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On 20 July 2006, the Commission issued its Long-Term Transmission Rights Fina Rule, which
requires each transmission organization that is a public utility with one or more organized eectricity
markets (primarily RTOg/1S0s) to make available long-term firm transmission rights that satisfy each
of the seven guiddines established by the Commission inthe LTTR Final Rule. Compliancefilings are
due 29 January 2007. The compliance filings must include either: (1) tariff sheets and rate schedules
that make available LTTRsthat satisfy each of the guidelines set forth in thefind regulaions, 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 guiddlines. The LTTR Find Rule makes
clear that implementation of LTTRs is a high priority for the Commission and that other important
market initiatives of RTOg/1SOs might have to take alower priority to ensure timely compliance.

The LTTR Fina Rule adopts seven of the eight guidelines that were included in the LTTR Notice of
Proposed Rulemaking (LTTR NOPR), and provides clarification of many of the issues that were raised
regarding the LTTR NOPR. While the Commission repesatedly dates that it will alow flexibility
within each of the guidelines, it aso emphasizes that each of the guidelines must be met.

The development and integration of a compliant LTTR solution within the existing FTR/ARR process
poses mgjor challenges. To meet the compliance filing deadline, the LTTR design must be materidly
complete no later than early October. The ISO, working with the stakeholders, has met this milestone.
The design is currently working through the stakeholder process and is being reviewed by the
implementation experts a the |SO.

Thisdocument includes a brief discussion of the guidelines and an evaluation of the current FTR design
relaive to the requirements of the Find Rule some of the design principles and assumptions that
Market Devdlopment and the stakeholders have agreed to; and a farly detailed summary of the
proposed LTTR design.

TheLTTR Final Rule Guiddines
Thefinal rule establishesthe following guiddinesfor the design of an LTTR scheme:
1. AnLTTRmust specify a source, sink, and fixed quantity

The exiging FTR system is condgtent with this guideline. However, FERC expresses
gpparent preference for the PIM approach which alows for the direct conversion of ARRs so



alocated into FTRs. The ARR allocation system in New England is not based on a source,
sink, and fixed quantity paradigm. Adopting the PIM approach could require substantia
changesto market infrastructure.

2. Thevalueof the LTTR hedgeisfixed for itsterm

This is the so-called “full Funding” requirement. That is, the LTTR should fully offset any
congestion cogts aong its defined path and quantity across its life. The exising FTR/ARR
system in New England is not fully-funded, ARR revenue and congestion costs incurred may
not be equa. Complying with the full funding requirement is a fundamental design change
and may require dlocating costs to parties that do not bear such exposure today.

3. Partiesthat pay for transmission expansion are digibleto receive LTTRs

This guiddine broadly is consistent with the concept underlying the existing ISO’s Qualified
Upgrade Award (QUA) process, although it is not perfectly analogous since the QUA process
does not provide a right with a fixed value over its life. The QUA process as it gpplies to
upgrades made to facilitate “delivery” rather than generation interconnection will likely have
to be modified to meet the requirements of thisguiddine.

4. LTTRsmus have an effective minimum term of 10 years

LTTRs can have lives in excess of 10 years, but they must have lives of a least 10 years. A
ten year life can be achieved via the dlocation of a single 10 year right or with a series of
shorter term rights that can be rolled over periodically.

5. Load Srving Ertities (LSE) have priority over non-LSEsin the allocation of LTTRs

Load Serving Entity is defined broadly in the rule to include any entity that purchases power at
wholesde and sdls it to an end-user. The rule does not prevent any class of participant from
gaining LTTRs; rather it gives priority (right of first refusal) to LSES. How this priority is
recognized is a key component of the design and will be among the first design issues to be
resolved.

6. Rightsarere-assgnableto follow load
To accommodate the requirements of retail choice, LTTRS can be reassigned to follow load.
Depending on the design, reassignment logically will be mandatory or voluntary.

7. LSEsdo not haveto participatein an auction to acquire LTTRs
The fina rule does not preclude the use of an auction to value or acquire rights, rather it

specifiesthat an LSE need not offer awinning bid into that auction to acquire theright. Thisis
afundamenta change from our existing design where all FTRs are acquired via auction.

In addition to the above, under the fina rule, transmission organizations must make their transmission
planning and expansion procedures and plans publicly available, including (but not limited to) both the
actua plans and any underlying information used to develop the plans. Compliance with this part of
the rule should be straightforward and appears largely consistent with the RSP processin place today.



