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My nameisLon L. Peters. | am a consulting economist located in Portland,
Oregon. Today, | am appearing on behdf of acodition of publidy-owned utilitiesin the
date of Washington, ranging in size from Sesttle City Light with 350,000 customersto
Wahkiakum County PUD with 2,000 customers.? These utilities have worked together to
gponsor this testimony.

BPA Should Not Join RTO West

These long-time participants in regiond energy markets have come to the
concluson that the Bonneville Power Adminigtration should not join a Regiona
Transmisson Organization (RTO). There are severd reasons for this conclusion, which |
will explain further below.

1. Theegtablishment of RTO West will create crippling amounts of uncertainty for
severa years, and risk the successes of the region’ s power indudtry.

2. Thecostsof RTO West are dmost certain to outweigh the benefits to the region,
when both are properly and completely calculated.

3. RTO West will spawn tremendous amounts of controversy in the region, a atime
when we can least afford to waste efforts on such unproductive debates.

4. After the spillover from Cdifornid s falled experiment in 2001, the Northwest cannot
risk another economic shock to its eectricity infrastructure, which is likely with yet
another experiment in regulatory reform.

5. BPA and Northwest investor-owned utilities (I0Us) have not provided a
demondtration that Northwest consumers or the Northwest economy will be better off
due to the proposed RTO West.

6. The Northwest power industry aready meets the broad objectives of nationa energy
policy, incduding non-discriminatory transmission access.

7. Thecritical issuesinvolved in the establishment of an RTO have been debated for
yearsin the region, without any consensus emerging on solutions. Cregting an RTO

1 Northwest Economi ¢ Research, Inc., Portland, Oregon (Ipeters@pacifier.com).
2 A complete listing of the 23 members of the Washington Public Utility Districts Association is attached to
this testimony.
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will not make these issues any easier to address, but will create Sgnificant risksif the
solutions chosen by the RTO fall.

8. Findly, thelightswill not go out just because we don’'t have an RTO. Exiging
ingitutions can address problems as they arise, in a much more cost-effective and less
risky manner.

RTO West Will Create Uncertainty and Increase Risk

Asthe Filing Utilities have struggled to find consensus within their group, the
proposa for RTO West has become more and more complex, as exceptions and specia
rules are offered, and constantly revised, to address potential cost- shifts and other equity
concerns. As much of this complexity is gill conceptua, and thus even harder to
understand, the details will beleft to an unformed and unknown ingtitution to decide at
some later date. We smply don't know if any current transmission contract rights and
cash-flows will be protected or ensured in the shift to the proposed RTO West system.
Any assurancesin these areas are entirely unreliable, given both the complexity of the
dructure and the risk that FERC will require a never-ending series of changes. We do
know that RTO West will open the door to huge amounts of regulatory risk, caused by
congtant changes in the rules of the game and the likelihood of repeated interventions by
FERC. We have good reason to believe that significant portions of the current pricing
proposa will be rgected by FERC, or will not work as intended, and will cause massive
cost shifts and more controversy asthe pricing modd is rebuilt, perhaps over and over.
We do know that the Filing Utilities are dready condtructing “re-openers’ on the
congestion management proposa that will undermine whet fragile compromises are
promised and open the door to more uncertainty and controversy. We do know that
amilar inditutions tend to have sSgnificant cost overruns and little, if any, accountability
to the consumers who are ultimatdly paying the bills.

In addition, RTO West islikely to reduce, not enhance, rdiability. A report from
BPA’s own consultant (Schweitzer Engineering Labs) states that “it could be along time
before RTOs, utilities, invesment andydts, advisors, and FERC get everything figured
out to the point where investors are again comfortable buying stock in utility transmission
assets.” Of the 48 likely impacts of an RTO on rdligbility andyzed by Schweitzer, an
RTO wasfound likely to reduce rdiability in 36 cases and have no effect in seven more.
Infact, RTOs get the worst scores in those areas where RTO proponents are often most
vocd: building new transmission cgpacity and enhancing grid security. Furthermore,
consolidation of control areas under an RTO would make it eedier for asingle
catagtrophic failure to bring down the entire system, unlike today, where multiple control
aress provide security and protection against such widespread failures because the control
area operators watch out for each other.

