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Policy Questions

. What authority should the RTO have to cause (incent) mgor expansion of the RTO
West System?

. What facilities should be subject to the RTO' s backstop authority?

. What can the RTO cause to happen when exercising its backstop authority?

. How should RTO West dlocate the costs of projects it has caused to be built pursuant
to its backstop authority?



Background

A. What authority should the RTO have to cause (incent) major expansion of the RTO
West System?

1. Thereiscurrently consensus on (i) pro-active, public, and extensve RTO West
planning process that includes an openseason subscription process and, (i) in
first ingtance, leaving expangon decison-making authority with market
participants (including PTOs).

2. Scope of Backstop Authority

a. Transmisson Adequacy and Avoided Cods. Stage 1 filing provided RTO
with backstop authority to ensure transmission adequacy should market fall to
take appropriate action; Stage 2 stakeholders agreed to expand backstop
authority to avoid certain costs that would otherwise be uplifted to RTO West
schedules (see Backstop Authority — Option 1, Attachment 1);

Comment: This proposa was a compromise (albeit one that was not
supported by al stakeholders) between atotal market-driven mechanism and
centralized RTO West decisionmaking authority. This mechaniam placed a
high vaue on the ability of the RTO West Systemto serve load, but |eft
commercia/economic decisons to market participants (including PTOs).

b. Other options currently under consideration:
i.  Chronic, Significant Congestion Relief. Expand the RTO' s backstop

authority to authorize the RTO to fix chronic, Sgnificant congestion (see
Backstop Authority — Option 2, Attachment 2)?

ii. Unbridled Authority. Expand the RTO' s authority so that it has unbridled
discretion to cause (incent) whatever project it determines is appropriate
(see Backstop Authority — Option 3, Attachment 3)?

Policy Considerations Regarding Expanding Backstop Authority

Pros of Expanding Backstop Authority: Many stakeholders (including some
filing utilities) believe that the possibility of market failure in a market-driven
expangon mechanism is unacceptable. Possible causes of market failure
include the lead time needed to build transmisson facilities (market sgnas

could cometoo late); inability of multiple beneficiaries to get organized and

reach agreement on cogt alocation of new facilities, “freeriders’ discouraging
market participants from voluntarily sponsoring projects, and lumpiness of
transmisson investments. These participants point to the current transmisson



shortage as a demondtration of how the current (in large part market-driven)
system hasfailed.

While the Stage 1 backstop for transmission adequacy addresses some of their
concerns, it does not go far enough.  Some participants have aso argued that it
isimpossble or impractical to make a digtinction between transmisson
adequacy and congestion relief.

Some proponents believe that a backstop authority limited to transmission
adequacy isinconsgtent with FERC' s vision for RTOs as reflected in recent
RTO orders. They believe that the RTO isin aunique postion to grapple
with current planning issues (eq., “look beyond the headlights’ of a short
planning horizon; cause congruction that a party who receives congestion
rents does not have sufficient incentive to build.)

Other advocates, while not enamored of expanded backstop authority, believe
that Option 2 represents the best chance RTO West has to convince FERC to
accept something other than complete authority. Others believe that Option 2
provides sufficient checks and balances to protect the market-driven
mechaniam.

Bottom line, the proponents of an expanded backstop authority fed that the
consequences of market failure are too sgnificant in today’ s energy market to
rely excusvely on a market-driven expansion mechanism.

Pros of Staying with Option 1: [Note: Many of these considerations also
apply to the transmission adequacy backstop; while the starting point for the
PLCG was that backstop, some parties would be comfortable without a
backstop at all.] Option 1 builds on the current system that many believe has
worked well (atransmission system need not be overbuilt and completely
devoid of congestion — congestion is part of market pressures and how a
market works.) Proponents of Option 1 think it is premature to assume that

the market-driven mechanism will fall. Thisisthe one areawhere there will

be clear market Sgnals, and the market should be given an opportunity to

work. The open season subscription process has worked well in the gas model
and should provide sufficient incentives for needed expansion. Further work

is underway on developing additiond incentives (for example, long-term
transmisson rights).

The supporters of Option 1 could live with the transmission adequacy
backstop in part because they believeit is possible to distinguish between
transmission adequacy and congestion relief. They dso believe that it
complieswith Order 2000. While they have placed a high vaue on ensuring
transmission adequacy, they do not believe that the RTO should be making
economic decisions on behdf of market participants. They do not believe that



if market sponsors do not come forward that the market has failed; rather they
percaive that the market has made arationd decison.

