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1) Assumptions
a) Any Participant may enter the LTTR auction

b) An LTTR is defined by a source, a sink and a MW amount.

c) LTTRs awarded via an auction process.

d) LTTRs would settle like FTR obligations.  

e) An LTTR auction would be held prior to the annual FTR auction, perhaps annually or with lesser periodicity as deemed appropriate to reasonably account for load growth or other commercial needs. 

f) The annual auction would also auction off future years, up to 10 years out.  Each year would be auctioned off as a separate year.  Thus in 2007 there would also be auctions for years 2008, 2009, …, 2016.  

g) Auction clearing is subject to a simultaneous feasibility test (similar to the annual FTR process used today). 
h) The annual LTTR clearing prices would be used as strike prices for associated call options (roll-over rights) priced on the basis of an assumed volatility and risk free rate (appropriate option pricing method to be determined). 
i) The winner of an LTTR for any year would buy either the call option (roll-over right), or the underlying LTTR.

j) LTTRs or the associated call options can be resold in the secondary market.

k) Participants not wanting to participate in the auction could would be price takers for the specified source-sink pair and chosen fixed MW amounts.

l) LSEs would have priority in an auction tie-breaking situation.

m) An LSE wishing to self-schedule into the auction would be limited to a percentage of its load.  The limit methodology and amount to be developed.
n) LTTRs would be fully funded
o) Full funding would be addressed by granting LTTRs first priority to the congestion revenue fund; annual FTRs would have second priority; and monthly FTRs would have third priority.  

p) The results of the LTTR auction would yield MW amounts that would be pre-loaded into subsequent annual and monthly auctions, essentially reducing the capacity available in those auctions.

q) No materials changes would be made to the ARR allocation methodology
2) Examples 

a) Auction Results
The result of the auction would be prices for each year’s LTTR and associated call option.  For example, a Participant could purchase 6 years of LTTRs (years 2008-2013) and 4 years of call options (years 2014-2017).  Any mix of LTTRs and call options could be purchased.
The winner in an auction must choose to buy either the underlying LTTR or the associated call option.
The following table provides an example of all the items known at the end of an auction. 
Table 1: Sample Values of Items Known After Auction
	Year
	+1 
(e.g.,2008)
	+2
	+3
	+4
	+5
	+6
	+7
	+8
	+9
	+10

	LTTR Price
	$200
	$206 
	$212.2 
	$218.6 
	$225.2 
	$232 
	$239.0 
	$246.2 
	$253.6 
	$261.2 

	Strike
	NA 
	$206 
	$212.2 
	$218.6 
	$225.2 
	$232 
	$239.0 
	$246.2 
	$253.6 
	$261.2 

	Call Prem.
	NA
	$21.78
	$31.68
	$39.52
	$46.24
	$52.23
	$57.69
	$62.72
	$67.41
	$71.81




This example assumes a risk free rate of 5.0% and a volatility of 25%.
Any combination of transmission rights and call options (roll-over rights) could be acquired by a Participant.  For example, the Participant may choose to purchase the first four years as straight transmission rights at a cost of $929.78 and the remaining five years as rollover rights at total a cost of $358.10 for the roll-over rights. 
b) LSE Priority

LSEs would be given priority in any auction tie-breaking situation. If one LSE and multiple non-LSEs bid the same amount, then the non-LSEs will be pro-rated after the LSE has received priority allocation.  For example, suppose the limit is 200 MW, and an LSE bid for 80, and 2 non-LSEs bid 100 and 160 MW each at the same price.  Then the LSE would receive the 80 MW.  The first non-LSEs would receive 100/260x(200-80).  The second non-LSE would receive 160/260x(200-80).   If multiple LSEs tie at the same price and the combined amount exceeds the limit, then they will be pro-rated between themselves and non-LSEs with the same bid will not receive an allocation.

3) Meeting the 7 Guidelines

1. An LTTR must specify a source, sink, and fixed quantity 

This guideline is met by definition.
2. The value of the LTTR hedge is fixed for its term
After the LTTR auction, the present value of the LTTRs and call options (roll-over rights) is fully known for any set of years within the 10 year period.  The LTTR prices and call option premiums (roll-over rights cost) and terms for each award are fixed.
3. Parties that pay for transmission expansion are eligible to receive LTTRs
The current QUA process would continue, but be expanded to cover the 10 year term.  The current process provides a payment based on the difference between the annual FTR auction results with and without the eligible transmission upgrade.  Conceptually this can be generalized to cover the LTTR auction of multiple years, the details will have to be worked out.
4. LTTRs must have an effective minimum term of 10 years
The LTTR auction will cover 10 years.
5. Load Serving Entities (LSE) have priority over non-LSEs in the allocation of LTTRs
LSEs will have priority in a tie-breaking situation that arises in the auction.  If a tie occurs, other entities will be pro-rated.  
6. Rights are re-assignable to follow load
LTTRs purchased by an incumbent LSE can be resold by the LSE into the LTTR auction.  The new LSE is unlikely to have the same set of resources and therefore unlikely to want the same LTTR.  If it wishes the same LTTR it would bid in the LTTR auction or self-schedule into the auction for that source-sink.  The structure does not contemplate automatic reassignment, but rather commercial trading of rights through a secondary market.  Alternatively, unwanted rights can expire without the option being exercised—subsequently such paths would become available in short-term FTR auctions.
7. LSEs do not have to participate in an auction to acquire LTTRs
LSEs could be price takers in the auction and do not have to enter explicit bids.
4) Other Issues

a) Amount Set for Auction

In the first auction year a fraction of the transmission capability would be made available, say 25%.  Recall for comparison that today 50% of the transmission capability is offered in the annual FTR market.  The appropriate amount is to be determined.

Once sold, this capability could be reacquired by others through subsequent auctions.  The original winners would offer the capability for resale.  The ISO would only offer incremental capability as it became available.
Alternatively, the ISO could offer a smaller fraction of the transmission capability each year into the LTTR auction.  For example, suppose the target is to have 25% of the transmission capability sold as LTTRs at any one time.  This can be done by auctioning off the entire 25% at one time, or in smaller increments of that never exceed 25%.  
b) Auction Structure and Timing

The LTTR auction would be held annually.  The first year sold in the auction (2008) would replace the existing annual auction.  The LTTR auction would be held prior to the monthly auctions for the year, at approximately the same time as the current annual auction.

c) Roll-Over or Call Option Exercise 

Roll-over rights (call options) for the next year must be exercised, or not, prior to the annual LTTR auction.  For example a call option on 2008 FTRs must be exercised prior to the annual LTTR auction that includes 2008 FTRs.  If the call option is not exercised, it is released and the MW made available in the annual FTR auction.
d) On or Off-Peak
It is not clear whether the transmission rights should be offered for both on- and off-peak products, or just on-peak.   

e) Timing of Payment and Collateral

The length of the period covered creates a choice of when the transmission right should be paid for.  

The first option is to require full payment at the time of the auction.  The second option is some periodic payments through the years.  This second option raises financial assurance issues that would have to be addressed.
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