
Long Term Transmission Rights (LTTR)—Order No. 681 Compliance

Design Basis Document [Draft 4 -- 10/12/06]

I. 
Purpose and Scope


The purpose of this LTTR Design Basis Document (“LTTR-DBD”) is to document the recommendations and alternatives of the LTTR Working Group to the Markets Committee for compliance with FERC Order No. 681, the LTTR Final Rule.  The LTTR-DBD is intended to be used as the basis for the drafting of specific changes to the ISO New England Inc. (the “ISO”) Transmission Markets and Services Tariff (the “ISO Tariff”), primarily in Market Rule 1, that will be presented to the Commission in compliance with Order No. 681.

The primary scope of this document is to provide a design for an LTTR system for New England that meets the criteria of Order No. 681 and takes into account the system of short-term Financial Transmission Rights (“FTRs”) and Auction Revenue Rights (“ARRs”) currently provided for under the ISO Tariff and market systems. 

The recommendations in this document reflect substantial consensus among the members of the LTTR Working Group though not necessarily unanimity.  Where there are specific alternative proposals for features of the LTTR system, those alternatives have been listed as options. It is understood that the ISO has an obligation to file an LTTR design proposal in compliance with Order No. 681, and that it will need to make the final decisions about what is filed.   

II.
Requirements of Order No. 681

On or by January 29, 2007 each transmission organization with an organized electricity market (including the ISO for New England) must make a compliance filing with the Commission that includes either: (1) tariff sheets and rate schedules that make available LTTRs that satisfy each of the seven guidelines (the “LTTR Guidelines”) set forth in the final regulations that are part of Order No. 681, or (2) an explanation of how the transmission organization’s current tariff and rate schedules already provide for long-term firm transmission rights that satisfy each of the guidelines.

The LTTR Guidelines that a LTTR design must satisfy to be compliant are set forth verbatim below:

(
Guideline 1:  “The long-term firm transmission right should specify a source (injection node or nodes) and sink (withdrawal node or nodes), and a quantity (MW).”
(
Guideline 2:  “The long-term firm transmission right must provide a hedge against day-ahead locational marginal pricing congestion charges or other direct assignment of congestion costs for the period covered and quantity specified. Once allocated, the financial coverage provided by a financial long-term right should not be modified during its term (the “full funding” requirement) except in the case of extraordinary circumstances or through voluntary agreement of both the holder of the right and the transmission organization.”
(
Guideline 3:  “Long-term firm transmission rights made feasible by transmission upgrades or expansions must be available upon request to any party that pays for such upgrades or expansions in accordance with the transmission organization’s prevailing cost allocation methods for upgrades or expansions.”
(
Guideline 4:  “Long-term firm transmission rights must be made available with term lengths (and/or rights to renewal) that are sufficient to meet the needs of load serving entities to hedge long-term power supply arrangements made or planned to satisfy a service obligation. The length of term of renewals may be different from the original term. Transmission organizations may propose rules specifying the length of terms and use of renewal rights to provide long-term coverage, but must be able to offer firm coverage for at least a 10 year period.”
(
Guideline 5:  “Load serving entities must have priority over non-load serving entities in the allocation of long-term firm transmission rights that are supported by existing capacity. The transmission organization may propose reasonable limits on the amount of existing capacity used to support long-term firm transmission rights.”
(
Guideline 6:  “A long-term transmission right held by a load serving entity to support a service obligation should be re-assignable to another entity that acquires that service obligation.”
(
Guideline 7:  “The initial allocation of the long-term firm transmission rights shall not require recipients to participate in an auction.”
III.
LTTR System Design

A.
Definitions:  
1.1
Allocated LTTRs: shall mean LTTRs that are directly allocated to eligible Load Serving Entities (“LSEs”) upon request.
1.2
Auctioned LTTRs: shall mean LTTRs that are made available to eligible entities through an ISO auction process. 
1.3
Congestion Revenue Assurance Fund: shall mean the fund established pursuant to [Section ___ ] to fully fund FTRs and LTTRs.
1.4
Incremental ARR (“IARR”) means an ARR provided in recognition of a participant-funded transmission upgrade(s) for so long as the funding of such transmission upgrade continues.
1.5
Incremental LTTR (“ILTTR”): means a financial transmission right provided in recognition of a participant-funded transmission upgrade(s) that confers on the holder the right to receive the congestion costs on a path defined by a source, sink, and MW from the time of allocation until the entity that requested such ILTTR allocation either stops funding the transmission upgrade or requests to discontinue the ILTTR. 
1.6
 Load Serving Entity
[ISO proposal: A Market Participant that, in accordance with ISO New England System Rules, is supplying the Load Serving Obligation.]

