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The purpose of this White Paper is to provide the New England Power Pool (“NEPOOL”) LTTR WG and MC with a comprehensive proposal for the introduction of LTTRs in New England that meet the requirements of the LTTR guidelines issued by the Federal Energy Regulatory Commission (“FERC”) in its July 20, 2006 Final Rule with respect to “Long-Term Transmission Rights in Organized Markets.”  A copy of these final FERC Guidelines is included as Attachment A to this White Paper, along with a description of how this NEPS proposal meets each of the Guidelines.  Consistent with the FERC’s Final Rule and the Energy Policy Act of 2005, NEPS is seeking access to LTTRs
 in New England that are financial, not physical, in nature, but that provide the financial equivalent of long-term firm transmission rights.
Under the FERC Order No. 888 Open Access Transmission Tariff (“OATT”) regime, long-term physical transmission rights were the primary rights that drove expansion of the transmission system and investment in generation.  Short-term physical transmission rights were only available on a firm basis to the extent there was additional firm transmission capacity still available.  Otherwise, short-term physical transmission, if available at all, was only available on a non-firm basis.  In other words, short-term users were the marginal users of the transmission system.  Users of the transmission system shared in:  (i) the cost of upgrades necessary to maintain the ability of the transmission system to honor existing long-term firm physical transmission services; and (ii) the costs of any required redispatch in real-time to maintain such services.

The move to competitive markets and, more importantly, the opening up of some service territories to retail competition created, on the part of many market participants, a short-term focus.  Unfortunately, in the transition to this regime, short-term Financial Transmission Rights (“FTRs”) essentially became the only transmission rights available to hedge transmission congestion costs associated with power supply transactions.
  This has hindered efforts by market participants that continue to have long-term service obligations and a long-term power supply focus to make the kinds of long-term arrangements necessary to manage their risks efficiently.

The purpose of this proposal is not to recreate the situation where long-term rights, physical or financial, dominated the industry.  We recognize that many market participants now have a short-term business model and need short-term rights to manage their risks.  This proposal tries to establish a balance, so that those market participants with a long-term business model, like the NEPS and all utilities in non-retail access states, can manage their risks while, at the same time, preserving the ability of those market participants with a short-term business model to continue to manage their risks.

Below is a summary of the major components of our proposal to address long-term financial hedging of the congestion component of energy in the Day-Ahead (“DA”) energy market, as required by Guideline #2 of the Final Rule.  While we believe it is a comprehensive proposal, covering most of the major details, it does not attempt to provide the level of detail required for market rules and implementation.  We remain willing to work with the LTTR WG and the MC to develop these additional details and modify this proposal where necessary while, at the same time, still meeting the needs of Load Serving Entities (“LSEs”) with long-term service obligations.  The goal is to finalize these details in time for ISO-NE to make its Compliance Filing by January 29, 2007, as required by the Final Rule.
To reiterate, we are proposing a financial hedge, not a physical allocation of any transmission rights.  Nonetheless, in order to ensure that LTTRs provide the financial equivalent of long-term firm transmission rights, NEPS believes that New England’s transmission system must be planned, constructed, and operated (and its tariff designed) so that LTTRs will remain fully funded throughout their terms, as required by Guideline #2 of the Final Rule.  To help achieve this result, LTTRs must be factored into future transmission planning and construction decisions in the New England region, as required by Paragraph 20 and the last bullet of Paragraph 23 of the Final Rule.  In addition, to the extent that any transmission expansions that may be necessary to support LTTRs are infeasible or uneconomic, uplift payments collected in lieu of funding such expansions may provide a less costly means of ensuring the availability of long-term financial rights equivalent to long-term firm transmission rights, as discussed at Paragraphs 175 to 179 of the Final Rule.