Design Principlesand Starting Assumptions

Market Development has worked with a NEPOOL working group for the last two and a half
months to develop the design contained herein. Thisis not a consensus design. Not all market
participants agree that this design meets the spirit or the letter of the Final Rule. That said,
Market Development and most of the participants in the working group agree that it is a good
design that meets the core design principleslaid out below.

1. LSEsthat receive an dlocation of LTTRs should pay a price that reflects its market
value.

2. Analocation of LTTRsto an L SE should not come at the expense of other market
participants -- no cross subsidies.

3. Theintroduction of long-term rights should not undermine the ability of participantsto
take short term FTR positions.

4. TheLTTR allocation scheme must be compatible with competitive markets -- the
introduction of allocated rights should not create perverse incentives to hoard
transmission rights or create opportunities for arbitrage.

5. The design should make the minimum number of changes to existing infrastructure
required to comply with the Final Rule.

6. Theexisting ARR system should not be changed in any fundamental way.
7. Of the percentage of the network set aside for long term rights, a sufficient amount

should be reserved to provide for the reasonable hedging needs of L SEs consistent with
their priority status under the Fina Rule.



LTTR Design Summary

DESIGN COMPONENT

BRIEF DESCRIPTION

Definitions

Long Term Transmission Right (LTTR)

A financia instrument awarded viaalocation 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, snk and MW
for one or more years.

Load Serving Entity (LSE)

A Market Participant that, in accordance with 1ISO New
England System Rules, is supplying the Load Serving
Obligation.

Load Serving Obligation

Real-Time Load Obligation, excluding pumps and station service
load obligation.

Simultaneous Feasbility Test

As applied to the award of transmission rights determines
whether transmission lineflows are physically achievable
without exceeding the MW flow limits.

Congestion Revenue Assurance Fund

A fund that assuresthat transmission rights are fully funded
Delete current definition of Congestion Revenue Fund and
review/revise associ ated business process and terms

Per cent of network availableto long-term rights

Percent of network for LTTRs

Totd not to exceed 50%: minimizesrisk that LTTRsare
infeasible primarily due to transmission outages and deratings
during the year

Percent available for allocation

25% of the network capability will be reserved for L SES seeking
dlocated LTTRs

Percent available for auction

Up to 25% of the network capability will be auctioned long-term.
The percentage of the network available in each year will bea
function of interest. If selling a 10 year strip, the available supply
will be reduced each year to more closely match the expected
interest. For Example:

Yr1=25%; Yr2=225%;Yr3=20%;...Yr10=25%

Outages and deratings The long-term allocation and auction process will use a network
model that assumesdl linesin. Theratings of facilities may be
scaed by avauethat reflects the average impact of deratings and
outages on network performance. The monthly auctionswill
include actual outages and deratings.

ARR process

Allocation to Congestion Paying LSES

The methodology is essentialy the same the process used today.
Some changeswill be required to reflect the replacement of the
QUA processwith the IARR process (see below) and the ARR$
that L SEs receiving an dlocation forgo. Some data currently not
retained in a database will be required; changes are required to
storethese values.

ARR dollars

Asisdonetoday, negative paths will be set to zero and an SFT
run to ensure the feasibility of the remaining paths. The ARR
dollarsfor each L SE will be the budget available to fund an
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DESIGN COMPONENT BRIEF DESCRIPTION
Allocated LTTR.
NEMA contracts No anticipated changesto stages 3 and 4 of the ARR$ alocation
process
Foregone ARR $ L SE forgoesits claim to a compensating portion of annual ARR

revenuesto pay for Allocated LTTRs. If theannua budget is
inadequate, monthly ARR$ will be used to make up the
difference.

Refer to Exhibit 1 for an example.

Allocated Long Term Transmission Rights

Characteristics

e Sinkisaload Zoneor anodeinthe case of an digible

ARD.

Sourceisan existing generator node or an external node

Settle as obligations

24 hour rights

Marketable—i.e., transferable within the 1 SO settlement

system.

e Allocated LTTRswill be awarded in ten year increments.
Once an dlocation ismade, it must be held for the duration
of itsterm, unless sold back to the market.

Eligibility

Redtricted to LSEs. Eligibility would be established annualy.

