UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Removing Obstacles To Increased Electric Docket No. EL01-47-000
Generation And Naturd Gas Supply In the
Western United States

MOTION TO INTERVENE AND
COMMENTSOF AVISTA CORPORATION
Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214 (1999), and the Commission’s request for comments on its Order
Addressing Western Markets® (hereinafter “Order”) issued on March 14, 2001, Avista
Corporation (“Aviga’) hereby movesto intervene in the above-referenced proceeding
and respectfully submits the following comments.

I CORRESPONDENCE AND COMMUNICATIONS
Correspondence and communi cations regarding these comments should be
addressed to the following persons, both of whom should be placed on the Commisson’s
office sarvice lig in this proceeding:

Randall O. Cloward Gary Dahlke

Director, Trangmisson Operations Paine, Hamblen, Coffin,

Avigta Corporation Brooke & Miller LLP

P.O. Box 3727 717 W. Sprague Ave., Suite 1200
Spokane, WA 99220-3727 Spokane, WA 99201

Telephone: (509) 495-4619 Telephone: (509) 455-6000
Facamile: (509) 495-8542 Facamile: (509) 838-0007

E-mal: Randy.Cloward@avistacorp.com E-mal: gdahlke@painehamblen.com

! Order Removing Obstacles to Increased Electric Generation and Natural Gas Supply
in the Western United States and Requesting Comments on Further Actionsto Increase
Energy Supply and Decrease Energy Consumption, Docket No. EL01-47-000 (March 14,
2001).
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Il. IDENTITY OF AVISTA CORPORATION

Avigaisacorporation crested and organized under the laws of the State of
Washington with its principd office in Spokane, Washington. Avidais an investor-
owned, naturd gas and dectric utility engaged in, among other things, the business of
generding, transmitting and distributing eectric power to wholesde and retail customers
and transmitting electric power on behdf of third parties. Avistaisamember of the
Western Systems Coordinating Council (“WSCC”) and is dso atransmisson owner and
aFiling Utility in the proposed formation of aregiond tranamisson organizaion in the
Pacific Northwest (“RTO West")? in compliance with Order No. 2000.

[11. COMMENTS
The stated god of the Commission’s order is “to help increase eectric generation
supply and delivery in the Western United States.” (Order at 1). Inits Order, the
Commission announced severd actionsit believes would help achievethisgod. Inthese
written comments, Avista comments both on specific actions suggested by the
Commission in the Order as well as providing additiona suggestions for actions not
specificaly addressed by the Commission.

A. Package of Economic | ncentives

The Commission recognizes that transmission congraints are contributing to the
problems and promulgated the Order, in part, to “foster[] the ingtdlation of critica
transmisson invesment.” (Order at 5). At the core of thisgoal is a package of economic
incentives that include an equity premium and accelerated depreciation. While these
incentives likely will encourage the congtruction of transmission fadilities, Avisa

envisons a least two problems with these incentives.

2 Avista Corporation, et al., Docket No. RTO1-35-000.

3 Regional Transmission Organizations, Order No. 2000, FERC Stat. & Regs. 131,089
(2000), order on reh’'g, Order No. 2000-A, FERC Stat. & Regs. 1 31,092 (2000), appeal
docketed sub nom. Public Util. Dist. No. 1 of Shohomish County v. FERC, Nos. 00-1174,
et al., (D.C. Cir. April 24, 2000).
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Firgt, based on the short timeframe dlotted to take advantage of the incentives,
very few projects could actually be placed in service by the deadlines* Essentidly,
unless the project planning was aready significantly underway, a new project could
never be completed in timeto bein service by November 1, 2002 (a mere 19 months
from the date of these comments). It isunfair and seemingly inconsstent with the gods
of the Commission’s Order that only projects aready planned for construction would
receive the benefit of the economic incentives and new, necessary projects would not.

Avida suggests that alonger digibility period would be much more effective in
“fogtering the ingtalation of critica transmission investment.” A period of seven (7)
yearsisaredigic timeframe in which transmisson owners who did not dready have
tranamission plans “on the shdf” could plan, congtruct, and place in service facilities that
would have asgnificant impact on dleviating transmisson congrants.

Second, it is not clear from the Order how the transmission owner will redize the
economic benefit. Given the current backlog of rate case filings pending before the
Commission, it does not seem efficient to encourage rate case filings when other methods
are avalable. For example, the Commission could structure the cost recovery asa
surcharge rather than equity return through rates. Such a mechanism would remove the
disncentive of having to file arate case to recover the coss while ill dlowing recovery
inatimely manner. A surcharge would aso avoid aglut of rate case filings submitted to
the Commission. An additiond potentia problem is that the accelerated depreciation and
equity premium may present rate-making difficulties in Sate regulatory commisson
proceedings that may limit the attractiveness of these economic incentives. For example,
accelerated depreciation for rate-making could necessitate the recording of deferras
under generaly accepted accounting principles (GAAP). Under GAAP depreciation is
based on the economic life of an asset. If depreciation is accelerated for rate-making
purposes, under GAAP a deferred asset may need to be recorded. It is Avista' s hope that

* In order to be digible for the incentives, the project must be “in service” by duly 1,
2001 to be afforded areturn on equity of 14.5% and 10-year depreciation; in service by
November 1, 2001 for a 13.5% return and 10-year depreciation; and by November 1,
2002 for a12.5% return and 15-year depreciation. (Order at 6).
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the Commission will work with the state commissions to ensure that these ideas actualy

work as incentives at both the federd and State regulatory level.

