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Integrated Proposal Description

for Decision Point 2

Executive Summary

Those who support implementing Grid West believe that the time has come to act.  They believe that although there are many different owners of the transmission facilities that serve the Grid West area,
 these facilities should be managed as a single system.  They share the view, expressed in a recent Bonneville Power Administration publication, that the region “needs an effective one-utility approach to transmission to:

· assure high reliability in the future,

· increase efficiency, and

· assure timely construction of needed infrastructure.”

The Grid West proposal lays out a path to achieve this one-utility approach.  Decision Point 2, which is scheduled for late September 2005, will determine whether Grid West development moves forward.  This document provides summary information to help regional parties evaluate, at Decision Point 2, whether they support further Grid West development. 

Section 1 of this paper provides background information about the Grid West development process, which has been carried out under the auspices of the Regional Representatives Group (RRG).  The RRG established four “Decision Points” at key transitions in the Grid West development process to assure that major elements are carefully considered and reflect broad regional input.  Through this process, the RRG has created a unique proposal for an independent transmission provider that responds to the problems, opportunities, priorities, and concerns of the region Grid West will serve.


The Grid West proposal builds on nearly 10 years of regional efforts seeking better ways to plan and manage the region’s transmission facilities and services.  The RRG’s “Regional Proposal,” which was completed in December 2003, identified the fundamental principles on which Grid West is built.  Chief among these is a commitment to honor existing (“legacy”) transmission rights and obligations, and to develop workable solutions that will be clear improvements from today and allow further evolution in the future.  

The market and operational design proposed for Grid West, which is described in Section 3, reflects these principles.  Existing rights and obligations will be honored.  At the same time, Grid West will offer new region-wide services through a flow-based approach that better matches commercial commitments with the physical realities of system operations.
Grid West will issue physical rights (injection-withdrawal rights or “IWRs”) to satisfy requests for new service.
  Grid West will issue long-term IWRs in response to requests for new long-term service, including arranging for system upgrades and expansion if necessary to grant a request.  Grid West will offer short-term IWRs through its voluntary reconfiguration service.  Through this service, Grid West will sell available capacity on the existing system (available flowgate capability or “AFC”) on a short-term basis and facilitate enhanced trading of legacy rights.  Those with tradable legacy rights that they do not need for some period (ranging from an hour to multiple months) will be able to offer those rights into the reconfiguration service.  
Grid West will analyze how released capacity affects constrained “flowgates” on the system and determine the best means to combine offered rights with uncommitted system capacity to satisfy requests for new short-term service.   Using system flows to collectively evaluate these requests and releases will eliminate the need for one-to-one matches between offered rights and requests for new service.

Grid West will act as the central scheduling entity, the planning authority, and the reliability/transmission authority for the entire Grid West system.  Grid West will also operate a consolidated control area as a balancing authority for those transmission owners that voluntarily consolidate their control areas under Grid West.  The services provided within the consolidated control area will include a day-ahead reserve market and a real-time balancing service.

The pricing proposal, which is described in Section 4, is designed to make new service available at “non-pancaked” rates while at the same time assuring that participation in Grid West will not impair a transmission owner’s ability to meet its revenue requirement.  Pricing structures that apply to legacy rights, which account for the great majority of cost recovery for the existing Grid West system, will be left in place.  The subset of new services to which the Grid West pricing structure will apply will be small.   Following the template laid out in the Regional Proposal, the Grid West Pricing Work Group has recommended a “license-plate” rate structure for long-term IWRs that can be granted from existing system capacity (Available Flowgate Capability or “AFC”).  The charge for IWR pairs will be determined by the “company rate” of the system on which the withdrawal point is located.  The Pricing Work Group also recommends that the rate for long-term IWRs that require system upgrades or expansion should be the higher of embedded system cost or the incremental cost of the upgrade or expansion.

The Pricing Work Group recommends that any revenues Grid West generates from AFC sales (whether IWRs are short-term or long-term) be allocated to Grid West’s transmission owners in proportion to any revenue losses they have incurred due to Grid West implementation.
  To the extent that these AFC revenues do not fully offset any revenue losses transmission owners experience because of Grid West implementation, Grid West will impose a replacement revenues charge on all scheduled MW-hours to make up the difference.  Grid West will recover its development, start-up, and operating costs through a Grid Management Charge, which will also apply to all scheduled MW-hours.

Section 5 describes preliminary estimates of costs and benefits associated with Grid West implementation.  It also explains how these estimates were developed.  While preliminary results suggest a wide range of potential benefits, even the lowest estimates indicate that Grid West’s benefits will exceed its estimated development, start-up, and operating costs. 

As explained in Section 6, the TSLG has proposed a two-year process to phase in Grid West operations, which was used as the basis for preliminary cost estimates.  The TSLG is also exploring opportunities to bring near-term value to the region by implementing some functions early, possibly even before Decision Point 4.
  As Grid West development moves forward after Decision Point 2, the Grid West transmission owners also intend to support continuing work on market monitoring, such as the efforts of the Seams Steering Group - Western Interconnection (SSG-WI) to develop a West-wide market monitoring proposal.

Finally, Section 7 outlines a budget proposal to enable Grid West to continue development from Decision Point 2 through Decision Point 4, as well as a proposed arrangement under which the transmission owners that support Grid West development would provide the necessary funding. 

1.0 Background

1.1 Purpose of Proposal Package

The Grid West proposal builds the foundation for a one-utility transmission approach to

· assure high reliability in the future,

· increase efficiency, and

· assure timely construction of needed infrastructure.

If Grid West reaches its operational stage, it will be an independent organization that manages the use and expansion of the region’s transmission grid.
  The potential area to be served by Grid West includes territory in the states of Idaho, Oregon, Washington, Montana, Utah, Wyoming, and Nevada (and a small portion of northern California) and the Canadian provinces of British Columbia and potentially Alberta as well, as shown in the map on the following page.

Figure 1.1

Map of Potential Area to Be Served by Grid West
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This proposal summary has been developed to help regional parties evaluate whether they support continued Grid West development under the auspices of an elected, independent five-member “Developmental Board” of Trustees.  This evaluation will precede the second of four decisions that must be taken before Grid West can begin commercial operations.  The first decision, known as “Decision Point 1,” occurred on December 9, 2004 and resulted in the adoption of Grid West’s “Developmental Bylaws,” which currently govern Grid West’s activities.

At “Decision Point 2,” which is scheduled for late September 2005, members of the Regional Representatives Group (RRG) will consider the Grid West proposal package as it then stands and provide their views.  If sufficient consensus exists to move forward, Grid West’s members will elect a set of voting representatives, who will in turn elect the Developmental Board.
  The Developmental Board will be responsible for negotiating agreements with transmission owners for the use of their facilities and for developing proposed tariff provisions for Grid West’s operational stage.
  The proposal elements described in this paper will also serve as a foundation from which the Developmental Board can build.

“Decision Point 3” will occur within 12 months after the Developmental Board holds its first meeting.  By this deadline, the Developmental Board must offer agreements to the transmission owners for use of their facilities.  If the Board does not make this offer within 12 months, it must propose dissolution of Grid West to the members.

“Decision Point 4” is a decision by Grid West’s members about whether Grid West should launch its operational stage so that it can begin to offer transmission services.  Decision Point 4 must occur within 12 months after Grid West offers transmission agreements at Decision Point 3.  If at least two investor-owned utility transmission owners and the Bonneville Power Administration propose to accept Grid West’s offer, the Developmental Board will call a members’ vote on whether to move forward.  The Board can adopt Grid West’s Operational Bylaws only if at least a majority of the members’ voting power supports the adoption.  If the members do not approve moving forward, the Developmental Board must propose to the members that Grid West be dissolved.

The Grid West development process and governance structure have been designed to respond to the needs and priorities of regional transmission owners, users, and other stakeholders.   In summer 2003, the RRG clarified these needs in a summary of regional transmission problems and opportunities, which include:

· the need for transparency and independence,

· present rules and practices that prevent full utilization of transmission infrastructure,

· impediments to efficient, region-wide transactions (such as “pancaked” rates),

· operational challenges (such as congestion management through curtailment),

· absence of organized market structures that produce efficient use of the system,

· inability to plan and construct needed transmission infrastructure in the region, and

· lack of an independent market monitor.

These present-day problems and opportunities have driven Grid West development efforts since 2003 and are reflected in the proposals described in this paper.
1.2 Overview of Proposal Elements

The Grid West package for Decision Point 2 covers a number of topics.  The proposed market and operational design for Grid West, which is described in Section 3, includes

· preservation of “legacy” transmission rights and obligations,

· a centralized scheduling process that relies on physical transmission rights,

· a flow-based commercial model that better reflects the physical realities of transmission usage,

· a short-term transmission market for purchasing new rights (known as injection-withdrawal rights or IWRs) that also enhances trading of legacy rights,

· a single queue for obtaining rights (IWRs) for new long-term transmission service, 

· an integrated approach to transmission planning and capacity expansion, with backstop for reliability, and

· the option for Grid West transmission owners to voluntarily consolidate their control areas.

Just as the Grid West market design builds on and improves many elements of existing practices (such as use of physical transmission rights), the pricing proposals for Grid West leave the arrangements that account for the great majority of transmission cost recovery in place.
  The recommendations for Grid West for pricing and cost recovery have been designed to enable transmission owners to meet their revenue requirements while offering new services at “non-pancaked” rates.  Section 4 describes recommendations that
· new long-term IWRs (if they can be issued from the system’s available flowgate capability or “AFC”) should be priced according to the location of the withdrawal point,

· IWRs that require system upgrades or expansions should be priced at the higher of embedded or incremental cost,

· Grid West’s revenues from long- and short-term IWRs that are sold from AFC should be allocated to transmission owners in proportion to any revenue losses resulting from Grid West implementation,

· any revenue losses resulting from Grid West implementation that are not offset by AFC revenues should be replaced through a special charge assessed to all energy schedules submitted to Grid West, and

· Grid West’s development, start-up, and operating costs should be recovered through a Grid Management Charge assessed to all energy schedules submitted to Grid West.

Preliminary estimates of the costs to implement Grid West, which are described further in Section 5, indicate that Grid West’s operating cost (without amortization or interest) would fall in the range of $65 million annually, with start-up costs of approximately $133 million.  Combining these figures with a 10-year repayment schedule for funds that transmission owners have already contributed to Grid West development, as well as additional funding that would be made available between Decision Point 2 and Decision Point 4, the aggregate annual revenue requirement for Grid West would be approximately $91 million.  This would translate to a per-unit charge of $0.31/MWh if divided by the total energy delivered to the loads served by the transmission owners.
 

Section 5 also summarizes preliminary work to estimate potential benefits of Grid West implementation, presenting ranges in such areas as contingency and regulating reserve, redispatch efficiencies, reliability improvements, and removal of rate pancakes.

Preliminary work on how to phase in Grid West implementation is summarized in Section 6.  This work assumes a two-year phase-in process, and considers the potential for initiating some activities early in such areas as transmission planning, joint ACE correction, and market monitoring.

Section 7 outlines proposals for a budget and funding structure that would enable Grid West to move its development process forward from Decision Point 2 through Decision Point 4.  If the transmission owners willing to fund this process conclude at Decision Point 2 that there is sufficient support for continued development of Grid West, they will execute agreements to provide sufficient funding to cover a proposed maximum two-year budget of approximately $20 million. 

1.3 Building on 10 Years of Regional Work

Working collaboratively since summer 2003, the RRG has created a unique proposal for an independent transmission provider that responds to the problems, opportunities, priorities, and concerns of the region Grid West will serve.  The Grid West proposal builds on nearly 10 years of regional efforts seeking better ways to plan and manage the region’s transmission facilities and services.

These efforts began in March 1996, when the Pacific Northwest Utility Conference Committee produced a report entitled “Northwest Transmission Restructuring, Evaluation and Description of Alternative Organizational Structures.”   The report focused primarily on governance issues and concerns and recommended a nonprofit independent grid operator.  Between 1996 and 1998, regional parties worked on a proposed independent system operator to be known as IndeGO, but ultimately there was not enough support for this effort to move forward. 