Limitations

e Definition: Maximum LTTR Allocation MW — the coincident
peak |oad recorded in the previous calendar year of the Load
Assetsthat the LSE is serving at thetime digibility is
evauated, multiplied by the Load Zone load factor.

e Thetotal amount of Allocated LTTRs shdl not exceed the
Maximum LTTR Allocation MW.

o Available Allocated LTTRs must be smultaneoudy
feasibility with dl previoudy Allocated LTTRs.

o 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.

Allocation process

o Allocated LTTR MW awards and costs are established at the
time of dlocation and fixed for the term of therights.
e  Process Summary

On an annual basis

0 1SO provides digible LSEswith Maximum LTTR
Allocation MW vaues per Load Zone based on higtorical
year data, adjusted to reflect existing Allocated LTTR
holdings

0 LSE nominates desired Allocated LTTR paths (source,
sink, MW)

0 1SO evaluates and, if necessary, adjusts nominated MW
amountsto ensure S multaneous feasibility with existing
Allocated LTTRs and network limits.

0 L SE accepts or rgects modified nominations




DESIGN COMPONENT

BRIEF DESCRIPTION

0 ISO holdsLTTR auction (opensfor bidoffersand dears
paths subject to SFT)

0 1SO computes ARR $ available to each L SE and
establishes Allocated LTTR annual budget.

0 Allocated LTTRs valued using current year auction
prices. Allocated LTTR cost is compared to annud
budget.

(& If the cost of the Allocated LTTRsis <= the annua

budget, the LSE will forgo annual ARR$ in kind.

(b) If cost of Allocated LTTRs> annual budget, then the
Allocated LTTR award will be scaed so that cost =
budget.

Refer to Exhibit 2 for examples.

Pricing

TheAllocated LTTR MW isfixed for the term of theright. The
cost may differ from year to year depending on the clearing
prices for each subsequent year etablished by the long-term strip
auction. If the LTTR auction does not produce apricein ayear,
the previous year’s price will be used as a proxy.

Reassignment

A LSE that acquires aLoad Serving Obligation dueto the
trandfer of aLoad Asset or IBL may opt to accept apro-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 L SE opts not to take the Allocated LTTRs, the
origind holder hasthe following options.

(@ SdltheLTTRsintothe market

(b) Pay the cash equivaent value of the LTTRsand retain

them

Settlement

Allocated LTTRswould settle differently than annua FTRs.
The settlement would require areductioninthe ARR $
digtributed to Allocated LTTR holders.

Auctioned long term transmission rights

Characteristics

Sink isanode, zone, hub, etc.

Sourceisanode, zone, hub, etc.

Settle as obligations

24 hour, on-peak, and off-peak rights

Marketable, i.e., transferable within SO settlement system at
aprice.

e Oneyear instruments sold in strips out aslong asten years.

e  Enhancement not required for compliance — multi-year
instruments

Eligibility Same digibility criteriaas apply to participationin existing FTR
auction

Limitations Auction clearing is subject to SFT; no other non-price based
limitations

Auction design e  Open auction accept bidg/offers (bids/offers binding)

6




DESIGN COMPONENT

BRIEF DESCRIPTION

Auction clears subject to SFT

Auction results posted and establish Allocated LTTRs MW
and costs

NOTE: Whilenot required for compliance, consider the
benefits of introducing a reconfiguration auction or multiple
rounds.

Relationship to short term FTRs Replaces annuad FTR auction. Auctioned LTTRsand Allocated
LTTRs can be sold into short term auctions: monthly, baance of
year (when developed)

Pricing Prices are established through the auction

Trading / transfer Auctioned LTTRs may be traded on the secondary market or
transferred through the ISO eFTR system at aprice.

Settlement Participants holding an Auctioned LTTR for the prompt year will

pay the cost of that year’s right prior to the prompt year’s
auction.

Participant funded system expansion

Incremental Auction Revenue Right (IARR)
mechanism

Evaluate as optionstheincremental MW of LTTRs created
by participant funded transmission upgrade between a source
and asink.

Award those MW in the form of a point-to-point IARR to
the participant for as long as the participant supports the cost
of the upgrade or 30 years, if shorter. [current QUA
language: for aslong as the participant supports the cost of
the upgrade or for the life of the upgrade, if shorter.]

IARR awards are eva uated in order of project in service-
date.

