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Bilateral Trading

1.0 Executive Summary

Grid West Basic Features should not adversely impact existing bilateral trading practices within the Grid West Managed Transmission (GWMT) system.

2.0 Background

Bilateral trading refers to transactions not administered by Grid West in which wholesale energy, transmission rights and reserves are directly traded among Grid West Transmission Customers.  Parties in the GWMT engage in a variety of bilateral trades of wholesale energy, transmission rights and reserves. Energy is typically sold for forward quarters, months, balance of the month, daily, and the period between close of pre-schedule and hour of delivery.  These trades are important to improve the efficiency of the overall power market and provide the primary opportunity for parties who are either long or short to balance their positions on a forward basis.  

Bilateral secondary transmission trades occur most frequently on BPA's system.  Point-To-Point (PTP) capacity is sold bilaterally in several ways:

· Non-firm blind assignments

· Firm assignments

· Firm redirects  

These trades are ways for holders of PTP to recoup some of their sunk PTP costs and are typically sold at a discount from the originally posted price.  For secondary buyers, these trades are often available when there is no Available Transmission Capacity (ATC) on a transmission provider's system, where they are less expensive than buying the capacity directly from the provider, and when they are easier to transact than going to the transmission provider's Open Access Sametime Information System (OASIS).   This type of bilateral transmission trade facilitates the surplus power market, especially in the shorter term.  Older transmission instruments still in place (such as BPA's Integrated Resource Transmission Service and Formula Power Transmission Service, and older transmission contracts offered by the Transmission Owners are typically not tradable on the secondary market as there are no resale rights associated with these contracts.  The formation of Grid West should not hinder the existing bilateral market for power and transmission. 

Grid West will centrally administer Available Flowgate Capacity (AFC), so Transmission Owners will no longer issue new transmission rights. Load Serving Entities will continue to have the option to procure the necessary long-term transmission to move energy and related commodities from long-term resources to their load centers.  Bilateral trading of existing rights will continue to be possible under Grid West to the extent allowed under relevant contracts.  

3.0 purpose

The purpose of this paper is to qualitatively analyze the impact of Grid West services on bilateral trading activities within the GWMT.
  

4.0 Impact of Grid West Services on Bilateral Markets

The following Grid West services were evaluated:

· Long-term regional expansion planning service

· Transmission access administration

· Reconfiguration service

· Regional scheduling service

· CCA Real-time balancing service 

· CCA Reserve market

Grid West Basic Features should not adversely impact existing bilateral trading within Grid West, but should enhance such trading activities by offering price transparency and other mechanisms encouraging such trades to take place.
  Grid West will administer Available Flowgate Capacity (AFC), so Transmission Owners will no longer issue new transmission rights. Bilateral trading of existing rights will continue under Grid West to the extent allowed under relevant contracts.  Participants may find it easier, and potentially more beneficial, to translate such rights into IWRs before trading them either bilaterally or in centrally administered markets. 

4.1 Wholesale Energy

Grid West will introduce a number of centrally administered markets and services to facilitate the trading of wholesale energy, transmission rights and reserves.  These markets should help promote bilateral trading within Grid West through the production of stable reference prices.
  Grid West's centrally administered markets will produce such reference prices if they are sufficiently liquid.  Table 4.1 qualitatively analyzes the impact of Grid West Basic Features on bilateral trading.

Table 4.1 - Impact of Grid West on Bilateral Wholesale Energy Trading
	Grid West Service
	Impact on Bilateral Wholesale Energy Trading

	Regional Planning & Capacity Expansion Service
	Grid West will provide a transmission and capacity expansion service
.  Projects proposed by Transmission Owners or other Transmission Customers will be evaluated considering the needs of the entire GWMT.  The completion of expansion projects will allow for more energy transactions between energy suppliers and customers.  

Regional capacity planning and capacity expansion service by Grid West is expected to facilitate the development of new energy resources that in turn should promote additional bilateral trading of wholesale energy.

	Transmission Access Administration
	Grid West will administer transmission access, making it easier for new and existing energy resources to reach energy customers across the entire GWMT and enhancing the volume of bilateral wholesale energy trades.


	Reconfiguration Service (RCS)
	Reconfiguration services provide wholesale energy traders with additional transmission information (e.g., reference prices), and the additional and standardized means (IWRs) to acquire long-term and short-term transmission rights to be used for bilateral wholesale energy trading.

Voluntary release of scheduling flexibility as part of D-RCS will free up additional transmission capacity just before the DA scheduling process and allow Grid West Transmission Customers to acquire additional IWRs to facilitate additional bilateral whole energy transactions.