All of the options are based on |etting the market, in the first instance, make
decisons regarding expanson. Proponents of Option 1 are concerned that
expanded RTO authority will undermine the market-driven mechanism
because project sponsors will not step forward and pay for a project that the
RTO will eventudly cause to be built and paid for by anumber of entities.
(They had this same concern about the transmission adequacy backstop but
compromised on that approach.) They are also concerned that the RTO will
not do as good of ajob as the market (for example, the RTO will make aone
gzefitsdl solution that does not take into account individua market
participant assumptions, planning horizons, and different investiment rates and
drategies) Therewill dso be difficulties with cost dlocation. Order 2000
states that those who cause congestion should bear the cogts. In a market-
driven expans on mechanism, those who benefit from congestion rdlief and
bear cost responsibility are identified through their voluntary actions. Some
parties fear that the RTO will not be able to identify beneficiaries (or will
identify beneficiaries but will not be able to reach them for payment) and will
default to socidizing the cogts of congestion relief projects.

Other concerns that have been expressed about expanding the authority is that
PTOs aready have regulators and do not need the RTO to play that role and
the tension between federal and state jurisdiction (including the ability of a

PTO to recover the costs of aproject that it has already decided is not needed).

B. What facilities should be subject to the RTO’ s backstop authority?

1. Stage1-— RTO Wes Controlled Transmisson Fecilities (those transmisson
facilities “turned over” to the RTO for operationa purposes)?

2. PTOfacilities“turned over” to the RTO for any purpose?

3. PTOfacilitiesthat are not “turned over” to the RTO but that are used to support
wholesdle transactions?

4. Application of backstop authority to RTO West Controlled Transmission
Facilities, PTO respongble for locd planning for distribution facilities with Sate
and customer involvement, ability for PTO or customer to request RTO
involvement/dternative dispute resolution if they are not satisfied with results of
loca planning process (see Proposa for Relaionship of Planning to Wholesde
Access Contracts, Attachment 4)?



Condderations:

Some participants believe that RTO West should have backstop authority over
facilities that are turned over to RTO West and used for wholesd e purposes
regardless of voltage or whether RTO West has them under operational control.
Others believe that this would be inconsstent with state regulatory authority over
the qudity of service across didribution facilities

C. Wnat can the RTO cause to happen when exercising its backstop authority?

1. RTO mandates PTO funding and congruction within the PTO’'slegd and
regulatory congraints? (Anaogous to Section 211 authority)

2. RTO causes (incents) facilities to be constructed based on FERC pre-approva of
FERC load-based access fees? (PTO facilitates construction, e.g., use of eminent
domain powers, and passes through costs, but does not finance project)

3. RTO bully pulpit (cgoles, pleads, thrests)?

Condderations: Different participants had different understandings of what the RTO
could cause to happen when exercigng its transmission adequacy backstop authority.
The different understandings have been captured above and need to be discussed.

Further, the backstop options have been devel oped with the understanding that the
RTO cannot own or finance the congruction of new facilities. This assumption

should be tested. The PLCG isaso awaiting legd input regarding ways for the RTO
to allocate and collect the costs of facilities that are constructed pursuant to the RTO's
backstop authority.

D. How should RTO West allocate the costs of projectsit has caused to be built pursuant
to its backstop authority (see Allocation Srawdog Proposal, Attachment 5)?



Attachment 1

Backstop Authority — Option 1
Transmission Adequacy and Avoided Costs

Transmission Adequacy

Transmission adequacy is the physical ability of the RTO West System, irrespective of the cost of
energy, to serve load. RTO West has backstop authority to ensure transmission adequacy and to
avoid certain costs that would otherwise be uplifted to RTO West schedules as follows.

On an on-going basis (but at least annually), the RTO will gather available generator, load (PTO,
LSE, UDC forecasts), and system topography information. The RTO will analyze and further
develop that information as appropriate (including supplemental load forecasting) to provide a
foundation for testing the transmission adequacy of the system asawhole. (There are difficulties
in forecasting generation beyond a two-year planning horizon that will need to be taken into
account; these difficulties are present with or without the RTO.)