Allocated Incrementd LTTR (ILTTR)

AnIARR holder may nominatean ILTTR on that pathin an
amount up to the MW amount of the IARR.

ILTTR Characteristics

Sink and source match the IARR source and sink; MW <=
IARR MW

Settle as options

24 hour rights

Marketable—i.e., transferable within the ISO settlement
system.

One year term with rollover rights good aslong asthe
participant supports the cost of the upgrade or 30 years, if
shorter.

Full funding

Auction Structure

Long and short-term rights al ocated and auctioned in
independent tranches. That is, up to 25% of the network is
allocated; up to 25% of the network is auctioned long term
and up to 45% of the network is available for monthly FTRs.
This approach is more conservative than the approach taken
totoday. Whileit will tend, all thisthe same, to sdll fewer
rights, it lowers the probability of underfunding. Assuming
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DESIGN COMPONENT

BRIEF DESCRIPTION

all linesinfor the long-term all ocation/auction counteracts
the corresponding chance that the system would otherwise
tend to generate large surpluses.

Congestion Revenue Assurance Fund

o Create a Congestion Revenue Assurance Fund (CRAF)

0 Onamonthly bass, surplus congestion revenues
would carry-forward to cover any shortfdlsina
subsequent month.

0 Surplus congestion revenue would be put into the
CRAF a year

0  Minimum and maximum funding levels would be
established based on evauation of underfunding
exposure (actuarial assessment)

0 Asneededtofund LTTRsor monthly FTRsthe
fund would be tapped.

Charge/credit alocator

o Network Load will be credited/charged for
surpluses/shortfdlsin the Congestion Revenue Assurance
Fund

Regional System Plan tie-in

e  Assessproposed new transmission projects usng economic
and reliability criteria

e Addan SFT component that assesses the impact of new
projectson existing rights. To first order, new projects
should not impair exigting rights.

e Theeconomic transmission criteriashould be expanded to
look at the cogt of transmission relative to chargesto
Network Load to fund Congestion Revenue Assurance Fund
shortfdls. If theannua paymentsinto 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.

Financial Assurance

Details ill being devel oped.




Nomenclature used in following examples

Ci; = Allocated LTTRin year (i) for year (j)
Ai; = Network Capacity Available for Auction in year (i) for year (j)
AC;i; = Auctioned Cleared LTTR in year (i) for year (j)

Overall Conceptual Design

60

B Available for Auction

O Available for Allocation
LTTR

10

Figure 1

Figure 1:

The above chart shows the overall conceptual design. The percentage of the system that is available for Allocationin
any given year is 25% (i.e. the allocated transmission rights must be simultaneoudy feasible when al limitsin the
transmission system are evaluated at 25% of their actual values). In the “Current Year” the amount available for
Auction is 25% subject to any preloaded Auctioned LTTR.

In anticipation of diminishing demand for LTTRsin the auctionsfor Ay, A1, A1s, ... A1, the percentage supply of
the network made available for auction is decreased by 2.5% each year. Therefore, in the auction conducted for A1 ,,
22.5% of the network is available for auction. The network capacity available for auction isindependent of any
allocated LTTRs, but does account for any LTTRsin that year that may already have been auctioned in a previous year.
If the auction and the alocation in year A, are both fully subscribed, this could mean that the 25% of the network
consumed by Allocated LTTRs, plus the 22.5% consumed by Auctioned LTTRS, would together consume atotal of
47.5% of network capacity.

Similarly, inthe auction A; ;3 the network capacity made available to the auction is reduced by an additional 2.5% to
20%. Auctionsare conducted for 10 future years, and the network capacity available for Auctioned LTTRsin A; 10
would therefore be reduced to only 2.5%.

We note, using i=1 and j=2 as an example, if both the 25% available for allocation and the 22.5% available for auction
are fully subscribed, but the auctioned LTTRs were all effectively “counterflow” to the allocated LTTRs, then the
amount of the network actually consumed by the combined allocated and auctioned LTTRs would be only 25% - 22.5%
= 2.5%. However, the ISO considers this type of outcome to be highly unlikely. It isfar morelikely that LTTRs on
desirable paths (from areas with low LM Ps to areas with high LMPs) will be fully subscribed, and there will be little
demand for the “counterflow” LTTRs. For this reason, the simplistic arithmetic of adding amounts of network capacity
in different tranches of alocated and auctioned LTTRsis not an unreasonable way of conceptualizing the market
design.



