Allen:

This piece updates my October 20 e-mail critique of the Henwood study, now that I have read the entire report.  Of particular interest are page 5-2 and portions of Chapter 10 (e.g. Sections 10.13 and 10.14 on pp. 10-7 & 8) which, as explained below, effectively contradict the basic conclusions of the Henwood study.


HENWOOD CRITIQUE

1. Cost Comparisons Misleading

Henwood uses data gathered by the PPC to assert that Grid West costs will be substantially higher than any possible benefits. It reaches this conclusion by using cost data from other RTOs (e.g. PJM, MISO, CalISO), applying such data to Grid West’s projected demand, and generating an estimated annual Grid West cost of $200 million ($122 million net cost).

This approach to estimating Grid West costs is at best misleading. The principal cost drivers in other RTOs have been the software development and related application costs of implementing complicated financial rights systems and locational marginal pricing, as well as dealing with retail access market features. None of these conditions exist for Grid West, nor are any contemplated for the foreseeable future. To compare Grid West costs to those of other RTOs with substantially more complex, and hence expensive, market structures is therefore inappropriate.

In fact, the Henwood report itself (p. 5-2) does an excellent job of describing the specific reasons for cost escalation in other RTOs.  The only problem is that none of these conditions exist, or are even contemplated, for Grid West.



2. Brownfield Control Center

Grid West is further distinguished from other RTOs by its intention to place its control center within the confines of an existing Northwest utility’s operational control complex (i.e. probably somewhere in or adjacent to BPA’s Dittmer control center). This brownfield control center concept is substantially different from the new, greenfield center envisioned during RTO West development, and is being contemplated specifically to reduce Grid West costs. Nearly all other RTOs have built new greenfield control centers, and even the recent FERC report on RTO costs assumes a greenfield control center in its baseline cost estimates. For Henwood to ignore this major cost saving design feature of Grid West builds a serious upward bias into its cost estimates.

3. Voluntary Approaches and Cost Allocation

Chapter 10 of the Henwood study lists several problems with the existing Northwest transmission system, and then describes how they can be solved without creating an independent entity like Grid West.  Two of the biggest problems presently facing the region, and potential benefits if resolved, are need for systemwide generation redispatch (rather than curtailment) to solve congestion problems and consolidation of the region’s 15 existing control areas.  Sections 10.13 and 10.14 assert that both problems can be solved through voluntary approaches among utilities, provided that “some process will need to identify how any cost of redispatch … will be allocated” (section 10.13, p. 10-8) and “what they (BPA and PNW utilities) would need is an agreement on the cost sharing and equity issues” (Section 10.14, p. 10-8).

These statements illustrate the very reason why the Northwest needs an independent entity (whether Grid West or an RTO) in the first place.  Resolving issues like generation redispatch, control area consolidation and building new transmission lines requires an ability to:  (1) accurately estimate the costs involved; and, (2) allocate those costs in a manner which is accepted by all parties.  Voluntary contractual mechanisms almost always fail when they try to tackle significant cost allocation issues.  To pretend that voluntary approaches can resolve these intractable transmission issues is akin to saying BPA’s customers could have voluntarily agreed on all BPA increases (both as to amount and to which classes received what allocation) since 1980 at some number other than 0.
When increasing costs and deciding how to allocate those costs, whether in BPA rate proceedings or costs of a new transmission line, the region needs an independent entity or the job will simply not get done. 


4. Conclusion

These are three prominent examples of where the Henwood study uses misleading or outdated data, or simply makes undocumented assertions which are contradicted by the region’s historical experience in resolving similar complex problems.


While we can speculate on why Henwood used such an approach, the only real conclusion is that this study is premature and, at best, not very helpful in analyzing the cost/benefit tradeoffs associated with creating Grid West.

