Discussion Draft November 6, 2001

Overview of Filing Utilities' “ Conver gence”
Congestion M anagement Proposal

I ntroduction

The proposed approach for RTO West congestion management described below reflects the
extensve discussion, data gathering, and andysis completed within the RTO West Stage 2
Congestion Model Content Group (CMCG) over the past many months. Consistent with a
number possible options discussed within the CMCG recently, the approach described below is
not based on physica scheduling rights across flowgates, but instead reflects a hybrid system of
pre-exising scheduling rights and financid rightstied to particular points of injection and
withdrawa on the RTO West transmission system.

The approach described bel ow represents a convergence of key e ements embodied in different
congestion management options developed within the CMCG. It is based on a combination of
voluntary decisons and positive incentives designed to baance protection of existing rights with
the need for anew, more liquid market structure. This gpproach recognizes that an acceptable
congestion management model must not interfere with ability to serve load reliably or cause
involuntary price shocks.

For those participants who view increased liquidity in transmisson markets as criticd to the
success of an RTO, there are specific assessments and tools to enable RTO West to promote
release of unscheduled capacity into the primary or secondary trading markets. For those that
believe that moving to a more market-based congestion management approach should not
increase price risk to loads that have paid for existing rights and facilities, the decison to convert
existing contract rightsis completely voluntary. At the same time, the gpproach described below
contemplates that there will be incentives to promote voluntary conversion of exiging rights into
tradable financid rights, so that more capacity will be available in secondary markets.

The Filing Utilities have developed the proposa described below intending to capture key
elementsin common among severd congestion management options discussed within the
CMCG in recent months. By doing so, they hope to create a path for moving past the recent
gdemate within the CMCG based differences among various congestion management options.

The approach described below isaproposa for further exploration and evauation. 1t does not
represent an agreement to incorporate this gpproach into a FERC filing. The Filing Utilities
hope, however, that given sufficient review and analysis within their own organizations and
among other stakeholders participating in the RTO West development process, it will serveasa
workable foundation on which an initid congestion management modd for RTO West can be
built. The Filing Utilities dso recognize that moving forward with this approach may require
changes to the RTO West Transmission Operating Agreement (TOA) to reconcile differences
between the approach described in this outline and the provision of the TOA.
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Outline of Key Aspects of Congestion M anagement Proposal

1.

The RTO will establish energy baancing (inc/dec — conssting of loads and generation)
markets with trangparent bid prices tied to various locations on the system.

a. OnDay 1 of RTO operations, there will be both ared-time and day-ahead redispatch
markets (including voluntary inc/dec bids, voluntary demand exchange, voluntary
repurchase of Financia Transmission Options (described in Section 2.b below), and
any other reasonable technique that alows schedules to occur). The RTO will not,
however, run a day-ahead energy market, which means that the RTO will not act asa
buyer or asdler in the day-ahead market and that dl scheduling coordinators will be
required to submit balanced schedule requests (matching injections and withdrawals).

b. Anandllary services market will be established, within which sdf-tracking/sdf-
provison of 10S (interconnected operations services) will be alowed.

Holders of pre-exigting transmission agreements will have two choices. to retain their
pre-exiging contract rights (subject to the need to catalogue those rights as described in
item 2.a.i below) or to convert their pre-exiding trangmisson rights into Financia
Transmission Options (as described in item 2.b below). The decision to convert pre-
exiging contracts is completely voluntary for dl parties, including Participating
Transmisson Owners (PTOs), but holders of pre-exidting transmission rights will need to
convert their contracts to make their rights tradable as Financid Transmisson Options.
See item 6 below for further information about incentives for voluntary conversion.

a. Caaogued Tranamisson Rights.

0]

(i)

(ii)

All pre-exigting transmisson rights that are not voluntarily converted to
Financid Transmisson Options will have to be * catdogued” in terms of
injection/withdrawd rights (amounts and location of injections and amounts
and location of withdrawa) before the start of RTO operations. (Inthis
outline, pre-exigting transmission rights that have not been converted but have
been catalogued are referred to as “ Catdogued Transmission Rights’).

