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	Design Component
	Brief Description

	Definitions
	

	
	Long Term Transmission Right (LTTR)
	A financial instrument awarded via 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.  

	
	Load Serving Entity (LSE)
	A Market Participant, in accordance with ISO New England System Rules, is supplying the Load Serving Obligation.  

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

	
	Long Term Load Serving Obligation
	A Load Serving Obligation with a term exceeding one year.

	
	Simultaneous Feasibility Test
	As applied to the award of transmission rights determines whether transmission line flows are physically achievable without exceeding the MW flow limits. 

	
	Congestion Revenue Assurance Fund
	A fund that assures that transmission rights are fully funded

Delete current definition of Congestion Revenue Fund and review/revise associated business process and terms

	
	
	

	Percent of network available to long-term rights
	

	
	Principles/Goals
	a.  Maximize amount of the network available as long term rights

b.  Maintain sufficient amount of network to meet current and future needs of LSEs given their priority status

	
	Percent of network for LTTRs
	Total not to exceed 50%:  per principle a and minimizes risk that LTTRs are infeasible during the year due primarily to transmission outages and deratings 

	
	Percent available for allocation
	Up to 25%:  consistent with principle b. 

	
	Percent available for auction
	Up to 25%:  consistent with principle b; as percentage auctioned lowered, auction results become questionable/unreliable  

	
	Phase in 
	Market design risk (potentially small – function of the term of the allocated right)

Implementation risk (reason for pilot/market trial)

Systems

Participant learning

Consider first allocation/auction for two years; if successful, move to full implementation with 10 yr rollover for Allocated rights and 3-5 year strip auctions.

	
	
	

	ARR process
	

	
	Path-wise MW allocation to Congestion Paying LSEs
	The methodology is essentially the same the process used today.  Some changes will be required to reflect the replacement of the QUA process with the IARR process (see below).  The MW path values currently are not persisted in a database; changes are required to store these values.

	
	ARR path prices
	The Auction price on the ARR path -- same as done today.  The ARR path values currently are not persisted in a database; changes are required to store these values.  

	
	ARR path dollars
	As is done today, negative paths will be set to zero and an SFT run to ensure the feasibility of the remaining paths.  The sum of the ARR path dollars for each LSE will be the pot of money available to fund an Allocated LTTR.  

	
	Excepted transactions/NEMA contracts
	Treatment is unchanged; Impact limited to holders of NEMA contracts    

	
	Surrendered ARR $
	ARR revenues that an LSE surrenders to pay for Allocated LTTRs will be allocated to ARR holders in proportion to monies remaining in its ARR $ pot after Allocated LTTR $ are surrendered.

Refer to Exhibit 1 for an example.

	
	
	

	Allocated Long Term Transmission Rights
	

	
	Characteristics
	· Sink is a Load Zone or a node in the case of an eligible ARD.

· Source is a generator node

· Settle as obligations

· 24 hour rights

· Marketable – i.e., transferable within the ISO settlement system.

· One year term with rollover rights good for ten years.

	
	Eligibility
	Restricted to LSEs.  Eligibility would be established annually.  

	
	Limitations
	· The total amount of Allocated LTTRs shall not exceed the product of the LSE’s peak load and the Load Zone load factor for the previous calendar year.

· The MW of any individual Allocated LTTR shall not exceed the capacity rating of the generator at the source node.

· Available Allocated LTTRs must be simultaneously feasibility 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.

	
	Allocation process
	· The Allocated LTTR MW award is fixed for its term.

· Process Summary

On an annual basis:

· ISO provides LSEs with its Allocated LTTR max 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)

· ISO evaluates and, if necessary, adjusts nominated MW amounts to ensure simultaneous feasibility with existing LTTRs and network limits.

· LSE accepts or rejects modified nominations

· ISO holds LTTR auction (opens for bids/offers and clears paths subject to SFT)

· ISO makes ARR awards to all LSEs per current procedure 

· Allocated LTTRs valued using auction prices

· (a) If cost of Allocated LTTRs <= available ARR monies, then all nominated Allocated LTTRs are granted.  (b) If cost of Allocated LTTRs > available ARR monies, then Allocated LTTR awards are scaled so that costs = ARR funds available.

