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Introduction

This memo describes what we believe to be some of the major design issues facing ISO New England and NEPOOL in meeting the requirements of the LTTR final rule.  This is a working document that includes some the issues ISO staff has discussed to date.  This document does not represent an ISO position or proposal.  Rather, it is hoped that this document will help spur discussion at the working group that will inform the development of the ISO proposal.

ARR Allocation 

Under Guideline 7 (no required participation in an auction), FERC suggested that our inability to convert from an ARR to an FTR prevented our current FTR framework from being compliant.  They interpreted this as being a problem with the ARRs.  FERC strongly suggests that we should use the PJM ARR point-to-point allocation mechanism.  That mechanism also allows ARRs to be directly converted to FTRs.

We have not decided to adopt the PJM ARR allocation mechanism, but given the FERC statements, we will examine it carefully.  

The PJM point-to-point allocation process would be a complete departure from our current process and software.  Most if not all of the current software and business processes would have to be redesigned, virtually from scratch.  Such a change might also have significant financial effects on Participants that are not yet clear to the ISO.  

The ISO will assess the resource and software implications of using the PJM approach. We are in the process of thoroughly familiarizing ourselves with the details, with the assistance of PJM.  

Setting A Fair Price Without An Auction

The PJM allocation mechanism does not price the LTTR directly.  Instead the LSE receives a point-to-point ARR and then converts it to an FTR if it so desires.  Thus the PJM approach meets Guideline 7, which requires allocation of LTTRs without auction participation.  

The NEPOOL LTTR Working Group and the ISO have indicated a preference for establishing LTTR values through an auction.  However, FERC has said that LSE should not be required to submit winning bids into an auction to gain the desired LTTR.  An auction design in which entities may participate as price takers (effectively self-schedule) can be accomplished with modest changes to the existing auction design.  

An alternative to an auction is a fixed/administratively set price.  Economics recognizes that fixed prices, such as one sees in a grocery store for soap, represent market prices.  The consumer has the choice to buy or walk away.  As long as the grocery prices the soap high enough that it does not run out of soap, and low enough that there are purchases of soap, it can be said to be a fair market price.  

Some FERC language that suggests this as a possibility.  For example, FERC speaks of charging a premium for the LTTR (¶172 with regards to full funding).  Later FERC points to the value an auction can play in revealing price to the LSE ¶387-390. 

DC Energy proposed a mechanism for the 5/15 working group that would place the LSE in the normal auction for LTTRs as a price taker and then allow the LSE to refuse the result at too high a price.  There are a variety of other possibilities for determining a reasonable price.  

One advantage of a determining a fixed price is that it would likely not entail major changes to current ARR allocation mechanism.  A second advantage is that, if set adequately, such a pricing regime may prevent excess requests, reducing the possibility of making pro-rated allocations.

Defining Load Serving Entity and Service Obligation

FERC expanded the definition of LSE to include virtually all LSE’s not just those who have 5 or 10 year obligations.  This means that the initial allocation of LTTRs could be very large.  A large allocation of LTTRs might reduce the liquidity of the annual and monthly FTR auctions because less would be available.  It could even make such auctions infeasible.  Some methods of limiting LTTR allocations that have been discussed in the LTTR WG are a) requiring a power supply agreement, b) making the right dispatch contingent (not useful to those without physical contracts, c) limiting the allocation to a minimum load level of the LSE, and d) limiting the allocation to a fraction of the network.  FERC has provided some guidance and some discretion regarding the amount of the system made available to LTTRs.

Full Funding Requirement

Full funding through a mechanism similar to insurance appears agreeable to most members of the LTTR Working Group. On average full funding should not require a net injection of funds.  This assumes that FTRs are run through a simultaneous feasibility test that does not have a bias towards under-funding.  However, even if there is no long-run bias unforeseen outages and other issues may create a deficit that exceeds the insurance fund.  In this case some type of “re-insurance” or net injection is required. 
The net injection could be repaid if there is no long-run bias.  The probability of a large deficit would be matched by the probability of a large surplus.  

Most of the differences arise around who should pay for the re-insurance.  The current proposals are a) FTR holders, b) ARR holders, and c) transmission owners.  This is a cost allocation decision.  Any party could be selected to bear the risk.  

Reassignment and Trading
The final rule requires reassignment to “follow load.”  It also says that LTTRs should be tradable.

Depending on the design chosen, reassigning a source to sink path might cause problems.  First, the acquiring LSE may not wish to have that particular source.  Second, the owner of the source has no say in the issue (this may not be important).  It seems reasonable that the design should attempt to avoid the situation where LTTRs are automatically reassigned to a new LSE that does not want it.

Various solutions exist for this.  First, the reassignment can depend on the approval of the new LSE and generator.  Without this sign-off, the LTTR simply dissolves.  Second, reassignment may work by dissolving the existing LTTR and requiring the new LSE to acquire it through the non-auction allocation procedure.  Third, FERC states that the existing PJM approach of source-sink ARRs handles the reassignment appropriately.  

FERC endorsed trading of LTTRs, subject to recall if the load moves.  Normally markets wouldn’t support the sale of an item that could be withheld at any time after the sale without some sort of compensation.  Bilateral transactions could allow this by incorporating liquidated damages and collateral requirements.  One solution is for the centralized market to simply extinguish the LTTR when the LSE loses the load.  The LSE protects its bilateral trading partners against this possibility by controlling the risk with liquidated damages and collateral.

Transmission Planning and Expansion
The final rule requires the ISO to maintain the feasibility of the LTTRs by incorporating them into transmission planning and assuring that they remain feasible over their entire term.

By “feasible” we assume that the FERC means that in every auction and subsequent LTTR non-auction allocation, that the ISO runs, the original LTTR assignment does not cause the simultaneous feasibility test to fail.  The LTTR is not scaled or pro-rated to make the FTR auction feasible.

If this interpretation of the concern is correct, then it is in line with the concern that the annual and monthly auctions remain feasible and with adequate liquidity.  Keeping the shorter-term auctions healthy keeps the LTTRs feasible.  One way to do this is, as suggested above, to limit the LTTR allocation to a minimum load level for the system or for the LSE.  
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