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I. Background

In Order No. 890, the Commission permitted resellers of point-to-point
transmission capacity to charge market based rates. The rates for these
reassignments had previously been limited to a cost-based price cap — the
maximum of the original purchase price, the transmission provider’s current tariff
rate, or the assignor’s opportunity costs capped at the cost of expansion.' The
removal of the price cap was intended to help expand the secondary market, and
further the goals stated in Order No:. 888 which began allowing capacity
reassignment in 1996. In Order No. 888 the Commission found that allowing
holders of firm transmission capacity rights to reassign capacity would help parties
manage the financial risks associated with their long term commitments, reduce
the market power of transmission providers by allowing customers to compete,
and foster efficient capacity allocation.’

The Commission limited reassignments above the price cap to a study
* period ending October 1, 2010 in Order No. 890-A.> The Commission directed
staff to closely monitor the secondary market for transmission capacity during that
time and prepare a report to assist the Commission in deciding whether to extend
the rule beyond the study period. In Order No. 890-B the Commission clarified
that the report should focus on the competitive effects of removing the price cap
for reassigned capacity. Staff was directed to consider the number of
reassignments occurring over the study period, the magnitude and variability of
resale prices, the term of the reassignments, and any relationship between resale
prices and price differentials in related energy markets. Staff was also directed to
examine the nature and scope of reassignments undertaken by the transmission
provider’s affiliates and include in its report any evidence of abuse in the

! Preventing Undue Discrimination and Preference in Transmission
Service, Order No. 890, 72 FR 12,266 (March 15, 2007), FERC Stats. & Regs. §
31,241 (2007) (Order No. 890) at P 778.

? See Order No. 890 at P 808.

? Preventing Undue Discrimination and Preference in Transmission Service,
Order No. 890, 72 FR 12,266 (March 15, 2007), FERC Stats. & Regs. 31,241
(2007) (Order No. 890), order on reh’g, Order No. 890-A, 73 FR 2984 (Jan. 16,
2008), FERC Stats. & Regs. 431,261 (2007) (Order No. 890-A) at P 390
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secondary market for transmission capacity, whether by those affiliates or other
customers.* '

This report presents staff’s findings on the secondary market for capacity
reassignments subsequent to Order No. 890, based on the required Electronic
Quarterly Report (EQR) filings for all transmission providers over the period Q2-
2007 through Q4-2009 (study period).’

Summary

Twenty-six transmission providers reported capacity reassignments during
the study period.® There were almost 35,000 transactions totaling 65 TWh of
transmission capacity reassigned. The secondary market experienced strong
growth during the study period, as the Commission intended in issuing Order No.
890. Both the number of transactions and capacity volume reassigned rose
throughout the two and one half year time span.

Reassignments of hourly, daily, monthly, and yearly terms were reported.
Hourly transactions were the most numerous; however, longer term transactions

* Preventing Undue Discrimination and Preference in Transmission
Service, Order No. 8§90, 72 Fed. Reg. 12,266 (March 15, 2007), FERC Stats. &
Regs. § 31,241, order on reh’g, Order No. 890-A, 73 Fed. Reg. 2984 (January 16,
2008), FERC Stats. & Regs. 31,261 (2007), order on reh’g, Order No. 890-B,
123 FERC 961,299 (2008) at P 83.

3 The Commission required transmission providers to report all
transmission capacity reassignments since the effective date of Order No. 890
(May 14, 2007) in their EQR filings. Transmission providers were ordered to
correct filings from past quarters. (Order No. 890-B at P 84). Subsequent re-
filings have corrected initial filing errors identified by Staff. The results held
within this report may be influenced by any remaining unidentified filing
inaccuracies as of April 12, 2010 made by transmission providers.

§ Transactions on the Bonneville Power Administration system were not
reported by the transmission provider, but instead were reported by four entities:
Powerex, Idaho Power, Puget Sound Energy, and Portland General Electric.
Northeast Utilities reported for its subsidiaries Connecticut Light & Power, Public
Service New Hampshire, Western Massachusetts Electric Company, and Holyoke
Water Power. Southern Company reported as SCS Inc. in 2007.
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had the most total volume reassigned. Transactions of all terms rose in number
and volume over the study period.

