
Comments from ConEdison on LTTR Proposals (received from Steve Wemple on 5/24/06)

As a follow-up to the 5/4 meeting, following are Con Edison's comments on the two proposals for implementing long-term FTRs:

ISONE's LTFTR Straw Proposal - Con Edison is very supportive of the ISONE Straw and believes that it would facilitate both retail and wholesale markets by offering longer term congestion hedges through ISO administered auctions.  We do have two specific comments on both the term of the LT-FTR and the concept of renewal rights:

We would recommend that the LT-FTR be rolled out as a 3 year product.  Going beyond three years introduces more uncertainty about the transmission topography and congestions patters that would result from new (and retiring) generation and new (or delayed) transmission projects and would likely increase the perceived buy-sell spreads and therefore result in reduced participation in a longer term (4 or 5 year) product. 

Generally we have concerns with any option to automatically renew LT-FTRs at anything other the prevailing market price determined in an auction.  For example, allowing a 3 year LT-FTR holder to be able to renew the LT-FTR for years 4-6 (and perhaps longer) at the original 3 year price tremendously increases the value of the original LT-FTR because it would convey an option that would be "in the money" for the orginal LT-FTR holder whenever congestion prices increased but would impose no obligation to be extended if congestion levels dropped.  Therefore, if congestion patterns increased during the initial term, the original holders would likely exercise their renewal option, regardless of whether they still needed to hedge congestion which would reduce (or perhaps eliminate) the available supply in the auction for years 4-6 and could preclude other LSEs that had congestion exposure for years 4-6 from being able to hedge such congestion.  The only reasonable way to grant a roll-over is to price it at the prevailing auction price which is analogous to having the original LSE bid at the max rate in the subsequent auction in order to reacquire the expiring LT-FTR. 

NEPS's LTTR Proposal - Con Edison has serious objections to the NEPS proposal because it would likely allocate more than a proportionate amount of the transmission system capability to those requesting a LTTR and would fail to charge the LTTR holder for the appropriate value of the LTTR.  Therefore, all LSEs that did not request LTTRs would be financially harmed by the NEPS proposal.  In addition, making the congestion coverage contingent on the source being dispatched in the Day Ahead market makes the LTTR more like an option (since the LTTR holder could avoid any negative congestion rents by not scheduling the resource in the Day Ahead market) and would have more value than existing FTRs which convey an obligation to pay negative congestion.  If NEPS is interested in a truly long term allocation of a congestion rights and is willing to pay fair market value for it, the following two changes are required to their proposal: Instead of forgoing a portion of their average ARR rights which fails to reflect the value of the LTTR product, the LTTR holder would have to agree to pay the full value of the actual LTTR paths they are allocated.  The LTTR would have to be an obligation like current FTRs.
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