As transmission requests are received, the RTO will determine which PTO’ 5(S') system(s) are
likely to be used to serve these requests and other projected load requirements, and forward such
information to the affected PTO(s).

PTO (onindividua or callective basis) tests the transmission adequacy of its facilities. If a
PTO’'s system is not transmission adequate, the PTO has the option of developing and proposing
afix to the RTO or requesting that the RTO develop a fix through its planning process.

All PTOs submit the results of their transmission adequacy tests to the RTO, who will double-
check the results (using the generator, load, and system topology information discussed above) on
a smultaneous system-wide basis by assuming that al generation is on, and running a model of
the physical RTO West System to see if al load is served.

If not al load is served, the RTO will determine whether thisis attributable to transmission
insufficiencies and where such insufficiencies exist. The RTO will then engage in dialogue with
the PTO to fix the transmission adequacy issue, as set out in the attached flow chart.

If the PTO does not voluntarily fix the issue, the RTO can mandate the PTO to fund and construct
the project within lega and regulatory constraints. The costs of the project will be recovered
through the PTO’s Company Rates.

Avoided Costs

The RTO has authority to expand (in a cost-effective manner) to avoid residual congestion costs
that would otherwise be uplifted to RTO schedules.

The RTO aso has the authority to expand (in a cost-effective manner) to avoid long-term system-
wide operational costs that would otherwise be uplifted to RTO schedules.



Attachment 2
Backstop Authority — Option 2

Chronic, Significant Congestion (Plus Transmission Adequacy and
Avoided Costs Backstop (Option 1))

Expanded Scope of Backstop

Chronic, Sgnificant congestion is a transmisson system limitation thet leads to
congtrained generation dispatch, as manifested by large baancing energy price
differentids between two RTO West zones, high pricesfor Firm Transmisson Rightsin
secondary markets, or other appropriate indicators and is expected to persst for many
years under arange of wesather, water, supply, demand, and fuel price scenarios.

RTO West has backstop authority to relieve chronic, sgnificant congestion when such
congestion is projected and:

a)

b)

RTO Weds hasidentified in its least-cost planning process an investment to
relieve the congtraint that would be cogt- effective (including consderation of
benefitsto RTO West load and avoided costs) under awide range of scenarios,
after conddering investment risk associated with the proposd, including risks
related to forecasting of consumer demand, advancement of conservation and
distributed generation technology, generation siting and potential changesin
economic or environmentd regulatory policies, and

No satisfactory fixes have been undertaken by market participants due to factors
that are generdly recognized as congtituting “ market fallure” and the RTO has
determined that expansion is the gppropriate way to address the market falure (as
opposed to, for example, fixing the market through a design change.) Such
factors could include difficulty organizing multiple bendficariesinto an efficient
economic unit for investment, lack of participation by sgnificant beneficiaries

that are hoping to regp the project’ s benefits without incurring its costs, market
power exercised by an individua market participant to block investment by
others, the RTO has not defined long-term trangmisson rightsin a manner that
dimulates transmisson investment, or Siting or regulatory requirement to build a
larger fix than sponsors will support. Market failure does not include legitimate
differencesin outlook related to price and supply forecasts or adternative
drategies for delivering resources to the constrained location; and

RTO West has published areport that anayzes the market failure, identifies the
beneficiaries of the “fix” and provides other pertinent information.



I mplementation Specifics

The RTO will need its Board' s gpprova to exercise its backstop authority. One option
(that might make this option more acceptable to some parties) isto require that a super-
maority of the Board support an exercise of backstop authority and that FERC pre-
approve the project before it can go forward.

When the RTO exercises its backstop authority to relieve chronic congestion, it can cause

or incent the congtruction of the needed project and recover the cost from beneficiaries
through the mechanisms provided in the RTO' s dlocation procedures[ Note: The

Allocation Strawdog Proposal |eaves the issue of how to allocate the costs of congestion
relief benefits to the RTO with the guidance that the RTO should determine specific
beneficiaries and directly assign as many costs as possible] . A PTO will be required to
facilitate the congtruction of the project (for example, use its eminent domain powers),

but the RTO cannot compe a PTO to finance the project.

The RTO' s decision with respect to its backstop authority will be subject to the RTO
ADR process, aswell as appedl to FERC.

Alternatives

Not include Option 2 in the Stage 2 filing, but have it ready should FERC require more
RTO authority.