In 2000, transmission owners formed and funded RTO West, a Washington nonprofit corporation that served as a vehicle for the joint effort to develop a Regional Transmission Organization (RTO) that would meet criteria established by the Federal Energy Regulatory Commission (FERC) under Order 2000.  Each funding transmission owner had a representative on the RTO West board of directors.  Filings related to RTO West were submitted to FERC in 2000 (“Stage 1”) and 2002 (“Stage 2”).  FERC issued declaratory orders approving significant portions of the RTO West conceptual proposal.
  

The RTO West proposal was criticized by some regional stakeholders as being too FERC-driven and focused on problems that were not important to the RTO West region.  Critics argued that the RTO West proposal did not sufficiently reflect the region's operational characteristics and that the organization would not be responsive and accountable to the region.  By spring 2003, the transmission owners concluded they lacked sufficient public support to move forward with RTO West.

Starting in summer 2003, responding to encouragement from state regulators, regional parties came together again to renew their efforts to develop a workable, independent transmission entity.  In December 2003, the RRG completed work on the “Regional Proposal,” which provided a general framework to address the problems and opportunities the RRG identified during summer 2003.
  

The proposals described in this paper are built on the principles identified in the Regional Proposal, which calls for transmission solutions that would

· be implemented by an independent, responsive organization,

· be clear improvements over the existing situation and respond to the identified problems,

· be workable in themselves and not create significant new problems at the same time they attempt to address old ones, and

· allow further evolution of solutions to remaining problems, as well as respond to changes in circumstances (not act as obstacles to further steps that the region supports).

Once the Regional Proposal was complete, work began on the Grid West Developmental and Operational Bylaws, as well as “Layer 1” of the Grid West market and operational design—basic conceptual framework.  The Developmental Bylaws were adopted in December 2004, and Grid West’s current Board of Directors (the Interim Board) took office.

Work during 2005 has focused on preparing for Decision Point 2.  In the area of market and operational design, the RRG’s Transmission Service Liaison Group (TLSG), supported by The Structure Group, completed work on “Layer 2”—broad design features such as methodology, responsibilities, timing, etc. The TSLG and Structure Group also developed preliminary implementation options and cost estimates.  A Pricing Work Group formed to prepare high-level proposals for pricing and cost recovery related to Grid West operations and services.  A Risk/Reward Work Group developed preliminary estimates of benefits and risks associated with Grid West implementation.  The results of these efforts are documented in comprehensive white papers (all of which are posted on the Grid West Website),
 were presented in regional seminars, and are summarized in this integrated proposal description.

1.4 Overview of Grid West’s Purposes and Governance

Grid West is a nonprofit membership corporation, organized under the laws of Washington, engaged in work for a future operational stage.
  Grid West has been designed to transition from a developmental organization to an operational entity over a fairly short period of time.  In its current developmental status, Grid West is governed by a set of bylaws known as the “Developmental Bylaws.”  If Grid West successfully transitions to its operational stage, it will be governed by a second set of bylaws known as the “Operational Bylaws.”  

Grid West in its operational stage will serve as an independent entity that manages use and expansion of the region’s transmission grid.  Grid West is not intended to fulfill requirements established by FERC for RTOs or Independent System Operators (ISOs), or to comply with FERC “Standard Market Design” (SMD) principles.
  In fact, responding to a petition filed in April 2005 by some of the utilities that have funded Grid West development, FERC affirmed that because Grid West will not seek to qualify as an RTO, “application of Order No. 2000 would not be appropriate.”

As provided in its Developmental Bylaws, Grid West is currently managed by the Interim Board, which has limited authority.  Its main responsibilities are to oversee the process of enrolling initial members, search for candidates to be elected to the independent Developmental Board, and facilitate continued technical and legal work on the Grid West proposal.  The Interim Board members represent the nine transmission owners that have funded Grid West development to date.  

If there is a decision to move forward at Decision Point 2, members of the Developmental Board will be elected to supersede the Interim Board.  The Developmental Board will serve throughout Grid West’s remaining development process.  If the process reaches a successful conclusion, a nine-member “Operational Board” (also made up of independent trustees) will take office when Grid West begins its operational stage.

Grid West has five member classes.
  They are:

· Major Transmitting Utilities, 

· Transmission-Dependent Utilities,

· Generators, Power Marketers, Large Generating End-Use Consumers, and Others,

· End-Use Consumers, and

· State and Provincial Energy Authority/Tribes/Certain Public Interest Groups.

The governance structure for Grid West and the other elements of the Grid West proposal package were developed through a collaborative RRG process.
  The RRG encompasses representatives from across the Grid West region—Washington, Oregon, Idaho, Montana, Utah, Wyoming, Nevada, British Columbia, and Alberta—including transmission owners, transmission-dependent utilities, generators, power marketers, end-use consumers, state and provincial regulators, tribal interests, and environmental and energy-related public interest groups.  
Under Grid West’s Developmental Bylaws, the RRG continues to be a forum for stakeholders to participate in shaping how Grid West will function during its operational stage and what kinds of services it will provide.  The Grid West Developmental Board must continue outreach efforts to Grid West members, state and provincial agencies and regulatory bodies, and other interested parties throughout the region.

Under Grid West’s Operational Bylaws, the Operational Board must conduct comprehensive consultations, and in some cases call votes of Grid West’s member representatives, on a broad range of subjects, including major changes in scope or policy that are covered by the “Special Issues List.”  The matters covered by the Special Issues List are:

· authorization for Grid West to exercise backstop measures (authority to arrange for transmission construction) with respect to chronic, significant, commercial congestion,

· departure from using the “company rate approach” (load-based license-plate pricing),

· authorization to issue financial transmission rights,

· authorization for Grid West’s market monitor to impose penalties or actively intervene in markets, and

· authorization to change a transmission owner’s loss methodology. 

The Special Issues List will not come into play, however, unless Grid West reaches its operational stage, which would require successful outcomes at Decision Points 2, 3, and 4.

2.0 Important Terminology

The table in Attachment B lists (in alphabetical order) some of the most important terms used in this proposal package and explains their intended meanings.

3.0 Highlights of Grid West’s Proposed Market and Operational Design

The development of Grid West’s market and operational design has been structured as a process with four layers, as illustrated below:

Diagram 3.0
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The TSLG has completed work through “Layer 2,” which is documented in a comprehensive set of white papers and related materials.
  This section highlights some of the most significant features of Grid West’s proposed market and operational design, as developed to date. 

3.1 Overview of Grid West Services

Grid West will act as the central scheduling entity, the planning authority, and the reliability/transmission authority for the entire Grid West system.  Grid West will also operate a consolidated control area as a balancing authority for those transmission owners that voluntarily consolidate their control areas under Grid West.  Figure 3.1 below provides an overview of Grid West functions and the time frames within which Grid West would perform them.

Table 3.1

Overview of Grid West Functions
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3.2 Flow-Based System Management

Among the most significant improvements offered by Grid West are the shift to a regional flow-based commercial model and the transmission rights reconfiguration service.
  As previously explained, the Grid West proposal reflects the regional needs and priorities that have been identified by the RRG.  Flow-based management is the tool that enables Grid West to remedy the disconnect between the current “contract-path” approach to scheduling and the physical realities of system operations.

Problems related to managing transmission service on a contract-path basis include:

· insufficient means to account for how one operator’s actions affect surrounding systems,

· a network that is ever more complex with increased transactions, expanded interconnections, and less “margin” in the system,

· tools to predict and mitigate overloads that are not as effective as they need to be,

· inability to predict “loop flow” (energy that is presumed to flow on a specific “contract path,” but, following the laws of physics, actually spreads out across many paths, sometimes on multiple systems), and

· underutilization of transmission capacity.

Grid West’s flow-based methodology will better align commercial commitments with physical reality.  It will enable Grid West to provide “one-stop shopping” for scheduling and for requesting new service anywhere on the Grid West system.  Grid West will manage the use and operation of the system so that all pre-existing (legacy) rights and obligations will be honored while at the same time Grid West can efficiently offer any remaining capacity (AFC).  Those with legacy rights will be able to continue to schedule through their legacy transmission providers; transmission providers will combine their customers’ schedules (and any other schedules for their own load service obligations) and submit schedules of balanced injections and withdrawals to Grid West.  Grid West will not operate a day-ahead energy market, and so those who schedule IWRs directly with Grid West also will have to submit balanced schedules.

Below is a graphic representation of the scheduling process:

Diagram 3.2

Scheduling Process
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Every schedule for transferring power through the Grid West system will have to be accompanied by an appropriate transmission right (either a legacy right issued or held by a Grid West transmission owner or a new IWR issued by Grid West).  Every injection point and withdrawal point used for scheduling will be validated against the user’s set of rights.  In the post-day-ahead period, Grid West will grant requests for balanced schedule adjustments or additional balanced schedules on a first-come, first-served basis to the extent the system is able to accommodate them.

3.3 Physical Transmission Rights (Old and New)

One of the fundamental principles for Grid West development is that pre-existing transmission rights and obligations must be honored.  The Grid West market and operational design will leave legacy rights unchanged.
  This is possible because IWRs are a flow-based extension of the pre-existing physical transmission rights issued today.  Consequently, those holding pre-existing transmission rights will not need to “convert” them into another form.  Grid West will inventory existing system obligations and reserve the capacity needed to cover their aggregate injection and withdrawal impacts on the Grid West system. 

When eligible customers request new long-term IWRs or seek to obtain short-term IWRs through the Grid West reconfiguration service market (described further in Section 3.4), Grid West will assess whether there is sufficient AFC to grant the requested IWRs.  Each IWR issued by Grid West will be based on use of the combined capacity of the Grid West system necessary to connect the point of injection to the point of withdrawal.
  Before issuing new IWRs, Grid West will analyze, on a system-wide basis, how power flows will be affected by the IWR that has been requested and will issue the IWR only if it concludes that the customer’s use of the IWR to schedule power on the Grid West system will not violate operational criteria.  This is how Grid West will manage congestion ahead of real time—by limiting the IWRs it issues to reflect the physical capability of the system.

3.4 Reconfiguration Service Auctions

One of the most significant commercial improvements Grid West will offer over today’s service structure is a transmission rights reconfiguration service.  Grid West’s reconfiguration service will enable eligible customers to obtain IWRs with various durations of less than one year (multiple or individual months, weeks, days, or hours).  There will be annual, monthly, intra-monthly, and daily reconfiguration auctions.  Through these auctions, customers holding tradable transmission rights issued under legacy arrangements (and holders of IWRs issued by Grid West) can choose, if they wish, to offer their rights to other eligible customers.
  Grid West will also be able to satisfy requests for additional short-term service by issuing new IWRs from AFC.

Participation in Grid West’s reconfiguration auctions is completely voluntary for both buyers and sellers, and those offering rights can do so subject to a minimum bid price if they wish.  Those who wish to sell or obtain transmission rights though bilateral transactions outside of Grid West markets will continue to have that option, as they do today.   Rights holders who opt not to participate in reconfiguration (or whose offered rights are not sold) will retain their rights (whether legacy or IWRs issued by Grid West) and can use them to schedule according to their terms.

Holders of legacy rights who want the option to offer them into the reconfiguration markets will need to have their rights certified (through a one-time process) by Grid West.  Legacy rights that are offered into reconfiguration auctions must first be translated into IWRs.
  If the capacity associated with the released rights is sold, the seller receives the applicable clearing price.

The objective of the reconfiguration auction will be to maximize the value of all IWR trades.  Priority to buy IWRs will go to the bidders (those seeking to purchase) that value the IWRs the most (have bid the highest price).  Priority to sell IWRs will go to the sellers that offer to sell IWRs at the lowest price.

A major benefit of Grid West’s reconfiguration capability is that it will eliminate the need for an identical match between the buyers’ and sellers’ injection and withdrawal points.  Using its flow-based methodology, Grid West will analyze, on a system-wide basis, the impact that IWRs released to the auction would have on the system.  Grid West will simultaneously determine which bids can be satisfied using AFC and capacity released through offers from rights holders.
 