Refer to Exhibit 2 for examples.

	
	Pricing
	The Allocated LTTR MW is fixed and cost (amount of surrendered ARRs) changes year to year based on the value of the path(s) from the annual auction.

	
	Expiration
	LSE surrenders a pro-rata share of Allocated LTTRs on loss of Load Serving Obligation due to transfer of a Load Asset under a retail access program or Internal Bilateral for Load (IBL) to another LSE.  Such Allocated LTTRs are deemed expired.

Refer to Exhibit 3 for an example.

	
	Reassignment
	A 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 term.  Such Allocated LTTRs are deemed reassigned.

	
	Renewal
	Allocated LTTRs may be rolled over annually for up to ten years.  For year eleven LSE must make new nominations.  

	
	Settlement
	Allocated LTTRs would settle differently than annual FTRs.  The settlement would require the reallocation of a portion of the LSE’s ARR revenues to the bucket of ARR revenues for distribution to all ARR holders.

	
	
	

	Auctioned long term transmission rights
	

	
	Characteristics
	· Sink is a node, zone, hub, etc.

· Source is a node, zone, hub, etc.

· Settle as obligations

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

· Marketable, i.e., transferable within ISO settlement system at a price.

· One year instruments 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)

	
	Eligibility
	Same eligibility criteria as apply to participation in existing FTR auction

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

	
	Auction design
	· Auction in two rounds

· Open auction accept bids/offers

· Pre-clearing: post indicative prices (not clearing prices, actual clearing prices may be higher or lower)

· LSEs proceed or withdraw nominations from auction

· Round 1 clears subject to SFT and establishes Allocated LTTR compensation (ARR funds to surrender)

· Round 1 results posted

· Round 2 open to any participants that clear in round 1

· Round 2 results posted

	
	Relationship to short term FTRs
	Replaces annual FTR auction.  Auctioned LTTRs can be sold into short term auctions: monthly, balance 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 a price.

	
	Settlement
	Auctioned LTTRs will settle like annual FTRs

	
	
	

	Participant funded system expansion
	

	
	IARR mechanism
	· Evaluate the incremental MW of LTTRs created by participant funded transmission upgrade between a source and a sink. 

· Award those MW in the form of a point-to-point ARR to the participant for as long as the participant supports the cost of the upgrade or for the life of the upgrade, if shorter. 

· IARR awards are evaluated in order of project in service-date.

	
	Allocated LTTR
	An IARR holder may nominate an Allocated LTTR on that path in an amount up to the MW amount of the IARR.

	
	
	

	Full funding
	

	
	Congestion Revenue Assurance Fund
	· Create a Congestion Revenue Assurance Fund (CRAF)

· 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 underfunding exposure (actuarial assessment)

Refer to Exhibit 4 for a hypothetical assurance fund based on historical performance of the congestion revenue fund.

	
	Charge/credit allocator
	· Network Load will be credited/charged for surpluses/shortfalls in the Congestion Revenue Assurance Fund

	
	
	

	Regional System Plan tie-in
	· Assess proposed new transmission projects using economic and reliability criteria.

· Add an SFT component that assesses the impact of new projects on existing rights.  To first order, new projects should not impair existing rights.

· 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.

	
	
	

	Financial Assurance
	LTTRs are effectively annual instruments.  Annual FTR-like financial assurance requirements may suffice.  Details still being developed.


Exhibit 1
ARR revenues that an LSE surrenders to pay for Allocated LTTRs will be re-allocated to ARR holders in proportion to monies remaining in its ARR $ pot after Allocated LTTR $ are surrendered.

