
Prepared by Van Ness Feldman
on behalf of Avista Corporation

June 2000

RTO Formation
Ancillary Services Issues

Avista Corporation

Avista Corporation (“Avista”) is interested in the issues surrounding how
ancillary services will be provided following the formation of the Pacific Northwest
regional transmission organization (the “RTO WEST”).  Avista wants to ensure that
neither its native load customers nor its generation function is disadvantaged regarding
ancillary services.  The challenge for the RTO WEST will be to develop equitable
policies for the provision of ancillary services.

A complicating factor in determining the best approach is the uncertainty about
whether the RTO WEST will operate a control area or whether the existing control areas
encompassed within the RTO WEST’s transmission system will continue to be operated
by the current control area operators (the “RTO WEST Control Area Members”).  It is
more likely that control areas encompassed within the RTO WEST’s transmission system
will continue to be operated by the RTO WEST Control Area Members, and this memo is
written with that assumption.  Under such a scenario, the RTO WEST Control Area
Members would have the responsibility for providing ancillary services to maintain the
adequacy function for the RTO WEST.  The security function would be handled by the
RTO WEST.

Avista has developed a proposal, described below, to address the provision of
ancillary services under the RTO WEST.  Avista’s proposal reflects the Commission’s
different requirements with respect to the various types of ancillary services.  In Order
No. 888, the Commission distinguishes between Group One  ancillary services, (1)
Scheduling, System Control, and Dispatch Service, and (2) Reactive Supply and Voltage
Control Service from Generation Resources, and Group Two ancillary services, (1)
Regulation and Frequency Response, (2) Energy Imbalance, (3) Spinning Reserves, and
(4) Supplemental Reserves.1

The Commission requires the transmission provider to provide, and the
transmission customer to purchase, Group One services.  With regard to Group Two
services, the Commission requires the transmission provider to offer those services only
to the transmission customers serving load within the transmission provider’s control
area.  The transmission customer serving load within the transmission provider’s control

                                                
1 Promoting Wholesale Competition through Open Access Non-discriminatory Transmission
Services by Public Utilities; Recovery of Stranded Costs by Public Utilities and Transmitting Utilities,
Order No. 888, 61 Fed. Reg. 21,540 (May 10, 1996), FERC Stats. & Regs., Regs. Pmbls. Jan. 1991–June
1996, ¶ 31,036 at 31,715 (1996), order on reh’g, Order No. 888-A, 62 Fed. Reg. 12,274 (Mar. 14, 1997), III
FERC Stats. & Regs. ¶ 31,048 (1997), order on reh’g, Order No. 888-B, 81 FERC ¶ 61,248 (1997), order
on reh’g, Order No. 888-C, 82 FERC ¶ 61,046 (1998).
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area is also free to acquire Group Two services from a third party or by self-supply. 2

Transmission providers are not required to offer Group Two services to transmission
customers serving load outside the transmission provider’s control area (i.e., for “out” or
“through” transactions).3

If the transmission provider is not a control area, the Commission will allow it to
fulfill its obligation to provide, or offer to provide, ancillary services by acting as the
customer’s agent.  If the transmission provider elects not to directly supply ancillary
services, the customer may have the transmission provider act as agent or may secure the
ancillary services directly from the control area operator.  As to the Group Two services,
the customer also has the option of acquiring them from a third party or by self-supply.

Since the issuance of Order No. 888, transmission providers have established
cost-based rates for ancillary services under their open access transmission tariffs
(“OATT”) based on the expectation that such ancillary services would be sold in
conjunction with transmission service under the OATT.  The limitations on sales of
ancillary services to support only transactions on the transmission provider’s system
enabled transmission providers to calculate their costs of service with reasonable
reliability.  If, following the transition to the RTO WEST, the ancillary service
obligations were changed, such that each RTO WEST Control Area Member is required
to offer ancillary services to any RTO WEST customer serving load on the the RTO
WEST transmission system, then the assumptions upon which each RTO WEST Control
Area Member has calculated its current ancillary service rates would no longer be
applicable.  It would be unfair to require each RTO WEST Control Area Member to offer
Group Two services to the broader class of transmission customers at the current cost-
based rates.  Obviously, the RTO WEST Control Area Member with the lowest filed rates
would likely bear a disproportionate share of the ancillary services supply burden.

