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I11. Candidate Tasks (Listed in Order of Priority)*

A. Consder Rdationship of and Tensions Between Market-Driven Mechaniam,
Backstop for Load Service, and Allocation of Expansion Cogts and Benefits

Initid discussion to provide context for smal group work on each of the
individuad components, ongoing discussion to coordinate development of
individua components.

B. Backstop for Load Service

Define the scope and application of a backstop for load service, with particular
attention paid to designing a backstop that does not undermine market-driven
expandon mechaniam.

C. Allocation of Expansion Costs and Benefits

Develop an alocation mechanism for expansion projects that assigns cost
responsihilities to track benefits. Stage 1 contemplates that an alocation could
occur when the RTO is exercising the load service backstop and when a
congestion relief project benefits local 1oad and the project’ s Sponsor requests an
dlocation. If alocd project relieves congestion, costs will not be directly
assigned to the parties benefiting from the congestion reief, but the loca 1oad will
receive the FTRs reating to the increased capacity (and, idedlly, the market-
driven expanson mechanism will ensure that these FTRs have value).

See Attachment 2, Summary of reevant provisons of FERC's PIM and NEPOOL
orders regarding planning and alocation of cogts.

D. Market-Driven Expanson Mechanism

Take the genera expansion principles agreed to in Stage 1 and design a market-
driven expang on mechaniam that has a high probability of successin the
Northwest.

| ssues:

a. Providing sufficient incentives for expansion (avoid congestion,
reliably serve load);

b. Addressing impedimentsto expanson (lumpiness, NIMBY, long lead
times, need for regulatory/siting gpprova, uncertainty of cost
recovery, lumpiness, high capital cog, long service lives, exising
beneficiaries of congestion);

! These tasks should be considered within the framework of the Stage 1 Planning and Expansion decisions.



c. Deding with issues pecific to market-driven mechanism (expansion
“freeriders’, current requirement in congestion modd to release FTRs
in preschedule process),

d. Generation of pricing Sgnas (role of RTO v. role of market
participants), and

e. Treatment of non-transmisson dterndtives.

See Attachment 3, Outline Prepared by Stage 1 Smal Group

Identify “experts’ with experience regarding market- driven expansion to
possibly assist the Planning Content Group (coud be someone in another
industry thet involves projects or plants with amilar qudities— e.g., long lead
times, sgnificant codts, lumpiness of invetments.)

Start with Stage 1 proposals. See Attachments 4, 5, and 6 (WTED,
PacifiCorp, and Bonneville proposals).

E. Transmisson Adeguacy Standards

Develop the sandards that RTO West will apply in determining whether to
implement its backstop authority.

F. Criteriato Determine Initia Transfer Capability

Develop the criteriathat will be used to assessa PTO'siinitid transfer cgpahility,
aswel asto determine what level of transfer capability a PTO isrequired to
mantain.

G. Gengd Panning Provisons

Identify other generd planning principles needed to provide a framework for
development of specific processes at alater time.



V. Tentative Work Plan/Schedule

Confirm Which Processes Need to Be Developed
as Part of Stage Two (Appendix, Other)

Criteria Regarding Maintaining Initial Transfer Capability
Finalize Planning Content for Tariff

Define Backstop for Load Service

Develop Transmission Adequacy Standards

Develop Process to Allocate Expansion Benefits/Costs
Finalize Market Driven Expansion Methodology
WIO/WSCC Interface

Finalize Planning Appendix/Provisions

Start Date

1/9/01

1/31/01

1/31/01

1/31/01

1/31/01

1/31/01

1/31/01

1/31/01

4/16/01

Completion
Date

1/30/01

3/29/01
4/1/01
4/16/01
4/16/01
4/30/01
5/15/01
5/15/01

6/1/01



Attachment 1

DESCRIPTION OF RTO WEST PLANNING AND EXPANSION

(Appendix P of 10/23 FERC Filing)

A. Opeationd Planning. RTO West isresponsible for the operationa planning of the

fadilities it controls beginning on its service commencement date.

B. Long-Range Planning. RTO West isresponsible for the long-range planning of the

fadilities thet it controls and will develop a non-discriminatory process that alows for

sgnificant input from al users of the system. RTO West has the discretion to
determine how to fulfill its planning respongbilities. In other words, RTO West will
determine what information it needs from Participating Transmisson Owners
(“PTQO”), what use to make of such input, and whether RTO West or the PTOs (or
some combination thereof) will perform sudies. The PTOs anticipate that RTO

West' s gpproach will evolve over time.

