July 16, 2004

To:

Jayson Antonoff,  grnNRG;                                                      

George Backus,  Policy Assessment Corporation;

Edward G. Cazalet,  The Cazalet Group

Henry Choa,  ABB;

Scott Dahman, Jamie Weber,  Powerworld

Glenn Drayton,  Drayton Analytics; 

Joe Eto,  Lawrence Berkeley National Lab 
Matt Harris,  New Energy Associates;  

Rich Lauckhart,  Henwood Energy Associates; 

Dale Nesbitt,  Altos Management Partners;                                    

Mario Pereira, Michael McCoy, Luiz Barroso, PSR;

Mark Sanford, Gary Jordan,  General Electric.

Steven Widergren, Pacific Northwest National Lab

Re: Invitation to attend and speak at the Seams Steering Committee – Western Interconnection (SSG-WI) Transmission Economic Assessment and Model Improvement Conference.
Dear Gentlemen,
On behalf of the Planning Work Group (PWG), a sub-group of the Seams Steering Committee – Western Interconnection (SSG-WI), I would like to invite you to speak at our upcoming: Transmission Economic Assessment and Model Improvement Conference which will be held on September 14 & 15 at BPA headquarters in Portland, Oregon.   This conference will focus on the existing and future economic methodologies and market simulation tools that will be used to plan transmission expansion in the Western Interconnection. 

The SSG-WI Planning Work Group (PWG) was established to provide a forum to further the development of a robust West-wide interstate transmission system, an important pre-requisite for a seamless electricity market.  As part of that effort, the PWG conducts studies to identify West-wide transmission needs for a range of possible futures and possible options to meet these needs. 

The first of these Western Interconnection (WI) transmission expansion studies was completed in October 2003
.  This report presents results from long-term studies that modeled transmission system congestion in the WI in 2008 and 2013 under different illustrative load and generation scenarios and assuming the dispatch of generation with the lowest operating costs first. 

However, the study did not address transmission needed to maintain system reliability, to mitigate local market power problems, nor to optimize transmission/generation expansion.  These deficiencies 
, as well as others identified in the report, prompted the PWG to organize a two-day conference that will examine the strengths and weaknesses of our current analysis and provide insights that will lead to better transmission expansion modeling and analysis of long-term transmission expansion options.  

One of the primary goals of this conference is to achieve a better understanding of our analytical needs, the hurdles we face in meeting those needs and the solutions vendors are proposing to overcome these challenges.   

With those goals in mind we are inviting you and the other experts (see enclosure 1) in this field to attend our conference to learn more about SSG-WI’s current approach towards long-term transmission expansion analysis and to share your thoughts on how we might improve future analysis.

The conference agenda has been structured as follows (see Enclosure 2):

Day 1 - September 14, 2004   - How we currently assess the economics of long-term transmission expansion.  (Presented by SSG-WI planning staff).

Day 2  - September 15, 2004  - Modeling and methodology improvements that could improve future analysis.  (Presented by vendors and consultants).  

Day 2 will be organized into a morning session of individual 30 minute presentations followed by a panel discussion addressing audience questions. 

In order to facilitate this discussion we would ask that you focus your presentations on one or more of the areas of improvement described in enclosure 2.  (note: feel free to suggest other topics that may be of interest to the group). 
We look forward to hearing from you.  Please RSVP as soon as possible and let us know which topic or topics you would like your presentation to focus on.  

Best Wishes,

Dean Perry  

Enclosures (2)

Enclosure 1

List of vendors invited to attend and speak on Day-2 (September 14) of SSG-WI’s Transmission Economic Assessment & Model Improvement Conference (September 14 & 15)

	Company/Agency
	Name/Contact
	Email

	ABB
	Henry Choa        
	xy.chao@us.abb.com

	Drayton Analytics 
	Glenn Drayton   
	glenn@draytonanalytics.com

	PSR
	Mario Pereira

Michael McCoy 

Luiz Barroso         
	mario@psr-inc.com
mmccoy@beckercap.com
luiz@mercados.com.br

	New Energy Associates                
	Matt Harris              



     
	mharris@newenergyassoc.com

	Henwood Energy Associates   
	Rich Lauckhart  
	rlauckhart@globalenergy.com

	General Electric                      
	Mark Sanford

Gary Jordan      

	Mark.Sanford@ps.ge.com
gary.jordan@ps.ge.com

	grnNRG                                                      
	Jayson Antonoff
	JaysonA@grnNRG.com