[NGRID proposal: “A distribution utility or Electric Utility that has a Service Obligation.” -- as Congress defines in new section 217 of the FPA.   Electric Utility: “A person or Federal or State agency (including an entity described in section 201(f)) that sells electric energy.” -- as defined in EPAct 2005.  Service Obligation:  “A requirement applicable to, or the exercise of authority granted to, an Electric Utility under federal, State or local law or under long-term contracts to provide electric service to end-users or to a distribution utility.” -- as Congress defines in new section 217 of the FPA.]
[NEPOOL counsel note: an issue has been raised as to whether the LTTR Final Rule requires a transmission organization to use the literal definitions for “load serving entity”, “electric utility” and “service obligation” provided for in the new Section 217 of the Federal Power Act or whether the LTTR Final Rule allows for restrictions to be put on these definitions to allow them to be functional in a market system.  The ISO’s proposal contains a restriction that would limit the LSEs that can receive Allocated LTTRs to those that have a Real Time Load Obligation under the market rules.  In effect, Real Time Load Obligation would equal service obligation.  At least one default service provider has argued that this restriction is not compliant with the LTTR Final Rule, and would prevent it from acquiring Allocated LTTRs to meet its potential default service obligation that will become an actual load obligation when a competitive supplier is not serving the load.  Counsel notes that in P 44 of the LTTR Final Rule the Commission states that it is adopting the definitions for load serving entity, electric utility and service obligation provided for in the new Section 217 of the Federal Power Act, but then offers “several clarifications” of those definitions and how they can be implemented.  The clarification that is relevant to the issue of default service is found in P 51.  It suggests that the ISO’s proposed restriction on Allocated LTTRs to LSEs with Real Time Load Obligation would be compliant.  Paragraph 51 of the LTTR Final Rule states as follows: 

“51.  As noted above, commenters raising issues regarding the application of the service obligation definition in retail access frameworks focus primarily on the default service obligation, which generally (with variation from state-to-state) requires the entity subject to that obligation to provide electric service to customers who do not have another supplier (either because they did not choose one or because their supplier left the market). Under the definition provided by Congress, a default service obligation only becomes a service obligation for purposes of this rule when the entity holding the default obligation is actually required to serve the load, i.e. when the competitive supplier either stops serving the load or the load switches to the default supplier. A default service obligation only becomes “a requirement applicable to, or the exercise of authority granted to” the default supplier when it must actually serve the load. We understand the concerns expressed by PG&E and others that a utility holding the default service obligation must plan to serve that load should it be required to do so in the future. Transmission organization rules currently provide that auction revenue rights (ARRs) or FTRs will generally “follow the load” in instances where load switches suppliers; guideline (6), discussed below, also requires that long-term firm transmission rights allocated to load serving entities be reassignable. As a result, when default suppliers assume the service obligation, they will receive transmission rights that they can use to serve the default load. While we are aware that those transmission rights may not match the resources that the default supplier will use to serve the load, this is a problem that already exists today, and is not a result of our adoption of Congress’s definition of service obligation. Transmission organizations may consider whether any rules are necessary (such as allowing or requiring holders of long-term transmission rights to turn back those rights for reallocation) to deal with this problem.” [Emphasis added.]
1.7
LTTR: means a financial transmission right with a term of one year or more awarded by direct allocation or auction that confers on the holder the right to receive or the obligation to pay the congestion costs on a path defined by a source, sink and MW for one or more years.  The term LTTR includes both Allocated LTTRs and Auctioned LTTRs.
1.8  [Other terms to be added as needed.] 
B. 
Relationship of LTTR System to Current ARR/FTR System