Therewill be sets of rulesfor cataloguing pre-exigting contract rights (but a
process that is congstent with underlying contract rights and recognizes the
uniqueness of each contract, such as contracts with bi-directiond rights). This
process will define rules addressing: (1) what the rights holder can schedule
under the preexisting contract; and (2) the range of obligations the RTO will
have to manage to meet Catd ogued Transmisson Rights.

Need to develop process to determine source of any overselling and alocate
cost/risk to the responsible party.



Discussion Draft November 6, 2001

(v)  Cadogued Transmisson Rightswill retain ther flexibility as defined in the
underlying contracts (load service can be maintained in the same fashion as
today). The RTO will manage these Catalogued Transmission Rights with
access to the system on the basis of the underlying contracts, with equivaent
risk of curtallment and/or congestion costs (subject to redtrictions on the
magnitude of post-pre-schedule changes described in Section 4.b below).
Additional costs not covered by Section 2.aiii above will be uplifted.*

b. Fnancid Tranamisson Options

() New and converted transmission rights will be options, financid, bus-to-bus
injection and withdrawal pairs (referred to in this outline as “Financia
Transmission Options’); but when they are traded in the secondary market
they may be traded as a hub-to-hub product, provided that costs associated
with any resulting increases in congestion are appropriately alocated.? On
Day 1 the RTO will assure that there is an available transmission exchange for
trading Financid Transmisson Options (either by directly establishing the
exchange or by arranging with athird party to operate the exchange).

(i) Pre-existing transmission contract rights thet are converted will be trandated
into Financid Transmission Options. There will be rules st up to govern the
converson process. These rules will provide, among other things, that when a
pre-exiding rights holder eectsto convert its rights (and the underlying
contract is not asmple, Order 888 point-to-point contract where the dispatch
is effectively defined), the conversion will require specifying, once every six
months, a set of single feasible on-pesk and off-pesk dispatches for each
monthly period. The RTO will maintain alig of al post-conversion rights
and the RTO will ensure that the digpatch submitted is consistent with those
rights.

@iy  Asmorefully described in item 5 below, where there is a problem with
insufficient liquidity, the RTO will have toolsit can use to enhance liquidity.
The genera concept concerning cogts associated with the RTO' s use of these
tools is that those who benefit from the RTO's actions to enhance liquidity
will pay the costs the RTO incurs to take those actions.

3. The RTO will recognize diversity and flexibility across contracts and across PTOs. It
will continually assess how much transmission cgpacity it will need to meet dl expected
schedules and make a judgment about how much remaining capacity thereis on the

1 Asexplained further in item 3 below, while holders of Catalogued Transmission Rights will retain the flexibility
of their underlying contracts, the RTO will see and assess system usage needs based on the aggregate set of all

Catalogued Transmission Rights across the system. This“pooling” effect for Catalogued Transmission Rights

should enable the RTO to honor schedules submitted in accordance with Catalogued Transmission Rights more
efficiently than if each PTO’s system and Catal ogued Transmission Rights were treated in isolation.

2 Morework is needed in this area.
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systemn (consistent with expected outages and seasond operating restrictions). It will
auction dl of the remaning capacity (ATC) as Financid Transmisson Ogptions, but will
not unilateraly limit Catalogued Transmisson Rights flexibility to “create’” ATC.

