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In reply refer to:  R/3



Ms. C. Clark Leone, Manager

Public Power Council

1500 NE Irving, Suite 200

Portland, Oregon 97232

Dear Ms. Leone:

Thank you for your letter dated March 23, outlining your views of the Regional Representatives Group (RRG) Regional Proposal.  The Bonneville Power Administration (BPA) is encouraged by the Public Power Council’s (PPC) willingness to explore the possibilities of the beginning state.  We look forward to working with the PPC and other members of the public power community in further defining a beginning state that works for the region.  

The Regional Proposal is the result of a lengthy process that began nearly a year ago with an inquiry by the Regional Representatives Group (RRG) into the problems the Northwest transmission system faces.  The RRG is comprised of a talented group of individuals who represent all of the key stakeholders in the region.  Their effort was in direct response to a number of criticisms of the RTO West Stage 2 proposal, including by some members of the public power community.  This process entailed a “bottoms up” review of regional transmission issues.  That effort produced a list of transmission issues the Northwest needs to address.  The RRG consensus view was that any proposal should be designed to respond to regional issues on this list, not the views of those who do not understand Northwest transmission issues.  The RRG also endorsed a flexible approach that gives the independent entity the ability to evolve over time as conditions warrant.

In helping develop this alternative approach, BPA considered a number of criticisms it heard from public power and others regarding the Stage 2 proposal.  Generally, these criticisms were that the Stage 2 proposal was too costly, too complex, too risky, too big a first step, and entailed too little regional accountability.  

With these criticisms in mind, BPA supported various elements that were incorporated into the Regional Proposal.  These include the need to keep costs low, simplifying the proposal by not adopting financial tools to manage congestion management risk in the beginning state, taking a phased approach to manage risk, shifting to voluntary control area consolidation, and stakeholder ability to reject Board decisions in five significant areas and to force a super-majority vote of the Board to override the rejection.

BPA believes the Regional Proposal has the potential to provide significant benefits.  The proposal embraces “one utility,” system-wide planning, including backstop authority to assure that the best projects get built and that those transmission owners who benefit contribute to the costs.  While BPA prefers the stronger backstop authority of Stage 2 because it contains the ability to respond to chronic commercial congestion, the Regional Proposal is a significant improvement over today’s approach.  Backstop authority is important because BPA cannot afford to build all of the region’s transmission facilities, especially when other transmission owners benefit.  It is unfair for BPA’s customers to bear all the costs of projects that benefit other transmission owners.

Eliminating pancaked rates for new or expanded service will improve dispatch of regional generation for the benefit of some consumers.  “One stop shopping” through a single OASIS and adopting common business practices across the footprint will facilitate economic transactions that do not occur today.  Using a common flow-based methodology to calculate available transmission capacity (ATC) and total transmission capacity (TTC) across the footprint will lead to more efficient use of the grid.  Consolidating some control areas will improve reliability and generate tens of millions of dollars in savings every year to the region in reduced regulation and other reserves.  

BPA’s support for the Regional Proposal is not a decision by BPA to implement either the beginning state, which needs further definition, or the target end state.  BPA has not made a decision on either.  Instead, BPA intends to support further development of the Regional Proposal to shape it into a workable, sustainable approach to regional transmission issues.  BPA will test each stage of development with simple criteria - each stage must be workable for BPA ratepayers, increase regional benefits, and be sustainable over time before BPA will support it.  This includes the beginning state.

The key concept is “evolution, not revolution.”   A phased-in approach allows time to test each stage before evolving further.  If a phase is reached where further development is not worth the effort, BPA will not support moving further.  

When the proposal has been developed further, BPA will then step back to determine whether the Regional Proposal is likely to deliver on its promises.  Do the rewards outweigh the risks?  Have we minimized costs and reduced risk while providing the resources it needs to succeed?  Are major cost shifts avoided?  Is the proposal workable for the Northwest?  Is the proposal sustainable over time?  Does the Transmission Operating Agreement (TOA) contain adequate provisions to honor existing contracts and other BPA obligations?  Are the checks and balances in the governance documents and accompanying agreements adequate to ensure the entity is independent of market participants, but responsive to regional needs?  Is operation of the hydro system in a coordinated fashion for multiple purposes assured?  Are GTA customers assured quality service at reasonable costs?  Does the market monitor have the tools necessary to effectively monitor for abuse?  Does the TOA and accompanying market designs contain adequate off ramps that provide BPA with a practical exit strategy should actual results differ from what was envisioned?  

