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1.
Long-Term FTR Straw Proposal of ISO-NE

Northeast Utilities (NU) supports the primary principle included in the ISO-NE’s proposal, namely, the preservation of an auction-based market approach to awarding LT FTRs.  Specific comments follow.

Quantity Set for Auction – ISO-NE’s straw proposal is for 25% of the New England transmission capability to be made available in long-term auctions.  The exact number will need further debate, given that the majority of New England load is currently served via short-duration contracts (e.g. 12-months or less).  There may also be merit to a mechanism to increase or decrease the percentage, both initially and over-time, as the amount of long-term contracting changes.  ISO-NE and/or the LTTR WG should explore the feasibility of offering varying percentages of particular interfaces to reflect different contracting practices, e.g. if a particular load pocket is served in a manner that permits or encourages long-term contracting, could a larger percentage of the relevant transmission capability be made available in a long-term auction?

Eligible Participants –Long-term auctions should be open to all qualified Market Participants to encourage competition and efficient pricing.  Any auction design will require mechanisms that screen for auction competitiveness.  For example, what would happen in a long-term auction in which very few bids were submitted?  The design should not enable LT FTRs to be procured at non-competitive prices.

Full-Funding of LT FTRs –ISO-NE’s proposal is to utilize surplus congestion revenues to carry-over into an account to fund future shortfalls.  As an alternative, ISO-NE and/or the LTTR WG should explore the idea of using the ARR settlement process as the balancing fund to ensure fully-funded FTRs.  In any given month in which the congestion revenues exceed the FTR target payments, the surplus would flow proportionally to ARRs holders in that month.  Similarly, any under-funding of FTR target payments would be funded by proportionally reducing each ARR holder’s settlement.  Since the root cause of an under-funded FTR market is an auction that sold more FTRs than were feasible under the actual system conditions that prevailed during the month, it is appropriate to reduce the ARR fund.  Stated differently, the ARR disbursement was greater than it would have been if the FTR auction had been able to foresee the exact system conditions and, therefore, auction-off the exact set of feasible FTRs.  The same principle holds true in a month in which surplus congestion revenues are collected (i.e. too few FTRs were made available and, thus, ARR holders were insufficiently compensated).  This concept of using the ARR fund to balance FTR payments has merit both for LT-FTRs and the current short-term FTR auctions.  This concept is further supported by the theory that current FTRs purchasers reflect the risk of under-funding via reduced FTR bids (which would lead to fewer ARR dollars).  Eliminating the risk of under-funding would, therefore, lead to higher-valued ARRs.

2.
Long-Term Transmission Rights (LTTR) White Paper [NEPS]

The NEPS proposal creates extreme disparity between different classes of end-use customers.  Those customers served by entities considered eligible for NEPS LTTRs would have preferential access to lower-cost, perhaps remote, generation resources.  Further, to the extent that a portion of the New England transmission capability is carved-out and made available to a subset of eligible participants, the load served by the non-eligible participants would have access to fewer short-term congestion hedges (i.e. FTRs).  This would force these participants to incur greater expense volatility and/or to include higher risk premiums in the rates of their end-use customers.  The end result is that certain “eligible” groups of customers around New England will have preferential access to lower cost power supply options.  

Finally, the manner in which New England currently socializes the costs of the transmission system does not provide for point-to-point rights, either physical or financial.  No entity has any preferential claim to a particular point-to-point congestion hedge, except to the extent they are individually funding a particular transmission upgrade.

More specific comments follow.

Method of Obtaining LTTRs – NEPS proposes an ad hoc request process by which an eligible entity, on the exact day they sign a new long-term arrangement, can contact the ISO and be granted the specific LTTRs they deem as required to implement their power supply arrangement.  This proposed “ask and yee shall receive” process would interfere with existing FTRs that were granted via the current process which tests for simultaneous feasibility.  At a minimum, any LTTR requests that are deemed appropriate (i.e. in satisfaction of all required eligibility criteria) should not be effective until they are simultaneously feasible with the existing portfolio of awarded FTRs.

Method of Payment for LTTRs – NEPS proposes that an entity awarded LTTRs would have their ARR allocation reduced.  Thus, they would trade a portion of their ARR entitlement for a similar quantity of LTTRs.  NU agrees that any LTTR design would require the awarded entity to pay a fair-market price for the product.  NEPS proposed mechanism is woefully inadequate in this regard.  Today’s ARRs, in effect, give holders a load-share based portion of the New England transmission system.  Thus, an entity serving 2% of New England load is given a portfolio of ARRs that “relocate” 2% of each individual New England generator to that entities load zone.  Under the NEPs proposal, an entity could “pay” for a specific LTTR path, perhaps a highly valued path, by trading in a much lower valued ARR.

Characteristics of NEPS LTTRs – NEPS describes a perfect hedging tool, i.e. the LTTRs are “dispatch contingent”.  This is a much more valuable product than a traditional FTR.  Thus, there is even greater disparity between the value of the LTTR and the proposed method of compensation (ARR reduction).  Another issue raised by “dispatch contingent” LTTRs is that, during traditional FTR auctions, ISO-NE must reduce the remaining New England transfer capability to account for pre-existing LTTRs (to ensure simultaneous feasibility).  Thus, the LTTR ties up transfer capacity even during periods when the generator asset is idle, i.e. during maintenance periods, prolonged shutdowns for repairs, and prolonged periods (e.g. multiple months) when the asset may be uneconomic and, thus, not dispatched.  This is an extremely inefficient utilization of the transmission capability that will needlessly reduce the availability of short-term FTRs and reduce ARRs.