Because Grid West’s analysis focuses on how flowgates are affected by various IWR releases and requests (and many different sets of injection and withdrawal points rely on common flowgates), Grid West can “reconfigure” capacity associated with one set of rights into the ability to grant a different set of rights.  This is possible only because Grid West integrates the management transmission rights on a system-wide basis using its flow-based methodology.  Diagram 3.3 shows a simple illustration of Grid West’s reconfiguration capability.  

Diagram 3.4

Reconfiguration cannot be done on a bilateral basis.  An independent party must operate the auctions and manage the capacity on the combined system.

The release of an IWR from A to B enables Grid West to grant an IWR from C to D because both sets of rights depend on the same constraining flowgate.
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3.5 Through and Out (Export) Transactions

The Grid West market design will facilitate more efficient use of the existing system for all purposes, including through and out (“export”) transactions.  For new service within the Grid West system (including service to export points), Grid West will offer the advantages of a simplified scheduling process and removal of rate pancakes.  At the same time, it addresses concerns expressed by some regional parties that off-system loads using the Grid West system should contribute fairly to its embedded costs.

The Grid West market and operational design requires that all system users have or obtain physical rights before they submit energy schedules to Grid West.  This means that users that conduct through and out transactions will need to have one of three things:

· legacy rights that enable them to schedule these transactions,

· new short-term rights purchased through the Grid West reconfiguration service, or

· new long-term rights purchased from Grid West.
This feature of the Grid West market and operational design is important to many regional parties because of its significance for pricing.  The requirement to use legacy rights or Grid West-issued IWRs means that export transactions will contribute to recovery of embedded system costs along with all other uses, and therefore there is no need for Grid West to impose separate exit fees.  For this reason, the pricing recommendations described in Section 4 of this paper do not include an exit fee proposal.

3.6 New Long-Term Service; Grid West Planning and Capacity Expansion Service

As is the case today, the Grid West market and operational design contemplates that transmission service will be categorized as either short-term (service lasting less than one year) or long-term (service requested for periods of one year or longer).   

Under Grid West, eligible transmission customers will obtain short-term service through the reconfiguration services (described in Section 3.4).  Requests for new long-term IWRs will be managed by Grid West through a queuing process analogous to the current procedures under the FERC pro forma Open Access Transmission Tariff.  Eligible customers that wish to obtain new long-term service will apply to Grid West and identify the service they are requesting (injection and withdrawal locations and amounts, duration, network IWRs or IWR pairs, etc.).  Grid West will use its flow-based methodology to evaluate the new service request in view of existing system capabilities and commitments.  New service will be granted from AFC if possible; if not, Grid West’s planning and capacity expansion responsibilities will include a process to arrange and coordinate system upgrades and expansion as necessary to meet new service requests.

The Grid West planning and capacity expansion process will be open to all stakeholders.  The Operational Board for Grid West will form a planning committee.  The planning committee will develop proposals for Board consideration and approval concerning planning and associated standards for transmission adequacy, generation interconnection, system reliability, etc. 

Grid West will prepare a biennial transmission plan, which will consider projects (for new facilities as well as “non-wires” alternatives) proposed by transmission owners, project sponsors, or other participants in the planning process.  The plan will evaluate system capability against transmission adequacy standards, and Grid West will have “backstop” authority to make sure the Grid West system meets these standards, including the ability to identify beneficiaries and allocate costs associated with necessary system expansion.

Grid West’s planning staff will have technical expertise in transmission system planning and operations in the region served by Grid West.  The Grid West planning staff will support the planning committee, and will be responsible for receiving, evaluating and responding to transmission service requests, as well as assisting in dispute resolution and other duties as needed for Grid West to meet its obligations as a transmission provider.

3.7 Consolidated Control Area

Transmission owners that enter into agreements with Grid West to include their transmission facilities in the system managed by Grid West will have the option to consolidate their control areas with those of other transmission owners.  Grid West will operate the resulting consolidated control area.  Grid West will operate a day-ahead reserve market and a real-time balancing market to serve the consolidated control area.  Although all eligible suppliers will be able to offer reserves and balancing energy into the Grid West markets, Grid West will acquire these services only for those that participate in the consolidated control area.  Control area services will be supplemental to the regional services Grid West provides for the entire Grid West system (including both consolidated and non-consolidated control areas).  The relationship among these services is illustrated in Diagram 3.7.

Diagram 3.7

Grid West Regional and Control Area Services

[image: image19.emf]
[image: image7]

Reserve Market
Grid West will determine the reserve requirements for the consolidated control area based on criteria established by the North American Electric Reliability Council (NERC) and the Western Electricity Coordinating Council (WECC).  The day-ahead reserve market will enable Grid West to meet these requirements more efficiently by optimizing the use of resources across multiple transmission owners’ systems and allowing other suppliers to offer their resources.  Parties with eligible resources (including qualified demand-side resources) inside or outside the consolidated control area will be able to offer to provide reserves for the consolidated control area.  If on any given day there are insufficient voluntary offers to meet the needs of the consolidated control area, consolidating transmission owners will be obligated to offer into the market ancillary services at least equal to their individual requirements.  If there are transmission constraints within the consolidated control area that affect the deliverability of reserves, Grid West will establish congestion regions within the consolidated control area at appropriate times and locations as needed.

Real-Time Balancing Market
Grid West will administer a centralized real-time balancing service for the consolidated control area.  The balancing service will support generation and load following, manage real-time congestion, and promote economic efficiency within the consolidated control area.  Because the Grid West scheduling process requires balanced schedules, energy imbalances are expected to be a small percentage of the total energy demand.

Parties within the consolidated control area may submit offers to increase their generation output or bids to decrease their generation output (or both) into the real-time balancing service.  Parties outside the consolidated control area may also submit offers to increase their generation output or bids to decrease their generation output (or both) into the real-time balancing service.  Outside submissions will be considered as long as they serve to meet the performance and delivery requirements of the consolidated control area.  The balancing service will establish locational prices according to the offers and bids that are accepted.

Transmission rights will not be required to deliver balancing energy within the Grid West system because Grid West takes any relevant transmission constraints into account in choosing among resources that have offered to provide balancing energy.  Dispatch instructions to resources selected to provide balancing will be routed through the Grid West control system to the control systems of consolidating transmission owners and to any other participants outside the consolidated control area.


Voluntary Participation in Grid West Markets.

As explained in Section 3.4, customers with legacy rights or newly-issued IWRs may choose whether they wish to offer them into Grid West’s reconfiguration service.  Those customers with legacy rights that do not sell those rights through the reconfiguration service may continue to schedule with their legacy transmission providers as they have in the past, and they do not have to have their rights certified by Grid West or translated into IWRs.

Similarly, customers have no obligation to participate in Grid West’s day-ahead reserve market or real-time balancing service.  They do not need to submit offers for reserves or offers and bids to increase or decrease their generation output  (except for the limited obligations noted above for transmission owners that chose to participate in control area consolidation).  Those that do wish to participate in Grid West reserve markets and balancing services will have to meet Grid West’s technical and credit requirements.

3.8 Options for Staged Implementation

TSLG work to date on Grid West implementation assumes a two-year phase-in process, and considers activities that Grid West might initiate early to bring benefits to the region before Decision Point 4.  Among the areas for possible early implementation activities are transmission planning, facilitation of joint correction of area control error (“ACE”) among transmission owners, and continuing work on market monitoring.

3.9 Overview of TSLG White Papers

The descriptions in Section 3 of this paper are intended to provide a high-level overview of work to date on Grid West market and operational design.  Those who seek more detailed information may refer to the comprehensive set of white papers and reference materials that have been prepared by the TSLG. 
  In addition to the subjects discussed above, they cover such areas as rights data management (Grid West’s process to inventory legacy rights and assess resulting system commitments, as well as the rights certification process for customers that wish to offer legacy rights into reconfiguration auctions), the Grid West Open-Access Same-Time Information System (OASIS), transmission losses, outage coordination, real-time monitoring and operations, metering and settlement, and resolution of billing disputes.  Table 3.9 lists all of these papers and shows how they are organized.
Table 3.9
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3.10 Grid West Distinguished from an RTO

As noted previously, Grid West has been designed to respond to regional needs and priorities, rather than FERC-established “Standard Market Design” (SMD) principles or criteria for recognition as an RTO.
  The table below summarizes how the Grid West market and operational design differs from an SMD-style RTO.
Table 3.10

	Comparison – Grid West to SMD-Style RTO

	Grid West Basic Features
	SMD-Style RTO

	· No generation resource adequacy standard imposed
	· Generation resource adequacy standard imposed

	· No centralized unit commitment
	· Centralized unit commitment

	· No day-ahead energy market
	· Day-ahead energy market

	· Centralized scheduling with balanced schedule requirement

· Must have physical transmission rights to schedule

· Existing transmission rights are unchanged

· No explicit congestion charges

· New rights issued as physical IWRs

· Reconfiguration service with annual, monthly, intra-monthly, and day-ahead auctions


	· Centralized scheduling without a balanced schedule requirement (users may be energy-short)

· Transmission rights not needed to schedule

· Conversion of pre-existing transmission rights

· Explicit day-ahead congestion cost charges

· Obligation-type financial transmission rights (FTRs)

· Only annual and monthly FTRs auctions

	· Ex-ante losses for IWRs and legacy rights
	· Full marginal losses charged ex-post

	· Post-day-ahead adjustments
	· No post-day-ahead schedule changes

	· Real-time market for balancing service (only within control areas that voluntarily consolidate)
	· Real-time balancing service, with all deviations between day-ahead and real-time settled

	· Market monitoring
	· Market monitoring


4.0 Highlights of Proposals for Grid West Pricing and Cost Recovery

The Pricing Work Group has prepared a white paper on Grid West pricing and cost recovery and an accompanying set of questions and answers that were posted on the Grid West Website on June 16, 2005.
  This section describes some of the main concepts developed by the Pricing Work Group.  It also identifies those areas in which the Pricing Work Group has formulated recommendations based on feedback and further discussions following the Grid West pricing seminar on June 23, 2005.

4.1 Pricing Tasks and Principles

The Pricing Work Group was charged with developing pricing recommendations for

· new long-term service from transmission owners’ existing facilities,

· new long-term service that requires upgraded or expanded transmission facilities, and

· recovering Grid West’s development, start-up, and operating costs.

In carrying out its assignment, the Pricing Work Group referred to these principles:

· honor existing rights and obligations,

· provide revenue sufficiency for transmission owners,

· reduce or eliminate rate pancaking,

· avoid or minimize cost shifts,

· apply a “company rate approach,” and

· structure proposals to work compatibly with Grid West’s market and operational design.

4.2 Sources for Recovering Costs of Existing Facilities

Revenues to recover the costs of existing Grid West transmission facilities will come from three sources.  The first source is payment from legacy services, which account for the great majority of cost recovery for the existing Grid West system and will be left in place.  The second source is payments for new rights that use the existing system (sold by Grid West from AFC).  As illustrated below in diagrams 4.2(a) and (b), these payments could derive either from short-term IWRs purchased in the reconfiguration auction or from long-term IWRs granted by Grid West in response to new long-term service requests.  The third revenue source is conditional—that is, it would be deployed only if revenues generated from AFC sales do not fully offset any “lost revenues” transmission owners have incurred due to Grid West implementation.
  If a third source of revenue were needed, Grid West would implement a schedule-based charge to generate the necessary “replacement revenues.”

Diagram 4.2(a)
Revenues Related to Short-Term Service

(Short-term IWRs from Reconfiguration Service)
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Diagram 4.2(b)

Revenues Related to Long-Term Service

(Grid West sales of new long-term IWRs)
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4.3 How Much Revenue Depends on New Service?