Uncertainty and risk will not support needed investmentsin transmisson
infragtructure; investors do not like regulatory uncertainty, and higher priceswill be paid
by consumers to compensate for these new risks.

3 « Assessing the Reliability Impact of a Regional Transmission Organization (RTO)”, February 22, 2002,
page 5.
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The Costs of RTO West Will Exceed the Benefits to the Northwest

Based on the information we have today, the cost-benefit ratio of RTO West for
the region is amogt certain to be negative, and perhaps astoundingly so: the coststo
Northwest consumers will exceed the benefits. Instead, RTO West will most likely
create both a small number of winners and alarge number of losers, which will spark
enduring and significant controversies.

The total estimated costs of setting up and operating RTO West are not yet
available, but we have good reason to believe that whatever estimates are offered will be
far too low. Already, the benchmarking andysis conducted by the consultantsto RTO
West suggests that the annua costs of RTO West (between $125 million and $145
million) are likely to be dmost twice as high as previoudy thought. Remember what was
promised in Cdiforniac regulatory reform would sgnificantly lower energy cods. In
contrast, the surcharge aone on Cdifornia customers due to the 1SO now exceedsin
some cases thelr payments for transmission service before the 1SO was formed, and
energy cogts in Cdifornia have skyrocketed beyond anyone s imagination. We should be
extremely cautious about a Northwest experiment that runs exactly the samerisks.

On the other hand, the promised benefits are largely illusory, or will flow
primarily to interests outside the region. The analysis by consultants hired by RTO West
suggests about $350 million in “benefits’ to the Northwest. This sum is composed of
about $250 million in “avoided congestion costs’ and about $100 million in higher
profits earned by owners of therma generation plants in the region because they are
shipping more energy out of the region. Thefirg dleged benefit is smply a sham:
consumers in the Northwest do not currently pay for transmission congestion in the
amounts and methods estimated by the computer models, and so will not avoid these
costsjust because RTO West isformed. Even if consumers did pay the costs estimated
by the computer, they would aso receive rebates in equa amounts, because of the way
power rates are normdly set. Any reduction in these “congestion payments’ dueto RTO
West would be completely offset by an equa reduction in the rebates, so consumers
would be no better off in the end. The second aleged benefit will only redound to
Northwest resdents to the extent that they own the therma generation unitsthet are
pumping more energy out of theregion. To the extent that those plants are owned by
individuals outside the Northwest, some (perhaps much) of the $100 million in higher
profitswill “lesk out” of the region. Meanwhile, Northwest citizens will enjoy the
regiond and loca environmenta impacts of the extra therma generation, 40 percent of
which will apparently be coal-fired.*

Another mgor shortcoming in the cost- benefit andyssisthat it does not address
the risks of market power. Consumersin the Northwest will spend the next severd years

* See“Final Report Presented to RTO West Filing Utilities- RTO West Benefit/Cost Study”, March 5,
2002, TABORS CARAMANIS & ASSOCIATES, Table 6, p. 20. We have asked for the datato help
identify who ownsthe thermal generation in the Northwest that islikely to be exported to Californiaand
Canada.
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paying for the spillover of the cogts of the Cdlifornia experiment, at least part of which
involved the exercise of market power. It is hard to conceive of pricesin the Northwest
fdling much from current levels; it is quite easy to bdieve that prices could spike agan
asthey did in 2000 and 2001, taking huge amounts of income and wedlth out of
consumers pockets. The proposals from RTO West to date have amost completely
ignored the potentid for the exercise of market power, especidly in the area of
congestion management. The formation of a*“market monitor” will not be of much help,
given the likelihood of along lag between detection and consequence. Indeed, the need
for a congestion management system and market monitors only reinforces our concern
that the RTO' s decisonswill not avert energy and transmission shortages, and that prices
will spike once again.