1) Facilities Under the Control of RTO West. RTO Wedt's planning responsibilities
for fadilities under its control include the following:

2)

a)
b)

c)
d)

€)

f)

9

Determining the capability of dl paths (TTC/OTC/ATC) on an on-going and
five-year projected basis

Identifying paths that are experiencing congestion and the current/historical
specifics (price, duration, €tc.)

| dentifying opportunities for improvements (in agenerd way, not through
detailed studies)

Assessing the ability of the facilities controlled by RTO West to ddliver
requested power, without regard to the cost of the power being delivered
(“transmission adequacy”)

Modifying, if appropriate, and enforcing interconnection standards
Providing the information devel oped above to the market, including
communicating opportunities for improvements and offering to facilitate
discussion of whether the opportunities should be acted upon
Coordinating compliance studies and system base cases

PTO Facilities Not Under Control of RTO West. RTO West's only role with

respect to PTO facilities not under its control isto analyze new or modified
facilities to determine their impact on the trandfer cgpability of facilities under
RTO West control and ensure that the project sponsor has appropriately mitigated



any negative impacts. Conversdly, if the new facilities have created transfer
cgpability on facilities under the control of RTO West, the PTO will be given any

corresponding FTRs.
C. Expanson Decisons Regarding Facilities under the Control of RTO West (Who
Decides/Who Pays)
Purpose Decision-Maker/Who Pays
Category | The PTO isobligated (1) to maintain the transfer capability that exists on Day

Maintaining Sufficient Transfer
Capability to Satisfy the Converted
Pre-Existing Contracts and Load
Service Obligations (Including Load
Growth)

Onethat is needed to satisfy converted pre-existing rights or obligations or
(2) to address a degradation of needed transfer capability to the satisfaction of
the right-holders through another approach, including non-transmission
solutions (e.q., buy-back of long-term firm rights).

Exception. When the degradation results from the following causes thereis
not an automatic obligation to maintain transfer capability, and the affected
parties should look to the terms of pre-existing contracts to determine the
appropriate action and, if there is not a contract (or a contract with relevant
provisions), RTO West should facilitate a discussion to determine how the
degradation should be addressed:

*  RAS, toextent it is systemwide RASthat is being provided by RTO
West

*  Something outside of the control of the PTO (for example, (NERC
changing criteria, changing load or generation, line/path derating,
operations of other RTOs)

Backstop. If aPTO failsto maintain transfer capability as required above,
RTO West has the authority to require the PTO to restore the transfer
capability. Alternative dispute resolution (“ADR”) will be available for
parties that disagree with RTO West’ sdecisions. The PTO’s costs for
maintaining transfer capability will be recovered through its Company Rate.

Category ||

Maintaining the Initial Transfer
Capability of the Class A Facilitiesto
the Extent such Transfer Capability
Exists Beyond What is Needed to
Satisfy Category | Rights and
Obligations

(For example, the transfer capability
of apath that does not have FTRs
might be heavily used or will be
needed for future use)

Through its planning process, RTO West will assess the adequacy of the
Class A Facilities and determine, based upon established criteria, whether and
when the transfer capability of existing facilities should be maintained to
serve RTO West’ s on-going commitments (other than FTRsrelating to pre-
existing contracts and load serving obligations). While the general approach
will be to maintain the transfer capability, in some instancesit might be
appropriate to allow degradation. To allow this, prior to RTO West’
formation, criteriawill developed with the goal of ensuring that reasoned and
sound economic decisions are made. (For example, it may be appropriate to
allow degradation on a path that is not heavily used.) If RTO West has
determined that transfer capability should be maintained, aPTO isrequired to
undertake any necessary replacements, reinforcements, or non-transmission
solutions. The costs of such replacements, reinforcements, and non-
transmission solutions will be recovered through the PTO’s Company Rates.




