Attachment 5

Strawman proposal for cataloguing and converting
existing rights

Background

The Stage 2 proposa envisions the cataloguing process as away to protect both existing
rights-holders and new entrants by defining a method that would neither increase nor
decrease the vadue of exiding rights. Because the exidting rights fit within the sysem’s
capacity, it was hoped that alowing rights-holders to continue to schedule under the
exigting framework would take advantage of the diversity and netting that exists today to
dlow surplus transmission capacity to be made available to the market. At the same
time, the Stage 2 proposal recognizes the desire to promote liquidity in secondary
transmission markets by providing vaue for entities for early schedule of CTRs and by
dlowing CTR holdersto “convert” to a direct-schedule rdationship with RTO West.
This strawman proposes away to accomplish both of these gods. This proposal
represents a dight departure from process outlined in the Stage 2 model, but does not
fundamentdly dter any of the mgor concepts such as CTRsfor capturing existing rights,
defining rights as options, or the congestion management asset sufficiency test.

Working assumptions

1. CTRsprovide credits agangt RTO West charges for congestion and/or ancillary
services.

2. CTRsare hdd by the PTO in order to meet the aggregate obligations resulting
from dl of its non-converted transmission contracts.

3. Cugtomer can initiate process of converting to direct-schedule rdationship with
RTO West. Thisprocesswill neither enhance nor shrink the value of the contract
cusomer’ s exigting rights.

Process for cataloguing and converting existing rightsto RTO Service

A. Before RTO Wes startup—deve op catalogue database (one-time

process)
1. Develop rdationd database for tracking information related to exigting rights.
a) Database will include tables for storing informetion about individua
contracts including injection and withdrawd points, real-timeflexibility
(if gpplicable), and conditions that can affect the vaue of exiding rights
b) Database will facilitate Soring exiding rights as combinations of standard,
unconditiond, financid injection-withdrawa rights and resdua non
gandard physicd or financid rights. Injection-withdrawd rights need not
be confined to sngle pairs of nodes — flexible rights are dso congdered
“standard”.
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¢) Nonstandard pieces will depend on the type and nature of the underlying
transmisson contract. Some will consigt of financid put or cal options
held by the PTO as part of its congestion management assets.
2. PTO and contract customers stock database with information about all
contracts to be catalogued. (NOTE: Therole of the customers has not yet
been well defined or accepted.)

B. Beforeor after RTO West startup—convert to direct schedule
rdationship with RTO Wes (one-time pr ocess)

3. Contract customers that wish to convert to direct scheduling with RTO West
negotiate three-way suspension agreement with PTO and RTO West.

4. Agreement defines a set of CTRsto be held by the contract customer and a set
of obligations that are kept in the PTO’ s catdlogue for the purpose of the asset
aufficiency test. Each of these should be equivaent in vadue to the customer’s
exiging contractud rights. This agreement lasts until the underlying contract
expires.

5. Tothe extent that the customer’ s transmission use provides netting and
divergity that is counted on as part of the PTO’s congestion management
assets, the three-way suspension agreement may involve areductionin MW
quantities of rights or the provision of financid redispatch rights (i.e,
obligations) from the customer to the PTO.

6. Load growth or any other time-dependent provisions would be locked down
during this process.

7. ADR would be available if PTO and customer cannot agree on these terms.

C. Periodic processfor making available FTOs (annual, seasonal,
monthly, pre-day ahead)

8. RTO West tests sufficiency of PTO’ s congestion management assets, given
level of CTRs claimed by PTO (more detail to be developed in another
sravman).

9. After concluding asset sufficiency tests, RTO West estimates available
transmission capacity on potentialy condrained paths (more detail to be
developed in another strawman).

10. RTO West holds a series of FTO auctionsto sal available capacity. These
auctions take place annualy, seasondly, monthly, and at the pre-day-ahead
time frame,

a) FTO auction conducted by accepting bids for injection withdrawad pairs,
running sate estimator “backwards’ (i.e., state estimator putsin
quantities, gets out prices; auction logic putsin prices, gets out quantities).
Auction logic maximizes auction revenues based on estimates of
congestion value (non-zero injection-withdrawa bids).
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b)

d)
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Direct-schedule CTR holders can participate by placing dl or part of
standard portion of CTR (that portion defined by unconditiond injection
withdrawa rights) into any FTO auction. The CTR-holder ispaid the full
vaue of the rights it put into the auctionand could, if desired, use the
proceeds as a credit toward the purchase of different injection-withdrawd
rights. This process serves as a vehicle for both converson of standard
CTRsinto FTOs and the “early release’ of CTRs described in Stage 2.
Creditworthy market participants can aso offer to sdll financid redispatch
options at the time of the auction to create “virtual” transmisson capacity.
A redigpatch option between nodes A and B is an option held by RTO
West to receive a payment equa to Pa-Pg if Pa>Pg. If the vaue of the
capacity added to the system is greater than the offer price, the offer would
be accepted.

If afinancid tranamisson option in a particular direction islinked one-to-
one with afinancid redispatch option in the same direction, a PIM-gtyle
obligation is crested. RTO West would alow, but not require, this linkege
to occur.

11. Closer to red time, RTO can release more capacity because it has more

information about actud system conditions. CTR-holders and other market
participants may aso be more interested in participating as they firm up ther
short-term positions.

12. RTO conducts find FTO auction at pre-day-ahead time frame, asfind

opportunity to lock down price before day-ahead settlement.

Open Issues
1. Arethere physical aspects of exigting rights that cannot adequately be captured by

2.

3.
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credits against RTO West charges?

Is there a need to incorporate credits againg RTO West ancillary service charges
or lossesinto the CTR catalogue?

Can conversion of standard CTRs into FTOs through the mechanism described
here be accomplished without enhancing the CTRS' vaue and, hence, causing a
cogt shift?

Can the three-way sugpension agreement function as envisoned provide certainty
to the PTO and the contract customer about their future rights and obligations
while il protecting RTO West againg any unintended consequences?
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