
Long Term Transmission Rights (LTTR)—Order No. 681 Compliance

Design Basis Document [Draft 8/23/05]

I. 
Purpose and Scope:


The purpose of this LTTR Design Basis Document (“LTTR-DBD”) is to document the recommendations and alternatives of the LTTR Working Group to the Markets Committee for compliance with FERC Order No. 681, the LTTR Final Rule.  The LTTR-DBD is intended to be used as the basis for the drafting of specific changes to the ISO New England Inc. (the “ISO”) Transmission Markets and Services Tariff (the “ISO Tariff”), primarily in Market Rule 1, that will be presented to the Commission in compliance with Order No. 681.

The primary scope of this document is to provide a design for an LTTR system for New England that meets the criteria of Order No. 681 and takes into account the system of short-term Financial Transmission Rights (“FTRs”) and Auction Revenue Rights (“ARRs”) currently provided for under the ISO Tariff and market systems. 

[The recommendations in this document reflect substantial consensus among the members of the LTTR Working Group though not necessarily unanimity.  Where there has been a specific alternative proposal put forward that seems to have less than majority support, that proposal has been included in this LTTR-DBD in brackets for consideration by the Markets Committee.  It is understood that the ISO has an obligation to file an LTTR design proposal in compliance with Order No. 681, and that it will need to make the final decisions about what is filed.]   

II.
Requirements of Order No. 681:

On or by January 29, 2007 each transmission organization with an organized electricity market (including the ISO for New England) must make a compliance filing with the Commission that includes either: (1) tariff sheets and rate schedules that make available LTTRs that satisfy each of the seven guidelines (the “LTTR Guidelines”) set forth in the final regulations that are part of Order No. 681, or (2) an explanation of how the transmission organization’s current tariff and rate schedules already provide for long-term firm transmission rights that satisfy each of the guidelines.

The LTTR Guidelines that a LTTR design must satisfy to be compliant are set forth verbatim below:

(
Guideline 1:  “The long-term firm transmission right should specify a source (injection node or nodes) and sink (withdrawal node or nodes), and a quantity (MW).”
(
Guideline 2:  “The long-term firm transmission right must provide a hedge against day-ahead locational marginal pricing congestion charges or other direct assignment of congestion costs for the period covered and quantity specified. Once allocated, the financial coverage provided by a financial long-term right should not be modified during its term (the “full funding” requirement) except in the case of extraordinary circumstances or through voluntary agreement of both the holder of the right and the transmission organization.”
(
Guideline 3:  “Long-term firm transmission rights made feasible by transmission upgrades or expansions must be available upon request to any party that pays for such upgrades or expansions in accordance with the transmission organization’s prevailing cost allocation methods for upgrades or expansions.”
(
Guideline 4:  “Long-term firm transmission rights must be made available with term lengths (and/or rights to renewal) that are sufficient to meet the needs of load serving entities to hedge long-term power supply arrangements made or planned to satisfy a service obligation. The length of term of renewals may be different from the original term. Transmission organizations may propose rules specifying the length of terms and use of renewal rights to provide long-term coverage, but must be able to offer firm coverage for at least a 10 year period.”
(
Guideline 5:  “Load serving entities must have priority over non-load serving entities in the allocation of long-term firm transmission rights that are supported by existing capacity. The transmission organization may propose reasonable limits on the amount of existing capacity used to support long-term firm transmission rights.”
(
Guideline 6:  “A long-term transmission right held by a load serving entity to support a service obligation should be re-assignable to another entity that acquires that service obligation.”
(
Guideline 7:  “The initial allocation of the long-term firm transmission rights shall not require recipients to participate in an auction.”
III.
LTTR System Design

A.
Relationship of LTTR System to Existing FTR/ARR System:
Options: 

1.
Keep existing FTR/ARR system as is and create separate LTTR system with no direct linkage between the two systems. 
2.
Modify existing FTR system to include LTTRs in the FTR auctions, but either (a) directly assign some LTTRs to those LSEs that request them, or (b) allow LSEs to receive LTTRs through auction without submitting winning bid as price-takers.  Keep ARR system as is.  [ 2(b) is ISO Straw]
3.
Re-design current ARRs to be point-to-point ARRs that are convertible to LTTRs at the option of those LSEs that hold the ARRs.  If this option is chosen, one could still offer LTTRs in the FTR auction process.  [NEPS Straw]

B.
Allocation of LTTRs:



Options:

1.
Directly assigned to those LSEs that want them with the others made available through an auction.

2.
All LTTRs available through auction but LSEs will be able to obtain them without submitting winning bid (price-takers).  [ISO Straw]

3.
Obtained by LSEs by converting point-to-point ARRs; otherwise obtained through an auction.  [NEPS Straw]
4.
Directly assigned or converted from ARRs but no auction. 


C.
Amount of New England Transmission System Transfer Capability Set Aside 

for LTTRs:


At a minimum, the amount necessary to meet the reasonable needs of LSEs.  Some fraction less than 50%.

D.
LTTRs Source/Sink Attributes:



(1) Node to Node, Zone or Hub; or (2) Node, Zone or Hub to Node, Zone or Hub.

C.
LTTRs Term Lengths (Initial Terms/Renewal Rights)

Options:

1.
 Multi-year initial term with renewal rights each year for a maximum term of 10 years.  Advance notice requirement for exercise of renewal right.  [NEPS Straw]
2.
Annual auctions would auction separate year LTTRs for each year of a ten year rolling future period.  Call options for future years would serve as renewal rights.  [ISO Straw] 

D.
Payment for LTTRs


Assumption is that LTTRs will be paid for by those who want them.

Options:

1.
Payment based on auction price; LSE do not have to submit winning bid but would be price-takers.
  
2.
Payment will be an administratively set price.

3.
 Payment based on the amount that would otherwise be received through ARRs for same time period.   

E.
Full Funding of LTTRs
 

LTTRs will be fully funded through: (1) surpluses obtained in LTTR and short-term FTR auctions [ISO Straw]; (2) premiums charged to LTTR holders; or (3) a combination of (1) and (2).  


F.
LSE Priority


LSEs would have priority but the exercise of priority would be limited by percentage of transfer capability allocated to support LTTRs.


Options:


1.
Directly assign LTTRs to those LSEs that request them.


2.
LSEs wanting a particular LTTR would receive it based on auction price without having to submit winning bid in auction.

G.
Transferability of LTTRs

LTTRs or the convertible ARRs (assuming this design choice) will automatically transfer with load serving obligation, unless ISO receives bilateral contract specifying otherwise.  


If LTTRs available through auction process, LTTRs can be resold in secondary market.  [ISO Straw]

H.
Reconfiguration of LTTRs


[Allow for reconfiguration of LTTRs in short term auctions?]

I.
LTTRs that Cross Boundaries with Neighboring Control Areas

J.
LTTRs and Regional Seams Issues


K.
LTTRs for Transmission Upgrades


[Review QUA system to determine what needs to change.]


L.
LTTRs and Regional System Planning


[Modify Section 48 of the ISO OATT and any related provisions of the ISO Tariff.]

IV.
LTTR System Implementation 


A.
Schedule

1.
Submit compliance filing on or by January 29, 2007.
2.
[Implement by 1/1/08?  Commit to provide status reports on April 1, August 1, and December 1, 2007?] 


B. 
Implementation Issues

1.
 Software

2.
Other market initiatives 


3.
Other?
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