	 
	ARR $
	ARR $ Surrendered
	Net ARR $
	ARR $ 
Re-distributed

	LSE 1
	$500.00 
	$300.00 
	$200.00 
	$266.67 

	LSE 2
	$200.00 
	$0.00 
	$200.00 
	$266.67 

	LSE 3
	$250.00 
	$250.00 
	$0.00 
	$0.00 

	LSE 4
	$100.00 
	$50.00 
	$50.00 
	$66.67 

	Total
	$1,050.00 
	$600.00 
	$450.00 
	$600.00 


Exhibit 2
Assumptions for LTTR Allocations:

1)  “Column A” is the Nomination of Allocated LTTR by the LSE 

2) “Column D” ARR MW that are allocated to an LSE in a Sink Zone are proportional to the MW of Generation in the Source Zone (as discussed in Manual 6)

3) ARR $ that would be negative are set to zero (referred to Manual 6, Stage 2 ARR allocation process)

4) LSE cannot nominate Allocated LTTRs exceeding their Zonal Load Factor  multiplied by the LSE peak load

5) ARR $/MW based on annual average Day-Ahead Congestion Components Reported in 2005

6) Allocated LTTR awards are scaled so that Surrendered ARR $ will not exceed Available ARR $

Description of Summary Table:

	LSE Peak Load MW
	Peak Load  MW for the LSE


	Allocated LTTR Nominated
	Total LSE “Allocated LTTR” MW nominated



	Allocated LTTR Award
	Total Allocated LTTR awarded to LSEe


	Available ARR $
	Total ARR revenues available to the LSE to obtain Allocated LTTRs


	Surrendered ARR $
	ARR revenues that an LSE surrenders for Allocated LTTRs 


	Net ARR $
	(Available ARR $ - Surrendered ARR $) ; if Net ARR $ < 0, then Net ARR $ = 0


	Percent of ARR Revenues foregone
	Percentage calculated based on (Surrendered ARR $ / Available ARR $)



List of Examples: (Brief description)

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 

The sink is located in a relatively uncongested Zone. Using the assumptions for 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 LSE has nominated 30 MW from ME -> VT adding a counterflow nomination from NEMA -> VT allows the 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 a base 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 annual average historical Day-Ahead Congestion Components Reported 

Example 1: Nominated Class A right LSE Sink in Congested Zone
LTTR Allocations:
Load Factor CT = 56%
Max Allocated LTTR MW nomination allowed: 56 MW

	 
	 
	A
	Allocated LTTR Requests Adjusted for Interface Limits & SFT
	LTTR Auction Held 
	B
	Stage 1 ARR MW Allocation
	C
	D
	E
	Stage 2 ARR MW Allocation
	F
	G
	H
	I

