Potential Comments submitted by Grid West Filing Utilities

in Response to the Study of Costs, Benefits and Alternatives to Grid West prepared by Henwood Energy Services, Inc. (September 13, 2004).
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Background
Henwood Energy Services, Inc. (“HESI”), under contract with Snohomish PUD with participation from a number of other publicly-owned utilities in the Pacific Northwest
, prepared the “Study of Costs, Benefits and Alternatives to Grid West”.  The study was supported by a production cost model that was used to contrast current operations with operations under “an end state where a regional transmission organization is in place and operating.”  The results of the model indicated that benefits would result from efficiencies to be gained by the sharing of operating reserves.  These benefits were estimated to be $73 million/year out of total benefits estimated to be $78 million/year.
  
In contrast, the study adapted to Grid West cost survey information associated with other ISOs and RTOs by applying the weighted-average carrying cost to Grid West’s projected annual demand.  This approach, adjusted for inflation, suggests that in 2006, annual operating costs of $221 million/year. 
Grid West Response
Grid West Filing Utilities have not had the opportunity to review the complete study – only the Executive Summary has been released – and so is not adequately informed to question or endorse the modeling conclusions.  However, there is a general appreciation to see that other regional entities are studying the potential benefits and costs associated with the formation of Grid West.

As was the case when the Filing Utilities commissioned a similar study with Tabors Caramanis and Associates (“TCA”), modeling efforts are controversial and production cost models, in particular, are insufficient to measure all of the benefits of an ISO or an RTO, or in the instant case, a Grid West entity.  In addition, a lot has changed since the Filing Utilities commissioned the TCA study.  Besides some maturing of the RTO industry itself and a change in FERC’s vision for RTOs (FERC has move away from a Standard Market Design model to endorse regionally-driven design), the Grid West governance, scope and design have been modified in order to allow for measured and sequential design adaptation, to ensure cost-efficiencies and regional accountability.  For this reason, HESI’s estimate of benefits, as calculated by a production cost model, reflects only a portion of potential benefits that Grid West could produce. 
While Grid West has been informed of the cost survey effort that HESI relied upon, it is the range of costs reflected in the survey that is interesting, not a weighted-average, as Grid West is critically concerned with being a cost-effective and efficient organization. In addition, Grid West is not expected to be a “full-features” RTO and should be able to take advantage of not being among the “first to market” RTOs.  Moreover, costs estimates alone do not consider savings that occur by moving the functionality, responsibilities and authorities from one entity to another.  
Grid West Filing Utilities look forward to having an opportunity to reviewing the full report.  
� The Public Power Council contributed survey information that focused on the start-up and operating costs associated with existing ISOs and RTOs.  In addition, 6 publicly-owned utilities participated in the study sponsored by Snohomish PUD, namely, Benton County PUD, Clallam County PUD, Peninsula Light Company, Douglas County PUD, Lewis County PUD and, Grant County PUD. 


� The calculated of benefits was said to be “overstated,” due to the expectation that opportunities already exist for more short-term bilateral contracts for ancillary services. 





