approval of the 345 kV transmission line until a DSM plan could be completed, implemented and given a chance to reduce projected loads. Tr. 2/20/04 Vol. I at 61 (Chernick).  Mr. Chernick’s argument 

was that a successful DSM program could delay the arrival of the 1,100 MW load level, and he based his argument largely on a NEPOOL 2003 load forecast, not realizing it was a 50/50 forecast which did not make allowance for extreme summer weather. Tr. 2/20/04 Vol. I, at 31-2 (Chernick).
Opponents Inappropriately Rely on 50/50 Peak Load Forecast Rather than 90/10 Peak Load Forecast


System planners consider 50/50 peak load forecasts which are based on normal weather conditions, but they generally utilize 90/10 peak load forecasts which take into account the possibility of abnormally hot summer weather.
   There is less chance that abnormally hot summer weather will occur, but it does occur, and as New England in fact experienced such weather on five separate occasions during the summer of 2003, it must be prepared for peak loads based on such hot weather conditions.   As noted in ISO’s brief, the 90/10 NEPOOL forecast projects that the 1,100 MW peak load level will be reached in the 2005-2006 time period, and ISO believes the load forecast, which is consistent with the DPS forecast used by VELCO in its planning, is credible. ISO Brief, p. 18.  It cannot be ignored or dismissed.

Opponents Argument to Postpone 345 kV Line While Rest of NRP is Built Ignores Reliability Needs Due to Projected 1,100 MW Peak Load This Year or Next


Certain components of the NRP will resolve deficiencies which currently exist, and the 345 kV line will address reliability concerns which arise with the arrival of the 

1,100 MW peak load level this year or next.   It is prudently phased, and construction of the 345 kV line should commence as proposed by VELCO.  


The Opponents argue that reliability standards allow essentially for the suspension of the N-2 Criterion during construction of system improvements.  First, this argument is mooted by the possible arrival of the 1,100 MW peak load level within the year. Ibid.  The 345 kV line will be necessary to meet that load, so there is an immediate need to begin construction of the line.  Second, even if there is an exception to the N-2 Criterion while system elements are being repaired or constructed, ISO strongly suggests that it is nevertheless prudent to plan construction in such a way, if possible, to maintain adherence to the N-2 Criterion.  VELCO’s proposed project timetable shows that this is possible. 

Opponents Are Overly Confident About Non-Transmission Alternatives

At the outset, ISO wishes to reiterate its strong support for DSM and DR and its belief that load reduction and load response programs are integral ingredients, along with generation and transmission, in achieving system reliability.  However, as Mr. Whitley has testified, not every resource contributes to the goal of reliability in the same way, and the appropriateness of any given resource must be matched against the need to be met.  The limitations of DSM and DR, as well as their contributions, must be respected, and these limitations include the inability to provide immediate response to system contingencies, as noted in ISO’s Brief.  ISO Brief, pp. 24-25.

In Northwest Vermont, the power system is already under severe strain, as shown by VELCO’s planning studies, and it needs to address reliability problems which could occur as early as 2005, when peak loads of 1,100 MW could occur.  The marketplace has not come forward with proposed non-transmission solutions to Northwest Vermont’s reliability problems for ISO’s review.  There is no time for completion of a full DSM study and the implementation of DSM and DR plans which could be counted on to defer the 1,100 MW peak load level for beyond 2005-2006, nor can such peak loads be deferred by lamenting the fact that such programs have not already taken root. 

Experience suggests that load response programs have not been widely successful in Vermont, as only about 15 MW were signed up for load response programs in 2003.  Of this amount, only about 22% responded when called upon by ISO to reduce load.  Tr. 2/12/04 Vol. II, at 105 (Mallory); Tr. 2/17/04 Vol. II, at 34, 161(Whitley).  While all parties in this proceeding might wish it otherwise, nothing in the Vermont experience suggests that an “aggressive” DSM program is realistically achievable or that the 90% confidence level expressed by Optimal Energy in its predicted DSM savings is warranted. 

The NRP does not represent the last improvement which is anticipated to Vermont’s energy infrastructure. DSM and DR opportunities should be pursued, and as they become established and yield demonstrable load reductions, their contributions may serve to defer the need for the next infrastructure improvement.  

Opponents Misunderstand the Role of a Gap RFP and Mistakenly Believe Regional Cost Support Might Be Available for Non-Transmission Resources Under a Gap RFP

Rehashing old ground which the Board disposed of by Order dated April 21, 2004 regarding a motion filed by New Haven on February 6, 2004, the Opponents have 

questioned why a Gap RFP similar to that issued in Connecticut in December, 2003, has not been issued by ISO or VELCO for a mix of DSM and DR as a non-transmission solution to Northwest Vermont’s reliability problems.  They have also questioned why such non-transmission alternatives should not qualify for the same regional cost support as transmission alternatives or the RFP issued in Southwestern Connecticut in 2002.  Much misunderstanding needs to be cleared up in this regard.