Purpose

Decision-Maker/Who Pays

Category 111

Transmission Adequacy:

Load Service (Including Load Growth)
On All Paths

“ Keeping the Lights On”

Requests for load service will be madeto RTO West. RTO West will analyze
such requests and determine which PTO(s) could be affected by the requests.
RTO West will then forward the request to the appropriate PTO(s), whichis
responsible for ensuring that sufficient facilities are available to provide secure
service. The PTO(s) will determine what action to take pursuant to an open
process that considers non-transmission alternatives. After such planning
process, the PTO(s) will submit its proposed plan to RTO West. In an open
process, RTO West will determine whether the PTO’ s proposed plan provides
transmission adequacy. If it determinesthat it does, the PTO will implement
its plan and the costs of such facilitieswill be recovered in the Company Rate
of those PTOs whose |oad benefits from the expansion.

If multiple PTOs need to be involved in order to meet the load service request,
RTO West should coordinate the PTOs' determination of a plan of service and
their respective obligations within a set timeframe. If the PTOs cannot reach
agreement, RTO West has the authority to decide what should be done and to
allocate the costs of such action to the PTOs.

As part of their responsibilities under this category, PTOs are required to
prepare adequacy assessments and provide them to RTO West. Thisis
required (1) after aservice request has been forwarded to aPTO and (2) on a
periodic basisin the regular course of business. Regional criteriawill be
established for the PTO(s) and RTO West to apply to determine adequacy.

Backstop. If aPTO failsto develop aplan that RTO West determines assures
the transmission adequacy of the Class A Facilities, RTO West hasthe
authority to remedy the problem. First, RTO West will develop, in an open
process, atransmission solution. The PTO will have an opportunity to present
alternatives (including non-transmission solutions) to RTO West’ s proposed
transmission solution. Inthe event that RTO West does not accept any of the
PTO'salternatives, RTO West has the authority to fix the transmission
deficiency by causing the construction of necessary transmission facilities.
(RTO West cannot cause generation to be built.) ADR will be available for
parties that disagree with RTO West's decisions. The costs of such facilities
will be recovered through the Company Rates of those PTOs whose loads
benefit.




Purpose

Decision-Maker/Who Pays

Category 1V

Congestion Relief/
Market-Driven Mechanism

Transmission project sponsor makes decision and bears the costs of
transmission expansion for rights obtained. (Transmission project sponsor
could be PTO, load serving entity, or other market participant)

The specifics of the market-driven mechanism need to be devel oped.

Such details should ensure that the market-driven mechanism has the
highest probability of success. A number of proposals have been

devel oped that attempt to treat transmission like generation. For example,
one proposal creates value by allowing atransmission project sponsor to
withhold the FTRs for atime, another suggests that a reserve price should
be set for the auction of those FTRs.

Other proposals address:

How to handle a situation where a state regulatory body requires that
acongestion relief project be expanded “for the public good” (RTO
West would set areserve price for the “extra” FTRs created from the
expansion of the original proposal);

Specifics of soliciting interested sponsors;

What to do when too many transmission project sponsors come
forward; and

How to handle competing project proposals.

D. Allocation of Benefits and Cods. At the request of a Category |, 11, or Il project

gponsor, RTO West will determine the benefits of the project and proportiondly
alocate its costs to the Company Rete of the PTO(s) of the benefiting loads. (PTOs
will determine how to collect the dlocated costs of such project in their individud
rate proceedings.) The PTOswill develop objective criteriafor RTO West to apply
and the other details of the alocation process prior to RTO West's formation. A
Category IV project sponsor can ask RTO West for an alocation to load that receives
ardiability benefit; however, RTO West will not dlocate cogts to parties that benefit
from congestion rdlief. In dl of the above cases, if additiond transfer capability is
added that results in the creation of Firm Transmisson Rights (“FTR”), the parties
that paid for the additional transfer capability will receive the corresponding FTRs.
This should provide incentives for both transmisson and non-transmission solutions.
Challengesto RTO West' s dllocation can be raised in RTO West ADR.

E. Andyzing Impacts of Interconnections. RTO West will perform system impact

studies to analyze proposed interconnections of new transmission facilities, new
generaion and new load and will determine what action is gppropriate, if any, to
mitigate negative impacts on the operationd transfer capabiility of dl ClassA
Facilities. If transfer cgpabiility is added and FTRs result, the party interconnecting

will receive such FTRs.