The Grid West pricing proposals are designed to make new service available at “non-pancaked” rates without impairing transmission owners’ ability to meet their revenue requirements.  The core principle to honor existing transmission rights and obligations has been fundamental in shaping these proposals.  Legacy rights that facilitate long-term load service provide the vast majority of transmission owners’ cost recovery for their existing facilities.  These load-serving uses are expected to remain in effect, for the most part, throughout the minimum eight-year period during which the Grid West Operational Bylaws require pricing to follow a “company rate approach.”  The Pricing Work Group’s recommendations for pricing new long-term service from Grid West would therefore account for only a fraction of cost recovery for the system as a whole—that is, new service granted from AFC and service that requires upgrades or expansions to the existing system. 

Diagram 4.3


Conceptual Illustration of Proportional Contributions to

Transmission Owners’ Revenue Requirements
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4.4 Recommendation for Pricing New Long-Term Service from AFC

Understanding New Long-Term Service
The Pricing Work Group proposes that new service would be defined as service to a customer that has no pre-existing transmission rights or service to a customer that seeks rights beyond those conferred under legacy arrangements.  All new service from Grid West will require the purchase of IWRs (either through the reconfiguration services or through long-term service requests).

Under the current FERC pro forma Open Access Transmission Tariff, transmission customers can elect between two kinds of service—point-to-point and network—and these two different services are subject to different rates.  The Pricing Work Group has proposed that Grid West offer analogous services.  The equivalent of today’s point-to-point service would be IWR pairs, and the equivalent of today’s network service would be network IWRs.

There are some important differences, however.  IWR pairs could be granted anywhere on the entire Grid West system (rather than just on a single transmission owner’s system as is the case today).  Network service in the Grid West environment presents particular challenges because of the flexibility network customers have to choose among varied levels of output from designated resources.  Analyzing the effects of this flexibility within a single transmission owner’s system is complex; to the extent new network service may involve multiple systems, the complexity is compounded.  

In its June 16, 2005 white paper, the Pricing Work Group proposed that Grid West would initially limit new network IWRs to a single transmission owner’s system (the “host” system for the network service).  These network IWRs would enable holders to use resources within the system to serve identified on-system load, and transmission usage would at all times be limited to what was needed to serve that load.

RRG feedback to the Pricing Work Group has indicated that, while some parties believe that this approach represents a reasonable starting point (which could be revisited as Grid West gains operating experience), others find it unsatisfactory.  Those who object believe the proposed limits on network service would result in continued rate pancaking, because parties with network service would have to purchase incremental IWRs from Grid West to integrate resources outside the host system to serve their loads.  This is an area that the Pricing Work Group believes merits further exploration after Decision Point 2.

Company Rates

Because the Regional Proposal contemplates a license-plate rate structure (referred to as the “company rate approach”), the Pricing Work Group developed some pricing options that would apply system-specific rates (company rates) to new long-term IWRs that can be granted from AFC.  Company rates would be developed for each transmission owner’s system based on that transmission owner’s revenue requirement.  The specific rate for any given transmission owner will be developed through the rate-setting process that applies to that transmission owner.

Long-Term Pricing Options Developed by the Pricing Work Group

In its June 16, 2005 white paper, the Pricing Work Group proposed four possible options for pricing new long-term IWR pairs that can be granted from AFC.
  Option 1 would charge customers according to the location of the withdrawal point by applying the “company rate” of the transmission owner whose system encompasses that location.
  Option 2 would charge customers the higher of the rate at the injection point or the withdrawal point.  Option 3 would distinguish between IWRs that are confined wholly to a single transmission owner’s system (in which case the company rate for that “host” system would apply) and those with an injection point on one system and a withdrawal point on another system (in which case a Grid West system-wide average rate would apply).  Option 4 proposes to auction long-term IWR pairs.

Pricing Work Group Recommendation

The Pricing Work Group recommends that when Grid West begins to offer transmission service, the charge for long-term IWR pairs should be determined by the location of the withdrawal point (Option 1).
  This is because Option 1 would clearly comply with provisions in Grid West’s Operational Bylaws concerning the “company rate approach” and because most RRG members have expressed a strong policy preference for embedded-cost-based pricing for long-term IWRs.  Diagram 4.4 provides a simplified illustration of how Option 1 pricing would work.

Diagram 4.4

Illustration of Pricing IWR Pairs by Withdrawal Point
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There are some members of the Pricing Work Group and the RRG who believe that an auction mechanism should continue to be further analyzed and considered, and that once Grid West has a good track record with the initial (less than one year) reconfiguration auctions, it should consider auctioning rights with longer durations.  Some have also expressed concern that serious problems could result from the co-existence of an auction-based mechanism for IWRs with durations of less than one year and a cost-based structure for IWRs with durations of one year or more.
 
4.5 Proposal for Pricing New Long-Term Service That Requires Upgrades or Expansions

Grid West will manage the overall process for planning and expanding the Grid West system.  As part of this process, Grid West will not only respond to requests for new long-term service, but also will have “backstop” authority to make sure that the Grid West system meets transmission adequacy standards.  This backstop authority will include the ability to identify beneficiaries and allocate costs with respect to necessary system expansion.  If AFC is not sufficient to grant a customer’s request for new long-term IWRs, then Grid West will perform the necessary system impact and facilities studies to determine the most cost-effective way to upgrade or expand the system to meet the request.

Grid West will determine how the upgrade will affect one or more transmission owners’ systems and the benefits that result from the investment.  In addition, Grid West will inform the customer of any funding it must contribute for the necessary upgrades or expansion.  The transmission owner(s) will arrange for or carry out the necessary upgrades and expansion and will own the resulting upgraded or expanded facilities on their system(s) (even if the customer or others contribute funding).

The Pricing Work Group recommends that a customer’s rate for an IWR that requires system upgrades or expansion should be the higher of the incremental cost of expansion or the applicable embedded cost rate (including the cost of expansion).  The Pricing Work Group believes that this approach tracks with FERC’s long-standing expansion cost policy (“or” pricing), which is intended to send proper price signals and promote efficiency.

4.6 Proposal for Allocating Revenues from Grid West AFC Sales

The Pricing Work Group recommends that all revenues from Grid West AFC sales (whether short- or long-term) should be placed in a “communal bucket.”  These communal revenues would then be allocated to transmission owners in proportion to how much “lost revenue” the transmission owners have incurred as a result of Grid West implementation.
  If the AFC sales revenues were more than enough to offset all lost revenues, any excess would be allocated to transmission owners according to revenue requirement (the transmission owner’s revenue requirement as a percentage of all Grid West transmission owners’ revenue requirements combined).

To illustrate by way of a simple example, suppose that all transmission owners combined have incurred $20 million of lost revenues due to Grid West implementation.  Of that $20 million, $4 million is attributable to “Transmission Owner A.”  Following the Pricing Work Group’s recommendation, Transmission Owner A would get 20% of Grid West AFC sales revenues.

Diagram 4.6
Allocation of Grid West AFC Sales Revenues

(Long- and Short-Term)
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4.7 Replacement Revenues

What Are “Lost Revenues”?
The Pricing Work Group has refined the concept of “lost revenues” from approaches taken with earlier work on Grid West development.  For purposes of Grid West pricing, lost revenues attributable to the implementation of Grid West would include effects of


·  eliminating traditional short-term and non-firm transactions,

· eliminating pancaked rates for new long-term service,
 and 

· shifting sales of new service from individual transmission owners to Grid West.

Lost revenues attributable to Grid West implementation would not include decreased earnings or increased costs resulting from ordinary business risks or practices, which would be addressed through transmission owners’ normal rate-setting and regulatory processes.  Lost revenues also do not encompass shortfalls that are unrelated to transmission service, but instead to other transmission owner activities (such as operating distribution facilities or supplying generation to serve load).

Recommendation for Replacement Revenue Charge
The Pricing Work Group recommends that, if Grid West’s allocation to transmission owners of AFC sales revenues is insufficient to fully offset their lost revenues, Grid West would generate replacement revenues through a charge applied to all scheduled MW-hours.
  This charge would apply to future schedules if Grid West were to impose it (not as an after-the-fact addition to previous transactions), and the resulting revenues would be allocated to transmission owners in the same proportions as Grid West AFC sales revenues.

4.8 Grid Management Charge

The Grid Management Charge is a formula rate designed to recover Grid West’s ongoing administrative and operating costs, including expenses related to start-up and development activities.  It may be appropriate to include in this category the administrative expenses associated with market monitoring, as well as planning and expansion.

The Pricing Work Group recommends that Grid West apply the Grid Management Charge to all transmission use on the basis of MW-hours scheduled.
  Assuming hypothetical annual expenses of $91 million, the resulting Grid Management Charge would be approximately $0.31/MWh or 0.31 mills/kWh.
  Section 5, which summarizes preliminary estimates of costs and benefits associated with Grid West implementation, provides further information related to annual operating cost estimates.
4.9 Minimum Eight-Year Period for Company Rates

The Grid West Operational Bylaws require Grid West to use a “company rate approach” for at least the first eight years of commercial operation.  At the end of the eight-year period, the view of the Pricing Work Group is that Grid West would have at least three options:

· leave its then-current company rate structure in place,

· change to another form of company rate structure, or

· depart from the “company rate approach” after complying with all “Special Issues List” requirements in the Operational Bylaws.

No matter which approach Grid West adopts, legacy rights would continue to be honored and Grid West would need to address resulting transition issues (if any).  This would apply to legacy rights issued by Grid West transmission owners before Grid West began operations (unless they had subsequently expired), as well as new IWRs issued by Grid West after operational start-up.

5.0 Results of Preliminary Estimates of Costs and Benefits of Grid West Implementation

Preliminary estimates and costs related to Grid West implementation are not intended to be definitive, but rather to allow regional parties to assess whether they believe there is sufficient promise in the Grid West proposal to warrant continued development.  If the Grid West process continues after Decision Point 2, more robust studies of expected costs and benefits will be completed before there is a final decision to begin Grid West’s operational stage.


Overview of Estimated Costs
Working with The Structure Group, the TSLG has developed preliminary estimates of the costs to implement and operate Grid West’s initial market and operational design (sometimes referred to as the Grid West “basic features”).  These estimates have been developed through a bottom-up process, starting with an evaluation of the functions Grid West would perform and then deriving cost figures based on calculations of the personnel, systems, software, and facilities these functions would require.  The cost estimates for Grid West were compared to those of other transmission entities (generally existing RTOs and ISOs) to provide benchmarking.

Through this process, The Structure Group has estimated Grid West’s annual operating costs (without amortization or interests) to be $65 million.  Start-up costs are estimated at $133 million, assuming a two-year phased implementation that begins after Decision Point 4.  Using a 10-year, straight-line amortization of the start-up costs and an interest rate of 5.5%,
 these figures would result in an annual revenue requirement for Grid West of $85.4 million, which would translate to $0.29/MWh if spread across the load (including net exports) served by the Grid West transmission owners.

These figures do not include repayment of development funds that will have been provided to Grid West before it enters commercial start-up.  These developmental funds are expected to reach a maximum total of $36 million by the time Grid West reaches Decision Point 4.  Combining this figure with The Structure Group estimates and using the same 10-year straight-line amortization assumptions, the aggregate annual revenue requirement for Grid West would be approximately $91 million, which would result in a per-unit charge of $0.31/MWh.
 

The primary drivers for Grid West’s costs are people and systems.  These estimates assume a staff of approximately 300 employees.  This figure is lower that that of existing RTOs and ISOs because of differences in the functions to be provided by Grid West.  For example, Grid West will not have a day-ahead energy market with its accompanying settlement systems and personnel.  Control center costs (both primary and back-up) are based on use of “brown-field” sites to reduce the need for new investment.  Another reason that Grid West system costs also are lower than previous experience for RTOs and ISOs is that Grid West functions can be implemented with systems that have been developed and matured elsewhere. 


Overview of Estimated Benefits
The Grid West Risk/Reward Work Group, which formed under RRG auspices in 2004, had responsibility to develop estimates of benefits related to Grid West implementation.  The work focused on regional (net societal) effects associated with Grid West’s basic features and organizational structure and assessed potential benefits.