1.0 
ARRs:
  The current ARR system would remain largely unchanged, except: (i) changes to reflect the replacement of Qualified Upgrade Awards (“QUAs”) (and the associated process) with Incremental ARRs (“IARRs”) that can be converted to Incremental LTTRs (and the associated process);  and (ii) changes to reflect the fact that LSEs receiving Allocated LTTRs must forego ARR revenues as payment.
[NEPS alternative:  The current ARR system would be changed under the NEPS Proposal with respect to calculation of the total zonal ARR Dollars to be allocated to LSEs in the zone except that there would be changes to reflect the replacement of QUAs (and the associated process) with IARRs that can be converted to Incremental LTTRs (and the associated process).  After that calculation there would be changes:  (i) to reflect the fact that each LSE receiving Allocated LTTRs will be receiving an amount of ARRs Dollars based upon the portion of the LSE’s monthly Real-Time Load Obligation (“RTLO”) energy that is not covered by the Allocated LTTRs; and, in a related manner, (ii) to indicate that (as described in more detail later in Section G) ARR Dollars, which are currently allocated on a coincident peak demand RTLO basis, would instead be allocated based on the ratio of the LSE’s monthly RTLO energy in the zone (in MWh, reduced by its LTTR Energy) to the total monthly RTLO energy in the zone (reduced by the sum of all LTTR Energy in the zone).]


2.0
FTRs:  The current FTR system would remain largely unchanged, except: (i) the annual FTRs would become part of the Auctioned LTTR system (which includes financial transmission rights of one year or more); and (ii)  FTRs would become fully funded through the Congestion Revenue Assurance Fund (see below).

C.
Allocation of LTTRs


ISO Proposal
1.
LTTRs will be allocated by direct allocation (“Allocated LTTRs”) to LSEs that request them and by auction (“Auctioned LTTRs”) to all eligible entities.  
2.
LSEs can request Allocated LTTRs for specific paths up to a maximum amount of MW.  (See eligibility criteria below.)
3.
The allocation process for Allocated LTTRs will be as follows: (i) on an annual basis, ISO provides LSEs with its Allocated LTTR maximum MW per Load Zone based on historical year data, adjusted to reflect existing Allocated LTTR holdings; LSE nominates desired Allocated LTTR paths (source, sink, MW);  (ii) ISO evaluates and, if necessary, adjusts nominated MW amounts to ensure simultaneous feasibility with existing LTTRs and network limits;  (iii) LSE accepts or rejects modified nominations; ISO holds LTTR auction (opens for bids/offers and clears paths subject to SFT);  (iv) ISO makes ARR awards to all LSEs per current procedure; (v) Allocated LTTRs will be valued using auction prices corresponding to each year in the strip sold;  (vi) (a) if in the auction year, cost of Allocated LTTRs <= available ARR monies, then all nominated Allocated LTTRs are granted, or (b) if in the auction year the cost of Allocated LTTRs > available ARR monies, then Allocated LTTR awards are scaled so that costs = ARR funds available (proposal assumes this happens at Round 2) (refer to Exhibit ___  for examples of this allocation process).
4.
The allocation process for Auctioned LTTRs will be as follows: auction in two rounds; open auction accept bids/offers (bid/offers binding through the first round).  Round 1 is the primary auction which clears all bids and offers subject to simultaneous feasibility test (“SFT”). Round 1 results will be posted and establish MW awarded as Allocated LTTRs and compensating ARR funds to forgo.  Round 2 is a reconfiguration auction open to any eligible participant. [Reconfiguration auction is an enhancement not required for compliance.] 

[potential for multiple round auctions]
[NEPS Alternative:
1.
LTTRs will be allocated by direct allocation (“Allocated LTTRs”) to eligible LSEs that request them and by auction (“Auctioned LTTRs”) to all eligible Market Participants.

2.
LSEs can request Allocated LTTRs for specific paths up to a maximum amount of MW.  (See eligibility criteria below.)

3.
The process for Allocated LTTRs will be as follows:  (i) On an annual basis, ISO posts the maximum MW per LSE per Load Zone based on historical year data, adjusted to reflect existing Allocated LTTR holdings; (ii) each LSE nominates desired Allocated LTTR paths (source, sink, MW); (iii) ISO assesses the validity of the entity’s eligibility and if valid, evaluates and, if necessary, adjusts nominated MW amounts to ensure simultaneous feasibility with existing LTTRs and network limits; (iv) LSE accepts or rejects modified nominations and if accepted, ISO holds the Allocated LTTR award subject to confirmation of load serving obligation and execution of the power supply contract; (v) if the power supply contract is not consummated or the load serving obligation cannot be verified (it is suggested that these can be documented by having an officer of the LSE attest to the existence of the power supply contract and load serving obligation), the ISO does not award the Allocated LTTR.

