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Introduction

This proposal has been drafted to be consistent with the NEPOOL and ISO-NE comments on the FERC Notice of Proposed Rulemaking (“NOPR”) on Long-Term Transmission Rights.  In accordance with those comments, the proposal builds on the current market design and software as much as possible.  

The biggest uncertainty in the FERC NOPR is whether New England will be allowed to pursue the option of implementing LT-FTRs through an auction process rather than a direct allocation.  Direct allocation of LT-FTRs raises several significant issues  relating to compatibility with the existing market structure in New England that would have to be addressed.  
When the final rule is issued by FERC, it may be necessary to reconfigure this LT-FTR straw proposal to fit the requirements of the rule. The intent of this proposal is to use our time judiciously and advance while we can.

Straw Proposal

The Product

The product would remain an FTR obligation and would be settled using the current settlement methods for FTRs. 

Term and Renewal Rights

The LT-FTRs offered would be for a term between three and five years.  Upon expiration, an FTR holder would be entitled to renewal.  The renewal cost is to be determined. 

Allocation

FTRs would continue to be allocated by auction.  We anticipate little or no change in the auction format.   
Eligible Recipients

All Market Participants would be eligible to participate in LT-FTR auctions.  Allowing all Market Participants to offer into the auction would assure more competition in the auction and hence a fairer price for a product with significant intrinsic value. The group should discuss whether this should include the class of Participants known as “FTR Holder Only Market Participants.”

FERC has suggested that LSEs might be given a priority, but not that others be ruled out.  Priority could be given to LSEs by providing for qualified LSEs to be the winner in the auction wherever there is a tie between two bidders for a source-sink path and only one entity is a qualified LSE.

Status as a qualified LSE would be determined on the basis of eligibility for Auction Revenue Rights using the current methodology.  

Quantity Set For Auction

The current FTR allocation system auctions up to 95% of New England’s transmission capability.  50% of the New England transmission capability is auctioned in the annual auction.  The remaining transmission capability, up to 95%, is available in the monthly auctions.   

The quantity of transmission auctioned as LT-FTRs will reduce the amount available for the annual and monthly auctions.  Mechanically, LT-FTRs will be represented as pre-existing, fixed source-sink pairs that reduce the capability that can be auctioned in the annual and monthly auctions.

Since default service makes up approximately 80% of New England load, it is crucial that the Participants serving this demand be afforded adequate hedging mechanisms.  Default service contracts are typically for periods of 12 months or less.   The suppliers of this default service load would have to accept very high levels of risk in order to take long-term positions on transmission. Therefore under this proposal 25% of the New England transmission capability would auctioned off to satisfy the needs of those desiring LT-FTRs, leaving the remainder available to satisfy the needs of suppliers with short-term obligations.

Under the straw proposal, 95% of New England’s transmission capability would continue to be available for FTRs.  Up to 25% of the transmission capability would be auctioned as LT-FTRs.  Another 25%, and any capability not sold in the LT-FTR auction, would be auctioned in the annual auction.  The remainder, up to 95%, would be available in the monthly auction. 

The 25% of transmission capability allocated to LT-FTRs would not be auctioned off all at once, but rather a portion would be auctioned off every year.  For example, if the term of LT-FTRs were three years, 8.33% (1/3 of 25%)  of transmission capability would be made available every year on a rolling basis.  In every year, 8.33% would expire and 8.33% of new LT-FTRs would become available.  Since it would take three years to fully implement this proposal, a transition mechanism would be required.

One possible transition mechanism is illustrated in Figure 1 below.  At the beginning of Year 1 three auctions are held: one for a three-year period, one for a two-year period, and one for a one-year period. At the end of Year 1, another auction is held and a second block of normal LT-FTRs is auctioned.  At the end of Year 2, a third block of normal LT-FTRs is auctioned and the transition is complete.
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Figure 1: Auctions During Transition Mechanism Include A One-Year Term and A Two Year Term
Fully Funding All FTRs

All FTRs would be funded at or near 100% by making the FTR market self-insuring.  

Currently all excess Transmission Congestion Revenue is disbursed at the end of the calendar year.  The excess revenue is first disbursed to entities that may have had a shortfall earlier in the year.  If revenues still remain after eliminating all shortfalls, the excess revenue would be disbursed to Congestion Paying LSEs in proportion to their congestion payments.  See Section 5.2.6 of Market Rule 1.  

The process for disbursing excess revenue can be changed to allow the FTR market to be fully self-insuring by carrying any balance of excess Transmission Congestion Revenue to the next year.  Thus, after paying December  (and previous months) Congestion Costs, any remaining revenue would be carried into the next year.  Any shortfalls in January of the next year could be funded out of the rolling balance.   The straw proposal would target a minimum rolling balance of 25% of the expected total Congestion Costs over 12 months (i.e. the equivalent of the total Congestion Costs for three months).  Expected total Congestion Costs could be measured on the basis of an historical average.  The rolling balance would be capped at 50% of the expected total Congestion Costs over 12 months.  Any balance in excess of 50% would be disbursed monthly to Congestion Paying LSEs.  

Force Majeure

The application of force majeure events to LT-FTRs would need to be determined, and its resolution may depend on the extent and method of FTR funding.

Obligations To Build

The FERC NOPR raises the concern that in some areas of the country ISOs do not have clear authority to specify that transmission be built and that there is often no identified method of approving economic upgrades.  

In New England these issues were addressed through the RTO negotiations.  The resolution of those issues is documented in the Open Access Transmission Tariff (OATT).  

The ISO is not in favor of opening up for discussion the language in the OATT.  However, as not all are intimately familiar with the negotiated resolution, it is worthwhile summarizing the fundamental concepts here. The OATT requires that in the event excessive congestion occurs between a source-sink pair, the congestion will qualify for a Market Efficiency Transmission Upgrade.  This is a type of Regional Benefit Upgrade whose cost is shared by the entire pool.  If the congestion is not large enough to qualify as a Market Efficiency Transmission Upgrade, perhaps because it benefits only one Participant , then the Participant may request an Elective Transmission Upgrade study.  After construction, the funding Participant can apply for and receive a Qualified Upgrade Award which provides a payment from the FTR auction revenues.  These auction revenues reflect the value of the upgrade.   More information on this process can be found in Open Access Transmission Tariff, for example, see Section II.46.  
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