Building from the “problems and opportunities” document developed by the RRG in summer 2003, the Risk/Reward Work Group undertook three areas of study: 

· review existing studies that evaluated costs, benefits and risks,

· quantify the impact of the RRG-identified problems (to the extent possible), and

· research the operating costs of ISOs and RTOs.  

Due to time and budgetary limitations, the Risk/Reward Work Group did not engage directly in production cost modeling, but considered the merits of reporting results from other modeling and research efforts.

The Risk/Reward Work Group’s report is not meant to provide a single nor decisive benefit estimate.  Instead, it provides a menu of potential benefits, assumptions, and analytical methods that interested parties may use to formulate their own assessments of Grid West’s benefits.  These estimated benefits focus on what Grid West can accomplish by addressing transmission challenges as an independent entity, rather than on what can be accomplished by changing roles and functions of existing institutions. 

As a foundational step to its work, the Risk/Reward Work Group developed a survey to gather detailed information and data about the regional transmission problems identified by the RRG.  The survey, which was distributed to market participants in the Grid West area, posed 37 questions.  The questions addressed perceptions about pancaked rates, transmission system operations, system capability and scope, transmission constraints, treatment of generators and loads, tariff and business practices, and planning and expansion.  Out of 33 surveys distributed, 30 responses were received—a 91% response rate.

The survey responses reflected a wide range of viewpoints for each category of questions.  The responses did not always correlate with the character of the responding entity (e.g., transmission provider, transmission-dependent utility, etc.).  Often they reflected the respondent’s geographic location, business scope, and access (or lack of access) to adequate generation resources and transmission capacity.  The survey provided input to Grid West market design work and helped identify areas to analyze for estimated benefits. 

The Risk/Reward Work Group’s assessment of benefits is preliminary.  It identifies categories of expected benefits and provides possible ranges associated with those categories to the extent possible.  Where expected benefits are difficult to quantify, the report provides a qualitative assessment, as is the case with potential risks related to Grid West implementation.

The table in Attachment D provides high, medium, and low ranges for various categories of potential benefits, such as contingency and regulating reserve, redispatch efficiencies, reliability improvements, and removal of rate pancakes.  The Risk/Reward Work Group’s “Preliminary Report on the Estimated Benefits of Grid West” provides important explanatory information related to these ranges and categories.

6.0 Staged Implementation and Near-Term Activities

Grid West implementation will be phased in over time.  Many Grid West functions are integral to a comprehensive package of “basic features” for market and operational design.  Grid West will not have the tools to undertake activities that are fundamentally related to transmission services until the necessary transmission agreements are negotiated and signed (and Grid West does not have authority to offer transmission services until its members have voted to adopt the Operational Bylaws).  

The TSLG’s preliminary work on implementation assumes that it will take two years for Grid West to progress from Decision Point 4 to full commercial start-up.  Given this long lead time, the TSLG is also exploring activities Grid West could initiate early to bring benefits to the region before Decision Point 4.  Among these are transmission planning and coordination of some control area functions (such as joint correction of area control error, or “ACE”).  The goal is to identify activities that could be sustained indefinitely on a stand-alone basis and also support a logical transition to the full set of operational services proposed for Grid West.  This work will be further refined if the Grid West process moves forward after Decision Point 2.  The Grid West transmission owners also intend to support continuing work on market monitoring.  For example, the Seams Steering Group - Western Interconnection (SSG-WI) has been working on a proposal for a pilot program to demonstrate that it would be feasible to implement West-wide market monitoring in manner that is cost-effective and beneficial.

7.0 Proposed Funding Commitment and Two-Year Budget

If there is an affirmative outcome at Decision Point 2, there will need to be sufficient funding available to enable Grid West to complete its development process.  Based on their assessment at Decision Point 2 of regional support for continued Grid West development, regional transmission owners will decide whether they are willing to provide funding that will enable Grid West to reach Decision Point 4.
  If they elect to provide this funding, they will do so through a set of agreements (which are described further below):

· a Funding Commitment,

· a Loan Agreement (for investor-owned utilities and British Columbia Transmission Corporation), and
· an Agreement to Prepurchase Services (for the Bonneville Power Administration).
Funding to carry Grid West to Decision Point 4 will be structured as a loan for all of the transmission owners other than the Bonneville Power Administration.  The Bonneville Power Administration will provide funding by prepaying a portion of the Grid Management Charges it will incur when it uses Grid West services during Grid West’s operational stage.

The funding commitment will cover the proposed budget (which is outlined below) for the maximum two-year period between Decision Point 2 and Decision Point 4, with the maximum funding level set at about $19 million for general use, and an addition $1 million potentially available for planning.
  Grid West will have the right to begin drawing on these funds on the date the Developmental Board is elected, but may use the money only to accomplish the purposes of Grid West as defined in the Developmental Bylaws.  The Developmental Board may continue to draw on these funds until the earlier of the end of the Developmental Stage or two years after the Developmental Board’s first meeting.

Grid West will be obligated to repay this funding with interest over a maximum amortization period of 15 years.
  In the case of the Bonneville Power Administration, Grid West will provide credits against service charges at a rate that will permit full use of the credits within 15 years.  The necessary revenues will come from Grid West’s Grid Management Charge, which will be designed to recover Grid West’s ongoing operating costs as well as amortization of and interest on its developmental and start-up funding.  Maximum funding that transmission providers will have provided for Grid West development by the end of Decision Point 4 (including funding provided before Decision Point 2) is approximately $36 million.


Funding Commitment

The Funding Commitment will identify transmission owners that will fund a fixed sum for Grid West development between Decision Point 2 and Decision Point 4 and allocate the funding responsibility among them.  It will also create a linkage to the other documents 
that provide the specific funding and repayment details.


Loan Agreement

The Loan Agreement will be between Grid West and the transmission owners other than the Bonneville Power Administration (investor-owned utilities and British Columbia Transmission Corporation).  This agreement will replace all prior funding agreements.

The Loan Agreement has three pieces:  an agreement to loan Grid West money, a promissory notes acknowledging Grid West’s obligation to repay the loaned money, and the grant of a security interest in all of Grid West’s assets to secure repayment of the promissory notes.  Grid West will issue two types of promissory notes—one for those transmission owners that are providing continuing loans and another for any other transmission owners that have loaned money in the past but do not wish to provide continued funding.  Each transmission owner that executes the Loan Agreement will receive a promissory note. 


Agreement to Prepurchase Services
The Agreement to Prepurchase Services will be between Grid West and the Bonneville Power Administration.  It has two parts:  Bonneville’s agreement to fund Grid West by prepaying the Grid Management Charge, and the grant of a credit to Bonneville that Bonneville may use to offset a portion of its Grid Management Charges.  


Proposed Budget
Attachment E provides a high-level budget proposal for the development period between Decision Point 2 and Decision Point 4.  It includes general categories of expected maximum expenditures.  These estimates were used to develop the total funding commitment, but the Developmental Board will not be required to manage its expenditures according to the amounts specified for each category.  Instead, the Board will have to manage its total expenditures within the aggregate funding limits in accordance with the purposes authorized in the Developmental Bylaws.

Attachment A

Summary of Key Elements of FERC 

Declaratory Order Providing Guidance on Grid West Proposal

(July 1, 2005 – EL05-106)

"This Commission cannot bind future Commissions, but it provides this

Guidance based on its precedent and analysis of the issues."

	
	Grid West—Petitioners’ Legal Assumptions 
	Commission Determination

	1
	Grid West will be a “public utility” within the meaning of the FPA.
	We agree with Petitioners’ first assumption that Grid West would be a public utility under the FPA because it would be providing jurisdictional services. (P 27)

	2
	Because RTO formation is voluntary, the Commission may approve a regional transmission provider that offers transmission service under an OATT and that does not have to satisfy the Commission’s requirements under Order No. 2000.
	We also agree with Petitioners’ second assumption that the Grid West proposal does not have to satisfy the requirements of Order No. 2000 (except regarding governance, as requested by Petitioners).  (P 27)

	3
	A non-jurisdictional utility, or an entity over which the Commission has only limited authority, that allows its facilities to be used by Grid West for the provision of regional transmission service will not itself become subject to Commission jurisdiction, or any expansion of the scope of Commission jurisdiction, over its activities as a consequence of its participation in Grid West.
	With respect to Petitioners’ third assumption, if a non-jurisdictional utility, or an entity over which the Commission has only limited authority, allows its facilities to be used by Grid West for the provision of regional transmission service, that would not, by itself, cause such non-jurisdictional utility or limited jurisdiction entity to become a public utility subject to the full range of the Commission’s jurisdiction under Part II of the FPA. (P 28)

	4
	A non-jurisdictional utility, or an entity over which the Commission has only limited authority that acquires transmission-only services from Grid West, will not itself become subject to Commission jurisdiction.
	With respect to intervenors’ concern with Petitioners’ fourth assumption, neither Petitioners nor intervenors identify circumstances in which they believe that acquiring transmission service would make an otherwise non-jurisdictional, or limited jurisdictional, utility subject to the Commission’s jurisdiction or increased jurisdiction, but as a general matter, we do not believe that a non-jurisdictional entity’s purchase of transmission services would by itself make that entity jurisdictional. (P 29)

	5
	Mere membership in Grid West by non-jurisdictional entities will not result in any way in their becoming subject to the Commission's jurisdiction.
	We agree with Petitioners’ fifth assumption that mere membership in Grid West would not result in an otherwise non-jurisdictional utility becoming jurisdictional, based on Petitioners’ representation of the current Grid West Bylaws (i.e., distinguishing membership from signing a transmission agreement). (P 30)

	6
	If Grid West is a public utility, it must file its tariff and related protocols prior to commencing service, it would need to file a pro forma OATT or a tariff that is determined by the Commission to be comparable or superior to the pro forma OATT, and Grid West would thereafter be subject to Commission orders that apply generically to all public utilities with Commission-approved open access tariffs.
	We agree with Petitioners’ sixth assumption that if Grid West is a public utility, it must file its tariff and related protocols prior to commencing service, it would need to file a pro forma OATT or a tariff that is determined by the Commission to be comparable or superior to the pro forma OATT, and Grid West would thereafter be subject to Commission orders that apply generically to all public utilities with Commission-approved open access tariffs. (P 31)


	
	Grid West—Questions Petitioners Asked
	Commission Determination

	1
	Assuming Grid West seeks approval under section 205 of the Federal Power Act to offer regional transmission service pursuant to an open access tariff, but not as an RTO under Order No. 2000, will the Commission treat Grid West’s application as one that must satisfy the open access requirements of Order No. 888 (that is, offering services consistent with or superior to the pro forma OATT requirements) rather than the requirements for RTO status?
	Since the petition represents that the initial Grid West proposal will not seek RTO status for Grid West, we would not require Grid West to meet the requirements of Order No. 2000.  Rather, we would evaluate the proposed independent transmission provider under Order No. 888, as requested by Petitioners, based on the representations in the Petition. (P 43)

	2
	Does Grid West’s governance structure as embodied in its Operational Bylaws satisfy the independence requirements of Order No. 2000?
	We conclude that decision-making by Grid West will be independent of any market participant or class of market participant since the Board has the ability to override the Members Representative Committee with a supermajority vote on matters on the Special Issues list and has final say on these matters. (P 57)

We agree with Petitioners’ claim that a compliance audit of the independence of the organization’s decision making process is unnecessary.  The independent compliance audit established in Order No. 2000 was established to provide assurance to all market participants that passive ownership interests by market participants in an RTO remained passive over time and provide assurances of continued RTO independence.  Because the Operational Bylaws do not anticipate passive ownership in Grid West, the compliance audit required by Order No. 2000 would be unnecessary. (P 58)

With respect to IPP/Marketers’ concern about the potential effects of provisions of the various enabling documents for Grid West, interested parties will have an opportunity to comment on the justness and reasonableness of documents such as the proposed transmission agreements between the transmission owners and Grid West and Grid West’s tariff when those documents are filed. (P 59)