4.
The allocation process for Auctioned LTTRs will probably be as proposed by ISO.] 


D.
Limitations on Amount of Transfer Capability Made Available for LTTRs

ISO Proposal

Up to 50% of the transmission capability of the PTF will be made available for LTTRs.  A maximum of 25% of the transmission capability of the PTF will be made available for Allocated LTTRs, and a maximum of 25% of the transmission capability of the PTF will be made available for Auctioned LTTRs.   
Allocation of Allocated LTTRs also limited on the following bases: The total amount of Allocated LTTRs shall not exceed the Maximum LTTR Allocation MW (defined as the coincident peak load recorded in the previous calendar year of the Load Assets that the LSE is serving at the time eligibility is evaluated, multiplied by the Load Zone load factor).  [The MW of any individual Allocated LTTR shall not exceed the capacity rating of the generator at the source node. {NOTE: an implementation that includes monitoring of step-up transformers eliminates the benefits of this requirement, so preceding sentence might be deleted from DBD—confirm on 10/16/06}]. Available Allocated LTTRs must be simultaneously feasible with all previously Allocated or Auctioned LTTRs.  If Allocated LTTR nominations cause infeasibility on one or more network elements, the infeasibility will be resolved using an approach that maximizes the amount of LTTRs awarded.
Award of Auctioned LTTRs also limited on the following basis: subject to SFT to clear auction.  

To more closely match the available supply to the expected interest, the amount of the network available for auction will be reduced from year one through year ten.  For Example:  Yr 1 = 25%; Yr 2 = 22.5%; Yr 3 = 20%; . . . Yr 10 = 2.5% will be available in the auction.
[NEPS alternative:  An LSE may request an amount of Allocated LTTRs with sinks in a specific Load Zone up to 50% of their peak load over the last 12 months in that Load Zone.  Such requested Allocated LTTRs are subject to being simultaneously feasible with existing LTTRs and network limits.  There are no other restrictions on the amount of Allocated LTTRs.
Auctioned LTTRs will be available using up to 50% of available transmission capability to the extent that such transmission capability is available after pre-loading the Allocated LTTRs.  Monthly FTRs will be available using up to 95% of available transmission capability to the extent that such transmission capability is available after pre-loading the Allocated and Auctioned LTTRs.]

E.
LTTR Eligibility Criteria
ISO Proposal


1.0
Allocated LTTRs: To be eligible for Allocated LTTRs one must: (i) be a Market Participant; (ii) be a Load Serving Entity (an entity that in accordance with the ISO New England Operating Documents is supplying the Load Serving Obligation); [and (iii) meet the applicable requirements of the Financial Assurance Policy].  [Note: there is no requirement of a long term power supply commitment for eligibility.]  Eligibility would be determined annually.
2.0
Auctioned LTTRs:  To be eligible for Auctioned LTTRs one must: (i) meet the applicable requirements of the Financial Assurance Policy; and (iii) meet any and all other requirements that currently apply to participation in the FTR auctions.

[NEPS alternative:

1.0
Allocated LTTRs:  To be eligible for Allocated LTTRs one must:  (i) be a Market Participant; (ii) be a Load Serving Entity that has and attests to a load serving obligation of at least 5 years (an entity that in accordance with the ISO New England Operating Documents is supplying the load serving obligation); (iii) meet the applicable requirements of the Financial Assurance Policy; and (iv) have and attest to a power supply contract for the delivery of energy equal to or less than the term of the load serving obligation, but not less than five (5) years.  Eligibility would be reviewed annually.

2.0
Auctioned LTTRs:  To be eligible for Auctioned LTTRs one must:  (i) be a Market Participant; (ii) meet the applicable requirements of the Financial Assurance Policy; and (iii) meet any and all other requirements that currently apply to participation in the FTR auctions.]


F.
LTTR Characteristics
ISO Proposal


1.0
Allocated LTTRs

1.1 
The sink will be a Load Zone or a Node in the case of an eligible Asset Related Demand (“ARD”).  The source will be an existing generator node or an External Node.  
1.2
Will settle as obligations.
1.3
Will be 24-hour rights (on-peak, and off-peak).
1.4
Will be marketable (i.e., transferable in secondary bilateral market and in auctions within the ISO settlement system), and reconfigurable through ISO auction process for Auctioned LTTRs.