RTO Wes Will Spawn Endless Waves of Controversy

Despite the description of the RTO West process as “collaborative’, the redity
has been somewhat different, which does not bode well for the future. Lagt fdl, the
Filing Utilities decided that they were unable to gain consensus with other regiona
stakeholders on the resolution of the difficult issues, so they retreated, in some casesto
locations outside the Northwest, to set up their own “collaborative’. Theresult isa
package of proposals that masks disagreements within the Filing Utility community: the
RTO West white papers only become shorter and vaguer, the more effort is put into them.
Thisistruly an example of “lessismore’: less collaboration, less certainty and less
agreement up front, but more RTO autonomy, more uncertainty, and more controversy
later on.

Thereisno dear base of support within the region for RTOsin generd: opinions
range from “FERC is making us do this’, through lukewarm support combined with
attempts to erect barriers against the costs and risks, to outright opposition. Even
independent power suppliers have expressed concerns with significant parts of the current
package. If RTO West is not responsive to Northwest interests, but merely a step toward
awest-wide RTO, the controversies can only spread over time.

We urge you to look at the actions of the participantsin this exercise, and not just
to the promises on paper. If the Filing Utilities think thisis such agood idea, why have
they given themsdves theright to retain existing contracts and convert to RTO service on
a contract-by-contract bass? Why are BPA’s customers pressing for afull ten-year
“company rate period”? Could it be that they are (reasonably) concerned about costs
being shifted to them? Why are BPA' s utility customers signing up for 30 year
transmission contracts, unless they believe that such contracts will provide protections
agang the RTO? Why have many of these customers pressed BPA to provide
Scheduling Coordinator services that save them the trouble of doing business with RTO
West? These are not ringing endorsements of an RTO, but clear attempts to avoid the
ggnificant downsde risks. When these attemptsfail, for example because the protection
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of pre-existing contract rights turns out to be another shan™ or because FERC insists on

changes, it iseasy to imagine al of the parties flying back to Washington, D.C. to get

Congressiona attention, as happened in the West Coast energy criss of 2000-01.
Exiging Inditutions Provide a Better Alterndive than RTO West

Instead of a untested, expensive, risky, and disruptive RTO, indtitutions already
exig to address the problems that inevitably arise in an interconnected power system.
For example,

NERC, the WSCC, control area operators and, more recently, the Pacific Northwest
Security Coordinator have successfully addressed riability issues through difficult
events over the years;

Congress could authorize funding for new transmission congruction (e.g., additiond
BPA borrowing authority or afedera loan program), organized by exigting systems
of coordinated planning;

business can be conducted under opentaccess tariffs that evolve to meet new needs;
existing web-based computer systems can continue to reduce transactions costs, while
meseting Security needs,

retail access programs (e.g., in Oregon) effectively send wholesale price signals
directly to those individua end-users who seek out this option, without interference
from exidting transmisson inditutions, and

business practices (e.g., interconnection rules and scheduling provisions) can continue
to evolve toward greater standardization.

As asmple comparison, the current estimate of RTO West costs ($125-145 miillion per
year) would be more than enough to amortize a billion dollars of new investmentsin
transmisson infrastructure. In mogt if not al cases, the claimed benefits of RTO West
can be achieved through exigting ingtitutions without the costs and risks of the RTO, but
with existing standards of accountability to regiond citizens®

® In BPA’s current open-access tariff, the “contract” represents only three pages out of 137. The remainder
would be subject to the RTO West “cataloging” process, with completely unknown effects.

