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The ISO is in the process of reviewing the final rule on long-term transmission rights (LTTRs).  It is clear that the integration of the LTTR solution required by the final rule with the existing FTR/ARR process will be a major challenge.  The following discussion provides the ISO’s preliminary assessment of the scope of work involved in developing the LTTR design and market rules.  The work scope excludes implementation, as the scope of that effort will depend on the design that is developed and approved.  Implementation requirements will be considered as development of the market design progresses to ensure that the proposed design is technically feasible and can be implemented in a reasonably expedited timeframe.

The final rule establishes the following guidelines for the design of an LTTR scheme:

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

The existing FTR system is consistent with this guideline.  However, FERC expresses apparent preference for the PJM approach, which allows for the direct conversion of ARRs into FTRs.  The ARR allocation system in New England is not based on a source, sink and fixed quantity paradigm.  Adopting the PJM approach likely would require substantial changes to market infrastructure (to be evaluated).

2. The value of the LTTR hedge is fixed for its term

This is the so-called “full funding” requirement.  That is, the LTTR should fully offset any congestion costs along its defined path and quantity across its life.  The existing FTR/ARR system in New England is not fully funded; ARR revenue and congestion costs are not always perfectly equal.  Complying with the full funding requirement is a fundamental design change and may require allocating costs to parties that do not bear such costs today (to be evaluated).  

3. Parties that pay for transmission expansion are eligible to receive LTTRs

This guideline broadly is consistent with the concept underlying the existing ISO’s Qualified Upgrade Award (“QUA”) process, although it is not perfectly analogous since the QUA process does not provide a right with a fixed value over its life.  The QUA process as it applies to upgrades made to facilitate “delivery” will likely have to be modified to meet the requirements of this guideline. 

4. LTTRs must have an effective minimum term of ten years

LTTRs can have lives in excess of ten years, but they must have lives of at least ten years.  A ten-year life can be achieved via the allocation of a single ten-year right or with a series of shorter term rights that can be rolled over periodically.  The best approach will be evaluated.

5. Load Serving Entities (“LSE”) have priority over non-LSEs in the allocation of LTTRs

Load Serving Entity is defined broadly in the rule to include any entity that purchases power at wholesale and sells it to an end-user.  The rule does not prevent any class of participant from gaining LTTRs; rather it gives priority (right of first refusal) to LSEs.  How this priority is recognized is a key component of the design and will be among the first design issues to be resolved.  

6. Rights are re-assignable to follow load

To accommodate the requirements of retail choice, LTTRs can be reassigned to follow load.  Depending on the design, reassignment logically will be mandatory or voluntary.  

7. LSEs do not have to participate in an auction to acquire LTTRs

The final rule does not preclude the use of an auction to value or acquire rights; rather it specifies that an LSE need not offer a winning bid into an auction to acquire an LTTR.  This is a fundamental change from the existing design in which all FTRs are acquired via auction.  

In addition to the design guidelines discussed above, under the final rule, transmission organizations must make their transmission planning and expansion procedures and plans publicly available, including (but not limited to) both the actual plans and any underlying information used to develop the plans.  Compliance with this part of the rule should be straightforward and appears largely consistent with the RSP process in place today.

The following steps are required to successfully complete the initial compliance process:

1. Analyze the final rule to establish core requirements

2. Develop a design concept

3. Gain working group and ISO acceptance of conceptual design

4. Perform detailed development

5. Prepare design basis document

6. Assess operational and IT requirements

7. Gain working group and ISO agreement and sign-off

8. Draft Market Rules 1 changes

9. Obtain formal stakeholder input (MC and NPC votes)

10. Submit compliance filing and gain regulatory approval

To meet the compliance filing deadline, the LTTR design may need to be materially complete by no later than mid October 2006.  This assumes the following stakeholder process:

1. Draft Market Rules presented to the Markets Committee no later than November 2006.

2. Markets Committee vote on proposed market rules no later than December 2006.

3. Participants Committee vote on proposed market rules no later than January 2007.

4. Compliance filing submitted to FERC by required deadline (January/February 2007 -- exact date to be determined when final rule is published in the Federal Register).

Upon regulatory approval, the work will move into the implementation phase.  ISO business requirements will be translated into functional specifications.  Technical and software requirements and manuals will be drafted to support the implementation of the design.
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