1.5
Allocated LTTRs will be awarded in ten year increments.  Once an allocation is made, it must be held, unless sold back to the market, for the duration of its term.  
1.6
A LSE that acquires a Load Serving Obligation due to the

transfer of a Load Asset or IBL may opt to accept a pro-rata share of the associated Allocated LTTRs, subject to continuing eligibility, for the remainder of their term.  Such Allocated LTTRs are deemed

reassigned.  If the acquiring LSE opts not to take the Allocated LTTRs, the original holder has the following options: (i) Sell the LTTRs into the market; or (ii)
pay the cash equivalent value of the LTTRs and retain them
2.0
Auctioned LTTRs
2.1
Sink will be a Node, Zone, or Hub, and source will be a Node, Zone, or Hub, or combination of same, as with current FTRs.
2.2 
Will settle as obligations.
2.3
Will be 24-hour on-peak and off-peak rights.
2.4
Will be marketable (i.e., transferable in secondary bilateral market and in auctions within the ISO settlement system), and reconfigurable through ISO auction process for Auctioned LTTRs, including through (short term) FTR auctions.
2.5
Term length will be one year and sold in strips out as long as ten years.  [Consider initial strips of three to five years and multi-year instruments (i.e., a three year LTTR)]
[NEPS alternative: 
1.0
Allocated LTTRs

1.1 
The sink will be a Load Zone or a Node in the case of an eligible Asset Related Demand (“ARD”).  The source will be an existing generator node or external node.

1.2
Will settle as obligations.

1.3
Will be 24-hour on-peak and off-peak rights.

1.4
Will not be marketable (i.e., will not be transferable in secondary bilateral market and in auctions within the ISO settlement system) or reconfigurable through ISO auction process.  They will be re-assignable upon loss of the load serving obligation.

1.5
The initial term length will be 5 to 10 years with rollover rights with 5 year’s notice and subject to continued simultaneous feasibility in conjunction with all other existing LTTRs and network limits.

1.6
Except as provided for in Section 1.7 below, an LSE surrenders a pro-rata share of its Allocated LTTRs on loss of its load serving obligation due to transfer of a Load Asset under a retail access program or Internal Bilateral for Load (“IBL”) to another LSE, provided the load lost is greater than the LSE’s peak load minus the LSE’s MW of Allocated LTTRs.

1.7
An LSE that acquires a load serving obligation due to the transfer of a Load Asset or IBL may opt to retain the associated Allocated LTTRs, subject to continuing eligibility, for the remainder of their current term.  Such Allocated LTTRs are deemed reassigned.
2.0
Auctioned LTTRs

2.1
Sink will be a Node, Zone, or Hub, and source will be a Node, Zone, or Hub, or combination of same, as with current FTRs.
2.2 
Will settle as obligations.
2.3
Will be 24-hour on-peak and off-peak rights.
2.4
Will be marketable (i.e., transferable in secondary bilateral market and in auctions within the ISO settlement system), and reconfigurable through ISO auction process for Auctioned LTTRs, including through (short term) FTR auctions.

2.5
Term length will be one year and sold in strips out as long as ten years.  [Consider initial strips of three to five years and multi-year instruments (i.e., a three year LTTR).]

G.
Payment for LTTRs
ISO Proposal


1.0
Allocated LTTRs:  Each LSE receiving Allocated LTTRs will forgo a compensating portion of ARR revenues to pay for the Allocated LTTRs.   The Allocated LTTR MW amount will be fixed over the term and the amount paid by the LSE (i.e., amount of foregone ARR revenues) in each year will be established by clearing price of the path in the corresponding year of the ten year strip auction. For the purpose of initial allocation, an LSE’s allocation of LTTRs is limited by its available ARR $ from the annual auction process in year one.  In subsequent years, should there be insufficient ARR $ to forgo, the LSE will pay cash or forgo monthly ARR $ to compensate for the difference. 

2.0
Auctioned LTTRs: Each auction participant will pay the price established by the auctions for the Auctioned LTTRs.
[Constellation alternative: Limit LSE’s allocation of Allocated LTTRs to an amount that could be purchased with 75% or less of the LSE’s ARR $.]