Auction Year 1
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The Math behind the Graphs

Figure 2:
Reserved For Allocated LTTR isthe amount that is |eft after the auction is completed

Cl,l =10 %
Total availablefor A;; =25 %
Total availablefor A;, =225 %
Total availablefor A; 3 =20 %

In the example in Figure 2, where i = 1, LSE’s have nominated LTTRs to be Allocated that are feasible using only 10%
of the network. 25% of the system is available to be auctioned. The auction provides LTTR clearing prices which are
used to value the Allocated LTTRs. An LSE with Allocated LTTRs must forgo a portion of their ARR$ equal to the
imputed value of their Allocated LTTRs. If an LSE hasinsufficient ARRS, their Allocated LTTRs would be reduced
proportionately to the level where the value equaled their ARRS.

Auctions for the next nine future years would be conducted for 22.5%, 20%, ... and 2.5% of network capacity,
respectively, accounting for (ie preloading) any LTTRsin each year that had been sold in previous auctions.



Auction Year 2 OAvailable to Auction
OAuctioned LTTR from Year 1 for Year 3
OAuctioned LTTR from Year 1 for Year 2
60 O Reserved for Allocated LTTRs
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*Note: Allocated values which have been awarded in previous years are persisted through each year. (ie. C,, arethe
Allocated LTTR which were awarded in C, ;)

Figure 3:
Preloaded into system based on previous Auctions/Allocations
C11=C1,=C13 =10% (Allocated values are persisted for 10 years)

AC1'2 =10%

AC]_'3 =10%

Current Y ear:

Co=Cy3 =10% (Allocated values are persisted for 10 years)
Total availablefor Ay, =25% - ACy, =15%

Total availablefor A3 =22.5% - AC; 3 =13.5%




For year i = 2, new nominations for Allocated L TTRs are awarded, subject to new allocations plus previous being <=
25% of the network. In this example, we assume that the new Allocated LTTRs consume an additional 10% of the
network, such that total Allocated LTTRs are feasible using 20% of network capacity. Thus thetotal Allocated LTTRs
are less than the 25% that could potentially have been alocated. The auction for i=2 is then conducted preloading the

auctioned values from the previous year.

The prices that are produced during the current auction for A,, will be used to Vauethe Allocated LTTR of the current
year C,,. The C;, Allocated LTTR, would aready have been valued based on the A, , auction results.

Note: All holders of Auctioned LTTR which cleared in the year 1 auction for year 2 (AC,,) must pay for these LTTRs
prior to the auction for A, taking place.



Determining the ARR Dollars Available in Each Year to Fund Allocated LTTRs

Adjusting Network Supply for Presumed Decreasing Demand
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LTTRsfor agiven future year will be sold through multiple auctions. In the example above, LTTRsfor year 4 will
have been auctioned at four separate times — i.e. when the year represented 4, 3 2, and 1. The revenues from each of
these auctions are combined to become the pot of ARR dollars available for distribution in year 4.

As we conduct multiple Auctions, we would have multiple sources of ARRsin agiven year.

Year 1 Year 2 Year 3 Year 4
Auction Y1 ARRlll ARR]_’Z ARR1’3 ARR1,4
Auction Y2 0 ARR, ARR, ARR, ,
Auction Y3 0 0 ARR;3 ARR,
Auction Y4 0 0 0 ARR,,

ARR, isthe Auction Revenues for the auction conducted in year (y) for year (x)

The table above shows how the Prices will be reflected in each future auction.

Totd ARR$1: ARRL]_

Total ARR$2 = ARR]_’Z + ARRZ’Z

Total ARR$;= ARR; 3+ ARR,5 + ARRs3

Totdl ARR$,;= ARR, 4+ ARRy4 + ARRs4 + ARR44

Wewill caculate the total ARR$s for year by aggregating all of the ARRS produced by each auction.




e The “Total ARRS$” is distributed to all eligible entities

e LSE’s ARRS “bucket” is based of the share of the distribution of the “Total ARRS$”

e TheValue of the Allocated LTTR will be determined by the auction in which the LSE was Allocated LTTRs.
Thevalueis P, where “y” is the year the LSE received the Allocated LTTR.