The 2002 RFP in Connecticut received regional cost support, but it does not serve as precedent for the issuance of a similar RFP in Vermont today, nor would such an RFP currently qualify for regional cost support.   Today the issuance of Gap RFPs is governed by Section 10 of Market Rule 1, as proposed to FERC by NEPOOL on December 23, 2003
 and conditionally approved by FERC on February 27, 2004.

  
Section 10.1(a) of Market Rule 1 specifies the circumstances in which a Gap RFP may be issued:  a Gap RFP may be issued when ISO determines that a region may have potential critical near-term power supply reliability problems for which no Participant has proposed or committed to implement a viable solution, and the Gap RFP must solicit load response and supplemental generating resources to maintain near-term reliability in such region.  Section 10.1(c) of Market Rule 1 provides that the costs for load response and 

other generation resources shall be allocated to the reliability region (e.g., Vermont) affected by the Gap RFP.  In other words, the costs of such resources are not pooled; they do not receive regional cost support.

The suggestion that ISO should have issued or administered an RFP in Vermont as a non-transmission reliability solution runs counter to FERC policy of encouraging market responses and competitive solutions to identified system needs.   The situation in Vermont does not meet the criteria for issuance of Gap RFPs for at least two reasons: first, Gap RFPs address situations where no viable solution has been proposed, and here VELCO has proposed a viable solution to the area’s reliability problems; and second, an RFP seeking DSM and DR as a means of eliminating or postponing the proposed solution represented by the NRP, as suggested by New Haven and CLF, would not in fact be designed to maintain near-term reliability but would instead be a longer term solution.  As such, the RFP suggested by CLF and New Haven would not fill a gap, and it would put ISO in an untenable resource acquisition mode which would interfere with the competitive marketplace in conflict with FERC policy.  Tr. 2/17/04 Vol. II, at 14-5.

Opponents Erroneously Assert the Availability of Regional Cost Support for Non-Transmission Alternatives 

The transmission components of the NRP received approval for regional cost support under Section 15.5 of the Restated NEPOOL Agreement (“RNA”).
  Since such 

approval was granted, the 100th Agreement amending the RNA became effective regarding the allocation of transmission costs.  The gist of the provisions added by the 100th Agreement was the creation of categories of transmission upgrades and corresponding cost allocation treatments for such categories, with a shift in decision-making from NEPOOL toward ISO.  “Regional Benefit Upgrades” are clearly defined
 as transmission upgrades rated 115 kV or above and they qualify for Pool Transmission 

Facilities (“PTF”), except to the extent of any “Localized Costs”
 associated with such upgrades. It is unambiguously clear from a new Section 15.1A of the RNA that only transmission upgrades qualify as PTF.
  Section 15.1A states as follows:
Of those transmission facilities that are upgrades, modifications or additions to the NEPOOL Transmission System on and after January 1, 2004, only those that: (i) are rated 115kV or above, and (ii) otherwise meet the non-voltage criteria specified in Section 15.1 or Section 15.1A of this Agreement (or the equivalent of such definition as may be adopted under successor documents governing the regional transmission system in New England) shall be classified as PTF. Those transmission facilities that were PTF on December 31, 2003, and any upgrades to such facilities that meet the criteria specified in Section 15.1 or Section 15.1A of this Agreement … shall remain classified as PTF for all purposes under this Agreement and the Tariff. 


Finally, New Haven has wrongly argued that if a transmission upgrade provides congestion relief, it is an Economic Upgrade which cannot qualify for regional cost support as PTF.  New Haven is wrong for two reasons.  First, ISO views the PTF components of the NRP as Reliability Upgrades because the NRP meets the definition of 

Reliability Upgrades in the NEPOOL Tariff.  Transmission upgrades generally provide more than one sort of benefit, and an upgrade undertaken primarily for reliability purposes may, and often does, provide congestion relief.  The collateral benefit of congestion relief does not disqualify a transmission upgrade from being considered a Reliability Upgrade.  Second, the NEPOOL Tariff makes clear that Economic Upgrades
also receive regional cost support as PTF.  The definition of “Regional Benefit Upgrades” in the NEPOOL Tariff expressly includes upgrades of requisite voltage which are categorized as either Reliability Upgrades or Economic Upgrades. (See footnote 6) Therefore, even if the NRP were an Economic Upgrade, it could qualify for regional cost support, contrary to New Haven’s assertions.

