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BPA, with eight other Northwest utilities
, are scheduled to file with FERC in March major portions of the RTO West proposal (the “Stage 2” filing).

What the Filing Asks of FERC

The Stage 2 filing asks FERC for a declaratory order finding that the RTO West proposal satisfies the minimum characteristics and functions of a regional transmission organization (RTO) per FERC’s Order 2000, pending subsequent filings refining RTO West concepts and on generation and load integration, RTO tariff, liability, and other proposals.  See attachment for filing contents.

What Are Our Options for Participation?
Two years ago, BPA explored three options:

(1) divest and sell the federal transmission system to RTO West;

(2) essentially turn over day-to-day control of the federal transmission system to RTO West pursuant to oversight standards set out in the DOE General Counsel February 1998 memo;

(3) create a seams arrangement among the NW transmission owners instead of a NW RTO.

How We Are Evaluating Participation
BPA believes that RTO West has the potential to produce societal benefits and has a reasonable chance of causing no increased risk to taxpayers.  BPA participation in the March filing would not represent a final decision.  The final decision to participate in RTO West should be based on a number of factors taken as a whole, including:

· BPA’s Principles for RTO participation;

· a quantitative and qualitative costs and benefits analysis;

· FERC’s approval of the filing utilities proposals; and

· guidance from the Department and Congress.

BPA anticipates that the timing for a final call on RTO participation is late 2004 or 2005.

Benefits of the RTO West Proposal (Quantitative)

Lower generation costs ($220 million);

Lower congestion and congestion cost due to region-wide congestion management (about $180 million);

More efficient operation of the transmission grid, including single control area operation;

Elimination of pancaked rates which reduces the cost to use the system that would otherwise make some transactions non-economic;

Increased available transmission capacity;

RTO West would eliminate the scheduling limit currently placed on all internal contract paths and be constrained only by physical capability of the path.

Benefits (Qualitative)

Maintaining and enhancing reliability of the NW transmission grid:

· help prevent cascading outages (sudden, widespread blackouts);

· allow the system to be put back together more quickly after outages;

· allow recognition of weaknesses and problems on the overall system by virtue of a single control area operator – the RTO can plan appropriate improvements as a result.

Better regional transmission planning, including consideration of non-transmission alternatives and a backstop for planning decisions.

Efficient maintenance and outage scheduling.

Potential Drawbacks (Quantitative)
Increased transmission costs, including start-up costs and RTO West operations charges.  TCA estimated start-up costs to be $120-145 million based on a benchmark review.

Costs and disruption associated with industry reorganization.

Increased complexity of power system operations and complex business operations.

Congestion management mechanism causes increased price volatility for transmission.

Potential Drawbacks (Qualitative)

Costs to cover financial risks.

Increase in arbitrations to resolve disputes.

Potential for gaming with market-based congestion pricing.

Cyber security concerns impacting reliability  may increase with a single control area operator.

Potential additional tax exposure.

Potential additional Liability (tort).

Key Areas of Uncertainty Which May Result in Benefits or Drawbacks

Viability of market-driven congestion management model.

· The proposal is untested, and it is unclear whether increased market efficiency will be offset by costs to manage price spikes and complexity.

RTO West board is independent of transmission owners and other market participants.

Financial sustainability of RTO West.

Responding to market power abuse.

Once created, it will be difficult to withdraw from RTO West.

BPA Issues

The following issues do not have to be addressed prior to the March filing, but will be addressed prior to any decision to execute a TOA.

Will transmission owners be able to extract the value of cost-based federal power through transmission pricing?

Determining the costs and benefits that BPA customers perceive.

BPA’s capital needs are not expected to change as ownership of the facilities does not change under the RTO West proposal.

Defining the organizational structure of the BPA SC function.

Determining the impact of increased arbitrations.

Assessing Canadian participation in RTO West.

Determining BPA staffing needs.

Assessing potential impact of a Market Monitoring Unit.

Establishing sufficient tools to manage tort, contract, and commercial liability.

Ensuring that all facilities necessary for transmission adequacy and wholesale transaction (under which BPA provides service to its customers) are included in RTO West is a critical issue for BPA customers who otherwise may receive inferior service compared to what they get today.

What Are Future Steps After the Stage 2 Filing

Certain Filing Utilities will need approvals from their boards and respective state commissions.

Certain Filing Utilities also are required to make section 203 and 205 filings with FERC.

The Administrator will need to conclude the NEPA review and conduct a Northwest Power Act section 7(i) rate process on the RTO West rate methodology.

� The “Filing Utilities” are Avista Corporation, Bonneville Power Administration, Idaho Power Company, the Montana Power Company, Nevada Power Company, PacifiCorp, Portland General Electric Company, Puget Sound Energy, Inc., and Sierra Pacific Power Company.
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