Once these and related questions are answered satisfactorily, BPA will make a final determination whether to sign a TOA, the “go-no-go” decision that allows implementation of the beginning state.  Until then, BPA will not have made a final determination to join the organization.  BPA anticipates going through a similar decision process as the independent Board proposes major changes in policy from time to time.

The consensus view also stressed the importance of forming an entity whose Board is independent of market participants.  BPA believes an independent Board is necessary.  However, BPA supports the approach in the Regional Proposal to create greater regional accountability by requiring stakeholder review and local regulatory consultation before moving forward on five special issues.  

An argument often made is that BPA’s support for forming an independent entity creates a “slippery slope” that inevitably leads to the advanced target end state. This is not the case.  BPA’s support for the RRG Regional Proposal does not mean that BPA supports implementation of the advanced target state.  The proposal calls for the implementation of the advanced target state only if it is determined at a later date that doing so is beneficial to the region.  The advanced target state is recognized in the platform because the RRG members realized the entity would need the ability to evolve over time.  But there is no agreement among RRG members about the desirability of implementing the various elements of the advanced target state at this time.  

One reason for recognizing the advanced target state in the RRG proposal was to build in regional checks and requirements in the governance structure to protect against the possibility that the entity would change despite regional concerns.  This reasoning is reflected in the RRG full proposal on pages 18 and 19 in reference to moving to a financial rights methodology.

BPA is currently working with a sub-group of the RRG developing bylaws for the Independent Entity.  BPA will work to ensure that safeguards are workable, and that the entity will consider the best interests of the region in proposing changes, including avoidance of significant, unmitigated cost shifts, protection of existing contracts and linking changes to improvements over existing practices.  The TOA needs to include provisions that require the entity to honor BPA’s existing contracts and meet other BPA obligations, including ratemaking, treaty, environmental and other statutory requirements.  In designing the entity’s systems, BPA will retain control over its generation and transmission assets, even though the management of the transmission would be done by GridWest.  This control, coupled with appropriate termination provisions in the TOA, will give BPA the practical ability to exit the entity should that become necessary to avoid adverse impacts to BPA’s customers.

BPA views the current version of the Regional Proposal as a base from which the region can develop additional details, such as risk/reward analyses and organizational governance.  In the end, the proposal’s beginning state will need to reflect net benefits before BPA can make a well-informed decision about moving toward implementing the Regional Proposal.  BPA will also want commitments that the beginning state is a stable stand-alone regime that will not change absent a thoughtful regional discussion about whether moving to a different state would provide additional benefits. BPA intends to support the development and I urge you to continue to work with us to create a proposal with an independent entity that is free of market interests but responsive to the region’s needs, addresses the transmission needs of the region and produces net benefits to consumers.  

Sincerely,

Stephen J. Wright

Administrator & Chief Executive Officer

cc:  
Steve Johnson, WPUDA

Dave Clinton, WRECA

Tom O’Connor, OMEU

Sandy Flicker, ORECA

Robin Freeman, OPUDA

Ron Williams, ICUA

Bill Drummond, WMG&T

Lon Peters, PGP

John Saven, NRU

Aleka Scott, PNGC

Terry Mundorf, WPAG

bcc:  

Admin. Chron. File – D

ECC – D/7 (04-0030)

R. Roach – L-7

P. Norman – P-6

M. Maher – T-Ditt/2

J. Stier – DC/WASH

A. Smith – PS-5

J. Lebens – PSW-5

S. Oliver – PT-5

V. VanZandt – TO-Ditt2

C. Meyer – TM-Ditt/2

B. Lahmann – TM-OPP/2

F. Johnson – TF-OB1

J. Curtis – KF-2

E. Larson – KK-3

K. Hunt – DR-7
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