	3
	What is the Commission's position regarding transmission owners’ withdrawal rights?  (a) Will the Commission approve a contract between Grid West and Bonneville that allows Bonneville to withdraw as a participating transmission owner without Commission approval?  (b)  Will the Commission clarify that a participating transmission owner that is a public utility would be able to terminate its contractual arrangements with Grid West under conditions that the Commission determines are just and reasonable?
	Therefore, Bonneville does not need prior Commission approval to withdraw from Grid West. Notwithstanding that, Petitioners, including Bonneville, indicate that they expect to negotiate withdrawal terms with Grid West, and the Commission and interested parties will have the opportunity to review the withdrawal terms when Grid West makes its filing.  Further, we clarify, as requested by Petitioners, that a participating transmission owner that is a public utility would be able to terminate its contractual arrangements with Grid West under conditions that the Commission determines are just and reasonable. (P 63)

	4
	If Grid West becomes a public utility selling transmission services but not as an RTO, will the Commission assure that it will not thereafter require Grid West to comply with Order No. 2000 or Standard Market Design approaches?
	As contemplated in this Petition, Grid West will not be an RTO.  As such, application of Order No. 2000 would not be appropriate.  While this Commission cannot bind future Commissions, we can provide as much direction as possible to Petitioners (and the region) to help them make the decision as to whether to move forward with Grid West.  As with many other regions of the country, Grid West is contemplating a stakeholder process through which problems and solutions will be vetted.  We have also, in the context of an RTO and an experimental program, not been prescriptive in the approach to managing regional markets. (P 66)

	5
	As a matter of policy, will the Commission accept a provision in Grid West's agreements with Bonneville and other transmission owners providing that certain terms identified as critical to transmission owners' participation will be protected from subsequent Commission-mandated change based on, in Bonneville’s case, Bonneville’s statutory requirements and the doctrine of sub-delegation, and for all transmission owners the application of the Mobile-Sierra standard to certain contract provisions?
	[W]e agree in concept that parties to agreements between transmission owners and Grid West could, through the use of a Mobile-Sierra clause, guard against future changes to those agreements by the Commission as well as prevent unilateral changes from being proposed by any of the parties, as discussed in more detail below. (P 72)

. . . Consistent with our determination in the RTO West Rehearing Order, we will allow Petitioners to submit a list of specific provisions that they believe are essential to meeting their legal obligations or affect their ability to participate in Grid West.  Once we have this list and the Grid West tariff, we will allow all interested parties to comment before we make a determination.  In this regard, we are not looking to trump legal obligations, but are looking for a greater understanding of these obligations and how they can be accounted for within the framework that Petitioners seek. (P 73)

We emphasize that the Commission will consider proposed Mobile-Sierra provisions in the context of the effect the provision for which Mobile-Sierra protection is sought has on non-parties to the agreement or the operation of the area’s facilities as a whole.  Thus, Grid West may seek the same considerations. (P 74)

Petitioners cite Midwest ISO in also requesting that the Commission permit (1) Grid West and a transmission owner to agree that they may not amend their contract unless the amendment is signed by both parties; and (2) neither party alone to petition the Commission under sections 205 or 206 of the FPA to modify specified provisions.  We note that in Midwest ISO, the Commission accepted a filed agreement.  We believe it is premature at this point to offer such assurances, given that Petitioners have not filed any transmission agreements or a Grid West tariff; and we would not want to, in a vacuum, change the terms of any contracts by our actions here. (P 75)

Accordingly, we find that our jurisdiction does not extend to any changes in the contract between Bonneville and Grid West which would affect Bonneville’s statutory requirements.  We encourage, however, Grid West and Bonneville to inform the Commission in any subsequent filings, of the particular concerns it has in this regard.  In this manner, the Commission will be better informed and possibly prevent any actions that would undermine our decision here. (P 76)

	6
	If Grid West becomes a public utility that sells transmission service but not as an RTO, is Commission policy sufficiently flexible to accommodate participating transmission owners continuing as transmission providers for their pre-existing transmission agreements, including OATT service, while new service is made available only through Grid West?
	We find that Order No. 888 provides sufficient flexibility to accommodate Petitioners request that transmission owners may continue serving as transmission providers for their pre-existing transmission agreements, including OATT service, while new service is made available only through Grid West.  In Order No. 888 we noted that because we were not abrogating existing requirements and transmission contracts generically, and because the functional unbundling requirement in Order No. 888 applies only to new wholesale services, the terms and conditions of the pro forma tariff do not apply to service under existing requirements contracts.  However, if a customer's existing bundled service (transmission and generation) contract or transmission-only contract expires, and the customer takes any new transmission service from its former supplier, the terms and conditions of the OATT would then apply to the transmission service that the customer receives.  Here, according to Petitioners, Grid West will offer a new, region-wide transmission service for all new transmission service which we assume may include participating transmission owners’ pre-existing contracts that have expired.  (P 83)

	7
	Whether to acknowledge that the Commission has no authority to require Bonneville to modify its transmission agreements?
	We agree with Petitioners that the Commission lacks the authority to order changes to Bonneville's OATT or to any of its transmission agreements that are serviced under Bonneville’s OATT. . . . Given this proposed structure, we find that we do not have the authority to modify Bonneville’s or a non-jurisdictional transmission provider’s existing transmission agreements. (P 88)

	8
	Will the Commission support implementation, for an indefinite period, of license plate rates and the application of charges to through-and-out transactions?
	Petitioners’ preference for license plate rates is consistent with other proposals.  Consequently, we will accept Applicants' proposal on a generic basis.  Regarding the length of the Company Rate Period, we will not impose a maximum duration period but encourage Grid West to set forth principles that should guide the region in developing a pricing proposal that is pragmatic and encourages investment in infrastructure. (P 96)


Attachment B

Important Terminology

	Term
	Explanation

	AFC


	AFC stands for “available flowgate capability,” which is the uncommitted capacity on a flowgate (a line or set of lines with a combined rating, e.g. a “rated system path”).  AFC is what remains after accounting for system commitments related to both legacy obligations and Grid West-issued IWRs.  Grid West can use AFC to offer new IWRS on a short-term basis through the reconfiguration service auctions and on a long-term basis in response to long-term service requests. 

	Company Rates
	The term “company rates” refers to a non-pancaked license-plate rate structure as contemplated in the Regional Proposal (which envisioned a “company rate approach” for Grid West pricing).  Under the company rate approach, rates for service on a particular transmission owner’s system are individual to that transmission owner.  The Grid West Operational Bylaws define a “departure” from the company rate approach as a shift away from a license-plate rate structure or use of rates “derived from the costs of facilities of a participating transmission owner other than the participating transmission owner of the facilities from which the delivered power is withdrawn” (with limited exceptions for pre-existing arrangements such as general transfer agreements).  Grid West Operational Bylaws § 7.16.3

	IWRs
	An IWR or Injection-Withdrawal Right is a right to submit a day-ahead Injection-Withdrawal Schedule.  An “Injection-Withdrawal Schedule,” in turn, is a schedule of balanced energy injections and withdrawals at specified point(s) of injection and point(s) of withdrawal on the Grid West system.

	Legacy Services
	Terms such as “legacy services,” “legacy arrangements,” and “legacy rights” refer to the committed uses of Grid West transmission owners’ systems that will carry over into Grid West’s operational stage.  Examples of legacy services include: 

· a transmission owner’s use of its own transmission system (or provision of tariff service to its load-serving function) to fulfill native load service obligations (including load growth) and;

· service to customers with pre-existing long-term transmission service agreements (including rollover and service for load growth if these rights are granted in the legacy agreements).

Customers with legacy rights will continue to receive service in exchange for payment as required by the legacy agreements.

	Grid West System
	The Grid West system is the aggregate set of transmission owners’ facilities covered by agreements that enable Grid West to provide services over or with respect to those facilities.

	Reconfiguration Service
	The reconfiguration service is the Grid West transmission rights service that allows eligible customers to purchase IWRs from AFC and from transmission capacity released by sellers.  Reconfiguration refers to the process that allows released transmission rights from given injection and withdrawal points to be used to issue rights between different injection and withdrawal points, e.g., the release of a right from A to B can enable the issuance of an IWR from C to D.  Grid West will conduct reconfiguration service auctions at annual, monthly, intra-monthly and day-ahead intervals.

	Regional Proposal
	The Regional Proposal is the foundational document that has guided work on Grid West development since January 2004.  The RRG developed the Regional Proposal to provide a framework to address the regional transmission problems and opportunities it had identified in 2003.

	RRG
	The Regional Representatives Group or RRG is the main forum for stakeholder participation in Grid West development.  The RRG encompasses representatives from across Washington, Oregon, Idaho, Montana, Utah, Wyoming, Nevada, British Columbia, and Alberta, including transmission owners, transmission-dependent utilities, generators, power marketers, end-use consumers, state and provincial regulators, tribal interests, and environmental and energy-related public interest groups.

	Transmission Owner
	The term “transmission owner” refers to a transmission-owning entity (or entity that operates transmission facilities) that has entered into a transmission agreement that allows Grid West to provides services over or with respect to those facilities.

	TSLG
	The Transmission Service Liaison Group or TSLG is the work group responsible for developing market and operational design proposals for Grid West.


Attachment C

How Grid West Addresses Identified

Regional Transmission Problems and Opportunities
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Lack of transmission expansion continues to be a problem…
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There are currently few, if any, open and transparent A/S markets…

•

•

Need for open and 

Need for open and 

transparent A/S markets 

transparent A/S markets 

(balancing & reserves)

(balancing & reserves)

Identified Problem

•

•

Voluntary consolidation of 

Voluntary consolidation of 

control areas

control areas

•

•

CCA reserve market and a 

CCA reserve market and a 

real

real

-

-

time balancing service

time balancing service

•

•

Create open & 

Create open & 

transparency markets

transparency markets

Proposed Solution


Attachment D

Summary of Estimated Benefit Categories and Ranges

	
	Preliminary Estimate of Quantifiable Benefits
	
	
	
	
	
	
	
	
	

	
	
	4 Consolidating Control Areas
	
	10 Consolidating Control Areas
	Reader
Workspace

	
	
	High
	Medium
	Low
	
	High
	Medium
	Low
	
	

	
	Cost Saving Category
	$ million/year
	
	$ million/year
	
	

	1
	Contingency Reserve
	            39 
	            30 
	          20 
	
	            73 
	              55 
	              37 
	
	

	
	
	
	
	
	
	
	
	
	
	

	2
	Regulating Reserve
	              10 
	                8 
	                5 
	
	              26 
	              21 
	              14 
	
	

	
	
	
	
	
	
	
	
	
	
	

	3
	Redispatch Efficiencies (PowerWorld simulations)
	              61 
	              56 
	              41 
	
	           412 
	           332 
	           105 
	
	

	
	
	
	
	
	
	
	
	
	
	

	4
	Bulk Electric System Reliability

- Cascading Disturbances
	              83 
	              50 
	              27 
	
	              83 
	              50 
	              27 
	
	

	
	
	
	
	
	
	
	
	
	
	

	5
	 Power Delivery System Reliability 

- Momentary, Sustained Outages (2002$)
	              98 
	              58 
	              17 
	
	           203 
	           119 
	              36 
	
	

	
	
	
	
	
	
	
	
	
	
	

	6
	Rate Pancakes (TCA, GridView, Henwood)
	              61 
	              20 
	                3 
	
	              61 
	              20 
	                3 
	
	

	
	
	
	
	
	
	
	
	
	
	

	7
	Reconfiguration-Transmission Utilization (GridView)
	              52 
	              30 
	              18 
	
	              52 
	              30 
	              18 
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	 Totals ($millions per year) 
	
	
	
	
	
	
	
	
	


	Unquantified Qualitative Items
	
	Benefit Estimates
	
	

	
	
	
	High
	Medium
	Low
	
	Reader

	
	Cost Saving Category
	
	$ million/year
	
	Workspace

	
	Improved Transmission Planning
	
	
	
	
	
	

	
	Long-term Siting Efficiencies
	
	
	
	
	
	