Allocated LTTRs, as defined in this paper, are not to be confused with the Auctioned LTTRs.  We strongly believe that the type of severely restricted Allocated LTTR that we are proposing could be added to the existing annual/monthly FTR mechanism in New England without significant impact on either other Participants or ISO-NE administration.  That said, we do not oppose the creation of Auctioned LTTRs, in addition to Allocated LTTRs, if other market participants would find Auctioned LTTRs useful.  Nor do we have any issues with the alteration of the current annual FTRs to become part of the Auctioned LTTRs.  However, the ISO’s proposal for Auctioned LTTRs does not meet the needs of NEPS and other LSEs with service obligations met through long-term power supply commitments nor, in our opinion, satisfy the requirements of either the statute or the Final Rule.  The Allocated LTTR proposal set out below is designed to meet those requirements.  If other Participants desire Auctioned LTTRs, they could be implemented at the same time as the Allocated LTTRs or as soon as practical after implementation of Allocated LTTRs.
A. LSE Characteristics

Under NEPS’ proposal, an LSE would be any organization that falls within the definition established by FERC in the Final Rule.  The LTTR Final Rule defines LSE as “a distribution utility or electric utility that has a service obligation.”  The Final Rule specifically states in Guideline #5 that LSEs should have priority over non-LSEs.  An officer of the LSE requesting an Allocated LTTR would have to attest that its organization is a “Load Serving Entity” with a “Service Obligation,” as both of those terms are defined by FERC in the Final Rule.
B. Method of Obtaining and Paying for Allocated LTTRs

Guideline #7 in the Final Rule is quite clear about the methodology for obtaining LTTRs and the position taken in the Final Rule is unchanged from Guideline #7 in the NOPR.  As explained at Paragraph 385 of the Final Rule, transmission organizations may not make the availability of LTTRs to LSEs contingent on the LSE outbidding other entities for such rights.  While an auction can still be held Auctioned LTTRs, it cannot be the exclusive mechanism for LSEs to obtain needed Allocated LTTRs.  In the view of NEPS, any mechanism by which the recipients of Allocated LTTRs “pay” a price that is determined by an auction they do not participate in is the moral equivalent of participating in an auction.

To be perfectly clear, we are not proposing that LSEs receiving Allocated LTTRs receive them for free.  Rather, the challenge for New England is to design an Auction Revenue Rights (“ARR”) allocation mechanism that meets the requirements of the Final Rule in providing LSEs with the ability to obtain the Allocated LTTRs they reasonably need to meet their long-term service obligations without requiring a major change in the existing ARR mechanism.  Under the NEPS proposal, the current ARR system would remain largely unchanged with respect to calculation of the total zonal ARR dollars to be allocated to LSEs in the zone.
  In other words, all the complicated calculations associated with determination of the pot of “ARR dollars” for each zone, elimination of those with negative or zero value, scaling for simultaneous feasibility, etc. would remain the same.
Once the ARR dollars to be allocated to the LSEs in the zone is determined, there would be a change in the allocation of such zonal ARR dollars.  Essentially, the zonal ARR dollars allocation would change from:  (i) one based on each Participant’s Real-Time Load Obligation (“RTLO”) in the zone at the time of the ISO-NE monthly peak when compared to the total RTLO in the zone at that time; to (ii) one based on each Participant’s total monthly RTLO in the zone for the month when compared to the total zonal RTLO of all Participants in the zone for the month.  Such a change in only the ARR dollar allocation mechanism would not be complicated and constitutes a fairer allocation of ARR dollars than an allocation based any one hour represents.  To the extent that adjustments are made in monthly RTLO after the fact, true-up billings can be made later as is done for numerous other billing determinants that are based on RTLO.
With this new ARR dollar allocation mechanism in place, the actual dollars going to Participants in the zone can be further adjusted to reflect the Allocated LTTRs with sinks in the zone.  In effect, the zonal ARR dollar distribution to each LSE would be its monthly zonal RTLO energy net of its zonal “LTTR energy” (defined as 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 of ARR dollars surrendered by an LSE to obtain an Allocated LTTR will be based upon the removal from its monthly RTLO of the MWh associated with the Allocated LTTR as if the LTTR was used 100% of the time.
This mechanism would provide another incentive to only request Allocated LTTRs for baseload, high intermediate and renewable resources since its use for peaking resources that operate 5% of the time would “cost” the same as baseload resources that operate 90% of the time.  Also, those LSEs not requesting Allocated LTTRs would receive a larger share of the zonal ARR dollars since their monthly RTLO energy would stay the same while the denominator of the ARR dollar allocation fraction would be reduced by the LTTR energy of other LSEs in the zone.  In effect, they would be compensated for the small share of the transmission system into the zone that is being used to support the Allocated LTTRs.
C. Eligibility to Receive LTTRs