	Policy Assessment Corporation
	George Backus 
	gabackus@comcast.net

	PowerWorld
	Scott Dahman

Jamie Weber
	scott@powerworld.com
weber@powerworld.com

	Altos Management Partners                     
	Dale Nesbitt 
	dale.nesbitt@altosmgmt.com

	Lawrence Berkeley National Lab 

Pacific Northwest National Lab             
	Joe Eto

Steven Widergren 
	jheto@lbl.gov
steve.widergren@pnl.gov  

	The Cazalet Group
	Edward G. Cazalet
	ed@cazalet.com


Enclosure 2

Conference Agenda

Day 1 – September 14 - Economic Valuation of Transmission Additions – what we currently do 

1) Overview of market simulation tools

a. What these tools do and why we need them

b. Overview of available programs (GE-MAPS, ABB Market Simulator, Gridview, PROMOD, SDDP, PLEXOS, etc)

c. Simple three node example

d. Demonstration on a complex network using Power World

2) Load forecast data and load modeling

a. Data required: Monthly peak load, monthly energy, and hourly load shape

b. Calculation of hourly loads: development of hourly load forecast for the area and distribution to buses based on powerflow distribution. 

3) Modeling of transmission network and constraints

a. Full network modeling

b. Are transport models inadequate?

c. Paths

d. Nomograms

e. Modeling lower voltage limitations

f. What do we mean by “security constrained”?
g. Phase shifter and DC line control actions

4) Modeling of thermal generation

a. Variable O&M costs

b. Average heat rate versus average heat rate curve and marginal heat rate curve

c. Unit commitment, start-up costs, ramp rate

d. Annual maintenance scheduling

5) Program Outputs

a. Changes in production costs

b. LMP prices and shadow prices

c. Generation dispatches and capacity factors

d. Transmission loadings and limit identification

6) Identifying benefits

a. Benefits to load from changes in LMP prices

b. Benefits to generation from changes in LMP prices (consumer owned and merchant generation)

c. Benefits to transmission rights holders in changes in congestion revenues

d. Example of benefit calculation from a societal and individual entity’s

Perspective.

e. The effect of contracts on benefits

1. Generation contracts

2. Transmission contracts

7) Benefit Tests

a. Societal – Overall reduction in production and capital cost

b. Participant – From the perspective of the entity funding the transmission project and its users 

c. Should generation revenue be included (competitive revenues and market power revenues)

8) Assessing the ability of new transmission to mitigate market power

a. Bid adders 

b. Residual supply index (RSI) models

c. Game theory models

d. The effect of generation contracts on market power

e. The effect of transmission contracts on market power

Localized market power (i.e., a generator on the San Francisco peninsula)

9) Interpreting the results of the TOPS studies

Overview of Example Case Study  

Day 2 – Transmission Oriented Market Simulation Programs – what we may need to do in the future.

(Presentation material to be covered in morning and afternoon sessions. Afternoon session to include panel discussion addressing audience questions – Day 2 timing details and order of presentations to be determined at a later date).

Transmission Oriented Market Simulation Programs – opportunities for improvement

10) Modeling Uncertainty:  Our models do a poor job of reflecting the price volatility that results when resources are sub-optimally acquired, scheduled and dispatched.  The traditional approach for dealing with uncertainty is to analyze alternative scenarios that assume a range of possible future conditions for loads, hydro, fuel prices, etc. and to weight those outcomes by their probability of occurrence.  However, this technique fails to simulate the real world uncertainties associated with the key decision variables that affect the many allocation decisions planners and system operators must make on a routine basis; in particular, the decision variables that affect the longer term allocation decisions, e.g., resource acquisitions, hydro storage, annual maintenance and unit commitment.  These decisions are based on “forecasts” of the decision variables – forecasts that lack perfect foresight.  Simply stated, our models fail to over or under build, misallocate hydro storage, sub-optimally schedule annual maintenance or under-commit generation and as a result our models may not be producing realistic swings in prices. What are the major decision variables that affect these longer-term decisions?  How would one go about simulating a forecast of these decision variables?  How would one use this information to make more realistic decisions within our models? What are the technical challenges?     