	
	Construction Deferral (G, T and D)
	
	
	
	
	
	

	
	Conservation and Demand Side Management
	
	
	
	
	
	

	
	Load Following
	
	
	
	
	
	

	
	Market Innovation
	
	
	
	
	
	

	
	Market Monitoring
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


Attachment E

Proposed Budget for Grid West Development Between Decision Point 2 and Decision Point 4

	Preparing to Offer Services
	
	
	
	
	

	Layer 3 Protocols - Technical and Tariff Development 
	Transmission Agreements
	Funding and Start up Preparation – Business Plan
	Public/Governmental Outreach and Consultation
	Board Support and Business Administration
	GW Transmission
Expansion Planning
	

	Further Market Design
	Transmission Agreements
	Business Plan
	Regional Representative Group 
	Board Meetings
	
	
	

	Protocols
	CCA Agreements
	Budget Development
	Governmental Committee
	Grid West Members' Meetings
	Regional Planning Studies
	

	Tariff Provisions
	Canadian Interjurisdictional Iss.
	Start-up Plan
	Liaison to FERC, states etc.
	Corporate Legal Counsel
	
	
	

	Pricing and Rates (Long-term)
	
	Design of Near-term Activities
	SSG-WI Seams Activities
	Record Keeping
	
	
	

	Rights (IWRs)
	
	Financial Advising
	   Market Monitoring
	Financial Statements
	
	
	

	   RCS
	
	Systems Development
	   Transm. Expansion Planning
	Business Filings
	
	
	

	   Long-term
	
	   Procurement Preparation
	Comprehensive Risk Reward
	Front and Back Office
	
	
	

	Grid Management Charge (GMC)
	
	 501(c)(3) Status?  
	Support TOs' Regulatory Filings
	Recruitment of Operational Board
	
	

	Paying Agent Agreement
	
	
	
	
	

	
	 
	 
	 
	 
	 
	Cost Estimates

	
	
	
	
	
	
	per year
	 

	Board
	Board
	Board
	Board
	Board
	
	$800,000 
	 

	Executive Management
	Executive Management
	Executive Management
	Executive Management
	Executive Management
	
	$1,000,000 
	 

	1st yr Legal Resources
	1st yr Legal Resources
	 Legal Resources 
	 Legal Resources 
	Corporate Counsel
	
	$3,000,000 
	 

	2nd yr Legal Resources
	2nd yr Legal Resources
	"         "
	"         "
	"         "
	
	$2,000,000 
	 

	Technical Resources
	 Technical Resources
	Technical Resources 
	Professional Services
	Professional Services
	
	$3,500,000 
	 

	
	
	
	
	Administration and Support
	
	$200,000 
	 

	
	
	
	
	Office Lease and Infrastructure
	
	$150,000 
	 

	
	
	
	
	Meeting Costs
	
	$200,000 
	 

	Important Notes:
	
	
	
	Search Firm - 2nd year
	
	$400,000 
	

	- The Developmental Board is not required to manage its expenditures according to the amounts specified for each category.  Instead, the Board must manage its total expenditures within the aggregate funding limits to carry out the purposes authorized in the Developmental Bylaws.  The Board may draw as much as two-thirds of the aggregate funding amount in the first year.  The aggregate limit on maximum expenditures is $19,810,000 (the initial total of $17,100,000 plus 10% plus up to $1,000,000 for planning if approved). 
	
	
	
	
	Contingency

	
	
	Total - 1st year
	
	$8,850,000 
	Range =

	
	
	Total - 2nd year
	
	$8,250,000 
	+ or –10%

	
	
	TOTAL - 2 Years
	 
	$17,100,000 
	$18,810,000

	- Basic two-year budget does not reflect staged implementation of near-term activities
	
	
	
	
	$15,390,000

	- Implementation of near-term planning activities is subject to Grid West Members' vote
	Additional total for 2 years if planning is approved
	$1,000,000 
	


24





23





22





21





20





14





10





6





17





13





9





5





19





16.





12





8





4





18





15





11





7





3





2





1





White Paper Overview:  Grid West Market & Operational Design





Reference Papers





Seams Issues





Grid West 





Commercial Model





Management





Congestion





Auction Pricing





White Papers





Bilateral Trading





Losses





Transmission





Settlement





Module 3c





Services





Ancillary





Module 4





Operations





Module 3b





Scheduling





Module 3a





Administration





Rights





Module 2





Service





Transmission





Module 1





Resolution Process





Billing Dispute 





Metering





CCA Settlement





Invoicing





Settlements &





in Reserve Sharing





CCA Participation





Deployment





CCA Reserve





Market





CCA Reserve 





Balancing Service





Time 





-





Real





Operations





Emergency





Monitoring





Time 





-





Real





Functional Model





NERC Reliability





System





Market Information 





Service





Reconfiguration 





Transmission Rights





Coordination





Outage 





Redispatch





Ahead





-





Day





Management





Rights Data





Capacity Expansion





Planning & 





Administration





Tariff 





Adjustment





and Schedule 





Scheduling 





24





23





22





21





20





14





10





6





17





13





9





5





19





16.





12





8





4





18





15





11





7





3





2





1





Reference Papers





Seams Issues





Grid West 





Commercial Model





Management





Congestion





Auction Pricing





White Papers





Bilateral Trading





Losses





Transmission





Settlement





Module 3c





Services





Ancillary





Module 4





Operations





Module 3b





Scheduling





Module 3a





Administration





Rights





Module 2





Service





Transmission





Module 1





Resolution Process





Billing Dispute 





Metering





CCA Settlement





Invoicing





Settlements &





in Reserve Sharing





CCA Participation





Deployment





CCA Reserve





Market





CCA Reserve 





Balancing Service





Time 





-





Real





Operations





Emergency





Monitoring





Time 





-





Real





Functional Model





NERC Reliability





System





Market Information 





Service





Reconfiguration 





Transmission Rights





Coordination





Outage 





Redispatch





Ahead





-





Day





Management





Rights Data





Capacity Expansion





Planning & 





Administration





Tariff 





Adjustment





and Schedule 





Scheduling 





Consolidated Control Area














Control Area Services


Reserve Market


Real-Time Balancing Service





Regional Services


Regional OASIS


Reconfiguration Services


Reliability Authority


Regional Scheduling Services


Market Monitoring


Regional Planning & Capacity Expansion





Non-Consoli-dated Control Area








Non-Consoli-dated Control Area








Non-Consoli-dated Control Area








Non-Consoli-dated Control Area











� The area that Grid West could serve includes territory in the states of Idaho, Oregon, Washington, Montana, Utah, Wyoming, and Nevada (and a small portion of northern California) and the Canadian provinces of British Columbia and potentially Alberta as well.


� Keeping Current, March 2005 at 1; � HYPERLINK "http://www.bpa.gov/corporate/pubs/Keeping/05kc/kc0305.pdf" ��www.bpa.gov/corporate/pubs/Keeping/05kc/kc0305.pdf�. 


� Decision Point 2 is the second of four actions that must be taken for Grid West to become operational.  Decision Points 1, 2, 3, and 4 are explained in Section 1.1.


� Grid West is not intended to satisfy criteria established by the Federal Energy Regulatory Commission (FERC) for recognition as a Regional Transmission Organization (RTO), but rather to function as an independent transmission provider that provides services under a tariff that complies with FERC requirements established under Order 888.  FERC recently issued a declaratory order recognizing several important elements of the Grid West proposal.  Declaratory Order Providing Guidance Concerning Grid West Proposal, 112 FERC ¶ 61,012 (issued July 1, 2005 in Docket No. EL05-106-000) (the “Grid West Declaratory Order”).  The Grid West Declaratory Order is posted on the Grid West Website at � HYPERLINK "http://www.gridwest.org/Doc/FERCOrder_July12005.pdf" ��www.gridwest.org/Doc/FERCOrder_July12005.pdf�.  Attachment A to this document provides a summary of the key elements of the Grid West Declaratory Order.


� In many respects, this process will resemble the procedures under today’s pro forma Open Access Transmission Tariff.


� Grid West will manage the overall process for planning and expanding the Grid West system.  As part of this process, Grid West will not only respond to requests for new long-term service, but also will have “backstop” authority to make sure that the Grid West system meets transmission adequacy standards.  This backstop authority will include the ability to identify beneficiaries and allocate costs with respect to necessary system expansion.  See the TSLG draft white paper on planning and capacity expansion at � HYPERLINK "http://www.gridwest.org/Doc/Release-Draft_PlanningExpansion_v1-0.pdf" ��www.gridwest.org/Doc/Release-Draft_PlanningExpansion_v1-0.pdf�.  


� As explained in Section 4.7, transmission owners may incur “lost revenues” attributable to Grid West implementation because the transmission owners will stop selling short-term and non-firm service when Grid West begins operations and because the Grid West pricing structure will remove rate “pancakes.”


� Among the areas for possible early implementation activities are transmission planning, facilitation of joint correction of area control error (“ACE”) among transmission owners, and market monitoring.


� Even though Grid West is not intended to qualify as an RTO, FERC has indicated that the governance structure in Grid West’s Operational Bylaws, which would be adopted if Grid West reaches its operational stage, satisfies FERC’s RTO standards for independence from market participants.  Grid West Declaratory Order at P 57.


� Based on their assessment at Decision Point 2 of regional support for continued Grid West development, regional transmission owners will decide whether they are willing to fund the developmental process through Decision Point 4.  The Grid West Developmental Bylaws provide that election of Grid West’s Developmental Board may proceed only if the Interim Board determines that the transmission owners have agreed to provide the necessary funding.  Development  Bylaws § 7.1.13(iii).  The transmission owners that are currently funding Grid West development are Avista Corporation, the Bonneville Power Administration, British Columbia Transmission Corporation, Idaho Power Company, Nevada Power Company and Sierra Pacific Power Company, NorthWestern Energy, PacifiCorp, Portland General Electric Company, and Puget Sound Energy, Inc.


� To accommodate participation by Canadian entities, the current expectation is that Grid West’s transmission agreements with entities in Canada will be structured somewhat differently than those for use of facilities belonging to owners in the United States.  Given the different regulatory regimes, the structure of the transmission agreements for Canadian entities may differ, although the goal is for services and markets in Canada to mirror the Grid West market design in the United States.  Agreements with respect to facilities in Canada also might be with the operator of those facilities, rather than with the owner of those facilities.  References in this document to “transmission owners” are intended to encompass this kind of arrangement.


� Most of the capacity on the Grid West system is committed to legacy services, and the Grid West pricing proposal will not impose new rates on these services.


� See footnotes 42 and 43 and accompanying text in Section 4.4.


� This calculation assumes an interest rate of 5.5% and straight-line 10-year amortization of Grid West’s start-up and development costs.  The denominator for the calculation of the per-MWh charge used recent figures for total energy to load in the area Grid West serves of 291,000,000 MWh, but if the Grid West Grid Management Charge is applied to energy schedules rather than energy used (as recommended by the Pricing Work Group), a denominator using scheduled energy figure would be higher than energy to load and therefore the resulting per-unit charge would be lower. 


� Avista Corp. et al, 100 FERC ¶ 61,274 (2002).


� The Regional Proposal is posted on the Grid West Website at � HYPERLINK "http://www.gridwest.org/Doc/FinalNarrative_RegionalProposal_Dec242003.pdf" ��www.gridwest.org/Doc/FinalNarrative_RegionalProposal_Dec242003.pdf�; a document summarizing the problems and opportunities identified by the RRG is at � HYPERLINK "http://www.gridwest.org/Doc/RRGA_RefinedListClean_Aug142003.pdf" ��www.gridwest.org/Doc/RRGA_RefinedListClean_Aug142003.pdf�.


� � HYPERLINK "http://www.gridwest.org" ��www.gridwest.org�.


� The Grid West Website includes a set of general questions and answers about Grid West.  � HYPERLINK "http://www.gridwest.org/GridWest_GeneralQandA.htm" ��www.gridwest.org/GridWest_GeneralQandA.htm�. 