Include Option 2 in the Stage 2 filing, but provide that it should only be put into place by
the RTO if in the future the market does not step forward to congtruct to relieve chronic,
Sgnificant congestion.

Have the RTO collect afee from each schedule on a congested path, which may only be a
few hours ayear, and use the collected funds as a construction incentive for any project
that the RTO agrees will fix the congested path. The RTO will collect these fundsfor a
maximum of five of ten years. Fundsthat are not clamed by construction projects would
be used to lower RTO operating costs. The RTO would have the ability to change fee
amounts or duration of collection to encourage more congiruction to relieve congestion.
This aso would smooth out congestion spikes due to large market price swings. In
generd, thiswill not encourage congtruction, but for a path that has constant congestion,
the funds might change a non-economic solution to something workable.



Attachment 3

Backstop Authority — Option 3
Complete Authority

RTO Wes has the authority, after an unsuccessful open season subscription process, to
cause or incent the implementation of whatever project it determinesis appropriate,
provided such project was developed in the RTO West planning process and is consistent
with the RTO's planning principles and guiddines and Prudent Utility Practice.

Before such authority can be exercised, the RTO Board must approve a specific proposal
by a super-mgority vote and FERC must pre-approve such proposd.

RTO decisonswill be subject to RTO ADR, and gppedable to FERC (dthough might be
encompassed within the FERC pre-approval process).



Attachment 4

Proposal for Relationship of Planning
To Wholesale Access Contracts

Linc Wolverton - October 11, 2001

Background

This proposd relies on the assumption that each PTO will file a Digtribution
Wholesale Access Taiff to fill the gap between the RTO operated and tariffed facilities
and the Eligible Customer points of ddivery. Thistariff will be a FERC approved tariff,
but because it involves wheding across distribution leve facilities withina PTO' s or
LSE' s service territory, the issue of jurisdiction comesto the fore. For example, a Fred
Meyer store embedded in PGE' s didtribution system can request transmission service
from the RTO because of its Eligible Customer status under direct access.

One objective of the proposad isto avoid FERC having to regulate planning for al
facilities down to the Eligible Customer level. Those customers, whether generators or
loads, may be connected at very low voltages and may be dispersed within the
digtribution system. If FERC wereto assart jurisdiction on dl those facilities, it would
effectively be regulaing the mgority of the digtribution system.

Didtribution Wholesale Access Taiff Implementation

The notion isthat the Digtribution Wholesdle Access Tariff would be proposed to
FERC by the digtribution utility based upon parameters largely established at the state
leve—for rate base, rate of return, service requests, etc. FERC would then approve or
reject the tariff, based upon the evidence in its docket.

Wheat this procedure impliesistha states will necessarily cede some of their
authority to FERC regarding locd implications of a FERC tariff. From the utility
perspective, however, thereisless likelihood of being caught between two regulatory
bodies.

Planning Aspects of Digribution Wholesae Access Tariff

1. Eligible Customer gppliesfor RTO West service.

2. PTOor loca serving entity would plan subtransmissorvdistribution facilities
under state or loca jurisdictiona procedures.

3. Eligible Customers would have opportunity to be informed of and opportunity to
comment on plans that affect service to them.

4. Planning procedures would be comparable as between Eligible Customers and
retall customers.
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. Disputes over planning would be dedlt with first according to loca procedures.
Appedswould use locd guiddines and the comparability provisonsin No. 3
above.

. After locd digpute resolution avenues had been exhausted, the Eligible Customer
or the digtribution utility could gpped the decison to the RTO. The RTO would
perform the necessary studies, based upon its broader perspective of the issues
and could take into account the relationship between the didtribution and
transmission systems, and it would make a decision.

. The Eligible Customer or the digtribution utility could then take a dispute through
the RTO's ADR process.

. Findly, the Eligible Customer or the digtribution utility could apped an adverse
ADR decison to FERC.

The planning and appeal procedures would be spelled out in the Digtribution

Wholesade Access Tariff.
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Attachment 5

Allocation Strawdog Proposal

When anew trangmisson facility is being constructed, the RTO will honor the project
sponsors agreements regarding cost respongbility among themsdves (i.e., the RTO will
honor the results of a successful open season subscription process). Failing agreement,
the RTO may dlocate costs as set out below.
When
The RTO can dlocate cods of new facilitiesin the following two instances:
1. When it has exercised its backstop authority and caused afacility to be built;
2. When a project sponsor requests an adlocation and can demonsdtrate that its
proposed project has been developed in a sufficient least cost planning process
and:
I. Confers a system-wide benefit;
ii. Confersaloca or sub-regiona benefit; or
iii.  Confersatransmission adequacy benefit by deferring the need
for another facility to be built for another PTO to achieve
transmission adequacy within the RTO planning horizon.