[DC Energy alternative: pricing should be fixed to the forward curve that is created by the long-term auction.  To this end, we realize that the auction period must match the allocation period, e.g., 10 years.  We think this is preferable because the very nature of a long-term hedge (in pure financial terms) is not only to fix the volume (per the Order), but also to fix the price (i.e., the foregone ARR revenue) at the initial acquisition time.] 

[NEPS alternative:

1.0
Allocated LTTRs:  LSEs receiving Allocated LTTRs would pay for such LTTRs by surrendering a portion of their ARR $.  The total zonal ARR Dollars would be calculated using the same methodology that is used today.  Some changes will be required to reflect the replacement of the QUA process with the IARR process.  A change would be made in the zonal distribution of the total zonal ARR Dollars.  Instead of using each LSE’s RTLO at the time of the peak, the zonal distribution to an LSE would be its monthly zonal RTLO energy net of its zonal LTTR Energy (i.e., the total MW of the LSE’s LTTRs with sinks in the zone times the number of hours in the month) divided by the total monthly RTLO energy for the zone net of the sum of the LTTR Energy of all LTTRs with sinks in the zone.  In essence, the amount surrendered by an LSE to obtain an Allocated LTTR will be based upon the removal of the MWh associated with the Allocated LTTR from the zonal distribution of ARR $ each month, as described above.  There would be no other additional “payment.”

2.0
Auctioned LTTRs: Each auction participant will pay the price established by the auctions for the Auctioned LTTRs.]

H.
Full Funding of FTRs/LTTRs:
 
[ISO Proposal


1.0
A Congestion Revenue Assurance Fund (“CRAF”) will be established to ensure full funding of all financial transmission rights (FTRs and LTTRs) available through ISO-NE. On a monthly basis, surplus congestion revenues would carry-forward to cover any shortfalls in a subsequent month. Surplus congestion revenue would be put into the CRAF at year end until the funding requirements are met.  Minimum and maximum funding levels would be established based on evaluation of under-funding exposure (actuarial assessment) Refer to Exhibit 4 for a hypothetical assurance fund based on historical performance of the current Congestion Revenue Fund.  
2.0
Regional Network Load will be credited/charged for surpluses/shortfalls in the Congestion Revenue Assurance Fund.
3.0
[Note: need to define what extraordinary circumstances would be an exception to the full funding requirement.]

[NU alternative: not appropriate to use Network Load as full funding insurance mechanism (see comments of TOs summarized by FERC at P 150 of Final Rule).  LTTR Full funding should be ensured by all ARR Holders.  [NGRID expresses a similar view to NU’s.]]
[NEPOOL Counsel note: P 175 of the Final Rule states in part: “In general, we will allow transmission organizations the discretion to propose a method for allocating any uplift charges that result from fully funding long-term firm transmission rights.”  P 178 states: Both the NOPR and many of the comments on the NOPR discussed the possible assignment of uplift necessary to support full funding to transmission owners. Commenters discussed several variants, including the current NYISO rules that assign all or most of such uplift to support full funding of annual FTRs to transmission owners, and other more targeted proposals, such as the assignment of uplift costs in relation to performance of transmission maintenance. The Commission will allow regional discretion on these options and will examine the reasonableness of such proposals on a case-by-case basis.”]   [Range of alternatives for full funding discussed by LTTR Working Group include: (i) Regional Network Load will be credited/charged for surpluses/shortfalls in the Congestion Revenue Assurance Fund; (ii) Regional Network Load will be credited/charged for surpluses/shortfalls in FTR/LTTR funding with no Congestion Revenue Assurance Fund; (iii) ARR Holders will be credited/charged for surpluses/shortfalls in the Congestion Revenue Assurance Fund; ARR Holders will be credited/charged for surpluses/shortfalls in FTR/LTTR funding with no Congestion Revenue Assurance Fund.]
[NEPS alternative:  

1.0
A Congestion Revenue Assurance Fund (“CRAF”) will be established to ensure full funding of all financial transmission rights (FTRs and LTTRs) available through ISO-NE.  On a monthly basis, 50% of the surplus congestion revenues would carry-forward to cover any shortfalls in a subsequent month. The other 50% would be returned per current processes.  Minimum and maximum funding levels would be established based on evaluation of under-funding exposure (actuarial assessment).]