To ensure that each RTO WEST member bears a fair and proportionate share of
the requirement to provide ancillary services under the RTO WEST, Avista proposes that
Group One and Group Two ancillary services be provided in the following fashion.
Assuming that the RTO WEST will be the transmission provider but will not operate any
control area, the RTO WEST would be required to offer to serve as an agent for the
transmission customer in purchasing Group One services.  The transmission customer
will be required to purchase the Group One services from the RTO WEST Control Area
Member indirectly (with the RTO WEST acting as agent).4  The RTO WEST Control
Area Members would be required to offer Group One ancillary services at cost-based

                                                
2 Order No. 888 at 31,716.
3 Under the Commission’s regulations, transmission function employees of an integrated utility
cannot sell Group Two ancillary services to transmission customers serving load outside the transmission
provider’s system.  Such off-system sales of ancillary services are a wholesale merchant function and must
be made by wholesale merchant function employees under a merchant tariff.  See Order No. 888-A at
30,236.
4 If the RTO WEST becomes a control area operator, the requirement that transmission customers
purchase Group One services from the control area operator will raise additional contracting problems
because the RTO WEST will not own or operate any generation resources.
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rates for every RTO WEST transmission customer using transmission facilities located
within the RTO WEST Control Area Member’s control area.

With regard to Group Two services, the RTO WEST will be required to offer to
serve as agent for the transmission customer in purchasing Group Two services. The
customer may purchase Group Two Services from the RTO WEST Control Area Member
or from the RTO WEST, acting as agent.  The customer also has the option of acquiring
Group Two services from a third party or by self-supply.  The RTO WEST Control Area
Members would only be required to offer Group Two ancillary services at cost-based
rates to the RTO WEST transmission customers serving load within the RTO WEST
Control Area Member’s control area.  The ancillary services would be offered through
the RTO WEST’s OATT at cost-based rates.5

Each of the six ancillary service schedules in the RTO WEST’s OATT would
contain multiple subschedules, each of which would correspond to a control area and the
RTO WEST Control Area Member operating that control area.  Each subschedule for
Group One services would be available only in conjunction with service across
transmission facilities located within the respective control area, and each subschedule
for Group Two services would be available only in conjunction with service to load
located within the respective control area.  Each subschedule would state a separate rate,
established by the RTO WEST Control Area Member providing the service.6 Each RTO
WEST Control Area Member would be entitled to make a separate rate filing at any time
under section 205 to adjust the rates for service under their respective subschedules.

In addition, each RTO WEST Control Area Member would be entitled to offer
Group Two ancillary services to the RTO WEST transmission customers serving load
within another RTO WEST member’s control area or within a control area outside of the
RTO WEST system.  Such offers would be made under a separate tariff.  The RTO
WEST Control Area Member could offer service at either cost-based rates (including “up
to” cost-based rates) or market-based rates.  Pursuant to the Commission’s order in
Avista Corp.,7 and absent a showing of no market power, the RTO WEST Control Area
Members offering ancillary services at market-based rates would need to establish an
OASIS-like Internet site on which prices, requests for service, and denials of service
would be posted.  Avista proposes that the RTO WEST be responsible for creating and
                                                
5 See Order No. 888 at 31,720-21; Order No. 888-A at 30,236.  Prior to the formation of the RTO
WEST, the RTO WEST Control Area Members and the Commission must determine whether and how the
Standards of Conduct apply to the provision of ancillary services.  Because the RTO WEST will neither
own nor operate generation resources, the RTO WEST must rely on the RTO WEST Control Area
Members that may be deemed affiliates of the RTO WEST to provide ancillary services.  If the RTO
WEST Control Area Members are deemed to “control” the RTO WEST under the Commission’s
regulations, see 18 C.F.R. § 161.2 (1999), the sale of ancillary services by the RTO WEST Control Area
Member would arguably qualify as a transmission function.
6 Because the RTO WEST will participate in providing the Group One services, the rate for Group
One services would likely include two components:  (1) a charge or rate for services provided by the RTO
WEST Control Area Member, and (2) a charge or rate for services provided by the RTO WEST.  The latter
charge would presumably be uniform for all subschedules for that particular service.
7 87 FERC ¶ 61,223 (1999).
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maintaining a single OASIS-like ancillary services Internet site on behalf of all the RTO
WEST Control Area Members, thereby reducing the cost of establishing such a site and
assisting transmission customers in obtaining service at the best price.