	Region-wide Scheduling Service
	Region-wide scheduling services, including the operation of a public market information site (e.g., OASIS), provide Transmission Customers with valuable information about transmission availability, resulting in better regional coordination of transmission resources.  This should further facilitate the bilateral trading of wholesale energy.

	CCA Real-time Balancing Service (RBS)
	RBS provides another forum for bilaterally traded wholesale energy to be sold, and hence, Grid West's RBS should enhance bilateral trading of wholesale energy.

	CCA Reserve Market Service
	The reserve market should have neither a negative impact nor an identifiable positive impact on bilateral wholesale energy trading. 


4.2 Transmission Rights 

Grid West will issue standardized tradable instruments (IWRs) used in both central and bilateral markets for trading transmission rights.  These new products and the development of reference prices (and price discovery) should positively impact the bilateral trading of transmission rights.  Table 4.2 is intended to qualitatively analyze the impact of Grid West Basic Features on bilateral transmission rights trading within Grid West.

Table 4.2 - Impact of Grid West on Bilateral Transmission Rights Trading
	Grid West Service
	Impact on Bilateral Transmission Rights Trading

	Regional Planning & Capacity Expansion Service
	Grid West issues transmission rights created by new transmission projects as IWRs.
  Thus, new transmission projects make additional IWRs available for both RCS and bilateral markets to trade. 

Grid West centrally administers long-term requests for AFC, with rights issued as IWRs.

	Transmission Access Administration
	Administration of transmission access by Grid West should make it easier to access the transmission system on a regional basis.  As a result, it is expected to increase the demand for transmission rights (IWRs), which in turn should increase the volume of transmission rights trades both in bilateral and centrally administered markets.

	Reconfiguration Service (RCS)
	Creation of readily tradable instruments and contracts for transmission rights (IWRs) will allow bilateral trading of transmission rights to be more easily managed in the Over the Counter (OTC) and exchange-based markets, likely leading to increased bilaterally traded transmission rights (IWRs).

Reconfiguration service along with RDS creates reliable reference prices (and price discovery) for IWRs, which are expected to also promote bilateral markets for transmission rights (IWRs).

Reconfiguration service allows IWRs acquired through various mechanisms such as bilateral trades to be centrally auctioned, or vice versa.  Hence, RCS is expected to enhance bilateral trading of transmission rights (IWRs).

Short-term use of AFC is centrally administered by Grid West with the Reconfiguration Service enabling transmission users to combine AFC with releases enabled translation of existing rights and the reconfiguration auctions.  Direct requests for AFC from Transmission Owners will not be possible once Grid West takes over capacity management of transmission facilities.

Voluntary release of scheduling flexibility as part of D-RCS will free up additional transmission capacity just before the DA scheduling process and allow Grid West Transmission Customers to acquire additional IWRs.  These IWRs may be bilaterally traded between D-DCS and the deadline of IWR registration with Grid West. 

	Region-wide Scheduling Service
	Region-wide scheduling services, including the operation of a public market information site (e.g., OASIS), provides Transmission Customers with valuable information about transmission availability resulting in better regional coordination of transmission resources.  These outcomes should further facilitate the bilateral trading of transmission rights.

	CCA Real-time (RT) Market Operations
	No impact.

	CCA Reserve Market Operations
	Participants located outside the CCA who wish to participate in the CCA Reserve Market may need to acquire the appropriate transmission rights if they wish to offer resources into a reserve zone in which they are not located.  This should promote bilateral trading of transmission rights.


4.3 Reserves 

Grid West services, specifically the CCA reserve auction market, should enhance bilateral reserve markets within Grid West.  Table 4.3 qualitatively analyzes the impact of Grid West Basic Features on the bilateral trading of reserves within Grid West.

Table 4.3 - Impact of Grid West on Bilateral Reserve Trading
	Grid West Service
	Impact on Bilateral Reserve Trading

	Regional Planning & Capacity Expansion Service
	No significant direct impacts on bilateral reserve trading are expected here.  Secondary impacts can be observed due to additional and accelerated development of new energy resources brought about due to long-term regional expansion planning service of Grid West.

	Transmission Access Administration
	Resources out of the CCA can access transmission system in a more straightforward manner due to transmission access administration by Grid West and, hence, should be able to bilaterally offer their reserve capacity to CCA utilities when transmission is required.

	Reconfiguration Service (RCS)
	Reconfiguration service should allow resources outside CCA to acquire IWRs giving them the ability to bilaterally offer their reserve capacity to CCA utilities (when transmission is required).

	Redispatch Service (RDS), if and when implemented
	Redispatch service should not directly impact bilateral reserve trading within GWMT.

	Region-wide Scheduling Service
	Region-wide scheduling services, including the operation of a public market information site (e.g., OASIS), provides valuable information about reserve requirements and transmission availability to all Grid West Transmission Customers (and beyond) resulting in better coordination of reserve acquisition and transmission resources use on a regional level.  These outcomes are expected to further facilitate the bilateral trading of reserves.