General Principle

To the extent possible, the RTO should identify specific beneficiaries and directly assgn
cost responghility.

Who

The RTO will caculate and alocate costs to the following beneficiaries (in an amount
commensurate with the benefits conferred):

1. Transmisson Adeguacy Benefit

a. Fadlities Congtructed Through Backstop Authority — The RTO will
assign the cogts of afacility needed to assure transmission adequacy to
the PTO(s) who isfound to be inadequate. The PTO(s) will recover
the costs of such facility through its Company Rates.
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b. When there are competing PTO projects to achieve tranamission
adequacy and the PTOs cannot agree which project to implement or
how to share its costs, the RTO will decide which is the better
solution, cause that solution to be implemented, and alocate the codts.

c. Facilities Sponsored by the Market — If afacility providesa
transmission adequacy benefit thet avoids or delays the construction of
another transmission adequacy project, the RTO will assgn aportion
of the costs of such facility to the PTO(s) who would otherwise have
been required to build. The costs that are assigned to a PTO cannot
exceed its avoided cogts of the transmission adequacy project. The
PTO(s) will recover the costs of such facilities through their Company
Rates

2. SystemWide Benefit (facilities that confer a benefit to the entire RTO
system)

The RTO will dlocate costs corresponding with system-wide benefitsto dl
RTO West users.

NOTE: Some participants do not believe that there are facilities that will
benefit the entire system, athough others point to programs that could provide
such a benefit, eg., under frequency shedding, WSCC phase shifters. It has
been suggested that the RTO be required to make a showing that everyonein
the RTO West system has benefited in roughly the same magnitude before the
RTO can dlocate cogts on thisbasis. Many are concerned that system-wide
benefitswill become an RTO dumping ground for difficult cost alocation
determinations, and caution that the default for difficult allocations should not
be to declare system-wide benefits and spread the cost accordingly. Some
parties would like the RTO to explore ways of collecting these costs from
beneficiaries that do not pay a Company Rate aswell as |oad who pay
Company Rates.

a. Avoided Costs

The RTO has backstop authority to invest in cost-effective long-term
system-wide operationd fixes that avoids costs that would otherwise be
uplifted to RTO West schedules. When the RTO exercises this authority,
the costs will be uplifted to al RTO West schedules.

3. Locd or Sub-Regiond Benefits
The RTO will determine when alocd or sub-regiond areas benefits and

dlocate costs commensurate with benefits received to the load within the
benefiting aress.
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a. Congegtion Relief — Allocating the cogts of congestion relief benefitsisa
particularly chalenging issue. Beneficiaries cannot be identified on a
ddtic bass, and some load may be negatively impacted by the new facility
(it could results in higher energy costs for someload). The RTO will
ultimately decide how to determine the beneficiaries of congestion relief
and dlocate cogts accordingly, but it should be guided by the generd
principle that it should directly assign costs to the extent possible.

FTRswill be created as aresult of a project with congestion rdlief benefits. To
the extent that the RTO directly assgns the portion of the costs of such project
attributable to congestion rdlief to specific entities, those entities will aso receive
the corresponding FTRs. If, however, the RTO dects to spread the costs of such
fecilities, the FTRswill be auctioned by the RTO and the proceeds will offset the
costs that are to be spread.

How

As part of the RTO West planning process, project sudies will be performed that will
provide information regarding the nature of a proposed project’s benefits. The RTO will
use thisand other information resulting from its planning process to identify benefits,
determine beneficiaries, and dlocate costs.

Upon the request of a project sponsor, the RTO will determine apreliminary cost
dlocation prior to an open season or the sponsor committing to go forward with the
project. [ This may have an impact on the open season.] The RTO' s preiminary
alocation will be provided to the market as part of the open season. If the open season is
not successful, the project sponsor will have the opportunity to sponsor the project as
origindly proposed with the RTO's preliminary cost alocation.

RTO's cost dlocation decisions will be appealable to FERC.
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