Under Avista’s proposal, transmission customers would have the option of
obtaining Group Two services in one of three ways:  (1) by purchasing the services at
cost-based rates under the RTO WEST tariff from the RTO WEST Control Area Member
that operates the control area in which the transmission customer’s load is located (either
directly or with the RTO WEST acting as agent); (2) by purchasing the services at cost-
based rates or market-based rates from a third-party supplier (including the RTO WEST
Control Area Members with FERC approved tariffs to sell ancillary services outside their
control area); or (3) through self-supply.  Transmission customers would continue to
obtain Group One services from the RTO WEST Control Area Member that operates the
control area in which the transmission facilities are located; however, the services would
be obtained under the RTO WEST tariff rather than the RTO WEST Control Area
Member’s individual tariff.  Avista’s proposal would not reduce the options available to a
transmission customer for obtaining Group One services or Group Two services.

In addition to the six ancillary services defined in Order No. 888, there are two
other products that Avista proposes to address through the RTO WEST:  (1) energy to
cover transmission losses, and (2) a special market for imbalance energy.  Avista
proposes that transmission losses be accounted for and addressed in the same manner as
Group Two ancillary services.  Transmission customers would be responsible for
obtaining energy to compensate for losses and would have the option of purchasing
compensatory energy from the RTO WEST Control Area Member that operates the
control area in which the customer’s load is located, by purchasing compensatory energy
from a third-party supplier, or through self-supply.  The RTO WEST Control Area
Members would be required to offer compensatory energy to cover transmission losses at
cost-based rates only to transmission customers serving load within the RTO WEST
Control Area Member’s control area.  The RTO WEST would be required to offer to act
as an agent for transmission customers in obtaining compensatory energy at cost-based
rates from the RTO WEST Control Area Member that operates the control area in which
the customer’s load is located.  The RTO WEST Control Area Members and other
generating companies would have the option of offering compensatory energy at cost-
based or market-based rates to transmission customers serving load in other control areas.

With regard to energy imbalances, Avista proposes that the RTO WEST facilitate
the creation of a market-driven alternative for imbalance energy, in accordance with the
Commission’s recommendation in Order No. 2000.8  The RTO WEST could maintain a
bulletin board, similar to the Internet-based site required by the Commission in Avista
Corp. in the context of market-based sales of operating reserves, for posting offers for a

                                                
8 Regional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 6, 2000), III FERC
Stats. & Regs., ¶ 31,089 at 31,141-42 (1999), order on reh’g, Order No. 2000-A, 65 Fed. Reg. 12088 (Mar.
8, 2000), III FERC Stats. & Regs., ¶ 31,092 (2000).
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region-wide imbalance market and would perform the scheduling and accounting
associated with such a market.

In summary, Avista proposes that ancillary services, transmission losses, and the
market for imbalance energy be addressed under the RTO WEST as follows:

- Group One services would be provided to the transmission customer by
the RTO WEST Control Area Member that operates the control area in
which the transmission facilities used by the transmission customer are
located, pursuant to a subschedule of the RTO WEST OATT.  Rates for
service would be cost-based and subject to revision by the RTO WEST
Control Area Member.

- The RTO WEST Control Area Members would be required to offer Group
Two services to transmission customers serving load within the RTO
WEST Control Area Member’s control area, pursuant to a subschedule of
the RTO WEST OATT.  Rates for service would be cost-based and
subject to revision by the RTO WEST Control Area Member.

- The RTO WEST Control Area Members would be allowed to offer Group
Two services to transmission customers serving load outside the RTO
WEST Control Area Member’s control area, pursuant to a Commission-
approved cost-based tariff or a Commission-approved market-based tariff
maintained by the RTO WEST Control Area Member.

- The RTO WEST Control Area Members would be required to offer
energy to cover transmission losses at cost-based rates to transmission
customers serving load within the RTO WEST Control Area Member’s
control area.  Loss percentages and rates for service would be subject to
revision by the RTO WEST Control Area Member.

- The RTO WEST Control Area Members would be allowed to offer energy
to cover transmission losses to transmission customers serving load
outside the RTO WEST Control Area Member’s control area, pursuant to
a Commission-approved cost-based tariff or a Commission-approved
market-based tariff maintained by the RTO WEST Control Area Member.

- The RTO WEST would create and maintain an OASIS-like Internet site
on behalf of the RTO WEST members for market-based sales of ancillary
services.

- The RTO WEST would operate an imbalance market for the RTO WEST
transmission customers by creating and maintaining a bulletin board
associated with the RTO WEST OASIS for sales imbalance energy and
performing the scheduling and accounting associated with the imbalance
market.