	CCA Real-time (RT) Market Operations
	CCA RT market operation is not expected to directly impact bilateral reserve trading within GWMT.

	CCA Reserve Market Operations
	The CCA reserve market should significantly increase bilateral trading of reserve products.  A potential CCA limited must offer reserve obligation would directly promote bilateral trading of reserves as Grid West Transmission Customers who are short on reserve capacity will seek to contract for such reserves bilaterally in order to satisfy their obligations.


5.0 Participation in Bilateral Trading and Roles & Responsibilities

Table 5.1 presents the three bilateral trading activities that are expected within the GWMT and the roles that various Grid West Transmission Customers directly play in each of these activities.

Table 5.1 - Grid West Transmission Customer’s Role in Bilateral Trading
	Bilateral Markets
	Grid West
	Transmission Owners
	Transmission Customers

	Bilateral Wholesale Energy Trading
	· None 
	· None
	· Buy/sell wholesale energy bilaterally

	Bilateral Transmission Rights Trading
	· Register and confirm bilaterally traded IWRs 
	· None for IWRs.

· ETRs reassignments, if requested under original contract or tariff provisions, may require TO involvement.
	· Buy/sell transmission rights bilaterally

	Bilateral Reserve Trading
	· None
	· None.
	· Buy/sell reserve bilaterally


6.0 Market Benchmarks

Except for the recent credit problems that have resulted in migration of bilateral energy trading volumes into the RTO/ISO administered markets, bilateral markets are functioning within existing RTOs and ISOs.  Table 6.1 provides benchmarks of existing RTO/ISO bilateral markets.

Table 6.1 - Bilateral Trading Benchmarks
	Timing
	PJM
	ERCOT
	MISO

	Bilateral Wholesale Energy Trading
	· Bilateral energy trading increased in PJM after PJM launched its markets and published reference prices for energy at its major hubs.

· Recent dips in these bilateral energy market volumes in favor of increase in the volume of PJM markets reflect credit concerns in the bilateral markets.
	· Since ERCOT has opened its market for retail competition and because ERCOT does not have a Day-Ahead energy market, the volume of bilateral energy trading in ERCOT has increased significantly since the operation of ERCOT ISO started.

· Recent dips in these bilateral energy market volumes in favor of the ERCOT RT market reflect credit concerns in the bilateral markets.
	· No relevant experience for MISO yet.

	Bilateral Transmission Rights Trading
	· Bilateral trading of transmission rights in PJM, ERCOT and MISO is limited to standardized financial transmission rights (FTRs for PJM and MISO and TCRs for ERCOT).  Existing rights cannot be bilaterally traded.  Grid West will continue to allow bilateral trading of existing rights when allowed in relevant contracts.

· Compared to existing RTOs and ISOs, Grid West has a unique requirement that scheduling can only be done consistent with relevant physical transmission rights.  This requirement is expected to make overall (including bilateral) trading of transmission rights significantly more active within GWMT compared to existing RTOs.

	Bilateral Reserve Trading
	· PJM and ERCOT allow self-scheduling of reserves, which has contributed to a healthy bilateral market for reserves in their footprints.  Grid West CCA's potential limited must offer obligation for reserves is expected to achieve the same outcome.
	· No relevant experience for MISO yet.
















































































































































































































































































































































































� Given the differently situated regulatory regime in Canada and British Columbia, in particular, the operating assumption is that the Grid West market design will be mirrored in British Columbia, to the extent possible within that regulatory regime.  Details regarding the market design in British Columbia are anticipated to be completed as part of detailed design phase of this effort.





� In this white paper we focus on economic and technical dimensions of bilateral trading practices and will not address the regulatory jurisdiction and rules that govern bilateral trading within the GWMT and whether or how these regulatory factors will play any role in the evolution of these markets.


� This is also in line with the general understanding that all factors that fundamentally discourage centralized administered markets can also discourage bilateral markets and vice versa.


� There are numerous examples of how reliable reference prices for any commodity have led to a rapid rise in the volume of bilateral (whether OTC or exchange facilitated) trading of that commodity - please see � HYPERLINK "http://www.nordpool.com" ��http://www.nordpool.com� for the example of energy trading growth.


� See the accompanying Grid West White Paper on Regional Planning and Capacity Expansion service - to be released.


� It is understood that access will only be granted with due consideration for all relevant reliability requirements for GWT, studied jointly by Grid West and PTOs, including determination of all the necessary system upgrades to deal with such reliability requirements.


� The process of translating new transmission projects into IWR will also involve PTOs and WECC and is presented in the accompanying on rights data management.
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