4, Scheduling coordinators will be able to submit schedule requests (if based on Catalogued
Transmisson Rights, then consstent with their underlying contract rights) as described
below:®

a Pre-Schedule:

Scheduling coordinators must submit balanced schedule requests (injection and
withdrawa pairs), but do not have to have Catalogued Transmisson Rights or
Financid Transmisson Options to cover dl of the schedules submitted. The RTO
will receive al schedule requests (and scheduling coordinators with schedules that are
not covered by Financid Transmisson Options or Catadogued Transmisson Rights
will be able to submit their schedules with limit prices for congestion costs). Subject
to technical feasbility and redispatch, the RTO will treet schedule requests as
follows

Case 1 — Schedules submitted by scheduling coordinators with Financid
Transmisson Options or Catdogued Transmisson Rights: The RTO will accept
and confirm these schedules and they will not pay any congestion cos.

Case 2 — “Market-pricg’ schedules submitted by scheduling coordinators without
Financid Transmisson Options or Catdogued Tranamisson Rights: These are
schedules that will pay whatever the RTO charges for congestion costs. Hence,
the RTO will accept and confirm them on the same basis as those in Case 1.

Case 3 —“Limit-pricg’ schedules submitted by scheduling coordinators without
Financid Transmisson Options or Cataogued Tranamisson Rights. The limit
price caps the congestion cost that the scheduling coordinator iswilling to pay.

At the close of pre-schedule, the RTO will analyze dl schedule requests as submitted
and will notify scheduling coordinators with limit- price requests whether their
Specified price limits has been exceeded. Scheduling coordinators that have
submitted schedule requests with limit prices that are below the RTO' s forecast of
congestions costs will have some mechanism to revise their schedule requestsif they
S0 degire (this mechanism needs to be devel oped).

b. Schedule Adjusments After the Close of Pre-Schedule

The costs associated with adjusting schedules after the close of pre-schedule will be
asfollows (noting that with repect to schedules submitted against Catalogued

3 A “strawman” proposal with more detailed suggestions for the scheduling processis included as Attachment A for
discussion purposes. The attached strawman proposal has not been accepted by any particular Filing Utilities.
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Transmission Rights, al changes must be within contract rights of the underlying

contracts):

0] All schedule changes will be accepted if they do not create additiond
congestion.

(i) If the schedule change causes additiona congestion the scheduling
coordinator pays for the incrementa congestion cogts resulting from the
schedule change, except as otherwise provided in subsections (jii) and (iv)
below.

(i) Forced outage is specia case (need to develop rules for schedule changes
relating to forced outages).

(iv)  If the schedule change does create additiona congestion and the cataloguing

process identifies the non-converted contract as having defined flexible rights,
the scheduling coordinator can make changes within a defined * deadband”
without being charged for RTO congestion clearing costs (the “ deadband”
concept needs to be defined; for example, it might be defined as a percentage
of aggregate schedule or tied to individud injection/withdrawa pairs). Note
aso that schedule changes that result in incrementa congestion outside the
deadband will be subject to charges only for the amount of congestion outside
the deadband.

If, after aperiod of time, there is a problem with insufficient liquidity on a particular

path, there will be tools (as described below) for the RTO to respond to the problem.
More work is needed to define what would congtitute insufficient liquidity. One indicator
of insufficient liquidity would be the lack of any meaningful transmission rightsin ether
primary or secondary markets (firm capacity available Sx months forward or more) even
though the path itself consgstently has unused (and unexplained) capacity during the pre-
schedule period.

(Notethat if building occurs that crestes additiona capacity, the problem may go away.)

The RTO will have aseries of tools it can use to meet itsliquidity goas (and it would use
them in the sequence specified below):

()

(i1)

Tool 1—-The RTO looks at system-wide netting in view of actud digpatch
(which it does under dl circumstances anyway — here the differenceisthat it
ratchets up its risk tolerance in making a judgment about how much “room”
there is on the system after dlowing for expected actua dispatch).**

Tool 2—the RTO will facilitate forward purchases (inc/dec consisting of loads
and generation) to create ATC [need to ensure that associated risk is borne by
users of thisATC]**
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@iii)  Tool 3—The RTO can offer compensation to holders of Catalogued
Transmisson Rightsto agree to lock in their schedules ahead of time and then
sell the capacity no longer needed to honor Cataogued Transmisson Rights.