	Sink Zone
	Source Zone
	Allocated LTTR MW Nominated
	
	
	ARR $/MW
	
	Gen Distribution by Zone
	ARR MW
	Stage 1 ARR $
	
	Stage 2 ARR $
	Allocated Right $
	% of ARR $
	Scaled LTTR MW Award

	CT
	CT
	0
	
	
	 $          -   
	
	25%
	25
	 $          -   
	
	 $          -   
	 $        -   
	0.0%
	           -   

	CT
	ME
	25
	
	
	$1.76 
	
	10%
	10
	 $     17.60 
	
	 $     17.60 
	 $    44.0 
	49.4%
	           -   

	CT
	NEMA
	25
	
	
	$0.67 
	
	12%
	12
	 $       8.04 
	
	 $       8.04 
	 $    16.8 
	18.8%
	           -   

	CT
	NH
	0
	
	
	$1.25 
	
	12%
	12
	 $     15.00 
	
	 $     15.00 
	 $        -   
	0.0%
	           -   

	CT
	RI
	0
	
	
	$1.12 
	
	6%
	6
	 $       6.72 
	
	 $       6.72 
	 $        -   
	0.0%
	           -   

	CT
	SEMA
	0
	
	
	$1.29 
	
	19%
	19
	 $     24.51 
	
	 $     24.51 
	 $        -   
	0.0%
	           -   

	CT
	VT
	0
	
	
	$0.76 
	
	4%
	4
	 $       3.04 
	
	 $       3.04 
	 $        -   
	0.0%
	           -   

	CT
	WCMA
	0
	
	
	$1.18 
	
	12%
	12
	 $     14.16 
	
	 $     14.16 
	 $        -   
	0.0%
	           -   

	TOTAL
	 
	50
	
	
	 $       0.89 
	
	 
	100
	 $     89.07 
	
	 $     89.07 
	 $    60.8 
	68.2%
	           -   


Summary Table:
	LSE Peak Load MW
	 
	    100.0 

	Allocated LTTR Nominated
	
	      50.0 

	Allocated LTTR Award
	
	      50.0 

	Available ARR $
	
	      89.1 

	Surrendered ARR $
	
	      60.8 

	Net ARR $
	
	       28.3

	Percent of ARR Revenues foregone
	 
	68.2%


Example 2: Nominated Class A right LSE Sink in Relatively Uncongested Zone 

LTTR Allocations:
Load Factor in VT = 69 %
Max Allocated LTTR MW nomination allowed: 69 MW

	 
	 
	A
	Allocated LTTR Requests Adjusted for Interface Limits & SFT
	LTTR Auction Held 
	B
	Stage 1 ARR MW Allocation
	C
	D
	E
	Stage 2 ARR MW Allocation
	F
	G
	H
	I

	Sink Zone
	Source Zone
	Allocated LTTR MW Requested
	
	
	ARR $/MW
	
	Gen Distribution by Zone
	ARR MW
	Stage 1 ARR $
	
	Stage 2 ARR $
	Class A Right $
	% of ARR $
	Scaled LTTR MW Award

	VT
	CT
	0
	
	
	 $      (4.36)
	
	25%
	25
	 $   (109.00)
	
	 $          -   
	 $        -   
	0.0%
	           -   

	VT
	ME
	50
	
	
	 $       2.52 
	
	10%
	10
	 $     25.20 
	
	 $     25.20 
	 $   126.0 
	282.3%
	      17.71 

	VT
	NEMA
	0
	
	
	 $      (2.87)
	
	12%
	12
	 $    (34.44)
	
	 $          -   
	 $        -   
	0.0%
	           -   

	VT
	NH
	0
	
	
	 $       1.10 
	
	12%
	12
	 $     13.20 
	
	 $     13.20 
	 $        -   
	0.0%
	           -   

	VT
	RI
	0
	
	
	 $       0.31 
	
	6%
	6
	 $       1.86 
	
	 $       1.86 
	 $        -   
	0.0%
	           -   

	VT
	SEMA
	0
	
	
	 $       0.23 
	
	19%
	19
	 $       4.37 
	
	 $       4.37 
	 $        -   
	0.0%
	           -   

	VT
	VT
	0
	
	
	 $          -   
	
	4%
	4
	 $          -   
	
	 $          -   
	 $        -   
	0.0%
	           -   

	VT
	WCMA
	0
	
	
	 $      (0.31)
	
	12%
	12
	 $      (3.72)
	
	 $          -   
	 $        -   
	0.0%
	           -   

	TOTAL
	 
	50
	
	
	 $       0.45 
	
	 
	100
	 $   (102.53)
	
	 $     44.63 
	 $   126.0 
	282.3%
	      17.71 


Summary Table:
	LSE Peak Load MW
	 
	    100.0 

	Allocated LTTR Nominated
	
	      50.0 

	Allocated LTTR Award
	
	      17.7 

	Available ARR $
	
	      44.6 

	Surrendered ARR $
	
	44.6

	Net ARR $
	
	      0

	Percent of ARR Revenues foregone
	 
	100.0%


Example 3 – Nominated Class A right LSE Sink in Relatively Uncongested Zone + Counterflow Nomination

LTTR Allocations:
	 
	 
	A
	Allocated LTTR Requests Adjusted for Interface Limits & SFT
	LTTR Auction Held 
	B
	Stage 1 ARR MW Allocation
	C
	D
	E
	Stage 2 ARR MW Allocation
	F
	G
	H
	I