® Again, BPA’s own reliability consultant reached the same conclusion regarding “on-line voltage and
dynamic security tools”.
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Condusons

Experiments in regulatory policy have been known to fail, sometimes causing
tremendous shifts in wedth and income with no discernable improvementsin the
performance of markets. (Recent examples are to be found in the drawers marked
“Cdifornia’ and “Montana’.) The formation of RTO West gppearsto fit an agenda
promoted by extra-regiond interests that would extract wedth and income from the
region for the benefit of those extra-regiona interests. The experiment caled “RTO
Wedt” hasthe clear potentia to have exactly the same effects. Too much is at risk:

the reigbility of our sysem may eesly suffer;

investments in needed infrastructure will undoubtedly be ddlayed;
market power may be unleashed or indtitutionalized;

uncertainty will definitely increase the cogt of capitd;

costs will most likely be shifted and new costs will be incurred;
benefits within the Northwest will be as scarce as hens' teeth.

Almogt dl Northwest consumers are currently paying significantly higher power
bills because of the spillover of Cdifornia’s problemsin 2000 and 2001. Unemployment
ratesin the Northwest are dready higher than the nationd average. Thisisnot atimeto
embark on yet another experiment that has the clear risk of triggering another increasein
power costs, causing further damage to the regiona economy.

National energy policy should not be dlowed to dictate solutions that are plainly
not in the interests of Northwest citizens. In its current form, the RTO West proposal will
even not meet the primary gods of nationa energy policy. The Northwest delegation
should inform the BPA Adminigirator that the interests of the Northwest are better served
if the agency steps out of this newest experiment in regulatory change, does not
participate in future filings by RTO West & FERC, and ingtead turns with its customers
to addressng the most important objective of the region’s energy industry: mesting the
obligation to serve in the most reliable and economica manner.

Thank you.



Summary of the Likely Costs and Alleged Benefits of RTO West

Costs to Northwest Residents

Set-up and operations of RTO West
New Scheduling Coordinators

New metering requirements

New ligbility policies

New creditworthiness standards
Ingtitutionalized market power

New stranded costs

Decreased reliability

NGO WNE

9. Shiftin cogsfrom extra-regiona payers
10. Increased transmission line losses

11. Congestion management reserve fund

12. Retention of Paying Agent

13. New power and transmission exchanges
14. Increase in regulating margin regquirements

Alleged Bendfits to Northwest Residents
Avoided congestion costs

Higher profits to owners of therma generation
Rdiability

Greater “vishility” of the grid

Control area consolidation

Single OASIS, tariff, business practices

SuhkhwbdpE

$125 million to $145 million per year

Unknown cost

Unknown cost

Liability coverage requirements a least $300 million; premium unknown
Unknown cost

Unknown cogt, but could be massve

Unknown cost; depends on what commitments the RTO makes

Likely; seethe Schweitzer report for BPA, which considered 48 impact aress,
and rated 36 of them “negative’

Easily $100 million, if the pricing modd fails

Unknown, but exports are expected to increase by 1,000 aMW
Unknown cost

Unknown cost

Unknown cost

Unknown; maybe RTO West will avoid Cdifornia s mistakes, maybe not

Zero (computer model dleges $250 million, but no one pays these costs now)
$100 million (40% is cod); some of thiswill “leak out” of the region

Not likely; see the Schweitzer report (#8 above)

Unknown; could be negative if RTO West makes mistakes

Unknown; probably negative

Modest; aso, these can be accomplished without an RTO



Washington Public Utility Districts Association

Asotin County PUD
Benton County PUD
Chelan County PUD
Clalam County PUD
Clark Public Utilities
Cowlitz County PUD
Douglas County PUD
Ferry County PUD
Franklin County PUD
Grant County PUD
Grays Harbor County PUD
Kittitas County PUD
Klickitat County PUD
Lewis County PUD
Mason County PUD #1
Mason County PUD #3
Okanogan County PUD
Pacific County PUD
Pend Oreille County PUD
Skamania County PUD
Snohomish County PUD
Wahkiakum County PUD
Whatcom County PUD