The pricing of reassignments seemed to be reflective of an uncongested
transmission system with little scarcity of available capacity. The number of
transactions above the cap increased each year in the study period. There was a
fairly tight range of resale prices, which were almost all under $3.00/MWh. Less
than one percent of the total number of reassignment transactions was priced
above the cap. For most of these reassignments, the resale prices were not
significantly above the tariff rate.

One affiliate reseller negotiated capacity reassignments above the tariff
rate. These 32 transactions accounted for less than one percent of all affiliate
transactions during the study period.

1. Number of Reassignments

Almost 35,000 capacity reassignment transactions were reported in the
study period, encompassing 65 TWh of total volume transferred. Throughout the
study period, the number of reported capacity reassignment transactions and the
volume reassigned increased each year. In 2007, there were slightly more than
200 transactions. The number of reassignment transactions rose dramatically to
almost 3,000 in 2008 and almost 32,000 in 2009. Almost 36 TWh flowed on
reassigned paths in 2009, up from 25 TWh in 2008 and 3 TWh in 2007.

Many transmission providers did not report any reassignments. There was
significant variability in the number of transactions among the 26 transmission
providers that did see reassignment of capacity transactions on their systems. The
most active markets for reassignment were in the Western United States and in the
Northeast. There were some noticeable gaps across the country, particularly in
regions where transmission must be purchased to move power for sale in nearby
markets (i.e., non-RTO areas), such as the Southeast. One explanation for the
variability in reassignment volumes among transmission providers is that the
energy market may be a viable substitute in most areas. The market price of the
capacity should be equivalent to the price spread between the energy markets at
the points of receipt and delivery. Therefore the primary capacity holder may
choose to transact in the energy market rather than the secondary capacity market.
Other factors that may contribute to the variability in capacity reassignments
across markets are the volume of trading activity, the availability of primary
capacity, and the size of the price spread between locations.
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The majority of the transactions, 79 percent in the evaluation period,
occurred on the Bonneville Power Administration (BPA) system. Central
Vermont Public Service Corporation (CVPS) also reported a large number of
transactions, accounting for 17 percent of the dataset.”

Table 1
Capacity Reassignment Transactions by Year
2007 2008 2009
BPA 18 1,204 26,442
CVPS 15 1,365 4,554
All Others 197 360 785
Total 230 2,929 31,781

There were yearly increases in reported transactions for BPA® and CVPS,
as well as all other transmission providers in aggregate.”

Despite accounting for 79 percent of the transactions, BPA only comprised
11 percent of the volume in TWh because it tended to have more short term
reassignment transactions. CVPS, similarly, comprised less than 3 percent of the
volume. There were six transmission providers that each had over 5 TWh of
capacity reassigned."®

Table 2
Capacity Reassignments Above the Price Cap
2007 2008 2009
Number 1 28 105
Volume (MWh) . 18,600 3,769,440 2,713,228

7 Staff believes the large number of CVPS transactions may be due, in part,
to reporting conventions. For EQR reporting purposes, each line of data is
counted as one transaction.

~

8 portland General Electric, the largest filer for BPA, began submitting data
in Q4 2008 and did not report transactions that occurred prior to December 2008.
Based on data available, it is unclear whether BPA transactions increased over
time or whether the increase was solely due to Portland General Electric’s
reporting. ‘

? See APPENDIX A for quarterly transactions by transmission provider.

1% See APPENDIX B for quarterly reassignment volume by transmission
owner. :
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The total number of reassignments above the price cap was 134, less than
one percent of the transactions during the study period."" The volume of capacity
reassigned above the cap was 6.5 TWh, ten percent of the total volume.”” The
number of capacity reassignments above the cap increased significantly over the
evaluation period. There was one in 2007, 28 in 2008, and 105 in 2009. The
volume reassigned was 18.6 GWh in 2007, 3.8 TWh in 2008 and 2.7 TWh in
2009.