F. Further Development of Planning and Expansion Specifics. After formation, RTO
We4t, in consultation with the PTOs, will develop its generd planning process. The
following will be developed before RTO West'sformation: (1) criteriato be applied
by RTO West in determining the level of transfer capatiility that should be maintained
from exigting facilities, (2) transmisson adequacy sandards, (3) further definition of
the market-driven mechanism, (4) the dlocation procedure, including objective
criteria, (5) interconnection standards, and (6) the details of the
relationship/participation of RTO West with gppropriate interconnection-wide and
regiond reliability organizations.




Attachment 2

NEPOOL Planning Highlights— FERC?

Planning | ssues

Issue 1:

Issue 2:

Issue 3:

The need for the ISO to develop asingle regiond plan in which parties may
request expansons in response to market sgnals.

The role of the transmission owners in deciding what projects should be
induded in the Plan and who should be responsible for the construction.

How cogts for various types of upgrades should be alocated.

Commission Response

Issue 1

Single Regiona Plan

a)

b)

d)

€)

|sue2:

a)

Accept the ISO's proposd for regiond transmission planning, with modifications.
In generd, we find regiond planning desirable, and have authorized regiona
planning for the PIM 1S0.

Regiond planning does not preclude others from congtructing merchant
transmisson facilities.

Regiond planning and expansion is one of the key RTO functions we identified in
the RTO order.

RTO has ultimate responshility for transmisson planning and expansion that will
enableit to provide efficient, reliable and non-discriminatory service and
coordinate such efforts with appropriate authorities.

Although we recognize the importance of individua parties expanding capacity at
their expense in response to market sgnals and receiving corresponding
incrementa congestion rights, regiona planning promotes efficient grid
expansons. Because of network externdities, private decisions to expand
transmisson capacity may create grid-wide benefits that the party bearing the
cogs may not fully capture. Thus, reliance solely on private decisions may result
in less than optima expansons of transmisson capacity.

Role of Transmisson Ownersin the Planning and Expansion Process

We direct the ISO to revise its proposa to eiminate any decisiond role
transmission owners may have in the current Plan. We note that the PIM 1SO

2 Thiswas prepared by Chris Reese (Puget) and represents his understanding of the relevant FERC orders.
Chrisisnot alawyer and thisis not intended to be alegal interpretation of those orders.
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aone has the authority to develop the transmission expansion plan. Although the
PIM SO can consult with dl parties, it done proposes the plan which the Board
approves before implementation. We point to PIM's plan as one which satisfies
our concerns that transmission owners not be in a pogtion to unduly influence the
projects included or how the projects are ranked or classfied. We share the
concern that the role of transmission ownersin the planning process may give
them the incentive and ability to bias the Plan in favor of their competitive
interests. The ISO's promise that procedures and mechanisms will be devel oped
and implemented to protect againgt transmission owner partiesinfluence is not
sufficient.

b) We aso agree with Transenergie that al projectsin the Plan should be built
following a compstitive solicitation. We aso conclude that third parties should be
alowed to build merchant transmission facilities outside the context of the plan,
subject to 1SO review.

Issue 3: How costs for various types of upgrades should be allocated

a) Wedirect the ISO to reviseits proposa to remove the distinction between
economic and reliability upgrades in assgning costs, and adopt the framework
accepted for PIM, i.e,, directly assign cogts where there is agreement among the
participants, and develop objective, non-discriminatory guiddines to dlocate
costs where participants are unable to agree on the alocation of costs.

b) Our generd principle isto assgn cods of various upgrades to those who benefit
to the extent that they can be identified, regardless of how the upgradeis
classfied. Parties who bear the costs of such upgrades should aso receive any
asociated incremental congestion rights.

c) PIM'sdefault cost alocation for expansions when parties do not agree gives
objective, non-discriminatory criteriato be applied to al such projects. It
effectively assgns codsts directly to those entities that have agreed to bear dl or a
portion of the costs and then alocates remaining costs amnong transmisson
owners in accordance with specific guideines

d) Findly, wewill not at thistime alow the ISO to recover costs associated with two

proposed types of syster modifications and upgrades. additional transfer
capability that may be economicdly justified without necessarily identifying
gpecific projects, and other potential economic solutions to transmission
congestion.