� For a summary of Grid West’s basic features as compared to those of an SMD-style RTO, please see Table 3.10.


� Grid West Declaratory Order at P 66.


� The Grid West Website includes a page with information related to Grid West membership.  � HYPERLINK "http://www.gridwest.org/GWMemberInfo.htm" ��www.gridwest.org/GWMemberInfo.htm�. 


� Information about RRG activities is available on the RRG main page of the Grid West Website.  � HYPERLINK "http://www.gridwest.org/RRG_Main.htm" ��www.gridwest.org/RRG_Main.htm�.


� These materials are posted in the Grid West Website at � HYPERLINK "http://www.gridwest.org/TSLG_May2005Papers.htm" ��www.gridwest.org/TSLG_May2005Papers.htm�. 


� As noted in several Grid West market and operational design white papers, the work stream for Decision Point 2 did not include tasks related to market monitoring, but market monitoring will be part of Grid West implementation.


� In this table, “CCA” stands for “consolidated control area.”


� To the extent that transmission owners elect to consolidate their control areas under Grid West, there will be additional benefits from markets for reserves and real-time balancing energy (solely within the consolidated control area).  There is an overview of the consolidated control area in Section 3.8


� Two elements of current practices that contribute to underutilization of transmission capacity are the application of “dual constraints” to control area operations (individual requirements to observe both physical and scheduling limits at control area boundaries, even if scheduling limits hold actual use far below physical limits) and limited trading of transmission rights.


� FERC recently confirmed that it considers Order 888 sufficiently flexible to allow transmission owners to continue to serve as transmission providers for their legacy customers within the Grid West operational structure.  Grid West Declaratory Order at P 83.  FERC also acknowledged that it lacked the authority to order changes to BPA’s legacy transmission agreements.  Id. at P 88.


� The TSLG has not yet resolved how specific a “point” of injection or withdrawal must be.  Preliminary discussions have noted that points of injection and withdrawal must be defined sufficiently to enable Grid West to accurately model their behavior within the system, but not so specific as to unduly limit market activity or complicate the scheduling process.  To the extent that specifying different locations for injection or withdrawal points will determine the cost of an IWR (which will be true for any form of “license plate” pricing for long-term service), Grid West will need rules to address the treatment of jointly owned facilities, common corridors, and contiguous facilities owned by transmission owners with disparate company rates.  This is an area for further work following Decision Point 2.


� In the case of a customer holding legacy rights that the customer wishes to offer into the reconfiguration service market, the terms of the underlying legacy agreement must permit resale of those rights.  IWRs issued by Grid West are inherently tradable.


� Holders of legacy rights who do not wish to participate in the Grid West reconfiguration service do not need to have their rights certified or translated into IWRs.  Holders of legacy rights that are certified and translated have no obligation to offer their rights for sale.  The decision to offer rights for sale can be made individually for specific times and durations without any commitment to offer any rights at other times.


� Revenues generated in the reconfiguration services market will fall into two different categories.  Revenues derived from capacity that is released by rights holders will go to the parties that offered the rights into the market.  Revenues Grid West earns by selling AFC through the reconfiguration service will go initially to Grid West, and then be allocated to transmission owners (as explained in Section 4.6).  See also Diagrams 4.2(a) and 4.6.


� For a more complete description of Grid West’s role in regional transmission planning and capacity expansion, please refer to the draft TSLG white paper posted on the Grid West Website at � HYPERLINK "http://www.gridwest.org/Doc/Release-Draft_PlanningExpansion_v1-0.pdf" ��www.gridwest.org/Doc/Release-Draft_PlanningExpansion_v1-0.pdf�.  The Grid West planning and capacity expansion proposal includes possible steps Grid West could take before Decision Point 4 to support regional planning efforts.  Grid West does not have authority to engage in planning activities before its operational stage without member approval.  Developmental Bylaws § 3.1.2.


� These materials are posted on the Grid West Website at � HYPERLINK "http://www.gridwest.org/TSLG_May2005Papers.htm" ��www.gridwest.org/TSLG_May2005Papers.htm�. 


� FERC has issued a declaratory order stating that because Grid West does not intend to seek RTO status when it begins operations, FERC would not apply the requirements of Order 2000, but instead would evaluate Grid West’s status as an independent transmission provider with respect to the pro forma Open Access Transmission Tariff requirements under Order 888.  Grid West Declaratory Order at P 43.


� These documents, together with the slide presentation from the Grid West pricing seminar held on June 23, 2005, are available on the Grid West Website at � HYPERLINK "http://www.gridwest.org/DP2Info.htm" ��www.gridwest.org/DP2Info.htm�. 


� See Section 4.7 for discussion of lost revenues.


� The gross revenue requirement associated with the combined Grid West system is about $1.8 billion (based on 2003 data for the transmission owners that have funded Grid West development—Avista Corporation, the Bonneville Power Administration, British Columbia Transmission Corporation, Idaho Power Company, Nevada Power Company, NorthWestern Energy, PacifiCorp, Portland General Electric Company, Puget Sound Energy, Inc., and Sierra Pacific Power).  Of this $1.8 billion, the Pricing Work Group estimates that about $100 million represents 2003 revenues to transmission owners for short-term and non-firm service.  Direct short-term and non-firm revenues to transmission owners would be discontinued under Grid West, although Grid West’s sales of new service from AFC would offset at least some of these revenues.  Based on preliminary discussions related to the potential for existing long-term agreements to be discontinued at their expiration dates (where these agreements would have otherwise been expected to remain in place in the absence of Grid West), the Pricing Work Group also believes that potential revenue loss related to long-term legacy rights is limited.  Please refer to Section 2.1 of the pricing white paper for further discussion of this topic.  (� HYPERLINK "http://www.gridwest.org/Doc/GW_PricingWhitePaper.pdf" ��www.gridwest.org/Doc/GW_PricingWhitePaper.pdf�.) 


� The Pricing Work Group has not specified how individual transmission owners would set their particular company rates.  The Pricing Work Group proposes that it would be up to individual transmission owners to decide whether they wish to apply rate segmentation within their company rates for uses of different facilities on their systems.


� Given the Pricing Work Group’s preliminary proposal to limit new network IWRs to a single transmission owner’s “host” system, under all of the long-term pricing options the Pricing Work Group identified, the applicable rate for network IWRs would be the company rate for network service on the host transmission owner’s system.


� As previously noted, the TSLG’s market and operational design work has not yet determined how specific points of injection and withdrawal must be.  See footnote 29 in Section 3.4.


� This recommendation is not unanimous.  There are at least two members of the Pricing Work Group who urge that if Grid West uses embedded-cost-based pricing for long-term IWRs, Grid West should consider Option 3 (combination of single-system and system-wide average rates), and also consider a long-term auction mechanism.  In their view, charging by withdrawal location underrates the cost and value of transmission service that traverses more than one transmission owner's system.  At least one member of the RRG suggested that Grid West might consider applying the average of the company rate at the injection point and the company rate at the withdrawal point.


� None of the proposal elements for Decision Point 2 (in pricing or other areas) are “binding” on the Developmental Board, although they are intended to serve as important resources for the Developmental Board in future work.  The region will rely on the Developmental Board to conduct appropriate testing and analysis as it moves forward, consult with regional stakeholders, and make appropriate adjustments if it identifies any “fatal flaws.”


� The basic process through which Grid West would respond to new long-term service requests is not meant to rule out other approaches, such as open-seasons or alternative means to facilitate joint construction, that could promote innovation and enhance the region’s ability to develop new infrastructure when needed.


� Some parties believe that alternative allocation methods should be explored after Decision Point 2.


� When Grid West begins operations, transmission owners will no longer sell new transmission service (neither short-term nor long-term; neither from existing capacity nor through upgrades and expansions).  For short-term service, this change will result in a revenue loss on “Day 1” for those transmission owners that used to sell short-term or non-firm transmission service.  For long-term service, there is no revenue loss until an existing long-term contract expires and the transmission owner is no longer in a position to “resell” the freed-up capacity.  These revenue losses could be tracked on an individual transmission owner basis.


� Under the Grid West proposed market design, multisystem rights that would have been sold by multiple transmission owners at pancaked rates (a separate embedded cost charge for each system used) will be sold by Grid West at a single rate.  This will result, in most cases, in lower costs to the transmission customer purchasing multisystem rights.  Although Grid West’s revenues from AFC sales will be allocated back to the transmission owners, these may not fully offset the difference between the single Grid West rate and the revenues that pancaked charges would have produced.  


�  Although the billing determinant for replacement revenue charges would be the same as for Grid West’s Grid Management Charge, the Pricing Work Group believes that these charges should be identified and computed separately.


� Grid West will play a different role for the consolidated control area (administration of reserve and energy imbalance markets) as compared to its role for the overall Grid West system.  Grid West may therefore structure the Grid Management Charges (or apply a separate charge for control area services) to reflect these differences.


� Responding to the feedback at the Grid West pricing seminar held on June 23, 2005, the Pricing Work Group discussed the possibility that some elements of Grid West’s operating and administrative costs (such as costs related to managing the scheduling process) might be subject to a different billing determinant, such as a per-schedule fee (so that ten schedules for one MW-hour each would pay more than one schedule for ten MW-hours).


� Putting this into context, this is slightly more than half of the Bonneville Power Administration’s Transmission Business Line’s 2006 fee for Scheduling Control and Dispatch (Hourly Rate), which is $0.59 mills/kWh.  The denominator for the example Grid Management Charge calculation was derived from load data for the Grid West area of approximately 291,000,000 MWh.  Energy to load was used as a rough surrogate for total energy schedules.  If total energy schedules on the Grid West system were to exceed this load figure, as would be expected, then the denominator for this calculation would increase and therefore the per-unit charge would be lower.


� FERC has indicated that it will not impose limits on how long Grid West may use a “company rate approach” for pricing.  Grid West Declaratory Order at P 96.


� Grid West’s Developmental Bylaws require that a risk-and-rewards analysis of commencing commercial operations must be completed before members vote on whether to adopt Grid West’s Operational Bylaws.  Developmental Bylaws § 12.2.2(i).


� The actual manner in which start-up capital is amortized and the process to repay development funding will need to be addressed as part of ongoing activities after Decision Point 2.


� The total funding provided for Grid West development is not necessarily relevant for cost-benefit comparisons, because the portion of these funds that has been spent reaching Decision Point 2 represents sunk costs, rather than additional costs that would be incurred to move forward with the Grid West development process. 


� This paper is posted on the Grid West Website at � HYPERLINK "http://www.gridwest.org/Doc/RR_PreliminaryReport_July192005.pdf" ��www.gridwest.org/Doc/RR_PreliminaryReport_July192005.pdf�. 


� The transmission owners that currently fund Grid West development are Avista Corporation, the Bonneville Power Administration, British Columbia Transmission Corporation, Idaho Power Company, Nevada Power Company and Sierra Pacific Power Company, NorthWestern Energy, PacifiCorp, Portland General Electric Company, and Puget Sound Energy, Inc.  The Grid West Developmental Bylaws provide that election of the Developmental Board can proceed only if the Interim Board determines that transmission owners have agreed to provide the funding necessary for Grid West to reach Decision Point 4.  Developmental Bylaws § 7.1.13(iii).


� Draft agreements will be posted on the Grid West Webpage with Decision Point 2 information (� HYPERLINK "http://www.gridwest.org/DP2Info.htm" ��www.gridwest.org/DP2Info.htm�) by the end of July 2005.


� A vote of Grid West members is necessary to authorized Grid West to undertake transmission planning activities before Decision Point 4.  Developmental Bylaws § 3.1.2.


� There are circumstances in which Grid West would have lump-sum repayment obligations.


� For drafting purposes, all of the transmission owners that currently fund Grid West development are identified in the proposed Funding Commitment.  Transmission owners will decide at Decision Point 2 whether they are willing to provide further funding.


�  The Developmental Board cannot draw more than two-thirds of the total funds in the first year following Decision Point 2, but this should give the Board sufficient flexibility to make any necessary two-year commitments in that first year.
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