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Organized markets utilize different 

methods to allocate congestion rents 

through financial transmission rights



Financial Transmission Rights auctions 

support allocated FTRs
• Direct allocations can be sold into the auction

– Provides opportunity to monetize congestion value up-front prior to flow 

date

• Possibly up to one-year in advance

• Auction Revenue Right holders have the option to receive the value 

of congestion determined in the auction or “self- schedule” in the 

auction and accept the day-ahead market settlement of the path

• Financial transmission right products are offered as obligations in all 

RTOs/ISOs and PJM and ERCOT offer options as well

• Most RTOs and ISOs auction three time-of-use strips (e.g., OnPeak; 

Weekend OnPeak; OffPeak)



Financial transmission rights or “Congestion 

Revenue Rights” provide opportunities to provide 

nodal hedges

• Nodal markets come with nodal settlement and risk

– Generation settles at its node and load at aggregation points

• CRRs provide the opportunity to hedge basis risk

– CRR are used to hedge settlement risk between hubs and 

generation and load points 

– Hubs are liquid trading points where entities contract forward 

(E.g., SP15)

• Standardized contracts at a basket of nodes leads to increased 

market liquidity, which in turn lowers risk premiums

• Bi-lateral markets do not provide sufficient liquidity at all nodal 

settlement locations (CAISO alone ~1100+ settlement points)



CAISO introduced three changes to its 

auction structure in January 2019
• Elimination of non-delivery paths for bidding in CRR auctions

– Designed to reflect the need for basis hedges between generation and 

load points to aggregation points

• Pro-rata adjustments of CRR’s settlement based on their contribution 

to revenue deficiency

– CRRs no longer “fully funded”

– Unique approach compared to other organized market regions

• Reduction of transmission capacity released in the annual process 

from 75% to 65%

– Designed to improve the quality of the CRR hedge by decreasing the 

amount of CRRs that are likely to be infeasible in the day-ahead market



Source: https://www.caiso.com/documents/presentation-market-performance-and-planning-forum-sep-18-2024.pdf
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