CONCLUSION


There is an immediate reliability-based need for the NRP, and ISO urges the Board to grant a Certificate of Public Good for all components of the NRP.  
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Its Attorneys

�The NERC Planning Standards state as follows:





The Regions, subregions, power pools, and their members have the primary responsibility for the reliability of the bulk electric supply in their respective areas.  These entities also have the responsibility to develop their own appropriate or more detailed planning and operating reliability criteria and guides that are based on the [NERC] Planning Standards and which reflect the diversity of individual electric system characteristics, geography and demographics for their areas.  Therefore, all electric industry participants must also adhere to applicable Regional, subregional, power pool, and individual member planning criteria and guides.  In those cases where Regional, subregional, power pool, and individual member planning criteria and guides are more restrictive than the NERC Planning Standards, the more restrictive reliability criteria and guides must be observed.  Ex. NH Rebuttal 8, at 4-5. (Emphasis added). 


� As Mr. Whitley cautioned, planning based on a 50/50 forecast is unacceptable because it  will be  inadequate 50% of the time. 


� See Ex. VELCO Cross ISO-11.





� Docket No. ER04-335-000, Order Conditionally Accepting Changes to NEPOOL Market Rule 1, 106 FERC ¶ 61,190


� RNA Section 15.5 reads as follows:





Additions to or Upgrades of PTF. The possible need for an addition to or upgrade of PTF


may be identified in connection with the planning process of Section 51 of the Tariff, an


application or request for service under the Tariff, or a request for the installation of or


material change to a generation or transmission facility, or may be separately identified


by a NEPOOL committee, a Participant or the System Operator. In such cases, a study, if


necessary, to assess available transmission capacity and, if necessary, a System Impact


Study and a Facility Study, shall be performed by the affected Participant(s) in whose


Local Network(s) the addition or upgrade would or might be effected or their designee(s),


or the Reliability Committee and/or the System Operator, in the case of a System Impact


Study, or the Committee’s or the System Operator’s designee(s), with review of the study


by the System Operator if it does not perform the study. Studies to assess available


transmission capacity and System Impact Studies and Facilities Studies shall be


conducted, as appropriate, in accordance with the affected Participant’s Local Network


Service Tariff, or in accordance with the applicable methodology specified in


Attachments C and D to the Tariff, and the provisions of the Local Network Service


Tariff or the applicable provisions of Attachments I and J to the Tariff shall apply, as


appropriate, with respect to the payment of the costs of the study and the other matters


covered thereby. Responsibility for the costs of new PTF or any modification or other upgrade of PTF shall be determined, to the extent applicable, in accordance with Parts V and VI and


Schedules 11 and 12 of the Tariff, including without limitation the provisions relating to


responsibility for the costs of new PTF or modifications or other upgrades to PTF


exceeding regional system, regulatory or other public requirements set forth in Section


(3)(b) of Schedule 11 to the Tariff and Schedule 12 of the Tariff.





� The 100th Agreement defines Regional Benefit Upgrades as follows:





Regional Benefit Upgrade(s) (“RBU(s)”): a Transmission Upgrade that: (i) is rated 115kV or above; (ii) meets all of the non-voltage criteria for PTF classification specified in Section 15.1 of the Agreement …; and (iii) is included in the NEPOOL Transmission Plan as either a Reliability Upgrade or an Economic Upgrade identified as needed pursuant to Section 51 of this Tariff. The category of RBU shall not include any Transmission Upgrade that has been categorized under any of the other categories specified in Schedule 12 of this Tariff (e.g., an Elective Transmission Upgrade shall not also be categorized as an RBU). Any upgrades to transmission facilities rated below 115 kV that were PTF prior to January 1, 2004 shall remain classified as PTF and be categorized as an RBU if, and for so long as, such upgrades meet the criteria for PTF specified in Section 15.1 or Section 15.1A of the Agreement ….  (See 100th Agreement, Section 2.6).





� The 100th Agreement defines Regional Benefit Upgrades as follows:





Localized Costs: the incremental costs resulting from a RTEP02 Upgrade or a Regional Benefit Upgrade that exceeds those requirements that the System Operator deems reasonable and consistent with Good Utility Practice and the current engineering design and construction practices in the area in which the Transmission Upgrade is built. In making its determination of whether Localized Costs exist, the System Operator will consider, in accordance with Schedule 12C of this Tariff, the reasonableness of the proposed engineering design and construction method with respect to alternate feasible Transmission Upgrades and the relative costs, operation, timing of implementation, efficiency and reliability of the proposed Transmission Upgrade. Prior to any recovery of costs under this Tariff associated with a RTEP02 Upgrade or a Regional Benefit Upgrade, the System Operator, with advisory input from the Reliability Committee, as appropriate, shall review such Transmission Upgrade, and determine whether there are any Localized Costs resulting from such Transmission Upgrade. If there are any such costs, the System Operator shall identify them in the NEPOOL Transmission Plan.  (See 100th Agreement, Section 2.6).





�  Section 15.1 of the RNA generally defines PTF in terms of transmission lines rated 69 kV or above.