B. WSCC Standards
One potentia area that the Commission did not address in its Order but may lead

to Sgnificant increases in available tranamisson capacity is possible changesin WSCC
dandards. Currently, many WSCC reiability planning standards are more stringent than
NERC standards.

The NERC planning standards include an N-1- 1 requirement while WSCC has the
more gringent N-2 criteria. An N-1-1 event isasingle line outage followed by a
subsequent outage (non-simultaneous events). NERC dlows for planned system
adjustments following successive N- 1 eventsincluding load and transfer curtaillments. In
contrast, WSCC requires that common mode failures be treated as Smultaneous events
thus the N-2 nomenclature applies. For example, a230 kV line crossing a115 kV circuit
requires analyss as an N-2 event where both lines are “faulted” smultaneoudy.

However, smultaneous events, though far less likely to occur, have a much more severe
system impact than non-s multaneous events even when separated by only fractions of a
second.

Ancther example is the WSCC requirement for planning and operating
trangmission lines within a common right-of-way corridor. The WSCC requires a
minimum latera distance of one thousand feet separation between pardld linesin order
for outages of both linesto be considered separate events. Such arequirement is not
datidicaly warranted for religbility planning and sgnificantly derates the transmission
system, necessitates additional transmission congtruction, and increases the cost to the
end user.

Changes to the WSCC standards could result in perhaps hundreds of megawatts of
capacity being freed up from exigting facilities. Avista suggests that the Commisson
request utilities in the WSCC to compile alist of suspect stlandards that do not
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sgnificantly affect reliability. If appropriate, the sugpect sandards could be temporarily
suspended and a process initiated to review the standard to determine if the more
gringent sandard is warranted and should be remplemented. In the interim, the new

capacity would be avallable for use to mitigate short-term transmission congraints.

C. Cost Recovery for Benefitsto Third Party Systems

A second area that was not explicitly addressed by the Commission that could
incresse capacity and improve the trangmisson system involves improvements to one
owner’s system that increase capacity on an adjacent system. In some casesit is possble
to reconfigure tranamission facilities (or ingtal remedia action schemes) that, while
creeting some risk to the reconfigured system, also enhances capacity on another system.
The Commission should encourage parties to enter into bilateral negotiations to fecilitate
such transfer of system benefits by providing the proper incentives or market
mechanisms

D. | ssues Related to Hydr oelectric Power

Equipment improvements to increase energy and capacity output generaly
require long lead times. Expeditious treatment of requests for these types of
improvements provide opportunity to address the conditions covered by the Order in the
near future and should be considered as part of any action.

Equipment improvements require long lead times and are probably not viable
options for short-term solutions as envisioned in the Order. However, modifications to
operating congtraints may be implemented in rdlaivey short time frame.

Given the current forecast for ectricity supplies and water conditions for
hydropower operations, Avigta urges the Commission to support curtailment of spill for
fish or other purposesin order to conserve water for power generation. For example,
Avida slicense for its Monroe Street project requires spill for aesthetic purposes only.
Avigta bdieves that such requirements should be suspended or limited given current
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conditions. In thisregard, the Northwest Power Planning Council recently issued a study
recommending significant reduction in spill.> Avista strongly supports the Council’s
recommendation.
V. MOTION TO INTERVENE

The dectric sysems in the Pacific Northwest and Cdifornia are inextricably
intertwined and dependent upon each other. Accordingly, Avisawill be substantialy
affected by any actions taken that affect western power markets and the proposed
formation of regiond transmission organizations in Cdifornia and the Pacific Northwest.
No other party to this proceeding represents the interests of Avista. Therefore, Avidta's
intervention isin the public interest.

V. CONCLUSION
Avista appreciates the opportunity to submit these comments on these important
issues. Avidarespectfully requests that it be allowed to intervene as a party in this
proceeding and that the aforementioned persons be added to the officid servicelis.

DATED this day of March, 2001.

Randal O. Cloward
Director, Transmisson Operations
Avista Corporation

W:\11\150\2319\M\Comments on Order Addressing Western Markets.doc

® Northwest Electricity Marketsin 2001: Status and Proposed Action, Northwest Power
Panning Council (March 26, 2001). The Council’sreport is available on its Web Site at
WWW.Nnwecouncil.org.
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