2. Magnitude and Variability of Resale Prices

Prices for capacity reassignments were fairly consistent and low. The
resale price was less than or equal to $2.00/MWh for 81 percent of transactions
and less than or equal to $3.00/MWh for 99 percent of transactions. The majority
of the resale prices, 99 percent were at or below the price cap. Of the 26
transmission providers with capacity reassignments, 8 had some transactions
above the price cap, 7 had all transactions at the price cap, and 11 had all
transactions at or below the price cap."

The large proportion of reassignments below the cap indicates that
reassignments may be mostly competing with primary capacity. If customers can
buy available transmission capacity (ATC) directly from the transmission provider
at the tariff rate, the reseller must offer a lower price.

If the delivered price spread between delivery and receipt points expands
above the tariff rate due to weather, outages, or other scarcity events, ATC is used
up first and then buyers have to go to the secondary market. Resellers may
command the price equal to the spread. Staff would expect that the ability to
price based on the market value would produce a wide range of resale prices
during the study period.

" Prices varied by quarter for long term contracts reported by Northeast
Utilities’ subsidiaries. For purposes of this report, each quarter was treated as a
separate transaction.

"2 See APPENDIX E, APPENDIX F, and APPENDIX G for statistics on
reassignments above the cap.

" See APPENDIX C for pricing by transmission provider.
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However, it does not appear that buyers and sellers are transacting in the
secondary market when spreads are high. There was very little variability in
prices above the cap, and overall price levels were low for capacity reassignment
transactions. All reassignments above the cap exceeded the cap by less than
$2.00/MWh."

3. Term of the Reassisnments

Capacity was reassigned for hourly, daily, monthly and yearly terms during
the study period. The majority of capacity reassignment transactions executed
were for hourly transmission service, followed by those for daily, monthly and
yearly reassignments. There were 33,790 hourly transactions, accounting for
almost 97 percent of transactions. The largest hourly resellers were on the BPA
and CVPS systems.

Table 3
Capacity Reassignments by Term
Hourly Daily Monthly Yearly
Number 33,790 905 166 79
Volume (MWh) 5,422,949 2,207,709 26,835,752 30,044,800

While hourly transactions were by far the most numerous, long term
transactions were associated with higher volumes during the evaluation period. In
particular, almost half of the volume, 30 TWh of transmission, was resold for
terms of one year or more, and another 27 TWh of transmission was sold for terms
of one month to one year. These longer term contracts accounted for 88 percent of
the reassigned transmission volume during the study period.

Of the 26 transmission providers that reassigned transmission capacity
during the study period, there were 10 with hourly reassignments, 13 with daily
reassignments, 18 with monthly reassignments, and 12 with yearly
reassignments.'®

' See APPENDIX D for number of transactions by price level by
transmission provider.

15 See APPENDIX I and APPENDIX J for number of contracts and
contract volume by transmission provider and term.



Federal Energy Regulatory Commission -7-
Staff Report on Capacity Reassignment

Table 4
Capacity Reassignment Volume by Term and Year

2007 2008 2009
Hourly 221,962 1,092,118 4,108,870
Daily 161,972 546,188 1,499,549
Monthly 389,585 9,894,145 16,552,023
Yearly 2,278,032 13,720,001 14,046,767

For all contract durations, the total reassigned capacity increased every
year. The largest year over year increase was seen between 2007 and 2008 for
yearly reassignments, from 2.2 TWh to 13.7 TWh. Monthly reassignments also
experienced high growth, increasing by 9.5 TWh in 2008 and 6.6 TWh in 2009.'¢

The presence of resales for all terms indicates that the secondary market is a
viable method for owners of primary capacity to sell excess capacity on a short or
long term basis.

4. Relationship between resale prices and price differentials in related energy
markets

As explained earlier, most of the reassignments in the study period had low
resale prices. The resale rate was less than or equal to $2.00/MWh for 81 percent
of reassignments and less than or equal to $3.00/MWh for 99 percent of
reassignments. The intra-day variability of market prices may exceed the resale
prices for these transactions, making it difficult to accurately compare the energy
market spread to the capacity reassignment price.

Most of the reassignment transactions during the study period had receipt
and delivery points in locations without reported energy price indices. However,
there were some reassignments between RTOs for which extensive price reporting
is available. Resale prices of these transactions can be compared to the market
spreads for energy.