PIM Panning Highlights
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Schedule 6 of the PIM Operating Agreement sets out the protocol for regiond
trangmission expansion planning. It generdly adopts the NERC and MAAC criteria,
obligates the RTOs to supply staff, data and systems to support aregiona andys's, and
provides for the participation of dl interested parties, including regulatory agencies and
consumer advocates in affected states, aswell as coordination with neighboring control
areas. Theregiona transmission expanson plan will include a recommendetion for cost
responsibility; however, under Schedule 6, section 1.6, if the RTOs cannot unanimoudy
agree, cost respongbility will be dlocated to those entities who have indicated a
willingness to bear some or al the costs and among the RTOs as follows: (1) 500 kV
facilities will be dlocated on the basis of the percentage of PIM load in eech RTO's
sarvice areg; (2) 230 kV or 345 kV facilities will be dlocated half on the basis of the
percentage of PIM load in each RTO's service area and hdf to the RTO(s) where the
expansion islocated; and (3) facilities below 230 kV will be dlocated to the RTO(S)
where the expansion is located.

Commission Response

Wefind that the regiond transmisson expangion plan is reasonable. It provides for
regiond planning with the input of dl affected parties, obligates the RTOs to congtruct
necessary facilities, and establishes a cost sharing mechanism. We will not adopt Old
Dominion's proposed modification to the cost sharing approach for transmission
expangons. The transmisson expanson plan will propose a specific cogt dlocation, and
the parties will only turn to this alocation as a default mechanism. For that purposs, it
reflects a reasonable compromise.

12



Attachment 3

Outline Regarding Market Driven Expansion
Mechanism Prepared by Stage 1 Small Group

Incentives for expanson
Avoiding congestion management (CM) codts (i.e., curtailment, inability to
schedule, buying redispatch)
Providing rdliable service to loads
Impediments to expansion
Nature of transmission investments
NIMBY
Long lead times
Need for regulatory/siting approval
Uncertainty of cost recovery
Lumpiness
High capita cost
Long servicelives
Exiging bendficiaries
Loads on the “good” side of congestion
Generators on “bad” side of congestion
Expansion “freeriders’
Requirement to rdease unused Firm Transmisson Rights (FTRS) in
preschedul e process compounds the “lumpiness’ problem — parties wait
for others to fund expansion and pick up low cost FTRs at the last
minute knowing they will be available
Increased capability on other flowgates that is not identified
Improved rdiability within local load areas
Loss reduction
Increased flexibility and security
How are pricing Sgnds generated?
RTO collects and disseminates data on historica CM costs
RTO managed process readily tracked
Who tracksintra- and inter- Scheduling Coordinator dedls?
Projecting future CM costs
Responsibility of market participants or
RTO function?
Process to advance candidate expansions — see Planning WG modds
Potential Funding Mechanisms
Market participants make investments in exchange for therights to FTR auction
revenues or to use the FTR, i.e., market participants fund expansion to avoid
congestion charges or unrdiability
RTO decides on expansion and assigns cogts to particular beneficiaries or rolls
costs into access charge
Combination of above
Other?

13



How should non-transmission approaches (generation siting, DSM, DG, €tc.) be treated?
I ndependent decisions by market participants, i.e., market participants make
decisons to avoid congestion costs.

Tied to gpproaches to funding transmisson expansion, e.g., fund with FTR
auction proceeds, RTO funds and assigns to beneficiaries.

14



Attachment 4

WTED Stage 1 Proposal Regarding Mar ket

Strawman Market Mechanism for Flowgate Expansion
Arne Olson, Washington Office of Trade and Economic Development

Mogt participants in the RTO West process seem to favor some sort of market mechanism
for expanding transfer capability for economy trades, i.e,, to relieve congestion across
designated flowgates. Since the competing approachesto reducing parties exposure to
congestion cogts include primarily merchant generation and competitively-supplied load
management, market-financed expansion of grid capacity offers the most consstent and
competitively-neutral approach. However, a number of potentia problems have been
identified with this approach, including:

Thediver se beneficiaries problem. Expanding flowgate capacity benefits a diverse
array of market participants. Moreover, once aproject iscompleted, it isdifficult to
keep non-participants in the project from enjoying the same benefits as participants.
Asareault, it may prove difficult to assemble a broad enough codition of
beneficiaries into an economic unit for efficient and timdy investment decisons.