(iv)  Tool 4—The RTO will be ableto sdll aforward product that does not assure
complete protection from congestion costs, but has a celling of amount of
congestion the buyer would have to pay for (and aso provide information
about higtory of congestion experienced between the gpplicable hubs during
the period covered by the forward product).

(v) Possible Tool 5— RTO causes congruction if that is provided for in the
planning process and if it is cod-effective. (Note: There has been no decison
to expand the RTO’ s authority to cause congtruction for this purpose.)

Note dso that the market monitoring unit would look a whether there is someone holding alot
of cgpacity but not using it (at pre-schedule).

**| ssue — The generd concept is that the buyers of these serviceswill pay for their costs. We
a0 need to address the question of who pays when the RTO iswrong and incentives for RTO to
keep errors to aminimum (while also taking appropriate risks).

6. There will be incentives to convert pre-existing contractsinto Financid Transmission
Options. These incentives will gpply to al holders of pre-existing contract rights, not just
PTOs.

a. Thereisahbuilt-in incentive to convert Imple point-to-point contracts because it
makes them tradable.

b. Significant further work is needed on rules for converting network contracts and other
“flexible’ contracts. If it can be made feasible from adminigtrative, operationd, and
economic standpoints, it may be possible to develop procedures that alow rights
holdersto rdinquish flexibility and sell forward the capacity thet isfreed up asa
result. If feasible, the rights holder would be able decide how much of the contract
and for how long it will implement the “partid” conversgon.***

c. Need to consder other possible incentives for converson.

***Note: —the idea about possible “ partial” network contract conversion would require a
robust verification mechanism. It will work only if we figure out how to address the revenue
adequacy problem and design conversion rules that prevent gaming and avoid the danger of
unintended consequences (such as throwing off the expectations about actual dispatch of
schedules under network contracts on which the RTO relied to predict future available capacity).
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We also need to think through interaction with pricing model and how to create long-term multi-
year rights

7.

The Day 1 congestion management rules will be subject to a mandatory “sunset” at the
end of three years (measured from theinitiation of RTO commercid operations). At the
end of three years, the RTO Board of Directors will file with FERC to continue with the
congestion management rules then in effect or to adopt a new congestion management
system, so long as the gpproach the Board adopts will result in amarket with following
attributes:

a. accommodates broad participation

b. sendsefficient price sgnasto al users about the consequences of thelr transmission
usage decisons

c. thegeneration that gets re-dispatched (from the voluntary re-dispatch bid stack) isthe
least cost to relieve the expected congestion

d. transmisson rights are used by those that vaue them most highly

e. sendsdgnasfor gppropriate investment (generation, including generator location,
transmisson; demand-response; etc.)

f. fadlitates development of hedging tools

0. liquidity and tradability

h. doesn't impede riability

i. ability to detect and respond to gaming and market power abuse
J. broad seamless market

k. subject to “rationality” test — proportionality between costs incurred and benefits to
customers

|.  preserves protection to parties holding pre-exiding transmission rights for the terms
of those rights.
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Attachment A
“Strawman” Example of Suggested Scheduling Process'

A. Pre-Schedule Day Ahead Process

1. At the beginning of the pre-schedule process (9AM) Parties must submit balanced
schedules (injection and withdrawa pairs), but do not have to have transmisson
rightsto cover dl of the schedules submitted. Subject to technical feasihility and
redispatch, the RTO trests the schedules as follows:

Case 1. Schedules submitted by parties with an FTO or a pre-exising non
converted contract. The RTO will accept and confirm these schedules as they
arrive for they will not pay any congestion cost.

Case 2: “Market-price” schedules submitted by parties without an FTO or apre-
exiging non-converted contract. These are schedules that will pay whatever the
RTO charges for congestion cost. Hence, the RTO will accept and confirm them
on the same basisasthosein Case 1.