To receive an Allocated LTTR, the LSE must specify the source and sink locations of the Allocated LTTR requested and the quantity (MW).  The source can be an existing or new resource (i.e., a node or collection of nodes corresponding to a physical resource), including an ISO-NE Control Area border with another Control Area.  The sink can be a load node or a load zone.
  In summary, to receive a Allocated LTTR an entity must:
1. Document that it is a “Load Serving Entity” as that term is defined by FERC in the Final Rule, and have an officer of the LSE attest to such fact;

2. Document that it has a “Service Obligation” as that term is defined by FERC in the Final Rule, and have an officer of the LSE attest to such fact;

3. Specify a source location(s);

4. Specify a sink location(s); and
5. Specify a quantity (MW).
When ISO-NE confirms that the foregoing requirements have been met, an Allocated LTTR will be granted to the LSE.  In addition, if such mechanism is implemented, the LSE along with all other Participants can bid for Auctioned LTTRs in an auction.
D. Term of LTTRs

An LSE would be able to choose Allocated LTTRs with an initial term of no less than 5 years and no more than 10 years.  Renewals or rollovers for successive one‑year periods would be granted automatically with as little as 5 years’ notice for as long as the LSE desires.  For example, prior to the start of the final 5 years of the initial term and every year after that, the LSE could inform ISO-NE if it wishes to extend the term by one additional year.  This means that at the start of an Allocated LTTR to cover a 15 year contract, the LSE might request the maximum initial term of 10 years.  Then, at any time after the end of the 1st year and prior to the end of the 5th year, the LSE would have to notify ISO-NE if it wanted to continue the Allocated LTTR for the 11th year.  Similar notices would be required in subsequent years.  If an LSE were to choose not to request a rollover, the Allocated LTTR’s term would become fixed at the remaining 5 years.  This 5 year minimum term and rollover notice requirement is consistent with the ISO-NE minimum planning horizon.  Any rollovers would have to meet and continue to meet all the same requirements described above in Section C.  At rollover, no additional cost assignment mechanisms would apply.  The LSE would continue to have its ARR dollar allocation reduced as described earlier in Section D.
E. Limit on LTTR Allocations

The intent of this NEPS proposal is to allow LSEs to hedge the congestion risks in the DA energy market associated with their long-term commitments to their workhorse resources.  These are their baseload and heavy intermediate resources as well as their renewable energy resources.  The Final Rule expresses a similar view in Paragraph 145.  Therefore, there should be no need for any LSE to seek Allocated LTTRs in excess of the number required to cover such resources and the number of Allocated LTTRs sought should be self-limiting and stay within existing transfer capabilities.  However, to ensure that LSEs do not request excessive Allocated LTTRs, we are proposing that, in addition to the restrictions imposed by the criteria and payment mechanism described above, the number of Allocated LTTRs that an LSE can request be limited to 50% of its peak load over the preceding 12 months.