Example

Year 1

Tota ARR$;= ARRy

Resultsof Year 1 LTTR Auction/Allocation

L SE Peak Load MW 100.0
Allocated LTTR Request 35.0
Allocated LTTR Award 35.0
Available ARR $ 7.2
Forgone ARR $ 7.2
Net ARR $ 0

Per cent of ARR Revenues Forgone 100.0%

Year 2
ARR;{Auction Held in Year 1, for Year 2}
Assume the value of the ARRs received in year 2 is $1.52

ARR;, {Current Auction Held}
Assume further, that the value of ARRs distributed to the L SE that are attributable to the AC,, auction is $4.76

Total ARR$,=1.52 + 4.76
= 6.28

Finally, assume that the value of the LSE’s allocated rights C,,, based on pricesimputed from the AC,, auction, is 1.52.
Thiswill be the amount of the Forgone ARRS.

L SE Peak Load MW 100.0
Allocated LTTR Award 35.0
Available ARR $ 6.28
Forgone ARR $ 152
Net ARR $ 4,76
Percent of ARR Revenues 76%




Exhibit 1
In the First year the cost of the LTTR can not exceed the LSE’s Budget.

Assumed | Assumed | Assumed Assumed (D/B)x100 | A-AXE B-BXE max(G,0)
A B C D E F G H

ARR

Allocator

Peak

L oad

MW

used to

Allocate | ARR$ Cost of Forgone % of New ARR | ARR$ Final ARR$
LSE ARRs Budget |LTTR ARR$ Budget Allocator | Distribution | Distribution
LSE1 100 90 25 25 27.78% 72.22 65 65
LSE2 150 45 -10 0 0.00% 150.00 45 45
LSE3 300 240 135 135 56.25% 131.25 105 105
LSE4 250 200 200 200 100.00% 0.00 0 0
LSE5 150 45 0 0 0.00% 150.00 45 45
LSE6 100 90 0 0 0.00% 100.00 90 90
total 710 360 350

*Note: ARRS Budget isthe Value of the Auction plus the value of the Allocated LTTRs using prices imputed from the

auction.

In subsequent yearsit is possible for the cost of the LTTR to exceed the ARRS Budget

Assumed | Assumed | Assumed Assumed (D/B)x100 | A-AXxE B-BXxE max(G,0)
A B C D E F G H

ARR

Allocator

Peak

L oad

MW

used to

Allocate | ARR$ Cost of Forgone % of New ARR | ARR$ Final ARR$
LSE ARRs Budget |LTTR ARR$ Budget Allocator | Distribution | Distribution
LSE1 100 90 25 25 27.78% 72.22 65 65
LSE2 150 45 -10 0 0.00% 150.00 45 45
LSE3 300 240 135 135 56.25% 131.25 105 105
LSE4 250 180 200 200 111.11% -27.78 -20 0
LSE5 150 45 0 0 0.00% 150.00 45 45
LSE6 100 90 0 0 0.00% 100.00 90 90
total 690 360 350

In the above example LSE 4 doesn’t have enough ARRS$ Budget to cover the Cost of the LTTR. As a result the % of the
Budget is 111.11%. The 1SO will reduce the monthly ARR Allocation of the LSE in the monthly auctions until $20
shortfall reimbursed through foregone monthly ARRS




Exhibit 2

List of Examples: (Brief description): Example lllustrating Scaling in the First year.

Example 1: Nominated “Allocated LTTR” LSE Sink in Congested Zone
Using the assumptions for LTTR allocation, a LSE can only nominate up to the Zonal Load Factor multiplied by the LSE’s Peak Load. In this example
the maximum the LSE can nominate is 56 MW

Example 2: Nominated “Allocated LTTR” LSE Sink in Relatively Uncongested Zone
Thesink islocated in arelatively uncongested Zone. Using the assumptionsfor LTTR allocation, a LSE can only nominate up to Zonal Load Factor
multiplied by the LSE’s Peak Load. In this case, the LSE doesn’t have enough ARR $ to receive their full nomination.