This could result in inefficient expansion decisonsif non-transmisson solutions are
favored because it is easier to recover costs from non-participants, or if transmisson
solutions are delayed because of problems convincing enough potentid beneficiaries
to pitch in.

The" lumpiness' problem. Itisgenerdly not cogt-effectiveto build incrementd
amounts of transmisson capacity. An efficient long-term solution might involve
building much more capacity than is needed in the short term, or than is needed by
any one participant in the project.

The transmission exter nalities problem. Because of the interconnected nature of
the transmission grid, interconnecting anew facility will have impacts on how

exigting facilities can be operated. This could lead to higher operating costs for the
RTO or other market participants. Conversdly, the new facility could have system
benefits such as reducing losses, reducing need for reactive power, or enhanced
religbility of local load service.

Theinadequate information problem. Partiesthat wish to expand flowgate
capacity may not have access to the operationa data needed to know the full costs of
aproject, snce they will not be transmission operators.

Following is aproposal which seeks to provide a market-based mechanism for expanding
flowgeate capacity, while addressing the concerns listed above. Rather than an RTO
“backstop” which may keep a market approach from ever getting off the ground, it
proposes targeted RTO participation to address specific problems that parties have
identified. The proposd isbroadly smilar to the Pacificorp proposd, with some

15



additional detail appropriate to the physical and hybrid-physica rights modds currently

being pursued by the congestion management work group.

Prior to congtruction

1. Market participants propose new transmission facilities by bringing a project
prospectus to the RTO.

2. RTO planning gaff undertake a system study, focusing primarily on any externd
impacts that might result from the project, but also identifying any other, non
transmission solutions that may be more cost-effective from a societd point- of-view.
The RTO will make these sudies available to the public and to Sate Sting agencies,
but will not require that sponsors pursue any particular project.

3. If the RTO determines that the project offers system-wide benefits that won't be
captured by individud beneficiaries, it estimates those benefits and offers an
appropriate contribution to the financing of the project, to be recovered from grid-
wide RTO operating costs. The RTO will not receive FTRs in exchange for its
contribution.

4. Locd planning areas may aso dect to make a contribution to the project, if they
determine that it offers loca load-service benefits. Locd areas will not receive FTRS,
but ingtead will negotiate specific rights with project sponsors, such astheright to tap
into the project for load service a some point in the future, the right to degrade the
project’ s capacity over time through load-growth, etc. Thiswill alow locd areasto
make an appropriate contribution to the project while preventing them from engaging
in speculation about the value of future FTRs. No assumption is needed about
whether the local planning areas are defined by congestion zones or company rate
boundaries.

5. Because of the change to flow-based scheduling, any new project will have impacts
on rights that parties have resulting from pre-existing obligations or from other
system expansions (new projects will change the matrix of impedance-based flow
digribution factors). The RTO will require the project sponsor to mitigate these
impacts by granting FTRs on the new facility to parties that need them to retain their
exiging rights.

6. If thefadility isfound to have sufficiently mitigeted externa impacts and met any
other legitimate RTO technicd specifications, the RTO will approve the project and
require parties with eminent domain authority to exercise it, if necessary.

After condruction

7. Upon completion of the project, project sponsors will turn the fecility over to the
RTO for operation. In return, the party will receive the right to release FTRs up to
the incremental capacity added to the system.

8. Eachyear, prior to the FTR auction process, the project sponsor will release afixed
amount of FTRs to the market. The sponsor need not release the full amount, but it
cannot release additionad FTRs until the following year’ s auction process. This
process enables the sponsor to collect some portion of its costs from nort partici pants
that now wish to use the new facility. The sponsor will estimate the number of FTRs
that will dlow it to maximize its FTR revenue (or equivaently, the vaue of its
congestion relief benefit) from the project in any given year. Requiring them to
release the entire incrementd capacity as FTRs would flood the market, driving the




vaue of the FTRsto zero and making it impossible to recover any costs from non
participants.

9. The sponsor is not dlowed to release additiona FTRs until the following year's
auction process. Other market participants would find it impossible to estimate the
vaue of FTRsin the auction and secondary marketsiif they did not know how many
FTRswere available.