The implementation of limitations on the amount of transmission capacity dedicated to supporting Allocated LTTRs is contemplated, though not required, by Guideline #5 of the Final Rule.  However, the inability of the grid to support Allocated LTTRs covering the workhorse resources of LSEs with long-term contracts and service obligations would:  (i) constitute a clear demonstration of an inadequate regional transmission grid; and (ii) need to be factored into the transmission planning regime, since expansion of transfer capability to support Allocated LTTRs may be necessary and is also required by Guideline #5.
F. Additional Allocated LTTR Characteristics to Discourage Gaming

As indicated earlier, we seek Allocated LTTRs in order to provide long-term financial energy hedges for our long-term resource commitments.  We do not support mechanisms that would encourage speculation in Allocated LTTRs.  To the extent that there is scarce existing transmission capacity, rules that make Allocated LTTRs valuable for purposes other than hedging the congestion cost of delivering specific resources to specific loads could diminish the availability of Allocated LTTRs to be used for that fundamental purpose.  To avoid this outcome, we propose that Allocated LTTRs be subject to limitations on tradability and reconfiguration.  Specifically, as required by Guideline #6 of the Final Rule, such Allocated LTTRs should only be transferable when the LSE transfers the responsibility for serving some or all of its load at the Allocated LTTRs’ sink location to another LSE, and then the transfer can only be to that LSE.  We propose that the source specification for an Allocated LTTR not be reconfigurable.  If the LSE receiving a transferred load obligation does not want the Allocated LTTRs, and the original LSE no longer meets the requirements of this proposal and its peak load no longer exceeds its amount of Allocated LTTRs, the necessary portion of its Allocated LTTRs would be extinguished.  Other than under these special circumstances, Allocated LTTRs would not be transferable.  Such restrictions would not apply to Auctioned LTTRs, should such a mechanism be implemented.
G. LTTR Funding

As indicated in part F above, we expect Allocated LTTRs to provide a full hedge, as required by Guideline #2 of the Final Rule.  This should not present a challenge to ISO-NE.  The number of LSEs in New England that will meet the requirements for New England Allocated LTTRs and seek them, especially with the characteristics proposed, is limited.  Each time ISO-NE prepares for an annual or monthly FTR auction (or Auctioned LTTR auction, if applicable) it will know the number of LTTRs outstanding and should only auction the number of FTRs that the remaining capability of the transmission system can support.  We support proposals to allow a portion of the excess congestion rents collected in one year to be rolled over and used to offset shortfalls in prior or subsequent years.  We also support proposals to fully fund all FTRs and, if applicable, Auctioned LTTRs.

In the event of a shortfall, the Allocated LTTR holders cannot be treated as the marginal users of the grid.  In such a shortfall situation and following the use of any carried over monies, we are proposing the creation of a “last resort balance fund” to collect monies necessary to cover obligations to Allocated LTTR holders.  The funding of this “last resort balance fund” would have to be developed in a manner that complies with the principles set forth in Paragraphs 175 and 176 of the Final Rule.  Because the LSEs will be using commercial financing to support regional generation and associated transmission, it is essential that Allocated LTTR funding match the LSE’s commitment and not be undercut by any requirement that the Allocated LTTR holders pay an undue share of any full-funding shortfall.
H. LTTRs and the ISO-NE Planning Process

As required by Paragraph 20 and the last bullet of Paragraph 23 of the Final Rule, Allocated LTTRs need to be considered as part of the New England planning processes moving forward.  As Allocated LTTRs are granted, such Allocated LTTRs, and Auctioned LTTRs if applicable, should be considered as an integral part of the transmission planning process and future Regional Transmission Expansion Plans to ensure continued simultaneous feasibility.

I. Proposal Summary

In summary, our proposal has the following high-level characteristics:
1. LSE qualifications are as specified by FERC;

2. The ISO-NE ARR allocation process would be modified to allocate the zonal ARR dollars based on the zonal RTLO of each LSE reduced by its zonal LTTR energy;
3. If desired by other Participants, LTTRs would also be auctioned after the granting of requests for Allocated LTTRs;