There were numerous transactions between points in New England and
Quebec with prices similar to the average spread in energy prices between the
regions. All reassignments for CVPS and subsidiaries of Northeast Utilities'’

'® See APPENDIX H for contract volume by term by quarter.

' These include Northeast Utilities subsidiaries Connecticut Light &
Power, Public Service of New Hampshire, Western Massachusetts Electric Co.,
and Holyoke Water Power.
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were for capacity on the Phase I/Il HVDC facility, which connects New England
and Quebec.

The average price differential between these locations for all hours during
the study period was $2.15/MWh."® This can be compared to the resale rates for
all of the NU subsidiaries which had long term monthly and yearly transactions
ranging from $0.44/MWh to $2.91/MWh. CVPS had numerous transactions for
firm and non-firm service with hourly, daily and longer terms all with the same
resale price of $3.00/MWh. :

From this we conclude that, at least for the transactions where receipt and
delivery points were in locations with reported energy price indices, the value of
capacity reassignments rarely exceeded the price differentials between relevant
energy markets.

5. Reassignments undertaken by the transmission provider’s affiliates

During the study period, there were 6,012 transactions (16 percent) where
the reseller was an affiliate of the transmission owner. Ten companies accounted
for all of these transactions, including eight in which all transactions were by
affiliates. CVPS had 5,934 of the affiliate transactions."

Thirty two affiliate transactions were negotiated above the tariff rate,
accounting for less than one percent of all affiliate transactions. All of these
transactions were long term and the reseller was Northeast Utilities. The weighted
average mark-up was $0.85/MWh, 58% above the tariff rate.

Few of the reassignments by affiliates were transacted above the tariff rate
during the study period. The rate of transactions priced above the cap was 0.5%
for affiliates, which was roughly the same as the 0.4% rate for non-affiliates. This
seems to alleviate concerns that transmission providers would try to channel
capacity to their affiliates in order to charge higher prices for their transmission
capacity. Other forms of affiliate abuse, such as providing preferential treatment

'8 Based on average hourly real-time prices for all hours 5/14/2007-
12/31/2009 reported by ISO-NE for the HQ Interface and Vermont Zone.

¥ See APPENDIX K for number of affiliate and non-affiliate transactions
above the tariff rate by transmission owner.
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in the allocation of reassigned capacity to an affiliate such that it could be sold
above the cap, were not detected during the study period.

Conclusion

Order No. 890 lifted the price cap on transmission capacity reassignments
to encourage the development of the secondary market. To some degree this goal
has been achieved. Over the two and one half years in the study period, it appears
that the secondary market has grown substantially. The number of transactions
and transaction volume has increased over time. There were higher volumes of
hourly, daily, monthly, and yearly capacity reassigned each year.

However, it does not appear that the removal of the price cap was primarily
responsible for the observed growth in the secondary market. The number and
volume of reassignments above the cap were relatively small. There were only
134 out of almost 35,000 transactions reassignments above the price cap.

Almost all of the reassignments were priced below the cap, likely due to
low price spreads between markets and the availability of primary capacity at the
tariff rate. The few transactions priced above the cap have small mark-ups. It is
not apparent from the data why there are no transactions with larger mark-ups. It
is possible that either the primary capacity holders choose to capture the spreads in
the energy market, or there has just been very little congestion on the transmission
paths in the study period.

There did not appear to be any evidence of abuse by resellers. There were a
few transactions priced above the cap by affiliates, but given that the percentage of
transactions above the cap was about the same for affiliates and non-affiliates, this
does not lead us to believe there was affiliate abuse.

It is not certain whether the removal of the price cap was the primary driver
-of the growth of the secondary market. However, based on the study period data,
the removal of the cap does not seem to be causing problems. During the study
period, it appears that resellers used the secondary market mainly to derive value
from unneeded capacity. Prices were depressed below the tariff rate due to
availability of primary capacity or low market price spreads between the points.
When resellers did charge above the cap, the price differential was small. There
was no indication that participants were able to or did take advantage of their
capacity rights to manipulate prices. In the future, unrestricted secondary market
prices may enable capacity reassignments to increase as an alternative to
transacting in the energy market and provide price signals to indicate scarcity and
appropriate areas for new investment.