10. Because FTRswill only be available up to the amount released, no party, including
the project sponsor, will be able to schedule on the incrementd capacity beyond that
level. For example, suppose aproject adds 500 MW of capacity to aflowgate with
1000 MW of exigting capacity. If inyear 1 the project sponsor releases 200 MW of
FTRs, the RTO will operate the flowgate asif it had aTTC of 1200 MW.

11. The RTO must adhere to the 1200 MW TTC in operating the balancing energy
market as well asin the scheduling process. Not doing so would creste a disconnect
between the scheduling model and the operationa modd, with resultant gaming
opportunities, and would negate the sponsor’ s decision to release only afixed number
of FTRsfor that year.

12. However, the RTO may call on the incrementa capacity during emergency
operations, at a price negotiated with the project sponsor.

13. Inyear 2, prior to the auction process the sponsor re-evauates the market and decides
how many FTRsto reease. If it now decidesto release only 100 MW, the RTO will
operate the flowgate in the coming year asif it had a capacity of 1100 MW.

14. The RTO may require the project sponsor to make available alarger amount of FTRs
if it determines that the sponsor has market power. Since the project was built asa
ubtitute for generation or dispatchable load, thiswould require the RTO to find that
the project sponsor has market power in the generation market in the zone
downsiream of the flowgate.

This proposa addresses the diverse beneficiary problem by providing amechanism
through which the project sponsor can extract payment from non-participants. It
addresses the externdlities problem by providing for RTO participation, if appropriate,
and mitigation of adverseimpacts. It addresses the information problem by requiring the
RTO to conduct studies and make the results available to market participants, the public
and date Sting authorities. 1t does not fully address the lumpiness problem, because the
entire incrementa capacity must be paid for up front, even if it is only released to the
market in increments.



Attachment 5

PacifiCorp’s Stage 1 Proposal Regarding Market Expansion
of Transmission Capacity to Relieve Congestion

Aress of Apparent Consensus Rdated to Transmission Expansion

Most members of the congestion management workgroup apparently agree on
certain desirable components of any plan to ded with congestion management /
transmission expansion. These components include:

1 All current embedded transmission cogts are by definition not incrementa and
should be charged to load rather than to incrementa wheding transactions.

2. The cogt of transmisson system expansion for reliability purposes or to meet
growing loca growth requirements generally should be spread to loads.

3. The cost of congestion, aswell asthe cost of transmisson system expangon
needed to relieve current or future congestion, should be paid by generation owners or
marketers wanting the benefits of congestion rdief and not holding firm transmission
rights ("FTRS").

4, Transmisson congestion relief and expansion of transmission capacity should be
handled by market mechanisms to the extent possible. Such market mechanisms should
be designed to produce the lowest cost solutions, whether such solutions are new
transmission facilities, remedid action schemes, load interruptability, location decisons
for new generation facilities or otherwise.

. The Free Rider Dilemma

In IndeGO, the participants envisoned transmission capacity expanson abetted
by the RTO, with the RTO entering Transmisson Control Agreements with entities that
were prepared to congtruct the lowest-cost (and a cost- effective) solution to trangmisson
congestion. The RTO would not pay money to the transmission owner, as there would be
no means for the RTO to assure collection of such moneys except over loads. Insteed,
the RTO would issue FTRs to the entities that created the additiond expansion, which
such entities then could re-market.

The IndeGO solution seems unworkable. Transmisson expansion by its natureis
"lumpy." Thus, an entity cannot readily create only the amount of expansion it needs
(and the entity may only need such expangion for asmdl portion of the life of the new
fadility in any event). In the meantime, by creating substantia incrementa transmisson
capacity, the entity will have reduced or diminated the cost of transmission congestion,
and thus will have caused the FTRs granted to it by IndeGO to have areduced vaue or
no vaue. The expected results will be: (@) an unwillingness of any entity to be the party
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to finance transmission expangon, because dl other entities then can be "free riders’ on
such capacity and (b) an unwillingnessin any event to congruct optimaly-sized
trangmisson fadilities, if the optimum size exceeds the specific requirements of the
condructing entity.

Thisfree-rider problem must be resolved if a market-based solution to
transmisson congestion is to be implemented.

[1. Proposed Solution -- Use the Competitive Market Instead of Central Planning.

The problem with the IndeGO solution isthat it at heart is not a competitive
market solution.