11) Resource expansion-modeling:  Transmission expansion decisions affect resource acquisition decisions and vice-a-versa.  The traditional approach for dealing with resource expansion is to analyze system operations under a variety of alternative resource acquisition strategies.  However, deciding where to build, how much to build and what to build can dominate the economics of a transmission study and leave the analyst in the unenviable position of not being able to compare the reliability benefits afforded by each expansion scenario.  Should our transmission models have the capability to simulate resource expansion or should we continue to rely on scenario analysis?  However, incorporating system expansion logic in our models is not a simple task. System expansion decisions are, in reality, long-term, location dependent decisions that are based on long run “forecasts” of key decision variables, e.g., long-term load growth, fuel prices, capital costs, maintenance costs, locational marginal prices and projected capacity factors.   Could these streams of forecasted LMPs and capacity factors be computed dynamically and made available to the model’s internal acquisition logic?  How would the resource adequacy criteria be incorporated into the system expansion logic?  Would a probabilistic LOLP or LOLE reliability criteria be practical?  Given the complexity of the problem should we even try to simulate resource expansion?  

12) Modeling Bus Bar Loads:  The existing methodology for estimating hourly bus bar loads is a complicated and arcane process that fails to capture the normal temporal and spatial variability of bus bar loads or the extreme conditions we might expect to see over time horizons of up to 20 years.  Do we need to formally integrate bus-level forecasting with system-level load forecasting?  In addition, no attempt is made to correlate bus bar load data to weather related hydro inflow, runoff and wind data.  How can bus bar modeling methodology be improved?

13) Market Simulation and Market Power Analysis:  Most existing models simulate perfect competition, which maximizes total social benefits. In reality, prices can exhibit much greater price volatility when firms attempt to maximize profits by withholding generation.  What do we mean by the term Nash-Cournot?  Why is it important to model behavioral effects?  How does one go about modeling strategic bidding behavior?  Is there a computationally efficient way to identify locational market power potential and to estimate the economic effect it has on the market?

14) Modeling Transmission:  Can transport algorithms do the job?  The AC power flow is the most accurate, yet it is complex, requires significant computational resources, and sometimes fails to converge.  The DC power flow captures the flow-based effects on limiting capacity in the network and can be used to calculate LMPs and congestion.  However, the DC power flow neglects voltage and reactive power flow constraints and the effects these constraints have on congestion, market power and energy prices.  What do we mean by “security constrained dispatch”?  Is the data available to model an AC power-flow?  

15) Modeling Hydro and Wind:  In SSG-WI’s most recent transmission expansion studies hydro and wind operation was hardwired and made insensitive to changes in bus bar loads, locational marginal prices and weather conditions.  Hydro and wind generation is a variable and localized phenomenon that can significantly affect the frequency and duration with which congestion and localized market power can occur.  Does it really make sense to optimize the hourly operation of every thermal unit in WECC while simply hardwiring the operation of every hydro site?  A more realistic approach would dynamically simulate random water, the longer-term storage decisions and hourly operation of a cascaded hydro system across a wide range of operating conditions. What are the technical challenges?  

16) Modeling Marginal Losses:  Marginal losses can create large LMP differentials that, when ignored, lead to inefficient dispatch and resource siting decisions.  How can marginal loss methodologies be incorporated within the OPF formulation?

17) Modeling Transmission-Generation Rights/Ownership and Existing Contracts:  Transmission expansion projects can increase LMPs in some nodes and decrease them in others so the “net” benefits to loads and generation in any given node can be positive or negative depending on how the project is paid for and how the LMP impacts to generators are passed to loads.  One of the most fundamental questions being asked is: “Who are the winners and losers?  Do we need to do a better job of tracking these costs and benefits? With respect to generation and transmission property rights how detailed does the modeling need to be? 

18) Modeling: The “Curse” of Dimensionality:  Some existing modeling algorithms may be challenged by the huge dimensionality of the problem of simultaneously modeling large nodal networks of thermal generators, hydro plants, loads, transmission elements and storage reservoirs and their ownership, with hourly detail over periods of up to twenty years while representing all of the uncertain variables across many possible future scenarios.  Why is dimensionality such a problem?  Is LP the only approach?  Are there other ways to reach an equilibrium solution that minimize this troublesome problem?   

� http://www.ssg-wi.com/GeneralMoreDocuments.asp?wg_id=3


� see enclosure 2
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