Case 3: “Limit-price’ schedules submitted by parties without an FTO or apre-
exiging non-converted contract. The limit price caps the congestion cost that a
Party iswilling to pay. If aschedule slimit priceis abovethe RTO's congestion
cost quote at the time the schedules arrive, the RTO will accept and confirm the
schedule. The RTO's congestion cost quote is based on what the RTO can do
(e.g., useinc/dec bids) in accommodating the transactions at their time of arrivl.
Should there be multiple schedules with limit prices above the RTO’ s congestion
cost quote, the RTO will accept and confirm those with the highest limit prices
fird. Asthe RTOsS congestion cost quote may vary over time, a Party submitting
limit- price schedules can dso vary itslimit price.

2. Fnancid settlement for the day-ahead scheduling occurs continuoudy during the pre-
schedule period. For instance, a Party without an FTO or a pre-existing non
converted contract submits a schedule with a market price during the pre-schedule
period. The RTO's congestion cost quote at the schedule stime of arrivd is
$5/MWH. Once accepted and confirmed, the Party owes the RTO $5/MWH to be
transmitted. The amount owed does not change, even if the RTO’s congestion cost
quote changes subsequently. To discourage Parties from not fulfilling accepted and
confirmed schedules, the Parties are responsible for al the congestion cost owed,
even if they do not use the transmission. (Note that the amount finaly owed to the
RTO can betied to the baancing energy market settlement.)

B. The Schedule Adjustment Period-- The rules for adjusting schedules after the close of
pre-schedule will be asfollows:

! This strawman proposal isfor discussion purposes and has not been accepted by any particular Filing Utilities.
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. A forced outage is a speciad case (need to develop rules for schedule changesrelating
to forced outages). The intent isto cover alimited amount of congestion cogts (either
dollars or time) during aforced outage.

. All proposed changes will be accepted if they do not create any additional congestion.

. To preserve some flexihility in pre-existing non-converted contracts, the following
exception will be made (noting that with respect to schedules submitted againgt pre-
exiding contract rights, al changes must be within the contract rights of the origind
pre-exigting contract and reflected in the cataloguing process). If the schedule change
does create congestion, the party can make changes within a defined “ deadband”
without being charged for RTO congestion clearing costs (the “ deadband” concept
needs to be defined; for example, it might be defined as a percentage of aggregate
schedule or tied to individud injection/withdrawd pairs). If the schedule causes
congestion that is outside the deadband, the party pays for the incrementa congestion
costs (outside the deadband) resulting from the schedule change.

. Badancing energy market settlement. Because of unexpected changesin accepted and
confirmed schedules, the RTO will rdly on the baancing energy market to maintain
reliable grid operation in red time. A Party that injects more (less) power than the
scheduled amount (outside a deadband of say 5%) will receive from (pay to) the RTO
the excessive (deficient) energy price times the excessive (deficient) MWH. The
excessive energy price may be less than the deficient energy price to discourage
drategic bidding and intentiond violation of an accepted and confirmed schedule.

. Pendty for over-reliance on the baancing energy market. A Party may consstently
fail to perform per accepted and confirmed schedule. There should be a per MWH
pendlty that increases with the extent and frequency of failures.

. Fnd ex post settlement. The RTO will collect from each party the following items:

()  Congegtion cost settlement in the pre-schedule process. For Parties with FTO
or a non-converted contract, the amount is zero.

(i) Bdancing energy settlement as described in (4).
(iii)  Pendty for over-rdiance on baancing energy described in (5).

(Note: Suppose the over-reliance pendty is zero. Should the totd payment be the (a)
sum of (i) and (i) or (b) the greater of (i) or (ii)? (8) may cause double billing and
discourage participation in the pre-schedule market. (b) may cause under-collection
if the RTO aready committed to paying the inc/dec bids that make a confirmed
transaction possible. Thisis something that needs more thinking)



