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To:
NEPOOL Long-Term FTR Working Group

Date: 
May 25, 2006

Re: 
Constellation’s Position on LT-FTR’s

Constellation Energy Commodities Group (“Constellation”) appreciates the opportunity to comment on the proposals put forth by other members of the NEPOOL Long-Term FTR Working Group and to offer our own recommendations. For consistency and ease of review, our comments follow the format of the ISO’s straw proposal, dated May 4, 2006.

The Product

Constellation agrees that product should remain an FTR obligation and should be settled using the current settlement methods for FTRs.

Term and Renewal Rights

Constellation agrees with the ISO’s recommended term of three to five years for LT-FTRs. In response to the issue raised at the May 4, 2006 LT-FTR Working Group meeting regarding possible two-year terms, Constellation would not be opposed to this term length. We do not support the term length of five to ten years offered in the New England Public Systems’ (“NEPS”) proposal.

On the issue of renewal rights, Constellation agrees with the ISO’s premise that an FTR holder should be entitled to renewals. However, we oppose some of the suggestions that have been offered to implement this renewal right. We do not support NEPS’ proposal whereby the LT-FTR holder would simply, with five years notice, notify the ISO of its intent to roll the LT-FTR over for an additional year. Constellation also opposes DC Energy’s proposal which would allow the incumbent FTR holder to place a price-taker bid on the expiring FTR, in essence guaranteeing the holder a “free” renewal option. Preferably, Constellation recommends that the holder re-bid on the FTR in an auction. If the existing FTR holder wants to continue to hold the FTRs at whatever necessary price, we believe the holder should simply bid $9,999 or some sufficiently high price that would not be likely to set the clearing price. This price would obligate the entity to purchase the FTR path at the actual revenue-maximizing auction price.

Allocation

Constellation supports the ISO’s proposal to allocate the FTRs via an auction, with no substantive changes to the current auction format. We strongly oppose the NEPS’ approach of simply allocating LT-FTRs based on a set of pre-determined criteria. Like DC Energy, we believe the auction format leads to a more efficient allocation of investment through the use of bids and offers to set caps and floors on what participants in the market are willing to bear to gain access to the LT-FTRs. 

In terms of the relationship between the allocation of LT-FTRs and future allocation of Auction Revenue Rights (“ARRs”), Constellation supports what we assume to be the ISO position – making no changes to the current ARR allocation methodology. NEPS suggest an inverse relationship between LT-FTR and ARR allocation whereby when LSEs receive LT-FTRs, they agree to have future allocations of ARRs reduced during the term of their LT-FTRs. DC Energy addresses the ARR issue by suggesting the ISO provide pathwise (specific generation-to-load zone) ARR allocations to match base load levels of the LSEs, with the remaining ARR allocation through the current generation-to-load zone methodology. DC Energy argues that this would eliminate any inherent overhedging of peak load allocations. Constellation opposes both approaches and believes the current ARR methodology is the correct approach. This methodology recognizes that the transmission system is inter-related among zones, and that any congestion in a constrained region has an economic impact on unconstrained zones. A pathwise ARR allocation contradicts this reality.

Eligible Recipients

Constellation supports the ISO’s proposal that all Market Participants be eligible to participate in the LT-FTR auctions [including FTR Holder Only Market Participants.] [In keeping with the guidance offered by FERC that LSEs be given a priority while not ruling out other entities, Constellation supports the concept of a LSE status as a tie breaker. In other words, during an auction if there is a tie between two bidders for a source-sink patch, the tie goes to the qualified LSE if the other entity is not a qualified LSE.]

Quantity Set for Auction

Constellation supports the ISO proposal on how to set the quantity for auction. Keeping the current 95 percent of New England transmission capability available for FTRs and auctioning off 25 percent of this amount in LT-FTRs in three-year strips over a three-year period is a fair approach. Constellation believes this draws an appropriate balance between the long-term and short-term transmission capacity needs of Market Participants. As discussed at the May 4th LT-FTR Working Group meeting, Constellation would caution the ISO from developing the renewal provisions in such a way that the initial auction merely serves to permanently allocate the LT-FTRs, without an ability for all Market Participants to participate in annual auctions for three-year LT-FTR strips, regardless of who currently has ownership of the LT-FTRs.

Moreover, Constellation opposes the prohibition proposed by NEPS against the transfer or re-sale of allocated LT-FTRs. Market Participants need to have the ability to manage their portfolio of market products in response to market need and conditions. NEPS proposal takes away this necessary tool.

Fully Funding all FTRs

Like the ISO and DC Energy, Constellation supports the concept of fully funding FTRs. However, we differ in the approach we would advocate for ensuring full funding. The ISO proposes to no longer disburse excess Transmission Congestion Revenue at the end of the calendar year. Instead, the amount would be rolled forward with a target minimum rolling balance of 25 percent of the expected total Congestion Costs over 12 months. Any balance in excess of 50 percent would be disbursed monthly to Congestion-paying LSEs. Our approach to fully fund differs from the ISO and DC Energy in that we believe that shortfalls should come from the FTR holders, rather than congestion-paying entities. Any surpluses could be used to create an insurance fund in later years up to a certain amount, with any excess surpluses distributed to Real Time Load Obligation. To determine the level of the insurance fund, Constellation suggests using the historical under-funding rate/amounts as the basis. For example, a methodology along the lines of two times the average under-funding amount over the last three years, with a minimum balance, could be used. In terms of shortfalls, the analysis could be done on an hourly basis where if a shortfall exists in an hour, all FTR holders would pay. An example of how this would work is as follows:

· In a particular hour, the system was under-funded by $10

· 5 MW were sold in the FTR auction to five different participants

· In that under-funded hour, the payout was:

· $0 for 3 of the MWs

· + $100 for 1 MW

· - $50 for 1 MW

· Thus each participant would fund $2 ($10/5 MW) and the payout would be adjusted as:

· - $2 for 3 of the MW (instead of original $0)

· + $98 for 1 MW (instead of + $100)

· - $52 for 1 MW (instead of - $50)

Constellation appreciates the opportunity to comment on the LT-FTR proposals that have been offered, and to offer our recommendations on how this new market product should be developed and implemented. We look forward to discussing our proposal on May 31st and would happy to address any questions on our approach.
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