4. LSEs would be required to document:  (i) source node(s); (ii) sink zones or, when applicable, node(s); (iii) status as an LSE; (iv) the LSE’s service obligations of at least 5 years; and (v) the LSE’s corresponding power supply agreement of at least 5 years;
5. Allocated LTTRs would have a minimum initial term of 5 years, a maximum initial term of 10 years and be eligible for rollover with as little as 5 year’s notice;
6. Allocated LTTRs are intended for LSEs’ workhorse (e.g. baseload, heavy intermediate and renewable) resources (with the limitations on total Allocated LTTR to 50% of the LSE’s peak load in the previous 12 months on a zonal basis);
7. There would be limited transferability of Allocated LTTRs;
8. LTTRs would be fully funded; and

9. LTTRs would be considered in the New England transmission planning process.

Attachment A

FERC Guidelines for LTTRs Contained in the Final Rule
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.

NEPS Proposal:  The NEPS proposal requires such specificity for Allocated LTTRs.
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.

NEPS Proposal:  The NEPS proposal is geared towards full funding of hedges against day-ahead congestion.

Guideline (3):  Long-term firm transmission rights made feasible by transmission upgrades or expansions must be made 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.

NEPS Proposal:  The NEPS proposal does not specifically address this requirement, but NEPS supports this Guideline.

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.
NEPS Proposal:  The NEPS proposal meets this Guideline by requiring that sufficient Allocated LTTRs be made available to meet the reasonable needs of LSEs with long-term service obligations and such Allocated LTTRs have terms of at least 5 years and no more than 10 years and rollover rights with at least 5 year’s notice.

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 transmission capacity.  The transmission organization may propose reasonable limits on the amount of existing transmission capacity used to support long-term firm transmission rights.

NEPS Proposal:  The NEPS proposal grants priority to LSEs serving load in New England and proposes limitations on the total amount of Allocated LTTRs an LSE may acquire.

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.

NEPS Proposal:  The NEPS proposal supports reassignment of Allocated LTTRs to LSEs that take over load serving responsibility.

Guideline (7):  The initial allocation of the long-term firm transmission rights shall not require recipients to participate in an auction.

NEPS Proposal:  The NEPS proposal allows for direct assignment of Allocated LTTRs without participating in an auction.  To meet the rest of the requirements of the Final Rule, the NEPS proposal specifies that the ISO-NE ARR allocation mechanism must be modified allocate the zonal ARR dollars based on zonal RTLO of each LSE reduced by its zonal LTTR energy.
�	This White Paper primarily addresses what are termed Allocated LTTRs, but NEPS is not opposed to the creation of less restrictive Auctioned LTTRs to meet the alternative needs of other Participants as long as such Auctioned LTTRs are auctioned after the granting of requested Allocated LTTRs.


�	We acknowledge that long-term physical “access” to the transmission system is not an issue.  What we are concerned with, and what both FERC and this White Paper are addressing, is the long-term delivery of remote energy at a predictable and stable delivered energy rate.


�	Exclusive of the changes required 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).  Such changes would be required in any modification of the existing New England ARR mechanism to meet the requirements of Guideline #3 with respect to recognition of LTTRs made available by transmission upgrades by the granting of rights to the entity that pays for the upgrades..


�	A transition mechanism will have to be developed to indicate how existing LTTRs will be modified if the load zones in New England change or if New England goes to full nodal pricing for load.  A similar transition mechanism may be necessary if source locations are redefined by ISO-NE/NEPOOL.


�	The total demand of the public power utilities in NEPOOL, plus the other utilities in Vermont, is probably less than 3,000 MW,  That means there could be no more than 1,500 MW of requests for Allocated LTTRs.  Since the load of these systems is scattered all around New England, and some suitable resources will be located close to delivery sinks, it is expected that, in conjunction with the other restrictions (i.e., 5 year power supply contract and service obligation) and the payment mechanism (i.e., weighted towards servicing high capacity factor resources), the actual number of Allocated LTTRs requested will be much less than 1,500 MW.  That should leave plenty of annual/monthly FTRs, and Auctioned LTTRs if implemented, available for Participants with a shorter-term business model.
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