I.
LSE Priority


LSEs would have priority by being able to request Allocated LTTRs.


ISO Proposal

The exercise of LSE priority would be limited by amount of system capability allocated to support Allocated LTTRs subject to the budget constraint.
[NEPS alternative:  Allocated LTTRs would be required to pass a simultaneous feasibility test recognizing all existing LTTRs and network limits.]


J.
Incremental ARRs/LTTRs
ISO Proposal


1.0
Market Participants that create incremental transfer capability through funding of transmission upgrades will receive Incremental ARRs/LTTRs.  The ISO will: evaluate the incremental MW of LTTRs created by a participant-funded transmission upgrade between a source and a sink; award those MWs in the form of a point-to-point ARRs (Incremental ARRs or “IARRs”) to the funding Market Participant for as long as the Market Participant supports the cost of the upgrade or 30 years, whichever is shorter. 

2.0
IARR awards will be evaluated and made in order of project in-service date.

3.0
An IARR holder may nominate an Allocated LTTR on the path of its awarded IARR in an amount up to the MW amount of the IARR.  The sink and source of this incremental LTTR (“ILTTR”) must match the IARR source and sink; MW <= IARR MW.
4.0 
ILTTRs will settle as options.
5.0
ILTTRs will be 24-hour rights.
6.0
ILTTRs will be marketable (i.e., transferable in secondary bilateral market and in auctions within the ISO settlement system), and reconfigurable through ISO auction process for Auctioned LTTRs, including through (short term) FTR auctions.

7.0
[ISO Proposal] Term length for ILTTRs will be one year with rollover rights to extend for as long as the Market Participant supports the cost of the upgrade or 30 years, whichever is shorter.  ILTTR holder may opt out (i.e., choose not to exercise renewal right) of its ILTTR(s) prior to each annual nomination period; if opt-out is exercised, that ILTTR is deemed expired.
[LS Power Proposal] Term length for ILTTRs will be determined by the Market Participant and may extend for as long as the Market Participant supports the cost of the upgrade. Given the nature of the capability made feasible by the participant-funded transmission upgrade(s), ILTTRs may be discontinued at the end of any month on the request of the participant receiving this allocation. Subsequent requests to receive further ILTTR allocations will be made in the annual ILTTR/LTTR nomination process.  Upon the discontinuance of an ILTTR, the associated IARR rights will be restored.


K.
LTTRs that Cross Boundaries with Neighboring Control Areas
[To be added.]


L.
LTTRs and Regional Seams Issues

[To be added.]


M.
LTTRs and Regional System Planning

ISO Proposal


[Assess proposed new transmission projects using economic and reliability criteria.  Add an SFT component that assesses the impact of new projects on existing LTTRs and ILTTRs.  New transmission upgrades will not be allowed to impair existing LTTRs and ILTTRs.
The economic transmission criteria should be expanded to look at the cost of transmission relative to charges to Network Load to fund Congestion Revenue Assurance Fund shortfalls. If the annual payments into the CRAF exceed the cost of transmission upgrades that would obviate the need for such charges to Network Load in the future, then the upgrade should be included in the RSP as an economic project.]
[Modify Section 48 of the ISO OATT and any related provisions of the ISO Tariff and planning procedures/RSP process to ensure that LTTRs remain feasible over their entire term.  Order No. 681 (P 454) states, in part: “To implement this requirement, we will require each transmission organization to include in its compliance filing an explicit statement of how its planning and expansion practices will take into account the need to accommodate allocated or awarded long-term firm transmission rights for their full terms, including the construction of transmission facilities (as well as a basis for allocating cost responsibility) that may be needed to support them. We will also require that each transmission organization make its planning and expansion practices and procedures publicly available, including both the actual plans and any underlying information used to develop the plans.” ]


N.
Financial Assurance
[LTTRs are effectively annual instruments. Annual FTR-like financial assurance requirements may suffice. Details still being developed.]
IV.
LTTR System Implementation 


A.
Schedule

1.
Submit compliance filing on or by January 29, 2007.
2.
[Implement by  mid-2008?  Commit to provide periodic status reports to FERC.] 


B. 
Implementation Issues

1.
 Software


2.
Other market initiatives


3.
Other?
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