	Sink Zone
	Source Zone
	Allocated LTTR MW Requested
	
	
	ARR $/MW
	
	Gen Distribution by Zone
	ARR MW
	Stage 1 ARR $
	
	Stage 2 ARR $
	Class A Right $
	% of ARR $
	Scaled LTTR MW Award

	VT
	CT
	0
	
	
	 $      (4.36)
	
	25%
	25
	 $   (109.00)
	
	 $          -   
	 $        -   
	0.0%
	           -   

	VT
	ME
	35
	
	
	 $       2.52 
	
	10%
	10
	 $     25.20 
	
	 $     25.20 
	 $    88.2 
	197.6%
	      34.60 

	VT
	NEMA
	15
	
	
	 $      (2.87)
	
	12%
	12
	 $    (34.44)
	
	 $          -   
	 $   (43.1)
	-96.5%
	      14.83 

	VT
	NH
	0
	
	
	 $       1.10 
	
	12%
	12
	 $     13.20 
	
	 $     13.20 
	 $        -   
	0.0%
	           -   

	VT
	RI
	0
	
	
	 $       0.31 
	
	6%
	6
	 $       1.86 
	
	 $       1.86 
	 $        -   
	0.0%
	           -   

	VT
	SEMA
	0
	
	
	 $       0.23 
	
	19%
	19
	 $       4.37 
	
	 $       4.37 
	 $        -   
	0.0%
	           -   

	VT
	VT
	0
	
	
	 $          -   
	
	4%
	4
	 $          -   
	
	 $          -   
	 $        -   
	0.0%
	           -   

	VT
	WCMA
	0
	
	
	 $      (0.31)
	
	12%
	12
	 $      (3.72)
	
	 $          -   
	 $        -   
	0.0%
	           -   

	TOTAL
	 
	50
	
	
	 $       0.45 
	
	 
	100
	 $   (102.53)
	
	 $     44.63 
	 $    45.2 
	101.2%
	      49.42 


Summary Table:
	LSE Peak Load MW
	 
	    100.0 

	Allocated LTTR Nominated
	
	      50.0 

	Allocated LTTR Award
	
	      49.4 

	Available ARR $
	
	      44.6 

	Surrendered ARR $
	
	      44.6 

	Net ARR $
	
	        0

	Percent of ARR Revenues foregone
	 
	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
	$      ------
	$       ------
	$      ------

	CT
	ME
	$       1.76
	$       2.34
	$       6.88

	CT
	NEMA
	$       0.67
	$       0.32
	$       1.49

	CT
	NH
	$       1.25
	$       1.35
	$       5.46

	CT
	RI
	$       1.12
	$       0.88
	$       4.67

	CT
	SEMA
	$       1.29
	$       0.88
	$       4.59

	CT
	VT
	$       0.76
	$       0.93
	$       4.36

	CT
	WCMA
	$       1.18
	$       0.81
	$       4.05


Summary Table:
	 
	2003
	2004
	2005

	LSE Peak Load MW
	100
	100
	100

	Allocated LTTR Nominated
	50
	50
	50

	Allocated LTTR Award
	50
	50
	50

	Available ARR $
	89.1
	78.9
	333.5

	Surrendered ARR $
	60.6
	66.5
	209.3

	Net ARR $
	28.3
	12.4
	124.2

	Percent of ARR Revenues foregone
	68.2%
	84.3%
	62.6%


Exhibit 3
Assume the following:

· LSE A has a peak load of 1,000 MW

· LSE A has Allocated LTTRs equaling 500 MW

· LSE B acquires 300 MW of LSE A’s load

Per the expiration and reassignment provisions, 30% or 150 MW of LSE A’s Allocated LTTRS will expire.  LSE B may opt to retain these Allocated LTTRs through their remaining term, subject to continuing eligibility.  Should LSE B retain the LTTRs, they are deemed reassigned.
Exhibit 4
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Surplus or Shortfall Starting Fund =$19.1 Million
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