Example 3: Nominated “Allocated LTTR” LSE Sink in Relatively Uncongested Zone + Counterflow Nomination
Building on Example 2, the L SE has nominated 30 MW from ME -> VT adding a counterflow nomination from NEMA -> VT dlowsthe LSE to
receives its nomination

Example 4: Nominated “Allocated LTTR” LSE Sink in Congested Zone + allocation of cost over 3 yrs

Using Example 1 as abase case, in this example we examine how over time the ARR $ surrendered would change, even though the MWs of LTTR allocated
stays the same. This example uses the annua average historical Day-Ahead Congestion Components Reported

Description of ARR Stages

Stage 1 — ARRs are initially assigned based on 1) energy deliveries pursuant to Excepted Transactions and 2) load ratio share of the capahility of every New
England generator and tie line source (with adjustments to generation and load associated with Excepted Transactions).

Stage 2 — Any of the initialy assigned ARRs that have a negative value in the associated FTR Auction are eliminated to assure that no negative revenues are
alocated. The remaining ARRs are subjected to a SFT ) to assure that the transmission system can support the awarded set of ARRs under normal system
conditions and to assure that the ARR payments do not exceed the auction revenues.

Stage 3— The ARRs alocated to NEMA LSEsin Stage 2 are removed and replaced by an initial assignment of Stage 3 ARRs defined by certain quaifying long-
term contracts (“NEMA Contracts™) for delivery to points in NEMA

Stage 4 — A set of Stage 4 ARRs are defined for all NEMA LSEs based on their Stage 2 all ocations, with those of LSEs holding NEMA Contracts being adjusted
to account for ARRs allocated to them in Stage 3. A final SFT is conducted with only the Stage 4 ARRs being subject to reduction. The fourth stage of the
allocation determines the final allocation of ARRs for a given auction.



Example 1: Nominated Allocated LTTR- L SE Sink in Congested Zone

LTTR Allocations:
Load Factor CT = 56%

Max Allocated LTTR MW nomination alowed: 56 MW

A = B C D E F G H I J
Allocated | & Scaed | LTTR
LTTR % Gen Allocate | % of |LTTR | MW
Sink Source MW = ARR Distribution | ARR | Stage 1 Stage 2 dRight | ARR | MW Award
Zone Zone Nominated % MW by Zone MW | ARRS$ ARR $ $ $ Award
[}
cT cT 0 8 $ 25% % | $ - $ $ - |00% |- .
g $ 49.4
CT ME 25 = $1.76 10% 10 $ 17.60 17.60 $ 440 | % - 25
8 $ 18.8
CT NEMA 25 3 $0.67 12% 12 $ 8.04 8.04 $ 168 | % - 25
B $
>
CT NH 0 k=) $1.25 < | 12% 12 $ 15.00 - | 15.00 $ - 10.0% |- -
< kS Sls
CT RI 0 B $1.12 § 6% 6 $ 672 § 6.72 $ - |0.0% |- -1 §
> = et —
8| o < < 2 S
CT SEMA 0 x| © | $1.29 19% 19 $ 2451 24.51 $ - 10.0% |- - | <
c | T = =g c
[ = = )
CT VT 0 | 2 |$0.76 o | 4% 4 $ 304 |x|304 $ - 10.0% |- - B
— g n'd n'd $ 5
CT WCMA 0 = $1.18 — | 12% 12 $ 1416 || 14.16 $ - 10.0% |- - |
Q o (3] () c
o|kE|$ =2 S $ 68.2 S
TOTAL 50 P F 1089 [0} 100 | $ 89.07 | ¢ | 89.07 $ 608 | % - 50 | v
Summary Table:
L SE Peak Load MW 100.0
Allocated LTTR Nominated 50.0
Allocated LTTR Award 50.0
Available ARR $ 89.1
ForgoneARR $ 60.8
Net ARR $ 28.3
Per cent of ARR Revenuesforegone 68.2%




Example 2: Nominated Allocated LTTR LSE Sink in Relatively Uncongested Zone

LTTR Allocations:

Load Factor in VT =69 %

Max Allocated LTTR MW nomination alowed: 69 MW

A B C D E F G H I J
Allocate | F LTTR
dLTTR | O Scaed | MW
MW ﬁ Gen LTTR Award
Sink Source Requeste | = ARR Distribution | ARR | Stage 1 Stage 2 ClassA | % of MW
Zone Zone d E YMW by Zone MW | ARR$ ARR $ Right $ | ARR$ | Award
@ $ $
VT cT 0 3 (4.36) 25% 25 | (109.00) $ $ - |0.0% ; :
g $ $ $ 282.3
VT ME 50 = 2.52 10% 10 $ 2520 25.20 126.0 % 17.71 17.71
S $
VT NEMA 0 3 (2.87) 12% 12 $ (34.44) $ $ - |00% - -
ju $ $
VT NH 0 % 1.10 c | 12% 12 $ 1320 | | 1320 $ - | 0.0% - -
P $ 2 2l
VT RI 0 g 0.31 g 6% 6 $ 186 g 1.86 $ - |00% - -1'§
A 2 <8 E
VT SEMA 0 14 g 0.23 = 19% 19 $ 437 > 4.37 $ - | 0.0% - -l <
= = = 5
VT VT 0 — .g $ o | 4% 4 $ - x| $ $ - 1 0.0% - - | B’
= S|$ o o S
8| < < < >
VT WCMA 0 % | o |03 — | 12% 12 $ (B72) |~ $ $ - |00% - k=
S| E|s & $ E $ 282.3 :
TOTAL 50 < ': 0.45 & 100 | (102.53) tp | 44.63 126.0 % 17.71 1771 | oy
Summary Table:
L SE Peak Load MW 100.0
Allocated LTTR Nominated 50.0
Allocated LTTR Award 17.7
Available ARR $ 44.6
ForgoneARR $ 44.6
Net ARR $ 0
Per cent of ARR Revenuesforegone 100.0%




Example 3— Nominated Allocated LTTR L SE Sink in Relatively Uncongested Zone + Counterflow Nomination

LTTR Allocations:

A = B C D E F G H | J
Allocated | & Scaed |LTTR
LTTR % Gen LTTR MW
Sink Source | MW = ARR Distribution | ARR | Stage 1 Stage 2 ClassA | %of MW Award
Zone Zone | Requested | £ SIMW byZone | MW | ARR$ ARRS$ |Rigt$ |ARRS$ | Award
[}
VT cT 0 8 $ (4.36) 25% 25 | $ (109.00) $ - |$ - |00% - -
o}
VT ME 35 = $ 252 10% 10 $ 2520 $ 2520| $ 882 |197.6% 34.60 | 34.60
5
VT NEMA |15 3 $ (287 12% 12 | $ (3444) $ - |'$ (431) | -96.5% 14.83 | 14.83
172}
>
VT NH 0 -g‘ $ 1.10 c | 12% 12 $ 1320 - $ 1320| $ - 0.0% - -
o o
) = =
VT RI 0 B $ 031 § 6% 6 $ 186 § $ 18|$ - |00% . -1 §
> e — —
= = ()
VT SEMA |0 2 § $ 023 ; 19% 19 |$ 437 ; $ 437|$ - |00% : | 2
E s = = 5
VT VT 0 1S |$ - | x|4% 4 $ - x| $ - |$ - |00% . -| B
— g % % 5
VT WCMA | 0 g ;‘ $ (031) | < |12% 12 |$ (B72) |« | $ - - |0.0% - - g’
&) (O] (O] o]
o | F o o2
TOTAL 50 Zz/51$ o045 & 100 | $ (10253) | 5 | $ 4463 $ 452 | 101.2% 4942 | 4942 E
Summary Table:
L SE Peak Load MW 100.0
Allocated LTTR Nominated 50.0
Allocated LTTR Award 494
Available ARR $ 44.6
ForgoneARR $ 44.6
Net ARR $ 0
Percent of ARR Revenuesforegone 100.0%




Example 4: Nominated “Allocated LTTR” LSE Sink in Congested Zone + allocation of cost over 3 yrs

Price Table:
ARR $/MW based on annual average Day-Ahead Congestion Components
Reported
Sink Zone Source Zone 2003 2004 2005
CT CT $ - $ - e
CT ME $ 176 $ 234 $ 6.88
CT NEMA $ 067 $ 032 $ 149
CT NH $ 125 $ 135 $ 546
CT RI $ 112 $ 088 $ 467
CT SEMA $ 129 $ 088 $ 459
CT VT $ 076 $ 093 $ 436
CT WCMA $ 118 $ 081 $ 405
Summary Table:

L SE Peak Load MW
Allocated LTTR Nominated
Allocated LTTR Award
Available ARR $

Forgone ARR $

Net ARR $

Percent of ARR Revenuesforegone

2003
100
50
50
89.1
60.6
28.3
68.2%

2004
100
50
50
78.9
66.5
12.4
84.3%

2005
100
50
50
3335
209.3
124.2
62.6%