The recommended solution isto treat transmission expangon as a congestion
relief mechanism in the same manner as competing dternatives, such as generation
redispatch, load interruption and remedid action schemes, in the following manner:

1 The RTO will plan only for reigbility purposes and will make public al
transmission expanson as planned for religbility. Rdiability expanson of
transmission facilitieswill, as currently envisoned, be paid for by load. Tothe
extent that tranamission expangon required for reliability purposes also reduces
congestion, such reduction is afree good that is the byproduct of the rdigbility
need of loads.

2. The RTOwill not plan for or arrange for pecific transmission congestion
relief solutions. Market playerswill be soldly responsible for such solutions and
asindicated below, will compete for the least-cost solutions.

3. Any entity that can obtain required permits may construct new
transmission facilities beyond those transmission facilities planned for reiability
purposes. If that entity is not a current trangmission owner, the RTO may stepin
as needed to require interconnection of the new transmission facilities. Any entity
aso may pursue any transmission congestion relief measure that does not require
the congruction of transmisson facilities

4. The RTO will (a) certify the additiona capability of the transmisson
expangon solution and (b) will operate the additiona capability for reliability
purposes only.

5. The RTO may not, however, consider the new capabiility as available to
the RTO for rdieving congestion. The owners of the new capability will be
entitled to bid (or not bid) the new capability in competition with redispatch and
al other options available for congestion relief. The owners may auction long-
termrightsto al or part of the capability of the new facilities. The owners may
use the new capability and thus sdf-supply their own congestion relief. 1n other



words, the owners of the new facilitieswill be treated the same as any other
provider of congestion relief.

6. Absent authorization by the owner of a merchant line, the RTO may not
(except for red time emergency rdief purposes) assume for scheduling purposes a
capability of such merchant line grester that the megawatts of any bid accepted by
the RTO from the owner of such merchant line. Therefore, for example, if
generator displacement is the winning bid, the generator will actually be obligated
to engage in the displacement asbid. Of course, under such rules, the generator
and the merchant line owner dmogt certainly would make bilaterd arrangements
to subgtitute available merchant line capacity for the generation displacement, for
an agreed bilaterd compensation.

7. The owner of the merchant line may aso file with the FERC arate for any
use of such line for red time emergency relief by the RTO.
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Attachment 6

Bonneville's Stage 1 Proposal Regarding
Long-Term Flowgate Congestion M anagement

| ssue

Some parties advocate a pure market-based approach for rdieving flowgate congestion.

Market participants would make investments in exchange for the rightsto FTR auction
revenues or to usethe FTRS, i.e., they fund expansion to avoid congestion charges
or unrdigbility.

Problem

There are severd impediments to a pure market-based approach, as discussed inan
earlier paper, which may lead to market falure and cost- effective solutions not being
implemented. Key among them are;

| nadequate information available to market participants
System benefits of reinforcements (e.g. loss reduction)
Lumpiness of transmission investments (e.g. preserving ROWs for long-term needs)

Objectives

Rely on the market wherever feasble
Build asalast resort — avoid stranded investments
Address market failures

Proposal

There should be an RTO backstop.  Three steps are proposed. We could choose to
implement one or more of the steps.

1. When market participants believe that there is aneed to relieve congestion on a
flowgate(s), but nobody has stepped in to propose afix, the participants can request
that the RTO Planning group undertake a study that examines expected future
congestion costs and dternative codt- effective solutions. Nor+transmisson
dternatives including DSM, DG and generation Siting should congdered. The RTO
would also assess system benefits derived from thefix. A portion of the investment
may be ascribed to system benefits, and the carrying costs recovered from access
charges. The RTO would then invite parties to fund one of the studied solutions or
dterndives in exchange for recaiving FTR auction revenues or use of the FTRs.
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2. If nobody steps forward to sponsor the fix(es), then the RTO could seek funding if
there are sufficient parties willing to commit to long-term FTRs on the affected
flowgate(s) at a price which covers the project costs.

3. Since congestion cogis are likely to incresse over time, afix that is cost-effective over
its life may not be fully subscribed in year one. If a pre-set threshold for participation
isreached, the RTO could purchase any remaining FTRs and recover those costs as a
surcharge on flowgate(s) users. The remaining FTRswill be rdleased in future years
through the auction. 1n essence the RTO is funding speedup of alumpy project.

22



