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HISTORICAL COST BENEFIT ANALYSES OF RESTRUCTURING’S EFFECTS ON THE NW

To date, there have been 4 studies of the potential benefits of industry restructuring in the Northwest.

A.
The IndeGo Study, May, 1998:  The IndeGo “Benefits Workgroup” requested a cost benefit analysis of proposed its proposed market changes.  The work was performed by New Energy Associates, Inc., working on contract and in conjunction with BPA staff using the Power Market Decision Analysis Model (PMDAM).  PMDAM is an economic equilibrium model that balances the supply and demand of electricity products.  This study primarily examined the financial effects of removing pancaked transmission rates.  It did not examine the effects of changes in congestion management techniques/pricing.  It yielded the following result:

· WSCC wide benefit of $108 million/year

· IndeGo participants have a net benefit of $81 million/year, Desert Star (the Southwest) benefits by $67 million, Canadians benefit by $25 million and California loses by $64 million per year.

· These benefits are not net of RTO operational costs.
B. The Aurora Study, October 2000:  A regional work group used the Aurora model, an economic equilibrium model with a transport algorithm for the grid, to estimate the net benefits of implementing RTO West.  The analysis also determined the economic effect of shifting from pancaked transmission rates to company rates.  The resulting cost benefit estimates were as follows:

· Regulating reserve savings of $28 million annually over the RTO footprint.

· Reliability benefits of anywhere from $33 million to $328 million annually

· RTO Annual Costs of $63-$76 million 

· The study identified numerous qualitative benefits which could not be quantified.

C.
The TCA Study, March, 2002:  Tabors Caramanis and Associates (TCA) was contracted by the RTO West filing utilities to undertake an analysis of the probable benefits and costs of RTO West.  TCA used GE MAPS, an optimal power flow model.  GE MAPs takes the existing system configuration, assumptions about generator costs, and load profiles and uses the data to simulate optimal (i.e., cheapest cost subject to transmission constraints) energy dispatch under different pricing and system assumptions.  This study looked at the impacts that removing pancaked transmission rates and sharing reserves would have on the cost of generation in the year 2004.  They also conducted several sensitivity analyses to determine how their model’s output would differ under different assumptions about water years, gas prices, new resource scenarios, and loss charges.  Their results were as follows:

· The  net benefits of eliminating transmission rate pancakes and sharing reserves would be $305 million/year in the RTO West footprint, and $410 million for all of RTO West.  

· 40% of this benefit can be attributed to the elimination of rate pancaking, 60% to reserves sharing.  

· These benefits are not net of RTO operation costs.

D. 
The DOE Study, April, 2003:  In February of ’03, Congress requested requested that the DOE produce an assessment of the impacts of implementing FERC’s Standard Electricity Market Design (SMD).  This study did not look at the effects of RTO West, but of SMD.  DOE’s “Policy Office Electricity Modeling System” (POEMS)  was used to conduct this study – it is an amalgam of several models which forecasts trading volume and prices by NERC region.  In reality, modeling limitations only allowed them to look at the effects of changed reserves margins and the elimination of pancaked rates, so it ended up looking at the same aspects of restructuring as did the previous NW studies.  Also, it is important to note that they hardwired some “increased operation transmission capability” into the “with SMD” case.  Their results were as follows:

· Annual benefits, net of cost, nation wide were estimated to be $1 billion for the first six years, dropping to $700 million annually by 2020.  

· In the NWPP region, wholesale prices are predicted to drop by 3-4% while retail rates are predicted to rise by 1% (because the region is a net seller of wholesale energy, revenues go down with the decrease in wholesale rates, leading to increased retail rates).
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